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Raccoon Creek Utility Operating Company, Inc.
Summary of Cost of Capital and Fair Rate of Return
Based upon the Target Capital Structure at December 31, 2016

Weighted
Type Of Capital Ratios (1) Cost Rate Cost Rate
Long-Term Debt 88.60% 14.00% (1) 12.40%
Common Equity 11.40% 15.75% (2) 1.80%
Total 100.00% 14.20%

Notes:

(1) Company provided.
(2) From page 2 of this Schedule.
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Raccoon Creek Utility Operating Company, Inc.
Summary of Recommended Return on Common Equity ("ROE")
Approach 1 Approach 2
Starting Rate of Return on Common Equity 9.625% (1) 12.15% (2)
Financial Risk Adjustment 3.745% (3) 4.34% (4)
Size Adjustment 1.64% (5) NA
Financial and Size Adjusted ROE 15.01% 16.49%

Recommended Cost of Common Equity 15.75%

Notes:
(1) Authorized ROE for Missouri American Water in
Case No. WR-2015-0301.
(2) Staff recommended ROE.
(3) From page 1 of Sub-Schedule DWD-3.
(4) From Sub-Schedule DWD-4.
(5) From page 2 of Sub-Schedule DWD-3.
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Company Cost of Capital Calculation
Indicated Return on Common Equity based on
Differences in Leverage
and Weighted Average Cost of Capital
[A] (B] [C] (D] [E]
Pre-Tax
Weighted Weighted
Description Weight (%) (1) Cost Cost (2) Cost
ROE Applicable to Missouri American Water's Capital Structure
Long-Term Debt 49.53% 14.00% (3) 6.93% 6.93%
Equity 50.47% 9.625% (4) 4.86% 7.98% (5)
Weighted Average Cost of Capital 11.79% 14.91%
Pre-Tax
Weighted Weighted
Weight (%) (6) Cost Cost (2) Cost
ROE Applicable to Raccoon Creek Capital Structure
Long-Term Debt 88.60% 14.00% (3) 12.40% 12.40%
Common Equity 11.40% 13.37% (9) 1.52% (8) 2.50% @)
Weighted Average Cost of Capital 13.93% 14.91%

Indicated Financial Risk Adjustment 3.745%

From Missouri American Water Company's 2015 annual report as filed with the Missouri Public Service Commission.
Equity ratio includes 0.12% of preferred equity.

Column [B] * Column [C].

Actual cost of long-term debt of Raccoon Creek.

Midpoint of range of authorized returns in Case No. WR-2015-0301.

Assuming a composite Federal and State income tax rate of 39.06%, the pre-tax weighted cost of common equity
based on the recommended common equity cost rate of 9.625% and average proxy group capital structure is: 7.98%.
7.98% = 4.86%/(1 - 0.3906).

Raccoon actual capital structure at the end of the test year.

Pre-tax weighted cost rate of common equity equals the pre-tax overall weighted cost rate (14.91%) minus the
weighted cost rate of debt (12.40%). 14.91% - 12.40% = 2.50%.

Pre-tax weighted overall cost of capital multiplied by (1 - effective tax rate). 2.50% x (1 - 39.06%) = 1.52%

Weighted cost of common equity calculated as the pre-tax weighted cost of common equity, 1.52%, divided by the
Company's actual equity ratio, 11.40%. 13.37% = 1.52% / 11.40%.



Schedule DWD-01
Sub-Schedule DWD-2

Page 2 of 2

cé.ve.ﬂ wniwa.ld 9Z1S wwmhm>< ﬁmu_n_mu J013s0) 03 9pInh 9707 mm:mr—n_ pue jng ‘uonjeuwriojuy jo 92.Inog
%SE0 %28'T %¥T'T %0%'T %T¥'T wniwa.d sry pajeatpuf
Sz 110 14 4 Sz 4 ST 610 Sz 0S50 dMDY

SZ-¥2 692 81 86L'T 0Z-6T €€6'T 12-02 97§ 0z PIH'T IMVIN
%¥L'S 0€T %8€'S LYT %18'S TLT %LS'S 6L %TI¥9 sias 14
%S0°'S ¥6€ %S9 L0Y %28'¥ €IS %v8Y 802 %82'S 447 14
%18% SLS %6EY SLS %S¥Y S9L %09 82 %16 965 €2
%S9y €SL %6T¥ 8SL %ST¥ +90'T %2ty 8S€ %65 208 44
%¥SH +06 %00'% 586 %T6'E€ 6LET %YTh £9% %9Z¥ 1601 12
%Ity 0TT'T %18'€ 9821 %89°'€ 0081 %ITY 195 %66'€ 90T 0z
%87 TLET %LIE 8SS'T %LY'E €52°C %96°€ 569 %TLE 008T 61
%02 0€9°1 %95°€ L2781 %0€'€ YEL'T %EZ'E 158 %2S'€ 0917 81
%0T'¥ 0881 %YE 002°C %ET'E $0EE %EL'E 186 %¥EE 0S5C LT
%00 S81C %LTE 069'C %66'C 8¥8'c %€9°'E STT'T %1T'E 868C 91
%E6'E £EV'T %8T1°€ 0S0°€ %68'C 987 %9S°€ €92'T %90°€ (£ ST
%98'€ £89'C %80°E L6Y'E %9L'T ¥€6'y %61'€ STH'T %16'C LE8'E ¥1
%8L'E 121°€ %86°C 020% %¥9°C 099°s %IV'E 985T %¥LT 9% €1
%L9E 1L9°€ %88'C 6¥9'Y %0S°T §559 %ZEE ¥6L'T %09°'C 960°S 4
%9S°€ T4%4 %¥LT S85°S %¥ET SS8°L %ITE 190°C %1¥'C 6L09 1T
%9t'€ L96'% %€E9'T €059 %LT'T 09%'6 %0T°E TLET %12 02€'L 01
%9€°€ 958'S %2S°C 099°L %10°C 0TETT %86'C 018C %10°C S¥8'8 6
%62°€ €189 %6€'T 8806 %S8'T 60S€T %98'C £LY'E %€E8'T IH0T 8
%8T°€ 7128 %92°C 8,801 %89'T 6L19T %¥LT SS0% %S9'T YHETT L
%LOE 82001 %IT'T TTH'ET %61 50102 %29'C 9ZL'Y %TH'T 9SH'ST 9
%E6'T €152 %26'T Y6¥'LT %ETT 68992 %S¥'T 0€09 %ZT'T 6%10C S
%SL'T ST09T %99'T 008%2 %660 L88F%E %Y2'T ¥¥2'8 %280 €85'9Z ¥
%¥S'T €26'TC %Y'T 969¥€ %L9°0 69261 %S6'T S60°CT %9%°0 TEY'LE €
%81°C TH'9€ %LT'T €00'61 %0€°0 8S'LY %99'T 19161 %900~ L6909 z
%2S'T 20VCIT %8€°0- 62E9%T %00°T- S€0CTE %880 T¥L9S %0L°T- §76'8LT 1
INdVD 1940 (suorn) INdVD 1940 (suorin) INdVD 1940 (suorn) INdVD 1940 (suorin) INdVD 1940 (suorn) orjopIod

wnwald safes adetony wniwaad [SENY A wniwa.ag DIAIN 98e1aay wnwald anfep wniuwaag anfeA
[e30], 98eI0AY yoog adelaay PN 98eroay

[E3de) J0350) 03 9pMYH 9107 SA[FYJ PUE JJnJ Aq pa[lduio) Se
S)NSaY WJVD 19A0 SWNIWAIJ 3SIY pue 9zI§ £q syjuey o1[0j110d




Notes:

M
@)
®
4
®)

Schedule DWD-01
Sub-Schedule DWD-3

Company Cost of Capital Calculation
Indicated Return on Common Equity based on
Differences in Leverage
and Weighted Average Cost of Capital

(Al [B] [C] [D] (E]
Pre-Tax
Weighted Weighted
Description Weight (%) (1) Cost Cost (2) Cost
ROE Applicable to Staff Recommended Capital Structure
Long-Term Debt 75.00% 14.00% (3) 10.50% 10.50%
Common Equity 25.00% 12.15% (4) 3.04% 4.99% (5)
Weighted Average Cost of Capital 13.54% 15.49%
Pre-Tax
Weighted Weighted
Weight (%) (6) Cost Cost (2) Cost

ROE Applicable to Raccoon Creek Capital Structure

Long-Term Debt 88.60% 14.00% (3) 12.40% 12.40%

Common Equity 11.40% 16.49% (9) 1.88% 8) 3.09% 7)

Weighted Average Cost of Capital 14.28% 15.49%
Indicated Financial Risk Adjustment 4.34%

Staff recommended capital structure in this case.

Column [B] * Column [C].

Actual cost of long-term debt of Raccoon Creek.

Staff recommended cost of common equity in this case.

Assuming a composite Federal and State income tax rate of 39.06%, the pre-tax weighted cost of common equity based
on the recommended common equity cost rate of 12.15% and average proxy group capital structure is: 4.99%. 4.99% =
3.04%/(1 - 0.3906).

Raccoon actual capital structure at the end of the test year.

Pre-tax weighted cost rate of common equity equals the pre-tax overall weighted cost rate (15.49%) minus the weighted
cost rate of debt (12.40%). 15.49% - 12.40% = 3.09%.

Pre-tax weighted overall cost of capital multiplied by (1 - effective tax rate). 3.09% x (1 - 39.06%) = 1.88%

Weighted cost of common equity calculated as the pre-tax weighted cost of common equity, 1.88%, divided by the
Company's actual equity ratio, 11.40%. 16.49% = 1.88% / 11.40%.





