
MEMORANDUM 
 
TO:  Missouri Public Service Commission Official Case File 

Case No. EF-2010-0178, Kansas City Power and Light Company 
 

FROM: David Murray, Financial Analysis Department 
   
  /s/ David Murray 02/24/10          /s/ Eric Dearmont 2/24/2010 
                     

Project Coordinator / Date         Staff Counsel’s Office / Date 
 
SUBJECT: Staff Recommendation for conditional approval of the Application of 

Kansas City Power & Light Company (“Company,” “Applicant,” or “KCP&L”), for 
authority to issue and sell of up to $650,000,000 principal amount of debt securities 
through December 31, 2011.  Applicant also requests authority to enter into interest 
rate hedging instruments in conjunction with the debt securities to be issued under 
the requested authorization.   

 
DATE:  February 24, 2010 
 
1. (a) Type of Issue:  Senior or subordinated debt and either unsecured or secured debt. If 

secured debt, this debt will be issued under the Applicant’s existing general 
mortgage indentures.  See Paragraph 13 in the Application for additional details.   

 
(b) Amount:  Up to $450,000,000. 

 
(c) Rate:  Interest rates on the debt securities, represented by either (i) the coupon on 

fixed rate debt securities or (ii) the initial rate on any variable or remarketed debt 
securities, will not exceed nine percent (9%). 

 
(d) Other Provisions:  The terms of maturity for the various series of indebtedness will 

range from one (1) year to forty (40) years. 
 
2. Proposed Date of Transaction: Anytime after the date of Commission authorization and 

until December 31, 2011.    
 
3. (a) Statement of Purpose of the Issue:  The Application states the funds will be used to 

“meet the new financing and refinancing requirements outlined in Exhibit 6, 
(including the flexibility to fund additional potential capital requirements consisting 
of potential wind generation, additional environmental upgrades, and a strategic 
transmission line as outlined in Exhibit 5)...”    

 
(b) From a financial perspective, does Staff deem this Statement of Purpose of the 

Issue reasonable? 
 

Yes     X           No  ____ 

NP 
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4. Copies of executed instruments defining terms of the proposed securities: 
 

       (a) If such instruments have been previously filed with the Commission, a 
reference to the Case Number in which the instruments were furnished. 

 
  X   (b) If such instruments have not been executed at the time of filing, a statement 

of the general terms and conditions to be contained in the instruments, which 
are proposed to be executed. 

 
       (c) If no such instruments are either executed or to be executed, a statement of 

how the securities are to be sold. 
 
5. Certified copy of resolution of the directors of applicant, or other legal documents 

authorizing the issuance of the securities reviewed: 
 

Yes     X   No  ____ 
 
6. Pro-forma Balance Sheet and Income Statement reviewed: 
 

Yes     X   No  ____ 
 
7. Capital expenditure schedule reviewed: 
 

Yes      X   No  ____ 
 
8. Journal entries required to be filed by the Company to allow for the Fee Schedule to be 

applied: 
 

Yes     X    No  ____ 
 

9. Recommendation of the Staff: 
 

          Grant by session order (see Comments) 
 

   X    Conditional approval granted pending receipt of definite terms of issuance 
(see Comments) 

 
        Require additional and/or revised data before approval can be granted 

(see Comments) 
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        Formal hearing required (see Comments) 
 

        Recommend dismissal (see Comments) 
 
 
COMMENTS: 
 
KCP&L, headquartered in Kansas City, Missouri, is an integrated, regulated electric utility that 
engages in the generation, transmission, distribution and sale of electricity.  KCP&L serves 
approximately 509,000 customers located in western Missouri and eastern Kansas.  Customers 
include approximately 449,000 residences, 58,000 commercial firms, and 2,000 industrials, 
municipalities and other electric utilities.1     
 
On December 8, 2009, KCP&L filed an Application with the Missouri Public Service Commission 
(Commission) requesting approval for authority to issue debt securities in an aggregate principal 
amount of $650,000,000 as either unsecured or secured indebtedness under indentures previously 
filed with the Commission.  KCP&L states in Paragraph 12 of its Application: 
 

The debt securities will have maturities of one year to 40 years and will be issued by 
the Applicant or through agents or underwriters for the Applicant in multiple 
offerings of differing amounts with different interest rates (including variable interest 
rates) and other negotiated terms and conditions.  Interest rates on the debt securities, 
represented by either (i) the coupon on fixed rate debt securities or (ii) the initial rate 
on any variable debt securities, will not exceed (9%). 
 

Regarding the use of requested funds raised through the requested debt authority, KCP&L further 
states the following in Paragraph 11 of its Application: 
 
 To meet the new financing and refinancing requirements outlined in Exhibit 6, 

(including the flexibility to fund additional potential capital requirements consisting 
of potential wind generation, additional environmental upgrades, and a strategic 
transmission line as outlined in Exhibit 5), Applicant seeks authority to issue up to 
$650 million principal amount of debt securities through December 31, 2011, and to 
enter into interest rate hedging instruments in connection with such securities. 

 

                                                 
1 Great Plains Energy 2008 SEC Form 10-K Filing.  
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Exhibit 5 attached to the Application shows KCP&L’s projected capital expenditures for 2010 
through 2011 are approximately **   

  
 **   

Exhibit 6 attached to the Application also shows that KCP&L anticipates refinancing 
**    **.  If this **     ** is 
netted out of the $650 million of debt financing requested in the Application, then KCP&L’s 
requested net new proceeds is approximately **      ** for projected and potential 
capital expenditures.   
 
A.  Projected External Capital Needs Analysis 
 
In determining the amount of external capital needed, the Company must also assess the amount of 
internal capital it may have available for these anticipated capital needs.    Staff estimated the 
amount of internal capital KCP&L projects to have available for its anticipated and potential capital 
expenditures through 2011.    Although Staff believes it is important to evaluate the reasonableness 
of the amount of financing authority requested in any utility company’s financing application, in this 
case Staff is comforted by the fact that Great Plains Energy (GPE) is no longer a holding company 
with significant non-regulated operations (Strategic Energy).  In addition, GPE’s other subsidiary, 
KCP&L Greater Missouri Operations (GMO), holds the former Aquila, Inc. Missouri regulated 
electric utility operations, consequently easing Staff’s concerns about the possible use of funds 
raised at KCP&L to support GPE’s non-regulated operations either directly or indirectly.    
However, because it is possible that GPE may invest in non-regulated operations during the period 
of KCP&L’s financing authority, to the extent that such non-regulated investments may potentially 
impact KCP&L’s credit quality and resulting credit ratings, Staff is recommending that KCP&L be 
ordered by the Commission to notify Staff of such intent and provide a status report to the 
Commission regarding the amount of financing used under this authority and the intended use of any 
remaining authorized funds.     
 
Although KCP&L is legally required to request Commission authority to issue any security other 
than short-term debt, this is not the case for GPE and GMO.  Although it is typical for the 
Commission to not have authority over a holding company’s financing activities, this is not typical 
in the case of subsidiaries that own regulated operations in Missouri (i.e. GMO).  Because GMO is a 
Delaware corporation, it is only required to request Commission financing authority to the extent 
that GMO wishes to use its Missouri utility assets as collateral for debt financing, i.e. secured debt.  
As an aside, considering that at least S&P evaluates KCP&L’s and GMO’s corporate credit quality 
based on the consolidated credit quality of their parent company, GPE, Staff believes it would be 
irresponsible to give the Commission any sense of security that the Staff can recommend conditions 
in the context of this finance case that would safeguard KCP&L’s credit rating.    Although 
reconciling the fact that GPE’s two regulated subsidiaries have different levels of regulatory 
oversight is beyond the scope of this recommendation, Staff considered this inconsistency in  

NP 

____________________________________________
______________________________________________________________________
__________________________________________________________________

________________________________________ ________

________
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evaluating the reasonableness of the proposed financing.  Although Staff evaluated KCP&L’s 
estimated capital expenditure needs for purposes of determining whether the requested amount of 
financing authority was appropriate, Staff chose to give more weight to the anticipated impact of the 
proposed financing on GPE’s consolidated financial ratios rather than that of KCP&L’s stand-alone 
financial ratios.   
 
In measuring the reasonableness of the Company’s requested amount of debt financing authority, 
Staff relied on projected financial information provided by KCP&L to estimate the amount of 
internal capital KCP&L should have available for anticipated capital expenditures.  According to 
KCP&L’s projected financial statements provided in response to Staff Data Request No. 3, KCP&L 
should generate approximately **    ** of internally generated capital during 2010 and 
2011 before the payment of dividends to the parent company (to pay dividends to GPE shareholders 
and fund interest expense for GPE debt) and any funds needed to reduce the amount of short-term 
debt outstanding (assuming the short-term debt outstanding was not used to initially fund the 
projected capital expenditures shown in Exhibit 5).  According to information provided by KCP&L, 
the amount of funds needed to pay dividends to the holding company is approximately 
**   ** for the period 2010 through 2011.  This results in **    ** of 
internally generated capital available for investment.  Adding this amount to the net 
**    ** of the requested debt proceeds would result in a total amount of capital of 
**   **, equal  to the projected and anticipated capital expenditure amount of 
approximately **  **.  Although not factored into Staff’s estimate of total capital 
needed, it is Staff’s understanding that KCP&L may generate additional capital through the sale of 
**    **, which would reduce its total capital needs by the 
same amount.  However, KCP&L also represented to Staff that it had approximately 
**     ** that would reduce the 
amount of internal capital available for capital investment.  Subtracting the proceeds from the sale of 
equipment from the short-term debt outstanding results in a reduction of internally generated funds 
available by approximately **      **, which would imply KCP&L will face a shortfall 
of capital if it executes on all of its “projected” and “potential” capital projects.                      
 
Of the total estimated capital needs, approximately **    ** would be from retained 
earnings, i.e. internal equity, which when added to the requested external debt for capital 
expenditures, approximates a 27 percent equity investment for purposes of additional capital 
investment.  If KCP&L receives **   

  **, then this would decrease the amount of debt capital needed.  Assuming KCP&L 
substituted the proceeds from the above-referenced sale for the amount of debt capital requested; this 
would result in an approximate 45 percent equity investment in the projected capital expenditures.    
   
 

NP

________

________________

________
________

________

____________________________

________________________________________________

________

________

__________________________________________
______
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B.  Financial Ratio Analysis 
 
Considering that KCP&L is proposing to use more debt than equity for its total capital needs, it is 
important to evaluate the impact of the requested financing authority on both KCP&L’s and GPE’s 
financial ratios to provide an assessment of the possible impact this additional financial risk may 
have on KCP&L’s credit quality.  However, as Staff indicated previously, Staff’s analysis gives 
more weight to the proposed financing’s impact on GPE rather than KCP&L, which is consistent 
with Standard & Poor’s (“S&P”) approach for assigning corporate credit ratings.     
 
KCP&L provided Staff with actual and pro-forma financial statements for both KCP&L and GPE 
that show the impact the proposed financing may have on several key financial ratios commonly 
used by rating agencies to assess credit risk.  It should be emphasized that the pro-forma adjustments 
assume that KCP&L issues all of the requested financing immediately, which is an unlikely 
scenario. In fact, because Staff realized that this scenario does not reflect the reality of how KCP&L 
would likely issue this debt, Staff also requested that KCP&L provide projected financial statements 
for 2010 and 2011 showing the expected scenario of the timing and the amount of debt to be issued 
through 2011.  The scenario that assumes that KCP&L issues the entire $650 million of debt at one 
time was applied to KCP&L’s and GPE’s actual September 30, 2009 financial statements.  This 
scenario is provided to show the possible impact on KCP&L and GPE if KCP&L issued all of the 
debt as soon as it received Commission authority.   
 
Staff reviewed the pro-forma impact on the following ratios:  funds from operations (FFO) interest 
coverage ratio, FFO to total debt ratio, debt-to-capital ratio and the debt-to-earnings before interest, 
taxes and amortization (Debt/EBITDA) ratio.  Although S&P had historically published benchmarks 
specific to the utility industry for the first three of these, they no longer publish benchmark ratios 
specific to the utility industry.  Although S&P no longer publishes these benchmarks, the ratios still 
appear to be a prominent aspect of their credit quality analysis due the fact that these ratios are 
specifically addressed in company-specific research reports.  Although S&P no longer publishes 
benchmarks specific to the utility industry, they do provide benchmarks for evaluating general 
corporate credit quality.  These benchmarks were published in a May 27, 2009 S&P report (see 
Schedule 1). Staff used these benchmarks along with peer group ratios provided by S&P in a 
March 19, 2009 credit rating report on GPE (Schedule 2) to evaluate the possible impact of 
KCP&L’s proposed financing on its credit quality.     
 
Before evaluating the pro-forma impact of the proposed financing, it is important to assess the 
current actual financial ratios as of the date of the financial statements KCP&L provided with its 
Application (see the first column of Schedules 3 and 4).  According to S&P’s benchmarks for FFO 
to total debt, debt-to-capital and Debt/EBITDA, KCP&L is considered to have “Aggressive” 
financial risk.  Based on these same benchmarks, two out of the three of GPE’s ratios are in the 
range for a company categorized as “Highly Leveraged” (more financial risk than “Aggressive”).  
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Both KCP&L’s and GPE’s FFO interest coverage ratios also indicate higher financial risk than their 
peers.   
 
Considering that both KCP&L’s and  GPE’s financial risk is already fairly high when comparing 
their ratios to published benchmarks and that of peer companies, the introduction of additional debt 
without a corresponding increase in expected cash flow is only going to cause these financial ratios 
to become more strained.  Assuming KCP&L issued the entire $650 million of long term-debt as of 
September 30, 2009, the financing would cause KCP&L’s financial ratios to be more consistent with 
that of a “Highly Leveraged” company (see the second column of Schedule 3).  GPE’s two financial 
ratios that were already “Highly Leveraged” would just be more so, but GPE’s total-debt-to-total 
capital ratio would still be considered “Aggressive” (see the second Column of Schedule 3).   While 
the pro-forma adjustments show a larger relative impact on KCP&L’s stand-alone financial ratios, 
because KCP&L is part of a portfolio of GPE’s assets, Staff believes these ratios are more relevant 
for assessing the impact of the proposed financing.  However, Staff caveats its analysis with one 
very important consideration - because as discussed previously the Commission has no authority 
over GMO’s or GPE’s financings, unless secured with Missouri utility assets, an analysis limited to 
KCP&L’s proposed debt financing does not control for the other variables that may impact GPE’s 
consolidated ratios.    
 
Based on Staff’s consideration of the pro-forma impacts of a “front-loaded” assumption that KCP&L 
issued **    ** of debt immediately upon receiving Commission authority, this would 
place a tremendous amount of strain on GPE’s and KCP&L’s “BBB” S&P credit rating.  However, it 
is Staff’s understanding that KCP&L does not intend to issue any debt until 2011 and its current 
plans are to issue a total of **    ** of debt with **      ** to refinance 
existing debt, for net additional debt of **    **.  The last two columns of Schedules 3 
and 4 show the projected ratios for both KCP&L and GPE, respectively under the most likely 
scenario.  Although these ratios are still indicative of a company with an “Aggressive” financial risk 
profile, they are anticipated to be much less strained than the “front-loaded” scenario.       
 
C. Recommendation 
 
Based on the assumption that KCP&L issued all of the requested debt authority immediately after 
receiving Commission authority, Staff would not recommend approval of the requested financing.  
However, it is Staff’s understanding that this is not KCP&L’s intent.  Based on projected financial 
statements provided by KCP&L in response to Staff Data Request No. 3, KCP&L does not plan to 
issue any long-term debt until 2011.  After Staff communicated to KCP&L that Staff planned on 
recommending conditional approval of KCP&L’s requested financing authority to address Staff’s 
concerns about recommending an additional $200 million of debt authority for “potential” projects, 
KCP&L communicated to Staff its preference to reduce the financing authority by $200 million and 
to file another finance case should it determine additional financing authority to be necessary in the 
future.  Consequently, for the reasons contained above, Staff is recommending that the amount of  

NP

________

________ ________
________
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debt financing authority issued to KCP&L by the Commission in this case be limited to $450 million 
rather than the $650 million originally requested.     
 
The proposed reduced amount of debt authority would cause all of the previously mentioned credit 
ratios to be more favorable in terms of improved credit quality.  Please see Schedules 5 and 6 for an 
assessment of the pro-forma impact of issuing $450 million of debt rather than $650 million.  
Regardless, as Staff mentioned before, the Commission does not have the authority to restrict the 
amount of unsecured debt that GPE and GMO can issue.  Staff expects GPE to manage its financial 
risk in a prudent manner as to not cause it to lose its investment grade credit rating.  If GPE does not 
manage the financial risk of its consolidated operations in a prudent manner, then any additional 
costs caused by these actions can be excluded in the future through rate making.  However, this 
would not eliminate problems associated with being less creditworthy.   
 
Staff does believe that to the extent KCP&L determines it is favorable to pledge the assets of the 
KCP&L system to secure debt, their should be some consideration given for KCP&L’s decision to 
do so.  Staff proposes that the Commission limit the use of secured debt to amounts that can be tied 
directly to KCP&L capital improvement projects or refinancing of existing long-term debt.  
Therefore, Staff recommends that the Commission limit the amount of secured debt KCP&L can 
issue to an amount not to exceed net additions to plant in service and construction work in progress 
to the extent this will be added to plant in service or the refinancing of existing long-term debt.  
 
 
RECOMMENDED CONDITIONS: 
 
Staff recommends that the Commission approve the Application submitted by KCP&L in this case 
subject to the following conditions: 
 

1. That nothing in the Commission’s order shall be considered a finding by the 
Commission of the value of this transaction for rate making purposes, and that the 
Commission reserves the right to consider the rate making treatment to be afforded 
the financing transaction and its impact on cost of capital, in any future proceeding; 

 
2. That the Company shall file with the Commission within ten (10) days of the 

issuance of any financing authorized pursuant to a Commission order in this 
proceeding, a report including the amount of secured indebtedness issued, date of 
issuance, interest rate (initial rate if variable), maturity date, redemption schedules 
or special terms, if any, use of proceeds, estimated expenses, and loan or indenture 
agreement concerning each issuance;  
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3. That the interest rate for any debt issuance covered by the Application is not to 
exceed the greater of (i) 9 percent or (ii) a rate that is consistent with similar 
securities of comparable credit quality and maturities issued by other issuers; 

 
4. That the Company shall file with the Commission any information concerning 

communication with credit rating agencies concerning this issuance; 
 
5. That the Company shall file with the Commission as a non-case related 

submission any credit rating agency reports published on KCP&L’s or GPE’s 
corporate credit quality or the credit quality of its securities;   

 
6. That any secured debt issued under this authority shall not exceed net additions to 

plant in service or construction work in progress not yet reflected in plant in service 
over the period of the authority or for the refinancing of existing long-term debt. 

 
7. That the amount authorized under the Commission’s Order is $450 million rather 

than the $650 million requested. 
 
8. That to the extent that any non-regulated investments made by KCP&L or GPE and 

affiliated companies may potentially impact KCP&L’s credit quality and resulting 
credit ratings, KCP&L shall notify Staff of such possibility and provide a status 
report to the Commission regarding the amount of financing used under this 
authority and the intended use of any remaining authorized funds. 
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HIGHLY CONFIDENTIAL 
 
 

IN ITS ENTIRETY 



SCHEDULE 4 
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SCHEDULE 5 
 
 

HAS BEEN DEEMED 
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