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I. INTRODUCTION AND QUALIFICATIONS 1 

Q. PLEASE STATE YOUR FULL NAME AND BUSINESS ADDRESS. 2 

A. My name is Maureen L. Reno.  I am employed as an independent consultant.  My 3 

business address is 19 Hope Hill Road, Derry, New Hampshire 03038. 4 

Q. PLEASE SUMMARIZE YOUR EDUCATION. 5 

A. I received a Bachelor of Arts degree in Economics from the University of Maine at 6 

Orono, Maine in 1996.  In 1998, I earned a Master of Arts degree in Economics from 7 

the University of New Hampshire in Durham, New Hampshire, where I also 8 

completed all course work and examination requirements for the Ph.D. degree in 9 

economics.  My areas of academic concentration included industrial organization and 10 

environmental economics.   11 

Q. WHAT IS YOUR PROFESSIONAL BACKGROUND? 12 

A. I have been employed in the regulated utilities and energy sectors for 13 years.  The 13 

majority of this time was spent at the New Hampshire Public Utilities Commission 14 

(“NHPUC”).  After spending ten years at the NHPUC, I was employed by the Union 15 

of Concerned Scientists (“UCS”) as a Senior Energy Economist.  Since leaving UCS 16 

in 2012, I have provided consulting services to Exeter Associates, Inc. and TrueLight 17 

Energy, LLC.   18 

Q. HAVE YOU PREVIOUSLY TESTIFIED AS AN EXPERT WITNESS 19 

BEFORE A UTILITY REGULATORY COMMISSION? 20 

A. Yes.  While employed at the NHPUC, I served as Public Utility Commission Staff 21 

expert witness in several water, electric, and natural gas cases regarding the cost of 22 

capital and a fair rate of return.  I also testified or advised the Commission on utility 23 
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debt financings, power plant retrofitting, utility energy charges, energy efficiency 1 

cases, renewable portfolio standards, and other issues brought before the NHPUC.  2 

See Appendix A for my curriculum vitae and qualifications.  3 

Q. ON WHOSE BEHALF ARE YOU APPEARING IN THIS PROCEEDING? 4 

A. I am appearing on behalf of the United States Department of Energy (“DOE” or 5 

“Department”) representing the Federal Executive Agencies (“FEA”), which is 6 

comprised of all federal facilities served by Kansas City Power & Light (“KCP&L” 7 

or “the Company”). 8 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 9 

PROCEEDING? 10 

A. The purpose of my testimony is to recommend, for ratemaking purposes in this case, 11 

an overall rate of return, a capital structure including short-term debt, and a fair rate 12 

of return on equity (“ROE”) for KCP&L.  My recommendation is set forth according 13 

to the standards in Bluefield Water Works v. PSC, 262 U.S. 679, 692-93 (1923) 14 

(“Bluefield”) and FPC v. Hope Natural Gas Co., 320 U.S. 591, 605 (1944) (“Hope”).  15 

In Bluefield and Hope, the U.S. Supreme Court established the principle that a public 16 

utility may be allowed to earn a return comparable to a return on investments in other 17 

enterprises having similar risks that allows the utility the opportunity to attract capital 18 

and to maintain its credit rating.  19 

Q. WHAT IS THE ROE THAT THE COMPANY IS REQUESTING IN ITS 20 

FILING? 21 
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A. The Company is requesting that the Public Service Commission of the State of 1 

Missouri (“the Commission”) grant it an ROE of 10.30 percent.  See Hevert 2 

Testimony, page 2, line 18.   3 

Q. WHY SHOULD THE COMMISSION DISREGARD MR. ROBERT B. 4 

HEVERT’S RECOMMENDATION? 5 

A. The Company’s cost of capital witness, Mr. Robert B. Hevert, discounts the majority 6 

of results from various ROE estimation methodologies that he employs and then 7 

proposes an ROE of 10.30 percent.  The range of ROE estimates that result from Mr. 8 

Hevert’s analytical studies range from 8.35 percent to 12.09 percent.  However, even 9 

that range is overstated because of the upwardly biased inputs he utilizes, particularly 10 

his reliance on high growth rates and use of authorized returns when calculating his 11 

equity risk premium.        12 

Q. WHAT DO YOU RECOMMEND AS THE ALLOWED RATE OF RETURN 13 

ON RATE BASE?  14 

A. I recommend an allowed rate of return of 6.62 percent, based on a ROE of 15 

9.00 percent, a cost of long-term debt of 4.88 percent, a cost of short-term debt of 16 

0.26 percent, and a capital structure including 47.89 percent long-term debt, 17 

4.70 percent short term debt, and 47.40 percent equity.  My calculations and results 18 

are shown in the following table. 19 
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Weighted Average Cost of Capital for KCP&L 

  

December 31, 

2014 Balance Weight 

Pre-Tax Cost 

of Capital 

Actual Weighted 

Cost 

Long-Term Debt
1
 $2,298,500,000 47.89% 4.88% 2.34% 

Short-Term Debt
2
 $225,750,000 4.70% 0.26% 0.01% 

Common Equity
1
 $2,275,000,000 47.40% 9.00% 4.27% 

Total Capitalization $4,799,250,000 100.00% --  6.62% 

Source: Company's 2014 10-k SEC Report. 

1. Cost of long-term debt as reported in Company's 2014 10-k SEC Report.  The long-term debt cost rate is 

determined by dividing the actual interest paid of $112,100,000 by the debt balance of $2,298,500,000. 

2. Average of short-term debt year-end balances for 2013 and 2014 as reported in the Company's 2014 10-

k SEC Report on page 84.  Cost of short-term debt rate is the 30-day average on the three-month LIBOR 

rate for the period ending March 16, 2015.  

Source for LIBOR rate: https://research.stlouisfed.org/fred2/series/USD3MTD156N/downloaddata. 

 

Q. WHAT DO YOU RECOMMEND AS THE ALLOWED ROE FOR THE 1 

COMPANY? 2 

A. I recommend an allowed ROE of 9.0 percent, which is in line with the median result 3 

from the various ROE estimation methodologies that I apply to Mr. Hevert’s proxy 4 

group of comparable risk companies, adjusted for recent merger activity.  I adjusted 5 

the proxy group by removing three companies: Cleco Corporation, NextEra Energy 6 

(“NextEra”), and Hawaiian Electric Industries (“Hawaiian”), all of which are 7 

involved in mergers and no longer meet Mr. Hevert’s proxy group selection criteria.  8 

My analytical studies using that adjusted proxy group suggest that a fair and 9 

reasonable ROE would range anywhere between 8.2 percent and 9.6 percent. 10 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 11 

A. My testimony is organized into six sections, including this one.  In the next section, I 12 

summarize current economic and financial conditions that affect investors’ 13 

opportunity cost of capital that drive my quantitative results.  In Section III, I discuss 14 

the merits of including the Company’s short-term debt in its capital structure and 15 

https://research.stlouisfed.org/fred2/series/USD3MTD156N/downloaddata
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provide my recommendation on an alternative capital structure.  In section IV, I 1 

explore different types of risk that an electric utility may face and compare KCP&L’s 2 

business and economic position to determine whether such risk is already effectively 3 

captured in my sample proxy group and in my ROE recommendation.  In Section V, I 4 

describe the methodologies I apply to develop my ROE recommendation for 5 

KCP&L’s rate base.  Finally, I summarize my conclusions and provide my 6 

recommendations to the Commission in Section VI. 7 

II. MACROECONOMIC CONDITIONS 8 

Q. WHY IS IT IMPORTANT TO CONSIDER MACROECONOMIC 9 

CONDITIONS IN DEVELOPING THE ROE THAT YOU RECOMMEND 10 

TO THE COMMISSION? 11 

A. Investors consider both economic and monetary conditions when assessing the 12 

opportunity costs of their investments with similar risks as KCP&L.  These 13 

conditions affect the variables that investors consider to assess ROEs, including stock 14 

prices, interest rates, and sustainable dividend growth. 15 

Q. HOW WOULD YOU DESCRIBE THE CURRENT ECONOMIC 16 

CONDITIONS?  17 

A. After a period of tepid economic growth during the first quarter of 2015 due mostly to 18 

weather, investors are cautiously optimistic that the economy will rebound.  19 

According to the February 27, 2015 edition of the Value Line Investment Survey: 20 

Selection & Opinion, “In all, we expect GDP growth of close to 3% for 2015, with 21 

somewhat greater gains coming later in the year, when, as noted, consumer spending 22 
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is likely to accelerate, as the recent selective weather related disruptions ease.”  The 1 

Council of Economic Advisors to the Congressional Joint Economic Committee also 2 

reports a slight increase in economic growth over the past year as measured by Gross 3 

Domestic Product (“GDP”), a falling national unemployment rate, and low inflation.  4 

See Schedule MLR-1.  The Bureau of Economic Analysis reports that the real GDP 5 

for the final quarter of 2014 increased from the previous period to 2.6 percent.  See 6 

also Attachment MLR-3: U.S. Department of Commerce, Bureau of Economic 7 

Analysis, Gross Domestic Product: Fourth Quarter and Annual 2014 (Second 8 

Estimate) February 27, 2015 News Release. 9 

A recent press release from the Federal Open Market Committee (“Federal 10 

Reserve” or “Committee”), however, notes that economic growth has moderated 11 

somewhat.  Although labor markets have improved, recovery in the housing sector 12 

remains slow.  The press release also notes that inflation has declined further below 13 

the Committee’s longer-run objective, largely reflecting declines in energy prices and, 14 

as a result, market-based measures of inflation-related compensation remain low.  15 

The press release states: “To support continued progress toward maximum 16 

employment and price stability, the Committee today reaffirmed its view that the 17 

current 0 to ¼ percent target range for the federal funds rate remain appropriate.”  18 

The Committee further averred “…that an increase in the target range for the federal 19 

funds rate remains unlikely at the April FOMC meeting.” See Press Release dated 20 

March 18, 2015.
1
  The Committee concluded that it is maintaining its existing policy 21 

of reinvesting principal payments from its holdings of agency debt and 22 

                                                           
1
 http://www.federalreserve.gov/newsevents/press/monetary/20150318a.htm. 

http://www.federalreserve.gov/newsevents/press/monetary/20150318a.htm
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mortgage-backed securities and of rolling over maturing U.S. Treasury securities at 1 

auction to help maintain accommodative financial conditions.   2 

Q. HOW HAVE FINANCIAL CONDITIONS CHANGED OVER THE LAST 3 

FIVE YEARS? 4 

A. The line graph below shows how market costs of capital have changed for the period 5 

2009 through 2014.  See also Schedule MLR-2a.  Despite a sluggish recovery, 6 

short-term interest rates and bond yields still remain near historical lows.  7 

 

It is critical to note that yields on long-term bonds have fallen since a year ago 8 

as demonstrated by a flattening yield curve.  While short-term interest rates are 9 

administered by the Federal Reserve System (“Federal Reserve”), long-term interest 10 

rates are determined by market forces and are a function of the effect that bond 11 

markets believe current short-term interest rates will have on future levels of 12 

inflation.  In other words, the yield curve reflects the bonds market’s consensus 13 

opinion of future economic activity: e.g., levels of inflation and interest rates.  14 
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Current trends, as demonstrated in a flattening of the yield curve (see figure below), 1 

show that investors anticipate a slower rate of inflation.  2 

 

Another measure of the collective views of investors regarding long-term 3 

inflation expectations is the Treasury Inflation Protection Securities (“TIPS”) spread 4 

or the difference between yields on long-term nominal Treasury Securities and 5 

long-term TIPS.  The yield on a long-term conventional Treasury bond pays its holder 6 

a fixed nominal coupon and principal to compensate the investor for future inflation 7 

and includes the real rate of interest and the inflation compensation.  For TIPS, the 8 

coupons and principal rise and fall with inflation, as measured by the Consumer Price 9 

Index (“CPI”), thus the yield includes only the real rate of interest.  Therefore, the 10 

difference, roughly speaking, between the two yields reflects the inflation 11 

compensation over that maturity horizon.  The 30-day average rate for the period 12 

ending March 12, 2015 equals 1.9 percent and represents the market’s most recent 13 

expectations of long-term inflation.  See Schedule MLR-2b.  These expectations for 14 
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low inflation coupled with accommodative monetary policy reinforce investors’ 1 

expectation of a low opportunity cost of purchasing utility stocks as demonstrated by 2 

my ROE estimates. 3 

Q.  WHAT ARE THE ECONOMIC AND FINANCIAL EXPECTATIONS FOR 4 

THE NEAR FUTURE? 5 

A. Despite the slowdown over the winter, the economy is gaining a more stable footing 6 

resulting in some positive, albeit cautious, expectations for economic expansion.  7 

According to the March edition of Blue Chip Economic Indicators (“Blue Chip”), 8 

economic growth, as measured by real GDP, is expected to approach three percent 9 

during the second half of 2015 and remain at that level in 2016.  According to Blue 10 

Chip, expected long-run economic growth beyond 2016 is expected to return to a rate 11 

of 4.8 percent per year.
2
 12 

Over the next year, inflation may remain at moderate levels, with the CPI 13 

remaining around two percent.  The data shows that analysts expect the national 14 

economy to remain near full employment, as demonstrated by the fact that the 15 

unemployment rate has fallen to around five percent, although this may also reflect 16 

discouraged job seekers leaving the labor market.
3
  Blue Chip reports that the yields 17 

on government securities are expected to increase slightly in 2015, but remain near 18 

record lows.  See Schedule MLR-3b.  19 

                                                           
2
 This rate is reported in the March 10, 2015 edition of Blue Chip Economic Indicators, which reports a 

consensus expected average economic growth from 2017 to 2021 and is the product of real GDP (2.5 percent) 

and CPI (2.3 percent). I considered other measures of inflation like the GDP deflator, but the CPI is more stable 

over time. See Schedule MLR-3b.  
3
 It is important to note that the falling national unemployment rate may also reflect a drop in the labor market 

participation rate from 65.4 percent in 2008 to 62.9 percent in 2014, showing that discouraged unemployed 

people are leaving the labor market. See Schedule MLR-1. 



Direct Testimony of Maureen L. Reno Page 10 

 

III. RATE OF RETURN AND CAPITAL STRUCTURE 1 

Q. PLEASE SUMMARIZE THE PROCESS OF ESTIMATING THE COST OF 2 

CAPITAL. 3 

A. The cost of capital is comprised of the costs of long-term debt, short-term debt, and 4 

equity capital.  The first step in estimating the cost of capital is to determine the 5 

appropriate capital structure.  For the purpose of estimating KCP&L’s overall rate of 6 

return, I rely on its actual capital structure as of December 31, 2014.  I apply a capital 7 

structure of 47.89 percent long-term debt, 4.70 percent short-term debt, and 8 

47.40 percent equity.  Long-term debt costs are computed using the Company’s actual 9 

embedded costs as reported in the Company’s 2014 SEC 10-k Report.  I use the 10 

actual average short-term debt year-end balances for 2013 and 2014.  I apply an 11 

estimate of the short-term debt cost rate of 0.26 percent which is the 30-day average 12 

of the three-month LIBOR rate.  See Schedule MLR-2c.     13 

Unlike the debt component of the capital structure, equity costs must be 14 

estimated.  Finally, the overall weighted average cost of capital is computed by 15 

weighting individual costs of debt and equity capital by their respective proportions 16 

of total capital and summing the result. 17 

Q. WHY DO YOU INCLUDE THE COMPANY’S SHORT-TERM DEBT IN 18 

ITS CAPITAL STRUCTURE? 19 

A. The short-term debt in the cost of capital is the debt used to fund the operations and 20 

investments of the firm.  Credit rating analysts, therefore, incorporate all 21 

interest-bearing debt in their ratings.  Although some analysts may assume that 22 

short-term debt will be refinanced with long-term debt, any trend in the balance of 23 



Direct Testimony of Maureen L. Reno Page 11 

 

short-term debt should be reflected in the company’s capital structure.  Since KCP&L 1 

held a positive short-term debt balance throughout the period December 31, 2013 2 

through December 31, 2014, I include it in the Company’s capital structure. 3 

Q. IS YOUR PROPOSED CAPITAL STRUCTURE FOR THE COMPANY 4 

REASONABLE?        5 

A. Yes.  Although my proposed equity ratio of approximately 48 percent is slightly less 6 

than my sample average, it falls within the reasonableness range provided by the 7 

Company witness Hevert of 46.51 percent to 62.35 percent.  See Hevert Testimony, 8 

page 55, lines 12 and 13. 9 

IV. THE COST OF COMMON EQUITY CAPITAL 10 

Q. WHAT IS THE BASIS FOR YOUR RECOMMENDED ROE? 11 

A.  For ratemaking purposes, the ROE must be estimated because it varies with changing 12 

financial market conditions.  Specifically, the ROE is the return investors expect 13 

when they purchase equity shares of a particular company.  It reflects the riskiness of 14 

that investment comparative to alternative investment opportunities and to the 15 

investor’s current opportunity cost of investing in the securities of that company.   16 

Q. ARE YOU ABLE TO DIRECTLY OBSERVE THE COMPANY’S COST 17 

OF EQUITY? 18 

A. No.  Since KCP&L is a subsidiary of Great Plains Inc. and is not a publicly traded 19 

company, it is not possible to directly apply cost of equity models to this utility.  As 20 

an alternative, I calculate an estimate of the Company’s cost of equity by deriving 21 

average expected ROEs for a proxy group of comparable risk companies. 22 
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 Q. PLEASE DISCUSS THE DIFFERENT TYPES OF RISK THAT A 1 

REGULATED MONOPOLY, SUCH AS AN ELECTRIC UTILITY, MAY 2 

FACE. 3 

A. An investor’s expected return on an investment is the sum of the real risk-free rate, 4 

inflation, interest rate risk, business risk, regulatory risk, and financial risk.  Business 5 

risk perceived by investors includes all the operating factors that increase the 6 

probability that expected future cash flows accruing to investors may not be realized.  7 

Business risk is due to sales volatility and operating leverage.  A utility’s business 8 

risk is a function of customer base diversity, necessary capital expenditures, the 9 

regional and national economy, and inflation.  As mentioned previously, the risks 10 

associated with a slow economic recovery are shared by all businesses and, as a 11 

result, are reflected in my proxy group’s calculated ROEs.   12 

Business risks that the Company faces include planned capital expenditures.  13 

For instance, the parent’s five-year capital expenditures budget over the 2014-2018 14 

timeframe totals approximately $3.19 billion, which includes substantial investments 15 

for KCP&L.  See Hevert Testimony, page 41, lines 14 to 16.  Since the Company 16 

plans to continue to make investments in utility operations, it will need access to 17 

capital markets at reasonable rates, determined in part by how credit-rating agencies 18 

recognize this type of risk.  As referenced in Mr. Hevert’s testimony, a recent report 19 

by S&P Ratings Direct notes that “the real challenge for the industry is the 20 

combination of slow growth and huge investment needs.” See Hevert Testimony, page 21 

42, lines 6 and 7.   22 
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Another type of risk is regulatory risk which is based on the investor’s 1 

perceived understanding of the current regulatory environment along with possible 2 

changes to that environment.  How regulators treat regulatory lag is one example and 3 

refers to the time lag associated with the recovery of prudently incurred costs.  To the 4 

extent that companies face a time lag between incurring expenses and cost recovery, 5 

such risk is best measured by choosing a proxy group of companies that face similar 6 

regulatory oversight and earn a majority of their revenues from regulated operations. 7 

According to Mr. Hevert, KCP&L faces high regulatory risk relative to the 8 

utilities in his proxy group, particularly because the Company lacks a rate adjustment 9 

mechanism to recover changes in its fuel and purchased power costs or fuel 10 

adjustment clause (“FAC”).
4
  In general, fuel costs are exogenous, variable, and 11 

financially significant.  For example, the cost of procuring and transporting coal is set 12 

by competitive market forces.  The Company must pay the market price of coal or 13 

face the prospect of another buyer purchasing the necessary coal supply.  He further 14 

states that, “Because KCP&L does not have an FAC, when it encounters higher than 15 

forecasted prices for procuring fuel it experiences a direct reduction in its Funds From 16 

Operations and earnings, and a commensurate reduction in its earned ROE.”
5
  The 17 

Company is, however, requesting that the Commission allow it to implement an FAC 18 

in this case.
6
  If the Commission were to approve the Company’s request, the 19 

Company would face reduced regulatory risk via more stable earnings through annual 20 

                                                           
4
 Mr. Hevert also lists other causes of regulatory risk, such as: the Commission not allowing construction work 

in progress (“CWIP”) in the Company’s rate base; rates are based on a historical test year; and the Company is 

unable to implement interim rates.  
5
 See Hevert Testimony, page 34. 

6
 The Company is requesting an FAC of $0.01547 per kWh of net base fuel costs and three other rate recovery 

mechanisms—a property tax tracker; a vegetation management cost tracker; and a tracker for costs associated 

with CIPs and cyber-security efforts. 
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true-up filings in-between traditional rate case proceedings.  Since the majority of the 1 

regulated utilities in my sample have similar rate recovery mechanisms such as an 2 

FAC, my estimated ROE captures the reduced risks associated with such rate 3 

recovery mechanisms.
7
  4 

Financial risk relates to the capital structure of a company, including its fixed 5 

contractual obligations and ability to pay interest on its debt.  I control for financial 6 

risk by choosing representative electric utilities with credit ratings similar to the 7 

Company.  Credit-rating agencies assess the financial health of a company through 8 

the use of key financial ratios that measure the extent to which a company can pay its 9 

debt.  According to Company witness Hevert, the current corporate credit ratings for 10 

KCP&L are an S&P rating of BBB+ (outlook: Stable) and a Moody’s rating of Baa1 11 

(outlook: Stable).  See Hevert testimony, page 10, lines 3 and 4.  12 

Q. BRIEFLY DESCRIBE HOW MR. HEVERT CHOSE COMPANIES FOR 13 

HIS REPRESENTATIVE SAMPLE. 14 

A. Mr. Hevert starts with the universe of electric utilities included in the Value Line 15 

Investment Survey (“Value Line”).  He then restricts his sample to include 16 

comparable companies that pay consistent quarterly cash dividends; are covered by at 17 

least two utility industry equity analysts; have investment grade long-term issues 18 

ratings; derive more than 60 percent of their total operating income from regulated 19 

operations; derive more than 90 percent of their total regulated operating income from 20 

regulated electric operations; and have not been involved in recent mergers or other 21 

transformative transactions.  See Hevert Testimony, page 10, lines 6 to 20.   22 

                                                           
7
 Regulatory Research Associates, Regulatory Focus “Adjustment Clauses A State-by-State Overview” July 1, 

2014 publication referenced in Hevert Testimony, Schedule RBH-7. 
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Mr. Hevert also excludes Edison International based on recent financial 1 

information and Great Plains Energy, Inc. because it is the Company’s parent.  2 

Q. IS MR. HEVERT’S SAMPLE AN IDEAL PROXY GROUP FOR KCP&L? 3 

A. No, not for current analyses.  His sample includes Cleco Corporation, despite the 4 

October 20, 2014 announcement that Cleco Corporation will be acquired by a group 5 

of North American long-term infrastructure investors.  He states that since the 6 

announcement was made subsequent to the period used in his analyses, he included 7 

Cleco Corporation in his proxy group.  He then states that he may exclude it from any 8 

updated analyses to be filed in this proceeding.  See Hevert Testimony, page 13, 9 

footnote 9.  10 

NextEra has recently agreed to acquire Hawaiian three electric utility 11 

subsidiaries for $2.8 billion.  Therefore, those two utilities (NextEra and Hawaiian) 12 

should also be excluded from Mr. Hevert’s proxy group for any updated analyses.
8
  In 13 

summary, for purposes of my studies, I have excluded Cleco Corporation, NextEra, 14 

and Hawaiian from my proxy group of comparable companies. 15 

Q. WHY SHOULD YOU EXCLUDE COMPANIES INVOLVED IN RECENT 16 

MERGER AND ACQUISITIONS ACTIVITIES? 17 

A. The market values of firms involved in merger activities differ significantly from 18 

others and this difference would be reflected in a company’s stock price and dividend 19 

yields, affecting the estimated ROE.  For this reason, I believe that if Mr. Hevert were 20 

to write his testimony today, thereby incorporating the latest market information, he 21 

would also exclude the same three companies. 22 

                                                           
8
 See DOE Work paper MLR-6; Value Investment Survey: NextEra Energy, February 20, 2015 and Hawaiian 

Electric Industries, January 30, 2015. See also DOE Attachment MLR-5: NextEra Energy press release dated 

December 3, 2014: http://www.nexteraenergy.com/news/contents/2014/120314.shtml. 

http://www.nexteraenergy.com/news/contents/2014/120314.shtml
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Q. WHY DO YOU USE MR. HEVERT’S SAMPLE IN YOUR ROE 1 

ANALYSIS AND ULTIMATELY YOUR RECOMMENDATION TO THE 2 

COMMISSION? 3 

A. I use his proxy group, minus Cleco Corporation, Hawaiian, and NextEra, to reduce 4 

the number of differences between our methodologies in determining a reasonable 5 

ROE for KCP&L.  This adjusted proxy group of companies that I use in my analysis 6 

includes the following: American Electric Power Corporation: Duke Energy 7 

Corporation;
9
 Empire District Electric Company; Eversource Energy;

10
 IDACORP 8 

Inc.; Otter Tail Corporation; Pinnacle West Capital Corporation; PNM Resources, 9 

Inc.; Portland General Electric Company; Southern Company; and Westar Energy, 10 

Inc.   11 

V. METHODOLOGIES 12 

Q. WHAT METHODOLOGIES DO YOU USE TO DERIVE YOUR ROE 13 

RECOMMENDATION? 14 

A. I used variants of the Single-Stage and Three-Stage DCF model and the Capital Asset 15 

Pricing Model (“CAPM”) to form the basis of my recommendation of a 9.0 percent 16 

ROE for KCP&L.  The Three-Stage DCF model is an enhancement of the 17 

Single-Stage DCF model, which assumes that dividends and earnings grow at 18 

different rates over time. 19 

                                                           
9
 Duke Energy recently announced that the sale of its non-regulated generating assets has been delayed. See 

Value Line Investment Survey: Duke Energy, February 20, 2015.  
10

 On March 12, 2015, Eversource Energy announced plans to sell its New Hampshire power plants. 

https://www.eversource.com/Content/general/about/news-room/new-hampshire/newspost?Group=new-

hampshire&Post=comprehensive-agreement-to-deliver-customer-savings.   

https://www.eversource.com/Content/general/about/news-room/new-hampshire/newspost?Group=new-hampshire&Post=comprehensive-agreement-to-deliver-customer-savings
https://www.eversource.com/Content/general/about/news-room/new-hampshire/newspost?Group=new-hampshire&Post=comprehensive-agreement-to-deliver-customer-savings
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1. The Single-Stage Discounted Cash Flow Model 1 

Q. PLEASE DESCRIBE THE SINGLE-STAGE DCF MODEL. 2 

A. The Single-Stage DCF model is based on the dividend discount model first proposed 3 

by J.B. Williams in 1938.
11

  The model is based on the premise that since cash 4 

dividends are the only income from a share of stock held to infinity, the value of that 5 

stock will be the present value of its stream of dividends, where the discount rate is 6 

the market’s required return.  The model can be modified to take into account the 7 

(more common) situation where shares of stock are bought and sold, producing 8 

capital gains income in addition to dividend income.  In order to simplify the 9 

mathematics of the model, expected future dividends are represented by applying a 10 

constant growth rate to the current observable dividend.  Mathematically, the present 11 

value of an asset (common stock) is expressed as: 12 

𝑃0 =
𝐷1

(𝐾−𝑔)
 , 13 

Where: 14 

D1 is the dividend payment in one year from today or the 15 

expected dividend; 16 

K is the rate of return used by investors to discount future 17 

dividends; and  18 

g is the growth rate of the dividend payment.   19 

The estimated cost of equity, K, is specified as: 20 

𝐾 =
𝐷1

𝑃0
+ 𝑔 , 21 

Where:  22 

                                                           
11

 Williams, J.B.  The Theory of Investment Value. 1938.  Cambridge: Harvard University Press. 



Direct Testimony of Maureen L. Reno Page 18 

 

D1 is the expected dividend, represented by D1 = D0 (1 + g); 1 

and  2 

D0 is the current annual dividend per share today.   3 

Therefore, the rate of return on equity capital is the sum of the dividend yield 4 

(anticipated dividend payments divided by the market price) and the expected growth 5 

in dividend income. 6 

Q. PLEASE DESCRIBE HOW YOU DERIVE THE DIVIDEND YIELD 7 

COMPONENT OF YOUR DCF ANALYSIS. 8 

A. The dividend yield in my DCF analysis is the annual dividends per share in the next 9 

period divided by the 90-day stock price average for the period ending March 25, 10 

2015.  Mr. Hevert calculates his dividend yields using 30-day, 90-day, and 180-day 11 

stock price averages, resulting in ROE estimates that differ by as much as four basis 12 

points.  While ideally the most recent price of a security should be used because it 13 

represents current valuations in equity markets, calculating an average over time to 14 

mitigate any irregularities is necessary.  However, using too long of a time period, 15 

such as Mr. Hevert’s 180-day averages, may capture market trends that are no longer 16 

relevant.  Ideally, the best method is to calculate the 30-day average.  However, I use 17 

the 90-day average as a compromise to capture current market trends while avoiding 18 

market irregularities.  See Schedule MLR-5a and Schedule MLR-5b.    19 

Q. HOW DOES COMPANY WITNESS HEVERT CALCULATE THE 20 

DIVIDEND YIELD IN HIS DCF ANALYSIS?  21 

A. Mr. Hevert makes an adjustment for quarterly dividend payout to his Constant 22 

Growth DCF Model that includes only half of the expected dividend yield for each 23 

company in his sample.  He avers that this adjustment “…ensures that the expected 24 
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dividend yield is, on average, representative of the coming twelve-month period, and 1 

does not overstate the dividends to be paid during that time.” See Hevert Testimony 2 

page 16, lines 18, 19, and 20.   3 

Q.    DO YOU AGREE WITH MR. HEVERT’S ADJUSTMENT? 4 

A.    No.  I disagree with Mr. Hevert’s adjustment because there should be consistency 5 

between the growth rate used in making the estimates and the time dimension of the 6 

dividend payments.  In addition, this adjustment also assumes that quarterly dividends 7 

are reinvested throughout the year.  However, this may not be the case.  Quarterly 8 

dividends may have been spent or held in a money market account at a lower rate.      9 

Q. DESCRIBE THE GROWTH RATE COMPONENT OF YOUR DCF 10 

ANALYSIS. 11 

A. I estimated the expected dividend yield by applying the growth rate component of my 12 

Single-Stage DCF analysis.  I use three variants for calculating the growth rate 13 

component; I will discuss these three variants later in my testimony.  These methods 14 

produce a range of expected dividend yields from 3.70 percent to 3.73 percent for my 15 

sample.  My first set of growth rates are based on earnings per share forecasts because 16 

investors typically view earnings growth as an indicator of dividend growth.  Unlike 17 

Mr. Hevert, however, I believe that investors also incorporate other sources of 18 

information when setting their expectations of dividend growth that I will discuss 19 

shortly. 20 

I calculate the estimated earnings growth rates by taking the average of 21 

analysts’ forecasts from Value Line, Zacks Investment Research, and 22 

YahooFinance—all publicly available sources of projected earnings growth rates.  23 
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Both the Zacks and YahooFinance websites report survey results incorporating 1 

securities analysts’ projections.  Value Line, in contrast, uses a historical base period 2 

average value for 2012 to 2014 and a forecast of 2018 to 2020 to calculate its growth 3 

rates.  The average earnings growth rate for my sample of companies is 5.27 percent.  4 

See Schedule MLR-5a.  This average growth rate is similar to the earnings growth 5 

rates used by Mr. Hevert in his Constant Growth DCF, which range from 5.29 percent 6 

to 5.89 percent with an average of 5.64 percent.  See Hevert Testimony, Schedule 7 

RBH-1.  This calculation, using a growth rate similar to Mr. Hevert’s, results in a 8 

9.0 percent return for the proxy group. 9 

I also develop an alternative growth rate by averaging Value Line’s dividends 10 

per share (“DPS”) and book value per share (“BVPS”) estimates with the previously 11 

estimated earnings growth rate projections weighted equally.  I include these three 12 

components of growth in my alternative analysis because investors are not only 13 

concerned with dividend growth but also earnings and book value growth as an 14 

assurance that dividend growth will be sustained.  Moreover, dividend growth rates 15 

are more stable than earnings growth.  These calculations produce an average growth 16 

rate of approximately 4.61 percent.  See Schedule MLR-5b.   17 

Q. DO YOU EMPLOY OTHER METHODS TO DERIVE GROWTH RATES 18 

IN YOUR SINGLE-STAGE DCF MODEL? 19 

A. Yes, I also use the sustainable growth method to estimate the rate of dividend growth.  20 

The standard DCF model assumes only one source of equity financing, namely the 21 

retention of earnings.  Growth in earnings and dividends, however, can also be 22 
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achieved by the sale of new common equity.
12

  The basic Single-Stage DCF model 1 

of: 2 

𝐾 =
𝐷1

𝑃
+ 𝑔 

Can be rewritten to assume that external sources of financing influences investor 3 

expectations of dividend growth and is represented as the following:  4 

𝐾 =
𝐷1

𝑃
+ 𝑏𝑟 + 𝑠𝑣 

Where: 5 

  𝑔 = 𝑏𝑟 + 𝑠𝑣. 6 

Where:  7 

A rate of return, r, is earned;  8 

A portion of earnings are retained, b; and  9 

Stock financing at a rate sv, in which s represents the 10 

funds raised from the sale of stock as a fraction of existing 11 

common equity and v is the fraction of funds raised from 12 

the sale of stock that accrues to shareholders.
13 

  13 

I use Value Line expectations regarding retention ratios and ROEs for five years into 14 

the future to derive estimates for b and r, which in turn are used to calculate the 15 

expected internal growth component, br.  To incorporate external financing growth, 16 

sv, I use Value Line data to derive the market-to-book ratio and expected growth in 17 

                                                           
12

 This expanded version of the DCF model allows for the value of stocks to vary from book values. If stock 

prices equal book value, then the equity of the new shareholders is equal to the funds they invest and the 

existing shareholders, equity is not changed. If, however, stock prices are greater than book value, a portion of 

the funds accrues to the existing shareholders, thereby increasing their expectations of dividend growth in the 

future. The reverse can be said if stock prices fall below book value, in that existing shareholders would expect 

a dilution of their equity position.  See example in Morin, Roger M. (2006) New Regulatory Finance, Public 

Utilities Reports, Inc., Arlington, VA, page 269. 
13

 Ibid., page 269. 
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the number of outstanding shares.  The average sustainable growth rate for my proxy 1 

group is 4.50 percent.  See Schedule MLR-6c. 2 

Q. PLEASE SUMMARIZE YOUR SINGLE-STAGE DCF MODEL RESULTS. 3 

A. I employ three different methods for deriving the growth rate in the Single-Stage 4 

DCF model, yielding three estimates of the ROE for my proxy group.  When I 5 

assume that investors are only concerned with earnings growth when valuing a 6 

company’s stock, thereby only using earnings per share (“EPS”) growth in the DCF 7 

model, I derive an ROE of 9.0 percent.  See Schedule MLR-5a. 8 

Once I allow for other sources of growth to influence investors’ expectations 9 

of the return on a particular equity, my analysis yields lower results.  For instance, 10 

adding DPS and BVPS growth results in an ROE of 8.31 percent.  Finally, when I 11 

allow for both internal and external funding sources to drive growth in investor 12 

income, or my sustainable growth rate model, I derive an average ROE of 13 

8.20 percent.  See Schedule MLR-6c.   14 

Estimated Return on Equity 

Methodologies ROE 

Single-Stage DCF (EPS Growth) 9.00 

Single-Stage DCF (DPS, EPS and BVPS) 8.31 

Single-Stage DCF (Sustainable Growth) 8.20 

 

Q. DOES YOUR METHODOLOGY FOR CALCULATING THE GROWTH 15 

RATE DIFFER FROM MR. HEVERT? 16 

A. Yes.  In his Constant Growth DCF models, Mr. Hevert relies solely on analysts’ 17 

estimates of earnings growth.  Since the DCF estimate is derived from the concept 18 

that cash dividends are the only income from a share of stock, in principle, the growth 19 



Direct Testimony of Maureen L. Reno Page 23 

 

component should only include dividends.  Investors, however, are also concerned 1 

about whether dividends are sustainable and they realize that dividend growth 2 

sustainability is affected by earnings and book value growth.  As a result, investors do 3 

not use a single growth estimate when pricing a utility’s stock.  Therefore, I believe it 4 

appropriate to include other measures for the growth component in my analysis.  5 

Applying Mr. Hevert’s methodology of using a growth rate comprised of only 6 

earnings per share growth yields an ROE of 9.0 percent.  This result falls within his 7 

range of 8.37 percent to 9.59 percent when he uses his Constant Growth DCF method 8 

with low to mean growth rates.  See Schedule MLR-5a.  9 

2. The Three-Stage Discounted Cash Flow Model 10 

Q. PLEASE EXPLAIN WHY YOU USE A THREE-STAGE DCF MODEL. 11 

A. I employ a Three-Stage DCF model so that the growth rates of dividends, earnings, 12 

and book value are allowed to change over time.  The Single-Stage DCF model 13 

assumes that the value of a common stock can be expressed as the present value of a 14 

stream of dividends that grows at the same rate into infinity.  Often times, however, 15 

investors expect the short-run growth rate of a company to differ from its long-run 16 

growth rate.  Moreover, my application of the Three-Stage DCF model takes into 17 

account the fact that expected growth rates of financial publishing companies reflect 18 

expectations in the short-run (three to five years) and are not intended to reflect 19 

expectations in the long-run.  The Three-Stage DCF model accounts for this inherent 20 

limitation in the data by allowing dividends to grow at a different rate in the long-run. 21 
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Furthermore, given recent economic events such as the recession of 2008-9, 1 

current short-term forecasts are likely to reflect depressed figures from a single base 2 

period.  As a result, these short-term growth rates are not sustainable in the long-run. 3 

Q. PLEASE DESCRIBE IN GREATER DETAIL THE THREE-STAGE DCF 4 

MODEL THAT YOU APPLY TO ESTIMATE THE COST OF EQUITY 5 

FOR THE COMPANY. 6 

A. The Three-Stage DCF model is represented by the following equation: 7 
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Where: 11 

P equals present value or stock price; 12 

D0 are dividends in the preceding period; 13 

g1, g2, and g3 represent the expected growth rate in dividends in 14 

each stage; and 15 

 k is the cost of equity or discount rate.
14

   16 

I solve this equation iteratively for k using two five-year stages and then a final stage, 17 

which follows the first ten years into perpetuity.
15

  18 

Q. DESCRIBE THE GROWTH RATE COMPONENTS OF YOUR THREE-19 

STAGE DCF ANALYSIS. 20 

                                                           
14

 Pratt, Shannon, Cost of Capital, Estimation and Applications, 1998, New York, John Wiley & Sons, Inc., 

page 101. 
15

 SBBI Valuation Edition 2013 Yearbook, Ibbotson Associates, 2013, page 50. 
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A. For comparison purposes, I first include EPS growth rates in my Three-Stage DCF 1 

analysis.  Since investors are concerned with dividend sustainability going forward, 2 

however, I consider other financial factors beyond just earnings growth when 3 

anticipating dividend income in the future.  As a result, I allow DPS, EPS and BVPS 4 

to influence investor expectations in the short term.  Therefore, for the short-term 5 

growth rate in my Three-Stage DCF model, I also use the same growth rate that I 6 

used in the Single-Stage DCF model—the average of expected DPS, EPS, and BVPS 7 

growth.   8 

Q. WHAT SECOND-STAGE RATES DO YOU USE IN THE THREE-STAGE 9 

DCF MODEL? 10 

A. The second-stage growth rate is simply the average of the growth rates in the first and 11 

third stages.  By adding an intermediate growth stage, I allow for investment income 12 

growth to adjust to long-term growth over time.  I believe that my results from using 13 

a three-stage approach are appropriate because most investors do not consider three 14 

years or even five years into the future as the long term.        15 

Q. WHAT IS THE THIRD-STAGE GROWTH RATE AND WHY DO YOU 16 

USE IT IN THE FINAL STAGE GROWTH RATE IN THE THREE-STAGE 17 

DCF MODEL?  18 

A. For the final stage including the 11
th

 year to infinity, I apply two growth rates of 19 

4.8 percent and 5.50 percent, which represent the long-run growth rate of the 20 

economy, adjusted for inflation.  The lower estimate of 4.8 percent was reported in 21 

the March 10, 2015 edition of Blue Chip, which represents an expected nominal GDP 22 

from a consensus of investors.  I also apply the estimate of 5.5 percent as reported by 23 
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Ibbotson, which is less than Mr. Hevert’s estimate of 5.65 percent.  Ibbotson 1 

recommends using real GDP, adjusted for inflation, as a proxy for expected long-term 2 

future performance because “real GDP, with only a few exceptions, has been 3 

reasonably stable over time; therefore, its historical performance is a good estimate of 4 

expected long-term (future) performance.”
16

 5 

Q. WHAT IS THE ESTIMATED ROE THAT YOU CALCULATE USING 6 

THE THREE-STAGE DCF MODEL? 7 

A. Using my average of earnings, dividends, and book value growth, I derive an 8 

estimated ROE result of 9.01 percent, assuming a final-stage growth rate of 9 

5.5 percent.  See Schedule MLR-7b. 10 

Q. IS YOUR THREE-STAGE DCF MODEL SIMILAR TO MR. HEVERT’S 11 

MULTI-STAGE DCF MODEL? 12 

A. No, Mr. Hevert uses expected earnings per share and some form of the expected 13 

dividend payout ratio in all three stages of his Multi-Stage model.  I improve upon his 14 

methodology by assuming that investors include growth in EPS, DPS, and BVPS 15 

when estimating a company’s ROE.   16 

We both rely on overall economic growth, measured by nominal GDP, in the 17 

long term to some extent because short-term company growth rates may not be 18 

sustainable.  Mr. Hevert, however, uses his long-term growth rate of 5.65 percent to 19 

calculate a terminal Price to Earnings Growth (“PEG”) ratio, which he defines as his 20 

terminal price to earnings ratio divided by his terminal growth rate or nominal GDP.  21 

As I discuss previously in my testimony, recent analyst expectations of long-term 22 

                                                           
16

 Ibbotson Associates, SBBI Valuation Edition 2013 Yearbook, page 52. 
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economic growth reveal a nominal growth rate of 4.8 percent.  To remain 1 

conservative in my estimates, however, I apply both the 4.8 percent and 5.5 percent 2 

long-term growth rates in my Multi-Stage DCF model.  3 

Q. PLEASE SUMMARIZE YOUR SINGLE-STAGE AND MULTI-STAGE 4 

DCF RESULTS. 5 

A. My DCF model results suggest that relying solely on earnings growth yields higher 6 

ROE estimates.  For instance, applying Mr. Hevert’s assumption that investors are 7 

only concerned with earnings growth when valuing a security results in an estimated 8 

ROE of 9.00 percent for my sample.  Relaxing such a strict assumption by allowing 9 

dividends, book value, and earnings to drive investor valuations leads to lower ROE 10 

estimates of 8.31 percent for my sample.  Such estimates fall lower still to 11 

8.20 percent when I allow for external and internal financing.  This observation that 12 

earnings growth drives higher ROE results is also verified by my Multi-Stage DCF 13 

results of 9.18 percent when only including EPS growth in the first stage and 14 

9.01 percent when relaxing this assumption (see table below).   15 

Estimated Return on Equity  

DCF Methodologies ROE 

Single-Stage DCF (EPS Growth) 9.00 

Single-Stage DCF (DPS, EPS and BVPS) 8.31 

Single-Stage DCF (Sustainable Growth) 8.20 

Three-Stage DCF (EPS, 4.8% GDP Growth) 8.62 

Three-Stage DCF (DPS, EPS, BVPS, 4.8% GDP Growth) 8.45 

Three-Stage DCF (EPS, 5.5% GDP Growth) 9.18 

Three-Stage DCF (DPS, EPS, BVPS, 5.5% GDP Growth) 9.01 
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3. The Capital Asset Pricing Model 1 

Q. DO YOU USE ANY OTHER METHODOLOGIES TO ESTIMATE THE 2 

ROE FOR THE COMPANY? 3 

A. Yes, I apply the Capital Asset Pricing Model (“CAPM”).  4 

Q. DESCRIBE THE CAPM ALSO USED TO CALCULATE THE COST OF 5 

EQUITY.  6 

A. The CAPM is a form of the “risk premium” approach that is rooted in modern 7 

portfolio theory.  It recognizes that common equity capital is more risky than debt 8 

from an investor’s perspective, and that investors require higher returns on stocks 9 

than on bonds to be compensated for the additional risk.  The cost of common equity 10 

is represented by the following equation:  11 

RPRK sfe * , 12 

Where: 13 

Ke is the cost of equity; 14 

Rf  is the yield on risk free securities; and  15 

RP is the equity risk premium demanded by shareholders 16 

to accept equity relative to debt.   17 

ßs or “Beta” is a company-specific measure which reflects the movement in a 18 

company’s stock price relative to movements in a composite group of companies 19 

representing the stock market.  Beta measures the investment risk that cannot be 20 

eliminated by holding a diverse portfolio of assets.  21 

Q. WHAT BETA MEASURE DO YOU USE FOR YOUR SAMPLE?  22 
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A. I rely on Value Line betas because Value Line is widely used by the utility regulatory 1 

community.  It is also known that Value Line adjusts their betas to account for the 2 

long-term tendencies of stocks to converge to a beta of one.
17

  As a result, Value Line 3 

betas tend to have higher values than betas provided by other sources.  The average 4 

beta for my proxy group is 0.74.  A beta value of 0.74 means that the stock price 5 

movement is less than movement in the stock market as a whole.  The stock is, 6 

therefore, less volatile than the market as a whole. 7 

Q. HOW DO YOU CALCULATE THE EQUITY RISK PREMIUM?  8 

A. I calculate the equity risk premium by first identifying the risk-free rate.  In general, 9 

most investors agree that an asset perceived by the market as having no risk is a 10 

United States Treasury bond because the U.S. government’s ability to create money 11 

to fulfill its debt obligations under virtually any scenario makes Treasury securities 12 

practically default free.  Since there is no close alternative to Treasury securities, I use 13 

the yield on the 30-Year Treasury bond observed over the last month.  This first 14 

estimate of 2.64 percent is based on recent market information and is the average 15 

yield from February 12, 2015 to March 25, 2015.
18

  I also apply a forecasted estimate 16 

provided by Blue Chip as a proxy for a risk-free rate.  This second estimate is the 17 

forecasted yield on the 10-Year Treasury bond of 3.9 percent.  See Schedule MLR-3b.  18 

As a result of applying both risk-free rates, I estimate two ROE estimates using the 19 

CAPM.   20 

                                                           
17

 Marshall E. Blume investigated the regression tendency of beta and reached the conclusion that betas have 

the tendency to approach a value of one (1) over time. That is, high-beta (or high-risk relative to the market) 

portfolios tend to decline over time toward unity, while low-beta portfolios increase to unity. Blume, Marshall 

E. “Betas and Their Regression Tendencies,” Journal of Finance, June 1975, pages 785-796. Also referenced in 

Morin (2006), page 73. 
18

 See Schedule MLR-8b. Source: www.federalreserve.gov. 

http://www.federalreserve.gov/
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To calculate the expected equity risk premium, I subtract the risk-free rate 1 

from the Duff & Phelps Large Stock Arithmetic Average Return ended December 2 

2013 of 11.63 percent.
19

  Using the difference between the market total return and the 3 

current yield on the 30-Year Treasury bond, I derive a risk premium of 8.99 percent.  4 

My estimated risk premium using a forecasted risk-free rate is 7.73 percent.  See 5 

Schedule MLR-8a.  Both results are measures of long-term assessments of market 6 

risk, and also reflect the historically low interest rates prevalent in our current 7 

economy.   8 

I adjust both risk premiums to account for industry-specific risk by 9 

multiplying it by my sample’s average betas, yielding results of 6.62 percent and 10 

5.69 percent, respectively.  The cost of equity is the sum of the risk-free rate and the 11 

beta-adjusted risk premium (equity risk premium multiplied by my sample’s average 12 

beta).  Using Value Line betas, I estimate ROEs of 9.26 percent and 9.59 percent (see 13 

table below). 14 

CAPM Methodologies  ROE 

Capital Asset Pricing Model (Current Risk-Free Rate) 9.26 

Capital Asset Pricing Model (Forecast Risk-Free Rate) 9.59 

 

Q. WHAT ISSUES DO YOU HAVE WITH MR. HEVERT’S BOND YIELD 15 

PLUS RISK PREMIUM METHODOLOGY? 16 

A. In his Bond Yield plus Risk Premium methodology, Mr. Hevert includes authorized 17 

ROEs from 1,433 rate cases during the period January 1980 to September 12, 2014 to 18 

estimate an ROE range of 10.11 percent to 10.85 percent.  See Hevert Testimony, 19 

                                                           
19

 Duff & Phelps, 2014 Valuation Handbook - Guide to Cost of Capital, Exhibit A-1 
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Table RBH-6.  These allowed ROEs, provided by Regulatory Research Associates 1 

(“RRA”), place greater weight on historical market conditions, and in most cases are 2 

the result of settlement negotiations where utilities sought to retain existing, and 3 

likely inflated, ROEs by adjusting other components in the cost of service.   4 

Realized risk premium results are also dependent on the time period chosen.  5 

Mr. Hevert chooses a time period of 1980 to 2014 while other studies such as Duff & 6 

Phelps, which I apply in my CAPM analysis, use a longer time period (1963 to 2013) 7 

to incorporate many business cycles (inflation policy, interest rate cycles, and 8 

economic cycles).  As a result, Mr. Hevert’s analysis overestimates KCP&L’s 9 

estimated ROE.  Furthermore, he relies on outdated authorized returns when 10 

calculating his equity risk premium.   11 

Since the Federal Reserve, and economists in general, have been cautious 12 

about the staying power of the current economic recovery, state public utility 13 

commissions have incorporated such cautious expectations and the low opportunity 14 

cost of utility stocks in allowed ROEs.  As a result, there has been a decreasing trend 15 

in the allowed ROEs in recent rate cases, particularly in 2014.  For example, the 16 

Commission recently authorized a 9.7 percent ROE for KCP&L and KCP&L Greater 17 

Missouri Operations Company.  See January 9, 2013 Order in Docket Nos. ER-2012-18 

0174 and ER-2012-0175, page 1 and page 24. 19 

VI. SUMMARY AND RECOMMENDATION 20 

Q. WHAT DO YOU RECOMMEND FOR KCP&L’S OVERALL RATE OF 21 

RETURN AND ALLOWED ROE?  22 
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A.  I recommend that the Commission authorize an overall rate of return of 6.62 percent 1 

with a capital structure that incorporates short-term debt, and an allowed ROE of 2 

9.00 percent, which is based on the median rate derived from my ROE methodologies 3 

(three Single-Stage DCF, one Three-Stage DCF and Capital Asset Pricing Models) 4 

using Mr. Hevert’s adjusted sample.  See Estimated Return on Equity Summary table 5 

below.  This result lies within the range of 8.2 percent and about 9.6 percent and 6 

represents a conservative estimate of a fair and reasonable ROE for KCP&L for the 7 

reasons I have discussed.   8 

My results are derived using a proxy group of electric utilities representing the 9 

opportunity cost of investing in KCP&L’s assets and best represents the opportunity 10 

cost of capital that an investor expects under today’s financial circumstances.  These 11 

results also fall within the range of 8.37 percent to 10.03 percent presented by Mr. 12 

Hevert when he applies his Constant Growth and Multi-Stage DCF methods using 13 

low to mean growth rates.  14 
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Estimated Return on Equity Summary  

Methodologies ROE 

Single-Stage DCF (EPS Growth) 9.00 

Single-Stage DCF (DPS, EPS and BVPS) 8.31 

Single-Stage DCF (Sustainable Growth) 8.20 

Three-Stage DCF (EPS, 4.8% GDP Growth) 8.62 

Three-Stage DCF (DPS, EPS, BVPS, 4.8% GDP Growth) 8.45 

Three-Stage DCF (EPS, 5.5% GDP Growth) 9.18 

Three-Stage DCF (DPS, EPS, BVPS, 5.5% GDP Growth) 9.01 

Capital Asset Pricing Model (Current Risk-Free Rate) 9.26 

Capital Asset Pricing Model (Forecast Risk-Free Rate) 9.59 

  
Average 8.85 

Median (using all results above) 9.00 

Minimum 8.20 

Maximum 9.59 

 

Q. DOES THIS CONCLUDE YOUR TESTIMONY?  1 

A. Yes, it does. 2 
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VII. APPENDIX A. CURRICULUM VITAE AND QUALIFICATIONS 

Maureen L. Reno (Sirois) 

 

Ms. Reno is an independent contractor currently providing services for Exeter Associates, 

Inc. (“Exeter”).  She brings twelve years of regulated utilities and energy sector expertise.  The 

majority of this time was spent at the New Hampshire Public Utilities Commission (“NHPUC”).   

After ten years at the NHPUC, she was employed by the Union of Concerned Scientists (“UCS”) 

as a Senior Energy Economist.  Since leaving UCS in 2012, she has provided consulting services 

to Exeter and TrueLight Energy, LLC.  

Ms. Reno served as a senior energy economist at the UCS developing clean energy 

financing policies and advocating for electricity sector solutions to global warming.  Prior to 

working for UCS, Ms. Reno worked for the Sustainable Energy Division of the NHPUC as the 

program manager of New Hampshire’s Renewable Portfolio Standard (RPS) program helping 

both owners of distributed generation and load serving entities meet compliance requirements 

and maneuver the dynamic wholesale energy and renewable energy certificate markets.  

She began her career working for the NHPUC’s Electric Division on the development 

and implementation of the RPS, New Hampshire’s participation in the Regional Greenhouse Gas 

Initiative, net metering and utilities’ energy efficiency programs.  Ms. Reno also served as staff 

expert witness on financial issues regarding the regulation of electric, natural gas and water 

utilities.  

Ms. Reno currently volunteers for the town of Derry, New Hampshire, as chair of the 

Energy and Environmental Advisory Committee to the Derry Town Council, educating town 

administrators and taxpayers on ways to reduce energy costs.  She also advises her local state 

legislators on energy and environmental policy proposals.  

Education 

Completed all course work and exam requirements towards the Doctorate of Philosophy 

in Economics – University of New Hampshire, Durham.   

Fields of Specialization: Industrial Organization and Environmental Economics  

Master of Arts in Economics – University of New Hampshire, Durham, 1998 

Bachelor of Arts in Economics – University of Maine, Orono, 1996 

Previous Employment 

 2011-2012 Union of Concerned Scientists 

Senior Energy Economist 
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 2001-2011 New Hampshire Public Utilities Commission 

   Analyst and Program Manager 

   Utility Analyst 

   Economist 

 

 1999-2002 New Hampshire Small Business Development Center 

   Survey Manager 

 

 1999-2001 University of New Hampshire 

   Adjunct Instructor 

 

Professional Work 

As an independent consultant for Exeter Associates, Ms. Reno: 

 Provides consulting services regarding the regulation of energy utilities on the 

rate of return on equity. 

 Provided written testimony in electric utility rate cases before the Public Utilities 

Commission in Texas and Louisiana. Calculated each company’s weighted 

average cost of capital and estimated the rate of return on equity using discounted 

cash flow, risk premium, and capital asset pricing models.   

As an independent consultant for TrueLight Energy, LLC, Ms. Reno:  

 Acted as director of regulatory affairs to expand upon current services to provide 

clients with guidance on how to navigate the dynamic deregulated electricity 

industry. 

 Developed regulatory service product for clients, which includes ISO/utility tariff 

tracking and rate impact analysis, policy analysis, new market identification and 

participation in regulatory processes. 

 Identified and originated new commercial opportunities in the U.S. to support 

principle product/service lines: retail supplier solutions; generation asset 

management; and sustainability management solutions for large energy users. 

 Developed and implemented business development and business-to-business 

marketing strategies in coordination with senior management. 

As a senior economist at the Union of Concerned Scientists, Ms. Reno: 

 Promoted the development of clean energy technologies and policies in the 

electricity sector. Designed and evaluated energy policies at the state, regional, 

and national levels to maximize economic benefits and overcome market barriers 

to renewable energy. 
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 Evaluated and developed alternative financial policies to national and state 

renewable energy standards. Completed internal documents and research focusing 

on master limited partnerships and real estate investment trusts as possible 

sources of financing capital for renewable energy projects. 

 Informed and enhanced coalition strategies by evaluating and developing 

appropriate responses to federal policy opportunities, including a low-carbon 

electricity standard, production tax credit, and other emerging opportunities. 

 Evaluated the net benefits and opportunities for economic development in 

renewable energy manufacturing and the supply chain. 

 Led the selection process and management of Kendall Fellowship on energy 

innovation, including identifying promising candidates, helping to shape and 

refine the Fellow’s research proposal, and supervising the Fellow. 

As an analyst and program manager at the New Hampshire Public Utilities Commission, 

Ms. Reno: 

 Developed and managed New Hampshire’s RPS Program.    

 Developed internal protocols for managing New Hampshire’s RPS program 

pursuant to PUC’s RPS program rules (N.H. Code of Administrative Rules PUC 

2500), including designing resource eligibility application forms. 

 Verified electricity providers’ compliance with state renewable energy policy and 

processed applications for renewable energy source eligibility. 

 Provided RPS program evaluation and policy analysis to the State legislature on 

behalf of the PUC. 

 Prepared and submitted annual RPS compliance reports to the State legislature. 

 Monitored and forecasted renewable energy certificate market trends in New 

England and New Hampshire to estimate available revenues supporting rebate 

programs. 

 Maintained an RPS program website and renewable energy sources database. 

 Participated in various regional working groups, including the RGGI Allowance 

and Offset Market Groups, and the GIS Regulators’ Caucus to develop and 

maintain the NEPOOL GIS Operating Rules. 

 Developed Greenhouse Gas Emissions Reduction Fund Cost Effectiveness 

Analysis model for request for proposal applicants. 
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As a utility analyst and economist at the New Hampshire Public Utilities Commission, 

Ms. Reno: 

 Provided economic and financial analysis on issues concerning the generation, 

transmission and distribution of electricity. 

 Testified in eight electric, natural gas and water utility rate cases in which she 

calculated each company’s weighted average cost of capital and estimated the rate 

of return on equity using discounted cash flow, risk premium, and capital asset 

pricing models. 

 Advised the PUC on utilities’ debt financings, bond issuances, power plant 

retrofit, advanced metering, demand response, and incentives for in-state energy 

efficiency programs. 

 Reviewed, analyzed and prepared oral and written recommendations for the 

Commission on utility requests for changes in base rate revenue requirements and 

other surcharges, as well as financing arrangements. 

 Collaborated on behalf of the PUC with public and private entities to write New 

Hampshire’s RPS law (HB 873), state participation in RGGI (HB 1434) and the 

PUC’s RPS program rules (N.H. Code of Administrative Rules Puc 2500). 

 Advised the Commissioners on the development of the RGGI carbon dioxide 

emission limits and the Allowance Auction Market. 

 Prepared fiscal impact statements regarding proposed legislation and regulations 

in the State of New Hampshire using cost-benefit analysis. 

As a Survey Manager for the New Hampshire Small Business Development Center, Ms. 

Reno: 

 Analyzed the economic and behavioral factors that lead to the growth of New 

Hampshire manufacturing companies. 

 Designed and distributed a survey to collect data on the characteristics of New 

Hampshire manufacturers. 

 Managed collection of survey data, designed a database for the data collected and 

oversaw data entry efforts.  

 Completed multivariate regression, factor and cluster analysis of survey data. 

As an Adjunct Instructor for the University of New Hampshire, Ms. Reno:  

 Taught undergraduate courses in Principles of Macroeconomics and 

Microeconomics. 
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 Lectured on a daily basis. 

 Developed lesson plans and teaching materials. 

 Managed teaching assistant’s work correcting and grading testing materials and 

writing assignments.  

 

Expert Testimony as Maureen L. Reno 

Before the Texas Public Utility Commission, Docket No. 41791 on behalf of the United 

States Department of Energy. Testimony regarding a fair return on equity in the Application of 

Entergy Texas, Inc. for Authority to Change Rates and Reconcile Fuel Costs. 

Expert Testimony as Maureen L. Sirois: 

Before the New Hampshire Public Utility Commission, Docket No. DE 05-178 on behalf 

of Commission Staff. Testimony regarding the Rate of Return for Unitil Energy Systems, Inc. 

Before the New Hampshire Public Utility Commission, Docket No. DE 04-177 on behalf 

of Commission Staff. Testimony regarding the Rate of Return for Public Service Company of 

New Hampshire’s generation assets. 

Before the New Hampshire Public Utility Commission, Docket No. DW 04-056 on 

behalf of Commission Staff. Testimony regarding the Rate of Return for Pennichuck Water 

Works, Inc. 

Before the New Hampshire Public Utility Commission, Docket No. DE 03-200 on behalf 

of Commission Staff. Testimony regarding the Rate of Return for Public Service Company of 

New Hampshire. 

Before the New Hampshire Public Utility Commission, Docket No. DE 03-166 on behalf 

of Commission Staff. Testimony regarding the Modification of Schiller Station for Public 

Service Company of New Hampshire. 

Before the New Hampshire Public Utility Commission, Docket No. DE 01-247 on behalf 

of Commission Staff. Testimony regarding the Rate of Return for Concord Electric Company 

and Exeter & Hampton Electric Company. 

Before the New Hampshire Public Utility Commission, Docket No. DE 01-168 on behalf 

of Commission Staff. Testimony regarding the Refinancing of Series A, B and C Pollution 

Control Revenue Bonds, Including an Increase in the Short Term Debt Limit, Issuance of First 

Mortgage Bonds and Utilization of Derivative Instruments for Public Service Company of New 

Hampshire. 
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Before the New Hampshire Public Utility Commission, Docket No. DG 01-182 on behalf 

of Commission Staff. Testimony regarding the Rate of Return for Northern Utilities, Inc. 

Before the New Hampshire Public Utility Commission, Docket No. DW 01-081 on 

behalf of Commission Staff. Testimony regarding the Rate of Return for Pennichuck Water 

Works, Inc. 

Research 

Conference Paper – “The Effect of Rate and Energy Efficiency Policies on Electricity 

Demand: Evidence from New Hampshire” by Chris Schlegel and Maureen L. Sirois, 

presented at the 22
nd

 Annual Eastern Conference of the Advanced Workshop in 

Regulation and Competition, Skytop, PA, May 2003. 

Dissertation for Ph.D. – “Participation in Environmental Management Systems: The 

Effect of Supply-Chain Relationships on Company Behavior,” presented at the Eastern 

Economic Association meeting, New York City, NY, February 2001.   

Report under the Manufacturing Management Grant – “Report on U.S. Small Business 

Administration Funded Survey of New Hampshire Manufacturers in Rural Areas,” by 

Linda G. Sprague and Maureen L. Sirois, presented at the Global Manufacturing 

Research Group (GMRG) Annual Meeting, University of Western Ontario, Canada, 

August 2000.  
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VIII. APPENDIX B: ATTACHMENTS 

 

• DOE Attachment MLR-1_GPE 10-k 2015  

• DOE Attachment MLR-2_VL_Select_Op_150227 

• DOE Attachment MLR-3_BEA_2014 PR_150227 

• DOE Attachment MLR-4_FED RESERVE_PR_150318 

• DOE Attachment MLR-5_NextEra_PR_141203 

• DOE Attachment MLR-6_EverSource_PR_150312 

• DOE Attachment MLR-7_Morin_P269 

• DOE Attachment MLR-8_SBBI_P50 

• DOE Attachment MLR-9_SBBI_P52 

• DOE Attachment MLR-10_Morin_P73 

• DOE Attachment MLR-11_Duff&Phelps Guide Ex A-1 
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DOE Attachment MLR-1_GPE 10-k 2015 
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DOE Attachment MLR-2_VL_Select_Op_150227
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DOE Attachment MLR-3_BEA_2014 PR_150227
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DOE Attachment MLR-4_FED RESERVE_PR_150318
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DOE Attachment MLR-5_NextEra_PR_141203
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DOE Attachment MLR-6_EverSource_PR_150312
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DOE Attachment MLR-7_Morin_P269 
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DOE Attachment MLR-8_SBBI_P50 
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DOE Attachment MLR-9_SBBI_P52 
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DOE Attachment MLR-10_Morin_P73
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DOE Attachment MLR-11_Duff&Phelps Guide Ex A-1
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IX. APPENDIX C: SCHEDULES 

• Schedule MLR-1 

• Schedule MLR-2a 

• Schedule MLR-2b 

• Schedule MLR-2c 

• Schedule MLR-3a 

• Schedule MLR-3b 

• Schedule MLR-4 

• Schedule MLR-5a 

• Schedule MLR-5b 

• Schedule MLR-6a 

• Schedule MLR-6b 

• Schedule MLR-6c 

• Schedule MLR-7a 

• Schedule MLR-7b 

• Schedule MLR-8a 

• Schedule MLR-8b 

• Schedule MLR-8c



Case No. ER-2014-0370 

Schedule MLR-1 
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2009 2010 2011 2012 2013 2014

Real GDP -2.8 2.5 1.6 2.3 2.2 2.4

CPI
1

-0.4 1.6 3.2 2.1 1.5 1.6

Unemployment 9.3 9.6 8.9 8.1 7.4 6.2

Employment/Population 

Ratio 59.3 58.5 58.4 58.6 58.6 59.0

Labor Force Participation 

Rate 65.4 64.7 64.1 63.7 63.2 62.9

1. Not seasonally adjusted

Historical Economic Trends (Percent Change from Previous Period)

Source: Economic Indicators, January 2015, Prepared for the Joint Economic Committee by the Council of 

Economic Advisors.



Case No. ER-2014-0370 

Schedule MLR-2a 
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2009 2010 2011 2012 2013 2014

3-Month T-Bill 0.15 0.14 0.05 0.09 0.06 0.03

3-Year T-Bond 1.43 1.11 0.75 0.38 0.54 0.90

10-Year T-Bond 3.26 3.22 2.78 1.80 2.35 2.54

Moody's Aaa Bond 5.31 4.94 4.64 3.67 4.23 4.16

Moody's Baa Bond 7.29 6.04 5.66 4.94 5.10 4.85

Prime Interest Rate 3.25 3.25 3.25 3.25 3.25 3.25

Federal Funds Rate 0.16 0.18 0.10 0.14 0.11 0.09

Risk Premium 4.03 2.82 2.88 3.14 2.75 2.31

Mortgage Rate 30 yr 5.04 4.69 4.46 3.66 3.98 4.17

Source: Federal Reserve Bank of the United States of America website

http://www.federalreserve.gov/releases/h15/data.htm

Interest Rates and Bond Yields, 2009 to 2014



Case No. ER-2014-0370 

Schedule MLR-2b 
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Date 
Yield on 30-
yr T-Bond 

Yield on 30-yr 
T-Bond 

(Inflation 
Indexed) 

TIPs 
Spread 

 2/12/2015 2.58 0.78 1.8   

2/13/2015 2.63 0.81 1.82   

2/16/2015 ND ND ND   

2/17/2015 2.73 0.87 1.86   

2/18/2015 2.7 0.82 1.88   

2/19/2015 2.73 0.84 1.89   

2/20/2015 2.73 0.83 1.9   

2/23/2015 2.66 0.79 1.87   

2/24/2015 2.6 0.73 1.87   

2/25/2015 2.56 0.7 1.86   

2/26/2015 2.63 0.72 1.91   

2/27/2015 2.6 0.68 1.92   

3/2/2015 2.68 0.75 1.93   

3/3/2015 2.71 0.75 1.96   

3/4/2015 2.72 0.74 1.98   

3/5/2015 2.71 0.74 1.97   

3/6/2015 2.83 0.86 1.97   

3/9/2015 2.8 0.88 1.92   

3/10/2015 2.73 0.85 1.88   

3/11/2015 2.69 0.83 1.86   

3/12/2015 2.69 0.84 1.85   

Average 
  

1.90   

http://www.federalreserve.gov/releases/h15/data.htm  

http://www.federalreserve.gov/releases/h15/data.htm


Case No. ER-2014-0370 

Schedule MLR-2c 
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DATE 
3-Month 

LIBOR 

2/16/2015 0.26 

2/17/2015 0.26 

2/18/2015 0.26 

2/19/2015 0.26 

2/20/2015 0.26 

2/23/2015 0.26 

2/24/2015 0.26 

2/25/2015 0.26 

2/26/2015 0.26 

2/27/2015 0.26 

3/2/2015 0.26 

3/3/2015 0.27 

3/4/2015 0.26 

3/5/2015 0.26 

3/6/2015 0.26 

3/9/2015 0.27 

3/10/2015 0.27 

3/11/2015 0.27 

3/12/2015 0.27 

3/13/2015 0.27 

3/16/2015 0.27 

Average 0.26 

Source: research.stlouisfed.org 



Case No. ER-2014-0370 

Schedule MLR-3a 
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2Q 2015 3Q 2015 4Q 2015 1Q 2016 2Q 2016

Real GDP 3.1 3.0 2.9 2.8 2.8

CPI 1.7 2.1 2.1 2.2 2.3

Unemployment Rate 5.4 5.3 5.2 5.1 5.0

3-Month T-Bill Yield 0.2 0.4 0.1 0.2 0.3

10-Year T-Bond Yield 3.0 3.1 3.3 3.5 3.6

Source: Blue Chip Economic Indicators, March 10, 2015, Aspen Publishers, Kansas City, MO.

Blue Chip Consensus Forecasts: Short-Term Forecasts



Case No. ER-2014-0370 

Schedule MLR-3b 
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2017 2018 2019 2020 2021 Ave 17-21 Ave 22-26

Real GDP Consensus 2.7 2.6 2.4 2.4 2.3 2.5 2.3

CBO 2.7 2.2 2.1 2.2 2.2 2.3 2.1

Nominal GDP Consensus 4.7 4.7 4.6 4.5 4.4 4.6 4.4

CBO 4.6 4.3 4.1 4.3 4.3 4.3 4.2

CPI Consensus 2.3 2.4 2.4 2.4 2.3 2.3 2.2

CBO 2.3 2.3 2.4 2.4 2.4 2.4 2.4

Unemployment Rate Consensus 4.9 5.0 5.0 5.0 5.1 5.0 5.1

CBO 5.3 5.4 5.5 5.5 5.5 5.4 5.4

3-Month T-Bill Yield Consensus 2.7 3.2 3.3 3.4 3.4 3.2 3.4

CBO 2.6 3.5 3.4 3.4 3.4 3.3 3.4

10-Year T-Bond Yield Consensus 3.9 4.2 4.3 4.3 4.3 4.2 4.4

CBO 3.9 4.2 4.5 4.6 4.6 4.4 4.6

Source: Blue Chip Economic Indicators, March 10, 2015, Aspen Publishers, Kansas City, MO.

Long Range Consensus U.S. Economic Projections compared to Congressional Budget Office (CBO) Expectations



Case No. ER-2014-0370 

Schedule MLR-4 
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COMMON

EQUITY

Reno Sample RATIO

American Electric Power Co. 81 BBB/BBB- Baa1 52.6 8.9 6.7

Duke Energy Corporation 86 BBB+ A3 49.8 6.0 4.5

Empire District Electric Co. 91 A- Baa1 49.2 9.3 7.1

Eversource Energy 86 A- A3/Baa1 51.1 8.0 5.9

IDACORP, Inc 100 A- A3 54.1 10.0 7.7

Otter Tail Corporation 43 BBB- Baa2 51.2 11.0 8.4

PNM Resources, Inc. 100 BBB Baa2 45.5 6.2 6.1

Pinnacle West Capital Corp. 100 BBB A3/Baa1 55.7 9.5 7.8

Portland General Electric Co. 100 A- A3 44.9 9.7 7.1

Southern Company 96 A A3/Baa1 47.1 10.4 6.9

Westar Energy, Inc. 100 A- A3/Baa1 47.4 9.9 7.4

Sample Average 89 49.9 9.0 6.9

Great Plains Energy Inc. 100 BBB Baa2 48.9 6.7 5.9

Source: AUS Monthly Utility Report, March 2015.

Sample Selection Criteria and Characteristics

1. Please note that the March 2015 edition data for % Regulated Electric Revenues does not match the results from Mr. Hevert's segment analysis.

COMMON


EQUITY

TOTAL


CAPITAL

% RETURN ON


BOOK VALUE%


REG


ELEC
 REV1

S&P


BOND


RATING

MOODY'S


BOND


RATING



Case No. ER-2014-0370 

Schedule MLR-5a 
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Table 5a: Single-Stage DCF, EPS Growth Method                   

Reno Sample 

90-Day 
Stock 
Price 
Ave., 

P0 

DPS 
(2015), 

D0 

DPS nxt 
period 

D1=D0*(1+g) 
Adjusted 
Div Yield 

Current 
Div 

Yield, 
D0/P0 

Expected 
Div YLD, 
D1/P0 

Yahoo 
Expected 

EPS 
Growth 

Next 
5yrs2 

Zacks 
Expected 

EPS 
Growth 

Rate3 

VL 
Expected 

EPS 
Growth 
Next 5 

yrs 

Average 
Expected 
Earnings 
Growth 
Rate, g 

1St DCF 
w/Earnings 

Growth, 
(D1/P0)+g 

American Electric Power Co. 59.22 2.15 2.26 2.21 3.63 3.82 5.05 4.80 5.50 5.12 8.93 

Duke Energy Corporation 81.67 3.21 3.36 3.29 3.93 4.12 4.41 4.70 5.00 4.70 8.82 

Empire District Electric Co. 27.80 1.05 1.08 1.07 3.78 3.89 3.00 3.00 3.00 3.00 6.89 

Eversource Energy 52.35 1.67 1.78 1.73 3.19 3.41 6.25 6.40 8.00 6.88 10.29 

IDACORP, Inc 64.16 1.90 1.95 1.93 2.96 3.05 3.00 4.00 1.50 2.83 5.88 

Otter Tail Corporation 31.10 1.23 1.33 1.28 3.95 4.27 6.00 N/A 10.00 8.00 12.27 

PNM Resources, Inc. 29.16 0.80 0.88 0.84 2.74 3.02 9.86 8.90 11.00 9.92 12.94 

Pinnacle West Capital Corp. 66.32 2.44 2.54 2.49 3.68 3.83 4.20 4.00 4.00 4.07 7.90 

Portland General Electric Co. 37.66 1.14 1.20 1.17 3.03 3.19 5.26 5.90 5.00 5.39 8.58 

Southern Company 47.87 2.15 2.23 2.19 4.49 4.66 3.40 3.70 4.00 3.70 8.36 

Westar Energy, Inc. 40.12 1.44 1.50 1.47 3.59 3.75 3.37 3.80 6.00 4.39 8.14 

Sample Average 48.86 1.74 1.83 1.79 3.54 3.73 4.89 4.92 5.73 5.27 9.00 

                        

Great Plains Energy Inc. 27.47 1.00 1.05 1.03 3.64 3.84 5.90 5.40 5.00 5.43 9.27 
2. finanace.yahoo.com                       
3. www.Zacks.com                       
Source: Value Line Investment Survey, Issue 11, January 30, 2015; Issue 1, February 20, 2015; and Issue 5, March 20, 2015.       
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Table 5b: Single-Stage DCF, Expected EPS, DPS and BVPS Growth Method               

Reno Sample 

90-
Day 

Stock 
Price 
Ave., 

P0 

DPS 
(2015), 

D0 

DPS nxt 
period 

D1=D0*(1+g) 

Quarterly 
Adjusted 
Div Yield 

Current 
Div 

Yield, 
D0/P0 

Expected 
Div YLD, 
D1/P0 

Ave 
Expected 

EPS 
Growth 

Rate4 

VL 
Expected 

DPS 
Growth 

Rate 

VL 
Expected 

BVPS 
Growth 

Rate 

Average 
Expected 
Growth 

Rate 
(EPS, 
DPS, 

BVPS), g 

1st DCF 
using EPS, 
DPS, BV 
Growth 
Rates, 

(D1/P0)+g 

American Electric Power Co. 59.22 2.15 2.25 3.72 3.63 3.81 5.12 5.00 4.50 4.87 8.68 

Duke Energy Corporation 81.67 3.21 3.31 3.99 3.93 4.06 4.70 2.50 2.50 3.23 7.29 

Empire District Electric Co. 27.80 1.05 1.08 3.83 3.78 3.88 3.00 3.00 2.50 2.83 6.72 

Eversource Energy 52.35 1.67 1.77 3.29 3.19 3.39 6.88 7.00 4.50 6.13 9.51 

IDACORP, Inc 64.16 1.90 1.99 3.03 2.96 3.11 2.83 8.00 4.00 4.94 8.05 

Otter Tail Corporation 31.10 1.23 1.28 4.04 3.95 4.13 8.00 1.50 3.50 4.33 8.46 

PNM Resources, Inc. 29.16 0.80 0.87 2.86 2.74 2.98 9.92 12.00 3.50 8.47 11.45 

Pinnacle West Capital Corp. 66.32 2.44 2.53 3.75 3.68 3.81 4.07 3.00 4.00 3.69 7.50 

Portland General Electric Co. 37.66 1.14 1.19 3.10 3.03 3.17 5.39 4.50 4.00 4.63 7.80 

Southern Company 47.87 2.15 2.22 4.57 4.49 4.64 3.70 3.50 3.00 3.40 8.04 

Westar Energy, Inc. 40.12 1.44 1.50 3.66 3.59 3.74 4.39 3.00 5.00 4.13 7.87 

Sample Average 48.86 1.74 1.82 3.62 3.54 3.70 5.27 4.82 3.73 4.61 8.31 

                        

Great Plains Energy Inc. 27.47 1.00 1.05 3.72 3.64 3.81 5.43 5.50 3.00 4.64 8.45 
4. Average Expected EPS Growth from Schedule MLR-
5B                   

Source: Value Line Investment Survey, Issue 11, January 30, 2015; Issue 1, February 20, 2015; and Issue 5, March 20, 2015.       
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Schedule 6a: Sustainable Growth DCF - Internal Growth Component               

Reno Sample 

Expected 
DPS (18-

20) 

Expected 
EPS (18-

20) 
BVPS 

(2015) 

Expected 
BVPS 

(18-20) 

Book 
Value 

Growth 

Expected 
ROE = 

EPS/BVPS 
Adjustment 

Factor 
Adjusted 

ROE, r 

Payout 
Ratio, 

DPS/EPS 
Retention 

Rate, b 

Internal 
Growth 

Rate, 
r*b 

American Electric Power Co. 2.65 4.50 35.75 42.25 0.034 10.65 1.02 10.83 0.59 0.41 4.45 

Duke Energy Corporation 3.55 5.50 59.50 66.00 0.021 8.33 1.01 8.42 0.65 0.35 2.99 

Empire District Electric Co. 1.20 1.75 18.35 20.25 0.020 8.64 1.01 8.73 0.69 0.31 2.74 

Eversource Energy 2.10 3.75 32.50 38.00 0.032 9.87 1.02 10.02 0.56 0.44 4.41 

IDACORP, Inc 2.20 3.75 40.30 44.90 0.022 8.35 1.01 8.44 0.59 0.41 3.49 

Otter Tail Corporation 1.32 2.35 16.05 18.10 0.024 12.98 1.01 13.14 0.56 0.44 5.76 

PNM Resources, Inc. 1.15 2.35 22.10 24.50 0.021 9.59 1.01 9.69 0.49 0.51 4.95 

Pinnacle West Capital Corp. 2.80 4.25 40.85 45.50 0.022 9.34 1.01 9.44 0.66 0.34 3.22 

Portland General Electric Co. 1.40 2.50 25.60 29.00 0.025 8.62 1.01 8.73 0.56 0.44 3.84 

Southern Company 2.43 3.50 22.60 26.00 0.028 13.46 1.01 13.65 0.69 0.31 4.17 

Westar Energy, Inc. 1.65 3.00 25.60 29.25 0.027 10.26 1.01 10.39 0.55 0.45 4.68 

Sample Average 2.04 3.38 30.84 34.89 0.03 10.01 1.01 10.13 0.60 0.40 4.06 

                        

Great Plains Energy Inc. 1.20 2.00 23.70 26.75 0.02 7.48 1.01 7.57 0.60 0.40 3.03 
Source: Value Line Investment Survey, Issue 11, January 30, 2015; Issue 1, February 20, 2015; and Issue 5, March 20, 2015. 
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Schedule 6b: Sustainable Growth DCF - External Growth Component & Result         

Reno Sample 

90-Day 
Stock 
Price 

Ave., P0 
BVPS 

(2015) 

Market-
to-Book 
Ratio, 

P0/BVPS 

Comm 
Shares 

Outstanding 
(mil) 2015 

Expected 
Comm 
Shares 

Outstanding 
in 5yrs 

Growth 
in # 

Shares 

Expected 
Growth 
in # of 

shares, s 

Expected 
Profit of 

stock 
investment, 

v 

External 
Growth, 

s*v 

American Electric Power Co. 59.22 35.75 1.66 492.00 500.00 0.32 0.54 0.40 0.21 

Duke Energy Corporation 81.67 59.50 1.37 708.00 712.00 0.11 0.15 0.27 0.04 

Empire District Electric Co. 27.80 18.35 1.51 44.00 47.00 1.33 2.01 0.34 0.68 

Eversource Energy 52.35 32.50 1.61 318.00 322.00 0.25 0.40 0.38 0.15 

IDACORP, Inc 64.16 40.30 1.59 50.20 50.20 0.00 0.00 0.37 0.00 

Otter Tail Corporation 31.10 16.05 1.94 38.00 42.00 2.02 3.92 0.48 1.90 

PNM Resources, Inc. 29.16 22.10 1.32 80.00 80.00 0.00 0.00 0.24 0.00 

Pinnacle West Capital Corp. 66.32 40.85 1.62 111.25 117.50 1.10 1.78 0.38 0.69 

Portland General Electric Co. 37.66 25.60 1.47 89.00 89.75 0.17 0.25 0.32 0.08 

Southern Company 47.87 22.60 2.12 911.00 919.00 0.18 0.37 0.53 0.20 

Westar Energy, Inc. 40.12 25.60 1.57 130.00 140.00 1.49 2.34 0.36 0.85 

Sample Average 48.86 30.84 1.62 270.13 274.50 0.63 1.07 0.37 0.44 

                    

Great Plains Energy Inc. 27.47 23.70 1.16 154.50 155.50 0.13 0.15 0.14 0.02 

Source: Value Line Investment Survey, Issue 11, January 30, 2015; Issue 1, February 20, 2015; and Issue 5, March 20, 2015.   
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Schedule 6c: Sustainable Growth DCF - Result             

Reno Sample 

90-Day 
Stock Price 

Ave., P0 
DPS (2015), 

D0 

DPS next 
period 

D1=D0*(1+g) 

Expected 
Div Yield, 

D1/P0 

Sustainable 
Growth 

Rate, rb+sv5 

Sustainable 
Growth DCF, 

(D1/P0)+rb+sv 

American Electric Power Co. 59.22 2.15 2.25 3.80 4.66 8.46 

Duke Energy Corporation 81.67 3.21 3.31 4.05 3.03 7.08 

Empire District Electric Co. 27.80 1.05 1.09 3.91 3.43 7.33 

Eversource Energy 52.35 1.67 1.75 3.34 4.56 7.90 

IDACORP, Inc 64.16 1.90 1.97 3.06 3.49 6.55 

Otter Tail Corporation 31.10 1.23 1.32 4.26 7.65 11.91 

PNM Resources, Inc. 29.16 0.80 0.84 2.88 4.95 7.83 

Pinnacle West Capital Corp. 66.32 2.44 2.54 3.82 3.91 7.73 

Portland General Electric Co. 37.66 1.14 1.18 3.15 3.92 7.07 

Southern Company 47.87 2.15 2.24 4.69 4.37 9.06 

Westar Energy, Inc. 40.12 1.44 1.52 3.79 5.52 9.31 

Sample Average 48.86 1.74 1.82 3.70 4.50 8.20 

              

Great Plains Energy Inc. 27.47 1.00 1.03 3.75 3.05 6.80 

5. See Schedule MLR-6a for internal growth component, rb and Schedule MLR-6b for external growth component, sv.     

Source: Value Line Investment Survey, Issue 11, January 30, 2015; Issue 1, February 20, 2015; and Issue 5, March 20, 2015.     
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Schedule 7a: Three-Stage DCF         3rd Stage G = 4.8% 

Reno Sample 

90-Day 
Stock Price 

Ave., P0 
DPS 

(2015), D0 

Ave. 
Expected 

EPS 
Growth 

Rate 

Average 
Expected 
Growth 

Rate (EPS, 
DPS, 

BVPS), g 

ROE using 
EPS 

Growth 
Rate 

ROE using 
EPS, DPS, 

BVPS 
Growth 
Rates 

American Electric Power 59.22 2.15 5.12 4.87 8.68 8.62 

Duke Energy 81.67 3.21 4.70 3.23 8.89 8.53 

Empire District Electric 27.80 1.05 3.00 2.83 8.33 8.29 

Eversource Energy 52.35 1.67 6.88 6.13 8.61 8.44 

IDACORP, Inc 64.16 1.90 2.83 4.94 7.53 7.93 

Otter Tail 31.10 1.23 8.00 4.33 9.83 8.82 

PNM Resources 29.16 0.80 9.92 8.47 8.75 8.42 

Pinnacle West Capital 66.32 2.44 4.07 3.69 8.48 8.39 

Portland General Electric 37.66 1.14 5.39 4.63 8.09 7.94 

Southern Co. 47.87 2.15 3.70 3.40 9.20 9.11 

Westar Energy, Inc. 40.12 1.44 4.39 4.13 8.46 8.40 

Sample Average 48.86 1.74 5.27 4.60 8.62 8.45 

              

Great Plains Energy 27.47 1.00 5.43 4.64 8.77 8.58 

Source: Value Line Investment Survey, Issue 11, January 30, 2015; Issue 1, February 20, 2015; and Issue 5, March 20, 2015. 
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Schedule 7b: Three-Stage 
DCF         3rd Stage G = 5.5%   

Reno Sample 

90-Day 
Stock 
Price 

Ave., P0 

DPS 
(2015), 

D0 

Ave. 
Expected 

EPS 
Growth 

Rate 

Average 
Expected 
Growth 

Rate 
(EPS, 
DPS, 

BVPS), g 

ROE 
using 
EPS 

Growth 
Rate 

ROE 
using 
EPS, 
DPS, 
BVPS 

Growth 
Rates 

 American Electric Power 59.22 2.15 5.12 4.87 9.24 9.18   

Duke Energy 81.67 3.21 4.70 3.23 9.44 9.09   

Empire District Electric 27.80 1.05 3.00 2.83 8.90 8.86   

Eversource Energy 52.35 1.67 6.88 6.13 9.17 9.00   

IDACORP, Inc 64.16 1.90 2.83 4.94 8.12 8.51   

Otter Tail 31.10 1.23 8.00 4.33 10.35 9.38   

PNM Resources 29.16 0.80 9.92 8.47 9.31 8.99   

Pinnacle West Capital 66.32 2.44 4.07 3.69 9.05 8.96   

Portland General Electric 37.66 1.14 5.39 4.63 8.67 8.52   

Southern Co. 47.87 2.15 3.70 3.40 9.74 9.66   

Westar Energy, Inc. 40.12 1.44 4.39 4.13 9.03 8.97   

Sample Average 48.86 1.74 5.27 4.60 9.18 9.01   

                

Great Plains Energy 27.47 1.00 5.43 4.64 9.32 9.14   
Source: Value Line Investment Survey, Issue 11, January 30, 2015; Issue 1, February 20, 2015; and Issue 5, March 
20, 2015. 
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Schedule 8a: Capital Asset Pricing 
Model 

Current Risk-
Free Rate7 

Forecast Risk-
Free Rate8 

Large Stock Arithmetic Ave. Return 
(ending Dec. 2013)6 11.63 11.63 

Yield on T-Bond (Risk-Free Rate) 2.64 3.90 

VL Sample Beta 0.74 0.74 

Expected Risk Premium 8.99 7.73 

VL Beta Adjusted Risk Premium 6.62 5.69 

VL Beta Cost of Equity 9.26 9.59 

6. Duff & Phelps, 2014 Valuation Handbook - Guide to Cost of Capital, Exhibit A-1 

7. Risk-free Rate based on 30 day average of yield on 30-Year Treasury bonds. See 
Schedules 8b. Source: www.federalreserve.gov   

8. Risk-free rate based on Blue Chip Economic Indicators 2017 forecast for yield on 
10-Year Treasury bonds. See Schedule MLR-3b.  

For VL Betas, see Schedule MLR-8C     
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Sch. 8b: Ave Yield on LT T-Bond  
Date 30-YR 

2/11/2015 2.57 

2/12/2015 2.58 

2/13/2015 2.63 

2/17/2015 2.73 

2/18/2015 2.7 

2/19/2015 2.73 

2/20/2015 2.73 

2/23/2015 2.66 

2/24/2015 2.6 

2/25/2015 2.56 

2/26/2015 2.63 

2/27/2015 2.6 

3/2/2015 2.68 

3/3/2015 2.71 

3/4/2015 2.72 

3/5/2015 2.71 

3/6/2015 2.83 

3/9/2015 2.8 

3/10/2015 2.73 

3/11/2015 2.69 

3/12/2015 2.69 

3/13/2015 2.7 

3/16/2015 2.67 

3/17/2015 2.61 

3/18/2015 2.51 

3/19/2015 2.54 

3/20/2015 2.5 

3/23/2015 2.51 

3/24/2015 2.46 

3/25/2015 2.5 

Average 2.64 
source: www.federalreserve.gov 
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Schedule 8c: Value Line Betas           

Reno Sample 
VL Beta (1.00 
= Market)         

American Electric Power 0.70         

Duke Energy 0.60         

Empire District Electric 0.70         

Eversource Energy 0.75         

IDACORP, Inc 0.80         

Otter Tail 0.90         

PNM Resources 0.85         

Pinnacle West Capital 0.70         

Portland General Electric 0.80         

Southern Co. 0.55         

Westar Energy, Inc. 0.75         

Sample Average 0.74         

            

Great Plains Energy 0.85         
Source: Value Line Investment Survey, Issue 11, January 30, 2015; Issue 1, 
February 20, 2015; and Issue 5, March 20, 2015. 

 

 


