
BEFORE THE PUBLIC SERVICE COMMISSION 
OF THE STATE OF MISSOURI 

 
In the Matter of the Application of     ) 
The Raytown Water Company for an Order   ) Case No. WF-2012-0413 
Authorizing Issuance of Water Facilities    )  
Refunding and Improvement Bonds Series 2012 ) 
 

STAFF RECOMMENDATION 

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

and through its attorney, and states, for its Staff Recommendation, to the 

Missouri Public Service Commission (“Commission”), as follows. 

1.  On June 12, 2012, The Raytown Water Company (“Raytown” or 

“Company”) filed with the Commission an Application for Order Authorizing the Issuance 

of Water Facilities Refunding and Improvement Bonds (“Application”).    

2. In the Application, Raytown is seeking authority to borrow a principal sum 

not to exceed $1,015,000 from the Missouri Environmental Improvement and Energy 

Resources Authority, which will issue Water Facilities Refunding and Improvements 

Bond Series 2012 (2012 EIERA Bonds) to obtain the proceeds to lend to Raytown for 

improvements that are to be used to replace a water main with a larger water main.   

3.   On June 25, 2012, the Commission issued an Order which directed Staff 

to file a recommendation regarding the Company’s financing application no later than 

August 27, 2012.  This pleading complies with that Order.   

4. Staff recommends that this Application be approved with conditions as 

defined in Appendix A, attached and incorporated by reference herein, which is a 

Memorandum prepared by Shana Atkinson, Utility Regulatory Auditor III, in the 

Commission’s Financial Analysis Department.   



WHEREFORE, Staff respectfully submits this Staff Recommendation to the 

Commission for its information and consideration, and recommends that the Application 

be approved with conditions as set out in Appendix A of this Staff Recommendation.   

Respectfully submitted, 

/s/ Rachel M. Lewis 
Rachel M. Lewis 
Deputy Counsel 
Missouri Bar No. 56073 
 
Attorney for the Staff of the 
Missouri Public Service Commission 
P. O. Box 360 
Jefferson City, MO 65102 
(573) 526-6715 (Telephone) 
(573) 751-9285 (Fax) 
rachel.lewis@psc.mo.gov  
 
 

CERTIFICATE OF SERVICE 
 
 I hereby certify that copies of the foregoing have been mailed or hand-delivered, 
transmitted by facsimile or electronically mailed to all counsel of record on this 27th day 
of August, 2012. 

/s/ Rachel M. Lewis 
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MEMORANDUM 
 
TO:  Missouri Public Service Commission Official Case File 
  Case No. WF-2012-0413, Raytown Water Company 
 
FROM:  Shana Atkinson, Financial Analysis Department 
   
  

 /s/ Shana Atkinson    08/27/12                     /s/ Rachel Lewis  08/27/12                
                     Project Coordinator / Date                             Staff Counsel’s Office / Date 
 
SUBJECT: Staff Recommendation to conditionally approve the Application of Raytown Water Company 

for authority to borrow a principal sum not to exceed $1,015,000 from the Missouri 
Environmental Improvement and Energy Resources Authority (“Authority”), which will issue 
Water Facilities Refunding and Improvement Bonds Series 2012 (“2012 EIERA Bonds”) to 
obtain the proceeds to lend to Raytown Water Company.  

 
DATE:  August 27, 2012 
 
     Raytown Water Company  

 
1. (a) Type of Issue:  Loan Agreement, Promissory Note and Deed of Trust and Security 

Agreement in Conjunction with Water Facilities Refunding and Improvement Bonds Series 
2012 to be issued by the Authority.   

 
(b) Amount:  Not to exceed $1,015,000.  

 
(c) Rate:  The interest rate on the loan will not exceed 3.25 percent.        

 
2. Proposed Date of Transaction:  As soon as approval from the Commission is received.  
 
3. (a) Statement of Purpose of the Transaction:  The Applicant proposes to apply the proceeds 

from the loan (a) for the replacement of a water main with a larger water main in the 
Applicant’s service territory inside of Raytown, Missouri to be installed at the same time the 
City of Raytown upgrades its infrastructure; (b) to fund any debt service reserve fund that may 
be required, and (c) to pay the costs and expenses of the issuance of the Bonds.           

 
(b) From a financial perspective, does Staff deem this purpose reasonable? 

 
Yes     X           No 

 
4. Type of Transaction:  The Applicant will enter a Loan Agreement with the Authority and the 

Authority will issue and sell for cash a principal amount not to exceed $1,015,000 of tax-exempt 
EIERA Bonds.  The Loan Agreement will bear the same terms as the EIERA Bonds.  The Loan 
Agreement will be secured by a mortgage from the Applicant.  

 
5. Copies of executed instruments defining terms of the proposed transaction: 
 

       (a) If such instruments have been previously filed with the Commission, a reference to 
the Case Number in which the instruments were furnished. 
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 X    (b) If such instruments have not been executed at the time of filing, a commitment to 
provide the terms and conditions of the instruments when they are available has been 
made. 

 
       (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 proposed transaction reviewed: 
 

Yes     X   No 
 
7. Capital expenditure schedule reviewed: 
 

Yes     X   No      
 

8. Journal entries are required to be filed by the Company to allow for the Fee Schedule to be 
applied: 

 
Yes     X   No      

 
9. Recommendation of the Staff: 
 

        Grant by session order (see Comments) 
 

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

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

        Formal hearing required (see Comments) 
 

        Recommend dismissal (see Comments) 
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COMMENTS: 
 
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 Kansas City, in 
Jackson County, Missouri.   
 
Raytown has filed an Application requesting that the Commission authorize the issuance of EIERA Bonds.  
Although EIERA Bonds will need to be issued as part of the overall process to procure the $1,015,000 of funds 
requested in Raytown’s Application, Raytown is not the entity that will actually issue the EIERA Bonds.  The 
Authority is the entity that will issue the EIERA Bonds and then the Authority lends these proceeds to 
Raytown bearing the same terms as the EIERA Bonds.  The EIERA Bonds are to be issued as an Additional 
Obligation under, subject to and secured by the lien of, a Deed of Trust, Mortgage and Security Agreement 
pursuant to the Bond Trust Indenture and Loan Agreement among Raytown, the Mortgage Trustee (UMB 
Bank), and the Authority.   Therefore, Staff recommends the Commission only authorize Raytown to enter a 
loan with the Authority. This loan will allow the Company to borrow up to $1,015,000 in aggregate principal 
amount from the Authority, in conjunction with its request of the Authority to issue EIERA Bonds. The 
Authority will issue EIERA Bonds to investors and then lend these proceeds to Raytown by executing the loan 
documents.  In response to Staff Data Request No. 0005, Raytown Water Company specified to Staff that 
Raytown will not have custody of the funds until construction of the water main begins.  If there is any lag time 
between when the proceeds are released and there is a draw in support of the project, UMB Bank will hold 
those proceeds until they are drawn down.  The Authority is authorized to issue EIERA Bonds and loan the 
proceeds to a corporation for the purpose of acquisition, construction, reconstruction, enlargement, 
improvement, furnishing, equipping, maintaining, repairing, operating, or leasing, of any facility constituting a 
“project” under Section 260.005 through 260.125, RSMo (Supp. 2011).   
 
The EIERA Bonds are tax-exempt, which makes the cost of the bonds lower than if they were traditional 
taxable bonds because the investor does not require a higher return to offset the taxes normally due on 
investment income.  According to the Application the interest rate on the EIERA Bonds is not to exceed 
3.25%.   
 
Raytown filed its Application pursuant to Section 393.200 RSMo (Supp. 2011). Staff has historically applied 
the “standard of not detrimental to the public interest” in such instances.  Staff’s primary concerns are whether 
the proposed transaction will impair the Company’s ability to attract capital, and whether the funds are 
ultimately used for system investment.  Although Staff’s analysis focuses on the possible impact on the 
Company’s creditworthiness, Staff’s recommendation is not intended to be an endorsement of Raytown’s 
capacity and/or willingness to meet its obligations.  Additionally, Staff did not conduct an audit or cost review 
with regard to the proposed capital expenditures.  Raytown provided a Preliminary Opinion of Probable 
Construction Cost for the water main replacement in response to Staff Data Request No. 0003, and this 
preliminary opinion estimated the construction of the water main to cost $900,000.  In Raytown’s response to 
Staff Data Request No. 0004, Raytown indicated that the final bid for the construction will not be awarded 
until October 2012.  Staff has relied on the Company’s representation that the funds authorized under this 
financing will be used for Raytown’s regulated water utility operations.     
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Staff evaluated the potential impact of Raytown’s proposed financing on its financial risk by analyzing the 
three financial ratios in which benchmarks were published in the May 27, 2009, Standard and Poor’s (S&P) 
article, “Criteria Methodology:  Business Risk/Financial Risk Matrix Expanded” (see Attachment 1).  These 
three ratios are the 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.  S&P’s scale 
classifies a company’s Business Risk Profile (“BRP”) according to the following categories:  “Excellent,” 
“Strong,” “Satisfactory,” “Fair,” “Weak,” and “Vulnerable.”  The BRPs are evaluated along with a company’s 
Financial Risk Profile (FRP) of “Minimal,” “Modest,” “Intermediate,” “Significant,” “Aggressive,” and 
“Highly Leveraged” to estimate a possible credit rating.   
 
Attached and incorporated herein by reference is Attachment 2, which shows the results for Staff’s calculations 
for each of the three ratios using the financial information Raytown provided in Exhibit D, attached to its 
Application.  Staff calculated the three ratios using the actual financial information for the year ending 
December 31, 2011, and the pro forma financial information as of December 31, 2011, taking into account the 
proposed financing and the use of the proceeds.   Staff compared the results of its calculations to the 
benchmark guidelines for at least a ‘BBB-’ credit rating for a company with a BRP of “Strong.”  Because 
Raytown is not rated by S&P, it does not have an assigned BRP.  However, it would be reasonable to assume 
that Raytown’s BRP would be no less than “Strong” because, to Staff’s knowledge, S&P has not assigned a 
BRP weaker than “Strong” for any Missouri regulated utility company whose principal regulated operations are 
confined to Missouri.   
 
Before evaluating the pro-forma impact of the proposed financing, it is important for Staff to assess the current 
actual financial ratios as of the date of the financial statements Raytown provided with its Application.  Staff’s 
analysis is provided in Attachment 2.   Staff’s analysis indicates that Raytown’s ratios are within the FRP range 
of “Minimal,” according to S&P’s benchmarks for the three ratios FFO to Total Debt, Total Debt to Total 
Capital and Total Debt/EBITDA.  Assuming Raytown has a “Strong” BRP, the ratios are consistent with the 
benchmark for an ‘AA’ credit rating under S&P’s matrix. 
 
After the pro forma adjustments, the FFO to Total Debt and Total Debt/EBITDA ratios for Raytown are within 
the FRP range of “Significant,” and the Total Debt to Total Capital ratio is within the FRP range of “Modest”.  
Continuing with the assumption that Raytown has a “Strong” BRP, this would be consistent with a credit rating 
within the range of an ‘A’ to ‘BBB’ credit rating under S&P’s matrix. 
 
Staff recommends the Commission approve the Application with the conditions below because Staff concludes 
that the proposed transaction will not impair the Company’s ability to attract capital and UMB Bank will only 
release funds for the purposes specified in the Application.   
 
OTHER ISSUES: 
 
Staff has verified that the Company has filed its annual report and is not delinquent on any assessment.  Staff’s 
Budget and Fiscal Services Unit has reviewed the circumstances in this finance case and determines that it is 
appropriate to condition the approval of the Company’s financing on the submission of appropriate journal 
entries to determine if the fee schedule should apply, as set forth in Section 386.300 RSMo (Supp. 2011), in 
accordance with 4 CSR 240-3.615(1)(F).      
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RECOMMENDED CONDITIONS: 
 
Staff recommends that this Application be approved with 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, which includes, but is not limited to, the capital 
structure, and that the Commission reserves the right to consider the rate making treatment to be 
afforded these financing transactions, and their effect on cost of capital, in any later proceeding. 

 
2. That the Company file with the Commission all final terms and conditions of the proposed 

financing, which shall include, but not be limited to, the executed Loan Agreement, the 
Promissory Note, the Deed of Trust and Security Agreement, the Water Facilities Refunding and 
Improvement Bonds and the Bond Trust Indenture. 

 
3. That the Company submit a verified report to the Commission’s Budget and Fiscal Services Unit 

documenting the issuance of the note, the use of any associated proceeds, and the applicability and 
measure of fees under Section 386.300.2. RSMo (Supp. 2011). 

 
4. That nothing in the Commission’s order approving this Application shall be considered as the 

Commission providing authority for the issuance of the EIERA Bonds.  The Commission is 
providing authority for The Raytown Water Company to take all necessary steps to execute the 
proposed loan transaction with the Missouri Environmental Improvement and Energy Resources 
Authority, not the authority for the issuance of the EIERA Bonds.  

 
5. That all future funds acquired through issuance of securities under this application shall be used 

exclusively for the benefit of Raytown Water Company’s regulated operations.   
 
6. If there is any delay in the use of proceeds more than three (3) months after the Commission 

Approves this Application, the Company will promptly notify the Commission of the delay and 
the reason for the delay.   
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The Raytown Water Company
WF-2012-0413

Attachment 2

Selected Pro Forma Financial Ratios
for Raytown Water Company

S&P Benchmark 

Bounds

for 

Highly

Ratios as Pro-Forma Leveraged

RATIO ANALYSIS of 12-31-11 Ratios Financial Risk

Debt/EBITDA 1.32 x    3.45 x 5.00 x

Funds from Operations to Total Debt: 69.16% 26.02%  12.00%

Total Debt to Total Capital: 11.67% 25.64%  60.00%

Source: Standard & Poor's RatingsDirect, "Criteria Methodology: Business Risk/Financial Risk Matrix 
Expanded", May 27, 2009.




