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DIRECT TESTIMONY
OF
MICHAEL W. CLINE

Case No. EQ-2007-

Please state your name and business address.
My name is Michael W. Cline. My business address is 1201 Walnut, Kansas City,
Missouri 64106.

By whom and in what capacity are you employed?

- I am employed by Great Plains Energy, the parent company of Kansas City Power &

Light Company (“KCPL”), as Treasurer and Chief Risk Officer.

What are your responsibilities?
My responsibilities include financing and investing activities, cash management, bank

relations, rating agency relations, enterprise risk management, and insurance.

" Please describe your education, experience and employment history.

I graduated from Bradley University in 1983 with a B.S. in Finance, summa cum laude. [
earned an MBA from [llinois State University in 1988. Frorh 1984-1991, [ was employed
by Caterpillar Inc. in Peoria, Itlinois and held a number of finance and treasury positions.
From 1992-1993, I was Manager, International Treasury at Sara Lee Corporation in
Chicago, Illinois. From 1994-2000, I was employed by Sprint Corporation in Overland
Park, Kansas, initially as Manager, Financial Risk Management and then as Director,
Capital Markets. During most of 2001, I was Assistant Treasurer, Corporate Finance, at

Corning Incorporated in Corning, New York. I joined Great Plains Energy in October



.-y

10
11
_ 12
@
14
15
16
17
18
19
20
24

22

—

2001 as Director, Corporate Finance. I was promoted to Assistant Treasurer in
November 2002. During 2004, I was assigned to lead the company’s Sarbanes-Oxley
Act compliance effort on a full-time basis, though I retained the Assistant Treasurer title
during that time. I was promoted to Treasurer in April 2005 and added the title of Chief
Risk Officer in July 2005.

Have you previously testified in a proceeding at the Missouri Public Service

Commission or before any other utility regulatory agency?

Yes. In 2006, I provided Direct, Rebuttal, and Surrebuttal testimony into KCPL’s

Missouri rate case ER-2006-0314 and also testified before the Missouri Public Service
Commission related to the aforementioned docket. Also in 2006, I provided Direct and
Rebuttal testimony in KCPL’s Kansas rate case 06-KCPE-828-RTS. In 2005, I testified
before the Missouri Public Service Commission and submitted testimony to the Kansas
Corporation Commission concerning KCPL’s Regulatory Plan.

What is the purpose of your testimony?

My testimony is in two sections. In Section 1, I will do the following: (1) Review the
conceptual rationale for, and methodology for determining, Additional Amortizations to
maintain KCPL’s financial ratios as outlined in the 2005 Regulatory Plan Stipulation and

Agreement in Case No. EO-2005-0329; (2) Review the amount of Additional

- Amortizations authorized by the Commission in its Report and Order in case ER-2006-

0314 dated December 21, 2006; (3) Describe the impacts to KCPL of achieving targeted
credit metrics through earnings compared to Additional Amortizations; and (4) Describe

the amount of Additional Amortizations that KCPL is requesting in this case. In Section
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2, I will support adjustments related to accounts receivable sales fees as included in

Schedule JPW-2 attached to the Direct Testimony of KCPL witness John P. Weisensee.
SECTION 1

The Regulatory Plan Stipulation and Agreement approved by the Commission in

August 2005 in Case No. EQ-2005-0329 (“Stipulation”) discussed Additional

-Amortizations to maintain financial ratios. Please explain the significance of these

amortizations and the maintenance of financial ratios for KCPL.

The Signatory Parties to the Stipulation agreed that it is imperative that KCPL maintain
its debt at an in‘\-restment grade rating during the implementation period of its
Comprehensive Energy Plan (the “Plan”). For its part, KCPL acknowledged its
responsibility and commitment to take prudent and reasonable actions to maintain its
investment grade rating during this period. The non-KCPL Signatory Parties, in turn,

agreed to support the “Additional Amortizations to Maintain Financial Ratios,” (the

: “Addiﬁonal Amortizations™) as defined in the Stipulation and related appendices, in

KCPL general rate cases filed prior to June 1, 2010. The Signatory Parties agreed that
the Additional Amortizations would be an element in any KCPL rate case only when the
Missouri jurisdictional revenue requirement in that case fails to satisfy the financial ratios
shown in Appendix E of the Stipulation and Agreement through the application of the
procesé illustra*ed in Appendix F of the Stipulation.

Why is it important for KCPL to maintain investment grade ratings during the
implementation of the Plan?

Maintaining high credit quality at KCPL is vital to debt and equity investors, banks,

rating agencies, and ratepayers for three primary reasons. First, KCPL and its parent,
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Great Plains Energy; will rely extensively on the debt and equity capital markets for
financing over the next several years. Total capital expenditures (including Plan-related
expenditures and “normal course” capital expenditures) over the 2007-2011 period are
expected to exceed $2.5 billion. Approximately 45% of this amount will need to be
raised through issuances of debt by KCPL and equity by Great Plains Energy. Investors
will need to have confidence in KCPL’s credit strength and financial wherewithal to feel
comfortable making this capital available to KCPL and Great Plains Energy on attractive
terms, particularly given éompeting opportunities for deployment of capital. Second, in
addition to new funding requirc;d for the Regulatory Plan, KCPL will have a significant
amount of debt subject to refinancing during the period of the Plan. KCPL has $225
million of senior notes maturing in March 2007. Further, KCPL has $257 million of tax-
exempt debt that is either subject to remarketing during the Regu]étory Plan period or is
in a weekly or monthly “auction” mode and essentially refinanced at those intervals.
KCPL’s ability to refinance its debt efficiently, effectively, and on favorable terms will
be heavily dependent on bondholder and rating agency views of KCPL’s
creditworthiness. Finally, the strong financial profile required for an investment grade
rating benefits ratepayers by enabling KCPL to (a) attract the capital needed to make
infrastructure investments; (b) reduce its interest costs; (c) meet its obligations in a timely
fashion; (d) attract and retain a high-quality workforce; and (e) invest in the communities
it serves.

What is the purpose of the Additional Amortizations?

- The 2005 Regulatory Plan Stipulation identified three credit ratios deemed most

important to the credit rating agency Standard & Poor’s (“S&P”) in determining a
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utility’s credit quality. These three ratios are: (i) Total Debt to Total Capitalization; (ii)

‘ FuhdsI from Operations (“FFO™) Interest Coverage; and (iii) FFO as a Percentage of

Average Total Debt. The fundamental purpose of the Additional Amortization is to
provide a means by which KCPL may achieve an amount of FFO sufficient to sustain
levels of ratios (ii) and (iii), above, that are consistent with the low end of the top third of
the range for BBB-rated utility companies with an equivalent Business Risk Profile to
KCPL, per S&P’s guidelines.

Does S&P publish these guidelines?

Yes. The ratio guidelines upon which the Stipulation and Agreement were based were
published in 2004 and are attached as Schedule MWC-1. S&P’s methodology for
calculating these ratios was updated in its October 2, 2006 report entitled “Utility
Statistical Methodology,” which is attached as Schedule MWC-2,

Has the Business Risk Profile score assigned to KCPL by S&P changed from the
level used to establish the target ratio levels established in the Stipulation and
Agreement?

No. As evidenced in the most recent credit report issued by S&P on KCPL, dated August
1, 2006 (attached as Schedule MWC-3), KCPL’s Business Risk Profile remains a “6.”

As such, the ratio guidelines established in the Stipulation are still applicable to KCPL.
How does the Additional Amortizations mechanism work?

The mechanism results in an Additional Amortizations amount being added to KCPL’s
cost of service in a rate case when the projected cash flows resulting from KCPL’s
Missouri jurisdictional operations, as determined by the MPSC, fail to meet or exceed the

Missouri jurisdictional portion of the low end of the top third of the BBB range shown in



10
11
12

B

14

15

16
17
18
19
20
21
22

23

Schedule MWC-1 for the FFO Interest Coverage and FFO as a Percentage of Average

. Total Debt ratios. The amount of Additional Amortizations is the amount needed to

achieve that threshold. Any Additional Amortizations granted to KCPL are subsequently
treated as an offset to rate base, which reduces rates when they are set by the Commission
in the next general rate case.

Did the Commission authorize Additional Amortizations in KCPL’s 2006 rate case?
Yes. The Report and Order in KCPL’s Case No. ER-2006-0314 authorized Additional
Amortizations in the amount of $21.7 million as part of a total rate increase of $50.6
million. The calculation of the Additional Amortizations authorized in that case is shown
in the attached Schedule MWC-4,

Fr'om_KCPL’s perspective, is cash flow generated through regulated earnings the
same as cash flow generated through Additional Amortizations?

No. The key difference is that, as described in the 2005 Regulatory Plan Stipulation,
ratepayers receive a rate base offset beginning in the next rate case for any Additional
Amortizations authorized. The effect of this is to lower KCPL’s revenue requirerent in
subsequent rate cases.

How does KCPL view allowed return versus Additional Amortizations?

KCPL views the availability of Additional Amortizations as critical in supporting our
efforts to maintain credit qualit$r during a period of very high capital spending. That

being said, the amortization mechanism was not designed as a substitute for fair,

- traditional cost.of service ratemaking. Determination of an appropriate return on equity

commensurate with KCPL's risk profile is an essential element of this rate case. In his

Direct Testimony in this case, KCPL’s witness Dr. Samuel C. Hadaway supports an
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~ 11.25% return on equity as an appropriate level for the Company. Dr. Hadaway’s

~ recommended level of return on equity is independent of the existence of the Additional

Amortizations mechanism. Once a fair level of return has been established, the
Additional Amortizations mechanism can work as initially contemplated in the
Stipulation, i.e., to provide KCPL with an amount of incremental cash flow needed to
attain certain key credit ratio thresholds, to the extent that cash flow provided through
rate relief is otherwise insufficient for this purpose.
What is the actual amount of Additional Amortizations for which KCPL is filing in
this rate case?
Based on the various components of KCPL’s case, as described in the testimony of
numerous witnesses from the Company and experts testifying on the Company’s behalf,
KCPL estimates that Additional Amortizations in the amount of $9,284,389 above the
$21.7 million granted in Case No. ER-2006-0314, will be needed to achieve the level of
FFO / Debt published in S&P’s guidelines, as previously discussed on page 5. Schedule
MWC-5 contains the supporting calculations for this amount of Additional
Amortizations.

SECTION 2
What is the purpose of this section of your testimony?
In this section of testimony, I will support two adjustments related to accounts receivable
sales fees as referenced in the Summary of Adjustments in the Direct Testimony of

KCPL witness John P. Weisensee on Schedule JPW-2.
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Briefly explain how the sale of KCPL's accounts receivable is structured.

The sale of KCPL's receivables is structured as follows: (i) KCPL sells all of its electric
receivables at a discount to Kansas City Power & Light Receivables Company
("KCREC"), a wholly-owned subsidiary of KCPL; (ii} KCREC selis the receivables to a
bank ("Bank"), up to a maximum commitment of $100 million; (iii) the Bank issues
commercial paper to generate cash to pay KCREC for the receivables it buys;

(iv) KCREC uses the cash it receives from the Bank to pay KCPL for a portion of the
receivables it purchased; (v) KCREC issues a note to KCPL for the difference between
the cash it pays to KCPL and the total receivables purchased; and (vi) KCREC pays the
Bank sales feesl on the amount of Commercial Paper it issued and also pays KCPL
interest on the note.

How are the Accounts Receivable sales fees calculated?

KCREC pays (i) the weighted average interest rate on the commercial paper issued by the
Bank, plus 30 basis points, multiplied by (ii) the average amount of commercial paper
.outstatllding duﬁng each calendar month, divided by 360, multiplied by the number of
days in a month. KCREC also pays 15 basis points on the average of the difference
between the maximum commitment by the Bank and the actual amount of receivables
purchased by the Bank.

Why are these‘ adjustments necessary?

These adjustments are necessary for two reasons. First, accounts receivable sales fees are
recorded on the books of KCREC, not KCPL. Therefore, an adjustment is necessary so

that test year fees can be included in KCPL’s cost of service. Second, an adjustment is
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necessary to increase the actual 2006 test year bank fees to projected 2007 expenses to
reflect revised assumptions.

How were these adjustment determined?

KCPL test year expenses excluded the bank fees. The first adjustment was determined
using eleven months of actual and one month of budgeted commercial paper fees
incurred by KCREC. The second adjustment was determined by estimating commercial
paper rates for 2007 by month, adding 30 basis points, and applying this total rate to the
projected advances under the accounts receivable facility for each month. The advance
was estimated to be $70 million for every month in 2007. The second adjustment was the
variance between projected 2006 bank fees and the projected 2007 bank fees.

What is the amount of the first adjustment? A

The adjustment for the total 2006 bank fees is $3,822,420 and is shown as Adj-9 on the
Summary of Adjustments attached to the direct testimony of KCPL witness John P.
Weisensee as Schedule JPW-2,

What is the amount of the second adjustment?

The adjustment for the incremental increase to préjected 2007 bank fees is $244,886 and
is shown as Adj-54 on the Summary of Adjustments attached to the Direct Testimony of
KCPL witness John P. Weisensee as Schedule JPW-2.

Does this conclude your testimony?

Yes.
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RESEARCH

New Business Profile Scores Assigned for U.S. Utility
and Power Companies; Financial Guidelines Revised

Publication date: - 02-Jun-2004

Credit Analyst: Ronald M Barone, New York (1) 212-438-7662; Richard W Cortright, Jr. , New
York (1) 212-438-7665; Suzanne G Smith, New York (1) 212-438-2106; John W
Whitlock, New York (1) 212-438-7678; Andrew Watt, New York (1)
212-438-7868; Arthur F Simonson, New York (1) 212-438-2094

Standard & Poor's Ratings Services has assigned new business profile scores to U.S. utility and power
companies to better reflect the relative business risk among companies in the sector. Standard & Poor's
also has revised its published risk-adjusted financial guidelines. The new business scores and financial
guidelines do not represent a change to Standard & Poor's ratings criteria or methodology, and no ratings
changes are anticipated from the new business profile scores or revised financial guidelines.

New Business Profile Scores and Revised Financial Guidelines

Standard & Poor's has always monitored changes in the industry and altered its business risk
assessments accordingly. This is the first time since the 10-point business profile scale for U.S.
investor-owned utilities was implemented that a comprehensive assessment of the benefits and the
application of the methodology has been made. The principal purpose was to determine if the

. methodology continues to provide meaningful differentiation of business risk. The review indicated that
“while business profile scoring continues to provide analytical benefits, the complete range of the 10-point
scale was not being utilized to the fullest extent.

Standard & Poor's has also revised the key financial guidelines that it uses as an integral part of
evaluating the credit quality of U.S. utility and power companies. These guidelines were last updated in
June 1999. The financial guidelines for three principal ratios (funds from operations (FFQ) interest
coverage, FFO to total debt, and total debt to total capital) have been broadened so as to be more
flexible. Pretax interest coverage as a key credit ratio was eliminated.

Finally, Standard & Poor's has segmented the utility and power industry into sub-sectors based on the
dominant corporate strategy that a company is pursuing. Standard & Poor's has published a new U.S.
utility and power company ranking list that reflects these sub-sectors.

' There are numerous benefits to the reassessment. Fuller utilization of the entire 10-point scale provides a
superior relative ranking of qualitative business risk. A simultaneous revision of the financial guidelines
supports the goal of not causing rating changes from the recalibration of the business profiles.
Classification of companies by sub-sectors will ensure greater comparability and consistency in ratings.
The use of industry segmentation will also allow more in-depth statistical analysis of ratings distributions
and rating changes.

The reassessment does not represent a change to Standard & Poor's criteria or methodology for -
determining ratings for utility and power companies. Each business profile score shouid be considered as
the assignment of a new score; these scores do not represent improvement or deterioration in our
assessment of an individual company's business risk relative to the previously assigned score. The
financial guidelines continue to be risk-adjusted based on historical utility and industrial medians.

~ Segmentation into industry sub-sectors does not imply that specific company characteristics will not weigh
" - heavily into the assignment of a company's business profile score.

Results
Previously, 83% of U.S. utility and power business profile scores fell between '3' and '6', which clearly

Schedule MWC-1

Standard & Poor's. All rights reserved. No reprint or dissemination without S&Ps permission. See Terms of Use/Disclaimer on the last page.
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does not reflect the risk differentiation that exists in the utility and power industry today. Since the 10-point
scale was introduced, the industry has transformed into a much less homogenous industry, where the
divergence of business risk--particularly regarding management, strategy, and degree of competitive
market exposure--has created a much wider spectrum of risk profiles. Yet over the same period, business
profile scores actually converged more tightly around a median score of '4'. The new business profile
scores, as of the date of this publication, are shown in Chart 1, The overall median business profile score
is now '5'.

Chart 1 by

Chart 1
Distribution of Business Profile Scores

% of Companigs

1 2 3 4 5 6 7 3 9 10
New Business Profile Score

Table 1 contains the revised financial guidelines. it is important to emphasize that these metrics are only
guidelines associated with expectations for various rating levels. Although credit ratio analysis is an
important part of the ratings process, these three statistics are by no means the only critical financial
measures that Standard & Poor's uses in its analytical process. We also analyze a wide array of financial
ratios that do not have published guidelines for each rating category.

Table 1

Revised Financial Guidelines
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Again, ratings analysis is not driven solely by these financial ratios, nor has it ever been. In fact, the new
financial guidelines that Standard & Poor's is incorporating for the specified rating categories reinforce the
analytical framework whereby other factors can outweigh the achievement of otherwise acceptable
financial ratios. These factors inciude:

Effectiveness of lability and liquidity management;

Analysis of internal funding sources;

Return on invested capital;

The record of execution of stated business strategies;

Accuracy of projected performance versus actual results, as well as the trend;
Assessment of management's financial policies and attitude toward credit; and
Corporate governance practices.

Charts 2 through 6 show business profile scores broken out by industry sub-sector. The five industry
sub-sectors are:

»  Transmission and distribution--Water, gas, and electric;
Transmission only--Electric, gas, and other;
. integrated electric, gas, and combination utilities;

Standard & Poor's. All rights reserved. No reprint or dissemination without S&Ps permission. See Terms of Use/Disclaimer on the last page.
www.standardandpoors.com/ratingsdirect ' Page 3018

377672 | 300128907



Diversified energy and diversified nonenergy; and
. . Energy merchant/power developer/irading and marketing companies.

Chart2

Chart 2

Transmission and Distribution-Water, Gas, and
Electric
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Chart 3

Chart3
Transmission Only-Electric, Gas, and Other
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The average business profile scores for transmission and distribution companies and hansmisgion—only
companies are lower on the scale than the previous averages, while the average business profile scores
for integrated utilities, diversified energy, and energy merchants and developers are higher.

The Appendix provides the company list of business profile scores segmented by industry sub-sector and
ranked in order of credit rating, outlook, business profile score, and relative strength.

Business Profile Score Methodology

Standard & Poor's methodology of determining corporate utility business risk is anchored in the
assessment of certain specific characteristics that define the sector. We assign business profile scores to
each of the rated companies in the utility and power sector on a 10-point scale, where '1’ represents the
lowest risk and '10' the highest risk. Business profile scores are assigned to all rated utility and power
companies, whether they are holding companies, subsidiaries or stand-alone corporations. For operating
subsidiaries and stand-alone companies, the score is a bottom-up assessment. Scores for families of
companies are a composite of the operating subsidiaries’ scores. The actual credit rating of a company is
analyzed, in part, by comparing the business profile score with the risk-adjusted financial guidelines.

For most companies, business profile scores are assessed using five categories; specifically, regulation,
markets, operations, competitiveness, and management. The emphasis placed on each category may be
influenced by the dominant strategy of the company or other factors. For example, for a regulated
transmission and distribution company, regulation may account for 30% to 40% of the business profile
score because regulation can be the single-most important credit driver for this type of company.
Gonversely, competition, which may not exist for a transmission and distribution company, would provide
a much lower proportion (e.g., 5% to 15%} of the business profile score.

For certain types of companies, such as power generators, power developers, oil and gas exploration and
production companies, or nonenergy-related holdings, where these five components may not be
appropriate, Standard & Poor's will use other, more appropriate methodologies. Some of these
companies are assigned business profile scores that are useful only for relative ranking purposes.

As.noted above, the business profile score for a parent or holding company is a composite of the

- business profile scores of its individual subsidiary companies. Again, Standard & Poor's does not apply
rigid guidelines for determining the proportion or weighting that each subsidiary represents in the overall
business profile score. Instead, it is determined based on a number of factors. Standard & Poor's will
analyze each subsidiary's contribution to FFO, forecast capital expenditures, liquidity requirements, and
other parameters, including the extent to which one subsidiary has higher growth. The weighting is
determined case-by-case.

Appendix: U.S. Utility and Power Company Ranking List

U.S. Utility and Power Company Ranking List

Company Corporate Credit Rating Business Profile
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U.S. Utility and Power Company Ranking List (cont.)
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| Central Hudson Ges & Electric Go. “°.
Ameﬂcan Water Capital Corp

! BostonGas Co. - v ¥
Colomal Gas Co.

| ‘Middlesex Water Co,” ~ "~~~ ¢ 5" -
York Water Go. (The)

[ Riabama Gas Gop.
Atlanta Gas Light Co.

 Public Service'Co. of North Carolisa e, 7+ = = - AfStablarA-2’
Wisconsin Gas Co. A-/Stable/A-2

I North ShoreGas 6o, © .- 56 o F - AJStable/AD, i L

Peoples Gas nght & Coke Co
; ONEOK lnc

Indiana Gas Go. Inc.
i Souitiers Calfornia Wafer Co; < - 7% &= =

American States Water Co. -

3 UnnedWaterNewJersey " L wLv“é 9
United Waterworks
[ PPL Eleoric Uties Com, -, -
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. 'U.S. Utility and Power Company Ranking List (cont.)

Commonwealth Edison Co. A-MNegalive/A-2 4

? I?E_éamEnergy Co; i % ‘
Oeh;ltralmlimhmrmlc;s Public Service Co. -
*— Westem Ma&sachusetts Etectr;c Cos: T :

Caéo;t;;Nalural Gas Cormp.

I South Jérsey Gas Co. s ;
Baltimore Gas & Eieclnc Co. BBB#StablelA 2
 Connectiout Natural Gas Com,~ =+~ .. ' " " BBBNegativefs’ +,
Southern Connecticut Gas Co. BBB+Negative/—
T peByNegatvel.
* BBB+/Negative/A-2
" . BBBwWNegave/AZ -
BBB#NegalwefA 2

. Yankes Gas Services Co.+~ = % 7 .y ]
Connecllcut Light & Power Co BBB+INegalivef—

Bay State Gas Co. BBB/Stable/--
UAEPTexasCeniralCo. .- o - .0 i BB/
AEP Texas North Co. BEB/Stable/--
b Sauthwest Gas GO, 5~ e L s it BBBJStablel~ |
Columbus Southern Power Co BBB/Stable/-

{OfigPowerGo. ..~ - " © . . " 0 ui " BOBSHbeh
Public Service Electric & Gas Co. BBB/Stable/A-2

2 OnoorEIectficDéjiyenyo.__ LT T e T BEBN
Southern Union Co.

w

! CemerpmntEnergy Houétari ?IMncLLC R

CenterPoint Energy Resources Corp.
{ DuquesneLightCo. © © % " L T
Duquesna Light Holdmgs Inc. EBBB/Negative/ — 5

PIXUGESCO. v L A s T BBROWADeW s o L Ll 8 ]
Jersey Central Power & Light Co. o ‘I‘BBB-IStableln 4
{ Metropolitan EdisonCo. © v oo, BRBStablel 7 - TEE
Pennsylvania Electric Co. BBB-/Stable/—

| TexasNew Mexico PowerCo: .~ ~ ... . . BBc/Siablele e m

AmeriGas Partners L.P. BB+ISlabIel--
{ NUF Utiities ne, © T .t .
Suburban Propane Pariners L.P.

{ StarGasParners LR 0
SEMCO Energy inc.
| Femollgas Parters LR .~ o .
Potomag Edison Co..
{ WestPerinPower Co. - .- L -7
llinova Gorp. B
} ! NorthWestern Corp. =
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’ § PanEnergy Corp

“U.S. Utility and Power Company Ranking List {cont.}

2. Transmission On!y Electric, Gas, and Other

Queslar PlpellneGo R

T L Ap/Negativer- - 5 %

M]d -West 1ndependent Transmlssnon Sys!ern Operator Inc A/Stable/--

g

| AStablefAy.

A/Stable/A-1

Bt

/W

e
Explorer F'lpelme Co.

A/Stable/A-1

Nonhem Natyral Gas €5, . =«

Buckeye Partners L.P,

A-/Stable/--

T A Nagatvel <t

MNorthem Border Pipeline Co.

A-ICW-Neg/--

 Téxas Gas Transmission e o oo s, BBBa/Stablei

Iroquois Gas Transmission System L.P.

BBB+/Stable/-

;~Fignda Gas Transmhssmn-Co. i

lnternatlonaj Transmlssnon Cn

BBB/Stable

3 e Holding Corp,.

.. BBB/Siable " .

Texas Eastemn Transmlssnon L P

BBB/Stable/—

BRI . e

TE Producets Pipeline Co. L P
I

BBB/Stable/--

| TEPPCO Partrirs L.

T DT - BBBISbG

Panhandle Eastemn Pipeline LLC

BBE/MNegative/~

& Noark P|peime Fnance LLG *

- BBBNegatver- ., - © -

Souihem Star CentraJ Gas Plpelme 1nc

BB/Stable/--

Tranéwestem Pipeline Co.%,  +.

ro

RN D 1

Transcontinental Gas Pipe Line Corp.

B+/Negative/--

Northwest Pipefine Corp & i

e e % BeNSQAIVERs. | ¢

Colorado Interstate Gas Co

B-/Negative/-

. Southern Natural Gas Co. ..~

ANR PFipeline Co.

B-/Negative/--

"Tennesses Gas Pipelina Co.” - 7.~

L iBNegatvel-

El Paso Tennessee Pspelme Co

B-/Negative/—

? EF Paso Natural G

oor e BefNegativel- |

@ agyidy Lt e T

Gas Transm:ssnon-Nonhwest Corp

CC/CW-Pos/—

3 rmegraned Electrﬁ: Gas, and combma:ion umnﬁogq

Wisconsin Public Service Corp.

AA-Stable/A-1+

Southern Co. A/Stable/A-1 4
[ GdbignPowerCo. 1 © wr T NS 55

Alabama Power Co.

A/Stable/A-t

Mississippi Power Co,. .. G-

© A/Stable/A-Y

Gulf Power Go.

" AiStable/—
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U.S. Utility and Power Company Ranking List (con! }

Savannah Eleit

T

e e o 3 et

San Diego Gas & Electric Co.

ASbleA

[ MidAmerican Encrgy Go.; NSt L g o

Na‘aestar Corpt o —f--1A-1

’ Florida Power & Light Co. A/Negative/A-1 4

| South Carolina Electc 8 Gas Co. - AisabeiAd ST T G
SCANA Corp. A-/Stable/--

Wisconsin Electric Power Co. - _ UL ASblerA 2 J

AGL Resources Inc

AStabie/A-2

ol a B e

{ Virginia Electric & PowerCo (Dom" ion V’rglma) T AqStablelA-Zt e S RN
idaho Power Go. o A-/Stable/A-2 5
FIDACORPInc., (=@ 57 -t - T B R I T
Energen Cormp. T A-/Stable/-- 6
rVecireﬂ nifity Holdingsa!nc Lo " " AcNegativelA2 ’ R g "§
Wisconsin Power & nght Co. A-Negative/A-2 4
F Aimos Enrgy Corp. 15 1 g T T
Southern Indiana Gas & Eleclnc Co A-Negative/- 5
i Momana-DakotaLmﬁtsesCo wl Aﬂegaﬁvéf S i - i"}
PacifiCop A-/Negative/A-2

| Northern BorderPammers P, =+ 4. . i AJOWNeg/ .. "4
Central Hlinois Light Co. A-ICW-Neg/— 5

' CILCORP = -, j B¢ ; o ©AJOWNeghs .. e el e
Union Electric Co. - A-/CW-Neg/A-2 S

[ AmerenCorp: . L ACWNeglAD Si s
Cincinnati Gas & Electric Co. BBB+/Stable/A2- 4
osdahomaeas&ElecmcCe T R BRBStabletA2 TS
ﬁo;hern States Power Wsconsm “BBB+IStabIe A2 5

| Kentucky Utlites Co. 2 © > i, BBBHSblAR e
Louisville Gas & Elecmc Co. BBB+/Stable/A-2 5

! AHeie o ¥ Bamﬁabﬁkz P RN ) w 5“?
Wisconsin Energy Corp BBB+/Stable/A-2 5

| PSLEnérgy Iné. - e R A
Union Light Heat & Power Co BBB+/Stable/— 5

| Hawalian Blectio Go.fne. -~ . BBBuSbigAz e

Enogex inc. BEB+/Stable/- 6

[ National Fuei Gas Co, R NN 7]
Energy East Corp. BBB+/NegativelA2 3

{HGSE:TergyGrouplnc.! T =, Bt BBEBeNegalivels 7o - - D 1 T 4
Rochester Gas & Electric Gorp. BBB+/Negative/-- 4

| Mickigan Cousoldalod Gas Gor = ™ © "+ i o BBSNegaeAZ v T ST
Interstate Power & Light Co. BBB+/Negative/A-2 5

{ Public Sewvicé Co. of New Hampshire -

e ¥
;

* .. /BEBHNegatve/-'s

Kaneb Pipe Line Operating Partnership L.P.

BBB+/Negative/—
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u.s. Ut|I|ty and Power Company Rankmg List {cont.)

: BBB+INegaWeIA-2,; o
BBB+MNegative/A-2 6

BBB+/CW-Neg/A-2 5

NiSource Inc.

BBB/SbI 4

;XcerEnergytnc: T

Public Service Co. .of Colorado

it g - i

! Nbdhem'fé?a;éé Poweréaf- S

T BB SNabIeIAD - -

BBB/Stable /A-2 5
o BEESbe]AR T T

Southwestem Public Serv oe Co.

;..v..m. e

BBB/Stable /A-2 5

Appalach:an ‘Power Go g

T BBB/Stble b LT e

Kentucky Power Co.

| Public Setvice Co. of Oklahoma

BBB/Stable/-- 5

Southwestern Electric Power Co.

BBB/Stable/--

| Northem'tndiana Public Sérvice Co, .. . -

Eig BEBStble, e TR

Entergy Arkanéas Inc.

BEB/Stable/--

- I'Entergy Lovistana Ing. - .

o i DR o

Progress Energy Florida

BBB/Stable/~

§’ Progress:Eriergy Catolinas Inc, =" -

&
SR ICINC SRR R
L .

Eovaind

L boaSmbeRE

Kansas City Power & Light Co.

s

BBB/Stable/A-2

L PNM Resources lric. -

Southern Cahforma Edison Co.

T pEBStablers o o e o T

BBB/Stable/A-2

| ‘Empire Distyict Electric Co.~ ~~ = <7 .~

T BBBSRRA e

A

Entergy Mississippt Inc.

BBB/Stable/--

¢ Eitteigy New Orleans lne; * =7~ 7

T

Duke Energy Field Services LLC

BBE/Stable/A-2

Arizona Public Service Co.. -+ »" & G

"% i - DBBNegatvelA2 .0 LT e

TXLU U.S, Holdings Co.

oinioiaieoioloio o

BBB/MNegative/--

| Pinndcle West Capital Corp,

"2, BBBMNegalvelAZ o LT . i

Cleco Power LLC

BBB/Negative/A-3

quget Sound Eriergy-ing. -

" BBBYPOSHVEIAS =5

Puget Energy inc.

BBB-/Positive/—-

{ Green Mounlain Power Corp: = - -

iy

LI BEBYSmbes

Public Service Co. of New Mexico

BBB-/Stable/A-2

Cleveland E!ectnc Illummaung Co.

* .1 Onig Edison Co. - e L

BBB-/Stable/~
T P

IR

£

Tolede Edison Co.

BBB-/Stable/-

¢ Pernsylvania,Power Co: « -

-ng&m‘d"m
"

i
.

" SBBByStbleld s o T

El Paso Electric Co.

BBB-/Stable/--

vt ' BOB/Stablel

b

Entergy Gull States Inc.

BBB-/Stable/--

! System Erergy Hesources Inc.= . . .

Tampa Electric Co.

]

aivioim e

BBB-/Negative/A-3
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LS. Utility and Power Company Ranking List {cont.)
1 Biack Hils Pt & wE ‘BBBNelatie

" Westar é“n;gy Inc. ' F BB+/Posilive/--
| Kansas Gas & Eleciris Co.. A V ).

" i

35 i ot o e b e rer s s

Indianapolis Power & nght Co. BB+/Stable/--
| IPALCO Enterprises toe. -+ T T RSl pre o L
Enterprise Proo;ots QOperating L.P. EB#Stabiel-
[ Enterprise Products Paers LP. -, - -~ ° 7 " & BBy/Stablers,
GulfTerra Energy PartnersTj P‘WW N BB+/CW-Neg/--
| Consumers Energy Co. . - - BBNogalvel~ . L L ., 84

o s ok AL - 0 e A v, et e e, : 5 e i o

Tucson Etectric Power Cao. BB/CW-Neg/— 6

e g s

| Dayton Power & Light Co  + - & pmitwiNagl s o e g
Monongahela Power Co. B/Stable/— 5
' CLUN e L B Bi/Negativel~

=

Sierra Pacific Power Co.

Slena Pacitic Besources < iv o 0l s

i WPS Resources Corp
KeySpan Corp.

[ FPLGrouplno. . .-
Peoples Energy Corp.

PVeenComp. .-t 0wl iEL ANegativerl ;j R
PacifiCorp Holdings Inc. A-Negative/

[BxglonGom. st o T T A NegatveiAg. -

MBDU Resources Group Inc. . A-fNegativelA»Z

| Centenpial Ensrgy Holdings Inc. - - .

Qiter Tail Com. ' A-fNegahvei—-
;‘Kinongorgéozénergnya“hné‘r‘é LP. e e JBBB—»?’St‘éEIeJ&ﬁé“* i ‘ gt !
Northeast Utilities BBB+/Stable/--
3 OGEE"'ﬁefgyéorp : ::‘ :- e 5 ﬁ‘*: BBBngtab{a‘!A-Z”w L - S - .6-,__:5

LGAE Energy Corp. BBB+/Stable/-- 6
§ Clnergy COfn K*t . LR ;‘ . . oLt o BWS{MA‘Z V i x{ ':; fy 6 é
Constellation Energy Group Inc. BBB+/Stable/A-2 7
[Serpaby U eeeadRs L T
Pepco Holdnngs Ine. . BBB+Negative/A-2 5

| Conectiv s un LT . BEByNegativel—" - Ta T T T

" Alliant Energy Corp : BBB+MNegalive/A-2
| DTEEneryCo -~ - o L LT, - BBBuNegaivelA2
Dominion Resources Inc. BBB+/Negalive/A-2

[mnde:Morgan INE.3 0 e R T e T DBBYSEbIEAR S o R el
American Electric Power Co. Ino BBBIStabIeIA-.z .

.
Hiomliy
. :

Ui~

| Eneray Corp, . ...~ o T R -

Hawaiian Electnc Industries Inc. ' BBE/Stable/A-2
1 ProgressEnergy NG, e moca s w0 DDB/Swblelve - -

F .
i o i ;e
Llutiid
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V5. Utility and Power Company Ranking List (cont.}

PPL Com.

BBB/Stable/— 7

I Pubiic Service. Enterprise Gioup Inc.~

N

Great Plains Energy Inc

BBB/Stable/--

| Duke Energy Corps, *

wwwwwwww Bl kit

Duke Capital Corp

- BBB/SEDIAZY, C, T . o . 27
8

BBB/Stable/A-2

" BBBMNegatvel-. ¢ - 0 .-

BBBfNegatrvel--

AP

Potomac Capital Investment Corp.

BBB/Negative/—

§stdAmgncan'Energy Holdlqg§"Qo.:;_ Sr el T BPBgPosiel - TTT ol TE Tl s

FirstEnergy Corp.

BBB-/Stable/—

gTEGDEnng;y]ncr R RIS ey

o L e R
Black Hills Corp.

6
TUBBBANegANG/AT . = 1 ol Ui Bl
8

BBB-/Negative/—

R TR

| | AvistaComp: - °

| BBefStabler: T D

53
o5
!

3
Sen

Edison International

BB+/Stable/~

;TNP Enterprises = so- ¢ S T 4 s

AT

BB /Stbler s .

S

New York Waler Service Corp

BB/Stable

) -

[CMsEnargy Com ™ [ T

CBBMNegatives~ . o b Tt TR T

o

DPL Inc.

4
R ENE RSN R W

BB- /CW-Neg/--

Dynegy Holdings Inc.

B."Negauve!-

| williams Commpanes Tnc. (The)” - <% e Tl
Allegheny Energy Inc. 7
Lomeayine oo o a3t T s L 8
9
5

- [Epsscarcs

| BiNegatvel~ - L.

H
ord

Aquila Inc.

B-/Negative/—

,‘
i3
G S
"
A

gEnnergy-Kod!LP Lt R e L

KeySpan Generation LLC

NNegatJvef—

! FPL Groiip Capita: i T ANSGIveIAT R e
Exelon Generation Co. A-/Negative/A-2
i AmisrenEnergy Generating Go. - “o - AJCW-Neghs j
Southern Power Co. BBB+/Stable/-
[ GaECwpmicop;” L BEBSIDIEIAE ]

Alliant Energy Resources Inc.

BBB+/Negative/—

| Américari Ref-Fuel Co.LLC- -,

 BBB/Stablel-

PSEG Power LLC

BBB/Stable/~

| PPL Energy Supply{1G - 51 w0 R

“BBB/Stablelio o, T,y

i e T Eas

wiwialo{oloin! ole o

4

TXU Energy Co. LLC

BBB/Negative/-

E

[ biuke Energy Traging and Marketing LLG e L
Northeast Generation Gompany BB+/Negative/—
iLCogetmenerw e, 3:} R BB"/S’HW": st

PSEG Energy Holdlngs Inc
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us. Umlly and Power Company Rankmg List {cont.}

. - B Stab%el 9.
NAG Energy Inc . B+/Stable 9
Aﬂegheny Energy SuppfyCo 1LE B!Siablel«- S SRR S 5“ Bmé
Reliant Hesources Inc """"" B/Negative/-- 8
CalpmeCorp m - o e o . =
Edison Mission Energy NEJ

 Oriciry Power Haidtngs g <.,
e

Reliant Energy Mid-Atlantic Power Holdmgs LLC B/Negative/-- 9
§M:r;mw}:nen;;s el;;rétlon inc., fiv.:i R e LT

Mirant Amencas Energy Marketlng L.P.

D/—i—

| Miant-Gorp.:. e

RO 4 R T

“"?2\;’. o

NEGT Energy Tradmg Holdlngs Corp

O/--f- 10

§'-EG&;E National Efgrgy Group.~&: (< w0 s 5o .

'~.'inz-f_a-‘»-:s¢-f.- : .;"> Taa i

USGen New England Inc.

.‘

D/--/— i0
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Publication date: 02-Oct-2006

Primary Credit Analyst: Thomas Hartman, New York (1) 212-438-7916;
thomas_hartman@standardandpoors.com

Secondary Credit Analyst: Brian Kahn, New York;

brian_kahn@standardandpoors.com

Individual utility company key ratios are presented in the CreditStats by industry subsector. Within the
subsectors are company financial statistics for the past five years, where available. Tables listing
companies' three-year averages, also by subsector, are provided, with a subsector median. In all tables,
unless otherwise noted, the key ratios reflect many of the adjustments that Standard & Poor's Ratings
Services’ analysts make when performing their quantitative analyses of historical data.

Nonrecurring gains or losses have been eliminated from earnings. This includes gains on asset sales;
significant transitory income items; unusual losses; losses on asset sales; and charges due to
write-downs, plant closings, restructurings, and early retirement programs. These adjustments affect
chiefly interest coverage ratios, return on equity, and operating margins.

Unusual cash flow items similar to the nonrecurring gains or losses have also been reversed, unless the
noncash nature of the charge was already factored into the reported cash flow figures. These changes
affect funds flow ratios.

The ratings are as of Sept. 7, 2008, unless indicated otherwise. Because ratings are forward-looking and
not just a reflection of past results, a company’s historical ratios may not reflect its current rating:
Companies that have strong results to date but face uncertain futures may be rated below what their
historical ratios suggest; alternatively, a firm's poor recent financial history can be offset by a correction of
its problems or a change in its business risk profile. In a few cases, acquisitions caused a few ratios to
deviate from the levels typical for a firm's rating category.

The ratings may be changed at any time based on new information or changed circumstances. Thus, the
accuracy of the ratings information beyond Sept. 7, 2006, should not be assumed.

Table 1

Key U.S. Utility Financial Ratios, Long-Term Debt

Three-year (2003 o 2005) averages

TN

. .':-h.w S o 'J,% _-;u_f::‘n o A«A o q‘
Oper. income/sales(%) 21.0
+ Freé oger:cash flow/sales (%) - =

Return on capital (%) 79
L EBIT inlerastopvorage ) .2 . 245 8 80T
EBITDA interest coverage (x} 6.4 27
| [EBITDAMoildssetsi(%). . - o 1t} = 96 92
FFOrtotal debt (%) 26.5 135
F'Fre oper. cash fiowhotal debt (%) 100 (08~ 30 - 43, @8 . 28|
Disc. cash tlowftotal debt (%) 16 (86 (1.7} (04 (48 (75

Schedule MWC-2
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Table 2

Key U.S, Utility Financial Ratios, Short-Term Debt

Three-year (2003 to 2005) averages

iy ; R - e ot
Oper. income/sales{%) 16,5 233 255

185 210 207 75

! Free oper. cash flow/sales (%) © - (3.8) . {09). ¢ 80 .39 {08 14 (27|
Return an capital (%) 95 105 82 88 68 44 27
{ EBITinterestooverage (x) . -~ . 44 -45. 80 . 20 157 . 08 ~ 06 |
" EBITDA interest coverage (;) 66 6.1 47 43 18 12 1.3
{ EBIMDARotlassels (67, . * 7% 857102798 ;- 90 69 .-57 55|
FFOhotal debt {%) 236 255 199 174 135 6.1 8.3
{ Free oper:éash fowlfotal debt (%) (6.0) . {06).: - 23~ 45 ' (0.4) . 09 - (46} |
Disc. cash flowfotal debt (%) (135 (67) (379 (0.7 (0.5) 6.7 {4.6)
/Total debUEBITDA( - .. . .88: .82 - 3B 441 6878 - 82 |
Total debt/capital {%) 59.1 5686 556 605 756 665 585

Utility Financial Ratio Definitions

EBIT Interest Coverage (x)

Numerator: Revenue (less the interest portions of nonrecourse debt and securitized debt, where
applicable) less the cost of goods sold, maintenance expenses, SG&A, taxes other than income, other
operating expenses, and D&A, plus interest income, equity income, other nonoperating income

(expenses)}, and the interest computed for the off-balance-sheet debt items. This total amount excludes all
nonrecurring items, '

Denominator: Gross interest expense (interest expense plus capitalized interest and the debt portion of
AFUDC [less the interest portions of nonrecourse debt and securitized debt, where applicable]) plus the

dividends paid on hybrid preferred securities and the interest computed for the off-balance-sheet debt
items.

FFO Interest Coverage (x)

Numerator: Funds from operations (less the amortized portion of securitized debt and contributions to
nuclear decommissioning trust funds, where applicable) plus cash interest paid {less the interest portions
of nonrecourse debt and securitized debt, where applicable), capitalized interest and the debt portion of

AFUDC, the dividends paid on hybrid preferred securities, and the interest computed for the
off-balance-sheet debt items.

Denominator: Gross interest expense {interest expense plus capitalized interest and the debt portion of
AFUDC [less the interest portions of nonrecourse debt and securitized debt, where applicable]) plus the
dividends paid on hybrid preferred securities and the interest computed for the off-balance-sheet debt
items.

Return On Common Equity (%)
Numerator: Net income from continuing operations less preferred dividends (exclusive of subsidiary

preferred dividends), the equity portion of AFUDC, and capitalized interest and the debt portion of
AFUDCG.

Staﬁdard & Poors. All rights reserved. No reprint or dissemination without S&Ps permission. See Terms of Use/Disclaimer on the last page.
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. Denominator: The two-year average of common equity.

Net Cash Flow/Capital Expenditures (%)

Numerator: Funds from operations (less the amortized portion of securitized debt and contributions to
nuclear decormmissioning trust funds, where applicable) less preferred dividends (exclusive of subsidiary
preferred dividends} and common dividends.

Denominator: Capital expenditures (net of the equity portion of AFUDC and capitalized interest and the
debt portion of AFLIDC).

FFO/Adjusted Total Debt (%)

Numerator: Funds from operations (less the amoriized portion of securitized debt and contributions 1o

nuclear decommissioning trust funds, where applicable) plus the depreciation adjustment for operating
leases.

Denominator: Total debt (includes hybrid preferred securities and off-balance-sheet debt; excludes
securitized debt and nonrecourse debt).

Total Debt/Capital (%)

Numerator: Total debt (includes hybrid preferred securities and off-balance-sheet debt; excludes
securitized debt and nonrecourse debt).

Denominator: Total debt (includes hybrid preferred securities and off-balance-sheet debt; excludes
securitized debt and nonrecourse debt) plus minority interest, preferred stock, and common equity.

‘Common Dividend Payout (%)
Numerator: Common dividends.

Denominator: Net income from continuing operations less preferred dividends.

N
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Debt maturities:
As of Dec. 31, 2005 {$ mil.)
Year Amount Due
2006 1.7
2007 226.0
2008 0.3
2008 163.6
2010 -
| Collateralization: . e s
As of Dec. 31, 2005, regulated subsidiary Kansas City Power & Light (KCPL) had $159.3 million in first
mortgage bonds outstanding, versus $41.0 billion in total debt at KCPL and $4.2 billion in consolidated debt
at Great Plains Energy inc. Substantially all of KCPL's $2.8 billion in net utility plant is subject to the lien
- established by its general mortgage bond indenture.
Total rated debt:
As of Dec. 31, 2005, Great Plains Energy had $1.2 billion in outstanding debt.
QOutstanding Rating(s)
Kansas City Power & Light Co.
Sr unsecd debt
Locaf currency BBB
Sr secd debt
Local currency BBB
CcP
Local currency : A-2
Pfd stk
Local currency BB+
Great Plains Energy Inc.
Corporate Credit Rating BBB/Stable/-
Sr unsecd debt
Local currency BBB-
Pfd stk
Local currency BB+
KCPL Financing H
KCPL Financing Il

Corporate Credit Rating History

' Oct. 20, 2000 A-fA-2
Mar. 1, 2002 BBB/A-2
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Major Rating Factors

Strengths:

¢ The satisfactory business risk profile of main subsidiary KCPL, which benefits from competitive
production costs and solid operating performance, offset by heavy capital requirements and
moderate nuclear asset concentration

o Strong cash flow coverage, with funds from operations {FFO) to interest coverage at 4.5x and FFO
equal to 24% of debt for the 12-month period ending March 31, 2006; and

+ Significant reductions in debt leverage from 58% in 2004 to a more moderate level of 52%, following
the issuance of approximately $121 million in common stock in May 2006.

Weaknesses:

* High capltal requirements related to the $1.3 billion capital investment initiative at KCPL that
includes the construction of a 850 MW coal plant (of which KCPL's share will be 465 MW) and

100.5 MW of wind generation as well as the installation of emission control equipment at two
existing plants; and

* The relatively much weaker business risk profile of Strategic Energy, Great Plains Energy's largest
unregulated subsidiary, relative to KCPL.

Rationale

The ratings on diversified energy company Great Plains Energy Inc. reflect a consolidated business risk
profile of '7’ (based on Standard & Poor's Ratings Services' 10-puoint scale, where "1' is excellent and *10" is

vulnerable) and a financial risk profile that is characterized by strong cash flow metrics and moderate debt
leverage.

As of March 31, 2006, Kansas City, Mo.-based Great Plains Energy had approximately $1.2 billion in total
debt, including $164 millien in mandatory convertible securities outstanding.

Great Plains Energy is involved in vertically integrated electric operations through its regulated subsidiary,
Kansas City Power & Light (KCPL), and in competitive power supply marketing and coordination through
its unregulated subsidiary, Strategic Energy. Although both subsidiaries are considered to be core
businesses, KCPL remains the primary business line from an eamings and cash flow perspective,
representing more than 80% of Great Plains Energy's consolidated cash flow in 2005. KCPL serves about
500,000 retail customers, primarily in the greater Kansas City metropolitan area, while Strategic Energy
serves about 8,900 commercial and industrial customers in nine states.

KCPL's satisfactory business profile ('6") is supported by an economically heaithy service territory centered
on a single metropolitan area with little industrial concentration, solid nuclear operations, very low fuel
costs, and competitive electric rates. These attributes are partially offset by nuclear risks associated with
the 47%-owned Wolf Creek station; a somewhat challenging, albeit improving, regulatory environment;
and high capital requirements associated with the construction of the 850-MW latan 2 coat plant (of which
KCPL's share will be 465 MW}, a 100.5-MW wind project; and installation of plant equipment to comply
with increasingly stringent emissions standards.

The company has entered into stipulated agreements with both the Missouri Public Service Commission
{MPSC) and the Kansas Corporation Commission {KCC) that provide a framework for rate relief during the
construction period, including the ability to fite annual rate cases beginning in 2006 and the implementation
of interim energy charges for the recovery of increasing power supply costs. Under the agreements, KCPL
is subject to a rate freeze until Jan. 1, 2007. On Feb. 1, 2008, KCPL filed its first retail rate increase
requests in 20 years: a $55.8 million, or 11.5% increase, in electric revenues in its Missouri service
territory; and $42.3 million, or 10.5%, in its Kansas service territory. KCPL's rate relief requirement is
driven by several factors, primarily increased operating costs, including higher pension, fuel, and fuel
transportation expenses. The remainder is driven by capital cost recovery for the initial phase of the
company's large $1.3 billion capital program.
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The company's seasonal surplus capacity and refatively low production costs have enabled it to achieve
strong levels of offsystem sales over the past several years, although surplus sales volumes are expected
to decline as the company's load requirements grow. KCPL has hedged most of its coal price exposure for
2006 and 2007, but coal inventories are expected to remain below the company's targeted levels into
2007, although stockpiles have been sufficiently replenished to enable KCPL te discontinue in June 2006

the coal conservation measures put in place following disruptions of Pawder River Basin (PRB) coal
deliveries in 2005.

Strategic Energy's business position, which is significantly weaker compared to KCPL, is characterized by
the high degree of competition in the competitive supply industry, high supplier concentration, and
moderate exposure to speculative-grade counterparties, although positions with these companies are
adequately collateralized overall, Strategic Energy's cash flow and eamings declined in 2005 due to
difficutt market price conditions and heavy competition, but the retail marketer has adhered to conservative
operating and risk management practices, including the innovative use of receivable lock boxes to reduce
supplier collateral requirements.

Adjusted funds from operations (FFO) to interest coverage at Great Plains Energy was strong at 4.5x for
the 12-month period ended March 31, 2006. Adjusted FFO as a percentage of debt was adequate at 24%

for the same period. Financial flexibility is adequate, with a market-to-book ratio of about 1.75x as of March
3, 2006.

Debt leverage remained elevated at 55% as of March 31, 2006, but decreased to about 52% following the
issuance of approximately $121 million in common stock in May 2006. The company may also generate up
to $47 million in proceeds under a forward equity sale agreement with Merrill Lynch Financial Markets Inc.
that expires in May 2007. The stock offering and forward equity sale followed the company’s filing on May

8, 2006, of a mixed shelf registration for an undisclosed amount under the SEC's "Well-Known Seasoned
Issuers.”

Financing requirements are high, driven almost entirely by financing needs at KCPL. The company
expects to finance a portion of its $1.3 billion, five-year capltal program with dehbt, although the company
expects to fund a larger share through common stock offerings by the parent and free operating cash
flows. In November 2005, KCPL received authorization from the MPSC 1o issue up to $635.0 mitiion of
long-term debt and to enter into interest rate hedging instruments in connection with such debt through

Dec. 31, 2009. Following KCPL's $250 million senior note issue in November 2005, the amount remaining
under this authorization is $385 million,

Short-term credit factors

KCPL's short-term rating is 'A-2." KCPL manages its own liquidity resources, which, as of March 31, 2006,
included about $176.2 million in undrawn capacity on a $250 million revolving credit facility that expires in

. 2009. KCPL uses its credit facility primarily 1o support its CP program, which had $73.8 million outstanding
- as of March 31, 2006.

As of March 31, 2006, Great Plains Energy had about $503 million in unused capacity on its $550 million
committed revolving credit facility at the parent level. In addition, the company had $69.2 miltion in cash
and cash equivalents at the consolidated entity level, net of cash held in trust at Strategic Energy. Great
Plains Energy's liquidity is sufficient to support the company's requirements, including those of Strategic
Energy, whose liquidity requirements are partially mitigated by its utilization of a lock-box arrangement for
& number of its long-term purchases from wholesale suppliers. As of March 31, 2006, Strategic Energy
had $72.9 million in unused bank line capacity under a $135 million revolving credit facility, which expires
in 2009 and of which Great Plains Energy has guaranteed $25 million.

In May 2006, Great Plains increased its revolving credit facility capacity to $600 million and extended the

- maturity to May 2011. Simultaneously, KCPL increased its revolving credit facility capacity to $400 million
also expiring in May 2011. Up to $200 million of the Great Ptains facility is able to be allocated 1o KCPL at
the company's discretion. Neither facility contains a material adverse change (MAC) clause.

Outlook
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The stable outlook refiects Standard & Poor's expectation of strong cash flow coverage, near-term

_ reduction in debt leverage, a healthy Kansas City economy, and prudent measures by KCPL to limit

execution risks in implementing its $1.3 billion capital program. The outlook also reflects the expectation

that both the MPSC and the KCC will grant adequate rate relief with respect to both pending and future
rate case filings by KCPL.

Exceptionally strong regulatory support, project execution, and debt reduction could lead to an improved
outleok. In contrast, failure to obtain adequate rate refief or a fuel cost recovery mechanism by 2007 or
rapid growth or poor risk management at Strategic Energy could have negative credit implications.

Accounting

Great Plains Energy reports its financial statements in accordance with U.S. GAAP. These statements
received an unqualified opinion by its independent auditor, Deloitte & Touche LLP, in 2005, the most
recent annual audited period. Importantly, there was no material weakness identified by management in its

internal control over financial reporting as of Dec. 31, 2005, in accordance with Section 404 of the
Sarbanes-Oxley Act.

Great Plains Energy, through its subsidiaries, enters into derivative contracts to manage its exposure to
commodity price fluctuations and interest rate risk and records those transactions according to SFAS No.
133 "Accounting for Derivative instruments and Hedging Activities,” KCPL has entered into fair value {an
interest rate swap in 2002) and cash flow hedges (iwo treasury locks in 2005) with respect to either
outstanding or anticipated debt issues, but none of its interest rate hedges were ineffective as of Dec. 31,
2005. Strategic Energy enters into both cash flow and economic hedges to manage its commedity price
risk. With respect {o commodity price hedges, ineffectiveness of cash flow hedges or changes in fair value
of economic hedges are recognized as a component of purchased power expense. As of Dec. 31, 2005,
Strategic Energy's purchased power expense included gains of $3.3 million due to the ineffectiveness of
cash flow hedges and a $0.8 million loss due to changes in fair value of economic hedges.

In compliance with FASB Interpretation (FIN) No. 46 “Consolidation of Variable Interest Entities,” KCPL in
2003 consolidated a lease trust and deconsolidated KCPL Financing |, resulting in a $143.8 million
increase to long-term debt but no effect on 2003 cash flows. Great Plains Energy’s and consolidated
KCPL's depreciation expense increased by $5 million or less for each year from 2003 to 2005, with an
identical offsetting recognition of minority interest in each year. The lease trust was established to finance
through a synthetic lease arrangement the acquisition of five combustion turbines for a total of 385 MW of

peaking capacity. In 2005, KCPL exercised its option to terminate the iease, purchasing the leased
property for $154 million.

KCPL prepates its ﬁnahcial statements according to SFAS No. 71 "Accounting for Effects of Certain Types

- of Regulation.” Subject to SFAS No. 71, KCPL had recorded certain regulatory assets and liabilities at

Dec. 31, 2005, in the.amount of $179.9 million and $69.6 million, respectively.

Financial Ratio Adjustments

Standard & Poor's has made certain analytical adjustments to Great Plains Energy’s reported financial
information to reflect off-balance-sheet obligations (OBS) when calculating its adjusted financial ratios.

The adjustment to KCPL includes purchased power commitments and operating leases. With respect to
operating leases, Standard & Poor’s calculates an O8S amount for debt, interest expense, and
depreciation and includes these amounts when calculating its adjusted ratios. The present value of the
company's operating leases is treated as a debt equivalent and determined using a 6.1% discount rate,

which is Standard & Poor’s estimate of the company's average cost of debt in 2005, Operating lease
* interest expense and depreciation expense are also computed. The amounts relating to operating leases

that were included in KCPL's adjusted ratios as of Dec. 31, 2005, were $101.0 million for OBS debt, $6.4
million for imputed interest, and $12.7 million for depreciation.

Standard & Poor's also calculates a purchased power debt equivalent by taking the net present value of
future annual capacity payments {discounted at the companies’ average cost of debt). Standard & Poor's
will add to the balance sheet only a portion of this amount, recognizing that such contractual arrangements
are not entirely the equivalent of debt. The percentage that is added is a function of Standard & Poor's
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qualitative analysis of the specific contracts and the extent to which markel, operating, and regulatory risks

. are borne by the utility. As of Jan. 1, 2006, Standard & Poor's had assigned a risk factor of 50% to KCPL's
take-and-pay contracts, which transiates into a debt equivalent of $24.7 million. Risk factors are subject to
change, which could affect the jevel of debt imputation ascribed to purchased power cbligations.

Accounts receivable sold are treated as an OBS, secured debt obligation. At Dec. 31, 2005, KCPL had
sotd $70 milfion in accounts receivable through its whoily owned subsidiary, Kansas City Power & Light
Receivables Co., fo an independent outside investor. in 2005, the company and the outside investor

entered into a three-year revolving agreement to sell up to $100 million in accounts receivable for each
contract year. -

Standard & Poor's also makes an analytical adjustment for the allowance for funds used during
construction (AFUDC) charges capitalized by the company and treats the charges as a part of operating
expenses. The AFUDC charge is backed out to arrive at cash flows from operations. Adjustments for
AFUDC debt and equity in 2005 were nominat at about $1.6 million and $1.8 million, respectively.

With respect to Strategic Energy, Standard & Poor's makes an analytical adjustment to the retail marketing
subsidiary's balance sheet in the form of a 545 million capital adequacy requirement, calculated as the
sum of its credit risk, market risk, and operating risk components. In addition, in analyzing this business,
Standard & Poor's assumes a conservative estimate of projected cash flows and net income,

Table 1
_ Great Plains Energy Inc. Peer Comparison®

Average of past three fiscal years

(Mil. 3} Great Plains Energy Xcel Energy  Westar Energy
Inc. Ameren Corp. Inc. Inc.
. Rating a5 of April 27, 2006 BBB/Stable/~ BBB+/Walch Neg/A-2 BBB/Stable/A-2  BB+/Positive/NR
’ Business Risk Profile 7 6 5 5
. Total revenues 2,408.1 5511.0 8,636.1 1,503.0
Net incame from continuing operations . 163.1 5947 512.0 1326
Funds from operations (FFO) 3996 1,250.9 1,423.4 3493
Capital expenditures 225.0 B73.3 1,471.2 213.0
Cash and investments 114.9 92.0 225.1 525
Tolal debt 1,647.3 6,402.2 B,453.1 22217
Preferred stock 39.0 190.7 105.0 214
Common equity 890.0 50319 4,824.8 1,2209
Total capital 2,676.4 11,6425 13,385.3 3.464.0
Adjusted ratios

EBIT interest coverage (x} 3.4 s 22 1.9
FFO interest coveraga {X) A8 48 35 27
FFOftotal debt (%) 24.3 195 16.8 15.7
Discretionary cash flowftotal debt (%) 48 {2.26) {4.14) 10
Net Cash Flow/Capex (%) : 123.8 Y. 94.0 1345
Total debiftotal capital (%} 616 550 63.2 64.1
Retum on common equity (%) 16.1 11.1 9.2 11.8
g!;'nmn dividend payout ratio (unadjusted) 73.1 85.5 64.5 57.9

Table 2

Kansas City Power & Light Co. Financial Summary*

Industry Sector: INTEGRATED

: ﬂ Fiscal year ended Dec, 31
. (Mir. §8) - 2005 2004 2003 2002 2001
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Rating history BBB/Stable/A-2 BBB/Stable/A-2 BBB/Stable/A-2 BBB/Stable/A-2  A-Negative/A-2
Total revenues 1,130.9 1.081.6 1.057.0 1.071.3 13509
Net income conlinuing 1437 143.3 125.8 08.7 $19.7
Funds from operations (FFQ) 300.8 3371 333.9 329.5 2724
Capital expenditures 336.2 1885 148.7 163.5 3354
Cash and investments 3.0 516 285 02 1.0
Total debt 1.206.5 13315 1,620.1 1,669.7 12124
Preferred stock 0.0 0.0 0.0 0.0 0.0
Common equity . 1.1410 1.088.6 855.6 745.0 744.4
Total capital 2,347.5 2,4311 24757 24147 1,956.8
Adjusted ratios
EBIT interest coverage {x) 35 e 33 25 20
FFO interest coverage (x} 47 4.4 45 39 32
FFO/total debt (%} 24.9 253 206 19.7 225
Discretionary cash flowftotal debt (%) (6.24) 28 38 1.3 8.11)
Net Cash Flow/Capex (%) 55.9 157 158.6 136.9 812
Total debiftotal capitai (%) 5.4 54.8 654 69.1 620
Relurn on-average equily (%) 125 14.3 15.5 131 12.7
Commeon dividend payout ratio (unadjusted) (%} N.M. 735 83.2 779 107.0

*Fully adjusted. N.M,—Not Meaningful.

Analytic services provided by Standard & Poor's Ratings Services (Ratings Services) are the result of separate activities
designed to preserve the independence and objectivity of ratings opinions. The cradit ratings and observations contained herein
are solely statements of opinfon and not statements of fact or recommendations to purchase, hold, o sell any securities or make
any other investment decisions. Accordingly, any user of the information contained herein should not rely on any credit rating or
other opinion contained herein in making any investment decision. Ratings are based on information received by Ratings
Services. Other divisions of Standard & Poor's may have information that is not available o Ratings Services. Standard & Paor's

has established polictes and procedures to maintain the confidentiality of non-public information received during the ratings
process.

Ratings Services receives compensation for its ratings. Such compensation is normally paid either by the issuers of such

securities or third parties participating in marketing the securities. While Standard & Poor's reserves the right to disseminate the

rating, it receives no payment for doing so, except for subscriptions to its publications. Additional information abaut our ratings
-fees is available at www.standardandpoors.comfusratingsfees.

Copyright © 1994-2006 Standard & Poor's, a division of The McGraw-Hill Companies. "™~ R oo T o T
All Rights Reserved, Privacy Notice Lot T e
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Commission Order

- A

d for known and measurable changes including changes related to new plant in-service

Total Jurisdictional  Jurisdictional  Jurisdictionaf
Line Company Allocation Adjustments Proforma

1 Addifional net Assets on KCPL's balance sheet (14,209,674)
2 Raile Base NA 1,268.573,570
3 Net Assets supported by LTD & Equity 1,255,363,896
4 Jusiisdictional Aliocater for Capitat Jurisdictional Rate Base / Total Company Rate Base 54.17%
]
& Total Capital Bamnes Schadule 9 2555657000 1.255,363,806 . 1,255,363,896
7 Equity Barnes Schedule 8 1,372,002,000 53.69% 673,985,108 - 673,985,108
8 Preferred Barmes Schedule 9 39,000,000  1.53% 19,157,184 19,157,184
9 Long-term Debt Bamngs Schedule & 1,444,565,000 d44.79% 562,221,604 562,221,604

10 Costof Debt Bames Schedule 10 6.21% 100.00% 8.21% 6.21%

11 Interest Expense Ling 13 * Lina 14 71,077,487 34,913,962 - 34,913,962

12

13 Retail Sales Revenug Staff Accounting Schedule 9-1 plus Revenug Requirement 2} 585,634,469 21,679,061 617,313,530
14 Other Revenue Staff Accounting Schedule 8-1 0 9
15 Operating Revenue Staff Accaunting Schedule 9-1 D 595,634,469 21,679,061 617,313,530

16
17 OQperating & Maintenance Expenses Staff Accounting Schedule 8-3 - Lass Gustomer Deposit Interest 366,636,787 366,636,797
18 Dapreciation Staff Accounting Schedule 3-3 71,159,931 71,158,931
19 Amortization Staff Accounting Schedule 9-3 4,421,356 21,679,081 26,100,417

20 Interest on Customer Deposits 0

21 Taxes other than income taxes Staft Accounting Scheduls 9-3 0 0

22 Federal and $tate incoms taxes Staff Accounting Schadule 9-4 40,551,295 40,551,295

23 Gains on disposition of plant 0

24  Total Electic Operating Expenses Sum of Lines 21 to 27 [i] 482,769,378 21,679,061 504,448,440

25

26 Qperating Income Staff Accounting Schedule 1-1 Line 3 0 112,865,090 \] 112,885,090

27 less Interest Expense -tine 15 - (34,813,962) - {34,913,962)

28 Depreciation Siaff Accounting Schedule 8-3 71,159,931 - 71,159,931

29  Amortization Staff Accounting Schedule 9-3 4,421,356 21,678,081 26,100,417

30 Deferred Taxes Staff Accounting Schedule 94 9,022,736 {8,404,972)} 817,764

31 Funds from Operations {FFO) Sum of Lines 30 o 34 - 162,555,152 43,274,089 475,828,241
32

33 Met income Line 30 + Lina 31 - 77,951,129 - 77,951,120

34 Retun on Equity Lina 37 / Line 11 0.0% 11.6% 0.0% 11.6%|
35 Unadjusted Equity Ratio Ling 11 /Line 10 53.7% 53.7% 0.0% 53.7%

Additional financial information needed for the calculation of ratios
36 Capitalized Lease Obiigations KCP1L Trial Balance accls 227100 & 243100 2,304,485 1,248,274 1,248,274
- 37 Shert-erm Debt Balance KGPL Trial Balance accts 23100 59,600,000 43,858,741 43,658,741
88 Short-lerm Dabt Interest KCPL T.B. accls 831014, 831015, 831016 8,713,072 3,638,281 3,636,281
] Adjustments made by Rating Agencies for Off-Balance Sheet Obligations

39  Debt Adjustments for Off-Balance Sheet Obligations
40  Operating Lease Debt Equivalent Prasent Value of Operating Lease Obligations discounted @ 6.1% 86,834,678 47,035,889 47,035,889

41 Purchase Power Debt Equivatent Present Value of Purchase Power Obligations discounted @ 6.1% 20,742,147 11,235,434 11,235,434
42 Accounts Receivable Sals KCPL Trial Balance account 142011 70,000,000 37,817,020 37,817,020

43  Total OBS Debt Adjustment Sum of Lines 50 to 52 177,576,825 96,188,344 - 96,188,344

44

45 i -Balan, Ohbligati

46 Present Value of Operating Leases Line 50 * 6.10% 5,298,915 2,069,189 - 2,569,189

47 Purchase Power Debt Equivalent Line 51 * 6.10% 1,265,274 885,362 - 685,362

48 Accounts Receivable Sate Line 52 * 5% 3,500,000 1,895,851 - 1,895,851

49 _ Total OBS Interest Adjustment Sum of Lines 56 to 58 10,062,186 5,450,402 - 5,450,402

Ratio Calculations

50 Adjusted Interest Expense Ling 15 + Line 45 + Line 58 87,852,745 44,000,645 - 44,000,845

51 Adijusted Total Debt " Line13 + Line 43 + Ling 44 + Line 53 1.405,048,310 703,316,963 - 703,316,963

52 Adjusted Total Capital Line 1¢ + Line 43 + Line 44 + Lina 53 2,816,138,310 1,396,459,265 - 1,396,450,255

53

54 FFO Interest Coverage {Ling 35 + Line 83) / Line 63 1.00 489 030 5.00

56 FFOQ as a % of Average Total Debt Line 35/ Lina 64 0.0% 23.1% 1.9% 25.0%

56 Total Debd to Total Capital Line 64 / Line 65 49.5% 50.4% 0.0% 50.4%

Changes required to meet ratio targets

57 FFO Interest Coverape Target 3.80 3.80 .00 3.80

58 FFO adjustment to meet target {Ling 73 - Line 67} * Ling 63 245,087,686 (39,353,347) (13,274,088}  (52,627,436)

59 Interest adiustment fo meet target Ling 35*(1/{Line 73 - 1) - 1 / {Lina 67 - 1)) #ONAH #VALUEI 18,755,513

80

81 FFO as a % of Average Totsl Dabt Target 25% 5% % 25%

62 FFO adjustment to meet target {Ling 77 - Lina 88} * Ling 64 351,261,578 13,274,089 {13,274,088) 4]

63 Debt adjustment to meet target Ling 35 *( 1/Lme 77 - 1/Line 68) #DIVH (53,096,357} 53,096,357 (B}

64 .

65 Tolal Debt to Tota) Capital Target 51% 51% 0% 51%

66 Debt adjustment to mest target - * (Line 81 - Line 69)* Line 65 31,184,228 8,877,257 - 8,877,257

67 Total Capital adjustment o meet target Ling 84 / Line 81 - Line 85 [61,145,545) (17,406,386} - (17,406,356)

) ’ Amortization and Revenue needed to meet targeted ratios

. .

58 FFO adjustment neaded to meet target ratios Maximum of Line 74 , Line 78 , or Zero 351,261,578 13,274,089 (13.274,089) o
9 Effective income tax rate Accotinting Schedule 11 38.77% 38.77% 38.77% 38.77%,|
0 Doferred income taxes = =Une 87 *Line 88/(1-Lina 88) (222,414,035) {8,404.972) 8,404,972 (DY)

71 Total amortization required for the FFO adjustment  Line 87 - Line 89 573,675,612 21,679,061 (21,679,061) Y

T2

73 Retail Sales Revenue Adjustment Adjustment =Sum{Lina 21 to Line 25)+Line 27-Lina 18-Lina 31+{Line 11°Line 38)(1-Line 88) 505,634,469 21,679,061 617,313,530

74 Percent increase in retall sales revenue Line 82 Jurisdicionat Adjustments / Line 52 Jurisdictional 3.6%
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