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1 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

2 A. My name is John J. DeStefano. My business address is 1330 Baltimore 

3 Avenue, Kansas City, Missouri, 64105. 

4 

5 

6 

7 

8 

9 

10 

11 

12 

u 

14 

1$ 

Q. 

A. 

Q. 

A. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

I am employed by Kansas City Power & Light Company ("KCPL" or 
11
Company11

) as Manager of the Financial Planning Department under· the 

direction of Mr. Bernard J. Beaudoin, Vice President of Finance . 

DESCRIBE YOUR EDUCATIONAL AHO BUSINESS BACKGROUND. AND YOUR CURRENT 

RESPONSIBILITIES WITH KCPL. 

Jo11Md KCPl ht ltn u a 
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corporate modeling system and investor relations program. I am 1n 

frequent contact with investment analysts, rating agencies and 

3 investment bankers and I have participated in the negotiation and sale 

4 of KCPL securities. 

5 Q. HAVE YOU TESTIFIED PREVIOUSLY BEFORE REGULATORY COMMISSIONS? 

6 A. I have testified before the Missouri Public Service Commission in Case 

7 Nos. ER-82-66 and ER-83-49, and before the Kansas Corporation 

8 Commission in Docket Nos. 133,022-U and 142,099-U. I have submitted 

9 testimony before the FERC in Docket Nos. ER-82-468, ER-83-548, and 

10 ER-83-665. 

11 Q. 

12 

MR. DESTEFANO, WERE SCHEDULES 1-21 OF KCPL EXHIBIT NO. _ ( ,JJO). 

PREPARED BY YOU OR UNDER YOUR DIRECT SUPERVISION ANO CONTROL? 

13 A. Yes. 

14 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN nus PROCEEDING? 

15 A. The purpose of Ill)' testi~MmY 1s to •veiot a_. rec~ wMt I belhtve 

16 to be t~ fair rate of retun tMt l,t,l ~ld be allowed to Nrn ~ 

17 Us or1tiM1 cost stea •t r11te Mse ... fah' ~ala stea -.t rate 
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1 rate of return would be higher than for its retail electric business. 

2 

3 

4 

I base this opinion primarily on the fact that many of the steam 

customers have a greater opportunity to utilize alternative sources of 

suppl~·. e.g. natural gas. Furthermore, since KCPL has only 

5 approximately 130 steam customers, the potential loss of one or more 

6 customers has a disproportionate effect on sales and revenues compared 

7 to its retail electric sales. Thus, there is a greater business risk 

8 associated with KCPL 1 s steam business compared to its retail electric 

9 operations. 

10 Q. 

11 A. 

12 

13 
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18 
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PLEASE SUMMARIZE YOUR RATE OF RETURN TESTIMONY. 

I support in this testimony that investors currently require a return 

of 15.5% to commit their capital to KCPL common stock equity. 

Adjusting the 15.5% required return for the costs associated with the 

issuance of common stock results in a current cost of c~~on equity to 

KCPL of 16%. This cost of common equity reflects invest~nt risk 

currer:tly facing KCPL 1 s common equity investors due to investor 

uncertainty as to the 

inves~nt including a fair rate 
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l Q. MR. DESTEFANO, WHAT PRINCIPAL FACTORS DID YOU CONSIDER IN DETERMINING 

THE FAIR RATE OF RETURN FOR THE COMPANY? 

3 A. The principal factors include: 

4 1. The legal tests applicable to a fair rate of return. 

5 2. KCPL 1 s financial profile in terms of the market based measures of 

6 

7 

financial integrity and the Company•s ability to obtain required 

(new and refunding) capital. 

8 3. The Company 1 s cost of capita 1. 

9 Q. WHAT LEGAL TESTS DID YOU CONSIDER? 

10 A. I used as my guidelines the principles enunciated by the United States 

11 Supreme Court in the Hope Natural Gas and the Bluefield Wat~_rwork.~ 

12 cases. 

• 

13 Q. HOW DO THESE LEGAL PRINCIPLES RELATE TO THE DETERMINATION OF A FAIR • 

14 RATE OF RETURN FOR KCPL? 

15 A. In the Hope Natural Gas case, the United States Sup~ Court defined 

18 
19 
20 
21 
22 
23 
24 
25 
l6 
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1 the proper discharge of its public duties" and thus "to assure ccnff-
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Q. 

A. 

Q. 

A. 

dence in the financial soundness of the utility." 

MR. DESTEFANO, WHAT IS FINANCIAL INTEGRITY? 

Financial integrity is a characteristic of a company which has the 

flexibility to issue the type of security it desires when needed, even 

during difficult economic conditions or tight money periods. 

Crucially, financial integrity is required to obtain capital at the 

most reasonable cost. 

In my opinion, an electric utility has financial integrity if its 

first mortgage bonds are rated double-A by major investment rating 

services, that is, Aa by Moody's Investors Service, Inc. {Moody's), AA 

by Standard & Poor's Corporation ( S&P), and 3 by Duff and Phe 1 ps 

(D&P) . 

MR. DESTEFANO, WHAT IS THE HISTORY OF KCPL'S BONO RATINGS? 

KCPL's bond rating history is shown in the following table; 
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In May 1986, following the receipt of the April 23, 1986 rate 

order from the Missouri Public Service Commission, S&P upgraded the 

3 Company 1 s first mortgage bonds from BBB to BBB+. S&P has made their 

4 guidelines for electric utility investment grade ratings more 

5 stringent, which heightens concern as to KCPL 1 s ability to regain a 

6 credit rating indicative of financial integrity. This rating agency•s 

7 perception of the industry 1 s changing risk profile is summarized as 

8 follows: 

9 When business and industry risks are r1s1ng, as they 
10 are in the electric utility industry, fundamental financial 
11 protection must be strengthened if credit quality is to be 
12 maintained. In consideration of these increasing risks. we 
13 have re-evaluated the benchmarks we use to measure util-ity 
14 fi nanci a 1 performance and tightened them up to more 
15 accurately relate the ratings to the ri sk.s. (Standard & 
16 Poor• s Electric Utility Ratings Seminar, "The Outlook. for 
17 Utility Ratings, 11 January 28, 1985.) 

18 

19 

The perceived increase in overall ri sk.iness of the electric 

utility industry, and KCPL 1 s above-average risk., is also indicated by 

20 Moody 1 s confirmation of the Company's &aZ ratiftg, r~nect~~ 

21 reluctance to increase KCPl 1 s ratings even one ~tda ahho~h the 

23 Q. HOW DOES THE Ct:IMPMV" S Clfl)H STMOUII ~""·"' .. 
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In applying this standard to the rating process, it is interest­

ing to look at the definition which Moody's associates with its Aa 

bond rating category: 

~onds which are rated Aa are judged to be of high quality by 
all standards. Together with the Aaa group they comprise 
what are generally known as high grade bonds. They are 
rated 1 ower than the best bonds because margins of pro­
tection may not be as large as in Aaa secur·lties or fluc­
tuation of protective elements may be of greater amplitude 
or there may be other elements present which make the long 
term risks appear somewhat larger than in Aaa securities 
(Moody's Public Utility Manual, 1983); 

as compared to Moody's definition of a Baa bond rating, which KCPL 

currently carries: 

Bonds which are rated Baa are considered as medium grade 
obligations, i.e., they are neither highly protected nor 
poorly secured. Interest payment and principal security 
appear adequate for the present but certain protective 
elements may be lacking or may be characteristically unr-eli­
able over any great length of time. Such bonds lack out­
standing- investment characteristics and in fact have specu­
lative characteristics as ~11. (Moody's Pub1_ic Utility 
Manual, 1985. Emphasis added.) 

's ies that I{CPl's securities 
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levels, direction, and cost differentials on preferred stock from 1965 

through July 1986. 

These schedul~s indicate a significant cost savings for utilities 

4 rated double-A or better, especially during periods of economic 

5 stress. For example, over the past five years the yield differential 

6 between double-A and triple-S public utility bonds was approximately 

7 120 basis points, which would mean an additional interest cost to the 

8 triple-S utility of $.6 million per year, or nearly $20 million over 

9 the 30-year life of a $50 million bond issue. Similarly, preferred 

10 stock yield differentials between the higher and lower ratings were 

11 nearly as much as 100 basis points, which is equivalent to 

12 approximately 200 basis points on a revenue requirements (pre-tax) 

13 

14 

15 

16 

basis. 

The double-A company thus has financial integrity because it can 

finance even under diffi cu 1 t econ001i c conditions at the 1 owest cost. 

On the other hand, the triple-S c001pany faces uncertainty regarding 

17 availab'llity and cost of capital. Specifically, investors ~ hue 

18 purchased KCPl' s first 1110rtgage bonds and ,referred stock ht the 1ut 

19 decade hne seen the value or of their i~su.ot 

20 deteriorate ht the past sneft years to a leftl _.~c~ di~lays 

21 speculaU'ft c:tt.ractiU"htiu. Aho th& l.nt 1 

22 h&'ft tl!l;t dU~ he of hwe~ of 
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1 ratios inclu~ing stock market based financial measures which convey a 

2 

3 

significant amount of information as to the financial strength of an 

electric utility. The data is shown for KCPL, the electric utility 

4 industry as a whole, and the electric utility industry categorized 

5 into three bond rating groups. 

6 The market based measures shown are the market-to-book ratio and 

7 the dividend yield. Also shown on Schedule 4 is a comparison of 

8 pre-tax interest coverage ratios including and excluding Allowance for 

9 Funds used During Construction (AFDC) and other non-cash earnings, 

10 earned return on equity, and AFDC and other non-cash earnings as a 

11 percent of earnings. These are important financial t·atios which are 

12 considered by the rating agencies in determining a bond rating for an 

13 

14 

15 

16 

ll 

electric utility, and also impact the stock market based financial 

measures. It should be noted that for the Company the pre-tax 

coverage ratio excluding AFDC is at just the average of Triple-S rated 

utilities. This coverage ratio is shown graphically on page 2 of 

Schedule 4 for the 1979-1985 period for KCPl versus three bond rating 

18 groups. 

19 Q. 

20 

21 A. 

!! 
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1 Q. PLEASE EXPLAIN THE CONCEPT OF EARNINGS QUALITY AND THE CURRENT QUALITY 

2 OF KCPL EARNINGS. 

3 A. The concept of earnings quality can be defined simply in terms of the 

4 ratio of AFDC (and/or other non-cash earnings) to total earnings. 

5 Since AFDC cannot be used to meet fixed interest charges and preferred 

6 stock. dividends, pay common stock. dividends, or reinvest in the 

7 business, investors and rating agencies consider the AFDC contribution 

8 to earnings as poor quality earnings--"paper earnings"--and discount 

9 them accordingly. 

10 A Standard & Poor's analysis of the elec.tric utility industry 

11 presented the following insight concerning AFDC: 

12 
13 
14 
15 
16 
17 
18 
19 

Earnings with a high proportion of AFUDC on a continuing 
basis represent a huge level of construction work in pro­
gress in proportion to net plant in operation, and it is 
this level of investment, which is not yet earning any cash 
returns, that adds significantly to the risk exposure. One 
way of gauging that risk is by measuring AFUOC in proportion 
to earnings. (Standard & Poor's Industry Surveys: 
Utilj_~j_es--~J~ctrj~..:.J3?__?ic A~~~. September 9, 1982.) 

20 Schedule 4 shows that KCPL had a 115\ ratio of AFOC and non-cash 

21 

22 

23 

24 

25 

of 35% aoo th€: 

tot~ 
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1 Q. PLEASE SUMMARIZE YOUR DISCUSSION OF RISK MEASURES. 

• 2 A. Industry-wide comparisons indicate that a high proportion of non-cash 

3 earnings is strongly related to depressed market-to-bOl)k ratios and 

4 low credit ratings. KCPL, in particular, has not been allowed to earn 

5 a cash return on Construction Work in Progress (CWIP) (i.e., 91% of 

6 earnings consisted of AFDC at December 31, 1985), and consequ~ntly the 

7 Company's market-to-book ratio remains significantly below the 

8 industry average. This financial profile reflects heightened investor 

9 uncertainty as to the recovery of a cash return on investment. Si nee 

10 investors have contributed capital throughout the construction period 

11 of Wolf Creek and received only a 11 paper return 11 for thei1· risk, a 

12 fair 11 cash11 return on their full investment is required to ensure that 

13 the fi nanci a 1 integrity of the Company is restored. If KCPL is not 

14 allowed to regain financial integrity, the ability to raise capital or 

• 15 refund securities at reasonable cost in the future will continue to be 

16 seriouslj impaired. 

17 Q. MR. O£STEFANO, YOU INDICATED THAT THE COMPANY'S ~cOST Of 

ll 
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(JJD), Schedule 5, calculates KCPL's weighted 

average embedded cost of long-term debt outstanding at December 31, 

1985, to be 9.2%. 

4 Schedules 6 and 7 detail the weighted average cost calculation of the 

5 Company's Floating Rate Monthly Demand Bonds and Customized Purchase 

6 Pollution Control Bonds. Schedules 8 and 9 show the cost calculation 

7 of the Eurodollar Term Loan Agreement and Acceptance Facility 

8 Agreement, which are also included in the overall embedded cost of 

9 debt. On Schedule 10, I have shown the cost calculation for the 

10 Company's nuclear fuel lease which the Commission has ordered in Case 

11 No. EF-81-366 to be accounted for as long-term debt. 

12 Q. 

13 A. 

WHAT IS KCPL' S COST OF PREFERRED AND PREFERENCE STOCK? 

KCPL Exhibit No. (JJD}, Schedule 11, calculates KCPL's weighted 

14 average embedded cost of preferred aRd prefereoce stock. at the 

15 anticipated date of filing to be 10.3S. 

16 Q. MR. DESTEFANO. PlEASE DEFINE THE alltEPT Of ~T Of B}till~ AS IT 

17 APPliES Ttl KC'l Ui THIS PIOCEEDII!G. 

18 A. The cost of ~i~ renecu ( u. 

19 illlftS\OM to C11M1t "-h> to 

20 
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1 A. As described earlier, when investors are denied that return which 

2 

3 

4 

5 

6 

corresponds to the risk associated with their investment in the 

company, it fs quite difficult for such a company to have financial 

integrity. An inadequate equity return increases risk, further 

depresses the stock price and, thus, further increases the cost of 

equity. 

7 Q. WHAT IS THE INVESTORS' REQUIRED RETURN ON EQUITY FOR KCPL? 

8 A. I believe investors are currently requiring a return of at least 15.5% 

9 annually to commit their funds to KCPL common equity. The total cost 

10 to KCPL is actually higher, since 15.5% is what investors require 

11 before adjustment for flotation costs and pressure associated with 

12 issuing common stock. equity. 

13 Q. WHAT IS THE BASIS FOR YOUR JUDGMENT AS TO THE INVESTORS' REQUIRED 

14 RETURN? 

15 A. AMong a n~r of factors, 111y is based on (!} lilY respGn-

16 sibHi for the analysis of and rec~~ations ng tiw sale 

17 alldlor refunding of KCPl S«:~.<r t ~s ~hor1ng the 

18 ec~h:: cHNtli and u~ ~~~arbt ~~~aw-l~t bu~ 

at~l 

to ~~tW$t h 
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1 A. Basically, the DCF approach to determining the cost of equity capital 

z 
3 

4 

is based on the theory that the current market price of the stock 

represents the present value of all expected future payments; that fs, 

dividends and sa 1 e price. The discount rate that equates current 

5 market price and future cash payments is considered the investors' 

6 required return and is often represented mathematically as: 

7 R = 0/P + G 

8 

9 

Where: R is the return required by investors. 

D is the current dividend, 

10 P is the current market price, and· 

11 G is the expected growth rate of dividends per share. 

12 0/P, then, is the current yield, and, adding the growth rate, G, to 

13 the current yi e 1 d will resu 1 t in the investors' required nte of 

14 return, assuming the investment will be held to infinity. 

15 Q. WHAT IS THE DIVIDENO YIELD ON KCPl COMMON STOCK? 

16 A. KCPL's current dividend yield is measured by the current annu~l 

17 dividend rate divided by the current aartet. price whic~ reflects 

18 investor expectations .u to his future c.uh nws res~lti~g f~ an 

19 eq~.&ity h~nstment. bMbit Mo. , X~le ll. SMwS thit 

20 ktPl•s c~ stock his ~•r~• ~t~ 1l ~ ~~ 
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1 Q. HOW CAN GROWTH RATES IN DIVIDENDS BE MEASURED? 

2 A. The DCF method attempts to reflect investor expectations of future 

3 dividend growth. Because the average annual long-term growth rate 

4 expected for dividends cannot be directly observed, the growth rate 

5 expected by investors in reaching their decisions concerning the 

6 purchase and sale of common stock must be estimated. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 
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Q. MR. DESTEFANO, IN REGARD TO ESTIMATING THE DIVIDEND GROWTH RATE 

COMPONENT FOR THE DCF METHODOLOGY, PLEASE EXPLAIN THE IMPACT OF 

MEASURES TAKEN BY THE COMPANY'S BOARD OF DIRECTORS ON MAY 6, 1986. 

A. Due to the inadequate rate relief granted in the Wolf Creek rate cases 

by regulators in Missouri and Kansas, the Board of Directors 

implemented a Fiscal Recovery Program on May 6, 1986. As part of the 

overall Program, the Board declared a reduced second quarter dividend 

on common stock of $.50 per share. This represented a reduction of 

15.251 from the previous quarterly dividend of $.59 per share. 

Since the OCF method attempts to reflect invntor upect'ions of 

future dividend growth, it is neces~ry to hlt~rat~ u-~ cin::~astance 

of a temporary ndvced dhi~ le"i. with t~ lOftger-tem 

hduUry i~ ~rd " iU dhi~ rec~ u ~-<:uh 

~rt.ed t• ~~~ flw. 
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1 Q. MR. DESTEFANO, WHAT HAS BEEN KCPL'S HISTORICAL DIVIDEND GROWTH? 

Z A. Schedule 14 shows the calculations of KCPL's cash dividend continuous ~ 

3 (or trended) growth rates from the 1980 through the 1985 period. 

4 Over this period trended growth rates averaged from 4.2% to 6.0% 

5 with 6.0% as the trended growth rate over the past 5-year period. 

6 In terms of an annual dividend rate, KCPL raised its dividend 

7 from $2.11 in 1982 to $2.24 in 1983, a 6.2% increase, and to $2.36 in 

8 the 1984, a 5.4% increase. Schedule 15 shows the compound annual 

9 dividend growth rates for KCPL and for the electric utility industry 

10 since 1979. The average dividend increase for the industry ranged 

11 from 5.7% to 7.0% over this period. 

12 Q. WHAT IS THE CONSENSUS DIVIDEND GROWTH RATE PROJECTED FOR THE UTiliTY 

13 INDUSTRY BY INVESTMENT ANALYSTS? 

14 A. Schedule 16 outlines several industry dhidetl:d growth estimates by ~ 
15 electric ut n ity i nvest.~~ent analysts. The proj«ted 5-year dividend 

16 growth rate for the • l«tric uti H ty iROOstry ra•s fM)III 4S-~. 

17 Q. 

18 

19 A. 
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1 dividend is restored to the competitive "normal" range just indicated, 

2 

3 

the implied growth rate would be 8%-10% . 

Therefore, I believe investors currently expect future 

4 re~toratfon of the dividend, which implies, conservatively an expected 

5 long-term dividend growth rate of 8%. 

6 Q. WHAT DO YOU CONCLUDE FROM YOUR DCF ANALYSIS? 

7 A. Based on a 7.5% current dividend yield and an estimated dividend 

8 growth rate of 8%, the resulting investors• required return on equity 

9 is 15.5%. 

10 

11 
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13 
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15 

16 

17 
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Q. 

A. 

PLEASE DESCRfBE THE RISK PREMIUM APPROACH TO DETERMINING THE INVES­

TOR1S REQUIRED RETURN ON EQUITY. 

The risk premium approach is based on the risk ver·sus rewud (return} 

relationship between bonds and common stocks . 

The yield of a bond is that instrument's expected and required 

rate of return given the bond price at which invf:stors are just 

wilHng to hold the bond cMsi•r"inJ COfttract~l inte~est ~)'!!!Ients, 

the boftd. 
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1 than the required return for a bond and the d1 fference between the 

2 required return for common equity and the required return for bonds is 

3 the "equity risk premium.•• 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

Q. 

A. 

MR. DESTEFANO, IS THERE AN EMPIRICAL BASIS FOR THIS RISK-REWARD 

PHENOMENON BETWEEN STOCKS AND BONOS? 

Yes, this risk-reward relationship can be illustrated by comparing 

average annua 1 returns of common stocks and 1 ong-term Government 

bonds; then, the standard deviation, or volatility, of the returns can 

be calculated as a measure of comparative risk. 

Roger Ibbotson and Rex Sinquefield conduct an annual study which 

measures average annual returns since 1926 (dividends or interest, 

plus capital gains or losses) on various types of investments (Stocks. 

Bonds, Bills, and Inflation: 1986 Yearbook., Chicago: R. G. Ibbotson 

• 

14 Associates, Inc.; 1986). The results of their latest update indicate • 

15 that the 1926-1985 annual compound retura froa a composite of Standard 

16 & Poor• s 500 (90 prior to 1957) c~n stocks is 9.8% while long-tem 

17 U.S. Goverm.nt bonds over the sue peri~ have yhtlded o~ly 4.1S. 

18 The volnHity (an iflidication of rhk) of tM c~ stock. ret~s u 

19 ~~~~e.uu~ by the st .. nt ••~·U,i~ UL41) h s~t.t•Ual !~~ter 
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1 Q. WHAT ARE THE ELEMENTS REQUIRED TO DERIVE THE REQUIRED RETURN ON EQUITY 

2 UNDER THE RISK PREMIUM APPROACH? 

3 A. Adding an additional risk premium, the equity risk premium, to the 

4 current long-term U.S. Government bond yield, reflects the uncertainty 

5 of residual returns and provides an estimate of current investor 

6 requirements for common equity. While current bond yields are readily 

7 available from daily or weekly financial publications, equity risk 

8 premiums are not readily available and thus must be measured. 

9 

10 

11 

12 

13 

14 

15 

16 

11 

18 

19 

Q. 

A. 

PLEASE DESCRIBE THE RISK PREMIUMS YOU MEASURE IN YOUR ANALYSIS. 

This analysis focuses on the average annual equity risk premiums for 

KCPL common equity over long-term U. S. Government bonds, for the 

period 1951 through 1985 (1950 was the first year KCPL's common stock. 

was publicly·traded). For the salfte period, I also calculated the 

average annua 1 equity ri sir. pre11i um for the port fo h o of S&P 20 

electric utility coll!lon stocks over long-ter~~ U. S. Govern~~ent bonds. 

Finally, I ca1culat~ an equity risk. pre~~iu.'Q for a COliPOSite ~1f 

all industries bas~ on historical cOBIIOn sto<:k. rt":turr;s fr~ 1926 

1985 as Nasur~ to 
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1 Q. PLEASE EXPLAIN YOUR MEASUREMENT OF THE EQUITY RISK PREMIUM FOR KCPL 

2 COMMON STOCK OVER LONG-TERM GOVERNMENT BONDS. 

3 A. I calculated the annual returns for KCPL common stock, for the period 

4 1951 through 1985--the period of time over which KCPL's common stock 

5 has been publicly traded. I believe this 35-year period is sufficient 

6 in length to validly measure an average equity risk premium since this 

7 period encompasses the economic variabilities of·many business cycles. 

8 Over this period, my calculations show KCPL common stock returns at an 

9 annual geometric average of 9.9%. I then verified and used the 

10 Ibbotson and Sinquefield return calculations on long-term U.S. 

11 Government bonds for the 1951-1985 period. This bond return of 4.1% 

12 was used to determine the equity risk premium for KCPL common stock. 

13 The resulting equity risk premium over long-term U. "S. Government 

14 bonds for the 1951-1985 period was approximately 550 basis poi~~~ for 

15 

16 Q. 

17 A. 

18 

19 

20 

!1 

u 
u 
!4 

KCPL common stock. 

MR. DESTEFANO, PlEASE DISCUSS YOUR SECOND EQUITY RISl PREMl~ ML~SUR£. 

Whlle the first H.Uure of art eq~ity risk preeha WU specif1C tO 

KCPl. I aho calculated the aA~l ret~ns for the ,orUoHo of ~ 
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1 through 1985 the S&P Index returned a compounded annual average rate 

2 

3 

of 9.8%, and long-term U.S. Government bonds returned a compounded 

average of 4.1% annually. From these returns, an 11 a11 industry" 

4 composite equity risk premium was found to be about 550 basis points 

5 over long-term U. S. Government bonds. 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

!l 

u 
l3 

M 

Q. PLEASE SUMMARIZE YOUR DEFINITION OF THE APPROPRIATE EQUITY RISK 

PREMIUM FOR KCPL. 

A. A summary of my equity risk. premium analysis based on historical 

returns is shown on Exhibit No. (JJD), Schedule 15. Focusing on 

the return experienced by electric utility stocks and KCPL common 

stock versus long-term Government bond returns over the time period 

1951-1985, I conclude from this analysis that a reasonable equity risk 

premium for KCPL is about 600 basis points or 6 percentage points over 

long-term U. S. Government bond yields . 

Q. TO WHAT LONG-TERM U. S. GOVERNMENT BOND YIELD IS IT APPROPRIATE TO ADO 

KCPL'S RISK PREMIUM? 

A. Yields OW~ 

12 ~nths e~ing 

9 1\ ;:}\lt'W" the 

. S &;:;,.,erf .. ~t 
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1 for ·KCPL 1 s current credit risk indicated by 1 ts Baa2/BBB+ credit 

2 

3 

rating. This results in a required return on equity for KCPL of at 

least 15%. 

4 Q. MR. DESTEFANO, WHAT DO YOU CONCLUDE FROM YOUR MARKET BASED APPROACHES 

5 TO DETERMINING THE INVESTORS' REQUIRED RETURN ON EQUITY? 

6 A. The market-based methodologies support my judgement that investors are 

7 requiring a return on equity of at least 15%-15.5%, for investment in 

8 KCPL common stock.. Furthermore, s i nee investors in KCPL 
1 
s common 

9 equity currently assume the heightened level of risk character·ized by 

10 this period prior to the full recovery of the Wolf Creek investment, I 

11 believe a point estimate of 15.5% appropriately reflects the 

12 investors' current required return on equity. 

• 

13 Q. MR. DESTEFANO, IS THE 15.5% RETURN ON EQUITY THAT INVESTORS ARE • 

14 REQUIRING TO INVEST IN KCPl COMMON EQUITY THE TRUE COST Of EQUITY FOR 

15 KCPl? 

16 A. 

17 

18 

19 

n 
ll 
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1 required return plus compensation for the costs of issuance and market 

z 
3 

pressure . 

Therefore, the required return of 15.5% must be adjusted for the 

4 expenses incurred whenever common is or has been issued (flotation), 

5 and also for the effects of pressure, or the downward movement of 

6 stock prices below the market levels that would exist if no stock had 

7 ever been issued. 

8 

9 

10 

11 

12 

13 

14 

15 

Q. 

A. 

PLEASE EXPLAIN THE FLOTATION ADJUSTMENT. 

The required return on equity must be adjustect,.. to compensate for 

issuing costs. which are expenses for legal, administrative, clerical, 

and printing services. There are also costs of the underwriters for 

assuming the risk of selling the issue. Every common stock issue of 

KCPL has experienced flotation costs; Exhibit No. _ (J,JO). Schedule 

18 shows KCPL common stock issues and related flotation costs since 

1950. 

16 Q. MR. DESTEFANO, HAVE FLOTATION COSTS FOR PAST ISSUES Of COJIM)N STOCK 

17 BEEN FUll 't' RECOWEMD BY KC,l? 

18 A. No. The cosh of flotatiM auociatfld with ~st 1n•s are a cMthur 

or f!nHNftt cost to the 

"pe~t· cosu. it s 

To ~rst~ how they a" 
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the Company must issue 105,263 more shares (obtaining $2.6 million 

more in gross proceeds), for a total of about $52.6 million of common 

3 stock, in order to realize the $50 million required. In addition, the 

4 common equity account of the Company will only reflect the net amount 

5 of $50 million even though the Company actually issued 2,105,263 

6 shares and must pay capital costs (return on equity) on the $52.6 

7 million. 

8 Thus, the flotation costs of $2.6 million are a real cost to the 

9 Company by virtue of the Company having to pay capital costs (divi-

10 dends) on $2.6 million which it does not have the opportunity to use. 

11 Furthermore, s i nee the Company wi 11 never have the use of the $2.6 

12 million of common stock capital it has issued just to compensate for 

13 

14 

15 

the flotation costs, this real cost remains a cost every year the 

common stock is outstanding, not just in the year of the issue. 

Another important aspect of this real cost is that flotation costs are 

16 not "expensed" by the Company and thus, there is no other cost of 

17 service mechanism to recover these costs except through a perN!'ient 

18 adjustment to tM return on eQuity. 

Q. 

A. 

PLEASE !XSCSUIE 1\CPL UHUUT NO. 
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1 Q. ARE YOU SUGGESTING THAT THE ENTIRE $15 MILLION OF PAST FLOTATION COSTS 

2 BE RECOVERED IN THIS PROCEEDING? 

3 A. No, but' I am .s~.oggesting that the financing cost of the $15 million 

4 should be recovered. Therefore, I am recommending an adjustment to 

5 the return on equity to 11mak.e whole 11 the return to the investor by 

6 correctly reflecting the true cost of the flotation costs of previous 

7 common stock issues. 

8 Q. WHAT IS YOUR RECOMMENDED ADJUSTMENT FOR FLOTATION COSTS? 

9 A. Historical issuance costs as a percent of the common stock. issue 

10 amount (Schedule 18} ranged from 0.2% to 5.6% since 1950. The average 

11 ratio of flotation expenses to net proceeds has been about 3%, which 

12 is the adjustment I recommend in this analysis. 

13 

14 

15 

16 

11 

18 

lt 

10 

ll 

• 

Q. 

A. 

MR. DESTEFANO, PLEASE EXPLAIN THE CONCEPT OF MARKET PRESSURE . 

Market pressure is a measurement of the decline in stock price associ­

ated with the public knowledge of potential issuance of new shares of 

toaoft stock. The pressure arises because of the potefltial increas~ 

in supply relathe to exht1~ ... ~ for sb.lres of ltPt stock. This 

lf'llll!li!ll'd< -~~-- ... - ... ~·" • .,.c, .. 
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the stock price versus some index during a defined period before and 

after a stock offering. 

3 KCPL has issued common stock six times in the last seven years. 

4 After looking at KCPL's common stock price history in relation to the 

5 Dow Jones Utility Average Index for the last six years, I calculated 

6 5% as the average measure of the pressure phenomenon. The results of 

7 this study are shown on KCPL Exhibit No. (JJD), Schedule 19. 

8 Q. WHAT DO YOU RECOMMEND AS THE ADJUSTMENT FOR ISSUANCE AND PRESSURE? 

9 A. Combining the 3% flotation adjustment with the effect of pressure of 

10 5%, I conclude that a 8% adjustment be made to the investors' required 

11 return to arrive at the cost of common equity to KCPL. 

12 Q. MR. DESTEFANO, HOW DOES THIS ADJUSTMENT OF 8% AFFECT THE. INVESTORS' 

13 REQUIRED RETURN OF 15.5%? 

14 A. As shown in KCPl Exhibit No. (JJO), Schedule 20, after 

15 incorporating the issuance and pressure c~sts into the required return 

16 on equity, the resulting f_O!~,~f for KCPl is liS. 

17 Q. HOW OOES YOOI RETUM OM 

18 OVUAll RATE Of UTUM RECtJIIII':NOA 

19 A. KCPl bM'a No. 
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1 A. Yes. The fair value of the Company has been calculated as of the year 

• 2 ended December 31, 1985, based on original cost applied to that 

3 portion of capital represented by fixed income securities (bonds and 

4 preferred stock) and the remaining portion (common stock) on a trended 

5 basis. This ~as been more fully described by Mr. R. A. Kite in his 

6 testimony. Since 38.42% has been used as the risk element, and 

7 considering an inflation rate of 3.3% (as mea.sured by the impHcit 

8 Gross National P1·oduct price deflator for 1985) applicable to the 

9 total value of the Company, I would say that 38.42% of that 3.3% 

10 inflation risk has now been removed from the stockholder. In such 

11 case, the return on equity would be 1.3% less than the 16.0% found to 

12 be appropriate on an original cost basis, or 14.7%. Based on the 

13 capitalization ratios at December 31, 1985, the return on fair value 

14 rate base would be 11.4~ . 

• 15 Q. MR. DESTEFANO, OO£S THIS CONClUDE YOUR TESTIMONY? 

16 A. Yes . 

• 
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STATE OF MISSOURI 

COUNTY OF JACKSON 

AFFIDAVIT 

) 
) ss. 
) 

John J. DeStefano, being first duly sworn, on his oath 

states: that he has participated in the preparation of the 

foregoing written testimony, in question and answer form, 

consisting of i7 pages, to be presented to the Public Service 

Commission of the State of Missouri in Case No. H0-86-139; that 

the answers therein contained were given by him; that he has 

knowledge of the matters set forth in said answers; and that such 

answers are true to the best of his knowledge and belief • 

~. ~ubscribed and sworn 
_g;/Laz4cl) • 1986. 

to 
j/lL.1 
_,~_-_. day of 
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KANSAS CITY POWER & LlGHI COMPANY 

Yielda and Spreads on 
Newly Issued Public Utility Bonds 

January 1978 - July 1986 

Mood~'s Averaaes 
Year ..!!!.. ~ _A_ Baa 

1978 
January 8.97 8.90 9.35 
February 8.80 8.90 9.45 
March 8.72 6.75 9.02 9.53 
April 9.04 9.08 9.42 
Hay 9.01 9.35 9.69 
June 8.90 9.:01 9.:02 10.00 
July 9.10 9.57 9.53 9.88 
Auaust 8.75 8.86 8.90 
September 8.63 8.95 9.04 
October 9.12 9.55 9.50 9.75 

• November 9.16 9.5:. 9.63 
Decellber 9.27 9.31 9.32 

1979 
Janut~ry 9.37 9.85 9.95 10.15 
February 9.59 9.9S 10.5>9 
March 9.65 9.1H 1G.47 
April 9.58 10.:U 10.~ 

Hay 9.1U 10.)4 l~UtS 

June 9.l1 10.01 9.90 
July 9.U 
Aupst 9.U, 9.67 9.N 
hpt~r 1-.oo 10.~ lO.M 
Oet~r 10.l3 :U.!S u.~ 

N~n•hr 1 .. 93 u.oo "·"' u.oo 
~ .. u.~ u.n u~ 

U~l 1).~ "-" ~ u.~ ""G) u.n ... ~ ~- ~ 1~ 

-"1 u .. u u.~e ~ ~ - 11 •• ~ LU .-- llM :QM .... U,B 11.- UJIO ... u.a ... ~ --• 11!1'1111 I ... ... -- --~ ~ -- ..,., 
• IU .,.,. 
• tin .... 
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0.03 

0.51 
0.:07 

O.ll 
0.32 
0.:03 
0.38 
0.04 

0.48 

O.H 

··" 
0.14 

~.u 

l.'ilii 

l.ft 
-.u 
.. " 
o..n 
·~ 
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KCPL Exhibit No. _(JJD) 
Schedule 1 
Pase 1 of 3 
Sponaon DeStefano 

SJ!reads 

...!!.i !.:!!L 

(0.07) 0.45 
0.10 0.55 
0.27 0.51 
0.04 0.34 
0.3:. 0.3:. 
0.01 0.58 

(0.04) 0.35 
O.Olt 
0.09 

(0.05) 0.25 
0.09 
lUll 

0~10 0.20 
0.55 

0.43 
o.n O.ll 
(~.11) 

il.U 

0.63 
o.u 
~·" '·" 0.1~ o.a 
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KCPL Exhibit No. _(JJD) 
Schedule 1 
Page 2 of 3 
Sponsor: DeStefano • Yields and Spreads on 

Newly Issued Public Utility Bonds 
January 1978 - July 1986 

Hood~'s Averases SJ!reads 
Year ..!!!... ~ _A_ ...!!!... Aaa-Aa .kJ_ ~ 

1981 
January 14.86 15.00 15.00 0.14 0.00 
February 14.80 
Harc:h 15.23 16.10 16.20 0.87 0.10 
April 15.68 16.35 16.70 17.50 0.67 0.35 0.80 
Hay 16.94 17.51 0.57 
June 15.36 16.24 16.73 0.49 
July 15.98 17.74 
August 
September 16.94 18.04 18.75 0.71 
October 17.75 
November 16.62 15.80 15.86 (0.82) 0 .. 06 
December 15.91 15.85 16.01 18.14 (0.06) 0.16 2.13 

1982 
January 18.16 • February 16.81 
March 16.20 16.71 111.18 0.51 1.47 
April 16.11 16.12 16.26 0;01 0.1~ 

Hay 15.57 15.43 U..M (0.14) 1.Sl 
June 15.95 16.24 16.56 O.H O.ll 
July 16.00 15.€18 li.40 o.:n 
August U.66 16.26 ~ . .c 
September 14.li Uo.60 u.u ~.u 0.~ 

October u.e.l 13.13 u •. u o.s. 1.a 
November 11.70 U.G4 U.48 u.n 0.34 0-" ~-1~ 

December u.u u.oo U.91. o.&l 0.91. 

~98~ 
January U.91. 
February U.4$ :U.02 a•.~ l~~ 0..,. 1-"' O.JI 
Marc:h 11.91 u.n U.N a. a o.n 
April 11.~-\ llAl :U.AA ~ La 
May 10.~, ~LOO :u-- •• .n 
.1\lM UM a.. La 
-"tly U.Ol an ~ 

Mp8t UM --- U.lt# u.a 
QenM1' 1~ u.a • ._,_..r lLM u.lO ~ .. 
~er lLOO • 



KCPL Exhibit No. __ (JJD) 
Schedule 1 
Paae 3 of 3 
Sponsor:' DeStefano 

• Yields and Spreads on 
Newly Issued Public Utility Bonds 

January 1978 - July 1986 

Hoodl'• Averaaes S£reads 
Year ..!!L ~ _A_ ...!!!._ ~ ~ !:!!!... 
1984 

January 12.94 
February 14.50 
March 13.57 
April 13.70 
Hay 
June 15.43 
July 16.00 
August 
Septer.lber 13.57 13.42 
October 12.88 12.87 14.50 (.01) 1.63 
Novelllber 12.45 12.48 13.13 .03 .65 
December 15.25 

1985 
January 12.23 

• February 12.38 12.75 .37 
March 13.06 12.95 (.U) 
Ap~U 12.80 12.31 ( ,lt9) 
Hay ll.S4 12.25 11.11 (.44) 
June 10.91 11.50 .59 
July 10.41 12.00 
Auauat 11.73 11.70 { .Ol) 
Sept-.r 11.~ 12.14. 10.iio U.20) 
OctC!Mr 11.50 ll.60 :U..M U:.li .10 .21 .u 
~,. U.l<o 11.11 u.u {.M) .44 
~r lO.U 10.$4 11.65 ,n .il 

AN 
~ 1o.n 10.~'6 u.n .u ... , 
~ t.6~ t.:U t.K l •. l<o .lU .~ .M -- I.M t.K t.U •• .n •u I.M "'ll t.u t.J!t •• •• - t •• t.K .l<o l.i-, 
.hiM t.~~ t .• l ~·~ -~ •• ~ --~ "·* t~ll\ M .11 
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KANSAS CITY POWER & LIGHT C<JoiPANY 

Yields and Spreads on 
OuLsLanding Public Utility Bonds 

1965 to 1981 by Year 
1982 to 1986 by Month 

Hood;l' s Aver5es 

!!.!! ..!!!... .......!!__ _A_ 

1965 4,50 4.52 4.58 

1966 5.19 5.25 5.39 

1967 5.58 5.66 5.87 

1968 6.22 6.35 6.51 

1969 7.12 7.34 7.54 

1970 8.31 8.52 8.69 

1971 7.72 8.00 8.16 

1972 7.46 7.60 7.72 

1973 7,60 7.72 7.84 

1974 8.71 9.04 9.50 

1975 9,03 9.44 10.09 

1976 8.63 8.92 9.29 

1977 8.19 1.43 e.u 
1978 8.87 9.1C 9.29 

1979 '·" 1~.22 10.49 

1980 U.JO U.to 13.34 

1981 14.64 U.JG U.95 

&II~ 
JaauQ U.ll 16.~ 16.11 

FellNUJ U.M 16.U 16-.,..,. a.u U.Jl 16.50 

Afi'U 1,. u.u 16.)1 ._ ••• U..l!l 16-U 

.111M U.» u.• ~w 

~ ... U..6, lLW 

~ ~- "'l ISM 
11111:1•lln u.a U,M ~ 

~ 11.~ u,n ~ 

.. 111111!11 ~ ~ 

ll IM.t ... ~ 

...!!!._ 

4.78 
5.60 
6.15 
6.87 
7.93 
9.18 

8.63 
8.17 
8.17 
9.84 

10.96 

9.82 
9.06 
9.U 

10.96 
11.95 
1 •• 56 

v.u 
u.u 
U.M 
u.u 
16-M 
u.n 
UM 
~ 

1~ 

~ 

~ 
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K~PL Exhibit No, __ (JJD) 
Schedule 2 
Page 1 of 3 
Sponsora DeStefano 

s2reads 

~ ..!!.:!.. ~ 

0.02 0.06 0.20 
0.06 0.14 0.21 

0.08 0.21 0.28 
0.13 0.16 0.36 
0.22 0.20 0.39 
0.21 0.17 0.49 

0.28 0.16 0.47 
0,14 0.12 0.45 
0.12 0.12 0.33 

0.33 \}.46 0.34 
o.u 0.65 0.87 

o.a o.n 0.53 
0.2<> 0.18 0.45 

o.:u 0.19 0.33 
o.~ o.n o.u 
G.n 0 • .34 1.61 

·" .M .61 

o.n i.U 1 •• 
~.u o .. n o.ft 
~~ ···-' 0.66 
O.A'i 1.191 OM 
~~ 1.01 o.M 
~ $.64 o.R 
$.,Jl o.n o.o1 
~n 1.U ~ 
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KCPL Exhibit No. _ (JJD) 
Schedule 2 
Page 2 of 3 
Sponsor: DeStefano 

• KANSAS CI1'Y POWER & LICin' C<IIPANY 

Yields and Spreads on 
OUtstandin& Public Utility Bonds 

1965 to 1981 by Year 
1982 to 1986 by Honth 

Hood:,:'s Averases sereads 
!!!! ...!.!!... ~ _A_ Baa Aaa·Aa ~ A·Baa 

1983 
January 12.29 12.74 14.24 14.56 0.45 1.50 0.32 
February 12.48 13.02 14.26 14.61 0.54 1.24 0.35 
March 12.19 12.67 13.94 14.33 0.48 1.27 0.39 
April 12.00 12.43 13.61 14.07 0.43 1.18 0,46 
Hay 12.01 12.44 13.50 14.05 0.43 1.06 0.55 
June 12.23 12.64 13.64 14.16 0.41 1.00 0.52 
July 12.69 12.86 13.58 14.01 0.17 0.12 0.43 
Auaust 13.04 13.18 13.57 14.21 0.14 0.39 0.64 
September 12.85 13.04 13.42 14.10 0.19 0.38 0.68 
October 12.66 12.88 13.25 13.95 o.n 0.37 0.70 
November 12.82 12.97 13.38 llt.12 0.15 O.ltl 0.7lt 
Decellb~:r 13.00 13.14 13.52 14.23 0.14 0.38 0.71 • ~ January 13.02 13.39 14.05 0.37 0.66 
February 13.04 13.41 1lt.Q~ o.:n 0,64 
March 13.66 13.17 1lt.s• o.u 0,69 
April 13.93 14.U lioo.$2 i.U 0.66 
May 1lt,66 14.90 U.2$ 1}.24 O.H 
June 14.90 U.09 U.Si'l C.it o.u 
July 14.42 14.12 u.~ ~-" 0.61 
Auauat u.u 14.43 14.)9 ~-~ 0,)6 
September U.4l l4.l'l' llt.U 0.74 0,)0> 
OctC!Mr u.oo u.:. u.oo 14.H 0.)1 0.42 o.:n 
November U.M 1.).,00 ll.,:U 1.).,12 0.)4 o.:u 0.49 
hcellllller U.4t U.H. u.:u U.M ~-U o.n o.n 

JUS 
~ u.u U.M 1!.09 1~- o.n ~- o.JJ 
~y U.61 u.-, 1.).,00 U.cltlt --- --~1 o,,., ... 1.).,00 u •• lUi ~.110 0.4.i --~ o.u •u u.n U.lJ UoOl .... 0,44 ••• - l~~M ll.,M ~~ U.M 

·~·~ --· ~ U~U u,q u,u I&M .... --· ~ U.lO u,.a ~ ~ ~ ~ 
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Yields and Spreads on 
outstandina Public Utility Bonds 

1965 to 1981 by Year 
1982 to 198& by Month 

~ 
Hoodi's Averases 

:!!!! ~ _2!._ _A _ ~ 

1986 
January 10.14 10.44 10.79 11.24 

February 9.65 9.98 10.26 10.74 

Harch 8.75 9.16 9.48 9.91 

April 8.45 8.87 9.14 9.63 

Hay 9.07 9.38 9.59 10.02 

June 9.02 9.36 9.62 10.03 

July 8.66 9.05 9.37 9.&9 

SOUI(;E: Moody's Public Utility Manual, 1985; Moody's Bond Survey. 

KCPL Exhibit No. _ (JJD) 
Schedule 2 
Paae 3 of 3 
Sponsor: DeStefano 

s2reads 

!!.!:!! ~ ~ 

0.30 0.35 0.45 

0.33 0.28 0.48 
0.41 0.32 0.43 

0.42 0.27 0.49 

0 .• 31 0.21 0.43 

0.34 0.26 o.u 
0 .. 39 0.32 0.32 

• 

• 
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1965 
1966 
1')67 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 

1916 
un 
1911 
197'9 

1'" 
1911 

KANSAS CITY POWER & LIGHT C£1tPA.NY 

Yields on Public Utility Preferred Stocks 
1965 to 1981 by Year 
1982 to 1986 by Month 

High Grade 

4.53 
5.19 
5.54 
6.07 
6.76 
7.56 
7.10 
7.23 
7.56 
9.26 
9.45 

,._ laah {l} 

"a~" 

l.'l'l 
3.12 
IS~ 

9Sl 
1LI4 
U.t4 

~1) ~~ --·~~~~ ~ 
'!:~~~,~~~~-

~--~~~~~~ 
~ lllllll.ii!ll ~ _. UMi£1 IIJ!- ~~ 
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Medium Grad~ 

4.72 
5.41 
s. 7i' 
6.2!! 
6.91 
7.78 
7.36 
7.43 
7.7i 
9.83 

10.64 

v; .. ~ ~ '*~" 

9A1 
~.11o 

9.2~ 

lQ.5l 

U.l:! 
l~~U 

~ ~ _. ~ ~ ~ .- IUU1i!131Ji!- ~. 

~~~<ill~~-~ ~1111111'~ .-illilll!!'llll ~ • 
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Jan. 
Feb. 
Mar. 
Apr. 
Hay 
June 
July 
Au&. 
Sept. 
Oct. 
Nov. 
Dec. 

!2!1 
Jan. 
Feb. 
Mar. 
Apr. 
Kay .-. 
J\lly 
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~. 
ou. 
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I!IH. 

~ 
M,., 
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KANS"-S Cll'Y POWER & LIGHT COIPANY 

Yields on Public Utility Preferred Stocks 
1965 to 1981 by Year 
19ti2 to 1986 by Month 

New Basis (1) 
naa" 

15.01 
14.97 
14.44 
14.27 
13.47 
13.91 
14.22 
13.53 
12.82 
12.28 
11.64 
11.56 

11.45 
ll.llo 
11.16 
u..u. 
1U~2 

u..;u 
11."-
u.n 
U.6t 
u.,. 
11.~5 u.,, 

u~• 
UM 
ic.l-D 
lLii 
u.a 
a. 
&a ... ... ... 

KCPL Exhibit No, (JJD) 
Schedule 3 
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15.68 
15.67 
15.11 
14.97 
11t.lt3 
14.83 
15.09 
110.39 
13.80 
13.12 
12.56 • 12.71 

li.U 
u.u 
U.lt 
1.:uu 
.u..n 
u.r. 
U.51 
U.il 
U~~ u,.. 
U.tJ 
~~)~• 

~ 

UN 
U,U 

u,• 
~ 

~-
~-
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~ 
Jan. 
Feb. 
Mar. 
Apr. 
May 
June 
July 
.Aug. 

Sept. 
Oct. 
Nov. • Dec. 

!!!! 
Jao. 
Feb. 
Mar. .-.r. 
ltq .-. 
~ 

KANSAS Cl'l'Y POWER & LlGIII C<JIPANY 

Yields on Public Utility Preferred Stocks 
1965 to 1981 by Year 
1982 to 1986 by Month 

New Basis (1) 

"aa" 

11.99 
11.43 
11.60 
11.38 
10.85 
10.30 
10.28 
10.46 
10.58 
10.59 
10.25 

9.97 

9.71. 
9.1H 
a.u 
8.28 
a.:n 
a ... , 
II.~ 

KCPL Exhibit No. (JJD) 
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"a''+ "baa11 

12.88 
12.37 
12.64 
12.44 
12.05 
11.39 
11.32 
11.65 
11.32 
11.88 
11.15 
10.78 

1G.:i5 
9.85 
9.4 • 
t.~~ 

9.1>. 
9.64 

'·"' 



Bond Rating Market-to-
Groups Book Ratio 

A a 130.8% 

A 116.1% 

Baa 97.5% 

Indust~ Averase 117.0% 

Kansas City Power & Light Company 

12/31/85 83.5% 

3/31/86 105.71 

6/30/86 18.61 

KCPL Exhibit No. (JJD) 
Schedule 4 --
Page 1 of 2 
Sponsor: DeStefano 

COMPARATIVE FINANCIAL STATISTICS 

ELECTRIC Ul'ILITY INDUSTRY 
At December 31. 1985 

Pre-tax(l) Pre-tax(2) Return AFDC 
Dividend Interest Interest on Average as % of 

Yield Coverage Coverage !g_uity Earnings 

7.8% 4.0x 3.7x 14.5% 18.1% 

8.8% 3.lx 2.8x 14.4% 32.1% 

9.8% 2.5x l.9x 13.5% 68.3% 

8.3% 3.3x 2.9x 13.7:4 34.7% 

10.4% 3.lx l.6x 16.7% 114.91 

8.2% J.Ox 1.6x 15.31 us.n 

8.21 l.Ox l.h n.t~ 102.91 

( 1) lad.U-. ARC ad hfer-~ £&J~rll!"'!;!- C..e 
(2) bd~ ARC ad hJend C..a 

• 

• 
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• 
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PRETAX INT COVERAGE 
KANSAS CITY P & L 

tn"'I:n:OC 
"Ounn 
0 011 ::r "U :s ,. ,. t"' 
.. a. 
ONC::I 
... ... lC 
••Ott:r ....... 
t:l .j::oog" 
It N ... 
tn ,.,. ,.,. ,. '2: .... 0 
II . 
:J 
0 

"' .... .... 
t:l . ...., 



0\W,,f! !@ ; '* p 

e 

KANSAS CITY POWER & LIGKI <XJHPANY 
Rate of Return 

Wei&hted Average Cost of Debt Capital 
at December 31, 1985 

{A) 

Jfittlal 
!UtU• .. ,.,. ls.-.­-.,-."' ,, .... ... ,. ,,,.,. ,,.,. ..... ..,,.,. ,. .... ,.,.. ,,, ... 
M,Hifl,. M.-.­
M,Hifl,.,. 
M.M.-

tts,Hifi,Hifl 

---
~ ..... ...... 

(B) 

Prke to 
PuiiUc: 

UCI,lSS ,400 
U,21tl,200 
)0,112 ,500 
u,m,ooo 
26,177 10110 
u,au,m 
",061 ,500 lO,Ja,ooo 
ItO ,000 ,ooo 
JG,uo,ooo 
lO,Ja>,ooo 
u,ooo,ooo 
so •• ,ooo 
lt9,500,000 
60,000,000 
50,000,000 

ns,ooo,ooo 

U1,U0,300 
20,000,000 
t,za>,ooo 

21,100,.0 
u •••• 
1,soo,.o 

..,,ooo,• 
~s.ooo.-

us,ooo,ooo 

(C) 

Underwriters 
Discounts & 
C~issions 

$125,400 
96,300 

301,530 
284,250 
216,320 
430,850 
279,990 
253,200 
253,600 
222,900 
264,900 
184,500 
23l,SOO 
437 ,soo 
525,000 
337 ,sao 

$125 ,ooo 

S310,4n 
l47 ,ooo 
ll9 1t.OO 
2113,400 
333,7(13 
208,950 

0 
suo,ooo 

$165,000 $ 

AH4W4Mu wtPI ~I'll(; Order in Case No. 
R<~lll'm•"''l •t I'W~r 31, 11Hl5 

(D) 

Issuance 
Expense 

$102,669 
87,432 
7 3,232 
68,487 
73,273 
86,708 
86,18/t 
99,533 

144,079 
96,977 

1\7,423 
J6,921 

156,835 
210,223 
111,950 
139,753 

s 52,052 

s 0 
206,231 
Bt.,282 

207,529 
104,165 

8,716 
348,973 

$ 311,787 

68,714 

EF81•366) 

(E) 

Net 
Proceeds 

~-!=()JIIPallY 

$19,927,331 
1S,OS7 ,468 
29,737' 738 
24,897,263 
25,887,467 
34,7Sl,942 
26,701,326 
30,022,267 
39,602,322 
29,830,123 
29,917,677 
24,678,579 
49,6ll,665 
48,852,277 
59,363,050 
49,522,748 

$24,822,949 

$21,519,849 
19,646,769 
8,994,118 

21,309,071 
11,542,072 

7,282,334 
59,651,027 

$24,811,213 

$14,766,286 

• ~~~~~ .,_. ._ 11#1 Wli!l.;eWIII Mt c.,u_.l at Dec:-.r 31, 1985 ~ 

1 ...... 

• • 

(F) 

Cost to 
Company 

5.024% 
4.726 
5.8U 
6. 782 
7.160 
9.195 
7.846 
7.619 
8.971 
8.176 
8.525 
9.379 

12.097 
16.891 
13.143 
14.274 
13.660% 

6.014% 
6.003 
7.055 
7.057 

12.468 
11.241 

9.682 
13.651% 

5.861% 

6.4ll 
6.235 

5.768 
5.769% 

(G) 

Long•tenl 
Debt Capital 
Outstanding 

$20,000,000 
15,000,000 
30,000,000 
25,000,000 
26,000,000 
35,000,000 
27,000,000 
30,000,000 
40,000,000 
30,000,000 
30,000,000 
25,000,000 
50,000,000 
50,000,000 
60,000,000 
50,000,000 

$25,000,000 

s 21,940,000 
20,000,000 
9,200,000 

21,800,000 
.11,980,000 

7,500,000 
60,000,000 

$ 25,000,000 

$ 15,000,000 

40,000,000 
50,000,000 

(II) 

Annual Cost 
of Long•tena 
Debt (;apltal 

$1,001t ,800 
108,900 

1,743,600 
1,695,500 
1,861,600 
3,218,250 
2,118,420 
2,285,700 
J,588,400 
2,452,800 
2,557,500 
2,31t4,750 
6,048,500 
8,lolt5,500 
7,885,800 
7,137,000 

$3,415,000 

s 1,319,472 
1,200,6CIO 

649,0(10 
1,538,426 
1,493,666 

81t3,075 
5,809,200 

$ 3,412,750 

$ 879,150 

2,564,400 
3,ll7 ,500 

56,500,000 3,258,920 
$50,000,000 $ 2,884,500 

9.410\ s 100,000,000 $ 9,410,000 
8.839% s 18,000,000 s 1,591,020 
9.1Bi% i 63,305,234 S 5,815,852 

r,I3s,tzs,zl4 slD4,299,61I 

• 

CI>CI>,. 
~nn 
zii!! 
:g@""" ,., ... ,. 
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IWlSAS CITY POWER 6o LIGHX OOMPANY 
Rate of Return 

KCPL Exhibit No, __ (JJD) 
Schedule 6 
Sponsor: DeStefano 

''sighted Average Cost of Floating Rate Monthly Demand Bonds 
For the lWelve Months Ended December 31, 1985 

(A) $40 million Flostin& Rate Demand Series Due 10/15/2014 (CITIBANK Letter of Credit): 
(a) (b) (c) 

Effective Interest 
Interest Rate Days 

2 Date ('lo) Outstandin& 
1 12/14/84 6,40% 15 Days 
2 1/15/85 6.40 31 
3 2/15/85 5.15 28 
4 3/15/85 4.95 31 
5 4/15/85 5.15 30 
6 5/15/85 5.30 30 
7 6/14/85 4.95 31 
8 7/15/85 4.55 31 
9 8/15/85 5.30 29 

10 9/13/85 5.55 32 
11 10/15/85 5.45 31 
12 11/15/85 5.15 30 
13 12/15/85 7.05% !! 

Totals 3&5 Deys 

14 Weighted Interest kate (Ictal I~terest Expense/Principal) 

15 Letter of Credit F~e (.00!5 x 41,50®,~93/40,000,000} 
16 Annual II.U~arl<.eU.ns Fee ($14,ll0/$40 111illio") 
17 Carryins Cost of !'~.At ~lands (A-l Carryins Cost/l'ri.l'ldpal 

• $10,~5/$40 million) 

lt t.Nt U> C~y on ~ 111UUn Seriee ~~ on ~ 
~~ ef ~.s~.~) 

ur ·' 

(d) 
Interest 
Expense 

((b)x(c)x(40mm))/365 
$105,205 
217,425 
158,027 
168,161; 
169,315 
174,247 
168,164 
154,575 
!68,438 
194,630 
185,151 
16!.,315 

-~ 

$2,15&,2'l'2 



KANSAS CITY .'OWER 6. LICIIl' CXJIPANY 

Rate of Return 
Wei&hted Average Cost of Customized Purc:h111e Pollution Control Bonds 

For the ~lve Months Ended Dec:eaber 31, 1985 

A. Series A $56,5 aillion Customized Purchase Pollution Control Bonds due 9/1/2015 

1. Weighted Average Interest Rate Before 
Other Expenses (l) 

2. Letter of Credit Fee [(.625% x $63,117,466)/$56.5 aillion) 

3, Annual Reaarketing Fee 

4. Effective Average Annual Interest Rate 
Before Issuance Expenses 

5. Cost to Coapany on $56.5 million Series 
(Based on Estiaated Net Proceeds of $56,010,245) 

1. Weiabte4 Avuage lM:el'at late 
lefon Otll:er b~ ( l) 

2. a. Letter of ~n'" U.Ja a $M.-.l.~H~ M.U~ 
•· ux: ~--.. u. '"us • .,tPt ~u~ 

'· If~~~~~--
~~_.--~~ 

s~ ~ • ~ • la.li auta •• 
«~liM!~!~ - --~ ~ hAM- - ~..-..-~ 

4.8843% 

.6982 

5.7075% 

KCPL bhlbit No. __ (JJD) 
Schedule 7 
SPONSOR; DESTEFANO 
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• ltMSAS CITY POWER & LIGHI CDiPANY 
late of Return 

Weiabted Averaae Con of Eurodollar l'el'll Loan Agre-nt 
For the l'wlve Hontbs Ended Decellber 31, 1985 

(c) (d) {e) {f) (g) 

AIIMrtt Interest Balance Da1s Outstandins 
iB!!l late (OOO's) Loan Balance 

:t,-o 11.3750 so,ooo 9 u,- 11.0000 75,000 17 
u.-o 9.9375 100,000 35 
at,ooo 8,5000 75,000 90 17 
as.-o 8,4375 50,000 92 82 
u,ooo 9,0625 50,000 91 28 
U,CIM 8.5625 50,000 92 44 
u.ooo 7.3750 75,000 92 19 
U,CIM 7.8125 75,000 92 14 
u,ooo 8.0000 100,000 92 59 
:25,1/lH 8.1250 75,000 92 19 
u,ooo 8,1250 75,000 83 lit 
n.C~M 8.0625 75,000 69 15 
u.ooo 8,0000 75,000 54 43 

GU,ON 7. 7500 100,000 11 days 11 days 

~ days 
-

-f~~~f' ""'~ (4) 

'-•' 
_. .......... <:Ht (S) -$ w. 'w, ,,, • cr.a. UHJM. 

., ·-·· 111UiliiUIU '- (NII!I tiU'- 111 .MUS) 
... I 'II*'" ._.. Mtll •• .t • $5,000 l»ank fee .00 a $16,000 transaction fee ($21,000) 

•-.-RU'- faiU~y f/!UaUva 6•29•81t e~plrlng 6·30·88. The arrangement fee and 
~Mill fill IN ~Uied fiVBr the Ufe of the new aareemcnt ($701,281 x 365/1462 = 

.t flll.Ul aln .,1, to the new aareement. 
IIIIMNI, 

(b) 

Interest 
Expense (1) 

71,094 
129,861 
2ftl,S36 
531,250 
539,063 
572,700 
547 ,Oit9 
471,181 
499,132 
511,111 
519,097 
468,316 
386,328 
300,000 
59,201 

$5,846,919 

250,000 
~333 

$6,516,252 
--
~ 

• 
(1) 

Weipted 
Balance (2) 

0 
0 
0 

3,493,151 
11,232.877 
3,835,616 
6,027,397 
3,90ft,ll0 
2,876,712 

16 ,16ft ,381t 
3,'J04,110 
2,876,712 
3,11l2,192 
8,835,616 

$ 3,013,699 

$69 ,21t6,5 76 

C/)C/)~ 
.., n Q 
g i' l"' 
• a. 
~ E. ~ 
- .. :::r' -OCDC" .. -"' ~ .. .. 
i 
0 



KANSAS CITY POWER & LIGHT C<ltPANY 

KCPL Exhibit No._(JJD) 
Schedule 9 
SPONSOR: DESTEFANO 

Wei&hted Averaae Coat of Acceptance Facility Aareeaent 
Estimated For the Twelve Months Ended December 31, 198S 

{a) (b) (c) 

Date Amount Discount 
!:!!!! ~ ~ Rate 

1 12·26·84 0 8.60% 
2 01·17·8S $26,000 8.62 
3 02·1S·8S 11,000 9.1S 
4 04·17·8S 3S,OOO 8.90 
s 06-Q6·85 3S,OOO 8.00 
6 07-24-85 37,000 8.28 
7 09-Q5·85 0 8.28 
8 10-04·85 0 8.35 
9 12-Q3-85 ·s 0 8.50% 

Totals 

10 Warehousing Fees (3) 
11 Commitment Fees (5) 

12 Total Expenses 

ll Weighted Averaae Cost (It) 

(1) Col. (b) x Col. (c) x Col. {e)/360. 
(2) Col, (d) X Col. (f)/365. 
(3) Total Wei&hted Bal- x G.OOl. 
(4) Total bpenaea t We!pted BalHc:e. 

(d) (e) (f) 

Balance Da;:ts Outstandins 
(OOO'a) Loan Balance 

40,000 17 days 17 
26,000 90 29 
37 ,ooo 61 61 
3S,OOO so so 
35,000 48 48 
37,000 43 43 
37,000 29 29 
37,000 60 60 

$37,000 28 days 28 
~ days 

(5) Unund Bal- & (.~)X~~~ t ll>S. 
ICSso,ooo.ooo a .M2s a Ullt/365)) • U24.ooo.MC x .~s x CH/36SU 

I .I Jill ·~ 

(g) (h) 

Weighted 
Cost (1) Balance (2) 

$162,444 $1,863,014 
S60,300 2,06S,7S3 
170,546 6,183,562 
432,639 4,794,S21 
373,333 4,602,740 
365,930 4,358,904 
246,790 2,939,726 
514,917 6,082,192 

s 2441611 
s1,on.~m 

s 2,838,356 
$35,728,768 

35,729 
50lf>S1 

s 311571696 

~" 

• 

• 

• 
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1. 

2. 

3. 

4. 

KANSAS Cl'l'Y POWER & LICHI roHPANY 
Rate of Return 

Weilhted Averaae Cost of Nuclear Fuel Lease 
For the l'Welve Months Ended December 31, 1985 

Weiahted Average Cost of Commercial Paper (1) before Other Interest 
Charges and Expenses 

Other Interest Charges Annualized (2): 

Facility Fee s 15,176.45 
Support Jo·ees: 

Co-rcial Paper 404,844.95 
Iotal $420,021.40 

Cost of Other Interest Charaes (3) 

Annual AllorUzatlon of Other Company Ellpenaes: 

Annual Amortization $120,912.31 (it) 

Cult of Other Expenae (5) 

Iotal Wei&hted Averaae Cost 

IIO'lZS: 

KCPL Exhibit tto._(JJD) 
Schedule 10 
SPONSOR 1 DESTEFANO 

8.3759% 

0.6305% 

~" 

!:.!!!!' 
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KNISAS CITY POWER & LIGHI <n!PAHY 

Wei&bted C~at of Preferred/Preference Stock Capital 
OUtstanding at December 31, 1985 

(A) (I} {C) (D) (E) (F) (G) 

f/MI,of 
I'Nfilll Underwriters 

illlltlal Price to Discounts & Issuance Net Proceeds 

t•l1!:111 MUc C~lsslons E1'(!ense to COtn(!!nz: 

*·* no, :no ,ooo $179,000 $ 58,391 $10,032,609 

00,000 8,100,000 78,320 71<,696 7. 91t6 '981t 
:Yt,OOO :w.-.- 195,000 79,21<1 9,725,759 
70,000 7,070,000 122 ,soo 1<1,270 6,906,230 

lJIII- 12 ,000,000 201,600 71,301t 11,727,096 lN.- u,ooo,ooo 167,310 26,518 12,806,172 -- 20,000,000 250,000 92,276 19,657 ,721t -·- 20,000,000 720,000 91t,009 19,185,991 -·- 20,000,000 680,000 91t,211t 19,225.786 

»o.ooo u,ooo,ooo -- 101,597 21t,898,1t03 

m.~.- 25,000,000 -- 98,536 21t. 901,1t61t ···- 22,M,OOO -- 91,830 22,108,170 -·- 30,000,000 $252,000 $39,692 29,708,308 

100,000 $10,000,000 s 50,000 $62 ,31t9 s 9,887,651 

litliM frtfliliiMI'~ ~ ~UI et U•U•85 

__ ._ i~U*JA'*I!II ~ 

• e 

(H) (1) 

Preferred 
Stock 

Cost to Capital 
Coml!anz: OUtstandi!!l 

3. 788% s 10,000,000 
lt.038 3,035,700 
lt.627 10,,..,()0(' 
1<.257 7,000,000 
,. .It 51 12,000,000 
7.837 13,000,000 

10.886 20,000,000 
9.715 20,000,000 
9.151t 20,000,000 
8.073 12,1o99,900 

12.833 20,833,300 
17.125 22,800,000 
l3.1t50 30,000,000 
13.11<9% s 1.0,000,000 

$211,168,900 

(J) 

Anwal C:O.t 
Of Preferred 
Stock ~ital 

s 378,880 
122,582 
lt62,700 
297,990 
531t,120 

1,018,810 
2,1n,200 
1,9ft3,000 
1,830,880 
1,009,U7 
2,673,537 
3, 'JOlt ,500 
lt,OJS,OOO 

s l,ll.lt,900 

$U,703,0S6 
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• 
KANSAS CITY POWER & LlGill' CX»U'ANY 

Average Common Stock Dividend Yield 
For TWelve Weeks Ending 5/16/86 

through 8/01/86 

ANNUAL DIVIDEND 

~ DIVIDEND RATE CLOSING SlOCK PRICE ~ 

Hay 16 $2.00 $25 8.00\ 

23 2.00 24 7/8 1!.04 

30 2.00 25 8.00 

June 6 2.00 24 1/8 8.29 

13 2.00 2/o 8.33 

20 2.00 23 S/8 8.47 

27 2.00 24 1/2 8.16 • July 3 2.00 26 7.6'9 

11 2.00 25 SJi 7.10 

1S 2.00 2S J.U. 

25 J.OO 2S 1/2 1.~u 

Alipat 1 u.oo Sl1 ~ 7.21' 



...... .....,,....._....,.. _________ ....., ___________________________ _ 
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• 

Years 

1983-1985 

1982-1985 

1981-1985 

1980-1985 

KANSAS CITY POWER & LIGHT COMPANY 

Percent Growth in 
Cash Dividends per Share 

Period 

2 Years 

3 Years 

4 Years 

5 Years 

KCPL Exhibit No._(JJD) 
Schedule l4 
Sponsor: DeStefano 

Continuous 
Dividend 

Growth Rate (%) 

4.2% 

5.5¥. 

6.0% 

6.0% 



ELECTRIC IITILil'Y INDUSTRY 

Compound Annual Dividend Growth Rate 
1980·1985 

Average Growth 
Rate per 

!!:!!! lncreaai~ Companl 

1984-1985 6.1~ 

1983-1984 5.9 

1982-1983 5.7 

1981-1982 6.4 

1980-1981 7.~ 

(1) 

KCPL Exhibit No._(JJD) 
SCHEDULE 15 
Sponsor: DeStefano 

(1) 
Reflectl average dividend arowth rate of ~at111tiea which iacreued tlleir cU.vinM t'Yer tiw a!vu; periH. 

Source: Salo•m Brothers, Electrh: lkiUty Divilkmla, J-ry 2, 1916. 

• 

• 



• 

• 
Sources: 

• 

INVESTMENT ANALYST 

PROJECTED DIVIDEND GROWTH RATES 

Investment Compmy 

V~ue Line 

Salomon Brothers 

First Boston 

Smith Barney 

Rothschild, Un terberg, 
Towbin 

Electric Utility 
Industry 

6% 

5% 

4.5% 

June 21, 1916. 

KCPL Exhii>it No. (JJD) 
Schedule 16 
Sponsor: DeStefano 

Value Lb1e Investment Surve&; 
Silomon Broth~rs. Inc.. T 
J~nu;u-y 6. 191,. 

OuUook for Electt<ic Utilit~!_S m 1<184>, 

First ~ton, 
l •. 
Saith 
191S. 
L. r . 

16, 



(1) 
All Common Stocks 

(3) 
Electric Utility Common Stocks 

KCPL Common Stock 

Long-Term U.S. Government Bonds 

KM:AS Cll'Y POWER & LIGHT CC»>PANY 

Equity Risk Premiums From 
Historical Return Relationship 

Between Stocks and Bonds 

Geometric 
Mean 

Returns 
1926-1985 

9.8%( 2) 

Geometric 
Mean 

Returns 
1951-1985 

11.4%( 2) 

( 1) The Standard & Poor's Composite Index. 

KCPL EXHIBIT No, __ (JJD) 
Schedule 17 
Sponsor: DeStefano 

Equity Risk Pr~~~ 
Long-Tetlll Governme11r llonds 

1926-1985 1951-1985 

5.5% 7.0% 

6.0% 

5.5% 

(2) Source: Ruaer G. lbbouon Associates, lac. Stocu, &oM;~, liiiMi Inflatioo: lM6 Yea~, 
(3) Ih~ Standard & Poor's 20 Electric Utility ~~. (Stand&rd ~ ~·s ll Prl~ to 1~3}. 

• 

• 

• 



• FUNDS AVAILABLE TO KCPL FROM 
ISSUES OF COMMON STOCK 

1950 THROUGH December 31, 1985 

Common Stock Issues 

Number of Issue Flotation 
YEAR Shares Issued Amount Costs 
1950 400,122 $ 5,000,000 $ 8,444 

1952 476,688 8,421,488 195,660 

1954 338,190 7,096,354 45,224 

1955 367,500 9,005,000 170,363 

1972 750,000 15,250,000 510,875 

1975 1,200,000 20,400,000 924,824 

• 1976 1,200,000 21,400,COO 836.885 

1977 1,650,000 33,137,500 938,949 

1978 1,800,000 33,900,000 1,053,306 

1979 2,400,000 40,100,000 1.350.719 

1980 2,250,000 27.750,000 1~551,741 

1982 3,000.000 41.250,000 1,327.631 

1913 
Sutotal 

• 

KCPL Exhibit No. (JJD) 
Schedule 18 -­
Sponsor: DeStefano 

Flotation 
Costs 

Net As A % of 
Proceeds Issue Amount 

$ 4,991,556 .17% 

8,225,828 2.32 

7,051,130 .64 

8,834.637 1.89 

14,739,125 3.35 

19,475,176 4.53 

20.563,!15 3.91 

32,198,551 2.83 

32,846.700 3.11 

39.449.281 3.31 

2i,,l9l.25l; 5.62 

u.tu.l69 2.11 

2.U 
J':11ll .... 
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KANSAS CITY POWER & LIGHT COMPANY 

Market Pressure on Common Stock 
From Issues In 1977 to 1983 

(B) (C) 

PERCENTAGE 
CHANGE IN DJUA 

KCPL SlOCK PRICE (CWSE) 

107,17 
0.000 

111.39 

106.13 
(2.174) 

106.50 

104.87 
(1,932) 

98,99 

107.58 
(20.000) 

101,79 

113.04 
0.843) 

lD8,87 

i4.474 U3.62 

136,99 

~. ~ ,~ mw ~ k•¥. ll'rmw h-• In 1977 to 1983 

D·l 

• 

(D) (E) (f) 
PERCOOAGE INC!l!ASE 

PEIICmiAGE IN DIVIDENDS (B • D • E) CHANGE IN DECLARE~> DURING PE~ DJUA INDEX HEASIJRF.HEin' PERWD l'ii!SSIIIE 

3.938 -- 0.938} 

.349 4.065 (6.51!8) 

(5.607) 3.906 (0.231) 

(5.382) -- {14.618) 

"""""' .., n n g:r-.. ( 3.689) -- (4.154) .. g_ I:" 
0 c li"'l 

:! ; ~ ... 
i"'"' "' .... ., ... 
" .. 

~ 10.815 6.329 ~i 
c I 

~ 

t: 
Cl 
~ 

(5.367) 

• 
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ESTIMATION OF THE COST OF EQUITY CAPITAl. 

De fini tiona: 

kCPL Exhibit No. (JJD) 
Schedule 20 -
Sponsor: DeStefano 

COST OF EQUITY • Investors' Required Return Adjusted for Effects 
of Flotation Costs and Market Pressure 

INVESTORS REQUIRED RETURN ON EQUITY • 15~% 

FLOTATION COSTS • 3% 

MARKET PRESSURE • 5% 

Incorporating Flotation and Market Pressure into ROE: 

K • Cost of Equity 

K • R 
(1 - F) + {bF) 

R • Investors' Required Return on Equity (15~) 

F • Flotation Costs and Pressure (8%) 

b • The Retention Rate (1.0 - Payout Ratio) • (1.0 - .55) 

Solvina for K based on l~ r~ired return: 

K • .155 • 16.21 
(l - .01) + (.45) (.Oi) 

JIIU-



KANSA;, CITY POWER & LIGHT COI-IPANY 
Rate of Return 

KCPL Exhibit No. (JjD) 
Schedule 21 -­
Sponsor: DeStefhno 

, 

• 
Capitalization and Rate of Return 

Based on Capital Structure and Costs at December 31, 1985 

($ in OOO's) 

Required Weighted CaEital ComEonent Amount Percent Return Return 
Long-ter.m Debt $1,138,225 51.94% 9.16% 4.76% 

Preferred/Preference Stock 211,169 9.64 10.28% .99 
Common Equity 841,950 38.42 16.00% 6.15 
Total $2,191,344 100.00% 11.90% 

• 


