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REBUTTAL TESTIMONY
OF
SAMUEL C. HADAWAY
('ase No. ER-2012-0175

I.  INTRODUCTION

Please state your name and business address.

My name 13 Samuel C. Hadaway and my business address is FINANCO, Inc.,
3320 Executive Center Drive, Suite 124, Austin, Texas 78731.

Did you previcusly file direct testimony on behalf of KCP&IL, Greater
Missouri Operations Company (“GMO” or the “Company™) in this
proceeding?

Yes. My testimony supporting GMO’s requested rate of return on equity
(“ROE") and capital structure was filed on February 27, 2012.

II. PURPOSE OF TESTIMONY

‘What is the purpose of vour rebuttal testimony?

The purpose of my rebuital testitnony is to respond to the ROE recommendations
offered by Missouri Public Service Commission Staff (“Staft”) witness David
Murray, Office of Public Counsel (“*OPC”) witness Michael P. Gorman, and
Federal Executive Agencies (“FEA™) witness Matthew 1. Kahal. In my analysis, I
will demonstrate that their ROE recommendations do not reflect the ongoing
volatility that utilities face in the equity markets, thaf their recommended ROEs
are unduly influenced by the current, artificially low interest rate environment,

and that their recommendations are well below the average rates allowed for other
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vertically integrated electric utility companies like GMO. T will also respond to
the other witnesses’ comments on the methodology T used in my direct testimony
to estimate GM(’s cost of equity, Finally, 1 will update my ROE analysis for
current market costs and conditions. In his rebutial testimony, Company Vice
President of Investor Relations and Treasurer Kevin Bryant responds to other
parties’ cost of debt and capital structure recommendations.

IIl. REVIEW OF ROE RECOMMENDATIONS

What are the ROE recommendations provided by other parties to this case?

Their recommendations are summarized in Table 1 below;

Table 1
Summary of ROE Recommendations
ROE
Party/Wiiness Recommendation
Stafl Witness Murray 9.0%
OPC Witness Gorman 9.1% - 9.5%
FEA Witness Kahal §.5%

As I will discuss in more detail later in this testimony, based on my updated
analysis, the Company is reducing its requested ROE from 10.4 percent to 10.3
percent.

What are your general cormments on the technical aspects of these other
parties’ ROE analyses?

The current, artificially low interest rate environment presents a serious challenge
for any effort to apply traditional rate of return models to estimate investors’
expectations regarding return on equity. The govermnment’s stated policy of

intervening in the capital markets to keep interest rates low has disrapted normal
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supply and demand relationships. ! Under these circumstances, dividend-paying
stocks, like utilities, have become highly sought-after by income-seeking
investors, pushing up prices and reducing the dividend yield percentage. This
sentiment is echoed in Value Line’s recent review of its Electric Utility Industry
group:
With interest rates so low, many investors are interested in
dividend-paying issues such as utilities. However, many electric
ufility stocks are priced within their 2015-2017 Tasget Price
Ranges. This is often a sign that the industry has become
overvalued. Thus, long-term investors should be cautious here.

(Value Line, Electric Utility (West) Industry, August 3, 2012, p.
2237

In the bagic “vield plus growth” DCF format, these conditions result in

historically low ROE estimates. Similarly, in the equity risk premium models,

' On January 25, 2012 the Federal Open Market Committee of the Federal Reserve System
{“Fed") issued the following policy statement:

“Consistent with its statutory mandate, the Committee secks to foster maximum employment and
price szability. The Committee expects economic growth ¢ver coming quarters to be modest and
consequently anticipates that the unemployment rate will decline only graduaily toward levels that
the Commitiee judges to be consistent with its dual mandate. Strains in global financtal markets
continue to pose significant downside risks to the economic outlook. The Commitlee also
anticipates that over coming gquarters, inflation will run at levels at or below those consistent with
the Committee’s dual mandate. '

“T'o support a stronger economic recovery and fo help ensure that inflation, over time, is at levels
consistent with the dual mandate, the Commitiee expecis to maintain a highly accommodative
stance for monetary policy. In particular, the Committee decided today to keep the target range
for the federal funds rate at 0 to 1/4 percent and cuwrrently anticipates that economic conditions.-
including low rates of resource utilization and a subdued outlook for inflation over the medium
run--are likely to warrant exceptionally low levels for the federal fimds rate at least through late
20147

On June 20, 2012, the Fed further announced that it is extending “Operation Twist” to the end of
the year. In its review of that announcement, Bloomberg offered the following assessment: “The
Federal Reserve will expand its Operation Twist program to extend the maturities of assets on its
balance sheet and said it stands ready to take farther action to put unemployed Americans back to
work. The central bank will prolong the program through the end of the vear, selling $267 billion
of shorter-term securities and buying the same amount of longer-term debt in a bid to reduce
borrowing costs and spur the economy.” {Bloomberg.com, “Fed Expands Operation Twist by
$267 Billion Through 2012, Jeff Kearns and Joshua Zumbrun, June 20, 2012.)
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like the CAPM, artificially low interest rates directly reduce ROE estimates. The
currently low dividend yields for utilities produce lower DCF estimates and low
interest rates produce lower ROE estimates from equity risk premium models.
(iven the artificial nature of these DCF and risk premium model results,
they should not be used to reduce GMO's allowed cost of equity. While the
government’s actions reduce borrowing costs, they do not mitigate equity market
risks and, therefore, they do not reduce the cost of equity in direct leckstep with
the interest rate drop. Furthermore, when the government’s stimulus efforts
cease, there is little doubt that interest rates will rise quickly. The other parties’
low ROE recommendations overemphasize the artificial reduction in interest rates
created by govemment policy and fail to accurately reflect the fair cost of equity
for GMO.
How de the other parties® ROE recommendations compare to the ROEs
allowed for other vertically-integrated eleciric utilities like GMO by other
state regulatory commissions around the country?
They are much lower. The detailed data on allowed ROEs, which are published
by SNL’s Regulatory Research Associates, an authoritative source for this
information that s regularly relied upon by experts in the field of public utility
regulation, are presented in Schedule SCH-7. Table 2 below summarizes the

quarterly ROE data for vertically-integrated electric utilities:
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Table 2
Authorized Equity Returns for Vertically-Integrated Electric Utilities

2008 2009 2010 2011 2012
1* Quarter 10.49% 10.57% 10.59% 10.09%  10.30%
2™ Quarter 10.48% 10.75% 10.18% 10.26%  9.95%
3" Quarter 10.48% 10.50% 10.32% 10.11%
4% Quarter 10.38% 10.59% 10.32% 10.39%

Full Year Average  10.45% 10.63% 10.38% 10.24%  10.09%%

Source: Regulatory Focus, SNL Regulatory Research Associates, Major Rate
Case Decisions, July 6, 2012 and Schedule SCH-7.

These data show that there has not been one quarter in the past five years when
allowed ROEs for companies like GMO have been as low as the other
recommendations in this case. In fact, for the first six months of 2012, the
average allowed ROE for vertically-integrated electric companies was 10.09
percent. The Staff’s recommended ROE in this case is 109 basis points (1.09%)
lower than this contemporancous average for other electric utility companies
similar to GMO (9,0% versus 10.09%), and the FEA and OPC recommendations
are 59 to 99 basis points lower (9.1%-9.5% versus 10.09%). These data provide
concrete evidence of the unreasonable nature of the other parties’ ROE
recommendations.

Can yom demonstrate the relative levels of the parties’ ROE
recommendations?

Yes. Graph 1 below provides a case-by-case comparison for the vertically-

integrated electric utility cases that were decided during the first six months of

2012
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The shaded bar at 10.1 percent is the average allowed ROE for vertically-
integrated electric utilitics during the first six months of 2012, The Staff's
position is lower than any other allowed rate of return for the first half of 2012,
and the OPC and FEA positions are below all but one other decision. These data
show further that the other parties ROE recommendations are unreasonably low
and should not be the basis for reducing GMO’s requested rate of return.

What are the results of your updated ROE analysis?

In my updated analysis, which [ have performed to present the models based on
the most recently available market data and that used by the other parties, I find a
DCF range of 9.8 percent to 10.3 percent. In my updated risk premium analysis,

find an ROE range of 9.9 percent to 10.1 percent. These results are a realistic
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reflection of capital market conditions, but they may not fully reflect the equity
market turmoil that remains. My updated results also show that the other parties’
recommendations are well below GMO’s current cost of equity capital. Given the
current difficulties in interpreting technical estimates of the cost of equity and the
forecasts for higher imterest rates that I will discuss later, the Company’s
continued reliance on both my original and updated analysis and the Company’s
revised ROE request of 10.3 percent at the top of my updated analytical range is
reasonable.

In your direct testimony, you provided data that illustrated interest rate
trends and the spreads between U.S. Treasury bond yields and yields on
triple-B rated utility bonds. Have you updated that information?

Yes. In Schedule SCH-8, page 1, I have updated the government and utility
interest rates and the associated spread data. These data for the past two years are

summarized in Table 3 below.



Table 3
Long-Term Interest Rate Trends

Triple-B 30-Year Triple-B

Month Utility Rate Treasury Rate Utility Spread
Aug-09 6.36 437 1.99
Sep-09 6.12 4.19 1.93
Oct-09 6.14 4.19 1.95
Nov-09 6.18 4.31 1.87
Dec-09 6.26 4.49 1.77
Jan-10 6.16 4.60 1.56
Feb-10 6.25 4.62 1.63
Mar-10 6.22 4.64 1.58
Apr-10 6.19 4.69 1.50
May-10 5.97 4.29 1.68
Jun-10 6.18 4.13 2.05
Juk10 5.98 3.99 1.99
Aug-10 5.55 3.80 1.75
Sep-10 5.53 3.77 1.76
Oct-10 5.62 3.87 1.75
Nov-10 5.85 4.19 1.66
Dec-10 6.04 4.42 1.62
Jan-11 6.06 4.52 1.54
Feb-11 6.10 4.65 1.45
Mar-11 5.97 4.51 1.46
Apr-11 5.98 4.50 1.48
May-11 5.74 4.29 1.45
Jun-11 5.67 4.23 1.44
Jul-11 5.70 4.27 1.43
Aug-11 5.22 3.65 1.57
Sep-11 5.11 3.18 1.93
Oct-11 5.24 3.13 2.11
Nov-11 4.93 3.02 1.91
Dec-11 5.07 2.98 2.09
Jan-12 5.06 3.03 2.03
Feb-12 5.02 3.11 1.91
Mar-12 5.13 3.28 1.85
Apr-12 5.11 3.18 1.93
May-12 4.97 2.93 2.04
Jun-12 4.91 2.70 2.21
Jul-12 4.85 2.59 2.26
3-Mo Avg 491 f 2.74 2.17
12-Mo Ave. 505 347 1.99

Sources: Mergent Bond Record (Utility Rates); www.federalreserve.gov (Treasury Rates).
Three month average is for May 2012-July 2012.
Twelve menth average is for August 2011-July 2012,
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The data in Table 3 track the steady decline in corporate interest rates that has
occurred since 2009. The Federal Reserve’s continuing efforts to keep short-term
rates near zero and longer-term U.S. Treasury rates at historically low levels hold
down corporate debt costs as well. While the effects of these monetary policy
efforts are not easily captured in rate of return estimation 1nodels, equity market
turbulence and the resulting elevated level of risk aversion indicate that the
decline in ROEs has been far less than the decline in corporate interest rates.

Do the current spreads between triple-B utility bond yields and U.S.
Treasury bonds mean that the markets have fully recovered from the
economic turmoil that resulted from the financial crisis?

No. While markets have stabilized considerably from the conditions that existed
in 2008 and early 2009, concerns remain about high unemployment, large federal
deficits, turmoil in the Mideast, the sovereign debt crisis in Europe, as well as
other domestic economic issues. These factors combined with sluggish growth in
the U.S. gross domestic product (“GDP”) continue to raise substantial equity
market concerns and contribute to heightened investor risk aversion.

What do interest rate forecasts show for the coming year and beyond?

By late this year, interest rates are expected to increase from their currently low
levels. In Schedule SCH-8, page 2, I provide S&P’s Trends & Projections
forecasts which extend through 2013. Table 4 below summarizes the interest rate

forecasts:
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Table 4
Interest Rate Forecast
July 2012 2012E 2013E
Average _ Average  Average

Treasury Bills 0.1% 0.1% 0.0%
10-¥r. T-Bonds 1.5% 1.8% 2.2%
30-Yr. T-Bonds 2.6% 2.9% 3.2%
Aaa Corp. Bonds 3.4% 3.8% 4.0%

Sources; Current Rates, www. federalreserve gov.
Projected Rates, S&P Treads & Projections, July 2012,

These data show that during 2013 long-term Treasury interest rates are expected
to rise by 60 basis points relative to the low levels of July 2012. The yields on
high-grade corporate bonds are also expected to rise by a similar amount.

How have utility stocks performed sinée the market low point reached in
March 2009?

Prior to May of 2011, utility stock prices had lagged well behind the general
market recovery. During the latter part of 2011, however, fears of potential
sovercign defaulis as well as domestic financial problems caused equity market
risk aversion to increase. This situation made dividend oriented stocks like
vtilities relatively more attractive for income-oriented investors. Although utility
stocks have not performed as well since the beginning of 2012, over the past
several months the relatively better performance by utilities has produced lower
dividend yields in the DCF model ie., the DCF model results with respect to
dividend vields do not reflect the overall market’s volatility and heightened risk
aversion. This anomaly makes it more difficult to interpret current DCF cost of

equity estimates for utility companies.
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The other cost of capital witnesses use the CAPM in their analyses. Can you
explain why the CAPM currently understates ROE and why CAPM
estimates should not be included in estimates of GMO’s cost of capital?

Yes. As I explained on pages 34-35 of my direct testimony, under present market
conditions, and as applied by these other witnesses in their CAPM analyses, the
CAPM inputs tend to understate ROE. The risk-free rate, Ry, is understated
because of the government’s easy money policies and investors' flight to safety.
As a result, the U.S. Treasury rates used for Ry are artificially low. The second
input, the market risk premium (R, - R¢) is also understated. This is the case
because the other witnesses base their market risk premium estimates on historical
data and prior academic studies that do not reflect the recent market turmoil.
While there is no objective source for measuring the widening equity risk
premium phenomenon, the ongoing equity market volatility is indicative of the
effect.

IV. REBUTTAL OF STAFF WITNESS DAVID MURRAY

What is your general impression of Mr. Murray’s ROE recommendation?
Mr. Murray’s recommendation is well below GMO’s cost of equity. In this case,
Mr. Murray presents the same DCF analysis and the same low DCF growth rates

that he submitted in the last GMO rate case.” The Commission found that

?"As explained in the previous section of this report, Staff is using the same perpetual growth
rates used in the last rate case based on data analyzed for the period 1968 through 1999." See
Staff Report at 48, lines 24-26.

11
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analysis problematic and rejected it.> Mr. Murray continues to present the same
outdated, discontinued Mergent Manual data that he relied upon in the prior case
(Staff Report at 48 & Schedule 15), which I demonstrated to be incorrect. While
Mr. Murray now adds an additional “study” to support his low DCF growth rates,
that study is also of questionable value because it includes a group of ten
companies, several of which are no longer in existence, and reflects data from
Value Line for only the 1968-1999 time period (Staff Report at 43-44 & Schedule
14). Mr. Murray’s ad hoc effort to find data that attempts to support his personal
opinions should be rejected.

The Staff Report says that ROE estimates should pass a common sense
test: “Staff emphasizes that an estimate of a utility’s cost of equity should pass
the ‘common sense’ test when considering the broader current economic and
capitél market conditions.” See Staff Report at 28, lines 11-13 {emphasis added).
Mr. Murray’s ROE recommendation does not meet this test. As shown previously
in Graph 1, Mr. Murray’s ROE range of 8.0 percent to 9.0 percent is well below
réturns allowed for other similarly situated utilities. Even the upper end of the

Staff’s range is below any ROE for any vertically-integrated electric utility by any

3 In the last GMO rate case, the Commission found:

“349. Staff witness Murray did not use data that could be confirmed by either government or
industry statistics. ...

350. He then arrived at a 4.0%-5.0% growth rate based upon Staff’s expertise and understanding
of current market conditions.

351. Admitting that he cited no authority to reduce the 5.97% growth rate by 100 to 200 basis
points, Mr, Murray was vague on whom he consulted and how this process of reducing a growth
rate based on public information occurred.” See Report and Order at 118, Case No. ER-2010-
0355 (Apr. 12, 2011).

* Rebuttal Testimony of Samuel C. Hadaway at pages 14-15, Case No. ER-2010-0355 (Dec. 8,
2010).

12
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regulatory commission in the country. It is clear, therefore, that Mr. Murray’s
testimony is not a reliable or reasonable basis to estimate GMOQ’s cost of equity.
Mr. Murray also points to lower growth rates from government agencies and
ultimately selects a long-term growth rate of 3.5 percent. What is your view
of this analysis?

Mr. Murray’s 3.5 percent long-term growth rate in the multi-stage DCF model is
not based on sound economic data and is designed to assure that his ROE
estimates are extremely low. The long-term growth rate in the DCF model (in
either the constant growth or multi-stage growth version) is an estimate of what
investors should expect for nominal dividend growth (real growth plus inflation)
over the very long term (technically in perpetuity). Mr. Murray’s 3.5 percent rate
1s below the average rate of inflation in the U.S. economy over the past 60 years
(3.7%) and only barely above the annual change in the GDP price deflator (3.4%).
See Schedule SCH-11. I have consistently shown in my GDP growth estimates
(Schedules SCH-4 and SCH-11) that the current GDP forecasts from the various
government agencies use estimates of permanently low inflation and lower real
growth rates that do not reflect the long-term U.S. economy. For Mr. Murray to
rely on these low GDP growth rate forecasts, which are the product of the most
severe economic downtumn since the Great Depression of the 1930s, and then to
select an even lower growth rate for his multi-stage DCF analysis is indicative of
a biased and unrealistic approach. Given the permanent long-term growth rate

required in the DCF model, Mr. Murray’s approach is entirely unreasonable.
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At pages 56-59, Mr. Murray discusses an August 2011 Public Utilities
Fortuightly (“PUF™) article by Steven Kihm, a former economist with the
Wisconsin Public Service Commission. What is your view of the opinions
expressed in that article?

The opinions expressed in the PUF article are neither reascnable nor well
grounded, Mr. Kibm'’s conclusion is that with an 8 percent nominal GDP growth
rate and 4 percent dividend growth for the period he studied (1950-2000), utilities
can be expected to grow at about one-half the rate of the economy. Mr. Murray
readily endorses this opinion, saying: “...assuming utilities do not need to expand
to meet additional load growth, it ts logical to assume that utilities should not
grow much faster than the rate of inflation in the long-term.” See Staff Report at
57, lines 24-26. Such a conclusion is entirely at odds with the operation of the
DCF model and would result in ROEs well below the returns ordered by
numerous regulatory agencies over the past decade,

Is there other evidence that demonstrates why Mr. Kihm’s and Mr.
Murray’s conclusions are not valid?

Yes. The SNL Regulatory Research Associates ROE data, discussed above in
Section 11, shows the Wisconsin Public Service Commission’s allowed returns on
equity in recent cases. In the data shown above in Graph 1, the Jupe 15, 2012
allowed ROE for Wisconsin Power and Light Company (Docket No. 6680-UR-
118) was 10.4 percent. This was a settled case. The most recent fully-litigated

case in Wiscongin was for Northern States Power Wisconsin (“NSPW™), decided

14



14

13

16

17

1%

19

20

21

22

23

24

25

26

27

on December 22, 2011. In its discussion of ROE 1n that case, the Wisconsin

Commission stated the following:

In this proceeding, NSPW proposed a rate of return of 10.75
percent. The Comumission staff suggested that the approprate
return on equity be set somewhere from 10.00 to 10.50 percent and
used 10.30 percent in its revenue requirement calculation. ...
Balance is struck most reasonably in this proceeding by
authorizing a return on equity capital of 10.40 percent. A 10.40
percent return should allow NSPW to attract capital at reasonable
terms without unduly burdening consumers with excessive
financing costs. (Wisconsin Public Service Commission, Docket
4220-UR-117, Order at 117.)

While it may be helpful for Mr. Murray to cite the opinions of a former Wisconsin
staff economist, they have not been accepted by the Wisconsin Commission and
should not be endorsed here. Mr. Murray’s analysis and recommendations are
neither just nor reasonable and should be rejected.

V. REBUTTAL OF OPC WITNESS MICHAEL P. GORMAN
Whaut is the basis for Mr. Gorman’'s 9.10 percent to 2.50 percent ROE
recommendation?
Mr. Gorman’s results are summarized on page 39 of his testimony, Based on
three DCF models (two constant growth models and one multi-stage growth
model), a risk premium analysis, and the CAPM, he concludes that the reasonable
ROE range is 9.1 percent to 9.5 percent. The midpoint of this range is
9.3 percent.
What is your general assessment of Mr. Gorman’s ROE testimony and
recommendation?
Mr. Gorman’s recommendation is understated because he applics improper and

inconsistent approaches in reaching his final ROE estimate. In his constant

I3
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growth DCF model, he mistakenly retams two companies (Cleco and Edison
International) which now have unreliable data. The result of his multi-stage DCF
analysis is low because his estimate for long-term GDP growth is understated.
Finally, Mr. Gorman’s risk premium analysis is flawed because he continues to
reject the well documented inverse relationship between equity risk premivms and
the level of interest rates. Equity risk premiums increase when interest rates are
low, as they are now, and decrease when interest rates are higher. When
corrections are made in these arcas of Mr. Gorman’s analysis, the results support
an ROE of 8.9 percent. See Schedule SCH-9, page .

What are your areas of disagreement with Mr. Gorman?

Mr. Gorman’s  analysis i; negatively skewed by his assumptions and his
application of the models. In his constant growth DCF apalysis, he includes the
ROE result for Edison International, which he determines to be 5.19 percent. See

Schedule MPG-4. On its face, this result should have been rejected since it is less
than 100 basis points above the current cost of triple-B debt at 4,91 percent. See
Schedule SCH-9, page |. Edison International has erratic earnings prospects due
to nonrecurring charges for its non-regulated coal plants. Value Line notes that
low power prices have made it unappealing for the company to spend large sums
on environmental upgrades that would be needed to keep its coal units operating.’
Value Line, Zacks, and Thomson forecast earmings growth for Edison
International to be 1.0 percent, 3.70 percent, and 0.33 percent, respectively. The
average of these rates is less than 1.7 percent. Edison’s projected growth rates are

s0 low that, along with its dividend yield of about 3 percent, its DCF estimates are

% Value Line Investment Survey, May 4, 2012
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not significantly above the cost of debt. For these reasons, Edison International
should have been excluded from Mr. Gorman’s constant growth DCF proxy
group.

Likewise, the constant growth DCF result for Cleco Corporation at 6.14
percent should also be eliminated. On its face, this result for Cleco is not
appropriate to use since it is hardly more than 100 basis points above the current
cost of triple-B debi (6.14% less 4.91% equals 1.23%). More importantly, there is
strong evidence that Cleco’s stock price is being artificially inflated by merger
speculation. In the latest edition covering Cleco (June 22, 2012), Value Line
states:  “We believe some takeover speculation is reflected in the [price]
quotation.” A high stock price mfluenced by takeover speculation would explain
Cleco’s abnormally low dividend yield (at just over 3.0 percent). Like Edison
International, Cleco should have been eliminated from Mr, Gorman’s constant
growth DCF proxy group.

As a result, Mr. Gorman’s constant growth DCF result is too low because
he includes Edison International and Cleco Corporation in his analysis. On page
2 of Schedule SCH-9, I replicate Mr. Gorman’s constant growth DCF analysis,
but with Edison International and Cleco excluded. As shown on that schedule, by
ehminating these two companies, Mr. Gorman's range increases 30-40 basis
points {from 9.5 percent to 9.8-9.9 percent).

‘While Mr. Gorman applies a non-constant growth DCF model similar to
mine and agrees with me that GDP growth is acceptable for use in this approach,

he relies on relatively short-term GDP growth rate forecasts that are dominated by
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recent historically low inflation. Mr. Gorman's GDP growth forecast contains
inflation estimates that are almost a full percentage point below longer-term
historical averages. This approach is mconsistent with the fong-term growth rate
assumption that is fundamental to the DCF model.

In his risk premium analysis, Mr. Gorman selects risk preiniums that are
not consistent with recent risk premium data because he fails to include the well
documented inverse relationship between risk premiums and interest rates, fe.,
the tendency for risk premivms to widen when interest rates are low and narrow
when interest rates are high. This omission causes Mr. Gorman’s risk premium
estimates to be significantly understated.

Please elaborate on your specific disagreements with Mr. Gorman’s multi-
stage DCF analyses.

Mr. Gorman uses analysts’ growth forecasts in the first five years of his mult-
stage analysis and a then GDP growth forecast for years 11 and later. In the
intermediate years, six through 10, he interpolates between the first and third
stages. As a result, Mr. Gorman’s estimate of future GDP growth is far too low.
His forecasts for five- and 10-vear periods are from the Blue Chip Financial
Forecasts.” The current Blue Chip consensus is low because it is dominated by
recent, virtually zero growth in the economy, and it is based on assumed long-
term inflation rates of only about 2.0 percent.

As shown in my updated GDP forecast (Schedule SCH-11), these inflation
rates ar¢ lower than in any lo-year period in the last 60 years. The nominal

4.9 percent growth rate that Mr. Gorman uses is itself lower than nominal GDP

® Gorman Dhrect Testimony at 27.
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growth in most of the 10-year periods (other than the most recent period), which
includes growth rates of -1.2 percent and 0.0 percent for 2008 and 2009,
respectively, Mr. Gorman’s use of such recent, short-term depressed data for his
long-term DCF growth rate creates an unrealistically low estimate of ROE,

If Mr. Gorman had used your updated GDP growth forecast of 5.7 percent in
his multi-stage growth DCF analyses, what would his results have been?

In Schedule SCH-9, I have reproduced Mr. Gorman’s multi-stage growth DCF
schedule (Schedule MPG-9) with the 5.7 percent growth rate substituted for his
long-term GIP growth estimate. That revised analysis indicates an ROE range of
9.9 percent to 10.1 percent.

Why do you disagree with Mr, Gorman’s risk premium analysis?

Mr. Gorman’s risk premium analysis fails to include the well-docunented
tendency for risk premiums to expand when interest rates are low.” When his
analysis is modified to properly reflect wider risk premiums when interest rates
are lower, Mr. Gonman's risk premium analysis indicates a much higher ROE.
Why are Mr. Gorman’s ROE results so low?

Mr. Gonman's risk premium data are presented in Schedules MPG-11 and MPG-
12. He discusses the analysis on pages 29-33 of his testimony. The analysis
consists of two parts. In one approach Mr. Gorman adds government bond equity
risk premiums of 4.41 percent to 6.13 percent to a projected Treasury bond yield
of 3.60 percent. This produces an ROE result of 9.20 percent using a one-third

weight for the lower end of the range and a two-thirds weight for the upper end.

* The relationship is 2 well-documented fact. A summary of published research on this topic is
found at pages 128-29 of Dr. Roger Morin's text New Regulatory Finance published by Public
Utilities Reports, Inc. in 2006, Mr, Gorman’s view is inconsistent with the majority on this topic.
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In Mr. Gorman’s second approach, he adds a utility bond risk premium of

3.03 percent to 4.62 percent to the recent “Baa” utility bond yield of 4.95 percent.

This produces an ROE result of 9.0 percent using the same one-third/two thirds

weighting scheme as discussed above. From these two results, Mr, Gorman

concludes that an ROE of 9.1 percent 1s appropriate (midpoint of 9.0 percent and

9.20 percent).

In the risk premium analysis described in your direct testimony at pages 39-

40, you used a standard regression analysis to account for the inverse .
relationship between risk premiums and interest rates. What do Mr.

Gorman’s risk premium data indicate when this approach is used?

In Schedule SCH-9, pages 4-7, I have applied the standard regression analysis to

calculate “interest rate adjustment” factors for Mr. Gorman’s two risk premium

studies. This approach properly takes into account the inverse relationship

between equity risk premiums and interest rates. With this adjustment,

Mr. Gorman’s Treasury bond risk premium analysis indicates an ROE of
9.95 percent, as shown in pages 4-5 of Schedule SCH-9. For his utility bond risk

premium analysis, the indicated ROE is 9.95 percent as shown on pages 6-7 of
Schedule SCH-9. These results further confirm that Mr. Gorman’s risk premium

data support an ROE as high as 10.0 percent.

In your direct testimony at pages 4041, you showed that the inverse

relationship between equity risk premiums and interest rates can be seen

without using a regression analysis approach. Does that analysis apply to

your rebuttal of Mr. Gorman’s risk premium analysis as well?
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Yes. While statistical analysis is often used to substantiate certain economic and
financial relationships, for the equity risk premium issue the relattonship is so
basic that simple observation of the data for various time periods makes the
inverse relationship clear. In Graph 2 below, average utility bond yields and
average equity risk premiums are presented for each non-overlapping five-year
period between 1986 and 2010 and for 2011 from the portion of my equity risk

premium data that Mr. Gorman used.

Graph 2
Equity Risk Premiums Increase

as

Interest Rates Decline
9.9%

0
8.3% 7.6%

0
6.8% 6.1%

4.3%

0

52% 5.1%

@ Utility Interest Rates

M Equity Risk Premiums

These data clearly show that equity risk premiums have consistently increased as
interest rates have declined. This result is a simple reflection of the fact that
required rates of retumn in the stock market are not entirely dependent on changes
in interest rates. Because utilities must compete with other types of equity
investments for capital, the ROE for utilities does not change by as much as the
observed changes in interest rates. For Mr. Gorman to use the unadjusted simple

average of long-term equity risk premiums with current, historically low interest
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rates is simply wrong. Such an approach will consistently understate the required
ROE.

On pages 45-53, Mr. Gorman criticizes various aspects of your ROE analysis.
‘What is your response to his criticisms?

Mr. Gorman’s ¢riticisms are not accurate. They are principalty focused on my use
of the GDP growth rate in my DCF model, my use of projected interest rates, and
my adjustment to the risk premium data to account for the current, low interest
rate environment. | disagree with Mr. Gorman'’s use of relatively near-term, five-
and 10-year Blue Chip forecasts for GDP growth. 1 also disagree with his
criticism of my use of projected interest rates in my risk premium analysis
because Mr. Gorman also uses projected interest rates in his analysis. Finally, I
disagree with his contention that risk premiums do not increase as interest rates
decrease,

On page 46, Mr. Gorman criticizes your GD? growth forecast because it is
higher than his Blue Chip forccast, which contains much lower projected
inflation rates. How do you respond to Mr, Gorman’s criticisms?

As noted by Mr. Gorman (at 50, lines 4-6), his Blue Chip forecasts are for on}y
the next five- and 10-year periods and those forecasts indicate inflation rates of
only 2.1 percent and 2.2 percent, respectively. My GDP growth rate estimate is
based on a much longer time period, which is consistent with the DCF model’s
requirements, and with what investors can reasonably expect once economic
conditions become more stable. While my forecast includes the near-term, low

inflation rates that dominate Mr. Gorman’s five- and 10-year periods, I also
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include longer-term data that cover other economic conditions, which can
reasonably be expected to occur over the very long-run DCF model horizon.
Although T use data dating back to 1951 from the St. Louis Federal Reserve Bank
data base, my forecast is not a simple average or extrapolation of the historical
data. Like most econometric forecasts, my approach uses the long-run historical
relationships to project what investors may reasonably expect for the long-run
future.

However, to account for recent data having a greater influence on current
expectations, | applied a weighted averaging process that gives about five times as
much weight to the most recent 10 years as compared to the earliest 10 years.
Giving more weight to the more recent, low inflation years also lowers the overall
forecast. For example, my updated forecast is for a future growth rate of
5.7 percent, while the overall long-run average of the data is a growth rate of
6.6 percent. In this context, Mr. Gorman’s criticism of my longer-term GDP
growth forecast is unwarranted.

Mr. Gorman criticizes your risk premium apalysis because you used
projected rates in part of that analysis. How do you respond?

Mr. Gorman’s criticisms are misplaced. His risk premium analysis is constructed
very similar to mine in that we both rely on current rates and projected rates. We
both recognize that interest rates are forecast to increase m the coming years and
that this near unanimous viewpoint should be reflected in the ROE analysis in this

casg.
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V1. REBUTTAL OF FEA WITNESS MATHEW 1. KAHAL

What are your primary areas of disagreement with Mr, Kahal’s analysis and
recommendation?
My principal disagreement relates to Mr. Kahal’s rontine application of the DCF
model without explicit consideration for the current capital market anomalies that
he readily acknowledges. Although we also disagree about the appropriate
growth rates in our DCF analyses, and 1 will explain why three of the companies
retained in the comparable group by Mr. Kahal should now be eliminated, these
technical differences simply expand the differences in our analytical results. The
fundamental difference between our recommendations is our disagreement about
how fraditional model results should be interpreted during the current abnormally
low interest rate environment. As noted previously, when the government’s
stimulus efforts cease, there is little doubt that interest rates will rise quickly. In
this context, it is not necessary or appropriate to set ROE at the fowest possible
level now based on this temporary market anomaly.
Does Mr. Kahal explicitly adjust his ROE estimates to account for current
market conditions?
No. Mr. Kahal provides an evenhanded discussion of these factors, but makes no
explicit adjustment to account for their ¢ffect. At page 9, Mr. Kahal states:

For the past three years, short-term Treasury rates have been close

to zero.... These extraordinarily low rates ... are the result of an

intentional policy of the Federal Reserve Board of Governors (the

Fed} to ... promote economic activity. The Fed has also sought to

exert downward pressure on long-term interest rates through its
policy of “quantitative easing.”
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Furthermore, at page 10, Mr. Kahal notes that the utility cost of equity does not
necessarily move in lockstep with long-term interest rates:  Asked whether low
long-term interest rates imply a low cost of equity for utilities, Mr. Kahal

responds:

In a very general sense and over time that is normally the case,
although the utility cost of debt need not move together in lock
step or necessarily in the short run.

In this context, and especially given the artificial, government-induced low
interest rate environment, the large proposed reduction to GMO’s allowed ROE is
inappropriate. The 10 percent ROE set in GMO’s last rate case, in the context of
the Jatan 2 plant’s rate base requirements and other considerations, was well
below ROEs allowed for other similarly situated utilities at the time. To reduce
that ROE further based on current artificially low interest rates is unreasonable
and inappropriate.

What is the technical basis for Mr. Kahal’s 9.5 ROE recommendation?

Mr. Kahal’s recommendation is based solely on his application of the constant
growth DCF model. While he also reviews ROE estimates from the CAPM, he
finds “...the CAPM approach to be much less useful than the DCF method....”
See Kahal Direct Testimony at 7, lines 21-22. He concludes: “...1 have not
placed reliance on the CAPM return in formulating my return on equity
recommendation in this case.” See Kahal Direct Testimony at 26, lines 17-18.
Therefore, the focus of my response is to Mr. Kahal’s application of the DCF
model. 1 will show that his approach produces unreasonably low DCF estimates

because he routinely applies the model without adjustment or explicit
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consideration of current abpormal market conditions, His analysis produces ROE
estimates that are well below GMO’s cost of equity capital.

How is Mr. Kahal’s DCF analysis structured?

Mr. Kahal summarizes his DCF analysis on page 1 of his Schedule MIK-4. Mr.
Kahal derives his estimated ROE by applying the constant growth DCF model to
the same 22-company group of electric utilitics that I used in my direct testimony.
From that analysis, Mr. Kahal finds a cost of equity range of 8.8 percent to 9.8

percent.

To estimate the expected dividend yield, Mr. Kahal first averages the
historical dividend yields for the comparable groups for the past six months
{through June 2012). Mr. Kahal’s six-month average historical dividend yield is
4.19 percent. He then adds one-half of his projected dividend growth rate to the

base yield to produce an expected yield of 4.3 percent.

For his DCF growth rate, Mr. Kahal recommends an expected growth rate
range of 4.5 percent to 5.5 percent. In this rportion of his analysis, Mr. Kahal
reviews five-vear earnings per share growth rate estimated by Value Line and
other securities analysts. The average of those forecasts i1s 4.78 percent. Mr.
Kahal also reviews Value Line’s historical dividend and book value growth as
well as Value Line’s projected growth from earnings retention. These sources
also provide growth rates that average less than 5 percent. From these results, Mr.
Kahal determines that a growth rate range of 4.5 percent to 5.5 percent is

“reasonable and conservatively high” See Kahal Direct Testimony at 23, line 12.
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Mr, Kahal then adds the lower and upper ends of the growth rate range to
his 4.3 percent expected dividend yield to obtain his recommended ROE range of
8.8 percent to 9.8 percent (8.8% ROE = 4.3% vield + 4.5% growth; 9.8% ROE =
4.3% yield + 5.5% growth). While Mr, Kahal’s selection of an ROE from above
the midpoint of his analytical range might on the surface appear reasonable, had
he more reasonably considered the technical aspects of his analysis, his results
would have been higher.

What are the technical aspects of Mr. Kahal’s DCF analysis with which yon
disagree?

1 disagree with Mr. Kahal’s routine application of the traditional constant growth
DCF model. Under current market conditions, for Mr. Kahal fo base his entire
recommengation on this approach is not reasonable. Additionally, portions of Mr.
Kahal's growth rate analysis are questionable and, as noted previously, at least
three of the companies in his cormparable group should have been reconsidered. 1
will show that, without any adjustrment to his growth rates, the removal of these
three compamies causes his average ROE estimate to increase by 65 basis points
{from 9.1% to 9.75%). Additionally, when the upper end of Mr. Kahal’s growth
rate range is used in the modified analysis, the mean result increases further to
9.88 percent.

Which companies did you remove from Mr. Kahal’s comparable group
analysis?

I removed Ameren, Cleco, and Edison International. As 1 discussed above in my

rebuttal to Mr. Gorman in Section V, Cleco and Edison International are currently
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undergoing unusual conditions that unreasonably skew their growth rate inputs
and, therefore, the ROE estimates from their DCF model resuits.

Ameren also faces unusual circumstances and had already been removed
from the comparable group by Mr. Gorman. Due to problems with its merchant
generation activities, Ameren has unsustainably low analysts’ growth rate
estimates. Value Lime, Zacks and Thomson are all projecting negative near-term
earnings growth. For Cleco, there is strong evidence that its stock price is inflated
by merger speculation. Similarly, Edison Intemational has erratic earnings
prospects due to nonrecurring charges for its non-regulated coal plants. For all
three of these companieg, their current unusual circumstances create unreliable
estimates from the DCF model.

Please describe your recaleulation of Mr. Kahal’s constant growth DCF
resulfs after removing Ameren, Cleco, and Edison International.

My recalculation is shown on Schedule SCH-10, page 1. In that schedule, I first
reproduce Mr. Kahal’s DCF analysis based on analysts” growth rate estimates, as
shown in his Schedule MIK-4, page 3. The average growth rate in Mr. Kahal's
analysis is 4.78 percent and mean ROE estimate from that analysis is 9,1 percent.
As shown at the bottom of the growth rate column, however, when Ameren,
Cleco, and Edison International are eliminated, the group average growth rate
rises to 5.37 percent and the mean ROE estimate increases to 9.75 percent.

On page 2 of Schedule SCH-10, I extend this analysis by including only
the upper end of Mr. Kahal’s growth rate range (5.5%) in the revised analysis. In

that recalculation, the mean ROE increases further to 9.88 percent.
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VII. UPDATED ROE ANALYSIS

Have you updated your ROE analysis to take into account recent data and
current conditions in the capital markets?

Yes. Consistent with my customary practice, I have updated my ROE analysis for
current market conditions using the same methodologies that I employed in my
previous analysis.

What are the results of your updated DCF analyses?

My updated DCF results are shown in Schedule SCH-12. In the updated analysis,
four companies were removed from my original comparable group and three
companies were added. As already discussed, I removed Edison International
(becéuse of the extraordinary circumstances currently affecting projections of its
growth) and Cleco (because of takeover speculation affecting its stock price). I
also removed Vectren because its percentage of regulated revenue has fallen
below 70 percent. Finally, I removed Ameren because of unsustainably low
analysts' growth rate estimates (Value Line, Zacks and Thomson are all projecting
negative near-term earnings growth). I added CMS Energy, Integrys and UNS
Energy. These companies were added because, in the case of Integrys, its
regulated revenue percentage is now above 70 percent, in the case of CMS Energy
and UNS Energy, their financial conditions have normalized (their equity ratios
are now above 30 percent). These conipanies now pass my screening criteria. The
resulting group, therefore, contains 21 companies. The indicated DCF range is

9.8 percent to 10.3 percent.
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Why have you added a fourth DCF model to your analysis?

In the fourth version of the DCF model, I apply a terminal value approach. In this
model, investors receive the dividend projected by Value Line for the first four
years (2013-2016) and are assumed to sell their stock at the prevailing market
price at the end of the fourth year (2016). The estimated required return is the
investor’s internal rate of return from dividends and the selling price over the
coming four years. The Year Four selling price is based on the P/E ratio and
Value Line’s projected earnings at the end of that year. The initial dividend
yields in all four of the models are from Value Line’s projections of dividends for
the coming year. Stock prices are from the three-month average for the months
that correspond to the Value Line editions from which the underlying financial
data are taken.

Why have you added this “terminal value” model to the three DCF models
that you have traditionally used?

The “terminal value” P/E ratio model provides balance for the abnormal market
conditions that currently affect the traditional “yield plus growth” DCF model.
The need for this balance is shown by Mr. Murray’s discussion of growth rates in
his direct testimony: “Clearly, this [higher P/E/ ratios and moderate growth rates]
means that investors are not paying a higher p/e for electric utility stocks for
growth, but because of the low comparative returns offered by bonds.” See Staff
Report at 28, lines 6-7. In this environment that is dominated by artificially low
interest rates, ROE estimates from the traditional “yield-plus-growth” DCF format

are negatively skewed. The govemment’s ongoing efforts to stimulate the
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economy by keeping interest rates abnormally low, therefore, has pushed up
utility stock prices and depressed dividend yields. While the terminal value
model s not a replacement for the more traditional DCF approaches, its use of
current utility P/E ratios to estimate future prices tends to balance the low
dividend yield aspects of the traditional models.

What are the results of your updated bond yield plus risk premium analysis?

My updated nisk premium analysis is presented in Schedule SCH-13. Based on
projected triple-B utility interest rates, the nisk premium analysis indicates an
ROE of 10.14 percent. Based on the most recent three months average single-A
rates, the risk premium ROE is 9.87 percent.

What do you conclude from your updated ROE analyses?

My updated technical amalyses indicate a current cost of equity capital in the
range of 9.8 percent to 10.3 percent. These results are a realistic reflection of
capital market conditions, but given the government’s ongoing intervention in the
credit markets, they may not fully reflect the equity market risk that remains. My
updated results show clearly that the other ROE witnesses' recommendations are
below GMO’s current cost of equity capital. As stated previously, given current
difficulties with interpreting financial mode! estimates and the forecasts for higher
interest rates that I have presented, I believe the Company’s requested 10.3
percent is reasonable.

Does this conclude your rebuttal testimony?

Yes.
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KCP&L Greater Missouri Operations Company
Electric Utility ROE Cases (2008)

Panel 1

T&D Utilities vs. Vertically-Integrated Utilities

T&D Utilities

No Date Company Stata ROE _ Commant
4 1/28/2008 Connacticut Light & Power cT 9.40%
2 1/30/2008 Potomac Electric Power DC  10.00%
3 2/25/2008 Fitchburg Gas & Electric MA  10.25%
4 3125/2008 Consolidated Edisan of New York  NY 9.10%
) 5/27/2008 UNS Electric AZ  10.00% T&D segment of Unisource
6 7/16/2008 Orange and Rockland Utilities NY 9.40%
7 9/10/2008 Commorwealth Edison IL 10.30%
Average TAD 9.78%
Min 8.10%
Max 10.30%
Vertically-lntagratad Willties
No  Date Company State ROE
1 1/8/2008 Northem States Power Wl 10.75%
2 1/17/2008 Wisconsin Electric Power wi 10.78%
3 173172008 Central Vermont Public Service VT 1021%
4 3/12/2008 PacifiCerp WY  10.25%
5 4/22/2008 MDU Resources MT  10.25%
-] 41242008 Public Service Company of NM NM  10.10%
7 5/1/2008 Hawaiian Elactric Co HI 10.70%
8 6/10/2008 Consumers Energy MI 10.70%
9 /2712008 Appalachian Power WV 10.50%
10 6{27/2008 Sierra Pacific Power NV 10.60%
1 7/10/2008 Otter Tail Corp MN  10.43%
12 7/30/2008 Empire District Electtic MO 10.80%
13 8/11/2008 PacifiCorp uT 10.25%
14 8/26/2008 Southwestern Public Service NM  10.18%
15 8/2412008 Central lllinois Light L 10.65%
16 §/24/2008 Central lllinois Public Service IL 10.65%
17 9/24/2008 lllinois Power L 10.65%
18 9/30/2008 Avista Corp D 10.20%
19 10/8/2008 Puget Sound Energy WA 10.15%
20 11/17/2008 Appalachian Power VA 10.20%
21 12412008 Tucson Electric AZ 10.25%
22 12/2372008 Detroit Edison Mi o 11.00%
23 12/29/2008 Poritand General OR  10.10%
24 12{2/2008 Avista Corp wa 10.20%
25 12/31/2008 Morthern States Power ND 10.75%
A Veartically-. d 10.45%
Min  10.10%
Max 11.00%
Othar Cases
No  Date Company State ROE  Comment
1 2/6/2008 Intarstate Power & Light 1A 11.70% Power plani only
2 33112008 Virginia Elactric Powar VA 12.12% Power plant only
4 6/16/2008 MidAmerican Energy 1a 11.70% Powaer plant only
5 Bf27/2008 MidAmerican Enangy 1A 11.70% Power plant only
6 11/13/2008 NorihWestem Corp MT  10.00% Power plant only
Average Other 11.44%
Average all Utilities for 2008 10.46%

Source. Regulatory Research Associales, "Major Rale Case Decisions, January 2007-December 2008," January 12, 2000,

Panel 2
Summary of Results by Quarter

T&D Utilities
By Quarler 1Q 20 3Q 40 Total
ROE 9.89% 10.00% 9.85% 9.78%
No. Cases 4 1 2 0 7

Vartically-Integrated Utilities

By Quarter 1Q 2Q 3Q 4Q Total
ROE 10.45% 1048% 10.48% 10.38% 10.45%
No. Cases 4 6 ] 7 25

Other Cases
By Cuarier 1Q 2Q 3Q 40 Total
ROE 11.91%  11.70%  11.70% 10.00% 11.44%
No. Cases 2 1 1 1 3

All Litilities
By Quarter 1Q 20 ko] 40 Total
ROE 10.45% 10.57% 10.47% 10.33% 10.46%
No. Cases 10 [:] 11 8 37

Schedute SCH-7
Page 1of 5



KCP&L Greater Missouri Operations Company
Electric Utility ROE Cases {2009)

Panel 1 Pansl 2
&0 Urilides and Vorticslly-dmingrated Ulililes Summary of Resulls by Guarier
TAD Utliifias TAD i
Mo Dag Compar Sl RDE Comment £y Dunrier 1 23 3 40 Toial
1 HR260% Ck d Elpctric iy G HLEI% Ao ROE  W00B%  10ED% iDd44% 1018%  108%
@ 212008 Ohdo Edison DR HRSS My, Cuuns 4 2 4 2 G
3 2172008 Toledo Sdison OH 3%
4 HARODS Hnited Huminating or B.75% Varticallydntagrated Litiities
& 4/24r2008 Consclidated Edison of Mew York N T0G% By Quacter 1 2Q 3Q 40 Tots
& 8/22/2009 Central Hudson Gas & Electric NY  10.00% Avg HOE  1057%  10.75%  10.50%  1059%  10.83%
7 71872009 Duke Energy Ohio OH  10.63% No. Cames 4 7 1 15 xr
# 8/31/2009 Oncor Electric Delivery ™ 10.25%
4 1302008 Mass ELMNantuckel Bl MA  0.35% Orher Casss
W 133012000 Detmanes Power & Light MO 10.00% By Qusrier 10 2Q 32 A0 Total
ROE 19.10% 10.29% 142.18%
Average TRD 10.15% o, Cases 1 1 a @ z
Min  5.75%
Man  10.83% Al tiilitles
By Quatr 10 pris) 30 413 Totn
»»»»»» o Verically-ntegrated (ikine e ROE WEFE 19558% 4% WM% A%
Mo Date Company e ROE Mz, Lo g 14 3 7 36
3 472008 Public Servies Okahonms O 0Ae%
p:o 12092 idaho Powsr & 19.50%
£ Z13iZ008 Unian Beotrig MO toak
4 ar2008 indians Michigan Power N 16,560
& #22009 Entergy New Orlaang EA 11.19%
1 452112008 PacliCom T  10481%
T 413072008 Tampa Elmctrle FL  11.25%
] 514/2009 Minnesols Power MR 10.74%
9 5/20/2009 Oklahoma Gas & Electic AR 10.25%
10 5/28/2009 Putlic Service Mew Mexico MM 10.50%
11 6/24/2008 Nevada Power MY 1080%
12 TH 72008 Awista Comp. D 10.50%
13 1951402009 Cleco Power 1A 10.70%
14 1252000 Northern Sttas Power-Min MH  1D88%
s 117272008 Consumers Enangy M 10.70%
% 14/3/2008 Stema Pacifc Power CA 1DT0%
17 1472472008 Scuthwestem Bloctiic Poswe AR 1825%
8 112500008 Oter Tall Power WD 19.75%
18 12/712003 Duke Ensrpy Carslieasy HC  10.70%
20 127162008 Adzona Public Servics Az 1186%
21 12862008 Uppar Peninsuda Power 34 18.80%
22 1TR/2058 Wiscansin Blectri Powar Wi 3340%
25 1ZR0DE Wistansin Power and Bight Wi HAD%
24 142008 Avista Coep. WA A
25 A ME2009 Madison Cew nred Eleciric Wi A%
&4 12F22009 Northern Siates PowerWise Wi 10.40%
27 1rz4£2008 Public Service of Colorado GO 10.50%
Avarage Vartically-Integrated 10.63%
Min  10.20%
Max 11.35%
Othar Canss
No  Dale Company Siate  POE  Comment
H 2003 Interstate Power & Bigd & I030%  Powerplantonly
3 SP2AFZG08 NorthiWestem Sarp MT  10.26% Power plant only
Augrage Other 10.48%
Average Al Ullities for 2080 1EA8%

Sauree:. Bagulamry Reseaech Axseciates, "Wejor Rals Cang Decisiene, January 200-Blecember 2000, Jasary 5 205,

Schetuby SOH-T
Page 2of §



KCPAL Greater Missourl Operations Company
Electric Wility ROE Cases (2010}

Panold Panel
TRE biilities and Varkesily-nteygrstert Liiiies Gummaey of Revults by Suarler
TAD (RERIen e T80 thities
oy S Lempany Wiate RO Comengnt By Guarier e 5] 33 4G Total
H BAEROE Matageselt Eledniv fE Aep ROE B85S W% WhR W% 2S8%
@ WHIGH Patomag Electsis Ponesr PO BN N Canas a ] z % k-1
] IR Sonenbdaiad Tdison of NY WY A%
4 AHEEG Dl Pinch Light N KB Varkicaivp-integrated Uthtlex
E] ATSIED Candrgi Stnnis Puble Senvos E & Befumter 0 sl bard 45 Toust
£ AR ek Power R ¥ R ROE 10589 THE T 032%  10.90%  10.90%
¥ E22010 Aariis Oty Sleatric SR E R Y Ho, Cabos it H] 8 16 &
B BA2010 Rovkdangd Sheetrc Es LI ¥ 9
8 IO Pulkic Service Blectar & Gas ELEIE TR Y rthwr Canas
11 EFA010 Centrsl Hidson Gas & Sleciric NY 1000% By Quacar 39 206 g 4 Tokal
11 BREBNGT0 Publc Servica of New Hampshire  HH - BA7% RDE 12.30% 12.30%
12 S0 Lonnacticid Light & Powear CT B No. Canas z 9 [ Q 2
13 SHERZ010 New York State Electic & Gua NY  10.00%
14 8182018 Rochasler Gas and Elclre NY  1060%
W 17018 Northiestem Corp. M w00%
Avaroge TAL T
Wi SAD%
W HLIGY
¥ertoaliv-integrated tililos =
Wy Company Sk BLE
H HHURH Detodt Edimen ML IR
H BN frenestate Power & Light [ 3
¥ SRENOH PosfCerp oM LN
4 EEPRR R Wastar Enermy W% nAn
H AT Kanes Gas § Bleclric K& iGA0%
# ARHAH Dk Energy Cursimes BLO0 %
7 ZHeRl FaediCarp (A <5 1
a ARG [dabe: Prvegr ORH0IE%
2 AP0 Kanacky USitlss VA 105
10 HH0 Forida Power Floo k%
11 3MI72C1D Vininia Electric and Pownr vA  1190%
L W10 Forkda Power & Light FL  10.00%
LE] 412720 Pugel Sourd Energy wa  1010%
14 SASMMD MO Resauces WY 000%
1% LG Union Electric MO SR
1% BRAREA Ertmayy Arkansas AR RN
1 BRBAACHY Kencky Power BY S0
14 FEERET Wesennain Eecnc Powar ME1D.24%
ko IS South Taving Eleans & 9o S nTeE
3 RS Appetactian Powst WhOHAEEN
at TR0 Mt Biactrie HEOFH
o AR Wk Hits Colerado Bledbic 00 WER
f<3 RS Pednmas Eieoye Power LU £ 5 1
a4 SR Mok Ingians Poblc Semvite ™ B
M STIARMYED Baesian Slectic W%
26 SrRiEe UNS Bk A BT
T URATIIED Indiena Michgan Power M 10.05%
2 ASRR0SG Hawa l Blemic Light Hi 10N
bl IR0 Minnasols Poasr MY %
349 1314204 Cansymens Enengy Ml 16TD%
41 T Avisls Cop. Wa o 10.00%
B2 1H2220H) Kansas City Power & Lighl ¥5 O 10.00%
ki 121800 Enlergy Texas X 1013%
k2] 1010 Ballmore Gas & Elecric MD  as%
A5 CRIE010 Intersia Pewor & Light W 1000%
3 EHIVIGH Dominien Maeth Cardina Power NG H0.70%
37 2010 Pacificom ORI
3 BN Fortled Generat Electric O ELDO%
3 EHHY2E (0 Siaeea Pacilc Power NV B
#1 FEREE0 Upger Peninsutz Powet MEOERLNON
#F RIS Pecstom 0 G
RERHEVRE Qooigla Powsr Ga tHIR%
Avorape Verdioatiy-integramd L
W GVE%
Max 1LY

T By — S,
1 ALY Yirgieda Mtz ard Fower WA TN Prwies pRand ondy

2 B VD Viginin Blectic ard Power
Avaitgm (hhay

Avwrage AN LN Kes for 2010

A

12300k Peawsr plan) ondy
REE: )

A0.34%

Butow Wequiaiey Flevenct: Auscieles, “hisior Rate Case Deciainy, Colendar 2050.° Sy 7, 2011,

Butonchim SCH-7
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KCP&L Greater Missouri Gperations Company
Electric iMilgy ROE Cases (2011}

Panal 1 Panel 2
FRD Utiliies and Verteally-irtegrated Utiliies Sumrhawy of Resufls by Ouartes
TAD Usifities. FAD WAEny
No  Date Cotmpisty fgte ROE  Comment By Quarler 10 2 i3 42 “Total
H RN Relrraces Power 8 Light Co, 0E 1600% Ay ROE  B81% 8.70% NN 1IE% L.85%
2 172042011 Niagars Mohawk Power Corp. N 8.50% MNo. Ceses 5 3 # * 12
3 172072011 Texas-hNew Mexdca Power Co. RS 10.13%
4 131720711 Westerp Magsachhsatis Flectric Ma 0.60% Yerically-Integrated Ustting
] 2/3f2011 SenterPoint Energy Houston T4 10.00% By Quarter €01 20 3G a3 Total
& A28 41 Unit Enargy Syslams HH RET% Foy ROE 0.00%  10.26% W111% MLER%  1604%
¥ SRR 1 Cammarnwealth Edisar L 10.50% Ho. Cavew # ¥ ) 8 K
[ 1182041 Orange and Rowidany Wil HY  2.20%
8 B Fitchburg Gas & Elenti MA B2 Criver Guues
W BAGIM 1 Qexxnyy FlectHe Delivery ™ 10.25% 10 P 3 ] Tedy
11 420 Columbus Southem Fower OH  10.90% 12.30% f230%
12 PRI Ohio Power o+ 30.30% 2 i Q Q 2
Average TAD S86% AlF Uiifties
Min  S.20% 13 0 a0 ey Tolal
Max  1050% H32% 10.12% 1D00% B 1937%
3 10 7 H 41
Vertieally-Intageatad Ltifities
HNo  Dain Sompany Stete  ROE
4 1787801 Pablic Service Go. of OK R 10.18%
2 11141 Madisoh Gas and Elecire Co Wi 10.30%
3 R Wisconsin Public Sesvics Coep. Wi 1h30%
& RN Hawabion Eleatric Co. Hl HIOe%
B F2HA0T PacifiCorp Wi aBU%
[} SIEGHEITE Appalachian PusiWhosting Par WY woao%
7 41 72011 Kansas Gty Power & Light MO G
] 47252011 Otter Toit Fowme Do, MR A%
] Arr712011 Southem indione Gos & Flectic N 1540%
H fr4i2011 KCPEL Groater isscuri Op (MPS} MO 12.00%
4% B4/2011 HCPEL Groater Missourd Op. {L&PT MO 10.00%
12 @/8/2011 MDU Resourees ND 10.75%
13 61712013 Uldaboma Gas & Elaclis AR B.85%
14 114320713 Urvon Slectric MO 10.20%
1% BINZOE! Pubbe Service Co. of New Mexice NM 10.00%
18 BT 1R0EE PaciBlony HE 10.00%
17 BIE2EEY Intgrstabe Power gawd Light MN 10388
18 SRt PacifiCorp WY 10000,
18 1812201 Kentyeky Dtilies VA 0%
20 182822011 Dewoit Edison MU %
21 132041 Mppalachian Power WA 16.B8%
jobcs 1432011 Virginia Electde and Power WA TRB0%
FE O HARORIM Upper Ferinsula Towes M 16.20%
a4 12021720711 Northern Indlana Public Service N 10.20%
12222011 Black Hiis Colerado Blee. Ulily 0o, &0 2.90%
26 P20 Mosthen Slates Powac-Wiseensin Wi 10.40%
T 1RG0 Wevada Power Wy 10.19%
Average Verticaby-intagrated 10.24%
Min B.80%
Max  H.80%
Other Canns
i Dta Gompaiy State ROF  Comenent
3 HE2011 Virginia Eluchis met Powar VA 1236%  Power plant only
b3 deznar 1 Virginia Bleckis and Power V& 1230%  Power plam only
Average (Aher IRIN%
Average All Utiiithen for 2044 40.22%

Saurce: Regolalory Resessch fssscisles, "Mojor Rals Dare Becisions™ Jan 10, 2017
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KCP&L Greater Missouri Operations Company
Electric Wtility ROE Cases (2012)

Panel 1 Panel 2
T&D Utilities and Vertically-Integrated Utilities Summary of Results by Quarter
T&D Utilities T&D Utillties
No Date Company State ROE Comment By Quarter 1Q 2Q 3Q 4Q Total
1 5/29/2012 Commonwealth Edison I 10.05% Avg. ROE 9.73%
2 6/14/2012 Orange and Rockland Utilities NY 9.40% No. Cases 2 2
Average T&D 9.73% Vertically-Integrated Utilities
' Min  9.40% By Quarter 1Q 2Q 3Q 40Q Total
Max 10.05% Avg. ROE  10.30%  9.95% 10.09%
No. Cases 7 i 18
Vertically-Integrated Utilities
No  Date Company State  ROE Other Cases
1 1/25/2012 Duke Energy Carclinas S5C  10.50% By Quarter 1Q 2Q 3Q 4Q Total
2 1/27/2012 Duke Energy Carolinas NC  10.50% ROE 11.60% 11.60%
3 2/15/2012 Indiana Michigan Power MI 10.20% No. Cases 5 5
4 2/23/2012 Idaho Power OR 9.90%
5 2/27/2012 Gulf Power FL  10.25% All Utilitias
6 2/29/2012 Northern States Power-Minnesota ND  10.40% By Quarter iQ 2Q 3Q 4Q Total
7 3/29/2012 Northern Siates Power-Minnesota MN  10.37% ROE 10.84%  9.92% 10.36%
8 4/4/2012 Hawaii Electric Light HI  10.00% No. Cases 12 13 0 0 25
9 4/26/2012 Public Service Co. of Colorado CoO 10.00%
10 5/2/2012 Maui Electric Company HI  10.00%
11 5/7/2012 Puget Sound Energy wWa 9.80% Vartically-Integrated Electrics
12 5{15/2012 Asizona Public Service AZ  10.00% 3rd Qtr 2011 10.11%
13 6/7/2012 Consumers Energy Ml 10.30% 4th Qtr 2011 10.38%
14 6/15/2012 Wisconsin Power and Light Wl 10.40% 1st GQtr 2012 10.30%
15 6/18/2012 Cheyenne Light, Fuel and Power WY  9.60% 2nd Qtr 2012 9.95%
16 6/19/2012 Northern States Power-Minnesota SD  9.25% |Last 4-Qtr Average  10.19%
17 6/26/2012 Wisconsin Eleclric Power Mi 10.10%
18 6/29/2012 Hawaiian Electric Company HI 10.00%
Average Vertically-Integrated 10.09%
Min  9.25%

Max 10.50%

Other Cases
No  Date Company State  ROE  Comment
1 1/3/2012 Appalachian Power VA 11.40% Generation rider
2 2/2/2012 Virginia Electric and Power VA  11.40% Generation rider
3 3/16/2012 Virginia Electric and Power VA 12.40% Generation rider
4 3/20/2012 Virginia Electric and Power VA 11.40% Generation rider
5 3/23/2012 Virginia Electric and Power VA 11.40% Generation rider
Average Other 11.60%
Average All Utilities for 2012 10.36%

Seurce: Regulatory Research Associates, "Major Rate Case Decisions” July 6, 2012,

Schedule SCH-7
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KCP&L Greater Missouri Operations Company
Long-Term Interest Rate Trends

Triple-B 30-Year Tripie-B

Month Utility Rate  Treasury Rate Utility Spread
Aug-09 6.36 437 1.69
Sep-09 6.12 419 1.93
Qct-08 6.14 419 1,95
Nov-09 6.18 4.31 1.87
Dec-09 6.26 4.49 1.77
Jan-10 6.16 4.60 1.56
Feb-10 6.25 462 1.63
Mar-10 6.22 4.64 1.58
Apr-10 6.19 4.69 1.50
May-10 597 429 168
Jun-10 6.18 4.13 2.05
Jul-10 598 3.99 1.99
Aug-10 5.55 3.80 1.75
Sep-10 553 3.77 1.76
Qct-10 5.62 3.87 1.78
Nov-10 5.85 4,15 1.66
Bec-10 8.04 442 1.62
Jan-11 6.06 4,52 1.54
Feb-11 6.10 4.65 1.45
Mar-11 597 4.51 1.46
Apr-11 5.98 4.50 1.48
May-11 574 4.29 1.45
Jun-11 567 4.23 1.44
Jul-11 570 4,27 1.43
Aug-11 5.22 3.65 1.57
Sep-11 51 3.18 1.83
Qct-11 5.24 313 2.11
MNov-11 4.83 3.02 1.91
Dec-11 5.07 2.98 2.08
Jan-12 5.06 3.03 2.03
Feb-12 5.02 31 1.91
Mar-12 513 3.28 1.85
Apr-12 5.11 318 1.93
May-12 4,97 2.93 2.04
Jun-12 4.91 2.70 221
Jul-12 4.85 2.59 2.26
3-Mo Avg 4,81 2.74 2147
12-Mo Avg 5.05 3.07 1.99

Sources: Mergent Bond Recard (Utility Rates); www.federalreserve.gov (Treasury Rates).
Three month average is for May 2012-Juty 2612,
Twelve month average is for August 2011-July 2012,

Schedule SCH-8
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Economic Indicators

Seasonatly Atljusted Annual Rates — Dollar Figures in Billions

— Annual % Change —--- 2011 2012 E2013
2011 E2012 E2013 2011 E2012  E2013 Q4 RO EQz EQ3 EQ4 Q1 [#)4 Q3
Gross Domestic Product
$15,094.0  $156486 5161790 3.9 37 34 GDP (purrent dollars) §15319.4 $H54678 $155852 $157107 $15.834.8 B5.0855 S161055 $16,239.1
39 37 34 - - - Acnual rate of increase (%) 3.8 38 31 a3 3.2 39 30 34
1.7 20 20 - - e Annusl cate of lncrease—real GDP (%} 30 19 15 1.8 18 24 1.9 1.7
21 17 14 - - e Arnie eate of merease-GDP deflator (%) 23] 20 1.6 1.5 14 14 1.2 1.6
*Components of Raal GDP
$8.4213 30,6075 £9.826.4 2.2 24 23 Parsonal consumption expenditures 59,482 1 $8,540 4 35764  $9.627.7 $9.8B58 58,7435 5L THGA £8,857.8
22 20 23 - - - % change 24 25 15 22 24 24 23 2.4
12854 13770 144358 82 71 48 Trable grods 1365 13847 1,3648 1,3778 13966 141258 14310 14887
LOIR8 2,1078 2,1858 17 15 23 Nondyrable goods 2H7TH 20883 2002 21148 24283 2410 21508 TABLY
#0781 8,154 6 §.269.1 14 1.3 1.8 Bearvices 8,102 £,1148 §,1420 6,166 5 8,852 85,2267 & 2583 #2853
14388 1,524.9 18608 EX:] 8.2 541 Nonmssictentad fixed investment 1,484.2 14858 1,508 1.537.0 1,5463 15643 41,5083 1.810.2
B8 8.2 50 - - - % chenge 52 33 6.5 4.3 2.4 4.7 8.3 5.8
112587 1,240.0 1,294.2 10.4 75 74 Producers durable eyuipment 1,16686 1,176.8 1,2025 1.283.1 1,237.6 12574 1,284.6 1,306.4
368 524 3821 {15y 113 11.3  Residental fixed invastment 32448 340.3 4TS5 356.8 364.9 3742 3829 396.6
{18 1.3 113 - - - Yo ChAne 11.8 w7 2] 111 9.4 kEA] a7 141
8 48.2 40.8 - - - Net change in business inventories 52.2 54.4 534 46.4 387 440 423 378
25027 2.444.3 2,402.8 {2.1) (2.3} {1.7)  Gov't purchases of goads & services 2.481.2 24560 24515 24421 2,427 8 2,415.1 2,806.5 2,398.3
1,055.0 1,026.5 996.1 {1.9) {2.7) {(a.m Fedeoral 1.044.7 1,028.0 1,032.9 1,026.8 1,017.2 1,007.9 998.8 9821
1,453,8 1,423.5 1,411.3 22)  21) (D9 State B local 14424 14325 14244 14208 14160 14123 14115 1,410.8
{413.6) (409.3) (414.1) - - - Net exports (410.8) (4070}  (418.4)  {412.8) (402.2)  (IB58)  (4D5.5) (424.3)
17742 1.830.9 1,8913.7 6.7 32 4.5 Exports 1,790 1,818.7 1,818.8 1,833.5 1,854.5 1,882.8 1,905.5 1,922.8
21877 2,240.2 2,327.8 4.9 2.4 39 Impaorts 2,207.7 22227 22352 2,046.2 2,256.7 22787 23110 23471
“ncome & Profita
5129912 $13.4003 81380808 5.0 3.2 36 Personal income $13,105.7 $13.227.8  $933308 134726 $1585973 S13,7056 $13.6338 5139607
11,5936 11,8126 12,233.8 a7 2.8 27 Disposable personal incoms 11,6863 11,7804 11,8670 11,9602 12,042.9 12,002.9 12,1668 182770
4.7 18 32 - - - Savings rate (%) 42 ar a8 4.1 3a 34 a2 34
1,896.3 20958 23538 42 108 12,3 Corporate profits befors taxes 1,804.6 21388 20596 20745 21105 2,364.2 2,356.8 2.3418
1,480 18187 1.805.3 5.1 9.4 1.5 Corporate profés after lsxes 1,48939 18449 18870 1.604.8 1,638.0 18120 1LRO3E 1,799.5
B6.95 94.86 103.18 124 @2 B.1  tEamings per shore (S8 500} 8895 BH.54 841486 g3.m 94.88 97,04 o8 03 108,81
1Pricas & interest Rates
kA 17 1.2 - - - Consuner price Idex 13 28 o7 8.2y .2 ‘4 13 21
0.4 8.1 848 - - - Tragury bills 8.0 4 [ ] 0.4 ¢.1 88 49 0.0
25 18 22 - - B 10-yr notes 2e 248 1.8 17 1.8 1.7 1.8 2.4
38 28 3z - - - 30-yr bonds 3 A 29 2.8 29 28 30 34
45 a8 4.0 - B - New lssue rate—corporate bonds 39 X 38 38 37 37 348 4.2
Other Key indicators
8121 759.3 916.2 4.5 244 207 Housing starts {1,000 units SAAR) 676.3 7147 7344 T840 B04.2 gi2.2 8708 9597
127 14.1 14.7 10.3 105 4.4 Ao & tryck sales (1,000,000 units} 13.4 145 14.0 14.0 13.8 14.1 14586 18.0
4.0 B2 8.0 - - - Unemplyyment rate (%) 87 83 8.2 B 8.1 B a0 8.0
{5.9) 43 5.2 - - - {8, doftar 156 28 39 RE ] 0.0 51 8.4 13.4

Note: Annual changes ane fram prior year and quatierly changes are from prior quacter, Figures may not add 1o lotals because of rountiing. A-Advance data, P-Preliminary., E-fstmated. R-Revised.
*2005 Chainvweighted doliars, **Current dollars. $Tralling 4 quacters, TAverage for period. §Quarerdy % changes at quariery rates, This lorecast prapared by Standand & Poor's,

Schedule SCH-8
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KCP&L Greater Missouri Operations Company
Summary of Updated Gorman ROE Results

{3 (2}
Summary of Results
Gorman
Initial Updated
ROE ROE
OCF Models
Constant Growth DCF {Analysts’ Growth) 9.46% 9.86%
Constant Growth DCF {Sustainable Growth) 9.15% NA
Multi-Stage DCF 9.30% 9.92%
DCF {(Constant Growth DCF) 89.50% 9.890%
Risk Premium Average 9.10% 9.90%
CAPM , 8.50% NA
Average excluding CAPM {Recommended ROE) 9.20% 9.90%
Notes:

Column 1: Gorman, page 29 {DCF resuity) and page 39 {summary results).

Column 2: Orly change to Constani Growth DCF results is to exclude Edison international and Clecs Corp.

fram the analysis as discussed by Dr. Hadaway in his rebuttal testimony.

Only change to Multi-Stage DCF result is the use of & third-stage growih rate of 5.7% (see page 3 of this Schedule).

Risk Premium results are an average of Treasury Bond results {see page 4 of this Schedule}

and Utllity Bond resulis {see page 6 of this Schedula).
CAPM resulis are not reliable and are excluded as discussed by Mr. Gorman,

Schedule SCH-8
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KCP&L Greater Missouri Operations Company
Gorman Constant Growth DCF Analysis (Excluding Edison Internat. & Cleco Corp.)

(1) (2) {3) (4) (5)
Price Analysts' Dividend Adjusted Constani

No. Company Py Growth Dy Yield  Growth DCF
1 ALLETE $40.45 5.40% $1.84 4.79% 10.19%
2 Alliant Energy Co. $44.57 6.12% $1.80 4,29% 10.41%
3  American Elec. Pwr. $39.03 3.86% $1.88 5.00% 8.86%
4  Avista Corp. $26.03 4.72% $1.16 4.67% 9.3%%
5 Black Hills Corp $32.37 6.00% $1.48 4.85% 10.85%
6 Cleco Corporation $40.95 3-00% $425 14% 844%
7 DTE Energy Co. $57.28 4.38% $2.35 4.28% 8.66%
8 Edison Internat. $44.67 2-22% $4-30 267% 5:-18%
9  Great Plains Energy $20.46 8.42% $0.87 4.61% 13.03%
10 Hawaiian Electric $27.34 7.46% $1.24 4.87% 12.33%
11 IDACORP $40.29 4.67% $1.32 3.43% 8.10%
12 Pinnacle West $49.65 5.67% $2.10 4.47% 10.14%
13 Portland General $25.67 4.28% $1.06 4.31% 8.59%
14 SCANA Corp. $46.69 4.69% $1.98 4.44% 9.13%
15 Sempra Energy $65.75 6.10% $2.40 3.87% 9.97%
16 Southern Co. $46.21 5.32% $1.96 4.47% 9.79%
17 Teco Energy, Inc. $17.77 4.37% $0.88 517% 9.54%
18 Vectren Corp. $29.24 5.00% $1.40 5.03% 10.03%
19  Westar Energy $28.90 5.79% $1.32 4.83% 10.62%
20 Wisconsin Energy $37.83 5.58% $1.20 3.35% 8.93%
21 Xcel Energy Inc. $27.77 4.94% $1.04 3.93% 8.87%
Average (exc! Edison & Cleco) $37.02 541% $1.54 4.46% 9.86%
Median 9.79%

Notes:
All data from Schedule MPG4.

Schedule SCH-9
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KCP&L Greater Missouri Operations Company
Gorman Multi-Stage Growth DCF Analysis (with Long-Term GDP Growth)

{1} {2) {3} {4 5 {8) " (8} 9 {10)
Third
First Stage Stage  Updated

Price Dividend  Growth Becond Stage Growth Growth  Costof

No. Company Py Dy {EPS) Year § Year 7 Year 8 Year 8 Year 10 {CDP} Equity
1  ALLETE $40.45 $1.84 5.40% 5.45% 5.50% 5.55% 580% 5.65% 5.70% 10.42%
2 Afliand Energy Co. $44.57 §1.80 6.12% 5.05% 5.88% 5.01% 5.84% 5.77% 5.70% 10.08%
3 American Elec. Pwr. $30.03 $1.68 3.88% 4.17% 4.47% 4.78% 5.00% 5.39% 5.70% 10.24%
4 Avista Corp. $268.03 §1.18 4.72% 4.54% §.05% 521% 8.37% 5.54% 5.70% 16.13%
5  Black Hits Corp §32.37 3148 6.00% £.05% 5.80% 5.85% 5.80% 5.75% 5.70% 10.62%
6 Cleco Corporation $40.96 $1.25 3.00% 3.45% 3.90% 4,35% 4.80% 5.25% 5.70% 8§.38%
7 DTE Energy Co. $57.28 $2.35 4.38% 4.60% 4.82% 5.04% 5.26% 5.48% 5.70% 9.69%
8 Edison Internat. §4487 $1.30 2.22% 2.80% 3.38% 3.88% 4.54% 5.12% 5.70% 8.12%
& Great Piging Energy $20.46 $0.87 8.42% 197% 7.51% T.06% 8.61% B.15% 5.70% 10.99%
10 Hawaifian Electric $27.34 $1.24 7.46% 7.17% #.87% 6.58% 5.29% 5.858% 570% 11.83%
11 DACORP $40.29 $1.32 4.67% 4.84% 5.01% 5.18% 5.36% 8.53% 570% £.93%
12 Pinnacle West 348,65 $2.10 5.67% 5.68% 5.68% 5.60% 5.69% 5.70% 570% 10.16%
13 Portland General $25.67 31.08 4.28% 4.52% 4.75% 4.90% 5.23% 5.46% 5.70% 4.69%
14 SCANA Comp. $46.69 $1.98 4.88% 4 B6% 5.03% 5.20% 5 .36% 5.53% 5.70% 4.91%
15 Sempra Energy $65.75 $2.40 5. 10% 68.03% 5.97% 5.90% 5.83% 57% 5.70% 9.65%
16  Southern Co. $46.21 $1.96 5.32% 5.38% 5.45% 551% 5.57% 5.64% 570% 10.08%
17  Teco Energy, inc, $17.77 %0.58 4.37% 4.59% 281% 5.04% 5.26% 5.48% 8708 16.52%
18  Vaotren Corp. $29.24 $1.40 500% 512% §.23% 5.35% BA4T% £58% 5.70% +#0.55%
19  Wastar Energy $28.90 $1.32 5.79% 5.78% 5.76% 8.75% 85.73% 5.72% 5,70% 10.55%
20 Wisconsin Enargy $37.83 $1.2¢ 5.58% £.60% 5.62% 5.84% 5.66% 5 6B% 570% 9,02%
21 Xeel Energy Inc. $27.77 $1.04 4,94% 5.07% 5.19% 5.32% 5.45% 5.57% 5.70% 9.47%
Average $37.57 $1.52 5.14% 5.24% 5.33% 5.42% 5.51% 561% 5,70% 8.492%
Median 10.08%

Notes:

Colurnng 1-& Schedule MPG.9.

. Golumas 448 Linear interpolation between columng 3 and 9,

Column 8 See Scheduls SCH-4,

Column 10: The internat rate of retuen impied by the price in colemn 3 gnd dividends for 200 perlods, The initial
dividend shown in columnn 2 is gssumed fo grow for the first five pericds at the rate in column 3, then at itw rate
in cokanns 4-8 for years 6-14, tharn st the rale in colume § foe tha remaining periods.

Schedule SCH-8
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KCP&L Greater Missouri Operations Company
Update of Gorman Risk Premium Analysis - Treasury Bond (Projected,

) {2) (3

AUTHORIZED INDICATED

TREASURY ELECTRIC RISK

BOND YIELD RETURNS PREMIUM

1986 7.80% 13.95% 6.13%

1987 8.58% 12.99% 4.41%

1988 8.96% 12.79% 3.83%

19689 B.45% 12.97% 4.52%

1990 8.61% 12.70% 4.08%

1991 8.14% 12.55% 4.41%

1992 7.67% 12.00% 4.42%

1993 6.60% 11.41% 4.81%

1994 7.37% 11.34% 3.97%

1995 6.88% 11.55% 4.67%

1996 6.70% 11.39% 4.69%

1997 6.61% 11.40% 4.79%

1998 5,58% 11.66% 6.08%

1999 5.87% 10.77% 4.90%

2000 5.94% 11.43% 5.49%

2001 5.49% 11.09% 5.60%

2002 5.43% 11.16% 5.73%

2003 4.96% 10.97% 6.01%

2004 5.05% 10.75% 5.70%

2005 4.65% 10.54% 5.89%

2006 4.99% 10.36% 5.37%

2007 4.83% 10.36% 5.53%

2008 4.28% 10.46% 6.18%

2009 4.07% 10.48% 6.41%

2010 4.25% 10.34% 6.09%

2011 3.91% 10.22% £.31%

AVERAGE B.22% 11.45% 5.23%
INDICATED COST OF EQUITY

PROJECTED TREASURY BOND YIELD* 3.60%

TREASURY BOND AVG ANNUAL YIELD DURING STUDY 6.22%

INTEREST RATE DIFFERENCE -2 62%

INTEREST RATE CHANGE COEFFIGIENT -42.74%

ADUSTMENT TO BASIC RISK PREMIUM 1.12%

BASIC RISK PREMIUM 5.23%

INTEREST RATE ADUUSTMENT 1.12%

EQUITY RISK PREMIUM 6.35%

PROJECTED TREASURY BOND YIELD* 3.60%

INDICATED EQUITY RETURN 9.95%

Notes:

Columns 1-3: Schadule MPG-11,

*See Gorman Direct, lines 7-10 for Projected Treasury Bond Yinid |

See regression data on page 5 of this Schedule for derivation of "interest Rate Charnge Coefficient.”

Schedule SCH-8
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KCP&L Greater Missouri Operations Company
Update of Gomnan Risk Premium Analysis - Treasury Bond

Authorized Equity Risk Premiums vs. Treasury Bond Interest Ratas
{1966 - 2011)
7.0%
6.5%
w  60%
E
»E £5%
& su%
4
Fad
I 4.5%
2z
= 4.0%
£f
= 1.5% 1 y = 04267 + 00789
ATz 07122
0% . .
% 5% &% % % ¥ 1%
Average Tressury Bond interest Rates
SUMMARY OUTPUT
Regression Statistics
Muple R 0.844661545
R Square 0.713453126
Adjusted R Square 0.701R13673
Starwdard Error O.N0A3TTISS
COhsarvations 25
ANOVA
af 55 M5 E Significamce F
Regression T 000114531 0.00114531 59.75653016 5,76091E0B
Residuat 24 [.000456995 1.91685E-05
Totat 25 0001605208
Cusficiants  Standard B £ S8t Pvalis Lower 95%  Unper 557% Lower 55.0% Uoper 96 0%
intersapt 007851278 D.003542386 22.76A977 1.62986E17  0.07160170% 0.0B62239 0071601708 0.08622335
X Variatde | 0427433336 0085293084 -7.730196 576001505 -D.541584508 -0.313312  0.54158451  0.2133122

Schedule STH-g
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KCP&L Greater Missouri Operations Company
Update of Gorman Risk Premium Analysis - Utility Bond

(1) 2) (3)

MQOQDY'S "A" RATED AUTHORIZED INDICATED

PUBLIC UTILITY ELECTRIC RISK

BOND YIELD RETURNS PREMIUM

1986 9.58% 13.93% 4,35%

1987 10.10% 12.99% 2.89%

1988 10.49% 12.79% 2.30%

1989 9.77% 12.97% 3.20%

1980 9.86% 12.70% 2.84%

1991 9.36% 12.55% 3.19%

1992 8.69% 12.09% 3.40%

1983 7.59% 11.41% 3.82%

1994 8.31% 11.34% 3.03%

1985 7.89% 11.55% 3.66%

1996 7.75% 11.39% 3.64%

1997 7.60% 11.40% 3.80%

1988 7.04% 11.66% 4.62%

1999 7.62% 10.77% 3.15%

2000 8.24% 11.43% 3.19%

2001 7.76% 11.09% 3.33%

2002 7.37% 11.16% 3.79%

2003 6.58% 10.97% 4.39%

2004 6.16% 10.75% 4.59%

2005 5.65% 10.54% 4.89%

2006 6.07% 10.36% 4.29%

2007 6.07% 10.36% 4.29%

2008 6.53% 10.46% 3.93%

2009 6.04% 10.48% 4.44%

2010 5.46% 10.34% 4.88%

2011 5.04% 10.22% 5.18%

AVERAGE 7.64% 11.45% 3.81%
INDICATED COST OF EQUITY

CURRENT "Baa" UTILITY BOND YIELD* 4,95%

MOQDY'S AVG ANNUAL YIELD DURING STUDY 7.64%

INTEREST RATE DIFFERENCE -2.69%

INTEREST RATE CHANGE COEFFICIENT -40.47%

ADUSTMENT TO BASIC RISK PREMIUM 1.09%

BASIC RISK PREMIUM 3.81%

INTEREST RATE ADJUSTMENT 1.09%

EQUITY RISK PREMIUM 4.90%

CURRENT "Baa" UTILITY BOND YIELD* 4,95%

INDICATED EQUITY RETURN 9.85%

Notes:
Columns 1-3: Schedule MPG-12

*See Gorman Direct, lines 15-17 for Current "Baa” Utility Bond Yield.
See regression data an page 7 of this Exhibit for derivation of "Interest Rate Change Coefficient.”

Schedule SCH-9
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KCP&L Greater Missourt Operations Company
Update of Gorman Risk Premium Analysis - Utility Borud

Authorized Equity Risk Premiums vs. Utility interest Rates
(1986 - 2011)
5.0%
4.5%
£
5 0%
§
& 35%-
g
2 10% -
3
o 25% ¥ =-0.4047% + 0.069
R2={(.7232 »*
0%
5% % e 8% % hits 11% 2%
Average Utiity interest Rales
SUMMARY QUTRUT
Regression Statislics
Multiple R (1850462594
R Square 0.723286624
Adjusted R Square 0.7117569
Standard Error 0.003987936
Observatons 25
ANOVA
af S5 MS F Significance &
Regression 000088 0.000088 6273235 3TBEGTE.DR
Residual 24 0000378 1.57E-08
Total 25 0001366
Coslicionts Fndard £me ¢t Stat Fovafue 1 ooy @5 toper BAY  Lower 85.0%  Upper 85.0%
intercept Q069023052 Q00388 1734211 4438415 0080808547 Q077237518 0080808547 (077257518
X Yariable 1 A1 404891784 0051005 -7.520375 377608 0810146747 025923684 051014875 -0.299236841

Schedule SCH-9
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KCP&L Greater Missouri Operations Company
Kahal Constant Growth DCF Analysis Excluding Ameren, Cleco & Edison International

(1 (2) (3) 4

Analysts' Dividend Adjusted Constant

No. Company Growth Yield Yield  Growth DCF
1 ALLETE 5.73% 4.47% 4.6% 10.3%
2  Alliant Energy Co. 6.14% 4.10% 4.2% 10.4%
3 Ameren -278% 4-95% 4.9% 2:2%
4  American Elec. Pwr. 3.94% 4.85% 4.9% 8.9%
5  Avista Corp. 4.74% 4.47% 4.6% 9.3%
6 Black Hills Corp 5.44% 4.50% 4.6% 10.1%
7  Cleco Corporation 3:88% 342% 32% T4%
8 DTE Energy Co. 4.33% 4.27% 4.4% 8.7%
9  Edison Intemat. 2.06% 3.02% 31% 51%
10 Great Plains Energy 7.31% 4.18% 4.3% 11.6%
11 Hawaiian Electric 8.10% 4.70% 49% 13.0%
12 IDACORP 4.20% 3.22% 3.3% 7.5%
13 Pinnacle West 5.68% 4.33% 4.5% 10.1%
14 Portland General 4.40% 4.22% 4.3% 8.7%
15 SCANA Corp. 4.50% 4.27% 4.4% 8.9%
16 Sempra Energy 5.95% 3.73% 3.8% 9.8%
17 Southern Co. 5.26% 4.23% 4.3% 9.6%
18 Teco Energy, Inc. 4.18% 4.93% 5.0% 9.2%
19  Vectren Corp. 5.30% 4.80% 4.9% 10.2%
20 Weslar Energy 5.69% 4.60% 4.7% 10.4%
21 Wisconsin Energy 5.84% 3.32% 3.4% 9.4%
22 Xcel Energy Inc. 5.18% 3.87% 4.0% 9.2%

Average (including all companies) 4.78% 4.19% 4.3% 9.1%
Kahal Cost of Equity Range 4.,5-5.5% 4.19% 4.3% 8.8-9.8%
Kahal Recommendation 9.5%
Average (excl Ameren, Cleco & Edison International) 5.37% 4.27% 4.38% 9.75%

Column MNotes:
(1) See Kahal Schedule MIK-4, page 3.
(2) See Kahal Schedule MIK-4, page 2.

(3} Column 2 multiplied by one plus column 1 divided by two.
{4} Column 1 plus Column 3. Schedule SCH-10
Page 10of 2



KCP&L Greater Missouri Operations Company
Kahal Constant Growth DCF Analysis Excluding Ameren, Cleco & Edison International

5.5% Growth Rate

&) {2} (3) (4}
5.50% Dividend Adjusted Constant

No. Company Growth  Yield  Yield Growth DCF
1  ALLETE 550% 4.47% 4 8% 10.1%
2 Alliant Energy Co. 550% 4.10% 4,2% 9.7%
3 Ameren 5.80% 488% 4% 40:6%
4  American Elec, Pwr. 550% 4.85% 50% 10.5%
&  Avista Cormp. 550% 4.47% 4.8% 10.4%
6  Black Hills Corp 550% 450%  4B% 10.1%
7 {ieco Corporation &5580% 342% 3% 87%
8 DTE Energy Co. 550% 4.27% 4.4% 9.9%
g  Edison Internat, 5.50% 302%  34% 6%
10 Great Plains Energy EBI%  4.48% 4.3% 9.8%
11  Hawaiian Electric 550% 4.70% 48% 10.3%
12 |IDACORP 550% 3.22% 3.3% 8.8%
13 Pinnacle West 5.50% 4.33%  4.4% 8.5%
14  Portland General BE0%  4.22% 4.3% 9.8%
15  SCANA Corp. 550% 4.27% 4,4% 9.9%
16  Sempra Energy 550% 3.73% 3.8% 9.3%
17  Southern Co. 550% 4.23%  4.3% 9.8%
18 Teco Energy, Inc. 550% 4.83% 51% 10.6%
19 Vectren Corp. 550% 4.80% 4.9% 10.4%
20  Woestar Energy 550% 4.60% 4.7% 10.2%
2t Wiscongin Energy £80% 3.32% 3.4% 89%
22 Xeel Energy inc. 550% 3.87% 4.0% 8.5%
Average (inciuding all companies) 550% 4.19% 4.3% 8.8%
Kahal Cost of Equily Range 45-55% 419%  4.3% 8.8-8.8%
Kahat Recommandation 8.5%
Average (excl Ameren, Cleco & Edison International]  550% 4.27%  4.38% 9.88%

Column Notes:

{1} See Schedule 8CH-11.

{2) See Kahal Schedule MIK-4, page 2.

(3) Colsrn 2 multiplied by one plus selumn 1 divided by two.
{4y Column 1 plus Column 3.

Schedule SCH-10
Page 2 of 2



KCP&L Greater Missouri Operations Company
GDP Growth Rate Forecast

MNominal kA GOP Price b %
GoP Change Deflator Changs CH Change
1ait 3478 159 wmh
1952 371.4 8.8% {61 1.5% N 0.9%
1853 iR 1.2% 18.2 0.8% 269 0.6%

1454 369.4 3.6% 16.4 ¢.8% B8 {.4%
1955 428.0 0.4% 168 2.6% 263 0.4%

1856 448.1 5.2% 17.4 13% 27.6 2.8%
HE 461.5 3.0% 17.8 27% 28.5 3%
1958 485.C 5.1% 18.3 25% 9.0 1.8%
1959 5132 5.8% 18.4 0.9% 29.4 1.5%
1960 523.7 20% 187 1.4% 2885 1.4%

1961 HBL.6 7.4% 189 1.1% 00 07T%
1962 588.3% 55% 182 1.3% 4 1.2%

1963 633.5 6.8% 184 1.4% e 1.6%
14964 &675.8 8.6% 147 1.5% 3.3 1.2%
865 747.5 6% 0.1 20% 31.¢ 1.8%
1968 806.8 1.8% 208 35% 329 3.4%
1g87 8527 5.7% 214 3.1% 34.0 3.3%
1968 9862 8.8% 224 46% Be 47%
1969 10045 7.3% 238 5.2% 3T 5.8%
1970 10827 4.8% 24.8 50% 398 5.6%
1971 11514 9.4% 259 4.7% 411 3.3%
1972 1286.6 1% 274 4.5% 42.8 34%
1873 1431.8 11.3% 288 6.8% 46.3 8.9%
w7 1552.8 B.8% 320 10.7% 51.8 12.1%
18975 1713.8 10.4% 345 T8% 55.8 T.4%
1976 1684.5 10.0% 363 5.4% 58.4 50%
a7y 21108 12.0% 3488 8.7% 62.3 £.7%
1978 24360 14.5% 418 7.3% 8r.¢ 8.0%
1979 26584 10.1% 35,8 8.7% 7.8 13.3%
1980 28153 9.6% 4a.8 9.7% 36.4 12.4%
1981 21947 9.6% 5.7 83% 94.1 8.9%
e a312.5 A7% 56.5 52% gr.7 3.8%
1983 3688.1 11.3% 58.4 33% 101.4 3.8%
1984 40340 F.4% 60.5 I8% 105.5 4.0%
1988 4318.7 T.1% 2.1 28% 108.5 3.5%
1986 4543.3 5.2% 638 2.3% 110.8 1.2%
1987 48831 7.5% 85.5 31% 1168 4.3%
1988 52510 7.5% 4.0 3.7% 12807 4.4%

1886 58417 6.3% 70,3 3.5% 1283 4.6%
1880 58460 4.7% 732 432% 134.2 6.3%
1881 6092.5 4, 2% 75.6 3.3% 138.2 3.0%

1952 6493.6 8.6% 7.2 22% 142.3 30%
1983 6813.8 4.9% 8.9 22% 146.3 2.8%
1994 Tea82 6.4% 808 2.1% 1601 28%
1995 THa2 8 4.1% 822 20% 153.8 2.5%
1996 8U23.0 6.4% 837 1.8% 1854 5.4%
1987 85047 6.0% as8.1 1.6% 161.8 1.T%
1998 90275 6.1% 4s.0 1.1% 164.4 1.6%
1493 9607.7 6.4% 87.3 1.5% 168.8 27%
oG 11298 5.4% 89.4 258% 174.86 3.8%

2061 10373 2.4% 91.2 20% 177.4 1.8%
2002 107669 3.5% 929 18% 181.8 2.5%
2003 114148 6.0% 448 2i% 185.% 2.0%
2004 1214338 6.2% 9.5 3.2% 181.7 3.3%
2605 128014 6.4% 1013 3.5% 1881 3.3%
206 13584.7 5.3% 104.2 28% 263.% 2.8%
2007 142532 4.9% 1G7.0 27% 2114 4.1%
2068 140817 -1.2% 109.3 2.2% 211.4 2.0%
208 14087.4 C.0% 108.9 0.8% 217.3 2.8%
2010 147550 47% 116 15% 220.4 1.4%
2011 15320.8 3.8% 4.1 22% 227.6 3.0%

10-Year Average 4.0% 2.3% 2.5%
A0-Year Averags 4. 7% 2% 2.5%
30-Year Average 5.4% 2.5% 3.0%
AD)-Yesr Average B.7% 3.8% A 4%
50-Year Avsrage 8.9% 37% 4.2%
E0-Ygar Average 8.5% 34% 3.7%
Average of Perlods 5% 3.5% 3.4%

Saurce: St Louls Federa! Reserve Bark, www research.stiouisfed.org
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KCP&L Greater Missouri Operations Company
Discounted Cash Flow Analysis
Summary Of DUF Model Results

Constant Growth

Constant Growth

Low Near-Term Growih

Market Price as

DCF Model DCF Mode! Two-Blage Growth Terminal Value
ompany Analysts’ Growth Rates Long-Term GDP Growlh OCF Mode! ICF Model
1 ALLETE 10.5% 10.3% 9.9% 13.5%
2 Alliant Energy Co. 10.4% 9.8% 8.8% 2.9%
3 American Eleq, Pwr, 8.8% 10.7% 10.3% 8.4%
4 Avista Corp. 0.4% 10.3% 10.2% 0.7%
§ Black Hills Corp 11.0% 10.4% 9.9% 7.4%
6 CMS Energy Corp. 10.6% 10.0% 10.0% 8.8%
T DTE Energy Co. 8.8% 10.0% 897% 9.7%
8 Great Plains Energy 10.8% 8.9% 10.1% 13.4%
& Hawaiian Electric 12.9% 10.2% 10.0% 10.4%
10 IDACORP 7.1% 9.1% B8.6% 7.6%
11 Integrys Energy 10.4% 10.5% 10.0% 12.9%
12 Pinnacle West H.0% 16.0% 9.6% 9.4%
13 Portlar General 8.7% 10.0% 9.8% 9.3%
14 SCTANA Com. 8.7% 10.0% 3.6% 8.4%
15 Sempra Energy 9.8% 9.4% 89.2% 12.8%
18 Southern Co. 9.5% 10.0% 9.8% 9.7%
17 Teco Energy, Inc. 9.7% 10.%% 10.9% 12.2%
18 UNS Energy Carp. 10.4% 10.3% 10.6% 20:5%
13 Westar Energy 10.4% 10.3% 10.0% 10.9%
20 Wisconsin Energy 9.5% 9.2% 9.68% $.0%
21 Xcel Energy Inc. 9.2% 8.6% 9.7% 16.8%
GROUP AVERAGE 9.8% 10.1% 9.9% 10.3%
GROUP MEDIAN 9.8% 10.0% 9.9% 9.8%

Sources: Value Line investment Survey, Electric Utility (East), May 25, 2012; {Central}, Jurs 22, 2012; {West), Aug 3, 2012

The Market Price result for UNS Energy is considered an cutlier and is eliminated.

NOTE: SEE PAGE 6 OF THIS EXHIBIT FOR FURTHER EXPLANATION OF EACH COLUMN,

Schedule SCH-12
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KCP&L Greater Missouri Operations Company
Constant Growth DCF Model
Analysts' Growth Rates

(1} (2} {3) {4 {5) (6) (7} (8)

Next Analysts' Eslimated Growth Average ROE
Recent Year's Dividend] Value Growthi K=Div Yld+G
Company Price{P0} Div(D1) Yield Line Zacks Thomson  (Cols 4-6) {Cols 3+7}
T ALLETE 40154 188 A464%) 7.50% 5.00% 500% 5.83% 10.5%
2 Alllant Energy Co, 45,41 180 421%! 6.00% 6.20% 6.30% 6.17% 10.4%
3 American Elec, Pwr, 39,58 186 495%, 450% 350% 3.37% 3.82% 8.8%
4 Avista Corp. 26.40 .22 A4p2%| 550% 4. 70% 4.00% 4.73% 9.4%
5 Bigck Hills Corp 223 150 485%] 700% 6.00% B.00% 8.33% 11.0%
6 CMS Energy Corp. 2349 102 434%] 7.00% 560% 6.06% 6.22% 10.6%
7 DTE Energy Co. 58.26 248  427% 4.00% 4.80% 4.58% 4.50% 8.8%
8 Great Piains Energy 20,88 088 421%] 550% 780% 6.50% 8.60% 10.8%
9 Hawaiian Electric 2180 124  446%[ B00% 7.10% &.15% 842% 12.9%
1G IDACORP 403,83 140 342%| 2.00% 5.00% 4.00% 387% 7.1%
11 Integrys Energy 5616 272 484%| T.00% 4.70% 5.00% 557% 10.4%
12 Pirnacle West 50.64 220 434%| 500 5.70% 6.34% 5.68% 10.0%
13 Portland General 26.03 111 426%F 5.50% 4.40% 367% 4.42% 8.7%
14 SCANA Corp. 47.37 202  4.26%| 4.00% 4.70% 4.50% 4.40% 8.7%
15 Sempra Energy 66.72 250  3.75%) 4.50% 6.80% 7.00% 6.10% 9.8%
18 Southern Co. 46.69 202 4.33%] 5.00% 540% 5.38% 5.16% 9.5%
17 Teco Energy, Inc. 17.81 082 517%] 7.50% 3.10% 3.12% 4.57% 9.7%
18 UNS Energy Corp. 3833 176 459%| 5.50% 6.30% 5.50% 5.77% 10.4%
18 Westar Energy 28.27 136  485%| 6.50% 6.20% 4.60% 5.77% 10.4%
20 Wisconsin Energy ITE 136 351%]| 650% 5.50% B.05% 5.02% 9.5%
21 Xcel Energy Inc. 829 1.4 3.02%0 6.00% 4.80% 5.08% 5.32% 9.2%
GROUP AVERAGE 38.16 168 435% 578% 5.38% 5.29% 548% 9.8%
GROUP MEDIAN 4.34% 9.8%

Sources: Value Line Investment Survey, Electric Utlity (East), May 25, 2012; (Central), Jun 22, 2012; (West), Aug 3, 2012

NOTE: SEE PAGE 6 OF THIS EXHIBIT FOR FURTHER EXPLANATION OF EACH COLUMN,

Sehedule BCH-12
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KCP&L Greater Missouri Operations Company

Constant Growth DCF Mode!
Long-Term GDP Growth
@ o) {11} (12} {13)
Next ROE
Recent Year's Dividend GOP K=Div YId+G
Commy Price(P0) Div{D1) Yield Growth (Cofs 11+712)
1 ALLETE 40,54 188 464% 5H% 10.3%
2 Aliiant Energy Co. 4511 180 421% 570% 0.9%
3 American Elec. Pur. 39.58 186 495% 570% 1.7%
4 Avista Corp. 26.40 122  482% 5.70% 10.3%
& Biack Hills Corp 32.23 160 465% 570% 10.4%
6 CMS Energy Comp. 23,44 102 434% S5.H% 10.0%
7 DTE Energy Co. BR26 248 427% 570% 10.0%
8 Great Plains Energy 2088 088 421% 570% ¢.0%
8 Hawaiian Eleclric 27.80 1.24 446% S5.70% 10.2%
10 1IDACORP 40,93 140 342% H70% 3.1%
11 Integrys Energy 56.16 272 484% S570% 10.5%
12 Pinnacle West 50,64 220 434% 5.70% 10.0%
13 Portland General 26.03 111 4268% 570% 10.0%
14 SCANA Corp. 4T3y 202 426% 570% 10.0%
16 Sempra Energy 66.72 250 375% 5.70% 9.4%
16 Southern Co. 46,69 202  433% AH5.70% 10.0%
17 Teco Energy, Ine. 17.81 092 517% 5.70% 10.9%
18 UNS Energy Corp. 38,33 1.76  4.59% 570% 10.3%
19 Westar Energy 2027 135 465% 51% 10.3%
20 Wisconsin Energy 3875 138 351%  570% 8.2%
24 Weel Energy Inc. 28.29 141 382% 5.70% B.6%
GROUP AVERAGE 38.18 165 435% L570% 10.1%
GROUP MEDIAN 4.34% 10.0%

Sources: Value Line Investment Survey, Electric Utility (East), May 25, 2012; (Central}, Jun 22, 2012; fWesl), Aug 3, 2012.

NOTE: SEE PAGE 6 OF THIS EXHIBIT FOR FURTHER EXPLANATION OF EACH COLUMN.

Schedule SCH-12
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KCP&L Greater Missouri Operations Company
L.ow Near-Term Growth
Two-Stage Growth DCF Model

{14) {15} (16) (17) (8} (19) (20} (1) (22) (23) {24)
Annual CASH FLOWS ROE=Internal
2013 2016 Change| Recent Year1 Year2 Year3 Yeard Year5 Year 5-150{Rate of Return

Company Div Div_ 10 2016 Price Div Div Div Div Div Div Growth| (Yrs 0-150)
1 ALLETE 1.88 2.00 0.04 -40.54 188 192 198 200 211 5.70% 9.9%
2 Alliant Energy Co. 1.890 2.20 0.10 -45.11 190 200 210 220 233 5.70% 9.8%
3 American Elec. Pwr. 186 2158 0.08 -39.58 1896 202 209 2148 227 5.70% 10.3%
4 Avista Corp, 1.22 140 4.08 -26.40 122 138 134 140 148 5.70% 10.2%
& Black Hills Corp 1.50 1.80 .03 -32.23 150 153 157 160 183 5.70% 89.9%
& CMS Energy Corp. 102 1.20 0.06 -23.49 102 108 114 120 127 5.70% 10.0%
7 DTE Energy Co. 2.48 275 0.08 -58.26 248 258 268 275 291 5.70% 9.7%
8 Great Plains Energy .88 110 0.07 -2} .88 0838 088 103 110 418 570% 10.1%
8 Hawdiian BElectric 1.24 1.40 0.05 -27.80 124 1.29 1.35 1.40 1.48 5.70% 10.0%
10 IDACORP 1.4 1.90 047 -40.93 140 1857 173 1906 20 5.70% 9.6%
11 Integrys Energy 272 2.0 0.03 -56.16 272 275 27T 280 295 5.70% 10.0%
12 Pinnacle West 2.20 245 6.08 -50.64 220 228 237 245 259 5.70% 8.8%
13 Portland General 1.1 1.25 0.05 -26.03 11 416 120 125 1.32 5.70% 9.8%
14 SCANA Corp. 2.02 215 0.04 -47.37 202 206 211 215 227 5.70% 9.6%
18 Sempra Energy 2.50 2.80 0.10 -66.72 250 260 270 280 296 5.70% 9.2%
16 Southern Co. 2.02 228 0.08 -46.69 202 2140 217 225 238 5.70% 9.8%
17 Teco Energy, Inc. 0.82 110 0.06 -17.81 0.92 098 1.04 110 118 5.70% 10.8%
18 UNS Energy Corp. 1.76 228 .16 -38.33 176 192 209 2256 238 5.70% 10.6%
19 Westar Energy 1.36 1.48 0.04 -28.27 136 140 144 148 156 5.70% 10.0%
20 Wisconsin Energy 1.36 1.80 0158 -38.75 136 1.5 165 180 180 5.70% 9.56%
21 Xeel Energy Inc. 141 1.38 .08 -28.24 111 118 127 138 143 5.70% 8.7%
GROUP AVERAGE 9.9%
GROUPE MEDIAN 9.9%

Sources: Value Line Investment Survey, Electric Utility (East), May 25, 2012; (Central}, Jun 22, 2012; {(West). Aug 3, 2012,

NOTE: SEE PAGE 6 OF THIS EXHIBIT FOR FURTHER EXPLANATION OF EACH COLUMN,
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KCP&L Greater Missouri Operations Company
Low Near-Term Growth
Market Price as Terminal Value DCF Model

(25) (26) {27) {28) (29) {30) {31) (32) {33) (34) (35) (36)
Next Annual{Value Line CASH FLOWS ROE=Internal
Year's 2016 Change P/E 2016 2016 Recent Year1 Year2 Year3 Year 4|Rate of Return

Company Div Div_ to 2016 Ratio EPS Price Price Div Div Div Div+Price| {Cols 27-25)
1 ALLETE 1.88  2.00 0.04 165 350 57.75 -40.54 1.88 192 196 59.75 13.5%
2 Alliant Energy Co. 1.90 2.20 0.10 161 3.50 56.35 -45.11 1.90 2.00 210 58.55 9.9%
3 American Elec. Pwr. 196 215 0.06 126 375 47.25 -39.58 196 202 209 49.40 9.4%
4 Avista Corp. 1.22 1.40 0.06 149 225 3353 -26.40 1.22 1.28 1.34 34.93 10.7%
5 Black Hills Corp 1.50 1.60 0.03 144 250 36.00 -32.23 1.50 1.53 1.57 37.60 7.4%
6 CMS Energy Corp. 1.02 1.20 0.06 151 185 2794 -23.49 1.02 1.08 1.14 29.14 8.8%
7 DTE Energy Co. 2.49 275 0.09 161 450 7245 -58.26 2.49 258 2.66 75.20 9.7%
8 Great Plains Energy 0.88 1.10 0.07 7.0 175 2975 -20.88 088 095 1.03 30.85 13.4%
9 Hawaiian Electric 1.24 1.40 0.05 176 200 3520 -27.80 124 1.29 1.35 36.60 10.4%
10 IDACORP 1.40 1.90 017 14.0 340 4760 -40.93 140 157 1.73 49.50 7.6%
11 Integrys Energy 272 2.80 0.03 183 425 77.78 -56.16 2.72 2.75 277 80.58 12.9%
12 Pinnacle West 220 245 0.08 165 375 61.88 -50.64 220 228 237 64.33 9.4%
13 Portland General 1.1 1.25 0.05 141 225 31.73 -26.03 1.11 1.16 1.20 32.98 9.3%
14 SCANA Corp. 202 215 0.04 149 375 5588 -47.37 202 206 211 58.03 8.4%
15 Sempra Energy 2.50 2.80 0.10 166 575 95.45 -66.72 2.50 2.60 2.70 98.25 12.8%
16 Southern Co. 202 225 0.08 178 325 57.85 -46.69 202 210 217 60.10 9.7%
17 Teco Energy, Inc. 0.92 1.10 0.06 134 175 2345 -17.81 092 098 1.04 2455 12.2%
18 UNS Energy Corp. 176 225 816 187 36 3| E833 46 182 209 F238 20-5%
19 Westar Energy 1.36 1.48 0.04 157 240 3768 -29.27 1.36 140 1.44 39.16 10.9%
20 Wisconsin Energy 1.36 1.80 0.15 17.3 275 4758 -38.75 1.36 1.51 1.65 49.38 9.0%
21 Xcel Energy Inc. 1.1 1356 0.08 164 225 36.90 -28.29 1.11 119 127 38.25 10.8%
GROUP AVERAGE 164 1.86 0.07 16.77  3.06  48.50 -38.15 1.64 1.71 1.78 50.35 10.3%
GROUP MEDIAN 16.10 9.8%

Sources: Value Line Investment Survey, Electric Utility (East), May 25, 2012; (Central), Jun 22, 2012; {West), Aug 3, 2012.

The result for UNS Energy is considered an outlier and is eliminated.

NOTE: SEE PAGE 6 OF THIS EXHIBIT FOR FURTHER EXPILANATION OF EACH COLUMN.
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Column 1:
Column 2
Column 3:

Column 4
Line

Column &:

Column 6:

Column 7:
Column 8:
Solumn @
Column 10:
Column 11:

Column 12:

Column 13:
Column 14:
Column 15
Column 18:
Column 17:

Column 18

KCP&L Greater Missouri Operations Company
Discounted Cash Flow Analysis
Column Descriptions

Three-rmonth Average Price per Share (Apr 2012-Jun 2012)

Estimated 2013 Div per Share from Value Line

Columnp 2 Divided by Colurmn 1

"Est'd '09-"11 to "15-17" Earnings Growth Reported by Value

“Next § Years™ Company Growth Estimate as
Reported by Zacks.com

"Next 5 Years (per annum} Growth Estimate Reported
by Thomsan Financial Network (at Yahoo Finance)

Average of Columns 4-8
Column 3 Plus Column 7
See Column 1
See Column 2
Column 10 Divided by Column 9
Average of GDP Growth During the Last 10 year, 20 year,
30 vear, 40 vear, 50 year, and 60 year growth periceds.
See Schedule SCH-11
Column 11 Plus Column 12
Estimated 2013 Div per Share from Value Line
Estimated 2016 Div per Share frem Yelue Line
{Column 15 Minus Column 14) Divided by Three

Bee Column 1

See Column 14

Celumn 19;
Column 20:
Column 21;

Column 22:

Column 23:

Column 24:;

Column 25:
Column 26:
Column 27
Colurnn 28:
Column 29
Colurmn 30
Column 31
Column 32:
Column 33:
Column 34:
Column 35:

Column 36:

Lolumn 18 Plus Column 16
Column 19 Plus Coiumn 16
Column 20 Plus Celumn 16

Column 21 Increased by the Growth
Rate Shown in Column 23

See Column 12

The Internal Rate of Return of the Cash Flows
in Columns 17-22 slong with the Dividends
for the Years 6-150 tmplied by the Growth
Rates shown in Column 23

See Column 14

See Column 15

{Column 26 Minus Column 25) Divided by Three

*PIE RATIO" Reported by Value Line

Estimated 2016 Eamings pev Share from Value Ling

Column 28 multiplied by Column 28

See Column i

See Column 25

Column 32 plus Column 27

Column 33 plus Column 27

Column 34 plus Column 27 plus Celumn 30

The Internal Rate of Return of the Cash Fiows In Columns 31-38

Bchedule SCH-12
Page 6 of B



KCP&L Greater Missouri Operations Company
Risk Premium Analysis

{Bassad on Projected interest Rates)

MOGDY'S AVERAGE AUTHORIZED INDICATED

PUBLIC UTILITY ELECTRIC RISK

BONDYIELD (1) RETURNS {2} PREMIUM

1980 13.15% 14.23% 1.08%

1981 15.62% 15.22% -0.40%

1982 15.33% 15.78% 0.45%

1983 13.31% 15.36% 2.06%

1984 14.03% 15.32% 1.29%

1985 12.29% 15.20% 2.91%

1986 9.468% 13.93% 4.47%

1087 9.98% 12.99% 3.01%

1968 10.45% 12.79% 2.34%

1989 9.68% 12.97% 3.31%

1990 8.76% 12.70% 2.94%

1991 8.21% 12.55% 3.34%

1882 8.57% 12.08% 3.82%

1983 7.56% 11.41% 3.85%

1884 B.30% 11.38% 3.04%

1985 781% 11.558% 3.64%

1896 7.74% 11.38% 3.65%

1997 763% 11.40% 37T%

1998 7 00% 11.66% 4.66%

1659 7.55% 10.77% 3.22%

2000 8.14% 11.43% 3.28%

200 7.72% 11.09% 3.37%

2002 7.53% 11.16% 3.63%

2003 6.61% 10.97% 4.36%

2004 6.20% 10.75% 4.855%

2005 567% 10.54% 4.87%

2008 6.08% 10.36% 4.28%

2007 5.11% 10.36% 4.25%

2008 6.65% 10.46% 381%

2008 6.28% 10.48% 4.20%

2010 5.55% 10.34% 4.79%

2011 517% 10.22% 5.08%

AVERAGE 8.82% 12.15% 3.33%
INDICAT ST OF EQUITY

PROJECTED TRIPLE-B UTILITY BOND YIELD* 5.37%

MOODY'S AVG ANNUAL YIELD DURING STUDY 8.82%

INTEREST RATE DIFFERENCE «3.45%

INTEREST RATE CHANGE COEFFICIENT -41.62%

ADUSTMENT TO AVG RISK PREMIUM 1.44%

BASIC RISK PREMIUM 3.33%

INTEREST RATE ADJUSTMENT 1.44%

EQUITY RISK PREMIUM 4.71%

PROJECTED TRIPLE-B UTILITY BOND YIELD? 5.37%

INDICATED EQUITY RETURN

{11 Moody's Investors Service

(2] Regulatory Fecus, Regulalery Research Asscciates, Inc.
*Projected triple-B hond vield is 217 basis points over projected long-term Treasury bond rate of 3.2%.

The triple-B spread is for 3 months ended July 2012 from Schedule SCH-8, p. 1.

The projecied Treasury bond rate is from Schedule SCH-8, p. 2.

10.14%

Schedule SCH-13
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KCP&L Greater Missouri Operations Company
Risk Premium Analysis
(Based on Current Interest Rates)

MOODY'S AVERAGE AUTHORIZED INDICATED

PUBLIC UTILITY ELECTRIC RISK

BOND YIELD (1} RETURNS (2} PREMIUM

1980 13.15% 14.23% 1.08%

1981 15.62% 16.22% -0.40%

1982 15.33% 15.78% 0.45%

1983 13.31% 15.36% 2.05%

1984 14.03% 15.32% 1.29%

1985 12.29% 15.20% 2.91%

1986 9.46% 13.93% 4.47%

1987 9.98% 12.99% 3.01%

1988 10.45% 12.79% 2.34%

1989 9.66% 12.97% 3.31%

1990 9.76% 12.70% 2.94%

1991 9.21% 12.55% 3.34%

1992 8.57% 12.09% 3.52%

1993 7.56% 11.41% 3.85%

1994 8.30% 11.34% 3.04%

1995 7.9M% 11.55% 3.64%

1996 7.74% 11.39% 3.65%

1997 7.63% 11.40% 3.77%

1998 7.00% 11.66% 4.66%

1999 7.55% 10.77% 3.22%

2000 8.14% 11.43% 3.29%

2001 7.72% 11.09% 3.37%

2002 7.53% 11.16% 3.63%

2003 6.61% 10.97% 4.36%

2004 6.20% 10.75% 4.55%

2005 5.67% 10.54% 4.87%

2006 6.08% 10.36% 4.28%

2007 6.11% 10.36% 4.25%

2008 6.65% 10.46% 3.81%

2009 6.28% 10.48% 4.20%

2010 5.55% 10.34% 4.79%

201 5.17% 10.22% 5.05%

AVERAGE 8.82% 12.15% 3.33%
INDICATED COST OF EQUITY

CURRENT TRIPLE-B UTILITY BOND YIELD* 4.91%

MOODY'S AVG ANNUAL YIELD DURING STUDY 8.82%

INTEREST RATE DIFFERENCE -3.91%

INTEREST RATE CHANGE COEFFICIENT -41.62%

ADUSTMENT TO AVG RISK PREMIUM 1.63%

BASIC RISK PREMIUM 3.33%

INTEREST RATE ADJUSTMENT 1.63%

EQUITY RISK PREMIUM 4.96%

CURRENT TRIPLE-B UTILITY BOND YIELD* 4.91%

INDICATED EQUITY RETURN 9.87%

(1) Moody's Investors Service

(2) Regulatory Focus, Regulatory Research Asscciates, Inc.

*Current triple-B utility bond yield is three month average of Mocdy's Triple-B Public Utility Bond Yield
Average through July 2012 from Scheduie 5CH-8, p. 1.

Schedule SCH-13
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KCP&L Greater Missouri Operations Company
Hisk Prersium Analysis
Regrossion Analysis & inferest Rate Change Coafficient

Authorized Equity Risk Premiums vs, Utility Interest Rates
{1980-2011)
8%
B% v,
]
5 a% 1
E
g
X
2
x 2%
ey
- T y = «(.4162x + 0.6700
W R%= G B735 v
Oaf'ﬂ 4
*
-1% : T
&%, % 9% 11% 13% 15%
‘ Average Uity interest Rates
SUMMARY LHTPUT
Regression Statistics
Multiple R G.A346(7488
R Square G A73491157
Adiusted R Square 0889274186
Siandard Emor G.{04645508
Chservaions 32
ANOVA
af 55 M5 Fd Signicanee &
Regression 1 {D08470883 00044T0S53 2071375734 5.236E-158
Rasidual 30 0.000647534 2 15845E-05
Tolal A1 C.00s118467
Coeficients  Standard Error £ Stat Pualue Lower G50 Upper 85%  Lower 950% Unper 35 0%
Imercess 0070611757 Q40287933 2613224884 3388E-22 0084640238 (0.0754B327¢ 0.0684540238 (.075483276
X Variable 1 041615627 Q028915253 1430227478 5.236E-15  -0.47520009E -0,357103448 0475208098 -0.357103448
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