
1 
 

BEFORE THE PUBLIC SERVICE COMMISSION 
OF THE STATE OF MISSOURI 

 
In the Matter of the Application of  ) 
The Raytown Water Company for an  ) File No. WF-2021-0131 
Order Authorizing Issuance of Preferred Stock   ) 
 

STAFF RECOMMENDATION 
 

COMES NOW the Staff of the Missouri Public Service Commission (“Staff”) and 

for its Recommendation states as follows: 

1. On November 4, 2020, Raytown Water Company (“Raytown”) submitted an 

application, in compliance with Commission Rule 20 CSR 4240-10.125, requesting 

authority to issue preferred stock in a principal sum not to exceed $5 million.   

The application was filed pursuant to the Unanimous Disposition Agreement agreed to in 

Raytown’s prior rate case, File No. WR-2020-0264,1 as approved by the Commission on 

August 26, 2020.   

2. According to the 5-year capital expenditure plan, the proceeds will be used 

for the construction of new water main valves and fire hydrants.   

3. On November 9, 2020, the Commission ordered Staff to file a 

recommendation regarding Raytown’s application by December 21, 2020. 

4. On December 17, 2020, Staff discovered new information that it needed to 

analyze and investigate before making its recommendation.  Staff requested and was 

granted an extension to file its recommendation no later than January 5, 2021.  

                                                 
1 In the Matter of Raytown Water Company’s Request for Annual Operating Revenue Increase, File No. WR-2020-
0264, Notice of Unanimous Disposition Agreement, Appendix A, pg. 4, ¶ 12 (i), August 4, 2020. 



2 
 

5. Staff has reviewed Raytown’s application, as well as responses to various 

data requests, and has summarized its conclusion in its Memorandum, attached hereto 

as Appendix A, and incorporated by reference.  

6. Section 393.200.1 RSMo 2016, provides, among other things, that a 

regulated water or sewer company may issue evidence of indebtedness “when necessary 

for the acquisition of property, the construction, completion, extension or improvement of 

its plant or system, or for the improvement or maintenance of its service or for the 

discharge or lawful refunding of its obligations or for the reimbursement of moneys 

actually expended from income, or from any other moneys in the treasury of the 

corporation not secured or obtained from the issue of stocks, bonds, notes or other 

evidence of indebtedness of such corporation...”  

7. The construction of new water and main valves and fire hydrant within 

Raytown’s service territory constitutes “construction, completion, extension or 

improvement of its plant or system.” 

8. Staff concludes that the proposed transaction is not detrimental to the public 

interest, subject to the imposition of certain conditions as outlined in Staff’s Memorandum. 

 WHEREFORE, Staff recommends the Commission approve the application, subject 

to conditions outlined in Staff’s Memorandum, and grant such other and further relief as 

the Commission finds appropriate in the circumstances.  
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Respectfully Submitted, 

/s/ Travis J. Pringle 
Travis J. Pringle 
Associate Counsel 
Missouri Bar No. 71128 
Attorney for the Staff of the 
Missouri Public Service Commission 
P.O. Box 360 
Jefferson City, Mo 65102-0360 
(573) 751-4140 (Telephone) 
(573) 751-9285 (Facsimile) 
(Email) travis.pringle@psc.mo.gov  

 
 
 
 
 

CERTIFICATE OF SERVICE 
 

I hereby certify that copies of the foregoing have been mailed, hand delivered, 
transmitted by facsimile or electronically mailed to all parties and/or counsel of record on 
this 5th day of January 2021. 

/s/ Travis J. Pringle 
 

mailto:travis.pringle@psc.mo.gov


Appendix A 

MEMORANDUM 

 
TO: Missouri Public Service Commission Official Case File 
 Case No. WF-2021-0131, The Raytown Water Company 
 
FROM: Seoung Joun Won, PhD, Financial and Business Analysis Division 
 
 /s/ Mark Oligschlaeger    01/05/2021  /s/ Travis Pringle   01/05/2021  
 Financial & Business Analysis/Date  Staff Counsel’s Office/Date 
 
SUBJECT: Staff Recommendation concerning the Application of The Raytown Water 

Company (“Raytown,” “Company,” or “Applicant”), for Authority to issue 
preferred stock in a principal sum not to exceed Five Million Dollars ($5,000,000). 

 
DATE: January 5, 2021 
 
1. (a) Type of Issue:  Preferred Stock up to Five Hundred (500) shares with a par value 

of Ten Thousand Dollars ($10,000). 
 
 (b) Amount:  Up to $5,000,000. 
 
 (c) Rate:  Variable rate not to exceed the prime rate per annum as reported each 

January 1 in the Wall Street Journal. The interest rate shall be adjusted on an annual basis 
based on the rate reported each year. 

 
 (d) Other Provision:  All dividends will be paid quarterly, and principal payments to 

begin once all projects are useful and in service and earning a rate of return through a rate 
case filing anticipated to be within five (5) years from the date of issuance. 

 
2. Proposed Date(s) of Transaction: On April 2, 2021, for the first issuance of 

approximately $420,000 (42 shares), and thereafter, each quarter until funds are depleted 
over the course of the 3-year construction program. 

 
3. (a) Statement of Purpose of the Issue Company proposes to use the proceeds for the 

construction of new water main valves and fire hydrants within the applicant's service 
territory inside of Raytown and Independence, Missouri. 

 
 (b) From a financial perspective, does Staff deem this Statement of Purpose of the 

Issue reasonable? 
 

Yes, with conditions imposed. 
 
4. Copies of executed instruments defining terms of the proposed securities: 
 

Such instruments have not been executed. 
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5. Certified copy of resolution of the directors of applicant, or other legal documents 
authorizing the issuance of the securities reviewed: 

 
Yes 

 
6. Pro-forma Balance Sheet and Income Statement reviewed: 
 

Yes 
 
7. Capital expenditure schedule reviewed: 
 

Yes 
 
8. Journal entries required to be filed by Raytown to allow for the Fee Schedule to be 

applied: 
 

Yes.  The portion of the proposed issue that will be subject to the fee schedule pursuant to 
Section 386.300, RSMo is Three Thousand Dollars ($3,000). 

 
9. Recommendation of the Staff: 
 

Conditional Approval granted pending receipt of definite terms of issuance (see Comments 
and Recommended Conditions). 

 
 
COMMENTS: 
 
The Raytown Water Company (“Raytown”, “Applicant”, or “Company”) is a Missouri water 
corporation with its principal place of business at 9820 East 63rd Street, Raytown, Missouri 64133. 
The Applicant is in the business of the retail sale of water as a public utility in portions of the cities 
of Raytown and Independence, located in Jackson County, Missouri. 
 
On November 4, 2020, Raytown submitted an application requesting authority to issue preferred 
stock in a principal sum not to exceed $5 million.  According to the 5-year capital expenditure 
plan, the proceeds will be used for the construction of new water main valves and fire hydrants. 
 
Staff applies the “not detrimental to the public interest” standard to financing applications. 
In reviewing requests for issuing financing, Staff analyzes the requested amount as it relates to 
the stated uses to ensure that the amount requested is reasonable, and that it generally supports 
long-term capital investment.  Additionally, Staff analyzes the cost effectiveness of the source 
of funds. 
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Important in Staff’s analysis of stated uses is determining whether the stated uses match the 
allowable purposes of investment in long-term capital, improvement and maintenance of service, 
and refunding of maturing short-term and/or long-term obligations used for allowable purposes.1  
To analyze the cost effectiveness of the source of funding, Staff compared preferred stock with the 
Missouri Environmental Improvement and Energy Resource Authority (“EIERA”) bonds.  Staff 
also analyzes the pro forma impact the requested financing may have on the company’s credit and 
financial risk.  To analyze the impact of the requested financing on the company’s financial risk, 
Staff estimates the possible change in credit ratings due to the financing.  Worsening credit ratings 
indicate increasing financial risk, and vice versa. 
 
Raytown states in its Application at page 2, that the proceeds are to be used for: 
 

The construction of new water main valves and fire hydrants within the 
applicant’s service territory inside of Raytown and Independence, Missouri. 

 
Staff has verified that Raytown’s future capital expenditures support the need to issue the preferred 
stock financing. 
 
Staff inquired if Raytown could use a more economical source of funding such as the EIERA 
Bonds that it used in 2008 and 2012.2  Raytown stated that the preferred stock financing was a 
more economical source of funding for the following reasons:  (1) preferred stock is easier and 
faster to establish than the EIERA bonds (it takes about twenty days to establish preferred stocks 
as compared to about ninety to hundred and twenty days for EIERA);3 (2) with preferred stock, 
the company receives nearly 100% of its proceeds, unlike EIERA which has additional fees 
(such as lawyer fees, accountant fees, EIERA costs, arbitrage requirements and continued 
administration costs)4 that reduce significantly the funds received by the company; 
and (3) preferred stock would be cheaper than the EIERA bonds considering uncertain nature of 
future cash flows.  Although by comparison, the interest rate for preferred stock is higher 
(the upper bound was 3.25% as of November 17, 2020)5 than for EIERA bonds (in the range 
of 1.5% to 2.0%, assuming Raytown is considered investment grade),6 the uncertainty in 
cash flows due to the COVID-19 pandemic makes default somewhat likely.7  In the event of 
a default, the cost of EIERA bonds will rise significantly, unlike preferred stock which has 

                                                 
1 The allowable purposes of long-term financing authorization authorized by statue, Section 393.200.1, are listed 
in page 9 of Report and Order, issue date June 16, 2010, of case No. GF-2009-0450. 
2 Case Nos. WF-2008-0356 and WF-2012-0413. 
3 Raytown Response to Staff’s Data Request No. 0011.1. 
4 Raytown Response to Staff’s Data Request No. 0011. 
5 Retrieved November 19, 2020 (http://www.fedprimerate.com/wall_street_journal_prime_rate_history.htm). 
6 Raytown Response to Staff’s Data Request No. 0013.1. 
7 Raytown recorded negative monthly net income from February 2020 to October 2020, according to Raytown’s 
response to Staff’s Data Request No. 0013.2. 
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no similar default risk (preferred stock is allowed to skip interest/dividend payments).  Staff finds 
that the preferred stock is a more economical and safer source of funding at this particular time. 
 
Staff evaluated the potential impact of Raytown’s proposed financing on its credit risk by 
estimating the possible change in Raytown’s credit ratings.  Raytown is not rated by any credit 
rating agency, so Staff estimated the credit ratings using the benchmarks published in the 
September 18, 2012, Standard and Poor’s (S&P) article, “Criteria Methodology: Business 
Risk/Financial Risk Matrix Expanded” (“September 18, 2012 Criteria Methodology”) 
(see Attachment 1).  The September 18, 2018, Criteria Methodology provides for estimation of 
credit rating by combining business (“BRP”) and financial (“FRP”) profiles using a matrix.  BRPs 
are classified in the following categories:  “Excellent,” “Strong,” “Satisfactory,” “Fair,” “Weak,” 
and “Vulnerable.”  FRPs are classified in the following categories: “Minimal,” “Modest,” 
“Intermediate,” “Significant,” “Aggressive,” and “Highly Leveraged”.  FRP is evaluated using the 
following ratios: Funds From Operations (FFO) to Total Debt ratio, the Total Debt to Total Capital 
ratio and the Total Debt to EBITDA (earnings before interest, taxes, depreciation, and 
amortization) ratio.  Staff’s calculations (see Attachment 2) show that it is reasonable to assume 
that Raytown’s FRP would be classified as “Minimal” under the Criterial Methodology.  In Staff’s 
reasonable judgement, Raytown’s BRP is “Strong” Under the Criteria Methodology.  
S&P classifies major water and sewer utilities in the “Excellent” BRP category, so it is reasonable 
to classify a small water and sewer utility like Raytown a notch lower.  Based on these business 
and financial risk profiles, Staff assigns an equivalent credit rating of approximately ‘A’ for 
Raytown.  Because a credit rating of “A” is not different from Raytown’s current rating, Staff 
concludes that Raytown’s credit risk will not rise as a result of this preferred stock issuance. 
 
Staff also analyzes the pro forma impact the requested financing may have on the company’s 
credit metrics. 
 
The projected capital structures are investigated and presented in Attachment 3.  The pro forma 
impact of Raytown’s proposed preferred stock on Raytown’s balance sheet as of September 30, 
2020 is as follows: 
 

As of September 30, 20208  Pro Forma 20259 
 
Common Equity 96.77% 54.94%  
Preferred Stock 0.00% 41.54%  
Long-Term Debt 3.23%  1.52%  

                                                 
8 Raytown Response to Staff’s Data Request No. 0002. 
9 Raytown Response to Staff’s Data Request No. 0003. 
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The impact of the issuance of preferred stock on Raytown’s balance sheet is a decrease in common 
equity from 96.77% to 54.94%, an increase in preferred stock from zero to 41.54%, and a decrease 
in long-term debt from 3.23% to 1.52%.  Decrease in long-term debt represents a decrease in 
financial risk.  Preferred stocks, just like common equity, do not represent an obligation that will 
force Raytown into bankruptcy in the event that Raytown misses payment of dividends.  According 
to the Board Resolution, the preferred stock shall be redeemable “solely at the discretion of the 
corporation, and upon request therefor by the shareholder.”  While proposed preferred stocks are 
redeemable, which is normally a liability, Raytown does not have to redeem the stocks but it shall 
do so if it is favorable to do so.  Consequently, the impact of the proposed issuance of preferred 
stock on Raytown’s financial risk is insignificant.  For these reasons, Staff concludes that the 
Application is not detrimental to the public interest and Raytown’s rate payers because it allows 
Raytown to upgrade its aging infrastructure at reasonable cost in order to provide safe and adequate 
water service.   
 
RECOMMENDED CONDITIONS: 
 
Staff recommends that the Commission approve the Application submitted by Raytown in this 
case 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 the financing transaction and 
its impact on cost of capital, in a later rate proceeding; 

2. That the Company be authorized to issue preferred stock provided that the Company shall 
not be authorized to use any portion of the $5 million for any purpose other than for the 
exclusive benefit of Raytown’s regulated operations; 

3. That the Company shall file with the Commission within 10 days of issuance of any 
financing authorized pursuant to a Commission order in this proceeding, a report including 
the amount of preferred stock issued, date of issuance, variable rate, and other general and 
special terms, if any, including use of proceeds and estimated expenses. In addition, the 
Company shall also provide the analysis, to include but not be limited to indicative pricing 
information provided by investment banks, it performed to determine that the terms for the 
preferred stock it decided to issue were the most reasonable at the time; 

4. That the Company shall file with the Commission any information concerning 
communication with credit rating agencies in regards with any such issuance; and 

5. That the Company shall file with the Commission as a non-case related submission in EFIS 
under “Resources” - “Non-Case Related Query” - “Ordered Submission” any credit rating 
agency reports published on Raytown’s credit quality or the credit quality of its securities. 



 

BEFORE THE PUBLIC SERVICE COMMISSION 
 

OF THE STATE OF MISSOURI 
 
 

In the Matter of the Application of 
The Raytown Water Company for 
an Order Authorizing Issuance of 
Preferred Stock 

)
)
)
) 

 
Case No. WF-2021-0131 

 
 

AFFIDAVIT OF SEOUNG JOUN WON, PhD 
 
 

STATE OF MISSOURI ) 
    ) ss. 
COUNTY OF COLE  ) 
 
 
 COME NOW SEOUNG JOUN WON, PhD and on his oath declares that he is of sound 

mind and lawful age; that he contributed to the foregoing Staff Recommendation in memorandum 

form; and that the same is true and correct according to his best knowledge and belief, under 

penalty of perjury. 

 
Further the Affiants sayeth not. 
 

/s/ Seoung Joun Won    
SEOUNG JOUN WON, PhD 



Case No. WF-2021-0131 
Attachment 1



Case No. WF-2021-0131 
Attachment 1



Case No. WF-2021-0131 
Attachment 1



Case No. WF-2021-0131 
Attachment 1



Case No. WF-2021-0131 
Attachment 1



Case No. WF-2021-0131 
Attachment 1



S&P Benchmark S&P Benchmark
Bounds for Bounds for
Minimal Highly Leveraged

Ratio Analysis 2020
1 2021 1 2022 1 2023 1 2024 1 2025 1 Financial Risk 2 Financial Risk 2

Debt/EBITDA 1.19 0.24 0.25 0.19 0.14 0.11 Less than 1.5 5.00 x

Funds from Operations to Total Debt 70.62% 415.95% 410.59% 542.11% 717.35% 937.14% Greater than 60% 12.00%

Total Debt to Total Capital: 6.61% 2.58% 2.09% 1.76% 1.69% 1.62% Less than 25% 60.00%

Source:
1. Staff Data Request No. 0004.

 2. Standard & Poor's RaƟngsDirect, "Criteria Methodology: Business Risk/Financial Risk MatrixExpanded", September 18, 2012.
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As of

30‐Sep

Capital Component 2020
1

2020
2

2021
2

2022
2

2023
2

2024
2

2025
2

Common Equity 1,2 5,536,415$   5,373,900$   5,799,700$   6,059,900$   6,331,400$     6,614,400$     6,909,300$    

Preferred Stock
3

‐$                    ‐$                    1,260,000$   2,940,000$   4,620,000$     5,040,000$     5,040,000$    

Long‐Term Debt
1,2

185,000$      185,000$      185,000$      185,000$      185,000$         185,000$         185,000$        

    Total 5,721,415$   5,558,900$   7,244,700$   9,184,900$   11,136,400$   11,839,400$   12,134,300$  

As of

30‐Sep

Capital Component 2020 2020 2021 2022 2023 2024 2025

Common Equity 96.77% 96.67% 80.05% 65.98% 56.85% 55.87% 56.94%

Preferred Stock 0.00% 0.00% 17.39% 32.01% 41.49% 42.57% 41.54%

Long‐Term Debt 3.23% 3.33% 2.55% 2.01% 1.66% 1.56% 1.52%

Note:

1. Staff's Data Request No. 0002

2. Staff's Data Request No. 0003

3. Staff's Data Request No. 0007

Pro Forma

Pro Forma

The Raytown Water Company

WF‐2021‐0131

Capital Structure ($)

Capital Structure (%)
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