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1 Introduction 

Would you please state your name and business address? 

AHG-3 

AHG-4 

AHG-5 

AHG-6 

AHG-7 

AHG-8 

AHG-9 

AHG-10 

2 Q 

3 A My name is Adam H. Gatewood. My business address is 1500 Southwest 

4 Arrowhead Road, Topeka, Kansas, 66604. 

5 Q 

6 A 

Who is your employer and what is your title? 

I am employed in the Utilities Division of the Kansas Corporation Commission as 

7 a Managing Financial Analyst. 

8 Q 

9 A 

What is your educational and professional background? 

.I graduated from Washburn University with a B.A. in Economics and a Masters 

10 of Business Administration. I have filed testimony before the Commission in 

11 more than 100 proceedings. I have also filed testimony before the Federal Energy 

12 Regulatory Commission. 

13 Q 

14 A 

What is the purpose of your testimony? 

My testimony addresses the appropriate rate of retum (ROR) for Westar Energy 

15 (Westar or WR). I also address Westar's annual funding level of its Wolf Creek 

3 
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1 Decommissioning Trust Fund and the related testimony filed by Susan North. 

2 Executive Summary 

3 Q 

4 A 

5 

6 

7 Q 

8 A 

Please Summarize Westar's requested ROR? 

Westar is requesting a 7.99% rate ofreturn that consists of the components in the 

following table: 

I 
..... i .. ! -- .Wt?~tll:i: :II:~'? rgy g~!e _C>f~t?J1c1-_l"I! ---- ! 

I 

I 

J>i:oposed RaJ~ C>fl_letllrll in 1'.,ec!ion 7 of Application I 
Te~t year Jl:n~~d Septem~r-39,2014 __ J 

Updated to December 31, 2014 ! ---- -.. -- ----- -- -r ~e~:>1 -Cost rW~~!~q 1· 

I Long-term Debt 
"Jg"q~()~~q-ytty 
jPost 1970 ITC 

-- J 46.25%1 5.69%1 2.63%1 
! -- sii2o/;1 io·.00%/ - ·s".3-1%1 
i ·o:63%[ -- ;l.99o/<l --6.os%i 
i · I. .1 .... ]99%1 

i I i : 

! 
I SmU'ces: Section 7 
1 ·· -- --

Please summarize your response to Westar's Application. 

I do not agree with Westar' s proposed return on equity capital. Westar is 

9 requesting a 10.00% return for its shareholders; my analysis determined that a 

10 9 .25% return for shareholders is appropriate in the current capital markets. 

11 Regarding the issue of Westar's annual funding of its Decommissioning Trust, I 

12 recommend Westar increase its annual accrual from $3,150,000 to $5,772,700. 

13 This change is accounted for in Adjustment TS-4 of Staff Schedules. 

14 Q. Please Summarize Staff's proposed range of return on equity (ROE) and rate 

15 of return (ROR). 

16 A. As shown in the following table, Staff is proposing that the Commission set 

17 Westar's ROE in a range of 9.00% to 9.50%. Staff has set a 50 basis point range 

4 
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1 and recommends an ROR of 7 .59% and an ROE of 9 .25%, which is the mid-point , 

2 of Staff's range. 

1- .. L - _ J --
_ i ...... :g?:~~_of S.!_aff P.rop()SlHpla~~ _flfg~Jlll'll 
I ..... 1-\s~tJ~i!]g_S.t~!r~ J:>rOPCJ.S~d. Grpit~l ~~r.u.rure 

i_ ... _R~t1J.t:g_()l).~(Juityl. 9.09o/oJ 9.'.~5%1_ . 9.50% 

I. ............... -......... 1 ·········. J_ --- ....... J 
1 Rate ofReturnl 7.46%1 7.59%1 7.72% l . I I . I 

3 

4 Q Please summarize why you believe 9.25% is a reasonable ROE. 

5 A I have completed an analysis of Westar's capital costs using traditional financial 

6 models and applying the Hope and Bluefield benchmarks. My analysis 

7 demonstrates that capital costs have declined since the Commission set Westar' s 

8 allowed ROE at 10.00% by the Commission in Docket No. 05-WSEE-981-RTS. 

9 As I discussed in Docket 15-KCPE-116-RTS (15-116 Docket), I am also applying 

10 a degree of gradualism or moderation in that I do not recommend a reduction in 

11 the ROE that reflects the full extent of the decline in capital costs. I apply a 

12 degree gradualism by recommending Westar's ROE be set in the range of 9.00% 

13 to 9.50%. I am setting only a 50 basis point range - as opposed to the 100 basis 

14 point range that I typically use - primarily because I believe 9.00% is appropriate 

15 as the low-end of my range. 

16 Q 

17 A 

What is the dollar amoun~ of the difference in ROE positions? 

Using Staffs capital structure and cost of debt, a 10 basis point change in the 

18 allowed ROE results in about a $4.4 million change in Staffs revenue 

19 requirement for Westar. This relationship is an approximation and assumes 

5 
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Q. 

A. 

Staffs proposed rate base shown in Staff Schedule REV REQ. 

Why should gradualism be considered in this case. 

I am applying the same principle of gradualism to Westar as I did in my 

recommendation for KCPL filed on May 11th in the 15-116 Docket. As I 

discussed in that Docket, I have never recommended gradualism before and only 

do in these two Dockets because I believe that a 9.00% lower bound for the ROE 

is appropriate due to three factors. First, Westar' s embedded debt costs have 

declined from 6.25% to 5.69% since the Order in Docket 05-WSEE-981-RTS was 

issued in December of 2005, Westar's last fully litigated rate case. Capital costs 

measured by the yield on investment grade utility bonds have also declined. As 

shown in the following table, the prevailing yield on public utility bonds declined 

from the 5.80% - 6.00% range in 2005 to 4.50% - 4.91 % range in 2015. Over this 

time period, the yield on Baa utility bonds has declined by 135 basis points (5.93 

- 4.58 = 1.35). A longer historical perspective of yields on public utility bonds is 

shown in Schedule AHG-1 which contains a chart and the underlying data of 

monthly observations of yields on "A" and "Baa" rated utility bonds from 1919 

through 2015 reported by Moody's Investor Services. 
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I I I .. ············· -· ···"-· .......... .!.. •........ ·-··-········. ··-· -········· 
··l·-··Yield on Baa Urity B.o.nds.·+··: 

1 i I 

.
:.'. 1. Jap-_os I . . . ?.'.~s.J.. 

1 Feb-QS I . §,7~ j ... 

. j ···.····.~Ut. :: iil 
1 · t:t6~ I· · t~·i 1·· ···· 

·1 __ -_-_ klg~osr.--·· .. ····.s:so~~·-· 
··}------ ---~:6~1··· ··--·······-~:~~,---- · 
:+ :_ . :f~t~H- --· ···- :. tf tf·:·:~: 
.. I Jan-06 I 6.061 ...... . 
··· I . J\v~!age I· ........... S..'.2.3. l .. _ 
l .. . . . . J'l"<?V: 14J . . . . ...4.•.7.S. I 

.. 1.. .. . ~;:111'.-···-·· ...... :.:;.~.! .... .. 
.. J .. ---···· .... ...f~l>.-..l? ............... M1.I. ... -
~L:-~ .. -.- _:~gJ::- .. ::_· ::.tlll:~-:~: 
I May-151 4.911 

] . . .. _ . . A~er~e L . . .. . . .. . ':1§~ [. --
.. , Sollrce: }4<Jody's I- .... · I·· ... 

DocketNo. 15-WSEE-115-RTS 

Yield on Baa Utility Bonds 
10.00 

9.00 

8.00 --------·------------

7.00 ---------

6.00 

5.00 
4,00 --·--------------·--••-·--·--•-MO ____ .. __ ,,.,, ________ ._ __________ , __ _,,,.... ____ ,.., 

3.00 

2.00 ----

1.00 -----

0.00 

3 Second, a 9.25% ROE provides a 500 basis point spread over the current market 

4 cost of Westar's long-term debt. I observed recent trades of Westar bonds. Those 
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Q 

A 

Q 

A 

trades are in the range of 3.98% to 4.36% during the months of May and June of 

2015. 1 

Third, and last of all, just as I stated in my 15-116 Docket testimony, authorized 

ROEs below 10.00% are a fairly recent development. Before recommending an 

ROE below 9.00%, I believe it is prudent to wait to see if the cun-ent capital 

market conditions continue. 

Since 2005, the time of Westar's last litigated rate case, what has been the 

trend in allowed returns? 

For 2005, the average allowed ROE granted to electric utilities was 10.54%. For 

the first quarter of 2015, that average was 10.37%. It is important to note that the 

recent average includes four observations from Virginia that are "asset specific" 

determinations which appear to include some level of incentive or premium that 

distinguish them from the traditional rate case proceeding that we have before us. 

Without those four cases, the average for this time period is 9.67%. Attached as 

Schedule AHG-2 are Regulatory Research Reports: Major Rate Case Decisions 

publications for 2014 and the first quarter of 2015. 

You recently filed testimony in the 15-116 Docket recommending a 9.25% 

ROE for Kansas City Power & Light (KCP&L). Is your recommendation 

for Westar based on your analysis of KCP &L in that Docket? 

No. My recommendation in this Docket is based on my analysis of Westar and the 

required return necessary for Westar to attract capital. The 15-116 Docket and 

1 Based on the lowest and highest yields to maturity reported by FINRA for Westar debt series 4.625% due 
2043; 4.10% due 2043; and 4.125% due 2042 in the months of May and June of2015. 
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1 

2 

3 

4 

5 

6 

7 

8 Q. 

9 A. 

10 

11 

this Docket are occuning at essentially the same time. These two electric utilities 

risk profiles are similar with nearly identical credit ratings by the major rating 

agencies. As a result of these Dockets occurring in the same capital markets 

environment and the fact that we are dealing with two electric utilities of nearly 

identical risk, it is expected that Staff's recommendations would ( and should) be 

the same. 

-1 .... i i 
,.. Credit Ratings 

I 
I 

-- 1 .. --- ... r··: -.·r 1 

/Great Plains Energy : . Moody's ! . S&P fitchRatings 

_-J~~:1i:t;R~i~;··- - irt:e !::: ·. ·r·--··-. r 
.. !w;star Energy F :-. ·· I : I . r 

____ !Long~termRating_ !Baal iBBB+ /BBB . I 
10,tiook ..... ······. . . .1~•bl, lsrabl, l~'iti;~ f 
I Source: _SNL.com. . + ! . +-- . . I .. 

Please summarize Staff's cost of equity estimates. 

The mid-point of my recommended range of 9.25% recognizes that by most 

measures capital costs have declined since Westar's last fully litigated rate case in 

2005. 

9 
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1 

2 

3 

4 

5 

6 

7 

8 

9 Q 

10 A 

As you can see from the table, the models, particularly the DCF model that 

regulators traditionally rely on, indicate that the cost of equity is less than 9.00%, 

even with the recent decline in the stock prices of electric utilities. At this time, I 

am not comfortable advocating for an allowed return below 9.00% for a retail 

electric utility as it has only been three years since allowed returns fell below the 

10% threshold. If capital market conditions persist at the cu1Tent level, I expect 

we will see challenges to that 9.00% threshold. 

Please summarize your disagreement with Westar's cost of equity estimates. 

The primary disagreement is that of estimating growth. This is the same 

10 
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___ .J. -· 
i 

disagreement that the Commission has heard in rate cases during the past three 

years. This disagreement is not confined to electric utilities; it has occurred-and 

will likely continue to occur-in electric utilities, natural gas distribution, 

telephony, electric transmission, and natural gas pipeline utilities as well. The 

table below summarizes the findings of Westar's cost of equity models and a 

synopsis of what I believe to be the short comings of each of Westar' s models. I 

will elaborate on each model later in my testimony. 

-·· ........ t ____ _L_ ---·- -~- '···- -·-··--·. ····- l 
~Ullll1lllry of Fe~t?r'_s CCI~! !JJ).:quit}' :E:stt"'1R~~s_ 

i & Growth Rates ____ J 
--,-- I __ Rangcof ___ r::L: ... ··-···1-:~- -----:["_ ) ____ -t 
:r Methocl~i~gy j Output i Discussion ! _ 
_ i_Sjpgle.Jltagepc;:y .J __ 9.47%i __ 9.52%J_ _ _iMr. Somma's DCF analy;,is relies_on a single stage DCF using 3_to 5 year forecasts of _ J __ 
)__ _ _ 1

1 
f . _ _ _ ___ L J!l.~!l!!J.e~~!1&'!

1 
gi:CJY'!!.l!r~te_s_,_ i.:CJr l_ii~ prCJxygx:c,uP.__the __ ayer~ge 7!1.rBi_n&'! gi:CJw!ll.,r_~~ej§ ____ / 

-- ' - - I . I . 15.86%. I I . . I . . i . . I ···- . I ... :~~ · .. ·l.''"t.'.,,,~1···1E~~~~~~i~~~t§~~~~,,t~·.l· 
;Risk Premium i 10.33%! 10.38%! iMr. Somma calculated a risk premium based on the difference between the returns '. 

_: _ _ _ _ __ I _____ i ______ J __ :gran_!e4liy_~~~c_CJ!!ll_Jli~~~9~~1!~1\l~p_r_ey~jE1_1g_in~r~~~r!lte_s_l__ __________ : ___ _ l 
8 I i ! ! I 

9 Q. 

10 

11 

12 A. 

13 

14 

15 

16 

17 

18 

What support do utility executives and equity analysts usually provide when 

discussing why an ROE should not be lowered below ROE's set for other 

utilities? 

Conunissions and Commission Staff frequently hear from utility executives and 

equity analysts regarding their belief that Commissions should refrain from 

lowering allowed returns below those reported for other utilities because such a 

decision will impair the utility's access to additional capital. Those pleas are 

devoid of any statistical or factual support. Furthermore, no utility has ever 

provided Staff empirical evidence to su:rp01i its contention that a Commission's 

decision has impaired its ability to access necessary capital. However, what I 

11 



Direct Testimony of Adam H. Gatewood DocketNo. 15-WSEE-115-RTS 

l have observed is that Kansas utilities continue to issue long-term debt at attractive 

2 rates. 

3 Standards for a Reasonable Rate of Return 

4 Q 

5 

6 A 

What is the role of rate of return in setting a revenue requirement for public 

utilities? 

The rate of return (ROR) earned on the utility's rate base is part of the revenue 

7 requirement equation. The ROR is a cost of providing the utility service. 

8 Revenue Requirement= ROR (gross plant- accum. Depr.) + Operating Exp. + Income Taxes 

9 In the revenue requirement formula, the ROR expresses the utility's return on its 

10 net plant investment. The utility's ROR is its weighted average cost of the 

11 capital. That is, the cost of each of the various forms of capital supplied by 

12 investors which includes debt, preferred equity, common equity and any hybrid 

13 securities multiplied by their respective weight in the utility's capital structure. 

14 The cost or return associated with each of these forms of capital is unique and it is 

15 a function of risks associated with that form of capital. 

16 

17 

I i 
..... - .. I.. ! I 

I . .. ~0111po11e11~s C>f:in_;\jlo!ve_d ~t~ of ll~tu111 _ 
i I . i I ! I 

I 
Weighted I I . i , . 

I' Debt A l I Ratio of Debt i I Weighted Average 
verage Ix ,=, 

Capital: Interest Rate I j Capital I i Cost of Debt 

!I.. I ! l - I ! . -
I . ' I 

[ Equity Allowed \ I Ratio ofEquityfl _ 1
1 WeightedAverage 

1 Return on I x j -

I Capital: ! Capital i l Cost ofEquity 
Equity i I ' I 

I l I I 

· 1 I 1. Sum Equals 

1 \ I Allowed Rate of 

... Ii 1· . ! Return for the 
Utility 

! 

· The cost of debt generally relies on a contractual agreement with the investor, 
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Q 

A 

making its cost relatively easy to dete1mine because the cost is explicit within the 

contract. Likewise, the ratios of the capital components are relatively easy to 

determine because, under most circumstances, these ratios are traceable to the 

utility's financial documents. It is the allowed ROE that requires the most time 

and attention when setting the ROR because it is a cost that we cannot trace back 

to a contractual agreement. It is best described as a forward looking discount rate 

and equates to the rate that is necessary to induce equity investors to commit their 

capital to the enterprise. 

What standards should commissions apply to making this decision? 

The standards used to gauge the fairness and reasonableness of an allowed ROR 

were announced by courts as the result of appeals of decisions issued by 

regulatory agencies. Financial analysts and policy-makers rely on the courts' 

decisions as a guide in estimating the appropriate cost of capital. The opinions do 

not articulate precisely how to estimate or model a reasonable cost of capital. 

Instead, the decisions provide critical questions for policy makers and analysts to 

consider in determining a reasonable return for a regulated utility. 

In general, United States Supreme Court decisions state that returns granted to 

regulated public utilities should: 1) be commensurate with returns on investments 

of similar risk; 2) be sufficient to assure the financial integrity of the utility under 

economic management; and 3) change over time with changes in the money 

market and business conditions.2 An important take-away from these decisions is 

2 Smyth v. Ames 169 U.S. 466 (1898).Wilcox v. Consolidated Gas Co., 212 U.S. 19, 48-49 (1909). 
Bluefield Water Works & Improvement Company v. Public Service Commission of West Virginia, 262 
U.S. 679, 692-3 (1923). 
Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603 (1944). 

13 
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Q 

A 

that the Court has afforded regulatory agencies a significant amount of latitude in 

establishing what is an appropriate ROR for a utility. The Kansas Supreme Court 

has recognized and generally follows this body of law.3 This Commission has 

noted that fact in Orders issued in previous Dockets.4 

Discuss how fmancial analysts apply the standards established by the Court. 

For a ROR to meet the legal standards, the return should be as specific as possible 

to the utility in question, in that the allowed return should consider the mix of debt 

and equity capital the subject utility employs to finance its rate base and provide a 

return for each of those components of its capitalization. 

There are several court cases that, as a group, are viewed as the keystone to 

measuring the adequacy of a utility's allowed return. The earliest of these 

decisions go back to an era when it was not only the "rate of return" at issue but 

also the fundamental measurement of the investment in the utility enterprise 

commonly referred to as rate base. This is less of an issue today as regulators, 

utility management, and investors readily accept actual historic-depreciated value 

as a measure of investment to estimate the value of a utility's rate base, as 

opposed to reproduction cost or market value. The Court's decision in Bluefield 

addressed both rate base and ROR.5 Treatises on rate of return for public utilities, 

such as The Cost of Capital - A Practitioner's Guide, generally agree that 

Bluefield lays out the four standards for a fair return. 

3 Kansas Gas & Blee. Co. v. State Corp. Comm'n, 239 Kan. 483,491, 720 P.2d 1063, 1072 (1986). 
4 Order: 1) Addressing Prudence; 2) Approving Application, in Part; & 3) Ruling on Pending Requests, 
Docket No. 10-KCPE-415-RTS; November 22, 2010; 37-38. 
5 Bluefield Water Works & Improvement Co.' v. Pub. Svc. Comm 'n of West Virginia, 262 U.S. 679, 692-3 
(1923). 
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Q 

A 

1) Comparable Earnings - a utility is entitled to a return similar to that being 

earned by other enterprises with similar risks, but not as high as those earned 

by highly profitable or speculative ventures; 

2) Financial Integrity - a utility is entitled to a return level reasonably sufficient 

to assure financial soundness; 

3) Capital Attraction - a utility is entitled to a return sufficient to support its 

credit and raise capital; and 

4) Changing Level of Returns - a fair return can change along with economic 

conditions and capital markets. 6 

As a financial analyst preparing rate of return analyses, I take from Bluefield that 

the Court requires that a rate order allow a utility an opportunity to earn a retum 

that is consistent with the utility's risk profile and consistent with observations in 

the capital markets. 

The Court's decision in Hope, 7 like that in Bluefield, dealt with both valuation of 

rate base as well as rate of return on that rate base. With respect to the rate of 

return, the Court in Hope affirmed the four standards set out in Bluefield. 

Is a reasonable return necessarily equal to the return granted to other 

utilities in other jurisdictions? 

No. Relying on the allowed returns granted to other utilities in other jurisdictions 

6 The Cost of Capital-A Practitioner's Guide by David C. Parcell; Prepared for the Society of Utility and 
Regulatory Financial Analysts; 1997; pp. 3-13 to 3-14. 
7 Federal Power Comm'n. v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944). *603 [8] [9] The rate­
making process under the Act, i.e., the fixing of 'just and reasonable' rates, involves a balancing of the 
investor and the consumer interests. Thus we stated in the Natural Gas Pipeline Co. case that 'regulation 
does not insure that the business shall produce net revenues.' But such considerations aside, the investor 
interest has a legitimate concern with the fmancial integrity of the company whose rates are being 
regulated. From the investor or company point of view it is important that there be enough revenue not only 
for operating expenses but also for the capital costs of the business. These include service on the debt and 
dividends on the stock. By that standard the return to the equity owner should be commensurate with 
returns on investments in other enterprises having con-esponding risks. That return, moreover, should be 
sufficient to assure confidence in the fmancial integrity of the enterprise, so as to maintain its credit and to 
attract capital. The conditions under which more or less might be allowed are not important here. Nor is it 
important to this case to determine the various permissible ways in which any rate base on which the return 
is computed might be a1Tived at. For we are of the view that the end result in this case cannot be 
condemned under the Act as unjust and umeasonable from the investor or company viewpoint. 
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Q 

A 

runs the risk of overlooking: (1) changes in the capital markets; (2) differences in 

other state Commissions' ratemaking policies; and (3) political pressures or other 

state-specific factors. Commissions have to recognize that such a practice also 

creates a degree of circular reasoning. Such a comparison also requires a 

commission to place weight on a piece of data as evidence when they simply do 

not have any specific facts from those reported cases to know how other state 

commissions arrived at their decision or even what evidence was presented in 

those Dockets. At best, i'etums authorized at other state commissions serve as a 

rough benchmark of an average return on equity, as well as an indicator of a 

downward or upward trend in returns. Simply put, the authorized returns of 

separate utilities in other jurisdictions facing different risks are of limited 

evidentiary value and are largely irrelevant to the Hope and Bluefield standards. 

Should the rate of return incorporate a return on equity that contains some 

level of "cushion" to the cost of equity to compensate for potential future 

changes in the capital markets? 

No, it should not. Utilities seek rate adjustments on a regular basis as 

demonstrated by the Kansas jurisdictional electric and gas utilities over the past 

decade. Thus, there are periodic reviews of capital costs, that is, the allowed 

return on equity and allowed return on debt is not set once and left at the level in 

perpetuity. This provides protection to consumers and investors alike, in that the 

periodic reviews eliminate the need for the Commission to inject any forecasting 

of trends into their decision. As the cost of capital changes over time - and it will 

change - the allowed return will be updated in future proceedings. In my view, 
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1 Court decisions do not require Commissions to speculate about the peaks and 

2 troughs of our economy and capital markets; all of the directives from the Court 

3 cases focus on the observations of the here and now. 

4 KCC Proxy Group 

5 Q 

6 A 

How did you estimate Westar's cost of equity? 

To estimate Westar's cost of equity, I performed DCF and CAPM analyses on a 

7 proxy group of similarly situated electric utility companies. 

8 Q Why is it necessary to select a proxy group to estimate the cost of equity for 

9 Westar? 

10 A A proxy group aids us in meeting the standards set out in Hope and Bluefield, as it 

11 focuses our analysis on a group of companies that are in the same industiy and 

12 exposed to similar risks. Financial theory tells us that investors require a return 

13 that is commensurate with risk. Therefore, a proxy group similar in risk to Westar 

14 provides us with a comprehensive picture of investors' expectations. 

15 Q Were you able to select a group of electric utilities similar in risk to Westar? 

16 A Yes, I found 22 proxy companies. 

17 Q How did you select a proxy group for your cost of equity analysis? 

18 A Using the following parameters, I was able to select a group of electric utilities 

19 similar in risk t~ Westar (a table of the selection process is shown on Schedule 

20 AHG-3): 
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• 

• 

First, I began with the companies followed by Value Line Investment 

Survey and categorized as electric utilities. As a starting point, this 

parameter is important as it assures us the companies generally derive 

their earnings in the same industry as Westar by operating as ROR 

regulated electric utilities within the United States. Value-Line coverage 

also ensures that the common stock of these companies is publicly traded. 

There are 45 electric utilities followed by Value-Line. 

Second, from that group of 45 electric utilities, I selected those with credit · 

ratings similar to Westar's credit rating. Westar's long-term credit rating 

is Baal by Moody's, BBB+ by Standard & Poors', and BBB by Fitch. 

The three ratings are relatively similar to each other. 

..... /. j ... ! ... 
..... I Credit Ratings I .. •H·-··················· .. i••"" 

1. . ... .... .... . . .... .. .. . ... L .. .1 . .. . .... i . 
!G:r.~!l(l?~ai,!Js ~.11~rgy . ; }vfo<>dy's_ I _. S~P FitchRatings 
1~tlllft!e!~~atJ11g_ . ... . 'Baa2 /~l:31:3-f: . . ........ f . 
I Outlook [st;le I Stable . I 

..... 1 ·· ·--- ·-- ·······------·-·········-····-··- -····-·····- T··········-···--···. ----· ··-· ·······l··-
! w;~i~; E~~~ .. i ...• ! ... i 
I Lo. te Ratin ; Baal I BBB t i BBB T . Ja11!-~:111 · J~ !st!ilil~ . !stab!~ .... :.i;~;itiy~· i ,.. .. i 

. JI; I 
!. 

j 

I 
. ..... i . 

.. 1 .. 

i Source: SNL.com I . ... .. . ..... . 

I 

i 

i .. 

I selected electric utilities with credit ratings one notch either side of Westar' s rating. 

Credit ratings are a recognized broad indicator of a utility's financial health, financial 

risk, and business risk. Selecting those electric utilities with credit ratings very close 

to Westar's enables me to observe investors' required return for that level of risk. 

The following table shows the entire scope of credit ratings designations set by S&P 

and Moody's: 
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• 

• 

I A I A2 I l I 
· ··- Proxy·--·!-- A-___ .1 ........ Al ...... L....... -- L ... _ ---······· ·-r 
.. 1 ... Sei:::n ·· 1---1:::·-·1···---:::····· IWestarLoj"termRating_ .. . 

t- -·- -._- -1 ~--1::~: J_ · --·- -· I.-•. •-·:--_-_:_ :J 
r_:..: : - :1 ::-::: :::i : ··if·:::··.[::: ..... :l ············ · ... ""T 

J__. ____ .. J_. g~g+_ -I· .. f.~l ... I....... I 

1.-:_- .: ::_· I ~t:~~1.::~:.·-.J.·_···--·· _- J---. --····- ---·· -· 
-1-- - ---- ·+ -~r- I Ca I····-·· - --1·· ... ····--· ·-~:··,-. 

• -- I I 

~1::·· ·-·-· ·-·· r· :r; :···+ .· ·_I)::::· r· · -·:. 1 : · 1 

The electric utilities followed by Value-Line fall in the range of AA-/Aa3 

to BBB-/Baa3. Narrowing the range to one rating above and below that of 

Westar's rating reduced the proxy group to 35 companies. 

Third, I eliminated those companies with pending mergers or acquisitions 

(M&A). M&A transactions bring about added uncertainty and speculation 

regarding the financial projections for earnings and dividends, growth 

potential, and financial health of the surviving entity. This parameter 

eliminated four companies from my proxy group. 

Fomih, the proxy group companies had to exhibit a stable dividend policy 

both in the recent past and going forward. A stable dividend is an attribute 

of a financially sound utility company. By any measU1'e, Westar is 
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1 

2 

financially . sound; members of the proxy group must reflect that same 

· attribute. This parameter did not eliminate any of the remaining 31 

3 electric utilities. 

4 The four parameters above have been adopted in recent cost of equity 

5 analyses filed at the Federal Energy Regulatory Commission (FERC) and I 

6 agree that these four parameters generally arrive at a group of companies 

7 with commensurate investment risk to that of Westar. For this group of 31 

8 electric utilities, I gathered information on their sources of revenues and 

9 the focus of their asset base. The intent of this additional parameter is to 

10 increase the proxy groups' focus on the electric utility industry. Although 

11 each of the companies is categorized as electric utilities by Value-Line, 

12 most of them derive some revenues from other industries; some are 

13 combination natural gas distribution and electric utilities while others are 

14 more diverse with operations outside of the public utility industry. I set 

15 the threshold for electric utility revenues at 70%, which eliminated 9 of 

16 the 31 electric utilities. The remaining 22 companies derive 73 % to 100% 

17 of their revenues from the electric utility business. It is these 22 

18 companies that I analyzed to estimate Westar's cost of equity capital. The 

19 selection process is shown in Schedule AHG-3 and the Proxy Group is 

20 shown in Schedule AHG-4. 

21 Discounted Cash Flow (DCF} Model 

22 Q Does the DCF model meet the legal standards discussed earlier in your 

20 
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1 testimony? 

2 A Yes, a cost of equity estimate derived from the DCF model meets the legal 

3 standards discussed above if the model incorporates current information from the 

4 capital markets via current stock prices and accurate data that investors use to 

5 establish their discount rate. The market based information ensures the cost of 

6 equity estimates evaluate investors' required rate of return or discount rate that 

7 reflects the economic environment. 

8 

9 

- 10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q 

A 

Q 

A 

Has the DCF model been an accepted model for regulators to estimate the 

cost of equity? 

Yes. The DCF model is the most widely used model for regulatory bodies setting 

allowed returns. Regulatory agencies may incorporate more than one model to 

arrive at an estimate. If more than one is used, the DCF model is always one of 

the models. If only one model is used, it will be the DCF model. Regulatory 

agencies rely on the DCF analysis because, with reasonable inputs, it is a tool that 

meets the legal standards that investors have used to value all sorts of investments 

vehicles. 

What is the underlying basis for the DCF model? 

The DCF model is an investment valuation model used to value different and 

diverse types of investments such as real estate, bonds, and common stocks. The 

DCF model is a useful tool to value any investment that involves regular, periodic 

· cash flows.- The notion of discounting a future receipt of cash back to the present 

so as to place a price or value on an investment goes back centuries. The formal 
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1 presentation of the DCF model as we use it today dates back to the 1930's in 

2 Irving Fisher's book The Theory of Interest and John BmT Williams' 1938 text 

3 The Theory of Investment Value. These two authors expressed the DCF model in 

4 modem economic terms. 

5 The premise of the DCF model in the valuation of common stock is that investors 

6 determine the value of a company's common stock by discounting its future 

7 dividend payments back to the present. The cornerstone of the DCF model is the 

8 process of discounting those future cash flows back to the present at the investors' 

9 required ROR. An investor's required rate ofreturn is risk sensitive and sensitive 

10 to the returns available on investments of comparable risk throughout the global 

11 capital markets. In other words, as the risk of the investment increases, so will the 

12 investors' required return. A higher required rate of return decreases the present 

13 value of the stream of dividends that equates to the price of the stock. So, all 

14 other variables being equal, investors price the rislder of two common stocks 

15 lower because the cash flows or dividends are discounted back to the present at a 

16 higher rate. 

17 The form of the DCF model that regulatory agencies are accustomed to seeing is 

18 often referred to as the Gordon Growth Model, which is a model that values the 

19 present value of a stream of cash flows (dividends) growing at a constant rate into 

20 perpetuity. The basic form of this DCF equation is: 

21 Stock Price = Annual Dividend I (Req 'd Rate of Return - Dividend Growth Rate) 

P; _ D0 (1+g) 
o- (Ke - g) 

22 where: 

23 · Po= the value of the common stock or asset 
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1 Do= the current dividend of the stock or annual cash flow from the asset 

2 g = the annual growth rate of the dividend or cash flow forever 

3 Ke = cost of equity or required rate of return for the stockholders 

4 This is the form of the equation commonly found in texts regarding finance, 

5 investments, and asset valuation. Such texts are inclusive of both theory and 

6 practical application. 

7 Regulatory agencies responsible for setting rates and revenue requirements want 

8 to know the investors' required rate of return or Ke in the equation. So, we solve 

9 the equation for that variable. The equation below shows the algebraic isolation 

10 of the investors' required rate of retum. By isolating investors' required rate of 

11 return in the equation, we can estimate it by knowing the stock's dividend yield 

12 and the annual dividend growth rate expected by investors. That form of the 

13 equation is: 

D0 (1 + g) · 
Ke= Po + g 

14 This equation is frequently written out as: 

15 Req 'd Rate of Return = (Current Annual Dividend/Current Stock Price) + Dividend Growth Rate 

16 Req 'd Rate of Return = Div Mend Yield+ Dividend Growth Rate 

17 Or as commonly abbreviated by regulatory agencies 

18 Ke=y+g 

19 where: y = Dividend Yield 

20 g = Expected Dividend Growth 

21 
22 · Through · a handful of inputs, the DCF model distills down to an equation, a 

23 complex cognitive process performed by investors. As with any equation that 
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7 
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10 
· 11 

12 Q 

13 A 

14 

15 

16 

17 

18 

19 

20 

attempts to model behavior, there are a host of assumptions that come along with 

it. Generally those assumptions are: 

• Investors evaluate common stock in the classical economic framework. 
• Investors discount the expected cash flows at the same rate (Ke) in every 

future period. 
• Ke corresponds only to the specific stream of future dividends, rather than 

earnings, and constitutes the source of value. 
• The discount rate (Ke) must exceed the growth rate (g). 
• The constant growth rate will continue for an indefinite future. 
• Investors require the same discount rate (Ke) each year. 
• There is no external financing. 

Why is it reasonable to accept these assumptions? 

A certain number of assumptions come along with any financial or economic 

model, especially ones that are attempting to emulate investors' behavior. The 

question becomes whether the assumptions are so contrary to investors' behavior 

in the real-world that the model output becomes meaningless or illogical. I do not 

believe the assumptions of the DCF model are contrary to investor behavior. 

Moreover, there are methods I use to evaluate whether an output falls outside of 

the realm of reality. For example, the output can be compared with the returns 

available on other investments such as long-term corporate bonds. 

21 Application of the DCF Model 

22 Q 

23 A 

How did you calculate the dividend yield (y) component of the DCF model? 

The dividend yield (y) is the easiest of the two components to measure. It is 

24 · calculated by dividing the stock's annual dividend payment per share by its 

25 marketprice per share. For example, a company paying an annual dividend of 

26 $2.00 per share with a market price of $76.00 has a dividend yield of 2.63%. 
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1 Q 

2 A 

What is the source of the dividend information? 

Historic and current dividend information is easily obtained from public sources. 

3 The DCF model requires a forward looking dividend payment which is often the 

4 current year's dividend payment increased by the expected growth rate or the 

5 forecasted growth rate for next year. I obtained the dividend per share 

6 information from Value-Line Investment Survey. The Value-Line reports for 

7 each of the proxy companies are attached as Schedule AHG-5. I obtained the 

8 stock prices for the dividend yields from YahooFinance. The stock prices and 

9 2015 annual dividend observed for each of the proxy companies appears on 

10 Schedule AHG-6. The projected 2016 annual dividend rate and resulting 

11 dividend yields appear on Schedule AHG-7. The dividend used to calculate the 

12 dividend yield is the 2015 dividend rate multiplied by the projected growth rate so 

13 as to reflect the expected 2016 dividend payment. 

14 Q 

15 A 

16 

17 

18 

Is it proper to use the dividend rate of a full year in the future? 

Yes it. is a proper application, although this method is likely a slightly higher 

dividend rate than merely escalating the cmrent quarterly dividend rate by the 

projected growth estimate. This method ensures that the DCF analysis contains a 

truly forward dividend rate, throughout the eight month process of setting 

19 Westar' s new revenue requirement. 

20 Forecasted Growth Rates for the DCF Model 

21 Q · Please discuss the importance of the second component, the growth rate (g) 

22 in the DCF equation. 
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1 A The "g" represents the anticipated annual growth rate in cash flows that investors 

2 expect to receive through dividends from the stock. This is a difficult and 

3 contentious issue in a DCF analysis for two reasons. First, it is a key element in 

4 the DCF model because the growth rate has a one-for-one effect on the utility's 

5 allowed, return. All other factors being equal, a higher growth rate results in a 

6 higher return on equity for the utility. Second, there is an element of subjectivity 

7 to selecting the growth rate due to the uncertainty about future earnings and 

8 

9 

10 Q 

11 A 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 · Q 

22 

dividends. It is difficult to uncover what growth rate estimates investors rely on 

when they value a stock and where they obtain that information. 

How did you estimate the growth rate. in the DCF model? 

The appropriate growth estimate is that which is expected by the market and 

factored into investors' analyses to estimate a stock prices. That is, it is the 

growth estimate investors used to determine the stock price. Determining 

precisely how investors estimate the growth rate used in evalu1:1-ting common 

stocks is difficult. · Earnings per share growth forecasts are commonly 

incorporated into the DCF model. Investment firms that publish growth forecasts 

publish three to five-year amrnal earnings growth estimates and that is about as far 

into the future as analysts forecast for a specific company. I discussed earlier that 

the DCF model assumes the growth rate continues in perpetuity, well beyond the 

three to five-year window of analysts' forecasts for earnings and dividends .. 

How do investors estimate the dividend growth rate beyond the three to five 

year horizon of the short-term growth forecasts? 
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A 

Q 

A 

For a long-term perspective of potential growth, investors rely on forecasts of the 

broad economy. There are sources for long-term growth estimates of this 

country's gross domestic product (GDP) that extend out more than 20 years. 

Mathematically, a growth estimate rolled out over 20 years is for all practical 

purposes a perpetuity in the world of discounting future cash flows. Academic 

texts and investment professionals use these forecasts in DCF models as a forecast 

of potential long-term growth. GDP refers to the market value of all final goods 

and services produced within a country in a given period. Nominal GDP (nGDP) 

is that measure of goods and services which includes effects of price changes -

better known as inflation. Inflation must be included because the DCF analysis is 

interested in the nominal required return or cost of equity, and investors' 

expectations of inflation are contained in their required return. Keep in mind that 

the "head-line" GDP reported in the media is real GDP; GDP less the inflation 

experienced over the measurement period. 

Is it accepted practice to use nGDP growth estimates in the DCF model? 

Yes, in the federal regulatory arena, similar to the responsibilities of the KCC, the 

FERC uses nGDP to estimate the cost of equity. FERC has reviewed the issue of 

long-term growth estimates used in DCF models; it took comments from 

concerned parties that included state com.missions, customers, investment 

bankers, and interstate pipeline companies. 8 Testimony from these parties made it 

clear that long-term estimates of nGDP are a common component of valuation 

· analyses conducted by investment professionals. From that proceeding, FERC 

concluded that long-term growth estimates of nGDP should be the estimate of 

8 Transcript from Technical Conference held on January 23, 2008, FERC Docket PL07-2-000. 
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Q 

A 

I0ng-te1m growth in the DCF models used to estimate required returns for 

interstate pipeline companies because that is consistent with investor behavior.9 

In June of 2014, FERC concluded that the same methodology should be used in 

setting the required returns for electric transmission companies. 10 

Is there academic support for this issue? 

Yes, valuation analysts have carefully considered the long-run growth rates used 

to value assets. Using an incorrect growth estimate will lead to incorrectly 

valuing an asset. Academic research supports has shown that nGDP growth 

forecasts are an important input to valuation studies because the analyst has to 

consider whether a company's annual earnings can grow faster than the broad 

economy. In two of his books devoted to the subject of asset valuation, 

Investment Valuation: Tools and Techniques for Determining the Value of Any 

Asset, 2nd Edition and Damodaran on Valuation: Security Analysis for 

Investment and Corporate Finance, 2nd Edition, Dr. Aswath Damodaran discusses 

the nature of a stable growth rate for DCF models. He argues for viewing 

nominal economic growth as the absolute maximum when using a stable-growth 

model, such as the DCF model we are using. 

"The stable growth rate cannot exceed the growth rate of the economy in which a 
firm operates, but it can be lower. There is nothing that prevents us from 
assuming that mature firms will become a smaller part of the economy and it may, 
in fact, be the more reasonable assumption to make. Note that the growth rate of 
an economy reflects the contributions of both young, higher growth firms and 
mature, stable growth firms. If the former grow at a rate much higher than the 
growth rate of the economy, the latter have to grow at a rate that is lower. " 
(Damodaran on Valuation: Security Analysis for Investment and Corporate 
Finance, 2nd edition; Aswath Damodaran; p.148. 

9 Policy Statement, FERC Docket PL07-2-000 (April 17, 2008); FERC Opinion No. 486, FERC Docket 
RP04-274 (Oct. 19, 2006). 
10 Opinion No. 531; June 19, 2014; 147 FERC 61,234; para 36. 
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Q 

A 

"The growth rate of a company cannot be greater than that of the economy but it 
can be less. Firms can become smaller over time relative to the economy. Thus, 
even though the cap on the growth rate may be the nominal growth rate of the 

. economy, analysts may use growth rates much lower than this value for individual 
companies. " (Damodaran on Valuation: Security Analysis· for Investment and 
Corporate Finance, 2°a edition; Aswath Damodaran; p.159) 

It is worth noting that Professor Damodaran cites the nGDP growth projection as 

a ceiling for long-term growth in most valuation studies. Certainly there are 

industries that will exceed the average for a period of time, but even for those 

industries experiencing rapid growth, that would not continue forever. For 

purposes of my analysis, it is not realistic to place a mature industry like electric 

utility services in a group of companies that should experience rapid growth over 

an extended period of years. 

In that discussion, your source states that nominal economic growth is a 

ceiling for long-term earnings growth. Is the ceiling the appropriate number 

for an investor to use when valuing a common stock? 

There is research that casts doubt on using the forecasted nGDP as the growth 

ceiling in valuation studies as nGDP may actually overstate the growth potential 

for a company's earnings. Research by Bernstein and Amott warns practitioners 

that a portion of nGDP growth is created by new enterprises and that portion of 

nGDP growth does not contribute to the earnings growth of existing enterprises. 11 

11 Earnings Growth: The two Percent Dilution; William J. Bernstein and Robert D. Arnot; Financial 
Analysts Journal; September/October 2003, pp 47-55. 
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2 Q 

fo,o i111porh111t co11c1•pis playl'd a key role ill lite /1111/ nwrlwt <f tire 1990s. 
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prrccnl or more n year. · 

Does their view that nGDP growth is a ceiling on long-term earnings growth 

3 exist outside of academia? 

4 A · · Yes, Bernstein and Arnott have both published in peer-reviewed academic 

5 journals, books on investment strategy, as well as building careers in the field of 

6 asset management and investment strategy. Furthe1more, institutions directly 

7 involved in asset valuation and asset management that apply valuation models to 

8 analyze potential acquisition and merger transactions recognize that estimates of 

9 firm-specific growth are a driver to the value of an asset; overstating growth 

10 would cause a model to overestimate the value. These expe1is also warn of a 

11 ceiling to earnings growth rates as being no more than that of broad economic 

12 . growth. 

13 "Growth rate: Few companies can be expected to grow faster than the economy 
14 for long periods. The best estimate is probably the expected long-term rate of 
15 consumption growth for the industry's products, plus inflation. " (Valuation: 
16 Measuring and Managing the Value of Companies; Tim Koller, Mark Goedhart, 
17 and David Wessels; McK.insey & Co; 4th ed; p275.) 

30 



1 

2 

3 

4 

5 

6 

7 

8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

24 

Direct Testimony of Adam H. Gatewood DocketNo. 15-WSEE-115-RTS 

Q 

The following quote from J.P. Morgan Asset Management (JPMAM) addresses 

the limits on earnings growth on a macro-level. This statement by JPMAM 

addresses the macro or economy-wide measures of profits and it is consistent with 

the firm-specific view expressed by asset valuation experts in that analysts must 

be aware of the forecasted growth rates applied in valuation models and how 

those growth forecasts comport with broad measures of forecasted economic 

growth. 

"One common mistake is to assume that earnings and dividends received by 
investors can grow in line with-or even in excess of-overall economic growth 
(GDP) in perpetuity. Granted, it is almost a truism that aggregate earnings must 
grow at the same pace as the overall economy in the ve1y long run; otherwise, 
profits would eventually outstrip the size of the entire economy or dwindle to an 
insignificant share of it. But not all of this earnings growth accrues to existing 
shareholders. On the contrary, a large portion of economic growth comes from 
the birth of new enterprises. Some commentators suggest (for example, Bernstein 
and Arnott, 2003; Cornell, 2010) that new enterprises account for more than half 
of GDP growth in the US., while in some rapidly developing economies new 
enterprises may account for the lion's share of overall economic growth. " (Long­
term Capital Market Return Assumptions: 2015 Estimates and Thinking Behind 
the Numbers; J.P. Morgan Asset Management; p.25 
https://am.jpmorgan.com/lu/institutional/ltcmra) 

Do you believe this information justifies incorporating long-run nGDP 

growth forecasts in cost of equity analyses of utility companies? 

25 A Yes, in a general rate proceeding such as this, the Commission is attempting to 

. 26 ascertain the discount rate investors apply to the future cash flows from an 

27 investment in these utilities; therefore, the Commission should emulate investors' 

28 analytical practices as much as possible to determine their discount rate.· As noted 

29 · above, investment professionals include a long-run growth forecast for the general 

30 economy when applying valuation models like the DCF and capital asset pricing 
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1 model, and that measure of macro-economic growth serves as the upper bounds of 

2 a firm-specific analysis. Therefore, the Commission should consider that same 

3 information. 

4 DCF Results 

5 A 

6 Q 

Please discuss the results of your DCF analysis. 

The results of my DCF analysis appear in the following table. As I have set out 

7 the foundations for the DCF analysis in the previous pages, in this section I will 

8 discuss the specific information that I relied on for the DCF model and interpret 

9 the results. 

32 



1 

2 

3 

4 

5 

6 

7 

8 

9 

Direct Testimony of Adam H. Gatewood DocketNo. 15-WSEE-115-RTS 

To calculate the expected dividend, I multiplied the reported 2015 annual 

dividend by the forecasted growth rate to move the current 2015 dividend ahead 

one full year so as to reflect the expected dividend rate in year one. The data for 

each proxy company is shown on Schedule AHG-7. That 2016 annual dividend is 

divided by the pricing data gathered for each of the proxy companies from the 

time period of March 1, 2015, through May 31, 2015, on a weekly basis. The 

high and low prices for each week are shown on Schedule AHG-6. The low 

dividend yield is computed using the expected 2016 dividend divided by the 
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average of the weekly high prices while the high dividend yield is computed using 

the weekly low prices. 

3 Q 

4 A 

How did you arrive at a growth rate for each proxy company? 

The growth rate is the average of the short-term growth rates12 and the long-run 

forecast of nGDP of 4.38%. Schedule AHG-8 summarizes all of the observed 5 

6 growth forecasts; both historical and forecasted. 

7 

8 Q What are your observations of the short-run growth forecasts? 

9 A The average of the short-run growth forecasts for the proxy group is-5.12% with a 

12 For each proxy company, I gathered four short-iun, three to five year growth forecasts - earnings and 
dividend growth projections from Value-Line Investment Survey, analysts' earnings growth projections 
reported by FactSet through SNL Financial, and earnings growth projections reported by Thomson 
Financial Network reported by YahooFinance. FactSet and Thomson Financial Network aggregate 
analysts' earnings forecasts and report the mean of those estimates. Value-Line produces its own growth 
forecasts and publishes on a quarterly basis. The Value-Line report for each company appears in Schedule 
AHG-5. 
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1 range of2.50% to 6.90%. 

2 Q How do the forecasts compare to historic growth rates realized by the proxy 

3 group? 

4 A As you can see in the previous table, the averages from each forecast source fall 

5 under the ten year historic averages and are greater than the five year historic 

6 averages. All of the growth forecasts are positive although there are several 

7 individual observations of negative historic growth for both the five and 10 year 

8 periods. 

9 Q 

10 A 

How did you estimate long-run nominal GDP growth? 

I averaged the long-run nGDP forecasts of the Energy Information Agency (EIA) 

11 in its 2015 Annual Energy Outlook and the Social Security Administration (SSA). 

12 Both forecasts extend to 2090. 

13 

Nominal GDP Forecasts 

Energy Information Administration--
2015 Annual Energy0utlook(2013 -2090) 

Social Security Administration--
2014 Annual Report to the Board of Trustees 
ofOADSI (2014 - 2090) 

Average 

4.25% 

4.50% 

4.38% 

14 These two forecasts are consistent with the other long-run forecast for real GDP 

15 shown in the following table, as both the EIA and SSA forecasts of nominal GDP 

16 incorporate an inflation forecast of 1.8% to 2.0%, thus expecting real growth in 

17 the range of 2.4% to 2.6%. The following table is taken from EIA's 2014 Annual 

18 Energy Outlook. The first two lines contain EIA's forecasts from 2014 and 2013 

19 respectively. Like the EIA and SSA, the Office of Management & Budget 
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(0MB) and Congressional Budget Office (CBO) are agencies of the U.S. 

Government. ISH Global Insight and INFORUM (University of.Maryland) are 

subscription services and, of course, ExxonMobile is one of the · largest 

corporations in the world. From a diverse group of interests, there is some 

consensus that long-run economic growth in real terms will be in the range of 

2.5%. Applying the 1.8% to 2.0% inflation forecasts would result in a nominal 

growth rate of 4.3% to 4.5%. This is in stark contrast to Mr. Som.ma's growth 

forecast of 5.62% in his DCF analysis and 11.28% growth used in his CAPM; 

both dramatically exceed the consensus forecasts from these seasoned, 

professional services. Mr. Som.ma's 5.61 % nGDP is built on his unsupportable 

belief that real GDP will grow at an annual rate of 3 .27%, which is about 100 

basis points greater than any of these professional forecasts. 

Table CPI. Comparison; of awrage annual economic growth projectiom, 2012-40 
Average annual percentage growth rates 

Projection 2012-2015 2012-2025 2025-2040 2012-2040 

A£02014 (Roferern:e case) 2,6 25 24 24 
-··------- ----·--"-.-~ ... -~·-····· ·---·-· -------··-·- -·----· ------·---~·- ·--···-···-·-·---------- ···----- ------·--··---------·- --·--·-·-·--·---------- - --~ ·----- ,., _____ _ 
A£02013 (Reference case) 2.6 26 24 25 
..... ·········-·· .......... . 

__ IHSGl_(May_2013) ________ . . .. 2.6 26 24 25 

0MB (January 20M)' 

~BCJ (F~~iual)' 2_014)' 
INFORUM (November 2013) 

27 

2.6 

2.4 

2.6 

25 

26 
·-·· .. ····-··· 

2.3 24 
........... - . ··-·····-··-· -· 

£xxonMobll 25 22 24 
-..... -···'-····-··•-"'"" 
_ O[G (January 2013) . .. _ _ __ ____ _ _ .............. _2:7 ·- --······ ··- .... 2:!. .. _ _ _ __ _ ___ ~5-- _ ... .. _ _ 2.6 
•• = col reported or not applicable. 
'OMO and CBO projections end in 2024, and growth rates cited are (or 2012-24. AEO projections end in 2040. 
11EA publishes U.S. gro'lt1h mies for certain Intervals: 2011-15 growth is26%, 2011-20 growlh is 28%, and 2011-35 growth is 2.4%. 

CP-2 U.S. Energy Information Administration I Annual Energy Outlook 2014 

This table was published in the 2014 edition of the Annual Energy Outlook. The 

2015 did not contain a similar table .. A check of ExxonMobil's 2015 Energy 

Outlook indicates its forecasts for GDP growth are 10 basis points higher than 

those published in 2014. I have not found any evidence that growth projections 
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1 shown in this 2014 table have changed significantly. 

2 Q 

3 A 

4 

How is the long-run nGDP forecast applied in your DCF analysis? 

The long-run nGDP growth forecast of 4.38% is averaged with the short-run 

growth forecasts. The result is the sustainable growth estimate used in the DCF 

5 calculations for each of the proxy companies. In my analysis, I give equal weight 

6 to short-run and long-run growth forecasts. The weighting is certainly debatable. 

7 At FERC, in both natural gas pipeline and electric transmission rate cases, the 

8 short-run growth is afforded a two-thirds weighting. In the regulated electric 

9 utility industry, there is seldom a dramatic difference between a well-reasoned 

10 short-run growth estimate and a sound long-run forecast of nGDP, so the 

11 weighting is not going to cause a significant change in the results. Regardless of 

12 the small difference, a long-run nGDP estimate is one component of any sound 

13 DCF analysis, as it recognizes the upper-threshold of growth potential. 

14 Internal Rate of Return Analysis 

15 Q 

16 A 

Please discuss the internal rate of return (IRR) analysis that you performed. 

An IRR analysis of an investment is a form of a discounted cash flow analysis, 

1 7 only with a more cumbersome equation than the Gordon Growth Model that we 

18 applied in the previous section. In the age of spreadsheets, the IRR equation is 

19 not that much harder to manage than the dividend yield plus growth DCF model, 

. 20 and as the IRR model allows ·us to apply the growth forecasts to their respective 

21 forecast periods, the IRR model provides important information to policy makers. 

22 In the IRR analysis, we are able to apply the five year growth forecasts to the 
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1 

2 

3 

4 

5 

6 

7 

intended five years of dividends with the remaining years growing at the long-mn 

nGDP forecasted growth rate. 

The IRR calculations appear rn Schedule AHG-9. The following table 

summarizes the results of the IRR. Recognizing that the short-term growth 

forecasts are given much less weight than in the DCF analysis, the average for the 

proxy group in the IRR analysis is about 20 basis points higher than the DCF 

results. 

. 1. . .. J I 
._J. Internal Rate ofReturn ! 

. l,MJete_l!J~ ... _ ___ .. ·-····-· :+ : : i2§%f:: 
-· IAIIia11tEnergyCorp __________ L_ ___ 8.45%L 

l.t\IJiei:t:11Co.rn_ . . -- . J J,9~'Yc,i 
_ f .t\IJieric_an Illt:ctric P\W Co _ I . . . _ 8,6§.%i _ 

_ _i~~;~~;Qgrn_-....... · ..... ·L- ----~:~~~L-
lconsolidatedEdisoninc I 8.73%1 

---1~:1:::r:-IT~~~ -:-_ ·::J·:·· ···· · ··.·tit~\· -
I Edison International I 7.18% I 

· I El P~o Electricco . I 7 .91 % i 
- ,E~p~~ Di~-i;i~tEie-~tri~ Co- ·1 . " 9.10%1 -

IQ~~iiq'_l,ajns]::n_~~gy.!n.c__ __ _J ____ ... t7.?.o/ol _. 
!IDACORP Inc I 7.52%1 
INor!hWeste~C~rp: __ . --- . L._ 8.50%1 __ 

·-· iI:~:~i~~~tzi~~;·_ .. J ____ ·- .iii~I ... _ 
]Portland General Electric Co. I 8.03%1 

.. im~9i~~;gy: . - -: I _ : 1Q,Ql%L 
--i~e:lt~n:~:~:c __________ · I- -- -{~~~1--
l ·· M(:!1111 ·· .... __ tS-3o/•! 

I· Mini -7..I~~I : 
_ij~J, ___ J_Q,01_%) 

i 8 

9 Capital Asset Pricing Model Analysis 

10 ·Q 

11 A 

Please describe the capital ass~t pricing model (CAPM). 

The CAPM offers an explanation of the positive relationship between risk and 
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ROR required by investors. 13 It is appealing to regulators because it meets the 

legal standards I discussed as it incorporates current data from the financial 

markets and the unique risks of the utility in question. 

Ke =Rf+ Beta (Rm - Rf) or 
Ke =Rf+ Beta (Rp) 

Ke= 
Rf= 

Rm= 

Rp= 

where: 

required return on equity 
return on the risk-free security 

expected return from the market 

risk premium required by investors to purchase common stocks 

instead ofrisk-free securities often calculated as Rm - Rf 

Beta= volatility of the security's or portfolio's return relative to the 

volatility of the market's return 

14 Rf 
15 The Rf estimate is the interest rate investors believe represents a riskless return. 

16 Although it is a simple concept, the answer is not universally agreed upon. The 

17 90-day U.S. Treasury Bill yields are used as the risk-free rate because they 

18 possess no default-risk and the time to maturity is short enough to minimize risks 

19 from inflation. The 30-year U.S. Treasury Bond is also used as a risk-free rate of 

20 return. This is not universally accepted because the value of U.S. Treasury Bonds 

21 fluctuates as interest rates change. An investment in U.S. Treasury Bonds is a 

22 risk-free investment if the investor plans to hold it until maturity. The risk-free 

23 instrument chosen will have an effect on the results of the CAPM analysis. 

24 Whichever instrument is selected, it should be used consistently in the equation. 

25 Beta 
26 The beta coefficient measures the volatility of return earned by the utility's stock 

27 relative to the volatility of the returns earned by the broader equity market. The 

13 The theoretical support for the CAPM is the work done by Hany Markowitz ("Portfolio Selection," 
Journal of Finance, March, 1952). W.F. Sharpe added the concept of a risk-free rate of return to the 
Markowitz model ("A Simplified Model of Portfolio Analysis," Management Science, January, 1963). 
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Q 

A 

broad equity market is frequently measured using the S&P 500 Index. This 

measure provides a look at the risk and volatility of a stock relative to other 

investments. A stock with a beta of one is just as volatile as the market, .5 and the 

stock is half as volatile as the market, and 1.25 it is twenty-five percent more 

volatile than the market. 

Rm 
Rm is the expected return on the stock market as measured by a broad market 

index such as the S&P 500. This represents the total return consisting of the price 

change of the index plus dividends earned for the year. 

Rp 
The risk premium is the difference between investors' expected return from the 

stock market and their expected return from the risk-free investment over the 

same time period. The risk premium is written as Rm-Rf. The market return and 

the risk-free return should be taken from the same time period so as to accurately 

measure the additional return required by investors to take on the risk of common 

stocks over the risk-free investment. Rp is calculated using the historic market 

returns discussed above and the historic returns on U.S. Treasury Bills or Bonds 

from the same time period. 

Please discuss your CAPM analysis. 

I took two distinct approaches to the CAPM analysis. I performed one analysis 

using historic measures of returns from the stock and bond markets and a second 

analysis using forecasted returns. The results using historic returns are drastically 

higher; 9.20% compared to 6.64%. 

Both forms of my CAPM analysis incorporate the beta coefficients for the proxy 
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1 

2 

3 

4 

5 

6 

7 Q 

8 A 

9 

10 

11 

12 

group. As you can see in the following table, the average for the group, as well as 

Westar, is 0.75 meaning the total return of the proxy group on average is about 

75% of the broad market. This is a clear indication that electric utilities like 

Westar and the proxy group are less volatile than the broad stock market, and 

investors expect a return lower than that expected of the market. 

I .. . .... J .......... 1 ... _ ... J 
1 ...... J!eta_<::CJ_e~cie_!ltspfl'.r.~!YGf()11lp_ 1

1 
.. 

i 
' 

IA(_l~!e_~~---- - ----- ___ _!ALE. -- l __ o.soJ 

1::::::Corp I: I ~:~~1-
!AmericanElectrfoP\;~Co. - - 'i'AEP . _ .j__o.101 
/A\~Slll_C.c:>rl' . . . _·_-_--___ -_!, i_:_ ... _A __ s __ ·___ ! O,?O!. 
icMS_l:l11~rfil'_C:C>rp __ I 0.751 

J Consolidated Edison Inc . li;:p ___ ._.1!
1_._· __ oQ.,·_6? __ oO __ II ... I DominionR~sources Inc . .. 1D 

Jpu1'tJl:ln_~rgyCorp~e;y . Joyic .. ..1 M.OI 
!E<lisoninternational___ [EIX_ .. I 0.751 
IEtPasoElectricCo. . . /EE ___ J_. Q,?QL 

_Jl:o!"P!i~.I?!~!!(_()_~Illect!ic Co JEI?E. .. J __ Q.JOI. 
IGreatPlainsEnergyinc !GXP I 0.851 
J~~c:~!iii _ · · · IA?{' ___ t o.soi 
. l~orthWesternC~~P, I~ ! Q.7_Ql

1

_ 

loQill:l11ergyC._<!.rp_ I0.9E: I_ Q,20 
_ IP~~!fi_c:__Q~-an~El~~trjc Co. !pm i 0.65 I ........ j-·v ·····- .....• - t - - --- t . 

1PinnacleWestCaj)ita!Corp ___ IPNW ______ .1._0.70[_ 
I Portland General Electric Co ... JPOR I . 0.801 

l~~~~~f!!~fu; J:. JJ:i~l-
.1 Xcel Energy Inc I XEL f O. 65 i 
i .... 1 . J_ Q--741 
iS01JTc_e: Val_ue}All~_l!l\ll!Sllllent §Ty .. . [ ! 

Please describe the forecasted-CAPM analysis. 

For the forecasted-CAPM, I relied on the expected returns published JPMAM in 

its annual publication, Long-Term Capital Market Assumptions. JPMAM 

publishes 10 to 15 year forecasts of expected retums on dozens of investment 

asset classes. What is unique about this product is that JPMAM publishes not 

only the forecasted return, but also an extensive discussion that explains how they 
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1 an-ived at those forecasted retums.14 JPMAM provides the following discussion 

2 of how it uses the long term capital market return assumptions (LTCMRA) in its 

3 own business as well as its intended audience. As you can see in the following · 

4 table, JPMAM forecasts an annual return on common stocks of 7 .60%. The 

5 Commission should compare this forecast to Mr. Somma's expectations for the 

6 stock market; he expects annual retums of 13.25%. Mr. Somma's expectations 

7 are far above the expected. 

8 

9 

10 

11 

How do investors use the L TCMRAs? 

The Long-Term Capital Market Return Assumptions are used widely 
by investment teams throughout J.P. Morgan Asset Management as 
well as by institutional investors-including pension plans, insurance 
companies, endowments and foundations-to ensure that 
investment policies and strategic asset allocations are developed 
based on a comprehensive and consistent set of "real world" views. 
In addition the LTCMRAs allow the resulting investment 
characteristics and return profiles to be tested and analysed, 
facilitating a more effective communication and underwriting of the 
implied risk and return profile. 

When used, as is most often the case, to review an existing strategic 
asset allocation, the LTCMRAs can help investors to better assess 
and quantify the trade-offs available to them across multiple 
dimensions. Tl1ese trade-offs include: the relative risk prernia 
between more and less volatile assets: the risk premia associated 
with investing outside of their own domestic asset classes: which 
opportunities exist to increase portfolio diversification: and which 
nominal or real return target is achievable with a given level of 
portfolio volatility and vice versa. 

Following the calculations and inputs through the CAPM equation in line 2 of the 

following table, the forecasted return on a risk-free investment, 10 Year U.S. 

Treasury Bonds, is subtracted from the expected return on common stocks 

14 Long-term Capital Market Return Assumptions: 2015 Estimates and Thinking Behind the Numbers; J.P. 
Morgan Asset Management; p.7; https;//am.jpmorgan.com/lu/institutional/ltc1ma 
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resulting in a risk premium of 3 .19%. This risk premium is essentially the 

additional return necessary to induce investors to take on the added risk associated 

with common stocks over the risk free investment. The beta coefficient is applied 

to the risk premium to ascertain how much of a risk premium is necessary for 

investors to, in this instance, take on risks of investing in electric utility stocks as 

opposed to the risk free U.S. Treasury Bond. As the electric utilities like the 

proxy group and Westar are less risky than common stock in general, their risk 

premium is 2.39%. 

- -i -- J .I -- J t -I - '1··--· 
__ j_ ...... ......... ... _ C::aP.it:i_l ~~~t :1,'ri_c~11g l\1odel ~: Forec:isted ~sl,P_re111_i111ll _ . 

. , ... + . Uf'°' Fo,«rdMock.t R,ruo,( T,e•::z::.::lJ. ..1 

I ! I l i ..... I . Bet~ ..... ,- . r I 

1 iif t::~t~:i~~!ttL, + ... J . ::~: r ·.··· r 
J ·111?;s1~~:;L.~~ · \ r · :: · :0::H r · 1 

.•. J ::i::::r::::: ,;.~ Rorurn~,,iliL ~-L":::tL,..~ ·1· 
i I by J.P. Morgan Asset Management 2015 Edition. i I i I 

... . i .. -2) I Fo;~c~t~d i ci" t~ is y~; A~~ R~~ hi~i~~tic ;~t~~ ~n i;t~~ediat~ ~e~ . . . . ·- ·· 1 
___ , --····_··l1is.B~~~ii;i:r:ivi;;~~h~~tM~~~~~~t201s-Edi~i~;ic·· --- --- r ·or_-_-··· ____ J 

j 3)fResultingriskpremium (1-2) . .. . f . . i I l . I 
... r ·--4) ! Bet~ c;~ffi~1~nt·~-f() .7 5- f~; the. P;o~ G~o~p ~d w ~s-tar (R~p~rted by vai~e-Li~~) .. . . 1 · 

___ [:_:5-)_1
1
·:r;;j:;:i;;~-~--~~ei~~~iQ~_!is~2r_~~i~1~ .:L ·:·:-: ::_:;·. :.-~~:.: ... : :!·- f---~: _ ............ :1

1
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1 The expected risk free yield of 4.25%15 is added to the beta specific risk premium 

2 to arrive at the cost of equity for the given beta coefficient of 6.64% 100 basis 

3 points less than the returns JPMAM is forecasting for the broad stock market 

4 indexes. These results appear low by historical measures, although in the current 

5 capital markets investors in Westar, long-term bonds are purchasing bonds with 

6 the expectation for returns or around 3.80% to 4.00% in March 2015 through May 

7 of 2015. 

8 Q 

9 A 

Please discuss the historical-CAPM analysis. 

I performed a CAPM analysis incorporating historic data of returns earned from 

10 1926 through 2014. The process is the same as that applied in the Forecasted 

11 CAPM. 

15 JMAM is one source for forecasted data. . Another source is the Survey of Professional Forecasters 
published by the Federal Reserve Bank of Philadelphia; https://www.philadelphiafed.org/research-and­
data/real-time-center/survey-of-professional-forecasters/2015/survq 115 .cfm 
At page 17 in the February 13, 2015, edition the Survey, it is reported that for the next ten years, the mean 
expected annual return on the S&P 500 Index is 5.79% (20 forecasts) while the mean expected yield on 10 
Year Treasuty Bonds is 3.91% (25 forecasts). Forecasters project annual growth in real GDP over the next 
ten years of2.51 % and an annual inflation rate of 1.83% to 2.03%. 
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Keep in mind that, in relying on historic data, we are assuming that ce~ain trends 

observed in the past will continue in the future. Most notably, we would be 

assuming that the historic risk premium relationship observed in the returns on 

common stocks versus the returns on U.S. Treasury Bonds continues in the future. 

The historic risk premium is 5.70% which is drastically greater than the 3.19% 

risk premium expected by professional forecasters and institutional investors. 

That difference is an indication that institutional investors and professional 

forecasters do not expect the future nominal returns to be as great as those 

experienced in the past. 
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1 Staff Response to Mr. Somma's Direct Testimony 

2 Q 

3 A 

4 Q 

5 A 

What is the ROE Westar is requesting? 

Westar is requesting an ROE of 10.00%. 

How did Westar arrive at a cost of equity estimate of 10%? 

Westar witness Anthony Somma provided a cost of equity analysis. His findings 

6 are summarized in this table which is from page 63 of his testimony. 

Table 11 

Adlusted ROE Recommendation 

Range Wei!lht Weighted Range 
DCF Results 9.47% 9.52% 50.0% 4.74% 4.76% 

Forward CAPM Results 10.86% 11.76% 25.0% 2.72% 2.94% 

Risk Premium Results 10.33% 10.38% 25.0% 2.58% 2.60% 
10.03% 10.30% 

Issuance Costs 0.12% 0.12% 
Adjusted ROE 10.15% 10.42% 

7 

8 His cost of capital study an'ives at a range of 10.00% to 10.30%. As you can see 

9 in the table, Mr. Somma places 'greatest weight, 50%, on the DCF analysis. He 

10 weights the results of his CAPM and Risk Premium at 25% each. 

11 Q 

.12 A 

Generally, what are your criticisms of Mr. Somma's analysis? 

Mr. Som.ma's DCF analysis assumes an unsustainably high growth rate, adjusting 

13 that growth rate to a level that reflects the realities of the current and prospective 

14 economy lowers the result closer to Staffs DCF analysis. Mr. Som.ma's CAPM 

15 and Risk Premium analysis contain too many points of disagreement at both the 

16 theoretical and application level, that I recommend the Commission place no 

· 17 weight on them. 

18 Q Is it reasonable to expect corporate earnings and dividends to grow at a rate 
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A 

Q 

A 

Q 

A 

that is so much greater than forecasted nGDP? 

No, it is not a reasonable expectation. As I explained earlier, there is a 

considerable amount of both academic research and professional application of 

the DCF model that discuss the growth rate issue. The research from both realms 

is very clear: the broad measure of economic growth, most always defined as 

nGDP, is a necessary limit on dividends and earnings growth. 

Did you uncover any other evidence that Mr. Somma's CAPM analysis 

overstates investors' required returns? 

Yes, there are obvious indicators in Mr. Somma's CAPM. For instance, the 

required return on the market is very high and well above reasonable 

expectations. Mr. Somma's CAPM assumes that the annual average return on the 

S&P 500 Index will be 13.25%. His forecasts for the equity market far exceed 

historic return of 12.10%16 and far exceed the expected returns for the future. As 

a point of comparison, J.P. Morgan Asset Management forecasts an annual return 

of 7.60 to 8.80% on common stocks over the next 10 to 15 years.17 

Does Mr. Somma's CAPM analysis provide the Commission with useful data 

to estimate Westar's cost of equity? 

No, it does not. The Commission should not place any weight on Mr. Somma's 

CAPM analysis as I have demonstrated that the inputs are not representative of 

the capital markets and would not be relied on by investors. 

16 Historic total return on the S&P 500 Index from 1926 through 2014 as reported in Ibbotson SBBI 2015 
Classic Yearbook. Market Returns for Stocks. Bonds. Bills & Inflation; Morningstar. 
17 Long-Term Capital Market Return Asswnptions: 2015 Estimates and the Thinking Behind the Numbers. 
https ://am.jpmorgan. com/us/institutionaVltcmra 
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1 Response to Westar Proxy Group 

2 Q Do you agree with the proxy group Mr. Somma used in his cost of equity 

3 analysis? 

4 A No. Mr. Somma incorporates a market capitalization selection parameter that I do 

5 not use in my selection. 

6 Q Do you believe the proxy group is a cause of the difference in ROE estimates 

7 between you and Mr. Somma? 

8 A No, it is unlikely the cause of the difference as all of Mr. Somma's proxy 

9 companies are in my analysis and, generally, except for the market capitalization 

10 parameter, his selection criteria is similar to those that I used. Given these 

11 similarities, I will not spend time rebutting his proxy group. 

12 Q 

13 A 

To be clear, are you using the same proxy group as Mr. Somma? 

No. My proxy group is larger, consisting of 22 electric utilities, and it includes all 

14 12 of the electric utilities in Mr. Somma's proxy group. 

15 Response to Westar DCF Analysis 

16 Q On page 45 of his direct testimony, Mr. Somma states that his DCF analysis 

17 results in a mean of 9.47% and a median of 9.52%. Why are his estimates so 

18 much higher than your DCF analysis? 

19 A There are two reasons for the difference: 1) the growth rates he selects; and 2) his 

20 exclusion of the results of one company. Mr. Somma shows the result of his DCF 

21 analysis in Table 3 on page 45 of his testimony. Oddly enough, there are no 

22 tables in his Direct Testimony that show his specific inputs for his DCF model; 

23 that information only exists in his work papers. 
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1 Q 

2 A 

Why do you disagree with the growth rates in Mr. Somma's DCF analysis? 

I disagree because he relies solely on three to five year earnings growth forecasts 

3 for his estimate of growth in his DCF model. Throughout his testimony, he refers 

4 to securities analysts' three to five year earnings growth forecasts as "long-term 

5 forecasts." His methodology is contrary to the fundamentals of the DCF model 

6 which views growth prospects well beyond Mr. Somma's three to five year 

7 horizon. 

8 I discuss growth rate selection for the DCF model earlier in my testimony. 

9 Research demonstrates that securities valuation theory and its practical 

10 application of the DCF model demands a long-term view of growth. Whether the 

11 practitioner uses a two-stage DCF model, as I have or single stage DCF model as 

12 Mr. Somma has done, the practitioner has to recognize that the DCF model 

13 demands a long-term growth projection; a growth estimate that goes beyond the 

14 three to five year window of analysts' earnings growth forecasts. 

15 Q 

16 A 

What are tlie sources for Mr. Somma's growth estimates? 

He obtains three to five year forecasts of earnings growth from Value-Line 

17 Investment Survey, Thomson Reuters, and Bloomberg. I do not object to any of 

18 these sources for earnings growth rate estimates. I only object to Mr. Somma's 

19 · position that market participants use a three to five year forecast as that which 

20 continues far beyond that time period. 18 

21 Q How do his growth fo'recasts compare to historic growth rates for electric 

22 utilities? 

18 His DCF calculations and the inputs to his DCF analysis appear only in his work papers (KCC #85). 
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1 A Mr. Somma does not provide any sort of review, analysis, or historical context for 

2 his growth rates, nor does he even disclose the growth rates in his testimony. 

3 Which is an odd presentation when he in fact acknowledges that the growth rate 

4 in the DCF model is " ... the most significant area of controversy among model 

5 inputs."19 Despite his acknowledgment that this is a critical input to a DCF 

6 model, he never provides any historical context for this critical input. 

7 Q You stated earlier that a 4.38% annual growth in nGDP is forecasted for the 

8 coming decades. How does that compare to the growth rates Mr. Somma 

9 uses? 

10 A As you can see in the following table, the average three to five year annual 

11 earnings growth forecast for Westar's proxy group is 5.86%; significantly greater 

12 than the forecasted growth rate for the economy. Mr. Somma never attempts to 

13 explain why it is reasonable for us to assume that his proxy group of electric 

14 utilities will grow at a rate so much greater than the U.S. economy for many 

15 decades into the future. 

19 SommaDirect 15-WSEE-115-RTS; p43; line I. 
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, I 1 

2 Q You stated earlier that you disagree with the removal of IDACORP, Inc. 

3 from the DCF results. Why do you disagree? 

4 A Mr. Somma concluded that the DCF outcomes for IdaCorp were too low to be 

5 logically representative of the capital markets, so he removed that result from the 

6 average. Mr. Somma stated that he removed IdaCorp from the average because 

7 its DCF results " ... yielded a return on equity lower than the cost of debt that 

8 Westar is requesting."20 While that statement is true, it is not a reason for 

9 removing that observation from the average. For an appropriate comparison, Mr. 

10 Somma should be looking to the market cost of debt in the cu1Tent capital markets 

11 as opposed to the embedded or historic cost of debt. In the time period in which 

12 Mr. Somma gathered pricing data, the yield on Baa/BBB rated utility debt was 

13 about 4.30%. Thus, by a measure of cu1Tent, market derived bond yields, the 

20 Somma Direct p44 
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1 estimates for IdaCorp should remain in the analysis. Leaving IdaCorp in the data 

2 set lowers the average. 

3 A test such as that applied by Mr. Somma is a common test used in cost of equity 

4 studies as means to remove observations that are illogically low relative to other 

5 investments. It is common place to assume to use observations on utility bond 

6 yields as a benchmark. For instance, FERC has adopted a low-end limit of the 

7 prevailing yield on utility bonds plus 100 basis points under the rationale that 

8 investors would require a minimum risk premium of 100 basis points over the 

9 available bond yield to induce them to purchase the common stock. As I pointed 

10 out in the previous paragraph, the widely accepted benchmark is market yield; it 

11 is not the historic or embedded yield as Mr. Somma relied on. 

12 Q If Mr. Somma had incorporated a long-run perspective in his growth 

13 forecast and in ldaCorp, how much would that change the results of his DCF 

14 analysis? 

15 A Giving the nGDP and his earnings growth rate forecast equal weighting would 

16 lower the average of his DCF results 62 basis points. Shown in Table 3 on page 

17 45 of Mr. Somma's Testimony, the average of 9.47% would decrease to 8.85% 

18 which is comparable to the cost of equity estimates in Staff's DCF analysis. 

· 19 Response to Westar's Capital Asset Pricing Model 

20 Q 

21 A 

22 

23 Q 

Do you agree with the results of Mr. Somma's CAPM analysis? 

No, I do not. His CAPM analysis does not provide an accurate picture of 

Westar's capital costs because of overly·optimistic long-run growth rates. 

What is the result of Mr. Somma's CAPM analysis? 
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A 

Q 

A 

Q 

A 

Q 

A 

Mr. Somma's CAPM analysis indicates a cost of equity in the range of 10.86% to 

11.76%. 

Where is the growth rate applied in the CAPM? 

In Mr. Somma's CAPM analysis, the three to five year annual earnings growth 

rate estimate is used to calculate the market return (Rm) used in the CAPM. 

Thus, the growth rate is a couple layers deep into the CAPM equation, but 

nonetheless it has a tremendous impact on the end result of the CAPM. The 

growth rate is used to estimate the expected return on the S&P 500 stock index. 

The expected return on the market index becomes the foundation for the 

calculation of the individual company. If the foundation or Rm does not comport 

with capital market theory and realistic valuation practices, then the CAPM 

analysis on the individual company will be inaccurate. 

What is the Rm supposed to represent? 

In the CAPM the Rm is the return expected by investors through an index of the 

stock market such as the S&P 500. 

What does Mr. Somma claim the S&P 500 will return in the future? 

Mr. Somma estimated that the S&P 500 will return 13 .25% annually for many, 

many years into the future; a dizzyingly high return that is even higher than the 

often cited historic return on common stocks of 12.10% for 1926 through 2014.21 

Economic growth for the foreseeable future is forecast to be significantly lower 

than that experienced in those 88 years. This forecast for the S&P 500 is solely 

his own. He does not provide any support for this estimate or provide any 

21 Ibbotson SBBI 2015 Classic Yearbood: Market Results for Stocks, Bonds, Bills, and Inflation 1926-
2014; Mornningstar; p.40. 
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Q 

A 

Q 

A 

Q 

A 

cotTOborating studies indicating that market participants factor estimates similar 

to his into their decisions. I have not come across any analytical work that could 

support such a high return on common stocks in the coming decades. 

How does Mr. Somma arrive at his forecast of a 13.25% annual return from 

the S&P 500? 

He performs a DCF analysis on each of the 500 companies in the S&P 500 Index. 

The calculation requires a dividend yield and a long-run growth rate estimate to 

apply to each company's dividends. Just as with the DCF estimates for his proxy 

group, the calculation of the dividend yield is relatively uncontroversial. It is his 

growth rate estimates that cause an extraordinarily high cost of equity estimate. 

What growth does he apply to each of the 500 companies? 

Mr. Somma uses the annual earnings growth rate estimate obtained from 

Bloomberg, a source he also uses in his DCF analysis of his proxy group. 

Bloomberg reports the consensus or average of analysts' growth forecasts. These 

are three to five year earnings growth rate projections. Consensus estimates are 

an average of growth estimates made by analysts. 

How does he apply the growth forecasts? 

Mr. Somma's calculations assume that the three to five year earnings growth for 

each company continues in perpetuity, forever. For any company with a negative 

three to five year earnings growth forecast, he applied a growth rate of zero. That 

is to say, he has biased his growth estimate by assuming that no company in the 

S&P 500 will ever experience negative earnings growth. He did not provide any 

support or evidence that market participants share his level of optimism. I have 

54 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Direct Testimony of Adam H. Gatewood DocketNo. 15-WSEE-115-RTS 

Q 

A 

Q 

A 

not evaluated the effect of Mr. Somma zeroing out the negative growth 

projections; I find that to be an unusual methodology to use in evaluating the 

expected return for the market. 

With that unique methodology that Mr. Somma applies, what is the growth 

rate that Mri Somma assumes for the S&P 500? 

Mr. Somma expects earnings of the S&P 500 Index to grow at annual rate of 

11.28%; more than two and a half times the expected growth rate of the nation's 

economy. Mr. Somma's CAPM is highly dependent on this extraordinarily high 

earnings growth forecast. Incorporating a growth forecast that is more in line 

with expected long-run growth will lower the results of his CAPM analysis 

proportionally to the change in forecasted growth. A growth rate estimate that is 

more in line with expectations will result in a CAPM result that is closer to my 

CAPM results. 

Are there any notable data points in Mr. Somma's S&P 500 index? 

In Mr. Somma's analysis the forecasted growth rate for ExxonMobile is negative 

for the next three to five years. That is not surprising given the sudden drop in 

energy prices; it is conceivable that the company could experience a contraction 

in earnings for a period of time. Mr. Somma's CAPM analysis assumes 

Ex:xonMobile, the second largest publicly traded corporation in the world, will 

forever have a growth rate of zero. Mr. Somma does not attempt to reconcile his 

application of the CAPM with the reality of the financial markets. Under Mr. 

Somma's analysis, we would expect the price of ExxonMobile to collapse; it has 
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1 not collapsed, it has declined in value as have most energy companies, but it has 

2 not collapsed. 

3 Q If Mr. Somma is projecting zero growth, in lieu of the negative growth rate 

4 reported by Bloomberg, why would ExxonMobile continue to have value and 

5 continue to be the second largest investment vehicle in the world? 

6 A I would surmise that it is because investors do not apply growth forecasts in the 

7 same manner as Mr. Somma has done throughout his analysis. Rather than 

8 believing that analysts' three to five year earnings growth forecasts are the sole 

9 forecasts for valuation analysis, market participants likely recognize that 

10 ExxonMobile's three to five year growth forecast should not ·be used as an 

11 estimate of growth in to perpetuity. That is why the stock has not collapsed and it 

12 continues to be one of the largest corporations in the world. ExxonMobile is not 

13 the only data point that exhibits a negative growth rate that was zeroed out by Mr. 

14 Somma, there are several more examples in his analysis. 

15 Response to Westar's Risk Premium Study 

16 Q 

17 

18 A 

19 

Do you agree with the results of the Risk Premium study that begins on page 

50 of Mr. Somma's Testimony? 

I disagree with using this type analysis in setting Westar' s allowed return because 

this type of analysis has several shortcomings that cast doubt on the applicability 

20 of the results. Although the data provides an interesting view of regulatory and 

21 financial history, I recommend the Commission disregard it in setting Westar's 

22 allowed return. 
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1 Q 

2 A 

How is the risk premium study constructed? 

Mr. Somma's risk premium analysis is based on observations of allowed returns 

3 granted by state regulatory commissions to electric utilities in litigated cases and 

4 the yield on 10 Year U.S. Treasury Bonds prevailing at the time of the rate case. 

5 From these observations, he established a relationship between the risk premium 

6 (the allowed ROE granted by commissions minus the prevailing yield on 10 Year 

7 U.S. Treasury Bond) and the yield on the 10 Year U.S. Treasury Bond. 

8 Q 

9 A 

Is this a new type of analysis for estimating the cost of equity? 

Mr. Somma's Risk Premium analysis is similar to that filed by several different 

10 Kansas jurisdictional utilities in recent gas and electric rate cases. My criticism of 

11 Westar' s risk premium analysis is the same as in those recent dockets. 

12 Q Is the reasonable return on equity for Westar equal to the return granted to 

13 other utilities in other jurisdictions many years ago? 

14 A 

15 

No, relying on the allowed returns granted to other utilities in other jurisdictions 

runs the risk of overlooking data in the present day capital markets, setting an 

16 allowed return on what could be outdated information. At a minimum, such a 

17 practice creates a degree of circular reasoning that could preclude a Commission 

18 from setting an allowed return at any level other than some historic average when 

19 current economic conditions call for something different. Hope and Bluefield 

20 

21 Q 

22 A 

emphasize that an allowed return changes with changes in the capital markets. 

What are your observations of Mr. Somma's risk premium study? 

The Commission needs to be cautious in using Mr. Somma's risk premium. study 

23 because it does not comport with the framework set out in the Hope and Bluefield 
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Q 

A 

decisions, as there is no comparison of the risk of the electric utilities in the 

historic data to the risk of Westar today. The Hope and Bluefield decisions state 

that an allowed return must be commensurate with risks on similar investments; 

Mr. Somma' s risk premium study does not speak to that standard. It would be 

comparable to merely performing a DCF analysis on all of the electric utilities, 

without attempting to select a proxy group of comparable risk. Both I and Mr. 

Somma recognize that electric utility companies are different from one another. 

That is why both of us culled through many publicly traded electric utilities to 

anive at our respective proxy groups that we believe are similar in risk to Westar. 

Keep in mind that research publications such as Value-Line cover about 45 

companies in the electric utility industry, from which Mr. Somma selected 12 as 

being of comparable risk to Westar; an indication that he believes that electric 

utilities are not of equal risk. 

Have the electric utility industry and regulatory policies evolved and changed 

over this period of time since 1980 that alters its risk profile? 

Yes, I believe it has changed over this 35 year time period and Mr. Somma's risk 

premium analysis fails to recognize any changes to the industry as merely 

plugging in a recent interest rate does not measure changes in risk. For instance, 

rate design, and trackers/riders/pass-through mechanisms have evolved over the 

past two decades; these mechanisms lower the risk of utilities by shifting risk to 

the consumer. Mr. Somma fails to account for such changes in the industry. 

Equally important as those formal mechanisms used in Kansas is this Staff's 

willingness to update Westar's rate base well beyond the test-year balances which 
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1 is a tremendous benefit to Westar. Mr. Somma does not offer his thoughts on 

2 whether the Kansas regulatory mechanisms and post-test-year updates are the 

3 norm for the industry either now or over history. Thus, based on Mr. Somma's 

4 Testimony we cannot know whether those observations in the 1980's and 1990's 

5 provide us "V.'.ith a risk premium measure that is applicable today. 

6 ·rusk premium studies such as these provide some historical perspective of the 

7 changes in capital costs that occurred in the past three decades and, for that reason 

8 alone, a review of the data is interesting. The findings in this risk premium 

9 analysis are not compelling evidence because there is no distinction of risk among 

10 the observations in the data. 

11 Response to Westar's Request for Flotation Costs 

12 Q 

13 A 

14 

15 Q 

16 

17 A 

Has Westar requested recovery of flotation costs as part of its cost of equity? 

Yes, Mr. Somma has requested an additional 12 basis points to recover the 

flotation costs associated with issuing equity capital. 

Does Staff support the recovery of such expenses added to the allowed return 

on equity? 

No. Staff does not support inclusion of flotation costs in its cost of equity because 

18 Westar has not attempted to quantify the amount, if any, of umecovered costs 

19 associated with it issuing common equity. 

20 Q 

21 A 

22 

How much does Westar's adjustment collect in flotation costs? 

In the following table, I calculate the annual revenue requirement of Westar' s 

proposed 12 basis point adjustment to recover flotation costs. 
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Westar does not quantify the dollar amount of this element on the revenue 

requirement, nor does it explain why recovering this expense through the cost of 

I 

equity is efficient. I contend that it is not efficient because the cost of equity has 

to be grossed up to recover the associated income taxes. 

Is there a more efficient way to recover those costs? 

Yes, simply track the actual costs, and include a pro forma adjustment to the test 

8 year operations to include those costs as an expense in the rate case. We could 

9 certainly spread recovery of those costs over a several decades. 

10 Q If the Commission follows past practices and allows Westar an allowance for 

11 flotation costs, does Mr. Somma's estimate of 12 basis points comport that 

12 practice? 

13 A Yes, it does, as he has applied the flotation cost adjustment to common equity less 

14 the retained earnings portion of common equity. Historically, flotation cost 

15 adjustments calculated in this manor are in the range of 10 to 12 basis points. 

16 Response to Westar's Claim of Needing a Premium on its ROE 

17 Q · Did you evaluate Mr. Somma's claim that Westar could justify a higher 

18 }'.eturn due to its "small size"? 
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A 

Q 

A 

Q 

A 

Yes, the issue of higher return or a premium to the allowed return. related to 

"small size" is not new to the Commission, although I believe this is the first time 

it has been made by one of our major utilities. The Commission is faced with this 

argument from time to time in testimony from rural telephone companies in 

Kansas Universal Service Fund audits. 

Has the Commission explicitly agreed that small utilities require a premium 

on their allowed return? 

My recollection of the past decade is that the Commission has not explicitly 

agreed with the concept of small utilities requiring a premium or higher allowed 

return solely due to their relative size. Those decisions have almost exclusively 

been in telecommunications cases dealing with regulated entities that are much, 

much smaller than Westar. If the Commission is unwilling to accept the notion of 

a small-size premium on those companies, there would be good reason not to 

adopt such a premium for a much larger entity like Westar. 

What is your position on the small-size premium? 

I have consistently opposed this type of adjustment because it is not a widely 

accepted premise in public utility finance ( or even finance generally) that size as 

measured by capitalization is a determinant of.risk. The data used to support the 

notion of a small company risk premium has shown that there is a survivorship 

bias. The survivorship bias stems from the fact that a larger proportion of small 

companies cease to exist than larger companies. The studies supporting a small 

company premium frequently fail to measure the full extent of the loss incun-ed 

by investors in those small companies that disappear. Accurately measuring those 
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losses has been shown to eliminate measured small company premium. 

There is a tremendous amount of data mining that has taken place on this very 

topic and similar beliefs of market inefficiencies some believe create 

oppo1iunities for investors. Professor Burton Malkiel author of A Random Walk 

Down Wall Street, addresses the measurerp.ent of a size premium along with 

several other alleged measures of market inefficiencies in a 2003 journal article. 

His conclusion is that if investors cannot replicate or exploit the alleged market 

inefficiency, it likely does not exist. As this passage discusses, professionals have 

attempted to profit from these alleged market conditions and it is not profitable.22 

l\fany of the predictable pallerns that have been discovered may simply be the 
result of data mining. The ease ofexperimentingwilh financial databanks of almost 
every conceivable dimension makes it quite likely thal investigators will find some 
seemingly significant but wholly spurious correlation between financial variables or 
among financial and nonfinancial data sets. Given enough time and massaging of 
data series, it is possible to tease almost any pattern out of most data sets. tvloreover, 
the published literature is likely to be biased in favor of reporting such results. 
Significant effects are likely to be published in professional journals while negative 
resulls, or boring confirmations of previous findings, arc relegated to the Hie 
drawer or discarded. Data-mining problems are unique to nonexperimental sci­
ences, such as economics, which· rely on statistical analysis for their insighLS and 
cannot test hypotheses by running repeated controlled experimenlS. 

An exchange at a symposiu.m aboUL a decade ago between Robert Shiller, an 
economist who is sr.mpathetic to the argument that stock prices are partially 
predictable and skeptical about market efficiency, and Richard Roll, an academic 
financial economist who also is a portfolio manager, is quite revealing (Roll and 
Shiller, 1992). After Shiller stressed the importance of inefficiencies in lhe pricing 
of stocks, Roll responded as follows: 

I have personally tried Lo invest money, my client's money and my own, in 
every single anomaly and predictive device that academics have dreamed 
up .... I have attempted lo exploit the so-called year-end anomalies and a 
whole variety of strategies supposedly documented b)' academic research. And 
I have yet to mal1e a 11id1el 011 any of tl,ese supposed -market inefficiencies ... a true 
market inefficiency ought to be an exploitable opponunity. If there's nothi!'1g 
investors can exploit in a systematic way, Lime in and time out, then it's very 
hard Lo say that information is not being properly incorporated into stock 
prices. 

22 The Efficient Market Hypothesis and Its Critics; Burton G. Ma1kiel; Journal ofEconomic Perspectives; 
Volume 17, Number 1, Winter 2003; pp 59-82. 
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1 It is clear from the research on this issue that it is possible to dredge the data 

2 banks and find instances where there was some measure of a premium, but 

3 investors establish their required return based on risk and there are more reliable 

4 measures of the risk in an investment than the size of the company. 

5 Response to Proposed ROE Adjustment Mechanism 

6 Q At page 71 of his Direct Testimony, Mr. Somma describes an ROE 

7 adjustment mechanism. Do you believe the Commission should adopt such a 

8 mechanism? 

9 A No. I have reviewed Mr. Somma's proposal. Staffs objection to this mechanism 

10 is not based on the nuances of Mr. Somma's proposal; it is based on the 

11 conceptual notion of an annual adjustment to a utility's allowed return. Staff does 

12 not support such a mechanism for Westar because it would set one critical 

13 element of the revenue requirement for annual adjustment while there is no annual 

' 14 adjustment for other key drivers of the revenue requirement. Additionally, 

15 Westar's allowed return is evaluated in each general rate case and, given the 

16 current climate of heavy capital expenditures there have been and will likely 

17 continue to be, regularly filed general rate cases. I want to emphasize that 

18 Staff is opposed to such a mechanism. If the Commission has an interest in it, 

19 Staff recommends that it be considered through a generic proceeding where 

20 . record is developed for the Commission to assess how this policy change would 

21 affect the diverse group of stake.,.holders in Kansas. 

22 Capital Structure 

23 Q Have you reviewed the capital structure proposed by Westar? 
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1 A 

2 

3 

4 

5 

6 

7 

8 

9 Q 

10 A 

11 

12 

13 

14 

15 

Yes, I reviewed the capital structure Westar proposed in Section 7 and addressed 

in the Direct Testimony of Susan M. North. Westar calculated its ROR using a 

capital structure based on the test year ending September 30, 2014, applying 

adjustments to reflect projected balances to December 31, 2014, and then pro 

forma adjustments so that the capital structure reflects what it believes is a picture 

of its capitalization beyond the test year. Staff is accepting of post-test year 

adjustments to capital accounts as these are relatively easy to verify. 

Do you agree with the capital structure proposed by Westar? 

Generally, yes. I would only note that the proposed equity ratio is high relative to 

Westar' s equity ratio reported in the past. It is not outlandishly high, but it is 

higher than that seen for more than a decade. As the difference is merely a couple 

percentage points difference than the historic observations, I am not proposing 

any adjustment to the capital structure. Staff is using Westar's capital structure as 

shown in Section 7 ofWestar's Application. 
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1 

2 

Equity Ratio 
51.00% ..-------------------

50.00% -+-----

49.00% -+-----

48.00% -+-----

46.00% 

45.00% 

44.00% 
2010 2011 2012 2013 2014 

+--- -· -· ---·-···I·-··· ·201·0 · -- I· · -- 2011· ---1----- ·· 2012· --· +-·· -· 2013 ----- +--- 2014 ___ ··l· · 
.. lPi:~!.I.t~<!. l. ..... ~}:4.~rol ... .. 49..4.6%.I .. 5!:J1_%1.... _ 5.9"16~! . _____ 5.9..~o~_l. 

____ ,EquityRatio_l·- ..... 46.54%1 ... ____ ... 50.54%1 ...... 48.89%1·-······ ... 49,24%1··-··-····. 49.40%, __ _ 
3 

4 Cost of Debt 

5 Q 

6 A 

What is Westar asldng to recover as its cost of debt capital? 

In Section 7, Schedule 7-C Westar calculates an embedded cost of long-term debt 

7 ofS.687%. 

8 Q Do you agree with Westar's cost of debt? 

9 A Yes, that is the value that Staff will use to calculate the ROR. 

10 Wolf Creek Decommissioning Trust Annual Accrual 

11 Q 

12 A 

Please discuss the Wolf Creek Decommissioning issues in this _Docket? 

In this Docket, we are dealing with what is referred to as Phase-Two of the 

13 triennial review of the Wolf Creek decommissioning cost estimate. In Phase-One 
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1 of the review, the Wolf Creek Owners23 submitted a decommissioning cost 

2 estimate and a forecasted cost-inflation rate. Those two variables are used in 

3 Phase-Two for each of the owners to calculate their annual accrual payment to its 

4 decommissioning trust fund. The annual accrual payment is part of the operating 

5 expenses recovered through their respective revenue requirements. Susan North 

6 presents Westar's proposal for Phase-Two. 

7 Q 

8 A 

What is Westar's proposal for its annual accrual? 

Westar has calculated an annual accrual of $3,150,070 to fund its po1iion of the 

9 decommissioning costs. I disagree with Westar's proposal. 

10 Q 

11 A 

Please describe the analysis. 

The goal of the calculations shown in Exhibit SMN-1 of Susan North's Direct 

12 Testimony is to estimate how much Westar must deposit each year in a trust 

13 account so as to have sufficient funds in the future to pay its share of 

14 decommissioning Wolf Creek at the end of its operations. Westar's analysis 

15 incorporates ten variables to arrive at an estimate for the annual accrual. 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

• Decommissioning cost estimate set in Phase-One (15-WCNE-093-
GIE) 

• Decommissioning timing set in Phase-One (15-WCNE-093-GIE) 

• Remaining life of fund 

• Westar's 47% ownership percentage 

• Kansas jurisdictional allocation factor 

• Trust fund investment mix 

• Trust fund management fees 

• Taxes on fund earnings 

• Earnings on fund investments 

• Cun·ent trust fund balance 

23 Westar Energy owns 47% of Wolf Creek Nuclear Operating Corporation; Great Plains Energy owns 
47%; and Kansas Electric Power Cooperative, Inc. owns the remaining 6%. 
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1 Now that the Commission has adopted a Decommissioning Plan in Phase-One, all 

2 but two of the variables are readily discemable. That is to say, for most of the 

3 inputs there is not much latitude in what constitutes a realistic input. The two 

4 variables, the trust fund investment mix and the earnings on fund investments, are 

5 difficult and somewhat speculative to forecast. Fortunately, these forecasts are 

6 reviewed every three years; they are not set once and for all. Future Commissions 

7 will have the opportunity to make adjustments in the future as new information 

8 comes to light. 

9 Q 

10 A 

11 

Is the proposed investment asset mix reasonable? 

The investment mix in Westar's analysis is a reasonable approximation because it 

presents estimated asset allocation parameters that are likely to apply oyer the life 

12 of the trust. Just as Westar modeled in Exhibit SMN-1, the investment mix 

13 should change over time. The trust does not exist into perpetuity; it has a 

14 definitive liquidation date and, at the end of its life, it is expected to achieve a 

15 specific goal. Thus, as it nears the end-date, the portfolio managers should 

16 increase the use of less volatile, fixed income investments so as to protect the 

17 

18 

19 Q 

20 A 

value. With the lower volatility investment vehicles comes a lower return. 

Exhibit SMN-1 correctly models that facet of the investment strategy. 

Are the forecasted returns reasonable? 

I disagree with the forecasted returns that Westar used in Exhibit SMN-1. 

21 Westar's forecasted returns are built largely from historic returns from 1985-2013 

22 for the equity investments or historic risk premiums for this time period coupled 

23 with the current interest rate on the 30 Year Treasury Bonds for the fixed income 
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1 securities. My concern with a reliance on historic returns is that historic returns 

2 embody a level of annual economic growth that is considerably higher than what 

3 is likely in the future. It is generally the case that long-run projected returns on 

4 both debt and equity investments are lower than those experienced in the recent 

5 past. This trend is attributed to expectations for lower inflation relative to historic 

6 averages and expectations for slower growth in GDP. 

7 Q What data did you rely on to review the forecasted returns in SMN-1 and the 

8 adequacy ofWestar's proposed annual accrual? 

9 A 

10 

11 

12 

13 

14 Q 

I relied on the 10 to 15 year returns forecasted by J.P. Morgan Asset 

Management. As you can see in the following table, J.P. Morgan's forecasts for 

equity returns are much lower than Westar's forecasts, and its forecasts for returns 

on cash or short-term fixed income securities are higher than Westar's forecast. 

r ---
I __ < 

J_. 
i 

J I I 
C)>~pii~o~ofJ()l'e~its~~~~~t~f ______ i •-

I___ - I ;i:.:fl._1\1:org;:i_n J_ 

_ i ~i:ge. G?:Pit~Ji7=<1t_i9n :Equitie_s 
__ !.S.~ii.ll _Gapi:t-Jili7:<tt_i()~ Equjties 
! Jp.te.r1.11lti9P?:l gq-µitie.~ 
-1 GCJi:e. :S.CJ1.1cl~ _( C.CJrp()rate.s) 
JHi.gl1 Yie.l~ 13-()11d~ __ 
I Real Estate 

__ lca~1t-&Eglliva1ents 

I Westar* I Forecasted** I 
J __ _ IJ.40o/ci I__ ___ _ 7§Qo/ci J--
1 10.27%1 8.81%1 
I 1.65%1 -_ 8.10%1 
- -- 4.89%1 - -- --- 4.-95%1 

__ I______ 1.63%1-- -6.4o%J--
i 7.73%1 s:11%1 
: -0.98%1 2.00%1-

! i I i 1 ____________ -------- ____ _ _______ I _______ __ _ _ , 

_ I *As:fil(;)g i11):l1e. testitr1,ony of Susa~ }.:rClI1:~ CS.MN)) _ J 

I _ _ _____ _ __ _____ I_ _ ________ J I 

_ , ** A_sse.t_ ~la~s fo~e~asts ()fl O to 15 year 11:11.g.u11J xe.~~; I 
J..Q~g~Je_J:1:ll, <::EtpitaJ)v.f!Lr~et ~~1:ur11_A~_~l.)!Ilpti_o.~, __ I___ _ _ ____ _ I _ 

_ :~Qt? ~cEtjqr,_(Y.S.J;J.:P.Mc:>rnit.f As~e.tM~u)age.11r11t --1--

Why do you believe it is reasonable to use the forecasts from J.P. Morgan to 
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1 

2 A 

3 

4 

5 

6 

7 

8 

9 

10 

11 Q 

12 A 

estimate the annual accrual? 

This information was prepared by JPMAM who manages investments globally. 

As such, these forecasts represent the expectations of an important market 

participant that directly manages $1.7 trillion. As an asset manager, JPMAM 

does not have an incentive to skew the forecasts, as doing so could harm its ability 

to effectively manage client money. In its 2015 publication, it provides the 

following discussion of how investors can make use of these forecasts.24 Our 

evaluation of the decommissioning trust and capital costs fall within JPMAM 

intended use. 

How do investors use the L TCMRAs? 

The Long-Term Capital Market Return Assumptions are used widely 
by investment teams throughout J.P. Morgan Asset Management as 
well as by institutional investors-including pension plans, insurance 
companies, endowments and foundations-to ensure that 
investment policies and strategic asset allocations are developed 
based on a comprehensive and consistent set of "real world" views. 
In addition the LTCMRAs allow the resulting investment 
characteristics and return profiles to be tested and analysed, 
facilitating a more effective communication and underwriting of the 
implied risk and return profile. 

When used, as is most often the case, to review an existing strategic 
asset allocation, the LTCMRAs can help investors to better assess 
and quantify the trade-offs available to them across multiple 
dimensions. These trade-offs include: the relative risk premia 
between more and less volatile assets; the risk premia associated 
with investing outside of their own domestic asset classes: which 
opportunities exist to increase portfolio diversification; and which 
nominal or real return target is achievable with a given level of 
portfolio volatility and vice versa. 

Precisely what changes do you propose malting to Exhibit SMN-1? 

My recommendation is to change the expected returns on the various asset classes 

24 Long-te1m Capital Market Return Assumptions: 2015 Estimates & Thinking Behind the Numbers; J.P. 
Morgan Asset Management; p.7; https://am.jpmorgan.com/lu/institutional/ltc1ma 
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1 from those proposed by Westar to the expected returns presented in the JPMAM 

2 study shown in the previous table. The market balance of Westar' s trust fund 

3 needs to recognize income taxes that must be paid on the net amount of the trust 

4 fund's unrealized gains as those taxes will have to be paid sometime in the future. 

5 Recognizing the tax liability reduces the balance of the trust fund.25 

6 Q 

7 A 

What is the effect of those changes to the trust balance and expected returns? 

Changing the returns increases the annual accrual from $3,150,070 proposed by 

8 Westar to $5,772,700. 

9 Q 

10 A 

How has the trust performed? 

Westar's Decommissioning Trust, accounting for the annual contributions, the 

11 accumulated tax liability, and the market value at December 31, 2014, 

12 experienced an annual return of 5.40% for the period of 1985 through 2014. My 

13 calculations are shown in Schedule AHG-10. Westar projected returns shown in 

14 Exhibit SMN-1 are substantially higher than its experience since 1985. 

15 Q 

16 A 

Does this conclude your testimony? 

Yes. 

25 In response to KCC DR #334, Westar reported that the December 31, 2014, a fair value $185,015,632 
that includes net unrealized gains of $20,929,450. At a 20% tax rate, the trust fund has a tax liability of 
$4,185,890. 
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4.35 
4.29 
4.21 
4.17 
4.17 
4.17 
4.14 
4.12 
4.07 
4.06 
4.05 
4.04 
3,95 
3.83 
3.82 
3.89 
4.00 
4.07 
4.00 
3.99 
3.94 
3.89 
3.96 
4.09 
4.08 
4.03 
4.01 
4.03 
3.99 
4.08 

3.95 
3.95 
3.86 
3.84 
3.88 
3.79 
3.73 
3.74 

~foody's Public Utility Bond D:u:,. 

J:m-39 
Fcb-39 
:M:ir-39 
Apr-39 
Mly-39 
Jun-39 
Jul-39 

Aug-39 
Sep-39 
Oct-39 

:-l'ov-39 
Dec:-39 
Jan-40 
Fob--«) 

MM-40 
Apr-40 

M,y-40 
fan-40 
Jul-40 

AtJg-40 
Sep-40 
O<t-40 

No,,-40 
0.0-40 
J:m-41 
Fol>-41 
M.tr-41 
Apr-41 
May-41 
Jun-41 
Jw-41 

Au;-41 
Sep-41 
Oct-41 

Nov-41 
Dcc-41 
Jan-42 
Feb-42 
Mar-42 
Apr-42 

Ma.y-42 
Jun-42 
Jul-42 

Atig-42 
Sep-42 
Oci-42 

Nov-42 
Dcc-42 
Jm-43 
Fol>-43 
Ma-43 
Apr-43 

~-43 
Jm1-43 
Jul-43 

Aug-43 
Scp-43 
Oct-43 

Nov-D 
D-3 

Baa A 
4.66 
4.59 
4.53 
4.62 
4.50 
4.41 
4.39 
4J9 
4.64 
4.4' 
4.38 
4.36 
uo 
4.23 
4.14 
4.06 

4.10 
4.15 
3.99 
3.98 
3.94 
J.92 
3.88 
3.86 
3.87 
3.90 
3.SlO 
3.86 
3.85 
3.83 
3.82 
3.80 
3.80 
3.82 
3.82 
3.85 
3.83 
3.81 
3.84 
3.79 
3.76 
3.73 
3.68 
3.67 
3.66 
3.66 
3.67 
3.68 
3.65 
3,61 
3.58 
3.60 
3.60 
3.60 
3.55 
3.55 
3.55 
3.53 
3.SS 
3.SS 

3.68 
3.59 
3.54 
3.SS 
3,SO 

3.47 
3.43 
3.41 
3.71 
3.58 
3.41 
3.38 
3.34 
3.35 
3J4 
31' 
3.30 
3J4 
3.23 
3.21 
3.18 
3.15 
3.11 
3.10 
3.15 
3.20 
3.16 
3.14 
3.08 
3.03 
3.00 
2.9S 
3.00 
3.00 
2..98 
3.06 
3.09 
3.09 
3.12 
3.09 
3.10 
3.12 
3.10 
J.10 
3.08 
3.08 
J,07 
3.06 

'3,05 

3.02 
3.01 
3.00 
3.00 
2,98 
2..96 
2.96 
2.96 
2.97 
2..98 
2..99 

Moody's Public UtilityBondDat:L 
B,a A 

J:m-44 3.54 2.99 
Fcb-44 3.53 2.99 
Mo,-44 
Ap,-44 -Jw,-44 

Jw-44 
Aug-44 
S.p-44 
Oa-44 

Nov-44 
D«-44 
J,n-45 
Fcb-45 
Mn--45 
Apr-45 

M,y-45 
Jun-45 
Jul-45 

Aug-45 
Sep-45 
Oct-45 

Nov-45 
Dtc-45 
Jan-46 
Fob-46 
M:ir-46 
Apr-46 -!ll!l-46 
Jul-46 

Aul,-46 
Sep-46 
Oa-46 

Nov-46 
D~ 
J:m-47 
Fob-47 
Ma<-47 
Apr-47 
May-47 
fon-47 
Jul-47 

Aug-47 
Sep-47 
Oct-47 
Nov-47 
D-7 
Jmi-48 
Fc~8 
M'.ar-4S 
Apr-48 

M,y-48 
Jm>-48 
Jul-48 

A,g-48 
S,p-48 
Oa-48 

Nov-48 o-, 

3.52 
3.53 
3.53 
3.53 
3.51 
3.51 
3.51 
351 
3.53 
3.54 
3.50 
3.48 
3.48 
3.49 
3.47 
3.43 

3.40 
3.37 
3.34 
3.29 
3.23 
3.15 
3.07 
3.00 
2.96 
2.98 
3.02 
3.04 
3.03 
3,02 

3.06 
3.06 
3.07 
3,07 

3.05 
3.03 
3.04 
3.04 
3.03 
3,04 
3.03 
3.02 
3.06 
3,13 
3.18 
315 
3.30 

Bl 
3.29 
3.28 
3.27 

3.29 
3.34 
3.40 
3.42 
3.44 
3.48 
3.47 

2.97 
2.99 
2.99 
2.99 
2..96 
2.94 
293 
2.94 
2.96 
2.97 
2.99 
2.98 
2.97 
2.95 
2.92 
2.87 
2.83 
2.80 
2..79 
2.79 
2.77 
2.75 
2.69 
2.67 
2.66 
2.65 
2.69 
2.70 
2.69 
2.71 

2.75 
2.76 
2.76 
2.76 
2.72 
2.72 
2.72 
2.70 
2.70 
2.71 
2.73 
2.73 
2.80 
2.88 
2.93 
3.05 
3.05 
3.05 
3.02 
2.97 
2.94 
2.94 
2.99 
3.03 
3.0S 
3.03 
3.07 
3.06 

Schedule AHG-1 
15-WSEE-115-RTS 

Moody's Public Utility Bond D:tta 

J,n-49 
Fol>-49 
Mtt-49 
Apr-49 

May-49 
fan-49 
Jul-49 

Aug-49 
Sep-49 
Oct-49 

Nov-49 
D-9 
J:m-50 
Feb-SO 
M:tr-50 
Apr-SO 

May-SO 
Jun-SO 
Jul-50 

Aug-SO 
Sep-SO 
Oct-SO 

Nov-SO 
Dec-SO 
Jan-SI 
Feb-SI 
Mar-st 
Apr-S'l 

May-51 
Jun-.Sl 
Jul-Sf 

Aug-SI 
Sep--Sl 
Oct-SI 

Nov-51 
Dec-51 
Jan-52 
Feb--52 
Mar-52 
Apr-52 

May-52 
Jl.lll-52 
Jul-52 

Aus-52 
Se:p-52 
Oct-52 

Nov-52 
Dec-52 
J:m-53 
Feb-SJ 
Mar-53 
Apr-53 

May-SJ 
Jun-SJ 
Jul-SJ 

Aus-53 
Sep-SJ 
Oct-SJ 

Nov-SJ 
Dec-SJ 

Baa A 

3.42 
3.40 
3J6 
3JI 
3.30 
3.28 
315 
3.25 
312 
3.19 
3.17 
3.16 
3.18 
3.17 
3.16 
3.15 
3.15 
3.15 
3.18 
3,18 
3.19 
3.20 
311 
3.21 
3.21 
311 
3.23 
3JI 
JJS 
3.45 
3.49 
J.48 
3.44 
3.49 
3.49 
3.53 
3.57 
3.55 
3.55 
354 
3.54 
3.55 
3.53 
350 
350 
350 
3.47 
350 
3.Sl 
3.53 
3.56 
3.62 
3.76 
3.80 

3.83 
3.88 
3.93 
3.S6 
3.78 
3.7.? 

2.99 
2.99 
2.97 
2.96 
2.95 
2.94 
2.90 
2.86 
2.85 
2.83 
2.81 
2.78 
2.76 
2.76 
2.76 
2.77 
2.79 
2.19 
2.79 
2.76 
2.80 
2.83 
2.86 
2.86 
2.83 
2.84 
2.9S 
3.09 
l.ll 
311 
3.26 
J.19 
3.14 
3.17 
3.24 
319 
319 
3.23 
315 
3.23 
312 
312 
3.23 
3.24 
314 
316 
3.24 

3.12 
315 
3.30 
3J6 
3.47 
3.63 
3.71 
3.66 
3.61 
3.62 
3.49 
3.40 
JJ& 



~oody's Public Uti'Iity BondDatll 

Feb-54 
Mar-54 
Apr-54 

May-54 
Iun-54 
Iul-54 

Aug-54 
Sq,-54 
Oct-54 

~ov-S4 
De<-54 
Jan-55 
FelrSS 
~-SS 
Apr-SS 

May-55 
Jun-5S 
Jul-55 

Aug-55 
Scp-55 
Oct-55 

Nov-55 
Dec-5S 
Ian-S6 
Feh-S6 
Mar-56 
Apr-56 
M,y-56 
Jun-56 
Jul-56 

Aug-56 
Sq,-56 
Od--56 

Nov-S6 
Dcc-S6 
J:m-57 
F<b-57 
:Mar-57 
Apt-57 
May-57 
Iun-57 
Jul-57 

Aug•S7 
Sep-57 
Oct-57 

Nov-57 
Dec-57 
Jan-58 
Feb-58 
MM-58 
Apr-58 

""'"" Jim-58 
Iul-58 

Aug-58 
Sep-S8 
Oct-58 

Nov-Sil 
Dec-58 

B,a A 
3,72 
3.69 
3,58 
3,53 
3.51 
3.50 
3.48 
3.47 
3.44 
3.41 
339 
338 
3.37 
338 
3.38 
3.40 
3.40 
3.41 
3.43 
3.46 
3.48 
3.47 
3.48 
3.SO 
3.50 
3.50 
3.51 
3.59 
3.62 
3.65 
3.70 
3.'4 
4.02 
4.15 
4.15 
4.18 
4.26 
4.26 
4.25 
4.24 
4.28 
4.33 
4.41 
4.19 
4.66 
4.73 
4.82 
4.81 
4,60 
423 
4.25 
4.25 
4.23 
4.20 
4.19 
4.44 
4.69 
4.74 
4.67 
4.65 

3.32 
323 
3.16 
3.16 
3.14 
3.16 
3.14 
3.13 
3.12 
3.12 
3.11 
3.11 
3.13 
3.14 
3.15 
3.15 
3,19 
3.21 
3.21 
3.24 
3.27 
3.30 
332 
3.35 
331 
3.29 
3,29 
3.40 
3.48 
3.49 
3.55 
3.63 
3.72 
3.79 
3.82 
3.91 
3,96 
4.05 
4.05 
4.01 

·4.01 
4.09 
4.20 
4.37 
4.SS 
4.61 
4.62 
436 
3.93 
3.96 
4.13 
3.95 
4.01 
3.99 
4.04 
4.29 
4.55 
4.56 
4.47 
4.49 

Moody's Public Gtility Bond D:it:1. 
B"' A 

4.71 
4.77 
4.69 
4.68 
4.87 
4.97 
5.03 

4.52 
4.50 
4.47 
4.56 
4.77 
4.86 
4.88 

Aug-59 S.04 4.89 
Sep-59 5.17 5.03 
Oct-59 5.29 4.96 

Nov-59 5,20 4.90 
De~59 5.13 4.96 
Jan-60 S.20 5.02 
Feb-60 5.23 5.00 
Mlr-60 5.11 4.91 
Apr-60 4.96 4. 79 
Ma~O 5,08 4.86 
Jun-60 5,05 4.34 
Jul-60 5.03 4.79 

Aus-co 4.81 4.64 
s~ 4.71 4.57 
Oct-60 4.82 4.61 

Nov-60 4.80 4.62 
Dec-60 4,78 4.65 
Jan-61 4.79 4.64 
Feb-61 4.76 4.59 · 
Mar-61 4.72 4.48 
Apr-61 4.74 4.48 
~-61 4.77 4.52 
Jun-61 4,78 4.57 
JuI-61 4.84 . 4.6S 

Aug-61 4.90 4.73 
Sep-61 4.91 4.73 
Oct-61 4.92 4.71 

Nov-61 4.89 4.68 
Dec-61 4.88 4.6S 
J;m-62 4.86 4.65 
Feb-62 4.86 4.66 
Mnr-62 4.85 4,64 
Apr-62 4.81 4.59 

.May-62 4.74 4.SI 
Jun-62 4,68 4.48 
Jul-62 4,68 4.50 

Aug-62 4. 72 4.53 
S~2 4.74 4.51 
Oct-62 4, 71 4.49 

Nov-62 4.65 4.45 
Dec-62 4,66 4,44 
J:m-63 4,65 4.39 
Feb-63 4.65 4.37 
Mar-63 4.66 4.37 
Apr-63 4,67 4.37 

May-63 4.67 4.37 
Jtm-63 4.67 4.37 
Jul-6] 4.67 4.39 

Aug-63 4.66 4.38 
Sep-63 4.69 4.40 
Oct-63 4.66 4,41 

Nov-63 4,68 4.42 
Dee-63 4.73 4.46 

Moody's Public Utility Bond D:na 
B"' A 

Jac-64 4.74 4.49 
Feb-64 4.74 4.50 
Mar-64 4.73 4.51 
Apc-64 

May-64 
fon-64 
Jul-64 

Aus-64 
Sep-64 
0~-64 

Nov-64 
D~-64 
Jac-65 
Feb-65 
M,,--65 
Apr-65 

M:i.y-65 ,.,.., 
Jul-65 

Aug-65 
Sep-65 
Oct-65 

Nov-65 
Dcc-65 
Jon-66 
Fel>-66 
M,,--66 

AP'-66 
"3y-66 
J,m-66 
JuI-66 

Aus-=66· 
Sep-66 
Oct-66 

Nov-66 
Dee-66 
J,n-67 

Fcb-67 
M,,-67 
Apr-67 

M,y-67 
Jun-67 
Jul-67 

Aog-67 
Sep-67 
Oct-67 

Nov-67 
Dec-67 
J:m-68 
Feb-68 
Mar-68 
Apr-68 

M,y-68 
Jun-68 
Iul-68 

Ao•-68 
Sep-6S 
Oct-68 

Nov-68 
De<-6S 

4.75 
4.73 
4.74 
4.75 
4,75 
4.73 
4.72 
4.72 
4.72 
4.71 
4.69 
4.68 
4.69 
4,71 
4_77 
4.78 
4.79 
4.82 
4.8S 
4.89 
4.97 
4.99 
5.02 
5.19 
5.39 
5.44 
S.S2 
5.61 
S.79 
6.06 
6.07 
6.06 
6.09 
5.83 
5.63 
5,69 
5.74 
5.93 
6.14 
6.23 
6.29 
6.32 
6.42 
6.63 
6.91 
6.76 
6.68 
6.75 
6.94 

'·" 7.01 
6.92 
9.72 
6.67 
6.74 
7.01 
7.23 

4.52 
4.53 
4.55 
4.54 
4.54 
4.53 
4.51 
4.53 
4.54 
4.53 
4.51 
4.50 
4.49 
4.50 
4-52 
4.54 
4.58 
4.63 
4.66 
4.71 
4.83 
~86 
4.92 
5.14 
5.15 
5.15 
5.40 
S.45 
5.SS 
5.81 
5.74 
S.63 
5,67 
5.46 
5.28 
5.44 
5.42 
S.66 
5.84 
5.94 
5.96 
6.05 
6.18 
6.48 
6.67 
6.54 
6J7 
6.41 
6,58 
6.62 
6.62 
6.S3 
6.27 
6.27 
6.40 
6.59 
6.S7 

:Moody'sPtJblic Utility Bond Dm 

Jan-69 
Fcl>-<9 
M,,--69 
Apr-69 
M,y-69 
Iun-69 
Jul·69 

Aug-69 
Sep-69 
Oct-69 

Nov-69 
lke-69 
Ja:n-70 
Feb-70 
M,,--70 
Apr-70 

M3y•70 
Jun-70 
Jul-70 

Aug-70 
Sep-70 
Oct•70 

Nov-70 
Dec-70 
Jan-71 
Feb-71 
Mar-71 
Apr-71 

May-71 
Jun-71 
JuI-71 

Aug-71 
Sep--71 
Oct-71 

Nov-71 
Dec-71 
Jan-72 
Feb-72 
MM-72 
Apr-72 

M,y-72 
Iun-72 
Jul-72 

Aug-72 
Sep-72 
Oct-72 

Nov-72 
Dec-72 
Jm-73 
Fob-73 
M,,--73 
Apr-73 

May-73 
Jun-73 
Jul-73 

Aus-73 
Sep-73 
Oct-73 

Nov-73 
Dec-73 

B,a A 
7.42 
7,39 
7.61 
7.68 
7.56 
7.77 
7.92 
7.62 
S.ll 
8.47 
8.53 
8.89 
9.00 
8.96 
8.81 
8.94 
9.20 
9.52 
9.48 
9J4 
9.32 
9.27 
9.29 
9.04 
8.76 
8.55 
8.63 
8.58 
8.68 
~79 
8.78 
8.80 
8.59 
8.48 
8.47 
~44 
831 
8J2 
8.26 
830 
830 
8.31 
8,36 
8.22 
8.01 
7-94 
7.86 
7.78 
7.77 
7.88 
7.95 
7.96 
7,91 
7.94 
8.10 
8.47 
8.61 
S.44 
8.44 
8.51 

7.04 
7.13 
7.27 
7.30 
7.16 
7.41 
7.52 
7.44 
7.63 
8.02 
8.00 
8.59 
8.69 
rn 

"' 8.31 
8.67 
9.04 
9.06 
s.ss 
Ul 
8.76 
8.79 
8.48 
8.15 
7.89 
8.05 
8.07 
SJ4 
8,45 
8.45 
'40 
rn 
8.10 
7.96 
7.90 
7.79 
7.78 
7.77 
7.82 
7.84 
7.77 
7.82 
7.64 
7.61 
7.66 
7.60 
7.48 
7.52 
7.62 
7,66 
7.63 
7.63 
7.71 
7.82 
8.04 
8,04 
8.02 
8.15 
8.24 

Moody's Public UtilityBoad Data 

Jan--74 
Feb-74 
M3t.74 
Apr•74 

May--74 
Jun-74 
Iul-74 

Aog-74 
Sep-74 
Od.-74 

Nov-74 
Dec-74 
Jan-75 
Feb-75 
Mar-75 
Apr·75 

"M.ay-75 
Jun-75 
Jul-75 

Aug-75 
Sep--75 
Oct•75 

Nov-7S 
Dec-75 
Jan-76 
Feb-76 
Mar--76 
Apr-76 

May-76 
Jtm-76 
Jul-76 

Aus-76 
Sep-76 
Oct-76 
Nov-76 
Dec-76 
Ian-n 
Fcb-77 
M.ar-77 
Apr-77 

M:J.y-77 
Jun-77 
Jul-77 

Aug-77 
Sq,-77 
Oct-77 

Nov--77 
Dec-77 
J=78 
Feb,.78 
M:!r-78 
Apc-78 

May-78 
Jim-78 
Jul-78 

Aug-78 
Sep-78 
Oct-78 

Nov--78 
Dec-78 

Baa A 
8,58 8.36 
S.68 
8.Sl 
9.04 
9.23 
9.48 
9.72 

10.14 
10.59 
11.03 
11.38 
ll.40 
11.57 
11.32 
10.94 
10.86 
10.95 
10,85 
10,80 
10,87 
10.89 
10.89 
10.78 
10.79 
10.SS 
10.31 
10.17 
9.95 
9,91 

10.01 
9.88 
9.67 
9.47 
9.41 
934 
9..21 
9.17 
9.19 
9.20 
9.17 
9.13 
9.02 
8.97 

~" 
8.85 
9.01 
9.06 
9.08 
9.27 
9.29 
9.37 
9.54 
9.70 
9.78 
9.73 
9.S3 
9.47 
9.69 
9.99 

IO.OS 

8.42 
8.46 
8.77 
9.00 
9.32 
9.66 

10.03 
10.45 
10.78 
10.46 
10.27 
10.37 
9.99 
9.72 

10.06 
10.21 
10.10 
10.01 
10.12 
10.19 
10.16 
I0.04 
IO.It 
9.90 
9.71 
9,67 
9,53 
9.55 
9.54 
9.37 
9.13 
8,90 
8.79 
8.76 
8.62 
&.61 
8.65 
S.70 
8.71 
8.71 
8.58 
8.51 
8.49 
8.46 
8,61 
8.64 
8.64 
~92 
8.97 
8.98 
9.09 
9.22 
9.40 
9.51 
9.32 
9.28 
9.46 
9.68 
9.70 

Moody's Public Utility Bond Data 
B"' A 

Jan-79 10.29 9.90 
Feb-79 10.27 9,84 
Mar-79 10.53 10.04 
Apr-79 10.56 10.10 
M:i.y-79 10.70 10.30 
Jun-79 10.56 10.14 
Ju].79 1D.4S 9,98 

Aug-79 10.50 10.14 
Sep-79 10.78 I0.36 
Oct-79 11.89 11.40 

Nov-79 1248 11.89 
Deo-79 12.51 11.79 
J:m-80 12.92 12.27 
Feb-SO 14.42 13,55 
Mar-SO 15.16 14.65 
Apr-80 14.35 13.87 

May-SO 12.93 12.53 
Jim-SO 1263 l:?.21 
·Jul-SO 12.75 12.26 
Aug-80 13.50 l:?.96 
Sep-SO 14.07 13.43 
Oct-SO 14.43 13.58 
Nov-80 14.79 14.11 
Dco-&0 15.29 14.63 
Jan-81 15.30 14.26 
Feh-81 15.86 14.91 
Mar-81 15,83 15.14 
Apr-SI 16.14 t5.4S 

M:iy-81 16.66 16.25 
Jun-81 16.30 15.74 
Jul-81 16.98 16.21 

Aug-SI 17.19 16.S8 
Sep-81 17.76 17.16 
Oct-81 17.71 17.21 

Nov-81 16.49 16.20 
Dec-81 17.02 16.29 
Jan-82 17.83 16.83 
Feb-82 17.S3 16.84 
Mar-82 17.16 16.50 
Apr-82 17.00 16.31 

May-82 16.68 16.04 
Jun-82 17.21 16.42 
Jul-82 17.09 16.42 

Aug-82 16.37 15.33 
Sep-82 15.68 15.40 
Oct-82 15.10 14,79 

Nov-82 14.81 14.46 
Dec-82 14.69 14.43 
Jan-SJ. 14.56 14.24 
Feb-83 14.61 14.26 
~-83 14.33 13.94 
Apr-83 14.07 13.61 

May-83 14.05 13.50 
Iun-83 14.16 13.64 
Jul-83 14.01 13.58 

Aug-83 14.21 13.57 
Sep-83 14.10 13.42 
Oct-83 13.95 13.25 

Nov-83 14.12 13.38 
Dec-83 14.23 13.52 
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Moody's Public Utility Bond Data 

J;m-84 
Feb-34 
M,,--34 
Apr-84 -,~_.. 
3w-84 

Aug-84 
Sep-84 
Oa-84 
Nov-84 
Ike-84 
J:m-85 
Fob-85 
M,,-85 
Apr-85 

May-85 
Jun-BS 
Jul..SS 

Aug-S5 
Sep-85 
Oct-85 

Nov-85 
Doo-85 
J:m-86 
Feb-86 
M,,--86 
Apr-86 

)..by-86 
Iun-86 
Jul-86 

Aug-86 
Sep-86 
0~-86 

Nov-86 
Dec-86 
J:in-87 
Feb-87 
J\,Iar-87 
Apr..S7 

May-87 
J~-87 
Jw-87 

!wg-87 
Sep-87 
Oet-87 

Nov..S7 
Dec-87 
J:m-88 
Feb-88 
M,,--88 
Apr-88 

M,y-88 
JW>-SS 
Jul-88 

Aug-88 
Sep-88 
Oc,-88 

Nov•SS 
Di:c-88 

8"' A 
14.05 
14,05 
14.56 
14.82 
15.28 
15.50 
IS.SO 
14.79 
14.51 
14.17 
13.72 
13.46 
13.36 
13,44 
14.19 
14.11 
13.62 
12.66 
12.70 
12.73 
12.72 
12.52 
12.04 
ll.4S 
11.24 
10.74 
9.91 
9.63 

10.02 
10.03 
9.69 
9.70 
9.96 
9.52 
9.69 
9.49 
9.27 
9.24 
9.19 
9.85 

10,40 
10.46 
10.62 
10.90 
11.58 
11.29 
11.18 
11.09 
IO.SO 
10.23 
10.43 
II.OS 
11.28 
II.OD 
11.22 
11.39 
10.92 
10.31 
10.35 
10.44 

13.39 
13.41 
13.87 
14.16 
14,90 
15.09 
14.82 
14.43 
14.I7 
13.80 
13.23 
13.ll 
12.99 
13.08 
13.&7 
13.61 
13.12 
12.13 
12.07 
12.13 
12.13 
12.01 
11.49 
10.97 
10.79 
10.26 
9.48 
9.14 
9.59 
9.62 
9.37 
9.:?9 
9.52 
9.52 
9.28 
9.I2 
8.95 
9.00 
&93 
938 
9.91 

10.02 
10.15 
10.45 
11.22 
10.75 
10.61 
10.54 
9.96 
9.70 ,_,. 

lo.40 
10.72 
10.53 
10,75 
10.89 
10.41 
10.01 
9.90 

10,06 
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Moody's Public Utility Bond Data Moody's Pub!ic Utility Bond Pm Moody's Public Utility Bond Dab Moody's Public Utility Bond Dat:i. Moody's Public Utility Bond 03b Moody's Public Utility &nd Dat:i 

""' A "" A ""' A ""' A Boa A BM A 
Jll!l-&9 10.38 IO.O& Jan-94 7.66 7.33 J:in-99 uo .,7 J::m-04 6.47 6,16 Jan-09 7.90 6.39 J:in-l4 5.09 4.63 

Fcb-89 lOJS 10.o7 Feb-94 7.76 7.47 Feb-99 7.41 7.09 Feb-04 6.28 6.15 Feb-09 7.74 6.30 Fcb-14 S.01 4.53 
~-89 10.SO 10.23 M:u--94 8.11 7.85 M,,-99 ,~, 7.26 MM4' 6.13 5.97 M:tr-09 8.00 6.42 'M.ar-14 5.00 4.51 
Apr-89 10.49 IO.IS Apr-94 8.47 8.22 Apo99 7.51 7.22 Apr-04 6.46 6'5 Apr-09 8,03 6.48 Apr-14 4.85 4.41 

""'""'' 
10.29 9.99 M,y-94 8,61 833 May-99 7.74 7.47 M,y-04 6.75 6.62 ><,y-09 7.76 6.49 M3y-14 4.69 426 

Jun-S9 sum 9.64 Jun-94 8.64 8.31 Jun-99 8.03 7.74 Jun-04 6.84 6,46 Jun-09 7JO 6.19 Jun-14 4.73 429 
Jul-89 9.64 9.50 Jul-94 3.80 S.47 Jul-99 7.97 7.71 Jw-04 6.67 6.27 Jul-09 6.87 S.91 Jul-14 4.66 4.23 

Aug-89 9.64 9.52 Aug-94 U4 8.41 Aug-99 S.16 7.91 Aui;-04 6.45 6.14 Aug-09 6,36 S.71 Aug-14 4.65 4.I3 
Sep-89 9.70 9.53 Sep-94 3.98 S.64 Sep-99 IU9 7.93 Sep-04 6.27 5.98 S,p-09 6.I2 5.53 Sep-14 4.79 4.24 

Oct-89 9.64 9.54 Oct-94 9.24 8.86 ()c,-99 S.32 8.06 Oot--04 6.17 '·" Oct-09 6.12 S.64 Oct-14 4.67 4.06 
!-lov-89 9.64 9.51 Nov-94 9.35 8.98 Nov-99 8.I2 7.94 Nov-04 6.16 S.96 Nov-09 6.16 S.64 Nov-l4 4.75 4.09 
Deo-89 9.60 9.44 Doo-94 9.16 8,76 Dec-99 828 8,14 D~-04 6,10 S.92 Dec-09 6.27 S.83 Dcc-I4 4.70 3.95 
Jan-90 9,74 9.56 Jan-95 9.IS 8.73 Jan--00 8.40 8.35 J,n-05 5.95 S.18 fan-IO 6.13 5.77 J:in-15 4.39 3.58 
Feb-90 9,96 9.76 Feb-95 . ., 8.52 Fch-00 833 825 Feb-OS 5,76 S.61 Feb-IO 6.27 5.88 Feb-15 4.44 3.67 
M:ir-90 10.06 9.85 Mat-95 S.78 8.37 ""'"'10 8.40 8.28 Mar-OS 6.00 '·" MM-10 6.24 S.88 MM-15 4.51 3,74 
Apr-90 10.13 9.92 Apr-95 8.67 8.27 Apr--00 8.40 8.29 Apr-OS 5.95 S.64 Apr-10 6,06 S.66 Apr-15 4.51 3.75 

Mey-90 10.16 10.00 M,y-95 SJO 7.91 >fuy--00 8.86 &70 M,y-OS 5.88 5.53 May-IO 5.97 5.44 May-1S 4.91 4.t7 
Jun-90 9.96 9.80 Jun-95 aOI 7.60 Jm,-00 8.47 8.36 Jun.OS 5,70 5.40 Jun-to 6.18 5.46 
Jul-90 9.92 9.15 Jul-9S 8.II 7.70 Jul--00 8J3 825 Jul-OS 5.80 5,51 Jul-IO S,98 5.26 

Aug-90 10.12 9.92 Aug-95 8.24 7.83 Aug--00 825 8.13 A!Jg--05 5.80 5.50 Aug-10 5.55 5.01 
S,:p-90 10.32 10.12 Sep-95 7.9S 7.62 Sep-00 8.32 8.23 Sep-OS S.83 5.52 Sep-10 5.53 S.01 
Oct-90 I0.28 IO.OS Oct-95 7.82 7.46 Oct-00 8.29 8.14 Oct-OS 6.08 S.79 Oct-10 S.62 5.10 

Nov-90 10.12 9.90 Nov-95 7,SI 7.43 Nov·OO 825 8.11 Nov-OS 6.19 5.88 Nov-10 '·" 5.37 
Dec-90 9.96 9.73 Dec-95 7.63 7.23 D""10 &OI 7.84 Dec-OS 6.14 5.79 Dec-10 6.04 ,_,. 
J~91 9.96 9.71 J:in-96 7.64 7.22 J:tn-01 7.99 7.SO Jan-06 6.06 S.14 Jmi-11 6.06 5.57 
Feb-91 9.68 9.47 Feb-96 7.78 7J7 Fcl>-01 7.94 7,74 F.S-06 6.11 , ... Feb-ti 6.10 '·"' Mtr•91 9.74 9.SS M.ar-96 8.15 7.73 ""'"'11 7.85 7,68 :Mu--06 6.26 S.98 Mu-II 5.91 S,56 
Apr-91 9.64 9.46 Apr-96 a12 7.89 Apc-01 8.06 7,93 Apr--06 6.54 629 Apr-II S.98 s.ss 

M:iy-91 9_64 9.44 May-96 S.45 7.98 May-01 s.n 7.99 May-06 6.59 6.41 May-II 5.14 5.32 
Jwt-9( 9.79 9.59 Jim-96 8.51 8.06 Jwt-01 8.02 7,85 '""""' 6.6I 6.40 J1Jll-11 5.67 S.Ui 
Jul-91 9.69 9.55 Jul-96 &44 8.02 Jul-01 8,05 7.78 Jul--06 6.61 6.37 Jul-II 5.70 5.27 

Aug-91 9.47 9.29 Aus-96 8.25 7.84 Aug--01 7,95 7.59 Au,;--06 6.43 6.20 Aug-II S.22 4.69 
Sep-91 9.35 9.15 Sep-96 8.41 8.01 Sep-01 8.I2 7.15 Sep-05 6.25 6.00 Sep-11 5.11 4.48 
Oct•91 9J2 9.12 Oct-96 8.15 7.77 Oct-01 8J)2 7.63 Oct-06 5.24 S.98 Oet-11 5.24 4.52 

No,,....91 9.28 9.05 Nov-96 7.87 7.49 N~I 7.96 7,57 Nov-06 6.04 5.80 Nev-II 4.93 4.25 
Dee-91 9.07 8.88 °""" 7.98 7.59 D""°I 8.27 7.83 Dci::--06 6.05 5.81 De<:·lt S,01 4J3 
J:m-92 8.98 8.84 J:m-97 us 7.77 ],n-02 8.13 7.66 Jon-07 6.16 5.96 J:m-12 5.06 4J4 

Feb-92 9.09 '·" Feb-97 8.02 7.64 Feb-02 8J8 7.54 Feb-07 6.10 5.90 Fcb-12 5.02 4.36 
Mlr-92 9.16 8.97 Mir-97 826 7.87 ""'""' 8.31 7,76 Mar--07 6.10 S.85 Mru--12 5.13 4.48 
Apr-92 9.11 8.93 Apr-97 8.42 8.03 Apc-02 8.25 1.S7 Apr--07 6.24 5.97 Apr-12 5.11 4.40 

><,y-92 9.01 8.87 May-97 828 7.89 M,y-02 8.33 7.52 M,y--07 6.23 S.99 May-12 4.97 4.20 
Jun•92 8.90 3.78 Juo-97 8.12 7.72 Jun--02 8.25 7.41 Jun-07 6.54 6,30 Jun-12 4.91 4.08 
Jul-92 8.69 8.57 Jul-97 7.87 7,48 Jul-02 8.08 7.31 Jw--01 6.49 6.25 Jul-12 4,85 3.93 

Aug-92 8.58 8.44 Aug-97 7.93 7~1 Aug-02 7.74 7.17 Aug-07 651 6.24 Aug-12 4.88 4.00 
Sep-92 ,.,, 8.40 S,p-97 7.84 7.58 Sep-02 7.62 7.08 Sep-07 6.45 6.18 Scp-12 4.81 4.02 

Oc:t-92 8,76 8.54 Oct•97 7.67 7.35 Oct-02 7.99 7.23 Oct-07 636 6.11 Oct-12 4.54 3.91 
Nov-92 8.86 8.63 Nov-97 7.49 725 N~2 7.75 7.14 Nov-07 6.27 S.97 Nov-12 4.42 3.84 
Dec-92 8,69 8.43 Dec-97 7.41 7.16 Dec-02 7.66 7.06 Dec-07 6.51 6.16 Dcc-12 4.SS ~00 
Jan-9'3 857 8.27 J:in-98 728 7.04 1:m-03 7.47 7.06 J:1!'1-08 6.35 6.02 Illll-13 4.66 4.15 
Fcb-93 8.31 8.04 Feb-98 7J6 7.12 Feb-03 7.17 6.93 Feb-OS 6.60 621 Feb-13 4.74 4.18. 
Mar-93 8.10 7.90 Mar·98 7.37 7.16 ""'"'13 7.05 6.79 M,,-08 6.68 6.21 Ylar-13 4.72 420 
Apr-93 8.11 7.81 Apr-98 7.37 7.16 Apr-03 6,93 6.64 Apr-08 6,81 6.29 Apr-13 4.49 4.00 
M3y-93 8.18 7.86 May-98 7.34 7.16 M.ay-03 6.47 6.36 M'ay-08 6.79 6.28 M,y-13 4.65 4.17 
Jll!l-93 8.05 1.15 Jun-98 7.21 7.03 Jm>-03 6.29 6.21 Jun-08 6.93 6.38 Jun-13 5.08 4.53 
Jul-93 7.93 7.54 Jul-98 7.24 7.03 Jul-03 6.65 6.56 Jul-OS 6.97 6.40 Jul-13 S21 4.68 

Aug-93 1.59 7.25 Allg-98 720 7.00 Aug-03 7.09 6.79 Aug-08 6.98 6.37 Aug-13 5.28 4.73 
Sep-93 7,35 7.04 S<p-9S 7.13 6.93 Sep-03 6.87 6.56 Sep-08 7.15 6.49 Sep-13 5.31 4.80 · 
0ct•93 727 7.03 Oct-98 7.13 6.96 Ckt-03 6.78 6.42 Oct-08 8.58 7.56 Oct-13 5.17 4.70 

Nov--93 7.69 7.30 Nov--98 7JI 7.03 Nov-03 6.69 6.37 Nov·08 8.98 7,60 Nov-13 5.24 4.77 

D~93 7.73 7.34 Dec-98 7.24 6.91 Dec-03 6.61 6.27 Dec-08 8.ti 6.52 Dcc-13 S.25 4.81 
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WOLF CREEi{ DECOMI\IISSIONING COSTS 
EXTERNAL TRUST FUND 
Review of 2014 Cost Estimate 
•••ADJUSTED TO REFLECT KCC STAFF INPUTS••• 

in2014$ In 2045 $ 

TOTAL COST DECON method $765,060,000 S 1,939,869,279 
KGE'S SHARE OF TOT AL COST $359,578,200 $911, 738,56 l 
CURRENT VALUE OF TRUST (12/31/14) $ 180,829,742 Adjusted to Reflect Taxes on Unrealiz 

EQUIVALENT BEFORE TAX RETURN: THE EXPECTED INVESH,IENT RETURNS ARE 
SHOWN ON PAGE 2 OF 2 

PAYMENT GROWTH AMOUNT $0 
GROWTH RATE FOR COSTS (INFLATION) 3.15% 
# OF PERIODS FOR ANALYSIS 30 
# OF PERJODS - l 29 
PERIOD OF PA TulENTS MIDYEAR 
DECOMMISSIONING PERJOD IN YEARS 9 
FUND MANAGER FEES 0.576% 

BEGIN YR. DECOM ANNUAL EARNINGS END YR. 
LINE YEAR BALANCE EXPENSE CONTRIB. AFTER FEES BALANCE 

AND TAXES 

2012 

2013 

2014 

2015 $180,829,742 $2,762,483 $9,161,452 $192,753,677 

2 2016 192,753,677 5,772,700 9,844,745 $208,371,122 

3 2017 208,371,122 5,772,700 10,629,297 $224,773,119 

4 2018 224,773,119 5,772,700 11,453,263 $241,999,082 

5 2019 241,999,082 5,772,700 12,318,620 $260,090,402 

6 2020 260,090,402 5,772,700 13,227,450 $279,090,552 
7· 2021 279,090,552 5,772,700 14,181,935 $299,045,187 

8 2022 299,045, I 87 5,772,700 15,184,369 $320,002,257 

9 2023 320,002,257 5,772,700 16,237,162 $342,012,118 

10 2024 342,012,118 5,772,700 17,342,842 $365,127,660 

11 2025 365,127,660 5,772,700 18,504,066 $389,404,427 

12 2026 389,404,427 5,772,700 I6,702,987 $411,880,114 

13 2027 411,880,114 5,772,700 17,659,005 $435,311,819 

14 2028 435,311,819 5,772,700 18,655,688 $459,740,207 

15 2029 459,740,207 5,772,700 19,694,766 $485,207,673 

16 2030 485,207,673 5,772,700 20,778,042 $511,758,415 

17 2031 511,758,415 5,772,700 21,907,395 $539,438,510 

18 2032 539,438,510 5,772,700 23,084,786 $568,295,997 

19 2033 568,295,997 5,772,700 24,312,259 $598,380,956 

20 2034 598,380,956 5,772,700 25,591,943 $629,745,598 

21 2035 629,745,598 5,772,700 26,926,059 $662,444,357 

22 2036 662,444,357 5,772,700 21,663,615 $689,880,672 

23 2037 689,880,672 5,772,700 22,556,274 $718,209,645 

24 2038 718,209,645 5,772,700 23,477,976 $747,460,321 

25 2039 747,460,321 5,772,700 24,429,666 $777,662,687 

26 2040 777,662,687 5,772,700 25,412,320 $808,847 ,7!J7 

27 2041 808,847,707 5,772,700 26,426,945 $841,047,352 

28 2042 841,047,352 5,772,700 . 27,474,582 $874,294,634 

29 2043 874,294,634 5,772,700 28,556,305 $908,623,638 

30 2044 908,623,638 5,772,700 29,673,222 $944,069,560 

31 2045 944,069,560 76,742,107 1,443,175 15,496,371 $884,266,999 

32 2046 884,266,999 170,390,309 13,361,348 $727,238,039 

33 2047 727,238,039 209,293,207 10,189,818 $528,134,650 

34 2048 528,134,650 156,404,173 7,349,097 $379,079,574 

35 2049 379,079,574 127,253,390 S,101,820 $256,928,004 

36 20SO 256,928,004 ll4,089,268 3,136,287 $145,975,022 

37 2051 145,975,022 58,558,037 1,854,229 $89,271,213 

38 2052 89,271,213 54,764,209 915,049 $35,422,054 

39 2053 35,422,054 35,623,101 202,618 $1,571 



KCC Adjustments to Ex[!ected Returns 
FEDERAL TAX RATE 20.00% 

FOR THE YEARS 2012 THROUGH 2025 

EXPECTED WEIGHTED AFTER 

INVESTMENT MIX RETURNS RATIO RETURN TAX 

Large Cap 7.60% 30% 2.28% 1.82% 

Small Cap 8.81% 8% 0.70% 0.56% 

International Equities 8.14% 16% 1.30% I.04% 

Core Fixed Income 4.95% 21% 1.04% 0.83% 

High Yield Bonds 6.40% 20% 1.28% 1.02% 

Real Estate 8.17% 5% 0.41% 0.33% 

Cash and equivalents 2.00% 0% 0.00% 0.00% 

100% 7.01% 5.60% 

FOR THE. YEARS 2026 THROUGH 2035 

EXPECTED WEIGHTED AFTER 

INVESTMENT MIX RETURNS RATIO RETURN TAX 

Large Cap 7.60% 20% 1.52% (22% 

Small Cap 8.81% 5% 0.44% 0.35% 

International Equities 8.14% 12% 0.98% 0.78% 

Core Fixed Iucome 4.95% 44% 2.18% 1.74% 

High Yield Bonds 6.40% 8% 0.51% 0.41% 

Real Estate 8.17% 3% 0.25% 0.20% 

Cash and equivalents 2.00% 8% 0.16% 0.13% 

100% 6.04% 4.83% 

FOR TilE YEARS 2036 TIIROUGH 2044 

EXPECTED WEIGHTED AFTER 

INVESTMENT MIX RETURNS RATIO RETURN TAX 

Large Cap 7.60% 10% 0.76% 0.61% 

Small Cap 8.81% 2% 0.18% 0.14% 

International Equities 8.14% 3% 0.24% 0.19% 

Core Fixed Income 4.95% 65% 3.22% 2.58% 

High Yield Bonds 6.40% 0% 0.00% 0.00% 

Real Estate 8.17% 0% 0.00% 0.00% 

Cash and equivalents 2.00% 20% 0.39% 0.31% 

100% 4.79% 3.83% 

FOR THE YEARS 2045 THROUGH COMPLETION OFDECOMMISSIONINg 

EXPECTED WEIGHTED AFTER 

INVESTMENT MIX RETURNS RATIO RETURN TAX 

Large Cap 7.60% 0% 0.00% 0.00% 

Small Cap 8.81% 0% 0.00% 0.00% 

International Equities 8.14% 0% 0.00% 0.00% 

Core Fixed Income 4.95% 30% 1.49% 1.19% 

High Yield Bonds 6.40% 0% 0.00% 0.00% 

Real Estate 8.17% 0% 0.00% 0.00% 

Cash and equivalents 2.00% 70% 1.40% 1.12% 

100% 2.89% 2.31% 
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JACOB J SCHLESINGER, ATTORNEY 

KEYS FOX & WIEDMAN LLP 

1400 16TH ST 

16 MARKET SQUARE, STE 400 

DENVER, CO 80202 

jschlesinger@kfwlaw.com 

FRANK A. CARO, JR., ATTORNEY 

POLSINELLI PC 

900 W 48TH PLACE STE 900 

KANSAS CITY, MO 64112 

Fax: 816-753-1536 

fcaro@polsinelli.com 

JAMES P. ZAKOURA, ATTORNEY 

SMITHYMAN & ZAKOURA, CHTD. 

7400 W 110TH ST STE 750 

OVERLAND PARK, KS 66210-2362 

Fax: 913-661-9863 

jim@smizak-law.com 



CERTIFICATE OF SERVICE 

MARTIN J. BREGMAN, ATTORNEY 

STINSON LEONARD STREET LLP 
1201 WALNUT ST STE 2900 

KANSAS CITY, MO 64106 

Fax: 816-691-3495 

marty.bregman@stinsonleonard.com 

ADAM SCHICHE, SENIOR ATTORNEY 

TALLGRASS PONY EXPRESS PIPELINE, LLC 

370 Van Gordon Street 

Lakewood, CO 80228 

adam.schiche@tallgrassenergylp.com 

PHILLIP OLDHAM 

THOMPSON & KNIGHT LLP 

98 SAN JACINTO BLVD STE 1900 

AUSTIN, TX 78701 

Fax:512-469-6180 

phillip.oldham@tklaw.com 

SAMUEL D. RITCHIE, ATTORNEY 

TRIPLETT, WOOLF & GARRETSON, LLC 

2959 N ROCK RD STE 300 

WICHITA, KS 67226 

Fax: 316-630-8101 

sdritchie@twgfirm.com 

THOMAS R. POWELL, GENERAL COUNSEL 

UNIFIED SCHOOL DISTRICT 259 

201 N WATER ST RM 405 

WICHITA, KS 67202-1292 

tpowell@usd259.net 

MATTHEW DUNNE, GENERALATTORNEY 

US ARMY LEGAL SERVICES AGENCY 

REGULATORY LAV':/ OFFICE (JALS-RUIP) 

9275 GUNSTON RD STE 1300 
FORT BELVOIR, VA 22060-5546 

matthew.s.dunne.civ@mail.mil 

15-WSEE-115-RTS 

Stefan Evanoff, VICE-PRESIDENT, PIPELINE 
MANAGEMENT 
TALLGRASS PONY EXPRESS PIPELINE, LLC 

370 Van Gordon Street 

Lakewood, CO 80228 

stefan.evanoff@tallgrassenergylp.com 

KATHERINE COLEMAN 

THOMPSON & KNIGHT LLP 

98 SAN JACINTO BLVD STE 1900 

AUSTIN, TX 78701 

Fax: 512-469-6180 

katie.coleman@tklaw.com 

TIMOTHY E. MCKEE, ATTORNEY 

TRIPLETT, WOOLF & GARRETSON, LLC 

2959 N ROCK RD STE 300 

WICHITA, KS 67226 

Fax: 316-630-8101 

temckee@twgfirm.com 

DAVID BANKS, ENERGY MANAGER 

UNIFIED SCHOOL DISTRICT 259 

201 NWATER 

WICHITA, KS 67202 

Fax: 316-973-2150 

dbanks@usd259.net 

KEVIN K. LACHANCE, CONTRACT LAW ATTORNEY 

UNITED STATES DEPARTMENT OF DEFENSE 

ADMIN & CIVIL LAW DIVISION 

OFFICE OF STAFF JUDGE ADVOCATE 
FORT RILEY, KS 66442 

Fax: 785-239-0577 

kevin.k.lachance.civ@mail.mil 

CATHRYN J. DINGES, SENIOR CORPORATE COUNSEL 

WESTAR ENERGY, INC. 

818 S KANSAS AVE 

PO BOX 889 

TOPEKA, KS 66601-0889 
· Fax: 785-575-8136 

cathy.dinges@westarenergy.com 



CERTIFICATE OF SERVICE 

15-WSEE-11q-RTS 
JEFFREY L. MARTIN, VICE PRESIDENT, REGULATORY CINDY S. WILSON, DIRECTOR, RETAIL RATES 

WESTAR ENERGY, INC. AFFAIRS 
WESTAR ENERGY, INC. 
818 S KANSAS AVE 

PO B0X889 
TOPEKA, KS 66601-0889 

jeff.martin@westarenergy.com 

DAVID L. WOODSMALL 
WOODSMALL LAW OFFICE 
308 E HIGH ST STE 204 

JEFFERSON CITY, MO 65101 

Fax: 573-635-7523 

david.woodsmall@woodsmalllaw.com 

818 S KANSAS AVE 
PO BOX 889 
TOPEKA, KS 66601-0889 

cindy.s.wilson@westarenergy.com 

Pamela Griffeth 

Pamela Griffeth 
Administrative Specialist 




