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M E M O R A N D U M
TO:

Missouri Public Service Commission Official Case File

Case No. EF-2002-1123, Citizens’ Electric Corporation

FROM:
Ronald L. Bible, 

Financial Analysis Department

  /s/ Ronald L. Bible 07/01/02       

  /s/ Steven Dottheim  7/01/02          


Ronald L. Bible,




Steven Dottheim

Project Coordinator / Date

General Counsel’s Office / Date

SUBJECT:
Staff’s Recommendation for approval of the Application of Citizens’ Electric Corporation for authority to borrow $11,200,000 from the Federal Financing Bank (FFB) to be guaranteed by Rural Utilities Service (RUS).

DATE:
July 1, 2002

Citizens’ Electric Corporation
1.
(a)
Type of Issue:   Promissory notes.

(b)
Amount:   $11,200,000.

(c)
Rate: The rate will be the Variable Rate as established by the FFB for each advance, on the basis of the rate calculated by RUS pursuant to title 7 of the Code of Federal Regulations or by the Secretary of Treasury pursuant to section 6 (b) of the Federal Financing Bank Act of 1973.

(d) Other Provisions:  Will be determined later.

2.
Proposed Date of Transaction: As soon as the Commission so authorizes.

3.
(a)
Statement of Purpose of the Issue:  The funds will be used to reimburse general funds. 

(b)
From a financial perspective, does Staff deem this purpose reasonable? :
Yes     X    No        
4.
Type of Transaction:  The Company would borrow $11,200,000 from the Federal Financing Bank.

5.
Copies of executed instruments defining terms of the proposed securities:
     
(a)
If such instruments have been previously filed with the Commission, a reference to the Case Number in which the instruments were furnished.

  X  
(b)
If such instruments have not been executed at the time of filing, a statement of the general terms and conditions to be contained in the instruments which are proposed to be executed.

     
(c)
If no such instruments are either executed or to be executed, a statement of how the securities are to be sold.

6.
Certified copy of resolution of the directors of applicant, or other legal documents authorizing the issuance of the securities reviewed:
Yes     X  
No        
7.
Pro-forma Balance Sheet and Income Statement reviewed:
Yes     X  
No        
8.
Capital expenditure schedule reviewed:
Yes   
No  N/A      
9.
Journal entries are required to be filed by the Company to allow for the Fee Schedule to be applied:
Yes     X   
No             

10.
Recommendation of the Financial Analysis Department:
  X  
Grant by session order (see Comments)

      
Conditional Approval granted pending receipt of definite terms of issuance (see Comments)

      
Require additional and/or revised data before approval can be granted (see Comments)

      
Formal hearing required (see Comments)

      
Recommend dismissal (see Comments)

COMMENTS:
Citizens’ Electric Corporation (Citizens, Company) is a public utility engaged in providing electric services to customers in Missouri.  The Company has filed an Application requesting the Missouri Public Service Commission (Commission) to authorize it to borrow $11,200,000 from the Federal Financing Bank (FFB). 

The Company’s Application states, “Citizens’ states that the funds to be borrowed will be used to reimburse general funds."  The Staff finds these terms reasonable.

A review of Citizens’ current and pro forma financial statements submitted with the Application indicates the Company’s current capital structure is that of an investment grade electric utility as defined by Standard and Poor’s Corporation.  Citizens’ current capital structure consists of 45.44 percent long-term debt, and 54.56 percent common equity.  In the pro forma financial statement as of December 31, 2001, Citizens’ has shown what effect their stated borrowing will have on their capital structure.  Long-term debt will increase to 53.74 percent and common equity will decrease to 46.26 percent (see Attachment A).

A ratio analysis reveals that Citizens’ Pre-Tax Interest Coverage decreases from 3.37 times to 2.30 times.  Funds from operations interest coverage decreases from 4.43 times to 3.03 times.  Funds from operations to total debt decreases from 21.11 percent to 15.42 percent.  In addition, Total Debt to Total Capital Ratio increases from 45.44 percent to 53.74 percent.  However, these changes still result in ratios that would indicate the Company is “BBB” (investment grade) rated according to Standard and Poor’s criteria (see Attachment B).  According to Standard and Poor's, a "BBB" rated issuer is one that has adequate capacity to meet its financial commitments.  However, adverse economic conditions or circumstances are more likely to lead to a weakened capacity of the obligor to meet its financial commitments.  Therefore, Citizens should have adequate earnings and cash flow, after it borrows the $11,200,000 requested in its Application, to maintain an investment grade credit rating. The Staff performed this analysis under an unusually short suspense period.  he analysis is based on the information contained in the Application and on the time allowed to perform it.

The interest rate on the funds borrowed will be the Variable Rate as established by the FFB for each advance, on the basis of the rate calculated by RUS pursuant to title 7 of the Code of Federal Regulations or by the Secretary of Treasury pursuant to section 6 (b) of the Federal Financing Bank Act of 1973.

Based on its review, the Staff recommends that the Commission approve the Application submitted by Citizens’ subject to the following conditions:

1. 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;

2.
That the Company file with the Commission the final terms and conditions, including the aggregate principal amount borrowed, expenses, actual interest rate paid and portion of debt subject to the fee schedule.

The Staff respectfully requests that this matter be placed on the Commission’s Agenda as soon as possible.

Attachments:

A: Pro Forma Capitalization

B: Ratio Analysis

Appendix A  


