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;
g\ 246 & Poor’s, an obligor rated *A’ has a strong capacity 10 meel its financial
1
‘ 247 conumitinents but 1o 8 lesser degree than higher-rated obligors.' The abave
§'| 24% suppests Gwl MECs capital structure is commensurale with a strong bat noi
' 249 excessive depree of fnancial steength. Theretore, 1 conclude my proposed
250 capital stucmre for MEC is reasonable for establishing rates.

251 ' Cost of Short-Term Debt

'; 252 24, Q. What is te cost of short-term debt for MEC?

253 A MEC issues sbort-lenn debt o the form of couuncrcial paper that Standard &
254 Foor’s «ud Moody’s rates A-1 amd P-1, respectively.” The interest rate op

255 comumercial paper varies with grade and term w0 matority. The Federal Reserve
256 reports that the maturity of commercial papet aversges thitty days.™ Therefore,
257 : lo estimate the cost of short-term debt, 1 converted the November 30, 1999

258 5.47% discount rate on thirty-day, “AA nonfinancial™ commercial paper into an
255 annual yicld of 5.57% using the following formula;

. dunyt $U mulugd
dizsconnt rate x (-—-—-————-2)

\ J60
260 Annal pield = = . " [da 363 : ]
e ddvoound vaic- ?-,.{ oy 1y W"’) s fo maturiy
L { 360 }

" wwandard & Pour’s Uility Financiul Statistics. Junc 1999, p. 4.

1 Standard & Poor's Uhitities & Perspeciives, Nuovember 29, 1999, p. §; Moudy's [nvestors Service, Rafing
Kevivw, February 9, 1999,

P« Alerst Comutereind Paper and Rate Caledlatious,” Foderal Resarve Release,
voww . Federatreserve gov/Heleases/CRivtbeat. him.

W -Conumereial Puper,” Fedesal Regetve Relense, Decarter 1 V99, www bag. Irb fed us/releasesiCPY.
The Feueral Reserve elassifies cumpanivs with no commercial paper ratings below A-1and P-1 levels as “AA”
{~About Cuinmercial Faper and Rue Calculutions,” Federal Reserve Release,
www federalreserve, govl Releases/CPaboul Bitn. )
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Cost of Long-Terin Debt
what is the embedded cost of hoag-erm debt for M EC?

As shown on Schedule 503, the embedded cost of tong-tena deb cquals
7.71% . This calculation was based on MEC Schedule D-3 with the following
adjustthents made 1 reconciie tha schedule tp MEC's 1CC unnuyl report: (1)
$1,961 of annual amotizaion of the iOSS on the reacquired 6.5% Series
Pullution Conlol Bund due 2003 was restored (line 45 of Schedule 5.03); (2)
e snortization of debt expense for the 7.98% Debentures doe 2045, 6.5%
Series Modiwn Term Notes due 2001, 8.15% Series due 2001, 7.45% Scries
due 2023, 7% Series due 2005, and 7.7% Series due 2004 (liues 47, 49 and 54-
57 on Schedule 5.03) was anpualized a8 of December 31, 1998: (3) e
amortization of gain on teacyuired debt for 1he 5.05% Series due 1998 (e 60
on Scedule 5033 was climirated since oo gain remained o be puoized on
December 31, 1995 and (4) the inlerest rate on the adjustabie rate pollution

control bonds was adjusied to reflect the current 1ate of 3.8%.%

Why did you not adopt the Company s estimale of the erubeddedt cost uf long-

tero debl?

The Campany's estitate of the embedded cost of debt mismuatehes 1otal interest
expense for calendar year 1998 with the patance of long-tena debl as of
December 31, 1998, When the blance of 3 capital stiucture componet is

weasured as of 2 single point in tire, it should te combined with 1ts annualized

M colamon Smith Bamey Municipal Murket Commeat, Moveisber 19, [¥R, p. 2.




