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New Jersey Natural Gas Co.
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Credit Rating

Commergial Paper
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lssue Ratings
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bnds (New Jersey Natural Gas Go Proj)
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For Treasury bills, the experred return ver o given tirne horizon is equal to the expected rerurn
on a Treasury bond of a similar horizon, lees the expected horizon premivm of bonds over bills. This
premium is estimated by the historical average of the difference of the income reruen on bonds and the
cerurn on bills. From Table g-1, this is 1.6 pervent. Subtracting this from the riskless race gives us an
expected return on bills of 3.3 percent. Of course, this forecast typically diffess from the euerent yield
on a Treasury bill, since a portfolio of Traacury bills is rolled over {the proceeds of maruring bills are
javested jn new bills, at yields not yet know 1) during the time horizon described.

Standard Deviations

Srandard deviations are estimated from hislorical dara as described in Chapter 6. Since there is no
evidence of 3 major change in the variability of returns on large company stocks, we use the cotire
periad 192.6-2006 to estimate the standard deviation af these asser classes. For bonds and bills, we use
the period 19702006, The use of this mowe recent period reflects the face that the volatility of bonds
has fncreased over time.

Table 9.1
Building Blucks for Expected Retwra Construction

Valys {in percent)
Yields {Riskioss Rotes}! o
Long-Teptn {20-vear) U.S. Traasyry Coupan Bond Yieid 49
Intermediate-Tatm (Gyear] U 5. Traasuiy Coupon Mote Yiels 48
ShartTeert {30-day) U.S. Treasury Bill Yislg 48
Fixed Jncome Risk Promia?
Expected defaylt prewimm: long-term corporate bosd 1l ralwns minys long-tarm gavarament Eond 10tal ratuins bz
Experizd fang-term horizan premam: lang-lerm goverment Rond wpme rering mings U S Troasury it
totsd retuens” 1.6
Expected intgsmediate ferm haricen premium! fntermediate-larn goverrmen bond innoma ratutns minus
U 5. Treasury bill totaf returns” 31
Enuity fisk Premis?
Long-hasizon 2pagted equiy risk premium; farge compaty Stock ratal refurns minus lang-term govarmniment bond ineame retorns [N
Intermediate-hurizan expected equity risk premium: Jarge campany stock 10l FEtyrs minus intermediate-fm
Qoveramant bond inpong reiyms 18
Shart-hafizan sxpected equity isk aremiom; Jarge compayy stouk wtal raturns minug U5, Treasuty bill totg) returns® B8
Senall Stack Premigm: smal) compary slack 1011 ratun midys lrc company SI00k total ratum 50

1 As af Dacember 37 2006 Malurities are spproximale
2 Expeciud risk premia for tised dcame are based on 1ha diffesencus of Tisiorical gnthmetic maan ratyms irm 19702006
3 Eapetlad oisk pemis for aquities are based on tha differances ol Pisioncal arithmatic mean rotuens from 1526-2006.

“For U.S, Ticasury bills. the incame return and fotal retom Ha ok sume

— 2 o i bt 00

166 SBB) 2007 Classic Edition Yearbook

s o e —— -—

P.@v 83

Rebuttal Stitedide DAM - 4 1



JUL-83-2007

12:13

Almas Energy Corporation

Altorney General Withess J Randall Woolridge

CAPM Size Premium

Company

AGL Resoaurces
Laclede Group

Mew Jersey Resources
NICOR

Northwest Natural Gas
Piedmont Natura! Gas
South Jersey Industries
Southwest Gas

WG, Holdings

Group Averages

Atmos Energy

Source:

Market
Capitalization in
Millions

$3,100
$550
51,400
$2.000
$1,200
$1.,800
$1.000
$1.500
51,500

CAPM Bize
Premium

0.87%
1.76%
1.76%
0.97%
1.76%
1.76%
1.76%
1.76%
1.76%

1.58%

0.97%
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