Before the Public Service Commission

Of the State of Missouri

	In the Matter of the Application of Kansas City Power & Light Company, a Missouri Corporation, for Authority to Guarantee Environmental Improvement and Energy Resources Authority Revenue Refunding Bonds, Previously Authorized by the Commission in Case No. EF-93-13, with a Municipal Bond Insurance Policy and to Add an Auction Rate Interest Rate Mode
	)))))))))
	Case No. EF-2004-0512

	
	
	


STAFF RECOMMENDATION

Comes now the Staff of the Missouri Public Service Commission (Staff) and files the Staff Recommendation regarding Kansas City Power & Light Company’s (KCPL) April 7, 2004 Application for an order of the Missouri Public Service Commission (Commission) authorizing KCPL to: (a) guarantee certain outstanding and previously issued Environmental Improvement And Energy Resources Authority (EIERA) Refunding Bonds (KCPL Project) Series 1992 with a municipal bond insurance authority policy; and (b) add an Auction Rate interest rate mode respecting the Refunding Bonds.  The Staff Recommendation suggests that the Commission grant such authority by session order.  In support thereof the Staff states as follows:  

1.
KCPL states in its Application that it seeks Commission authorization pursuant to Sections 393.180 and 393.200 RSMo. and 4 CSR 240-3.120 and 4 CSR 240-2.080(16).

2.
The Refunding Bonds were previously issued to finance pollution control equipment and facilities at the Company’s Hawthorn and Iatan generating stations.  KCPL entered into a loan agreement with the EIERA, and issued $31 million principal amount of its general mortgage bonds (First Mortgage Bonds) to secure the Refunding Bonds and has maintained a $31 million credit facility with Bank One as further support for the Refunding Bonds.  The Refunding Bonds were issued without municipal bond insurance guaranteeing the Refunding Bonds.  KCPL has determined that it is economical to purchase municipal bond insurance to bolster the credit quality of the Refunding Bonds, and thus achieve a lower interest rate and borrowing cost.

3.
Originally, several interest rate modes (daily, weekly and commercial paper interest rate determination methods) were associated with the Refunding Bonds.  The Refunding Bonds were initially issued in a weekly mode where the interest rate is periodically set through a weekly remarketing process.  The Refunding Bonds have been in the weekly interest rate mode since their issuance.  In the current weekly interest rate mode, KCPL is required to provide liquidity support for the Refunding Bonds in the form of an underlying credit facility.  The Auction Rate interest rate mode eliminates the need for and the associated cost of credit support.  The Auction Rate interest rate mode allows for the interest rate on the Refunding Bonds to be set periodically via a Dutch Auction process.

4.
KCPL submitted a Net Present Value Interest Savings Analysis that indicated the expected amount of interest expense and liquidity facility fees saved over the cost of the municipal bond insurance over the remaining maturity of the Refunding Bonds to be $4.545 million.

5.
The Staff recommends that the Commission approve the Application submitted by KCPL in this case subject to the following conditions:

a.
That the Company shall file with the Commission any information concerning communication with credit rating agencies concerning credit rating changes as a result of this transaction.

b.
That nothing in the Commission’s 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.

c.
That the Company shall file annually with the Commission a report of the net interest cost savings achieved as a result of this transaction, with the first report being filed by June 30, 2005.  The net interest cost savings shall include the expenses associated with securing the EIERA debt and the insurance purchased to insure such debt.
6.
The Staff has verified that KCPL has filed its 2003 annual report with the Commission, and that KCPL is not delinquent on any assessment.  The following open cases involving KCPL before the Commission at this time are Case Nos. EF-93-352, EC-99-553, EO-2000-210, EM-2001-464, EF-2004-0265, EF-2004-0352, EO-2044-0577, and EO-2004-0590.

Wherefore the Staff recommends that the Commission approve KCPL’s Application with the conditions indicated above.

Respectfully submitted,








DANA K. JOYCE








General Counsel

/s/ Steven Dottheim                                       








Steven Dottheim

Chief Deputy General Counsel


Missouri Bar No. 29149








Attorney for the Staff of the








Missouri Public Service Commission








P. O. Box 360








Jefferson City, MO 65102








(573) 751-7489 (Telephone)








(573) 751-9285 (Fax)








email steve.dottheim@psc.mo.gov
Certificate of Service

I hereby certify that copies of the foregoing have been mailed, hand-delivered, or transmitted by facsimile or electronic mail to all counsel of record this 15th day of June 2004.


/s/ Steven Dottheim                                       

PAGE  

3

