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Line 
No. Assumptions Source

1 Long Term Debt Ratio 44.54% Murray Schedule 28
2 Trust Preferred Securities Ratio 6.32% Murray Schedule 28
3 Total Debt Ratio 50.86%

4 Rate Base $607,420,688 Staff Accounting Schedule 2 Line 21

Calculation of Funds From Operations

5 Net Income from continuing operations
6      Net Operating Income $50,658,885 Staff Accounting Schedule 11 Line 1
7      Interest Expense ($22,899,760) Staff Accounting Schedule 11 Line 15
8 Total Net Income from Continuing Operations $27,759,125

9 Depreciation $24,324,947 Staff Accounting Schedule 9 Line 29
10 Amortization $589,223 Staff Accounting Schedule 9 Line 30
11 Deferred Income Taxes $5,513,557 Staff Accounting Schedule 9 Line 42

12 Total Funds From Operations $58,186,852 Sum of Lines 8-11

13 Allocated Debt $308,934,162 Rate Base * Debt Ratio

14 Ratio of Funds From Operations/ Total Debt 18.83%

The Empire District Electric Company

Commission Staff Witness David Murray

Calculation of Funds from Operations / Total Debt 
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Line 
No. Assumptions Source

1 Long Term Debt Ratio 44.54% Murray Schedule 28
2 Trust Preferred Securities Ratio 6.32% Murray Schedule 28
3 Funds From Operations $58,186,852 Rebuttal Schedule DAM - 3

4 Embedded Cost of Long Term Debt 7.22% Murray Schedule 28
5 Embedded Cost of Trust Preferred Securities 8.92% Murray Schedule 28
6 Weighted Cost of Long Term Debt 3.78% (Line 1 * Line 4) +(Line 2 * Line 5)
7 Rate Base $607,420,688 Staff Accounting Schedule 2 Line 21
8 Interest Expense $22,899,760 Staff Accounting Schedule 11 Line 15

9 FFO/ Interest Expense 2.54

The Empire District Electric Company

Commission Staff Witness David Murray

Calculation of Funds from Operations / Interest Coverage
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Risk Free Market
EDE's Rate EDE's Risk Premium Size

Cost of Common Equity = (August 2004) + ( Beta * (1926-2003) ) + Premium

11.44% = 5.06% + ( 0.65 * 7.20% ) + 1.70%

Sources:
Schedule 15 of the Direct Testimony of MPSC Staff Witness David Murray
Ibbotson Associates SBBI 2004 Yearbook, Tables 7-5, 7-6 and 9-1

The Empire District Electric Company

Commission Staff Witness David Murray

Corrected Capital Asset Pricing Model (CAPM) Cost of Equity Estimate
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Capital Component
Percentage of 

Capital
Embedded 

Cost 8.29% 8.79% 9.29%
Tax 

Multiplier 8.29% 8.79% 9.29%

Common Stock Equity 49.14% 4.07% 4.32% 4.57% 1.6231 6.61% 7.01% 7.41%
Preferred Stock 6.32% 8.92% 0.56% 0.56% 0.56% 1.0000 0.56% 0.56% 0.56%
Long-Term Debt 44.54% 7.22% 3.22% 3.22% 3.22% 1.0000 3.22% 3.22% 3.22%
Short-Term Debt 0.00% 0.00% 0.00% 0.00% 1.0000 0.00% 0.00% 0.00%

Cost of Capital 100.00% 7.85% 8.10% 8.34% 10.39% 10.79% 11.19%

Pro Forma Pre-Tax Interest Coverage 2.75 2.85 2.96

Sources: Direct Testimony of David Murray Schedules 18 and 28

Weighted Cost of Capital Using 
Common Equity Return of: Before Tax ROE

Commission Staff Witness David Murray

The Empire District Electric Company

Corrected Pro Forma Pre-Tax Interest Coverage

aosburn
Rebuttal Schedule DAM - 7



Line 
No. Assumptions Source

1 Total Equity Ratio 49.49% Allen Schedule TA-1
2 Embedded Cost of Equity 9.29% Allen Direct page 22 Lines 4-6
3 Weighted Cost of Equity 4.60% Line 1 * Line 2

4 Long Term Debt Ratio 43.99% Allen Schedule TA-1
5 Trust Preferred Securities Ratio 6.52% Allen Schedule TA-1
6 Total Debt Ratio 50.51%

7 Rate Base $602,830,619 Schedule BAM RD DIR-2.1 Line 16

Calculation of Funds From Operations

8 Net Income from Continuing Operations $27,715,867 Rate Base * Weighted Cost of Equity
9 Depreciation and Amortization $24,317,880 Schedule BAM RD DIR-2.1 Line 2

10 Deferred Income Taxes $5,513,557 Staff Accounting Schedule 9 Line 42

11 Total Funds From Operations $57,547,304 Sum of Lines 8-10

12 Allocated Debt $304,489,745.66 Rate Base * Debt Ratio

13 Ratio of Funds From Operations/ Total Debt 18.90%

The Empire District Electric Company

Office of Public Counsel Witness Travis Allen

Calculation of Funds from Operations / Total Debt 
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Line 
No. Assumptions Source

1 Long Term Debt Ratio 43.99% Allen Schedule TA-1
2 Trust Preferred Securities Ratio 6.52% Allen Schedule TA-1
3 Funds from Operations $57,547,304 Rebuttal Schedule DAM - 8

4 Embedded Cost of Long Term Debt 7.23% Allen Schedule TA-3
5 Embedded Cost of Trust Preferred Securities 8.83% Allen Schedule TA-2
6 Weighted Cost of Interest Obligations 3.76% (Line 1 * Line 4) +(Line 2 * Line 5)
7 Rate Base $602,830,619 Schedule BAM RD DIR-2.1 Line 16
8 Interest Expense $22,644,661 Rate Base * Weighted Cost of Interest Obligations

9 FFO/ Interest Expense 2.54

The Empire District Electric Company

Office of Public Counsel Witness Travis Allen

Calculation of Funds from Operations / Interest Coverage
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Travis Allen's DCF 

Company 2004E 2005E 07-09E
Using "Sustainable" 

Growth

American Electric Power 11.50% 11.00% 11.00% 10.18%
Cent. Vermont Public Service 9.00% 9.00% 9.50% 9.20%
Cleco Corporation 12.00% 12.50% 12.00% 10.35%
Duquesne Light 14.00% 15.00% 16.00% 11.68%
FirstEnergy 10.00% 10.00% 11.50% 10.27%
FPL Group, Inc. 12.50% 11.50% 10.50% 10.72%
Green Mountain Power 10.50% 10.50% 10.50% 9.24%
Hawaiian Electric 9.00% 11.00% 10.50% 8.00%
Idacorp, Inc. 8.50% 8.50% 8.00% 7.91%
Pinnacle West 8.00% 10.00% 10.00% 8.57%
Progress Energy 11.00% 11.00% 9.00% 8.88%
Southern Co. 14.50% 14.00% 13.50% 9.99%
UIL Holdings 7.50% 8.00% 8.50% 7.14%

Average 10.62% 10.92% 10.81% 9.39%

Source:
   Direct Testimony of Mr. Allen (Schedule TA-9 pages 2 through 15 and Schedule TA-11)
   

Travis Allen's Assumed ROE

The Empire District Electric Company

Comparison of Equity Returns Used to Calculate "Sustainable" Discounted Cash Flow

Office of Public Counsel Witness Travis Allen
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Risk Equity Adjusted Cost

Free Risk Equity Risk Size of

Company Return Beta Premium Premium Premium Equity

The Empire District Electric Company 4.89% 0.65 7.20% 4.68% 1.70% 11.27%

American Electric Power 4.89% 1.10 7.20% 7.92% 0.00% 12.81%
Cent. Vermont Public Service 4.89% 0.50 7.20% 3.60% 4.01% 12.50%
Cleco Corporation 4.89% 1.05 7.20% 7.56% 1.70% 14.15%
Duquesne Light 4.89% 0.75 7.20% 5.40% 0.91% 11.20%
FirstEnergy 4.89% 0.75 7.20% 5.40% 0.00% 10.29%
FPL Group, Inc. 4.89% 0.70 7.20% 5.04% 0.00% 9.93%
Green Mountain Power 4.89% 0.65 7.20% 4.68% 4.01% 13.58%
Hawaiian Electric 4.89% 0.65 7.20% 4.68% 0.91% 10.48%
Idacorp, Inc. 4.89% 0.85 7.20% 6.12% 1.70% 12.71%
Pinnacle West 4.89% 0.80 7.20% 5.76% 0.91% 11.56%
Progress Energy 4.89% 0.85 7.20% 6.12% 0.00% 11.01%
Southern Co. 4.89% 0.65 7.20% 4.68% 0.00% 9.57%
UIL Holdings 4.89% 0.80 7.20% 5.76% 1.70% 12.35%

Comparable Companies' Average 4.89% 0.78 7.20% 5.59% 1.22% 11.70%

Sources :
Value Line Investment Survey
Schedule DAM - R5
Federal Reserve Statistical Release

Office of Public Counsel Witness Travis Allen's Proxy

 Size - Adjusted Capital Asset Pricing Model

The Empire District Electric Company
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