
 

MEMORANDUM 

Chapman Memo re Revenue Requirements of Bond Resolution 
8704595/JCB 

VIA: E-MAIL 

TO: Municipal Energy Agency of Nebraska 

DATE: April 22 2020 

RE: Revenue Requirements of MEAN’s Bond Resolution 
 

INTRODUCTION 

You have requested our advice with respect to the rates that MEAN is required to charge 
and collect under the terms of its Power Supply System Revenue Bond. Resolution (the 
“Resolution”). 

The principal provision of the Resolution respecting MEAN’s rates is Section 7.11(a), 
which provides in pertinent part as follows: 

MEAN shall at all times establish and collect rates and charges 
under the Power Supply Contracts and shall otherwise charge and 
collect rates and charges for the use or the sale of the output, 
capacity or service of the System in each Fiscal Year which are 
reasonably expected to yield Net Revenues which, together with 
other available moneys, shall be equal to at least the Aggregate Debt 
Service for such Fiscal Year and in any event, as shall be required 
together with all other available funds, to pay or discharge all other 
indebtedness, obligations, including, without limitation, any 
amounts payable under a Qualified Hedge Agreement and any 
Settlement Amount with respect thereto, charges and liens 
whatsoever payable out of Revenues under the Resolution for such 
Fiscal Year.  Promptly upon any material change in the 
circumstances which were not contemplated at the time such rates 
and charges were most recently reviewed but not less frequently 
than once each Fiscal Year, MEAN shall review the rates and 
charges so established and shall promptly revise such rates and 
charges as necessary to comply with the foregoing requirements, 
provided that such rates and charges shall in any event produce 
money sufficient to enable MEAN to comply with all of its 
covenants under the Resolution. 

The capitalized terms used in Section 7.11(a) have the following meanings:1 

 
1  The descriptions of these defined have been edited to make them more concise. 
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“Power Supply Contracts” means all contracts entered into by MEAN for the sale 
of power, energy or related services.  The term “Power Sales Contracts” includes, but is 
not limited to, the Electrical Resources Pooling Agreement and the Service Schedules 
under it. 

“System” means all property, contracts, franchises, agreements and systems of 
MEAN, that provide power supply, transmission and ancillary services to power purchasers 
under the Power Supply Contracts. 

“Net Revenues” means for any Fiscal Year (a) the “Revenues” plus any transfers 
from the Rate Stabilization Account, less (b) the “Operating Expenses” plus any transfers 
to the Rate Stabilization Account. 

“Revenues” means (a) all payments received by MEAN pursuant to the Power 
Supply Contracts, (b) all other revenues, income, rents and receipts derived by MEAN 
from or attributable to the ownership and operation of the System, and (c) additional 
amounts specified in the Resolution (e.g., certain interest earnings, proceeds of any 
business interruption insurance, etc.). 

“Operating Expenses” means all actual maintenance and operation costs of the 
System incurred by MEAN in any particular Fiscal Year in conformity with Generally 
Accepted Accounting Principles, including expenses for ordinary repairs, renewals and 
replacements of the System, salaries and wages, employees’ health, hospitalization, 
pension and retirement expenses, fees for services, materials and supplies, rents, 
administrative and general expenses, insurance expenses, professional fees and expenses, 
taxes, payments in lieu of taxes and other governmental charges, fuel costs, costs of 
purchased power and transmission service, and any other current expenses or obligations 
required to be paid by MEAN.  Operating expenses do not include depreciation, debt 
service or amortization charges. 

“Aggregate Debt Service” means the total debt service due on all of MEAN’s 
bonds and the amounts due under any operating/working capital lines of credit. 

“Qualified Hedge Agreement” means an interest rate swap or hedge relating to a 
series of MEAN’s bonds.  MEAN has never entered into a Qualified Hedge Agreement. 

“Settlement Amount” means an amount payable or receivable by MEAN in 
connection with the termination of a Qualified Hedge Agreement or a commodity (e.g., 
fuel of electricity) price swap or hedge. 

DISCUSSION AND ANALYSIS 

Section 7.11(a) of the Resolution is typically referred to as the “rate covenant” and it 
requires MEAN to charge and collect rates that are expected to produce Net Revenues that, 
together with other available moneys, are sufficient to pay (a) the Aggregate Debt Service and (b) 
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the other amounts payable from the Revenues, including amounts necessary to meet MEAN’s 
covenants and obligations under the Resolution.  Below are a few observations on the operation 
of the rate covenant: 

 1. As noted above, the term “Net Revenues” includes the Revenues received 
under the Power Supply Contracts, plus all other income received from the operation of 
the System, less the Operating Expenses.  Accordingly, the rate covenant also requires 
MEAN to set its rates to produce Revenues sufficient to pay the Operating Expenses. 

 2. For purposes of setting rates under the Power Supply Contracts, the rate 
covenant permits MEAN to take into account both other income derived from the operation 
of the System and other available moneys.  An example of other income from the operation 
of the System would be amounts received from sales into the market of surplus energy.  An 
example of other available moneys would be amounts received by MEAN from the sale of 
property or equipment that was no longer used or useful in the operation of the System. 

 3. The rate covenant also requires MEAN to set its rates to cover “other amounts 
payable from the Revenues.”  An example of these amounts would be MEAN’s obligation 
to replenish any withdrawal from (or other reduction in the amounts on deposit in) the Debt 
Service Reserve Fund that secures the bonds. 

 4. Under the rate covenant, the Net Revenues are also increased by any transfers 
from the Rate Stabilization Account and decreased by any transfers to the Rate 
Stabilization Account.  While a number of public power utilities and joint action agencies 
have bond documents that limit the amounts that can be withdrawn from a rate stabilization 
fund for purposes of meeting the rate covenant, the Resolution imposes no such limitation 
on MEAN.  See the discussion below regarding rating agency considerations. 

 5. The rate covenant does not require MEAN to charge amounts greater than its 
actual costs to produce specified coverage margins.  For example, in the case a municipal 
electric utility revenue bond, the rate covenant typically requires the utility to charge and 
collect rates that will produce net revenues equal to at least 120% or more of annual debt 
service.  The additional coverage margin is intended to provide additional security for 
bondholders and to provide a source of funds for expenses that are not covered by the rate 
covenant (e.g., necessary capital improvements). 

RATING AGENCY CONSIDERATIONS 

When MEAN has issued bonds to finance the costs of generating facilities or has entered 
into long-term take-or-pay contracts for power supplies (e.g., with PPGA for WEC2), it has done 
so by going through the process of adding the new resource as a “project” to the all-requirements 
portfolio under Service Schedule M.  In assigning credit ratings to MEAN, the rating agencies 
focus on both the creditworthiness of the Service Schedule M Participants and the creditworthiness 
of MEAN.  Because many of the Service Schedule M Participants are smaller municipal utilities 
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without separate bond ratings, the rating agencies place considerable emphasis on MEAN’s 
creditworthiness. 

The factors considered by municipal bond rating agencies when they assess the 
creditworthiness of a public power joint action agency include (a) whether coverage margins are 
collected in each year (above and beyond the requirements of the bond documents), (b) the 
amounts of reserves that are held for operating expenses and debt service and (c) how rate 
stabilization reserves are used.  The billing procedures that MEAN has implemented to assure that 
it collects amounts sufficient to cover its debt service expenses and other fixed charges are an 
important factor in the evaluation of MEAN’s creditworthiness.  The collection of coverage 
margins and the maintenance of reserve amounts provide additional protections to bondholders in 
the event of unexpected circumstances and economic downturns.  While coverage margins and 
additional reserves for operating expenses and debt service are not required by the Resolution, they 
can have a significant effect on the ratings assigned to MEAN’s bonds.  It should also be noted 
that the regular use of rate stabilization moneys to cover shortfalls in current collections (in contrast 
to the use of such moneys to cover unexpected costs in unusual circumstances) is viewed as a 
negative factor by the rating agencies and is detrimental to the overall financial health of MEAN.  
Accumulated reserves can be used for early retirement of MEAN’s bonds, and the rating agencies 
look favorably on issuers that have implemented debt retirement programs. 

We encourage you to consult with your financial advisor with regard to these and other 
financial considerations. 

SUMMARY 

The rate covenant in the Resolution requires only that MEAN charge and collect rates in 
each year that are sufficient to cover 100% of its operating expenses, debt service costs and the 
other costs of its power supply system.  Less than 100% coverage is legally permissible in those 
years in which there are budgeted transfers from the Rate Stabilization Account or other amounts 
available to pay MEAN’s costs.  Although the rate covenant permits MEAN to charge and collect 
the minimum amount necessary to pay all of its costs, and to subsidize the minimum amount with 
transfers from the Rate Stabilization Account, careful consideration should be given to the 
potential for a negative impact on MEAN’s ratings and overall financial health. 

We trust this memo is responsive to your request; please let us know if you have any 
questions. 


