STATE OF MISSOURI

PUBLIC SERVICE COMMISSION

At a session of the Public Service Commission held at its office in Jefferson City on the 27th day of May, 2004.

In the Matter of the Application of Kansas City

)

Power & Light Company, a Missouri Corporation,
)
Case No. EF-2004-0265

for authority to issue debt securities.


)

ORDER GRANTING FINANCING APPLICATION

Procedural History:

On December 19, 2003, Kansas City Power & Light Company (KCP&L) filed an application asking the Commission for authority to issue up to $600 million principal amount of debt securities through March 31, 2006, and also seeking authority to enter into interest rate hedging instruments in connection with the debt securities.  Together with its application, KCP&L filed a Motion for Protective Order, which the Commission issued on December 29.  Thereafter, on January 20, 2004, KCP&L filed certain proprietary informa​tion in support of its application.

On March 23, KCP&L filed its Amended Application and another proprietary exhibit.
  Staff filed its favorable recommendation on April 2, and a Correction on April 7.
  Neither KCP&L nor Public Counsel filed any response to Staff's Memorandum and Recommendation.  

Because of an apparent conflict between the language of Staff's Recommendation and its Memorandum, the Commission on May 25 directed Staff to file a clarification.  Staff filed its response on May 26 as directed.

Discussion:

KCP&L seeks authority to issue up to $600 million principal amount debt securities.  The proceeds will be used "for general corporate purposes, which may include capital expenditures, acquisitions, refinancing or repurchase of outstanding long-term debt and preferred securities, purchasing currently leased assets, repayment of short-term debt, and other business opportunities."

KCP&L states that it will issue these securities in one or more offerings as may be most advantageous.  This will permit KCP&L to maintain its low-cost debt structure by taking advantage of rapidly-changing market conditions.  The securities will have maturities between one and 40 years.  They will be offered, either directly by KCP&L or through agents and underwriters, in multiple offerings of differing amounts with different interest rates, including variable interest rates, but not exceeding ten percent.  The securities may be senior or subordinated, unsecured or secured under KCP&L's existing general mortgage debt indentures, depending on market conditions at the time of issuance.  Some may be issued as "fall-away" mortgage debt, which is initially secured but may convert to unsecured based under certain conditions.  Some of the securities may be issued as subordinated securities to special purpose financing entities, such as trusts, which would then issue preferred securities.  In the latter case, KCP&L seeks authority to guarantee the distributions, redemption price and liquidation payments of any such preferred securities.  

In addition to authority to issue debt securities, KCP&L also seeks authority to enter into interest rate hedging instruments in conjunction with the debt securities.  KCP&L explains that, depending on market conditions, it may be more economical to issue floating rate securities and then swap them to a fixed rate or cap them at some interest rate, or, conversely, to issue fixed rate securities and then swap them to floating rate securities.  By having the flexibility to use hedging instruments in this way, KCP&L states that it will be able to optimize the cost of the debt.  The cost and use of hedging instruments is difficult to forecast; however, KCP&L states that any cost associated with the use of interest rate caps or collars will be offset by the savings resulting from their use.  

In its Amended Application, KCP&L stated that, as of September 30, 2003, it had existing long-term indebtedness of $1,049.3 million, consisting of (1) $146.5 million of Pollution Control Bonds, Series 1998A, 1998B and 1998D, (2) $625.0 million of senior unsecured notes, (3) $0.5 million of medium-term notes secured by General Mortgage Bonds, (4) $127.8 million of General Mortgage Bonds pledged in support of Pollution Control Bonds, and (5) $150.0 million of subordinated debentures issued as Trust Originated Preferred Securities.  Its existing short-term indebtedness on September 30, 2003, amounted to $161.0 million.
  

KCP&L stated that it will, within ten days of the issuance of any debt securities under authority granted in this case, file a report including the amount of debt securities issued, the date of issuance, the interest rate (if variable, the initial interest rate), the maturity date, the redemption schedules, and the special terms, if any.  Additionally, KCP&L stated that it will simultaneously file a statement of the portion of the issuance that is subject to the fee schedule at Section 386.300, RSMo 2000.

On April 2, Staff filed a Recommendation and Memorandum regarding KCP&L’s application.  Staff recommended that the Commission approve KCP&L’s application, subject to certain conditions.  Staff stated that KCP&L is a wholly-owned subsidiary of Great Plains Energy.  KCP&L generates and distributes electricity to some 467,000 retail customers in Missouri and Kansas.  The major portion of its revenues derive from utility operations in and around Kansas City.

Staff recommended that the Commission require that KCP&L use a specified amount of the capital raised through the issuance of debt securities at issue in this case to refinance existing securities.
  Otherwise, Staff warns, KCP&L will violate a condition imposed in Case No. EM‑2001‑464.
  Staff states that the difference between the amount limited to use for refinancing and the $600 million principal amount would "be available for Kansas City Power & Light Company to use for any purpose stated in its Application[.]"  Staff notes that KCP&L is already authorized to use interest rate hedging instruments in connection with other securities and that the authority sought here would apply only to the securities issued under authority of this case.
  Staff also stated that an interest rate cap of ten percent is not appropriate in view of present market conditions and that a cap of nine percent is preferable.  Staff states that ratios calculated on the basis of the September 30, 2003, figures and the pro forma figures supplied by the Company are consistent with the ranges set by the industry average and defined by Standard & Poor's Corporation for an investment grade (BBB or better) rated electric utility company.  Staff states that, based on Standard & Poor's rating of both Great Plains and KCP&L, the proposed transaction will not affect KCP&L's credit rating, so long as the capital raised is used as Staff recommends.
  

Specifically, Staff recommends that the Commission approve the application subject to the following fifteen conditions:  

1.
That the Company shall be required to file with the Commission all final terms and conditions on this financing including, but not limited to, the aggregate principal amount to be sold or borrowed, price information, estimated expenses, portion subject to the fee schedule and loan or indenture agreement concerning each issuance.

2.
That the Company shall not be authorized to use any portion of the $600 million amount in debt securities for any purpose other than as stated in its Application. If the Company wishes to use any portion of this financing for any purpose other than as stated in its Application, then it must file a separate application with the Commis​sion for approval to do so.

3.
That the interest rate for this debt issuance is not to exceed 9 percent.

4.
That the Company shall file with the Commission any information concerning communication with credit rating agencies concerning this issuance(s). 

5.
At no time will the Company’s total borrowings, including all instruments, exceed its regulated rate base.

6.
That the Company shall be required to submit to the Financial Analysis Department of the Commission key financial ratios 

for Total Company on a quarterly basis as calculated and defined by Standard & Poor’s Credit Rating Service:

a.
Pre-tax Interest Coverage;

b.
After-tax Coverage of Interest and Preferred Dividends;

c.
Funds Flow Interest Coverage;

d.
Funds from Operations to Total Debt; and

e.
Total Debt to Total Capital (including Preferred).

7.
That nothing in the Commission’s order shall be considered a finding by the Commission of the value of this transaction for rate making purposes, and that the Commission reserves the right to consider the rate making treatment to be afforded these financing transactions and their results in cost of capital, in any later proceeding.  

8.
That the Company shall file with the Commission any information concerning use of the funds from the issuance(s) with regard to redemption of any outstanding long-term debt, including Net Present Value calculations indicating the amount of interest cost savings.  

9.
The Company shall submit a written description of its interest rate management plan to the Commission’s Financial Analysis Department, notify the Financial Analysis Department in writing of terms and conditions of interest rate management products entered into and submit quarterly reports regarding the performance of the interest rate management program and of the interest rate manage​ment products when such products are utilized. The quarterly reports shall indicate the nature of any activity or inactivity for that quarter.  

10.
That nothing in the Commission’s order authorizing these financing transactions shall be deemed to supersede or limit the conditions agreed to by KCPL in any prior KCPL case, such as Case No. EM-2001-464.

11.
That the Company file with the Commission any information concerning deviations from their stated use of the funds from the Bond issuances that would materially change the pro forma capitalization and financial ratios; and

12.
That all future funds acquired through issuance of securities under this application shall be used exclusively for the benefit of KCPL’s regulated operations, and not for the other operations of KCPL or any of its affiliates or non-regulated activities.  

13.
That the amount of any and all other benefits that accrue to the funds acquired through issuance of securities under this applica​tion shall be used exclusively for the benefit of KCPL’s regulated operations, and not for the other operations of KCPL or any of its affiliates or non-regulated activities.  

14.
That KCPL shall make available to the Staff sufficient documentation to ensure that the funds, and the amount of any and all other benefits that accrue to the funds, acquired through issuance of securities under this application shall be used exclusively for the benefit of KCPL’s regulated operations, and not for the other operations of KCPL or any of its affiliates or non-regulated activities.  

15.
That KCPL will engage in dialogue with the Staff to develop a procedure to facilitate the processing of future financing requests. The objective of the new procedure is to provide the Staff adequate time to acquire needed information and make a recommendation to the Commission, while satisfying the Company’s needs. A joint report will be filed with the Commission no later than 120 days after the effective date of the Commission’s order in this case describing the progress that has been made towards this objective.

KCP&L did not file any response or reply to Staff's Memorandum and Recommendation and presumably accepts all of the suggested conditions.  Although the Office of the Public Counsel is a party to this case, it did not file a recommendation or a response to Staff’s recommendation.  

The Commission has reviewed and considered KCP&L’s application and the Recommendation and Memorandum of Staff and concludes that the application should be granted.  The Commission will require KCP&L to comply with the conditions recommended by Staff.  The Commission will clarify that the reports KCP&L will be required to produce shall be submitted to Staff and to the Office of the Public Counsel, but need not be filed in this case.  

As required by Section 393.200, RSMo 2000, the Commission finds that the money, property or labor to be procured or paid for by the issuance of the debt securities proposed in KCP&L’s application is, or will be, reasonably required for the purposes specified in the application and that such purposes are not in whole, or in part, reasonably chargeable to operating expenses or to income. 

IT IS THEREFORE ORDERED:

1. That the application filed by Kansas City Power & Light Company on December 19, 2003, and amended on March 23, 2004, for authority to issue up to $600 million aggregate principal amount of debt securities through March 31, 2006, in the form of secured or unsecured, senior or subordinated debt, "fall away" mortgage debt, or subordinated debt issued to special purpose financing entities, with fixed or variable interest rates not exceeding nine percent, is granted.  

2. That the application filed by Kansas City Power & Light Company on December 19, 2003, and amended on March 23, 2004, for authority to enter into interest rate hedging instruments with one or more counterparties in conjunction with the issuance of the debt securities authorized in Ordered Paragraph No. 1, above, is granted.

3. That the application filed by Kansas City Power & Light Company on December 19, 2003, and amended on March 23, 2004, for authority to guarantee the distributions, redemption price and liquidation payments on trust preferred securities issued in connection with the debt securities authorized in Ordered Paragraph No. 1, above, is granted.  

4. That Kansas City Power & Light Company is authorized to do any and all other things incidental, necessary or appropriate to the performance of any and all acts specifically authorized in this order, including executing all documents necessary for the issuance and maintenance of the debt securities authorized in this proceeding.  

5. That the authority granted to Kansas City Power & Light Company in this Order is subject to the following conditions, with which Kansas City Power & Light Company is directed to comply:

A.
That the Company shall be required to file with the Commission all final terms and conditions on this financing including, but not limited to, the aggregate principal amount to be sold or borrowed, price information, estimated expenses, portion subject to the fee schedule and loan or indenture agreement concerning each issuance.

B.
That the Company shall not be authorized to use any portion of the $600 million amount in debt securities for any purpose other than as stated in its Application. If the Company wishes to use any portion of this financing for any purpose other than as stated in its Application, then it must file a separate application with the Commission for approval to do so.

C.
That the interest rate for this debt issuance is not to exceed 9 percent.

D.
That the Company shall file with the Commission any information concerning communication with credit rating agencies concerning this issuance(s). 

E.
At no time will the Company’s total borrowings, including all instruments, exceed its regulated rate base.

F.
That the Company shall be required to submit to the Financial Analysis Department of the Commission key financial ratios for Total Company on a quarterly basis as calculated and defined by Standard & Poor’s Credit Rating Service:

i.
Pre-tax Interest Coverage;

ii.
After-tax Coverage of Interest and Preferred Dividends;

iii.
Funds Flow Interest Coverage;

iv.
Funds from Operations to Total Debt; and

v.
Total Debt to Total Capital (including Preferred).

G.
That nothing in the Commission’s order shall be considered a finding by the Commission of the value of this transaction for rate making purposes, and that the Commission reserves the right to consider the rate making treatment to be afforded these financing transactions and their results in cost of capital, in any later proceeding.  

H.
That the Company shall file with the Commission any information concerning use of the funds from the issuance(s) with regard to redemption of any outstanding long-term debt, including Net Present Value calculations indicating the amount of interest cost savings.  

I.
The Company shall submit a written description of its interest rate management plan to the Commission’s Financial Analysis Department, notify the Financial Analysis Department in writing of terms and conditions of interest rate management products entered into and submit quarterly reports regarding the performance of the interest rate management program and of the interest rate management products when such products are utilized. The quarterly reports shall indicate the nature of any activity or inactivity for that quarter.  

J.
That nothing in the Commission’s order authorizing these financing transactions shall be deemed to supersede or limit the conditions agreed to by Kansas City Power & Light Company in any prior Kansas City Power & Light Company case, such as Case No. EM‑2001-464.

K.
That the Company shall file with the Commission any information concerning deviations from their stated use of the funds from the Bond issuances that would materially change the pro forma capitalization and financial ratios.  

L.
That all future funds acquired through issuance of securities under this application shall be used exclusively for the benefit of Kansas City Power & Light Company’s regulated operations, and not for the other operations of Kansas City Power & Light Company or any of its affiliates or non-regulated activities.  

M.
That the amount of any and all other benefits that accrue to the funds acquired through issuance of securities under this application shall be used exclusively for the benefit of Kansas City Power & Light Company’s regulated operations, and not for the other operations of Kansas City Power & Light Company or any of its affiliates or non-regulated activities.  

N.
That Kansas City Power & Light Company shall make available to the Staff sufficient documentation to ensure that the funds, and the amount of any and all other benefits that accrue to the funds, acquired through issuance of securities under this application shall be used exclusively for the benefit of Kansas City Power & Light Company's regulated operations, and not for the other operations of Kansas City Power & Light Company or any of its affiliates or non-regulated activities.  

O.
That Kansas City Power & Light Company will cooperate with the Staff to develop a procedure to facilitate the processing of future financing requests.  The objective of the new procedure is to provide the Staff adequate time to acquire needed information and make a recommendation to the Commission, while satisfying the Company’s needs.  A joint report will be filed with the Commission no later than 120 days after the effective date of the Commission’s order in this case describing the progress that has been made towards this objective. 

6. That nothing in this order shall be considered a finding by the Commission of the value of these transactions for ratemaking purposes and that the Commission reserves the right to consider the ratemaking treatment to be afforded these financing transactions, and their results in cost of capital, in any later proceeding. 

7. That this order shall become effective on June 4, 2004.

BY THE COMMISSION

Dale Hardy Roberts

Secretary/Chief Regulatory Law Judge

(S E A L)

Gaw, Ch., Murray, Clayton,

Davis, and Appling, CC., concur.

Thompson, Deputy Chief Regulatory Law Judge
� As explained in Staff's Memorandum and Recommendation, these were filed to correct certain discrepancies in the original Application and supporting Exhibits.  


� Staff's Correction corrected a typographical error in its Memorandum and Recommendation.  


� These figures are found in KCP&L's Amended Application.  None of these figures is designated Proprietary in that pleading.  


� The exact amount is proprietary.  


� The condition relates to the proportion of common equity in KCP&L's capital structure;  the exact percentage required is proprietary.  


� Case Nos. EF-2002-8 and EF-2004-1094.  


� Standard & Poor's notes a concern with KCP&L's high proportion of debt financing;  hence Staff's recommendation that the Company not be permitted to significantly increase that percentage.  
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