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ADDITIONAL SUPPLEMENTAL DIRECTTESTIMONY

OF

MICHAEL W. CLINE

Case No. EM-2007-0374

1 Q: Are you the same Michael W. Cline who submitted Direct, Supplemental Direct,

2 and Surrebuttal testimony in this proceeding?

3 A: Yes, I am.

4 Q: What is the purpose of your testimony?

5 A: My testimony addresses the current request of Great Plains Energy Incorporated ("Great

6 Plains Energy"), Kansas City Power & Light Company ("KCP&L"), and Aquila, Inc.

7 ("Aquila") (collectively, "Joint Applicants") for treatment of interest costs on Aquila's

8 debt, discusses a change in strategy regarding the refinancing ofAquila's debt, and

9 comments on the credit rating implications ofthe Joint Applicants' proposal in its

10 entirety, i.e., including elements other than interest cost as described in the Additional

11 Supplemental Direct Testimony ofTerry Bassham and Chris Giles.

12 Q: Please summarize the Joint Applicants' current approach to interest costs .

13 A: As indicated in the Additional Supplemental Direct Testimony of Terry Bassham, the

14 Joint Applicants are withdrawing their request for recovery of certain components of

15 Aquila's actual debt interest cost . These include (1) high coupon rates in excess of

16 investment-grade equivalent rates on certain debt issues incurred by Aquila during a

17 period when its credit rating was under pressure due to unsuccessful non-regulated



1

	

activities ; and (2) debt repurchase costs related to the previously-contemplated

2

	

refmancing by Great Plains Energy of most of Aquila's existing debt, as described in my

3

	

Supplemental Direct Testimony in this proceeding .

4

	

Q:

	

Please elaborate on the Joint Applicants' request with respect to high-coupon debt.

5

	

A:

	

As described in my Supplemental Direct Testimony, Great Plains Energy will be

6

	

acquiring all of Aquila's long-term debt, consisting of 15 separate issues totaling about

7

	

$1.037 billion [ , through the proposed merger . Of the total portfolio, nine issues totaling

8

	

about $53 million issued by Aquila were fully allocated to Aquila's Missouri operations

9

	

at their actual coupon rates in Aquila's most recent rate case . Of the remaining Aquila

10

	

debt, a total of about 60% was allocated to Aquila's Missouri operations in varying

11

	

proportions for each ofthe six individual issues . Approximately $600 million ofthis debt

12

	

was allocated at a blended interest rate of 6.78% (compared to an actual weighted

13

	

average interest rate of 12.69%). The blended allocated rate reflected either (a) the actual

14

	

all-in cost if the debt was issued when Aquila was still investment grade; or (b) the

15

	

investment grade equivalent rate at the time ofapportionment ifthe debt was issued when

16

	

Aquila was not investment grade. The two issues that received the treatment in (b)

17

	

included Aquila's $500 million, 14.875% Senior Notes and their $137.3 million, 9.95%

18

	

Senior Notes. The Joint Applicants propose to use the established process for

19

	

apportionments of the remaining debt in future rate cases as Aquila's Missouri rate base

20 increases.

21

	

Q:

	

What happens when the high-coupon debt matures and is refinanced?

' This is $50 million higher than indicated in my earlier testimony (see Cline Supplemental Direct, page 2, line 22),
because Aquila reallocated funds to support necessary capital expenditures .
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A:

	

The Joint Applicants have withdrawn their request with respect to recovery of Aquila's

2

	

actual debt interest based on past commitments made by Aquila with respect to certain

3

	

specific debt issues . Once those issues mature and are refinanced by Aquila, which the

4

	

Joint Applicants expect to be an investment-grade company following the merger, Aquila

5

	

will file for recovery of actual interest costs of the replacement debt, and other debt it

6

	

issues, in rates going forward.

7

	

Q:

	

Please elaborate on the Joint Applicants' request with respect to recovery of debt

8

	

repurchase costs.

9

	

A:

	

Great Plains Energy's initial plan, as described in my Supplemental Direct Testimony in

10

	

this proceeding, was to use a combination of cash remaining from the Black Hills sale

11

	

and new hybrid debt issued by Great Plains Energy to retire all but one of Aquila's

12

	

currently outstanding long-term debt issues, i.e., the $500 million Senior Notes that

13

	

mature in July 2012. As described in my testimony, by deploying this strategy, Aquila

14

	

would have incurred approximately **=** million2 in cost to repurchase the debt, of

15

	

which about **=** million3 would have been recognized in the first five years. The

16

	

Joint Applicants' initial request included this cost in the total actual interest cost they

17

	

sought to recover in rates; however, a re-evaluation ofthe Joint Applicants' position with

18

	

respect to actual interest, as well as the collapse of the hybrid debt market in the last few

19

	

months of 2007, led Great Plains Energy to reconsider the refinancing strategy previously

20

	

articulated. Said another way, Great Plains Energy does not plan to move forward with

21

	

refinancing any of Aquila's existing debt post-closing that would give rise to debt

22

	

repurchase costs for which it would seek recovery from Missouri customers.

2 Cline Supplemental Direct Testimony, page 12, line 14 to page 13, line 3.
3 From response to Praxair Data Request No. 32
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Q:

	

Has Great Plains Energy quantified the impact of not recovering actual debt

2

	

interest on the Aquila debt portfolio under the "no refinancing" assumption you've

3 discussed?

4

	

A:

	

Yes, we have. Schedule MWC-17 (HC) indicates that the difference between actual and

5

	

regulatory debt interest costs, under the "no refinancing" assumption, as well as other

6

	

assumptions regarding projected rate base growth at Aquila and debt apportionment

7

	

methodology, is approximately $120 million over the 2008 -2012 period .

8

	

Q:

	

In your Supplemental Direct Testimony, you discussed the recovery of actual

9

	

interest and the net debt reduction that would have resulted from the refinancing

10

	

strategy you outlined as being key factors in achieving Great Plains Energy's

11

	

objective of attaining an investment grade credit rating for Aquila post-closing .

12

	

With these elements no longer part ofyour proposal, what is the expected impact on

13

	

the credit ratings of Great Plains Energy, KCP&L, and Aquila?

14

	

A:

	

In January 2008, Great Plains Energy asked Standard & Poor's ("S&P") and Moody's to

15

	

evaluate, through their Ratings Evaluation Service ("RES") and Ratings Assessment

16

	

Service ("RAS"), respectively, a regulatory proposal reflecting the revised approach to

17

	

interest described above, along with other components described in the Additional

18

	

Supplemental Direct Testimonies of Terry Bassham and Chris Giles .

	

Copies of our

19

	

presentations to S&P and Moody's are attached as Schedules MWC-18 (HC) and MWC-

20

	

19 (HC), respectively . **

21

22

23

	

*`



"

	

1 -	Q:

	

Does that conclude your testimony?

2

	

A:

	

Yes, it does .
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STATE OF MISSOURI
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COUNTY OF JACKSON )

My commission expires : TA-b .
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AFFIDAVIT OF MICHAEL W. CLINE

ss

Michael W. Cline, being first duly sworn on his oath, states :

1 .

	

Myname is Michael W. Cline . I work in Kansas City, Missouri, and I am

employed by Great Plains Energy Incorporated as Vice President - Treasury and Investor

Relations .

2 .

	

Attached hereto and made a part hereof for all purposes is my Additional

Supplemental Direct Testimony on behalfof Great Plains Energy Incorporated and Kansas City

Power & Light Company consisting of

	

fivu

	

(

	

S ) pages, having been prepared in

written form for introduction into evidence in the above-captioned docket .

3 .

	

Ihave knowledge ofthe matters set forth therein. I hereby swear and affirm that

my answers contained in the attached testimony to the questions therein propounded, including

any attachments thereto, are true and accurate to the best ofmy knowledge, information and

belief.

Michael W. Cline

Subscribed and sworn before me this OE~ly of February, 2008 .

!H - c-' 1, n . 1-y~
Notary Public

"NOTARY SEAL"
Nicole A. Wehry, Notary Public
Jackson County, State of Missouri
My Commission Expires 2/4/2011
Commission Number 07391200

BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF MISSOURI

In the Matter of the Joint Application of Great )
Plains Energy Incorporated, Kansas City Power )
& Light Company, and Aquila, Inc . for Approval ) Case No. EM-
of the Merger of Aquila, Inc . with a Subsidiary of )
Great Plains Energy Incorporated and for Other )
Requested Relief )
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PROPRIETARY INFORMATION
NOT AVAILABLE TO THE PUBLIC



Great Plains Energy
RES - Aqui la Acquisition

Presented to Standard Et Poor's
January 2, 2008

HIGHLY CONFIDENTIAL

Schedule MWC-18



Background
I
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-

" In October 2006 and January 2007, SU completed RES analyses of GPE's
acquisition of Aquila

" Under transaction as proposed, S&P indicated that, with the exception of a
change in outlook from Stable to CW-Negative and a downgrade of KCPL's CP
rating from A-2 to A-3, GXP and KCPL ratings would be unchanged upon
announcement

"S&P followed through on these actions upon transaction announcement in
February 2007

" Since announcement, GXP and ILA have achieved numerous milestones :
" Filed merger cases in MO and KS

"

	

Initial filing in April 2007
"

	

Updated synergies and regulatory "ask" filed in August 2007

" Cleared HSR in August 2007

" Overwhelmingly successful GXP and ILA shareholder votes in October 2007
" FERC approval October 2007
" Separately, BKH has obtained state PUC approval in Iowa (September 2007) and
Nebraska (October 2007)

HIGHLY CONFIDENTIAL
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*Milestones (continued)
" Successful regulatory outcomes for both KCPL and ILA

"

	

ILAMO rate case - May 2007
"

	

KCPL KS rate case - Settled in September 2007 ; approved by the KCC in November 2007

"

	

KCPL MO rate case - December 2007

3



Recent Transaction Developments

"MPSC hearings
" Originally scheduled for December 3 - 14
" Hearings conducted December 3 - 6

" Postponed on December 6

" GXP to provide proposal to parties the week of January 7

"MPSC Chairman Davis recusal
"OPC Motion for Dismissal

HIGHLY CONFIDENTIAL

"

	

New procedural schedule to be filed after GXP review of alternative proposal with
parties



Alternative Proposal

*Seeks to address parties' opposition to initial regulatory "ask" .. . . . . . .
" Recovery of ILA actual interest cost
" Availability of regulatory amortization for ILA
" Synergy sharing
" Transaction and transition costs

" . . . . . . . .in the context of objectives to maintain current credit ratings at GXP
and KCPL and achieve investment grade credit rating for ILA

HIGHLY CONFIDENTIAL
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Credit Considerations-- � IIIIIIIU -

	

,-- -TE-MM,1

"M. Chesser testimony at MPSC hearings highlighted critical importance of
credit quality to GXP / KCPL

" Proposal reflects a positive 2008-2012 pro forma credit profile
" Early (primarily 2008) projected FFO / Debt challenges are temporary and

mitigated by
" Commitment by GXP to issue equity
"

	

Reduced business risk of the entity
" Prudent management of capital expenditure timing

" Significant recovery in 2009 and beyond as regulatory impacts from rate cases
filed in '08, '09, and `10 are realized

" Details of the proposal are contained in the Appendix

HIGHLY CONFIDENTIAL
6



Conclusion
T]NOWAF7 -

" GXP requests that SFIP complete an RES assessment of the impact of this
proposal on the credit ratings of (1) Great Plains Energy; (2) Kansas City
Power Et Light; and (3) Aquila
*Verbal assessment requested by end of day Friday, January 4
*Summary letter requested by end of day Monday, January 7

HIGHLY CONFIDENTIAL
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Regulatory
e Acost of debt recovery and1ROE

Transaction/transition cost
Rate case timing
-

	

rate case effective o
- _)rate case effective o
-

	

rate case effective on
Capital structure

Share issuance

Key Assumptions

e

	

revenue per

	

med frommebased on updated Aquila forecasts

HIGHLY CONFIDENTIAL
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IFebruary2007

Cumulative ratebase

2008E rate case increase of $23 MM

Erpensesl,~W a resutt of change in NFOM .

costs to achieve

,'classifiedas NOL instead of NCL

Accrued liability for legal contingencie4~0111"

Liability management assumptions

Equity issuance

baseline revenue per year assumed from 2009E

Regulatory Assumptions:

Rate case timing

Synergies iIIIIIIIIIII11ma ROE

iwst of debt recovery

Key Changes in Assumptions

Change In EPS

	

Cum. Rate Case as %
2008E

	

2008E

	

201CE

	

2011E

	

of 2000E Revenue

$0.18 80 .14 $0.11

"i

"P w up
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(5 In Whom)

Aquila Rate Case Increase Assumptionsr--_----

	

, . -~ ~

	

--.mar --

	

, --

2007 Aqulla Rate Case (Filed In duly 2006)
Fuel Adjustment Clause
Plant Allocations taI

Total

Projected Rate Cases
Amortization of Transaction Costs
Amortization of Transition Costs

Rate Case
Rate Case

Inflation, Allocations, Other
latan II Power Plant

ate Case
Rate Case

Regulatory Amortization
Cum. Rate Increase Required
% of 2006E Revenue (3)
Rate Increase I (Decrease) per Year

of Prior Year Revenue

Key Regulatory Statistics
Rate Base
Regulatory Equity Ratlo
Actual ROE
Regulatory Cost ofDebt

Note: Aquila pmt-Asset Sale figures based cn Aquila merw pement plan as adjusted by GPE management
(1)

	

Figures adjusted to reflect fN4year Impact of 2007 rate cases for illustrative purpases.
(2)

	

Reflects rate case increase autho&ed on8&17/07 or $13.8MM and f45.2MM far UP and ASS respectively .
(3)

	

200SE Revenues of $828.5 MM, adjusted to reflecth&year impact of1;30.8 MM rateincrease in Mach 2008 .

2007Et') 200SE 2008E 2010E 2011E 2012E

HIGHLY CONFIDENTIAL
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Preliminary Earnings Impact Analysis
Is in millions)

Revenue
GXP ( 1 )
Aquila
Total

EBITDAR)

GXP (r)
Aquila
Total

e/a Growth

Net Income
GXPStandalone (1)

Pro Forma (1 )

Increase I(Decrea))

Average Shares Outstandng
GXP Standalone
Shares Issued In Transaction
Equity Issuances (3 )

Pro Forms AverageShares

2008E 2009E 2010E 2011E 2012E

EPS

	

_
GXP Standalone (')
Pro Forma (4)

Accretlon l (Dilution)

	

9 `
=I Dilution -$

	

_

Source: GXP data per GXP management . Aquia data perAquila numagemenl plan as adluWedby
GXP management.

(1)

	

Proforma for sale of Strategic Energy
(2) E6ITDAInGudmincomereWWlbAFUD_Cequi Exciudeaeaecloftraneactionwdkansdioncosta.
(3)

	

Equity Issuantesassumed 10take plate
(d)

	

Excludes MfefA of eansarllon endtrensibon

	

ProNrma for sale of Strategic Energy.

HIGHLY CONFIDENTIAL
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($ in miuiam)

Selected Credit Statistics .. .
Average Debt I EBITDA
FFO/Debt
FFO / Net Debt
Debt /Capitalization
Net Debt /CaptaszatiOrl
EBITOA /Interest
FFO Interest Coverage

Pro Fonna FFO 1 Net Debt

	

Required Arnordzsdon Based On Net Debt

S&PBenchmarks
FFO / Debt
Debt i Captafizebw
FFO Interest Coverage

Preliminary Pro Forma Credit Impact

PE

	

ProFomvs
2008E 2009E 2010E 3011E 2012E 2008E 2000E 2010E 4011E 2012E

-BBB Rating -	BBB Rating
Business Position 6

	

Bus'vtew Poadion 7

Naree : GPE Nalelm per GPE marpemera.Re krme sbuetb Eaaad mGPE meneaemarp panandAgalb mepypnwrt plan uaajuusd MGMmeneewnrrt.

(1) Prefame aeMe d abalsgk Emrpy.

Ragweed Equ'

	

leeeear» Basedm Net Debt

'M W



KCPUAquila perspective
(5 in milions)

NFOM Savings
Offset

Retained

Cumulative

Customer perspective
($ In millions)

Synergies and Customer Look

200SE 2009E 2010E 2011E 2012E 2013E

Net Retained

Transaction costs

Transition costs
Retained

Cumulative

HIGHLY CONFIDENTIAL
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w _ .

Share Issuances-- ,
n Incremental shares issued i

	

)

n Share price otulassumed

($ in mlulons)

Share issuances
GXP standalone
Equity / Adjustments
Total

2008E 2009E 2010E 2011E 2012E

HIGHLY CONFIDENTIAL
15
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Preliminary Income Statement
(f inmii1luns,exmptpersham data)

	

2008E

	

2009E

	

2010E

	

2011E

	

2012E

EBITDA('(
GXP
Aquila
EBITDA

Depreciation and Amortization

Operating Income (EBIT)

Equity Earnings
Other
AFUDC Equity- GXP
AFUDC Equity= Aquila-_
Total Other Income

Interest Income
Amortization of Debt Write-Up
AFUDC Debt -GXP
AFUDC Debt -Aquila
Interest Expense -GXP
Interest tense -Aquila
Total Net Interest Expense

Pretax Income
Income Tax Benefit / Taxes
Effective Blended Tax Rate

Net Income (Loss) from Continuing Operations
Mark-to-Market and Unusual Items
Preferred Stock Dividends
Pro Forma NetIncome (Loss) Available for Common 9111111111111111.

HIGHLY CONFIDENTIAL

Source: GXP date and retained synergies per GXP Management . Aquila date per Aquila Managemerrt Plan, as adjusted by GXP Management .
(1)

	

EBITDAexcludes inwmerelated toequityAFUDC .

Average Shares

Pro Forma Net Earnings (Loss) per Common Share

	

i

	

"M

	

1110"k
Growth

	

16.7%

	

i

	

2.We

17



1$ in Whom)
Cash &Equivalents
Restricted Cash
Accounts Receivable
Inventory
Prepaid Pension
Other Current Assets
Total Current Assets

Gross PP&E
Accumulated Depreciation
Net PP&E

Price Risk ManagementAssets
Capitalized Restructuring Costs
Capitalized Financing Fees
Goodwill
Other Assets
Total Assets

Accounts Payable
Accrued Expenses & Liabilities
Other Current Liabilities
Total Current Liabilities

Existing GXP Debt
Aquila Debt Write-up
Acquisition Debt
Aquila Revolver Debt
Aquila Long Term Debt
Total Debt

Deferred Tax Liabilities
Price Risk Management Liabilities
Deferred Credits and Outer Liabilities
Total Liabilities

Preferred Stock
Stoddaolders' Equity.
Total Liabilities& Shareholders' Equity

Preliminary Balance Sheet

Swrra: GXP data and retained synergies per GXP Management.Aqula data per Aquila Management Plan, asOusted by GXP Managerial,

HIGHLY CONFIDENTIAL
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2008E

	

2009E

	

2010E

	

2011E - 2012E
Funds from Operating Activities
Net Income
Depredation and Amortization
Amortization ofDebt Wdte-Up
Amortization ofRestructuring Costs
Amortization of Financing Fees
Loss from Equity Investments
Deferred Taxes
AFUDC Equity - GXP
AFUDC Equity -Aquila
Changes In Other LT Assets and LT Liabilities
Change in Working Capital
Cash Flow from Operating Activities

Funds from Investing Activities
GXPCepex
Aquila Capex
AFUDC Debt- GXP
AFUDC Debt -Aquila
Asset Sales
Cash Flowfrom Investing Acdvltles

Free Cash Flow (FCF)

Funds from Financing Activities
Additional Borrowings / (Mandatory RepaymentsY.
GXP Debt
Aquila Debt

Total Optional Debt Repayments :
GXP Debt
Aquila Debt

Preferred Stock Dividends
Common Stock Dividends
Equity Issuances / (Repurchases)-__ _. . . _ .
Cash Flowfrom Financing Activities

Net Cash Flow

Preliminary Cash Flow Statement

Souse: GXPdaisend retained synergles Pa GXP tlenevemam. AgWa date per Aquila lumepemerltPlan. as adjusted by GXP ~larmpemAid,

HIGHLY CONFIDENTIAL
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`Standalone Aquila Financials
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Preliminary Income Statement
-EMMENW] ~-, _ ,

($ in milGOns)

	

2009E

	

2009E

	

2010E

	

2011E

	

2012E

EBITDA- Inc/ Regulatory Amortization
Depreciation &Amortization
Operating Income (EBIT)

AFUDC - Equity

Interest Income
Interest Expense
AFUDC - Debt
Net Interest Expense

Pretax Income
Income Tax Benefit / Taxes
NetIncome (Loss)
Net Income (Loss) Excluding Transition Costs

HIGHLY CONFIDENTIAL
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2008E

	

2009E

	

2010E

	

2011E

	

2012E
Cash & Equivalents
Restricted Cash
Accounts Receivable
Inventory
Prepaid Pension
Other Current Assets
Total Current Assets

Gross PP&E
Accumulated_ Depredation
Net PP&E

Price Risk Management Assets
Restructuring costs
Goodwill
Other Assets
Total Assets

Accounts Payable
Accrued Expenses & Liabilities
Other Current Liabilities
Total Current Liabilities

Revolver Debt
Long Term Debt
Total Debt

Deferred Tax Liabilities
OTA - Restructuring Costs
Price Risk Management Liabilities
Long-term Gas Contracts
Deferred Credits and -Other. Liabilities
Total Liabilities
$tockholdes' Equity

Total Liabilities & Shareholders' Equity

Preliminary Balance Sheet-.

	

- -; -

HIGHLY CONFIDENTIAL
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Preliminary Cash Flow Statement

($ h M11ipiy(

Fundsfrom Operating Activities
Net Income
Depreciation
Amortization of Restructuring Costs
Deferred Taxes - Restructuring costs
Deferred Taxes - NOL Utilization
Deferred Taxes - Regulatory Amortization
Deferred Taxes - Depreciation
AFUDC - Equity
Changes in Other LT Assets and LT LiabilitiesY
Fundsfrom Operations (FFO)
Change in Working Capital
Cash Flow from Operating Activities

Fundsfrom Investing Activities
Total CapEx
_AFUDC - Debt
Cash Flow from Investing Activities

Free Cash Flow (Cash Available to Service Total Debt)

Funds from Financing Activities
Total Optional Debt Repayments .- _
Cash Flow fromFinancing Activities

Net Cash Flow

2008E 2009E 2010E

--_- 41M OWa- 41M "up
Ma "d MO is& alma

HIGHLY CONFIDENTIAL

2011E 2012E
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($ in millions)

Selected Credit Statistics r'I
Average Debt/ EBITDA
FFO/Debt
Debt / Capitalization
Net Debt / Capitalization
EBITDA / Interest
FFO Interest Coverage

SSP BBB Benchmarks
FFO / Debt
Debt / Capitalization
FFO Interest Coverage

Preliminary Credit Statistics. . __

BB Rating

	

BB Rating
Business Position 5

	

Business Position 6s~ ~-taWF 1

HIGHLY CONFIDENTIAL

Aqul a Post

	

set Sale)JBP=B)
2008E 2009E 2010E 2011E 2012E
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Capital Expenditure

(t in millions)

Aqulla Management Plan

latan - Great Plains Estimates

Adjustments (With Impact on Rate Base)
Peakers
Environmental
Other Generation
Total Distribution
Total Transmiaslon
Total IT
Total

HIGHLY CONFIDENTIAL

Ost" ransact on s

	

--YOtaI
2007E 2008E 2009E 2010E 2011E 2012E '07212

Total Adjustments to Capes:

Total capex

Now : Aquia post-Asset. Sale figunn based on Aquila management plan as adjusted by Greet Plains management.

25



Great Plains Energy
RAS - Aqui la Acquisition

HIGHLY CONFIDENTIAL

Presented to Moody's
January 2, 2008
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Background

*In January 2007, Moody's completed an RAS analysis of GPE's acquisition of
Aquila

" Under transaction as proposed, Moody's indicated that GXP and KCPL ratings
would be unchanged upon announcement

*Moody's followed through and affirmed GXP and KCPL ratings upon
transaction announcement in February 2007

" Since announcement, GXP and ILA have achieved numerous milestones :
" Filed merger cases in MO and KS

"

	

Initial filing in April 2007
" Updated synergies and regulatory "ask" filed in August 2007

" Cleared HSR in August 2007
" Overwhelmingly successful GXP and ILA shareholder votes in October 2007
" FERC approval October 2007
" Separately, BKH has obtained state PUC approval in Iowa (September 2007) and
Nebraska (October 2007)

HIGHLY CONFIDENTIAL
2



Background

"Milestones (continued)

" Successful regulatory outcomes for both KCPL and ILA
"

	

ILA MO rate case - May 2007
" KCPL KS rate case - Settled in September 2007; approved by the KCC in November 2007
" KCPL MO rate case - December 2007

HIGHLY CONFIDENTIAL
3



Recent Transaction Developments

"MPSC hearings
" Originally scheduled for December 3 - 14
" Hearings conducted December 3 - 6
" Postponed on December 6

" New procedural schedule to be filed after GXP review of alternative proposal with
parties

" GXP to provide proposal to parties the week of January 7

"MPSC Chairman Davis recusal

"OPC Motion for Dismissal

HIGHLY CONFIDENTIAL



Alternative Proposal

*Seeks to address parties' opposition to initial regulatory "ask" . . . . . . . .
" Recovery of ILA actual interest cost
" Availability of regulatory amortization for ILA
" Synergy sharing
" Transaction and transition costs

" . . . . . . . .in the context of objectives to maintain current credit ratings at GXP
and KCPL and achieve investment grade credit rating for ILA

HIGHLY CONFIDENTIAL
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Credit Considerations

" Proposal reflects a positive 2008-2012pro forma creditip-rofile

J

"M. Chesser testimony at MPSC hearings highlighted critical importance of
credit quality to GXP / KCPL

Early (primarily 2008) projected FFO / Debt challenges are temporary and
mitigated by

" Commitment by GXP to issue equity
"

	

Reduced business risk of the entity
" Prudent management of capital expenditure timing

Significant recovery in 2009 . and beyond as regulatory impacts from rate cases
filed in '08, '09, and '10 are realized

*Details of the proposal are contained in the Appendix

HIGHLY CONFIDENTIAL
6



Conclusion °--� nis

"GXP requests that Moody's complete an RAS assessment of the impact of this
proposal on the credit ratings of (1) Great Plains Energy; (2) Kansas City
Power Et Light ; and (3) Aquila

"Verbal assessment requested by end of day Friday, January 4

*Summary letter requested by end of day Monday, January 7

HIGHLY CONFIDENTIAL
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Key Assumptions
~-- - -. .

Regulatory

a r)cost of debt recovery andsROE

Transaction/transition costs-
" Rate case timing

-

	

rate case effective om*~ft
- "rate case effective one	-- .-

- ";rate case effectiveon~
Capital structure

Share issuance

Operating

Now
e~

--AMM

	

-

--,

	

evenue per year assumed from

	

based on updated Aquila forecasts

HIGHLY CONFIDENTIAL
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Key Changes in Assumptions
s

Cumulative ratebase

2006E rate case Increase of$23MM

Expense

	

'asa result of change In NFOM,

Februa it 2007

)'IV to , AW i
OR do iii)

HIGHLY CONFIDENTIAL

u

10

costs to achlove

',classified as NOL Instead of NCL do W-4 W- 40
Accrued liability for legal wnfingencieSQMMjVMffW IM IW 40 a'

1111101
Liability management assumptions:,

"
'~

Equity Issuance a is
-baselinerevenue per year assumed from 2009E

r Now
Regulatory Assumptions:

Rate case timing Am in 80 no
Synergies:~ me am 4"
_ROE

Mustofdebt recovery

i Mi
Other Changes

NewGXPstandalone case ..~ s_
Other

wcember2007 "I 40 MmbI



Aquila Rate Case Increase Assumptions

($ in millions)

2007 Aqulla Rate Case (Filed In July 2006)
Fuel Adjustment Clause
Plant Allocations tq

Total

Projected Rate Cases
Amortization of Transaction Costs
Amortization ofTransition Costs

Rate Case
"Rate Case

Inflation, Allocations, Other
latan II Power Plant

Rate Case
'Rate Case
Regulatory Amortization
Cum . Rate Increase Required
% of 2006E Revenue (3)
Rate Increase I(Decrease)perYear
% of Prior Year Revenue

Key Regulatory Statistics
Rate Base
Regulatory Equity Ratio
Actual ROE
Regulatory Cost of Debt

2007E1f f 2008E 2009E 2010E 2011E 2012E

Note : Aquila Post-Asset Sale figures based on Aquila management plan a adjusted by GPEmanagement.
(1)

	

Figures adjusted to reflect full-year impact or 2007 rate cases for alustrative purposes.
(2)

	

Reflects rate case increase authorized on 5117107 of S13.6MM and f45.2MM forUP and MPS respectively .
(3)

	

2006E Revenues of $828 .5 MM, adjusted to reflect full-year impact of $30.8 MM rateincrease in Mach 2008,

1\s 1-vn
HIGHLY CONFIDENTIAL



Preliminary Earnings Impact Analysis
(S In Millions)

Revenue
GXP (1)

8quila
Total

EBITDA g)

GXP(')
Aquila
Total

Growth

Net Income
GXP Standalone m

Pro Forma (')
Increase%(Decrease)

Average Shares Outstanding
GXPStandalone
Shares Issued in Transaction
Equity Issuances o)

Pro Forma Average Shares

EPS
GXP Standalone (')
Pro Forma (4)

Accretion / (Dilution) -$
Accraffon l(OBuBon) -Y.

200BE 2009E 2010E 2011E 2012E

it 14 4-4 9w

Source: GXP data perGXP managamert. Aquila data par Aquila ttanagernera plan ®a4ustedM
GXP msrugement

(1)

	

Profonnafasawofstrategicenergy
(2) EBITGAIndudesincoanerelatedtoAlequity.Excludesefctofvansaclionaretransifbncosts.
13)

	

Equity Issuancesassumed to tab place at th-,IIIIMMMM~
14)

	

Excludes affect of oanserrian and transition costs. Pro tome for sale of StrategicEnergy.

HIGHLY CONFIDENTIAL
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Debt ICapftavza~
Net Debt I CspitmUaflon
ESITDA I Interesl
FFO Interest Cmnemge

Pro Farms FFOI Net Debt

Preliminary Pro Forma Credit Impact

2008E

	

2009E

	

2010E

	

2011E

	

2017E

	

2008E-- - 2009E-- 2010E

	

3011E

	

2012E

ManBBB RaIng
SSPBenchmarks

	

Business Poston 6

	

Business Posttlon 7
FFO/ Debt
Debt/ CapitnUiation
FFO Interest Covemge

Netea: GPE atepape perC,PE menepemM. Ra bmm veaalYa beaed an GFEmenpeman pen e~W AQeile mmepement ple^ uMyiNeE EyGPE mm~gpmaA.
(t) fttermsbraeleerewteykEnoryy.

HIGHLY CONFIDENTIAL
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wired E

	

Musses Sensed on Net Debt
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KCPUAquila perspective
($ in millions)

NFOM Savings

Offset
Retained
Cumulative

Customer perspective
(Sin millions)

Net Retained
Transactioncosts

_Transition costs
Retained
Cumulative

Synergies and Customer Look
-r- --=]

2008E

2008E

HIGHLY CONFIDENTIAL

2009E 2010E 2011E 2012E 2013EI-M- -
2009E 2010E 2011E 2012E 2013E



Share Issuances

a Incremental shares issued inj

	

I

Share price of

	

assumed

is h ml0iau)

Share Issuances
GXP standalone

1 Adiustments

2008E 2009E 2010E 2011E 2012E

HIGHLY CONFIDENTIAL
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Pro Forma GXP Financials
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Preliminary Income Statement
IMIMICC

r-__

	

-- .

(E~nmililom .exwptparahare date)

	

2008E 2009E 2010E 2011E 1012E

EBITDA(')
GXP
Aquila
EBITOA
Depreciation and Amortization

Operating Income (EBIT)

Equity Earnings
Other
AFUDC Equity -GXP
AFUDC Equity-Aquila
TotalOther Income

Interest Income
Amortization of Debt Write-Up
AFUDC Debt - GXP
AFUDCDebt- Aquila
Interest Expense -GXP
Interest Expense -Aquila
Total Net Interest Expense
Pretax Income

Income Tax Benefit /Taxes
Effective Blended Tax Rate

Net Income (Loss) from Continuing Operations
Mark-to-Market and Unusual Items
Preferred Stock Dividends
Pro Foma NetIncome (Loss) Available for Common

Average Shares

Pro Forma Net Earnings (Loss) perCommon Share

% Growth

HIGHLY CONFIDENTIAL

Source : GXP data and retained synergies per GXP Management . Aquila data per Aquila Management Plan, asadjusted by G(PManagement .
(1)

	

ESITDA excludes income related to equityAFUDC.
17



Cash & Equivalents
Restricted Cash
Accounts Receivable
Inventory
Prepaid Pension
Other Current Assets
Total Current Assets

Gross PP&E
Accumulated Depreciation
NetPP&E

Price Risk Management Assets
Capitalized Restructuring Costs
Capitalized Financing Fees
Goodwill
Other Assets
Total Assets

	

--

Accounts Payable
Accrued Expenses & Liabilites
Other Current Liabilities
Total Current Liabilities

Existing GXP Debt
Aquila Debt Write-up
Acquisition Debt
Aquila Revolver Debt
Aquila Long Term Debt
Total Debt

Deferred Tax Liabilities
Price Risk Management Liabilities
Deferred Credits and Other Uabllitles
Total Liabilities

Preferred Stock
Stockholders' Equity
Total Liabilities & Shareholders' Equity

Preliminary Balance Sheet

k - r
Source : GXP data and retained syrerelm perGXP Management . Aqula data per Aqu6a Manegertronr Plan. asaqusted byGXP Manapemart.

HIGHLY CONFIDENTIAL
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Preliminary Cash Flow Statement

Funds from Operating Activities
Net Income
Depreciation and Amortization
Amortization of Debt Write-Up
Amortization of Restructuring Costs
Amortirsation of Financing Fees
Loss from Equity Investments
Deferred Taxes
AFUDC Equity-GXP
AFUDC Equity -Aquila
Changes in Other LT Assets end LT Liabilities
Change In Working .Capital
Cash Flow from Operating Activities

Funds from investing Activities
GXP Capex
Aquila Capex
AFUDC Debt -GXP
AFUDC Dabs-Aquila
Asset Sales
Cash Flow from investing Activities

Free Cash Flow (FCF)

Source : GYP data end retained Synergies par GXP Management. MWladata per A9uila Mena&merd Plan, as adWaW by C>XP W ne0ai,ad .

HIGHLY CONFIDENTIAL

(aumeuoa)

	

2009E 2009E 2010E 2011E 2012E

an W" 1W -

	

-'111ft 1111W
Funds from Financing Activities
Additional Borrowings / (Mandatory Repayments):
GXP Debt
Aquila Debt

Total Optional Debt Repayments ;
GXP Debt

	

s

	

y

Aquila Debt
Preferred Stock Dividends
Common Stock Dividends
_Eqt ty lssuances/ (Repurchases)-

	

_
Cash Flow from Financing Activities

	

-

Net Cash Flow



Standalone Aquila Financials
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($ ,n mirbns)

Preliminary Income Statement
7

	

-~ 11

	

1

	

=39M-1

EBITDA- Inc/ Regulatory Amortization
Depreciation & Amortization
Operating Income (EBIT)

AFUDC -Equity

Interest Income
Interest Expense
AFUDC - Debt
Not Interest Expense

Pretax Income
Income Tax Benefit l Taxes
Net Income (Loss)
Net Income (Loss) Excluding Transition Costs

HIGHLY CONFIDENTIAL

2000E 2009E 2010E 2011E 2012E

a -a M
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Preliminary Balance Sheet
(Sin mlNans )

Cash & Equivalents
Restricted Cash
Accounts Receivable
Inventory
Prepaid Pension
Other Current Assets
Total Current Assets

Gross PP&E
Accumulated Depreciation
Net PP&E

Price Risk Management Assets
Restructuring costs
GoodvAU
Other Assets
Total Assets

Accounts Payable
Accrued Expenses & Liabilities
Other Current Liabilities
Total Current Liabilities

Revolver Debt
Long Term Debt
Total Debt

Deferred Tax Liabilities
DTA - Restructuring Costs
Price Risk Management Liabilities
Long-term Gas Contracts
Deferred Credits and Other Liabilities
Total Liabilities
Stockholders' Equity

Total Liabilities & Shareholders' Equity

2000E 2009E 2010E 2011E 2012E

HIGHLY CONFIDENTIAL
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(t; in milfi")

Funds from Operating Activities
Net Income
Depreciation
Amortization of Restructuring Costs
Deferred Taxes - Restructuring costs
Deferred Taxes-NOL Utilization
Deferred Taxes - Regulatory Amortization
Deferred Taxes- Depreciation
AFUDC- Equity
Changes in Other LT Assets and LTLiabilities
Funds from Operations (FFO)
Change in Working Capital

Funds from Investing Activities
Total CapEx
AFUDC - Debt
Cash Flow from Investing Activities

Preliminary Cash Flow Statement-rte-, ~

	

-~ --- --t

Cash Flow from Operating Activities

Free Cash Flow (Cash Available to Service Total Debt)

Fundsfrom Financing Activities
Total Optional Debt Repayments_

	

_
Cash Flow from Financing Activities

Net Cash Flow

2006E 2009E 2010E

HIGHLY CONFIDENTIAL

2011E 2012E
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Preliminary Credit Statistics

($ in millions)

Selected Credit Statistics t'I
Average Debt / EBITDA
FFO/Debt
Debt I Capitalization
Net Debt / Capitalization
EBITDA / Interest
FFO Interest Coverage

HIGHLY CONFIDENTIAL

u la Post

	

set SaleL(BP=S)
2008E 2009E 2010E 2011E 2012E

BB Rating

	

BB Rating
S&P BBB Benchmarks

	

Business Position 5

	

Business Positi on 6
FFO/ Debt

	

tDebt / Capitalization
FFO Interest Coverage

	

N
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Capital Expenditure

(sin millions)

Aqulla Management Plan

latan -Great Plains Estimates

Adjustments (With Impact on Rate Base)
Peakers
Environmental
Other Generation
Total Distribution
Total Transmission
Total IT
Total

-. . . . .

	

l~1

Total Adjustments to Capex

Total Capex

	

in

	

a
Nine : Aquila post-Asset Sere figures based on Aquila manapmnenl plan as adjusted by Greet Plains management

HIGHLY CONFIDENTIAL

Post-Transaction Period

	

J_Total
_2007E 2000E 2009E 2010E 2011E 2012E '07-12

me W IM MR 4wwro I M i " tar MWi am
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