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Introduction

The current demand for capital funds in this country is at an 

extremely high level. This high level of demand, in a time when infla

tion is under attack, has caused interest rates to move upward very 

rapidly. The full consequences of these two opposing ideas - high demand 

for funds and an attack on inflation - won't be discernible for quite 

some time, but there are a few problems related to this which can be seen 

now. Such things as the collapse of the Penn Central indicate that it is 

possible that some of the old ideas of corporate life no longer are valid.

While it may be intriguing to investigate the causes of corporate 

collapse, it seems to be more important to look into the problems associ

ated with currently viable enterprises. Therefore, the problems associ

ated with today's extreme interest costs will merit attention here. In 

order to have sufficient data available to adequately examine the subject, 

the regulated public utilities, which are capital-intensive and therefore 

find it necessary to borrow large amounts of capital, will be used as the 

analytical subject. Since these entities do borrow so often they generally 

are forced to pay existing rates for borrowed capital while other, less 

capital-intensive industries may be able to wait for rates to subside be

fore borrowing. Therefore, one of the prime considerations to be made in 

the financing of a regulated public utility is the actual timing of borrow

ing within rather small time constraints.

The study of the timing of debt issues is, quite naturally, a 

recent phenomenon. Prior to the last few years, it was fairly academic
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whether to finance or to wait since interest rates moved so little from 

year to year. As a matter of fact, such a stable situation has resulted 

in very little published material on the subject. The financial community 

has not, as yet, developed much in the way of a comprehensive analysis of 

the situation.

As recently as 1965, Mssrs. Robichek and Myers, in their book, 

Optimal Financing Decisions, devoted no more than a paragraph to the

specific issue of security issue timing, saying only that it should be con-
1sidered. However, even this consideration was tied to such things as 

liquidity and expansion plans rather than to interest rates. This approach 

was also followed in the early sixties by such authors as Johnson and 

Solomop. It might be possible to consider such authors as shortsighted in 

view of currently fluctuating interest costs, but it must be remembered 

that variations in interest costs, prior to the last few years, were not 

large and the timing decision was far outweighed by other problems.

An early realization that the timing of debt issues was of impor

tance was brought out by Roland Robinson in his 1964 book, Money and 
2Capital Markets. In this work, it was stated that bond yields show a 

clear cyclical pattern. However, it was the business cycle which Robinson 

related bond yields to, missing the point that such yields may well have a 

cycle all their own due to financing activity and supply of funds. Later 

on, however, Robinson speaks of how investment bankers can aid a company 

in timing its security issues. ' Again he is relating timing to business 

cycles but he does speak of possible lulls in the capital markets. His

"̂A. A. Robichek and S. C. Myers, Optimal Financing Decisions 
(Englewood, New Jersey: Prentice-Hall, 1965), p. 275.

2Roland I. Robinson, Money and Capital Markets (New York: McGraw- 
Hill, 1964), p. 283.
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main mistake is in placing this responsibility in the hands of the in

vestment banker rather than the financial management of the company.

Other authors have similarly linked timing to lulls in the bond markets.

As recently as 1969, Glen Mumey, of the University of Saskatche

wan, stated that we cannot assume that firms will generally have the
3ability to predict changes in short-term interest rates. In addition

Grünewald and Nemmers have discussed timing in their recent textbook,
4Basic Managerial Finance. However, this discussion again related timing 

to business cycles and also concentrated on timing as most useful for 

refinancing decisions rather than original financing. This latter idea 

was also the basis for an article by Frank Reilly, reprinted by the 

School of Business of the University of Kansas in 1970, entitled, An 

Analysis and Reconciliation of Bond Refunding Decision Models.

In conclusion, it is obvious that the timing decision is becoming 

more important in the minds of financial authorities. However, it still 

remains to be seen whether they will develop a scheme for the timing of 

security issues once the decision to finance has been reached. The fol

lowing look at debt financing in a regulated public utility will present 

the case in favor of short-term financing, timing decisions.

Glen A, Mumey, Theory of Financial Structure (Toronto; Holt, 
Rinehart and Winston, Inc., 1969), p. 148.

4Adolph E. Grünewald and Erwin E. Nemmers, Basic Managerial 
Finance (Chicago: Holt, Rinehart and Winston, Inc., 1970), p. 518.



Timing - Why Is It Important

The most graphical method of describing the timing decision is 

by use of a chart. Chart A following shows the composite debt cost for 

all companies over the period from 1957 until the middle of 1970 on a 

monthly basis. As this chart shows, there have been great variances in 

debt costs both throughout the period and within individual years. It 

is understood that, while these variances in debt cost on a composite 

basis are very interesting, they don't work well for the individual 

company. However, a closer examination of this chart reveals that there 

are definite patterns within each year as to rises and drops in the cost 

of debt on a composite basis. The company which is interested in maxi

mizing its profit from operations would find it necessary to minimize 

its debt cost. Therefore, a close adherence to the results found in a 

close scrutiny of this chart would benefit the corporate financial offi

cers of a regulated utility. In addition to this composite picture, 

there are a number of ratings given to various members of the utility 

community which designate a company in terms of risk to investors. This

study will concern itself with ratings given by Moody's ranging from an

Aaa to a Baa. The composite average shown on this chart is a composite 

of all issues of all rating groups. The financial management of a given 

utility would find it helpful to compose a chart of this type for the 

rating group in which they belong. In order to facilitate this study and

to help in further analysis it was necessary to compose a table showing

the month-to-month debt cost variation, on average, for each rating group
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studied over the period. Analysis of lower rating groups than Baa was 

found impossible due to the low number of utility issues which these 

groups offer publicly. The risks inherent in funding groups which merit 

such low rating prohibit many companies from obtaining long-term financ

ing. The following table shows the expected change in debt cost for 

companies in the Aaa, Aa, A and Baa rating groups, respectively, by 

month.

TABLE 1

Month Aaa Aa A Baa

January -.21% , -.24% -.14% + .09%
February + .01 -.02 -.02 -.05
March + .09 + .11 + .15 + .11
April + .03 + .03 + .01 + .05
May + .07 + .07 + .18 -.01
June + .12 +.13 + .08 + . 16
July -.02 +.01 -.11 -.05
August -.02 +. 06 +. 06 -.11
September + .21 + .03 + .08 -.01
October + .02 +.03 — -.08
November + .17 + .09 + .13 + .14
December + .04 +.08 -.06 + .12

As can be seen from this table there is great variation

when interest rates go up or down within rating groups. In general, it 

can be stated that in months where Aaa and Aa rating groups are in the 

bond market extensively, it is an inopportune time for lower rating groups 

to offer debt securities. There are, however, a number of months in 

which higher rating groups traditionally do not attempt to obtain debt 

funds and these months are, in general, the months when lower rating 

groups obtain their best reception in security markets. Therefore, it is 

impossible for the management of a company which is rated in a lower group 

to determine the best time for security issues by observing overall trends 

in the security markets. As a result, it is extremely important for the
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management of any regulated utility or any company which uses debt funds 

extensively to be very cognizant of the effect the timing of such issues 

can have on operations.

Since utility-type operations are constantly in need of funds in 

order to expand their services to the general public they are the most 

likely candidates for issues of securities on a regular basis. Histori

cally, many utility operations go to the security markets annually or 

even more often. It is for this type of operation that the timing of 

debt issues becomes most critical. It will be proven, at a later time, 

that the variances between different rating groups in terms of interest 

cost on debt securities is significant enough to warrant a company being 

relatively sure their timing is correct. This is the only way that the 

company can be sure that they are not making interest payments on their 

securities which are in excess of what their rating group demands. It is 

possible for a company which does not pay heed to timing to obtain 

interest costs on debt equivalent to the interest cost of a company in a 

lower rating classification but which times its issues very well. The 

following table shows, by rating group, the probability that interest 

costs will be lower in the following month if an issue can be delayed that 

long.

TABLE 2

Month Aaa Aa A Baa

January .40 .50 .60 .50
February .33 .23 .17 .50
March .50 .46 .31 .25
April .25 .46 .14 .43
May .20 .29 .43 .33
June .44 .54 .50 .67
July .57 .31 .29 .83
August .00 .50 .50 .20
September .63 .45 .42 .50



TABLE 2 - Continued

Month Aaa Aa A Baa

October rH .33 oCsl .40
November .33 .17 .29 .20
December .71 .92 .50 .20

From this table it can be seen that rating groups of Aaa or Aa would find 

it almost impossible to obtain a higher debt cost in the month of January 

than in December. On the other hand, companies rated either A or Baa 

would find it more advantageous to wait until the month of February if 

possible. The reason for this is the predominance of Aaa and Aa rated 

issues in the month of January. There are other interesting things to be 

derived from this table. The first of these is the observation that there 

are a number of months in which all rating groups find it more advantageous 

to finance rather than waiting one month or more. Falling into this cate

gory are the months of February, March, April, May, August, October and 

November. While all of these months have a history which indicates that 

all rating groups should finance without waiting, there are no months which 

indicate a delay is advised for all groups. While this analysis may indi

cate that all financial officers should finance without waiting,it must 

also be remembered that each individual company must look at the pattern 

for their rating group rather than the composite.

In order to facilitate the determination of good or bad timing on 

a given utility's part let us assume that we have a standardized company 

to work with. Therefore, we shall assume that the company in question has 

capital needs which require debt financing twice a year at six months 

intervals. Were this company to be Aaa rated the best time for financing 

would be the months of January and July. This would also hold for both Aa 

and A rated companies. However, the Baa rated company would be better off
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financing in February and August. On the other hand, the Aaa group would 

be better off to finance in any interval other than March - September.

This holds true for other groups on the following basis: Aa - June and 

December; A - May and November; Baa - June and December. While it is pos

sible to accumulate data showing that some companies are timing their 

issues well or poorly, it suffices to know that some companies are financ

ing in months which, for their rating group, are either good or bad in 

terms of financing. Since Moody's interest cost averages are compiled 

from actual security issues, this point is proven.

In addition, the following table shows the average interest cost 

differential between rating groups in the period 1957-70 by month. While 

Table 1 indicated that bad timing could, on average cost a company as much 

as .24% in interest costs, this table shows that such a variance is 

roughly equivalent to dropping one level in rating.

Table 3

Month Aa-Aaa A-Aa Baa-A Baa-Aaa

January +.034% +.177% +.379% +.590%
February + .041 + .143 + .408 + .592
March + .080 + .182 + .330 + .592
April + .095 + .147 + .356 + .598
May + .052 + .256 + .216 + .524
June +.106 + .208 + .390 + .704
July + .095 + .086 + .437 + .618
August +.163 +.093 + .182 + .438
September + .084 + .203 + .296 + .583
October +.111 +.192 + .149 + .452
November +.107 +.221 +.218 + .546
December + .112 + .084 + .390 + .586

Average +.090% +.166% +.313% +.569%

The point has come when a discussion of the events leading up to 

the timing decision must be discussed. Obviously, the need for funds in 

excess of those generated internally is what causes a company to finance
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externally. In general, this external financing is either equity capital 

or debt capital, both of which are long-term. The timing decision per

tains to both but the data available on debt issues makes this the area 

with which this report concerns itself.

There are two methods of obtaining long-term debt funds. The 

first of these is through competitive bidding. The company prepares a 

security package for sale which is then bid on by security firms. The 

bid resulting in the lowest interest cost to the company is generally ac

cepted. The second method is through a negotiated sale of securities.

Only one security firm is involved and the interest cost to the company 

is a result of these negotiations. Beyond the point at which the interest 

cost is determined there is no material difference between a competitive 

and a negotiated sale of securities. However, if there is an advantage 

to one of these methods, it would have to go to the negotiated sale since 

a competitive issue leaves the decision up to the corporate financial 

officers as to whether or not the interest rate obtained is good or bad 

while in a negotiated sale the constant knowledge of the security firm of 

financial markets can be brought to bear on the problem.

Let us now look at a theoretical company and observe the effects

of timing at work.



The Saga of XYZ Corporation

Let us now begin to discuss the future of XYZ Corporation, a gas 

utility which has exhausted its utility growth possibilities and will 

invest $200 million annually for the next five years in non-utility pro

perty. This decision has been arrived at through expert analysis of op

portunities available and is the best course for XYZ to follow at this 

time. The starting point for this analysis is as follows.

A. The time is the end of 1970.

B. In 1970 XYZ earned $3.35 per share on 30,000,000 

shares of common stock outstanding.

C. Dividends paid in 1970 amounted to $2.00 per share.

D. The capital structure of XYZ at December 31, 1970 

was as follows:

Debt $1,000,000,000 ( 57%)
Common Equity 750,000,000 ( 43%)
Total Capital $1,750,000,000 (100%)

E. The company obtained a rate settlement in 1970 which, 

under terms of the settlement, is not alterable for 

10 years and which allows a 7%% operating rate of re

turn on net utility property.

F. The common stock is selling at 12 times prior year's 

earnings per share and will continue to do so in the 

future.

G. The company will finance future capital needs with 

57% debt and 43% common equity.

11
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H. Current net utility property of $1,750,000,000 will 

decline by $60,000,000 annually through depreciation.

I. New projects have been projected to have a maximum 

earning capacity of 20% before taxes and interest and 

a minimum of 15%.

J. The financial community, which has rated current debt 

issues as A will drop this rating to Baa if the pre-tax 

coverage ratio drops below 3.5 times charges.

K. Dividends over the period will be determined at 68.5% 

of projected earnings per share of the prior year if 

new projects earn 20% and will remain at that level 

if such projects earn less than 20%.

L. Dividends will be paid on shares outstanding at the 

end of the prior period.

M. All funds raised will be raised at the beginning of the 

year and will earn from that point.

N. The corporate income tax rate will remain at 50% 

throughout the period.

O. Interest rates are anticipated, at best, to be 9% 

throughout the five years.

Taking this as the starting point, the following schedule shows 

what could happen to the company in the period assuming that XYZ 

exhibits good timing on all debt issues and gets an interest cost on new 

issues of 9% and earns 20% on new projects before taxes and interest.



TABLE XYZ-1
Sources of Funds

1971 1972 1973 1974 1975

Earnings
Depreciation
Debt
Common Stock

$111,312,500
65,000,000

150,000,000
70,845,395

$397,157,895

$123,531,250
70,000,000

150,000,000
65,856,220

$409,387,470

$133,968,750
75,000,000

200, 000,000
101,567,476
$510,536,226"

$147,125,000
80,000,000
150,000,000

__57,911,127
$435,036,127

$160,750,000
85,000,000
150,000,000
53,131,816

$448,881,816

Application of Funds

Property
Security Maturity 
Common Dividends 
Working Capital

$200,000,000
100,000,000
69,000,000
28,157,895

$397,157,895

$200,000,000
150,000,000
76,229,575
(16,842,105)

$409,387,470

$200,000,000
150,000,000
84,659,033
75,877,193

$510,536,226

$200,000,000
150,000,000
91,878,232
(6,842,105)

$435,036,127

$200,000,000
150,000,000
100,723,921
(1,842,105)

$448,881,816

Share Price 
New Shares 
Total Shares 
E.P.S. 
Dividends

$40.20 $42.00 $44.52 $45.12 $47.88
1,762,323 1,568,005 2,281,390 1,283,491 1,109,687
31,762,323 33,330,328 35,611,718 36,895,209 38,004,896

$3.50 $3.71 $3.76 $3.99 $4.23
$2.30 $2.40 $2.54 $2.58 $2.73

4.19x 4.06x 4.19x 4.35xCoverage Ratio 4.14x



As Table XYZ-1 shows, XYZ Corporation can look forward to a 

period of steadily increasing earnings per share with little fluctuation 

in their coverage ratio, thus securing their present A rating. In addi

tion, dividends will show steady progress and will gradually increase 

stockholders' income. For a company unable to expand in utility areas 

this would be very satisfactory performance.

Since this is the maximum performance which can be hoped for, 

let us now look at what would occur should 15% be the earning limit of 

new projects.

Table XYZ-2 is markedly different from the prior one in that 

there is no earnings per share growth at all. However, since dividends 

increase at the same rate as before, more common stock financing is re

quired, thus diluting earnings per share and depressing the market value 

of the stock. Thus, there is a play-off between income and market value 

for the stockholders.

In looking back on these two tables it must be remembered that 

XYZ Corporation obtained the lowest possible interest cost of 9% in all 

cases where debt was issued. Assuming that poor timing of such issues 

could cause this interest cost to rise to 9^%, Table XYZ-3 compares to 

schedule XYZ-1.

While the differences between XYZ-1 and XYZ-3 may not be start

ling, they are significant. There is a drop in 1975 earnings of one mil

lion dollars, an increase in shares of about two hundred thousand, and a 

drop in retained earnings of about 1.2 million dollars. The effect on 

stockholders is to reduce the stock price by only $.36. However, in a 

competitive financial atmosphere even the slightest drop in performance

14

could be disastrous.



TABLE XYZ-2

Sources of Funds

1971 1972 1973 1974 1975

Earnings
Depreciation
Debt
Common Stock

$106,312,500
65,000,000

150,000,000
75,845,395

$397,157,895

$113,531,250
70,000,000

150,000,000
76,154,727

$409,685,977

$118,968,750
75,000,000

200 , 000,000
117,741,330
$511,710,080

$127,125,000
80,000,000
150,000,000
80,751,524

$437,876,524

$135,750,000
85,000,000
150,000,000
83,303,473

$454,053,473

Application of Funds

Property
Security Maturity 
Common Dividends 
Working Capital

$200,000,000
100,000,000
69,000,000
28,157,895

$397,157,895

$ 200,000,000
150,000,000
76,528,082
(16,842,105)

$409,685,977

$200,000,000
150,000,000
85,832,887
75,877,193

$511,710,080

$ 200,000,000
150,000,000
94,718,629
(6,842,105)

$437,876,524

$200,000,000
150,000,000
105,895,578
(1,842,105)

$454,053,473

Share Price 
New Shares 
Total Shares 
E.P.S. 
Dividends

$40.20 $39.96 $40.32 $38.88 $39.36
1,886,701 1,905,774 2,920,172 2,076,942 2,116,450
31,886,701 33,792,475 36,712,647 38,789,589 40,906,039

$3.33 $3.36 $3.24 $3.28 $3.32
$2.30 $2.40 $2.54 $2.58 $2.73

Coverage Ratio 4 .00x 3.93x 3.72x 3.76x 3.83x



TABLE XYZ-3
Sources of Funds

1971 1972 1973 1974 1975

Earnings
Depreciation
Debt
Common Stock

$111,125,000
65,000,000

150,000,000
71,032,895

$397,157,895

$123,156,250
70,000,000
150,000,000
66,242,414

$409,398,664

$133,343,750
75,000,000

200,000,000
102,227,678
$510,571,428

$146,312,500
80,000,000
150,000,000
58,829,753

$435,142,253

$159,750,000
85,000,000
150,000,000
54,318,728

$449,068,728

Application of Funds

Property-
Security Maturity 
Common Dividends 
Working Capital

$ 200,000,000
100,000,000
69,000,000
28,157,895

$397,157,895

$200,000,000
150,000,000
76,240,769
(16,842,105)

$409,398,664

$200,000,000
150,000,000
84,694,235
75,877,193

$510,571,428

$200,000,000
150,000,000
91,984,358
(6,842,105)

$435,142,253

$200,000,000
150,000,000
100,910,833
(1,842,105)

$449,068,728

Share Price 
New Shares 
Total Shares 
E.P.S. 
Dividends

$40.20 $42.00 $44.28 $44.88 $47.52
1,766,987 1,577,200 2,308,665 1,310,823 1,143,071
31,766,987 33,344,187 35,652,852 36,963,675 38,106,746

$3.50 $3.69 $3.74 $3.96 $4.19
$2.30 $2.40 $2.54 $2.58 $2.73

Coverage Ratio 4.1.2x 4.1,5x 4.00x 4.12x 4.26x



Table XYZ-4 compares to XYZ-2 and shows what would happen if new 

projects earn only 15% and a 9*i% interest rate is realized. Again, the 

variances from XYZ-2 are small but it is interesting to note that both 

schedules show the coverage ratio dangerously close to the 3.5 level at 

which the company's securities would be rated lower by the financial com

munity.

What is the meaning of this exercise in analysis? Obviously, 

timing of debt issues has small impact over a short period. However, a 

company which consistently finances in periods which are notably high in 

a cost sense runs the risk of having such higher costs build up to very 

high levels.

For a company such as XYZ Corporation even a slightly lower per

formance than that obtained in schedule XYZ-2 could cause future debt 

issues to cost from 1/4 to 1/2 percentage points more under the best tim

ing conditions. Thus, close scrutiny of costs is very necessary or a 

company which has set rates could court disaster in the ratings game.

Obviously, one of the original assumptions, that of no possible 

utility expansion, is unrealistic. However, schedules XYZ-2 and XYZ-4 

show what could happen if all future expansion is utility property since 

a 15% return before taxes and interest equates to a 7*5% operating rate of 

return. Thus, this analysis shows what can happen to a pure utility as 

well as a diversifying utility. If either revenues are overestimated or 

costs underestimated, any expansion could drop the company to a lower 

rating group, thus increasing debt costs regardless of how well debt 

issues are timed,

A side effect of bad timing not analyzed to this point is the 

possible rejection of profitable projects because higher than necessary



TABLE XYZ-4

Sources of Funds

1971 1972 1973 1974 1975

Earnings
Depreciation
Debt
Common Stock

$106,125,000
65,000,000
150,000,000
76,032,895

$397,157,895

$113,156,250
70,000,000

150,000,000
76,540,923

$409,697,173

$118,343,750
75,000,000

200,000,000
118,402,728
$511,746,478

$126,312,500
80,000,000
150,000,000
81,665,932

$437,978,432

$134,750,000
85,000,000
150,000,000
84,511,130

$454,261,130

Application of Funds

Property
Security Maturity 
Common Dividends 
Working Capital

$200,000,000
100,000,000
69,000,000
28,157,895

$397,157,895

$ 200, 000,000
150,000,000
76,539,278
(16,842,105)

$409,697,173

$200,000,000
150,000,000
85,869,285
75,877,193

$511,746,478

$200,000,000
150,000,000
94,820,537
(6,842,105)

$437,978,432

$200,000,000
150,000,000
106,103,235
(1,842,105)

$454,261,130

Share Price 
New Shares 
Total Shares 
E.P.S. 
Dividends

$40.20 $39.96 $40.20 $38.64 $39.00
1,891,366 1,915,439 2,945,341 2,113,508 2,166,952
31,891,366 33,806,805 36,752,146 38,865,654 41,032,606

$3.33 $3.35 $3.22 $3.25 $3.28
$2.30 $2.40 $2.54 $2.58 $2.73

Coverage Ratio 3.98x 3.89x 3.67x 3.69x 3.75x



TABLE XYZ-4

Sources of Funds

1971 1972 1973 1974 1975

Earnings
Depreciation
Debt
Common Stock

$106,125,000
65,000,000

150,000,000
76,032,895

$397,157,895

$113,156,250
70,000,000

150,000,000
76,540,923

$409,697,173

$118,343,750
75,000,000

200,000,000
118,402,728
$511,746,478

$126,312,500
80,000,000

150,000,000
81,665,932

$437,978,432

$134,750,000
85,000,000
150,000,000
84,511,130

$454,261,130

Application of Funds

Property
Security Maturity 
Common Dividends 
Working Capital

$200,000,000
100,000,000
69,000,000
28,157,895

$397,157,895

$200,000,000
150,000,000
76,539,278
(16,842,105)

$409,697,173

$200,000,000
150,000,000
85,869,285
75,877,193

$511,746,478

$200,000,000
150,000,000
94,820,537
(6,842,105)

$437,978,432

$ 200,000,000
150,000,000
106,103,235
(1,842,105)

$454,261,130

Share Price 
New Shares 
Total Shares 
E.P.S. 
Dividends

$40.20 $39.96 $40.20 $38.64 $39.00
1,891,366 1,915,439 2,945,341 2,113,508 2,166,952
31,891,366 33,806,805 36,752,146 38,865,654 41,032,606

$3.33 $3.35 $3.22 $3.25 $3.28
$2.30 $2.40 $2.54 $2.58 $2.73

Coverage Ratio 3.98x 3.89x 3.67x 3.69x 3.7 5x



interest costs could raise required return of a project too high. Ob

viously, a higher requirement reduces the number of projects which could 

be acceptable, and thus, bad timing over a sufficient period could reduce 

the company's flexibility in the future.

While the foregoing exercise analyzing XYZ Corporation has fo

cused on debt cost variances of about .25%, recent experience would indicate 

that this may be a conservative figure. In the period from January, 1969, 

through June, 1970, the premium paid by Baa-rated companies over A-rated 

companies in debt cost has averaged .43% in months of activity for both 

groups. From this figure it would seem that the current high level of 

demand for funds is not only increasing overall interest costs but is also 

widening the interest cost spread between rating groups. This is only 

logical. When supply outstrips demand, costs in general go up but naturally 

this eliminates some buyers. Then the only way these buyers can obtain 

their wants is through paying a premium over the market. This is exactly 

what has happened to Baa rated companies. Their costs have increased so 

much due to control of the money supply during high demand for funds.

Therefore, it is even more important in a period of monetary 

restraint to avoid dropping in rating than in periods of relative monetary 

freedom. It is for this reason that proper timing of debt issues takes 

on added significance in the present restrictive atmosphere.
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Conclusions

The foregoing discussion of debt issue timing has involved many 

important areas of corporate action. In general it has been shown that 

debt issue timing can, over a significant period of time, materially 

affect the performance of a regulated public utility. However, the tim

ing of debt issues can only benefit a company if it is a part of an inte

grated system of control. This system of control must have many parts. 

Given the objectives of the firm and its strategies, there must be com

plete financial control from the bottom up. Since most projects work 

their way up an organization, any company must have control of the original 

inputs into any proposal. If this control is not present there is no safe 

way for a company to invest funds since revenue and expense projections 

are at the heart of all future expectations. If these are meaningless, 

then the future is very uncertain. Even if these controls are present, 

there is a need for other controls in terms of post audit, financing, 

market analysis, regulation, maintenance, etc. The timing decision is but 

a small part of the necessary financing controls; but, like all other 

parts of the control system, it is an integral part of the system and 

cannot be ignored since the chain is only as strong as its weakest link.

The overall impact of this study is to emphasize the need for tim

ing decisions after the decision to finance has been made. While most 

writers tend to think of timing in terms of refinancing or business cycles, 

this study shows that any financing decision has a timing consideration 

related to interest costs as well. If this is not taken into account, the
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overall viability of the enterprise may ultimately be at stake. Therefore, 

not only must financial management be cognizant of business cycles but also 

of short-term interest fluctuations. It can no longer be left to financial 

institutions to regulate a firm's security offerings for only those inti

mately concerned with the firm's future can really make such decisions.



The MBA as Control Specialist

The necessity for financial control, as stated, demands that the 

management of any company employ only the most highly skilled personnel 

in key positions. The obvious selection could be someone intimately con

nected with the accounting function. However, the use of such a special

ist, as shall be shown, could handicap the future of his organization.

In any discussion of financial control, accounting is the start

ing point. However, as we look into such things as finding optimal finan

cial structure, raising capital, analyzing proposed projects, investing 

short-term funds, repurchasing securities and many other areas, the bal

ance sheet orientation of the accountant causes problems. Taking a look 

at only one of these areas, that of analyzing proposed projects, will give 

an insight into problems which could arise through a strict accounting 

overview.

In the analysis of a proposal, accounting considerations are 

obviously important but they do not outweigh economic, financial, marketing 

or managerial considerations. The company must investigate the cost of the 

project, find a method of funding the project, decide whether the project 

has a market, evaluate the management ability to make the project succeed, 

analyze the effects on the company's future and evaluate all these consid

erations against some guideline for such projects. This guideline can be 

merely financial in nature or can encompass such things as corporate goals 

and strategies. Taking the analysis one step further, guidelines must be 

set by someone; and it must be someone having a broad view of the company,
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its industry and the economy in all relevant phases. To be sure, there 

are few men alive who would find it possible to handle such responsibility 

alone. However, there is a type of manager available who should be well 

qualified to integrate all the various aspects involved into a working 

ability to cohesively forward the causes espoused by upper management.

This type of manager is the MBA.

The MBA has special qualification to serve in a control capacity. 

His training in the areas of accounting, marketing, production, research, 

utilization of manpower, structure, finance, goals and strategies, econom

ics, statistics, law, behavior and other things qualify him much more than 

any specialist in any of these areas to logically coordinate his actions 

with the corporate aims. Therefore, in a large utility organization it is 

not surprising to find a large number of MBA's occupying control positions. 

The demands placed upon today's utility management not only indicate an 

MBA's talents as necessary but require that he be used.

With the increasing number of MBA's currently being graduated 

from institutions of higher education, it is only a question of time be

fore these well-rounded generalists take their place at the head of this 

economy's burgeoning list of major corporations. From this position and 

from positions on the ladder up, he will be required to make many important 

decisions including such decisions as when to borrow funds to secure the 

lowest capital costs possible.

While the decision on when to borrow may seem to be only financial 

in nature; it actually will contain other elements such as financial mix, 

goals, economics, opportunities for expansion, manpower, and all other 

areas in which the MBA is well qualified to make judgemental decisions. 

Since business, as it grows, cannot hope to have sufficient experienced
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personnel develop as fast as the organization, it is inevitable that the 

MBA will assume an increasing number of control and decision-making posi

tions within most major organizations. It will not be uncommon to find 

that, in areas such as financing with its timing considerations, specialists 

will no longer be sufficient to best serve the corporate interest.



SCHEDULE 1 
NEW UTILITY

INTEREST COST BY MONTH AND YEAR 
FOR DIFFERENT RATING GROUPS

1957 1958 1959 1960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970

January Aaa 4.30 3.74 — 5.03 — 4.50 4.21 4.53 4.37 4.83 5.35 6.28 6.97 8.64
Aa 4.51 3.71 4.59 4.92 4.52 4.55 4.20 4.45 - 4.90 5.36 6.43 7.06 8.66
A 4.63 3.97 4.72 5.30 - 4.63 4.38 4.55 - 5.00 - 6.62 7.17 8.96
Baa 5.20 4.33 5.10 5.67 4.96 — 4.80 4.81 — 5.29 ~ 6.81 7.45 9.63

February Aaa 4.17 3.77 4.31 5.01 4.32 4.52 4.28 4.97 5.31 6.32 7.04 8.59
Aa 4.26 3.92 4.35 5.04 - 4.51 4.27 4.38 4.43 5.12 5.16 6.47 7.15 8.49
A 4.39 4.13 - 5.10 4.59 4.70 4.32 4.44 4.50 5.10 5.43 6.56 7.37 8.87
Baa - - - - 5.17 4.45 4.97 - 5.35 5.80 - — 9.57

March Aaa 4.25 3.94 4.29 4.88 4.32 4.27 5.12 5.42 6.59 7.38 8.59
Aa 4.30 4.09 4.43 4.74 4.37 4.41 4.26 4.50 4.51 5.35 5.43 6.73 7.61 8.62
A 4.53 4.22 4.66 4.98 4.45 - 4.33 4.55 4.54 5.56 5.74 6.94 7.85 8.96
Baa 4.91 4.81 - - — — 4.43 - - 5.83 5.80 — — 9.54

April Aaa 4.31 3.73 4.60 4.80 4.23 4.48 5.12 5.37 6.70 7.30 8.77
Aa 4.29 3.87 4.59 4.94 4.61 4.29 4.37 - 4.47 5.21 5.59 6.90 7.44 8.76
A 4.55 4.01 4.77 5.14 4.73 4.35 4.43 4.61 4.52 5.57 5.84 6.90 7.41 9.02
Baa 4.95 4.94 4.92 5.33 5.08 4.82 - 4.81 - - 6.00 — 7.77 9.37

May Aaa 4.34 3.82 _ 4.80 4.64 4.27 4.33 4.45 4.50 5.77 6.72 7.25 8.91
Aa 4.42 3.86 5.03 4.88 4.59 4.24 4.34 4.46 4.51 5.31 5.79 6.82 7.45 9.06
A 4.91 4.07 5.12 5.15 4.90 4.33 4.38 4.61 4.59 5.79 6.27 7.29 7.64 9.30
Baa - 4.68 5.25 5.45 5.10 4.52 - 4.74 ” - — 7.25 7.85

June Aaa 4.77 4.78 4.68 4.30 4.27 4.55 5.40 5.91 6.74 7.78 8.96
Aa 4.88 3.84 4.98 4.76 4.76 4.26 4.32 4.48 4.59 5.65 6.07 6.85 7.85 9.3?
A 5.46 4.04 5.04 5.18 5.07 4.47 4.40 4.57 4.68 5.70 6.12 7.20 7.92 9.67
Baa 6.00 4.40 - 5.61 5.35 4.97 4.81 4.71 - 5.85 6.50 7.50 - 10.47



SCHEDULE I.

July

August

October

1957 1958 1959 1960 1961 1962

Aaa 4.43 4.00 — 4.75 — 4.39
Aa 4.79 4.05 4.93 4.65 4.65 4.42
A 4.74 4.13 5.12 4.74 4.82 4.43
Baa 6.08 4.68 5.15 5.40 5.20 4.63

Aaa 4.30 4.67 4.54 4.60 4.39
Aa 4.89 4.52 4.93 4.38 4.85 4.34
A - - - - 4.90 4.51
Baa 5.70 - 5.05 - 5.10 -

Aaa 4.73 4.44 5.17 4.54
Aa 4.79 - 5.48 4.62 4.50 4.27
A 5.14 5.38 5.65 4.74 4.80 4.35
Baa 5.71 5.71 5.08 — 4.90

Aaa 4.70 4.40 5.13 4.66 4.30
Aa 4.91 4.52 5.12 4.65 4.45 4.26
A 5.03 - 5.29 5.00 4.57 4.42
Baa — 5.18 5.03 — ”

Aaa 4.65 4.72
Aa 4.78 4.47 5.21 4.78 4.48 4.24
A 5.43 4.68 - 4.90 4.60 4.32
Baa 5.63 — " 5.04 4.89 4.50

Aaa 3.98 4.48 5.17 4.78
Aa 4.43 4.50 5.16 4.97 4.69 4.32
A 4.58 - 5.17 5.02 4.63 -
Baa - 5.05 - - 5.15 4.48

Source: Moody's Public Utility Manual 1970

CONTINUED

1963 1964 1965 1966

4.36 4.39 4.58 5.69
4.35 4.42 4.59 5.77
4.40 - 4.65 5.83
4.63 4.62 - 6.20

4.31 5.58
4.35 4.42 4.70 6.10

- 4.52 4.74 6.29
- 4.80 4.94 6.13

4.68 5.95
4.38 4.50 4.71 5.90
4.45 4.53 4.82 6.02
— 4.65 4.96 -

4.64
4.39 - 4.65 5.84
4.45 4.56 4.81 6.17
4.54 4.75 — 6.50

4.67 5.96
4.42 - 4.77 5.74
4.56 - 4.90 6.17
— 4.55 4.95 6.29

4.43 5.79
4.49 4.50 4.92 5.93

- - 4.99 5.90
4.83 - - 6.38

1967 1968 1969 1970

5.85 6.51 7.79
5.96 6.79 7.99 -

6.22 6.82 8.07 -

- 7.00 8.52

5.97 6.25 7.83
6.24 6.47 7.89 -

6.39 6.38 8.02 -

6.50 6.84 -

6.01 6.34 8.15
6.17 6.42 8.15 -

6.38 6.74 8.71 -

6.63 6.86 8.95 -

6.10 6.59 8.00
6.40 6.79 8.22 ~

6.56 6.93 8.56 -

6.75 6.95 8.75 -

6.47 6.83 8.38
6.72 6.83 8.81 -

6.88 7.08 8.95 -

- 7.34 9.45

6.65 6.92 9.10
6.81 7.11 8.91 -

- 7.34 9.16 -

- 7.45 9.61 -

IV
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