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Q. Would you please state your name and business address? 1 

A. My name is Adam H. Gatewood.  My business address is 1500 Southwest Arrowhead Road, 2 

Topeka, Kansas, 66604. 3 

Q. Who is your employer and what is your title? 4 

A. I am a Managing Financial Analyst in the Utilities Division of the Kansas Corporation 5 

Commission. 6 

Q. What is your educational and professional background? 7 

A.  I graduated from Washburn University with a B.A. in Economics and a Masters of Business 8 

Administration.  I have filed testimony before the Commission in more than 100 9 

proceedings involving electric, natural gas, and telecommunications utilities primarily on 10 

cost of capital issues.  Other areas of testimony and analysis before the Commission have 11 

been on the topics of transmission formula rates, mergers, and financing of nuclear 12 

decommissioning trusts.  I have also filed testimony on cost of capital issues before the 13 

Federal Energy Regulatory Commission in natural gas pipeline and electric transmission 14 

dockets. 15 

Q. What Merger Standards do you address? 16 

A. My testimony addresses two of the Commission’s Merger Standards: 17 

a) i): The effect of the transaction on consumers, including:  the effect of 18 
the proposed transaction on the financial condition of the newly 19 
created entity as compared to the financial condition of the stand-20 
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alone entities if the transaction did not occur; 1 

a) iii): The effect of the transaction on consumers, including: whether 2 
ratepayer benefits resulting from the transaction can be quantified;  3 

and 4 

d): Whether the proposed transaction will preserve the jurisdiction of 5 
the KCC and the capacity of the KCC to effectively regulate and 6 
audit public utility operations in the state. 7 
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I. Summary 

Q. What is your recommendation? 8 

A. I recommend that the Commission reject the Transaction because it does not meet the public 9 

interest tests espoused in Merger Standards a) i), a) iii), or d).   If instead, the Commission 10 

chooses to approve the Transaction, Staff requests that it issue a decision that states its 11 

position on the use of the consolidated capital structure to set rates for the utility operating 12 

companies and the inclusion of capital cost savings in determining total merger savings.  If 13 

it is the Commission’s decision to approve the Transaction and use the consolidated capital 14 

structure, it should attach restrictions that only allow the transaction to proceed once the 15 

Joint Applicants can prove that GPE and its subsidiaries and Westar will maintain at least 16 

their current bond ratings.  Staff believes such evidence must include a detailed financial 17 

plan that encompasses a path for GPE to deleverage from the $4.4 billion of debt related to 18 

this acquisition and return to a more balanced consolidated capital structure. 19 

Q. What are your findings with respect to Merger Standard a) i)? 20 
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A. The Transaction takes two financially sound utilities and creates a new entity that, while 1 

retaining an investment-grade bond rating, is measurably weaker, even assuming highly 2 

favorable regulatory outcomes that are unlikely and counter to past Commission actions.  3 

More likely regulatory outcomes, less favorable to the Joint Applicants, would compound 4 

the financial weakness of the new entity. 5 

Q. What are your findings with respect to Merger Standard a) iii)? 6 

A. The Transaction harms consumers because it will require them to pay rates that are based on 7 

higher capital costs than the actual capital costs incurred by the Utilities.  I estimate the cost 8 

to consumers to be between $90 million and $136 million annually based on my own 9 

analysis and the Joint Applicants’ data request response to KCC-153. 10 

Q. Why does Staff believe it is important to evaluate the effect of a merger transaction on 11 

the utilities’ financial condition? 12 

A. It is clear from prior Commission Orders on mergers that the Commission, as it should, 13 

takes this issue very seriously when evaluating a potential merger of public utilities.  It is 14 

indisputable that the financial condition of a utility has an effect on the cost of providing 15 

service to consumers. Utilities with relatively poorer financial health pay relatively higher 16 

capital costs and utilities pass those higher costs on to consumers.  There is also the added 17 

risk that utilities with poor financial health will likely focus less on providing high quality, 18 

reliable service, and more on rectifying the state of their poor financial health.  In addition, 19 

utilities in financial distress consume considerably more of this agency’s time and resources 20 

and the associated costs are ultimately passed on to customers. 21 
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Q. On a standalone basis, what is the financial condition of the Joint Applicants? 1 

A. All of the parties involved in this acquisition are financially sound and possess investment-2 

grade bond ratings.  With the Transaction announcement, the rating agencies have put the 3 

Joint Applicants’ ratings under negative watch and outlook.  The following table 4 

summarizes the credit ratings of the Joint Applicants and their subsidiaries.  Rating agency 5 

reports for each utility are attached as Data Request Industrials – 18. 6 

 7 

 The following table summarizes the lexicon of each credit rating agency.  All of the ratings 8 

for the Joint Applicants are in the lower third of the investment-grade ratings.  The vast 9 

majority of regulated public utilities fall into that same range. 10 

Moody's S&P Fitch
Westar Energy, Inc. Baa1 BBB+ BBB+
Outlook Stable    Negative  -
Watch - - Negative

5/31/2016 5/31/2016 6/1/2016

KG&E Baa1 BBB+ BBB+
Outlook Stable Negative -
Watch Negative

5/31/2016 5/31/2016 6/1/2016

Great Plains Energy Baa2 BBB+
Outlook - Negative  
Watch Negative  -

5/31/2016 5/31/2016

KCPL Baa1 BBB+
Outlook Stable Negative

5/31/2016 5/31/2016

KCPL-GMO Baa2 BBB+
Outlook Stable Negative

5/31/2016 5/31/2016

Source:  SNL Financial

Current Bond Ratings of Joint Applicants
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Fitch Standard & Poors Moody's

AAA AAA Aaa
AA+ AA+ Aa1
AA AA Aa2
AA- AA- Aa3
A+ A+ A1
A A A2
A- A- A3

BBB+ BBB+ Baa1
BBB BBB Baa2
BBB- BBB- Baa3
BB+ BB+ Ba1
BB BB Ba2
BB- BB- Ba3
B+ B+ B1
B B B2
B- B- B3

CCC+ CCC+ Caa1
CCC CCC Caa2
CCC- CCC- Caa3
CC CC Ca
C C C
D D C
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Q. Did Staff analyze the financial condition of the “newly created entity”? 2 

A. Yes, Merger Standard a) i) requires a comparison of the existing, stand-alone entities to the 3 

new, merged entity.  In my view, this particular Merger Standard is very important in the 4 

current financial climate in which we have witnessed acquisitions offering shareholders 5 

record high acquisition premiums relative to rate base or book value of the target utility.  6 

These high acquisition premiums are troublesome for regulators because they intensify the 7 

inherent conflict between shareholders and ratepayers.  That is, shareholders are seeking a 8 

return on their investment in the merged utility (including the acquisition premium) that is 9 

commensurate with returns that are available in the market, while regulators set allowed 10 

returns only on the net book value of the merged utility’s rate base.  There is no return or 11 

revenue requirement provided for the acquisition premium paid to acquire the target utility.  12 

The acquisition premiums may first appear to be solely a problem for the shareholders who 13 

must endure having a significant amount of capital that does not directly earn a return or 14 
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generate a revenue requirement.  However, the problems spread to other stakeholders if the 1 

cash flows of the utility strain to cover the increased financing costs associated with high 2 

acquisition premiums.  The result is a merged utility that may not offer healthy returns to 3 

equity investors or sufficient safety for bondholders.  If the merged utility has difficulty 4 

enticing debt and equity investors, it will likely have problems raising capital on reasonable 5 

terms to finance future additions to its rate base, or at the very worst, problems simply 6 

continuing to provide efficient and sufficient service. 7 

 With this Transaction, GPE will issue an additional $4.4 billion of debt.  Thus, at the close 8 

of this Transaction, GPE’s balance sheet will contain all of the pre-merger long-term debt 9 

issued by the operating-utilities, plus an additional $4.4 billion of GPE long-term debt to 10 

service.  However, there is no additional rate base to generate funds to pay the interest and 11 

principal on the $4.4 billion of GPE debt associated with the acquisition premium. 12 

Q. How does Staff evaluate transactions under this particular Merger Standard? 13 

A. For Merger Standard a) i), Staff relies heavily on the projections and forecasts provided by 14 

credit rating agencies.  The utilities contract with rating agencies to provide a view of the 15 

potential credit rating post-transaction based upon assumptions provided by the utility’s 16 

management.  This is not a perfect situation given that the utility hires the rating agency and 17 

provides the underlying key assumptions for the analysis.  However, there is some balance 18 

in that the rating agencies provide services to bond investors, too. Thus, they do have a 19 

reputation to protect.  Through this process with the ratings agencies, the acquiring utility is 20 

able to obtain a relatively independent view of the financial condition of the merged entity 21 

prior to even making the acquisition offer to the target.  From a regulator’s perspective, this 22 
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process is beneficial not only because we get the benefit of a third party’s view of the risks 1 

associated with the transactions, but we also learn of management’s assumptions for the 2 

merged entity.  Both pieces of information are important for us to assess the expected 3 

financial condition of the merged entity. 4 

II. The Merger Proposal Does Not Promote the Public Interest in light of 
Standard a) i) Because the Transaction Will Weaken the Financial Profiles of Each 
of the Joint Applicants. 

A. Credit agency reports indicate a weaker financial profile for the newly 
created entity as compared to the Utilities’ current financial profile. 

Q Why do you believe that the Transaction does not promote the public interest in light 5 

of Standard a) i)? 6 

A. The Transaction will result in a utility company that is measurably weaker than the Utilities 7 

were prior to the Transaction.  Currently Westar, and its subsidiary KGE, as well as GPE, 8 

and its subsidiaries KCPL and GMO, are all financially sound, with investment grade bond 9 

ratings.  There is no evidence that any of these entities would be in financial distress or 10 

could expect reduced credit ratings if they continued on their current, separate paths.  There 11 

is no doubt that the financial weakness expected and forecasted by rating agencies and by 12 

the Joint Applicants is solely attributable to this Transaction.  The Transaction proposed by 13 

the Joint Applicants results in a financially weaker utility, and, for that reason, it fails to 14 

meet the public interest test espoused in the Commission’s Merger Standard a) i). 15 

Q. Please discuss the evidence that points to a measurably weaker utility company. 16 

A. The evidence comes from the credit rating agencies that assign credit ratings to Westar, 17 

KGE, GMO, KCPL, and GPE, as well as GPE’s own financial model.  These sources 18 

indicate that there will be a decline in the metrics relied on to measure credit quality of GPE, 19 

even if the Commission grants the Joint Applicants’ request in full, exactly as proposed.  20 



Direct Testimony of Adam H. Gatewood  Docket No. 16-KCPE-593-ACQ 
 

9 
 

The credit profiles of the merged-utilities decline further if the Kansas and/or Missouri 1 

Commissions use the highly leveraged, consolidated corporate capital structure of GPE to 2 

set the revenue requirements for Westar, KCPL, and GMO, which is a very real possibility, 3 

and in Staff’s view, the most likely outcome if the Transaction is approved. 4 

Q. Why are the views of credit rating agencies important? 5 

A. Credit rating agencies evaluate the credit worthiness of companies, that is, the likelihood 6 

that the holders of the companies’ bonds will receive interest and principal payments in 7 

timely manner.  The views of credit rating agencies are important because they are an 8 

indicator of how much risk is associated with a particular utility, which – in turn – translates 9 

into the return required by investors to be enticed to purchase the bonds issued by that 10 

utility.  Consumers pay the interest expense of a utility’s bonds; thus, a change in a utility’s 11 

credit rating has a direct effect on ratepayers.  Credit rating agencies’ views of a utility may 12 

also change the pricing of a utility’s bonds that are outstanding.  Such a change in pricing of 13 

a utility’s existing debt does not change the interest expenses paid by consumers, but it does 14 

change the value of those bonds held by investors.  With regard to the Transaction, I believe 15 

the opinions expressed by the rating agencies are important evidence for the Commission to 16 

consider, as all three credit rating agencies are expressing concern that, with this 17 

Transaction, the Joint Applicants will be riskier investments than they are currently as stand-18 

alone entities.   Any increase in risk is likely to cause an increase in debt costs for the Joint 19 

Applicants and lower value on their existing bonds that are outstanding. 20 

Q. Please discuss the credit rating services’ response to the Transaction. 21 
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A. With respect to the credit rating services statements regarding Westar and KGE, the 1 

following pages contain excerpts from the reports with particularly significant findings 2 

emphasized.  The reports are attached in their entirety to my testimony. 3 

1. Moody’s on Westar: 

Pro-forma under GPE ownership, we expect Westar to increase its 4 
dividend from the amount it has historically paid to shareholders, in 5 
order to come more in-line with the 70% corporate payout of GPE (2015 6 
and LTM 1Q16) and in order to help shoulder the load of acquisition 7 
debt.  We estimate that Westar will constitute roughly 50% of Great Plains’ 8 
consolidated business.  This would translate into at least $225 million of 9 
dividends from Westar to cover its share of the full amount of parent interest 10 
and dividend expense, or 75% payout of its 2015 Net Income. 11 

Therefore, the limited parent financial flexibility at GPE, weak 12 
consolidated financial metrics and demand for increased utility 13 
dividends will constrain the rating of Westar at Baa1, despite prospects 14 
for improvement after conclusion of its wind expansion.  15 

We do not see any downward pressure for Westar’s rating, at this time, given 16 
the regulatory oversight of the utility operating company and strategic 17 
importance to GPE going forward.  We do note a high potential for 18 
additional ring-fencing type provisions to be introduced from the KCC 19 
as part of the requirements for merger approval.  Should the upstream 20 
dividend demands for Westar become excessive or substantial customer 21 
benefits (e.g. bill credits or rate freezes) result in a multi-year reduction 22 
of Westar’s retained cash flow, there would likely be negative ratings 23 
pressure at the utility.  (“Westar Energy, Inc.; Vertically Integrated 24 
Regulated Electric Utility;”  Moody’s Investor Services, Credit Opinion; 25 
June 2, 2016; p. 4)1  (Emphasis added.) 26 

 This June 2nd report by Moody’s (full report attached as Data Request Industrials – 18) on 27 

Westar/KGE notes that the $4.4 billion of acquisition debt at GPE will require “dividend” 28 

payments from the subsidiary (Westar and KGE) in order for GPE to make its interest 29 

payments on the acquisition debt.  This is because GPE has few other means of generating 30 

                                                 
1 Response to BPU 3-39. 
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cash flow to make its interest payments other than its equity stake in the utility companies.  1 

Moreover, Westar and KGE both have their own long-term debt to service, which is why the 2 

comment in the preceding paragraph indicates that regulatory commissions likely will place 3 

restrictions on the amount of annual dividends forwarded from Westar to GPE as a means of 4 

safeguarding the financial health of the subsidiary, Westar.  While restricting dividend 5 

payments would protect the subsidiary’s ability to finance its operations, such a protection 6 

would potentially be to the determent of the parent that depends on the dividend stream to 7 

make its interest payments.  Moody’s also reminds the reader that there is a potential for 8 

regulatory agencies to require immediate payments or rate reductions to consumers as part 9 

of the merger.  Had Staff recommended approval of this Transaction, these types of 10 

predictable conditions would have been necessary.  However, GPE did not include either 11 

assumption, although likely to occur, in the scenario it presented to rating agencies or its 12 

Financial Model, even though both are established practices in Kansas. 13 

2. S&P on Westar: 

 On May 31st, S&P issued a review of Westar’s and KGE’s ratings, affirming the current 14 

ratings but noted a change to a negative outlook from the previous stable outlook.  The 15 

discussion from S&P refers to the “combined entity’s financial performance,” noting that if 16 

the combined entity’s financial health deteriorates, it will downgrade Westar.  S&P bases its 17 

evaluation on the financial scenario that GPE modeled.  Staff views some of the 18 

assumptions in that model to be overly optimistic because of the absence of the assumptions 19 

discussed above.  I will discuss those assumptions later in my testimony. 20 
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We are affirming our ratings on Westar and subsidiary Kansas Gas & 1 
Electric Co. (KGE), including the ‘BBB+’ issuer credit ratings, and revising 2 
the outlook to negative from stable.   3 

The negative outlook reflects the potential for lower ratings on Westar, 4 
after the merger closes, if the combined entity’s financial performance 5 
weakens such that funds from operations to total debt is consistently less 6 
than 13% after 2018.  (“Westar Energy Inc. And Sub Rtgs Affirmed And 7 
Outlook Revised To Negative On Proposed Acquisition By Great Plains 8 
Energy;” Ratings Direct:  S&P Global Ratings; May 31, 2016; p. 2.) 2 9 
(Emphasis added)   10 

 GPE’s Financial Model provided in response to KCC-169 **indicates that the resulting 11 

“funds from operations to debt” is initially 12.9% in 2018, 14.7% in 2019, and 15.3% in 12 

2020.  Again, GPE bases its estimates on assumptions that Staff believes are overly 13 

optimistic outcomes in terms of rate concessions and sharing of savings.  These ratios are 14 

barely above the 13% threshold set by S&P, but they are much lower than the stand-alone 15 

ratios of Westar and GPE for the 2019-2020 period; GPE’s funds from operations to debt 16 

ratio ranges from 19% to 21% and Westar’s ranges from 21% to 23%.**  Funds from 17 

operations to debt is a measure of the amount of debt a company has taken on, and must 18 

service, relative to the cash flow the company generates. 19 

3. Fitch Press Release on Westar: 

 Fitch issued statements in a press release at its website that are the strongest public 20 

statements on the financial ramifications of the leverage involved in the Transaction 21 

(Attached).  Fitch states that it views the mere closing of the merger transaction as a credit-22 

negative event that would result in a downgrade of Westar from its current BBB+ rating to 23 

either BBB (a one-notch reduction) or BBB- (a two notch reduction).  Note that BBB- is the 24 

                                                 
2 Response to BPU 3-39. 
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lowest investment grade rating.  Furthermore, Fitch finds that the amount of leverage and 1 

resulting free cash flow relative to debt is indicative of a sub-investment grade rating. 2 

4. Fitch Press Release on Westar (Negative Watch): 

High Consolidated Leverage:  The sheer size of the acquisition compared to 3 
GXP’s current balance sheet will weigh on GXP’s financial profile.  Fitch 4 
notes that the acquisition-related debt of $4.4 billion, excluding hybrid 5 
securities, is larger than GXP’s consolidated reported debt of $4.2 billion at 6 
March 31, 2016.  Adding Westar’s existing debt of $3.6 billion, Fitch 7 
estimates that pro forma consolidated adjusted debt will likely exceed $13 8 
billion while consolidated EBITDA will be close to $2 billion resulting in 9 
adjusted debt to EBITDA of about 6.5x.  Fitch’s estimates are roughly 10 
consistent with management’s guidance of 13% -14% FFO-debt leverage 11 
post-merger.  These metrics typically equate to a ‘BB’ rating category, 12 
absent a firm and credible commitment to deleveraging. 13 

Future developments that may, individually or collectively, lead to a negative 14 
rating action:  Fitch believes that the completion of the acquisition, based 15 
on the proposed financing structure as disclosed, would result in a one or 16 
two notch downgrade of Westar’s ratings.  Fitch would consider a one-17 
notch downgrade if GXP presents a firm and credible path to deleveraging to 18 
a capital structure consistent with a ‘BBB-‘ rating and/or if regulatory 19 
approval of the acquisition results in effective ring-fencing of Westar.  On 20 
the other hand, Fitch would consider a two-notch downgrade if GXP 21 
relies heavily on hybrid issuance to finance the acquisition, follows an 22 
aggressive financial policy, and/or there is limited regulatory ring-23 
fencing of Westar post-merger.3 (Emphasis added) 24 

I remain concerned that the Joint Applicants have not provided any type of plan to 25 

deleverage from acquisition debt, nor are they presenting Staff or rating agencies any 26 

financial forecasts beyond the year 2020.  Thus, when Fitch comments that the amount of 27 

debt typically equates to a sub-investment grade rating absent a plan to deleverage, Staff has 28 

to consider that a sub-investment grade rating for Westar is a very real possibility. 29 

                                                 
3 Fitch Website; https://www.fitchratings.com/site/pr/1005447 
 

https://www.fitchratings.com/site/pr/1005447
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5. Moody’s Press Release Statements on GPE: 

 Moody’s public statements express deep concern regarding the amount of leverage applied 1 

by GPE. It notes that GPE has sacrificed its strong financial profile in this Transaction and 2 

has created a situation that allows little flexibility. (Data Request Industrials – 18) 3 

“Great Plains Energy is sacrificing its strong financial profile to acquire its 4 
neighbor,” said Ryan Wobbroock, Vice President-Senior Analyst.  “This is a 5 
bigger is better merger, where Westar will help Great Plains double its assets.  6 
But, the financing plan will triple its debt, leaving little financial flexibility 7 
and is indicative of management’s higher tolerance for financial risk.”  8 

The addition of approximately $4.4 billion of parent-level acquisition debt is 9 
likely to result in a one-notch downgrade, to Baa3, for Great Plains. 10 

The transaction’s financing plans are viewed as a signal that Great 11 
Plains’ management and board of directors have a higher risk tolerance 12 
for leverage than previously considered, which is a long-term credit 13 
negative.  With little financial cushion, Great Plains will be more 14 
exposed to risks associated with successfully executing  transition and 15 
integration plan and long-term issues, such as waning regulatory 16 
support and softening of regional macro-economic fundamentals.4 17 

6. Moody’s Credit Opinion on GPE: 

 Moody’s Credit Opinion on GPE provides a more detailed discussion beyond that contained 18 

in the press release.  In the Credit Opinion, we see that the amount of debt at the holding 19 

company is at the upper end of the acceptable range for an investment grade rating.  The 20 

relevant measurement here is the percentage of debt at holding company, GPE, relative to 21 

the consolidated total company debt.  Prior to the Transaction, GPE debt amounted to about 22 

3% of the consolidated company debt.  With the $4.4 billion of acquisition debt, GPE’s debt 23 

amounts to a full one-third of the consolidated company debt.  GPE will support the debt 24 

                                                 
4 https://www.moodys.com/research/Moodys-Places-Great-Plains-Energy-on-Review-for-

Downgrade-Westar--PR_349858; May 31, 2016, Press Release by Moody’s Investor Service. 
 

https://www.moodys.com/research/Moodys-Places-Great-Plains-Energy-on-Review-for-Downgrade-Westar--PR_349858
https://www.moodys.com/research/Moodys-Places-Great-Plains-Energy-on-Review-for-Downgrade-Westar--PR_349858
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using dividends that it will receive from Westar, KCPL, and KCPL-GMO.  The three 1 

operating-utilities have their own debt to service in addition to GPE’s new debt.  As you can 2 

see in the following cites, Moody’s finds the cash flow relative to the amount of total 3 

company debt at the lowest end of investment grade; a decline in quality from its current 4 

position.  Moody’s echoes the sentiments of Fitch that the cash flow relative to the amount 5 

of debt are close to that deserving of a speculative or below investment grade rating.  It is 6 

important to keep in mind that the financial scenarios that Moody’s reviewed were a best-7 

case outcome for the Joint Applicants with respect to requirements imposed by state 8 

regulators.  Even assuming a best-case scenario as GPE did in its Financial Model, GPE’s 9 

investment grade rating will be stressed by the Transaction.  As Moody’s press release 10 

clearly stated, GPE has sacrificed its strong financial profile to execute this Transaction. 11 

The review for downgrade is expected to result in a one-notch downgrade, 12 
leaving GPE investment grade.  We see a strong investment grade floor, 13 
but ratings could be downgraded below investment grade if the ratio of 14 
holding company debt to consolidated debt rose higher than the 35% 15 
level we are expecting post-close.  Ratings could also be downgraded if a 16 
more contentious regulatory environment developed in its principal 17 
jurisdictions. 18 

Given the significantly weakened financial position at close (e.g., 13% 19 
CFO pre-WC to debt), the ratings could be downgraded to speculative 20 
grade if anticipated financial improvements are jeopardized.  If the ratio 21 
of CFO to debt were between 10% and 13% for a sustainable period, ratings 22 
could be downgraded below the investment grade threshold.  This could 23 
occur from any combination of circumstances, including waning regulatory 24 
supportiveness, financially restrictive merger requirements, a stagnant 25 
or declining economic environment, inability to capture synergies from 26 
the Westar acquisition, a change in equity treatment for hybrid securities, or 27 
operating and/or regulatory challenges a the Wolf Creek nuclear generating 28 
station. (Great Plains Energy Incorporated: A Midwest Utility Holding 29 
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Company; Moody’s Investment Service; Credit Opinion; June 1, 2016; p. 2)5  1 
(Emphasis added.) 2 

 The Financial Model provided in response to Data Request KCC-169 demonstrates the drop 3 

in credit quality resulting from the Transaction.  **As stand-alone entities, Westar and GPE 4 

CFO to debt ratios for 2018-2020 are forecasted to range from 21% to 23% and 21% to 5 

24%, respectively.  With the Transaction, the combined entity’s CFO to debt will fall to a 6 

range of 13.4% to 16.2% for years 2018-2020.**  In my opinion, the term “regulatory 7 

supportiveness” that Moody’s uses in its report, likely refers to issues such as capital 8 

structure, up-front sharing of merger savings, and rate case moratoriums.  In response to 9 

KCC-153, GPE ran a financial model that reversed just one of those assumptions.  KCC-153 10 

models the effects of using the higher leverage capital structure of GPE for setting rates – a 11 

scenario Staff would have insisted upon if it had recommended approval.  **If that is done 12 

in Kansas for Westar and KCPL-KS, the combined entity’s CFO to debt ratios fall more 13 

than an percentage point to a range of 13.3% to 14.8%.  If Missouri instituted the same 14 

policy, the ratios fall to 13.2% to 14.2%.**  This example illustrates the effect of just one of 15 

several regulatory concessions that will affect the financial health of the new entity. 16 

7. Moody’s Ratings Assessment Service (RAS): 

 The materials that I discussed thus far are statements published in press releases and 17 

subscription publications of the three rating agencies.  The Ratings Assessment Service 18 

(RAS) performed by Moody’s Investor Services contains stronger and more detailed 19 

                                                 
5 Response to Industrials 1-18. 
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language.6  Moody’s performs RAS at the request of a party for that party to ascertain the 1 

potential credit ratings impact of a company’s financial plan.  GPE obtained the RAS before 2 

it made its $60/share bid for Westar.  GPE hired Moody’s to review five unique financial 3 

plans to acquire Westar.  The financial plans include GPE’s assumptions with regard to the 4 

total cost of the Transaction including expectations for payments to customers, retention of 5 

savings, and ratemaking actions of the regulators.  While I will discuss GPE’s assumptions 6 

later in my testimony, I believe many of GPE’s assumptions were unrealistic. 7 

 **In correspondence dated May 12, 2016, Moody’s explained its analysis of the three 8 

potential bid scenarios proposed by GPE.  Westar did not accept these bid levels.  Weeks 9 

later, GPE presented two new scenarios for Moody’s RAS to review.  These scenarios, 10 

numbered four and five, formed the basis for the winning bid and the Transaction.  In 11 

correspondence dated May 18, 2016, Moody’s states that GPE can expect a one notch 12 

downgrade from Baa2 to Baa3 and that the operating-utilities, KCPL, KCPL-GMO, Westar, 13 

and KGE, would retain their current ratings of Baa1, Baa2, Baa1, and Baa1, respectively.** 14 

**However, the RAS committee also views the financing strategies presented 15 
in Scenario 4 and 5 as taking marked steps of financial risk that differ from 16 
those provided in Scenarios 1 through 3 and note that under the degree of 17 
leverage, presented in Scenarios 4 and 5, Great Plains would be weakly 18 
rated in the Baa3 category, with no cushion to absorb a negative credit 19 
event.  For example, if financial performance were to underperform forecast 20 
assumptions for any reason, or the degree of regulatory support offered by 21 
Kansas, Missouri, or the FERC were to deteriorate slightly, it is likely 22 
that a negative ratings action of Great Plains would follow (e.g., -negative 23 
ratings outlook, review for downgrade or downgrade). (Emphasis added)** 24 

                                                 
6 Response to KCC-24; Moody’s Investor Service; May 18, 2016, correspondence:  Ratings 

Assessment Service—Project Wizard Scenarios 4 and 5 (Confidential). 
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 **In this section of the commentary, Moody’s expresses its concern that the degree of 1 

leverage is at the upper limit of the investment-grade rating.  Compounding my concern is 2 

Moody’s position that GPE will have little to no cushion to absorb the unexpected, 3 

particularly changes in “regulatory support” from the Commissions.  My interpretation of 4 

this statement is that Moody’s believes there will be very little room for regulators to 5 

deviate from GPE’s assumed post-transaction regulatory accommodations.  After the 6 

Transaction closes, if one of the Commissions does not follow GPE’s expectations, GPE 7 

could receive a below investment grade rating; a prospect that may leave Commissions with 8 

limited options when making revenue requirement decisions for the operating-utilities in the 9 

future.  To put it bluntly, future Commissions could call upon consumers to pay a higher 10 

revenue requirement as a means to support GPE’s investment grade credit rating.  And this 11 

scenario does not even contemplate other potential financial risks that are beyond the 12 

control of the Commission and Joint Applicants, such as an increase in interest rates when 13 

GPE must refinance its acquisition debt as it comes due or the current review of corporate 14 

income tax policies by the new President and Congress.** 15 

**We would also incorporate a qualitative view that the financial policies of 16 
Great Plains management and board of directors have become decidedly 17 
more tolerant of risk—a credit negative and a deviation from what we 18 
have incorporated into our ratings, historically. (Emphasis added.)** 19 

This statement in the Moody’s RAS mirrors the statement in Moody’s press release, that the 20 

actions GPE has taken to acquire Westar are indicative of a change in policy of GPE 21 

management and board of directors.  In Moody’s eyes, GPE is now willing to accept a 22 

greater degree of financial risk, and that policy change, in and of itself, has a negative effect 23 

on credit ratings. 24 
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**Lastly, it is possible that the credit ratings for Westar, KCPL, and GMO 1 
could be constrained or negatively impacted going forward.  While no 2 
change to utility ratings would likely occur at close of the transaction, 3 
the high amount of family leverage would begin to weigh on upward 4 
ratings mobility of the subsidiaries, due to the contagion risk at the 5 
parent level and increased need for upstream dividend support.  Scenario 6 
4 and 5 leverage would weaken the positioning of Westar, KCPL, and GMO 7 
within their respective ratings categories. (Moody’s RAS Correspondence, p. 8 
4) (Emphasis added.)** 9 

 **This portion of Moody’s RAS commentary highlights the reality that the financial 10 

leverage at GPE will have a spillover effect on the operating-utilities.  Ring-fencing 11 

instituted by regulators can block some flow of funds from an operating-utility up to its 12 

holding-company parent, which may help preserve the operating-utilities’ credit rating, 13 

likely to the detriment of the parent holding company that is depending on the cash-flow.** 14 

**These financial metrics result in a weakly positioned Baa3 holding 15 
company that has average consolidated regulatory support and unique 16 
exposure to a single-unit nuclear facility.  Average cash flow to debt 17 
metrics around 14% leave little room for error within the Great Plains 18 
forecast assumptions, including regulatory outcomes and economic 19 
factors (including interest rate levels) that are outside of management 20 
control.  The combination of these factors would expose Great Plains to 21 
a lower tolerance threshold for negative credit events, and a higher 22 
likelihood for a downgrade in the face of an adverse circumstance. 23 
(Moody’s RAS Correspondence, p. 5)  (Emphasis added.)** 24 

 **Again, Moody’s RAS cautions GPE that a $60/share bid with these financing plans leaves 25 

little room for deviations caused by factors outside of GPE’s control.** 26 

**Management’s Higher Risk Tolerance: 27 
The amount of leverage in Scenario 4 and 5 would evidence a higher risk 28 
tolerance for Great Plains management and board of directors.  Great Plains 29 
has historically operated with negligible holding company debt and a focus 30 
on executing utility capital plans and improving the regulatory relationship 31 
and support in its primary jurisdictions.  While we understand the unique 32 
opportunity that Project Wizard provides, and funding strategy necessary to 33 
achieve the transformative transaction, we view the amount of acquisition 34 
debt in Scenarios 4 and 5 – that more than doubles Great Plains’ existing debt 35 
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– as highly aggressive and evidence of financial engineering. (Moody’s 1 
RAS Correspondence, p. 6)  (Emphasis added.)** 2 

 **Here, Moody’s comments center on the changes observed at GPE from a utility that had 3 

been focused on conservative financial management to a new path of aggressively financed 4 

acquisition that Moody’s has called “financial engineering.”**  Financial engineering refers 5 

to GPE’s plan to ask that regulators use the higher cost weighted average cost of capital 6 

(WACC) of the operating-utilities to set rates and ignore the lower cost WACC that GPE 7 

has achieved through greater leverage and lower cost debt financing.  In such a scenario, the 8 

savings generated by the difference between the operating-utilities’ WACC and GPE’s 9 

WACC would accrue only to shareholders.  The “engineering” is merely recapitalizing the 10 

utility and retaining the benefits for shareholders. 11 

**Kansas and Missouri service territories are not high growth areas that will 12 
provide Great Plains with a clear path of paying down the acquisition debt, so 13 
we view the $4.3 billion of Scenario 4 debt and the $4.6 billion of 14 
Scenario 5 debt as permanent leverage in Great Plains capital structure.  15 
This debt will be increasingly difficult to service in a rising interest rate 16 
environment and could pressure utility subsidiaries for additional 17 
upstream dividends in the future.** 18 

**For this reason, we see the potential for Kansas regulators to impose some 19 
form of ring-fencing provision as part of the merger approval process, which 20 
would limit the amount of support that Westar might be able to provide 21 
parent level debt.  While this is not a risk that is factored into the RAS 22 
ratings outcomes, we highlight it as another potential risk associated 23 
with a large amount of parent level debt.  (Moody’s RAS Correspondence, 24 
p. 6)  (Emphasis added.)** 25 

 **Moody’s RAS notes that GPE has never presented a plan for deleveraging from the $4.4 26 

billion of acquisition debt.**  In fact, GPE informed Staff and CURB at the November 3, 27 

2016, meeting that there is not a formal plan at this time and that there is no financial 28 

forecast beyond the year 2020; the last year forecast in the Financial Model.  With the 29 
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acquisition debt in place and no plan to de-lever, GPE will have to service the debt with 1 

dividends from the Utility Companies and will have to refinance the acquisition debt as it 2 

matures over the next decade.  If the Commission does not recognize the leverage of GPE’s 3 

capital structure when setting rates for the operating-utilities, that is it uses the operating-4 

utility capital structure, then GPE will have little or no incentive to deleverage.  Recall the 5 

“financial engineering” discussion earlier, the benefits of the lower-cost capital structure 6 

will accrue only to shareholders if the Commission does not use it to set rates.  **Moody’s 7 

comments emphasize that they believe the degree of leverage at the parent company without 8 

any de-leveraging plan will likely cause a reaction by regulators in Kansas that could limit 9 

the amount of dividends flowing from Westar to GPE, which would be detrimental to GPE’s 10 

credit rating.  Moody’s notes that this is a potential risk, but it is not factored into the 11 

Moody’s RAS because ring-fencing was not part of the assumptions GPE provided to 12 

Moody’s.  Additionally, the RAS does not factor in the following:** 13 

8. Key Assumptions to Moody’s RAS: 

**No material customer credits, or rate freezes, are required as part of the 14 
KCC transaction approval 15 

No ring-fencing type provisions are introduced that would significantly limit 16 
the upstream dividend capabilities of Westar or the Great Plains utilities. 17 

All scenarios incorporate projected operating results calculated based on 18 
individual regulated rate bases, equity thickness and ROE for each operating 19 
subsidiary, there are no differences between scenarios. (Moody’s RAS 20 
Correspondence, Appendix A; contained in KCC – 24 Confidential)** 21 

 The full list of the assumptions in the Moody’s RAS analysis are attached as KCC – 24 22 

Confidential as Appendix A to the May 18th RAS from Moody’s.  I have highlighted these 23 

three problematic assumptions because each is contrary to existing Commission policy and 24 
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highly unlikely to occur.  If Staff were recommending approval of the Transaction, it would 1 

almost certainly recommend the Commission include these conditions in any order to meet 2 

the public interest threshold.  At no point in the Joint Applicants’ testimony have they 3 

requested that the Commission accept these key assumptions into the order approving the 4 

Transaction.  Past mergers approved by the Commission have included rate freeze and/or 5 

bill credits as a way of sharing benefits between shareholders and consumers.  These 6 

policies are issues in the recent round of merger transactions nationally, and of course, the 7 

Commission spent two years with a general investigation on ring-fencing requirements for 8 

Kansas utilities, that resulted in the Commission adopting annual filing requirements. 9 

 The third assumption addresses the capital structure that the Commission will use to set the 10 

revenue requirements of the operating-utilities, Westar and KCPL.  The assumption is that 11 

each operating-utility’s revenue requirement will be set using the operating-utility’s capital 12 

structure rather than the lower cost consolidated GPE capital structure.  GPE CEO Terry 13 

Basham made it clear that they expect this rate treatment from regulators in Kansas and 14 

Missouri during a webcast with analysts, investors, and the public on November 4, 2016.  15 

The operating-utilities will have thicker equity ratios than the GPE consolidated capital 16 

structure.  Using the thicker equity capital structures will result in higher revenue 17 

requirements than the GPE consolidated capital structure that contains the $4.4 billion in 18 

acquisition debt.  The higher revenue requirements will allow the operating-utilities to pay 19 

GPE more in dividends and, thus, support the parent level debt associated with the 20 

Transaction.  This assumption is problematic because it is contrary to past practices of Staff 21 

and the Commission. 22 
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 Regulatory Research Associates (RRA) routinely issues reports on individual mergers and 1 

acquisitions in the utility industry, as well as comprehensive reports on the activity in the 2 

industry.  In a July 19, 2016, report on current and past M&A activity in the industry, RRA 3 

stated that the state regulatory authorities are deeply involved in constructing the outcome of 4 

transactions, as each state commission has to apply their state’s public interest standards.  5 

RRA reports that state regulators have required a host of provisions from parties to meet 6 

their state’s public interest standards.7   7 

 8 

 The critical issues tied to these three assumptions are not simply issues that are important to 9 

the Commission; these issues are part of mergers that have occurred across the nation.  Such 10 

concessions will likely be a part of any future merger order in Kansas and should be part of 11 

                                                 
7 RRA Topical Special Report:  Electric and Gas Utility Mergers and Acquisitions—Timeline of 

Transactions 1985-2016; Regulatory Research Associates, S&P Global Market Intelligence; July 
19, 2016; p. 2. 
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financial forecasts so that regulators can have as accurate picture as possible of the newly 1 

created entity. 2 

Q. Based on your review of the comments from the rating agencies and the Ratings 3 

Assessment Service, what are Staff’s primary concerns? 4 

A. **Clearly, the best case scenario leaves GPE and its subsidiaries weakened and financially 5 

vulnerable, and the assumptions built into that best case scenario do not include likely 6 

events such as rate freezes, customer credits, use of the consolidated capital structure, and 7 

ring-fencing of subsidiaries.  The results of the Financial Model barely support an 8 

investment grade rating for the Joint Applicants.  My concern is that GPE created its 9 

Financial Model around assumptions that are not realistic, and even the rating agencies 10 

express doubt about GPE’s choice of assumptions.  Changing any of those assumptions 11 

discussed above to a more realistic viewpoint results in a weaker set of financials than those 12 

considered by the ratings agencies.** 13 

B. Equity analysts express the same concerns as credit rating agencies 
regarding the amount of leverage in the Transaction and GPE’s assumption 
regarding the capital structure that regulatory commissions will use to set 
rates. 

Q. Has Staff reviewed reports from equity analysts to assess the financial health of the 14 

utility after the Transaction? 15 

A. Yes, Staff obtained the equity analysts’ reports through KCC-131 and BPU 3-39.  I 16 

reviewed the commentary and found that the equity analysts expressed many of the same 17 

concerns about the amount of leverage in the Transaction, as well as the assumed capital 18 

structure that state commissions will use to set revenue requirements. 19 
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Q. What services do the equity analysts provide? 1 

A. Equity analysts provide coverage of companies for a subscription service or as part of 2 

broader investment advisory service for clients of an asset management company.  Their 3 

analyses attempt to reveal the prospective profitability of equity investments and, to do so, 4 

they evaluate the potential for future earnings.  They also assess what is a reasonable price 5 

(stock price) an investor should pay for those future earnings. 6 

Q. Why are the views of equity analysts important to your evaluation under merger 7 

standard a) i)? 8 

A.  The views of the equity analysts are an indicator of the equity markets’ assessment of the 9 

utility’s risk as an equity investment.  If analysts and the market view the utility as taking on 10 

additional risks to earn profits in the future, then stockholders will demand a higher return as 11 

compensation for that added risk.  The added cost due to that higher required return will be 12 

passed on to consumers in the form of a higher “return on equity.”  Even if regulators 13 

attempt to insulate consumers from the added cost, there is no guarantee that they will be 14 

successful at that.  Successful or not, that can be a difficult and undoubtedly a contentious 15 

process that could continue through several successive rate cases. 16 

Q. What aspects of the equity analysts’ commentary are particularly noteworthy? 17 

A. In general, equity analysts highlight the large amount of leverage taken on to finance the 18 

acquisition and the risks that the high debt ratio poses to the company in rate cases.  19 

Specifically, 20 
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• **We are particularly focused on the equity ratio pieces of the cost of 1 
capital equation as KS and/or MO could look beyond the subsidiary 2 
level capital structure in light of parent leverage.  (Wells Fargo Equity 3 
Research; August 5, 2016; p. 1.) 4 

• The amount of pro-forma leverage raises natural concerns over the 5 
sanctity of the utility operating company capital structure in both 6 
jurisdictions and it is crucial that holding company/operating dividing 7 
line remain intact. (J.P. Morgan; September 29, 2016; p. 4) 8 

• Management says that neither MO nor KS is expected to look-9 
through to the parent with operating cap structure unaffected but this 10 
could be a key question in upcoming rate cases. (UBS Global 11 
Research, Westar Energy, Inc.; May 31, 2016; p1) 12 

• The merger amplifies earnings growth potential if synergies are 13 
realized, but at the cost of a very weak balance sheet due to 14 
significant leverage. (Wolf Research, Great Plains Energy; October 15 
2, 2016; p. 3 of 8) (Emphasis Added.) 16 

• We see the pro forma company at 60% debt-to-capital, which is 17 
higher than nearly all peers, and somewhat of a concern 18 
considering the size of the company.  Further, the debt to fund the 19 
deal is being issued at the parent, which could present risks 20 
should regulators ever deem it necessary to “look-through” to the 21 
consolidated capital structure.  That said, we now see this as less of 22 
a risk in Missouri given the recent GMO settlement and the potential 23 
for GXP to provide assurances such as ring-fencing.  Similarly, the 24 
debt at the parent as a percentage of total debt (30%) would also 25 
be higher than peers and a reason why GXP has been placed on 26 
watch for a ratings downgrade at the credit rating agencies.  27 
Finally, the FFO/Debt metrics of the pro forma company are simply 28 
the lowest quality—we see GXP struggling to stay above 13% 29 
initially, which is the threshold Moody’s has laid out as the floor 30 
for remaining investment grade.  (Wolf Research, Great Plains 31 
Energy; October 2, 2016; p. 5 of 8) (Emphasis Added.)** 32 

 **The fact that GPE’s actions have caused it to stand out to independent analysts as being a 33 

much more leveraged company than its peers is particularly concerning.   The added 34 

leverage is at the holding company level, but equity analysts, similar to the credit rating 35 

agencies, warn that regulators may look at the capital structure of the consolidated company 36 

in rate proceedings. This would result in lower revenue requirements for the operating-37 
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utilities and lower earnings for GPE than what GPE has presented through its Financial 1 

Model.** 2 

C. There is no financial modeling beyond 2020 and no plan to de-lever.  
Thus, going forward, staff has to assume there would be no deleveraging and 
the capital structure will be a contentious issue in future rate cases 

Q. Are you concerned about the lack of financial projections beyond 2020? 3 

A. Yes. I am concerned because there is no plan to evaluate the prospects of GPE de-leveraging 4 

from the acquisition debt.  After the Transaction, for the years 2018, 2019, and 2020, GPE 5 

will have a consolidated capital structure with an equity ratio of 41% to 42%, as compared 6 

to pre-Transaction equity ratio of 49% to 50%.8  With such a limited time horizon in the 7 

Forecast Model, we do not know if there is a plan to deleverage GPE or if the higher degree 8 

of leverage is permanent.  Given there is no plan to de-leverage, I have to consider the 9 

increased leverage as a permanent change to GPE and not simply a temporary or transitional 10 

issue.  As a permanent change to GPE’s consolidated capital structure, it is likely that the 11 

question of which capital structure to use in setting rates will be a contentious issue in 12 

Westar and KCPL rate cases for many years into the future. 13 

 Furthermore, even without the capital structure issue, we are left with the fact that the Joint 14 

Applicants are taking on $4.4 billion in debt without investing any of it in assets that 15 

produce an additional stream of revenue.  That is to say, the additional debt will not create 16 

new rate base to serve consumers and the $4.4 billion of new debt is greater than the amount 17 

of debt in place to finance the rate base of the utility being acquired.  These facts indicate 18 

                                                 
8 KCC-169; Dashboard tab. 
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that this is an extraordinary transaction; it is reasonable for regulators to want to know 1 

something about the financial health of the new entity beyond the next four years that ends 2 

in 2020. 3 

Q. Why is there even a question of which capital structure to use for setting the revenue 4 

requirements? 5 

A. The corporate structure that is created by GPE being a holding company that will own the 6 

common stock of KCPL, KCPL-GMO, and Westar causes there to be two different 7 

approaches to assessing the capitalization and capital costs for each utilities’ revenue 8 

requirement.  The capital structure is a critical question in this Transaction because the 9 

consolidated capital structure of the holding company, GPE, will be markedly different from 10 

the capital structures at each of the utility-operating companies.  The consolidated capital 11 

structure of GPE will contain considerably more leverage than the capital structures of the 12 

operating-utilities.  That difference could result in a significant change in the revenue 13 

requirements of the operating-utilities if the Kansas Commission and/or the Missouri Public 14 

Service Commission choose to recognize the additional leverage.   15 

 The Joint Applicants assume that all regulatory bodies that set rates for the operating-16 

utilities will set their respective revenue requirements solely on the capital structures of the 17 

individual operating-utilities and not on the GPE consolidated capital structure.  As I 18 

discussed earlier, all of the financial modeling performed by the Joint Applicants and 19 

communications with credit rating agencies relied solely on the use of the less-leveraged, 20 

operating-utility capital structures for setting future revenue requirements.  Staff found it 21 

very odd that the Joint Applicants were unwilling to acknowledge through its Financial 22 
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Model the possibility that regulators could indeed set the operating-utilities’ revenue 1 

requirements using the GPE consolidated capital structure. 2 

Q. Why do you find the Joint Applicant’s position on capital structure odd? 3 

A. It is odd because it is contrary to the manner in which the Kansas Commission, the Missouri 4 

Public Service Commission, and the Federal Energy Regulatory Commission currently set 5 

rates for Westar and GPE’s subsidiaries.  All three of these regulatory agencies set revenue 6 

requirements for GPE subsidiaries using GPE’s consolidated capital structure.  Furthermore, 7 

for the past two decades, KCC Staff has consistently investigated capital structures in rate 8 

cases to determine which capital structure represents the most efficient and economical 9 

financing.  Thus, accepting the operating-utility capital structure is not the default option in 10 

Kansas. 11 

Q. Have the Joint Applicants made an explicit and unambiguous request that the 12 

Commission use the operating-utility company capital structure in the future? 13 

A. No, they do not make that request.  I assume their avoidance of this threshold issue is an 14 

indication that they would rather put the question off until upcoming rate cases, when it can 15 

no longer be avoided and options for the Commission might be self-limiting.  In a meeting 16 

with the Joint Applicants, I inquired if they are going to request the Commission make a 17 

determination to use the operating-utilities’ capital structure in future Westar and KCPL rate 18 

cases.  In response, Darrin Ives stated that the Joint Applicants are not making such a 19 

request as they did not want to ask this Commission to make a commitment that would bind 20 

the hands of future Commissions.  My analysis and the Joint Applicant’s own Financial 21 
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Model shows that if the Commission approves this Transaction, it will practically have 1 

“bound” future Commissions to using the operating-utility capital structure in order to 2 

maintain the financial health and investment grade bond ratings of Westar, KCPL, and GPE.  3 

Therefore, it is essential to examine the issue in this proceeding. 4 

D. GPE’s Financial Model Further Demonstrates the Risk to the Joint 
Applicants’ Financial Health 

Q. Has Staff attempted to ascertain the effect of the capital structure issues on the credit 5 

metrics of the Joint Applicants? 6 

A. Yes, through an evaluation of the Financial Model that is the basis of the Joint Applicants’ 7 

financial projections provided to the rating agencies,9 **Staff has been able to assess the 8 

impact of a key assumption by the Joint Applicants; that the consolidated capital structure 9 

will not be used to set revenue requirements.  Staff issued KCC-153 (Confidential) asking 10 

the Joint Applicants for the Financial Model to be run using the consolidated capital 11 

structure of GPE as the capital structure used in calculating the revenue requirements for the 12 

KCPL and Westar.  The Applicants acknowledge that change does have a significant, 13 

negative impact on the pro-forma financials of GPE.  The Applicants’ provided the 14 

Financial Model results and a response that included the following discussion.** 15 

**A ‘Compare’ tab has also been added to the model attachments, for 16 
comparison of key financial results in the original model results, and 17 
highlights the significant negative impact of using the pro-forma 18 
consolidated combine capital structure versus the standalone capital 19 
structures for ratemaking. (KCC-153 Confidential)** 20 

                                                 
9 CURB-42 
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 **The Financial Model confirms that the lower revenue requirements caused by recognizing 1 

the added leverage reduces the cash flow that GPE will have to cover its interest payments, 2 

which erodes the pro-forma financial metrics.**  While the credit metrics are clearly weaker 3 

under this scenario, Staff needed to ascertain whether using the consolidated capital 4 

structure would definitively result in a downgrade.  The Applicant provided the following 5 

response. 6 

The Joint Applicants have not discussed the results included in the 7 
attachments to Data Request KCC_20160923_153 which includes a 8 
comparison of certain metrics using GPE consolidated capital structure 9 
versus the existing utility company capital structures, as presented to the 10 
rating agencies when evaluating our transaction.  In addition, Joint 11 
Applicants have not developed separate KCP&L and Westar pro forma 12 
financial statements or credit metrics. 13 

Joint Applicants cannot speculate as to if GPE, KCP&L and Westar would a) 14 
maintain their existing credit ratings and b) maintain an investment grade 15 
credit rating if the Commission uses a GPE consolidated capital structure to 16 
set revenue requirements for KCP&L and Westar.  However, Joint 17 
Applicants believe the comparative results included in the attachments to 18 
Data Request KCC_20160923_153 speak for themselves and would likely 19 
create concerns by the rating agencies.  (KCC-266) 20 

 We do know that the use of the consolidated capital structure results in weaker financial 21 

metrics.  The Joint Applicants readily admit that they believe the weaker financial metrics 22 

would be a significant issue and would be a cause for concern among the rating agencies.  23 

As the response above notes, the Joint Applicants did not provide this scenario to the rating 24 

agencies for their opinion.  **As noted earlier, the Joint Applicants told the rating agencies 25 

to assume the operating-utility capital structure for setting rates.** 26 

Q. Did the Applicants discuss with the rating agencies any scenarios that involved the 27 

Commission using the GPE consolidated capital structure to set rates? 28 
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A.  Staff inquired of the Joint Applicants if they had discussed this issue with rating agencies.  1 

The response was that they had not. 2 

The Joint Applicants have not discussed with rating agencies scenarios in 3 
which the Commission uses a GPE consolidated capital structure for setting 4 
KCPL’s and Westar’s revenue requirements.  (KCC-265) 5 

Q.   Have Joint Applicants expressed whether this issue is important to the completion of 6 

the Transaction? 7 

A. Yes, as Staff reviewed the Financial Model and the concerns expressed by the rating 8 

agencies, we asked the Joint Applicants for their view as to whether the Transaction is 9 

dependent or largely dependent on the Commission not applying the GPE consolidated 10 

capital structure to set rates.  The Joint Applicants responded with the following answer: 11 

Yes, it is the Joint Applicants position that completion of the Transaction is 12 
largely dependent on the Commission not applying the GPE consolidated 13 
capital structure ratios when setting Westar’s and KCPL’s revenue 14 
requirements. (KCC-264) 15 

Q.  Does the Joint Applicants’ stance on this issue surprise you?  16 

A. Yes, I am surprised that the Joint Applicants would commit to this Transaction where a 17 

successful outcome is “largely dependent” on this specific issue of capital structure from not 18 

just the Commission but also the Missouri Public Service Commission.  The reason for my 19 

surprise is that the use of a consolidated capital structure is common practice in setting rates; 20 

granted it is not a universal practice, but it is common.  In fact, this Commission frequently 21 

uses consolidated capital structures to set rates in Kansas.  In reviewing KCPL’s current rate 22 

case filing in Missouri, it is apparent that the Missouri Public Service Commission also uses 23 
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this practice.10   FERC also uses GPE’s consolidated capital structure in setting KCPL’s and 1 

KCPL-GMO’s transmission formula rate.11  All three of the economic regulators of GPE 2 

and Westar have set rates for GPE and Westar using a consolidated or parent company 3 

capital structure, yet the Joint Applicant’s Transaction hinges on changing that practice.  4 

Oddly enough, the Joint Applicants are not asking the Commission whether it is willing to 5 

commit to changing this practice.  It appears that the Joint Applicants are willing to leave 6 

this key (arguably threshold) issue open-ended, in essence, shifting the risk to future 7 

Commissions.  That risk being, once the deal has closed and $4.4 billion of debt is on GPE’s 8 

books, does a future Commission want to be the regulator that sets rates using the 9 

consolidated capital structure if that action might cause the Joint Applicants’ credit rating to 10 

be down-graded?  That is the risk that the Joint Applicants are willing to take, or more 11 

accurately, it is a risk that the Joint Applicants are willing to push off to future 12 

Commissions.  It is highly unlikely that sophisticated, seasoned management teams of two 13 

electric utilities would overlook the critical issue of capital structure.  Rather, Staff believes 14 

it is the Joint Applicants’ strategy to place future commissions in a box with difficult 15 

options; either set rates using a cost of capital that is higher than GPE’s cost of capital or set 16 

rates at the actual cost of capital and risk a downgrade. 17 

Q. Do you believe the Commission should leave a decision on capital structure open? 18 

A. Absolutely not. I believe the public (meaning bond holders, stock holders, and consumers) is 19 

best served if the Commission expresses its position on this issue in this Docket so that Joint 20 

                                                 
10 ER-2016-0285. 
11 See Protocols set in EC10-230. 
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Applicants know what to expect in the future.  This issue is a primary point of Staff’s 1 

disagreement with the Joint Applicants and one of the reasons why Staff opposes the 2 

Transaction.  With that information from the Commission, the Joint Applicants could ask 3 

for additional guidance from rating agencies on a financial structure that would support the 4 

existing credit quality.  Staff has made its position clear on this issue, not only to the Joint 5 

Applicants but also in previous testimony prior to this Transaction. 6 

 If this Transaction and the ratemaking treatment used by this Commission in the past are 7 

going to cause a downgrade of the operating-utilities’ credit ratings, the cost of that 8 

downgrade should be factored into the cost-benefit analysis of the Transaction.  Costs 9 

associated with higher interest rates caused by a downgrade are no more speculative than 10 

forecasts of operational savings.  If there is a downgrade, the Joint Applicants will pay 11 

higher interest rates.  The costs associated with a downgrade could be a nearly immediate 12 

issue because of the debt maturity profile of the Joint Applicants.  Both Westar and KCPL 13 

have debt due in next four years plus a portion of the acquisition debt at GPE.   14 

 15 

 This table summarizes the existing debt of KCPL, KGE, and Westar that will come due 16 

from now until the end of 2020, which amounts to about 28% of their total long-term debt.  17 

Issuing Company Funding Type Original Issue Coupon/ Rate Amount Out ($000) Maturity Date
Kansas City Power & Light Company Senior Debt 6/4/2007 5.8500 250,000$                6/15/2017
Kansas City Power & Light Company Senior Debt 4/1/2013 1.2500 31,000$                  7/1/2017
Kansas City Power & Light Company Senior Debt 3/11/2008 6.3750 350,000$                3/1/2018
Kansas City Power & Light Company Senior Debt 3/24/2009 7.1500 400,000$                4/1/2019
Kansas City Power & Light Company Credit Facility - Revolving 8/9/2010 Variable 2,800$                    10/17/2019
Westar Energy, Inc. Senior Debt 1/18/2005 5.1500 125,000$                1/1/2017
Kansas Gas and Electric Company Senior Debt 6/11/2009 6.7000 300,000$                6/15/2019
Westar Energy, Inc. Credit Facility - Revolving 9/29/2011 Variable 12,600$                  9/29/2019
Westar Energy, Inc. Senior Debt 6/30/2005 5.1000 250,000$                7/15/2020

1,721,400$             

Westar, KG&E 3,834,181$             
Source: SNL Financial KCP&L 2,283,500$             

 $             6,117,681 Total

Long-Term Debt at Sept 30, 2016
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The table above refers only to existing debt issues; the $4.4 billion of acquisition debt comes 1 

due within 10 years.  2 

Q. Do you have any concluding remarks with regard to Merger Standard a) i)? 3 

A. Both Staff’s and third-party’s analysis has demonstrated that the Transaction, as proposed 4 

by the Joint Applicants, does have a negative effect on the financial health of the Utilities 5 

involved; even if the Joint Applicants receive the regulatory treatment provided in the 6 

Financial Model it shared with credit rating agencies.  The regulatory treatment that is the 7 

core of the assumptions in the Financial Model are farfetched and unlikely based on past 8 

Commission practice.  If the Transaction were to go forward and include upfront payments 9 

to consumers for savings, a rate case moratorium, and/or a look through to the consolidated 10 

capital structure, then going forward with the Transaction would weaken the utilities even 11 

further. 12 

III. The Merger Proposal Does Not Promote the Public Interest in light of Merger 
Standard a) iii) Because Consumers Are Being Asked to Pay Revenue Requirements 
that are Greater Than the Cost of Providing Service 

Q. Please address Merger Standard a) iii) the effect of the Transaction on consumers, 13 

including: whether ratepayer benefits resulting from the Transaction can be 14 

quantified. 15 

A. As filed, the Transaction would impose a negative benefit on the customers of Westar and 16 

KCPL through the Joint Applicants’ proposal to use a higher equity ratio than is actually 17 

used to capitalize the company.  The Joint Applicants must commit to returning the savings 18 

to ratepayers by using the consolidated capital structure in future rate cases.  Staff views the 19 
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savings from financial instruments the same as any operational savings; consumers should 1 

receive the benefits of a cost reduction, whether it is labor efficiencies or a lower cost of 2 

capital. 3 

Q. How does the higher equity ratio result in a higher cost to ratepayers? 4 

A. Equity capital is riskier than debt, thus it requires a higher return than debt capital.  Equity 5 

capital must also be grossed-up for income tax expense, which further raises its cost over 6 

that of debt capital. 7 

Q. Why is subsidiary company capitalization an issue that gets scrutiny by regulators? 8 

A. When a utility subsidiary depends on a parent company for equity capital, it can become 9 

difficult to determine precisely how the utility subsidiary is actually financed.  Staff has 10 

encountered instances where parent companies manipulate capital assignments to their rate-11 

of-return regulated subsidiaries to the direct benefit of the stockholders of the parent 12 

company.  As a stand-alone, publicly traded company, it is very easy for Staff to know 13 

exactly what proportions of debt and equity Westar is using to finance its rate base since the 14 

information is readily available and easily verified from many sources.  If GPE acquires 15 

Westar, it will no longer obtain its own, market-traded equity capital.  Instead, Westar will 16 

depend on GPE for equity capital decisions. 17 

Q. Explain how parent companies can manipulate subsidiary company capital structures 18 

for the benefit of the parent company’s shareholders. 19 

A. The equity capital that a parent company assigns to a subsidiary is through a book entry that 20 
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is at the discretion of the parent company.  The assigned capital does not have to reflect the 1 

capitalization of the parent company.  Staff has found instances where the parent company 2 

capital structure contained significantly more leverage, thus a lower weighted cost, than the 3 

capital structure assigned to the subsidiary.  In other words, the parent company is 4 

completely within its right to issue debt and use the proceeds from that debt to make an 5 

equity infusion to its subsidiary.  In those instances, if regulators merely accept the 6 

subsidiary’s capital structure without reviewing the capital structure of the parent, it will 7 

result in a windfall to the parent company’s shareholders.  The shareholder windfall occurs 8 

because the stockholders of the parent company collect an equity level return on what is 9 

actually debt capital.  Moreover, the income tax gross up of the equity capital exacerbates 10 

the windfall.  Therefore, the windfall to the shareholders of the parent company is 11 

unreasonable as it is an unnecessary cost paid by ratepayers through rates that fails to reflect 12 

the much lower true cost of capital for the utility. 13 

Q What is your estimate of the cost reduction stemming from the difference in parent 14 

and subsidiary capital structures? 15 

A I estimate that the cost reduction that the Joint Applicants propose to retain for GPE 16 

shareholders is in the range of $90 million to $136 million annually, depending on the 17 

assumptions factored into the revenue requirement calculations.  The calculations appear in 18 

Schedule AHG – 1, that calculates the consolidated GPE pro-forma cost of capital, and 19 

Schedule AHG – 2, which calculates the revenue requirements using the pro-forma cost of 20 

capital and the respective rate bases of Westar and KCPL-KS.  My analysis is static, in that 21 

it relies on the rate bases in their abbreviated rate cases filed in Dockets 17-WSEE-147-RTS 22 
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and 17-KCPE-201-RTS.  I have also assumed the convertible preferred stock has not 1 

converted to common.  Thus, my analysis provides the Commission with a picture of the 2 

savings that GPE intends to retain by lowering its weighted average cost of capital and not 3 

reflecting that cost reduction in rates.  This is the “financial engineering” discussed earlier 4 

by rating agencies. 5 

Q. Why are there two estimates – one for $90 million and another at $136 million? 6 

A. The $90 million estimated savings assumes the consolidated capital structure and applies 7 

each operating-utilities’ embedded cost of debt in the revenue requirement calculation.  The 8 

$136 million estimated savings assumes that both the consolidated capital structure and 9 

consolidated GPE weighted average cost of capital is used to calculate the revenue 10 

requirement.  The higher estimate reflects the economic benefit that GPE hopes to retain 11 

each year by not passing on the savings to consumers.  The lower estimate estimates 12 

minimum amount of savings that should be returned to consumers so that consumers at least 13 

receive the benefit that stems from the higher debt ratio. 14 

Q. Should the Commission approve the Transaction, which methodology will you use to 15 

calculate the revenue requirements for the Utilities? 16 

A. I will recommend that Staff use the weighted average cost of debt of the consolidated 17 

company and the consolidated company capital structure.  I view the Transaction as 18 

effectively recapitalizing the Utilities, thus the consumers should receive the savings from 19 

the lower cost debt. 20 
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Q. Did you ask the Joint Applicants to estimate the savings associated with the 1 

recapitalization of GPE? 2 

A.  Yes, in Data Request KCC-153, Staff requested the Joint Applicants use their Financial 3 

Model to estimate the credit metrics associated with the Commission using the GPE 4 

consolidated capital structure.  Within that run of the Financial Model is an estimate of the 5 

annual change in the revenue requirements of Westar and KCPL-KS.  **The estimated 6 

annual reduction is $31.6 million for KCPL-KS and $104.1 million for Westar, for a total of 7 

$135.7 million.  That is to say, the added leverage of the consolidated capital structure 8 

results in a cost savings of $135.7 million in Kansas that GPE currently plans to retain for its 9 

shareholders.**  The Joint Applicants’ estimate is different from my own estimate because 10 

their estimate also contains all of the assumptions of rate base growth and rate case timing 11 

that is contained in the Financial Model. My estimate is a static analysis based on the 12 

abbreviated cases that Westar and KCPL-KS have before the Commission. 13 

Q. Have the Joint Applicants responded to the prospect of using the consolidated capital 14 

structure to set rate for Westar and KCPL? 15 

A.        Yes, in the Supplemental Direct Testimony of Darrin Ives at page 12, Mr. Ives rejects the 16 

principle, stating, 17 

                       This would be inappropriate and unreasonable because, among other reasons, 18 
the debt used by GPE to finance the Transaction will be dedicated to paying 19 
the acquisition premium in excess of book value as well as transaction costs 20 
and none of the proceeds of that debt will be available to support the 21 
regulated operations of GPE’s utility subsidiaries. (Supplemental Direct 22 
Testimony of Darrin Ives; p. 12; lines 9-13; filed November 2, 2016) 23 

Q.           Do you agree with the rationale offered by Mr. Ives? 24 
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A.        Absolutely not. I understand the Joint Applicants’ position to mean that they view the $4.4 1 

billion of new debt to be solely dedicated to paying for the acquisition premium portion of 2 

GPE’s purchase of Westar’s common stock, and, therefore, that debt should not be used to 3 

set the revenue requirements of Westar or KCPL.  The theory expressed by Mr. Ives is 4 

wholly in consistent with the financial modeling of GPE’s advisors and GPE’s own 5 

Financial Model that was used to support the $60/share bid.  In the minds of the Joint 6 

Applicants, they believe that they are using equity capital to purchase the book value or rate 7 

base of Westar, and they are separately using the $4.4 billion of debt to purchase Westar’s 8 

stock value that is above its book value.  The Commission should reject this notion as it has 9 

no basis in reality for several reasons.  The “acquisition premium” does not produce any 10 

cash flow or earnings that can support interest and principal payments on those bonds.  That 11 

debt will be supported by the dividends (cash flows) that GPE receives from its ownership 12 

of Westar, KCPL, and KCPL-GMO common stocks.  Thus, it is not reasonable to believe 13 

that the $4.4 billion of debt can be separated from the cash flows that the Joint Applicants 14 

use to support the debt.  In other words, the only security GPE can offer its creditors is the 15 

cash flow from its stake in the operating-utilities. 16 

A. Policy of using consolidated capital structure is reasonable and within 
the Commission’s discretion  

Q. Why do you believe it is reasonable to set rates using the consolidated capital structure 17 

and cost of debt? 18 

A. In situations where we set rates for a utility that is a wholly owned subsidiary, we carefully 19 

review the capitalization of the subsidiary, as well as the capitalization of the parent 20 

company.  For the purpose of determining the weighted average cost of capital or allowed 21 
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rate of return, we will rely on the capitalization that results in the lowest weighted average 1 

cost of capital.  Thus, if the parent company exhibits a higher debt ratio than the subsidiary, 2 

we will use the parent company’s capital ratios to calculate the revenue requirement. 3 

 Staff believes this approach is reasonable because it recognizes the reality of the parent 4 

company’s absolute control over the operations of the subsidiary.  Credit rating agencies 5 

also recognize the control and interrelated nature in that they will only allow a couple of 6 

notches difference between a parent and subsidiary.  They recognize that a weakness in 7 

either will drag on the credit worthiness of the other.  There will be very little separation 8 

between GPE and its subsidiaries, as GPE and each of its subsidiaries will have the same 9 

board of directors, who in turn set the dividend and capitalization policies of the parent and 10 

the subsidiaries.  Staff has made its position clear through testimony filed in past rate cases, 11 

and this Commission has through orders it issued, that the consolidated capitalization is 12 

reviewed and could be used to set rates.  In Staff’s view, this is a reasonable means to 13 

reduce or eliminate incentives to manipulate subsidiary capital structure solely for the 14 

benefit of stockholders.  Staff’s policy recommendation on capital costs simply seeks to 15 

treat capital costs like all other parent-subsidiary transactions and applies an asymmetrical 16 

approach.  Just as with the parent providing labor or office space to the subsidiary, the 17 

parent should not profit from providing capital to the subsidiary at a higher cost than it 18 

incurred to obtain the capital.  In some sense, recognizing the consolidated capital structure 19 

is a form of ring-fencing. 20 

Q. Has this policy been accepted by the Commission? 21 
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A. Yes, it has.  I have been on the Utilities Division Staff since 1988.  I have consistently 1 

applied this methodology since at least 2000 in telephone, gas distribution, and electric rate 2 

cases, and the Commission has consistently accepted it.  As is discussed extensively in rate 3 

cases, the Courts give regulatory agencies, such as the Commission, wide latitude to 4 

determine a fair rate of return, of which capital structure and cost of debt are two of the 5 

components. 6 

B. Ring-fencing requirements are not sufficient to protect consumers 

Q. Does Staff believe that ring-fencing of the subsidiaries Westar and KCPL would 7 

prevent them from being damaged from this Transaction? 8 

A. Staff would support ring-fencing measures applied to Westar and KCPL, but such measures 9 

are largely reactionary.  That is, they may only come into play when a financial problem at 10 

the parent begins to surface.  By that time, we will already have a problem of a distressed 11 

company owning a jurisdictional utility.  Ring-fencing measures can force the utility 12 

subsidiary to retain cash (forego dividends to the parent) so that the utility can maintain its 13 

rate base and service its own debt. This action does not help the parent company; dividend 14 

restrictions may intensify the parent’s financial problems, as the dividend could be its only 15 

source of funds.  Instead of a reactionary form of ring-fencing, Staff believes using the 16 

lowest cost capital structure is a proactive form of ring-fencing that would discourage parent 17 

companies from overleveraging and discourage parent companies from attempting to profit 18 

from transactions that only amount to financial engineering. 19 

Q. Has Staff recommended the use of the lowest cost capital structure as a requirement to 20 

a recent merger or acquisition? 21 
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A. Yes, in 16-EPDE-410-ACQ, Staff informed the parties to that Transaction that it would be 1 

part of Staff’s requirements put forth in testimony to the Commission.  The parties in that 2 

Docket reached an agreement that included various ring-fencing mechanisms and the 3 

requirement that Empire District Electric Company use the lowest cost capital structure in 4 

future rate cases.  Parties filed the Settlement Agreement and supporting testimony on 5 

October 6, 2016. 6 

IV. The Transaction does not meet Merger Standard d) because the Transaction 
will create a financially weaker utility that will reduce the Commission’s ability to 
“effectively regulate” the new entity. 

Q. Please explain why Staff believes that the Transaction could diminish the 7 

Commission’s ability to regulate the new entity. 8 

A. Merger Standard d) is as follows: 9 

d): Whether the proposed transaction will preserve the jurisdiction of 10 
the KCC and the capacity of the KCC to effectively regulate and 11 
audit public utility operations in the state. 12 

 Given the relative financial weakness of the merged entity, Staff believes the Transaction 13 

cannot meet Merger Standard d); the important aspect in this condition is “effectively 14 

regulate.”  It is Staff’s opinion that even though the Transaction does not change the 15 

Commission’s jurisdiction or legal authority to regulate the newly created entity, the 16 

financial weakness highlighted by the ratings agencies will likely leave the Commission 17 

fewer options.  Given the restrictive nature of the regulatory and ratemaking assumptions 18 

that the Joint Applicants believe are necessary for a financially sound company; those were 19 

the assumptions provided to Moody’s and discussed on page 21.  If the Transaction closes 20 

and the Commission desires that the Joint Applicant’s maintain an investment grade bond 21 
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rating, the Commission would have little choice but to fulfill these assumptions based on the 1 

opinions expressed by the ratings agencies and the Joint Applicant’s own Financial Model.  2 

If the Commission deviates from those assumptions, it could result in a downgrade.  As 3 

Moody’s warned in its commentary,  4 

The transaction’s financing plans are viewed as a signal that Great Plains’ 5 
management and board of directors have a higher risk tolerance for leverage 6 
than previously considered, which is a long-term credit negative.  With little 7 
financial cushion, Great Plains will be more exposed to risks associated 8 
with successfully executing a transition and integration plan and long-9 
term issues, such as waning regulatory support and softening of regional 10 
macro-economic fundamentals. (Emphasis Add.)12 11 

 I view the term “regulatory support” to refer to regulatory agencies’ willingness to set 12 

revenue requirements in a manner that is more than fair to the utility.  That is to say, 13 

regulators will be compelled to adopt practices that they might not otherwise adopt – to 14 

provide a higher stream of revenue to the utility – to support the parent company’s new 15 

debt.  The obvious example would be the capitalization issue discussed on page 40.  This 16 

Commission has a history of looking at parent company capital structures for setting rates.  17 

That practice, even if it based on sound regulatory principles, will not produce a revenue 18 

stream that is sufficient to prevent a downgrade.  Staff believes that a commission could be 19 

hesitant to use a rate making principle, even if it is sound policy and established practice, if 20 

it is likely to result in a downgrade of the utility. 21 

Q. Why does Staff believe that to be the case? 22 

                                                 
12 https://www.moodys.com/research/Moodys-Places-Great-Plains-Energy-on-Review-for-

Downgrade-Westar--PR_349858; May 31, 2016, Press Release by Moody’s Investor Service. 

https://www.moodys.com/research/Moodys-Places-Great-Plains-Energy-on-Review-for-Downgrade-Westar--PR_349858
https://www.moodys.com/research/Moodys-Places-Great-Plains-Energy-on-Review-for-Downgrade-Westar--PR_349858
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A First off, access to capital is vital for electric utilities.  Debt capital finances half of the rate 1 

base of the Joint Applicants and the cost of that debt is passed on to consumers.  A 2 

downgrade or erosion of the Joint Applicant’s financial health will be a cost for consumers.  3 

Therefore, it is important for utilities to maintain access to reasonably priced debt capital. It 4 

is apparent from past events that rebuilding a credit rating can take a number of years once it 5 

is lost.  During that time, the costs to consumers will mount.   6 

 The Commission should consider its experiences with Utilities that have lost their 7 

investment grade rating to recall just how long investigations and restoration of credit 8 

ratings can take.  The two largest examples were Westar and Aquila, both required special 9 

dockets to investigate and closely oversee their financial problems.  In the case of Westar, 10 

Docket 01-WSRE-949-GIE was opened on May 8, 2001, and closed on August 26, 2005, or 11 

about four and a half years.  The following tables illustrate how long it took Westar to 12 

regain its investment credit rating.  Westar was rated below-investment grade by at least one 13 

rating agency from March 29, 2000, until February 27, 2007. 14 
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 1 

 The investigation of Aquila’s financial issues began on March 11, 2002, with the 2 

Commission opening Docket 02-UTCG-701-GIG.  That Docket was closed on February 16, 3 

2009, although most of the investigation was wrapped up with the sale and merger initiated 4 

on April 4, 2007.  5 

V. Conclusion 

Q. Please summarize your concerns as detailed in your testimony. 6 

A. My testimony evaluated whether the proposed Transaction was in the public interest in light 7 

of Merger Standards a) i) and a) iii).  The proposed Transaction does not promote the public 8 

interest in light of Merger Standard a) i) for several reasons.  First, credit agency reports 9 

indicate a weaker financial profile for the newly-created entity as compared to the Utilities’ 10 

current financial profile.  Second, equity analysts express the same concerns as credit rating 11 

agencies regarding the amount of leverage in the proposed Transaction and GPE’s 12 

assumptions regarding the capital structure that regulatory commissions will use to set rates.  13 

Date Company
Corporate 

Credit 
Rating

Rating 
Outlook Date Company

Corporate 
Credit 
Rating

Rating 
Outlook

4/15/1996 WR/KGE A- Watch Negative 5/11/1995 WR/KGE Baa1 Stable
1/22/1997 WR/KGE BBB+ Watch Negative 3/29/2000 WR/KGE Ba2 Negative
9/8/1997 WR/KGE BBB+ Stable 4/29/2002 WR/KGE Ba2 Negative

3/19/1998 WR/KGE BBB+ Watch Positive 4/14/2004 WR/KGE Ba2 Positive
2/7/1999 WR/KGE BBB+ Watch Positive 2/23/2005 WR/KGE Ba1 Positive
3/7/1999 WR/KGE BBB+ Negative 5/8/2006 WR/KGE Baa3 Stable

6/17/1999 WR/KGE BBB+ Watch Positive 5/19/2010 WR/KGE Baa3 Positive
11/4/1999 WR/KGE BBB+ Developing 1/6/2012 WR/KGE Baa2 Stable
1/3/2000 WR/KGE BBB+ Negative 1/31/2014 WR/KGE Baa1 Stable

5/19/2000 WR/KGE BB+ Developing
11/9/2000 WR/KGE BB+ Positive
7/25/2001 WR/KGE BB+ Developing
11/7/2001 WR/KGE BB+ Negative
11/5/2002 WR/KGE BB+ Watch Negative
2/6/2003 WR/KGE BB+ Developing
1/5/2004 WR/KGE BB+ Positive

2/27/2007 WR/KGE BBB- Stable
4/28/2009 WR/KGE BBB- Positive
4/27/2010 WR/KGE BBB Stable
4/11/2013 WR/KGE BBB Positive
4/29/2014 WR/KGE BBB+ Stable
5/31/2016 WR/KGE BBB+ Negative

Standard and Poor's Credit Rating Moody's Credit Rating
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Third, there is no financial modeling beyond 2020 and GPE has no plan to de-lever.  1 

Therefore, Staff assumes there will be no deleveraging of GPE.  Fourth, GPE’s financial 2 

model further demonstrates the risk to the Joint Applicants’ financial health following the 3 

proposed Transaction.  In short, the proposed Transaction will weaken the financial profiles 4 

of each of the Joint Applicants.  Additionally, the proposed Transaction does not promote 5 

the public interest in light of Merger Standard a) iii) because consumers are being asked to 6 

pay revenue requirements that are greater than the cost of providing service.  The 7 

Commission’s long-standing policy of using consolidated capital structure is reasonable and 8 

well-within the Commission’s discretion; further, ring-fencing requirements are not 9 

sufficient to protect consumers from this harm. 10 

Q. In light of your concerns, what is your recommendation to the Commission? 11 

A. I recommend the Commission find the proposed transaction fails to promote the public 12 

interest in light of Merger Standards a) i) and a) iii), and likewise deny the Joint 13 

Application. 14 

Q. Does this conclude your testimony? 15 

A. Yes. 16 



Schedule AHG - 1 (Confidential) 
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Weighted Average Cost of Capital of Westar and GPE at June 30. 2016 
& Pro Forma Weighted Average Cost of Capital for Great Plains Energy with Acquistion Financing 

Westar Energy, Inc. 

Balance Weight Cost 
Long-term Debt $ 3,426,940 48.12% 4.88% 

Preferred Equity $ 0.00% 

Common Equity $ 3,695,133 51.88% 9.35% 

$ 7,122,073 

WACC using GPE Consolidated Capital 
Structure and OpCo Costs of Debt 

Sources: 

7.20% 

6.74% 

Great Pl.ains Energy, Inc. 
**Consolidated GPE** ** Acq. Financing** **GPE Pro forma Consolidated** 

Balance Cost I Balance Weight Cost Balance Cost Balance Weight Cost WACC 

KCPL 
$2,563,931 5.51 % 

GMO 
$1,078,940 5.10% 

GPE 
$ 103,269 7.25%1 $ 3,746,140 50.41% 5.44%1 $ 4,325,000 3.95%1 $ 11,498,080 58.55% 4. 72% 2. 76% 

$ 39,000 0.52% 4.29%1 $ 1,613,000 7.13%1 $ 1,652,000 8.41% 7.06% 0.59% 

$ 3,646,378 49.07% 9.35%1 $ 2,843,000 $ 6,489,378 33.04% 9.35% 3.09% 

$ 7,431,518 7.35% $ 19,639,458 

Consolidated WACC, Post Transaction 6.44% 

Acquisition Financing Debt Costs KCC-145 Confidential Acquisition Financing: KCC-169 Confidential 
Long-term Debt Tenor Cost 

$ 750,000 3 2.82% 16.7% Long-term Debt $ 4,325 
$ 1,500,000 5 3.36% 33.3% Omers conv pref $ 
$ 750,000 7 3.80% 16.7% Public conv pref $ 
$ 1,500,000 10 4.14% 33.3% Common sold to public $ 
$ 4,500,000 3.60% Common paid to WR $ 

w/35 bps cushion 3.95% 

WACC assumes a 9.35% cost of equity 
KCC-263 updates Westar and GPE capital strutures to June 30, 2016 
KCC-145 (Confidential) provides estimated cost of debt for acquisition financing from Goldman Sachs 
Industrials-9 (confidential) 

750 
863 

1,552 
1,291 

$ 1,613 

$ 4,456 Shaded areas contain confidential data 
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Revenue Requirement Change Associated with Recapitalization 
of Kansas Rate Base ($in OOO's) 

Using Operating Utility Cost of Debt 

Westar: 

KCPL-Ks: 

Pre Transaction WACC 

Post Transaction W ACC 

Change 

Westar Ratebase 

Change in Operating Income 

Tax Gross-up Factor 

Change in Revenue Requirement 

Pre Transaction WACC 
Post Transaction WACC 

Change 

KCPL-Ks Ratebase 

Change in Operating Income 

Tax Gross-up Factor 

Change in Revenue Requirement 

Change in Total Kansas 
Revenue Requirement 

Due to Recapitalization 

a) 7.65% 

b) 6.74% 

c) -0.91 % 

d) $ 5,101,727 

e) $ (46,636.37) 

f) 0.6045 

g) $ (77 ,148.67) 

h) 7.44% 

i) 7.06% 

j) -0.38% 

k) $ 2,104,628 

1) $ (7,901.31) 

m) 0.6045 

n) $ (13,070.82) 

o) $ (90,219.49) 

a) Weighted average cost of capital estabished in 15-WSEE-115-R TS 

b) Post transaction Consolidated GPE capital ratios and 

Westar June 30, 2016 weighted cost of debt 

c) b-a 

d) 17-WSEE-147-RTS; Sec 3 

e) c*d 

f) Tax gross up factor from 15-WSEE-115-RTS 

g) elf; Reduction in Revenue Requirement Due to Lower W ACC 

h) Weighted average cost of capital estabished in 15-KCPE-116-R TS 

i) Post transaction Consolidated GPE capital ratios and 

KCP&L June 30, 2016 weighted cost of debt 

j) i-h 

k) 17-KCPE-201-RTS; Sec 3 

1) j*k 

m) Tax gross up factor from 15-KCPE-116-RTS 

n) l/m; Reduction in Revenue Requirement Due to Lower W ACC 

o) g + n Reduction in Revenue Requirement for Kansas Rate Base 

Due to Lower W ACC 
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Fitch Ratings-Chicago-01 June 2016: Fitch Ratings has placed the 'BBB+' Issuer Default Ratings (IDRs) of 
Westar Energy, Inc. (Westar) and Kansas Gas & Electric Co. (KGE) on Rating Watch Negative following the 
announcement of the proposed acquisition by Great Plains Energy Inc. (GXP; not rated by Fitch) for$12.2 
billion, including $3.6 billion of assumed debt. Westar will become a direct wholly owned subsidiary of GXP 
upon deal closing, which is expected to occur by Spring 2017. A full list of rating actions is at the end of this 
press release. 

Fitch's primary concern is the level of GXP consolidated leverage following the acquisition, inclusive of $4.4 
billion of parent-level debt plus an undetermined amount of hybrid securities (Fitch typically assigns 50% to 
100% debt value to hybrid structures prevalent in the utility sector). Fitch estimates that consolidated funds 
from operations (FFO)-adjusted leverage could exceed 6.5x following the merger, which is significantly weaker 
than the 5x average for utilities rated in the 'BBB' category. Fitch typically limits the notching difference between 
the parent and its subsidiaries to one or two notches, depending on the level of operational, functional and 
financial ties. Thus, elevated leverage at GXP would negatively weigh on Westar's and KGE's ratings and could 
result in a one or two notch downgrade. GXP's long-term financial policy, the amount of hybrids used to finance 
the acquisition, GXP's deleveraging plan as well as the level of integration and/or ring-fencing going-forward 
will become key criteria in assessing Westar's and KG E's credit profiles after the acquisition is completed. 

GXP plans to acquire Westar for $7.3 billion in cash plus $1.3 billion of GXP common stock. At $60/share, the 
purchase price represents a 36% premium over the closing price on March 9, 2015, when rumours of a 
potential transaction surfaced. The transaction value of $12.2 billion, including assumed debt of $3.6 billion, 
represents a 12x multiple to Westar's latest 12 months (L TM) EBITDA at first-quarter 2016. GXP has secured 
$8 billion of committed financing and $750 million of mandatorily preferred convertible equity commitment but 
intends to ultimately finance the transaction using a mix of debt and equity, including equity-like hybrids. 

KEY RATING DRIVERS 

High Consolidated Leverage: The sheer size of the acquisition compared to GXP's current balance sheet will 
weigh on GXP's financial profile. Fitch notes that the acquisition-related debt of $4.4 billion, excluding hybrid 
securities, is larger than GXP's consolidated reported debt of $4.2 billion at March 31, 2016. Adding Westar's 
existing debt of $3.6 billion, Fitch estimates that proforma consolidated adjusted debt will likely exceed $13 
billion while consolidated EBITDA will be close to $2 billion resulting in adjusted debt to EBITDA of about 6.5x. 
Fitch's estimates are roughly consistent with management's guidance of 13%-14% FFO-debt leverage post­
merger. These metrics typically equate to a 'BB' rating category, absent a firm and credible commitment to 
deleveraging. 

Business Profile Mostly Unchanged: The combination of GXP and Westar brings together similar business 
models likely to generate synergy savings while presenting low integration risk, in Fitch's opinion. GXP and 
Westar operate contiguous service territories with significant connecting transmission lines and co-ownership of 
large generation assets. Improved scale and greater integration of these assets will likely result in significant 
synergies. While synergies are unlikely to be retained by Westar or GXP, they should create headroom in the 
retail rates for further rate-base investments and earnings growth. Furthermore, GXP is already familiar with the 
regulatory construct in Kansas through its ownership of Kansas City Power & Light (KCP&L). 

Regulatory Approvals: State regulatory approval is only needed in Kansas, where the Kansas Corporation 
Commission (KCC) has 300 days from filings to judge whether the proposed acquisition is in the public interest 
based on an established list of criteria. The transaction will also need approval from the Federal Energy 
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Regulatory Commission, the Nuclear Regulatory Commission as well as from Westar and GXP shareholders, 
amongst others. Management expects the transaction to close in Spring 2017. 

Stable Stand-Alone Credit Metrics: Under its base case scenario, Fitch anticipates Westar's credit metrics will 
remain relatively stable over the rating horizon with adjusted debt to EBITDAR and FFO-adjusted leverage 
.estimated at 3.5x-3.7x over the 2016-2019 forecast period. 

ParenUSubsidiary Rating Linkage: KGE is a wholly-owned operating utility of Westar and its ratings are the 
same, reflecting highly centralized operations with shared employees, treasury and corporate functions, and a 
consolidated capital structure for rate-making purposes. Business is also conducted under the Westar names in 
contiguous geographies and WR's revolving credit facilities are collateralized by KG&E's first mortgage bonds, 
which include cross default provisions. 

KEY ASSUMPTIONS 

Fitch's key assumptions within our rating case for the issuer include: 
--Compound annual kwh sales growth of 0.50%; 
--Rate increase of $78 million effective October 2015 and with incremental rate increase of $15 million effective 
July 2017; 
--Return on equity on FE RC-regulated assets of 10.3%; 
--Capex of about $1.100 billion in 2016, $800 million in 2017, $750 million in 2018 and $700 million in 2019; 
and 
--Debt/equity maintained around 53/47; 
--Acquisition financing includes $750 million of mandatory preferred convertible equity (assigned 100% equity 
credit), $1.35 billion of hybrids (assigned 100% debt credit), $2.3 billion of equity and $4.4 billion of long-term 
debt as well as assumption of Westar's existing debt. 

RATING SENSITIVITIES 
Future developments that may, individually or collectively, lead to a positive rating action: 
No positive rating action is anticipated in the near term given the pending acquisition and incremental parent 
leverage. 

Future developments that may, individually or collectively, lead to a negative rating action: 
Fitch believes that the completion of the acquisition, based on the proposed financing structure as disclosed, 
would result in a one or two notch downgrade of Westar's ratings. Fitch would consider a one-notch downgrade 
if GXP presents a firm and credible path to deleveraging to a capital structure consistent with a 'BBB-' rating 
and/or if regulatory approval of the acquisition results in effective ring-fencing of Westar. On the other hand, 
Fitch would consider a two-notch downgrade if GXP relies heavily on hybrid issuance to finance the acquisition, 
follows an aggressive financial policy, and/or there is limited regulatory ring-fencing of Westar post-merger. 

FULL LIST OF RATING ACTIONS 

Fitch has placed the following ratings on Rating Watch Negative: 

Westar 
--Long-Term IDR 'BBB+'; 
--Senior secured debt 'A'; 
--Senior unsecured debt 'A-'; 
--Short-Term IDR 'F2'; 
--Commercial paper 'F2'. 

KGE 
--Long-Term IDR 'BBB+'; 
--Senior secured debt 'A'; 
--Pollution control revenue bonds 'A'; 
--Short-Term IDR 'F2'. 



Contact: 

Primary Analyst 
Maude Tremblay, CFA 
Director 
+1-312-368-3203 
Fitch Ratings, Inc. 
70 W. Madison Street 
Chicago, IL 60602 

Secondary Analyst 
Philip W. Smyth, CFA 
Senior Director 
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Craig Fraser 
Managing Director 
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Media Relations: Alyssa Castelli, New York, Tel: +1 (212) 908 0540, Email: alyssa.castelli@fitchratings.com. 

Additional information is available at 'www .fitchratings.com'. 

Applicable Criteria 
Corporate Rating Methodology - Including Short-Term Ratings and Parent and Subsidiary Linkage (pub. 17 
Aug 2015) (https://www. fit ch ratings .com/creditdesk/repo rts/re po rt_frame.cfm?rpt_id=869362) 

Additionai Disclosures 
Solicitation Status (https://www.fitchratings.com/gws/en/d isclosu re/solicitation? pr _id= 100544 7) 
Endorsement Policy (https ://www. fit ch ratings.com/jsp/cred itdesk/PolicyReg u lation. faces?context=2&detail=31 ) 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE 
READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: 
HTTP://FITCHRATINGS.COM/UNDERSTANDINGCREDITRATINGS 
(http://fitchratings.com/understandingcreditratings). IN ADDITION, RATING DEFINITIONS AND THE TERMS 
OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE 
'WWW.FITCH RATINGS. COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE 
FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF 
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES 
ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF THIS SITE. FITCH MAY HAVE 
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD 
PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN 
EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE 
FITCH WEBSITE. 

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings produced outside the EU may 
be used by regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation 
with respect to credit rating agencies, can be found on the EU Regulatory Disclosures 
(https://www.fitchratings.com/regulatory) page. The endorsement status of all International ratings is provided 
within the entity summary page for each rated entity and in the transaction detail pages for all structured 
finance transactions on the Fitch website. These disclosures are updated on a daily basis. 
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Fitch Rates Westar's $550MM FMBs 'A' 
Fitch Ratings-Chicago-05 November 2015: Fitch Ratings has assigned an 'A' rating to Westar Energy, lnc.'s 
(WR) new $550 million issue of first mortgage bonds (FMBs). Proceeds will be used to redeem $300 million of 
8.625% FMBs due 2018, repay short-term debt and for general corporate purposes. 

KEY RATING DRIVERS 

General Rate Case (GRC): The Kansas Corporation Commission (KCC) adopted a settlement in September 
2015 authorizing a net rate base increase of $78 million for WR and Kansas Gas & Electric Co. (KG&E). The 
new rates will take effect Oct. 28, 2015. Fitch views the outcome to the GRC as balanced. While not specified 
in the approved settlement, Fitch estimates the rate increase represents about a mid-9% allowed ROE, which 
is slightly below the industry average. Credit-positive features of the settlement include the approval of a 
security tracker, new distributed generation residential tariffs, and fixed residential service fee increase to 
$14.50 from $12. WR is also permitted to file an abbreviated rate case no later than October 2016 for capital 
costs that include up to $50 million of grid resiliency improvements, the remainder of the environmental capex 
at its La Cygne Energy center, projects at Wolf Creek Generating Station, and 2015 environmental projects that 
would have been recovered through the environmental cost recovery (ECR) rider. Fitch notes the loss of ECR 
rider in the GRC settlement but expects the impact to be manageable given the lower expected environmental 
spend over the medium term and the ability to request an ECR rider for specific projects, if needed. 

Low Business Risk Profile: The ratings reflect WR's and KG&E's relatively predictable earnings and cash flows, 
competitive retail rates, management's conservative strategy focused on integrated utility operations in Kansas, 
and a generation fleet generally compliant with current environmental regulations. 

Constructive Regulatory Compact: WR and KG&E benefit from a balanced regulatory compact in Kansas, 
including statutory time limits for the adjudication of GR Cs, single-issue rate cases and automatic cost-recovery 
mechanisms. The timeliness and perceived predictability of the Kansas regulatory compact is a key factor 
supporting WR's and KG&E's ratings. WR has negotiated KCC-approved settlements for its GRCs filings in 
recent years, underscoring the utility's solid relationship with its key constituent groups. 

Lower ROE on Transmission Assets: The KCC filed a challenge to WR's approved ROE on Federal Energy 
Regulatory Commission (FERC)-regulated transmission assets of 11.3% in August 2014. WR and KCC 
reached a settlement of 10.3% ROE (9.8% base plus 0.5% adder), which is currently pending FERG approval. 
The 1 OObp ROE reduction represents about an $11 million reduction in annual earnings, given a FERC­
regulated rate base of approximately $1.1 billion. 

Declining Capex Plans: After significant investments in environmental upgrades, WR's capex program is 
expected to moderate to about $675 million annually in 2015-2017, from about $815 million annually in 2012-
2014. Transmission investments will grow in importance to about one-third of spending. Planned environmental 
upgrades are very modest at $40 million or less annually starting in 2016. Probable investments in wind farms 
to modernize and reduce the carbon footprint of the generation fleet have yet to be quantified thus are not 
included in our analysis. 

Improving Credit Metrics: Under its base case scenario, Fitch anticipates WR's credit metrics will strengthen 
over the rating horizon, driven by higher rates effective in October 2015 and lower capex till 2017. Fitch expects 
debt-to-EBITDAR to improve to 3.5x and EBITDAR interest coverage to exceed 5x in 2016-2017. 

ParenUSubsidiary Rating Linkage: KG&E is a wholly owned operating utility of WR, and its ratings are the 
same, reflecting highly centralized operations and a consolidated capital structure for rate-making purposes. 
Business is also conducted under the Westar names in contiguous geographies and WR's revolving credit 
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facilities are collateralized by KG&E's FMBs. 

KEY ASSUMPTIONS 

Fitch's expectations are based on our internally produced, conservative rating case forecasts. They do not 
represent the forecasts of rated issuers individually or in aggregate. Key Fitch forecast assumptions include: 

--Net annual rate increase of $78 million effective Oct. 28, 2015 in accordance with KCC ruling. 
--FERG approval of the settlement of 10.3% ROE and $1 O million-$20 million annual increase in revenues from 
growing FE RC-regulated portfolio of assets. 
--Compound annual kwh sales growth of 1 %. 
--Capex program of about $675 million annually in 2015-2017. 
--No incremental debt or equity issuance. 

RATING SENSITIVITIES 

Positive rating sensitivities: 

A positive rating action is unlikely as the current ratings already incorporate the modest deleveraging over the 
2015-2017 period. However, future positive rating actions would be likely if WR strengthened its balance sheet 
beyond Fitch's expectations, including E_BITDA leverage declining to 3.3x or less on a sustainable basis. 

Negative rating sensitivities: 

An adverse shift in the regulatory compact, including prolonged elevated environmental spending without 
supportive recovery mechanisms, could trigger negative rating actions. A change in management strategy, 
meaningfully higher capex, or prolonged unexpected plant outage at a major base load could also negatively 
impact WR's credit profile. 

LIQUIDITY 

Ample Liquidity and Modest Maturities: WR has $1 billion of revolving credit available through $730 million and 
$270 million bank facilities that mature in September 2019 and February 2017, respectively. The bank facilities 
support a commercial paper (CP) program of up to $1 billion, with combined borrowings not exceeding $1 
billion at any given time. The facilities may be extended by one year and modestly upsized, subject to lender 
participation. All borrowings under these facilities are secured by KG&E FMBs. WR had $292 million of CP 
outstanding and no borrowings under either credit facility at Oct. 27, 2015. WR typically maintains minimal cash 
and cash equivalents. 

WR's debt maturity schedule is modest and debt issuance is expected to be limited to opportunistic refinancing 
over the rating horizon. 
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Primary Analyst 
Maude Tremblay, CFA 
Director 
+1-312-368-3203 
Fitch Ratings, Inc. 
70 W. Madison Street 
Chicago, IL 60602 

Secondary Analyst 
Philip W. Smyth, CFA 
Senior Director 
+1-212-908-0531 
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Media Relations: Alyssa Castelli,. New York, Tel: +1(212)908 0540, Email: alyssa.castelli@fitchratings.com. 

Date of Relevant Committee: Oct. 1, 2015 

Additional information is available on www.fitchratings.com 

Applicable Criteria 
Corporate Rating Methodology - Including Short-Term Ratings and Parent and Subsidiary Linkage (pub. 17 
Aug 2015) (https://www.fitchratings.com/creditdesk/reports/report_frame.cfm?rpt_id=869362) 

Additional Disclosures 
Solicitation Status (https://www.fitchratings.com/gws/en/disclosure/solicitation?pr_id=993509) 
Endorsement Policy (https://www.fitchratings.com/jsp/creditdesk/PolicyReg ulation .faces?context=2&detail=31 ) 

ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE 
READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: 
HTTP://FITCH RATINGS.COM/UNDERSTANDINGCREDITRATINGS 
(http://fitchratings.com/understandingcreditratings). IN ADDITION, RATING DEFINITIONS AND THE TERMS 
OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY'S PUBLIC WEBSITE 
'WWW.FITCH RATINGS.COM'. PUBLISHED RATINGS, CRITERIA AND METHODOLOGIES ARE AVAILABLE 
FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF 
INTEREST, AFFILIATE FIREWALL, COMPLIANCE AND OTHER RELEVANT POLICIES AND PROCEDURES 
ARE ALSO AVAILABLE FROM THE 'CODE OF CONDUCT' SECTION OF THIS SITE. FITCH MAY HAVE 
PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD 
PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN 
EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE 
FITCH WEBSITE. 

Endorsement Policy - Fitch's approach to ratings endorsement so that ratings produced outside the EU may 
be used by regulated entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation 
with respect to credit rating agencies, can be found on the EU Regulatory Disclosures 
(https://www.fitchratings.com/regulatory) page. The endorsement status of all International ratings is provided 
within the entity summary page for each rated entity and in the transaction detail pages for all structured 
finance transactions on the Fitch website. These disclosures are updated on a daily basis. 



Question:24 

KCPLKS 
Case Name: 2016 Westar Aquisition 
Case Number: 16-KCPE-593-ACQ 

Response to Grady Justin Inte1rngatories - KCC_20160818 
Date of Response: 08/30/2016 

Please provide a copy of all Great Plains Energy or Kansas City Power and Light presentations or correspondence 
with S&P, Moody's or Fitch regarding the potential acquisition/merger of Westar by Great Plains. 

Number of Attachments: 

Response: 

This response and attached files are CONFIDENTIAL because they contain confidential 
reports related to work produced by external consultants, contain strategies employed, to 
be employed or under consideration, and contain information concerning private financial 
and business information. 

The attached files contain presentations and information provided to and reports from 
S&P and Moody's regarding the potential acquisition/merger of Westar by Great Plains 
Energy. GPE and KCP&L are not rated by Fitch and there has been no c01Tespondence 
with Fitch. 

Attachments: 
Q24_CONF_ Wizard 160511-1640 SandP.xlsx 
Q24 _ CONF _Project Wizard - Rating Agency Presentation May-2016 _ S andP. pdf 
Q24 _ CONF _Project Wizard - Rating Agency Presentation_ Moodys.pdf 
Q24 _ CONF _Project Wizard - Rating Agency Presentation_ SandP .PDF 
Q24_ CONF _Wizard 160422-1744 Moodys.xlsx 
Q24_CONF_Wizard 160422-1744 SandP.XLSX 
Q24 _ CONF _Project Wizard - Rating Agency Presentation May-2016 _ Moodys.pdf 
Q24 _ CONF _Wizard 160511-1640 Moodys.xlsx 
Q24_ CONF _Project Wizard Scenarios 4 and 5 RAS-Rating Letter.pdf 
Q24_ CONF _Great Plains Energy_ RES _2016MA Y9 Report.pdf 
Q24 _ CONF _Great Plains Energy RES 2016MA Y 18 Report.pdf 
Q24_CONF_2015-05-12_Moodys RAS Letter-Project Wizard.pdf 
Q24_ Verification.pdf 
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MoonY's 
INVESTORS SERVICE 

Lori Wright 
Great Plains Energy 
P.O. Box 418679 
Kansas City, MO 64141-9679 

For the Attention of: Lori Wright 

May 12, 2016 

RA TING ASSESSMENT SERVICE - Project Wizard 

Dear Ms. Wright, 

HIGHLY CONFIDENTIAL 

Ryan Wobbrock 
Vice President - Senior Analyst 

Infrastructure Finance Group 
Power/Utilities 

7 WTC I 250 Greenwich St. 
New York, NY 10007 
212.553.7104 tel 
212.658.9865 fax 
ryan.wobbrock@moodys.com 
www.moodys.com 

At your request, Moody's Investors Se1vice ("Moody's") has reviewed the scenarios presented to us 
through a presentation dated April 27, 2016 (RAS) and various telephone conversations during the 
period April 27, 2016 to May 11, 2016 with a view to assigning a Rating Assessment. Rating 
Assessments are not equivalent to and do not represent traditional Moody's Credit Ratings. However, 
Rating Assessments are expressed on Moody's traditional rating scale. Moody's has assigned the 
Rating Assessment (the "Assessment") detailed below. This letter and the Assessment contained 
within it are subject in all respects to the terms of your application for the Assessment. 

A. Outline of the Scenarios: 

You have indicated to us that Great Plains Incorporated (Great Plains or GXP; Baa2 senior 

unsecured, stable) proposes to acquire 100% of the common equity of Westar Energy Incorporated 
(Westar or WR; Baal issuer rating, stable) for a share price of $58 (approximately $8.0 billion) plus 
assumed debt. Westar (including direct subsidiary Kansas Gas & Electric1 (KGE; Baal issuer rating) 
- a vertically integrated utility whose ratings are based on the ratings of Westar) is a fully regulated 
vertically integrated utility based in Topeka, Kansas and is regulated by both the Kansas Corporation 
Commission (KCC) and the Federal Energy Regulatory Commission (FERC). 

1 Any reference to "Westar" hereafter assumes the inclusion ofKGE 
NFID NT!?'.! 
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You have requested an assessment of the impact of the acquisition on the ratings of: Great Plains, 
Westar, Kansas City Power & Light Company (KCPL; Baal issuer rating, stable), and KCPL­
Greater Missouri Operations (GMO; Baa2 issuer rating, stable), under three proposed financing 
scenarios described below. 

Exhibit 1: RAS Scenarios 
Issuance to Market 

$58.00 
$3.5bn $1.7bn $1.2bn $6.4bn $2.1bn 

$4.1bn $12.5bn 
{40%) {20%) {15%) (75%) (25%) 

$58.00 
$3.8bn $1.7bn $1.3bn $6.8bn $1.7bn 

$4.1bn $12.5bn 
(45%) (20%) (15%) (80%) (20%) 

I 
I 
I 

$4.1bn $1.Sbn $1.3bn $7.2bn I $1.2bn 
$58.00 

(48%) (21%) (16%) I (85%) 
I 

(15%) 
$4.1bn $12.Sbn 

I I 
._ _____ ..! 

Under each scenario, interim bridge financing is assumed to be provided by Goldman Sachs & Co. 
for the full cash component of the purchase price ($6.4 billion - $7.2 billion), with syndication to 
GXP's existing bank group immediately after the transaction announcement. Permanent debt and 

equity financing is contemplated on or around the transaction dose (assumed to be between June 
2017 and Year-end 2017). 

B. Information and Assumptions 

See Appendix A 
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C. Summary of the Assessment 

Moody's Committee has assessed the impact of the proposed transaction and has concluded that the 

potential ratings of each of the scenarios would be as follows (ratings changes highlighted in yellow): 

Exh'b' 1 It 2: s ummary assessments £ G or re at Pl ains an d l' uti ity operatmg companies 
Grl)at plains Energy Incorporated 

.. 
Clirr1JntRathfg .. ··scenario1 . sc1J1:1arlo. 2 ·· ... ·.· . Scenario3 ···comment 

Senior Unsecured Shelf (P)Baa2 (P)Baa3 (P)Baa3 (P)Baa3 
One notch 

Subordinate Baa3 Bal Bal Bal 
downgrade 

Subordinate Shelf (P)Baa3 (P)Ba1 (P)Bal (P)Ba1 
across all 

Preferred Stock Bal Ba2 Ba2 Ba2 
scenarios. 

Outlook STA STA STA STA 
KCP&LGreater Missouri Operations company . ••• 

·.· ·· ... i ,'> ,'':> .,, ... ., .···.· ... . ,,. 
. . 

Issuer Rating Baa2 Baa2 Baa2 Baa2 
Affirmed 

Commercial Paper P-2 P-2 P-2 P-2 
ratings across 

Senior Unsee. Shelf (P)Baa2 (P)Baa2 (P)Baa2 (P)Baa2 
all scenarios. 

Outlook STA STA STA STA 
Kansas City Power & Light company .. ,. ·.·. ··.· .... · .. ·.· ... ... · •·' ' .. · .··.· ... · .. · .. · < ' · .. ·' ' ' .. . · .· 
Issuer Rating Baal Baal Baal Baal 
Commercial Paper P-2 P-2 P-2 P-2 Affirmed 

Senior Unsee. Shelf (P)Baal (P)Baal (P)Baal (P)Baal ratings across 

Senior Secured Shelf (P)A2 (P)A2 (P)A2 (P)A2 all scenarios. 

Outlook STA STA STA STA 
Westar Energy, Inc: . · · ... ;< ·.·· .· .. ,; .T .•· . .·. >'. 

. 
'.·. ·· . 

·. · .. ·· 

Issuer Rating Baal Baal Baal Baal 
Affirmed 

Commercial Paper P-2 P-2 P-2 P-2 
ratings across 

Senior Secured Bank Credit Facility A2 A2 A2 A2 
all scenarios. 

Outlook STA STA STA STA 
l<ansas Gas and Electric Company . ·. < ., ... .. ;.,. .· ... , .·.•• . ·. . . . . · . . .. 
Issuer Rating Baal Baal Baal Baal 
Senior Secured Shelf (P)A2 (P)A2 (P)A2 (P)A2 Affirmed 

Backed First Mortgage Bonds A2 A2 A2 A2 ratings across 

First Mortgage Bonds A2 A2 A2 A2 all scenarios. 

Outlook STA STA STA STA 

D. Moody's Rationale 

The RAS committee saw no material differences, across the scenarios, in the pro-forma credit profile 

of Great Plains. As such, each scenario resulted in a downgrade of GXP's unsecured rating to Baa3. 

The primary drivers for the downgrade are the following characteristics, evident in each RAS 

Scenario: 

' i 

• Holding company debt is greater than 30% of total consolidated debt. This level of holding 

company debt often results in multiple rating-notches between the parent company rating and its 

principal operating subsidiaries. In the case of GXP, a two-notch differential between the parent 

and primary subsidiaries (i.e., Baal Westar and Baal KCPL) would be viewed as appropriate 

across all three scenarios. 
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Exhibit 3: Acquisition leverage immediately reduces financial flexibility across all scenarios 
[ Pre-M&A I Post-M&A Debt Impacts 

! GXP I GXP +WR [ Scenario 1 I Scenario 2 I Scenario 3 

[rota! Rate Base $ 6,526 I $ 12,8261 $ 12,826 I $ 12,826 I $ 12,826 I 
lscm~io Debt - . · 1- .. .. . 1 · Is -3~5~ I $ . -3,800 I $ 4,100 I 
I · .. ·· .. I I . I I I 
[As Rpt Debt $ 4,155 I $ 7, 736 ! I $ 11,236 I $ 11,536 I $ 11,8361 
[Debt/Current Rate Base 64%1 60%! I 88%! 90"/ol 92%, 

iHoldCoDebt/AsRptDebt 2%1 O"/o; I 32%1 33%1 35%1 

:cFO/ As Adj. Debt 16%! 17~! _ I 11%] 11%[ 11% 

• Consolidated debt levels result in weak financial metrics, such as cash flow to debt in the low­

teens, until 2020. This level is more reflective of a Baa3 type of financial metric. That said, the 

RAS committee sees Great Plains as a strongly positioned Baa3, given the company business mix 

and regulated asset profile. 

Exhibit 4: Cash flow to Debt Ratio versus Rating Methodology Metric Ranges 
-Acr""\ -&pettedGXl' -Sceruriol -~Scensrio2 -Scerwlo3 

...................................................................... , ......................................................... ~~.~~. 

"" ........................................................................................................................................................... ~ ....................... ~ .. ~ .. :~::·~:~~::~:-' .. -~ 

140~ ~~ 
........................................................................................................................................................... ~~ ....................... ~~~'.~.~ .. 

Source: Moody's Financial Metrics and Wizard RAS projections 

• Since the acquisition is financed entirely at the GXP level, and Westar is simply added as a 

subsidiary of GXP with unchanged capital structure, dividend policies and capex plans, Westar's 

ratings will remain unchanged. The same rationale applies to GXP' s current subsidiaries, KCPL 

and GMO, which will retain their current ratings and stable outlook. 

Exhibit 5: Proposed Organizational Structure of Project Wizard 

N<:r .. ~"-""h>nl;re .. d:'il\5)"':n'>l.lll"=rtn-l""'"·li'°".<O"f""""l"""1~~..d;;rlt""'"-.t:.!!cli>_~JF-"""d~dil:l:n~"ltr~Mt 
$1b!ri.-,,o1V~t.i .. 'Hibtl/.o.!:1>1:!';J:-1fl~m~. 

l Sky""'Klll.E~~._.,,_..,,..,_.,,,..~<3"C'>l'""""''"<'dt"ail~.:I 

Source: Project Wizard RAS presentation 
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Improved Size, Scale, Scope and Regulatory Exposure is Credit Positive 

The industrial logic behind the merger is a material credit positive. Great Plains is uniquely 

positioned to acquire Westar due to its current operations in the state of Kansas which provide: a 

contiguous operating footprint, first-hand expertise in managing political and regulatory relationships 

within the state and at the KCC, and the ability to realize cost synergies that other potential suitors 
would not. 

Exhibit 6: Integrated service territory should result in cost savings post-merger 

Source: Project Wizard RAS presentation 

Pr.:i.lrle 
f,1 Power Plants 

Transmission lines: 
.. -Projects 
-operating 

~ Electric Territory 
't\ Headquarters 

Sky 

0 Power Plants 
Lf'+"') Electric Territory * Headqumters 
G Shared Power 

Plants 

From a credit perspective, Great Plains will benefit most from increased exposure to the Kansas 

regulatory environment and roughly $1.2 billion of FERC regulated transmission rate base. We flnd 

the Kansas regulatory environment to be more supportive to credit based on the use of certain 

tracldng mechanisms (e.g., quarterly fuel and purchase power adjustments, pension costs, 
transmission costs, etc.) the allowance for a "predetermination" of some capital investments (which 

sets the parameters for prudently incurred costs of a future project) and construction work in process 

(CWIP) into rates, as well as the use of abbreviated rate cases for periodic investment recovery of 

certain large projects. All of these features allow for more timely cost recovery and a greater assurance 

of future revenues - especially when compared to the Missouri regulatory environment that operates 

on a more historical recovety basis, with relatively few riders, trackers or single-item recovery 
mechanisms. 

We view the FERC regulatory framework as one of the most credit supportive - if not, the most 

credit supportive - jurisdictions in the US. Westar's transmission rate base will add an additional 

$1.2 billion of rate base that benefits from fotward-looking, cost-based formula rates which provide 

for highly predictable cost recovery and very stable earnings. Moreover, the high base level FERC 

RO Es, incentive return adders, and high equity layers of capitalization, result in very strong cash flow 
generation vis-a-vis most state jurisdictions in the US. 

These factors result in a direct improvement in the cost recovery factors for Great Plains, as seen in 

Exhibit 7. 

Exhibit 7: Im 
~~~~~~d .E!ect,~~ a_nd Ga~ yun~!~~------ ______ _ 
~ac1orJ1_1!egulato!\I 1'@_1T1•Work (25%1_ 
la. Legislative and Judlclal Underpinnings of the Regulatory Framework 
lb. Consistency and Predictabllity of Regulation 

Facio_~ 2i Ahiii!Vlo Recovetco11S and_E~rn 1teturns(2s%i- -- --
2a. Timeliness of Recovery of Operating and Capital Costs 
2b. Sufficiency of Rates and Returns 
fa~or~i Dive(si!lcationiio%l -- --
3a, Market Position 
3b, Generation and Fuel Diversity 

A 

Baa 

Ba 

Baa 

Ba 

A 

---·---A. 

A 
Baa 

Baa 

Ba 

5 



HIGHLY CONFIDENTIAL 

Operating Company Credit Profiles are Improving 

Underpinning the strength of the post-merger holding company, is an expectation for improved 
financial performance of each utility subsidiary. This improvement is driven by the conclusion of 

extensive environmental capital plans, which have been in progress for the past several years, as each 

utility has prepared to meet Federal emissions standards, such as Mercury Air Toxic Standards 

(MATS). 

These collective investments will be fully incorporated into rate base, earning allowed returns, over 

the near-term. These investments, including capital expenditures for new wind generation at Westar, 
customer information system advancement at Great Plains, and general infrastructure improvements 

across all systems, contribute over $270 million of annual revenue increases in the forecast (i.e., 

effective between 2017 and 2019). These revenue increases, combined with a reduced cap ex plan, 

results in a significant improvement in the cash flow generation of the consolidated entity. 

Exhibit 8: Improving cash position across utility subsidiaries ($M) 
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Business Risk Remains Unchanged 

The acquisition of Westar will enhance the business profile of Great Plains in many of the 

aforementioned ways, we note that the general business mix of the company remains unchanged. 

That is, GXP will still be a vertically integrated electric utility based in the states of Kansas and 
Missouri, with a smaller portion of FERC transmission investments. Therefore, we regard the 

transaction as positive and scale-enhancing, but not as transformative and credit-enhancing as some 

of the comparable transactions we've seen in recent years. 

By way of contrast, the recent Exelon Corporation (Baa2 sable) acquisition of Pepco Holdings (Baa2 

stable) and Black Hills Corp. (BKH; Baal negative) purchase of SourceGas LLC (Baal stable) were 

highly levered transactions, but were also deals that significantly changed the acquiring company's 
business mix, diversification and risk profile, as seen in Exhibit 9, below. For example, Exelon 

transitioned from roughly 50/50 regulated/unregulated to 60/40 and BKH increased their lower risk 
local gas distribution utility (LDC) exposure from 25% of operations to 42% after the SourceGas 

acquisition. 

See the Peer Comparison Analysis for more information on how we view these transactions versus 

Project Wizard. 

Exhibit 92
: Illustrative Business Risk: Exelon and BKH M&A reduces business risk 

Exelon diversifies assets away from merchant generation (left: pre-M&A; right: post-M&A) 
a ExGen ri CornEd 1 PECO e BG&E • ExGen "CornEd •PECO o BG&E 11 PEPCo !:! Delmarva •ACE 

Source: Moody's estimates 

Black Hills adds lower-risk LDCs to its business mix (left: pre-M&A; right: post-M&A) 

Other 
1% 

Source: Moody's estimates 

Unregulated r,,% 

63% 

2 See Appendix B for listing ofreferenced subsidiary names and ratings 
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Furthermore, many of the recent M&A transactions included a large, diverse company acquiring 

lower-risk, high-quality assets in especially supportive regulatory environments; Exhibit 10 lists some 

of these. 

Duke Piedmont Dominion Questar Fortis Inc. ITC Holdings 

Rating Baal A2 Baa2 A2 NR Baa2 
la. legislative and Judi cl al Underpinnings of the Regulatory Framework A A A A NA Aaa 
lb. Consistency and Predlctablllty of Regulation Aa Aa Aa A NA Aaa 
2a. Timeliness of Recovery of Operating and Capital Costs A A A A NA Aa 
2b. Sufficiency of Rates and Returns Baa A Baa Aa NA Aaa 
Total Assets ($Ml 122.5 5.5 s9:1 4.2 28.6 7.6 

The relative size of the targets mal{es the debt financing less material to the consolidated financial 

position of the ultimate company and the excellent regulatory support for the target helps to offset 

some of the financial risk assumed at the parent level. 

We view the Great Plains transaction as a merger of equals, which combines a slightly above-average 

regulato1y environment in Kansas, with a below-average regulatory environment in Missouri. The 

combination of material size and average consolidated regulatory oversight places a higher emphasis 

on the financial impacts of the GXP transaction. 

Lastly, the company's ownership of Wolf Creek provides a unique risk aspect, compared to other 

regional neighboring utilities. As a single-unit nuclear facility, we expect that the costs to operate this 

facility will continue to increase, and likely be above regional power markets and comparable owned 

generation resources. 

Financial Analysis 

Project Wizard may lack some of the diversification benefits that comparable M&A transactions have 

produced, but the proposed financing is considered to be more conservative. For example, many 

recent M&A deals have come at over 30% premiums for target stock price, and acquisition debt to 

total rate base exceeding 100%. In contrast, the three scenarios for Project Wizard assume a, roughly, 

12% premium to Westar's stock price as of the May 9 close and acquisition debt of approximately 

56% ofWestar's total rate base in Scenario 1, 60% in Scenario 2 and 65% in Scenario 3, resulting in 
Great Plains consolidated debt to rate base slightly below 100% in all scenarios. 

GXP's consolidated debt to rate base may be subjectively below many recent comparable transactions, 

but, in objective terms, it far exceeds the leverage level of a typical regulated utility capital structure of 

50% debt to rate base. Since the vast majority of GXP's holdings are assets under state utility 

regulation, we view the nearly 100% consolidated debt to rate base as significantly increasing the 
financial risk of the parent holding company. 

The amount of additional debt used in the proposed transaction results in a deterioration of 

consolidated financial metrics in all three scenarios. As a result, Great Plains exhibits cash flow 

metrics that are more in-line with the Baa3 rating category (i.e., around 13% - 16% CFO pre-WC to 

debt), as seen in Exhibit 11 on the next page. 
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Exhibit 11: Acquisition leverage results in a degradation of key financial metrics through 2020 
I Moody's Adjusted Figures($M) I GXPAct~al r I GXPSta~dalo~e Pro]ections I I 
I I . ~1aJ. ~.!4: 201s; I ~018[ . .io19: 2020: I 
lcFO pre-WC I $ 752 I $ 742 I $ 779 I I $ 944 I $ 1,040 I $ 1,074 j I 
[
Total Debt $ 4,240.- I $ 4,6o2 i $ 4, 710 I I $ 4,559 I $ 4,425 I $ 4,436 I I 

I ... I .. I .. I I .. I. I .. I I 
!CFO pr~-WC lnter~st Coverage I 4.2 I 4.4 I 4.5 I I 5.2 I 5.9_ I 6.3 I r 
1 cF.o~ilr-e-_w_cJ[i~t I 18%1 16%! 11%1 I 21J1cl J~'l'o.I 2_4~[ I 

1

1
(CFO pre. :WC-Dividends) /Debt I 15%1 13%: 13%! !79:61 19.%! 20"Ai.! 

[Debt/Equity I 121%I 127%! 127%1 114%1 109%1 110"Aii l 
I I Scenario 1 I Scenario 2 1 I Scenario 3 
I I 20.is! 2019 2020: 1 2018'. 2019[ 2020 2018. 2019: 2020, 
lcFO pre-WC I $ 1,783 I $ 1,963 I $ 2,048 I I $ 1,771 j $ 1,950 j $ 2,035 I I $ 1,7S8 i $ 1,937 I $ 2,0221 
l1otal Debt I $12,103 I $12,679 I $12,623 I I $13;oo4 ! $12,982 I$ i2,929 j · I $13,303 I $13,285 I $13,234 
I . I I I I I I I I I . I I 
[CFO pre-WC Interest Coverage 4.1 j 4.4 I 4.6 I I 4.0 I 4.3 I 4.5 I I 3.9 I 4.2 I 4.4 I 
JcFOpre-WC/Debt 1 14%! 15% 1 i6%1 I 14%1 15%! 16%! I 13%' 1s%j 15% 
[(CFO pre-WC-Dividends) /Debt I 11%! 12%! 13%! !D"~ 12%! 12%! I 10"Ai 1 _11y,j 12% 
[Debt/Equity I 142%! 140"Ail 1~6%i I 151%[ 148%! 144%! 1 1s9%! 157%[ 1s2%! 

This weakened financial position persists for several years, as there is immaterial deleveraging of 

consolidated debt through 2020. Furthermore, at no point of the forecast period do consolidated 

financial metrics return to the level that Great Plains is currently producing (e.g, 17% CFO pre-WC 

to debt), let alone approach what was expected prior to the transaction (e.g., 24% CFO pre-WC to 

debt). 

Holding Company Notching 

Currently, Great Plains has only $100 million of holding company debt, or around 2% of 
consolidated debt outstanding. The financing of Project Wizard will increase holding company debt 

to over 30% of consolidated debt, in all three scenarios. While not embedded in any rating 
methodology, common practice is that when holding company debt - which must be serviced by the 

upstream dividends of utility subsidiaries - is around 25% - 30% of total consolidated debt, we begin 
to introduce additional notches between the rating of the holding company and the rating of its 

subsidiaries. This is done in order to reflect increased structural subordination between the parent 

company debt and the utility subsidiary debt, since operating companies have payment priority in 

bankruptcy and the utility debt is serviced directly by its own cash flow from operations (as opposed 
to dividends from a subsidiary). 

Notching considerations depend on several variables, including the amount of holding company debt 

as a percentage of consolidated debt; the strength and stability of upstream dividends from 
subsidiaries; the influence of any ring-fencing type provisions between legal entities within the 

corporate family; business and credit profile of subsidiaries or affiliates; breadth and diversity of 

subsidiaries and cash flow; among others. 

Since Great Plains has three operating utility subsidiaries, with most of the operations in Kansas and 

Missouri, and a weighted-average rating of Baal, we would apply one downward ratings notch for 

typical holding company structural subordination and an additional downward notch due to the 

amount of holding company debt; or, Baa3 for GXP's unsecured debt. 
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Dividend Analysis 

The additional leverage will also place an increased burden on utility subsidiaries to upstream enough 
cash to se1vice holding company interest payments. Project Wizard assumes a dividend payout of 
around 70% of consolidated Net Income, on average, over the forecast period 2018-2020. This is a 
large increase from the payout ratio of both Great Plains (i.e., 2013-2015 average of 63%, but 
increasing year-over-year) and Westar (i.e., 2013-2015 average of 56%), currently- a credit negative. 

We also observe that the collective utility dividend to the parent holding company is only enough to 
cover the consolidated dividend and holding company interest by about 75%, at most (see Exhibit 
12, below). 

Exhibit 12: Utility dividends as a percent of holding company cash uses 
I I I I Scenario 1 I Scenario 2 i--1 ,----_:;.===---

I I I I ~ 3'{~ I I I ~ 3

': I I I~ 
Scenario 3 I 

4,100 I I Wizard Debt 

- ! I I ! I I ! -2019EI I 
_ JyrA>±g· 2016El 2017E: I 2018E' 2019E, 202oe' J _ W18Ei . 2020E I 
i $ ~IS ios I $ 220 I I $ 226 I $ 2~ L~ 2.@ -11 231 I $ -x~J$ 254; i $ 

ii3 I I 
I I 

2018Ej 2019E 2020E
1 

~~~I~ 238 $ 2541 
99$ lo2i 

Wizard Interest@ 4.2?~ 

r $ n I$ 83 I$ 88 I $ 94 [ $ 99J $ 102 I $ 94 [ $ 99 I $ 102 : i $ 

~ ~ 3~~ i ~ 3~~ : ~ 3:: i ~ 4~: I ~ 4~~ I ~ !~ i I I 4~: II ~ 4~~ i ~ !~~ : +-': ~'---"'+"---'"-i-''---'=-
W.izard _Dividen_ds I I I 423 [ $ 4431 $ 463 I I $ 423 $ 443 I $ 463 i i $ 
"":H"-'ol=dC~o=ln=te'-"res001 _____ _,_I --~--ii 148 [ $ 148 [ $ 148 I $ i6i i $ i6i ! $ 161 · ,_,I$'---....:::..::~_.::.:"-'-''---'~ 

GMO 94 [ $ 99 $ ioi ! 
4181 $ 435 i $ 457 ! 

I 
I 

423 $ 443 i$ '.'_63[ 

,westa~ 

"KCPL 

Total OpCo 

,!otal.Co.re- P~yments I I $ 571 I $ 591 I $ 6}1 [ $ 584 I $ 604 ! $ 624 : J $ 
I I I - l -j - _J 1 · -- T ' 

()P_C<>_as %W_izard_ Div. I 98%: 910.:0 98% 1 I -9~A! 9S%f 

OpCO as% Wizard Div.+ Int. ' I , I ! 72%: 74%1 -74%1 I 72%! 72%'. 

Sou~c~: M~ody's, company projections and Project Wizard RAS presentation 

Peer Comparison Analysis 

99'/o 
73% 

m I$ 173 : $ m I 
596 [ $ 616 ~ 636 I 

99'"1 
-~ I 

98% 99%' 

i&ilo~ 71% 72%1 

The Baa3 unsecured rating for Great Plains is appropriate based on financial and qualitative peer 
comparisons with other utility holding companies. For example, GXP's low-teens average CFO pre­
WC to debt (2018-2020 average) lags that produced by Baa2 and Baa3 holding company averages 
over the past three years 2013-2015. 

Exhibit 13: 2013-2015 Average CFO to Debt for Baa2 and Baa3 Holding Companies 

17.0% 
16.7% 16.8% 

16.5% 

16.0% 

15.5% 

15.0% 

14.5% 

14.0% 

13.5% 

13.0% 
Baa2 Baa3 Great Plains Project Wizard Scenario 1 Project Wizard Scenario 2 Project Wizard Scenario 3 

Source: Moody's and Project Wizard RAS presentation 
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When compared to regional peers with significant amounts of holding company debt, GXP' s Baa3 is 

also appropriate, since it has similar financial metrics, but different diversification and/or business risk 

characteristics than neighboring Spire Inc. (Baal stable) and BKH. 

Spire Inc. (Baal stable) 

Spire's holdings consist of A2 and A3-rated LDCs, which provide more stable and predictable cash 

flow compared to GXP's vertically integrated, Baal and Baa2-rated subsidiaries. With the recently 

announced acquisition of EnergySouth, Inc. (unrated), parent debt is expected to breach 40% of 

consolidated debt and reduce cash flow to debt metrics, somewhat, from the mid-teens range we had 
been anticipating pre-announcement. If cash flow to debt ratios drop below 13% for an extended 

period of time, downward rating pressure could result. 

Black Hills Corp. (Baal negative) 

Bill's acquisition of SourceGas increased its holding company debt to just below 30% and will 

reduce financial metrics to the mid-teens range (i.e., 15% - 17%), if other initiatives, such as its 
pursuit of utility investment in gas reserves, do not come to fruition. The SourceGas acquisition also 

lowered the consolidated business risk profile for BKH, since a greater portion of its cash flow is 

sourced from stable and predictable LDCs. 

E. Conclusion 

Please note that Moody's conclusions are based upon the scenario(s) presented by you and Moody's 

expectations regarding the Issuer's financial fundamentals. The Assessment has been assigned on a 

"point-in-time" basis and will not be monitored going forward. Also, in accordance with our usual 

policy, existing assigned credit ratings are subject to revision or withdrawal by Moody's at any time, 
without notice, in the sole discretion of Moody's. Please be aware that the contents of this letter are 

strictly confidential. This Assessment is only for the benefit of the Applicant/Issuer and should not be 

disclosed to any other person except strictly in accordance with your application for the Assessment. 

Moody's reserves the right to publish the Assessment upon any public disclosure of the Assessment. 

Yours faithfully, 

Ryan Wobbrock 

Vice President - Senior Analyst 
Moody's Investors Service 
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Appendix A 

Information and Assumptions used in the Assessment 

The potential ratings of the scenarios are based solely information and assumptions provided by the 

Applicant to us up to and including the April 27, 2016 Project Wizard RAS presentation. Such 
confidential information and assumptions include the following: 

General 

• The company performs broadly in line with its consolidated forecast leading to the Moody's 

adjusted financial metrics presented in this RAS letter. 

• All issuance under the scenarios is considered net of issuance costs 

• For the purposes of the financial model, the transaction closes December 31, 2017 

• No material customer credits, or rate freezes, are required as part of the KCC transaction 

approval 

• No ring-fencing type provisions are introduced that would significantly limit the upstream 

dividend capabilities of Westar or the Great Plains utilities 

• All scenarios incorporate projected operating results calculated based on individual regulated 

rate bases, equity thickness and ROE for each operating subsidiary, there are no differences 

between scenarios. 

• Hybrid instruments achieve basket E treatment (100% equity) under Moody's hybrids 

methodology. 

• Planned equity issuance is consistent with Moody's methodology for 100% equity treatment. 

• We have not differentiated between short term and long term regulatory assets and liabilities 

and their effects on CFO pre-W/C and followed the treatment of worldng capital items as 

provided by Great Plains Energy. 

• The company will have sufficient bridging facilities in place to close the acquisition and at no 

time will the company have less than 12 months left on bridging facilities prior to terming 

out the holding company acquisition debt. 

CONFI 
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For the Attention of: Lori Wright 

May 18, 2016 

HIGHLY CONFIDENTIAL 

Ryan Wobbrock 
Vice President - Senior Analyst 

Infrastructure Finance Group 
Power/Utilities 

7 WTC I 250 Greenwich St. 

New York, NY 10007 

212.553.7104 tel 
212.658.9865 fax 
i:yan.wobbrock@moodys.com 
www.moodys.com 

RATING ASSESSMENT SERVICE- Project Wizard Scenarios 4 and 5 

Dear Ms. Wright, 

At your request, Moody's Investors Service ("Moody's") has reviewed the scenarios presented to us 

through a presentation dated May 11, 2016 (RAS) with a view to assigning a Rating Assessment. 

Rating Assessments are not equivalent to and do not represent traditional Moody's Credit Ratings. 

However, Rating Assessments are expressed on Moody's traditional rating scale. Moody's has 
assigned the Rating Assessment (the "Assessment") detailed below. This letter and the Assessment 

contained within it are subject in all respects to the terms of your application for the Assessment. 

Furthermore, the May 11 presentation is an addendum to an original presentation provided on April 
27, 2016 and assumes that most of the information provided in that presentation remains the same 

for this Rating Assessment; therefore, this Rating Assessment also incorporates said information and 

is scoped to address the ~ew financial impacts provided in Scenarios 4 and 5. Thus, this Rating 

Assessment should be read and understood as part of the RAS letter dated May 12, 2016 (the "May 

12 RAS Letter"). 

A. Outline of the Scenarios: 

You have indicated to us that Great Plains Incorporated (Great Plains or GXP; Baa2 senior 

unsecured, stable) proposes to acquire 100% of the common equity of Westar Energy Incorporated 

(Westar or WR; Baal issuer rating, stable) for a share price of $60 (approximately $8.8 billion) plus 
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assumed debt. Westar (including direct subsidiary Kansas Gas & Electric1 (KGE; Baal issuer rating) 

- a vertically integrated utility whose ratings are based on the ratings of Westar) is a fully regulated 
vertically integrated utility based in Topeka, Kansas and is regulated by both the Kansas Corporation 

Commission (KCC) and the Federal Energy Regulatory Commission (FERC). 

You have requested an assessment of the impact of the acquisition on the ratings of: Great Plains, 
Westar, Kansas City Power & Light Company (KCPL; Baal issuer rating, stable), and KCPL­

Greater Missouri Operations (GMO; Baa2 issuer rating, stable), under two proposed financing 
scenarios described below. 

Exhibit 1: RAS Scenarios 4 and 5 

Issuances to Maillet i--

11 ··· (50%) (20%) (14%) (03%) (17%) 

S4.3bn $1.8bn $1.2bn $7.3bn $1.5bn :;4.1bn $12.Bbn 

:;4.6bn S1.8bn $1.2bn $7.Gbn S1.1bn :;4.1bn $12.Sbn 11 ... 
(53%) (20%) {14%) (07%) (13%) 

Under each scenario, interim bridge financing is assumed to be provided by Goldman Sachs & Co. 

for the full cash component of the purchase price, with syndication to GXP' s existing bank group 
immediately after the transaction announcement. Permanent debt and equity financing is 

contemplated on or around the transaction close (assumed to be between June 2017 and Year-end 

2017). 

B. Information and Assumptions 

See Appendix A 

C. Summary of the Assessment 

Moody's Committee has assessed the impact of the proposed transaction and has concluded that the 
potential ratings of each of the scenarios would be as follows (ratings changes highlighted in yellow): 

Exhibit 2: Summary assessments for Great Plains and utility operating companies 

1 Any reference to "Westar" hereafter assumes the inclusion of KOE 
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Great Plaiils E11ergy lllcC>rp()rClted • . . .. ~.. . . · .. current Ratj~g sce11ario4 ·• sce11arios.•· •• • . c<>mmellts. 

Senior Unsecured Shelf (P)Baa2 (P)Baa3 (P)Baa3 

Subordinate Baa3 Ba1 Ba1 One notch 

Subordinate Shelf (P)Baa3 (P)Ba1 (P)Ba1 downgrade in 

Preferred Stock Ba1 Ba2 Ba2 both scenarios. 

Outlook STA STA STA 

Kcl>~t<ireater l'V'lissouri operations company . , 
·····• < • • . T < ; ;; > . . ; . .. ( ·. · ... ·. } . > ...• 

Issuer Rating Baa2 Baa2 Baa2 
Affirmed ratings 

Commercial Paper (823050683) P-2 P-2 P-2 
in both 

Senior Unsee. Shelf (P)Baa2 (P)Baa2 (P)Baa2 
scenarios. 

Outlook STA STA STA 

Kan~as cityPower &Light company. ··.· •·· .·. .· .. · .. ··• .. · ··• .• •······ · r ...... • ....... ..... • .. ·· .· ... 
• • 

Issuer Rating Baa1 Baa1 Baa1 

Commercial Paper {809705934) P-2 P-2 P-2 Affirmed ratings 

Senior Unsee. Shelf (P)Baa1 (P)Baa1 (P)Baa1 in both 

Senior Secured Shelf (P)A2 (P)A2 (P)A2 scenarios. 

Outlook STA STA STA 

WestarEnertv,inc:. ···. ·.·• · ..... ·.· .· • · .. · ··~ .o. •· .· .... .. · 
•.·.··· .. . > .· 

••••••••••••••• ·· .. ·· .··· . . 

Issuer Rating Baa1 Baa1 Baa1 
Affirmed ratings 

Commercial Paper (823083682) P-2 P-2 P-2 
in both 

Senior Secured Bank Credit Facility A2 A2 A2 
scenarios. 

Outlook STA STA STA 

Kansas6as.ahd Electric compally ·····•· ·. 
.. .. .•>•• • )• .· .• ·.•· ...... ·-~ ,.:~(,, '"' • •·• .C. . •' .. . .. ·.·· . .. 

Issuer Rating Baa1 Baa1 Baa1 

Senior Secured Shelf (P)A2 (P)A2 (P)A2 Affirmed ratings 

Backed First Mortgage Bonds A2 A2 A2 in both 

First Mortgage Bonds A2 A2 A2 scenarios. 

Outlook STA STA STA 

D. Moody's Rationale 

Scenarios 4 and 5 include a higher stock acquisition price and premium paid for Westar and a higher 

amount of total debt issued as part of the acquisition. The RAS Committee regarded all of the many 

other aspects of the merger in determining the ratings outcomes, but most of our analysis in this 

letter will focus on the financial impacts that we see as different in Scenarios 4 and 5. 

The primary rating drivers for Scenarios 4 and 5 continue to include: strong underlying performance 
and improving credit profiles for the Great Plains utility subsidiaries; Great Plains benefitting from 

increased sized, scale and scope with heightened exposure to better regulatory support; Great Plains 

holding company debt exceeding 30% of total consolidated debt - a level that often results in a two 

notch rating differential between a holding company and its average utility subsidiary rating level; 

and weaker financial metrics, which are more reflective of a Baa3 type financial profile, on average 
2018-2020 (see the May 12 RAS Letter for additional rationale). As such, the outcomes for 

Scenarios 4 and 5 resulted in a downgrade of GXP's unsecured rating to Baa3, the same as Scenarios 

1through3. 

However, the RAS committee also views the financing strategies presented in Scenario 4 and 5 as 
talcing marked steps of financial risk that differ from those provided in Scenarios 1 through 3 and 

note that under the degree of leverage, presented in Scenarios 4 and 5, Great Plains would be weal<ly 
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rated in the Baa3 category, with no cushion to absorb a negative credit event. For example, if 

financial performance were to underperform forecast assumptions for any reason, or the degree of 

regulatory support offered by Kansas, Missouri or the FERC were to deteriorate slightly, it is highly 

likely that a negative rating action for Great Plains would follow (e.g., negative ratings outlook, 
review for downgrade or downgrade). 

We would also incorporate a qualitative view that the financial policies of Great Plains management 

and board of directors have become decidedly more tolerant of risk- a credit negative and a deviation 

from what we have incorporated into our ratings, historically. 

Lastly, it is possible that the credit ratings for Westar, KCPL and GMO could be constrained or 

negatively impacted going forward. While no change to utility ratings would likely occur at close of 
the transaction, the high amount of family leverage would begin to weigh on upward ratings mobility 

of the subsidiaries, due to the contagion risk at the parent level and increased need for upstream 

dividend support. Scenario 4 and 5 leverage would weaken the positioning of Westar, KCPL and 

GMO within their respective ratings categories. 

We view scenarios 4 and 5 as demonstrating much greater risk for the following reasons: 

Holding company debt is approaching 40% of total consolidated debt 

40% holding company debt, as a percentage of consolidated debt, often results in three rating­

notches between the parent company rating and its principal operating subsidiaries. 

Exhibit 3: Leverage is approaching levels that pressure holding company and utility ratings 

i Pre-M&A I Post M&A Debt Impacts 

L GXP I GXP+WRI I Scenario 1 Scenario 2 I Scenario3 I Scenario 4 I Scenario 5 I 
lrotal Rate Base 6,526 I 12,826 I I 12,826 l 12,826 I 12,826 I 12,826 I 12,826 I 
I 

I I I I 
I I I 

!scenario Debt 
I I 

I I I$ 3,500 I $ 3!8oo I $ 4,100 I $ 4,300 I $ 4,600 i 
I I I I I I I i 

12,336 i I As Rpt Debt l$4,ml$ 7,736 I I$ 11,236 I $ 11,536 I $ 11,836 I $ 12,036 I $ 

I Debt I Current Rate Base I 64%J 60%! I 88%: 90%: 92%: 94%[ 96%[ 
Holdco Debt/ As Rpt Debt I 2%1 0%\ I 32% 1 33%: 35%: 36%[ 37%: 

The two notch differential applied to Great Plains in Scenarios 4 and 5 (i.e., Baa3 versus the 

weighted average utility rating of Baal) results from an improving cash position of the utility 

companies (see Exhibit 8 from the May 12 RAS Letter) and consolidated debt to rate base numbers 

remaining below I 00%; albeit at a more tenuous level. 

Borderline investment grade financial metrics, for a vertically integrated holdco 

Scenario 4 and 5 result in consolidated financial metrics reflect levels that are typically associated with 

a speculative grade financial profile in 2018 under both scenarios. Great Plains' cash flow before 
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changes in working capital (CFO pre-WC) to debt is below 13% in 2018 and barely above in 2019 

for Scenario 5 (see Exhibit 3, below). 

Exhibit 3: Scenarios 4 and 5 result in no financial flexibility within the Baa3 ratings category 

-Actual -ExpectedGXP -scenarlo4 ~ ,~,scenarios 

200% 

HlghBaa2 

160% 

Low8aa2 
160% ................................................................................................................................................................................................. . 

140%'''''"""""'"'"'''"'"'""'"'''''""""''"'""'""""""'"'""'""'""'"'""""'""""''"""'""''""""''"""'"'""""'"~ 
1Z.0% 

10.0% ------------------------------------~ 
2011 2012 2013 2014 2015 2016 2017 2016 2019 2020 

Source: Great Plains projections for Scenarios 4 and 5 and Moody's standard adjustments 

These financial metrics result in a weakly positioned Baa3 holding company that has average 

consolidated regulato1y support and unique exposure to a single-unit nuclear facility. Average cash 
flow to debt metrics around 14% leave little room for error within the Great Plains forecast 

assumptions, including regulatory outcomes and economic factors (including interest rate levels) that 
are outside of management control. The combination of these factors would expose Great Plains to a 

lower tolerance threshold for negative credit events, and a higher likelihood for downgrade in the face 

of an adverse circumstance. 

Exhibit 4: Scenario 4 and 5 reflect a material degradation to GXP' s financial position 
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I Moody's Adjusted Figures ($M) GXP Actual 
I - 2013· 2014: 201s1 

I CFO pre-WC $ 752 I $ 742 I $ m I 
fr~t~1o;i;1 $ 4,240 l $ 4,6ai I s 4,iia 1 

lci:o pre-WC lnterestCoverage 4.2xJ 4.4xl -4.5) 
fcFo P,:e~wc/Debt 111%1 16 i%1 16.s~! 

'
I (DCeFbot 1e;.E~q~uVJl_tcy --Dividendsl/ D_ebt ~5% i ~3% i 13% 

1 

121%t 127'~1 
i27%i 

I l I i 
I Scenario 1 I 
I 201s: 2019: 2020, 

fcFOpre-WC $ 1,783 I $ 1_,9~3 [ ~-2,04:~1 
!Total Debt I $12,703 f $12,679 I $12,623 [ I - --·- I - - i - I -- I 
fC_F(Jyre-WC lnt.erest Covera_ge I 4.lx; 4.4xJ 4.6x'. 
[CFOpre-WC/Debt 14%; -is%j 16%' 
f (CFO pre-WC- Dividends\ /Debt J i1%I 12%! 13%' 

I Debt I Equity I 142%1 140%f 136%1 

' I Scenario 4 I 
j_ - I 2018 H 2019: ' 2020: 
I CFO pre-WC I $ 1, 747 I $ 1;927 I $ 2,013 I 

l 'fotal_[l~it _ I $13,562 I W2~8J ~_13'1iiJ 
I I I I 

fcFOpre-WClnterestCoverage [ 3.8x: 4.:ixJ 413x1 

!cFo pre-WC/Debt I 13%1 14%! 15%' 

l
{CFO pre-WC-- Dividends) I Debt I io%j 11%-;- 12%

1 

.~!JEg_ulty J 162_%[ 1_5_91'6 153_%! 

Management's Higher Risk Tolerance 
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] GXP Stand~lone Projections 

2018: 2019 2020: 
-944 I $ 1,040 I $ 1,014 I 
4;559 j $ 4,425 j $ 4,436 1 

I I 
5.2x! 5.9x' 

20.7%1 
17%] 

ii.\%1 
i 

23.s%i 
19%f 

-109"~1 

~ 'J 
Scenario 2 

6.3x: 
24.2%1 

20'',6! 
110%1 

I 

2018: 2019 2020: 
I $ 1,m f $ 1,950 I $ 2,035 I 
I $13,004 I $12,982 I $12,929 I 
I i·- T- I 
! 4.0x 4.3x' ~x:; 
I 14%! 1s%: 16%! 

I Hi%] 12% ~2%J 
I 151%i 148%: 144%[ 

f Scenario 5 I 
I 2018'. 2019: 2020'. 
I $ 1, 734 I $ 1,915 I $ 2,002T 
I $13,862 I $13,830 I $13, 754 f I - I - I -- I 
I 3.7xj 4.lx' 4.3xj 

I 13%[ 14%1 15%! 
! 10%1 1i%1 12%f 

172%: 168%! _ 1_62%f 

Scenario 3 
2018! 2019' 2020' 

' $ 1,7581 $ 1,9371 $ 2,022 I 
.-$1:3,303 I $13,285 I J_ 13,234 l 

3.9xf 4.2x] 4.4x, 
13%1 15%1 15% 1 

10%i 1i%1 12%: 
159%1 157%1 152% 1 

I I 
I I 

I I 
I I 
I I 
I I 
I I 
I I 

The amount of leverage in Scenarios 4 and 5 would evidence a higher risk tolerance for Great Plains 

management and board of directors. Great Plains has historically operated with negligible holding 

company debt and a focus on executing utility capital plans and improving the regulatory 

relationship and support in its primary jurisdictions. While we understand the unique opportunity 

that Project Wizard provides, and funding strategy necessary to achieve the transformative 

transaction, we view the amount of acquisition debt in Scenarios 4 and 5 - that more than doubles 

Great Plains' existing debt - as highly aggressive and evidence of financial engineering. 

Kansas and Missouri service territories are not high growth areas that will provide Great Plains with a 
clear path of paying down the acquisition debt, so we view the $4.3 billion of Scenario 4 debt and the 

$4.6 billion of Scenario 5 debt as permanent leverage in the Great Plains capital structure. This debt 
will be increasingly difficult to service in a rising interest rate environment and could pressure utility 

subsidiaries for additional upstream dividends in the future. 

For this reason, we see the potential for Kansas regulators to impose some form of ring-fencing 

provisions as part of the merger approval process, which would limit the amount of support that 

Westar might be able to provide parent level debt. While this is not a risk that is factored into the 
RAS ratings outcomes, we highlight it as another potential risk associated with a large amount of 

parent level debt. 

Dividend Analysis 

Scenarios 4 and 5 are positive, in that GXP's dividend payout ratio has been reduced to around 70%, 

from the roughly 75% in Scenarios 1-3. Furthermore, the total dividend and holdco debt payment is 

reduced over the forecast period 2018-2020. However, the payout ratio of70% continues to outpace 
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the historical level of both Great Plains (i.e., 2013-2015 average of 63%, but increasing year-over­

year) and Westar (i.e., 2013-2015 average of 56%), currently- a credit negative. 

In Scenarios 4 and 5, the collective utility dividend to the parent holding company continues to be 

about 75%, on average (see Exhibit 12, below). 

Exhibit 5: Utility dividends as a percent of holding company cash uses 

I wizard Debt 
I I I I Scenario 4 I I Scenario 5 I 
I I I 

I$ 4,300 I I I$ 4,600 I I 

~· 
!Wizard Interest @4.23% I I )$ 182 I I I$ 1951 I 
r I I I I I I I I I 
l I Syr Avg1 201Gei 2011e[ I 2Q11JE] _ ~o19EL_ ~020el I_ 

- 2%i1ef $ 2i~~ei s !Westar )$ 1651 $ 205 I$ 220 1$ ~26] $ 238) $ 250 I \$ 
[i<C:Pi .. I$ n I $ 83 ) $ ss I I$ 94) $ 99) $ iii:i I 1$ 94 Is 99) $ 102 
1<lM-o )$ 75 Is 83 Is ss 1 Is 94 Is 99 i $ 1021 $ 94 Is 99) s 102 
I Total OpCo )$ 312 I $ 310 I$ 396 I I$ 413 I$ 435) s 454 I s 418 I$ 435) s 457 
i I I - · 1- -· 1 I I 

3971 $ 
I I I J8d~ i 

i~iz~r~ l?ividends_ I I I I rs· 3871 $ 406) Is 376_ j s 395 
I Holdco Interest I I I I 1$ 182 I $ 182 I $ 182 I Is 195 I $ 195 I $ 195 
!Total Corp. Payments I I I I !$ 569 I $ 579 I s 588) 1$ 571 I s 5so Is 5891 

lopCo as~lzard Div. _ _ l I I I I I 
110'...! 

I I .. I I 
I I I 107",.,;! 112%) . ll_llil l13%] 

----1 

116%1 
lopCO as% \Nizard Div.+ Lnt. I I ··r 73%1 75%! 77",.,;i 73%1 ?_5°'§!_ 

~~~I I I 
I I I i 

64%1 
I 

70',.,I 
I ! 

l~l~ard ~ayo~t Ratio I 71%! 64%) 62%! 

Source: Moody's, company projections and Project Wizard RAS presentation 

Peer Comparison Analx:sis 

The Baa3 unsecured rating for Great Plains is appropriate based on financial and qualitative peer 

comparisons with other utility holding companies. For example, when comparing GXP's low-teens 

average CFO pre-WC to debt (2018-2020 average) to those of holding company averages over the 

past three years (2013-2015 average), GXP's metrics lag those produced by Baa2 holding companies, 

while is in the range of those produced by Baa3 holding companies. 

Exhibit 6: 2013-2015 Average CFO to Debt for Baal and Baa3 Holding Companies 

18.0% 16.7% 16.8% 

16.0% 

14.0% 

12.0% 

10.0% 

B.0% 

6.0% 

4.0% 

2.0% 

0.0% 
Baa2 Baa3 Great Plains Project Wizard Scenario 4 Project Wizard Scenario 5 

*The peer group used in this comparison excludes Entergy as well as adjusts Cleco' s metrics to reflect pro-forma figures after 

its acquisition by investor group led by Macquarie Infrastructure Partners. 

Source: Moody's and Project Wizard RAS presentation 
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Exhibit 7: Great Plains' financial profile is fitting for a highly levered utility holding company 

Rating Company Name Date (CFO Pre-W/C) I Debt (3 
Year Avg) 

Baa2 Otter Tail Corporation 12/31/2015 24% 

Baa2 NV Energy Inc. 12/31/2015 19% 

Baa2 Progress Energy, Inc. 12/31/2015 18% 

Baa2 Great Plains Energy Inc. 12/31/2015 17% 

Baa2 CMS Energy Corporation 12/31/2015 16% 

Baa2 PPL Corporation 12/31/2015 16% 

Baa2 Pepco Holdings, LLC 12/31/2015 16% 

Baa2 Dominion Resources Inc. 12/31/2015 15% 

Baa2 Spire Inc. 9/30/2015 11% 

Baa3 PNM Resources, Inc. 12/31/2015 20% 

Baa3 SCANA Corporation 12/31/2015 14% 

Baa3 Cleco Corporation 12/31/2015 13% 

Baa3 I PALCO Enterprises, Inc. 12/31/2015 13% 

Baa3 Puget Energy, Inc. 12/31/2015 12% 

Baa3 Duquesne Light Holdings, Inc. 12/31/2015 11% 

Baa3 FirstEnergy Corp. 12/31/2015 11% 

*The peer group used in this comparison excludes Entergy as well as adjusts Cleco's metrics to reflect pro-forma figures after 

its acquisition by investor group led by Macquarie Infrastructure Partners. 

Source: Moody's Investors Service 

E. Conclusion 

Please note that Moody's conclusions are based upon the scenario(s) presented by you and Moody's 

expectations regarding the Issuer's financial fundamentals. The Assessment has been assigned on a 
"point-in-time" basis and will not be monitored going fmward. Also, in accordance with our usual 

policy, existing assigned credit ratings are subject to revision or withdrawal by Moody's at any time, 
without notice, in the sole discretion of Moody's. Please be aware that the contents of this letter are 

strictly confidential. This Assessment is only for the benefit of the Applicant/Issuer and should not be 

disclosed to any other person except strictly in accordance with your application for the Assessment. 

Moody's reserves the right to publish the Assessment upon any public disclosure of the Assessment. 

Yours faithfully, 

Ryan Wobbrock 

Vice President - Senior Analyst 
Moody's Investors Service 

Fl 
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Appendix A 

Information and Assumptions used in the Assessment 

The potential ratings of the scenarios are based solely information and assumptions provided by the 

Applicant to us up to and including the May 11, 2016 Project Wizard RAS presentation. Such 

confidential information and assumptions include the following: 

General 

• The company performs broadly in line with its consolidated forecast leading to the Moody's 

adjusted financial metrics presented in this RAS letter. 

• All issuance under the scenarios is considered net of issuance costs 

• For the purposes of the financial model, the transaction closes December 31, 2017 

• No material customer credits, or rate freezes, are required as part of the KCC transaction 

approval 

• No ring-fencing type provisions are introduced that would significantly limit the upstream 

dividend capabilities of Westar or the Great Plains utilities 

• All scenarios incorporate projected operating results calculated based on individual regulated 

rate bases, equity thiclmess and ROE for each operating subsidiary, there are no differences 

between scenarios. 

• Hybrid instruments achieve basket E treatment (100% equity) under Moody's hybrids 

methodology. 

• Planned equity issuance is consistent with Moody's methodology for 100% equity treatment. 

• We have not differentiated between short term and long term regulatory assets and liabilities 

and their effects on CFO pre-W/C and followed the treatment of working capital items as 

provided by Great Plains Energy. 

• The company will have sufficient bridging facilities in place to close the acquisition and at no 

time will the company have less than 12 months left on bridging facilities prior to terming 

out the holding company acquisition debt. 
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Question: 153 

KCPLKS 
Case Name: 2016 Westar Acquisition 

Case Number: 16-KCPE-593-ACQ 

Response to Grady Justin Interrogatories - KCC _ 20160923 
Date of Response: 10/4/2016 

Please refer to the financial model provided in response to CURB DR No. 42 entitled 11 QCURB-
42 _ CONF _Wizard 160527.2200FINAL11

, Tab D, Line 155 in this model lists a Common Equity 
Ratio of 41.1%,41.6%, and 42% respectively for years 2018-2020 for the proforma combined 
company post transaction. However, Tabs A, B, list assumed capital structures for ratemaking 
purposes during this time frame of 51 % for KCPL and 54.30% for Westar. Please quantify the 
impact on the projections in the financial model (EPS accretion/dilution, proforma 
S&P/Moody's credit metrics, and earned return on common equity) in the event that the 
consolidated capital structure of the proforma combined entity is used for ratemaking purposes in 
the KCPL and Westar rate cases that are assumed to take place during the model time frame. 

Response: 

Page 1of2 
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Verification of Response 

Kansas City Power & Light Company 

Docket No. 16-KCPE-593-ACQ 

The response to /((G Data Request# / .S-3 , submitted by 
KCP&L, is covered by this Verification of Response: 

I have read the foregoing Information Request(s) and answer(s) thereto and find 
answer(s) to be true, accurate, full and complete, and contain no material 
misrepresentations or omissions to the best of my knowledge and belief; and I will 
disclose to the Commission Staff any matter subsequently discovered which affects the 
accuracy or completeness of the answer(s) to this Information Request(s). 

SignOO: ti~ 

Date: __ ~? h.___s_· 11..._~_,_~---~-



Question:264 

KCPLKS 
Case Name: 2016 Westar Acquisition 
Case Number: 16-KCPE-593-ACQ 

Response to Gatewood Adam Intenogatories - KCC _ 20161020 
Date of Response: 10/25/2016 

Follow up to KCC DR#152 & #153 

The Joint Applicants' responses to KCC DR #152 & #153 indicate their beliefthat the 
appropriate capital structure to use in setting the revenue requirements for Westar and KCPL will 
be each subsidiaries respective per-books capital structure and not the consolidated capital 
structure of GPE. Is it the Joint Applicants position that completion of the Transaction is 
dependent or largely dependent on the Commission not applying the GPE consolidated capital 
structure ratios (the GPE ratios referenced in the 152 and 153 data requests) when setting 
Westar's and KCPL's revenue requirements. 

Response: 

Yes, it is the Joint Applicants position that completion of the Transaction is largely dependent on 
the Commission not applying the GPE consolidated capital structure ratios when setting Westar's 
and KCPL's revenue requirements. 

Attachment: Q264_ Verification.pdf 
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Verification of Response 

Kansas City Power & Light Company 

Docket No. 16-KCPE-593-ACQ 

The response to f< (C Data Request# c;26 y" 
KCP&L, is covered by this Verification of Response: 

, submitted by 

I have read the foregoing Information Request(s) and answer(s) thereto and find 
answer(s) to be tlue, accurate, full and complete, and contain no material 
misrepresentations or omissions to the best of my knowledge and belief; and I will 
disclose to the Commission Staff any matter subsequently discovered which affects the · 
accuracy or completeness of the answer(s) to this Infomrntion Request(s). 

Title· ~f'izc-~.I' . lj~ I 

Date: _____ /_(}~k-~_1~b~li..._G __ ~-



Ouestion:265 

KCPLKS 
Case Name: 2016 Westar Acquisition 

Case Number: 16-KCPE-593-ACQ 

Response to Gatewood Adam Interrogatories - KCC_20161020 
Date of Response: 10/3112016 

Have the Joint Applicants discussed with rating agencies, scenarios in which the Commission 
uses a GPE consolidated capital structure for setting KCPL's and Westar's revenue requirements? 
If so, provide the correspondence and analyses from that discussion. If that discussion did not 
take place, explain why the Joint Applicants choose not to discuss this impmiant issue with the 
rating agencies. 

Response: 

The Joint Applicants have not discussed with rating agencies scenarios in which the Commission 
uses a GPE consolidated capital structure for setting KCPL's and Westar's revenue requirements. 

Per the response to Data Request KCC _20160923 _152 "The capital structures for the existing 
Westar and KCP&L companies will not be impacted by the new debt and equity projected to be 
issued and the resulting pro forma combined company projected capital structure is simply the 
result of eliminating the holding company's investment in Westar. No additional investments in 
rate base and no new debt or equity has been incurred by either the KCP&L or Westar utilities as 
a result of this Transaction." 

Attachment: 
Q265 _ Verification.pdf 
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Verification of Response 

Kansas City Power & Light Company 

Docket No. I 6-KCPE-593-ACQ 

The response to /{CC Data Request# ;16 r submitted by 
KCP&L, is covered by this Verification of Response: 

I have read the foregoing Infonnation Request(s) and answer(s) thereto and find 
answer(s) to be true, accurate, full and complete, and contain no material 
misrepresentations or omissions to the best of my knowledge and belief; and I will 
disclose to the Commission Staff any matter subsequently discovered which affects the 
accuracy or completeness of the answer(s) to this Information Request(s). 

\ 

Title: VfC:e A.es,.Je .. f - Cu-J1"""-/.e. f'kt>.,,"'J J 

I'nverfe>r le/" =h•n1.t~ ""'pl. -;;.e • .r11.,. e ~ 

Date: / 0 - ..2 i" - / tf 



Question:266 

KCPLKS 
Case Name: 2016 Westar Acquisition 
Case Number: 16-KCPE-593-ACQ 

Response to Gatewood Adam Interrogatories - KCC_20161020 
Date of Response: 10/31/2016 

If the Commission uses a GPE consolidated capital structure (consistent with capitalization ratios 
referenced in KCC DRs 152 and 153) to set the revenue requirements for Westar and KCPL, do 
the Joint Applicants believe that GPE, KCPL, and Westar would: a) maintain their existing credit 
ratings? and b) maintain an investment grade credit rating? Provide the documentation and 
suppmt for the Joint Applicant's beliefs and conclusions. 

Response: 

Per the response to Data Request KCC _ 201601020 _ 265 "The Joint Applicants have not 
discussed with rating agencies scenarios in which the Commission uses a GPE consolidated 
capital structure for setting KCPL's and Westar's revenue requirements." 

Per the response to Data Request KCC_20160923_152 "The capital structures for the existing 
Westar and KCP&L companies will not be impacted by the new debt and equity projected to be 
issued and the resulting pro fmma combined company projected capital structure is simply the 
result of eliminating the holding company's investment in Westar. No additional investments in 
rate base and no new debt or equity has been incmTed by either the KCP&L or Westar utilities as 
a result of this Transaction." 

The Joint Applicants have not discussed the results included in the attachments to Data Request 
KCC _ 20160923 _ l 53 which includes a comparison of ce1tain credit metrics using a GPE 
consolidated capital structure versus the existing utility company capital structures, as presented 
to the rating agencies when evaluating our transaction. In addition, Joint Applicants have not 
developed separate KCP&L and Westar pro fmma financial statements or credit metrics. 

Joint Applicants cannot speculate as to if GPE, KCP&L and Westar would a) maintain their 
existing credit ratings and b) maintain an investment grade credit rating if the Commission uses a 
GPE consolidated capital structure to set revenue requirements for KCP&L and Westar. 
However, Joint Applicants believe the comparative results included in the attachments to Data 
Request KCC _ 20160923 _ l 53 speak for themselves and would likely create concerns by the 
rating agencies. 

Attachment: 
Q266_ Verification.pdf 
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Verification of Response 

Kansas City Power & Light Company 

Docket No. 16-KCPE-593-ACQ 

The response to k CC.. Data Request#_---=2"---"'6t'-''b=-------' submitted by 
KCP&L, is covefedby this Verification of Response: 

I have read the foregoing Infonnation Request(s) and answer(s) thereto and find 
answer(s) to be true, accurate, full and complete, and contain no material 
misrepresentations or omissions to the best of my knowledge and belief; and I will 
disclose to the Commission Staff any matter subsequently discovered which affects the 
accuracy or completeness of the answer(s) to this Infonnation Request(s). 

\ 

Title: l/!·ce /res,'Je .. f - C,.,.l'""",J.e, /l..nm'nJJ 
I'nverfe>r Jfe ft1Tt'M.s "~"'- "/ret1J11rer 

Date: /0 - ;2..?--16 



KCPLKS 
Case Name: 2016 Westar Acquisition 

Case Number: 16-KCPE-593-ACQ 

Response to Zakoura James Inten-ogatories - Industrial_20160928 
Date of Response: 10/07/2016 

Question: 18 

Regarding the Direct Testimony of Joint Applicant witness Kevin E. Bryant, please provide 
indicated rating rep01is from credit rating agencies to the Joint Applicants concerning the 
proposed Transaction and the credit standing outlook for each of the GPE Holding Company 
utilities if the Transaction is completed as proposed. 

Number of Attachments: 

Response: 
The attached reports and press releases have been published by the credit rating agencies 
since the Transaction was announced. Additional CONFIDENTIAL rating agency repo1is 
related to the Transaction can be found in response to CURB data request 
CURB_20160803 Question CURB-40. 

Attachments: 
Ql8_Moodys Report 5-31-16.pdf 
Ql8_ Westar Research Rep01i by SP 5-31-2016.pdf 
Ql 8 _ 2016-06-02 ~ Moodys Opinion_ KCPL.pdf 
Ql8_ GPE Research Report by SP 5-31-16.pdf 
Ql8_KCPL Summary rep01i by SP 6-17-2016.pdf 
Ql8_2016-06-0l_Moodys Opinion_GXP.pdf 
Ql8_2016-07 _Moodys Issuer In-Depth_FAQ Great Plains Acquisition ofWestar.pdf 
Ql8_ Verification form.pdf 
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KCPLKS 
Case Name: 2016 Westar Acquisition 
Case Number: 16-KCPE-593-ACQ 

Response to Zakoura James Interrogatories - lndustrial_20160928 
Date of Response: 10/07/2016 

Question:l8 

Ql8_Moodys Report 5-31-16.pdf 



Moony's 
INVESTORS SERVICE 
Rating Action: Moody's Places Great Plains Energy on Review for Downgrade; 
Westar Energy, Kansas City Power & Light and KCP&L Greater Missouri 
Operations Affirmed; Outlooks Stable 

Global Credit Research - 31 May 2016 

New York, May 31, 2016 -- Moody's Investors Service, ("Moody's") placed the long-term ratings of Great Plains 
Energy (Great Plains or GXP; see debt list below) on review for downgrade. The review is prompted by today's 
announcement that Great Plains agreed to acquire Westar Energy for over $12 billion, which includes the 
assumption of approximately $4 billion of Westar debt. Great Plains said the acquisition financing would 
include a mix of debt and equity. 

At the same time, Moody's affirmed the long-term and short-term ratings of Kansas City Power & Light 
Company (KCPL), KCP&L -- Greater Missouri Operations Company (GMO) and Westar Energy (Westar) with 
stable outlooks. 

On Review for Downgrade: 

.. Issuer: Great Plains Energy Incorporated 

.... Subordinate Shelf, Placed on Review for Downgrade, currently (P)Baa3 

.... Senior Unsecured Shelf, Placed on Review for Downgrade, currently (P)Baa2 

.... Pref. Stock Preferred Stock, Placed on Review for Downgrade, currently Ba1 

.... Subordinate Regular Bond/Debenture, Placed on Review for Downgrade, currently Baa3 

.... Senior Unsecured Regular Bond/Debenture, Placed on Review for Downgrade, currently Baa2 

Outlook Actions: 

.. Issuer: Great Plains Energy Incorporated 

.... Outlook, Changed To Rating Under Review From Stable 

.. Issuer: Kansas City Power & Light Company 

.... Outlook, Remains Stable 

.. Issuer: Kansas Gas and Electric Company 

.... Outlook, Remains Stable 

.. Issuer: KCP&L Greater Missouri Operations Company 

.... Outlook, Remains Stable 

.. Issuer: Westar Energy, Inc . 

.... Outlook, Remains Stable 

Affirmations: 

.. Issuer: Burlington (City of) KS 

.... Senior Secured Revenue Bonds, Affirmed A2 

.... Underlying Senior Secured Revenue Bonds, Affirmed A2 



.... Senior Unsecured Revenue Bonds, Affirmed Baa1 

.... Underlying Senior Unsecured Revenue Bonds, Affirmed Baa1 

.. Issuer: Kansas City Power & Light Company 

.... Issuer Rating, Affirmed Baa1 

.... Senior Secured Shelf, Affirmed (P)A2 

.... Senior Unsecured Shelf, Affirmed (P)Baa1 

.... Senior Secured First Mortgage Bonds, Affirmed A2 

.... Senior Unsecured Commercial Paper, Affirmed P-2 

.... Senior Unsecured Regular Bond/Debenture, Affirmed Baa1 

.. Issuer: Kansas Gas and Electric Company 

.... Issuer Rating, Affirmed Baa1 

.... Senior Secured First Mortgage Bonds, Affirmed A2 

.... Senior Secured Shelf, Affirmed (P)A2 

.. Issuer: KCP&L Greater Missouri Operations Company 

.... Issuer Rating, Affirmed Baa2 

.... Senior Unsecured Commercial Paper, Affirmed P-2 

.... Senior Unsecured Regular Bond/Debenture, Affirmed Baa2 

.... Senior Unsecured Shelf, Affirmed (P)Baa2 

.. Issuer: La Cygne (City of) KS 

.... Senior Secured Revenue Bonds, Affirmed A2 

.... Underlying Senior Secured Revenue Bonds, Affirmed A2 

.... Senior Secured Revenue Bonds, Affirmed VMIG 2 

.. Issuer: Missouri Env. Imp. & Engy. Res. Auth . 

.... Senior Secured Revenue Bonds, Affirmed A2 

.. Issuer: State Env. lmprov. and Energy Res. Auth. MO 

.... Senior Unsecured Revenue Bonds, Affirmed Baa1 

.. Issuer: Wamego (City of) KS 

.... Senior Secured Revenue Bonds, Affirmed A2 

.... Underlying Senior Secured Revenue Bonds, Affirmed A2 

.. Issuer: Westar Energy, Inc . 

.... Issuer Rating, Affirmed Baa1 

.... Senior Secured Bank Credit Facility, Affirmed A2 

.... Senior Secured First Mortgage Bonds, Affirmed A2 

.... Senior Unsecured Commercial Paper, Affirmed P-2 



RATINGS RATIONALE 

"Great Plains is sacrificing its strong financial profile to acquire its neighbor," said Ryan Wobbrock, Vice 
President -- Senior Analyst. "This is a bigger is better merger, where Westar will help Great Plains double its 
assets. But, the financing plan will triple its debt, leaving little financial flexibility and is indicative of 
management's higher tolerance for financial risk." 

The addition of approximately $4.4 billion of parent-level acquisition debt is likely to result in a one-notch 
downgrade, to Baa3, for Great Plains. The review period will be focused on several risk factors that Moody's 
sees beyond the added leverage, including: various regulatory reviews and approval proceedings; the potential 
for, and magnitude of, customer benefits required to close the transaction; execution of the financing plan, 
including equity and hybrid issuances; and any differences between the parent company's cash inflows and 
outflows, where subsidiary upstream dividends are insufficient to cover all of the parent company's dividend 
and interest expense obligations. 

From a strategic perspective Moody's sees Westar as a natural fit for Great Plains, given overlapping service 
territories and a shared ownership of the 1, 170 mega-watt Wolf Creek nuclear generation facility. Utilities with 
contiguous service territories tend to produce higher operating cost synergies. The primary credit benefit in 
acquiring Westar, is that Great Plains increases its exposure to the Kansas regulatory environment. Today, 
Moody's views the Kansas Corporation Commission (KCC) to be slightly more supportive to long-term credit 
quality than the Missouri Public Service Commission (MPSC), because Kansas provides a higher use of 
expense tracking mechanisms and the ability to file abbreviated rate cases for significant capital expenditures. 

Moody's also sees the benefit of Westar bringing an additional $1.2 billion of Federal Electric Regulatory 
Commission (FERG) regulated transmission rate base. We view FERG as the most supportive regulatory 
jurisdiction in the US, due to forward looking, formula rates and relatively high allowed ROEs. 

The acquisition debt will increase the percentage of parent holding company debt to total consolidated debt 
from a negligible 2% to over 35% at the transaction closing, which Moody's thinks will take about 12 months. 
The higher amount of parent holding company leverage will likely result in a wider rating-notch differential 
between the ratings of Great Plains and its principal utility subsidiaries, which include Kansas City Power & 
Light, Kansas Gas & Electric and Westar, and a weighted average rating of Baa1 senior unsecured. 

The transaction's financing plans are viewed as a signal that Great Plains' management and board of directors 
have a higher risk tolerance for leverage than previously considered, which is a long-term credit negative. With 
little financial cushion, Great Plains will be more exposed to risks associated with successfully executing a 
transition and integration plan and longer-term issues, such as waning regulatory support and softening of 
regional macro-economic fundamentals. 

At this time, Moody's expects no more than a one-notch downgrade for Great Plains, which would place its 
ratings in the Baa3 rating category, down from the Baa2 rating category. Pro-forma the acquisition, Moody's 
calculates a ratio of cash flow from operations to debt around the 13% range, down from the 17% that Great 
Plains produced for the twelve months ended March 2016. 

The affirmation of KCPL's Baa1 and GMO's Baa2 ratings reflect the improving financial performance of each 
utility. This financial improvement is driven by the conclusion of extensive capital expenditures at each utility, 
which have been in progress for the past several years and were designed to help meet environmental 
compliance standards. Over the next two to three years, these investments should be fully incorporated into 
rate base, which will improve the cash position and standalone financial metrics of each utility (i.e., cash flow to 
debt slightly above 20% for KCPL and slightly below 20% for GMO). 

The affirmation of the ratings and stable outlook for Westar reflects the maintenance of solid cash flow to debt 
metrics around 20% despite a robust capital plan to add wind generation to its supply portfolio over the next 
two years. 

The principal methodology used in these ratings was Regulated Electric and Gas Utilities published in 
December 2013. Please see the Ratings Methodologies page on www.moodys.com for a copy of this 
methodology. 

REGULATORY DISCLOSURES 

For ratings issued on a program, series or category/class of debt, this announcement provides certain 



regulatory disclosures in relation to each rating of a subsequently issued bond or note of the same series or 
category/class of debt or pursuant to a program for which the ratings are derived exclusively from existing 
ratings in accordance with Moody's rating practices. For ratings issued on a support provider, this 
announcement provides certain regulatory disclosures in relation to the credit rating action on the support 
provider and in relation to each particular credit rating action for securities that derive their credit ratings from 
the support provider's credit rating. For provisional ratings, this announcement provides certain regulatory 
disclosures in relation to the provisional rating assigned, and in relation to a definitive rating that may be 
assigned subsequent to the final issuance of the debt, in each case where the transaction structure and terms 
have not changed prior to the assignment of the definitive rating in a manner that would have affected the 
rating. For further information please see the ratings tab on the issuer/entity page for the respective issuer on 
www.moodys.com. 

For any affected securities or rated entities receiving direct credit support from the primary entity(ies) of this 
credit rating action, and whose ratings may change as a result of this credit rating action, the associated 
regulatory disclosures will be those of the guarantor entity. Exceptions to this approach exist for the following 
disclosures, if applicable to jurisdiction: Ancillary Services, Disclosure to rated entity, Disclosure from rated 
entity. 

Regulatory disclosures contained in this press release apply to the credit rating and, if applicable, the related 
rating outlook or rating review. 

Please see www.moodys.com for any updates on changes to the lead rating analyst and to the Moody's legal 
entity that has issued the rating. 

Please see the ratings tab on the issuer/entity page on www.moodys.com for additional regulatory disclosures 
for each credit rating. 

Ryan Wobbrock 
Vice President - Senior Analyst 
Corporate Finance Group 
Moody's Investors Service, Inc. 
250 Greenwich Street 
New York, NY 10007 
U.S.A. 
JOURNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 

William L. Hess 
MD - Utilities 
Infrastructure Finance Group 
JOURNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 

Releasing Office: 
Moody's Investors Service, Inc. 
250 Greenwich Street 
New York, NY 10007 
U.S.A. 
JOURNALISTS: 212-553-0376 
SUBSCRIBERS: 212-553-1653 
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© 2016 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and 
affiliates (collectively, "MOODY'S"). All rights reserved. 

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES 
("MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, 
CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND 
RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATIONS") MAY INCLUDE 



MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT 
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK 
THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE 
AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT 
ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE 
RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S 
PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S 
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND 
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AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL 
ADVICE, AND CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE 
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT 
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR 
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S 
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH 
DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER 
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. MOODY'S CREDIT RATINGS AND MOODY'S 
PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS 
AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE MOODY'S CREDIT RATINGS OR MOODY'S 
PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT 
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, 
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE 
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, 
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information contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary 
measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources 
MOODY'S considers to be reliable including, when appropriate, independent third- party sources. However, 
MOODY'S is not an auditor and cannot in every instance independently verify or validate information received 
in the rating process or in preparing the Moody's Publications. 

To the extent permitted.by law, MOODY'S and its directors, officers, employees, agents, representatives, 
licensors and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or 
incidental losses or damages whatsoever arising from or in connection with the information contained herein or 
the use of or inability to use any such information, even if MOODY'S or any of its directors, officers, employees, 
agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or 
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage 
arising where the relevant financial instrument is not the subject of a particular credit rating assigned by 
MOODY'S. 

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, 
licensors and suppliers disclaim liability for any direct or compensatory losses or damages caused to any 
person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any 
other type of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any 
contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents, 
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the 
use of or inability to use any such information. 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, 
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER 
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER 
WHATSOEVER. 

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation 
("MCO"), hereby discloses that most issuers of debt securities (including corporate and municipal bonds, 
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Research Update: 

Westar Energy Inc. And Sub Rtgs Affirmed And 
Outlook Revised To Negative On Proposed 
Acquisition By Great Plains Energy 

Overview 

• Westar Energy Inc. has agreed to be acquired by Great Plains Energy Inc. 
(GPE) for $8.6 billion plus the assumption of Westar's debt. The 
transaction is expected to close by mid-2017. 

• We are affirming our ratings on Westar and subsidiary Kansas Gas & 
Electric Co. (KGE), including the 'BBB+' issuer credit ratings, and 
revising the outlook to negative from stable. 

• The negative outlook reflects the potential for lower ratings on We.star, 
after the merger closes, if the combined entity's financial performance 
weakens such that funds from operations to total debt is consistently 
less than 13% after 2018. 

Rating Action 

On May 31, 2016, S&P Global Ratings affirmed its ratings on integrated 
electric utilities Westar Energy Inc. and subsidiary Kansas Gas & Electric Co. 
(KGE), including the 'BBB+' issuer credit ratings, and revised the outlook to 
negative from stable. 

Rationale 

The ratings affirmation on Westar and KGE reflects our view that the 
acquisition by GPE will enhance GPE's business risk profile given that 
Westar's operations consist of regulated electric utilities that benefit from 
operations under a generally constructive regulatory framework and service 
territories with average customer growth. 

The outlook revision to negative reflects the potential for lower ratings on 
Westar after the merger closes, if the combined entity's financial performance 
weakens such that funds from operations (FFO) to debt is consistently less 
than 13% after 2018. In addition to assuming Westar's debt, GPE plans to fund 
the acquisition price of about $8.6 billion with common equity, mandatory 
convertible preferred stock, Great Plains common stock, and debt. 

When the merger closes, we expect to view Westar and KGE as core subsidiaries 
of the GPE group and that their issuer credit ratings will be aligned with 
those of the group. This is because we expect Westar and KGE will form a 
material part of the merged entity, contributing roughly one-half of combined 

WWW.STANDARDANDPOORS.COM MAY 31, 2016 2 
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Research Update: Westar Energy Inc. And Sub Rtgs Affirmed And Outlook Revised To Negative On Proposed 
Acquisition By Great Plains Energy 

EBITDA, in our view are highly unlikely to be sold, and have a strong 
long-term commitment from senior management. 

In addition to the factors above, we base our ratings affirmation on Westar on 
the company's excellent business and significant financial risk profiles. The 
excellent assessment incorporates the very low risk of a regulated utility 
focused on U.S. operations and markets. In addition, the business risk profile 
reflects that utility Westar and utility subsidiary KGE are the largest 
electric operation in Kansas and provide electricity to about 700,000 
customers. The company operates with generally supportive regulation, a mainly 
residential customer base that supports cash flow stability, good operating 
efficiency, and absence of competition. Westar continues to focus on a 
regulated business strategy. The ongoing capital spending will require timely 
recovery of these costs through various rate mechanisms, including base rates 
and rate surcharges that should strengthen cash flow. Surcharge mechanisms 
exist for the recovery of fuel costs and transmission charges. 

Based on the medial volatility financial ratio benchmarks, we assess Westar's 
financial risk profile as significant, largely benefiting from the timely 
recovery of approved infrastructure investments via regulatory riders. Under 
our base-case scenario, we expect stand-alone Westar will achieve FFO to debt 
of 18.5% to 19.5% over the next few years, while debt to EBITDA remains 
modestly over 4x. 

Liquidity 
We assess Westar's liquidity as adequate because we believe liquidity sources 
are likely to cover uses by more than 1.lx over the next 12 months and to meet 
cash outflows, even with a 10% EBITDA reduction. The adequate assessment also 
reflects the company's generally prudent risk management, sound relationships 
with banks, and a generally satisfactory standing in credit markets. The 
company's liquidity benefits from stable cash flow generation, ample 
availability under the revolving credit facilities, and modest debt maturities 
over the next few years. 

Principal liquidity sources: 
• We estimate FFO of about $860 million for the 12 months ending March 31, 

2017. 
• Revolving credit facility availability of $1 billion. 

Principal Liquidity Uses: 
• Debt maturities of about $280 million, including outstanding short-term 

debt, for the 12 months ending March 31, 2017. 
• Capital spending (maintenance) of about $1.1 billion for the 12 months 

ending March 31, 2017. 
• Dividends of about $200 million for the 12 months ending March 31, 2017. 
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Research Update: Westar Energy Inc. And Sub Rtgs Affirmed And Outlook Revised To Negative On Proposed 
Acquisition By Great Plains Energy 

Other Credit Considerations 

The ratings on Westar reflect the application of a one-notch negative 
adjustment for our "comparable rating analysis". This adjustment partly 
accounts for owning a single nuclear plant through its 47% ownership in the 
Wolf Creek nuclear facility. Moreover, profitability has been more variable 
than typical utilities, partly due to a lower-growth service territory. 

Group Influence 

Under our group rating methodology, we view Westar as the parent of a group 
with member KGE. Westar's group credit profile is 'bbb+', leading to an issuer 
credit rating of 'BBB+'. 

After Great Plains Energy acquires Westar, we would consider Westar and KGE as 
core entities of the GPE group. We believe the integrated electric utilities 
would be integral to GPE's long-term strategy and therefore, the issuer credit 
ratings on Westar and KGE would be in line with GPE's group credit profile. 

Outlook 

The negative outlook on Westar and KGE reflects the potential for lower 
ratings on Westar, after the merger closes, if the combined entity's financial 
performance weakens such that FFO to total debt is consistently less than 13% 
after 2018. 

Downside scenario 
We could lower Westar's ratings, which we expect to be aligned with the 
ratings on GPE post-merger, if the combined entity's financial performance 
weakens such that FFO to total debt is consistently less than 13% after 2018. 
This could occur if the transaction is funded disproportionately with debt or 
if capital spending increases materially while investment recovery lags, 
pressuring the consolidated credit profile. 

Upside scenario 
We could affirm the ratings on Westar, which we expect to be aligned with the 
ratings on GPE post-merger, if the combined company demonstrates that it can 
achieve FFO to total debt of over 13% after 2018. 

Ratings Score Snapshot 

Corporate Credit Rating: BBB+/Negative/A-2 
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Research Update: Westar Energy Inc. And Sub Rtgs Affirmed And Outlook Revised To Negative On Proposed 
Acquisition By Great Plains Energy 

Business risk: Excellent 
• Country risk: Very low 
• Industry risk: Very low 
• Competitive position: Strong 

Financial risk: Significant 
• Cash flow/Leverage: Significant 

Anchor: 'a-' 

Modifiers 
• Diversification/Portfolio effect: Neutral (no impact) 
• Capital structure: Neutral (no impact) 
• Financial policy: Neutral (no impact) 
• Liquidity: Adequate (no impact) 
• Management and governance: Satisfactory (no impact) 
• Comparable rating analysis: Negative (-1 notch) 

Stand-alone credit profile: 'bbb+' 
• Group credit profile: 'bbb+' 

Recovery Analysis/Issue Ratings 

Westar's first mortgage bonds benefit from a first-priority lien on 
substantially all of the utility's real property owned or subsequently 
acquired. Collateral coverage of more than 1.Sx supports a recovery rating of 
'1+' and an issue rating two notches above the issuer credit rating. 

The short term rating on Westar is 'A-2' based on the company's issuer credit 
rating and our assessment of its liquidity as at least adequate. 

Related Criteria And Research 

Related Criteria 
• Methodology And Assumptions: Liquidity Descriptors For Global Corporate 

Issuers, Dec. 16, 2014 
• Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013 
• Corporate Methodology, Nov. 19, 2013 
• Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013 
• Methodology: Industry Risk, Nov. 19, 2013 
• Group Rating Methodology, Nov. 19, 2013 
• Methodology For Linking Short-Term And Long-Term Ratings For Corporate, 

Insurance, And Sovereign Issuers, May 7, 2013 
• Management And Governance Credit Factors For Corporate Entities And 

Insurers, Nov. 13, 2012 
• General Criteria: Country Risk Assessment Methodology And Assumptions, 

Nov. 19, 2013 
• Utilities: Collateral Coverage And Issue Notching Rules For '1+' And 'l' 
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Research Update: Westar Energy Inc. And Sub Rtgs Affirmed And Outlook Revised To Negative On Proposed 
Acquisition By Great Plains Energy 

Recovery Ratings On Senior Bonds Secured By Utility Real Property, Feb. 
14, 2013 

• General Criteria: Use Of CreditWatch And Outlooks, Sept. 14, 2009 
• Utilities: Notching Of U.S. Investment-Grade Investor-Owned Utility 

Unsecured Debt Now Better Reflects Anticipated Absolute Recovery, Nov. 
10 I 2008 

• 2008 Corporate Criteria: Rating Each Issue, April 15, 2008 

Ratings List 

Ratings Affirmed; Outlook Revised 

Westar Energy Inc. 
Corporate Credit Rating 

Kansas Gas & Electric Co. 
Corporate Credit Rating 

Issue Ratings Affirmed 
Westar Energy Inc. 

Senior Secured 
Recovery Rating 

Commercial Paper 

Kansas Gas & Electric Co. 
Senior Secured 

Recovery Rating 
Senior Secured 

To From 

BBB+/Negative/A-2 BBB+/Stable/A-2 

BBB+/Negative/-- BBB+/Stable/--

A 

1+ 
A-2 

A 

1+ 
BBB+ 

Certain terms used in this report, particularly certain adjectives used to 
express our view on rating relevant factors, have specific meanings ascribed 
to them in our criteria, and should therefore be read in conjunction with such 
criteria. Please see Ratings Criteria at www.standardandpoors.com for further 
information. Complete ratings information is available to subscribers of 
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All 
ratings affected by this rating action can be found on the S&P Global Ratings 
public website at www.standardandpoors.com. Use the Ratings search box located 
in the left column. 
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. INFRASTRUCTURE AND PROJECT FINANCE . 

Kansas City Power & Light Company 
A Regulated Electric Subsidiary of Great Plains Energy Inc. 

Summary Rating Rationale 
KCPL's Baa1 senior unsecured rating is based on the company's vertically integrated utility 
operation in generally stable regulatory environments. The rating reflects our expectation 
that KCPL will improve its standalone financial profile through ongoing rate case filings and 
receive supportive decisions from its primary regulators in Missouri and Kansas. 

Recent Events 
On 31 May, we affirmed the Baa1 rating and stable outlook of KCPL, following Great Plains 
Energy's (GPE; Baa2 ratings under review down) announced intention to acquire Westar 
Energy, Inc. (Westar; Baa1 stable) for over $12 billion, including the assumption of around 
$4 billion of expected Westar debt. At the same time, we placed GPE's ratings on review for 
possible downgrade, due to the expected addition of $4.4 billion in holding company debt to 
finance the transaction. 

We see the additional leverage and new capital structure complexity reducing financial 
flexibility across the entire corporate family. At transaction close, GPE's ratio of parent 
holding company debt to consolidated debt will rise to 35%, from roughly 2% as of March 
31, 2016, which could place greater pressure on upstream dividends from subsidiaries in 
order to service the corporate dividend and parent interest payments. 

Exhibit 1 

Historical CFO pre-WC, Total Debt and CFO Pre-WC to Debt Ratio 
Eiill!SEilCFOpre-W/C 1-- 'ilota!Debt -CFO pre-WC/Debt 
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MOODY'S INVESTORS SERVICE ' ~ INFRASTRUCTURE AND PROJECT FINANCE 

Credit Strengths 

» Ongoing rate case filings should produce greater cash flow generation through 2020 

» Completion of environmental capex program reduces funding needs over the next several years 

Credit Challenges 

» Somewhat challenging regulatory relationships and some lag between cash outlays and ultimate recovery 

» Great Plains' levered acquisition of Westar Energy will constrain KCPL's ratings 

Rating Outlook 
The stable outlook reflects our expectation that KCPL's Missouri and Kansas regulatory environments will remain stable and consistent, 
leading to an improving financial profile through reasonable general rate case outcomes over the next two years. 

Factors that Could Lead to an Upgrade 
If the Great Plains Energy acquisition of Westar closes according to plan, it is unlikely that KCPL will be upgraded. However, if there 
were significant positive improvements in the regulatory frameworks in Missouri and Kansas, reducing regulatory lag, or if KCPL were 
to demonstrate sustainable improved credit metrics such as CFO pre-WC to debt above 20% and CFO pre-WC less dividends to debt 
above 15%, with reduced holding company leverage, an upgrade could be considered. 

Factors that Could Lead to a Downgrade 
A downgrade could be considered if there were meaningful deterioration of the regulatory environment in Missouri or Kansas. Also, a 
significant reduction in key credit metrics such as if CFO pre-WC to debt falls below 16% or CFO pre-WC less dividends to debt below 
13% over an extended period of time. 

Further, if Great Plains were to increase parent debt to be approaching 40% of consolidated debt, it could have negative ratings 
implications for GMO and its affiliate utilities. 

Key Indicators 

Exhibit 2 

KEY INDICATORS [1] 

Kansas City Power & Light Company 

3/31/2016(L) 12/31/2015 12/31/2014 12/31/2013 12/31/2012 

CFO pre-WC+ Interest/ Interest 4.9x 4.7x 4.Sx 

CFO pre-WC I Debt 18.4% 16.9% 15.8% 

CFO pre-WC - Dividends I Debt 18.4% 16.9% 13.7% 

Debt I Capitalization 48.2% 49.1% 50.9% 

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. 
Source: Moody's Investors Service 

4.3x 

17.5% 

14.4% 

48.9% 

This publication does not an11ounce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on 
www.moodys.com for the most updated credit rating action information and rating history. 

4.2x 

16.0% 

12.7% 

50.4% 
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Detailed Rating Considerations 
SOMEWHAT CHALLENGING REGULATORY RELATIONSHIPS 

Since KCPL has roughly two-thirds of its operations subject to regulatory oversight by the Missouri Public SeNice Commission 
{MPSc), the Missouri regulatory environment and the company's relationship with the MPSC is the primary ratings driver for KCPL. 
The regulatory environment offers very few tracking mechanisms or single-issue rate making opportunities, which creates greater 
regulatory lag than we see in other jurisdictions across the US. Given the heavy reliance on historical-looking general rate case filings to 
recover costs in Missouri, we expect KCPL to continue to experience longer regulatory lag compared to peer utilities with a suite of cost 
recovery mechanisms (e.g., infrastructure trackers, decoupling mechanisms, etc.). 

KCPL's general rate case outcomes in Missouri are sufficient enough to allow the company to maintain cash flow to debt metrics in the 
high teens-a credit positive. However, we see the relationship between the company and MPSC, including 2015 rate order appeals 
and various unsuccessful attempts to gain more contemporaneous cost recovery measures, as somewhat challenging. 

We view the regulatory environment for electric utilities in Kansas to be relatively constructive compared to the regulatory 
environment in Missouri. Although the average return on equity {ROE) authorized by the KCC has been below the industry average 
over the past five years, the Kansas electric utilities have a suite of riders and tracking mechanisms, such as a fuel adjustment clause 
rider, resulting in shorter regulatory lag for some investments and timely cost recovery. Kansas utilities can also utilize abbreviated 
filings to update their rate bases within 12 months of previous rate proceeding or in between general rate cases, a credit positive. 
Based on recent regulatory developments and rhetoric in the most recent electric utility rate cases, however, we believe the regulatory 
environment might be becoming less credit supportive, due to KCC challenges of FERC allowed returns on transmission investments. 

CAPEX IS COMING DOWN AS CASH FLOW SET TO IMPROVE 

KCPL has largely completed environmental upgrades which maintained its capital budget well above $500 million, on average, over the 
last four years. Going forward, general infrastructure investments at its generating facilities, including Wolf Creek, (a 1,700 MW nuclear 
facility, jointly owned with Westar) and related to its distribution and transmission facilities, will be the main investment drivers over 
the next five years. As such, we expect for funding needs to reduce, which will slow the growth of KCPL's debt. 

At the same time, KCPL will be filing various rate cases in order to recover historical environmental cap ex and ongoing system 
improvement costs. For example, the company filed a rate case in Missouri in September 2015, looking to recover costs primarily 
associated with La Cgyne environmental expenditures. The company is requesting over $110 million in additional revenues and 
anticipates receiving the MPSC order some time in 3Q16. This will increase KCPL's cash flow generation significantly and we expect the 
company to improve key financial metrics, such as the production of CFO pre-WC to debt above 20% over the next several years. 

GREAT PLAINS' PROPOSED ACQUISITION OF WESTAR CONSTRAINS KCPL'S RATING 

If GPE's acquisition of Westar closes, we estimate that the holding company cash demands {i.e., corporate dividends and holding 
company interest payments) will be at least $450 million annually (excluding the additional hybrids to be issued), assuming a 4.5% 
coupon on the $4.4 billion of debt, 7.25% on privately placed committed hybrids, and a 6% dividend growth rate from GP E's 2015 
dividend. KCPL paid no dividends to GPE in 2015, but has averaged around $90 million, on average, 2011 - 2014. Pro-forma with 
affiliate Westar, we would expect KCPL to constitute roughly 35% of Great Plains' consolidated business. This would translate into 
at least $160 million of dividends from KCPL to cover its share of the full amount of parent interest and dividend expense, or 100% 
payout of its LTM 1Q16 Net Income. 

Therefore, the limited parent financial flexibility at GPE, weak consolidated financial metrics and demand for increased utility dividends 
will constrain the rating of KCPL at Baa1, despite the expected standalone financial improvement over the next several years. 

We do not see any downward pressure for KCPL's rating, at this time, given the regulatory oversight of the utility operating company 
and GP E's conservative utility dividend policy over the past several years, during KCPL's heavy capex cycle (e.g., 48% 5-year average 
payout). Should the upstream dividend demands become excessive (e.g., something approaching the 100% payout scenario mentioned 
above), there would likely be negative ratings pressure at KCPL. We also note the potential for the MPSC to implement some type of 
ring-fencing provisions at the utility, like we've seen in other jurisdictions. 
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Liquidity Analysis 
KCPL's short-term rating is P-2. We expect KCPL to maintain an adequate liquidity profile over the next 12 months. 

KCPL has a $600 million revolving credit facility, expiring in October 2019. At March 31, 2016, KCPL had $85.8 million of commercial 
paper outstanding and $2.8 million of letters of credit issued. It did not have any cash borrowings under this facility. The terms of this 
credit facility permit GPE and KCPL to transfer up to $200 million of unused facilities between GPE and GPE's subsidiaries. Also, a 
default by KCPL on any other indebtedness higher than $50 million is considered a default under this facility. KCPL was in compliance 
with the covenant at March 31, 2016. KCPL's credit facility has a 65% maximum debt to capitalization covenant and KCPL was in 
compliance with the covenant at March 31, 2016. 

At March 31, 2016, KCPL had $2.5 million of cash and cash equivalents on hand and $511.4 million available under the credit facility. 
KCPL's reported cash flow from operations in twelve months ending March 31, 2016 was $517 million and it did not pay any dividends 
to GPE. 

The next long-term debt maturity is $250 million of 5.85% series senior notes due in June 2017. 

Profile 
Kansas City Power & Light Company (KCPL, Baa1 stable, P-2) is a vertically integrated regulated utility headquartered in Kansas City, 
Missouri. It serves electric customers in western Missouri and eastern Kansas. KCPL is the largest subsidiary of Great Plains Energy Inc. 
(GPE, Baa2, RUR-D) and contributed approximately 68% of revenue and 70% of cash flow from operations to GPE over the last four 
years. 

KCPL is primarily regulated by the Missouri Public Service Commission (MPSc) and the Kansas Corporation Commission (KCc). KCPL 
owns 47% of the 1,168 MW Wolf Creek nuclear generating facility and its nuclear operation is under the regulatory purview of the 
Nuclear Regulatory Commission (NRc). 
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Rating Methodology and Scorecard Factors 

Exhibit 3 

Rating Factors 

Kansas City Power & Light Company 

Regulated Electric: and Gas Utilities Industry Grid [1][2] 
Current 

LTM 3/31/2016 

Factor 1: Regulatory Framework (25%) Measure Score 

a) Legislative and judicial Underpinnings of the Regulatory Framework A A 

b) Consistency and Predictability of Regulation A A 

Factor 2; Ability to Recover Costs and Earn Returns (25%) 

a) Timeliness of Recovery of Operating and Capital Costs Baa Baa 
b) Sufficiency of Rates and Returns Ba Ba 

Factor 3 : Diversification (10%) 

a) Market Position Baa Baa 
b) Generation and Fuel Diversity Ba Ba 

Factor 4: Financial Strength (40%) 

a) CFO pre-WC+ Interest/ Interest (3 Year Avg) 4.7x A 

b) CFO pre-WC I Debt (3 Year Avg) 17.4% Baa 

c) CFO pre-WC- Dividends I Debt {3 Year Avg) 16.0% Baa 
d) Debt I Capitalization {3 Year Avg) 49.5% Baa 

Rating: 

Grid-Indicated Rating Before Notching Adjustment Baa2 

Holdco Structural Subordination Notching 0 0 

a) Indicated Rating from Grid Baa2 
b) Actual Rating Assigned Baa1 

[1) All ratios are based on 'Adjusted' financial data and Incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. 
[Z)As of 3/31/2016(L) 

Moody's 12-1B Month Forward View 
As of Date Published [3] 

Measure Score 

A A 

A A 

Baa Baa 

Ba Ba 

Baa Baa 

Ba Ba 

4x- 6x A 
15%-19% Baa 

13%-17% Baa 

48%-52% Baa 

Baa2 

0 0 

Baa2 

Baa1 

[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not Incorporate significant acquisitions and divestitures. 
Source: Moody's Investors Service 

Ratings 

Exhibit 4 
Category Moody's Rating 
KANSAS CITY POWER & LIGHT COMPANY 

Outlook Stable 
Issuer Rating Baa1 
First Mortgage Bonds AZ 
Senior Secured Shelf (P)A2 
Senior Unsecured Baa1 
Commercial Paper P-2 

PARENT: GREAT PLAINS ENERGY INCORPORATED 
Outlook Rating(s) Under Review 
Senior Unsecured Baa2 
Subordinate Baa3 
Pref. Stock Ba1 

Source: Moody's Investors Service 
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Research Update: 

Great Plains Energy Inc. Ratings Affirmed, 
Outlook Revised To Negative On Proposed 
Acquisition Of Westar Energy 

Overview 

• Great Plains Energy Inc. (GPE) announced it will acquire Westar Energy 
Inc. for about $8.6 billion, plus the assumption of Westar's debt. The 
parties expect the transaction to close by mid-2017. 

• We are affirming our 'BBB+' issuer credit ratings on GPE and subsidiaries 
Kansas City Power & Light Co. and KCP&L Greater Missouri Operations Co, 
and for all three entities revising the outlook to negative from stable. 

• The negative outlook reflects the potential for lower ratings if GPE's 
financial risk profile, which will deteriorate due to financing used in 
the acquisition, does not improve after the transaction closes such that 
funds from operations to total debt is well over 13% after 2018. 

Rating Action 

On May 31, 2016, S&P Global Ratings affirmed its ratings on Great Plains 
Energy Inc. (GPE) and subsidiaries Kansas City Power & Light Co. (KCP&L) and 
KCP&L Greater Missouri Operations Co. (GMO), including the 'BBB+' issuer 
credit ratings, and revised the outlook to negative from stable for all 
entities. 

Rationale 

The ratings affirmation on GPE and its subsidiaries reflects our view that the 
Westar acquisition will enhance GPE's business risk profile given that 
Westar's operations also consist of regulated electric utilities that benefit 
from operations under a generally constructive regulatory framework and 
service territories with average customer growth. 

The outlook revision to negative reflects our view that GPE's financial risk 
profile will weaken due to the proposed financing, pressuring GPE's overall 
credit profile for the next few years. We expect that after the acquisition 
closes, the combined entity's financial profile will strengthen mainly due to 
ongoing regulatory recovery of costs such that funds from operations (FFO) to 
total debt is consistently above 13%. In addition to assuming Westar's debt, 
GPE plans to fund the acquisition price of about $8.6 billion with common 
equity, mandatory convertible preferred stock, Great Plains common stock, and 
debt. 
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Research Update: Great Plains Energy Inc. Ratings Affirmed, Outlook Revised To Negative On Proposed 
Acquisition Of Westar Energy 

We view GPE's business risk as excellent, which incorporates the very low risk 
of a regulated utility focused on U.S. operations and markets. In addition, 
the business risk profile reflects a competitive position based on utility 
subsidiaries KCP&L, which serves about 527,000 electricity customers -in and 
around Kansas City and its suburbs, and GMO, which serves about 300,000 
electricity customers in western Missouri. The company operates with generally 
supportive regulation, a mainly residential customer base that supports cash 
flow stability good operating efficiency, and an absence of competition. 
Riders and mechanisms exist for the recovery of fuel costs, transmission 
charges, and energy-efficiency costs. GPE continues to focus on a regulated 
business strategy in pursuing similarly regulated Westar. 

Prospectively, the combined entity would have more diverse electric utility 
cash flow sources, strengthening the excellent business risk profile. GPE's 
customer mix would shift from being about three-quarters in Missouri before 
the Westar transaction to about 40% after the closing, with Kansas customers 
making up the difference. The customer base would be further bolstered with an 
almost doubling of customers, which would mitigate exposure to any one 
industry, and would boost the base level of usage from the combined 1.55 
million largely residential and commercial customers. GPE's stand-alone rate 
base mix would shift from about 65% in Missouri and 30% in Kansas, with the 
remainder under Federal Energy Regulatory Commission (FERC) jurisdiction, to 
55% Kansas, 32% Missouri, and the remainder under FERC regulation. 

Based on the medial volatility financial ratio benchmarks, our assessment of 
GPE's financial risk profile is within the middle of benchmark ratios for an 
assessment of significant. We expect these financial measures to weaken 
considerably when the merger closes. Under our pro forma scenario, following 
the completion of the Westar acquisition, we would expect FFO to debt of 
between 12% and 13% and that would subsequently strengthen, resulting in FFO 
to total debt of more than 14% after 2018. 

Liquidity 
GPE has an adequate liquidity assessment because we believe the company's 
liquidity sources are likely to cover uses by more than 1.lx over the next 12 
months and to meet cash outflows, even with a 10% decline in EBITDA. The 
adequate assessment also reflects the company's generally prudent risk 
management, sound relationships with banks, and a generally satisfactory 
standing in credit markets. 

There are modest debt maturities over the next three years, with $380 million 
due in 2017. We expect the company to refinance those given its satisfactory 
credit-market standing. 

Principal Liquidity Sources 
• Cash of about $10 million in 2016. 
• We estimate FFO of about $800 million in 2016. 
•Revolving credit facility availability of an estimated $1.25 billion in 
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Research Update: Great Plains Energy Inc. Ratings Affirmed, Outlook Revised To Negative On Proposed 
Acquisition Of Westar Energy 

Principal Liquidity Uses 
• Capital spending of roughly $750 million expected in 2016. 
• Dividends of about $175 million in 2016. 
• Debt maturities, including outstanding commercial paper, of about $400 

million in 2016. 
• $174 million of outstanding letters of credit that back up variable-rate 

bonds due in 2018. 

Other Credit Considerations 

The ratings on GPE include a one-notch negative adjustment for comparable 
rating analysis. This adjustment accounts for an excellent business risk 
profile assessment that includes partial ownership of a single nuclear 
facility that has had operational issues and exposure to somewhat 
less-credit-supportive regulation in Missouri. Moreover, when the acquisition 
is complete, and in the first year, the core financial ratio of FFO to total 
debt is nearer the higher end of the aggressive benchmark range. We expect 
financial measures to strengthen modestly within the significant range, but 
remain well below the midpoint of this range. 

Group Influence 

We base our ratings on GPE on the consolidated group credit profile and 
application of our group ratings methodology. We consider GPE as the parent of 
the group with members KCP&L and GMO. We assess both operating utilities as 
core subsidiaries of GPE, reflecting our view that KCP&L and GMO are highly 
unlikely to be sold and have a strong long-term commitment from senior 
management. There are no meaningful insulation measures in place that protect 
KCP&L and GMO from their parent and therefore, KCP&L's and GMO's issuer credit 
ratings are in line with GPE's group credit profile of 'bbb+'. 

We would consider operating utility Westar and its subsidiary Kansas Gas & 
Electric Co. (KG&E). as core entities of the GPE group. We believe the 
integrated electric utilities would be integral to GPE's long-term strategy 
and, therefore, the issuer credit ratings of Westar and KG&E would be in line 
with GPE's 'bbb+' group credit profile. 

Outlook 

The negative outlook on GPE and its subsidiaries reflects the potential for 
lower ratings if GPE's financial risk profile, which will deteriorate due to 
the financing used in the acquisition, does not improve after the transaction 
closes such that FFO to total debt is well over 13% after 2018. 
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Research Update: Great Plains Energy Inc. Ratings Affirmed, Outlook Revised To Negative On Proposed 
Acquisition Of Westar Energy 

Downside scenario 
We could lower ratings on GPE and its subsidiaries if GPE's financial risk 
profile remains weak after the merger such that FFO to total debt is 
consistently below 13%. This could occur if the transaction is funded 
disproportionately with debt or if capital spending increases materially while 
investment recovery lags. 

Upside scenario 
We could affirm the ratings on GPE after the merger closes if the combined 
company demonstrates that it can achieve FFO to total debt of over 13% after 
2018. 

Ratings Score Snapshot 

Corporate Credit Rating: BBB+/Negative/A-2 

Business risk: Excellent 
• Country risk: Very low 
• Industry risk: Very low 
• Competitive position: Strong 

Financial risk: Significant 
• Cash flow/Leverage: Significant 

Anchor: a-

Modifiers 
• Diversification/Portfolio effect: Neutral (no impact) 
• Capital structure: Neutral (no impact) 
• Financial policy: Neutral (no impact) 
• Liquidity: Adequate (no impact) 
• Management and governance: Satisfactory (no impact) 
• Comparable rating analysis: Negative (-1 notch) 

Stand-alone credit profile: bbb+ 
• Group credit profile: bbb+ 

Issue Ratings 

We rate the senior unsecured debt at GPE one notch lower than the issuer 
credit rating because priority liabilities, including operating utility debt, 
exceed 20% of total assets. We rate the preferred stock two notches below the 
issuer credit rating to reflect the discretionary nature of the dividend and 
the deeply subordinated claim if a bankruptcy occurs. The short-term rating is 
'A-2', based on the company's issuer credit rating in our assessment of its 
liquidity as at least adequate. 
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Research Update: Great Plains Energy Inc. Ratings Affirmed, Outlook Revised To Negative On Proposed 
Acquisition Of Westar Energy 

Related Criteria And Research 

Related Criteria 
• Methodology And Assumptions: Liquidity Descriptors For Global Corporate 

Issuers, Dec. 16, 2014 
• Utilities: Collateral Coverage And Issue Notching Rules For '1+' And '1' 

Recovery Ratings On Senior Bonds Secured By Utility Real Property, Feb. 
14, 2013 

• Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013 
• Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013 
• Methodology: Industry Risk, Nov. 19, 2013 
• Group Rating Methodology, Nov. 19, 2013 
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• Utilities: Notching Of U.S. Investment-Grade Investor-Owned Utility 

Unsecured Debt Now Better Reflects Anticipated Absolute Recovery, Nov. 
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• 2008 Corporate Criteria: Rating Each Issue, April 15, 2008 

Ratings List 

Ratings Affirmed; Outlook Revised 
To From 

Great Plains Energy Inc. 
Kansas City Power & Light Co. 
Corporate Credit Rating BBB+/Negative/A-2 BBB+/Stable/A-2 

KCP&L Greater Missouri Operations Co. 
Corporate Credit Rating BBB+/Negative/--

Issue Ratings Affirmed 
Great Plains Energy Inc. 
Senior Unsecured 
Pref erred Stock 

KCP&L Greater Missouri Operations 
Senior Unsecured 
Commercial Paper 

Kansas City Power & Light Co. 
Senior Secured 
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BBB 
BBB-

Co. 
BBB+ 
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Research Update: Great Plains Energy Inc. Ratings Affirmed, Outlook Revised To Negative On Proposed 
Acquisition Of Westar Energy 

Recovery Rating 
Senior Unsecured 
Commercial Paper 

1+ 
BBB+ 

A-2 

Certain terms used in this report, particularly certain adjectives used to 
express our view on rating relevant factors, have specific meanings ascribed 
to them in our criteria, and should therefore be read in conjunction with such 
criteria. Please see Ratings Criteria at www.standardandpoors.com for further 
information. Complete ratings information is available to subscribers of 
RatingsDirect at www.globalcreditportal.com and at www.spcapitaliq.com. All 
ratings affected by this rating action can be found on the S&P Global Ratings 
public website at www.standardandpoors.com. Use the Ratings search box located 
in the left column. 
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Summary: 

Kansas City Power & Light Co. 

Business Risk: EXCELLENT 

CORPORATE CREDIT RATING 

Vulnerable Excellent a-·.··· .. ·············· ·a-···· ................... a-

Financial Risk: SIGNIFICANT BBB+/Negative/ A-2 

Highly leveraged Minimal 

Anchor Modifiers Group/Gov't 

Rationale 

• Regulated electric utility Kansas City Power & Light 

Co. (KCP&L) provides electricity in the greater 

Kansas City, Mo. metropolitan area. 

• Relatively stable cash flows come from regulated 

electric operations. 

• The regulatory framework in Kansas and Missouri is 

generally supportive. 

WWW,STANDARDANDPOORS,COM 

• Capital spending is declining. 

• We expect financial measures to strengthen within 

the significant financial risk profile assessment. 

• The company is committed to credit quality and 

maintaining a balanced capital structure. 
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Summary: Kansas City Power & Light Co. 

The outlook on KCP&L reflects the outlook on parent Great Plains Energy Inc. (GPE). The negative outlook on 

GPE and its subsidiaries reflects the potential for lower ratings if GP E's financial risk profile, which will deteriorate 

due to the financing used in the proposed acquisition of Westar Energy Inc., does not improve after the transaction 

closes such that funds from operations (FFO) to total debt is well over 13% after 2018. 

Downside scenario 
We could lower ratings on GPE and its subsidiaries if GPE's financial risk profile remains weak after the merger 

such that FFO to total debt is consistently below 13%. This could occur if the company funds the transaction 

disproportionately with debt or if capital spending increases materially while investment recovery lags. 

Upside scenario 
We could affirm the ratings on GPE after the merger closes if the combined company demonstrates that it can 

achieve FFO to total debt of more than 13% after 2018. 

Standard & Poor's Base-Case Scenario 

Assumptions 

• Economic conditions in the company's service 

territory continue to improve incrementally, 

resulting in improving cash flow measures. 

• Mid-single digit EBITDA growth rate over the 

forecast period. 

• Adequate regulatory outcomes in Kansas and 

Missouri. 

• Current rate surcharges are retained. 

Business Risk: Excellent 

Key Metrics 

2015A 2016E 2017E 

FFO/total debt(%) 17.4 17.0-18.8 17.5-19.0 

Debt/EBITDA (x) 4.7 4.0-4.5 4.0-4.5 

OCF/debt (%) 16.1 18.0-19.5 17.0-18.5 

Note: Data represent S&P Global Ratings' adjusted 

figures. A--Actual. E--Estimate. FFO--Funds from 

operations. OCF--Operating cash flow. 

We base our assessment of KCP&L's business risk profile on what we view as the company's strong competitive 

position, very low industry risk stemming from the regulated utility industry, and the very low country risk stemming 

from the utility's U.S.-based operations. KCP&L's competitive position reflects the company's fully regulated integrated 

electric utility operations and our expectation for continued solid operational performance and generally 

credit-supportive regulation. The utility serves about 527,000 retail customers mainly in the greater Kansas City 

metropolitan area. The competitive position is also supported by an economically healthy service territory centered on 

a single metropolit1m area with little industrial concentration, solid nuclear power operations, very low fuel costs, and 

lower electric rates. These attributes are partially offset by nuclear risks associated with the 4 7%-owned Wolf Creek 
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Summary: Kansas City Power & Light Co. 

station. The utility now operates with generally supportive regulation, cash flow stability from its customer base, and 

no competition. 

Financial Risk: Significant 

Based on our medial volatility financial ratio benchmarks, our assessment of KCP&L's financial risk profile is 

significant, reflecting the vertically integrated utility model and the recurring cash flow from selling electricity. As a 

utility, capital spending is ongoing for maintenance and for new projects. Recovery of these costs through rates has 

generally been supportive. We expect discretionary cash flow to turn positive over the next two years due to declining 

capital spending. Under our base case forecast, we expect FFO to total debt of about 18% to 19% and operating cash 

flow to debt to average about 18%, within the significant category. 

Liquidity: Adequate 

KCP&L has adequate liquidity. We believe the company's liquidity sources are likely to cover uses by more than 1.lx 

over the next 12 months and to meet cash outflows, even with a 10% decline in EBITDA. 

There are modest debt maturities over the next three years, with the next material maturity of $281 million in 2017. 

We expect the company to refinance these given its satisfactory standing in the credit markets. 

.. 
• We estimate FFO of about $570 million. 

• Revolving credit facility availability at an estimated 

$600 million. 

Other Credit Considerations 

Principal LiquiHity Uses 

• Capital spending of roughly $500 million. 

• Dividends of about $80 million. 

• Short-term borrowings of about $195 million. 

• $170 million of outstanding letters of credit that back 

up variable-rate bonds due in 2018. 

Our assessments of modifiers result in no further changes to the anchor score. 

Group Influence 

Under our group rating methodology, we assess KCP&L to be a core subsidiary of GPE, reflecting our view that 

KCP&L is highly unlikely to be sold and has a strong long-term commitment from senior management. There are no 

meaningful insulation measures in place that protect KCP&L from its parent and, therefore, KCP&L's issuer credit 

rating is in line with GPE's group credit profile of 'bbb+'. 
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Ratings Score Snapshot 

Corporate Credit Rating 

BBB+/Negative/ A-2 

Business risk: Excellent 

• Country risk: Very low 

• Industry risk: Very low 

• Competitive position: Strong 

Financial risk: Significant 

• Cash flow /Leverage: Significant 

Anchor: a-

Modifiers 

• Diversification/Portfolio effect: Neutral (no impact) 

• Capital structure: Neutral (no impact) 

• Financial policy: Neutral (no impact) 

• Liquidity: Adequate (no impact) 

• Management and governance: Satisfactory (no impact) 

• Comparable rating analysis: Neutral (no impact) 

Stand-alone credit profile : a-

• Group credit profile: bbb+ 

• Entity status within group: Core (-1 notch from SACP) 

Recovery Analysis/Issue Ratings 

Summary: Kansas City Power & Light Co. 

• KCP&L's first mortgage bonds benefit from a first-priority lien on substantially all of the utility's real property owned 

or subsequently acquired. Collateral coverage of more than 1.5x supports a recovery rating of'1 +'and an issue 

rating two notches above the issuer credit rating. 

• We rate KCP&L's senior unsecured debt the same as the issuer credit rating. 

• The short-term rating on KCP&L is 'A-2' based on the company's issuer credit rating and our assessment of its 

liquidity as at least adequate. 

Related Criteria And Research 

Related Criteria 
• Methodology And Assumptions: Liquidity Descriptors For Global Corporate Issuers, Dec. 16, 2014 

• Key Credit Factors For The Regulated Utilities Industry, Nov. 19, 2013 
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Summary: Kansas City Power & Light Co. 

• General Criteria: Group Rating Methodology, Nov. 19, 2013 

• General Criteria: Methodology: Industry Risk, Nov. 19, 2013 

• Corporate Methodology, Nov. 19, 2013 

• Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013 

• Methodology For Linking Short-Term And Long-Term Ratings For Corporate, Insurance, And Sovereign Issuers, 

May 7, 2013 

• Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers, Nov. 13, 2012 

• General Criteria: Stand-Alone Credit Profiles: One Component Of A Rating, Oct. 1, 2010 

• Notching Of U.S. Investment-Grade Investor-Owned Utility Unsecured Debt Now Better Reflects Anticipated 

Absolute Recovery, Nov. 10, 2008 

• 2008 Corporate Criteria: Rating Each Issue, April 15, 2008 

Business And Financial Risk Matrix 

Financial Risk Profile 

Business Risk Profile Minimal Modest Intermediate Significant Aggressive Highly leveraged 

I Excellent aaa/aa+ aa a+/a a· bbb bbb-/bb+ 

Strong aa/aa- a+/a a-/bbb+ bbb bb+ bb 

Satisfactory a/a- bbb+ bbb/bbb- bbb-/bb+ bb b+ 

Fair bbb/bbb- bbb- bb+ bb bb- b 

Weak bb+ bb+ bb bb- b+ bib-

Vulnerable bb- bb- bb-/b+ b+ b b-
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Great Plains Energy Incorporated 
A Midwest Utility Holding Company 

Summary Rating Rationale 
The Great Plains Energy Inc. (GPE; Baa2, ratings under review down) credit profile is mainly 
driven by the regulatory support for its two primary operating subsidiaries, Kansas City Power 
& Light Company (KCPL, Baa1 stable, P-2) and KCP&L Greater Missouri Operations Company 
(GMO, Baa2 stable, P-2). These utility subsidiaries are regulated by the Missouri Public 
Service Commission (MPSC), the Kansas Corporation Commission (KCC) and the Federal 
Energy Regulatory Commission (FERC), with roughly two-thirds of consolidated cash flow 
generated in Missouri. 

GP E's ratings also reflect its consolidated financial profile, which includes a ratio of cash flow 
from operations before changes in working capital (CFO pre-WC) to debt in the high-teen's 
range (i.e., 17% for the latest twelve months ended March 2016). Prior to the announcement 
about GP E's intent to buy Westar Energy Inc. (Westar; Baa1 stable), we had been expecting 
a slow and steady improvement to Great Plains' cash flows and debt, to where the ratio was 
getting into the 20% range over the course of 2016-2018. 

Recent Events 
On 31 May, GP E's ratings were placed on review for possible downgrade, following its 
announced intention to acquire Westar Energy for a total transaction value of over $12 
billion, including the assumption of around $4 billion of expected Westar debt. GPE expects 
to finance the equity portion of the purchase price with a significant amount (i.e., $4.4 
billion) of holding company debt, a material credit negative. The remainder will likely be 
financed with a combination of common equity and equity-like hybrid securities. 

Together, we see the additional leverage and new capital structure complexity reducing 
financial flexibility across the entire corporate family. At transaction close, GPE's ratio of 
parent holding company debt to consolidated debt will rise to 35%, from roughly 2% as of 
March 31, 2016, assuming the company's equity and hybrid issuances go according to plan. 

.................. ' ....... · ······ .............. ········· ........................... ' ............................... ······ ....... . 
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Exhibit 1 
Pre-M&A Pro-Forma 

Great Plains Energy Inc. plus Westar 
Great Plains Energy Inc. Westar Energy Energy 

Total Rate Base $ 6,526 $ 6,300 $ 12,826 

Acquisition Debt 

Reported Debt $ 4,155 $ 3,581 
Total Debt I Current Rate Base 64% 64% 
Holdco Debt I Reported Debt 2% 0% 

CFO I Adjusted Debt 16% 18% 

Source: Company presentations and Moody's Investors Service 

Credit Strengths 

» Rate regulated utility operations in generally supportive regulatory environments 

» Reduced capex and future rate cases will improve utility cash flow 

» R_egulatory diversity is more balanced with Westar merger 

Credit Challenges 

» Westar acquisition funding will result in a weak financial profile through 2020 

$ 7,736 
60% 

1% 

17% 

» Management's aggressive financial policies leave no flexibility for unforeseen challenges, at an investment grade level 

Rating Outlook 

$12,826 

$ 4,417 

$ 12,552 
98% 
35% 

13% 

GP E's ratings are under review for downgrade due to the pending acquisition of Westar. It is expected that a one notch downgrade to 
Baa3 will occur at the consummation of the merger. 

Factors that Could Lead to an Upgrade 
It is highly unlikely that GPE's ratings will be upgraded, or remain at the current Baa2 level. 

Factors that Could Lead to a Downgrade 
The review for downgrade is expected to result in a one-notch downgrade, leaving GPE investment grade. We see a strong investment 
grade floor, but ratings could be downgraded below investment grade if the ratio of holding company debt to consolidated debt 
rose higher than the 35% level we are expecting post-close. Ratings could also be downgraded if a more contentious regulatory 
environment developed in its principal jurisdictions. 

Given the significantly weakened financial position at close (e.g., 13% CFO pre-WC to debt), the rating could be downgraded to 
speculative grade if anticipated financial improvements are jeopardized. If the ratio of CFO to debt were between 10% and 13% for 
a sustainable period, ratings could be downgraded below the investment grade threshold. This could occur from any combination 
of circumstances, including: waning regulatory supportiveness, financially restrictive merger requirements, a stagnant or declining 
economic environment, inability to capture synergies from the Westar acquisition, a change in equity treatment for hybrid securities, or 
operating and/or regulatory challenges at the Wolf Creek nuclear generating station. 

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on 
www.moodys.com for the most updated credit rating action information and rating history. 
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Key Indicators 

Exhibit 2 

KEY INDICATORS [1] 

Great Plains Energy Incorporated 

3/31/2016(L) 12/31/2015 12/31/2014 

CFO pre-WC+ Interest/ Interest 4.6x 4.5x 4.4x 

CFO pre-WC I Debt 17.0% 16.5% 16.1% 

CFO pre-WC- Dividends I Debt 13.7% 13.2% 13.0% 

Debt I Capitalization 49.6% 49.2% 49.5% 

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. 
Source: Moody's Investors Service 

Detailed Rating Considerations 
GPE'S BELOW-AVERAGE REGULATORY SUPPORT WOULD BENEFIT FROM MERGER 

12/31/2013 12/31/2012 

4.2x 3.8x 

17.7% 15.8% 

14.5% 12.9% 

48.7% 50.8% 

GPE's Missouri jurisdiction accounts for over half of GPE's total rate base; thus we place greater weighting on Missouri in our 
regulatory risk and credit assessment. We view Missouri's regulatory environment as less credit supportive compared to the regulatory 
environment in Kansas. Electric utilities in Missouri rely more on traditional rate cases and there are a more limited number of 
adjustment mechanisms for cost recovery, often resulting in longer regulatory lag and the propensity to under-earn its allowed level of 
ROE. 

In general, we view the regulatory environment in Kansas to be relatively more constructive compared to Missouri's. Kansas allows 
for various riders and tracking mechanisms as well as abbreviated rate case filings, shortening regulatory lag. We believe the use of 
abbreviated rate cases provides greater transparency in the recovery of the company's investment costs. In addition, the ability of the 
company to update its rate base prior to filing a general rate case is credit positive. 

However, we believe the regulatory environment in Kansas might be becoming less credit supportive based on recent regulatory 
developments and rhetoric in the most recent electric rate cases, including low allowed ROE's compared to industry averages and KCC 
challenges to the FERC, which have lowerd ROE levels for transmission investment recovery. 

IMPROVING UTILITY CREDIT PROFILES, INCLUDING THAT OF WESTAR 

Underpinning the strength of the post-merger holding company, is an expectation for improved financial performance of each utility 
subsidiary. This improvement is driven by the conclusion of extensive environmental capital plans, which have been in progress for the 
past several years, as each utility has prepared to meet Federal emissions standards, such as Mercury Air Toxic Standards (MATS). 

For example, KCPL and GMO each have multiple rate case filings scheduled for the next few years. Our expectation is that these 
collective investments will be fully incorporated into rate base, earning allowed returns, over the near-term. These investments, 
including capital expenditures for new wind generation at Westar, customer information system advancement at Great Plains, and 
general infrastructure improvements across all systems, will contribute significant amounts of cash flow through 2020. This, coupled 
with the reduction of environmental capex could result in positive free cash flow at the consolidated level - a rarity for utility holding 
companies and a significant credit positive. 

That said, in any acquisition scenario, there is a potential for regulatory intervention to result in customer credits, rate freezes and/ 
or a more contentious regulatory relationship post-transaction. Should any of these circumstances arise for KCPL, GMO or Westar, 
the future cash flow production of GPE would be harmed and the financial improvements that we are currently anticipating could be 
jeopardized - a significant credit negative. 
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ACQUISITION DEBT OUTWEIGHS SIZE AND DEVERSIFICATION BENEFIT 

The acquisition of Westar will enhance the business profile of Great Plains in many ways, including: increased size, scale and scope; 
operating cost synergies due to a contiguous service territory; core competency in managing Missouri and Kansas regulatory and 
political environments; and the addition of $1.2 billion of FERC regulated transmission rate base. 

That said, the general business mix of the company remains unchanged. That is, GPE will still be a vertically integrated electric 
utility based in the states of Kansas and Missouri, with a smaller portion of FERC transmission investments. Therefore, we regard 
the transaction as positive and scale-enhancing, but not transformative and de-risking in the respect that it can offset a material 
degradation to financial metrics. 

Therefore, the 13% CFO pre-WC to debt that we expect to be generated from the consolidated company positions GPE as a weak Baa3 
holding company. Furthermore, we are incorporating continual, year-over-year, cash flow improvement into our current view of the 
company, due to ongoing rate cases and significantly reduced capex; therefore, any unforeseen headwinds for this trend could result in 
further deterioration to the credit profile and rating of the company. 

Liquidity Analysis 
GP E's current liquidity position is strong due to the declining capex profile and improving cash flow from operations. For example, 
through LTM 1Q16, the company produced $824 million of cash flow from operations, compared to $609 million of capex and $158 
million in dividends, resulting in $57 million of free cash flow. We expect similar results over the next twelve months excluding any 
merger financing. 

GP E's revolving credit facility of $200 million expires in October 2019. As of March 31, 2016 there was $15 million outstanding under 
the facility, leaving $185 million available for borrowing. The terms of this credit facility permit transfers of unused commitments 
between GPE's facility and the facilities of GPE's major subsidiaries with the total amount not exceeding $400 million at any one time. 
A default by GPE or its subsidiaries on any other indebtedness higher than $50 million is considered a default under this facility. The 
terms of this facility also require that GPE maintain maximum total debt to capitalization not exceed 65%. At March 2016, GPE was in 
compliance with this covenant. 

KCPL has a $600 million revolving credit facility, expiring in October 2019. At March 31, 2016, KCPL had $85.8 million of commercial 
paper outstanding and $2.8 million of letters of credit issued. It did not have any cash borrowings under this facility. The terms of this 
credit facility permit GPE and KCPL to transfer up to $200 million of unused facilities between GPE and GPE's subsidiaries. Also, a 
default by KCPL on any other indebtedness higher than $50 million is considered a default under this facility. KCPL was in compliance 
with the covenant at March 31, 2016. 

GMO has a $450 million revolving credit facility, expiring in October 2019. At March 31, 2016, GMO had $202.5 million of commercial 
paper outstanding and $2.2 million of letters of credit issued. It did not have any cash borrowings under this facility. GMO's credit 
facility has the same covenants as KCPL's credit facility and GMO was in compliance with the covenant at March 31, 2016. 

Profile 
Great Plains Energy Inc. (GPE; Baa2, ratings under review down) is a utility holding company with operations in Kansas and Missouri 
through Kansas City Power & Light Company (KCPL, Baa1 stable, P-2) and KCP&L Greater Missouri Operations Company (GMO, Baa2 
stable, P-2). 

Together, KCPL and GMO serve 838,400 customers located in western Missouri and eastern Kansas. KCPL is the larger utility and the 
primary source of earnings and cash flow for GPE. KCPL contributed approximately 70% of consolidated net income and cash flow over 
the past three years. 

Transource Energy LLC (Transource) is a joint-venture transmission company that GPE owns 13.5% of through GPE Transmission 
Holding Company. 
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Rating Methodology and Scorecard Factors 

Exhibit3 

Rating Factors 

Great Plains Energy Incorporated 

Regulated Electric and Gas Utilities Industry Grid [1][2] 

Factor 1 : Regulatory Framework (25%) 

a) Legislative and judicial Underpinnings of the Regulatory Framework 

b) Consistency and Predictability of Regulation 

Factor 2 : Ability to Recover Costs and Earn Returns (25%) 

a) Timeliness of Recovery of Operating and Capital Costs 

b) Sufficiency of Rates and Returns 

Factor 3 : Diversification (10%) 

a) Market Position 

b) Generation and Fuel Diversity 

Factor 4: Financial Strength (40%) 

a) CFO pre-WC+ Interest/ Interest (3 Year Avg) 

b) CFO pre-WC I Debt (3 Year Avg) 

c) CFO pre-WC- Dividends I Debt (3 Year Avg) 

d) Debt I Capitalization (3 Year Avg) 

Rating: 

Grid-Indicated Rating Before Notching Adjustment 

Holdco Structural Subordination Notching 

a) Indicated Rating from Grid 

b) Actual Rating Assigned 

Current 
LTM 3/31/2016 

Measure Score 

A A 

A A 

Baa Baa 

Ba Ba 

Baa Baa 

Ba Ba 

4,Sx Baa 

16.7% Baa 

13.5% Baa 

49.7% Baa 

Baa2 

-1 -1 

Baa3 

[1] All ratios are based on 'Adjusted' financial data and incorporate Moody's Global Standard Adjustments for Non-Financial Corporations. 
[2] As of 3/31/2016(L) 

Moody's 12-18 Month Forward View 
As of Date Published [3] 

Measure Score 

A A 

A A 

A A 

Baa Baa 

Baa Baa 

Ba Ba 

3x-4x Baa 

13%-15% Baa 

10%-12% Baa 

60%-64% Ba 

Baa1 

-2 -2 

Baa3 

Baa2 

[3] This represents Moody's forward view; not the view of the issuer; and unless noted in the text, does not incorporate significant acquisitions and divestitures. 
Source: Moody's Investors Service 
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KEY METRICS: 

Great Plains Energy, Inc 
LTM 12/31/2015 12/31/2014 
1Q16 

CFO pre-WC/ 17.0% 16.5% 16.1% 
Debt 

CFO pre-WC 13.7% 13.2% 13.0% 
- Dividends I 
Debt 

Westar Energy, Inc 
LTM 12/31/2015 12/31/2014 
1Q16 

CFO pre-WC/ 22.6% 21.6% 20.6% 
Debt 

CFO pre-WC 17.9% 17.0% 16.5% 
- Dividends/ 
Debt 

Source: Moody's Investors Service 
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Great Plains Energy Incorporated 
FAQ: Great Plains' Acquisition of Westar 

Great Plains Energy lnc.'s (Baa2 ratings under review down) proposed $12.2 billion acquisition 
of Westar Energy Inc. (Baal stable) will triple Great Plains' debt. We think the use of leverage 
is indicative of management's higher tolerance for financial risk. For these reasons, among 
others, we placed Great Plains' rating on review for downgrade. In this report, we answer 
questions about the impact of the announced deal on Great Plains' credit profile. 

» What is the main risk to Great Plains' investment-grade credit profile? Regulatory 
contentiousness that results in stagnant financial performance is the biggest risk for the 
investment-grade credit profile. Great Plains will need to secure regulatory approvals and 
maintain sufficient regulatory support for its three utility subsidiaries. 

» Why do you think regulators will approve the transaction? We believe that 
regulators will approve the deal because the rationale behind regulated utility 
consolidation - that is, spreading fixed costs across a larger asset base - makes sense. We 
believe regulators will approve the deal based on precedent transactions, but not before 
requiring committed customer benefits upfront. 

» How is the creditworthiness of the operating companies affected? At this time, 
the transaction does not affect the credit of Kansas City Power & Light Co. (KCPL, 
Baal stable), KCP&L Greater Missouri Operations Co. (GMO, Baa2 stable), or Westar. 
However, the deal constrains their chances for a rating upgrade because the holding 
company leverage affects the consolidated corporate family. 

» How does the financing compare with other large utility deals? The deal is highly 
leveraged, to be sure, with the ratio of holding-company debt to consolidated debt 
rising to 35% from 2%. By other measures, such as debt to rate base, however, the deal 
appears to be more in-line with recent transactions. 

» Why is Wolf Creek a big risk factor? Wolf Creek provides an element of asset 
concentration risk, as a single-reactor nuclear plant that represents a large component of 
rate base. A significant operating problem at Wolf Creek could trigger large, unexpected 
demands on liquidity. 
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Frequently Asked Questions 
Great Plains Energy lnc.'s proposed $12.2 billion acquisition of Westar Energy Inc. will double Great Plains' assets, but it will also triple 
Great Plains' reported debt from $4.2 billion today to over $13.2 billion at transaction close. 

Under the terms of the proposed deal, Great Plains will assume about $4 billion of Westar debt and expects to finance the remainder 
with additional debt and a mix of common and preferred stock. We see roughly $4.4 billion in new acquisition debt as a significant 
credit negative. Great Plains' ratio of holding-company debt to consolidated debt will jump to 35% from 2%. 

We placed Great Plains' debt rating of Baa2 on review for downgrade on 31 May. In this report, we will answer questions about the 
impact of the announced deal on the holding company's investment-grade credit profile. 

What is the main risk to Great Plains investment-grade credit profile? 
The biggest risk to Great Plains' investment grade profile is regulatory contentiousness. Great Plains needs healthy relationships with its 
regulators in order to achieve the cash flow improvements necessary to keep its investment-grade rating. 

On a combined basis, Great Plains and Westar's CFO-to-debt ratio was about 18% for the 12 months ended March (see table). 
Following the proposed merger, the ratio would fall to just under 12%. Great Plains could fall into the speculative-grade rating category 
if consolidated cash flow from operations (CFO) to debt remains between 10% and 13% in the years following the closing of the deal. 

With more than $13 billion of pro form a debt after the merger, S 500 million to $600 million of additional annual cash flow would be 
needed in order for the CFO-to-debt ratio to rise back into the mid-teens range by 2020. We think this financial metric threshold is 
achievable, and is a principal factor supporting an investment-grade credit profile. 

We think Great Plains will achieve this increase in cash flow through a mix of cost savings and tax relief, including bonus depreciation 
(at least through 2020), as well as net operating loss carry-forwards. Regulatory support is just as important, through revenue increases 
by way of rate cases and other timely cost recoveries. Great Plains' management has highlighted a series of upcoming rate cases for 
each utility (including those already filed by GMO and KCPL), which lends a high degree of visibility into the prospects for improving 
the ratio of cash flow to debt above 12%. 

Exhibit 1 

Cash flow to Debt Ratios, Before and After the Acquisition 

LTM 1Q 2016 

Great Plains CFO 

Westar CFO 

Total CFO 

Before Acquisition (as of March 31, 2016) 

Great Plains Debt 

Westar Debt 

Total Debt 

Total CFO I Total Debt 

After Acquisition (Illustrative) 

Acquisition Debt 

Great Plains+ Westar Debt 

Pro Forma Debt 

Total CFO I Pro Forma Debt 

Source: Great Plains Energy, Westar Energy, Moody's Investors Service 

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab 011 the Issuer/entity page on 
www.moodys.com for the most updated credit rating action information and rating history. 

$824 

$770 

$1,594 

$4,778 

$4,071 

$8,849 

18% 

$4,400 

$8,849 

$13,249 

12% 
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Why do you think regulators will approve the transaction? 
We believe regulators will approve the combination because the reasoning behind spreading fixed costs across a larger asset base 
makes sense for all stakeholders. We also believe that regulators will approve the transaction based on prior approvals, such as when 
Kansas allowed Great Plains and Black Hills Corp. (Baa1 negative) to divide the assets of Aquila Inc. within the state. 

Several regulatory approvals are needed to close the merger, including from the Kansas Corporation Commission (Kee), the Federal 
Energy Regulatory Commission and the Nuclear Regulatory Commission, among others. Although not immediately cited by 
management as a key regulatory approval, the Missouri Public Service Commission (MPSc) has taken steps to review the transaction, 
which could lengthen the approval process and introduce additional upfront costs. 

To-date, the MPSC has granted its staff's request to investigate the transaction's impact to Missouri customers, as well as opened 
a more general proceeding on revising electric utility regulation within the state. We see these developments as added regulatory 
intervention that could complicate the acquisition process for Great Plains. The staff investigation, in particular, underscores our view 
that the relationship between Great Plains and Missouri regulators is more challenging than the average utility-regulator relationship. 

We also believe that regulators will require upfront customer benefits (e.g., customer rate relief and/or investments in the system) as 
part of its approval stipulations. 

Merger approval requirements have come in many forms, including customer rebates, rate freezes and deferred cost recovery 
on certain items. The implementation of ring-fence-type provisions, a continued corporate presence in the state and mandatory 
investments in environmentally friendly programs or in infrastructure upgrades are also possible. 

Also, Kansas is a "net benefit state," which means that evidence must be shown that Westar's customers will benefit from the utility 
becoming part of Great Plains. This is a higher hurdle for regulatory approval than a "no harm" standard, where the burden for approval 
is that the target utility customers will not be worse off. 

For these reasons, we think the merger will probably close in about 12 to 18 months, a little later than the company's expectation for 
the second quarter of 2017. 
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Does the transaction affect the credit of the utility operating companies? 
No. For now, the transaction does not affect the credit of Great Plains' two subsidiaries, KCPL (Baa1 stable) and GMO (Baa2 stable), or 
Westar (Baa1 stable). We expect the stand-alone credit profiles for each of the utility subsidiaries to improve over the next two to three 
years. 

The utilities' stand-alone credit improvement will be driven, in part, by the conclusion of extensive environmental capital plans, as each 
utility prepares to meet federal emissions standards. The reduced capital spending will lower debt-financing needs at the same time the 
collective investments will be fully incorporated into the rate base, boosting revenue. 

Exhibit 2 

Great Plains' proforma organizational structure with reported debt figures as of March 2016 

Kansas City Power & Light 
Baa1, Stable 

$2,759 Reported Debt 
Pension Debt:$ 431 
Lease Debt: S 128 

KCP&L Greater Missouri Operations 
Baa2, Stable 

$1,346 Reported Debt 
Pension Debt: -­
Lease Debt: --

Source: Great Plains Energy, Westar Energy, Moody's Investors Service 

Westar Energy 
Baa1, Stable 

$2,3 95 Reported Debt 
Pension Debt: S 311 

Lease Debt: $ 5 6 

Kansas Gas & Electric Company 
Baa1, Stable 

$1,186 Reported Debt 
Pension Debt: $ 85 

Lease Debt:--

That said, Great Plains' two current subsidiaries, along with Westar, will have a more highly leveraged parent after the transaction, 
which will remove the positive overhang of expected financial improvement associated with upcoming rate cases. Because of the 
added holding company leverage, we expect that the utilities will have to pay higher dividends than would otherwise be necessary to 
service Great Plains' debt and shareholder dividends. 

Exhibit 3 shows what we expect in terms of dividend obligations under a business-as-usual scenario (assuming 6% annual dividend 
growth). Currently, we expect that utility dividends are enough to cover Great Plains' debt service and dividend policy. 
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Exhibit 3 

Right now, utility dividends fund about 96% of Great Plains' financial obligations 

KClPL Dividends 

GMO Dividends 

KCPL+ GMO Dividends 
Utilit Dividends 

Great Plains Holdco Dividends 

Great Plains Holdco Debt 
Interest Expense 

Holdco Cash Demands 
(Dividends+ Interest) 
Utility Dividends as a % of 
Holdco Cash Demands 

2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 

100 $ 96 $ 92 72 $ - $ 110 $ 117 $ 124 $ 131 $ 139 

48 $ 48 $ 48 $ 72 $ 1S7 $ SS $ 58 $ 62 $ 66 $ 70 

$ 148 $ 144 $ 140 $ 144 $ 157 $ 165 $ 175 $ 186 $ 197 $ 209 

$ 11S 126 $ 137 146 $ 1S6 $ 16S $ 17S $ 186 $ 197 $ 209 

$ 7 7 $ 7 7 $ 7 $ 7 $ 6 $ s $ s s 

s 122 $ 133 $ 144 $ 1S3 $ 163 $ 172 $ 181 $ 190 $ 201 $ 213 

121% 108% 97% 94% 96% 96% 97% 98% 98% 98% 

Source: Great Plains Energy Inc. and Moody's Investors Service 

Projection Comments 

2/3 of Great Plains Hold Co 
Dividends starting in 2016 

1/3 of Great Plains Hold Co 
Dividends starting in 2016 

6% annual growth 

Assumes $100 million debt 
is re-financed@ 4.5% Jn 
Se tember 2017 

Exhibit 4 includes Westar's annual dividend contribution and debt-service proforma for the acquisition (i.e., new common stock 
dividends, hybrid debt "dividends" and interest expense on the $4.4 billion of added holding-company debt). 

The additional debt-service burden results in utility dividends supporting around 70% of Great Plains' dividends and parent interest 
expense. This gap could be filled with higher dividends paid by the utilities, cost-sharing arrangements or a combination of the two. If 
Great Plains opts to finance its dividends on its own, it would be credit negative for the entire family. 

Exhibit 4 

After the acquisition, utility dividends will fund about 70% of Great Plains' financial obligations 

KCPL Dividends 

GMO Dividends 

Westar Dividends 

KCPL +GMO+ Westar 
(Utility Dividends) 

Great Plains Pro-Forma Holdco 
Dividends 

Great Plains Holdco Debt 
Interest Exp. 

Holdco Cash Demands 
(Dividends+ Interest) 
Utility Dividends a % of 
Holdco Cash Demands 

2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 

$ 100 96 $ 92 $ 72 $ - $ 110 $ 117 124 $ 131 139 

$ 48 $ 48 $ 48 $ 72 $ 1S7 SS $ 58 $ 62 $ 66 $ 70 

$ 140 $ 161 $ 16S $ 173 $ 187 198 $ 210 $ 223 $ 236 $ 2SO 

$ 288 $ 305 $ 30S $ 317 $ 344 $ 364 $ 38S $ 409 $ 433 $ 4S9 

11S $ 126 $ 137 $ 146 $ 1S6 $ 16S $ 17S $ 400 $ 424 $ 449 

7 $ 7 $ 7 $ 7 $ 7 $ 7 $ 4 $ 198 $ 198 $ 198 

$ 122 $ 133 $ 144 $ 1S3 $ 163 $ 172 $ 179 $ S98 $ 622 $ 647 

68% 70% 71% 

Note: We assume that the public hybrid offering is the same size and cost as the private issuance (i.e., $750 million at 7.25%). 
Source: Great Plains Energy Inc., Westar Energy Inc. and Moody's investors Service 

Projection Comments 

6% annual growth 

6% annual growth; 
2018-2020 includes 
dividends on: 
hybrids, acquisition equity 
and stock consideration 
2017: $100 million is retired 
in September 2018: 
$4.4 billion Holdco debt 
issued at 4.5% cou on 
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A sustained increase in utility dividend payout will hurt the utilities' financial ratios, such as the ratio of CFO minus dividends to debt. 
Ratios below 13% for KCPL and Westar, and below 10% for GMO, could pressure their credit profiles. On average, over the last five 
years, KCPL and Westar have adjusted CFO minus dividends to debt of around 14%, while GMO has about 12%. 

Moreover, we believe that if Great Plains requires higher dividends from its utilities, it will concern regulators in Kansas and Missouri 
and could result in some form of ring-fence-type provisions between Great Plains and its regulated subsidiaries, or heightened 
contentiousness in the regulatory relationship. The former could be a credit positive for the utilities - but negative for Great Plains -
while the latter would be a significant negative for the utilities and Great Plains, alike. 

Other risks for the utilities include the following: 

If holding-company leverage increases or interest rates on the holding-company debt are higher than expected. Great Plains' 
proforma holding-company debt as a percentage of consolidated debt will be around 35% after the acquisition, so any increase would 
be a clear credit negative. In other cases, this level of holding-company debt has resulted in ratings differentials, whereby the parent's 
rating is multiple notches below the ratings of its principal operating subsidiaries. 

Any additional holding-company debt would result in declining credit quality across the entire family, since the utilities would shoulder 
the burden of paying even more debt service. 

If regulators require large rebates, or if rate relief is lower than expected. Significant cash outflows to customers or limits to 
future utility rate relief would be materially credit negative, because the expected financial improvement might not materialize. 

Therefore, if Kansas regulators extract sufficient customer benefits that limit Westar's ability to produce a cash-flow-to-debt ratio in 
the high-teens, or below 13% (excluding dividends), on a sustainable basis, it would be a negative development for Westar's credit 
profile. The same would apply to KCPL and GMO if Missouri regulators were to limit their expected cash flow improvement. 

How does the financing compare with other Large utility deals? 
The deal is highly leveraged and concentrated in a single geographic region. The ratio of holding-company debt to consolidated debt is 
rising to 35% from 2%. But measured by debt as a percentage of the rate base, the deal is less aggressive than other recent mergers. 

Exhibit 5 compares the Great Plains-Westar deal with five large deals in the past two years and their respective leverage ratios. In terms 
of holding-company debt to consolidated debt, the Great Plains-Westar deal is about average. But looking at the ratio of debt to the 
rate base, other deals are much more aggressive. 

Exhibit 5 

Great Plains' deal to buy Westar is highly leveraged, but less so than other recent deals 

Acquirer's CFO I Acquirer's Debt I Acqulrer's Holdco Holdco Debt I 
Acquisition Debt I Debt pre- CFO I Debt post- Equity pre- Debt I Equity post- Debt I Consol.Debt Consol.Debt post-
Target Rate Base acquisition acquisition acquisition acquisition pre-acquisition acquisition 

Duke I Piedmont 185% 17% 15% 107% 113% 30% 36% 

Southern I AGL 179% 21% 15% 131% 156% 12% 25% 

Dominion I Questar 110% 16% 16% 229% 235% 47% 48% 

Great Plains I Westar 70% 18% 12% 114% 166% 2% 35%' 

Emera /TECO 70% 16% 12% 96% 220% 19% >45% 

Black Hills I SourceGas 61% 21% 14% 128% 144% 4% 28% 

Notes: See Appendix A for a listing of company ratings and outlooks; EBITDA is as-reported, based on the twelve months prior to announcement; Target Rate Base is the latest reported 
figure, prior to announcement; CFO to Debt is Moody's adjusted; Debt to Equity and Holdco Debt to Consolidated Debt figures are as-reported 
Source: /vfoody's Investors Service 
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Why is Wolf Creek a big risk factor for Great Plains' credit profile? 
Wolf Creek is very expensive to operate and the plant has had some problems in the past. The plant is a 1,200 megawatt single-reactor 
nuclear facility and represents a large component of the rate base, which translates into some asset concentration risk. Therefore, a big 
operating problem at Wolf Creek could trigger large, unexpected demands on liquidity. 

In 2012, Wolf Creek had an unplanned outage due to equipment failure, which resulted in additional costs paid collectively by the Wolf 
Creek owners ( 47% Great Plains; 47% Westar and 6% Kansas Electric Power Cooperative (unrated)). A similar, or more material, event 
in the future could weaken Great Plains credit profile, both from a qualitative risk perspective (i.e., safety and regulatory concerns) and 
from a financial perspective, since it would reduce available liquidity and likely require long-term debt to finance at least a portion of 
the remediation costs. 

Even beyond one-time outage-related costs, unplanned nuclear outages typically result in additional ongoing expenses related to 
improvements for the plant. This could also have lasting impacts on the company's financial profile and require additional cost recovery 
from regulators. 

Following the Nuclear Regulatory Commission's review of Wolf Creek's operations in 2012 and 2013, plant performance has improved 
(see Exhibit 6, below). However, the plant's capacity factor remains below industry averages, which makes it a more costly facility per 
unit of output. 

By way of comparison, the Omaha Public Power District of Nebraska's (Aa2/Aa3, stable) board of directors recently approved 
management's proposal to permanently shut down and decommission its Fort Calhoun nuclear facility 17 years ahead of schedule. 
The decision, based on the long-term value of the nuclear plant, draws into question comparable economics for Wolf Creek, since 
both plants operate in the Southwest Power Pool {SPP) market, where power prices have declined significantly in recent years amid 
competition from wind power. Around-the-dock prices for SPP North and SPP South dropped from about $28 per megawatt-hour 
(MWh) and $37 per MWh in 2014, respectively, to $16 per MWh and $20 per MWh in 20161. 

Exhibit 6 

Wolf Creek's production is improving, but its capacity factor is below the industry norm of 90% 

2011 2012 2013 2014 

Operational Statistics 

2015 

Summer Peak Capacity (MW) 1,175.00 1,175.00 1,175.00 1,175.00 1,175.00 

Winter Peak Capacity (MW) 1,205.00 1,205.00 1,205.00 1,205.00 1,205.00 

Net Generation (MWh) 7,318,888 8,284,924 7,168,301 8,558,384 8,630,178 

Capacity Factor(%) 69% 78% 68% 81% 82% 

Production Costs and Ratios 

Total Production Costs ($MM) $230 $252 $255 $268 $242 

Total Production ($/MWh) $31.46 $30.47 $35.61 $31.35 $28.02 

Source: S&P Global Market Intelligence and Nuclear Energy Institute 
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Appendix A - Ratings and Outlooks for Companies Involved in Recent M&A Activity 
Listed in order of appearance in Exhibit 5 

» Duke Energy Corporation (Baa1 negative) 

» Piedmont Natural Gas Company, Inc. (AZ stable) 

» Dominion Resources Inc. (BaaZ stable) 

» Questar Corp. (P-1 Possible Downgrade) 

» The Southern Company (BaaZ stable) 

» AGL Resources' (unrated) financing subsidiary, AGL Capital Corp., is rated Baa1 stable 

» Emera Inc. (Baa3 stable) 

» TECO Energy Inc. (BaaZ stable) 

» Black Hills Corp. (Baa1 negative) 

» SourceGas LLC (Baa1 stable) 
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Moody's Related Research 

Sector Outlook: 
Credit-Supportive Regulatory Environment Drives Stable Outlook (1008271) 

Sector In-Depths: 
Electric and Gas Utility Deals Bring Benefits. But Higher Leverage Mitigates Impact (1016760) 

M&A Funded by Parent Debt Has Negative Credit Implications (1013580) 

Low Gas Prices and Weak Demand are Masking US Nuclear Plant Reliability Issues (146663) 

Issuer In-Depth: 
Great Plains Energy and Westar Energy: Peer Comparison (1000180) 

Issuer Comment: 
Omaha Public Power District, NE (1028286) 

Credit Opinions: 
Great Plains Energy Incorporated: A Midwest Utility Holding Company (1029643) 

KCP&L Greater Missouri Operations Company: A Regulated Electric Subsidiary of Great Plains Energy Inc. (1029840) 

Kansas City Power & Light Company: A Regulated Electric Subsidiary of Great Plains Energy Inc. (1029844) 

WESTAR ENERGY, INC.: Vertically Integrated Regulated Electric Utility (1029911) 

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this 
report and that more recent reports may be available. All research may not be available to all clients. 

Endnotes 
1 According to S&P Global Market Intelligence data 
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Verification of Response 

J(ansas City Power & Light Company 

DocketNo. 16-KCPE~593·ACQ 

The response to.:t;t:4~41 ~I Data Request# L fiY 
KCP&L, is covered by this Verification of Response: 

, submitted by 

I have read the foregoing Inforination Request(s) and answer(s) thereto and find 
answer(s) to be true, accurate, full and complete, and contain no material 
misrepresentations or omissions to the best of my knowledge and belief; and I will 
disclose to the Commission Staff any matter subsequently discovered which affects the 
accuracy or completeness of the answer(s) to this Information Request(s). 

Date:._~/_0_-_6_-_/_6 ____ _______ 



KCPLKS 
Case Name: 2016 Westar Acquisition 
Case Number: 16-KCPE-593-ACQ 

Response to Bond Ashley InteITogatories - BPU_20161107 
Date of Response: 11/18/2016 

Question:3-39 

Please provide copies of all: 

1. Equity research pe1iaining to the proposed acquisition of Westar by GPE. 

2. Rating agency reports pe1iaining to the proposed acquisition of Westar by GPE. 

3. Rating agency repmis pe1iaining to utility mergers in general. 

4. Security analyst reports pe1iaining to the proposed acquisition of Westar by GPE. 

5. Security analyst reports pertaining to utility mergers in general. 

Number of Attachments: 

Response: 

1. Please see the attachments listed below. 
2. Please refer to the response to Industrial Data Request No. 18 for rating agency 

reports pertaining to the proposed acquisition of Westar by GPE. 
3. The attached file, Q3-39 _Utility Consolidations 1-11-11.pdf, is the only rating 

agency repmi pe1iaining to utility mergers in general that GPE has in its 
possess10n. 

4. Please see the attachments listed below. 
5. GPE does not have any security analyst repmis pertaining to utility mergers in 

general. 

Attachments: 
Q3-39 _Utility Consolidations 1-11-11.pdf 
Q3-39 _Verification form.pdf 

The analysts' reports have been designated as CONFIDENTIAL because they contain 
repmis produced by financial analysts. The reports pertain to the proposed acquisition of 
Westar by Great Plains Energy (GXP): 

Q 3-39 _Barclays GXP Working on Merger Approvals 11.04.16 HC.pdf 
Q 3-39 _Barclays Lowering GXP to Underweight 06.02.16 HC.pdf 
Q 3-39 _Barclays Potential WR Merger Delays 10.20.16 HC.pdf 
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Q 3-39 _Barclays Risks Declining Raise to Equal Weight 09.29.16 HC.pdf 
Q 3-39 _BofA Merrill Lynch All Eyes On WR Acquisition Completion 08.08.16 HC.pdf 
Q 3-3 9 _ BofA Merrill Lynch Pricey Midwest Deal Promises Longer Term 0 5. 31.16 
HC.pdf 
Q 3-3 9 _ BofA Merrill Lynch Settlement Reached with Missouri Regulators 10 .13 .16 
HC.pdf 
Q 3-39 _BofA Me11'ill Lynch Valuation Gap to Close Following Equity Issuance 10.03.16 
HC.pdf 
Q 3-39 _Gabelli GXP More Merger Details; Target 2020 Hold 06.14.16 HC.pdf 
Q 3-39_Gabelli GXP to Buy WR for $12.2 Billion Hold 06.01.16 HC.pdf 
Q 3-39 _ Gabelli GXP Raised Estimates on Strong Results 11.07.16 HC.pdf 
Q 3-39 _Goldman Sachs GPE announces acquisition of Westar Energy 05.31.16 HC.pdf 
Q 3-39 _JPMorgan GXP WR Deal Announced Growth Target Appears Achievable 
05.31.16 HC.pdf 
Q 3-39_KeyBanc Capital GXP ALERT 2Q16 Earnings Show Strong Improvement 
08.05.16 HC.pdf 
Q 3-39 _KeyBanc Capital GXP ALERT 3Ql6 Earnings Results; Beat and Raise 11.04.16 
HC.pdf 
Q 3-39_KeyBanc Capital GXP ALERT GXP to Acquire Westar 05.31.16 HC.pdf 
Q 3-39 _KeyBanc Capital GXP ALERT Missouri Staff Files Investigation Report 
07.26.16 HC.pdf 
Q 3-3 9 _Laden burg Thalmann 2Q 16 Results 2016 Guidance Reaffirmed and Merger 
Update 08.08.16 HC.pdf 
Q 3-3 9 _Laden burg Thalmann 3Q16 Results, 2016 Guidance Increased and Merger 
Update 11.07.16 HC.pdf 
Q 3-3 9 _Laden burg Thalmann MPSC Staff Investigation Report and Merger Update 
07.26.16 HC.pdf 
Q 3-39 _Ladenburg Thalmann BUY from NEUTRAL Based on Outlook and Valuation 
10.26.16 HC.pdf 
Q 3-39 _Morningstar Great Plains Pays a Premium Price for Westar Energy 06.02.16 
HC.pdf 
Q 3-39 _Morningstar Great Plains Posts Strong 2Q Regulator Leave Door Open 08.05.16 
HC.pdf 
Q 3-39 _Morningstar Great Plains Rep01is Strong Results Westar Merger Appears on 
Track 11.04.16 HC.pdf 
Q 3-39 _Morningstar Low Gas Prices, Stalled Environmental Policy 11.09.16 HC.pdf 
Q 3-39 _Morningstar Missouri Legislation Key to Achieving Post-Merger EPS Growth 
11.08.16 HC.pdf 
Q 3-39 _Morningstar Surfs Up for Westar as Utilities Merger Wave Rolls On 05.31.16 
HC.pdf 
Q 3-39 _SunTrust Robinson Humphrey Acquisition Of WR Looks Expensive 05 .31.16 
HC.pdf 
Q 3-39 _SunTrust Robinson Humphrey Equity Offerings Remove Overhang 09.29.16 
HC.pdf 
Q 3-39 _SunTrust Robinson Humphrey Key To Making The WR Acquisition Work 
05.31.16 HC.pdf 
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Q 3-39 _SunTrust Robinson Humphrey Trimming 2018 Estimate 08.08.16 HC.pdf 
Q 3-39 _SunTrust Robinson Raising 2016 Estimate 11.07.16 HC.pdf 
Q 3-39 _Wells Fargo Securities Attractive Combination But Stretches The Balance Sheet 
05.31.16 HC.pdf 
Q 3-39_ Wells Fargo Securities GXP To Acquire WR In 85 15 Cash Stock Deal 05.31.16 
HC.pdf 
Q 3-39 _Wells Fargo Securities MO DOJ In Focus In WR Meetings 08.25.16 HC.pdf 
Q 3-39 _Wells Fargo Securities GXP WR Solid Stand Alone Execution YTD 11.04.16 
HC.pdf 
Q 3-39 _Wolfe Research Utilities GXP Update Since the Merger 06.08.16 HC.pdf 

~Q 3-39 _Wolfe Research Utilities GXP Discount Difficult to Ignore 10.02.16 HC.pdf 
Q 3-39 _Wolfe Research Utilities GXP Make Missouri Great .. for the First Time 
11.04.16 HC.pdf 
Q 3-39 _Wolfe Research Utilities GXP Many Hurdles to Clear Just in Time for the 
Olympics 08.07.16 HC.pdf 

~Q 3-39 _Wolfe Research Utilities GXP Plainly Not so Great 05.31.16 HC.pdf 
Q 3-39 _Wolfe Research Utilities GXP Show Me the Settlement 10.12.16 HC.pdf 
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Docket: [ 16-KCPE-593-ACQ ] Merger - Great Plains 
Requestor: [ Kansas City Board of PUblic Utilities ] [ Angela Lawson ] 
Data Request: KCBPU-3.39 :: Utility mergers and acquisition 
Date: 0000-00-00 

Question 1 (Prepared by John Grace) 
Please provide copies of all: 1. Equity research pertaining to the proposed acquisition of Westar by GPE. 2. 
Rating agency reports pertaining to the proposed acquisition of Westar by GPE. 3. Rating agency reports 
pertaining to utility mergers in general. 4. Security analyst reports pertaining to the proposed acquisition of 
Westar by GPE. 5. Security analyst reports pertaining to utility mergers in general. 

iBesp(Jhse;., . • : .• :{' .... '. ...... · .) .. •.···· . •... :,:.<'·. t., :~si .. i<.· 
LR.<ltlDg.aQ.enQyreports a{)d···a~alysts'·r~ports Clre sopyr;i9tlt.p~9tect~c:J,f>le~s.e:~~hedple·a time to.~~vi~\N~h~ ·••.I 
!reports pertaining to. WestarEn~rgy at the Topeka general offlce ... see kcP8',L[espdnse, · · • · · · 

No Digital Attachments Found. 

Docket: [ 16-KCPE-593-ACQ ] Merger - Great Plains 
Requestor: [ Kansas City Board of PUblic Utilities ] [ Angela Lawson ] 
Data Request: KCBPU-3.39 :: Utility mergers and acquisition 
Date: 0000-00-00 

Question 1 (Prepared by John Grace) 
Please provide copies of all: 1. Equity research pertaining to the proposed acquisition of Westar by GPE. 2. 
Rating agency reports pertaining to the proposed acquisition of Westar by GPE. 3. Rating agency reports 
pertaining to utility mergers in general. 4. Security analyst reports pertaining to the proposed acquisition of 
Westar by GPE. 5. Security analyst reports pertaining to utility mergers in general. 

t.Mse.cfrl§'e:·. .·>··· r . . . .. .•.. / i R9ting'~gencYr~PQrtsc,inc:J·analysts' 

GXP Research Reports 11-
07-16 0746.zip 
Moody's WR Credit Opinion 
Published 6.2.16.pdf 
Moodys Rating Action for GXP 
& WR 5.31.16.pdf 
S&P RatinqsDirect Research 
Update 1646612 Jun-01-
2016 09 54.pdf 
WR Research Reports 11-07-
16 0741.zlp 
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l(ansas City Power & Light Company 

DocketNo. 16-KCPE-593-ACQ 

The response to /3 f U · Data Request# 3 -3 '! 
KCP&L, is covered by this Verification of Response: ...... . 

, submitted by 

I have read the foregoing Information Request(s) and answer(s) thereto and find 
answer(s) to be true, accurate, full and complete, and contain no material 
misrepresentations or omissions to the best of my knowledge and belief; and I will 
disclose to the Commission Staff any matter subsequently discovered which affects the 

·accuracy or completeness of the answer(s) to this Information Request(s). 



UTILITIES & POWER 
Regu/ateds - Market Weight 

lntegrateds - Market Weight 
IPPs - Market Weight 

Gas/Power Infrastructure - Market Overweight 

GREAT PLAINS ENERGY 
(GXP US Equity - $29. 18 - Peer Perform) 

Plainly not so Great 

• GXP to acquire WR in highly levered cash/stock deal worth $60/sh 
Before the open on Tuesday, GXP announced that it would acquire WR for 
$60.00/sh ($12.28) - $51 (85%) in cash and $9 (15%) in GXP stock. GXP 
management believes the deal to be EPS neutral in 2018 and "significantly 
accretive thereafter" - citing a long-term EPS growth rate of 6-8% (off 2016 
GXP standalone guidance). GXP anticipates permanent financing of 
approximately 50% debt and 50% equity - a mix of new debt, new equity, 
equity to WR, and $750M of funding via a convertible preferred. 

• Puzzling decision by GXP given approval and leverage risks 

• 

It's rare to see a small company buy a larger one. GXP expects to maintain 
its "solid" investment grade credit rating, but we see substantial issues with 
the leverage in the deal. We believe Missouri may not be supportive of high 
leverage at the parent, with GXP being 65% levered on a consolidated­
basis prior to the conversion of the preferred. The $2.358 public equity 
issuance is also very risky given the current market environment. We would 
not rule out some unexpected outcomes such as GXP shareholders voting 
against the deal or another company looking to acquire GXP. 

We see modest accretion - O&M synergies and cheap debt key drivers 
Our merger math (see Exhibit 7) sees the deal as modestly accretive 
($0.05/sh) in 2019E with the assumption that 8% synergies are achieved on 
combined company O&M and 4% interest rate debt is used for financing. 
We assume merger savings are shared 50/50 with customers through either 
the merger approval process or via future rate cases. 

• Deal overhang reflected by today's underperformance 
We have a lot of issues with the WR deal, as it introduces a multitude of 
risks. We believe GXP's underperformance in excess of 600bps on Tuesday 
was deserved given the questionable move from a strategic perspective. 
That said, the stock now trades at the lowest multiple in the group and there 
is some risk that another buyer comes in to acquire GXP on its own. We 
remain Peer Perform. 

P/E 

Dividend Per Share 
·~~-~·.~·~···~=~.~~~~·==·~~.~~~~~~~··=~-=~~~~.~~·=·! 

Dividend Yield 

May 31, 2016 
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Great Plains Energy Snapshot 

Exhibit 1: Financial Summary 
Financial Summarir 2016E 2017E 2018E 2019E 
EPS (ongoing) $1.75 $1.83 $1.92 $2.00 
Diluted Shares Outstanding 155 155 155 155 
Dividends Per Share $1.11 $1.18 $1.25 $1.32 
Dividend Yield 3.8% 4.0% 4.3% 4.5% 
Dividend Payout Ratio 63% 64% 65% 66% 
Equity ratio 48% 48% 50% 49% 
FFO/Net Debt 18% 19% 20% 20% 

Valuation Metrics 
P/E 16.7x 15.9x 15.2x 14.6x 
P/B (ex goodwill) 1.3x 1.2x 1.2x 1.2x 

Subsidiary EPS 
Kansas City Power & Light $1.27 $1.23 $1.33 $1.42 
GMO 0.53 0.65 0.66 0.67 
Transource 0.01 0.01 0.01 0.01 
ParenUOther (0.06) (0.06) (0.08) (0.10) 
Total EPS $1.75 $1.83 $1.92 $2.00 

.!!!!!i!ill 
Earned ROE (includesAFUDC) 8.1% 8.1% 8.4% 8.6% 
Average Estimated Rate Base ($M) $6,851 $7,118 $7,309 $7,490 
ROE on Company Rate Base Estimate 8.4% 
Company Rate Base Estimate ($M) $6,600 

Source: Wolfe Utilities & Power Research 

Company description 
Great Plains Energy, based in Kansas City, MO, operates two 
vertically integrated utilities in portions of KS and MO, serving 
over 840,000 customers. The largest-Kansas City Power & 
Light (KCP&L)-serves mostly the KC metro area, and the 
other-KCP&L Greater Missouri Operations (GMO)-serves 
much of western MO. GXP also pursues competitive 
transmission projects via a JV with AEP - Transource; though it 
has had a negligible impact on the company's earnings profile. 
We see the earnings contribution split as just over two-thirds at 
KCP&L and the remainder at GMO. 

Investment Thesis 
GXP is trading at a discount to the regulated group on our 2018 
EPS, which still reflects material under-earnings and an 
overhang tied to the pending WR deal. GXP is working on 
mitigating that lag, but improved ratemaking mechanisms are 
necessary as Missouri utility legislation once again failed to pass 
in 2016. The WR deal is puzzling and presents several risks 
from both an execution and financing standpoint. Proforma EPS 
growth of 6-8% and dividend growth of 5-7% is nice on paper, 
but involves significant leverage and equity issuances. 

Valuation 
Our $31 PT is based on a half-turn turn discount to our average 
regulated multiple on 2018E. Downside risks are WR deal 
execution and financing, and continued regulatory lag in MO/KS. 
GXP maintains the deal is accretive long-term and remains 
hopeful that Missouri will eventually consider potential 
constructive ratemaking legislation that could help alleviate 
regulatory lag issues that have plagued the company. 

Great Plains Energy 

May 31, 2016 

Exhibit 2: Modeling Assumptions 
2016E 2017E 2018E 2019E 

Caeital Seending b)i'Segment(~M} 
Kansas City Power & Light $493 $417 $376 $423 
GMO 187 163 165 150 
Tran source 13 13 0 0 
Total Capital Spending $693 $593 $541 $573 

Financings ($Ml 
Total Equity lssued/(Repurchased) $6 $6 $6 $6 
Total Debt lssued/(Repurchased) 170 75 (125) 275 

Sales Forecast 
Kansas City Power & Light 0.7% 0.7% 1.1% 1.0% 
GMO 0.7% 0.7% 0.7% 0.7% 

Source: Wolfe Utilities & Power Research 

CONFIDENTIAL 

Exhibit 3: 201 BE EPS by Segment 

•Distribution/Generation 
a Transmission 

Source: Wolfe Utilities & Power Research 

Exhibit 4: Performance Chart 
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CONFIDENTIAL Great Plains Energy 

May 31, 2016 

Merger Announcement Highlights 

• $12.28 acquisition. GXP announced its plans this morning (5/31/16) to acquire WR for $60/sh in a 
transaction that mixed cash (85%) and stock (15%). The $12.28 deal includes the assumption of $3.68 in 
debt. WR shareholders will receive $51/sh in cash and $9/sh in GXP stock via an exchange ratio that is 
capped by a+/- 7.5% collar between 0.2709x ($33.23 GXP price) and 0.3148x ($28.59 GXP price). 

• 50% I 50% mix of debt I equity financing. The plan is to permanently finance the deal with a roughly 
even mix of debt and equity. This includes $4.48 of new GXP debt, $2.358 of common/convertible equity to 
the public, with the Ontario Municipal Employees Retirement System (OMERS) providing $750M of funding 
via a convertible preferred, and $1.38 of equity to WR. 

• According to companies earning neutral in first full-year, accretive thereafter. GXP sees the deal as 
being EPS neutral in the first full calendar year after close (2018) and "significantly accretive thereafter". 
Under our merger math (see Exhibit 7 below) we struggle to find this level of accretion. 

• Raises pro forma long-term EPS growth rate to 6-8%. Management alluded to the longer-term growth 
prospects of the combined entity as a key driver in the merger - seeing 6-8% long-term EPS growth 
(through 2020 off a base of 2016 standalone guidance) and 5-7% dividend growth (with a 60-70% payout 
target). The long-term growth rate is superior to both GXP (4-5%) and WR (4-6%) as standalone entities. 
Rate base growth of 3-4%, meaningful merger synergies/savings, and improving regulatory lag are 
expected to support this growth. GXP also plans to maintain a "solid" investment grade credit rating as a 
post-merger entity. 

• Subject to KCC approval, as well as GXP I WR shareholders. The merger is subject to Kansas 
Corporation Commission (KCC) approval, GXP and WR shareholder sign-off, as well as other customary 
merger approvals. The Missouri Public Service Commission (MO PSC) is not required to provide merger 
approval, though it's possible the higher parent leverage created by the deal causes an issue in future rate 
cases. GXP noted on the call that Kansas has a "no detriment" merger standard and our understanding is 
that the KCC is required to consider whether the transaction "promotes the public interest." There is a 300-
day statutory deadline that will kick-off when WR files for approval this summer. The Algonquin/EDE and 
Fortis/ITC deals currently require KCC approval, which could be a leading indicator at how the WR sale is 
treated. GXP/WR expect to close the transaction in the Spring of 2017. 

• Break-up fees. There is a $380M reverse break-up fee should the deal fail to close. If GXP breaks the 
merger agreement, the fee is $1 SOM to WR and if WR breaks the agreement, the fee is $280M to GXP. If 
GXP shareholders vote against the deal (a possibility) - the fee is $SOM to WR. 

M&A trend continues downward spiral 

We view the merger announcement as generally concerning for a variety of reasons. It's rare that a smaller 
company (GXP has a market cap under $58) buys a larger one (WR is $8.68) unless the buyer has executed 
much better over time, which is not the case here. GXP will lever up their balance sheet to make this accretive in 
states that have not supported high leverage and GXP is taking on significant equity issuance risk in an uncertain 
market environment. We believe investors are likely to question why GXP has gone the route of a buyer in M&A, 
rather than a seller given the huge premiums that Midwestern small/mid-caps like EDE, ITC, and WR have gotten. 
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Overall, we think this deal signals an increase in M&A riskiness by acquirers, which we believe could devalue the 
sector over time. We saw this trend in the late 1990s and the end result was not pretty. In addition, we believe the 
market has spoken - despite promises of earnings accretion and value creation, none of the recent buyers 
involved in utility M&A transaction have performed well. As seen in Exhibit 5 below, nearly every buyer's stock 
has underperformed the UTY since their respective deal announcement, with underperformance averaging 
5%. We hope management teams start to pay attention and heed this signal as a warning. 

Exhibit 5: Relative Performance of Acquirers in Recent Utility Deals 

Announcement Date Seller Buyer Buyer Performance UTY Performance Relative 

1 •· --.-- .~j~j~~~ ~.· -c---·· -- - ·-- ~i-1c~i~0~~~~s~L ____ ·-· A!g_i1'%Jsr1~~~~r-c----,------- -~ ~c-- -- ·· ------· ·---~ :~;--- ---------~~~-~---
21112016 Questar Dominion Resources 0% 7% -7% r··. ·--fo/.2§/fil>.t~---~~-~-~f~Ct_D}6rl!N~tur~1 ·8~5··-----o81ZeEilergF-··~--·--·------~.]_°to __ ~,~;--~~----~~---,---_---_@.Cf{~-~--~·----~--~3%--] 

l 
_9l4/?Q1!) ... TECO Energy Emera Inc. 5o/~--- _1_9_o/o -14% .. 

1 
8/2~/~01 ~ -~--· AG1:B13sources Southern Compc:my 8% 7% I 1 % . 

3% 8% . -5% 
Source: Wolfe Utilities & Power Research, FactSet 

Another common theme amongst the recent utility deals has been the degradation of company balance sheets 
and thus credit agency actions. In response to the transaction, Moody's placed GXP on review for downgrade 
from its current Baa2 rating, as it sees a likely one-notch downgrade to Baa3 - citing diminished financial flexibility 
and GXP's higher tolerance for financial risk. Similarly, S&P affirmed its BBB+ credit rating for GXP and revised 
its outlook to negative from stable for much of the same reasons. To the positive, both Moody's and S&P noted 
that the merger diversified GXP into a more constructive jurisdiction and added exposure to transmission. 

Just when we thought the M&A trend was getting long in the tooth and. the deals with big premiums were coming 
to an end, the metrics of the WR acquisition were even better for the seller than some of the prior deals. The 
$60/sh price is a 13% premium to Friday's close, but a 36% premium to WR's unaffected stock price prior to a 
Bloomberg story alleged that the company had begun to explore strategic options including a sale back in early 
March. The two-year forward P/E of 24.0x (on our below consensus 2018E of $2.50) is the highest announcement 
in the last two years with the exception of PNY (a pure gas utility). 

Exhibit 6: Recent Utility Deal Valuations 

Announcement Date Seller 

5/3172016 __ \fl/e_stciL~_netgy __ 
2/9/2016 EmpireDistrict 
2/9/2016 IT(3 l:f oldi~gs 
2/1/2016 Questar 

· 1012612015. · rl9ci-rfioot Natural Gas 
9/4/2015 TECOEnElrgy 

8/24/2015 - c_ ~Qh:c~ei§.9!.Jrces 
2/25/2015 UIL_ Holdings 

1213/2014 Hawaiian Electric 
4/30/2014 Pepco Holdings 

Buyer 

C3r~at_Plai11s Eriergy 
}l.lg()nquin Power 
Fortis Inc 
Dominion Resources 
Du({ei Energy 
Emera Inc. 
~9uthern Company 
Iberdrola USA 

NextEra. Energy 
Exelon Corp. 

States 

.. \ K§,M() 
AR1. f<:s .... MQ. OK 

FERG; JL,KS,MO, OK, WI 
ID, UT, WY 

NC 
FL, NM 

GA, IL, NJ, MD, VA. TN, FL 
CT, MA 

HI 
DE, MD, DC, NJ 

P/B 

2'.1x. 
1.9x 
4.2x 
3.4x 
3.8x 
2.4x 
2.ox 
2.1x 

1.9x 
1.6x 

Electrics Average 2.3x 
LDCs Average 3.1x 

Source: Wolfe Utilities & Power Research, company reports 
*FY2 P/E = 2 years forward from deal announcement date 
**Premium to close price the day prior to merger announcement 
***HE multiples exclude Bank 

PIE FY2* Premium** 
24.0x 13% I 

.I 

20.6x 21% 
18.2x 14o/o 
19.2x 23% 
27.0x 42% 
21.7x 31% .. 

2Q.9x 38% 
19.7x 25% 

19.7x 19% 
19.2x 20% 
20.4x 20% 
22.4x 34% 
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Given the obvious concerns of the merger and the initial stock reaction, we wonder if GXP shareholders will vote 
in favor of the deal. Additionally, given GXP's now depressed stock price, we wonder if another company attempts 
to acquire GXP as a standalone entity and leaves WR stranded. Finally, we see the 6.5% gross unadjusted 
arbitrage spread as largely unreflective of the risk associated with the deal, particularly with regards to approvals 
and leverage. 

Merger Math - Accretion tough to come by 

We provide our detailed merger model in Exhibit 7 on the following page. Using our own EPS estimates for both 
GXP and WR - we see the deal as only modestly accretive by 2019 - implying only 6% EPS growth off the 
midpoint of GXP's 2016 guidance range ($1.65-1.80) and at the low-end of the 6-8% long-term CAGR 
management gave. Furthermore, the earnings accretion is almost entirely due to leverage and we question the 
limited amount ofvaluation creation embedded in this deal. Our key assumptions are as follows: 

o 8% synergies/savings on combined company O&M with 50% being shared with customers either 
via the merger approval process or in future rate cases. 

o Issuance of $4.48 of new GXP debt at 4% interest. Contribution of $750M in convertible preferred 
stock at a 7.25% coupon. GXP stock issuance at $29/sh. 

o Entire $2.358 of expected public market equity issuance is common equity. 

Key sensitivities: 

o Every 5% of additional O&M synergies/savings= $0.07-0.08/sh accretion 

o Every $1 increase/decrease in GXP stock price= $0.03/sh accretion/dilution 

o $750M OMERS conversion= $0.20/sh equity dilution entirely offset by 7.25% interest savings 

o $750M OMERS conversion= 3.5% of lower leverage (expected in 2020). 
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Exhibit 7: Accretion/Dilution Merger Analysis 

GXP Net Income* 
GXP EPS* 
WR Net Income* 
WR EPS* 
Total Net Income 

$270 
$1.75 
$342 

$2.44 
$613 

$284 
$1.83 
$346 

$2.46 
$630 

2019E 

$298 $310 
$1.92 $2.00 
$352 $380 

$2.50 $2.70 
$649 $691 

Total O&M 
$34 $34 Synergies (8% O&M I 50% shared)_---'$_3_4 __ ---'-$_34 ___ -'------'-- 1,305 

Total Earnings wl Synergies $647 $664 

Premium to Close Price 
WR Shares Outstanding 
Total Purchase Price 

$52.92 

Equity for Deal ($1.38 to seller+ $2.358 GXP issue) 
Debt for Deal ($4.48 + $750M convertible preferreds) 

Equity lssua nee 
GXP Price 
Shares Issued 

New GXP Debt Interest Cost 
OMERS Convertible Preferred Interest Cost 
Total Interest Cost 

Pro-Form a 
Net Income 
Shares Outstanding 
EPS 
GXP Standalone E PS 
Implied Accretion I (Dilution) 

Balance Sheet 
Standalone Net Debt, Preferreds 
GXP* 
WR* 

Standalone Equity 
GXP* 
WR* 

Pro-Form a 
Net Debt, Preferreds 
Equity 

*Wolfe Estimate 

$4,279 
$4,064 

$3,763 
$3,814 

Source: Wolfe Utilities & Power Research, company reports 

$4,354 
$4,389 

$3,871 
$3,936 

$683 

$60.00 
142 

$8,501 

$3,351 
$5, 150 

$3,351 
$29.00 

116 

($114) 
($54) 

($169) 

$514 
271 

$1.90 

$1.92 

I ($0.02)1 

$4, 169 
$4,539 

$3,983 
$4,055 

$13,858 
$7,686 

$724 

$60.00 13.38% 
142 

$8,501 

$3,351 39% 
$5, 150 61% 

$3,351 
$29.00 

116 

Interest 

($114) 4% 
($54) 7.25% 

($169) 

$556 GXP Shares 
271 155 

$2.05 

$2.00 

$0.05 I 

$4,384 51.70% 
$4,689 

$4,096 48.30% 
$4, 192 

$14,223 64.50% 
$7,827 35.50% 

Great Plains Energy 

May 31, 2016 

Tax Rate 

35% 
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Investment Conclusion 
GXP now trades at the lowest multiple in the group, after the stock sold-off sharply in reaction to the WR 
acquisition. Even before the merger announcement, the stock deserved a modest discount given sluggish 
long-term earnings growth (off minimal rate base growth) and regulatory jurisdictions that have historically 
been less constructive. Furthermore, regulatory lag at GXP standalone is likely to persist due to the lack of 
trackers on transmission and property taxes, though the company is seeking to partially offset this via frequent 
rate case filings after constructive Missouri legislation once again failed to pass. Now the announced WR 
acquisition adds a meaningful overhang due to the obvious risks - regulatory, financing, and execution. Post­
merger EPS growth of 6-8% and dividend growth of 5-7% is above-average, but involves significant leverage 
and tapping of uncertain equity markets. 

Exhibit 8: Regulated Comparables 

Company 

Name 

l~lli~~lEJl~f~;-
Ameren 

[Arrt<!rtoan Beotric • 

Avangrid 

[~Ell~i~y-

Ticker 

L_NT_. 

AEE 

AEP 

AGR 

CMS 

Current 

Price 

$31.05 
49.55 

64.73 

42.02 

41.82 . 

Con Edison ED 73.26 

l~~F:i-;;-t;·:: DlE 90.68 

Duke Energy DUK 78.23 

l!Od1~;~~i~f!J!ll0nal BX 71 .. 63 
Eversource Energy ES 55.24 

Gre'at.Plalns Energy GXP 

NiSource NI 

IJ'>G&~ PCG 

Pinnacle West PNW 

IPo~a!)~ G;n~ral f'OR 

PPL Corp. PPL 

lsbA~ SCG .. 

Southern Corrpany SO 

lw~~ta/ffi~rg{ . - • WR 

WEC Energy Group WEC 

lxcel ~~rgy . XEL •· 

Average 

23.86 

60.08 -

73.59 

41.18 

38.54 

69.91 

49.44 

55;33 

60.14 

41.37 

Current 

Shares 

22.7 

243 

491 

309 

280 

MktCap _______ P_/E _____ _ 

___ (lr~L.- 2016E 2017E 

~s,415 19,6x 18Ax 17:3x'· 

_1~,o__2_3__ __ _ 2D_:D_x ___ J7,~~ _ _ 16:<\x _ 

311 BQ3 · JB~3x J7.5x 16.2x 

12,98_8 ... ~°-·~)( -- - _1_8_,~)(__ - - 1?._3)( - -
11,1qs · 20,1x 19,_2x • 17.9x. 

2019E 

16.5x 

15.4x 

1Mx 

15.7x 

1q,8x 

Div 

Yield 

3.2% 

3.4% 

3,5%. 

4.1% 

3'.0% 

303 _2~,18~ 1B.6x 

18.4x 

17.4x 

18.3x 

18.4x 

17.4x __ 1_6~x_ _ __ 16_,_1)(__ 3.7% 

179 16,271 17.3x _16.3x 1Mx :3.2% 

689 53,893 16.9x 16.0x NIA 4.2% 

326 23,338 17,2X Jl;i,llx . 1.5.6x 2.7% 

317 17,523 17.3x 16.5x 3.2% 

317 

'496 

111 

8!) 

677 

143 

939 

142 

316 

508 

7,564 22.0x 20.9x 19.7x 

29;502 15.jlx . 16,3X- 15.5x 

B,179 1B.4x 17.4x 16.7x 

3,661 19.ex 11,1x 1a.1x 

26,089 16.4x 15.Bx 15.3x 

9,991 17.Bx 1B.6x 15.7x 

46,402 17.5x 16.6x 16.0x 

7,!)81 w:1x 22:!)x 22.5x 

18,983 20.5x 19.3x 18.2x 

21 10)4 f8.6x H.6x 16.Bx 

18.9x 17.Bx 16.9x 

18.6x 

14.7x 

16.1x 

Jil,ax 
14.Bx 

15;1x 

15.7x 

20.8x 

17.2x 

16.1x 

16.1x 

3.6% 

2.6% 

3.0%' 

3.4% 

3 . .1%. 

3.9% 

3.3% 

4.5% 

2.1%·· 

3.3% 

3.3%_ 

3.4% 

Div Payout Price/ Equity 

Growth(E) Ratio Ratio Book 
----- - ,--·o,--,-------

6.0% 62% 2.2K ·49% 

3.5% 

5 .. 0•1o 

2.5% 

1:0•1. 
3.0% 

5.5% 

5.0% 

1W'/o 

6.8% 

6.6% 

5.0% 

,0_,0% 

4.7% 

1:0% 

4.7% 

3.3% 

3.6% 

5.0% 

6.0% 

6:0% 

5.0% 

1.Bx 

1.:sx 

1.0x 

2.Bx 

73% 

_31% 

68% 

63% 

85% 

62% 

68% 

59% 

73% 

49% 

59% 

1.6x 48% 

1.~x 48% 

1.4x 48% 

2.ox 49% 

1.7x 

.60% 1,2x 

57% 1.9x 

48% .· 1.Bx 

62% 1.Bx 

61% 1.6x 

63% 2.7x 

58% {Bx 

79% 2.2x 

62% 2:2x 

68% 2.2x 

61% · 2)lx 

63% 1.9x 

40% 

4ll% 

53% 

51% 

33% 

44% 

42% 

50~ 

47% 

43% 

47% 
Source: Wolfe Utilities & Power Research, FactSet 
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GXP/WR 
GXP Shares Continue Discounting Regulatory 
Hurdles; Updating Pro-forma Estimates 

We are adjusting our standalone WR and GXP forecasts as well as our 
pro-forma model following the $2.2Bn common and preferred equity 
offerings and GMO rate case settlement earlier this week. We have 
analyzed the impact of various debt costs and synergy levels on earnings, 
and continue to see dilutive 2017-18 results. Guided 2020 EPS does look 
achievable, but the need to navigate potential MO regulatory pushback is 
especially important given the role of synergies and future major rate cases 
in deal accretion. We continue to see these risks as adequately priced into 
shares and are maintaining our N rating on GXP. 

o Expect near-term dilution even following locking up of low-cost 
financing: This week's equity deals together with the early June 
issuance of interest rate swaps lock in capital costs and take nearly all 
deal financing risk off the table in one of the biggest utility deals in 
recent years. In our base case we expect the deal to be 13c dilutive in 
2018 based on our pro-forma model, even assuming a low 3.2% average 
debt cost weighted towards shorter term 5- and 10-year durations (see 
table 3 for our pro-forma estimates). 

o Post-deal regulatory landscape still key: Rate cases in all MO and KS 
jurisdictions are expected to be filed throughout 2018 with historic test 
years, delaying the benefit of needed rate relief and synergy realization 
until ~2019. These factors are of particular importance to the story given 
a lack of rider recovery and elevated leverage following the close. 
Importantly, we do not see any deal accretion being created without 
synergies in the period through 2019. 

o 2020 targets achievable, but stock pricing in appropriate risk: The 
bottom end of 2020 management guidance implies GXP shares trade at a 
14% discount to peers (see table 1). But given what looks to be an 
aggressive underlying $200MM synergy target, regulatory hurdles and a 
historical stock discount to peers we see less upside on a risk-adjusted 
basis. We see any constructive agreement coming out of MO regarding 
the merger, future rate relief and the sanctity of op-co capital structure as 
a positive. However, the story will otherwise require patience to play out 
given the back-weighted nature of growth, in our opinion. 
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2020 targets achievable, but stock pricing 
in appropriate risk 

We see long-term management pro-forma guidance of$2.08-2.45 by 2020 as 
achievable, and note GXP shares are trading at a sizeable discount to peers even at 
the low end of this range. However, given a large synergy target, regulato1y risk, and 
a historical stock trading discount to peers we see less risk-adjusted upside potential. 

Our estimated 2020 EPS base case (derived in Table 2) is within the guidance range 
even assuming no organic investment growth. We do include ~$125M in total 
synergies and a roll off of interest expense associated with the mandat01y convertible 
preferred shares offset by an increase in share count. 

Table 1: Implied Discount to Peers off 2020 EPS Guidance Table 2: JPM 2020e Earnings Walk (Base Case) 

2020 Guidance 
Regulated Electric P/E Multiple, 2017 
Implied Value (late 2019) 
Discounted Value (to Today) 
Current Stock Price (as of 9/29/16) 
Implied Discount lo Peers 

Low High 2019e Net Income 548 
2.08 2.45 Add: Incremental Synergies 32 
17.9 17.9 Add: Preferred Interest Expense, Tranche 21 45 

37.27 43.90 Add: Preferred Interest Expense, OMERs2 27 
31.74 37.38 2020e Net Income 652 
27.75 27.75 2020e Share Count, Avg 300 
14% 35% 2020e EPS, (excluding organic investment) 2.17 

Source: Company reports, Bloomberg. (Priced as of 9/29/16) Implied 2019·20 EPS Growth 4.5% 

2 

Source: J.P. Morgan estimates. 
1Tranche 2 of the mandatory convertible preferred shares will convert at the end of 03'19, this 
is the Incremental benefit for the reduction of 9 months of associated interest 
20MERS's mandatory convertible preferred shares will convert at the end of 1 H'19, this is the 
incremental benefit for the reduction of 6 months of associated Interest 
All amounts in $MM except for per share amounts and implied growth. 

Our published EPS forecasts remain applicable to the standalone operations, we have 
refreshed our full proforma model and provide these estimates in Table 3. These 
estimates are based off of our standalone operating assumptions and the full impact 
of incremental transaction financing and synergies. 

Our base case scenario is dilutive in 2018 and slightly accretive in 2019 and relies on 
a weighted average cost of transaction related debt of 3.2% and $75MM in pre-tax 
synergies by 2019. Our scenario analysis shows that without any synergies, our base 
case is reduced by $0.06 in 2018 and $0.19 in 2019. Alternatively, we calculated that 
in an extreme scenario of MO utility capital structure look-thru to the consolidated 
GXP company, earnings could be materially impacted. Assuming an allowed equity 
layer of 40% for MO Operations versus current authorized equity layers of 50-52%, 
we see a reduction of$0.15 in both 2018 and 2019. 

CONFID NTIAL 



Christopher Turnure 
(1-212) 622-5696 
christopher.turnure@jpmorgan.com 

North America Equity Research 
29 September 2016 J.P. Morgan 

Table 3: Accretion/Dilution Scenario Analysis 
EPS Estimates 2018 2019 

Standalone GXP 1.75 2.04 
Standalone WR 2.48 2.73 

Pro-forma Scenarios 
Bull 
Accretion (Dilution) 
Base 
Accretion (Dilution) 
Bear 
Accretion (Dilution) 

Alternative Scenarios 
Base, no synergies 
Base, equity layer cu11 

Guidance 
GXP Standalone 
GXP-WR Pro-forma 

Source: J.P. Morgan estimates. 

1.75 

1.62 
(0.13) 
1.49 

(0.26) 

1.56 
1.47 

EPSCAGR 
4-5% off 2015 Base 
6-8 % off 2015 Base 

2.28 
0.24 
2.08 
0.04 
1.87 

(0.17) 

1.89 
1.93 

Implied 2019 EPS2 

1.86-2.08 
1.97-2.27 

'Scenario assumes a full look through to the Holding Company at 40% equity for the MO 
operations vs 50-52% current authorized; 'Guidance has not been provided for 2019, this 
number uses the management provided 2015-2020 EPS CAGR to calculate an estimate for 
2019 guidance. 

Table 4: Bull, Base, and Bear Case Assumptions 

Scenario 

Bull 
Base 
Bear 

Debt Rate 

2.7% 
3.2% 
3.7% 

Source: J.P. Morgan estimates. 

2018 2019 
Synergies1 

$50 
$25 

Synergies1 
$125 
$75 
$25 

For Cost of Debt Detail, See Table 5. 'Synergies are Pre-Tax 

With equity done, key financing costs 
locked in 
Table 5: Assumed Debt Financing Cost Set in June 2016 via Interest Rate Swaps 

Tenure Risk·Free Assumed Assumed Debt Incremental 
Rate1 GXP Rale2 Amount($M} Interest ($M} 

30 Year 2.6% 4.1% 900 36.5 
10Year 1.7% 3.2% 1,500 48.6 
5 Year 1.3% 2.8% 2,000 55.0 

Total/Average 1.7% 3.2% 4,400 140.1 

Source: Bloomberg, J.P. Morgan estimates. 
'Risk-Free Rates are the respective treasury yields as of June 6, 2016; 'Assumed GXP Rate adds 150bps to the risk-free rate for all 
tenures. 

With the issuance of approximately $2.14B ($2.08B net of issuance costs) of both 
common shares and mandatmy convertible preferred stock earlier this week, the non­
debt deal financing has been completed. We see the planned issuance of $4.4B in 
new GXP debt as likely to occur in IH' 17, once the deal's regulatory approval 
process has largely completed and deal completion is largely certain. 

With management commentmy guiding towards shorter duration debt, we assume 
that-20% of the issued debt would be long-term, 30 year debt; -34% would be 
shorter-term, I 0 year debt; with the remaining 45% being 5 year debt. The 
incremental debt interest is the last undetermined financing cost, but we see debt 
issued by BBB+ issuers like GXP as likely to be priced 150bps above the risk free 
rate of early June (when GXP entered into four interest rate swaps), locking in an 
approximate blended rate of3.2%. 
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Awaiting next step in MO, KS targeting 
Q2'17 final decision 

As of September 27, GXP had filed for deal approval from all relevant regulatmy 
agencies, with the exception of the FCC; however, Missouri PUC Staff has claimed 
that the PUC also has jurisdiction over the merger-a claim GXP disputes. GXP is 
currently in negotiations with MO PUC Staff to prevent a formal merger proceeding 
which may potentially last 200+ days based on the precedents set by the Algonquin­
Edison Electric and Laclede (Now Spire)-Missouri Gas Energy transactions. 

Additionally in August, the KCC reaffirmed standards for mergers in order to 
"promote the public interest" in the state vs. a "no detriment" standard as seen in 
Missomi. In addition to evaluating the effect of the transaction on consumers, the 
commission will also look to evaluate the effect on the environment and the overall 
community. Kansas has a statutmy 300-day expiration clause which grants automatic 
approval after expiration, so we expect a decision to be reached in this case before 
April 24, 2017. 

NRC Approval 
Due to the transfer of ownership of a nuclear asset, approval will also have to be 
received from the Nuclear Regulatory Commission (NRC). While this approval is 
not normally viewed as contentious, it is time intensive, with previous approvals 
requiring ~300 days, which would imply it may be one of the later approvals at 
around April-May 2017 (vs. the company's expectation of Q l' 17). 

Minor conditions could eliminate future MO 
capital structure risk 

The amount ofpro-forma leverage raises natural concerns over the sanctity of the 
utility operating company capital structure in both jurisdictions and it is crucial that 
holding company/operating company dividing line remain intact. Despite the 
potential for challenges in both states, we feel the risk is relatively low given a lack 
of specific capital structure challenges to numerous similar recent deals completed or 
pending in MO. Relatively simple ring-fencing provisions at the utility level may be 
enough to satisfy intervenor concerns, for example. 

We note the only example of a look through to the holding company of which we are 
aware was GXP's 2008 purchase of Aquila's MO assets. In this instance regulators 
used the Holdco capital structure for ratemaking pmposes, but we note the hold-co 
was in a better financial position and actually supported the utility. In KS, recently 
outlined merger approval standards indicated the "financial condition" of the pro­
fonna entity versus standalone company is one factor considered in the approval 
process. 

CONFI NTIAL 



Christopher Turnure 
(1-212) 622-5696 
christopher.turnure@jpmorgan.com 

North America Equity Research 
29 September 2016 

J.P. Morgan 

General rate case test years, timing key to 
deal value 

After this week's approval of GM O's rate case settlement, GXP's regulat01y plan is 
progressing, with only KCP&L MO's $62.9M rate case, filed in July, left 
outstanding. However, GXP plans to file an abbreviated rate case by November 2016 
for KCP&L KS to true-up the cost for the La Cygne project that went into service 
last year. WR also intends to file an abbreviated rate case in October to reflect 
$120M of new investment (with new rates going into effect mid-2017). 

Given WR's significant new wind investments and loss of ~$20M in tax credits on 
legacy assets, WR will need to file for a rate case in late spring of2018 with a test 
year of2017 for rates to go into effect early 2019. While GXP has not disclosed 
detail into its next round of rate cases, August's amended proxy shows that it too 
intends to file in all three jurisdictions (GMO, KCP&L MO, and KCP&L KS) in 
2018, presumably with a 2017 test year, in order to continue addressing regulato1y 
lag. These rates would go into effect in approximately 2019 after a typical regulato1y 
time frame of 10-11 months in Kansas and 8-9 months in Missouri. 

Synergy estimates appear large, even for 
adjacent utilities 
Table 6: Announced Projected Synergies for Comparable M&A Transactions 

Close Buyer Target Target Annual O&M Savings as % 
Date O&M Savings of Target O&M 

91112013 Laclede Group Missouri Gas Energy 117 31 26% 
91412014 Teco New Mexico Gas Company 80 20 25% 

313112016 Exelon Corp Pepco Holdings 924 130 14% 
Average 22% 

TBD Great Plains Westar 599 200 33% 

Source: Company reports. 
Savings may Include CapEx spending and may not be directly comparable. 

While we do believe that this deal will be able to haivest sizeable synergies, using 
previously announced savings from M&A transactions, we view the ~34% of savings 
ofWR's 2016e O&M expense implied by the announced $200M in targeted savings 
as above any other announced level of synergies. This elevated level may stem from 
the fact that GXP and WR have adjacent footprints, co-own a number of generating 
stations (22% ofGXP's 2016e capacity is co-owned with WR), and some of the 
savings may be in reduced capital expenditures. In our base pro-forma model, we 
assume cost savings of ~$25M in 2018 and ~$100M by 2019 (only 4% and 12.5% of 
2016e O&M levels), the timing of which is largely influenced by the intended rate 
case proceedings throughout 2018. 
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Table 7: Electric and Gas Merger Transactions 2010 ·Present 

Announcement Completion 
Acquirer Name Seller Name Date Date 

Nextera Energy, Inc Oncor Electric Delivery Company 7/29/2016 Pending 
Great Plains Energy Inc. Westar Energy, Inc. 5/31/2016 Pending 
Algonquin Pomr Empire District Electric Company 219/2016 Pending 
Fortis Inc ITC Holdings Corp. 219/2016 Pending 

Emera Incorporated TECO Energy, Inc. 9/4/2015 711/2016 
Iberdrola USA UIL Hoklings 2/26/2015 1211612015 
Nextera Energy, Inc Hawaiian Electric Industries 1213/2014 Rejected 

Macquarie Infrastructure, BC Cleco Corporation 10120/2014 4113/2016 
Investment, Manulne Financial 
Wisconsin Energy Corporation Integrys Energy Group, Inc. 6/23/2014 6/29/2015 

Exelon Corporation Pepco Holdings, Inc. 4130/2014 3/23/2016 

Fortis Inc. UNS Energy Corporation 12/1112013 811512014 
MidAmerican Energl Holdings NV Energy, Inc. 5/29/2013 12119/2013 
Electric Average 

Spire Inc Energy South, Inc 4126/2016 911212016 
Dominion Resources, Inc. Questar Corporation 21112016 Pending 
Duke Energy Corporation Piedmont Natural Gas Company, 10/26/2015 101112016 

Inc. 
Southern Company AGL Resources 6124/2015 71112016 

Black Hils Corp. SourceGas Holdings LLC 7112/2015 211212016 
Spire Inc (Lac~de Group, Inc.) Alabama Gas Corporation 417/2014 8113/2014 
UIL Holdings Corporation Philadelphia Gas Worl<s operations 313/2014 Cancelled 
TECO Energy, Inc. Continental Energy Systems, LLC 5/28/2013 9/212014 
Spire Inc (Laclede Group, Inc.) Missouri Gas Energy 1211712012 9/112013 
AGL Resources Inc. Nicor Inc. 121712010 121912011 

Gas Average 

Source: Company Documents, JP Morgan 
All EBITDA calculations are based on Last Twelve Months prior to deal announcement except 

Enterprise Conslderatl 
Value (lmn) on 

18,700 Cash/ Stock 
12,200 Cash/ Stock 
2,400 Cash 
11,300 Cash/ Stock 

10,400 Cash 
4,760 Cash/ Stock 
4,300 Stock 

4,700 Cash 

9,073 Cash/ Stock 

12,346 Cash 

4,310 Cash 
10,453 Cash 

344 Cash 
6,089 Cash 
6,700 Cash 

12,000 Cash 

1,130 Cash 
1,600 Cash 
1,860 Cash 
950 Cash 

1,035 Cash 
3,099 Cash/Stock 

'BlackHills/SourceGas uses 2014A EBITDA, "Spire/Alabama uses 2013A EBITDA; '" Spire/Missouri Gas Energy uses 2012A EBITDA 

6 

J.P. Morgan 

EV/ NTM Announced 
Day 

Forward Before EBITDA P/E Premium Premium 

13.8 24.7 13% 
10.5 22.8 21% (prior trading day) 21% 
13.9 21.3 37% (30 day vol 14% 

mighted avg) 
11.5 24.2 31% 
11.4 20.4 25% (prior trading day) 
8.2 17.5 21% (20 day vol 19% 

mighted avg) 
10.0 21.8 15% (20 day vol 15% 

mighted avg) 
11.3 20.1 23% (20 day vol 17% 

mighted avg) 
10.2 22.2 28% (20 day vol 20% 

weighted avg) 
9.4 18.3 30% 
7.8 17.6 23% 
10.7 21.0 

11.3 
9.7 19.0 23% 
14.2 30.5 42% 

9.8 21.7 36% (20 day vol 
mlghted avg) 

9.5' 
9.6" 
11.6 
11.0 

13.8'" 
6.7 20.5 17% (20 day VO~ 12% 

mi hied av 
10.7 22,9 
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Company Data 
Price($) 
Date Of Price 
52-week Range ($) 
Market Cap ($ mn) 
Fiscal Year End 
Shares O/S (mn) 
Price Target ($) 
Price Target End Date 

27.75 
29 Sep 16 

32. 7 4-25.44 
4,285.01 

Dec 
154 

30.00 
31-Dec-17 
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Great Plains Energy, Inc. (GXP;GXP US) 

J.P. Morgan 

FYE Dec 2015A 2016E 2016E 2017E 2017E 2018E 2018E 2019E 
(Prev) (Curr) (Prev) (Curr) (Prev) (Curr) 

EPS ($) 
01 (Mar) 0.12 0.17A 
02 (Jun) 0.28 0.55A 
03 (Sep) 0.82 0.93 
04 (Dec) 0.15 

0.17A 
0.55A 

0.93 

FY 1.37 1.78 1.77 1.76 1.74 1.90 1.75 2.04 
Bloomberg EPS FY($) 1.40 1.74 1.79 1.87 
Source: Company data, Bloomberg, J.P. Morgan estimates. Note: 'Bloomberg' above denotes Bloomberg 
consensus estimates. 

Investment Thesis, Valuation and Risks 

Great Plains Energy (Neutral; Price Target: $30.00) 

Investment Thesis 
We appreciate the aggressive balance sheet use by GXP management for the WR 
deal in a low cost of capital environment, lower regulatory approval risk path and the 
logical cost and growth synergies. Guided 2020 EPS does look achievable, but the 
need to navigate potential MO regulato1y pushback is especially important given the 
role of synergies and future major rate cases in deal accretion. We continue to see 
these risks as adequately priced into shares and are maintaining our N rating on GXP. 

Valuation 
We are establishing our December 2017 GXP standalone price target of$30/share (vs. 
our previous December 2016 PT of$31/share), based on a P/E multiple of 15.2x 
applied to our 2019 EPS estimate. The multiple is based on a discount to the pure 
regulated peer group, resulting from integrated utility operating risk, and limited 
jurisdictional and geographic diversity, as well as ongoing general rate case risk in 
Missouri. Our price target goes from $31/share to $30/share due to a higher earnings 
estimate offset by a lower peer multiple relative to our prior update. Our published 
estimates represent GXP standalone operations. 

Risks to Rating and Price Target 

• Regulated electric transmission and distribution earnings are vulnerable to mild 
weather as regulated revenues are calculated based on energy volumes sold. 
Extreme or mild temperatures may cause future earnings to differ materially 
from our current forecasts, to the upside or downside. 

• Regulated electric utilities are subject to federal and state regulations, including 
dete1minations of allowed revenues. Changes to the regulatmy environments 
may cause future earnings potentially to differ materially from current 
expectations, to the upside or downside. 

• The company operates a nuclear power plant, exposing it to strict regulatmy 
requirements regarding the operation and maintenance of the plant. Changes to 
these requirements could significantly increase costs, resulting in a change to our 
earnings expectations. 
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56.73 
29 Sep 16 

57 .25-37 .55 
8,055.25 

Dec 
142 

60.00 
31-Dec-17 
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Westar Energy Inc (WR;WR US) 

J.P. Morgan 

FYE Dec 2015A 2016E 2016E 2017E 2017E 2018E 2019E 

Basic EPS ($) 
01 (Mar) 0.38 
02 (Jun) 0.47 
03 (Sep) 0.97 
04 (Dec) 0.28 

(Prev) (Curr) (Prev) (Curr) 

0.46A 
0.51A 

1.11 

0.46A 
0.51A 

1.12 

FY 2.11 2.48 2.46 2.44 2.47 2.48 2.73 
Bloomberg EPS FY($) 2.20 2.44 2.51 2.56 
Source: Company data, Bloomberg, J.P. Morgan estimates. Note: 'Bloomberg' above denotes Bloomberg 
consensus estimates. 

Investment Thesis, Valuation and Risks 

Westar Energy Inc (Neutral; Price Target: $60.00) 

Investment Thesis 

Our price target and rating is predicated on an assumption of the transaction with 
Great Plains Energy closing in IHI 7. 

Valuation 
Our December 20I 7 price target of$60/share is in line with the merger offer. We see 
WR shares trading roughly at the deal offering price of $60 through the estimated 
deal close in Q2' 17. Our price target remains consistent with the merger offer. Our 
published estimates represent WR standalone operations. 

Risks to Rating and Price Target 

• Failure to raise merger-related debt and equity financing, obtain shareholder 
approval or obtain regulatory approval could result in the transaction not being 
consummated and cause a material decline in the share price. 

• Regulated electric transmission and distribution earnings are vulnerable to mild 
weather as regulated revenues are calculated based on energy volumes sold. 
Extreme or mild temperatures may cause future earnings to differ materially 
from our current forecasts. 

• Regulated electric utilities are subject to federal and state regulations, including 
determinations of allowed revenues. Positive or negative changes to the 
regulatory environments may cause future earnings potential to differ materially 
from current expectations. 

• The company owns a stake in a nuclear power plant, exposing it to strict 
regulatory requirements regarding the operation and maintenance of the plant. 
Changes to these requirements could significantly increase costs, resulting in a 
change to our earning expectations. 
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Great Plains Energy: Summary of Financials 
Revenue 
COGS 
Gross profit 
SG&A 
Adj. EBITDA 
D&A 
Adj. EBIT 
Net Interest 
Adj. PBT 
Tax 
Minority Interest 
Adj. Net Income 

Reported EPS 
Adj. EPS 
DPS 

Payout ratio 
Shares outstanding 

2,568 2,502 2,652 2,656 2,671 Revenue 
(743) (609) (585) (585) (585) COGS 
1,826 1,894 2,067 2,071 2,086 Gross profit 
(907) (938) (979) (986) (1,006) SG&A 

853 864 978 977 971 Adj. EBITDA 
(306) (330) (343) (349) (354) D&A 

547 534 635 628 617 Adj. EBIT 
(189) (199) (286) (199) (185) Net Interest 

359 335 349 429 431 Adj. PBT 
(116) (123) (129) (158) (159) Tax 

0 0 0 0 0 Minority Interest 
241 211 275 270 272 Adj. Net Income 

1.57 
1.57 
0.94 

1.37 1.77 1.74 
1.37 1.77 1.74 
1.00 1.07 1.14 

1.75 Reported EPS 
1.75 Adj. EPS 
1.22 DPS 

59.7% 73.0% 60.3% 65.6% 69.7% Payout ratio 
153 154 155 155 155 Shares outstanding 

J.P. Morgan 

572A 671A 
(136)A (143)A 

(236)A (235)A 
174A 267A 
(85)A (85)A 

89A 181A 
(51)A (133)A 

37A 48A 
(12)A (17)A 

OA OA 
26A 86A 

0.17A 0.55A 
0.17A 0.55A 
0.26A 0.26A 

831 
(177) 

(255) 
370 
(86) 
284 
(51) 
233 
(88) 

0 
144 

0.93 
0.93 
0.26 

156.5%A 47.5%A 28.2% 
155A 155A 155 

-8...'.l!.~~~-e. .. §~e.!l .. t._~_9_~~~-1_1?. .. ~.~!~!~P-1_e.11_! ____ ,_fX11 .. A. __ f_'r'.!?.A.£.Y.1_~E_.£.Y.!?E._.£.Y.1§_~ .~_a_tl?. .... A. .. ll_~)y_~~------------------ ..... ~.Y.~.1A ...... _fY.!?.~ _ _f_Y.!~~---fY_!_7E. __ i_'r'.!§~ 
Cash and cash equivalents 13 11 0 0 0 Gross margin 71.1% 75.7% 77.9% 78.0% 78.1% 
Accounts receivable 331 323 386 386 386 EBITDA margin 33.2% 34.5% 36.9% 36.8% 36.3% 
Other current assets 375 330 366 395 422 EBIT margin 21.3% 21.3% 24.0% 23.6% 23.1% 
Current assets 719 664 752 781 808 Net profit margin 9.4% 8.4% 10.4% 10.2% 10.2% 
PP&E 8,280 8,662 8,967 9,197 9,384 
Other non current assets 1,477 1,412 1,429 1,343 1,258 ROE 
Total assets 10,476 10,739 11,147 11,321 11,450 ROA 

ROCE 
Short term borrowings 
Payables 

134 153 274 274 274 SG&A/Sales 
388 353 263 263 263 Net debl/equity 

Other short term liabilities 548 410 796 919 855 
Current liabilities 
Long-term debt 

1,071 916 1,334 1,456 1,392 P/E (x) 
3,488 3,745 3,496 3,296 3,246 P/BV (x) 

Other long term liabilities 
Total liabilities 
Shareholders' equity 
Minority interests 

2,292 2,382 2,553 2,712 2,871 EV/EBITDA (x) 
6,851 7,043 7,383 7,464 7,510 Dividend Yield 
3,625 3,696 3,764 3,858 3,940 

Total liabilities & equity 
BVPS 

------....,.------ Sales/Assets (x) 
10,476 10,739 11,147 11,321 11,450 Interest cover (x) 

y/y Growth 
Net debl/(cash) 3,609 3,887 3, 770 3,570 

Cash now from operating activities 698 753 
oNi Depreciation & amortization 306 330 
oNi Changes in working capital ( 47) 13 

Cash now from investing activities (780) (734) 
oNi Capital expenditure (774) (677) 
as% of sales 30.1% 27.1% 

Cash now from financing activities 84 (20) 
oNi Dividends paid (146) (156) 
oNi Net debt issued/(repaid) (13) 262 

Net change in cash 2 (2) 
Free cashnow to firm 52 202 

756 
343 
(96) 

(682) 
(642) 

24.2% 
(43) 

(166) 
(1) 
31 

294 

834 
349 
(29) 

(580) 
(580) 

21.8% 
(277) 
(177) 
(100) 
(23) 
380 

• Operating leverage 

3,520 Revenue y/y Growth 
EBITDA y/y Growth 

844 Tax rate 
354 Adj. Net Income y/y Growth 
(27) EPS y/y Growth 

(541) DPS y/y Growth 
(541) 

20.3% 
(189) 
(189) 

0 
114 
420 

y/y Growth (75.0%) 287.6% 45.3% 29.3% 10.5% 
Source: Company reports and J.P. Morgan estimates. 
Note:$ in millions (except per-share data).Fiscal year ends Dec 

6.8% 5.8% 7.4% 
2.4% 2.0% 2.5% 
5.1% 4.6% 5.3% 

35.3% 37.5% 36.9% 
99.6% 105.2% 100.2% 

17.7 

9.9 
3.4% 

0.3 
4.5 

20.3 

10.3 
3.6% 

0.2 
4.3 

15.7 

9.1 
3.9% 

0.2 
3.4 

7.1% 
2.4% 
5.3% 

37.1% 
92.6% 

15.9 

9.0 
4.1% 

0.2 
4.9 

7.0% 
2.4% 
5.2% 

37.6% 
89.3% 

15.8 

9.1 
4.4% 

0.2 
5.2 

(235.7%) 93.9% 318.6% (680.2%) (312.0%) 

5.0% 
(6.2%) 
32.3% 

(16.9%) 
(17.2%) 

5.9% 

(2.6%) 
1.3% 

36.7% 
(12.4%) 
(12.8%) 

6.7% 

6.0% 
13.2% 
36.9% 
29.9% 
29.8% 
7.1% 

0.2% 
(0.1%) 
37.0% 
(1.6%) 
(1.6%) 

7.0% 

0.6% 
(0.6%) 
37.0% 

0.6% 
0.6% 
7.0% 
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Westar Energy Inc: Summary of Financials 

J.P. Morgan 

!.!1~<!1_1_1_~-~!~!~1!1_e.11_!_:_~_11_11_~_<1_l ________________ l_'!'.! 4A XX!~~-£Y_!~ _ __iY.!?i.£~.!l§_ )11_~~'!1~?_!a.!~1!1~11_!::_9~a.r.!e.!!L__ _ _______ !~~~--~~~~-~9!§§._i9_!~-~ 
Revenue 2,602 2,459 2,538 2,573 2,620 Revenue 
COGS (924) (790) (718) (723) (727) COGS 
Gross profit 379 1,680 Gross profit 
SG&A (618) (581) (599) (601) (622) SG&A 
Adj. EBITDA 943 941 1,056 1,080 1,102 Adj. EBITDA 
D&A (286) (311) (340) (354) (364) D&A 
Adj. EBIT 657 631 716 727 738 Adj. EBIT 
Net Interest (183) (177) (160) (167) (174) Net Interest 
Adj. PBT 47 4 454 557 559 564 Adj. PBT 
Tax (151) (152) (192) (193) (195) Tax 
Minority Interest (9) (10) (15) (15) (15) Minority Interest 
Adj. Net Income 312 291 349 351 354 Adj. Net Income 

Reported EPS 
Adj. EPS 
DPS 

Payout ratio 
Shares outstanding 

2.40 2.11 
2.40 2.11 
1.40 1.44 

2.46 
2.46 
1.52 

2.47 2.48 Reported EPS 
2.47 2.48 Adj. EPS 
1.58 1.64 DPS 

58.3% 68.2% 61.8% 64.0% 66.2% Payout ratio 
- Shares outstanding 

569A 
(161)A 
1,680A 
(134)A 

231A 
(84)A 
148A 
(40)A 
107A 
(39)A 

(3)A 
65A 

621A 
(174)A 
1,680A 
(161)A 

241A 
(84)A 
156A 
(40)A 
117A 
(41)A 

(4)A 
72A 

777 
(223) 
1,680 
(146) 

372 
(85) 
286 
(39) 
247 
(84) 

(4) 
159 

0.46A 0.51A 1.12 
0.46A 0.51A 1.12 
0.38A 0.38A 0.38 

82.4 %A 7 4.8%A 33.9% 

213 

213 

213 

213 

_8-~!~.n.~_e..§~e.~.t~-~-a.~~_f}~_l_"._~a.!~_1!1_e.11_! ___ , ___ l_Y.~!~ .. EX! .. ~-~---£Y16E _l_X!Z§.£~~ -~.a..\1~_~11_~Y-~1~------------------·-£.Y~.~-·l'_Y.!?_~ __ FY!~ __ f_Y_!7.~_£.Y,18E_ 
Cash and cash equivalents 5 3 0 0 0 Gross margin 14.5% 68.3% 
Accounts receivable - EBITDA margin 36.3% 38.3% 41.6% 42.0% 42.0% 
Other current assets 696 714 750 767 784 EBIT margin 25.2% 25.6% 28.2% 28.2% 28.1% 
Currentassets 701 717 750 767 784 Netprofitmargin 12.0% 11.8% 13.8% 13.6% 13.5% 
PP&E 8,441 8,793 9,540 10,059 10,526 
Othernoncurrentassets 1,205 1,195 1,165 1,165 1,165 ROE 
Total assets 10,347 10,706 11,454 11,992 12,475 ROA 

Short term borrowings 
Payables 
Other short term liabilities 
Current liabilities 
Long-term debt 
Other long term liabilities 
Total liabilities 
Shareholders' equity 
Minority interests 
Total liabilities & equity 
BVPS 

y/yGrowth 
Net debl/(cash) 

Cash now from operating activities 
o/w Depreciation & amortization 
o/w Changes in working capital 

Cash now from investing activities 
o/w Capital expenditure 
as% of sales 

Cash now from financing activities 
o/w Dividends paid 
o/w Net debt lssued/(repaid) 

Net change in cash 
Free cashnow to firm 

y/yGrowth 

ROCE 
258 250 426 734 867 SG&NSales 

- Net debl/equity 
592 587 520 520 520 
850 837 945 1,253 1,387 PIE (x) 

3,382 3,302 3,624 3,499 3,499 P/BV (x) 
----=2~,81.,.,.4-...,,2~,89.,....,5_-=37,04=9_73,=24:--:-2--:-'3,=43,,.6 EV/EBITDA (x) 

7,046 7,034 7,618 7,994 8,322 Dividend Yield 
3,295 3,657 3,817 3,978 4,133 

___ 6 __ 1_5 __ .,..2_0_.,-,--_20--,--.,..2_0 Sales/Assets (x) 

=10=,3=4=7 =1=0=,70=6==1=1,4=54==1=1=,9=92=1=2,=47=5 Interest cover (x) 

3,635 3,549 

824 
286 

27 
(839) 
(852) 

32.7% 
14 

(172) 
113 

0 
97 

715 
311 

(109) 
(650) 
(700) 

28.5% 
(66) 

(186) 
(99) 

(1) 
132 

36.1% 

4,050 4,232 

820 896 
340 354 

(111) (17) 
(1,144) (874) 
(1,152) (874) 
45.4% 34.0% 

71 (330) 
(209) (225) 

435 (125) 
(252) (308) 
(227) 132 

(271.8%) (158.1%) 

• Operating leverage 

4,366 Revenue y/y Growth 
EBITDA y/y Growth 

911 Taxrate 
364 Adj. Net Income y/y Growth 
(17) EPS y/y Growth 

(831) DPS y/y Growth 
(831) 

31.7% 
(215) 
(235) 

0 
(134) 

194 
47.9% 

Source: Company reports and J.P. Morgan estimates. 
Note:$ in millions (except per-share data).Fiscal year ends Dec 

10 

19.0% 8.4% 9.3% 9.0% 8.7% 
2.8% 3.2% 3.0% 2.9% 6.0% 

12.9% 
23.7% 

110.1% 

5.9% 6.2% 5.9% 5.8% 
23.6% 23.6% 23.4% 23.7% 
96.7% 105.6% 105.9% 105.1% 

23.6 

9.7 
2.5% 

0.5 
5.2 

26.9 

9.4 
2.5% 

0.2 
5.3 

23,1 

8,8 
2.7% 

0.2 
6,6 

23.0 

8.8 
2,8% 

0.2 
6.5 

22.9 

8.8 
2,9% 

0,2 
6,3 

72.6% 422.4% 103.4% 83.1% 

(5.5%) 
(0.2%) 

31.9% 33.5% 
(6.8%) 

- (12.1%) 
2.9% 2.9% 

N 

3.2% 1.4% 1.8% 
12.2% 2.3% 2.0% 
34.5% 34.5% 34.5% 
19.9% 0,6% 0.9% 
16.5% 0.4% 0.5% 

5.6% 4.0% 4.0% 
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analysts are primarily responsible for this repoti, the research analyst denoted by an "AC" on the cover or within the document 
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views 
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of 
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also certify, as per 
KO FIA requirements, that their analysis was made in good faith and that the views reflect their own opinion, without undue influence or 
intervention. 

Important Disclosures 

• Market Maker/ Liquidity Provider: J.P. Morgan Securities pie and/or an affiliate is a market maker and/or liquidity provider in 
securities issued by Great Plains Energy, Westar Energy Inc. 

• Lead or Co-manager: J.P. Morgan acted as lead or co-manager in a public offering of equity and/or debt securities for Great Plains 
Energy, Westar Energy Inc within the past 12 months. 

• Client: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as clients: Great Plains Energy, Westar 
Energy Inc. 

• Client/Investment Banking: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as investment 
banking clients: Great Plains Energy, Westar Energy Inc. 

• Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following 
entity(ies) as clients, and the services provided were non-investment-banking, securities-related: Great Plains Energy, Westar Energy Inc. 

• Client/Non-Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following entity(ies) as clients, and 
the services provided were non-securities-related: Great Plains Energy, Westar Energy Inc. 

• Investment Banking (past 12 months): J.P. Morgan received in the past 12 months compensation for investment banking services 
from Great Plains Energy, Westar Energy Inc. 

• Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking 
services in the next three months from Great Plains Energy, Westar Energy Inc. 

• Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services 
other than investment banking from Great Plains Energy, Westar Energy Inc. 

• Other Significant Financial Interests: J.P. Morgan owns a position of I million USD or more in the debt securities of Great Plains 
Energy, Westar Energy Inc. 

Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for 
compendium reports and all J.P. Morgan-covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, 
or e-mailing research.disclosure.inguiries@jpmorgan.com with your request. J.P. Morgan's Strategy, Technical, and Quantitative 
Research teams may screen companies not covered by J.P. Morgan. For important disclosures for these companies, please call I-800-477-
0406 or e-mail research.disclosure.inquiries@jpmorgan.com. 

CONFIDENTIAL 

11 



Christopher Turnure 
(1-212) 622-5696 
christopher.turnure@jpmorgan.com 

North America Equity Research 
29 September 2016 NFIDENTIAL J.P.Morgan 

Date Rating Share Price Price Target 

22-Jul-09 N 

22-0ct-09 N 

26-Jan-10 N 

20-Apr-10 N 

($) ($) 

~---------------------------------~29-Sep-10 N 

15.44 

18.14 

18.25 

18.76 

18.80 

18.74 

19.37 

19.89 

20.47 

21.07 

18.32 

20.52 

21.40 

19.78 

22.38 

22.01 

20.05 

20.83 

23.19 

23.74 

24.41 

26.69 

24.84 

27.00 

28.47 

26.39 

25.74 

30.96 

31.62 

30.21 

28.57 

15.00 

17.00 

18.00 

19.00 

23.00 

24.00 

21.00 

22.00 

23.00 

24.00 

20.00 

23.00 

24.00 

20.00 

23.00 

26.00 

23.00 

24.00 

25.00 

26.00 

25.00 

26.00 

27.00 

29.00 

30.00 

28.00 

27.00 

30.00 

31.00 

32.00 

31.00 

Great Plains Energy (GXP, GXP US) Price Chart 

55 

33 
Price($) 

22 

11 

Oct 
06 

Apr 
08 

Oct 
09 

Apr 
11 

Oct 
12 
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28-Feb-14 N 34.22 36.00 

08-May-14 N 35.90 37.00 

16-0ct-14 N 35.78 38.00 

06-Nov-14 N 39.09 39.00 

12-Jan-15 uw 41.17 40.00 

02-Mar-15 uw 38.31 37.00 

07-May-15 uw 36.20 34.00 

06-Nov-15 N 38.88 40.00 

11-Mar-16 N 46.43 44.00 

01-Jun-16 N 56.33 60.00 

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire 
period. 
J.P. Morgan ratings or designations: OW= Overweight, N= Neutral, UW =Underweight, NR =Not Rated 

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the 
average total return of the stocks in the analyst's (or the analyst's team's) coverage universe.] Neutral [Over the next six to twelve 
months, we expect this stock will perform in line with the average total return of the stocks in the analyst's (or the analyst's team's) 
coverage universe.] Underweight [Over the next six to twelve months, we expect this stock will underperfonn the average total return of 
the stocks in the analyst's (or the analyst's team's) coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if 
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy 
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a 
recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock's expected total return is 
compared to the expected total return of a benchmark countly market index, not to those analysts' coverage universe. If it does not appear 
in the Important Disclosures section of this report, the certifying analyst's coverage universe can be found on J.P. Morgan's research 
website, www.jpmorganmarkets.com. 

Covernge Universe: Turnurc, Christopher: AES Corp. (AES), Allete Inc. (ALE), American Electric Power (AEP), Atmos Energy 
(ATO), Avangrid, Inc (AGR), Black Hills Corp. (BKH), Dominion Resources (D), Duke Energy Corp. (DUK), Entergy Corp. (ETR), 
Exelon Corp. (EXC), FirstEnergy (FE), Great Plains Energy (GXP), Hawaiian Electric Industries Inc. (HE), ITC Holdings (ITC), NextEra 
Energy Inc. (NEE), Nextera Energy Partners (NEP), NiSource Inc. (NI), PG&E Corp. (PCG), Pattern Energy (PEGI), Piedmont Natural 
Gas Co. (PNY), Portland General Electric Co. (POR), Public Service Enterprise Group (PEG), Sempra Energy (SRE), South Jersey 
Industries (SJI), Spire Inc (SR), Westar Energy Inc (WR), Xcel Energy (XEL) 

J.P. Morgan Equity Research Ratings Distribution, as of July 1, 2016 

Overweight Neutral Underweight CON I (buy) (hold) (sell) 
J.P. Morgan Global Equity Research Coverage 43% 45% 12% 

IB clients* 52% 49% 37% 
JPMS Equity Research Coverage 42% 50% 8% 

IB clients* 68% 65% 51% 

*Percentage of investment banking clients in each rating category. 
For purposes only ofFINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold 
rating category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table 
above. 

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered 
companies, please see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst 
or your J.P. Morgan representative, or email research.disclosure.inguiries@jpmorgan.com. 

Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based 
upon various factors, including the quality and accuracy ofresearch, client foedback, competitive factors, and overall firm revenues. 

Other Disclosures 

J.P. Morgan ("JPM") is the global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing 
name for the U.K. investment banking businesses and EMEA cash equities and equity research businesses of JPMorgan Chase & Co. and its subsidiaries. 

All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is 
redistributed, e-mailed or made available to third-party aggregators. For all research reports available on a particular stock, please contact your sales 
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Options related research: If the information contained herein regards options related research, such information is available only to persons who have 
received the proper option risk disclosure documents. For a copy of the Option Clearing Corporation's Characteristics and Risks of Standardized Options, 
please contact your J.P. Morgan Representative or visit the OCC's website at http://www.optionsclearing.com/publications/risks/riskstoc.pdf 

Legal Entities Disclosures 
U.S.: JPMS is a member of NYSE, FINRA, SIPC and the NFA. JPMorgan Chase Bank, N.A. is a member of FDIC. U.K.: JPMorgan Chase N.A., London 
Branch, is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and to limited regulation by 
the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from J.P. Morgan on 
request. J.P. Morgan Securities pie (JPMS pie) is a member of the London Stock Exchange and is authorised by the Prudential Regulation Authority and 
regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered in England & Wales No. 27 l l 006. Registered Office 25 
Bank Street, London, El4 5JP. South Africa: J.P. Morgan Equities South Africa Proprietary Limited is a member of the Johannesburg Securities 
Exchange and is regulated by the Financial Services Board. Hong Kong: J.P. Morgan Securities (Asia Pacific) Limited (CE number AAJ32l) is regulated 
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong and/or J.P. Morgan Broking (Hong Kong) Limited (CE 
number AAB027) is regulated by the Securities and Futures Commission in Hong Kong. Korea: This material is issued and distributed in Korea by or 
through J.P. Morgan Securities (Far East) Limited, Seoul Branch, which is a member of the Korea Exchange(KRX) and is regulated by the Financial 
Se1vices Commission (FSC) and the Financial Supervisory Service (FSS). Australia: J.P. Morgan Australia Limited (JPMAL) (ABN 52 002 888 011/AFS 
Licence No: 238188) is regulated by ASIC and J.P. Morgan Securities Australia Limited (JPMSAL) (ABN 61 003 245 234/AFS Licence No: 238066) is 
regulated by ASIC and is a Market, Clearing and Settlement Participant of ASX Limited and CHI-X. Taiwan: J.P.Morgan Securities (Taiwan) Limited is a 
participant of the Taiwan Stock Exchange (company-type) and regulated by the Taiwan Securities and Futures Bureau. India: J.P. Morgan India Private 
Limited (Corporate Identity Number - U67 l 20MH1992FTC068724), having its registered office at J.P. Morgan Tower, Off. C.S.T. Road, Kalina, 
Santacruz - East, Mumbai- 400098, is registered with Securities and Exchange Board of India (SEBI) as a 'Research Analyst' having registration number 
INH000001873. J.P. Morgan India Private Limited is also registered with SEBl as a member of the National Stock Exchange oflndia Limited (SEBI 
Registration Number - INB 230675231/lNF 23067523 l/INE 230675231) and Bombay Stock Exchange Limited (SEBI Registration Number -INB 
010675237/lNF 010675237). Telephone: 91-22-6157 3000, Facsimile: 91-22-6157 3990 and Website: www.jpmiol.com. For non local research reports, 
this material is not distributed in India by J.P. Morgan India Private Limited. Thailand: This material is issued and distributed in Thailand by JPMorgan 
Securities (Thailand) Ltd., which is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and 
Exchange Commission and its registered address is 3rd Floor, 20 North Sathorn Road, Silom, Bangrak, Bangkok 10500. Indonesia: PT J.P. Morgan 
Securities Indonesia is a member of the Indonesia Stock Exchange and is regulated by the OJK a.k.a. BAPEPAM LK. Philippines: J.P. Morgan Securities 
Philippines Inc. is a Trading Participant of the Philippine Stock Exchange and a member of the Securities Clearing Corporation of the Philippines and the 
Securities Investor Protection Fund. It is regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the 
Comissao de Valores Mobiliarios (CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, S.A. de C.V., J.P. Morgan Grupo 
Financiero is a member of the Mexican Stock Exchange and authorized to act as a broker dealer by the National Banking and Securities Exchange 
Commission. Singapore: This material is issued and distributed in Singapore by or through J.P. Morgan Securities Singapore Private Limited (JPMSS) 
[MCI (P) 193/03/2016 and Co. Reg. No.: 199405335R], which is a member of the Singapore Exchange Securities Trading Limited and/or JPMorgan Chase 
Bank, N.A., Singapore branch (JPMCB Singapore), both of which are regulated by the Monetary Authority of Singapore. This material is issued and 
distributed in Singapore only to accredited investors, expert investors and institutional investors, as defined in Section 4A of the Securities and Futures Act, 
Cap. 289 (SFA). This material is not intended to be issued or distributed to any retail investors or any other investors that do not fall into the classes of 
"accredited investors," "expert investors" or "institutional investors," as defined under Section 4A of the SFA. Recipients of is document are to contact 
JPMSS or JPMCB Singapore in respect of any matters arising from, or in connection with, the document. Japan: JPMorga · GP~ an:1 AL 
JPMorgan Chase Bank, N.A., Tokyo Branch are regulated by the Financial Services Agency in Japan. Malaysia: This mate u A ~Jc t d In 
Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a Participating Organization of Bursa Malaysia Berhad and a holder of Capital 
Markets Services License issued by the Securities Commission in Malaysia. Pakistan: J.P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the 
Karachi Stock Exchange and regulated by the Securities and Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is 
authorized by the Capital Market Authority of the Kingdom of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with 
respect to securities business under licence number 35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 
51907, Riyadh 11553, Kingdom of Saudi Arabia. Dubai: JPMorgan Chase Bank, N.A., Dubai Branch is regulated by the Dubai Financial Services 
Authority (DFSA) and its registered address is Dubai International Financial Centre - Building 3, Level 7, PO Box 50655 l, Dubai, UAE. 

Country and Region Specific Disclosures 
U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by JPMS pie. 
Investment research issued by JPMS pie has been prepared in accordance with JPMS pie's policies for managing conflicts of interest arising as a result of 
publication and distribution of investment research. Many European regulators require a firm to establish, implement and maintain such a policy. Further 
information about J.P. Morgan's conflict of interest policy and a description of the effective internal organisations and administrative arrangements set up 
for the prevention and avoidance of conflicts of interest is set out at the following link https://www.jpmorgan.com/jpmpdf/l 320678075935.pd( This report 
has been issued in the U.K. only to persons ofa kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial 
Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must not be acted on or relied on by persons who are not 
relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be engaged in only 
with relevant persons. In other EEA countries, the report has been issued to persons regarded as professional investors (or equivalent) in their home 
jurisdiction. Australia: This material is issued and distributed by JPMSAL in Australia to "wholesale clients" only. This material does not take into 
account the specific investment objectives, financial situation or particular needs of the recipient. The recipient of this material must not distribute it to any 
third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the term "wholesale client" has the 
meaning given in section 76IG of the Corporations Act 2001. Germany: This material is distributed in Germany by J.P. Morgan Securities pie, Frankfurt 
Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are regulated by the Bundesanstalt for Finanzdienstleistungsaufsicht. Hong Kong: The 
1 % ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons 
Licensed by or Registered with the Securities and Futures Commission. (For research published within the first ten days of the month, the disclosure may 
be based on the month end data from two months prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider/market maker for derivative 
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warrants, callable bull bear contracts and stock options listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx 
website: http://www.hkex.com.hk. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading, and 
that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan Securities Japan Co., Ltd., will be 
receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the commission rate which was individually 
agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments Firms: JPMorgan Securities Japan Co., Ltd., 
Kanta Local Finance Bureau (kinsho) No. 82 Participating Association I Japan Securities Dealers Association, The Financial Futures Association of Japan, 
Type II Financial Instruments Firms Association and Japan Investment Advisers Association. Korea: This report may have been edited or contributed to 
from time to time by affiliates of J.P. Morgan Securities (Far East) Limited, Seoul Branch. Singapore: As at the date of this report, JPMSS is a designated 
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GREAT PLAINS ENERGY 
(GXP US Equity- $27.29 - Outperform) 

Discount difficult to ignore; Upgrade to Outperlorm 

• Moving past overhangs while continuing to trade at a deep discount 
We are making a valuation call on GXP in the face of diminishing risks to 
the pending WR merger - upgrading to Outperform from Peer Perform. The 
stock trades at over a two-turn discount to the group average on standalone 
fundamentals and we view the deal as EPS-neutral at worst. Last week's 
equity issuance removed a key overhang, as did the GMO settlement. The 
environment in Missouri also appears to be improving, as GXP remains in 
discussions with parties on the merger itself and momentum seems to be 
building for next year's legislative push to enhance utility regulation. 

• Refining our estimates and lowering PT to reflect lower group multiple 
We're decreasing our estimates in 2016-2018 (see table on right) to reflect a 
lower than expected rate increase in the GMO settlement. On our 
unchanged standalone 2019E, we lower our Price Target to $30 from $31 -
implying 10% upside. We see the deal as EPS neutral in 2019 - on a lower 
equity issuance price and lower synergies than GXP assumes (see Exhibit 
7). To the extent the deal is accretive in 2019 or our standalone estimates 
are too low (below consensus and GXP forecast), this only bolsters our 
valuation call (see Exhibit 8). 

• Pro forma debt metrics tough to swallow, but stock swoon overdone 
There's no denying the deal features considerable leverage (60% debt-to­
capital) that weaken credit metrics (13% FFO/Debt). This is bothersome and 
has drawn the attention of the ratings agencies. However, we think a full­
turn discount to the group is fair for valuation purposes. The stock is also 
the worst performing regulated in 2016, providing an attractive entry point. 

• Missouri legislation potential is a free upside option 
After a filibuster stymied last spring's legislative push, GXP/AEE are in 
stakeholder discussions via a MO PSC docket focused on improving utility 
regulation. In the event that legislation is successful, Missouri stocks could 
see a re-rating given the traditional view of Missouri as a below average 
regulatory state, to go along with incremental rate base opportunities. Right 
now, GXP shareholders are getting this potential positive scenario for free. 
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Great Plains Energy Snapshot 

Exhibit 1: Financial Summary 
Financial Summar):' 2016E 2017E 2018E 2019E 
EPS (ongoing) $1.74 $1.76 $1.80 $2.00 
Diluted Shares Outstanding 155 155 155 155 
Dividends Per Share $1.11 $1.18 $1.25 $1.32 
Dividend Yield 4.1% 4.3% 4.6% 4.8% 
Dividend Payout Ratio 64% 67% 69% 66% 
Equity ratio 48% 48% 49% 49% 
FFO/Net Debt 18% 18% 19% 20% 

Valuation Metrics 
P/E 15.7x 15.5x 15.2x 13.7x 
P /B (ex goodwill) 1.2x 1.1x 1.1x 1.1x 

Subsidiary EPS 
Kansas City Power & Light $1.27 $1.24 $1.34 $1.45 
GMO 0.52 0.57 0.53 0.63 
Transource 0.01 0.01 0.01 0.01 
ParenUOther (0.06) (0.06) (0.08) (0.10) 
Total EPS $1.74 $1.76 $1.80 $2.00 

~ 
Earned ROE (includesAFUDC) 8.1% 7.8% 7.9% 8.6% 
Average Estimated Rate Base ($M) $6,851 $7,118 $7,309 $7,490 
ROE on Company Rate Base Estimate 8.4% 
Company Rate Base Estimate ($M) $6,600 

Source: Wolfe Utilities & Power Research 

Company Description 
Great Plains Energy, based in Kansas City, MO, operates two 
vertically integrated utilities in portions of KS and MO, serving 
over 840,000 customers. The largest-Kansas City Power & 
Light (KCP&L)-serves mostly the KC metro area, and the 
other-KCP&L Greater Missouri Operations (GMO)-serves 
much of western MO. GXP also pursues competitive 
transmission projects via a JV with AEP - Transource; though it 
has had a negligible impact on the company's earnings profile. 
We see the earnings contribution split as just over two-thirds at 
KCP&L and the remainder at GMO. 

Investment Thesis 
GXP is trading at a significant discount to the regulated group on 
our 2019 EPS, which still reflects material under-earnings and an 
overhang tied to the pending WR deal. GXP is working on 
mitigating that lag, which would be aided by improved 
ratemaking mechanisms in Missouri should utility legislation be 
successful in 2017. Proforma EPS growth of 6-8% and dividend 
growth of 5-7% are quality targets, but the merger also involves 
significant leverage. 

Valuation 
Our $30 PT is based on a full turn discount to the average 
regulated multiple in 2019. This reflects the pro forma lower 
quality balance sheet of GXP post-WR merger. Continued 
regulatory in lag MO will persist absent legislation, but the deal 
also diversifies GXP away from MO. GXP also has an above 
average yield and targets pro forma EPS and dividend growth 
that would exceed peers. That said, the deal comes with 
execution risk in addition to significant leverage. 

Great Plains Energy 

Exhibit 2: Modeling Assumptions 
2016E 

Ca~ital S~ending by Segment (~Ml 
Kansas City Power & Light $493 
GMO 187 
Transource 13 
Total Capital Spending $693 

Financings ($M} 
Total Equity lssued/(Repurchased) $6 
Total Debt lssued/(Repurchased) 170 

Sales Forecast 
Kansas City Power & Light 0.7% 
GMO 0.5% 

Source: Wolfe Utilities & Power Research 

Exhibit 3: 2018E EPS by Segment 

• Oistribution!Generatlon 
a Transmission 

Source: Wolfe Utilities & Power Research 

Exhibit 4: Performance Chart 
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Investment Conclusion 
GXP has been trading at the lowest multiple in the group (see Exhibit 5), as the stock continues to be pressured 
by the overhang of the WR acquisition. The standalone company has sluggish near-term EPS and rate base 
growth in less constructive regulatory jurisdictions. The merger amplifies earnings growth potential if synergies 
are realized, but at the cost of a very weak balance sheet due to the significant leverage. That said, the stock has 
significantly underperformed (worst amongst the regulateds YTD - see Exhibit 6) and risks to the deal (regulatory, 
financing) have moderated considerably. Our call is primarily on valuation - the stock trades at over a two-turn 
discount to the group, with the potential for improving regulation in Missouri and post-merger EPS growth of 6-8% 
and dividend growth of 5-7%. 

Exhibit 5: Regulated Com parables 
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Source: Wolfe Utilities & Power Research, FactSet 

Exhibit 6: GXP Relative Performance vs. Regulated Utilities 
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Reasons for the Upgrade 
• Severely discounted valuation becoming difficult to ignore. On our standalone numbers GXP is trading 

at over a two-turn discount in 2019. This provides an attractive entry point into a stock with an above­
average yield in a defensive sector that lacks many value opportunities right now. Since announcing the 
deal, the stock has underperformed its peers by over 15% (see Exhibit 6). We believe the stock should 
trade at closer to a one-turn discount to the regulated group average, given the damaged balance sheet 
resulting from leverage used to complete the WR merger. Now that financing for the deal is largely in place, 
we also have a better idea of pro forma merger accretion/dilution and find the deal to be about earnings­
neutral in 2019. GXP believes the deal is 5% accretive in 2019 and 10% accretive in 2020 - if this is 
realized the stock price upside is even greater. However, we have doubts on synergy execution and the 
equity issuance price was lower than originally anticipated. 

Exhibit 7: Accretion/Dilution Merger Analysis 

GXP Net Income* 
GXP EPS* 
WR Net Income* 
WR EPS* 
Total Net Income 

$269 
$1.74 
$342 

$2.44 
$612 

2017E 

$272 
$1.76 
$346 

$2.46 
$618 

2018E 

$279 
$1.80 
$352 

$2.50 
$631 

. I 
•· 201~el 

$310 
$2.00 
$380 

$2.70 
$690 

Total O&M 
Synergies (8% O&M I 50% shared)_~$_34 ___ $_3_4 __ ~$_3_4 __ ~$3_4 1, 305 
Total Earnings wl Synergies $645 $652 $665 $724 

Premium to Close Price 
WR Shares Outstanding 
Total Purchase Price 

$56.73 

Equity for Deal ($1.38 to seller+ $1.68 GXP issue) 

Debt for Deal ($4.48 + $1.68 convertible preferreds) 

Equity Issuance 
GXP Issuance Price 
Shares Issued 

New GXP Debt Interest Cost 
OMERS Convertible Preferred Interest Cost 
Convertible Preferred Interest Cost 
Total Interest Cost 

$59.33 
142 

$8,409 

$2,409 

$6,000 

$2,409 
$26.45 

91 

($114) 
($54) 
($53) 

($221) 

$59.33 
142 

$8,409 

$2,409 

$6,000 

$2,409 
$26.45 

91 

($114) 
($54) 
($53) 

($221) 

5.76% 

29% 

71% 

Interest 

4% 
7.25% 
7.00% 

Pro-Form a 
Net Income $443 $493 GXP Shares 
Shares Outstanding 
EPS 
GXP Standalone EPS 

Implied Accretion I (Dilution) 
Source: Wolfe Utilities & Power Research, company reports 
*Wolfe estimates 
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Exhibit 8: EstimatesNaluation Analysis 

Forecasts 2016 2017 2018 2019 2020 
Implied by GXP accretion in S-4 1.72 2.14 2.28 
Wolfe GXP Pro Forma Accretion 1.80 2.00 

GXP Standalone S-4 1.72 1.72 1.72 2.04 2.08 
Wolfe GXP Standalone 1.74 1.76 1.80 2.00 

Valuation 2016 2017 2018 2019 2020 
Implied by GXP accretion in S-4 15.9x 12.8x 12.0x 
Wolfe GXP Pro Forma Accretion 15.2x 13.6x 

GXP Standalone S-4 15.9x 15.9x 15.9x 13.4x 13.1x 
Wolfe GXP Standalone 15.7x 15.5x 15.2x 13.7x 

I Regulated A-.erage 18.7x I 17.8x I 16.9x I 15.9x I 
Source: Wolfe Utilities & Power Research, company reports 

Beyond execution risk, balance sheet metrics are the primary reason why the stock should still 
trade at a discount. We see the pro forma company at 60% debt-to-capital, which is higher than nearly all 
peers, and somewhat of a concern considering the size of the company. Further, the debt to fund the deal is 
being issued at the parent, which could present risks should regulators ever deem it necessary to "look­
through" to the consolidated capital structure. That said, we now see this as less of a risk in Missouri given 
the recent GMO settlement and the potential for GXP to provide assurances such as ring-fencing. Similarly, 
the debt at the parent as a percentage of total debt (30%) would also be higher than peers and a reason 
why GXP has been placed on watch for a rating downgrade at the credit rating agencies. Finally, the 
FFO/Debt metrics of the pro forma company are simply the lowest quality - we see GXP struggling to stay 
above 13% initially, which is the threshold Moody's has laid out as the floor for remaining investment grade. 

Exhibit 9: Balance Sheet Metrics 

Balance Sheet 
Standalone Debt, Preferreds 
GXP* $4,279 
WR* $4,064 

Standalone Equity 
GXP* $3,762 
WR* $3,814 

Pro-Form a 
Debt 
Ectuitv, Preferreds 
Pro-Form a 
Net Debt I EBITDA 
GXP Standalone 
Net Debt I EBITDA 
Pro-Form a 
FFOI Debt 
GXP Standalone 
FFOI Debt ... Source: Wolfe Ut1ilt1es & Power Research, company reports 

*Wolfe estimates 
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• Potential for settlement with Missouri parties on merger. GXP continues to work with parties in Missouri 
over merger jurisdiction and no complaint has been filed, after the MO PSC essentially left the door open for 
Staff and Office of Peoples Counsel to do so. Our understanding is that concerns around merger jurisdiction 
and utility-level credit quality will ultimately be addressed in the form on concessions that resemble the EDE 
merger settlement and possibly ring-fencing assurances. Importantly, the MO PSC has indicated that it 
does not intend to slow down the transaction approval process. 

• Equity overhang removed. Last week's announced equity issuance was not unexpected, as management 
had previously indicated a desire to take capital markets risk off the table shortly after shareholder approval 
was garnered. The mix of common equity and convertible preferreds was also previously messaged by 
management. Importantly, GXP got the entire block equity issuance over with in one-shot - removing a big 
overhang and only pricing at a modest (2.5%) discount to the prior day's close price ($27.16). 

• Other risks mitigated (GMO rate case, shareholder vote, etc.). Our key focus in the rate case was the 
potential precedential nature of the MO PSC's decision on capital structure, as usage of the utility-level 
capital structure would remove an overhang, and usage of the consolidated capital structure would be 
problematic post-WR merger. Unfortunately, the settlement doesn't provide clarity on this issue, but our 
sense is that GXP would not have agreed to anything that would negatively impact the deal. The 
shareholder vote was largely expected to go in favor of the deal, as ISS had recommended approval 
(Blackrock and Vanguard own 8% each of GXP) and we had not heard any GXP investors openly opposing 
the deal. Additionally, the Department of Justice recently gave GXP/WR the go-ahead to file for merger 
approval and trigger the Hart-Scott-Rodino Act, after initially opening an investigation and requesting 
documents/info. 

• Momentum on Missouri legislation already beginning to build. Last spring, the MO utilities proposed 
legislation that would have revamped the regulatory framework, but it was ultimately filibustered. As we 
head into the 2017 legislative session, we believe momentum will depend on the findings from the MoPSC 
report on 12/1. As of now, we anticipate proposed legislation to improve utility regulation. Moreover, a new 
governor will be elected this fall, wiping the slate clean on utility relations with the state's executive branch. 
In the event that legislation is successful, AEE/GXP could see a re-rating given the traditional view of 
Missouri as a below average regulatory state, on top of incremental investments by the utilities. 

Merger Approval Process 
The remaining road to close the deal looks much shorter now that the shareholder votes are complete and GXP 
has settled its GMO rate case. The company still needs approval from the Kansas Corporation Commission 
(KCC), where the state has a "net benefit/public interest" standard. That said, Algonquin/Empire Electric were 
able to reach a settlement with KCC Staff in their pending merger, with the KCC expected to make a decision by 
year-end. Kansas has a 300-day clock, such that a final decision in the GXP/WR merger is expected before the 
end of April 2017. GXP also recently completed its filing with the Department of Justice and awaits the expiration 
of the Hart-Scott-Rodino 30-day window. Other remaining approvals include - FERC, the Nuclear Regulatory 
Commission (Wolf Creek), and the FCC. GXP anticipates closing the deal in 2017, but in the unlikely event that 
the deal fails, GXP would need to do a massive share buyback and potentially look even more attractive. 
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August 5, 2016 

Equity Research 

GXP & WR: MO Jurisdiction & Equity In Focus 

Sector Rating: Regulated Electric Utilities, Market Weight 
FYEPS 

Rating Piice 2016 2017 
Ticker Curr. Prior 08/05/16 Cm01'. Piior Curr. P1ior 

Regulated Electric Utilities 
GXP 2 NC $28.60 $1.72 NC 
WR 2 NC 53.98 2.46 NC 

$1.76 $1.80 
2.52 NC 

Valuation Range 

Curr 

$29-30 
$58-60 

Prior 

$30-32 
$59-60 

Source: Company data and Wells Fargo Seclll'ities, LLCestimates 1= Outperform, 2 =Market Perform, 3 = U11de11ic1fonn, V =Volatile 
,.,. =Company is 011 tlw Priority Stock LiM NA =Not Availabla, NC= No C/icmgc1 NE= Na Estimate, NM =Not Meaningful 

• Summary. GXP reported strong Q2 results, affirmed the full-year outlook, and 
updated investors on ongoing regulatory and merger matters. Key items on deck 
include a potential Staff complaint formally asse1ting jurisdiction in Missouri, 
shareholder votes, and deal equity. Year-to-date, shares of GXP have 
underperformed the S&P Utilities by 12% leaving shares at 10%+ discounts on our 
'16-19E EPS. While these discounts stand out in an othenvise tightly traded 
group, we think the current valuation amply reflects the financing risk and, more 
so, regulatory risk and a below-average post-deal balance sheet. We reiterate our 
Market Perform ratings on GXP (12-18 month valuation range $29-30/sh down 
from $30-32/sh on lower group multiples) and WR ($58-60/sh from $59-
60/sh). Our pro-forma GXP '16-18E EPS are $i.72, $i.76 (from $I.So) & $1.84 
(from $1.88). Our stand-alone GXP & WR '16-18E EPS are $i.72, $i.8o & $1.83, 
respectively, and $2-46, $2.52 & $2.52, respectively. 

• Pro-Forma Outlook. We are lowering our pro-forma GXP '17E & '18E EPS 
to/from $I.76/$i.80 & $1.84/$1.88 reflecting a lower than expected equity ratio 
at KCP&L-MO and more severe regulatory lag in Missouri. Our '19E & '20E EPS 
remain $2.12 & $2.25. Our outlook is largely dependent on regulatory outcomes 
in both the pending MO cases and the 2018 round of rate cases in both MO and 
KS. We are pa1ticularly focused on the equity ratio piece of the cost of capital 
equation as KS and/or MO could look beyond the subsidiaiy level capital 
structure in light of parent leverage. For context, a 2% change in our assumed 
equity ratios of nearly 54% (consistent with the sub capital structures) has an 
approximate $0.10 EPS impact, or 4%, on our '20E EPS. That said, (1) GXP is 
willing to make assurances that the operating companies remain secluded from 
the acquisition/parent debt and (2) there could be execution upside (higher 
synergies) to offset some of the regulat01y risk. 

• Call Takeaways. (1) As the SEC is not reviewing the deal proxy, the companies 
can move faster on shareholder votes - we expect GXP's proxy to be filed in a few 
weeks followed by a shareholder vote in late September. (2) While we previously 
expected two rounds of equity, GXP is now likely wait until after the late 
September shareholder meeting before issuing any stock (GXP plans to issue 
$2.35B of equity include common stock and mandat01y convertible preferred 
stock). (3) As the Missouri investigation into jurisdiction is now closed, the Staff 
or other parties could formally asse1t jurisdiction, which would force a 
Commission decision. (4) Both the legislative and regulatory bodies in Missouri 
are actively looldng at potential reforms to utility regulation; GXP expects a 
Commission report by year-end ahead of next year's legislative session. 

Please see page 8 for rating definitions, important disclosures 
and required analyst certifications 
All estimates/forecasts are as of 08/05/16 unless otherwise stated. 

Wells Fargo Secmities, LLC does and seeks to do business with companies 
covered in its research reports. As a result, investors should be aware that 
the firm may have a conflict of interest that could affect the objectivity of the 
report and investors should consider this report as only a single factor in 
making their investment decision. 

Sarah Akers, CFA, Senior Analyst 
(314) 875-2040 

sarah .a kers@l we llsfargo. com 
Neil Kalton, CFA, Senior Analyst 

(314) 875-2051 
n eil. ka 1 ton@wellsfa rgo. com 
Peter Flynn, Associate Analyst 

(314) 875-2049 
peter .flynn@wellsfa rgo. com 

Jonathan Reeder, Associate Analyst 
(314) 875-2052 

jonathan.reeder@wellsfargo.com 

Together we'll go far 



Utilities 

GXP Earnings Model 

WELLS FARGO SECURITIES, LLC 
EQUITY RESEARCH DEPARTMENT 

(in millions except per share data) 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 

Revenues 

Expenses 

Fuel & Purchased Pow er 

Operating and Maintenance 

Voluntary Separation A"ogram 

Depreciation & Amortization 

Other Taxes 

Other 

Total Operating Expenses 

Total Other Income 

Total Interest Expense 

Income Taxes 
Tax Rate 

Loss from Equity Investments, net 
Discontinued Operations, net 
Non-Controlling Interest 

Net Income -Adjusted 

A"eferred Dividend 

Average Shares - Diluted 

Dividend Information 
Dividends Paid Per Year 
Payout Ratio 

Statistics 
Book Value - Year End 
Avg Book Value 
ROE 
EBITDA Per Share 
Free CFPS 
Free Cash Flow 

$2,446 

719 

671 

0 

290 

194 

3 

$1,877 

9 

198 

129 
34% 

(0) 
0 
0 

250 

2 

154 

$0.88 
55% 

$22.56 
$22.14 

7.3% 
$5.60 
$5.06 
($30) 

$2,568 

817 

702 

0 

306 

205 

4 

$2,034 

13 

189 

116 
32% 

0 
0 
0 

243 

2 

154 

$0.94 
60% 

$23.25 
$22.90 

6.9% 
$5.46 
$4.54 
($221) 

Source: Wells Fargo Securities, LLC estimates and company filings 

2 

$2,502 

698 

725 

0 

330 

213 

6 

$1,972 

4 

199 

123 
37% 

0 
0 

213 

2 

$1.00 
73% 

$23.67 
$23.46 

5.8% 
$5.58 
$4.88 
($80) 

$2,628 

704 

734 

0 

351 

220 

6 

$2,014 

3 

198 

151 
36% 

0 
0 
0 

268 

2 

155 

$1.06 
62% 

$24.34 
$24.00 

7.2% 
$6.25 
$5.13 
($51) 

$2,682 

705 

752 

0 

365 

226 

6 

$2,055 

4 

191 

159 
36% 

0 
0 
0 

281 

2 

155 

$1.12 
62% 

$25.04 
$24.69 

7.4% 
$6.42 
$5.36 

$74 

$2,718 

710 

770 

0 

379 

233 

6 

$2,097 

4 

177 

161 
36% 

0 
0 
0 

286 

2 

155 

$1.19 
65% 

$25.71 
$25.37 

7.3% 
$6.47 
$5.49 
$124 

$2,782 

714 

780 

0 

393 

240 

6 

$2, 134 

4 

162 

175 
36% 

0 
0 
0 

315 

2 

154 

$1.27 
63% 

$26.37 
$26.04 

7.9% 
$6.79 
$5.90 
$138 

$2,808 

719 

784 

0 

409 

247 

7 

$2,165 

4 

161 

173 
36% 

0 
0 
0 

312 

2 

152 

$1.36 
66% 

$26.91 
$26.64 

7.8% 
$6.97 
$6.08 

$45 
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GXP & WR: MO Jurisdiction & Equity In Focus 

GXP Cash Flow Model (in millions) 2013 2014 2015 

Ogerating Cash Flow 
Net Income $250 $243 $213 
Depreciation & Amortization 290 306 330 

other, net 237 149 210 

Net Operating Cash Flow $777 $698 $753 

Investing Cash Flow 
Capital Expenditures ($669) ($774) ($677) 
Other, net (37) (6) (57) 

Net Investing Cash Flow ($706) ($780) ($734) 

Financing Cash Flow 
Issuance of Common Stock $5 $5 $3 

Issuance of Long-Term Debt 763 0 349 
Issuance Fees (9) (1) (3) 
Retirement of Long-Term Debt (265) (13) (87) 
Changes in Short-Term Debt, net (424) 241 (124) 

Dividends on Common Stock (137) (146) (156) 

Other Financing Activities (2) (2) (2) 

Net Investing Cash Flow ($70) $84 ($20) 

Net Change in Cash $1 $2 ($2) 

Cash at Beginning of Period $9 $11 $13 

Cash at End of Period $11 $13 $11 

WELLS FARGO SECURITIES, LLC 
EQUITY RESEARCH DEPARTMENT 

20166 20176 20186 20196 20206 

$268 $281 $286 $315 $312 

351 365 379 393 409 

174 182 184 198 196 

$793 $828 $849 $906 $917 

($680) ($581) ($541) ($573) ($668) 

(9) (5) 0 0 0 

($689) ($586) ($541) ($573) ($668) 

$0 $0 $0 ($75) ($100) 

0 225 250 350 30 

0 0 0 0 0 

(1) (382) (351) (401) (1) 

55 85 (20) 0 25 

(163) (173) (184) (195) (205) 

0 0 0 0 0 

($109) ($245) ($305) ($321) ($251) 

($6) ($3) $3 $11 ($2) 

$11 $5 $2 $5 $17 

$5 $2 $5 $17 $15 

Capital Structure (in millions) 2013 2014 2015 20166 20176 20186 20196 20206 

Common Equity $3,474 $3,586 $3,657 $3,761 $3,869 $3,972 $4,016 $4,023 

Long-Term Debt 3,516 3,466 3,745 3,745 3,588 3,487 3,436 3,465 

Short-Term Debt 293 548 410 464 549 529 529 554 

Preferred 39 39 39 39 39 39 39 39 

Total Capitalization $7,322 $7,639 $7,851 $8,009 $8,045 $8,027 $8,020 $8,081 

% Common Equity 47% 47% 47% 47% 48% 49% 50% 50% 

% LT Debt 48% 45% 48% 47% 45% 43% 43% 43% 

% ST Debt 4% 7% 5% 6% 7% 7% 7% 7% 
% Preferred 1% 1% 0% 0% 0% 0% 0% 0% 

Source: Wells Fargo Securities, LLC estimates and company filings 

N ID NTIAL 
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Utilities 
WELLS FARGO SECURITIES, LLC 

EQUITY RESEARCH DEPARTMENT 

WR Earnings Model 

(in millions except per share data) 2013 2014 2015 2016E 2017E 2018E 

Revenues $2,371 $2,602 $2,459 $2,579 $2,628 $2,686 

Expenses 

Fuel and purchased pow er $635 $705 $561 $566 $568 $571 

Operating and maintenance 660 726 716 716 721 724 

Depreciation and arrortization 273 286 311 342 387 417 

Selling, general and administrative 224 250 250 250 252 253 

Total Operating Expenses $1 ,791 $1,969 $1,838 $1,874 $1,927 $1,965 

Operating Income $579 $633 $621 $705 $701 $721 

Total other lncorre $28 $24 $10 $24 $17 $17 

Total Interest Expense 182 183 177 171 184 202 

lncorre Taxes 124 151 152 200 165 166 

Tax Rate 29% 32% 33% 36% 31% 31% 

Income From Continuing Operations 301 322 302 359 369 370 
Discontinued operations, net of tax 0 0 0 0 0 0 

Net Income $301 $322 $302 $359 $369 $370 

Preferred dividends 0 0 0 0 0 0 
lncorre attributable to Non-Controlling I allocc: 8 9 10 10 10 10 

Earnings for Comm on $293 $313 $292 $349 $359 $360 

Average Shares - Diluted 128 133 139 142 142 143 

EPS $2.28 $2.35 $2.10 $2.46 $2.52 $2.52 

Other Non-Recurring Items 0.00 0.00 0.00 0.00 0.00 0.00 

EPS (Diluted) $2.28 $2.35 $2.10 $2.46 $2.52 $2.52 

Dividend Information 

Dividends Paid Per Year $1.36 $1.40 $1.44 $1.52 $1.60 $1.69 

Payout Ratio 60% 59% 69% 62% 64% 67% 

Statistics 

Book Value - Year End $23.88 $25.02 $25.87 $26.79 $27.69 $28.49 

Avg BookValue $23.39 $24.45 $25.44 $26.33 $27.24 $28.09 

ROE(%) 9.7 9.6 8.2 9.3 9.3 9.0 

EBITDA Per Share $6.68 $7.07 $6.75 $7.40 $7.65 $7.98 

Free CFPS ($1.88) ($1.53) ($1.25) ($3.81) ($1.05) ($0.62) 

Free Cash Flow ($240) ($199) ($172) ($539) ($149) ($88) 

Sources: Wells Fargo Securities, LLC estimates and company filings 

Rating Basis Information: 

GXP Thesis: We are attracted to GXP's 6-8% pro-forma annual EPS growth outlook and synergy potential 
with the WR deal. Our Market Perform rating reflects valuation considerations in conceit with near-term 
financing risks and a below-average pro-forma balance sheet. · 

WR Thesis: We are attracted to WR's renewable-rich footprint, flexible strategy, healthy balance sheet, and 
shareholder-friendly management. Our Market Perform reflects valuation considerations as shares are trading 
near the $60/sh takeout price (deal expected to close in spring 2017). 

Valuation Range Information: 

CONFI 

4 

2019E 2020E 

$2,770 $2,820 

$574 $577 

728 731 

445 474 

254 255 

$2,001 $2,038 

$769 $782 

$17 $17 

197 202 

186 189 
31% 32% 

404 409 
0 0 

$404 $409 

0 0 
10 10 

$394 $399 

143 144 

$2.75 $2.78 

0.00 0.00 

$2.75 $2.78 

$1.78 $1.88 

65% 68% 

$29.43 $30.29 

$28.96 $29.86 

9.5 9.3 

$8.48 $8.75 

$0.03 ($1.43) 

$4 ($206) 

NTIAL 



GXP & WR: MO Jurisdiction & Equity In Focus 
WELLS FARGO SECURITIES, LLC 

EQUITY RESEARCH DEPARTMENT 

GXP Basis and Risks: Our valuation range is primarily based on a P /E multiple analysis (16X our 118E EPS 
of $i.84). Key risks include cost pressures, lower than expected sales and negative regulatory developments. 

WR Basis and Risks: Our valuation range is premised on our belief that the acquisition of WR by GXP for 
$60/sh ($51/sh cash, $g/sh stock) will receive the necessa1y regulatmy approvals. In light of the pending 
takeout, the principal risk is failure to secure regulatory approvals for the pending acquisition. 

CONFIDENTIAL 
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Utilities 

WR Cash Flow Model (in millions) 2013 2014 2015 

Operating Cash Flow 

Net lncoire $301 $322 $302 

Discontinued Operations, net 0 0 0 

Depreciation & Amortization 305 327 352 

other - net 97 175 61 

Net Operating Cash Flow · .. $703 $824 ·.$715 

Investing Cash Flow 

Generation: 

Replaceirent and other 

Western Plains Wind 

Option Wind (100 MN) 
Nuclear fuel 

Transmission 

Distribution: 

other 

Total CapEx ($780) ($852) ($700) 

other 138 13 51 

Net investing Cash Flow ($642) ($839) ($650) 

Financing Cash Flow 

Issuance of common stock, net $33 $88 $258 

Proceeds from long-term debt 492 418 544 

Retireirents of long-term debt (126) (455) (664) 

Short-term debt, net (205) 122 (7) 

Preferred Stock Redemption 0 0 0 

Borrow ings/Repayirents against COLI CV (86) 19 (5) 

Cash dividends paid (163) (172) (186) 

other (8) (6) (6) 

Neflnvesting Cash .Flow ($62) ·.· $14 \ ($66) 

Net cash from discontinued operations $0 $0 $0 

Net Change in Cash ($1) $0 ($1) 

Cash at Beginning of Period $6 $4 $5 

Cash at End of Period $4 $5 $3 

2016E 

$359 

0 

342 

108 

$809 

($185) 

(420) 

0 

(23) 

(225) 

(216) 

(64) 

($1,133) 

0 

($1,133) 

$0 

300 

(28) 

275 

0 

0 

(215) 

0 

$331 

$0 

$8 

$3 

$11 

WELLS FARGO SECURITIES, LLC 
EQUITY RESEARCH DEPARTMENT 

2017E 2018E 2019E 2020E 

$369 $370 $404 $409 

0 0 0 0 

387 417 445 474 

117 117 117 (9) 

$873 $904 $966 $874 

($182) ($210) ($188) ($251) 

(15) 0 0 0 

0 0 0 0 

(46) (26) (24) (51) 

(267) (252) (247) (255) 

(209) (193) (191) (197) 

(75) (72) (57) (56) 

($794) ($751) ($706) ($810) 

0 0 0 0 

• ($794) ($751) ($706) ($810) 

$0 $0 $0 $0 

300 415 425 225 

(152) (329) (331) (32) 

0 0 (85) 0 

0 0 0 0 

0 0 0 0 

(228) (241) (255) (270) 

0 0 0 0 

($80) . ($155) ($247) ($78) 

$0 $0 $0 $0 

($1) ($2) $13 ($13) 

$11 $10 $8 $21 

$10 $8 $21 $8 

Capital Structure (in millions) 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 

Corrmon Equity $3,063 $3,295 $3,657 $3,801 $3,941 $4,070 $4,218 $4,357 

Long-Term Debt 3,164 3,354 3,302 3,574 3,722 3,808 3,902 4,095 

Short-Term Debt 412 286 279 554 554 554 469 469 

Preferred 0 0 0 0 0 0 0 0 

Total Capitalization $6,639 $6,934 $7,237 $7,928 $8,217 $8,432 $8,589 $8,921 

% Common Equity 46% 48% 51% 48% 48% 48% 49% 49% 

Excluding ST Debt & VIE Debt 49% 50% 53% 52% 51% 52% 52% 52% 

% LT Debt 48% 48% 46% 45% 45% 45% 45% 46% 

% ST Debt 6% 4% 4% 7% 7% 7% 5% 5% 

% Preferred 0% 0% 0% 0% 0% 0% 0% 0% 

Sources: Wells Fargo Securities, LLC estimates and company filings 
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GXP & WR: MO Jurisdiction & Equity In Focus 
WELLS FARGO SECURITIES, LLC 

EQUITY RESEARCH DEPARTMENT 
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Utilities 
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Required Disclosures 

WELLS FARGO SECURITIES, LLC 
EQUITY RESEARCH DEPARTMENT 

Great Plains Energy Incorporated (GXP) 3-yr. Price Performance 
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Date 

Date Published Price ($) Rating Code Val. Rng. Low Val. Rng. High 
7130.12013 Akers 
7130.12013 NA 2 23.00 24.00 .. B/912013 23.88 2 25.00 26.00 .. 813012013 22.03 2 22.50 23.50 .. 111812013 23.63 2 24.00 25.00 .. 212712014 25.96 2 27.00 28.00 .. 312712014 26.60 2 28.00 29.00 .. 6!3012014 26.91 2 29.00 30.00 .. B/812014 24.71 2 26.00 27.00 .. 111712014 26.94 2 28.00 30.00 

" 12129.12014 28.45 2 30.00 32.00 .. .. .. .. .. .. .. .. .. .. 

211712015 26.77 2 28.00 30.00 
319/2015 25.80 2 27.00 29.00 
518.12015 25.93 2 26.00 27.00 
6!2512015 24.43 2 25.00 26.00 
81712015 26.23 2 27.00 28.00 

11130/2015 26.99 2 28.00 29.00 
212512016 29.55 2 31.00 32.00 
313112016 32.25 2 33.00 34.00 
51612016 31.29 2 32.00 33.00 
513112016 29.18 2 30.00 32.00 

Source: \'Jells Fargo Securities, LLC estimates and Reuters data 

Symbol Key 
'If Rating Dovmgrade 
it Rating Upgrade 
• Valuation Range Change 

• Initiation, Resumption. Drop or Suspend 
• Analyst Change 
-1 Split Adjustment 

Rating Code Key 
1 Ou1perform1Buy 
2 Market PerfomvHold 
3 UnderperfomvSell 

Close Price($) 

24.27 
23.93 
21.92 
23.73 
25.87 
26.60 
26.87 
24.94 
27.00 
29.38 
26.49 
25.80 
25.86 
24.27 
26.42 
26.99 
29.55 
32.25 
31.08 
29.18 

SR Suspended 
NR NotRated 
NE No Estimate 
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GXP & WR: MO Jurisdiction & Equity In Focus 
WELLS FARGO SECURITIES, LLC 

EQUITY RESEARCH DEPARTMENT 

'Nestar Energy, Inc. (\iVR) 3-yr. Price Performance 

$05.00 
!"3.05 
$S1.IO 
!59.15 
$57.20 
$55.25 
$53.:>) 

$5U5 
!49.40 
$47.45 
$45.SD 
$43.55 

•'J. 

!41.60 ., $39.£.5 
.::l $37.70 ... 

$35.75 .... 
.~ $33.00 "\ ... $31.35 ¥., 11 = $29.SD ., ., $27.95 
tfl 

$2B.<>D 

\J.il 
.,...1N~ 

h"W, ,. 
I 

Date 

Date Published Price (S) Rating Code Val. Rng. Low Val. Rng. High Close Price ($) 
7130/2013 AkHS 

713012013 NA 33.00 34.00 33.79 .. 8,1812013 33.50 36.00 37.00 33.51 .. 813012013 31.17 33.50 34.50 31.11 .. 1118/2013 31.63 34.00 35.00 31.63 .. 2127/2014 34.32 37.00 38.00 34.32 

" 5.1812014 35.88 39.00 40.00 35.90 .. 6130/2014 38.06 40.00 42.00 38.19 

" 7117/2014 36.40 39.00 41.00 36.40 .. 8/712014 35.16 37.00 39.00 35.51 

"' 111612014 38.64 41.00 43.00 38.26 .. 1212912014 41.87 45.00 47.00 42.93 

• 211712015 39.41 42.00 44.00 39.08 .. 3.1912015 37.00 40.00 42.00 37.00 .. 51612015 36.09 38.00 40.00 36.20 .. 612512015 34.29 36.00 37.00 34.11 .. 8.1512015 37.23 39.00 40.00 37.23 .. 913012015 38.04 39.00 41.00 38.44 
• 111412015 40.61 42.00 44.00 40.74 .. 11/3012015 42.68 44.00 46.00 42.68 .... 212&'2016 44.88 2 46.00 48.00 43.13 

" 313112016 49.61 2 51.00 54.00 49.61 
51512016 51.90 2 49.00 51.00 51.78 

• 513112016 56.32 2 59.00 60.00 56.33 

Source: \'/ells Fargo Securities, LLC estimates and Reuters data 

Symbol Key Rating co de Key 
Y Rating Downgrade + Initiation, Resumption, Drop or Suspend 1 OutperformlBu>1 SR Suspended 
A Rating Upgrade " Analyst Change 2 Market Perform!Hold NR Not Rated 
o Valuation Range Change l SplitAdjustment 3 Underperform!Sell ME No Estimate 

Additional Information Available Upon Request 
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Utilities 

I ce1tify that: 

WELLS FARGO SECURITIES, LLC 
EQUITY RESEARCH DEPARTMENT 

1) All views expressed in this research report accurately reflect my personal views about any and all of the subject securities or 
issuers discussed; and 
2) No pa1t of my compensation ·was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed 
by me in this research repmt. 

• Wells Fargo Securities, LLC maintains a market in the common stock of Westar Energy, Inc. 
• Wells Fargo Securities, LLC or its affiliates managed or comanaged a public offering of securities for Westar Energy, Inc., Great 

Plains Energy Incorporated within the past 12 months. 
• Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banking services in 

the next three months from Great Plains Energy Incorporated, Westar Energy, Inc. 
• Wells Fargo Securities, LLC or its affiliates received compensation for investment banking services from Westar Energy, Inc., 

Great Plains Energy Incorporated in the past 12 months. 
• Wells Fargo Securities, LLC and/or its affiliates, have beneficial ownership of 1% or more of any class of the common stock of 

Westar Energy, Inc. 
• Westar Energy, Inc., Great Plains Energy Incorporated currently is, or during the 12-month period preceding the date of 

distribution of the research report ·was, a client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided investment 
banldng services to Westar Energy, Inc., Great Plains Energy Incorporated. 

• Westar Energy, Inc. currently is, or during the 12-month period preceding the date of distribution of the research repmt was, a 
client of Wells Fargo Securities, LLC. Wells Fargo Securities, LLC provided noninvestment banldng securities-related services to 
Westar Energy, Inc. 

• Wells Fargo Securities, LLC received compensation for products or services other than investment banking services from Westar 
Energy, Inc. in tlle past 12 months. 

• Wells Fargo Securities, LLC or its affiliates has a significant financial interest in Westar Energy, Inc., Great Plains Energy 
Incorporated. 

• Wells Fargo Securities, LLC or its affiliates intends to seek or expects to receive compensation for investment banldng services in 
the next three monfus from an affiliate of Great Plains Energy Incorporated. 

• Wells Fargo Securities, LLC or its affiliates received compensation for investment banldng services from an affiliate of Great 
Plains Energy Incorporated in the past 12 months. 

GXP: Key risks include cost pressures, lower than expected sales and negative regulatmy developments. 
WR: In light of the pending takeout, the principal risk is failure to secure regulatmy approvals for the pending acquisition. 

Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banldng transactions. 
Wells Fargo Securities, LLC's research analysts receive compensation that is based upon and impacted by the overall profitability 
and revenue of the firm, which includes, but is not limited to investment banking revenue. 

STOCK RATING 
!=Outperform: The stock appears attractively valued, and we believe the stock's total return will exceed that of the market over the 
next 12 months. BUY 
2=Market Perform: The stock appears appropriately valued, and we believe the stock's total return will be in line with the market 
over the next 12 months. HOLD 
3=Underperform: The stock appears overvalued, and ·we believe the stock's total return will be below the market over the next 12 
months. SELL 

SECTOR RATING 
O=Overweight: Industly expected to outperform the relevant broad market benchmark over the next 12 months. 
M=Market Weight: Industly expected to perform in-line with the relevant broad market benchmark over the next 12 months. 
U =Underweight: Industly expected to underperform the relevant broad market benchmark over the next 12 months. 

VOLATILITY RATING 
V =A stock is defined as volatile if the stock price has fluctuated by +/-20% or greater in at least 8 of the past 24 months or if the 
analyst expects significant volatility. All IPO stocks are automatically rated volatile within the first 24 months of trading. 

coNF\DENT\Al 
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GXP & WR: MO Jurisdiction & Equity In Focus 

As of: August 5, 2016 

41% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Outperform. 

56% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Market Perform. 

3% of companies covered by Wells Fargo Securities, LLC 
Equity Research are rated Underpe1form. 

Important Disclosure for International Clients 

WELLS FARGO SECURITIES, LLC 
EQUITY RESEARCH DEPARTMENT 

Wells Fargo Securities, LLC has provided investment banking 
services for 37% of its Equity Research Outperform-rated 
companies. 

Wells Fargo Securities, LLC has provided investment banking 
se1vices for 27% of its Equity Research Market Perform-rated 
companies. 

Wells Fargo Securities, LLC has provided investment banking 
se1vices for 3% of its Equity Research Underpetform-rated 
companies. 

EEA - The securities and related financial instruments described herein may not be eligible for sale in all jurisdictions or to ce1tain 
categories of investors. For recipients in the EEA, this report is distributed by Wells Fargo Securities International limited 
("WFSIL"). WFSIL is a U.K. incorporated investment firm authorized and regulated by the Financial Conduct Authority. For the 
purposes of Section 21 of the UK Financial Se1vices and Markets Act 2000 ("the Act"), the content of this rep mt has been approved 
by WFSIL a regulated person under the Act. WFSIL does not deal with retail clients as defined in the Markets in Financial 
Instruments Directive 2007. The FCA rules made under the Financial Services and Markets Act 2000 for the protection of retail 
clients will therefore not apply, nor \Nill the Financial Services Compensation Scheme be available. This repmt is not intended for, 
and should not be relied upon by, retail clients. 

Aush·alia - Wells Fargo Securities, LLC is exempt from the requirements to hold an Australian financial services license in respect 
of the financial services it provides to wholesale clients in Australia. Wells Fargo Securities, LLC is regulated under U.S. laws which 
differ from Australian laws. Any offer or documentation provided to Australian recipients by Wells Fargo Securities, LLC in the 
course of providing the financial services will be prepared in accordance with the laws of the United States and not Australian laws. 

Canada - This report is distributed in Canada by Wells Fargo Securities Canada, Ltd., a registered investment dealer in Canada and 
member of the Investment Indust1y Regulatmy Organization of Canada (IIROC) and Canadian Investor Protection Fund (CIPF). 
Wells Fargo Securities, LLC's research analysts may participate in company events such as site visits but are generally prohibited 
from accepting payment or reimbursement by the subject companies for associated expenses unless pre-authorized by members of 
Research Management. 

Hong Kong - This report is issued and distributed in Hong Kong by Wells Fargo Securities Asia Limited ("WFSAL"), a Hong Kong 
incorporated investment firm licensed and regulated by the Securities and Futures Commission of Hong Kong ("the SFC") to carry 
on types 1, 4, 6 and 9 regulated activities (as defined in the Securities and Futures Ordinance (Cap. 571 of The Laws of Hong Kong), 
"the SFO"). This repmt is not intended for, and should not be relied on by, any person other than professional investors (as defined 
in the SFO). Any securities and related financial instruments described herein are not intended for sale, nor \Nill be sold, to any 
person other than professional investors (as defined in the SFO). The author or authors of this repmt is or are not licensed by the 
SFC. Professional investors who receive this report should direct any queries regarding its contents to Mark Jones at WFSAL (email: 
vl'fsalresearch@vvellsfargo.com ) . 

Japan - This repmt is distributed in Japan by Wells Fargo Securities (Japan) Co., Ltd, registered with the Kanta Local Finance 
Bureau to conduct broking and dealing of type 1 and type 2 financial instruments and agency or intermediary service for entry into 
investment adviso1y or discretionary investment contracts. This repmt is intended for distribution only to professional investors 
(Tokutei Toushika) and is not intended for, and should not be relied upon by, ordina1y customers (Ippan Toushika). 

The ratings stated on the document are not provided by rating agencies registered with the Financial Se1vices Agency of Japan 
(JFSA) but by group companies of JFSA-registered rating agencies. These group companies may include Moody's Investors Services 
Inc., Standard & Poor's Rating Services and/or Fitch Ratings. Any decisions to invest in securities or transactions should be made 
after reviewing policies and methodologies used for assigning credit ratings and assumptions, significance and limitations of the 
credit ratings stated on the respective rating agencies' websites. 

About Wells Fargo Securities 
Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its 
subsidiaries, including but not limited to Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the U.S. Securities and 
Exchange Commission and a member of NYSE, FINRA, NFA and SIPC, Wells Fargo Prime Services, LLC, a member of FINRA, NFA 
and SIPC, Wells Fargo Securities Canada, Ltd., a member of IIROC and CIPF, Wells Fargo Bank, N.A. and Wells Fargo Securities 
International Limited, authorized and regulated by the Financial Conduct Authority. 
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Utilities 
WELLS FARGO SECURITIES, LLC 

EQUITY RESEARCH DEPARTMENT 

This repmt is for your information only and is not an offer to sell, or a solicitation of an offer to buy, the securities or instruments 
named or described in this repmt. Interested parties are ad\~sed to contact the entity with which they deal, or the entity that 
pro~ded this repo1t to them, if they desire fmther information. The information in this repmt has been obtained or derived from 
sources believed by Wells Fargo Securities, LLC, to be reliable, but Wells Fargo Securities, LLC does not represent that this 
information is accurate or complete. Any opinions or estimates contained in this report represent the judgment of 
Wells Fargo Securities, LLC, at this time, and are subject to change without notice. All Wells Fargo Securities research reports 
published by its Global Research Depa1tment ("WFS Research") are disseminated and available to all clients simultaneously through 
electronic publication to our internal client websites. Additional distribution may be done by sales personnel \~a email, fax or regular 
mail. Clients may also receive our research \~a third party vendors. Not all research content is redistributed to our clients or available 
to third-pa1ty aggregators, nor is WFS Research responsible for the redistribution of our research by third party aggregators. For 
research or other data available on a particular security, please contact your sales representative or go to 
http://www.wellsfargoresearch.com. For the purposes of the U.K. Financial Conduct Authority's rules, this repmt constitutes 
impartial investment research. Each of Wells Fargo Securities, LLC and Wells Fargo Securities International Limited is a separate 
legal entity and distinct from affiliated banks. Copyright© 2016 Wells Fargo Securities, LLC 

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED /MAY LOSE VALUE 

1VllN30l:JNO~ 

12 



$UBS 

Westar Energy, Inc. 
Connecting in Kansas 

Global Research 

WR to be acquired by GXP at $60/sh, split 85% cash; accretive after year 1 

Under the terms of the agreement, GXP will purchase WR shares for $51 cash plus $9 
of GXP stock subject to a 7.5% collar based on GXP's price at the time of closing, with 
the exchange ratio ranging from 0.2709 to 0.3148 of GXP shares for each WR share. 
This represents 23x our 2018E estimate, a premium vs 20x-22x for the average recent 
utility transaction. At GXP's price this morning of $29, the exchange rate is up near the 
top end of the collar at 0.3145. Management expects the deal to be EPS neutral in year 
1 and accretive thereafter with 6%-8% EPS growth through 2020 (vs 4%-6% 
standalone WR target). We see $0.15 (7%) accretion in 2019E assuming 4% synergies 
from reduced O&M given adjacent territories and treating all convertible equity as 
straight equity for simplicity. The combined company expects long-term dividend 
growth of 5%-7% with a targeted payout ratio of 60%-70%. 

Financing with 50% debt/ 50% equity; likely a nod to regulatory approval 

The deal is expected to close by the end of 2017 with regulatory approvals needed 
from Kansas, US DOJ/FTC, the Nuclear Regulatory Commission, and FERC (not 
Missouri). Ultimately, GXP intends to fund the acquisition with permanent financing of 
-50%/50% debt/equity, including $3.1 B of GXP common/pref equity, $1.3Bn of shares 
to WR investors, and $4.4B of GXP debt. Management says that neither MO nor KS is 
expected to look-through to the parent with operating company cap structure 
unaffected but this could be a key question in upcoming rate cases. 

Lots of synergies as ratebase and EPS growth diverge: 

Mgmt emphasized they co-owned three plants, offering substantial savings which 
drives EPS growth higher than rate base growth. Combined ratebase growth is 
expected to be -3%-4% vs WR's standalone 4%-5% and GXP's 2%-3%; with EPS 
growth of 6-8% through the decade this implies $2.25 at midpoint. 

Valuation: Raise PT to $60 for the deal; unlikely to see counteroffer at 24x 
We are increasing our valuation to $60 which is based on the GXP offer price. We see a 
counteroffer unlikely at the 23x 2018E P/E multiple offered by GXP, a solid premium to 
even recent deals. 

Highlights (US$m) 12/13 12/14 12/15 12/16E 12/17E 
Revenues 2,371 2,602 2,459 2,805 : 2,837 
EBIT (UBS) 607 657 631 710: 754 
Net earnings (UBS) 293 313 292 340 361 
EPS (UBS, diluted) (US$) 2.27 2.41 2.12 ' 2.40 2.53 
DPS (US$) 1.36 1.40 1.44 . 1.52 1.58 
Net (debt) I cash (3,571) (3,663) (3,557) ' (4,204) ' (4,199) 

Profitability/valuation 12/13 12/14 12/15 : 12/16E : 12/17E 
EBJT margin % 25.6 25.2 25.6 • 25.3 ' 26.6 
ROIC (EBIT) % 10.3 10.4 9.5 9.9 9,8 
EV/EBITDA (core) x 9.3 9.4 10.2 11.4 10.7 
P/E (UBS, diluted) x 14.0 14.9 18,3 23.5 ' 22.2 
Equity FCF (UBS) yield % (2.1) (0,8) 0,1 (6.3): 2.0 
Net dividend yield % 4.3 3.9 3.7 i 2.7 2.8 

31 May 2016 

Americas 

• Electric Utilities 

12-month rating Neutral 

12m price target US$60.00 
Prior: US$47.00 

US$56.33 Price 

RIC: WR.N BBG: WR US 

Tra.ding data and key metrics 
52-wk range US$56.33-34. 11 
Market cap. US$8.02bn 
Shares o/s 142m(COM) 
Free float 100% 
Avg. daily volume ('000) 458 
Avg. daily value (m) US$23.3 
Common s/h equity (12/16E) US$3.80bn 
P/BV (12/16E) 2. 1x 
Net debt I EBITDA (12/16E) 3.8x 

EPS (UBS, diluted) (US$) 

Q1 
Q2E 
Q3E 
Q4E 
12/16E 
12/17E 
12/18E 

12/16E 
UBS Cons. 
0.46 0.46 
0.55 0.53 
0,99 1.01 
0.39 0.43 
2.40 2.44 
2.53 2.54 
2.65 2.62 

Julien Dumoulin-Smith 
Analyst 

julien.dumoulin-smith@ubs.com 
+1-212-713 9848 

12/1BE 
2,898 

782 
379 
2.65 
1.64 

(4,122) 

12/18E 
27,0 

9.9 
10.4 
21.2 
3.0 
2.9 

Michael Weinstein 
Associate Analyst 

michael.weinstein@ubs.com 
+ 1-212-713 3182 

Paul Zimba1·do 
Associate Analyst 

paul.zimbardo@ubs.com 
+1-212-713 1033 

12/19E 12/20E 
2,969 3,044 

812 850 
399 424 

2.79 2.95 
1.71 1.78 

(3,968) (3,879) 

12/19E 12/20E 
27.4 27.9 
10.2 10.5 
9.9 9.5 

20.2 19.1 
4.1 3.4 
3.0 3.2 

Source: Company accounts, Thomson Reuters, UBS estimates, Metrics marked as (UBS) have had analyst adjustments applied. Valuations: based on an average share price that year, (E): based on a 
share price of US$S6.33 on 31 May 2016 16:4S EDT ' 

www.ubs.com/investmentresearch 
CONFI ENTIAL 

This report has been prepared by UBS Securities LLC. ANALYST CERTIFICATION AND REQUIRED DISCLOSURES BEGIN ON 
PAGE 9. UBS does and seeks to do business with companies covered in its research reports. As a result, investors should be aware 
that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as 
only a single factor in making their investment decision. 
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Westar Energy, Inc. Neutral (US$60.00 price target) 

UBS Research THESIS MAP a guide to our thinking and what's where in this repo11 

PIVOTAL QUESTIONS 

UBS VIEW 

EVIDENCE 

WHAT'S PRICED IN? 

UPSIDE I DOWNSIDE 
SPECTRUM 

Q: Will Great Plains successfully complete its acquisition of Westar? 

We do not anticipate a higher bid for Westar as the 23x 2018E P/E represents a premium over other 
recent utility transactions. Great Plains is uniquely positioned to extract synergies from Westar given its 
adjacent geography and shared ownership in multiple power plants. 

The combination of Westar Energy and Great Plains Energy further concentrates the electric utility 
industry in Kansas and presents synergy opportunities with the companies sharing a geographic 
footprint. We see a counteroffer unlikely at the 23x 2018E P/E offered by GXP. State regulatory 
approval is only required in Kansas which makes a transaction easier to execute compared with a 
target having multiple state jurisdictions. 

We examined recent electric utility transactions from 2014-2016 indicating an average forward P/E 
multiple of 20-22x. GXP-WR is the second highest premium in recent years below only DUK-PNY. 

WR is currently trading at -$57, a 5% discount to the $60 offer price, implying that investors are 
embedding a modest spread versus the disclosed takeout price but the collar mechanism and future 
dividends complicates the calculation. 

WR.N Price 

65,Q 

60.0 

55.0 

50.0 

45.0 

40.0 
35.0 . 

30.0 I 

25.0 
2014 2015 2016 

USSSG.50 cPS (VBS) 
2012e 

G0.01 ~ l .75 ~ 

............ ; ............. , 60.00 = 2.65 x 

45.00 = 2.S2 x 

31 Moy +12mo. 

Pit IVS$) Up!lde to Downs.idc-
Implied 1 to 3 

21.1:1. Up;;ide; +6% 
22.6x Price Target: +6% 

11.9.< Downside: ·20% 

COMPANY DESCRIPTION Westar Energy (WR) is the largest electric utility in Kansas, providing electric generation, transmission, 
and distribution services to approximately 700,000 customers in most of... 

CONFID NTIAL 

Julien Dumoulin-Smith, Analyst, julien.dumoulin-smith@ubs.com, + 1-212-713 9848 

Westar Energy, Inc. 31 May 2016 .tUBS 2 



Westar Energy, Inc. UBS Research 

UPSIDE I DOWNSIDE SPECTRUM 

WR.NPrice USS56,50 l:f5 (UIS) PIE (UB$) Up~idt to Downside 
WR is trading 
at US$56.50 
(as of 31 May). 

20~8e lmpli~d 1 to 3 
65.0 

60.0 60.01 ~ ns x 2 ! ,[\_.; Up5:ide: t6% 

~1 .---r /' ···::: 
2.65 x i2.6x Price Target: t6% 

35.0~v· .~ 
2.52 x 11.9x Downside: -20% 

~ ~- ~-25,0 
l01S Z016 

Source: UBS 

Risk to the current share price is skewed (1:3) to the downside 

WR is trading at US$56.50 (as of 31 May). Although mechanically we see more 

downside than upside we believe it is more likely than not that the merger with 

GXP will be completed. 

Raise PT $13 to $60 for the takeout price; maintain Neutral 

Our valuation is based on the $60 purchase offer price from GXP. 

Figure 1: WR Valuation: Now based on 100% probability of a deal 

Cash $51.00 

Stock 

GXPShares 0.307 

GXPValue per Share 29.33 

Total Stock Value $9.00 

Total Consideration $60.00 

Source: Company Filings, FactSet, and UBS Estimates 

For more detail on these issues. o/ease see our other recent reoorts: 

3/21/16 Considering the Options 
2/29/16 Bonus Blows Away Some Wind Growth 
11 /5/15 Fair Winds into 2016 
10/8/15 A Compassionate Clean Power Plan 
8/6/15 Where will the ROE Land? 
517/15 One ROE Revision Reflected, One To Go 
5/6/15 Taking A Dose of Transmission Medicine 
3/2/15 Entering the Bullring 
10/2014 "Koncerned about Kansas" 

Westar Energy, Inc. 31 May 2016 

Our new price target represents 
the purchase offer price from 
GXP. 

CONFIDENTIAL 
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Pro Forma Economics CONFIDENTIAL 
We see the deal as modestly accretive by 2019. 

Figure 2: Accretion Math for WR/GXP Deal 

Initial Accretion Analysis 

Legacy Great Plains Energy (FactSet) 

Pre-Transaction Net lncoma ($Mn) 

A'e-Transaction Shares ($Mn) 

Pre-Transaction EPS 

Pro-Forma GXP & WR 

WRNet Income (UBSe) 

Transaction Consideration 

Cash: $511sh 

Stock: $91sh (.2709-.3148 GXP per WR Share) 

Purchase Price ($Mn) at $60lsh 

5127116 WR Valuation ($Mn) 

Premium 

Financing ($Mn): $12.2Bn EV; $8.6Bn Equity Value 

Debt Assumed 

New Debt 

Common Stock to Westar Shareholders 

Private Mandatory Preferred Convertible 

Common Equity and Mandatory Convertible 

2015 2016 

$211 $264 

153.5 

$1.37 

2015 

$292 

153.5 

$1.72 

2016 

$340 

$51.00 

$9.00 

$8,548 

$7,498 

14% 

$3,561 

$4,170 

$1,278 

$750 

$2,350 

2017 2018 

$282 $301 

154.7 154.7 

$1.82 $1.95 

2017 2018 

$361 $379 

0.2903 Exchange Ratio 

Increase in Shares Outstanding (Mn) 141.2 Assuming $31 GXPPrice 

Combo Net lncoma (2015-2016 Illustrative) 

lncremantal After Tax Interest Expense at -4.5% 

Synergies: 4% Run-Rate in 2019 

Revised Combo Earnings 

$503 $604 $643 

(122) 

$521 

$680 

(122) 

26 

$584 

2019 

$314 

154.7 

$2.03 

2019 

$399 

$713 

(122) 

52 

$644 

296 296 New Shares Outstanding 296 

$1.76 $1.97 Revised Combo EPS $2.18 

Guidance: Neutral to EPS in 2018; "significantly accretive thereafter''. 6-8% Pro-Form a EPS Growth Rate 

Change In EPS: (Dilullon)!Accrelion -$0.06 $0.03 $0.15 

%\)h~ngeJnEPS 7.1% 

EPS CAGR('16~'19) B,1% 

*Deal expected to close in Spring 2017 

PIE Multiples 

GXP 

WR 

Fto~Fofrna 

Regulated Average 

WR Takeout Implied PIE 

2016 

17.9x 

22.1x 

-- - - ------- ----

18.lx 

25.1x 

2017 

17.0x 

20.9x 

17.6x 

17.5x 

23.lx 

Source: Company Filings, Fact Set, and UBS Estimates. * Convertible equity is treated as straight common equity for simplicity. 

Westar Energy, Inc. 31May2016 

2018 

16.1x 

19.9x 

15.tx 

16.6x 

22.5x 

2019 

15.3x 

19.0x 

14.3x 

15.8x 

21.4x 
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Other Key Considerations 

• We don't expect another bidder to come forth. At 24x 2017 earnings, this 

was meaningfully ahead of Street expectations (following EDE at -20x 2017). 
WR commented on the call it saw a "very competitive" process. 

• Converts: Mgmt notes the $750 Mn issued to OMERS will be mandatory 
convertible in three-years. We treat it as all equity above (Day 1 ), but don't 

reduce Net Income for Dividend/Interest (the 7.25% * $750 Mn= $54 Mn) is 
not taxable. We emphasize management has left the door open to a further 

mandatory convert component of its equity financing plan. 

• Don't see a Missouri look-through either: Mgmt remains adamant that 

there is no legal precedent for a look through at the holding company in 
Missouri to impute it down its operating companies. We suspect this will 

feature as a key question in the future round of rate cases. 

• What kind of credit metrics? Levering up the Balance Sheet: Mgmt was 

confident the pro-forma deal would arrive at 13-14% FFO/debt equity, at the 
lower end of the investment grade utility sector. Mgmt was confident it would 
hold onto Investment Grade credit metrics at both the OpCo's and HoldCos. 

We see the total convert financing as a moderating factor on the immediate 
impact to the consolidated credit profile of the deal. We note the mandatory 
Moody's notching to the Holdco is a key consideration for mgmt. 

• Dividend Policy: Mgmt promises 5-7%, below that of EPS growth given it is 
already at the higher end of the stated 60-70% payout range. 

• What does this mean for other deals? Small-cap acquirers here we 
come: We see the acquisition of WR by GXP as opening up a potential new 
avenue in M&A in the sector, with smaller companies now open to acquire 
larger companies to open up growth. We emphasize despite GXP's size, the 

bulk of the compensation for WR will come in cash consideration rather than 
share for share. 

• Deal adds wind exposure to GXP: The combined entity will be 60% Kansas 

jurisdiction and 40% Missouri, with FERC transmission exposure dropping to 

12% from WR's standalone 19%. The combined power supply mix will be only 
5% renewable vs WR's standalone 9% (although WR's had been projected to 

grow to 22 % in 2017 with recent wind deals). 

• Rate case timing? The regulatory dynamics: GXP commented it would hold 
intact the rate cycle for both companies right now (despite the potential for 

meaningful synergies). This is notable as WR had seen a 2019 case to recover 
wind capex as crucial to maintaining its ROE. Abbreviated cases are 
contemplated for both utilities in KS later this year, although a broader rate 

settlement for deal approval could yet impact these cases. The WR case is 
specifically on prudency of spend rather than ROE. Mgmt explicitly stated it 
would be open to a settlement to gain KCC approval; no Missouri PSC 

approval is required. 

• Ameren: Winner here too. Following weeks in which the company was seen 

as the key acquirer of WR in the media, we suspect the potential for a multi­
day rally as the overhang dissipates. We look towards nuance of July Missouri 

rate case filing for next datapoints to bolster shares further. The rate design 
impact from the closure of Noranda's smelter is a key uncertainty in the case. 

Westar Energy, Inc. 31 May 2016 

CONFIDENTIAL 

Preference is not to do a bill 
credit or rate freeze (any explicit 
of sharing of synergies in the 
interim), with usual cadence of 
rate cases to extract the uplift. 
Overall, mg mt appears to suggest 
it will be able to earn its ROEs 
across its jurisdictions as a 
function of this deal. 
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Comparing recent transactions 

Please see our recent 2/23/16 note "Searching for Clues in Utility M&A" for further 

discussion of these transactions. 

Figure 3: Recent Utility M&A Transactions 

Deal 
Deal Sta.led Deal Equity Implied Implied 

Target Regions 
Announcement Value($mn) 2016 P/E 2017 P/E 

DUK-PNY 10/26/2015 4,795 30.0x 26.9x North Carolina, Tenessee, South Carolina 

GXP-WR 5/31/2016 8,600 29.5x 25.3x Kansas 

EMl\-TE 9/4/2015 6,506 23.7x 21.7x Florida 

Illinois, Georgia, Virginia, New Jersey, 
SO-AGL 8/24/2015 7,943 22.0x 21.4x Florida, Tennessee, Maryland 

AQN-EDE 2/9/2016 1,492 22.6x 21.0x Missouri, Kansas, Oklahoma, Arkansas 

IBE - UIL 2/26/2015 2,983 21.6x 20.4x Connecticut/ Western Massachusetts 

Iowa, Illinois, Kansas, Missouri, 
FTS-ITC 2/9/2016 6,961 22.0x 20.1x Oklahoma, Wisconsin 

Macq - CNL 10/20/2014 3,342 22.1x 20.1x Louisiana 

D-STR 2/1 /2016 4,404 18.7x 18.3x Utah, Idaho, Wyoming 

NEE-HE 12/3/2014 3,643 19.2x 17.3x Hawaii 

EXC-POM 4/30/2014 6,840 19.1x 16.9x Washington DC, Maryland, New Jersey 

City of Chicago, Michigan's U.P, Lower 
WEC-TEG 6/23/2014 5,852 17.8x 16.2x Michigan, Minnesota 

Source: Company Filings, FactSet, SNL Energy, and UBS Estimates; Note: forward multiples as of deal announcement dates 

We note for deals inked in 2014 compare best to 2016E PIE multiples, whereas deals penned in 201512016 (and first month of 2016) compare 

best to 2017E. We note the time series does lend itself towards a bias for earlier deals to have cheaper implied values on near years. 

Upside (US$60): Our upside case is the same as our base case - that Westar is 

acquired by Great Plains at the $60/sh announced transaction price. 
CONFIDENTIAL 

Base (US$60): Our base case is premised on the announced Great Plains 

transaction closing as originally structured with Westar shareholders receiving $51 

in cash and $9 in GXP stock at the completion of the transaction as long as GXP's 

average price is between $28.59-$33.23 due to the collar mechanics. If GXP's 

average stock price is outside the range, the exchange ratio will be fixed and the 

total stock value can fluctuate. 

Downside (US$44): Our downside case is based upon a stand-alone valuation for 

Westar assuming that the GXP transaction is unsuccessful. In this scenario we 

value GXP using a sum-of-the-parts methodology with P/E multiples applied to 

core utility operations. We believe this scenario is less likely than if Westar is 

acquired by Great Plains in accordance with the announced terms. 

Westar Energy, Inc. 31 May 2016 *UBS 6 



Westar Energy, Inc. 

COMPANY DESCRIPTION 

Market Cap 

Shares Outstanding 

Industry 

Region 

Website 

US$7.5bn 

142m (COM) 

Utilities, Regulated 

Americas 

www. west a rene rgy. com 

Westar Energy 0/\/R) is the largest electric utility in Kansas, 

providing electric generation, transmission, and distribution 

services to approximately 700,000 customers in most of 

east and east-central Kansas. In south-central and south­

eastern Kansas, it provides regulated services under its 

wholly owned subsidiary, Kansas Gas and Electric (KGE). 

Westar has approximately 6,200 MW of generation and 

35,000 miles of transmission and distribution lines. In May 

2016 Great Plains Energy (GXP) announced it would be 

acquiring Westar for $60/sh. 

Industry outlook 

The electric utility industry is projected to experience weak 

or negative electric demand growth in coming years as a 

tepid economy and energy efficiency dampen demand. In 

the unregulated merchant power space, we see limited 

potential for a meaningful recovery from currently low 

power prices due to limited projected demand growth, 

growth of subsidized renewables, and potential for only 

modest further retirements. At regulated utilities, we 

believe rising interest rates and robust valuations are a 

challenge to the sector, particularly as earnings growth 

stalls once EPA-mandated growth capex slow mid-decade. 

We expect cost-cutting and strategic planning to be a key 

theme across both regulated ar5J· competitive companies, 
with M&A at modest (at best) premiums designed to 

extract cost synergies. We believe utilities with high parent 

leverage will disproportionately suffer, as they are unable 

to recoup from rising interest rates. 

Westar Energy, Inc. 31 May 2016 

UBS Research 

Current Ratebase Projection (Feb 2016) 2015A-2020E 

2015E 2016E 2017E 2018E 

mBase + Enviro +Wind ~Transmission 10.8% CAGR 

Source: Company reports, UBS 

Current Capex Forecast, 2015A-2020E 

Other 

Transmission 
30% 

Source: Company reports, UBS 

2019E 2020E 

Total 4.9% CAGR 

CONFIDENTIAL 
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Forecast returns 

Forecast price appreciation +6.5% 

Forecast dividend yield 2.8% 

Forecast stock return +9.3% 

Market return assumption 5.9% 

Forecast excess return +3.4% 

Valuation Method and Risk Statement 

Risks for Westar Energy 0NR) include but are not limited to: (1) potential inability 
to deliver on its regulated capital expenditure program; (2) adverse 
political/legal/regulatory actions; (3) unfavorable weather and natural resources 
yield [wind generation); (4) operational and construction risk; (5) inability to access 
the capital markets on attractive terms; (6) declines in customer demand and 
population; (7) failure to close pending M&A transactions; (8) natural disasters or 
nuclear accidents; (9) change in macroeconomics; and (1 O) other unforeseen 
changes. Valuation is based on the announced purchase price from Great Plains 
Energy. 

Risks to Ameren (AEE) include but are not limited to: 1) decreases in economic 
activity and sales volume; 2) unfavourable weather; 3) natural disaster or nuclear 
accidents; 4) inability to access the capital markets on attractive terms; 5) 
unfavorable regulatory/legal/legislative developments; 6) failure to close pending or 
prospective M&A transactions; 7) change in macroeconomics and interest rates;, 8) 
inability to meet debt obligations as due; 9) financial challenges at its regulated 
customers such as Noranda; 1 O) changes in the dividend policy; 11) inability to 
execute on its regulated capital expenditures plan; 12) inability to have its nuclear 
licenses extended; and 13) other unforeseen risks. Valuation is based on a 2018E 
sum-of-the-parts analysis. 

Westar Energy, Inc. 31 May 2016 
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CONFIDENTIAL 
Required Disclosures 

This report has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates 
are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; historical 
performance information; and certain additional disclosures concerning UBS research recommendations, please visit 
www.ubs.com/disclosures. The figures contained in performance charts refer to the past; past performance is not a reliable 
indicator of future results. Additional information will be made available upon request. UBS Securities Co. Limited is licensed 
to conduct securities investment consultancy businesses by the China Securities Regulatory Commission. UBS acts or may act 
as principal in the debt securities (or in related derivatives) that may be the subject of this report. 

Analyst Certification: Each research analyst primarily responsible for the content of this research report, in whole or in 
part, certifies that with respect to each security or issuer that the analyst covered in this report: (1) all of the views expressed 
accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner, 
including with respect to UBS, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the research report. 

UBS Investment Research: Global Equity Rating Definitions 

12-Month Rating Definition Coverage 1 IB Services2 

Buy FSR is> 6% above the MRA. 49% 32% 

Neutral FSR is between -6% and 6% of the MRA. 38% 26% 

Sell FSR is> 6% below the MRA. 14% 19% 

Short-Term Rating Definition Coverage3 IB Services4 

Buy 
Stock price expected to rise within three months from the time 

<1% <1% the rating was assigned because of a specific catalyst or event. 

Sell 
Stock price expected to fall within three months from the time 

<1% <1% the rating was assigned because of a specific catalyst or event. 

Source: UBS. Rating allocations are as of 31 March 2016. 
1 :Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided 
within the past 1 2 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 1 2 months. 

KEY DEFINITIONS: Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend 
yield over the next 12 months. Market Return Assumption (MRA) is defined as the one-year local market interest rate 
plus 5% (a proxy for, and not a forecast of, the equity risk premium). Under Review (UR) Stocks may be flagged as UR 
by the analyst, indicating that the stock's price target and/or rating are subject to possible change in the near term, usually 
in response to an event that may affect the investment case or valuation. Short-Term Ratings reflect the expected near­
term (up to three months) performance of the stock and do not reflect any change in the fundamental view or investment 
case. Equity Price Targets have an investment horizon of 12 months. 

EXCEPTIONS AND SPECIAL CASES: UK and European Investment Fund ratings and definitions are: Buy: Positive 
on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as structure, 
management, performance record, discount; Sell: Negative on factors such as structure, management, performance 
record, discount. Core Banding Exceptions (CBE): Exceptions to the standard +/-6% bands may be granted by the 
Investment Review Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the 
respective company's debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands 
as they relate to the rating. When such exceptions apply, they will be identified in the Company Disclosures table in the 
relevant research piece. 

Research analysts contributing to this report who are employed by any non-US affiliate of UBS Securities LLC are not 
registered/qualified as research analysts with FINRA. Such analysts may not be associated persons of UBS Securities LLC and 
therefore are not subject to the FINRA restrictions on communications with a subject company, public appearances, and 
trading securities held by a research analyst account. The name of each affiliate and analyst employed by that affiliate 
contributing to this report, if any, follows. 
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UBS Securities LLC: Julien Dumoulin-Smith; Michael Weinstein; Paul Zimbardo. 

Company Disclosures 

Company Name Reuters 12-month rating Short-term rating Price Price date 

Ameren Corp. 16 AEE.N Neutral N/A US$48.11 27 May 2016 

Great Plains Energy lnc.16 GXP.N Not Rated N/A US$31.00 27 May 2016 

Westar Energy, lnc.6, 16 WR.N Neutral NIA US$52.92 27 May 2016 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock 
pricing date 
6. This company/entity is, or within the past 12 months has been, a client of UBS Securities LLC, and investment 

banking services are being, or have been, provided. 
16. UBS Securities LLC makes a market in the securities and/or ADRs of this company. 

Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. For a complete set 
of disclosure statements associated with the companies discussed in this report, including information on valuation and risk, 
please contact UBS Securities LLC, 1285 Avenue of Americas, New York, NY 10019, USA, Attention: Investment Research. 
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Global Disclaimer 
This document has been prepared by UBS Securities LLC, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. 

Global Research is provided to our clients through UBS Neo and, in certain instances, UBS.com (each a "System"). It may also be made available through third party 
vendors and distributed by UBS and/or third parties via e-mail or alternative electronic means. The level and types of services provided by Global Research to a client may 
vary depending upon various factors such as a client's individual preferences as to the frequency and manner of receiving communications, a client's risk profile and 
investment focus and perspective (e.g. market wide, sector specific, long-term, short-term, etc.), the size and scope of the overall client relationship with UBS and legal 
and regulatory constraints. 

All Global Research is available on UBS Neo. Please contact your UBS sales representative if you wish to discuss your access to UBS Neo. 

When you receive Global Research through a System, your access and/or use of such Global Research is subject to this Global Research Disclaimer and to the terms of 
use governing the applicable System. 

When you receive Global Research via a third party vendor, e-mail or other electronic means, your use shall be subject to this Global Research Disclaimer and to UBS's 
Terms of Use/Disclaimer (http://www.ubs.com/globalien/legalinfo2/disclaimer.html). By accessing and/or using Global Research in this manner, you are indicating that 
you have read and agree to be bound by our Terms of Use/Disclaimer. In addition, you consent to UBS processing your personal data and using cookies in accordance 
with our Privacy Statement (http://www.ubs.com/global!en~egalinfo2/privacy.html) and cookie notice (http://www.ubs.com/globalien/homepage/cookies/cookie­
management.html). 

If you receive Global Research, whether through a System or by any other means, you agree that you shall not copy, revise, amend, create a derivative 
work, transfer to any third party, or in any way commercially exploit any UBS research provided via Global Research or otherwise, and that you shall not 
extract data from any research or estimates provided to you via Global Research or otherwise, without the prior written consent of UBS. 

This document is for distribution only as may be permitted by law. It is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or 
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or 
would subject UBS to any registration or licensing requirement within such jurisdiction. It is published solely for information purposes; it is not an advertisement nor is it 
a solicitation or an offer to buy or sell any financial instruments or to participate in any particular trading strategy. No representation or warranty, either expressed or 
implied, is provided in relation to the accuracy, completeness or reliability of the information contained in this document ('the Information'), except with respect to 
Information concerning UBS. The Information is not intended to be a complete statement or summary of the securities, markets or developments referred to in the 
document. UBS does not undertake to update or keep current the Information. Any opinions expressed in this document may change without notice and may differ or 
be contrary to opinions expressed by other business areas or groups of UBS. Any statements contained in this report attributed to a third party represent UBS's 
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and interpretation 
have not been reviewed by the third party. 

Nothing in this document constitutes a representation that any investment strategy or recommendation is suitable or appropriate to an investor's individual 
circumstances or otherwise constitutes a personal recommendation. Investments involve risks, and investors should exercise prudence and their own judgement in 
making their investment decisions. The financial instruments described in the document may not be eligible for sale in all jurisdictions or to certain categories of 
investors. Options, derivative products and futures are not suitable for all investors, and trading in these instruments is considered risky. Mortgage and asset-backed 
securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates or other market conditions. Foreign currency rates of 
exchange may adversely affect the value, price or income of any security or related instrument referred to in the document. For investment advice, trade execution or 
other enquiries, clients should contact their local sales representative. 

The value of any investment or income may go down as well as up, and investors may not get back the full (or any) amount invested. Past performance is not necessarily 
a guide to future performance. Neither UBS nor any of its directors, employees or agents accepts any liability for any loss (including investment loss) or damage arising 
out of the use of all or any of the Information. 

Any prices stated in this document are for information purposes only and do not represent valuations for individual securities or other financial instruments. There is no 
representation that any transaction can or could have been effected at those prices, and any prices do not necessarily reflect UBS's internal books and records or 
theoretical model-based valuations and may be based on certain assumptions. Different assumptions by UBS or any other source may yield substantially different results. 

This document and the Information are produced by UBS as part of its research function and are provided to you solely for general background information. UBS has no 
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. In no circumstances may this document or any of the 
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