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REBUTTAL TESTIMONY
OF
SAMUEL C. HADAWAY
Case No. ER-2012-0174

I INTRODUCTION
Please state your name and business address.
My name is Samuel C. Hadaway and my business address is FINANCO, Inc.,
3520 Executive Center Drive, Suite 124, Austin, Texas 78731,
Did vou previously file direct testimony on behalf of Kansas City Power &
Light Company (“KCP&L” or the “Company”) in this proceeding?
Yes, My testimony supporting KCP&L’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 your rebuttal testimony?

The purpose of my rebuttal testimony is to respond to the ROE recommendations
offered by Missouri Public Service Commission Staff (“Staff”) witness David
Murray, Office of Public Counsel (“OPC”) witness Michael P. Gorman, and
Federal Executive Agencies (“FEA™) witness Matthew I. Kahal. In my analysis, I
will demonstrate that their ROE recommendations do not reflect the ongoing
volatility that utilities face in the equity markets, that their recommended ROEs
are unduly influenced by the current, arfificially low interest rate environment,
and that their recommendations are well below the average rates allowed for other

vertically integrated electric utility companies like KCP&L. 1 will also respond to
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the other witnesses’ comments on the methodology I used in my direct testimony
to estimate KCP&L’s cost of equity. Finally, I will update my ROE analysis for
current market costs and conditions. In his rebuttal testimony, Company Vice
President, Investor Relations and Treasurer Kevin Bryant responds to other
parties” cost of debt and capital structure recommendations.

1. 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
Sammary of ROE Recommendations
ROE
Party/Witness Recommendation
Staff Witness Murray 9.0%
OPC Witness Gorrnan 9.1% - 9.5%
FEA Witness Kahal 9.5%

As 1 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 comments 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 retum on equity. The government’s stated policy of

intervening in the capital markets to keep interest rates low has disrupted normal



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 utilitiecs. However, many electric
utility stocks are priced within their 2015-2017 Target 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))

33

In the basic “yield 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 sceks to foster maximum employment and
price stability. The Committee expects economic growth over coming quarters to be modest and
consequently anticipates that the unemployment rate will decline only gradually toward levels that
the Committee judges to be consistent with its dual mandate. Strains in global financial markets
continue to pose significant downside risks to the economic outloock. The Committee also
anticipates that over coming quarters, inflation will run at levels at or below those consistent with
the Committee's dual mandate.

To support a stronger economic recovery and to help ensure that inflation, over time, is at levels
consistent with the dual mandate, the Committee expects 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 currently 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 funds rate at least through late
2014

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 further action to put unemployed Americans back to
work. The central bank will prolong the program through the end of the year, 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.
Given the artificial nature of these DCF and risk premium model results,
they should not be used to reduce KCP&L’s allowed cost of equity. While the
govemnment’s actions reduce borrowing costs, they do not mitigate equity market
risks and, thercfore, they do not reduce the cost of equity in direct lockstep 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 government policy and fail to accurately reflect the fair cost of equity
for KCP&L.
How do the other parties’ ROE recommendations compare to the ROEs
allowed for other vertically-integrated electric utilities like KCP&L 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 is 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 KCP&L 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 contemporaneous average for other electric utility companies
similar to KCP&L (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 you demonstrate the relative levels of the partiecs’ 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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Graph 1
Relative Position of Cost of Equity Estimates
{January - June 2012)
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*Source: Repalstory Research Associates, Repaatory Focus, July 6, 2612,

The shaded bar at 10.1 percent is the average allowed ROE for vertically-
integrated electric utilities 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 KCP&L’s requested rate of return.

What are the results of your updated ROE analysis?

In my updated analysis, which 1 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 KCP&I.’s current cost of equity capital. Given
the current difficulties in interpreting technical estimates of the cost of equity and
the forecasts for higher interest rates that I will discuss later, the Company’s
continued reliance on both mSa' 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 vour 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 4.37 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 3.97 4,29 1.68
fup-19 6.18 4.13 2.05
Jul-10 5.98 3.99 1.99
Aug-10 5.35 380 1.78
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-11 598 4.50 1.48
May-11 574 4.29 1.45
hn-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 3.11 318 1.93
Oct-11 5.24 3.13 211
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 i 1.91
Mar-12 5.13 3.28 1.85
Apr-12 5.11 3.18 1.93
May-12 4,97 293 2.04
Jup-12 491 2.70 221
Jul-12 4.85 2.59 2.26
3-Mo Avg: 4.91 2.74 2.17
12-Mo Avg 5.05 3.07 1.99

Sources: Mergent Bond Record {Utitity Rates), www.iederalreserve gov (Treaswry Rates).
Three month avernge B for May 20i2-July 2012,
Twelve month average & for August 201 1-July 2042,
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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 models, equity market
turbulence and the resulting elevated level of risk aversion indicate that the
decline in ROESs has been far less than the decline in corporate interest rates.

Do the current spreads between triple-B utility bond vyields and U.S.
Treasury bonds mean that the markets have fully recovered from the
econontic 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, | 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 Farecast
July 2012 2012E 2013E

Average Average Average

Treasury Bills 0.1% 0.1% 0.0%
10-Yr. T-Bonds 1.5% 1.8% 2.2%
30-Yr. T-Bonds 2.6% 2.9% 3.2%
Aaa Corp. Bonds 3.4% 3.3% 4.0%

Sources: Current Rates, www . federalreserve.gov.
Projected Rates, S&P Trends & 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 since the market low point reached in
March 20092

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
sovereign defaults as well as domestic financial problems caused equity market
risk aversion to increase. This situation made dividend oriented stocks like
utilities relatively more attractive for income-oriented investors. Although utility
stocks have not pﬁrformed as well since the beginning of 2012, over the past
several months the relatively better performance by utilities has produced lower
dividend vields in the DCF model i.e., 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 wimesses 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 KCP&L’s cost of capital?
Yes. As lexplained 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, - Rp) 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 KCP&L’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 KCP&L rate case.” The Commission found that

analysis problematic and rejected it.> Mr. Murray continues to present the same

*"As explained in the previous section of this report, Staff is using the same perpetual growth
rates used in the last rate case baved on data analyzed for the period 1968 through 1999 See
Staff Report at 45, lines 20-22,

3 In the last KCP&L rate case, the Comumission found:

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

11
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outdated, discontinued Mergent Manual data that he relied upon in the prior case
(Staff Report at 45 & 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 /968-1999 time period (Staff Report at 43-44 & Schedule
143, 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 ecgnorﬁic and
capital market conditions.” See Staff Report at 24, lines 13-14 (emphasis added).
Mr. Murray’s ROE recommendation does not meet this test. As shown previously
in Graph 1, Mr. Mumray’s ROE range of 8.0 percent to 9.0 percent is well below
returns 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 asy
regulatory commission in the country. It is clear, therefore, that Mr. Murray’s

testimony is not a reliable or reasonable basis to estimate KCP&L’s cost of

equity.

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

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-2(10-
G355 (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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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
gither 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
is 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. [ 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 downturn 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.

13
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;&t pages 53-56, Mr. Murray discusses an August 2011 Public Utilities
Fortnightly (“PUF”} article by Steven Kihm, a former economist with the
Wisconsin Public Service Commission. What is vour view of the opinions
expressed in that article?

The opinions expressed in the PUF article are neither reasonable nor well
grounded. Mr, Kihm’s conclusion is that with an § 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 is logical to assume that wtilities should not
grow much faster than the rate of inflation in the long-term.” See Staff Report at
54, lines 21-23. 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 retums on
equity in recent cases. In the data shown above in Graph 1, the June 15, 2012
altowed 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 Wisconsin was for Northern States Power Wisconsin ("NSPW™), decided

14
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on December 22, 2011. In its discussion of ROE in that case, the Wisconsin
Commission stated the tollowing:

In this proceeding, NSPW proposed a rate of return of 10.75
percent. The Comumission staff suggested that the appropriate
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 1t 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.

Y. REBUTTAL OF OPC WITNESS MICHAEL P. GORMAN

What is the basis for Mr. Gorman’s 9.10 percent to 9.50 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
Q.3 percent.

What is your general assessment of Mr. Gorman’s ROE testimony and
recommendation?

Mr. Gorman’s recommendation is understated because he applies improper and

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

15
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growth DCF model, he mistakenly retains 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 premiums and
the level of interest rates. Equity risk premiums increase when interest rates are
low, as they arc now, and decrease when intercst rates are higher. When
corrections are made in these areas of Mr. Gorran’s analysis, the results support
an ROE of 9.9 percent. See Schedule SCH-9, page 1.

What are your areas of disagreement with Mr. Gorman?

Mr. Gorman’s analysis is negatively skewed by his assumptions and his
application of the models. In his constant growth DCF analysis, he includes the
ROE result for Edison Interéationaﬁ, which he determines to be 5.19 percent. See
Schedule MPG-4. On its face, this result should have been rejected since it 1s less
than 100 basis points above the current cost of triple-B debt at 4.91 percent. See
Schedule SCH-9, page 1. Edison International has erratic eamings prospects due
1o 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 carnings 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

so low that, along with its dividend vield of about 3 percent, its DCF estimates arc

® Value Line Investment Survey, May 4, 2012

16
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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 debt (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 influenced 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
climinating 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 applics 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 inconsistent with the long-term growth rate
assumption that is fundamental to the DCF model.

In his risk premium analysis, Mr. Gorman selects risk premiums 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, i.e.,
the tendency for risk premiums 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 multi-
stage analysis and a then GDP growth forecast for years 11 and later. In the
intermediate vears, 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-year periods are from the Blue Chip Financial
Forecasrs." 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 are lower than in any 10-year period in the last 60 years. The nominal

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

¢ Gorman Direct Testimony at 27.
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growth in most of the 10-vear 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, 1 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 GDP 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-documented
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. Gorman’s risk premium analysis indicates a much higher ROE.
Why are Mr, Gorman’s ROE results so low?

Mr. Gorman’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 gevernment 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 a well-documented fact, A summary of published research on this topic is
found at papes 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 is appropriate (mmidpoint 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, 1 have applied the standard regression analysis to
calculate “interest rate adjustment” factors for Mr. Gorman’s two risk premium
studies, This approach properly takes imto 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 40-41, 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 relationship is so
basic that simple observation of the data for various time perieds 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%,

8.3%

7.6% 551
S 61%

4.3%

5.2% 5.1%

m Utitity Interest Rates
& 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 return 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

21



10

11

12

13

14

15

16

17

18

19

20

21

22

23

rates is simply wrong. Such an approach will consistently understate the required
ROE.

On pages 43-53, Mr. Gorman criticizes various aspects of your ROE analysis.
What is your response to his criticisms?

Mr. Gorman’s criticisms are not accurate. They are principally 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. I 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 GDP growth forecast because it is
higher than his Blue Chip forecast, which contains much lower projected
inflation rates. How do you respond to Mr. Gorman’s criticisms?

As noted by Mr. Gorman (at 47, lines 1-2), his Blue Chip forecasts are for only
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, 1 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 I 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 ecarliest 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 analysis because you used
projected rates in part of that analysis. How de you respond?

Mr, Gorman’s criticisms are misplaced. His nsk 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 increasc in the coming years and
that this near unanimous viewpoint should be reflected in the ROE analysis in this

Case,
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VI. REBUTTAL OF FEA WITNESS MATHEW I. KAHAL

What are your primary areas of disagreement with Mr. Kahal’s analysis and
recommendation?
My principal disagreement relates to Mr. Kahal’s routine 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 traditional 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 lowest 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 effect. 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 KCP&L’s allowed ROE
is inappropriate. The 10 percent ROE set in KCP&L’s last rate case, in the
context of the latan 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 14-15. He ¢oncludes: “...1 have not
placed reliance on the CAPM return in formulating my retumm 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. T 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 abnormal market conditions. His analysis produces ROE
estimates that are well below KCP&L’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 utilities 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 vield, Mr. Kahal first averages the
historical dividend vields 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 vield 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 portion of his analysis, Mr. Kahal
reviews five-vear eamnings per share growth rate estimated by Value Line and
other sccurities analysts. The average of those forecasts is 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 fo 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 vield to obtain his recommended ROE range of
8.8 percent to 9.8 percent (8.8% ROE = 4.3% yield + 4,5% growth; 9.8% ROE =
4.3% vield + 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 you
disagree?

I disagree with Mr. Kahal’s routine application of the traditional constant growth
DCF model. Under current market conditions, for Mr. Kahal to base his entire
recommendation 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 comparable group should have been reconsidered. |
will show that, without any adjustment to his growth rates, the removal of these
three companies 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 voun remove from Mr. Kahal’s comparable group
analysis?

I removed Ameren, Cleco, and Edison International. As I 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 results.

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 Line, 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 International has erratic earnings
prospects due to nonrecurring charges for its non-regulated coal plants. For all
three of these companies, their current unusual circumstances create unreliable
estimates from the DCF model,

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

My recalenlation 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 1s 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, 1 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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VIL UPDATED ROE ANALYSIS
Have vou updated your ROE analysis to take into account recent data and
current conditions in the capital markets?
Yes. Consistent with my customary practice, [ have updated my ROE analysis for
current market conditions using the same methodologies that [ 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
(because of the extraordinary circumstances currently affecting projections of its
growth) and Cleco (because of takeover speculation affecting its stock price). 1
also removed Vectren because its percentage of regulated revenue has fallen
below 70 percent.  Finally, T removed Ameren because of unsustainably low
analysts’ growth rate estimates {Value Line, Zacks and Thomson are zll projecting
negative near-term earnings growth). 1 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 nommnalized (their equity ratios
are now above 30 percent). These companies 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, 1 apply a terminal value approach. In this
model, investors regeive 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 vear. 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 2%, lines 6-7. In this environment that is dominated by actificially low
interest rates, ROE estimates from the traditional “yield-plus-growth” DCF format

are negatively skewed. The government’'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 is not a replacement for the more traditional DCF ag;}reacﬁes, 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 resnlts of your updated bond yield plus risk premium analysis?

My updated risk premium analysis is presented in Schedule SCH-13. Based on
projected triple-B utility interest rates, the risk 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 analyses 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 resui‘i‘s show cleariy that the other ROE witnesses’ recommendations are
beiow KCPL’s current cost of equity capital. As stated previously, given current
difficulties with interpreting financial model 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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Soaree: Requiatory Redes b Ssseatas, "R Fak Case Docisions, sy 20D ecombier 2006 Jorweary §, 2040,

Sehedule SCH-F
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Kansas City Power & Light Company
Elactric Utllity ROE Cases (2011}

Panael | Panel 2
T&D tHilites and Verticaly-Integrated Ulifites Sumnrmary of Results by Swarler
TAD Litilites TAD Qiitities
No _ Date Lampany State  ROQE G By Quaster T} 2l ) 46} Total
1 1/EERNEY Dedinaeva Power & Light Co. BE  10.00% A ROE 8.81% TR BY%  T018% 835%
s 7YY Niagor Mobawk Poway Gorp, NY  B39% Mo, Canes 5 3 X 2 12
bl $2G2E 1 Pexan-Mow Mexioo Power Co. T 1893%
L 113472011 Wastern Sassachuseity Eledinic MA BECT Verticalty-intsgrated Uilites
£ 2011 CenarPoint Energy Houston ™ Oe% By Quarter jae] Lt 30 4G Totsl
13 4262077 Unid Enivgy Systems. NH BET%H Avp ROE  10.08%  1026%  HLATR S039%  1004%
7 $d/2611 Commonwaalth Edison Kk 10.50% R Cases 8 ¥ 5 & 2r
8 182011 Orange and Rockisnd Utiitiss. NY  5.20%
8 S0 Firchbhurg Gas & Elsctric MA  BD0% that Cases
1D SHBEGT Qhcor Eleatrhs Dalivary TR A% By Guariad pi*] 20 20 e Toml
1 121472011 Columbus Southam Power OH Q0% RCE 12.30% 12.30%
12 1211442011 Qhde Power O 10.30% No. Casgs 2 1] ] o 2
Avatage TAD 9.85% Al Giition
Min  9.20% Sarler 10 23 b A0 Tunat
Max HE56% HCE 03T%  1D1Z% HEDO%  1C.E% %
Ry, Cnses i3 ki i 11 41
Wariinatiydutagrated Uthitles
Ng Oate Company State  ROE
1 11572014 ¢ Public Sarvice Co. of OK oK 10.18%
2 11173011 Madison Gas and Bleclis Co. Wi a0
a HHEAFAFEE Wisconsin Publlc Sendae Com. Wil B0
4 22814 viawallan Electric Qo Ml Rah%
# F2u2011 PacifiCorp Wik 8.80%
4 AI020 Appalactian Perdfiheeling Per Wy 10.00%
H 471 272011 ¥anaas Sty Power & Light M 10.00%
2 472672013 Lifter Tall Power Co, KN 10.73%
E Sf27/2611 Southam Indiana Gas & Elesiric IN  1.40%

e SHFAFT KOPSL Greater Miseosust Op. (MBS MO H00%
i B2 KCPSL Gresder Missoud Gp. (LAP] MG H000%

12 482011 MDY Rosoursms WL HH8%
3 B/ A1 Okiuhoma Hias & Eleciic AR 985%
4 TH A Union Eleatric G W0HN%
15 BRnnyt Public Service Co. of New Mexico MM 10.00%
16 8447245 1 PaciiCarp h13 10,00%
17 BAEZHN indorstate Power and Light WMN  10.05%
b3 ST PaciliCep WY  1009%
i HNIZE01 Kertueky LESites VA 18.30%
20 107202011 Detroi Edignn WO WE%
21 117302011 Appaischisn Power VA 10.90%
22 113052011 Virginia Electric and Powet VA 10.80%
23 12rMEEDTY Upper Peninsula Power Kl i0.30%
24 IR Nertham Indigna Public Serdos N 10.28%

25 4HPHRA11 Black Wills Codorads Bec, Uiy Co,  ©O B8R
28 123011 Morthem Stalas Power-Wisconsin W 1A

27 127282011 Wevada Pownr . WY D%
Awarage Verticaliy-integrated TA0.24%
Min  0.80%
Wax  t0.30%
Cthar Cosen
Ko iate Commpiny Stgis _ POE  Comment
1 JAAX Virginda Eledtrie and Power YA 1330% Power plant ondy
2 JTYA Vaginga Eladtric and Powes VA 12.30% Power plant only
Average Dther T5.30%
Average Al Utilitiew for 2044 40.29%
Houree: Fegulatory Resessd Asscintes, "Meunr Flate Onee Decisions® Jur $0, 2012, Schedule SCH-7
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Kansas City Power & Light Company
Electric Utility ROE Cases (2012}

Panel 1 Panel 2
T&D Vtilities and Vertically-Integrated Utilities Summary of Results by Quarter
T&D Utilities T&D Utitities
Ko Date Company State  ROE  Commant By Quarner 10 20 A0 443 Totat
1 R2902012 Commonwealth Edison 1L 10.08% Avg. ROE 2.7%
2 BI2012 Orange and Rockiand Utiites NY  9.40% Ng, Cases Z 2
Average T&D $.7 5% Varticatly-tntagreated Uiilitios
Mo S40% By Quarter 13 20 31 44 Total
Wax  16.058% Avg. ROE  10.530%  9.98% h.09%
Ko, Cases 7 11 18
Vertically-Inlegrated Utilitias
o Dae Company Simte  ROE Other Cases
1 17252002 Luke Energy Carolinas 5C 10,50 By Quarier & 0 aq 4G Total
2 22012 Dike Energy Carolinas NG 10.80% ROE 11.60% 11.60%
3 2M15/2012 Indisna Michigan Power MO 10.20% No. Cases k) 5
4 2422042 Wiaho Powsr OR - 9.80%
5 22012 Guif Powsr FL 10.25% r\ﬁ Utilities
[ RAA042 Northern States Power-Minnesoia NE 10,408 By Quarter 1Q 20 a0 4Q Tatal
7 2542012 Northern States Power-Minnasots MN  10.37% ROE 10.84%  9.92% 10.36%
8 412012 Hawail Flectric Light HI 10.00% No, Cases 12 13 0 0 25
9 42612012 Public: Service Co. of Colorado SO 10.00%
19 £/2/2012 Maui Eleclric Company ME 10.00% ”
11 BfH042 Puget Bound Energy WA 8.80% Verticalty-Integrated Electrics
13 EE2012 Arzona Public Bervice AZ  10.00% e Qtr 2811 1.11%
% A2 Cormeners Enetgy B 10.30%, 4th Ofr 204 HH39%
14 S50 2 Wiscensin Power and Light W 0408 18t Qitr 2012 10.30%
15 B/RA017 Cheyenne Light, Fuel and Power WY  880% 204 Qe 2012 9.95%
16 HHRNZ Honharn States Power-Minnssota S 8% {Lant 4-Qbr Average  HL18%
17 SN T Wisconsin Electric Power ME 0%
18 G/28I2012 Hawaliarn Electic Company # 10.00%
Averagn Vertically-tntegrated 18, 08%
Min  R.25%
Max  HH.50%
(ther Casas
N Date Company State  ROE  Comment
1 13i2012 Appaluchian Power VA 11.40%  Generation rider
2 20242012 Virginia Electic and Power VA 11.40%  Generation rider
3 BE/2012 Virginia Electric and Powar VA 12.40% Generation rider
4 3/20/2012 Virginia Electric and Power VA 11.40% Genstation rider
5 AA312012 Virginia Electric and Power YA 11,40% Generation rider
Avarage Other 11.68%
Averape All Utititias far 2042 0. 38%

Sourse: Regiotory Resssrel Ansocisies, “Mejor Rate Case Decisions” July §, 2012,

Schedide SCH-7
Page Sof3



Kansas City Power & Light Company

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
Qct-09 6.14 4.19 1.95
Nov-09 6.18 431 1.87
Dec-09 6.26 4.49 1.77
Jan-10 6.18 4,60 1.56
Feb-10 8.25 4.62 1.63
Mar-10 6.22 4.64 1.58
Apr-10 8.19 469 1.50
May-10 5.97 4.29 1.68
Jup-10 6.18 4.13 2.05
Jul-10 5.98 3.85 1.99
Aug-10 555 3.80 1.75
Sep-10 553 3.77 1.76
Oct-10 562 387 1.75
Nov-10 5.85 419 1.66
Dec-10 6.04 442 1.62
Jan-11 6.08 452 1.54
Feb-11 6.10 4.65 145
Mar-11 5.97 4.51 1.46
Apr-11 5,98 4.50 1.48
May-11 574 4.29 145
Jun-11 567 423 1.44
Juk-11 570 427 1.43
Aug-11 522 3.65 157
Sep-11 5.1 3.18 183
Oct-11 524 3.13 2.1
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 N 1.91
Mar-12 513 328 1.85
Apr-12 511 3.18 1.93
May-12 4.97 2.93 2.04
Jun-12 4.91 2.70 2.21
Jul-12 4.85 259 2.26
3-Mo Avg 4.9 274 2147
12-Mo Avg 5.05 .07 1.99

Sources: Mergent Bond Record (Utility Rates), www.federalreserve gov (Treasury Rates).
Three month average is for May 2012-July 2012,

Twelve month average is for August 201 1-July 2012

Schedule SCH-8
Page 1 of 2
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Economic Indicators

Seasonafly Adjusted Annisal Rates — Dollar Figures in Biffions

e Al % Change wee. 2041 2012 E2013
rdighl E2012 2013 2011 B2 E20M3 Q4 R EQR2 EQ3 EQa a1 Q2 a3
Groas Domastic Product
$15084.0 3156496 $1517680 3.9 ar 3.4  GDP (current dofiars} $15310.4 3154678 $I55852 $157187 $1583408 3150855 516,1055 $16.3239.1
38 ar 34 - - - Annual rate of increase (%) 38 3.9 a1 33 32 39 38 34
1.7 240 20 - « " Annunl rate of increase-raal GOP (%) 3.0 1.9 15 1.8 1.8 2.4 18 7
241 1.7 1.4 “ - . Annual rale of Increase-G0P deflstor (%) ] 20 1.8 15 1.4 1.4 fad 18
*Components of Real GOP
39,4213  §96075  §9.8264 2.2 20 23 Paersonal consumption expendiures $94821 95401  $85764 398277 396858 387438 39,7991 388578
2.3 2.0 2.3 - g - % change 2.1 25 1.5 2.2 24 24 23 2.4
12854 1,377.0 44438 8.2 7.1 48 Durable goods 1.326.5 1,36%.7 1,364.0) 1377.9 1,5668 1.412.8 1.433.G 1.486.7
20758 2078 2R E 1.7 1.5 2.3 Hondurahie goods 20778 20883 2,102 21149 21283 21410 2,508 21619
£.076.1 6,154 8 §,268.1 14 1.3 1.8 Servives 81021 6.114.6 &14240 6,166.5 81852 6,226.7 £.255.7 6,2683.3
1,436.5 1,524.9 1,800.6 8.4 6.2 54 Nonmaskiental ixed investment 14642 1.488.6 1,528 1,537.0 1,546.3 1,564.3 1,588.3 1H10.2
a8 62 50 - - - % change 52 3.1 6.9 43 24 47 8.3 5.6
14287 12100 1,204.2 10.4 735 7.0 Producers durable equipment 1,166.6 1.176.8 1,202.8 12234 12378 12574 1,284.6 1,3068.4
MBS 352.4 a2 (1.5 113 11.3  Residents Bred Investment 348 3403 3475 366.8 364.9 G742 3821 3906
1.5 113 1.3 - - - % change 118 0.7 B8 111 5.4 10.6 &7 16.1
348 48.2 40.8 - E - Net change inbusiness inventories 522 54.4 534 46.4 387 44.0 423 are
2.502.7 24443 2,402.6 2.1} (2.3) (1.7} Govt purchases of goods & sepvices 24812 24560 24515 2.442.19 EAZT8 241484 Z.408.5 2,388.3
1,055.0 10265 996.1 £1.8) (2.7) (3.8} Faderal 1.844.7 1.029.0 1,032.9 1,026.8 1.017.2 1,007 8 990.8 B592.1
1 AS3 8 FA2RE 14113 (2.2} A0 (0.8} Fiate & local 1.442.4 1,432.5 1,424.4 1.420.8 1,416.0 14123 +,411.5 14408
{4136} [408.3) (414,19} . . . Net exports {410.8) {A07.003 (4154)  {a12.8) (402 2} (3858} (405.5) {424.3)
17742 1,830.8 18137 8.7 3.2 4.5 Exporis 1,787.0 1.815.7 1,819.8 48335 1,854.5 18828 19055 1.8922.8
24877 22402 23278 48 2.4 39 imports 22077 22227 2,2352 2,248.2 225687 2,278.7 23410 2,347
*incame & Profits
$12,8901.2  §$1354833 $15.8900 D 3.2 38 Peronal income $13,305.7  $13,2278 S1R33B8 $134726 $135073  $14705.8  $138338 3139607
11,683.6 11,8126 12,2588 A7 28 Z7!  Disposable personal income 11,6853 11,7804 118670 11,8602 12,042.9 12,0823 121665  12FF7.0
4.7 3.9 32 - " B Savirgs rate (%} 4.2 3.7 39 4.1 38 34 32 31
18963 2,085.9 23538 4.2 Hi8 123  Comporste profits hefore taves 1,904.8 2584 20586 26745 21165 2.384.2 23808 23478
14801 1,618.7 1.805.3 5.1 8.4 115 Corporate profits after taxes 14838 1.644.9 1,5587.0 1,604.8 18380 1.812.1 180386 1.788.5
BB.45 04,98 103,18 12.4 32 B.7  fEsmings par shave {(S&P 506) 3885 B8.54 8146 93.0m 94 56 97.94 98,93 100,81
1Prices & Interast Rates
34 7 1.2 . - - Consumer price indax 1.3 25 0.7 6.5 1.2 14 1.3 2.1
a4 0.1 e 1] - - - Treasury bills 0.0 8.1 0.1 .1 0.1 4.0 0.4 0.0
2.8 18 &2 - - - 10-yr notes 2.0 2.0 1.8 1.7 1.8 1.7 1.8 2.4
29 28 BE - - - 30-yr bonds 4 31 8 2.8 28 28 3.4 3.4
4.6 38 4.0 - - - Hpw issue rate—caorporate bonds 39 g 38 386 a7 ar 38 4.2
Other Key Indicators
B12.1 758.3 §16.2 45 4.1 0.7 Housing starts {1,000 units SAAR) 6783 747 734.4 784.0 804.2 /1232 H70.8 u58.7
127 141 4.7 0.3 105 44 Auto & truck sales (1,000,000 units} 13.4 14.5 14.0 4.0 1.8 4.1 1456 5.0
B 82 80 . - - Unemployrrant rte (%) a7 8.3 g2 8.1 8.1 80 88 8.0
{59} 43 52 - - - §11.5. dollar 158 2.8 58 31 o0 5.1 &8 134

Hota: Annual thanges are fram prior year and quarerly changes are from privy quartar. Figumes may nof add o totals because of rounding, A-Advance data, P-Preliminary. E-Estimated. R-Revised.
*200%5 Chain-weightes doffars. "Currant Gellars, {Tralfing 4 quarters. TAverage for poriod. §Quartarty % changes al quarterly rates. This forecast prpared by Standard & Poors.



Kansas City Power & Light Company
Summary of Updated Gorman ROE Results

(b {2}
Summary of Resylts
Gorman
Initial Updated
ROE ROE
DCF 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% 8.90%
Risk Premium Average 9.10% 9.90%
CAPM B.50% NA
Average excluding CAPM {Recommendead ROE) 9,30% 9.90%
MNotes:

Column 1: Gorman, page 29 (DCF results} and page 39 (summary results).

Column 2: Only change to Constant Growth DCF results i 4 exciude Edison International and Cleco Corp,

from the analysis as discussed by [r. Hadaway in his rebuttal testimony.

Only change to Multi-Stage DOF result is the use of a third-stage growth rate of 5.7% {see page 3 of this Schechuls).

Risk Premium resulls are an average of Treasury Band resulis {see page 4 of this Schedule)

and Liility Bond results {see page 8 of this Schedule).
CAPM results are not reliable and are excluded as discussed by Mr, Gorman,

Schedule SCH-9

Page 1of 7



Kansas City Power & Light Company
Gorman Constant Growth DCF Analysis {Excluding Edison Internat. & Cleco Corp.)

{1 {2) (3) {4) 85)
Price Analysts'  Dividend Adjusted  Constant

No. Company Py Growth Dy Yield  Growth DCF
1 ALLETE $40.45 £.40% $1.84 4.79% 10.19%
2 ARart Energy Co. $44 57 6.12% $1.80 4.29% 10.41%
3  American Elec. Pwr, $39.03 3.86% $1.88 5.00% B.86%
4  Avista Corp. $26.03 4.72% $1.16 4.67% 8.39%
5 Black Hills Comp $32.37 5.00% $1.48 4.85% 10.85%
§ Cleco Corporation $46-05 3-005% $1.26 344% 644%
7 DTE Energy Co., $57.28 4.38% $2.35 4.28% 8.66%
8 Edison Internat. £44.67 e 2% $130 Z57% £:38%
9 (Great Plains Energy 520.46 8.42% $0.87 4.81% 13.03%
10 Mawaiian 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 $49.65 567% $2.10 4.47% 10.14%
13 Portland Ganeral $25.87 4.28% $1.06 4.31% 8.59%
14  SCANA Corp. $46.69 4.58% $1.08 4.44% 9.13%
15 Sempra Energy §85.75 6.10% $2.40 3.87% 9.97%
16 Southern Co. $46.21 532% $1.98 4.47% 9.79%
17 Teco Energy, Inc. 7.7 4.37% $0.88 517% 9.54%
18 Vectren Corp. $29.24 5.00% $1.40 5.03% 16.03%
19  Westar Energy $28.90 5.79% 3132 4.83% 10.62%
20 Wisconsin Energy $37.83 5.58% $1.20 3.35% 8.93%
21 Xeet Energy Inc. 827.77 4.94% $1.04 3.93% 8.87%
Average (excl Edison 8 Cleco) 537.02 5.41% $1.54 4.46% 9.86%
Median 9.79%

Notes:
All data from Schedule MPG-4.

Schedule SCH-9
Page 20of 7



Kansas City Power & Light Company
Gorman Muiti-Stage Growth DCF Analysis (with Long-Term GDP Growth)

m (2) (3) 4 {5 {6 N {8) (9) {10)
Third
First Stage Stage Updated

Price Dividend  Growth Second Stage Growth Growth Cost of

No. Company Po Dy {EPS) Year 6 Year7 Year 8 Year 9 Year 10 {GDP) Equity
1 ALLETE $40.45 $1.84 5.40% 5.45% 5.50% 5.55% 5.60% 5.65% 5.70% 10.42%
2 Alliant Energy Co. $44 57 $1.80 6.12% 6.05% 5.98% 5.91% 5.84% 5.77% 5.70% 10.08%
3 American Elec. Pwr. $39.03 $1.88 3.86% 417% 4.47% 4.78% 5.09% 5.39% 570% 10.24%
4  Avista Corp. $26.03 $1.16 4.72% 4.89% 5.05% 5.21% 5.37% 5.54% 5.70% 10.13%
5 Black Hills Corp $32.37 $1.48 6.00% 5.95% 5.90% 5.85% 5.80% 5.75% 5.70% 10.62%
6 Cleco Corporation $40.96 $1.25 3.00% 3.45% 3.80% 4.35% 4.80% 5.25% 5.70% 8.38%
7 DTE Enrergy Ca. $57.28 $2.35 4.38% 4.60% 4.82% 5.04% 5.26% 5.48% 5.70% 9.69%
8 Edison Internat. $44.67 $1.30 2.22% 2.80% 3.38% 3.96% 4.54% 5.12% 5.70% 8.12%
9  Great Plains Energy $20.46 $0.87 8.42% 7.97% 7.51% 7.06% 6.61% 6.15% 5.70% 10.99%
10 Hawaiian Electric $27.34 $1.24 7.46% 7.17% 6.87% 6.58% 6.29% 5.99% 5.70% 11.03%
11 IDACORP $40.29 $1.32 4.67% 4.84% 5.01% 5.18% 5.36% 5.53% 5.70% 8.93%
12 Pinnacle West $49.65 $2.10 5.67% 5.68% 5.68% 5.69% 5.69% 5.70% 5.70% 10.16%
13 Portland General $25.67 $1.06 4.28% 4.52% 4.75% 4.99% 5.23% 5.46% 5.70% 9.69%
14 SCANA Corp. $46.69 $1.98 4.69% 4.86% 5.03% 5.20% 5.36% 5.53% 5.70% 9.91%
15 Sempra Energy $65.75 $2.40 6.10% 6.03% 5.97% 5.90% 5.83% 5.77% 5.70% 9.65%
16 Southern Co. $46.21 $1.96 5.32% 5.38% 5.45% 5.51% 5.57% 5.64% 5.70% 10.08%
17 Teco Energy, Inc. $17.77 $0.88 4.37% 4.59% 481% 5.04% 5.26% 5.48% 5.70% 10.52%
18 Vectren Corp. $20.24 $1.40 5.00% 5.12% 5.23% 5.35% 5.47% 5.58% 5.70% 10.55%
19 Westar Energy $28.90 $1.32 5.79% 5.78% 5.76% 5.75% 5.73% 5.72% 5.70% 10.55%
20 Wisconsin Energy $37.83 $1.20 5.58% 5.60% 5.62% 5.64% 5.66% 5.68% 5.70% 9.02%
21 Xcel 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% 551% 5.61% 5.70% 9.92%
Median 10.08%

Notes:

Columns 1-3: Schedule MPG-9,

Columns 4-8: Linear interpolalion between columns 3 and 9.

Column 9: See Schedule SCH-4.

Column 10: The internal rate of return implied by the price in column 1 and dividends for 200 periods. The initial
dividend shown in column 2 is assumed to grow for the first five periods at the rate in column 3, then at the rate
in columns 4-8 for years §-10, than at the rate in column 9 for the remaining periods.

Schedule SCH-9
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Kansas City Power & Light Company
Update of Gorman Risk Premium Analysis - Treasury Bond (Projected;

N (2) {3)

AUTHORIZED INDICATED

TREASURY ELECTRIC RISK

BOND YLD RETURNS PREMIUM

1986 7.80% 13.93% 6.13%

1987 8.58% 12.99% 4.41%

1988 8.96% 12.79% 3.83%

1989 8.45% 12.97% 4.52%

1980 8.61% 12.70% 4.09%

18991 8.14% 12.58% 4.41%

19892 7.67% 12.09% 4.42%

1993 6.860% 11.41% 481%

1894 7.37% 11.34% 3.97%

18995 6.88% 11.55% 4.67%

1996 6.70% 11.39% 4 .65%

1897 8.61% 11.40% 4.79%

1998 5.58% 11.66% 5.08%

1859 5.87% 10.77% 4.90%

2000 5.94% 11.43% 5.49%

2001 5.45% 11.09% 5.60%

2002 5.43% $1.16% 5,73%

2003 4.96% 10.87% 6.01%

2004 5.05% 10.75% 5.70%

2005 4.55% 10.54% 5.89%

2008 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% 8.31%

AVERAGE 6.22% 11.45% 5.23%
INDICATED COST OF EQUITY

PROJECTED TREASURY BOND YIELDY 3.80%

TREASURY BOND AV(G ANNUAL YIELD DURING STUDY 6.22%

INTEREST RATE DIFFERENCE -2.82%

INTEREST RATE CHANGE COEFFICIENT ~-42.74%

ADUSTMENT TO BASIC RISK PREMIUM 1.12%

BASIC RISK PREMIUM 523%

INTEREST RATE ADJUSTMENT 1.12%

EQUITY RISK PREMILIM 6.35%

PROJECTED TREASURY BOND YIELDY 3.560%

INDICATED EQUITY RETURN 8.95%

Naotas:

Columns 1-3: Schadaia MPG-11.
*See Gorman Birecd, lines 7-10 for Projected Treasury Bond Yisid .
See regression data on page 5 of this Schedule for derivation of “interest Rate Change Coefficient.”

Schedule SCH-9
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Kansas City Power & Light Company
Update of Gorman Risk Premium Analysis - Treasury Bond

Authorized Equity Risk Pramiums vs, Treasury Bond interest Rates
{1986 - 2011)
7.0% 3
6.5%
s BO%
15
2 sam
§ 5.0%
3
o 4.5%
£
F-3 4.5%
]
3.5% y = -0.42687x + 0.G709
R*=4,7122
10% T T +
% % &% % 8% 5% 10%
#Avarage Treasury Bond Interest Rates
SUMMARY OUTRYUT
Multipie R (3.84 46451545
R Squars 1713453128
Adjusted R Square 0701513673
Standard Error 0004377651
Obserations 26
ANCIVA
of 55 MS F Sigrndicance £
Regression 1 0.00118531  0.00114531 50.75503018 £.76091E-08
Residual 24 0000456898 1.91685E-05
Total 25 G.OIBORICS

LCoefficients Standard Erroe

{ Siat Fovaiue Lowar 5% Upper $58% Lower 95.0% Upper 95.0%

Intercept 0.07881278 (003542358
X Varighia 1 0427433336 0.085203084

222768977 1.B2H86E-17 0.071601709 (0.0862239 D.G71681709 G.08B2ZIAE
7730186 5.7B0S1E-O8 0541564509 0. 313312 4354156481 -5.3133122

Schedule 8CH-9
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Kansas City Power & Light Company
Update of Gorman Risk Premium Analysis - Utllity Bond

(1) (2) (3)

MOODY'S "A" RATED AUTHORIZED INDICATED

PUBLIC UTILITY ELECTRIC RISK

BOND YIELD RETURNS PREMIUM

1986 9.58% 13.93% 4.35%

1887 10.10% 12.99% 2.88%

1588 10.49% 12.78% 2.30%

1989 9.77% 1297% 3.20%

1980 8.86% 12.70% 2.84%

1691 ©.36% 12.55% 3.18%

1992 8.69% 12.09% 3.40%

1093 7.50% 11.41% 382%

1904 8.31% 11.34% 3.03%

1685 7.88% 11.55% 3.66%

1868 7.75% 11.38% 3.84%

1897 7.60% 11.40% 3.80%

1998 7.04% 11.66% 4.62%

1999 71.62% 10.77% 3.15%

2000 8.24% 11.43% 3.19%

2001 7.76% 11.08% 3.33%

2002 7.37% 11.16% 3.79%

2003 6.58% 10.87% 4.39%

2004 6.16% 10.78% 4.58%

2005 5.66% 10.54% 4.89%

20086 8.07% 10.36% 4.20%

2007 8.07% 10.36% 4.29%

2008 8.53% 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 7.84% 11.45% 3.81%
INDICATED COST OF EQUITY

CURRENT "Baa” UTILITY BOND YIELD® 4.95%

MOODY'S AVG ANNUAL YIELD DURING STUDY 7.64%

INTEREST RATE DIFFERENCE ~2.89%

INTEREST RATE CHANGE COEFFICIENT -40.47%

ADUSTMENT TO BASIC RISK PREMIUM 1.08%

BASIC RISK PREMIUM 3.81%

INTEREST RATE ADJUSTMENT 1.09%

EQUITY RISK PREMIUM 4.90%

CURRENT "Bag" UTILITY BOND YIELD” 4.85%

INDICATED EQUITY RETURN 9.85%

e ——— s

Notes:
Criumns 123 Schedude MPG-12.
*Ses Gorman Divect, ines 15-17 far Cument "Baz® Uity Bond Yield.
See regression dala on page 7 of this Exhiblt for dervation of "interest Rate Changa Coefficient”
Schedule SCH-9
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Kansas City Power & Light Company
Update of Gorman Risk Prermium Analysis - Utility Bond

Authorized Equity Risk Premiums vs. (Hility interest Rates
{1986 - 2011)

]

E

2

E

g

a

e

-

['4

&

=

& 5% y = 0.4047x + 0,089

R* = 0.7232 *
2.0% - .
5% 5% TH % % 0% 11% 12%
Average Lity Interest Rates
SUMMARY GUTPUT
Regression Stafistics
Multipla R 1.850462594
R Squars 0.7232866824
Adjusted R Sguare 07117863
Standerd Error 00008673936
Ohservations 26
ANQVA
of S8 MS F Significance F
Regression 1 0000988 Q.0009R8 6273238 3 THS57E08
Residyal 24 0.000378 1.57E-05
Tolal 25 (.001366
Coafiicionts tandard Erm Stat Puvaliis Lower G5% Uppor 95%  Lower 85.0%  Upper 35.0%

Imtercept 0.069023032 000888 17.34211  4.438-15 (.060808547 0.077237518 0.060808847 0.977237518
X Variable 1 .404891784 Q051088 .7.920275 _3‘??2»06 0510146747 6.?%%2“3684 (.81014676  {,299236841

Schedule SCH-3
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Kansas City Power & Light Company
Kahat Constant Growth DCF Analysis Excluding Ameren, Cleca & Edison International

1) (2) (3) 4
Analyste’  Dividend  Adjusted  Constant

No. Company Growth Yieid Yield  Growth DCF
1  ALLETE 5.73% 4.47% 46% 10.23%
2 Alliant Energy Co. 6.14% 4,10% 4.2% 10.4%
3 Ameren 0% 4-05% 4:8% 2%
4 Ametican Elec. Pwr, 3.84% 4.85% 4.9% 8.9%
§ Avista Corp. 4.74% 4 47% 4.6% 9.3%
6 Black Hilis Corp 5.44% 4.50% 4.6% 10.1%
¥ Cleco Corporation 3-88% 342% 32% 1%
8 DTE Energy Co. 4.33% 4.27% 4.4% 8.7%
9  Edison Inlernat. 2.08% 302% 150 51%
10  Great Plains Energy 7.31% 4.18% 4.3% 11.6%
11 Hawaiian Electric 8.10% 4.70% 4.9% 13.0%
12 IDACORP 4.20% 3.22% 3.3% 7.5%
13 Pipnacle 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% 8.8%
18 Sempra Energy 8.95% 3.73% 3.8% 8.8%
17 Southern Co, 5.26% 4.23% 4.3% 8.6%
18 Teco Energy, Inc. 4.18% 4.93% 5.0% 9.2%
18 Vectren Corp. 5.30% 4.80% 4.9% 10.2%
20 Waestar Energy 5.69% 4.60% 4.7% 10.4%
21  Wisconsin Energy 5.94% 3.32% 3.4% 9.4%
22 Xcel Energy Inc. 5.18% 3.87% 4.0% 9.2%
Average {including all companiss} 4.76% 4.19% 4.3% 9.1%
Kahal Cost of Equity Rangs 4.5-5.5% 4.19% £.3% 8.83-8.8%
Kahal Recommendation 9.5%
Average {excl Ameren, Cleco & Edigon International} 5.37% 4.27% 4.38% 9.75%

Column Notes:

{1} See Kahal Scheduie MIK-4, page 3.

{2} See Knhal Schedule MIK-4, page 2.

{3} Colump 2 ruitipliad by one plus colurnn 1 divided by two.
{4) Cotumnn 1 plus Column 3.

Schadule SCH-10
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Kansas City Power & Light Company
Kahal Constant Growth DCF Analysis Excluding Ameren, Cleco & Edison International

5.5% Growth Rate

1 {2 {3} {4
5.50% Dividend Adjusted Constant
No. Company Growth  Yield  VYield Growth DCF
1 ALLETE 550% 4.47% 4.6% 10.1%
2 Alfiant Energy Co. £50% 4.10%  4.2% 8.7%
3  Ameren &B8%  4.06% B4 46:6%
4 American Elec. Pwr, 550% 4.B5% 50% 16.5%
5  Avista Corp. 550% 4.47%  45% 10.1%
5 Black Hills Corp 550% 4580% 48% 10.1%
7 Cleco Corporation 550% 2% 3% 8-7%
8 DTE Enengy Co. 5.50% 4.27% 4.4% 9.9%
2 Edison Intemnal, 5:80% 02% 4% 8-6%
10 Great Plgins Energy 550% 4.18%  4.3% 9.8%
11 Hawaiian Electric 5.50% 4.70% 4.8% 10.3%
12  IDACORP 5850% 3.22% 3.3% 8.8%
13 Pirnacle West 550% 4.33% 4.4% 9.9%
14 Poriland General 5.50% 4.22% 4.3% 9.8%
15 SCANA Corp. 550% 427% 4.4% 9.9%
16  Sempra Energy 5.50% 3173% 3.8% 8.3%
17  Sputhemn Co. 550% 4.23% 4.3% 8.8%
18  Teco Energy, Inc. 550% 4.93% B 1% 10.6%
18 Vecltren Corp. 550% 4.80% 4.9% 10.4%
20 Westar Energy 5.50% 4.60% 4.7% 10.2%
21  Wisconsin Energy 5.50% 3.32% 3.4% 8.9%
22 Xcel Energy Inc. 550% 3.87%  4.0% 9.5%
Average (including ali companies) 550% 4.19%  4.3% 9.8%
Kahal Cost of Equity Range 45-55% 4.18% 4.3% 8.8-9.8%
Kahal Recommendation 8.5%
Average {excl Ameren, Cleco & Edison Internationall  550% 427%  4.38% 9.88%
Calumn Notes;

{1} Sea Schedule SOH11.

{2} See Kaphal Schaduie MIK.4, page 2.

(3} Column 2 multiplied by one plus column 1 divided by two.
(4) Column 1 pius Column 3,

Schedule SCH-10
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Kansas City Power & Light Company
GDP Growth Rate Forecast

Nosminal % GDP Price % £
GDP___ Change Deflgtor  Charge CPl Charge
1951 3479 159 26.5
1962 3714 6.2% 18,1 1.5% 26.7 0.9%
1953 3754 1.2% 162 0.8% 288 HE )

1954 3894 365% B4 0.8% 268 0.4%
1865 426.0 9.4% 6.8 2.8% 269 0.4%
1856 4481 53% 17.4 23% 278 248%
1967 461.5 3.0% 17.8 7% 28.5 3.0%
1968 485.G 5.1% 183 2.5% 28.0 18%
1984 513.2 5.8% 185.4 0.8% 254 1.5%
1880 5237 240% Wy 1.4% 29.8 1.4%
1861 5626 4% 18.9 1Y% 30.0 0.7%
1962 5933 85% 18.2 1.3% 304 1%%
1963 §33.5 £.8% 184 1.4% 309 1.6%
1964 6768 65.6% 19.7 1.5% 313 1.2%
1965 FATS H0.6% 21 20% 319 1.8%
1666 806.9 78% 208 15% 2.9 34%
1967 8527 &.7% 214 3.4% 34.0 33%
1968 836.2 9.8% 224 4.6% 356 4F%
1969 Hi04.5 7.3% 238 5.2% 37.7 5.9%
1870 827 45% 248 5.0% 8.8 56%
1571 1151.4 9.A% 259 4.7% 411 43%
1972 12866 11.7% 27.1 4.5% 42.5 34%
1973 14318 11.3% 288 6.8% 46.3 8.8%
16974 15518 8.5% 28 10.7% s18 12.1%
198 17139 10.4% 345 7.6% 58.8 74%
1876 18845 W% 363 §.4% 68.4 50%
1877 21108 12.0% ;5] 8.7% 62.3 87%
1978 2418.0 14.5% 418 Fa% 67.8 40%
1979 26584 10.1% 45,2 8.7% 76.8 13.3%
1880 29162 2.6% 485 9.7% 86.4 12:4%
1981 3947 5% 3.7 8.3% 941 B8.9%
1982 313125 5.9% 56.5 52% 87.7 3.5%
1983 3gBa. 11.3% 53.4 3.3% 101.4 38%
1984 40340 8.4% 80.5 3.6% Hes 4.0%
1688 43187 7.3% 821 2.8% 1085 3.8%
16686 45433 52% 63.8 5% 1108 1.2%
1967 4883 T8 65.5 3.4% 115.6 43%
1988 2510 7.5% 880 37% 1207 44%
1989  ZER1TF 6.3% 0.3 3.5% 1283 4.8%
1980 58460 47% 732 42% 1842 6.3%
1989 609235 42% 756 3.2% 1382 3.0%
19492 64936 §6% 77.2 22% 142.3 3%
1983 B8138 4.9% bR 3% 148.3 28%
1994 72482 6.4% 808 2.1% 150.1 2.6%
19858 5425 4.1% 822 2.0% 1538 2.5%

1986 80230 6.4% 857 1.8% 158.1 3.4%
1997 85067 8.0% 85.1 1.6% 161.8 1.7%
1998 e 81% 86.0 1.1% 164.4 15%

1999 88077 6.4% 87.3 1.68% e 27%
2000 101288 5.4% 894 2.5% 1744 34%
2001 193731 2.4% g1.2 2.0% 1774 1.6%
212 7669 3.8% 929 1.8% 1818 2.5%
2003 114148 £5% 94.8 2% 1855 20%
2004 131238 f8.2% 9738 3.2% w7 3.3%
2005 128014 6.4% w13 3.5% 1881 33%
008 135842 53% 1042 2.8% 20341 2.5%
2007 142532 48% 167.0 7% 1.4 4.1%
2008 140817 “1.2% 109.3 +.2% 2114 G.0%
2009 140874 G.0% 1099 C.8% 2173 2.8%
01 147550 4.7% 118 1.5% 2204 1.4%
2011 163208 3.9% 1141 2.2% 227.0 3.0%

).Year Average 4. 0% 2.3% 25%
20-Year Average & 7% 2.4% 2.5%
30-Year Average 5.4% 2.5% 30%
40-Year Average 6.7% 3.8% 4.4%
50-Year Average 5.9% 3.7% 4.2%
§0-Year Average 8.8% T4% 3.7%
Average of Perieds E7% 3.0% 34%

Source: 8. Louis Federal Reserve Bank, wew research.stiouisfed.org
Schedyle 8CH-11



Kansas City Power & Light Company
Discounted Cash Flow Analysis
Summary Of DCF Model Resulfs

Constant Growth Congtant Growth Low Near-Term Growth Market Price as
DCF Model DCF Model Two-Stage Growth Termingl Valus
Company Analysts’ Growth Rates | Long-Term GDP Growth UCF Model DCE Mudel
1 ALLETE 16.5% 10.3% 8.9% 13.5%
2 Alliant Energy Co. 10 4% 0.9% 9.8% 9.9%
3 American Eleo. Par. 8.8% 16.7% 10.3% 9.4%
4 Avisia Comp. 9.4% 10.3% 10.2% 10.7%
§ Black Hills Corp 11.0% 10.4% 9.9% F.4%
& CMS Energy Corp. 10.6% 10.0% 10.0% 8.8%
7 BTE Energy Co. 8.8% 10.0% 9.7% 9.7%
8 Great Plains Energy 10.8% 9.9% 101% 13.4%
9 Hawaiian Electric 12.9% 10.2% 10.0% 10.4%
10 IDACORP 7.1% 8.1% 9.6% 7.6%
11 integrys Energy 10.4% 10.5% 10.0% 12.9%
12 Pinnacle West 10.0% 10.0% 9.6% 9.4%
13 Portland General 87% 10 0% 9.8% 9.3%
14 SCANA Corp. B.7% 10.0% 9.6% 8.4%
15 Seampra Energy 9.8% 9.4% 9.2% 12.8%
16 Southern Co. 9.58% 10.0% 98% 9.7%
17 Teco Energy, Inc. 9.7% 10.9% 10.9% 12.2%
18 UNS Energy Corp. 10.4% 10.3% 10.8% 20-5%
14 Westar Energy 10.4% 10.3% 10.0% 10.9%
20 Wisconsin Energy $.5% 9.3% 96% 9.0%
21 Xeel Energy inc. 9.2% 3.6% 9.7% 10.8%
GROUP AVERAGE 9.8Y% 10.1% 9 9% 10.3%
GROUP MEDIAN 9.8% 10.0% 9.9% 0.8%

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

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

NOTE: SEE PAGE 8 OF THIS EXHIBIT FOR FURTHER EXPLANATION OF EACH COLUMN.

Schedule BCH-12
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Kansas City Power & Light Company

Constant Growth DCF Model
Analysts’ Growth Rates
(1} 2 3) (4 5 {8) €] (8}
Mext Analysis' Estimated Growth Average ROE
Recent Year's Dividend| Value Growth| K=Div Yid+G
Company PricelP0) Div(D1) Yield Line Zacks Thomson  (Cols 4-6} {Cols 3+7}
1 ALLETE 40.54 188  464%| 7.50% 5.00% 5.00% &83% 10.5%
£ Alliant Energy Co. 4511 1.80 421%F 600% 8.20% 6.30% §.17% 10.4%
3 Ametican Elgc, Pwr. 30.58 1.96  4.95%] 4.50% 3.80% 3.37% 3.82% 8.8%
4 Avista Comp. 26.40 1.22 462%| 5.50% 4,70% 4.00% 4.73% 0.4%
5 Black Hilis Corp 32.23 150  465%| 7.00% 6.00% £.00% 6.33% 11.0%
& CMS Energy Caorp. 23.49 1.02  434%1 7.00% 5.60% 6.06% 6.22% 10.6%
T DTE Energy Co. 58,26 249  4.27%; 4.00% 4.90% 4.59% 4.50% 8.8%
8 Great Plaing Energy 2088 088 421%| 5.50% 7.80% 6.50% 6.60% 10.8%
8 Mawaiian Electdic 27.80 1.24 446%| 8.00% 7.10% 8.15% B.A42% 12.9%
10 {DACORP 40.83 140 3.42%| 2.00% 500% 4.00% 3.87% 7.1%
11 Integrys Energy 5616 272 4.84%] T7.00% 4.70% 5.00% 557% 10.4%
12 Pinnacie West 50.64 2.20 4.34%| 5.00% 5.70% 6.24% 5.68% 10.0%
13 Portland General 26.03 141 4.28%| 550% 4.10% 3.67% 4.42% 8.7%
14 SCANA Corp. 47 37 202 4.26% 4.00% 4.70% 4.60% 4.40% 8.7%
15 Sempra Energy 68,72 250  3.75%| 4.50% 6.80% 7 00% 6.10% 9.8%
16 Southern Ca. 46,69 208 433%| 500% 5.10% 5.38% 5.16% 9.5%
17 Teco Energy, Inc. 17 .84 6.8 BATY| 7.50% 3.10% 3.12% 4 57% 8.7%
18 UNS Energy Corp. 368.33 176 4.5%% 5.50% 5.30% 5.50%, 5.77% 1.4%
19 Westar Energy 2827 1.36 4.658%| 6.50% 6.720% 4.60% 5.77% 10.4%
20 Wisconsin Ensrgy 3875 136 351%| 6.50% 5.50% 6.05% 6.02% 9.5%
21 Xeel Energy Inc. 2829 .41 3.92%| 8.00% 4.80% 5.06% §32% 9.2%
GROUP AVERAGE Ko il 165 4.358% 576% 5.38% 5.28% 5.48% 9.8%
GROUP MEDIAN 4.34% 9.8%

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

NOTE: SEE PAGE ¢ OF THIS EXHIBIT FOR FURTHER EXPLANATION OF EACH COLLMN.

Schedule SCH-12
Page2of B



Kansas City Power & Light Company

Constant Growth DCF Model
Long-Term GDP Growth
@ (0 @1y {(12) (13)]
Next ROE

Recent “Year's Dividend GDP K=Div Yid+G

Company Price(PQ} Div(D1)  Yield Growth {Cals 11+12)

1 ALLETE 40.54 188 484% 570% 10.3%
2 Alliant Energy Go., 4511 190 421% 570% 9.9%
3 American Elec. Pwr., 39.58 188 485% L570% 10.7%
4 Avisia Comp. 26.40 1.22 4862% B570% 10.3%
5 Black Hills Corp 32.23 1.50 465% 570% 10.4%
6 CMS Energy Corp, 2346 102 434% 570% 10.0%
7 DTE Energy Co. 5826 248 4.27% BT70% 10.0%
& Great Plains Energy Z0.88 88  421% 570% 8.9%
S Hawaiian Electric 27.80 124 448% 570% 10.2%
10 IDACCRF 40,93 140 342% 5.70% 91%
11 Integrys Energy 56.16 272 484% S5.70% 10.5%
12 Pinnacle West 60.64 220 434% 570% 10.0%
13 Portland General 26.03 111 4.26% 570% 10.0%
14 SCANA Corp. 4737 202 426% 5.70% 10.0%
15 Sempra Energy 66,72 250 375% 570% 9.4%
18 Southern Co. 46,689 202 433% 570% 10.0%
17 Teco Energy, Ino. 17.81 092 517% 570% 10.9%
18 UNS Energy Corp. 38.33 1.76 458% 5.70% 10.3%
18 Westar Energy 2927 138 485% K70% 10.3%
20 Wisconsin Energy 38.75 138 351% 5.70% 8.2%
21 Xcel Energy Inc. 2828 111 392% 5857%0% 8.68%
GROUP AVERAGE 3818 185 435% 570% 10.1%
GROUP MEDIAN 4.34% 10.0%

Sources: Value Line Investment Survey, Electric Ulility {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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Kansas City Power & Light Company

Low Near-Term Growth
Two-Stage Growth DCF Model

{14} {15) (16} {17} {8) (19 (@0 (21 (23] {23) (24)
Annyal CASH FLOWS ROE=Internal
2013 2016 Change| Recert Year1 Year? Year3 Yeard Year5 Year 5-150|Rale of Return

Company Div Div_ to 2016 Price Div Div Div Div Div Div Growth| (Yrs 0-150)
1 ALLETE 1.88 2.00 .04 -40.54 1.88 1.92 1.96 200 21 5.70% 9.9%
2 Alliant Energy Co. 1.90 2.20 010 -45.11 180 200 210 2.20 2.33 570% 9.8%
3 American Elac. Pwr, 1.96 2,15 .06 -39.58 1.96 2.02 209 2.15 227 5.70% 10.3%
4 Avista Corp. 1.22 .40 (.06 «26.40 1.22 1.28 1.34 1.40 1.48 5.70% 10.2%
5 Black Hills Corp 1.50 1.80 Q.03 -32.23 1.50 1.53 1.57 1.60 1.69 B70% 9.9%
6 CMS Energy Corp. 1.02 1.20 0.06 -23.49 102 108 114 120 127 5.70% 10.0%
7 DTE Energy Co. 2.49 2.75 0.04 -58.26 248 258 266 275 2.91 5.70% 8.7%
8 Great Plains Energy 0.88 110 Q.67 -20.88 088 085 103 110 116 5.70% 10.1%
9 Hawaiian Electric 1.24 1.40 Q.05 -27.80 1.24 128 138 140 1.48 5.70% 100%
10 (DACORP 1.40 1.90 0.17 -40.93 1.40 1.57 1.73 1.80 2 5.70% 9.6%
11 Integrys Energy 272 280 003| 5616 272 275 277 280 296 8.70% 10.0%
12 Pinnacle West 220 245 0.08 -50.64 2.20 2.28 2.37 2.45 2.50 570% 9.8%
13 Portiand General 1.11 1.25 0.05 -26.03 1.1 1.16 1.20 1.25 132 5.70% 9.8%
14 SCANA Corp. 2.02 215 0.04 -47 .37 2.02 2.06 2.1 2.18 2.27 5.70% 9.6%
15 Sempra Energy 2.50 2.80 0.10 -66.72 250 260 270 280 298 5.70% 9.2%
16 Southem Co. 202 2,25 0.08 -46 .69 202 240 247 2.25 2.38 5.70% 9.8%
17 Teco Energy, Ine. 0.92 110 0.08 -17.81 .92 .98 1.04 1.10 1.16 5.70% 10.8%
18 UNS Energy Corp. 1.76 2.25 018 -38.33 1.76 1.82 208 2.25 2.38 5.70% 10.6%
19 Westar Enengy 138 1.48 (.04 «28.27 1.36 1.40 1.44 1.48 1.58 570% 10.0%
20 Wisconsin Energy 136 180 08 -38.78 13 151 165 180 190 570% 9.6%
21 Xcel Energy Inc. 111 1.35 Q.08 28,29 111 118 1.27 135 1.43 5.70% 8.7%
GROUP AVERAGE 9.9%
GROUP MEDIAN 9.9%

Sources: Value Ling 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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Kansas City Power & Light Company
Low Near-Term Growth
Market Price as Terminal Value DCF Mode!

(25) _(26) (27) (28) (29) (39) 31 (32) (33) (34) {35) (36)

Next AnnualiValue Line CASH FLOWS ROE=internal

Years 2016 Change PE 2016  208| Recent Year1 Year2 Yeard Year 4{Rate of Refurr

Company Div Div__f0 2016 Ratio EPS  Price Price Div Div Div_Div+Price] (Cols 21-25] |

1 ALLETE .88 200 0.04 16.5 350 57.75] -4054 188 182 196 56,75 13.5%
2 Alliant Energy Co. 190 220 0.10 161 3580 5635 4511 180 200 210 58.55 2.9%
3 AmericanElec. Pwr. '} 186 215 0.06 126 375 4725] -39.58 186 202 208 49.40 9.4%
4 Avista Corp, 1.22 140 0.06 149 225 3383 -26.40 1.22 1.28 1.34 34.93 10.7%
5 Black Hills Corp 1.50 180 003 144 250 3600 -32.23 1.50 1.53 1.57 37.60 7.4%
B CMS Energy Corp. 102 120 G.06 151 185 27.04 -23.45 1.02 1.08 1.14 29.14 8.8%
7 OTE Energy Co. 249 275 4.08 161 450 7245 -58.26 249 258 2.66 7620 9.7%
8 Great Plzins Energy 048 110 0.07 170 178 2975 ~20.88 0.88 085 1.03 30.85 13.4%
9 Hawailan Electric 1.24 140 008 178 2400 3520 -27.80 1.24 1.9 1.35 38.60 10.4%
10 IDACORP 140 180 0.7 140 340 4780 4083 140 167 173 4350 7.6%
11 tntegrys Energy 272 280 0.03 183 425 7778 -56.16 272 275 277 B0.58 12.9%
12 Pimnacle West 2,20 245 0.08 165 375 86188 -50.64 240 228 2% 64.33 8.4%
13 Portfand General 1.14 125 Q05 141 228 3173 -26.03 1.1 1.16 1.20 3298 9.2%
14 SCANA Corp. 2402 215 0.04 149 375 G588 -47.37 202 206 211 58.03 8.4%
15 Sempra Ensrgy 2.50 2.80 0.10 168 575 08545 66,72 2506 260 270 88.25 12.8%
16 Southemn Co. 202 225 0.08 178 326 5785 ~43.59 202 0 277 60.10 97%
17 Teco Energy, inc. 082 110 0.06 134 175 2345 -17.87 082 (¢88 104 24.55 122%
18 UNS Energy Corp. 446 228 G446 187 & B3 -38433 476 482 08 238 20-5%
19 Westar Energy 136 148 0.04 187 240 3I768[ -20.27 136 140 144 39.16 10.9%
20 Wiscaonsin Energy 1.36 LBO 0.15 17.3 275 4758, -3875 1.3 151 1ES 46.38 9.0%
#1 Xcel Energy Inc. 1.41 1.35 0.08 164 225 36850 -28.29 1.11 1.9 1.27 as2s 10.8%
GROUP AVERAGE 1.64 1.86 0.07 1877 308 4850 -38.15 1.64 1.71 1.78 50.35 10.3%
GROUP MEDIAN 16.10 8.8%

Sources: Value Line Investment Survey, Electric Uiility (East), May 25, 2012; {Gentral), 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 EXPLANATION OF EACH COLUMN.
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Kansas City Power & Light Company
Discounted Cash Flow Analysis
Column Descriptions

Column 1: Three-month Average Price per Share (Apr 2012-Jun 2012)
Column Z: Estimated 2013 Div per Share from Value Line
Column 3: Column 2 Divided by Column 1

Column 4: "Estd "08-'11 1o "M5-"17" Larnings Growth Reported by Vahie
Line

Column 5. "Next 5 Years” Company Growth Estimate as
Reported by Zacks.com

Cotumn 6: "Next 5 Years (per annum} Growth Estimate Reported
by Thomson Financial Network (at Yahoo Finance)

Column 7. Average of Columns 4-8

Column 8: Column 3 Plus Column 7

Column 8. See Column 1

Column 10: See Column 2

Colurmn 11 Column 10 Divided by Column @

Column 12: Average of GDP Growth During the Last 10 vear, 20 year,
30 year, 40 year, 50 year, and 60 year growth periods.
See Schedule SCH-11

Cotumn 13: Column 11 Plus Column 12

Column 14; Estimated 2013 Div per Share from Value Line

Columr 18: Estimated 2018 DRiv per Share from Value Line

Column 18: (Column 15 Minus Column 14) Divided by Three

Columin 17 See Column 1

Column 18, See Column 14

Cotumn 19:
Column 20;
Column 21:

Column 22:

Column 23;

Column 24:

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

Column 36;

Cotumn 18 Plus Column 16
Column 19 Plus Column 16
Colurnn 20 Plus Column 16

Ootumn 21 Increased by the Growth
Rate Shawn In Column 23

See Column 12

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

See Column 14

See Column 15

{Column 26 Minus Column 25} Divided by Three

"P/E RATIO" Reported by Value Line

Estimated 2016 Eaenirggs per Share from Value Line

Column 28 multiplied by Column 29

See Column 4

See Column 25

Column 32 plus Colurmn 27

Colurnn 33 plus Column 27

Column 34 plus Column 27 plus Column 30

The Internal Rate of Retum of the Cash Flows in Columns 31-35

Schedute SCH-12
Page 6 ofb



Kansas City Power & Light Company
Risk Premium Analysis
{Based on Projected Interest Rates)

MOODY'S AVERAGE AUTHORIZED INDICATED

PUBLIC UTILITY ELECTRIC RISK

BOND YIELD {1) RETURNS {2) PREMIUM

1880 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% 2.05%

1984 14.03% 15.32% 1.29%

1985 12.20% 15.20% 2.91%

1986 9.46% 13.93% 4.47%

1087 9.98% 12.99% 3.01%

1988 10.45% 12.79% 2.34%

1989 9.66% 12.97% 331%

1990 9.76% 12.70% 2.94%

1991 9.21% 12.55% 3.34%

1992 8.57% 12.09% 352%

1993 7.56% 11.41% 3.85%

1994 8 30% 11.34% 3.04%

1995 7.91% 11.55% 3.64%

1996 7.74% 11.39% 3.65%

1997 7.63% 11.40% 377%
1998 7.00% 11.66% 4.66%

1999 7.55% 10.77% 3.22%

2000 8.14% 11.43% 3.29%

2001 7.72% 11.00% 337%

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% 381%

2009 .28% 10.48% 420%

2010 8.658% 10.34% 4.79%

2014 5.17% 10.22% 5.05%
AVERAGE 8.82% 12.15% 333%

INDICATED € F EQUITY

PROJECTED TRIPLE-8 UTILITY BOND YIELD* 5.37%
MOODY'S AVG ANNUAL YIELD DURING STUDY 8.82%
INTEREST RATE DIFFERENGE -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 A7,
PROJECTED TRIPLE-B UTILITY BOND YIELD* 5.37%
INDICATED EQUITY RETURN 10.14%

{1} Moody's Investors Service

{2} Regulatory Focws, Regulatory Resescch Associates, Inc,

*Projected trigie-B bond yield is 217 basis points over projected long-term Treasury bond rate of 3.2%.
The fripie-B spread i &y 3 morths ended July 2012 from Schedule SOH-E. g 1.

The projected Treasury bond rate is from Schaedule SCH-8, p, 2.

Schedule SCH-13
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Kansas City Power & Light Company

Risk Premium Analysis
{Based on Current Interest Rates)
MOODY'S AVERAGE AUTHORIZED {INDICATED
PUBLIC UTILITY ELECTRIC RISK
BOND YIELD {1} RETURNS (2 PREMIUM
1880 13.15% 14.23% 1.08%
1981 15.62% 15.22% -0.40%
1982 18.33% 15.78% 0.45%
1983 13.31% 15.36% 205%
1984 14.03% 15.32% 1.29%
1985 12.29% 15.20% 2.91%
1986 9.46% 13.93% 4.47%
1987 8. 98% 12.859% 301%
1988 10.45% 12.79% 2.34%
1989 9 66% 12.97% 31.31%
1990 89.76% 12.70% 2.94%
1081 9.21% 12.85% 334%
1992 B57% 12.09% 352%
1883 7.56% 11.41% 3.85%
1994 8.30% 11.34% 3.04%
1995 7.91% 11.55% 3.64%
1956 7.24% 11.39% 3.65%
1967 7.63% 11.40% 3.77%
19588 7.00% 11.66% 186%
1999 7.85% 10.77% 3.22%
2000 8.14% 11.43% 3.29%
2001 7.72% 11.08% 33%
2002 7.53% 11.16% 3.63%
2003 8.61% 10.97% 4,36%
2604 6.20% 10.75% 4 55%
2005 567% 10.54% 4.87%
2000 8.08% 10.38% 4.28%
2007 6.11% 10.36% 4.25%
2008 6.65% 10.46% 381%
2008 8.28% 10.48% 4.20%
2010 5.55% 10.34% 4.7%%
2011 5.17% 10.22% £.05%
AVERAGE 8.82% 12.15% 3.33%
INDICATED COST OF EQUITY
CURRENT TRIPLE-B UTILITY BOND YIELD* 4.91%
MOOEDY'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 ADJISTMENT 1.63%
EQUITY RISK PREMIUM 4.96%
CURRENT TRIPLE-B UTILITY BOND YIELD" 4.91%
INDICATED EQUITY RETURN 8.87%

{1} Moody's Irvestors Senvice

12} Regulatary Foous, Regulatory Ressarch Associates, Inc.

*Current triple-B vty bond vield is three monih average of Moody's Triple-B Pubic Utility Sond Yield
Averans through July 2012 from Schedule SCH-8, . 1.

Schedule SCH-13
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Kansas City Power & Light Company
Risk Premium Analysis
Regression Analysis & Interest Rate Change Coefficient

Authorized Equity Risk Premiums vs. Utility Interest Rates
(1980-2011)
6% 1
5% 1% e
g
[ E 40'{0 4
I E
i E 30 4
‘ -
]
T 2%
Z
> 1% | y =-0.4162x + 0.0700
w R?=0.8735 ~
0%
*
-1% T T - T T
5% T% 9% 11% 13% 15%
Avarage Utility Interest Rates
SUMMARY QUTPUT
Regression Statistics
Multiple R 0.934607488
R Sguare 0.873491157
Adjusted R Square 0.8469274196
Standard Error 0.004645908
Qbservations 32
ANOVA
df 58 MS F Significance F
Regression 1 0.004470953 0.004470953 207.1375734 5.236E-15
Residual 30 0.000647534 2.15845E-05
Total 31 0.005118487
Coafficients  Standard Error t Stat P-value Lower 95% Upper 95%  Lower 85.0% Upper 85.0%
Intercept 0.070011757  0.002679133 26.13224684 3.388E-22 0.064540238 0.075483276 0.064540238 0.075483276
X Variable 1 -0.41615627 __ 0.028915253 -14.39227478 5.236E-15 -0.475209095 -0.357103445 0.475200095 -0.357103445

Schedule SCH-13
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