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 Raccoon Creek Utility Operating Company, Inc. 
 Table of Contents 

to the Supporting Schedules 
 of Dylan W. D’Ascendis, CRRA, CVA 

 
 
  Sub-Schedule 
 
Summary of Cost of Capital and Fair Rate of Return DWD-1 
 
Financial and Size Risk Adjustments to the Authorized 
 Return on Equity in Case No. WR-2015-0301 DWD-2 
 
Financial Risk Adjustment to Staff’s Recommended 
 Cost of Common Equity DWD-3 
 



Type	Of	Capital Ratios	(1) Cost	Rate
Weighted	
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)
(2) From	page	2	of	this	Schedule.

Company	provided.

Based	upon	the	Target	Capital	Structure	at	December	31,	2016

Raccoon	Creek	Utility	Operating	Company,	Inc.
Summary	of	Cost	of	Capital	and	Fair	Rate	of	Return

Schedule DWD-01 
Sub-Schedule DWD-1 

Page 1 of 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)

(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.

Raccoon Creek Utility Operating Company, Inc.
Summary of Recommended Return on Common Equity ("ROE")

Approach 1 Approach 2

Authorized ROE for Missouri American Water in 
Case No. WR-2015-0301.

Schedule DWD-01 
Sub-Schedule DWD-1 
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[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% (7)
Weighted Average Cost of Capital 13.93% 14.91%

Indicated Financial Risk Adjustment 3.745%

Notes:  (1)

(2) Column [B] * Column [C].
(3) Actual cost of long-term debt of Raccoon Creek.
(4) Midpoint of range of authorized returns in Case No. WR-2015-0301.
(5)

(6) Raccoon actual capital structure at the end of the test year.
(7)

(8) Pre-tax weighted overall cost of capital multiplied by (1 - effective tax rate).  2.50% x (1 - 39.06%) = 1.52%
(9)

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%.

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%.

Company Cost of Capital Calculation

Differences in Leverage
and Weighted Average Cost of Capital

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).

Indicated Return on Common Equity based on

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.

Schedule DWD-01 
Sub-Schedule DWD-2 
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[A] [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%

Notes:  (1)
(2) Column [B] * Column [C].
(3) Actual cost of long-term debt of Raccoon Creek.
(4) Staff recommended cost of common equity in this case.
(5)

(6) Raccoon actual capital structure at the end of the test year.
(7)

(8) Pre-tax weighted overall cost of capital multiplied by (1 - effective tax rate).  3.09% x (1 - 39.06%) = 1.88%
(9)

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).

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%.

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%.

Company Cost of Capital Calculation
Indicated Return on Common Equity based on

Differences in Leverage
and Weighted Average Cost of Capital

Staff recommended capital structure in this case.

Schedule DWD-01 
Sub-Schedule DWD-3




