
STAFF RFc
.NMENI)ATION

COMES NOW the Staff 
f the Miss
uri Public Service C
mmissi
n and f
r its

rec
mmendati
n states :

1 . On June 14, 2008, McD
nald C
unty Teleph
ne C
mpany filed an applicati
n with

the Miss
uri Public Service C
mmissi
n . It asks f
r auth
rity t
 pledge certain 
f its assets as

c
llateral s
 that it may 
btain a l
an t
 finance c
nstructi
n needed f
r it t
 serve its cust
mers .

The l
an, ball

ning in 2009, is renewable .

2 . Secti
n 392.300.1 RSM
 2000 pr
vides that n
 telec
mmunicati
ns c
mpany shall

m
rtgage 
r encumber the wh
le 
r any part 
f its franchise, facilities 
r system, necessary 
r

useful in the perf
rmance 
f its duties t
 the public, with
ut having first secured fr
m the

C
mmissi
n an 
rder auth
rizing it t
 d
 s
 .

Secti
n 392.310.1 RSM
 pr
vides that a telec
mmunicati
ns c
mpany may, when

auth
rized by 
rder 
f the C
mmissi
n, issue n
tes payable at peri
ds 
f m
re than twelve

m
nths after the date there
f, when necessary f
r the acquisiti
n 
f pr
perty, the c
nstructi
n,

c
mpleti
n, extensi
n 
r impr
vement 
f its facilities 
r maintenance 
f its services within the

state .

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter 
f the Applicati
n 
f
McD
nald C
unty Teleph
ne C
mpany f
r
Auth
rity t
 Create a Lien 
n its Pr
perty Case N
. TO-2009-0025Dev
ted t
 the Public Service f
r the
Purp
se 
f Obtaining a L
an t
 be Used t

C
nstruct Additi
nal Facilities



3 . The applicable standard is whether this transacti
n is detrimental t
 the public

interest . See, In the Matter 
f the Applicati
n 
f Le-Ru Teleph
ne C'
mpaiiv, 9 M
 . P .S .C. 3d

331, 334 (2000) .

4. In the attached Mem
randum, labeled Appendix A, the Staff states that the new

c
nstructi
n will have a p
sitive impact f
r the C
mpany and f
r its cust
mers, and that the

pr
p
sed financing transacti
n will n
t impact the C
mpany's credit w
rthiness .

WHEREFORE, the Staff rec
mmends that the C
mmissi
n appr
ve McD
nald C
unty

Teleph
ne C
mpany's applicati
n and direct the C
mpany t
 submit j
urnal entries t
 the

Budget and Fiscal Services Department .

Respectfully submitted,

/s/ William K . Haas
William K. Haas
Deputy General C
unsel
Miss
uri Bar N
 . 28701

Att
rney f
r the Staff 
f the
Miss
uri Public Service C
mmissi
n
P . O. B
x 360
Jeffers
n City, MO 65102
(573) 751-7510 (Teleph
ne)
(573) 751-9285 (Fax)

l ~ I llll .Lt lti it ~~ti
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CERTIFICATE OF SERVICE

I hereby certify that c
pies 
f the f
reg
ing have been mailed, hand-delivered,
transmitted by facsimile 
r electr
nically mailed t
 all c
unsel 
f rec
rd this 12 °i day 
f
September 2008 .

/s/ William K . Haas



Mem
randum

T
 :

	

Official Case File
Case N
 . TO-2009-0025, McD
nald C
unty Teleph
ne C
mpany

Fr
m :

	

Myr
n C
uch, Telec
mmunicati
ns Department
R
n Bible, Financial Analysis Department

Subject :

	

Rec
mmendati
n t
 appr
ve an applicati
n f
r auth
rity t
 issue a n
te
secured by a lien

Date :

	

September 11, 2008

Telec
mmunicati
ns Department

On July 22, 2008, I traveled t
 the McD
nald C
unty Teleph
ne C
mpany headquarters
in Pineville, Miss
uri . The purp
se 
f the visit was t
 see the c
nstructi
n 
f the new
administrative/cust
mer service facility . I 
bserved the new building when c
mpleted
will triple the size 
f the existing facility. The new facility 
n that day appeared t
 be
within a few m
nths 
f being c
mplete .

I visited with James C
x, the Outside Plant Manager, and t

k a t
ur 
f the 
ld and new
facilities . The 
ld building appeared cramped and in need 
f ren
vati
n . The new
building, which was attached t
 the 
ld, was spaci
us and m
dern . On previ
us visits t

this c
mpany, Staff had 
bserved that the 
ld building did n
t 
ffer sufficient space f
r
the empl
yees, administrative staff and the Cust
mer Service Representatives, wh
 meet
with walk-in cust
mers . Mr. C
x p
inted 
ut the vari
us areas 
f the new facility and
h
w they were c
nstructed t
 better meet the demands 
f the business . Presently, the

wner 
perat
rs, R
ss and Vicky J
 Babbitt, 
f the C
mpany share a very small 
ffice
with their respective desks butted t
gether . In the new building they will each have an

ffice t
 all
w each 
f them t
 c
nduct their respective duties with
ut interrupti
n fr
m
the 
ther .

After a t
ur 
f the building, the existing central 
ffices and 
utside plant, I had the

pp
rtunity t
 sit d
wn and visit with the Babbitts t
 talk ab
ut the c
nstructi
n and the
l
an. I inquired if there w
uld be any change that w
uld impact the pr
visi
ning 
f
teleph
ne service . They indicated that the 
nly impact w
uld be better efficiency in the
way they w
uld c
ntinue t
 
ffer service .

I inquired if the l
an w
uld have any impact 
n the Universal Service Funds (USF) tile
C
mpany was presently receiving . The inf
rmati
n I received in answer t
 my data
request, c
ncerning this issue, sh
ws that the expenses f
r the new building changes the
rati
 
f l

p investment t
 t
tal plant in service and results in a decrease 
f USF funding

f 512,700. I have checked and f
und the C
mpany t
 be c
mpliant in its PSC
assessment, its Miss
uri USF assessment, its Relay Miss
uri payments and it is current in

Appendix A



its submissi
n 
f Quarterly Quality 
f Service Rep
rts, all 
f which dem
nstrate the
C
mpany is meeting Quality 
f Service Objectives .

Staff 
f the Teleph
ne Department rec
mmends the C
mmissi
n appr
ve the l
an
applicati
n by the C
mpany under Case N
 . TO-2009-0025 . Our Staff is c
nvinced that
the new c
nstructi
n will have a p
sitive impact f
r the C
mpany and f
r their
cust
mers .

Financial Analysis Department

Standard and P

r's (S&P) C
rp
rate Ratings Matrix assigns Business Risk Pr
file
(BRP) t
 utility c
mpanies as Excellent, Str
ng, Satisfact
ry, Weak, and Vulnerable ; as
well as a Financial Risk Pr
file (FRP) 
f Minimal, M
dest, Intermediate, Aggressive, and
Highly Leveraged . Please see Attachment A f
r a m
re c
mplete explanati
n .
McD
nald Teleph
ne C
mpany is n
t currently rated by S&P, h
wever, Staff can use the
basic criteria S&P uses t
 evaluate the p
tential impact the pr
p
sed transacti
n w
uld
have 
n McD
nald's credit w
rthiness i f it were rated by S&P .

Staff reviewed the pr
-f
rma financial statements pr
vided by the C
mpany in its
Applicati
n and calculated the three key financial rati
s used by S&P in its C
rp
rate
Ratings Matrix . The three key financial rati
s arc Funds Fr
m Operati
ns (FFO) Interest
C
verage, FFO as a Percentage 
f Average T
tal Debt, and T
tal Debt t
 T
tal Capital .
Staff c
mpared the rati
s t
 S&P's C
rp
rate Ratings Matrix 
n a current basis and then

n a pr
f
rma basis . Staff determined that McD
nald's pr
-f
rma FFO Interest
C
verage 
f 31 .57 times is within the FRP range 
f Minimal. This means that even with
the additi
nal debt related t
 this transacti
n, the C
mpany has a minimal am
unt 
f
interest t
 pay relative t
 its cash fl
w . The FFO as a Percentage 
f Average T
tal Debt is
38.78 percent is als
 categ
rized as Minimal . In 
ther w
rds, the C
mpany has a minimal
am
unt 
f debt relative t
 its funds fl
w . Finally, T
tal Debt t
 T
tal Capital is 6 .55
percent which, 
nce again, is categ
rized as Minimal by S&P . This means that the
C
mpany has a minimum am
unt debt relative t
 its t
tal capital . In fact, acc
rding t
 the
financial statements pr
vided by the C
mpany in its Applicati
n, the C
mpany currently
has 98.38 percent equity and 
nly 1 .62 percent debt . After the transacti
n, the financial
statement indicates they will have 93 .45 percent equity and 
nly 6 .55 percent debt .

Staff determined that McD
nald's pr
-f
rma financial rati
s are c
nsistent with at least
an investment grade credit rating .

Rec
mmendati
n

Staff rec
mmends that the C
mmissi
n appr
ve the Applicati
n submitted by C
mpany
in this case subject t
 the f
ll
wing c
nditi
ns :

I .

	

That the C
mpany shall submit t
 the C
mmissi
n any inf
rmati
n c
ncerning
deviati
ns fr
m the stated use 
f the funds 
r any inf
rmati
n that w
uld

Appendix A



materially change the pr
-f
rma capitalizati
n and financial rati
s ass
ciated with
this Applicati
n .

2 .

	

That the Applicati
n is appr
ved f
r the purp
ses stated in the Applicati
n and
n
t f
r 
perating expenses .

3 . That n
thing in the C
mmissi
n's 
rder is t
 be c
nsidered a finding by the
C
mmissi
n 
f the value 
f this transacti
n f
r rate making purp
ses, and that the
C
mmissi
n reserves the right t
 c
nsider the rate making treatment t
 be
aff
rded these financing transacti
ns and their results in c
st 
f capital, in any
later pr
ceeding .

4 .

	

That the C
mpany shall submit j
urnal entries t
 the Budget and Fiscal Services
Department f
r it t
 calculate the fee due under Secti
n 386 .300.2 RSM
 .

Attachments: A

	

Standard and P

r's Ratings Direct Rep
rt
B

	

Pr
-F
rma Financial Rati
s

Appendix A
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U.S . Utilities Ratings Analysis N
w P
rtrayed In
The S&P C
rp
rate Ratings Matrix
The electric, gas, and water utility ratings ranking lists published t
day by Standard & P

r's U .S. Utilities &
Infrastructure Ratings practice are categ
rized under the business risk/financial risk matrix used by the C
rp
rate
Ratings gr
up . This is designed t
 present 
ur rating c
nclusi
ns in a clear and standardized manner acr
ss all
c
rp
rate sect
rs . Inc
rp
rating utility ratings int
 a shared framew
rk t
 c
mmunicate the fundamental credit
analysis 
f a c
mpany furthers the g
als 
f transparency and c
mparability in the ratings pr
cess . Table I sh
ws the
Inatrix .

Table 1

Business Risk/Financial Risk

The utilities rating meth
d
l
gy remains unchanged, and the use 
f the c
rp
rate risk matrix has n
t resulted in any
changes t
 ratings 
r 
utl

ks . The same five fact
rs that we analyzed t
 pr
duce a business risk sc
re in the
familiar 10-p
int scale are used in determining whether a utility p
ssesses an "Excellent," "Str
ng," "Satisfact
ry,"
"Weak," 
r "Vulnerable" business risk pr
file :

•

	

Regulati
n,
•

	

Markets,
•

	

Operati
ns,
•

	

C
mpetitiveness, and
•

	

Management .

Regulated utilities and h
lding c
mpanies that are utility-f
cused virtually always fall in the upper range
("Excellent" 
r "Str
ng") 
f business risk pr
files . The defining characteristics 
f m
st utilities--a legally defined
service territ
ry generally free 
f significant c
mpetiti
n, the pr
visi
n 
f an essential 
r near-essential service, and
the presence 
f regulat
rs that have an abiding interest in supp
rting a healthy utility financial pr
file--underpin the
business risk pr
files 
f the electric, gas, and water utilities .

As the matrix c
ncisely illustrates, the business risk pr
file l

sely determines the level 
f financial risk appr
priate
f
r any given rating . Financial risk is analyzed b
th qualitatively and quantitatively, mainly with financial rati
s and

ther metrics that are calculated after vari
us analytical adjustments arc perf
rmed 
n financial statements prepared
under GAAl'. Financial risk is assessed f
r utilities using, in part, the indicative rati
 ranges in table 2 .

Standard & P

r's RatingsDirect I N
vember 30, 2007
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St,
is!ye & P

r s A
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1 rJ I ~ .

	

-, . ri nat 
n wah
ut S&Ps permissi
n See Tenns 
r Jw'Disclaimer 
n the last page

Financial Risk Pr
file

Business Risk Pr
file Minimal M
dest Intermediate Aggressive Highly leveraged
Excellent AAA

	

AA

	

A

	

BBB BB

Str
ng AA

	

A

	

A- BBB BB

Satisfact
ry A

	

BBB+

	

BBB BB+ B+
Weak BBB

	

BBB-

	

BB+ 1313- B

Vulnerable BB

	

B+

	

8+ B 9-



Table 2

Financial Risk Indicative Rati
s - U.S . Utilities

(Fully adjusted, hist
rically dem
nstrated, and expected t
 c
nsistently c
ntinue)

U.S. Utilities Ratings Analysis N
w P
rtrayed In The S& P C
rp
rate Ratings Matrix

The indicative ranges f
r utilities differ s
mewhat fr
m the guidelines used f
r their unregulated c
unterparts
because 
f several fact
rs that distinguish the financial p
licy and pr
file 
f regulated entities . Utilities tend t

finance with l
ng-maturity capital and fixed rates . Financial perf
rmance is typically m
re unif
rm 
ver time,
av
iding the v
latility 
f unregulated industrial entities . Als
, utilities fare c
mparatively well in many 
f the
less-quantitative aspects 
f financial risk . Financial flexibility is generally quite r
bust, given g

d access t
 capital,
ample sh
rt-term liquidity, and the like . Utilities that exhibit such fav
rable credit characteristics will 
ften see
ratings based 
n the m
re acc
mm
dative end 
f the indicative rati
 ranges, especially when the c
mpany's business
risk pr
file is s
lidly within its categ
ry . C
nversely, a utility that f
ll
ws an atypical financial p
licy 
r manages its
balance sheet less c
nservatively, 
r falls al
ng the l
wer end 
f its business risk designati
n, w
uld have t

dem
nstrate an ability t
 achieve financial metrics al
ng the m
re stringent end 
f the rati
 ranges t
 reach a given
rating .

N
te that even after we assign a c
mpany a business risk and financial risk, the c
mmittee d
es n
t arrive by r
te at
a rating based 
n the matrix . The matrix is a guide--it is n
t intended t
 c
nvey precisi
n in the ratings pr
cess 
r
reduce the decisi
n t
 pl
tting intersecti
ns 
n a graph . Many small p
sitives and negatives that affect credit quality
can lead a c
mmittee t
 a different c
nclusi
n than what is indicated in the matrix . M
st 
utc
mes will fall within

ne n
tch 
n either side 
f the indicated rating. Larger excepti
ns f
r utilities w
uld typically inv
lve the influence

f related unregulated entities 
r extra
rdinary disrupti
ns in the regulat
ry envir
nment .

We will use the matrix, the ranking list, and individual c
mpany rep
rts t
 c
mmunicate the relative p
siti
n 
f a
c
mpany within its business risk peer gr
up and the 
ther fact
rs that pr
duce the ratings .

www.standardandp

rs .c
m/ratingsdirec t
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Cash fl
w Debt leverage

(FF0/debt) (%) (FFO/interest) Ix) (T
tal debt/capital) I%)
M
dest 40 - 60 4.0-6 .0 25 - 40

Intermediate 25 - 45 3.0-4 .5 35 - 50

Aggressive 10 - 30 20-3.5 45 - 60

Highly leveraged Bel
w 15 2 .5 
r less Over 50



C
pyright © 2007, Standard & P

rs, a divisi
n 
f The McGraw-Hill C
mpanies, Inc (S&PI S&P and/
r its third party licens
rs have exclusive pr
prietary rights in the data 
r
inf
rmati
n pr
vided herein This data/inf
rmal 
n may 
nly be used internally f
r business purp
ses and shall n
t be used f
r any unlawful 
r unauth
rized purp
ses .

Disseminati
n, distributi
n 
r repr
ducti
n 
f this data/inf
rmati
n in any f
rm is strictly pr
hibited except with the pri
r written permissi
n 
f S&P . Because 
f the
p
ssibility 
f human 
r mechanical err
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r its third party licens
rs, S&P, its affiliates and its third party licens
rs d
 n
t guarantee the accuracy,

adequacy, c
mpleteness 
r availability 
f any inf
rmati
n and is n
t resp
nsible f
r any err
rs 
r 
missi
ns 
r f
r the results 
btained fr
m the use 
f such inf
rmati
n . S&P
GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE

OR USE In n
 event shall S&P, its affiliates and its third party licens
rs be liable f
r any direct, indirect, special 
r c
nsequential damages in c
nnecti
n with subscribers 
r


thers use 
f the data/inf
rmati
n c
ntained herein Access t
 the data 
r inf
rmati
n c
ntained herein is subject t
 terminati
n in the event any agreement with a third-
party 
f inf
rmati
n 
r s
ftware is terminated

Analytic services pr
vided by Standard & P

r's Ratings Services (Ratings Services) are the result 
f separate activities designed t
 preserve the independence and 
bjectivity


f ratings 
pini
ns The credit ratings and 
bservati
ns c
ntained herein are s
lely statemerts 
f 
pini
n and n
t statements 
f fact 
r rec
mmendati
ns t
 purchase, h
ld, 
r

sell any securities 
r make any 
ther investment decisi
ns Acc
rdingly, any user 
f the inf
rmati
n c
ntained herein sh
uld n
t rely 
n any credit rating 
r 
ther 
pini
n
c
ntained herein in making any investment decisi
n Ratings are based 
n inf
rmati
n received by Ratings Services . Other divisi
ns 
f Standard & P

r 's may have

inf
rmati
n that is n
t available t
 Ratings Services Standard & P

r's has established p
licies and pr
cedures t
 maintain the c
nfidentiality 
f n
n-public inf
rmati
n

received during the ratings pr
cess

Ratings Services receives c
mpensati
n f
r its ratings . Such c
mpensati
n is n
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f such securities 
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the securities While Standard & P

r's reserves the right t
 disseminate the rating, it receives n
 payment f
r d
ing s
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ATTACHMENT: B
MO PSC CASE NO. TO-2009-0025

Selected Pr
 F
rma Financial Rati
s
f
r McD
nald C
unty Teleph
ne

RATIO ANALYSIS
Rati
s as

f 12-31-07

Pr
-F
rma
Rati
s

S&P Benchmark
B
unds

f
r
Investment
Grade Credit

Rating'

Funds Fr
m Operati
ns Interest C
verage : 35 .55 x 31 .57 x 2.0 x

Funds fr
m Operati
ns t
 T
tal Debt : 174.68% 38 .78% 10

T
tal Debt t
 T
tal Capital : 1 .62% 6.55% 60



STATE OF MISSOURI

	

)
ss.

COUNTY OF COLE

	

)

R
nald Bible, 
f lawful age, 
n his 
ath states : that he has participated in the preparati
n 
f
the f
reg
ing Staff Rec
mmendati
n in mem
randum f
rm, t
 be presented in the ab
ve case ;
that the inf
rmati
n in the Staff Rec
mmendati
n was devel
ped by him ; that he has kn
wledge

f the matters set f
rth in such Staff Rec
mmendati
n ; and that such matters are true and c
rrect
t
 the best 
f his kn
wledge and belief.

NIKKI SENN
N
tary Public - N
tary Seal

State 
f Miss
uri
C
mmissi
ned f
r Osage C
unty

My C
mmissi
n Expires : Oct
ber 01, 2011
	C
mmissi
n Number: 07287016

BEFORE THE PUBLIC SERVICE COMMISSION

OF THE STATE OF MISSOURI

In the Matter 
f the Applicati
n 
f McD
nald
C
unty Teleph
ne C
mpany f
r Auth
rity t

Create a Lien 
n its Pr
perty Dev
ted t
 the
Public Service f
r the Pr
perty Dev
ted t
 the
Public Service f
r the Purp
se 
f Obtaining a
L
an t
 be Used t
 C
nstruct Additi
nal Facilities

AFFIDAVIT OF RONALD BIBLE

Subscribed and sw
rn t
 bef
re me this	/ 1	day 
f September, 2008 .

Case N
. TO-2009-0025

N
tary Public



STATE OF MISSOURI

COUNTY OF COLE

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter 
f the Applicati
n 
f
McD
nald C
unty Teleph
ne C
mpany f
r
Auth
rity t
 Create a lien 
n its Pr
perty
Dev
ted t
 the public Service f
r the
Purp
se 
f Obtaining a l
an t
 be Used t

C
nstruct Additi
nal Facilities

AFFIDAVIT OF Myr
n E. C
uch

Subscribed and affirmed bef
re me this	 lj~ -
'- day 
f

I am c
mmissi
ned as a n
tary public within the C
unty 
f 4&,

State 
f Miss
uri and my c
mmissi
n expires 
n	- l - /j

SUSAN L. SUNDERMIEYER
M y c
mmissi
n ExOres
September 21, 2010
C8ituay C
unty

C
mmissi
n #06942086

ss :

Myr
n E. C
uch, empl
yee 
f the Miss
uri Public Service C
mmissi
n, being 
f lawful
age and after being duly sw
rn, states that he has participated in preparing the
acc
mpanying d
cument and that the facts therein are true and c
rrect t
 the best 
f his
kn
wledge and belief.

	 VYn`~"~~ 'F.	~~
Myr
n E. C
uch
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