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1. INTRODUCT~ON 

PLlEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

William E. Avera, 3907 Red River, Austin, Texas, 7875 1. 

IN WHAT CAPACITY ARE YOU EMPLOYED? 

I am tlie President of FINCAP, Inc., a firm providing financial, econo~iiic, and 

policy consulting services to business and goveimient. 

PLEASE DESCRIBE YOUR EDUCATIONAL, BACKGROUND AND 

PROFESSIONAL EXPERIENCE. 

A description of my background and qualifications, including a resume containing 

tlie details of my experience, is attached as Exhibit WEA-1 . 

DO YOU HAVE WORKPAPERS TO ACCOMPANY YOIJR TESTIMONY IN 

THIS CASE? 

Yes. Workpapers supporting my rebuttal testimony are attached as Appendix A. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY IN THIS 

CASE? 

111 connection with a requested surcharge to recover tlie costs of planned 

environmental equipment under Section 278.183 of the Kentucky Code, Kentucky 

IJtilities Company (“KIJ”) and Louisville Gas and Electric Company (“LGE”; 

collectively “the Conipanies”) are requesting a retum on equity (“ROE”) of 10.63 

percent, which is equal to the agreed upoii value approved in the stipdatioii to the 

Companies’ most recent rate cases. ’ 
My purpose is to rebut the testimony of Dr. J. Randall Woolridge, submitted 

011 behalf of the Kentucky Office of Attorney General (WAG”), and Mr. Stephen G. 
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Hill, on behalf of the Kentucky Industrial IJtility C~~stoliiers, Inc. (“ICIUC”), 

concerning the ROE that the Companies sliould be authorized to earn on investment 

recovered through the Environineiital Cost Recovery (“ECR’) Surcharge tariff 

PLEASE SUMMARIZE THE PRINCIPAL CONCLUSIONS OF YOUR 

REBUTTAL, TESTIMONY. 

Dr. Woolridge’s and Mr. Hill’s recornmelidations are flawed and sliould be rejected. 

Correcting their aiialyses resulted in the following cost of equity estiiiiates, which 

confirin the reasonableness of the 10.63 percent ROE requested by the Companies: 

TABLE WEA-1 
COST OF EQUlTY - WOOLRIDGE AND HILL PROXY GROUPS 

Estimate Average 
Expected Earnings ApDroach 

Woolridge Pioxy Group 10.7%) 
Mill Proxy Group 10.5‘%) 

10.6‘%) 
Allowed ROE 

Woolridgc Proxy Group IO.S‘%, 
Hill Proxy Group 

Revised DCF Analyses 
Woolridge - Historical Growtli 
Woolridge Projected Growth 
Hill Pia-jccted EPS Growth 

CAPM - Current Bond Yields 
Wooli idge Proxy Gioup 
Hill Pioxy G ~ O L I ~  

CAPM - Proiected Bond Yields 
Wooli idgc Proxy Group 
Hill Proxy Group 

10.6% 
1 O.S‘%) 

I 0..3‘%) 
10.1‘%) 
10.8‘%) 

10.4%) 

Average -- All Analyses 10.9% 
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With respect to their analyses I conclude that: 
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e Utilities licrve sigiiificcrntly crltei-eel’ their c/ivi~ieiid policies iii recent 
1 m ~ r s  e ~ n d  relicrnce oii historical L I I I C J  dividend growtli rcrtes to npplv 
the discoiiiited C m h  f l o ~ i  (“DCF ”) model inipmts LI cJowiwmw’ him 
to the 1-eszilts, L I S  does i-ejeiwice to illogiccil groivtli rcrtes; 

Tlie ccrlciilntioiis iifidedyi17g the siistcririnhle growtli rates iised h i )  Dr. 
1Wooli~ieJge mid MY. Hill elre flrrived nrid iiiconiplete; 

The eqzcted e~ri~iiiiigs npprocrcli is eri tirei‘y consistent ivitli tlie 
regiilcrtoiy NMLJ ecoiioniic yriiiciples nclvcriiced iii the testinioq~ of Dr. 
Wi)oli*i&e niid MI-. Hill, ~ i i d  repremits 011 “c~pples to c~pples ’’ 
coiiipnrisori isith the crllowed ROE; 

Tlie recomriieridcitioii~s oj Dr. Woolridge mid MI.. Hill cire woefii f ly 
iiieic/eqiicrte to compensate irivestors in the Coiiipcriiies lShe17 

evtrlzinted ~igcrinst the reszilts of the evpected ecmii7gs trppi*oach for 
the yro.vy iitilities; 

Co1iti-q) to their re~~r-eseiitatioiis, crlloived ROES d s o  deiiionsti*nte 
that the reconinieric,‘crtiorls o j  these ivitiiesses are too low to he 
credible; 

The historicnl crpplicntioiis of‘ tlie Ccrpi tnl Asset Pricing Model 
(“CA PM”) presented Iyi Dr. Woolr-ie/ge ciiid Mr. Hill violate the 
nssiiiiiptioiis qf this npproacli aiid jcril to reflect czirreiit capital 
mnrlcet requirements; 

I f ‘  tlie Conipnnies are ziiiable to offer n retiirri siriiilar to  theit 
avnilahle ji”om other oppoi*tzinities of‘coriipnrnhle risk, iiivestors will 
becoriie iiiiwilliiig to szippl~i the capital oii sensonable ternis, aiid 
iiivestom will be deriied L ~ I I  opportzinitv to ear17 their oppoi-tiiiiity cost 
oj’ccipital; and, 

The jiriltire of these witiiesses to corisider the inipnct of.jlottrtiori costs 
coritrndicts tlie jiridiiigs of the finnricinl literatzire nnd the ecoiioiiiic 
reqziiiwiieiits ziriderlyiiig a firir rate of retiisii oii equity. 

e 

e 

e 

Q 

0 

Q 

e 
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11. FAILED TO CONSIDER END-RESULT TEST 

DR. WOOLRIDGE AND MR. WILL RECOGNIZED THAT THE ALLOWED 

ROE MUST MEET CERTAIN STANDARDS TO BE CONSlDERED 

REASONABLE.’ DO YOU AGREE? 

Yes. While tlie details underlying a determination of the cost of equity are all 

significant to a rate of return analyst, there is one fundamental requirement that any 

ROE recommendation niust satisfy before i t  can be considered reasonable. 

Competition for capital is intense, and utilities such as tlie Companies must be 

granted the opportunity to earn an ROE comparable to contemporaneous returns 

available froin a1 ternative investments if they are to maintain their financial 

flexibility and ability to attract capital. 

Mr. Hill suggests ( p ~  9) a simple approach to evaluating the cost of capital, 

and I agree with this concept. Rather than becoming bogged down in lengthy, 

pedantic argunients over tlie merits of one quantitative approach versus another, the 

Coriiniissioi~ can niale a deteimjiiatioii on the key, tliresliold question, “Do the ROE 

recoiiiiiieiidatioiis of Dr. Woolridge and Mr. Hill meet the threshold test of 

reasonableness required by established regulatory and economic standards 

governing a fair rate of return on equity?” Based 011 the evidence discussed 

subsequently, the answer is clearly, “No.” 

z For example, Dr. Woolridgc (p“ 17) noted that the cost of equity must meet the rcquircmcnts of the capital 
markets for firins of comparable risk. Mr. Hill (pp” 8-9) cites cstablislicd Icgal and regulatory standards, 
iiicluding the opportunity cost priiiciplc iinderlying a fair ROE,.. 
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Q. DR. WOOLRIDGE (PP. 6-8) AND MR. HILL (PP. 10-18) DISCUSS THF, 

IMPLICATIONS OF CAPITAL MARKET TRENDS. WHAT OT 

S ARE IMPORTANT IN T IS ASSESSMENT ? 

A. Considering investors’ heightened awareness of the risks associated with the electric 

power iiidustry, and the implicatioiis of ongoing volatility in  tlie markets for long- 

tei-in capital, supportive regulation remains crucial in preserving the Companies’s 

access to capital. Capital markets recognize that constructive regulation is a l e y  

ingredient iii supporting utility credit ratings and financial integrity, particularly 

during times of adverse conditions. Moreover, coiisidering the ongoing turmoil 

faced by investors, sensitivity to marlset and regulatory uncertainties has increased 

drama t i cal I y. 

Q. DOES MR. HILL SPECIFICALLY RECOGNIZE THAT A UTILITY’S 

ABILITY TO ATTRACT CAPITAL MUST BE CONSIDERED IN 

ESTABLISHING A FAIR RATE OF RETURN? 

A. Yes. Mr. Hill clearly recognized this fimdamental standard underlying the 

reg~ilation of public utilities and a detemiination of a fair rate of return, and he 

acknowledged tlie Supreme Court’s Blziejield and Hope decisio~is.~ These decisions 

established that a regulated utility’s authorized retunis on capital must be sufficient 

to assure investors’ confidence and that, if the utility is efficient and prudent on a 

prospective basis, it will have the opporhinity to provide retiims comiiieiisurate with 

those expected for other investments iiivolving comparable risk. 

3 Hill Responsive Testimony at 8-9. 
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DID DR. WOOLRIDGE OR MR. HILL TEST THEIR ROE 

RECOMMENDATIONS AG A I N ST THESE FUN DAM ENTA L 

REGULATORY REQUIREMENTS? 

No. Expected earned rates of return for other utilities provide one useful beiiclimark 

to gauge the reasonableness of the ROE recommendation of Dr. Woolridge and Mr. 

Hill, but neither witness performed this test. The expected earnings approach is 

predicated on tlie comparable earnings test, which developed as a direct result of the 

Supreme Court decisions in Rlziqjielu’ aiid Hope. From my understanding as a 

regulatory ecoiiomist, not as a legal interpretation, these cases required that a utility 

be allowed an opportunity to ear11 the same return as companies of comparable risk. 

That is, the cases recogiiized that a utility must compete with other companies 

(including non-utilities) for capital. 

DID MR. HILL, RECOGNIZE THE ECONOMIC PREMISE UNDERLYING 

THE EXPECTED EARNINGS APPROACH? 

The simple, but powerfd concept underlying the expected eaiiiings approach is that 

investors compare each investment alternative with tlie next best opportunity. As 

Mi-. Hill recognized (p. 9), economists refer to the returns that an investor must 

forgo by not being invested in the next best alternative as “opportunity costs”. MI-. 

Hill went on to explain tlie logic rmderlying this approach: 

111 a regulated rate-settiiig context such as this, the cost of equity 
capital can be most easily understood as the rate of profit that should 
be allowed for the regulated firm. A film’s profit is the amount of 
money that remaiiis from its revenues after it has paid all of its costs 
- operating costs (commodity supply costs, depreciation, equipmeiit 
maiiitenaiice costs, salaries, fees, taxes, retirement obligations), as 
well as income taxes aiid interest costs. That dollar ainouiit of profit, 
divided by the amount of common equity capital used to finance tlie 
finn’s regulated assets, produces a percentage rate of return 011 

equity. If, for example, tlie profit earned by a utility is $lO/year and 
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investors have provided $100 of equity capital, tlie firiii’s return on 
equity (ROE), its profit, is 1 o%.“ 

But despite the fact that Mr. Hill recognized this standard as the ‘“most easily 

understood” explanation of “tlie rate of profit tliat should be allowed a regulated 

firm,” lie ignored this test in evaluating his reconiriiendation. Similarly, while Dr. 

Woolridge reported earned returns for tiie companies in his proxy group,5 lie failed 

to evaluate their signitlcance. 

Q. WHAT ARE THE IMPLICATIONS OF SETTING AN ALLOWED ROE 

BELOW THE RETURNS AVAILABLE FROM OTHER INVESTMENTS OF 

COMPARABLE RISK? 

If tlie utility is unable to offer a return similar to that available from other 

opporhuiities of comparable risk, investors will become unwilling to supply the 

capital on reasonable teiiiis. For existing investors, denying tlie utility an 

opportunity to earn what is available fiom other similar risk al ternatives prevents 

them fiotii earning their opportunity cost of capital. I n  this situation the government 

is effectively taking tlie value of iiivestors’ capital without adequate compensation. 

HOW IS THE, COMPARISON OF OPPORTUNITY COSTS TYPICALLY 

IMPLEMENTED? 

A. 

Q. 

A. The traditional comparable eaniiiigs test identifies a group of companies tliat are 

believed to be comparable in  risk to tlie utility, Consistent with Mr. Hill’s own 

e ~ a r n p l e , ~  the actual eariiiiigs of those compaiiies on tlie book value of their 

investi-iient are then compared to tlie allowed return of tlie utility. Wliile the 

traditional comparable earnings test is implemented using historical data taken from 

4 

5 

6 

Hi11 Rcspoiisive Testimony at 9. 
Exhibit J RW-4. 
I-Iill Responsive Testiinony at 9. 
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thc accounting records, i t  is also coiiiiiion to use projections of returns on book 

investment, such as those piiblislied hy recognized investinent advisory publicatio~is 

(e.g , Value Lhe). Because these returns on book value equity are analogous to tlie 

allowed return 011 a utility’s rate base, this measure of opportunity costs results in a 

direct, “apples to apples” coiiiparison. 

Q. HAVE THE EARNINGS ON BOOK VALUE REFERENCED BY DR. 

WOOLRIDGE AND MR. HILL BEEN RECOGNIZED AS A VALID ROE 

BENCHMARK? 

Yes. While this method predominated before the DCF model became fashionable 

with academic experts, I continue to encounter i t  aroriiid tlie country. Indeed, the 

Virginia State Corporation Conmission (“VSCC”) is required by statute (Virginia 

Code 5 56-585.1.A.2.a) to consider the earned returns on book value of electric 

utilities in its region. In an order issued on July 15, 201 0 the VSCC in  Docket PIJE- 

2009-00030, tlie VSCC established the allowed ROE for Appalachian Power 

Conipany based solely on the earned returns on book value for a peer group of other 

electric utilities. Another example is Ms. Terri Carlock, tlie long-time financial 

analyst for the Idaho Public IJtilities Commission. She has consistently presented 

evidence on book earnings for decades, and Idaho regulators continue to confirin tlie 

relevance of return on book equity evidence. 

A. 

7 

A textbook prepared for tlie Society of Utility and Regulatory Analysts 

labels tlie comparable earnings approach tlie “granddaddy of cost of equity 

methods” and points out that the amount of subjective judgment required to 

The comparablc earnings approacli was identified as a favorcd inethod in dctcrriiining the allowed ROE for 
24 of the agencies survcycd in NARIJC’s coiiipilation of regulatory policy. “IJtility Regulatoi y Policy in tlic 
1J.S. and Canada, 1995-1 996,” National Association of Rcgulatoly IJtility Coiiiiiiissioncrs (December 1996) 
I n  my cxpcricnce, while a fcw Commissions have explicitly rejected coiiipaiablc earnings, iiiost i egard it as a 
usefill tool. 
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impletiient this method is “minimal”, particularly when compared to tlie DCF and 

CAPM Echoing Mr. Hill, the P1.trc~ifionc.r. :V Guide notes that the 

coniparable eariiings test method is “easily understood” and fir~nly anchored in the 

regulatory tradition of the Blz/efiela‘ and Hope cases, as well as sound regulatory 

economics. I have used tlie comparable earnings approach in  my consulting, 

teaching, aiid testimony for 3.5 years, and it has been widely referenced in  regulatory 

decision-malting. ‘ O  

DR. WOOLRIDGE (P. 17) AND MR. HILL, (P. 18) REFERENCE MARKET 

DATA. DOES A METHODOLOGY NAVE TO DEPEND ON “MARKET 

DATA”” TO BE USEFUL, IN EVALUATING INVESTORS’ OPPORTUNITY 

COSTS? 

No. While I agree that iiiarltet-l>ased models are certainly important tools in 

estimating investors’ required rate of return, this in no way invalidates tlie 

usefulness of the expected earnings approach. I n  fact, this is one of its advantages. 

0 

It is a very simple, conceptual principal that when evaluating two 

i~ivestments of co~iiparable risk, investors will choose the alternative with .the higher 

expected return. If tlie Companies are only allowed the opportunity to eani 9.2.5 

percent or 9.0 percent retuiii on the book value of its equity investment, as 

recommended by Dc Woolridge and Mr. Hill, while other electric utilities are 

Parcell, David C., The COP/ of Cq~it&-o Pim:tifiono..k Gii i~k ( 1997). 
ld at 7-3. 

8 

0 

I ”  For cxamplc, a NARUC survcy rcportcd that 19 regulatory ,jurisdictions cited thc coinparablc carniigs tcst 
as a primary method favored i n  dctcrmining the allowcd rate of return. “Utility Rcgiilatory Policy i n  tlie U.S. 
and Canada, 1995- 1996,” Natioiial Association of Regulatory IJtility Commissioners (December 1996). In 
iiiy experience, whilc a few Coiiiiiiissioiis have explicitly re.jectcd comparablc earnings, most regard it as a 
useful tool. 
I ’ Mill Responsive Testimony at 18. 
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expected to earn an average of 10.5 percent,“, tlie implications are clear - the 

Companies’ investors will be denied the ability to eaiii their opportunity cost. 

Moreover, regulators do iiot set the returns that investors earn in the capital 

marl<ets - they can only establish the allowed return 011 the value of a utility’s 

investnient, as reflected on its accountiiig records. As a result, the expected earnings 

approach provides a direct guide to eiisiire that the allowed ROE is similar to what 

other utilities of comparable risk will eam on invested capital. This opportunity cost 

test does iiot require theoretical models to indirectly infer investors’ perceptions 

froiii stock prices or other marltet data. As long as tlie proxy companies are similar 

in risk, tlieir expected eaiiied returns on invested capital provide a direct benclimarlt 

for investors’ opportunity costs that is independent of fluctuating stock prices, 

marl<et-to-l>oolt ratios, debates over DCF growth rates, or tlie limitations inherent in 

any theoretical model of investor behavior. 

WHAT ROE IS IMPLIED BY THE EXPECTED EARNINGS FOR THE 

PROXY GROUPS OF DR. WOOL,RIDGE AND MR. HILL? 

As shown on page 1 of Exhibit WEA-2, reference to expected earnings implied an 

average cost of equity for the utilities in Dr. Woolridge’s proxy group of 10.7 

percent. Meanwhile, page 2 of Exhibit WEA-2 shows that the average expected 

book return on equity for Mr. Hill’s proxy group is 10.5 percent. These book return 

estimates are an “apples to apples” comparison to the 9.25 percent and 9.0 percent 

recoiiitneiided ROES of Dr. Woolridge and Mr. Hill, respectively. 

WHAT WOULD BE THE EFFECT OF AUTHORIZING A BOOK RETURN 

THAT IS SO FAR BELOW THE AVERAGE EARNINGS OF THE 

Q. 

A. 

Q. 

12 

utility industry. The Value Line Investment Siirvey at 90 1 (Scp. 23, 201 I ) .  
Value Liie reports an average expected retiirii oii book equity for 20 14- 16 of 10 5 pcrceiit for the electric 
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UTILITIES THAT DR. WOOLRIDGE AND MR. HILL CLAIM ARE 

COMPARABLE? 

Plain and simple, tlie Companies will find it difficult to compete for investors' 

capital and investors would not be earning up to the B / z ~ # k / d  standard of 

comparable earnings: 

A public utility is entitled to such rates as will pennit i t  to earn on the 
value of the property which it employs for the convenience of the 
public eqLial to that generally being made at the same time and in the 
same general part of the country on investnients in other business 
undertal<ings whicli are attended by corresponding risks and 
uncertainties. I 3  

EXHIBIT JRW-4 TO DR. WOOLRIDGE'S TESTIMONY REPORTS 

ALLOWED ROES. CAN THIS INFORMATION BE USED TO EVALUATE 

WHETHER THE RECOMMENDATIONS OF DR. WOOLRIDGE AND MR. 

HILL, ARE SUFFICIENT TO MEET REGULATORY STANDARDS? 

Yes. Reference to allowed rates of return for other utilities, such as those cited by 

Dr. Woolridge, provides one useful guideline that can be used to assess the extent to 

which the 9.25 percent and 9.0 percent ROE recommeiidatioiis of Dr. Woolridge and 

Mr. Hill are comparable and sufficient. As shown on page 1 of Exhibit WEA-3, data 

from the Septeiiiber 201 1 A U S  A40i~thly IAilify Report (a source relied on by Dr. 

Woolridge and Mr. Hill) indicates that the average authorized ROE for the fiiins in 

Dr. Woolridge's proxy group is 10.51 percent, or 126 basis points liiglier than his 

recoiiiiiiendatioii for tlie Companies. 

With respect to the group of electric utilities that Mr. Hill concluded were 

most comparable to tlie Companies' jurisdictional utility operations, as sliown on 

page 2 of Exhibit WEA-3, these finiis are presently authorized an average rate of 
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return on equity of 10.57 percent, or 157 basis points more than Mr. Hill’s ROE 

recoiiiniendation. I t  is unreasonable to siippose that investors would be attracted by 

Dr. Woolridge’s or Mr. Hill’s recomiiieiidations for the Companies, which fall 

significantly below the allowed returns for other utilities they consider to be 

coiiipara1)le. 

WHAT DO THESE BENCHMARKS IMPLY WIT 

RECOMMENDATIONS OF DR. WOOLARIDGE AND MR. HILL? 

These benchinarlts clearly demonstrate that their recoinmendations are far too low 

and violate the economic and regulatory standards underlying a fair ROE. 

DOES THE FORECASTED PENSION RETURN REFERENCED BY MR. 

RESPECT TO THE ROE 

HILL (P. 6-8) SUPPORT HIS ROE RECOMMENDATION? 

No. The Coiiipanies’ projected return on equity for tlieir pension plans is not 

comparable to the 10.63 percent requested ROE for three prirnary reasons. First, the 

long-run pro,jected return for equity investments assunied for pension portfolios is 

generally a geometric ineaii return indicative of compound returns earned over a 

long horizon. This is not equivalent to the specific berichrnarl< for investors’ 

forward-looking required rate of retrirti represented by the requested ROE, which is 

in  the nature of an aritlirnetic mean. As discussed subsequently in my rebuttal 

testimony, when returns are variable, the geometric mean is always less than tlie 

ari tlime t i c mean I) 

Second, the pension projectioa applies to equity investments made in  the 

retirement portfolio, which are selected by the pension managers from tlie many 

available choices iii the equity markets. Pension iiivesttiieiits must conform to tlie 

l 4  The geometric mean of a series of returns incastires the constant rate of tcturn that would yield thc same 
change i n  thc valuc of an investrncnt ovcr titiic. The arithmetic tiicati tneasures what thc expected return 
would have to bc each period to achieve the rcalizcd change in value ovcr time 
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requirements of prudence, which iiicludes the “three elenients of care, skill, and 

cautio~i.”’~ The requireinetit for prudence exteilds to the projections of pension 

portfolio returns. The pmjection of pension returns falls iiiider the scrutiny of the 

1J.S. Department of Labor and the IJ. S. Securities and Exchange Commission, as 

well as the prudence requirements of tlie Employee Retirement I~icoine Security Act 

of 1974 (“ERISA”). I n  light of this guidance and oversight, tlie portfolio retuni 

projection represents a compouiid retuni that the fiduciaries are confident that they 

can meet or exceed over long periods of time. 

Meanwhile, the requested ROE is specific to the risks and circunistances of 

the Companies’ utility operations aiid a set of comparable risk companies. I n  order 

to meet the comparable earnings, fiiiaiicial integrity, and capital attraction standards 

of Hope aiid Blztejield the allowed ROE must be measured by reference to investors’ 

expectations and requirements for comparable risk companies. I n  contrast, tlie 

objective of pension pro,jectioiis is to fotiiiulate future expectations for the equity 

investments in the pension portfolio based on an informed interpretation of 

historical experience and in light of accepted standards of prudence, and there can 

be key differences in the data sets and approaches used to derive pension plan 

projections. As the California Public IJtilities Commission concluded, “Pension 

retui-i assumptions are not comparable to the ROE used in utility rateinakiiig.”’6 

15 John Train and Thomas A. Melfe, Iiiimting mid ~VJciiicigiiig TI-iists it/7fki.,- the Neiv Priichtt Iiii)estor. Rule 
(Harvard Business School Press, Boston, MA, 1999), p. 19. I have taught ethical aiid professional standards 
for- holders of the Cliartercd Financial Aiialyst Designation (CFA) for more than 20 years. This reading has 
been part of the CFA Curriculum to illustrate prudence and the fiduciary obligations of pension fiitid tiianagers 
for a nitmber of years. 
16 Ccili#briiirr Piihlic Utilities Coniniis,.sion, Decision 07- 12-049 (Dcc. 20, 2007) at 44. 
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Ill.  DCF RESILJL,TS ARE UNDERSTATED 

AT ARE THE FUNDAMENTAL PROBLEMS WITH THE DCF 

ANAL,YSES CONDUCTED BY DR. WOOLiRIDGE (PP. 27-33)? 

There are three l e y  problem with the DCF analysis presented by Dr. Woolridge that 

lead to a biased end-result: 1 )  instead of focusing directly on forward-looking data, 

Dr. Woolridge incorporates historical results as being indicative of what investors 

expect; 2) Dr. Woolridge discounts reliance on analysts’ growth forecasts for 

eariiiiigs per share (“EPS”) as somehow biased, and fails to recognize that it is 

investors’ perceptior~.~ niitl expectn/ior?s that inust be coilsidered in applying the 

DCF model; and, 3) Dr. Woolridge incorrectly iiicluded data that results in illogical 

cost of equity estimates, and wrongly assumed that any resulting bias would be 

eliminated through averaging or by reference to the median. 

DO THE GROWTH RATES REFERENCED BY DR. WOOLRIDGE (PP. 26) 

MIRROR INVESTORS’ LONG-TERM FdXPECTATIONS IN THE CAPITAL 

MARKETS? 

No. There is every indication that liis growth rates, and resulting DCF cost of equity 

estimates, are biased downward and fail to reflect investors’ required rate of return. 

If past trends in earnings, dividends, and Imok value are to be representative of 

investors’ expectations for the future, then the historical coiiditioiis giving rise to 

these growth rates should be expected to continue. That is clearly not the case for 

utilities, where structiiral and industry clianges have led to declining growth in 

dividends, earnings pressure, and, in  iinany cases, significant write-offs. While these 

conditions serve to depress historical growth measures, they are not representative 

of long-tenn expectations for the utility industry or tlie expectations that investors 

have incorporated into current market prices. 
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Q. DR. WOOLRIDGE ARGUES (P. 30) THAT, “THE APPROPRIATE 

GROWTH RATE IN THE DCF MODEL, IS THE DIVIDEND GROWTH 

RATE.” DO YOU AGREE THAT T IS IS WHAT INVESTORS ARE MOST 

LIKELY TO CONSIDER IN DEVELOPING THEIR L ~ N G - T E R ~  

GROWTH EXPECTATIONS? 

No. While tlie DCF model is tecliiiically concerned with growth in dividend cash 

flows, implementation of this DCF model is solely coiiceriied with replicating the 

forward-looking evaluation of real-world investors. I n  the case of utilities, growth 

rates in dividends per share (“DPS”) are iiot likely to provide a meaningful guide to 

investors’ current growth expectations. This is lxxause utilities have significantly 

altered their dividend policies in response to more accentuated business risks in the 

i~idustry.’~ As a result of this trend towards a inore coiiservative payout ratio, 

dividend growth in tlie utility industry has remained largely stagnaiit as utilities 

coiiserve fiiiaiicial resources to provide a hedge against heightened uncertainties. 

While past conditions for utilities serve to depress DPS growth measures, they are 

iiot representative of long-term expectations for the utility industry. 

A. 

As payout ratios for firins in  the utility industry trended downward, 

investors’ focus has iiicreasiiigl y shifted from DPS to eaiiiiiigs as a measure of long- 

term growth. Future trends in earnings per share (“EPS”), wliicli provide the source 

for future dividends and ultiniately support share prices, play a pivotal role in 

deteimiiiiiig investors’ long-tenii growth expectations. The importance of earnings 

in evaluatiiig investors’ expectations and requirements is well accepted in the 

iiivesttnent community. As noted iii Fitiding Reality it7 Reported Eatwings 

published by tlie Association for lnvestiiieiit Manageinelit and Research: 

17 For example, thc payout ratio for clcctric utilitics fell froin approxiiuatcly 80 pcrccnt historically to on thc 
ordcr of 60 pcrccnt Thc Valiic Liiic Investiiicnt Sui-vcy (Scp. 1 5, 1995 at 16 1, May 27, 20 I 1 at 137). 
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[E]aniiiigs, presumably, are the basis for the investiiient benefits that we 
all seek. “Healthy earnings equal healthy investment benefits” seems a 
logical equation, but earnings are also a scorecard by wliicli we compare 
companies, a filter through wliicli we assess iiianagement, and a crystal 
ball in wIiicli we try to foretell f h r e  perfonnance. I h  

Value Line’s near-term projections and its Timeliness Rank, which is the principal 

investment rating assigned to each individual stock, are also based priiiiarily on 

various quantitative aiialyses of earnings. As Value Line explained: 

The future earnings rank accoiints for 65% in tlie determination of 
relative price change in the futiire; tlie other yo variables (current 
earnings rank and current price rank) explain 35%. 0 

The fact that investment advisory services focus primarily on growth in EPS 

indicates that the investment conimuni ty regards this as a superior indicator of 

future long-tenii growth. Indeed, “A Study of Financial Analysts: Practice and 

Theory,” published in the Fi/?nncinl Atitrlysts Joi/rnnl, reported tlie results of a 

survey conducted to deterniirle what analytical techniques investment analysts 

actually use.7o Respondents were asked to rank the relative importance of eaiiiiiigs, 

dividends, cash flow, and book value in analyzing securities. Of the 297 analysts 

that responded, only 3 ranked dividends first while 276 ranked it last. The article 

concluded: 

Earnings and cash flow are considered far more important than book 
value and dividends.” 

More recently, the Finnricinl Annlysts Jotii-iinl reported tlie results of a study of the 

relationship between valuations based on alternative multiples and actual market 

’ Association for Investment Management and Research, “Finding Reality in Reported Earnings“ An 
Overview” at 1 (Dec 4, 1996). 
I‘) TIic Va~iic Line Invcstmciit Survey, Szi/Jwriher!r Guide at 53. 
20 

(July/August 1999) 
2 ’  I C /  at SS. 

Block, Stanlcy B., “A Stiidy of Financial Analysts. Practice and Thcoiy”, Fiiiumicil A 1 7 d 1 v t s  .J071rm/ 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 
13 
14 

1.5 

16 

17 
18 
19 
20 
21 
22 
23 

24 

2.5 

Q. 

A. 

Q. 

A. 

AVERA - 17 

prices, which concluded, ‘‘In all cases studied, earnings dominated operating cash 

flows and dividends.”” 

DO THE EPS GROWT 

CONSIDER HISTORICAL TRENDS? 

Yes. Professioiial security analysts study historical trends extensively in developing 

their projections of future earnings. Hence, to tlie extent there is any useful 

infonnation in historical patterns, that information is incorporated into analysts’ 

growth forecasts. 

DID DR. WOOLRIDGE RECOGNIZE THE PITFAL,L,S ASSOCIATED 

WITH HISTORICAL GROWTH RATES? 

Yes. Dr. Woolridge noted that: 

RATE PROJECTIONS OF SECURITY ANAL;VSTS 

[T]o best estimate tlie cost of coiiinioii equity capital using the 
conventional DCF model, one must look to long-term growth rate 
expectations.” 

But as he acknowledged, historical growth rates can differ sigiiificantly from the 

foiward-loolting growth rate required by tlie DCF model: 

[Olne must use historical growth iiurnbers as measures of investors’ 
expectations with caution. In some cases, past growth may not 
reflect future growth potential. Also, employing a single growth rate 
number (for example, for five or ten years), is uiilil<ely to accurately 
measure investors’ expectations due to the sensitivity of a single 
growth rate to fluctuations in individual fiiin perfonnaiice as well as 
overall economic fluctuations (i.e., lmsiness cyc~es).’~ 

Moreover, to the extent historical trends for utilities are meaningful, they are already 

captured in projected growth rates, including those published by Value Lhe ,  First 

22 

. I o z ~ ~ ~ ~ ~ N / ,  Vol 63, No. 2 at 56 (March/April 2007). 
23 

23 

Liu, Jiiig, Nissim, Doron, & Thomas, Jacob, “Is Cash Flow King iii  Valuatioiis?,” Finnm%// A I I N / I ~ . T ~ S  

Woolridgel Responsive Testiiiioiiy at 27. 
I d .  
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Call, Zaclcs, aiid Reuters, since securities analysts also routinely examine and assess 

the impact and continued relevance (if any) of historical trends. 

Q. IS THE DOWNWAR BIAS IN DR. WOOLRIDGE’S HISTORICAL 

GROWTH MEASURES SELF EVIDENT? 

Yes, it is. As shown on page 3 of Exhibit JRW-I 0, approximately one-quarter of the 

individual historical growth rates reported by Dr. Woolridge for the companies in his 

proxy group were essentially zero or rwgotive, with approximately one-half of his 

historical DPS growth rates being 1.0 percent or less. Co~iibiiiing a growth rate of 

1 .O percent with Dr. Woolridge’s dividend yield of 4.65 percent (Exhibit JRW-10, p. 

1)  implies a DCF cost of equity of approximately 5.65 percent. This implied cost of 

equity is essentially equal to the yield fi-om triple-B public utility bonds, which 

averaged 5.7 percent over the March-August 20 1 I time period referenced il l  Exhibit 

J R W - P  Clearly, tlie rislts associated wit11 an investment in  pul>lic utility C O I I ~ M O I ~  

stocks exceed those of long-tenn bonds and Dr. Woolridge’s DPS growth measures 

provide no rneaningful infonnation regarding the expectations aiid requireii~ents of 

investors. 

A, 

Q. DID DR. WOOLRIDGE MAKE ANY EFFORT TO TEST THE 

REASONABLENESS O F  THE INDIVIDUAL GROWTH ESTIMATES HE 

RELIED ON TO APPLY THE CONSTANT GROWTH DCF MODEL? 

No. Despite recognizing that caution is warranted in using historical growth rates, 

Dr. Woolridge simply calculated the average and median of the individual growth 

rates with 110 consideration for the reasonableness of the iinderlying data. I n  fact, as 

demonstrated above, inany of the cost of equity estimates implied by Dr. 

Woolridge’s DCF application make no ecoiiornic sense. 

A. 

25 Moody’s Investors Scrvice, www.crcdittrci7ds.coiii 
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DOES REFERENCE TO THE MEDIAN (P. 31:17-18) CORRECT FOR ANY 

UNDERLYING BIAS IN DR. WOOLRIDGE’S HISTORICAL, GROWTH 

RATES? 

No. The median is simply the observation with an equal 1ii.wiber of data values 

above and below. For odd-numbered samples, the median relies on only a single 

___- number, cg . ,  the fifth number in  a nine-number set. Reliance on the inedian value 

for a series of illogical values does not correct for the inability of individual cost of 

equity estimates to pass fundatnental tests of economic logic. 

HAS DR. WOOLRIDGE RECOGNIZED THE IMPORTANCE OF 

EVA1,UATING MODEL INPUTS IN OTHER FORUMS? 

Yes. As Dr. Woolridge noted in  his testimony (Appendix A, p. I ) ,  he is a founder 

and managing director of VnlziePro, which is an online valiiation service largely 

based oil application of the DCF model. Vnlz/ePro confirmed the importance of 

evaluating the reasoiiableness of inputs to the DCF model: 

Garbage in, Garbage out! Like any other computer program, if the 
inputs into our Oiiline Valuation Service are garbage, the resid ting 
valuatioii also will be garbage.”” 

Unlilte his approach here, Dr. Woolridge advised investors to use corntiion sense in 

interpreting the results of valuation models, such as the DCF: 

If a figure comes up for a certain input that is either highly 
iiiipla~isible or looks wrong, indeed it may be. If a valuation is way 
out of line, figure out where the Service may have strayed on a 
valuation, and correct it.27 

26 

27 
http://www.valuepro.iict/abtonlinc/abtoi~liiic.slit~iil~ 
I d  
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Given tlie fact that many of the growth rates relied on by Dr. Woolridge result in  

illogical cost of equity estimates, i t  is appropriate to take tlie same critical viewpoint 

when evaluating inputs to his DCF model. 

WHAT APPROACH S OIJLD DR. WOOLRIDGE AND MR. HILL HAVE 

USED TO EVALUATE LOW-END DCF ESTIMATES? 

It is a basic economic priticiple that investors call be induced to liold iiiore risky 

assets only if they expect to earn a return to compensate them for their risk bearing. 

As a result, tlie rate of return that investors require from a utility’s co~iiiiioii stock, 

the most junior and riskiest of its securities, must be considerably higher than tlie 

yield offered by senior, long-term debt. 

S&P reports a corporate credit rating for tlie Companies of“BBB”. As noted 

earlier, Moody’s ~nonthly yields on triple-B boiids averaged approximately 5.7 

percent over tlie March-August 201 I time period referenced in Exliibit JRW-2. It is 

inconceivable that investors are not requiring a substantially higher rate of return for 

holding coniiiioii stock. Consistent with this principle, DCF results for tlie Dr. 

Woolridge’s proxy companies must be adjusted to eliminate estimates that are 

determined to be extreme low outliers when compared against tlie yields available to 

investors from less risky utility boiids. 

HAVE SIMILAR TESTS BEEN APPLIED BY REGULATORS? 

Yes. FERC Iias noted that adjustiiients are justified where applications of tlie DCF 

approach produce illogical results. FERC evaluates DCF results against observable 

yields 011 long-term public utility debt and has recognized that i t  is appropriate to 

elimiiiate estimates that do not sufficiently exceed this tliresliold. in a 2002 opinion 

establisliiiig its current precedent for determining ROES for electric utilities, for 

example, FERC noted: 
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An adjustment to this data is appropriate in  the case of PG&E’s low- 
end return of 8.42 percent, which is coniparable to the average 
Moody’s “A” grade public utility bond yield of 8.06 percent, for 
October 1999. Because investors cannot be expected to purcliase 
stock if debt, which has less risk than stock, yields essentially the 
same return, this low-end return cannot be considered reliable in  this 
case.” 

Siinilarly, in its August 2006 decision in Ken7 Rivei- Gcis Trcii7si11i.ssiori Coniya17~1, 

FERC noted tliat: 

[Tlhe 7.3 1 and 7.32 percent costs of equity for El Paso and Williams 
found by the AL,J are only 1 I O  and 122 basis points above that 
average yield for public utility debt. 

The Cotniiiission upheld the opinioii of Staff and the Administrative Law Judge that 

cost of equity estimates for these two proxy gro~ip co~npanies “were too low to be 

credible.” ’” 
The practice of eliminating low-elid outliers has been affirmed in iiuiierous 

FERC proceedings,3’ and in its April 15, 2010 decision in SoCal Edisoi7, FERC 

affirmed that, “it is reasonable to exclude any company whose low-end ROE fails to 

exceed the average bond yield by about 100 basis points or 1110re.’~~~ 

WHAT ELSE SHOULD BE CONSIDERED IN EVALUATING DR. 

WOOLRIDGE’S LOW-END DCF ESTIMATES? 

While corporate bond yields have declined substantially as the worst of the financial 

crisis has abated, it is generally expected that long-tenn interest rates will rise as the 

recessioii ends and the economy returns to a more normal pattern of growth. As 

Sotillierti Cdifbriiia Edkoti Coiiipiitiv, 92 FERC 11 61,070 at p. 22 (2000). 
Kern R i i w  Gris 7k1nsniission COIIIJILI~W, Opinion No. 486, 117 FERC 11 61,077 ar P 140 &. 11. 227 (2006). 

See, e.g , 14rgit7icr EIec/t.ic Poitvr Co , 123 FERC 11 61,098 at P 64 (2008) 
Sotifhe/-ti Ciilifori7ia Edisoii Co , 13 1 FERC 11 6 1,020 at P 55 (20 10) (“SoCirl Eclisoii”). 

28 

79 

30 I d  
31 

32 
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average triple-B bond yield of 7.16 percent over tlie period 20 12-20 15: 

TABLE WEA-2 
IMPLIED BBB BOND YIELD 

20 12-1s 
Psojcclcd AA Utility Yicld 

IHS Global Insight (a) 6.33% 
EIA (b) 6.5 7% 

Avcsagc 6.45% 

Currcnt BBB - AA Yicld Sixcad (c) 0.7 1 %I 

implied Triple-B Utility Yield 7.16% 

(a) IHS Global Insight, U S Ewioinic* Oiitlooli at 19 (F‘cb. 20 1 1 ). 
(b) Encrgy Information Administration, A i m / u I  Eiwigi, Oi/flooli 201 I 

(Apr. 26,20 1 I ). 
(c) Bascd 011 monthly avcragc bond yields for thc six-month pcriod 

Apr. - S C ~ .  20 1 1. 

The increase in debt yields anticipated by IHS Global Insight and EIA is also 

stipported by the widely-referenced Blue Chip Fiiiaiicial Forecasts, which projects 

that yields on corporate bonds will climb more than 100 basis points through the 

period 20 13-20 1 7.j3 

Q. HAS DR. WOOLRIDGE ADOPTED THIS EXACT SAME TEST OF LOW- 

END DCF ESTIMATES IN REClENT TESTIMONY BEFORE FERC? 

A. Yes. In testimony filed with FERC on September 30, 20 1 1 ,  Dr. Woolridge applied 

this test to the results of his DCF a ~ i a l y s i s . ~ ~  As Dr. Woolridge concluded: 

These data suggest that the prospective yield oil utility bonds with a 
rating similar to the proxy group (A-/BBB+) is in tlie 5.0% range. 
Given this figure, and FERC’s Iioiid yield plus 100 basis poiiit 
threshold for the low-end outliers, the elimination [of] the low-end 

’’ Blue Chip Fiii~iicial Foi.ecasts, Vol. 30, No. 6 ( J u  1, 201 1). 
34 R~tiiiioiii~ of J Rond~rll lVoolik/ge, FERC Docket No. EL-66 (201 1). 
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results for Entergy (5.6%) and Great Plains Energy (6.2%) is 
supported. 

Q. IF DR. WOOLRIDGE AD ELIMINATED LOW-END VALUES, AS 

IN HIS RECENT FERC TESTIMONY, W AT COST OF EQUITY WOULD 

HAVE RESULTED FROM HIS DCF ANALYSIS RASED ON HISTORICAL, 

GROWTH RATES? 

As indicated above, Dr. Woolridge’s DPS growth tneasures provide no meaningful A. 

information regarding the expectations and requirements of investors and shodd be 

entirely ignored. As shown on Exliibi t WEA-4, screening Dr. Woolridge’s DCF cost 

of equity estimates based on historical EPS and BVPS growth rates to eliiniiiate 

illogical, low-end values, as well as high-end outliers, resulted in an implied cost of 

equity range of 9.4 percent to 11.3 percent, with the midpoint of this range being 

10.4 percent. Similarly, the average cost of equity implied by Dr. Woolridge’s 

corrected historical DCF analysis was 10.3 percent. 

DID YOU ALSO APPLY THIS TEST OF LOGIC TO DR. WOOLRIDGE’S Q. 

CF RESULTS BASED ON PROJECTED EPS GROWTH RATES? 

A. Yes. As shown 011 Exhibit WEA-5, combining the projected EPS growth rates 

referenced by Dr. Woolridge with the dividend yields for his proxy group companies 

resulted in a nuiiiber of DCF cost of equity estimates that were below cull-ent and 

expected public utility bond yields. After eli~ninating these illogical values, the 

average DCF cost of equity estimates fell in a range of 9.9 percent to 10.5 percent, 

wit11 a midpoint of 10.2 percent. The average cost of equity implied by Dr. 

Woolridge’s coil-ected DCF analysis based on EPS growth projections was 10.1 

percent. 

I d  at 35-36 35 
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YOU ALSO ELIMINATED TWO HIGH-END OUTLIERS. IS THERE ANY 

BASIS TO EXCLUDE A SYMETRICAL NUMBER OF ESTIMATES ON 

THE: LOW AND 

No. As shown on Exhibit WEA-4, 1 eliminated two high-end values that exceeded 

17 percent because these values were extreme outliers when compared wit11 the 

balance of the remaining estimates. As discussed above, low-end outliers were 

evaluated against the observable returns available from long-term bonds. But the 

fact that there are iiuiiierous results that fail this test of reasonableness says nothing 

aboiit the validity of estimates at the upper elid of tlie range of results, and there is 

no basis to discard an equal number of values from the top of the range. While a 

cost of equity estimate of 16.4 perceiit may exceed expectations for most electric 

utilities, the remaining low-end estimate of 7.0 percent is assuredly far below 

investors’ required rate of return. Taken together and considered along with the 

balance of the DCF estimates, these values provide a reasonable basis on wliicli to 

evaluate investors’ required rate of retuni. 

DR. WOOERIDGE REEIE ON INTERNAL, “BR” G 

(EXHIBIT JRW-10, P. 4). SHOULD THE COMMISSION PLACE ANY 

WEIGHT ON THESE VALUES? 

No. are downward biased because of 

computational errors and oinissions. Dr. Woolridge based his calculations of tlie 

intemal, “br” retetitioii growth rate on data from Value Liiie, which reports end-of- 

period results. If the rate of return, or “r” component of tlie iliteriial growth rate, is 

based on end-of-year book values, such as tliose reported by Value Line, i t  will 

understate actual returns because of growth in cotiiiiioii equity over the year. This 

Dr. Woolridge’s internal growth rates 
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downward bias, which has been recognized by regulators,’6 is illustrated iii Table 

W EA-3 below. 

Consider a hypothetical firm that begins the year with a net book value of 

coinnioii equity of $100. During tlie year the firm earns $1.5 and pays out $5  in 

dividends, with tlie ending net bool< value being $1 10. IJsing tlie year-end book 

value of $1 10 to calculate the rate of return produces an “r” of 13.6 percent. As tlie 

FERC has recognized, however, this year-end rettiiii ‘‘must be adjusted by tlie 

growth in coiiiiiion equity for tiie period to derive an average yearly return.93i7 111 

the example below, this can be accomplished by using the average net book value 

over tlie year ($1 05) to compute the rate of return, which results in a value for “r” of 

14.3 percent. Use of tlie average rate of return over tlie year is coiisisteiit with the 

theory of this approach to estimating investors’ growth expectations, and as 

illustrated below, i t  can have a significant impact on the calculated retention growth 

rate: 
TAB LE WE A-3 

BR + SV GROWTH RATE - AVERAGE RATE OF RETURN 

Rcginiiiiig Nct Book Valuc 
Eariiings 
Dividends 
Retained Earnings 
Ending Nct Rook Valuc 

“b x r” Growth End-of Y car 
Earnings $ 1.5 
Book Valiic $110 
Y’ 13.6% 
“’b” 66.7% 
“13 x r” Growth 9.1% 

$100 
J 

.5 

$ I  10 

Averagc 
$ 1.5 
$105 
14.3%) 
66.7%) 
9.5%) 
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Because Dr. Woolridge did not ad,jiist to account for this reality in his analysis, the 

“inteiiial” growth rates tliat he calculated are downward-biased. 

ER CONSIDERATION LEADS TO A DOWNWARD BIAS IN 

DR. WOOLRIDGE’S CALCULATION OF INTERNAL,, “BR” GROWTH? 

Dr. Woolridge ignored the impact of additional issuances of coiiiiiioii stock in liis 

analysis of the sustaiiiable growth rate. lJiider DCF theory, the “sv’’ factor is a 

component designed to capture the impact on growth of issuing new co~ii i~io~i  stock 

at a price above, or below, book value. As noted by Myron J .  Cordon in his 1974 

study: 

When a new issue is sold at a price per share P = E, the equity of tlie 
new shareholders in  the firiii is equal to the funds they contribute, 
aiid tlie equity of tlie existing sliareholders is not changed. However, 
if P > E, part of the fimds raised accrues to the existing shareholders. 
Specifically ...[ v] is the fraction of the funds raised by the sale of 
stock that increases the book value of the existing sliareholders’ 
coininon equity. Also, “v” is the fraction of earnings and dividends 
generated by the new funds that accrues to tlie existing 
sliareIio1ders“3‘ 

I n  other words, the “sv” factor recognizes that when new stock is sold at a price 

above (below) book value, existing shareholders experieiice equity accretion 

(dilution). In the case of equity accretion, tlie increment of proceeds above book 

value (P > E in Professor Gordon’s example) leads to higher growth because it 

increases the book value of the existing shareholders’ equity. In short, tlie “sv” 

component is entirely consistent with DCF theory, and the fact that Dr. Woolridge 

failed to consider the iiicremeiital impact on growth results in another downward 

bias to liis “ititeriial” growth rates, wliicli sliould be given no weight. 

Gordon, Myron J., “The Cost ofCapital to a Public Utility,” MSU Public Utilities Studies (1974), at 3 1-32. 38 



1 

AVERA - 27 

Q. HAS DR. WOOLRIDGE RECOGNIZED THESE ADJUSTMENTS TO THE, 
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SUSTAINABLE GROWT RATE IN TESTIMONY BEFORE OTHER 

RF,GUEATORS? 

A. Yes. I n  his recent testimony before FERC referenced earlier, Dr. Woolridge 

incorporated an adjttstiiient to correct for the downward bias attributable to end-of- 

year book values, and recognized the additional growth from new sliare issues by 

incorporating the “SV” compoiieiit discussed  above."^ Siriiilarly, Mr. Hill noted that, 

“Investor expectations regarding growth fioiii external sources (sales of stock) i i i w t  

also be considered and examined.3740 

Q. WHAT DO YOU CONCLUDE BASED ON YOUR REVIEW OF DR. 

WOOLRIDGE’S DCF ANALNSES? 

A. Trends in DPS are distorted by fundainental changes in industry fiiiaiicial policies 

aiid Dr. Woolridge failed to evaluate the underlying reasoiiableness of individual 

growth rates. I n  addition, tlie calculatioiis used to arrive at Dr. Woolridge’s inteiiial 

growth rates are flawed and iiicomplete. 

estimates are biased downward and fail to reflect investors’ required rate of return. 

As a result, his DCF cost of equity 

Q. DID MR. HILL PROPERLY APPLY THE CONSTANT GROWTH DCF 

MODEL? 

A. No. Mr. Hill began his DCF analysis by correctly stating: 

The DCF model relies 011 the equivalence of the market price of the 
stock (P) with tlie present value of tlie cash flows investors expect 
from the stock, and assumes that the discount rate equals tlie cost of 
capi t d 4 ’  

j‘) Testiiiioiii~ of J Rar7d~ill Woolridge, FERC Docket No. EL-66 at Exhibit JRW-8, pp. 3-4 (201 1 )  

factor at Schedulc 6, p. 1.  

40 . 
Mil l  Rcspoiisivc TcstimonyRcspoiisivc Tcstimoiiy at 35. Mr. Hill incorporatcd an adjustmciit for the “sv” 

Hill Rcspoiisivc Testimony at 3 1 41 
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Nevertheless, liis applications of the constant growth DCF model to his proxy group 

of utili ties departed from this fundaniental proposition because of liis strict reliance 

on the matlieiiiatical DCF theory instead of the realities of investors’ actual 

expectations in financial markets. The use of DCF models to estimate the cost of 

equity is essentially an attempt to replicate the market pricing mechanism that led to 

the observed stock price, with investors’ required rate of return simply being 

inferred. I n  contrast, Mr. Hill’s applications of the DCF model reflect a strict 

interpretation of the academic theory underlying its derivation. 

WHAT IS WRONG WITH MR. HILL’S STRICT ADHERENCE TO THE 

THEORY UNDERLYING THE CONSTANT GROWTH DCF MODEL? 

Many unrealistic assumptions are required to derive the constant growth form of tlie 

DCF model, with Mr. Hill noting some of these infirmities iii his testimony: 

Q. 

A. 

The model also assumes that the company whose equity cost is to be 
measured exists in  a steady state environinent, i.e., the payout ratio 
and the expected retuiii are constant and the earnings, dividends, 
1)ook value and stock price all grow at the same rate, f~ reve r .~ ‘  

Because the assu~iiptions uiiderlying tlie constant growth DCF model are never met 

in  practice, the constant growth DCF model can, at best, only be considered an 

abstraction of reality. As such, the DCF iiiodel cannot universally produce correct 

measures of the cost of equity; rather, it Cali only serve as a potential guide to 

investors’ required rate of retuiii. Mr. Hill granted this limitation of the DCF model 

in his testimony: 

[AIS with all mathematical models of real-world phenomena, the DCF 
theory does not precisely “traclc” reality in  the sliorter te1-111.~~ 

42 

43 . 
Hill Rcspoiisive Tcstiinony at 32 
Hill Rcsponsivc Tcstiiiioiiy at 33. 
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Therefore, the only inputs (i.e., cash flows) that matter in iiiipleiiieiiting the DCF 

iiiodel are those that investors used to value the utility’s stock. Any application of 

the DCF model that does not focus exclusively on iiivestors’ actual expectations is a 

misuse of the DCF model to estimate the cost of equity. 

CAN YOU PROVIDE: AN EXAMPLE OF HOW MR. HILL 

THIS PRINCIPLE? 

Yes. Consider Mr. Hill’s discussion of his hypothetical firm in Appendix C to his 

testimony. He stated that certain actual growth rates can be “u~ireliable” within 

DCF theory, and concluded that the proper growth rate to use with the DCF model is 

the theoretical “sustainable growth rate”. But Mr. Hill’s contention is wrong. The 

only correct growth rate to be used in the DCF model is the long-term growth rate 

investors actually incorporated into the observed stock price, irrespective of whether 

MI-. Hill considers i t  “ridiculous” or ii~consistent with “the uliderlying fundamentals 

of growth in the DCF 1110de1.)~~~ 

The fact is Mr. Hill confused the theory of the DCF model with its 

application. Professor Myron J .  Gordon’s complete mathematical DCF model is 

tautological. hi other words, the constant growth DCF model is true by virtue of the 

strict assumptions made to derive it,  and given these assumptions, any number of 

propositions can be “demonstrated” (Mr. Hill’s Appendix C). But to the extent that 

these assumptions are not inet in practice and the DCF model does not “track 

reality”, the tlieoretical DCF inodel will not coiifoim to the real world. In turn, cost 

of equity estimates that are based solely on mathematical identities instead of 

44 . 
Hi11 Rcsponsivc Tcstimony a t  Appciidix C, p. 4 
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iiivestors’ actual long-term growth expectations will not acciirately iiieasure their 

required rate of ret~irii.~’ 

ILL’S SUSTAINABLE, BR-tSV GROWTH RATES ALSO 

UNDERSTATED? 

Yes. Like Dr. Woolridge, Mr. Hill based liis calciilation of the internal, “ 1 ~ ”  growth 

rate 011 data from Value Line, which reports elid-of-period results. As discussed 

earlier, failing to account for this reality results in downward-biased growth rates 

aiid the resulting DCF cost of equity is understated. 

DOES A MORE REASONABLE DCF APPLICATION BASED ON MR. 

HILL’S DATA SHOW WHY MR. HILL’S DCF RESULTS ARE 

UNREASONABLE? 

Yes. As noted earlier, the projected EPS growth rates of securities analysts are 

likely to provide a superior guide to iiivestors’ expectations tlian the flawed, 

theoretical approach adopted by Mr. Hill. Accordingly, 1 revised liis DCF method to 

incorporate the projected EPS growth rates froin IBES aiid Value Line reported on 

Schedule 6 to Iiis testilnony. As sliowii oii Exhibit WEA-6, this resulted it] an 

average cost of equity of 10.78 percent. 

IS THERE ANY SUBSTANCE TO MR. HILL’S MODIFIED EARNINGS- 

PRICE RATIO ANALYSIS (PP. 49-53)? 

None whatsoever. Mr. Hill’s statement that the earnings-price ratio understates t l x  

cost of equity when the utility’s marltet-to-book ratio is greater than one, a id  vice 

versa, is geiierally correct. But there is absolutely no theoretical justificatioii for 

Mr. Hill’s averaging the earnings-price ratio with a rate of return on book equity, 

46 

I n  a 2005 case, thc Ncw Haiiipshire Public Scrvicc Commission specifically concluded that MI: Hill’s DCF 45 

growth analysis, “docs not in our view reflect true market conditions.” Ordei No. 24,473, New Ha~iipshii-e 
Public Utilities Coiiiriiissioii (Jiuiic 8, 2005). 
46 Hill Responsive Testiiiioiiy at 49. 
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either current or expected, as lie did in his Schedule 11 .  Nor is such an averaging 

justified even if the FERC may have sometime in the past utilized the expected rate 

of return on book value as a check of reasonableness in  establisliiiig an upper bound 

to investors' required rate of return." 

DOES MR. HILL'S MARKET-TO-BOOK RATIO ("MTB") ANALYSIS ( PP. 

53-55) PROVIDE ANY NEW INFORMATION AS TO THE RATE O F  

RETURN REQUIRED BY INVESTORS FROM HIS PROXY GROUP O F  

UTILITIES? 

Absolutely none. As MI-. Hill acknowledged: 

This method is derived algebraically fi-om the DCF niodel and, 
therefore, cannot be considered a strictly independent check of that 

That Mr. Hill's MTB analysis is nothing more than a rehash of his previous DCF 

analysis is also evident from liis exhibits. In  particular, there is little difference 

between Mr. Hill's average cost of equity of 9.48 percent using liis DCF 111etI1od"~ 

and tlie 9.38 percent using his MTR method based on Value Line's projections.'" 

This similarity is not because the results of two different methods are converging, 

but because tlie DCF and MTR methods are essentially the saiiie, only packaged 

slightly differently. And just as Mr- Hill's DCF analysis is fundamentally flawed 

because it is tied to tautological DCF theory rather than investors' actual 

expectations, so too is his MTR analysis since it is derived from the very same 

theoretical model and uses virtually identical inputs. 

47 Mr. Hill cited a 1986 FERC decision at p. 50 of his direct testiniony. 
48 

49 Z d  at Schedule 8. 
SO 

Hill Responsivc Tcstiiiiony at 53. 

Zci at Schcdnle 12, p 2. 
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Q. WHAT IS THE RELEVANCE OF MR. ILL’S AND DR. WOOLRIDGE’S 

DISCUSSION OF MARKET-TO-BOOK RATIOS?’’ 

A“ Based on their testimony here and in previoiis cases, I understaiid that Mr. Mi l l  and 

Dr. Woolridge are implying that utility eariiings are generally too high because the 

market-to-book ratios generally exceed one, They want the Kentucky Public 

Service Coi~imission (“KPSC”) to sacrifice tlie Companies’ financial strength to 

favor a theoretical ideal of market-to-book ratios equaling unity. Tlie KPSC does 

not regulate utility stock market prices, aiid as discussed below, there are many leaps 

between his economic theory aiid reality. But if the theory is correct, then Mr. Hill 

and Dr. Woolridge are asking the KPSC to order a return that would almost certainly 

lead to a capital loss on the value of the Companies’ investment. Fro111 an ecoiioiiiic 

perspective, such an action would take tlie value of tlie Coiiipanies’ property without 

compensati on. 

DR. WOOLARIDGE AND MR. HILL SUGGEST THAT THERE ISA CLEAR Q. 

LINK BETWEEN MARKET-TO-ROOK RATIOS FOR ELECTRIC 

UTILITIES AND ALLOWED RATES OF RETURN. IS T IS ACCURATE? 

No. Underlying Mr. Hill’s and Dr. Woolridge’s position is tlie supposition that 

regulators sliould set a required rate of return to produce a market-to-bool< value of 

approximately 1 .O. This is fallacious. For example, New Regztlntoiy Fiiini7ce noted 

that: 

A. 

Tlie stock price is set by tlie iiiarket, not by regulators. The M/B 
ratio is the end result of regulation, and not its starting point. The 
view that regulation should set an aIlowed rate of return so as to 
prodiice a M/B of 1.0, presumes that investors are ill-ational. They 
commit capital to a utility with a M/B in excess of 1 .0, luiowing full 

51 Hill Rcsponsivc Testimony at 52-53; Woolridgel Rcsponsivc Testimony at 1 S.  
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well that they will be inflicted a capital loss by regulators. This is 
certainly not a realistic or accurate view of regulation.” 

With market-to-book ratios for most utilities above 1 .O, Mr. Hill and Dr. Woolridge 

are suggesting that, unless book value grows rapidly, regulators should establish 

equity returiis that will cause share prices to fall. Given the regiilatory imperative of 

preserving a utility’s ability to attract capital, this worild be a truly ~ioiisensical 

re su 1 t . 

IS THERE ANY MERIT T O  THE CONCERNS OF DR. WOOLRIDGE AND 

MR. HILJL ABOUT A MARKET-TO-BOOK RATIO ABOVE 1.00? 

No. In fact tlie majority of stocks cui-rently sell substantially above book value. For 

example, Value Liie reports that over 1,400 of the approximately 1,700 stocks it 

follows (including utilities and other industries) sell for prices in excess of book 

v a l ~ e . ’ ~  Moreover, regulators have previously recognized tlie fallacy of relying on 

market-to-hook ratios in evaluating cost of equity estimates. For example, the 

Presiding Judge in Ormge & Rocklni.rd concluded, and the FERC affirmed that: 

The presumption that a tnarltet-to-book ratio greater than 1 .0 will 
destroy the efficacy of the DCF foniiula disregards the realities of tlie 
inarltet place principally because the market-to-book ratio is rarely 
equal to 1.0.’~ 

The Initial Decision fouiid that there was no support in FERC precedent for the use 

of market-to-book ratios to adjust tiiarltet derived cost of equity estimates based on 

the DCF model and concluded tliat such arguments were to be treated as “academic 

rhetoric” unworthy of consideration. 

Id at 376. 
www.va1uclinc.com (rctricvcd Oct. 9, 20 1 1). 

5 2  

53 

54 Orcrrig-c & R ~ ~ l i l ~ / ~ t l  Utilitic~s, IrK , In i r i a l  Dccision, 40 FERC 11 63,053, 1987 WL 118,352 (F.E.R.C.) 

http://www.va1uclinc.com
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IV. DR. WOOLRIDGE’S AND MR. HILL’S CRITICISMS OF ANAL,YSTS’ 

GROWTH RATES ARE MISGUIDED 

SHOULD THE COMMISSION GIVE ANY CRE ENCE TO T 

ALLEGATIONS OF DR. WOOLRIDGE AND MR. HILL THAT 

PROJECTED EPS GROWTH RATES ARE BIASED? 

No. Dc Woolridge devoted over ten pages of his testimony to argue tlie misguided 

notion that analysts’ EPS growth rates are “overly optimistic and biased upward.”’j 

Similarly, MI-. H ~ I I  rejects relying solely on earnings forecasts.”’ 

PLEASE RESPOND TO THE CRITICISMS OF DR. WOOLRIDGE AND 

MR. HILL, REGARDING RELJANCE ON EPS GROWTH PROJECTIONS 

IN APPLYING THE DCF MODEL. 

I n  applying tlie DCF model to estimate tlie cost of equity, the & relevant growth 

rate is the forward-looking expectations of investors that are captured in current 

stock prices. Any claim that analysts’ estimates are not relied upon by investors is 

illogical given tlie reality of a competitive market for investment advice. If financial 

analysts’ forecasts do not add value to investors’ decision malting, it would be 

irrational for investors to pay for these estimates. Similarly, those financial analysts 

who fail to provide reliable forecasts will lose out in competitive markets relative to 

those analysts whose forecasts investors find more credible. The reality that analyst 

estimates are routinely referenced in the financial media and in investment advisory 

publications implies that iiivestors use tliein as a basis for their expectations. 

The continued success of investnieiit services such as IBES and Value L,ine, 

and the fact that projected growth rates from such sources are widely referenced, 

55 

56 
Woolridgel Rcsponsivc Tcstiiiioiiy at B-2. 
Hill Rcsponsivc Testimony at  37. 
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1 provides strong evidence that investors give considerable weight to analysts’ 

2 earnings projections in forming their expectations for future growth. Eaiiiiiigs 

3 growth projections of security analysts provide the most frequently referenced guide 

4 to iiivestors’ views and are widely accepted in applyiiig the DCF model. As 

6 
7 
8 
9 

10 
1 1  

Because of the dominance of institutioiial investors and their 
influence on individual iiivestors, analysts’ forecasts of long-run 
growth rates provide a sound basis for estirnatiiig required returns. 
Financial analysts exert a strong influence 011 the expectatioiis of 
many iiivestors who do not possess tlie resources to inalte their own 
forecasts, that is, they are a cause o f g  [growt11].’~ 

12 Q. 

13 

DOES THE FACT THAT ANALYSTS’ EPS PROJECTIONS MAY DEVIATE 

FROM ACTlJAL RESIJLTS HAMPER THEIR USE IN APPLYING THE DCF 

14 MODEL,, AS DR. WOOLRIDGE CONTENDSP 
15 A. No. Investors, just like securities analysts and others in tlie investment coininiiiiity, 

16 do not laiow how the future will actually turn out. They can only iiiake investment 

17 decisions based on their best estimate of what tlie future holds in  the way of long- 

18 term growth for a particular stock, and securities prices are constantly adjusting to 

19 reflect their assessment of available information. While the pi-ojectioiis of securities 

20 analysts may be proven optimistic or pessimistic in hindsight, this is irrelevant in 

21 

22 

assessing the expected growth that investors have incorporated into current stock 

prices, and any bias in analysts’ forecasts - whether pessimistic or optimistic - is 

23 irrelevant if investors share analysts’ views. As New Xegzdntoi-v Fiiinnce concluded, 

24 

2.5 

“The accuracy of these forecasts in the sense of whether they turn out to be correct 

is not an issue here, as long as they reflect widely held expectations.”’O Moreover, 

S I  

58 

SO 

Morin, Roger A., “New Regulatory Finalice,” Piihlic Utilities Reports, Iiir. at 298 (2006). 
Woolridgel Rcsponsivc Testimony at B-3 - B-4. 
I d  
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as discussed earlier, there is every indication that expectations for earnings growth 

are instruineiital in  investors’ evaluatioii and the fact that analysts’ projections 

deviate from actual results provides no basis to ignore this relationship. 

DO THE SEL,ECTED ARTICLES REFERENCED BY DR. WOOLRIDGE IN 

SUPPORT OF HIS CONTENTION THAT ANALYSTS ARE OVERLY 

OPTIMISTIC PAINT A COMPLETE PICTURE OF T E FINANCIAL 

RESEARCH IN THIS AREA? 

No. I n  contrast to Dr. Woolridge’s assertions, peer-reviewed enipirical studies do 

not uniformly support his contention that analysts’ growth pro-jections are 

optimistically biased. For example, a study reported in “Analyst Forecasting Errors: 

Additional Evidence” found no optimistic bias in eaniings projections for large 

finiis (market capitalization of $500-$3,000 million), with data for the largest t ims 

(market capitalization > $3,000 million) deriionstrating a pesssimisti~ bias6’ 

Similarly, a 2005 article that examined analyst growth forecasts over the period 

1990 through 200 1 illustrated that Wall Street’s forecasting is not iiihereiitly 

op t iiiii st i c : 

The pessiinism associated with profit fiiins is astonishing. Near the 
end of the sample period, almost three quarters of the quarterly 
forecasts for profit finiis are 

Other research on this topic also concludes that there is no clear support for the 

contention that analyst forecasts contain upside bias: 

Our examples do demonstrate how some widely held beliefs about 
analysts’ proclivity to cornniit systematic errors (e.g., the cotninon 
belief that aiialysts generally produce optimistic forecasts) are not 

6o Blown, Lawr.cncc D., “Analyst Forecasting Errors. Additional Evidence,” Fini~ncicrl A H L I I I I F ~ S  .k0111.170/ 

(Noveiiiber/Dccciiibcr 1997). 
Cicconc, Stephen, “Trcnds in  analyst earnings forecast propertics,” I I I / c I ~ ~ I ~ ~ I ~ u ~ ~ N /  Reikwi of Fiiirriicirrl 61 

A/ICI~IIS~.S .  14~2-3 (2005). 
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well supported by a broader analysis of the distribution of forecast 
errors. After four decades of research on the rationality of analysts’ 
forecasts it is somewhat disconcerting that the most definitive 
statements observers and critics of earnings forecasters are willing to 
agree on are ones for wIiicIi there is only tenuous empirical support.62 

Similarly, while Dr. Woolridge cites a 2003 I.t5rll Sti-eet .Joui-im/ (“W SJ”) article,63 an 

April 26, 2010 study reported in this piiblication contradicts his position. The WSJ 

concluded that analysts’ eariiiiigs forecasts, “are actually too pessimistic when it 

comes to predicting company earnings, particularly in  the wake of i -ecessio~i .~’~~ The 

WSJ indicated that “analysts’ expectations will continue to be trumped by better 

results as the ciirrent reporting season progresses,””’ suggesting tliat growth 

projections at the tail end of a downturn are more likely to be too low than too high. 

More importantly, however, comparisons between forecasts of future growth 

expectations and the historical trend in actual earnings are largely irrelevant in  

evaliiatiiig the use of analysts’ prqjectioiis in the DCF model. For example, DE 

Woolridge references a paper he authored that reported that analysts’ earnings 

growth rate estimates are overly optimistic, based on just such a historical 

But as noted earlier, the investment corninunity can only make 

decisions based on their best estimate of what the future holds in the way of long- 

term growth for a particular stock, and the fact that projections deviate from actual 

results says nothing about whether investors rely oii analysts’ estimates. I n  using 

the DCF model to estimate investors’ required retunis, the purpose is not to pre,judge 

62 Abarbanell, Ieffery and Rcuven Ldiavy, “Biased forecasts or biased earnings? Thc role of reported earnings 
i n  cxplaining apparent bias and overiimder reaction in analysts earnings forecasts,” .Jowmr/ of Au:owitiiig mid 
Econoniics, 36: 142 (2003). 
63 

64 

6’ 

66 

Woolridgel Responsive Testiiiiony at B-8, fii. 12.. 
Denning, Liam, ‘‘Wall Street’s Missed Expectations.” 14t1l/ S/rw/ Jozrrncrl at C8 (Apr. 26, 201 0). 
Id.  
Woolridgel Rcsponsivc Testimony at E-8, fn. 1 1  



AVERA - 38 

1 

2 

3 

4 

5 

6 

7 

8 
9 

10 
1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

the accuracy or rationality of investors’ growth expectations. Instead, to accurately 

estimate the cost of equity we mist  base our analyses on the growth expectations 

iiivestors actually used in determining the price they are willing to pay for corntiion 

stocks - eveti if we do not agree with their assuiiiptions. Indeed, despite the 

findings of his research, Dc Woolridge reportedly “remailis somewhat puzzled that 

so many continue to put great weight in what [analysts] have to say.”‘” As Robert 

Harris and Felicia Marston noted iii their article in .Jozn-ncr/ qfApp/ied Fir7n17ce: 

. . .Analysts’ optiinistn, if any, is iiot necessarily a problein for the 
analysis in this paper. If investors share aiialysts’ views, our 
procedures will still yield unbiased estimates of required returns and 
rislc premia.”s 

Similarly, there is no logical foundation for criticisms such as those raised by Dr. 

Woolridge that the purported upward bias of analysts’ growth rates limits their 

usefulness in applying the DCF model. If investors’ base their expectations on these 

growth rates, then they are useful in inferring investors’ required returns - even if 

the aiialysts’ forecasts prove to be wrong in liindsiglit.”) 

DID DR. WOOLRIDGE PROVIDE ANY MEANINGFUL SUPPORT FOR 

HIS ALLEGATION THAT VALUE LINE FORECASTS ARE “OVERLY 

OPT1 M IS TI C” ? 

No. Dr. Woolridge asserted his belief (p. B-1 1 )  that Value Line projectioiis have “a 

decidedly positive bias,” based only on his personal belief that Value Line does iiot 

Q 

A. 

report a sufficient iiuniber of negative growth rates. But a negative long-teim 

67 Boselovic, Len, “Study Finds Analysts’ Forccasts Have Been Too Sunny,” Pittshrrrgli Pact-Gazette (Mar. 

Harris, Robcrt S. and Marston, Fclicia C., “The Market Risk Premiiiin: Expectational Estimates IJsing 

I began my military cai-ecr in the Navy in  the weather office at a Naval Air Station. IJsing the best available 

30,2008). 
68  

Analysts’ Forecasts,” J O I I I ~ I  of Applied Fiimiice I 1 (200 1) at 8. 
60 

methods tlicii availablc, we provided pilots with weather forecasts for their flight plans. 111 hindsight we were 
not very accurate, but 1 do not recall any pilot ignoriiig o w  forecast i n  planning a mission. I n  finance, as i n  
weather, no one knows the fiiturc. But no oiic can afford to ignore tlie best available forecasts. 
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growth rate implies a DCF cost of equity below the h i ’ s  dividend yield and is 

hardly representative of investors’ expectations. Dr. Woolridge’s personal opinions 

are irrelevant to a detemiination of what investors expect and, contrary to his 

conclusion, Value Line is a well-recognized source in  the investment and regulatory 

cominunities. For example, Cost of Ccrpitcrl - A Prcrctitioiiers ’ Guide, published by 

the Society of Utility and Financial Analysts, noted that: 

[A] number of studies have conimented on the relative accuracy of 
various analysts’ forecasts. Brown and Rozeff ( I  978) found that 
Value Line was superior to otlier forecasts. Chatfield, Hein and 
Moyer (1990, 4.38) found, further “Value Line to be more accurate 
than alternative forecasting methods” and that “investors place the 
greatest weight on the forecasts provided by Value Line”.70 

Given tlie fact that Value Line is perhaps tlie most widely available source of 

infoniiatioii on c o ~ i i t ~ i o ~ ~  stocks, the pro,jections of Value Line analysts provide an 

important guide to investors’ expectations. 

Moreover, in contrast to Dr. Woolridge’s unsupported assertion, the fact that 

Value Line is not engaged in investment banlting or other relationships with the 

companies that it follows reinforces its impartiality in the rninds of irivestors. 

Indeed, Value Line was aiiiong tlie providers of “independent research” that 

beiiefited from tlie Global Settlement cited by Dr. W~olr idge.~’  

Parcell, David C , “Thc Cost of Capital - A Practitioiicr’s Guiclc,” Soc*iehl of U/ilitt* r r r i d  ReguIrIfort~ 
Fiiiuiicirrl Atmli~sis ( 1997) at 8-28. 
7 ’  Tsao, Amy, “Thc New Era of Indic Rcscarcli,” Bz/siiiess kt/ce/i Oii/ine Ediiiori (Juiic 12, 1003). 
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Q. WHAT IS THE FUNDAMENTAL PROBL,EM ASSOCIATED WITH THE 

APPROACH THAT DR. WOOLRIDGE AND MR. HILL USED TO APPLY 

THE CAPM? 

A. Like the DCF model, tlie CAPM is an ex-ante, or forward-lool<iiig model based on 

expectations of the future. As a result, in  order to produce a meaningful estimate of 

investors' required rate of return, the CAPM must be applied using data tliat reflects 

tlie expectations of actual investors in the marlet. However, the CAPM applicTt' c Ions 

presented by Dr. Woolridge and Mr. Hill were based entirely on historicnl - not 

pro,jected - rates of return. Moriiii~gsstnr. recognized tlie primacy of current 

expectations: 

The cost of capital is always an expectatioiial or foiward-looking 
concept. While tlie past performance of an irivestineiit and other 
liistorical infoiiiiation can be good guides aiid are often used to 
estimate the required rate of return on capital, the expectations of 
future events are the only factors that actually determine cost of 

Because they failed to look directly at the returns investors are currently requiring in 

tlie capital markets, the '7.6 perceiit and 7.97 perceiit historical CAPM estimate 

developed by Dr. Woolridge and Mr. Hill fall woefully short of investors' current 

required rate of return. 

Q. DR. WOOLRIDGE (P. 41) CHARACTERIZES HIS RISK PREMIUM AS EX 

ANTE. IS THIS AN ACCUFUTE ASSESSMENT? 

A. No. 111 order to be considered a forward-looking, ex ante estimate of the current 

market risk premium, tlie analysis must be predicated on investors' current 

expectations. Dr. Woolridge did not attempt to develop a market risk premium 
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using current capital market information. Rather, he simply presented the results of 

various studies and surveys conducted in  the past. Certain of these studies may 

have attempted to infer the equity risk premium using expectcd data at the time they 

were developed, but expectations at some point in the past are not equivalent to 

investors e-1 mite requirements in capital niarlets today. 

IS THERE GOOD REASON TO ENTIRELY DISRECAR THE RESULTS 

OF HISTORICAL CAPM ANALYSES SUCH AS THOSE PRESENTED BY 

DR. WOOLRI GE AND MR. HlL,L? 

Yes. Applying the CAPM is complicated by tlie impact of tlie recent capital niarket 

turmoil and recession on investors’ risk perceptions and required returns. The 

CAPM cost of coninio~i equity estimate is calibrated from investors’ required risk 

premium between Treasury bonds and coninion stocks. In response to heightened 

uncertainties, investors have repeatedly sought a safe haven in U.S. goveninient 

bonds and this “flight to safety” has pushed Treasury yields significantly lower 

while yield spreads for corporate debt widened. This distortion not only impacts the 

absolute level of tlie CAPM cost of equity estimate, but it affects estiniated risk 

premiums. Economic logic would suggest that investors’ required risk preniiuni for 

coninion stocks over Treasury bonds has also increased. 

Meanwhile, the bacl<ward-lool<ing approaches used by Dr. Woolridge and 

MI-. Hill illcorrectly assume that investors’ assessment of the relative risk 

differences, and their required risk premium, between Treasury bonds and coninion 

stocks is constant and equal to some historical average. At no time in recent history 

has the fallacy of this assumption been demonstrated niore concretely. This 

incongruity between investors’ current expectations and requirements and historical 

risk premiums is particularly relevant during periods of heightened uncertainty and 

rapidly changing capital market coiidi tions, such as those experienced recently. 
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As a result, there is every indication that the historical CAPM approach fails 

to fully reflect tlie risk perceptions of real-world investors in today’s capital 

niarltets, which would violate tlie standards underlying a fair rate of return by failing 

to provide an opportunity to earn a retiirii ConiiiiensLirate with other investments of 

coniparable risk. As the Staff of tlie Florida Public Service Coiiin~ission concluded: 

[R]ecognizing tlie impact tlie Federal Goveimient’s unprecedented 
intervention i n  the capital niarltets Iias had 011 tlie yields on long-temi 
Treasury bonds, staff believes models that relate the investor- 
required return on equity to the yield on government securities, such 
as the CAPM approach, produce less reliable estimates of the ROE at 
this time.” 

Q. DO ECONOMIC TRENDS, SUCH AS THOSE REFERENCED BY DR. 

WOOLRIDCE (PP. 4-8) AND MR. HILL (PP. 10-18), FURTHER 

UNDERMINE THEIR HISTORICAL CAPM ANALYSES? 

A. Yes. For example, the Federal Reserve has continued to pursue a policy of actively 

managing long-tenii goveiiinieiit bond yields. In September 20 I 1 ,  tlie Federal 

Reserve announced “Operation Twist”, involving tlie excliange of short-term 

Treasury instrunients for longer-tei-ni goveiiinient boiids, in an effort to put 

downward pressure on long-term interest rates. Since the financial crisis of 2008- 

2009, capital niarltets have continued to face the ongoing potential for renewed 

turmoil, and that has certainly come to a head in recent months. Investors have 

faced a myriad of challenges and uncertainties, including the threat of a U.S. 

government default and political brinltsmanship over raisiiig tlie federal debt ceiling. 

The sovereign debt crisis in Europe has also dealt a harsh blow to investor 

coiifidence, and concerns over potential exposure to a Euro-zone default has again 
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iinderniined confidence in  the financial and banlting sector. Meanwhile, speculation 

that the economy is poised on the brink of a “double-dip” recession has increased, 

with uneniploymeiit remaining above 9 percent, falling coiisuiiier confidence, and 

continued weakness plaguing the real estate sector. 

These developments have led to renewed turmoil in capital markets, with 

coiiiiiion stock prices exhibiting the dramatic volatility that is indicative of 

Iieiglitened sensitivity to risk. Nowhere has this been inore evident than in the 

market for Treasury bonds, with yields being pushed significantly lower dtie to a 

global “flight to safety” in the face of rising political, economic, and capital iiiarltet 

risks. 111 turn, this has led to a dramatic increase in risk premium, as illustrated by 

the spreads between triple-B utility bond yields and 30-year Treasuries shown in 

Figure WEA- 1 ,  below: 

FIGURE WEA-1 
YIELD SPREAD (BASIS POINTS) BBB UTILITY - 30-YR. TREASURY 

I 50 

140 I 

130 I I I I I I I I I I I I 

This increase in the yield spread indicates that the additional compensation 
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investors demand to take 011 higher risl<s lias increased. As S&P observed: 

Standard &. Poor’s 1J.S. speculative-grade composite spread, which 
ineasures the extra yield above U.S. Treasury bonds that investors 
demand to hold the bonds of riskier companies, widened by 63% to 
781 basis points (bps) from April 18, 201 1 ,  to Sept. 30, 201 I .  This 
sharp expansion reflected the bond iiiarl<et’s increasing aversion to 
credit risk in  an uncertain and riskier environment. I .  I During periods 
of stress, correlations frequently increase amoiig risky asset classes 
such as the relatioiisliip between tlie return on speculative-grade 
bonds and tile return from eq~ities.~‘:‘ 

Equity risk pretiiiuiiis cannot be observed directly, but because coniiiioii stock 

investors are the last in line with respect to their claim 011 a utility’s cash flows, 

higlier yield spreads imply an even steeper increase in the additional retuiii required 

from an investment in co~iiiiion equity. I n  short, heightened capital market and 

economic uncertainties, and tlie increase in risk preniiurns detiianded by investors, 

further undermine Dr. Woolridge’s aiid Mr. Hill’s reliance on historical studies to 

assess capital market trends or apply the CAPM. 

Q. DID DR. WOOLRIDGE AND MR. HILL ALSO RECOGNIZE THE 

FRAILTIES OF THEIR HIST RICAL, CAPM APPROACHES? 

A. Yes. Dr. Woolridge noted that e.x-post, historical rates of rehim “are not the same as 

cx-nr7fe expectations,” aiid observed tliat, “The use of historical retunis as market 

expectations has been criticized in iiunierous academic studies.”75 Dr, Woolridge 

granted that “risk premiums can change over time . . . such that post historical 

returns are poor estimates of ex nr7te expectatio~is.”~~ Filially, Dr. Woolridge 

concluded, that his historical CAPM approach provides L‘a less reliable indication of 

74 Standard & Pool’s Corporation, “Recent Expansion 111 Cicdit Sixcads Shows Bond Maiket Strcss, But Less 
Scveic Than During Thc Financial Crisis,” Xatir7gsDirzct (Oct. 1 I ,  20 I I ). 
75 

76 
Woolridgcl Responsive Tcstiiiiony at 39 
I d  at 38. 
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equity cost rates for public utilities.7777 Similarly, Mr. Hill observed that, “Cost of 

capital analysis is a decidedly forward-looking, or ex-mte, concept,” and he 

concluded, “the CAPM analysis is not a reliable pririiary indicator of equity capital 

costs.,~7s 

IS THERE EVIDENCE THAT THE STUDIES REFERENCED BY DR. 

WOOLRIDGE DO NOT REFLECT INVESTORS’ EXPECTATIONS? 

Yes. The vast majority of the results of the equity risk premium studies reported by 

Dr” Woolridge do not make economic sense a d  contradict his own testiniony. For 

example, page 5 of Dr. Woolridge’s Exhibit JRW- 1 1 reveals that almost two-thirds 

of tlie historical studies included in Dr. Woolridge’s review found iiiarltet eqiii ty risk 

premium of approxiiiiately 5.0 percent or be lo^.^" This was also true for over one- 

half of the individual risk prenliurn studies that Dr. Woolridge relied on directly to 

apply the CAPM.”) But combining a marltet equity risk premium of 5.0 percent 

with Dr. Woolridge’s 4.0 percent risk-free rate results in an indicated cost of equity 

for the market as a whole of 9.0 percent, which is /em tliaii Dr. Woolridge’s ROE 

reconiiiiendation in this case. Many of liis other benchmarlts for the niarltet rate of 

return fall hekmv the anemic cost of equity lie recoiiimends for tlie Companies. For 

example, Dr. Woolridge conjures a market rate of return of 7.3 percent based on his 

“building blocks” approach,” which falls approximately 200 basis points below Iiis 

recoiiimeiided ROE in this case. 

7’ Id.  at 19. 
7s 

79 . . 
Hill Responsive Testiiiioiiy at 4.3~ 
Siiiiiiarly, Dr. Woolridgc rcportcd equity risk pIcniiu~iis of 3.4 percent and 2.87 pcrccnt (13. 42-43) and 3.5 

percent to 4.0 percent (p“ 44) based on selectcd surveys and articles. *” Exhibit JRW-11, p. 6. 

percent froiii the selected survcys cited at page C-4 alid C-5 of his testimony. 
Exhibit JRW-11, p. 7. Similarly, Dr. Woolridge rcportcd market rates of return of 7.37 percent and 6.5 
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Meanwhile, after noting that beta is the only relevant measure of investment 

risk under modem capital inarket theory, Dr. Woolridge concluded that his 

comparison of beta values (Exliibi t JRW-8) indicates that investors’ required return 

on the market as a whole sliotild exceed tlie cost of equity for electric utilities.” 

Based on Dr. Woolridge’s own logic, it follows that a inarket rate of retiirii that does 

iiot exceed his own downward biased ROE recorninendation has no relation to the 

cui-rent expectations of real-world investors. The fact that much of his CAPM 

“evidence” violates the risk-return tradeoff that is fuiidamental to finance clearly 

illustrates the frailty of Dr. Woolridge’s analyses. 

DR. AVERA, ARE YOU IN ANY WAY ALLEGING THAT ALL THESE 

STUDIES AND SURVEYS CITED BY DR. WOOLRIDGE AND MR. HILL 

ARE INCORRECT? 

No, iiot at all. The point that I am rnalting is that there is more than one way to 

define and calculate an equity risk premium. The problem with the approach used 

by Dr. Woolridge and MI-“ Hill is that, instead of loolting directly at an equity risk 

preniiiim based on current expectations - which is what is required in order to 

properly apply the CAPM - they undertake an unrelated exercise of compiling a list 

of selected computations culled fioni the historical record. Average realized risk 

premiums computed over some selected time period may be an accurate 

representation of what was actually earned in the past, but they do not answer the 

question as to what risk premium investors were actually expecting to earn on a 

forward-looking basis during these same time periods. Similarly, calculatioiis of tlie 

equity risk premium developed at a point in history - whether based 011 actual 

returns in  prior periods or contemporaneons projections - are not the same as the 

Q. 

A. 

82 Woolridgel Responsive Testimony at 18. 
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forward-looking expectations of today’s investors, which are premised on an 

entirely different set of capital inarltet and economic expectations. 

Likewise, surveys of selected corporate executives or economists, or 

building bloclts based 011 acadeiiiic research, are not equivalent to investors’ 

reqiiired returns in the coming period. Since the benchmarl< for a fair ROE requires 

that the utility be able to compete for capital in  the current capital market, the 

relevant inquiry is to determine tlie return that real world investors in today’s 

iiiarltets require from the Companies in  order to compete for capital with other 

cotiiparable risk alternatives. In short, while there are inany poteiitial definitions of 

the equity risk premium, the only relevant issue for applicatioi~ of tlie CAPM in a 

regulatory context is the return investors currently expect to earn on money invested 

today in the risky market portfolio versus tlie risk-free U.S. Treasury alteiiiative. 

Q. WAS DR. WOOLRIDGE (EXHIBIT JRW-11, P. 5) OR MR. HILL 

(SCHEDULE 9) JUSTIFIED IN RELYING ON GEOMETRIC MEANS AS A 

MEASURE OF AVERAGE RATE OF RETURN WHEN APPLYING THE 

HISTORICAL CAPM? 

No. While both the ari tlinietic and geometric means are legitimate measiires of 

average return, they provide different information. Each may be used correctly, or 

misused, depending upoii the inferelices being drawn from the nuinhers. The 

geometric ineaii of a series of returns iiieasures the constant rate of retuin that would 

yield the same change in the value of an investment over time. The arithmetic mean 

ineasui-es what tlie expected return would have to be each period to achieve tlie 

realized change in value over time. 

A. 

In estimating tlie cost of equity, the goal is to replicate what investors expect 

going forward, not to iiieasure tlie average perforinaiice of an investrnent over an 

assumed holdiiig period. When refereiiciiig realized rates of return in the past, 
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Q. 

A. 

Q. 

A. 

investors consider the equity risk premium in each year independently, wi tli the 

arithmetic average of these annual results providing the best estimate of what 

investors might expect in future periods. New Regziltrtor-j, Firmice had this to say: 

The best estimate of expected returns over a given fiitirre lioldiiig 
period is the ari tbtnetic average. 0 1 7 / v  al-ith117etic riieaiis ~r ‘e  cor-rect 
for. fbi*ecastirig p’poses arid fbr. estii~iatirig the cost of cq7itaI. There 
is no theoretical or empirical justification for the use of geometric 
niean rates of returns as a nieasure of tlie appropriate discount rate in 
computing the cost of capital or in coinpiiting present values.s’ 

S i ni i 1 ar I y, Mor17 ir7gstcrr coiicl tided that : 

For use as the expected equity risk pretniuiii in  eitlier tlie CAPM or 
the building block approach, the arithmetic nieaii or the simple 
difference of the arithmetic means of stock market returns and 
risltless rates is the relevant number. . . . The geometric average is 
more appropriate for reportin? past performance, since it represents 
tlie compound average retui-xb4 

WHAT DOES THIS IMPLY WITH RESPECT TO DR. WOOLRIDGE’S AND 

MR. HILL’S CAPM ANALYSES? 

For a variable series, such as stock returns, the geometric average will always be 

less than tlie arithmetic average. Accordingly, Dr. Woolridge’s and Mr. Hill’s 

reference to geometric average rates of return provides yet another eleinent of built- 

in downward bias. 

DOES THE RISK PREMIUM THAT MR. HILL DERIVES FROM 

IRBOTSON ASSOCIATES’ DATA (SCNEDIJLE 9) COMPORT WHAT THIS 

PUBLICATION REPORTS? 

No. Ibbotson Associates (now Mori?ingstar.) computes the equity risk premium by 

subtracting the arithmetic mean income return (not the total return) on long-term 

Morin, Roger A., “New Regiilatoiy Finance” PuAlic- Utilitie\ Report.7, Iiic (2006) at I 116-1 17, (emphasis 113 

added). 
R4 Momingstar, Ihhotsori SBBI 2011 Vcrhcdioii yL‘~rrI1ook at 56. 
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Treasury bonds from the ari tliinetic average return on coiiiii~oii stocks. As 

Price changes in bonds due to unanticipated cliaiiges in yields 
introduce price risk into the total return. Therefore, tlie total return 
on the bond series does not represent the risldess rate of return. The 
income return better represents the unbiased estimate of the purely 
risl<less rate of return, since an investor can hold a bond to Inattirity 
and be entitled to the income return with no capital loss." 

I n  other words, Momir~gstnr- coiicliided that using o d y  tlie incoiiie coinponent of the 

long-term goveriitnent bond retum provides a more reliable estimate of the expected 

risk premium because investors do not anticipate capital losses for a risk-free 

security. MI-. Hill, however, calculated its equity risk preiniuin using tlie total return 

for Moiwingsinr :s long-term goveiiiment bond series. As a result, the equity risk 

premium falls far below what his own data source reports and the residting CAPM 

cost of equity estimate is iiiiderstated. 

WHAT EQUITY RISK PREMIUM DOES MORNINGSTAR REPORT? 

The most recent edition of Mr. Hill's source of historical realized rate of return data 

calculates the long-horizon equity risk premium by subtracting the arithmetic iiieaii 

average inconie return 011 long-terrn Treasury bonds of 5.17 percent fi-om the 

arithmetic mean average retuiii 011 the S&P 500 of 11.88 percent, resulting in  an 

equity risk premiuni of 6.72 pei-ceiit,86 versus the 4.4 percent and 6.0 percent values 

reported by Mr. HilLS7 

85 

86 

87 . 

Morningstar, Ibhotroii SBBI. 2010 Ikihiotioii Yecir-hook at 56. 
Morningstar, Ilihotsoii SBBI, 201 I Ihliicrtioii >k'~i.book at 54. 
Hill Rcsponsivc Tcstimony at Sci~cdulc 9. 
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AVERA - SO 

DOES CORRECTING THE CAPM APPLICATIONS OF DR. WOOLRI 

AND MR. ILL CONFIRM THE REASONABLENESS OF THE 

COMPANIES’ 10.63 PERCENT ROE REQUFST? 

Yes. Application of the CAPM to the firins in Dr. Woolridge’s and Mr. Hill’s proxy 

groups based on a foiward-loolting estiiiiate for investors’ required rate of return 

from co~iiinoii stocks is presented on Exhibit WEA-7. I n  order to capture the 

expectations of today’s investors in cui-rent capital markets, the expected niarltet rate 

of return was estimated by conducting a DCF analysis on the dividend paying firii~s 

in the S&P 500. 

The dividend yield for each fiiiii was based on the year-ahead projections 

obtained from Value Line. The growth rate was equal to the eaiiiiiigs growth 

projections for each firm published by IBES, with each finn’s dividend yield and 

growth rate being weighted by its proportionate share of total niarket value. Based 

011 tlie weighted average of the projections for the 369 jiidividual firms, current 

estimates imply an average growth rate over the next five years of 10.9 percent. 

Combining this average growth rate with the average Value Line dividelid yield of 

2.3 percent results in a cumlit cost of coii~iiioii equity estimate for tlie tiiarltet as a 

whole (R,,,) of approximately 13.2 percent. Subtracting a 3.2 percent risk-free rate 

based on the average yield on 30-year Treasury bonds produced a market equity risk 

premium of 10.0 percent. 

DID DR. WOOLRIDGE AND MR. HILL FAIL TO CONSIDER OTHER 

IMPORTANT FACTORS IN APPLYING THE CAPM? 

As explained by Moriiiiigsstar.: 

One of tlie most remarkable discoveries of modem finance is that of 
a relationship between firm size and return. The relationship cuts 
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across the entire size spectrum but is most evident among smaller 
companies, which have higlier returns on average than larger ones. ss 

Because empirical research indicates that the CAPM does not fully account for 

observed differences i t 1  rates of return attributable to firm size, a inodification is 

required to account for this size effect. 

According to the CAPM, the expected return on a security should consist of 

the risldess rate, plus a premium to compensate for the systematic risk of the 

particular security. The degree of systematic risk is represented by the beta 

coefficient. Tile need for the size adjustinent arises because differences in investors’ 

required rates of return that are related to firm size are not fd ly  captured by beta. 

To account for this, Mor-iiii?gstnr has developed size preiiiiums that need to be added 

to the theoretical CAPM cost of equity estimates to account for the level of a firm’s 

marltet capitalization in deteiinining the CAPM cost of equity.”) Accordingly, my 

CAPM analyses incorporated an adjustment to recognize the impact of size 

distinctions, as ~iieasured by tlie average market capitalization for the respective 

proxy groups. 

Q. WHAT COST OF EQUITY ESTIMATE WAS INDICATED BY 

CORRECTING THEIR APPLICATION OF THE CAPM? 

As shown on page 1 of Exhibit WEA-7, application of the forward-loolting CAPM 

approach resulted in ail unadjusted ROE of 10.3 percent for tlie firms in Dr. 

Woolridge’s proxy group, or 1 1 .1  percent after adjusting for the impact of firm size. 

As shown on page 2 of Exhibit WEA-7, this CAPM approach implied an adjusted 

ROE of 11.3 percent for Mr. Hill’s proxy group. 

A. 

A4or/7ii7g.strrr, “Ibbotson SBBI 20 1 1 Valuation Yearbook,” at 83. 88 

8 0 Z d  Table C- 1 



1 Q- 
2 

3 

4 A. 

5 

6 

7 

8 

9 Q. 
10 

1 1  

12 A. 

13 

14 

1s 

16 

17 

18 Q. 

19 

20 

21 A. 

22 

AVERA - 52 

DR. WOOLRIDGE AND MR. WILL BOT REFERENCE CAPITAL 

MARKET TRENDS. IS IT APPROPRIATE TO CONSIDER ANTICIPATED 

CAPITAL MARKET C ANCES I N  APPLYING T 

Yes. As discussed earlier, there is widespread coiiseiisus that interest rates will 

increase materially as the economy strengthens. Accordingly, i i i  addi tion to the use 

of current bond yields, I also applied the CAPM based on the forecasted long-term 

Treasury bond yields developed based on prqjectioiis published by Value L,iiie, IHS 

Global Insight and Blue Chip. 

WHAT COST OF EQUITY WAS PRODUCED BY THE CAPM AFTER 

CORRECTNG DR. WOOLRIDGE’S AND MR. HILL’S CAPM TO 

INCORPORATE FORECASTED BOND YIELDS? 

As shown oil page 1 of Exhibit WEA-8, incorporating a forecasted Treasury bond 

yield for 201 2-20 15 implied an unadjusted cost of equity of approximately 10.9 

percent for the utilities in Dr. Woolridge’s proxy group, or 11.7 percent after 

accounting for firm size. As shown on page 2 of Exhibit WEA-8, incorporating 

projected bond yields implied an adjusted ROE of 11.9 percent for Mr. Hill’s proxy 

group. 

VI. FL’OTATION COSTS SHOULD RE CONSIDERED 

DID DR. WOOLRIDGE O R  MR. HILL INCLUDE AN ADJUSTMENT TO 

RECOGNIZE COMMON STOCK FL,OTATION COSTS IN HIS 

RECOMMENDED FAIR RATE OF RETURN ON EQUITY? 

No. While Dr. Woolridge ignored this issue entirely, Mr. Hill asserted (pp. 56-59) 

that an adjustment for flotation costs was unnecessary. 
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Q. IS THERE ANY MERIT TO MR. HILLI’S POSTION CONCERNING 

FLOTATION COSTS? 

A. No. The need for a flotation cost adj~istnient to compensate for past equity issues 

has been recognized in  tlie financial literature. I n  a Puhlic Utilities Fortnig/7t/i~ 

article, for example, Brigliam, Aberwald, and Gapenski demonstrated that even if no 

further stock issues are contemplated, a flotation cost adjusttneiit in all future years 

is required to keep shareholders wliole, and that tlie flotation cost adjustinent must 

cons i der tot a 1 eq ~i i t y, in c I tr d i ng re ta i ii ed earn i ngs . ‘” Si i i i  i I a r I y, New Regzilnt o q  J 

Fimiice contains tlie following discussion: 

Another controversy is whether the flotation cost allowance should 
still be applied when tlie utility is iiot contemplating an iiniiiineiit 
cotiiinoii stock issue. Some argue tliat flotation costs are real and 
should be recognized iii calculating tlie fair rate of retimi 011 equity, 
but only at tlie time when the expenses are incurred. In otlier words, 
tlie flotation cost allowance should iiot coiitiiiue indefinitely, but 
should be made in the year in wliicli tlie sale of securities occurs, 
with no need for coiitiiiuiiig compensation in future years. This 
argument implies that the company has already been compensated 
for these costs and/or the initial contributed capital was obtained 
freely, devoid of any flotation costs, wliicli is an unliltely assumption, 
and certaiiily not applicable to most utilities. . . . The flotation cost 
adjustment caiiiiot be strictly forward-loolcing unless all past flotation 
costs associated witli past issues Iiave beell recovered.”’ 

Q. CAN YOU PROVIDE A SIMPLE NUMERICAL EXAMPLE 

ILLUSTRATING WHY A FLOTATION COST ADJUSTMENT IS 

NECESSARY TO ACCOUNT FOR PAST FLOTATION COSTS? 

A. Yes. The following example demonstrates that investors will iiot have tlie 

opportunity to earn their required rate of returii (i.e., dividend yield plus expected 

9 0 Brighain, E.F., Abcrwald, D.A , and Gapcnski, L.C , “Common Equity Flotation Costs and Ratc Making,” 

Morin, Roger A., “Ncw Rcgulalory Financc,” Piiblic Utilities R q m r t ~ ,  In(* (2006) at 335 
Piihlit Utilitier Fortiiightlv, May, 2, 1985 
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growth) unless an allowance for past flotation costs is included in the allowed rate 

of return 011 equity. Assiinie a utility sells $ I  0 worth of co~ii~noii stock at the 

begiiiniiig of year 1. If the utility incurs flotation costs of $0.48 ( 5  percent of the net 

proceeds), then only $9.52 is available to invest in rate base. Assume that coiii~iioii 

shareholders’ required rate of retuni is 1 1 .S  percent, the expected dividend in year 1 

is $0.50 (i.e., a dividend yield of S percent), and that growth is expected to be 6.5 

percent annually. As developed below, if the allowed rate of return on coiiimoii 

equity is only equal to the utility’s 1 I . S  percent “bare bones” cost of equity, comnion 

stockholders will not earn their reqiiired rate of return on their $10 investinent, siiice 

growth will really only be 6.25 percent, instead of 6.5 percent: 

TABLE WEA-4 
NO FLOTATION COST ADJUSTMENT 

Common Retained Total Market M/B Allowed Earnings Dividends Payout 
Year Stock Earnings Equity Price Ratio ROE Per Share Per Share Ratio 

I s; 9 5 2  s - $ 9.52 $ 10.00 1.050 I 1.50‘%) $ l“00 li; 0.50 45.7% 

2 $ 9.52 s, 0.59 s; 10.1 I s; 10.62 I 050 I1.50‘%) $ 1 I6 x 0.5.3 45.7%) 

3 9; 9.52 9; 0 53 $ 10.75 $ 11.29 1.050 I 1.50% $ 1.24 $ 0.56 45.7‘%1 

cro\v t I1 6.25% 6.25% 6.25% 6.25% 

The reason that investors never really eani 1 1  .S  percent on their investment in the 

above example is that the $0.48 in  flotation costs initially illcurred to raise the 

co~iiiiion stock is not treated like debt issuance costs (i.e., amortized into interest 

expense and therefore increasing the embedded cost of debt), nor is it iiicluded as an 

asset in rate base. 

CAN YOU ILLUSTRATE HOW THE FLOTATION COST ADJUSTMENT 

ALLLOWS INVESTORS TO BE FULLY COMPENSATED FOR THE 

IMPACT OF PAST ISSUANCE COSTS? 

Yes. One comiiionly referenced method for calculating the flotation cost adjustment 

is to multiply the dividend yield by a flotation cost percentage. Thus, with a 5 
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percent dividend yield and a 5 percent flotation cost percentage, the flotation cost 

adjustinent in tlie above example would be approximately 25 basis points. As 

shown below, hy allowing a rate of return on coiiitiion equity of I I .75 percent (an 

1 1.5 percent cost of equity plus a 25 basis point flotation cost adjustment), investors 

earn their 1 1  .S  percent required rate of return, since actual growth is now equal to 

6.5 percent: 

TABLE W EA,-J 
INCLUDING FLOTATION COST ADJUSTMENT 

Coninion Retained Total Marltet M/B Allowed Earnings Dividends Payout 
Year Stock Earnings Equity Price Ratio ROE Per Share Per Share Ratio -- 

I S, !I 52 S; - $ 0.57 $ 10.00 1.050 I l.75'% S, 1.12 S; 0.50 44.7%1 

2 S 9.52 $ 0.62 510.14 $10.65 1050 11.75% $ [.[!I % 0.5.3 44.7'%1 

3 S 0.52 S; 0.66 S 10.80 S 11.34 I 050 11.75'%1 .$ 1.27 .% 0.57 44 7% 

Growth (,.SO'%, 6.50'%, 6.50'Xr 6.50% 

The only way for investors to be fully compensated for issuance costs is to include 

an ongoing adjustment to account for past flotation costs when setting the return on 

coinmoii equity. This is the case regardless of whether or not the utility is expected 

to issue additional shares of cori~mon stock in the future. 

Q. WHAT ABOUT MR. HILL'S CONTENTION (P. 57-58) THAT A FLOTATION 

COST ALLOWANCE IS UNNECESSARY BECAlJSE THE MARKET-TO- 

BOOK RATIO FOR ELECTRIC UTILITIES 1s GREATER THAN 1.0? 

A. Whether or not the market-to-book ratio is greater than, or less than, 1.0 says 

nothing about the need to recognize the impact of legitimate costs of issuing 

conmion stock wlien establishing a fair rate of return. Investors deteiinine the price 

they are willing to pay for a sliare of coininon stock based 011 their assesstiient of 

expected cash flows and relative risks. While 1 don't dispute Mr. Hill's observation 

that sales of stock at a price that exceeds hook value will cause the book value per 
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share of existing shareholders to grow,” this doesn’t change thc fact that investors 

must be granted an opportunity to eaiii their required rate of return on a//  invested 

capital, including that portion paid out as issuance expenses. As I demonstrated in 

the example above, this can only occur if an upward adjustment to tlie ROE is made 

to account for flotation costs. 

WHAT ABOUT MR. HILLS OTHER SPECIFIC CRITICISMS? 

Mr. Hill ~iiistalteiily implies that a flotation cost adjustment is “predicated 011 tlie 

prevention of dilution of stockholder itivestment.””’ hi fact, a flotation cost 

adjustment is required in  order to allow tlie utility the opportunity to recover the 

issuance costs associated with selling cor~itiion stock. The fact that market prices 

may be above book value does not alter tlie fact that a portion of the capital 

contributed by equity investors is not available to earn a retuni because it is paid out 

as flotation costs 

MI-. Hill’s argument (p. 58) that flotation costs are “not out-of-pocket 

expenses” is simply wrong. Mr. Hill appareiitly believes that if investors i n  past 

coiii~~ion stock issues had paid the fbll issiiatice price directly to tlie utility and tlie 

utility had tlien paid Lindeiwriters’ fees by issuing a check to its investnient bankers, 

that flotatioii cost would be a legitimate expense. Mr. Hill’s observation merely 

highlights the absence of an accounting convention to properly accumulate and 

recover these legitimate and necessary costs. 

Wit11 respect to Mr. Hill’s contentioil (p“ 58) that flotation costs are somehow 

accounted for in current stock prices, New Regulntorj F i n m ~ e  has this to say: 

Indeed, this growth related to sales of iicw coiiiiiion stock forms the basis for the “sv” adjustment that Mr. 92 

Hill included in calculating tlic retention growth rates used in his DCF aiialysis ‘)’ Hill Rcsponsivc Testimony at 57. 
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A third controversy centers around the argument that the omission of 
flotation cost is justified on the grounds that, in an efficient market, 
the stock price already reflects any accretion or dilution resiiltiiig 
fi-om new issuances of securities and that a flotation cost adjustment 
results in  a double counting effect. Tlie simple fact of the matter is 
that whatever stock price is set by the market, the company issuing 
stock will always net an amount less than the stock price due to the 
presence of interniediation and flotation costs. As  a result, the 
company must earn slightly more on its reduced rate base iii order to 
produce a return equal to tliat required by sliareliolders." 

Similarly, the need to consider past flotation costs has been recognized in  the 

financial literature, including sources that Dr. Woolridge relied 011 in  his testimony. 

Specifically, Ibbotsoii Associates concluded that: 

Although the cost of capital estimation techniques set forth later in  
this book are applicable to rate setting, certain adjustments may be 
necessary. One such adjustment is for flotation costs (amounts that 
must be paid to uiideiwriters by the issuer to attract and retain 
capital) .'I5 

VII. NO ROE ADJUSTMENT IS WARRANTED FOR ECR 

19 Q. WHAT ADJUSTMENT DOES MR. HILL RECOMMEND IN 

20 ESTABLISHING AN ROE UNDER THE ECR? 

21 A. Mr. Hill wrongly argues (p. 56) that the ROE for the Companies should be set at the 

22 

2.3 

bottom of his 9.0 percent to 9.75 percent range, based on his misguided coiiteiitioii 

that the Companies' relative risks fall below those of his proxy group. Moving fi-om 

24 the rnidpoint of MI-. Hill's range to his 9.0 perceiit ROE recommendation implies a 

25 downward ad.justment of 38 basis points. 

')4 Morin, Roger A., "New Regulatory Finance," Piihlic Utilities Reports, I t i c .  (2006) at 334-335. 
0 5 

addition, the Jidy 19, 2007 decision of thc Maryland Public Service Coinmission iii Case No, 9093 citcd by 
Dr. Woolridge (p. 55) approved an ad,justment for flotation costs. 

Ibbotson Associates, S?uclis, Builds, Bill's, ~ J I X I '  li?jlLitiuii, VL11iintioti Editioti, 2006 I ' e ~ i ~ b o ~ l i ,  at 3.5. I n  
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IS THERE ANY MERIT TO MR. HILL’S PROPOSAL, TO REDUCE T 

COMPANIFS’ ROE? 

No. The downward adjustment advocated by MI-. Hill is entirely baseless for two 

primary rcasoiis: 

1 I The impact of tlie Coinpanies ECR mechanisms is fully considered by 

investors and the iiivestment comniiiiiity and reflected in the objective 

risk benclitiiarks rised to establish the proxy groups. Because these 

independent benclimarl<s demonstrate that tlie investment risks of the 

Companies are comparable to the proxy groups used to estimate the cost 

of equity, tlie ROE adjustment proposed by Mr. Hill is nothing more 

than a second bite from the apple; and, 

2. There is no economic justification whatsoever for the magnitude of the 

ROE adj~istiiient proposed by Mr. Hill, which has no demonstrable 

relationsliip to investors’ requireiiients or observable capital market 

evidence. 

Because of these fiindamental flaws, tlie Coiiiiiiission should reject any downward 

adjustment to the Companies’ ROE. 

DOES THE FACT THAT THE COMPANIES OPERATE UNDER THE ECR 

IMPLY THAT THEIR INVESTMENT RISKS ARE LOWER THAN FOR 

THE PROXY GROUP THAT MR. HILL, USED pro ESTIMATE THE COST 

OF EQUITY? 

No. Mr. Hill examined the Companies’ investment risks in relation to the proxy 

group lie used to estimate the cost of equity, and he selected “a group of fiiiiis with 

similar characteristics,” based in part on an evaliiation of bond ratings. Adjustment 

clauses and cost trackers, along with rate design ineastires and other mechanisms 

designed to decouple a utility’s revenues from customer usage, have been 
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increasiiigly prevalent in tlie utility industry in recent years. The investment 

com~iiuiiity is well aware of these developments and the implications are already 

reflected in observable risk measures. 

Tale the example of credit ratings, which were the principal risk measure 

that MI-. Hill relied on (Schedule 4) to identify his comparable group. Credit ratings 

provide investors with a broad assessment of the creditwortliiiiess of a firm, and tlie 

rating agencies’ evaluation iiicliades virtually all of the factors nonnally considered 

important i n  assessing a finii’s relative credit standing, iiicluding industry risk, 

competitive position, peer group comparisons, cash flow adequacy, and capital 

structure. S&P noted “all salient issues are considered” in the evaluation process 

that ultiiiiately leads to published credit The fact that the ECR is already 

considered in  estal~lisliing the Companies’ credit rating was higlilighted by S&P, 

which noted that its assessinelit of investment risks and credit standing reflect “an 

eiiviroiimeiital cost recovery surcharge, and other timely cost recovery 

mechanisnis,” and concluded, “These strengths are tempered by the lack of fuel 

diversity (iiearly all coal-fired), a relatively heavy construction program, and rate 

relief needs during a period of iiiiusual economic 

Q. DID MR. HILL GRANT THAT THE IMPACT OF REGIJLATION IS 

REFL,ECTED IN A UTILITY’S CREDIT RATINGS? 

Yes. Mr. Hill agreed that the bond rating agencies consider the impact of regulation 

on a utility’s risks - which iiicludes approved adjustment meclianisnis such as the 

ECR - when evaluating credit ratings.(‘8 As a result, there is no basis for Mr. Hill to 

A. 

Standard & Pool ’s Corporation, “Critcria Mctliodoiogy: Business RisIdFinaiicial Risk Matrix Expaiidcd,” 

See, e g., Standard & Poor’s Coiporation, “Kentucky Utilitics Co.,” Rntiiig.~Direc-t (May 6, 2010). 

96 

RutiiigLsDirect (May 27, 2009). 

O8 Rc..spoii.w of Keiitiiclg~ liidiisti-id Utility Ciistoniei:c, 117~. to Kentido. Utilities Coiiipms m d  Loitisville GNY 
LIIICI Electric Corqxiiiv :v Dtrtci Reqiierts. Qiiestion 24. 

91 
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single out the ECR because the impact has already been considered in arriving at tlie 

risk measures lie relied on to identify his comparable-risk group. 

DID MR. HILL, EVALUATE THE lEXTENT TO W 1CH THE COMPANIES 

IN HIS PROXY GROUP HAVE SIMILAR COST RECOVERY 

MECHANISMS? 

No. Mr. Hill made no attempt determine if the utilities in his proxy group operate 

under meclianisins analogous to the ECR. Mr. Hill claimed that “such data are not 

readily available, malting any such study tiii.le-consLiiiiiiig, unnecessarily expensive 

and, therefore, outside the budget allotted for this proceeding.”” Rather than basing 

liis relative risk argunients and recommendation on objective data, MI-. Hill “is 

relying on liis 30-year experience in utility reguIatioii.17“”’ 

DOES A REVIEW OF THE COST ADJUSTMENT MECHANISMS 

AVAILABLE TO THE UTIL,ITIES IN MR. HILL’S PROXY GROUP 

SUPPORT HIS ARGUMENT THAT THE COMPANIES HAVE LOWER 

INVESTMENT RISK? 

No. Adjustment mechanisms and trackers have been increasingly prevalent in  the 

utility industry in recent years. 111 response to the increasing risk sensitivity of 

investors to uncertainty over fluctuations in costs and the importance of advancing 

other public interest goals such as energy conservation, utilities and their regulators 

have sought to mitigate some of the cost recovery uncertainty and align the interest 

of utilities and their customers in  favor of reducing consumptioii through decoupling 

and other adjustment mechanisms. While not always directly analogous to the 

specific mechanisms approved for tlie Companies, the objective is similar; iiainely, 
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to allow tlie utility an opportunity to earn a fair rate ofreturii and mitigate exposure 

to attrition in an era of rising costs. 

I evaluated the regnlatory adjristnient mechanisnis approved for Mr. Hill's 

proxy utilities using data reported in the iiiost recent Fomi 10-I< reports filed with 

tlie Securities and Exchange Commission, which is publicly available and free of 

charge. ' O '  Reflective of industry trend,s tlie companies in Mr. Hill's proxy group 

operate under a variety of cost adjustiiient ineclianisiiis. As suiiimarized on Exhibit 

W EA-9, these inechaiiisms range from riders to recover pension and employee 

benefit costs to revenue decoupling and adjrtstineiit clauses designed to address the 

rising costs of etiviroiiniental compliance measures. For example, tlie utility 

operations of Atiierican Electric Power Company benefit from energy adjustment 

clauses, an environrne~ital cost recovery tracker, and adjustment meclianisiiis for 

coiiseivation programs and certain transmission costs. Pacific Gas and Electric 

Company also operates under iiuinerous balancing account mechanisms that cover a 

significant portion of its revenue requirements and effectively dampen tlie impact of 

fluctuations in electric sales and expenses oii its ability to recover the costs of 

providing service. SCANA Corporation's electric and gas utilities operate under 

weather iiorrnalization and revenue decoupliiig iiiechaiiisnis, as well as tlie ability to 

iiiipleiiient periodic rate adjustments to reflect new nuclear construction costs. As a 

result, the mitigation in risks associated with utilities' ability to attenuate 

fluctuations in earnings tlirough adjustment meclianisms is already reflected in Mr. 

Hill's cost of equity estimates, and there is no basis for his conclusion that the 

Companies' risks are lower. 

' " I  Because this inforiliation is widely rcfcrciiccd by the investment community, it is also dircctly relcvant to 
ai1 cvaliiatioii ot the risks and piospccts that dctcriiiiiie the cost of equity 
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IS THERE ANY REASONABLE BASIS FOR THE MACNITILJDE OF THE 

ROE ADJUSTMENT MR. HILL, IS PROPOSING (P. 56)? 

Absolutely none. First, as discussed above, there is every indication that any impact 

of the Companies ECR mechanism is already captured in tlie cost of equity 

estimates for the proxy group companies, which have comparable credit ratings and 

benefit from a wide variety of adjustinelit mechanisins. 

Second, tlie lion’s sliare of Mr. Hill’s ROE adjiistiiieiit is attributable to his 

“deiiiotistration” that the Companies’ relative financial risk implies a cost of equity 

that is 2.5 basis points lower than his proxy group. This argLirneiit is flawed for 

two reasons. First, while the degree of debt leverage is one factor that investors 

consider in  evaluating a coiiipaiiy’s relative risk, siiigliiig out this one factor to tlie 

exclusion of all others does not provide a basis for MI-. Hill’s coticlusio~i regarding 

tlie Companies’ relative risk. As discussed earlier, the bond rating agencies consider 

a plethora of factors relevant to their assessment of a company’s overall credit 

standing, including capital structure. The fact that tlie Companies’ credit ratings are 

comparable to the utilities in Mr. Hill’s proxy group directly contradicts Mr. Hill’s 

relative risk argument, because the rating agencies consider the differences in capital 

structure when evaluating risk. Finally, the leverage ad.justinent contained on Mr. 

Hill’s Schedule 3 is flawed because it is based on an imputed debt ratio that is 

inconsistent with the Companies’ regulatory capital structure. 

101 

Hill Responsive Tcstiiiioiiy at 56 and Schcdulc 3. IO2 
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VIII. CAPITAL STRUCTURE CONSISTENT WIT 

Q. MR. HILL ARGUES (PP. 24-25) THAT THE COMPANlES REQUESTED 

EQUITY RATIOS OF 53.48 PERCENT AND 54.9 ARE INCONSISTENT 

WITH INDUSTRY BENC MARKS. DO YOU AGREE? 

No. I n  fact, tlie 53.48 percent and 54.9 percent coiiiiiioii equity ratios proposed by 

tlie Companies fall well within the range of capitalizations for the utility holding 

companies presented on MI-. Hill’s Scliedde 2, which ranged as high as 6.5.0 

percent. Further, as shown on Exhibit WEA-10, tlie average equity ratio for the 

operating company subsidiaries of tlie utilities in Dr. Woolridge’s and Mr. Hill’s 

proxy groups is 50.5 percent, with the individual results ranging as high as 61.8 

percent. As noted explained above, there is 110 basis for Mr. Hill’s proposed rislc 

adjustnient because i t  focuses 011 one detei-iiiinant of iiivestiiient rislts to tlie 

exclusion of all others, and runs contrary to the fact that tlie Companies’ credit 

ratings are comparable to tlie utilities in Mr. Hill’s own proxy group. 

IS MR. HILL, RIGHT TO ARGUE (P. 25) THAT OPERATING COMPANY 

CAPITAL STRUCTURES ARE NOT RELEVANT AS A BASIS FOR 

COMPARISON? 

No. While the allowed ROE is established by reference to market data, it is applied 

to the boolc value of tlie Companies’ investment in rate base in proportion to the 

bool< value capital structure. As a result, the boolc value capitalizations of the 

operating companies provide a direct benchmarlc in evaluating the Companies’ 

requested capital structure. 

A. 

Q. 

A. 

Q. DOES THIS CONCLUDE YOUR PRE-FILED REBUTTAL TESTIMONY? 

A. Yes. 
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EXPECTED EARNINGS APPROACH Exhibit WEA-2 
Page 1 of 2 

WOOLRIDGE PROXY GROUP 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

(a) 

(13 1 
(c) 

Company 

ALLETE, Inc. 
Alliant Energy Corporation 
Ameren Corporation 
American Electric Power Co. 
Avista Corporation 
Cleco Corporation 
CMS Energy Corporation 
Consolidated Edison, Inc. 
DTE Energy Company 
Edisoii International 
En tergy Corporation 
Great Plains Energy Inc. 
Hawaiian Electric Industries 
IDACORP, Inc. 
MGE Energy, Inc. 
Nextra Energy 
OGE Energy Corp. 
Pepco Holdings, Iiic. 
PG&E Corporation 
Pinnacle West Capital Corp. 
Portland General Electric 
SCANA Corporation 
Sou tliern Company 
TECO Energy, Inc. 
UniSource Energy Corp. 
Westar Energy, Inc. 
Wisconsin Energy Corp. 
Xcel Energy Iiic. 

Average 

(a) 
Expected Return 

on Common Equitv 

9.5%) 

12.0'X) 

7.0% 

10.5'X) 

9.0% 

11.5(% 

12.5'% 

9.5% 

9.0% 

8.0% 

11.5'% 

7.5% 

10.5'Xl 

8.5% 
12.0'X) 

11.0%) 

12.0% 

7.5'X) 

11 "5% 
9.0% 

9.0'X) 

9.5% 

13.0% 

13.0% 

1 2 I 5% 

10.0'X) 

14.0% 

10.0%) 

(13) 

Adjustment 
Factor 

3.02998 

1.01923 

1.01 744 

1.02825 

1.02055 

1.04675 

1.03345 

1.01791 

1 .(I1873 

1.02157 

1.02750 

1.02331 

1.03240 

1.02614 

1.01148 

1.03928 

1.03854 

1.02265 

1.03505 

1.02751 

1.02112 

1.04155 

1.03357 

1.02892 

1.02426 

1 .02182 

1.01467 

1.02642 

The Value Line Investment Survey (A~ig .  5, A~ig .  26, & Sep. 23, 2011). 
Adjustment to convert year-end rehirn to an average rate of rehim. 

(a) x (13). 

(c) 
Adjusted Return 

on Common Equitv 

9.8% 

12.2% 

7.1 ' X )  
10.8% 

9 I 2%) 
12.0'Xl 

12.9'X) 

9.7% 

9.2% 

8.2% 
1 1.8% 

7.7% 

10.8'YO 

8.7% 

12.1 ' X )  
11.4% 

12.5% 

7.7% 

11.9%) 

9.2% 

92%" 

9.9% 

13.4% 

13.4% 

12.8% 

10.2% 

14.2% 

10.3% 

10.7% 

Workpaper - Avera Exhibits.xls WEA-2 (1) Page 1 of 27 



Adjustment 

Factor 

1.0300 

1.0192 

1.01 74 

1 a282 

1 0206 

1 .0468 

1.0334 

1.01 79 

1 .0187 

1.021 6 

1.0275 

1 .0231 

1.0324 

1.0261 

1.0115 

1.0393 

1.0385 

1.0226 

1.0350 

1.0275 

1.021 1 

1.041 5 

1.0336 

1.0289 

1.0243 

1 .(I218 

1 a147 

I .0264 

Workpaper - Avera Exhibits.xls 

Eo Ratio 

55.8% 

49.5'5, 
50.9'%1 
46.7% 

48.4% 

26.2'%1 

29.5% 

50.9% 

48.7% 

44.3% 

42.1% 

49.2% 

54.3% 

50.7% 

61.1% 

44.5% 

49.2% 

51 .0% 

49.3% 

54.7% 

47.0% 

47" 1 '%I 

45.7% 

40.8% 

31.5% 
46.4% 

49.0'51 

46.3% 

Tot Cap 

$1,748 

$5,84 I 

$1 5,185 

$29,184 

$2,325 

$12,199 

$9,473 

$21,732 

$13,811 

$23,861 

$20,166 

$5,868 

$2,733 

$3,020 

$859 

$32,474 

$4,653 

$8,292 

$22,863 

$6,729 

$3,390 

$7,854 

$35,438 

$5,318 

$2,603 

$5,181 

$7,765 

$17,452 

Com Eq 

$975 

$2,891 

$7,729 

$13,629 

$1,125 

$3,196 

$2,795 

$1 1,062 

$6,726 

$10,570 

$8,490 

$2,887 

$1,531 

$1,484 

$525 

$14,451 

$2,289 

$4,229 

$1 1,271 

$3,681 

$1,593 

$3,699 

$16,195 

$2,170 

$820 

$2,404 

$3,805 

$8,080 

WEA-2 (1) 

EQ Ratio 

58.5'%1 

51.5% 

53.5% 
50.5% 

48.5% 

31.5'%1 

35.5'5, 

50.5% 

48.0% 

43.0% 

42.5% 
48.Ei'Xi 

54.0% 

51 .0'%1 

62.0'%, 

48.0'%1 

49 5'%1 

52.0% 

55.0'%1 

54.0% 

48.0% 

49.5'5, 

45.5% 

47.5% 

38.0'%1 

46.0% 

46.5'51 

48.5% 

Tot Cap 

$2,250 

$6,805 

$1 7,200 

$35,800 

$2,850 

$16,200 

$1 1,000 

$26,200 

$1 6,900 

$30,500 

$26,300 

$7,500 

$3,800 

$3,900 

$950 

$44,600 

$6,800 

$10,200 

$29,100 

$8,975 

$4,100 

$1 1,325 

$49,800 

$6,100 

$2,750 

$6,500 

$9,475 

$2 1,700 

Corn Eq 

$1,316 

$3,505 

$9,202 

$1 8,079 

$1,382 

$5,103 

$3,905 

$1 3,231 

$8,1 12 

$13,115 

$11,178 

$3,638 

$2,052 

$1,989 

$589 

$21,408 

$3,366 

$5,304 

$1 6,005 

$4,847 

$1,968 

$5,606 

$22,659 

$2,898 

$1,045 

$2,990 

$4,406 

$10,525 

Chg 
Equity 

6.2'51 

3.9'%) 

3.5% 
5.8% 

4.2% 

9.8% 

6.9'%, 

3.6% 

3.8% 

4.4% 
5.7% 

4.7% 

6.7'%1 

5.4% 

2.3% 

8.2% 

8.0'51 

4.6% 

7.3% 

5.7% 

4.3% 

8.7% 

6.9% 

6.0'%1 

5.0'% 
4.5% 

3.0'XI 

5.4% 
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EXPECTED EARNINGS APPROACH 

HILL PROXY GROUP 

Company 

1 

2 

3 

4 

5 
6 

7 

s 
9 

10 

11 

12 

13 

14 

ALLETE 
American Elec Pwr 
Avista Corp. 
Black Hills Corp. 
Cleco Corp. 
Entergy Corp. 
Hawaiian Elec. 
PG&E Corp. 
Pinnacle West Capital 
Portland General Elec. 
SCANA Corp. 
TECO Energy 
Unisource Energy 
Westar Energy 

Average 

(a 1 
Expected Return 

on Common Equitv 

9.5% 
10.5'%, 
9.0% 
7.5% 
9.5% 

1 1 .5(% 
10.5'%) 
11.5'%, 
9.0'%1 
9.0% 
9.5%) 

13.0% 
12.5% 
10.0'%> 

(a) The Value Line Investnient Survey (Aug. 5, Aug. 26, & Sep. 23, 2011) 
03) Adjustment to coiivert year-end rehim to an average rate of return. 

(c) (a) x (17). 

Workpaper - Avera Exhibits.xls WEA-2 (2) 

(17) 

Adjustment 
Factor 

1.029985 
1.028248 
1.02055 

1.023241 
1.02692 

1.027496 
1.032398 
1.035048 
1.027505 
1.021 118 
1.041545 
1.02892 
1.024256 
1,021815 

Exhibit WEA-2 
Page 2 of 2 

(c) 
Adjusted Return 

on Common Equity 

9.8% 
10.8'%1 
9.2% 
7.7% 
9.8% 

1 1.8% 
10.8% 
11"9'% 
9.2% 
9.2% 
9.9% 

13"4% 
12.8% 
10.2%" 

10.5% 

Page 3 of 27 



Adjustment 

Factor 

1.0300 

1 a282 

1 .0206 

1.0232 

1.0269 

1.0275 

1.0324 

1.0350 

1.0275 

1.021 1 

1.041 5 
1.0289 

1.0243 

1.021 8 

Workpaper - Avera Exhibkxls 

Ea Ratio 

55.8%) 

46.7%) 

48.4% 

48.1% 

48.5'%J 

42.1 '%) 

54.3% 

49.3%) 

54.7'%J 

47.0'%J 

47.1 1%) 

40.8'%) 

31.5% 

46.4% 

Tot Cap 

$1,748 

$29,184 

$2,325 

$2,286 

$2,718 

$20,166 

$2,733 

$22,863 

$6,729 

$3,390 

$7,854 

$5,318 

$2,603 

$5,181 

Corn Eq 

$975 

$1 3,629 

$1,125 

$1,100 

$1,318 

$8,490 

$1,484 

$1 1,271 

$3,681 

$1,593 

$3,699 

$2,170 

$820 

$2,404 

Ea Ratio 

58.5% 

50 ~ 5% 
48.5'%) 

50.0% 

58.0% 

42.5% 

54.0% 

55.0% 

54.0'%) 

48.0% 

49.5'%) 

47.5'%J 

38.0% 

46.0% 

WEA-2 (2) 

Tot Cay 

$2,250 

$35,800 

$2,850 

$2,775 

$2,975 

$3,800 

$26,300 

$29,100 

$8,975 

$4,100 

$1 1,325 

$6,100 

$2,750 

$6,500 

Corn Eq 

$1,316 

$1 8,079 

$1,382 

$1,388 

$1,726 

$11,178 

$2,052 

$1 6,005 

$4,847 

$1,968 

$5,606 

$2,898 

$1,045 

$2,990 

Chg 
Equity 

6.2% 

5.8'%J 

4.2% 

4.8% 

5.5% 
5.7'%J 

6.7% 

7.3% 

5.7%) 

4.3'%J 

8.7% 

6.0% 

5.0'%, 

4.5'%J 
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ALLOWED ROE 

WOOLRIDGE PROXY GROUP 

Comvanv 

1 ALLETE, IIIC. 
2 Alliant Energy Corporation 
3 Ainereii Corporation 
4 American Electric Power Co. 
5 Avista Corporation 
6 Cleco Corporation 
7 CMS Energy Corporation 
8 Consolidated Edison, Inc. 
9 DTE Energy Company 
10 Edison International 
11 Entergy Corporation 
12 Great Plains Energy Inc. 
1.7 Hawaiian Electric Industries 
14 IDACORP, Inc. 
15 MGE Energy, Inc. 
16 Nextra Energy 
17 OGE Energy Corp. 
18 Pepco Holdings, Inc. 
19 PG&E Corporation 
20 Pinnacle West Capital Corp. 
27 Portland General Electric 
22 SCANA Corporation 
2.7 Sou thern Company 
24 TECO Energy, Iiic. 
25 UniSource Energy Corp. 
26 Westar Energy, Inc. 
27 Wiscoiisiii Energy Corp. 
28 Xcel Energy Inc. 

Average 

Source: ALIS MOII~/ I / I /  R c p f  (Sep. 201 1). 

Workpaper - Avera Exhibits.xls 

Exhibit. WEA-3 
Page 1 of 1 

Allowed Return 
on Common Eauity 

10.38'X) 

10.38'X) 

9.95'XJ 

10.6S'X) 

10.33% 
10.70% 

10.60'X) 

9.93% 
11 .00% 
1 0.68'X) 

10.66'X) 

10.25%) 
10.47'%, 

10.lSIX, 

1 0 30% 
10.50'X) 

9.98'X) 

10.23'%, 
11.35'X) 

11 .00'%) 

1 0.00'X) 

10.67'Xi 

11.90'X) 

11 .00% 
9.88'X 

10.20'X) 

10.38'X) 

10.7Ei'Yv 

10.51% 

WEA-3 (1) Page 5 of 27 



ALLOWED ROE 

HILL PROXY GROUP 

Comtlanv 

1 ALLETE 
2 American Electric Power 
3 Avista Corporation 
4 Black Hills Corporation 
5 Cleco Corporation 
6 Entergy Corp. 
7 Hawaiian Electric 
8 PGE Corporation 
9 Pinnacle West Capital 
10 Portland General 
11 SCANA Cory. 
12 TECO Energy 
13 UniSource Energy 
14 Westar 

Average 

Workpaper - Avera Exhibits.xls 

Exhibit WEA-3 
Page 2 of 2 

Allowed Return 
on Common Equitv 

10.38% 
10.68%) 
10.33% 
10.72%1 
10.70%1 
lO.66TI 
10.47%) 
11.35% 
11.00%1 
10.00%1 
10.6771 
11 .OO% 
9.88% 

10.20% 

10.57% 

WEA-3 (2) Page 6 of 27 



WOOLRIDGE DCF MODEL 

HISTORICAL GROWTH RATES 

Exhibit WEA-4 
Page 1 of 1 

1 

2 

3 

4 

5 

h 

7 

8 
9 

10 

1 1  

12 

17 

I 4  

15 

16 

17 

18 

19 

20 

7-1 

22 

23 

24 

25 

7-6 

27 

28 

Company Dividend Yield 

ALLETE, Inc. 4.7% 

AI lian t Energy Corporation 
Amercn Corpora tion 5 4% 

Avista Corporation 4 6% 

Clem Corporation 3 3% 
CMS Energy Corporation 4 4% 

Consolidakd Edison, Inc. 4.5% 
DTE Energy Company 4.8% 

Edison International 3.5% 
Entcrgy Corporation 5.2% 
Crea t Plains Energy Inc. 4.4% 
Hawaiian Electric Indiistries 5 3% 
IDACOIII', Inc. 3 2% 
MGE Energy, Inc. 3.7% 
Nextra Energy 4.0'%, 

OGE Energy Corp. 3.2% 

Pepco Holdings, Inc. 5.7% 
PG&E Corporation 43% 

4 4% 

American Electric Power Co. 5 O ' % t  

Pinnacle West Capital Corp. 4.9% 
Portland General Electric 4 51%) 
SCANA Corporation 4 9% 

Sou therii Company 4 7% 
TECO Energy, Inc. 4 8% 
UniSource Energy Corp  4 6% 

Westar Energy, Inc. 5.0% 
Wisconsin Energy Corp" 3 5% 
Xcel Energy Inc. 4.4% 

Average (d) 

Range 
Midpoint 
Average - A11 Growth Rates 

Past 10 Years Past 5 Years Past 10 Years 
EPS BVPS EPS BVPS 

8 3% IO"9'%, 

Past 5 Years - 
- - - -  

_ _  

10.0"h 9.4% 11.3'/0 10.4"h 

9.4% - 11.3% 
10.4% 
10.3% 

(a) Avcrogc of sis-month and Scptcmber 201 1 dividelid yields from Exhibit JRW-IO, p 2 
(b) Exhibit JRW-10, p 3. 
(c) Stin1 of dividend yicld (adjusted for onc-half year's growth) and respective giowth rate 
(d) Excludes highlighted figures 

Workpaper - Avera Exhibits xis WEA-4 Page 7 of 27 



WOOLRIDGE DCF MODEL 

PROTECTED EPS GROWTH RATES 

Exhibit WEA-5 
Page 1 of 1 

I 

2 

3 

4 

5 

6 

7 

8 

9 

I 0 

1 1  

12 

13 

14 

15 

16 

17 

18 

I9 

20 

21 

22 

23 

2.1 

25 

26 

27 

28 

(a) 
(b) 
(4 
(d) 
( e )  

Coinpanv Dividend Yield 

ALLETE, Inc. 4 7% 
Alliant Energy Corporation 4 4% 

Ameren Corpora tioii 5.4% 

Avista Corporation 4 (7% 

Cleco Corpora tion 3.3% 
CMS Energy Corpora tioii 4.4% 

American Electric Power Co. 5 O ' X )  

Consolidated Edison, Tnc. 4.5% 3.0'%1 3.4% 3.0'%, 3.9'%, 7.6% 8.0'%, 7.5% 8.4% 

DTE Energy Company 
Edison Iiiternational 
Entergy Corpora tion 
Great Plains Energy Inc. 
Hawaiian Electric Industries 
TDACORP, Tnc. 
MGE Enei-gp, Tnc. 
Nextra Energy 
OGE Energy Corp. 
Pepco Holdings, Inc. 
PG&E Corporation 
Pinnacle West Capital Coi-p. 
Portland General Electric 
SCANA Corporation 

4.8% 
3.5% 
5 2 x 1  

4.4'%1 

5.3'%, 
3.2% 
3.7% 
4.0'%> 

3.2% 
5.7% 
4.3% 
4.9'%, 
4.5% 
4.9% 

3.5% 
- 1 "O'XI 

1.5% 
6"0% 
1 1 .0'%1 
4.0'%, 

4.0% 
3.5% 
6.5% 
2.5% 
6.0'%, 
6.0% 
7.5% 
3.0'%, 

3.5% 
2.9'%, 
-1 "1% 
6.0% 
8.6'%, 
4.7% 
4.0'%, 
5.8% 
7.2% 
5.0% 
3.8% 
6.8'%, 
4.7% 
4.8% 

5.0'%, 
5.0'%, 
-0.2'%, 
9.0% 
8.6% 
4.7% 
4.0'%1 

6 7% 
6.0% 
4 3% 
5.0% 
5.3% 
5.0'%1 
4.3% 

8.5% 
7.1 '%, 
8.6% 

I0.4'%, 
12.5% 

S.O'%, 

7.8% 
9.9'%1 
9.9'%, 
9~1% 
9.6% 

11.6% 
10.1 '%> 
9.6% 

Sou them Company 4.7% 6.0% 6.0'%, 5.0% 5.9'%, 10.9'%, 10.9'%, 9.8'%1 10.8'%, 

UniSource Energy Corp. 4.6% 9.5'%, 3.0'%1 3.0'%, 7.5% 14.4% 7.7% 7.7% 12.3% 
TECO Energy, Tnc. 4.8% 10.5'%> 6.3% 4.7% 6.l'%, 15.5% 1 1 .?'%I 9.6% 1 1 .O% 

Westar Energy, Iiic. 5.0'% 8.5% 6.4% 6.1% 6.2% 13.7'%1 11.5% 11.2'%1 11.3% 
Wisconsin Energy Corp. 3.5% 8.5% 7.1 '%, 8.0'%, 8.2% 12.1% 10.7'%, 11.6'X 1 l.S'%i 

9.5'%, 10.1'%, 9.4'%, 10.1'%, 

Average (e) 10.5% 10.0% 9.9% 9.9% 
~ ~ 

Xcel Energy hic. 4.4% 5.0'%, 5.6% 4.9% 5.6% 

Range 
Midpoint 
Average - All Growth Rates 

Average of six-month and September 201 1 dividend yields fro111 Exhibit JRW-10, p. 2 
Exhihit JRW-10, p. 4 
Exhibit JRW-IO, p. 5. 
Sum of dividend yield (adjusted for one-half year's growth) and rospcctive growth rate 
Excludes highlighted figures. 

Workpaper - Avera Exhibits X I S  WEA-5 

9.9% - 10.5'% 
1 0 . Z U / U  
10.1*/u 
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HILL DCF MODEL 

PROTECTED EPS GROWTH RATES 

(a) 

Comyaiiv Dividend Yield 

SCG 

TE 

ALE 

AEP 

CNL 

ETR 

WR 

AVA 

BKH 

HE 

PCG 

PNW 

POR 

UNS 

Range 
Midpoint 
Average 

4.95% 

4.59% 

4.42%) 

4.89%) 

3.23%) 

5.10%) 

4.81%) 

4.36%) 

4.85%) 

5.17%) 

4.59% 

4.77%) 

4.17%) 

4.5 1% 

(b) (13) 

Proiected EPS Growth Rate 

(a) Exhibit-(SGH-I), Sched~~le  7. 
(17) Exhibit-(SGH-1), Schedule 6, p. 2. 

4.78 '% 

6.96% 

5.75% 

3.65 %) 

3.00% 

0.58(Y0 

6.57% 

4.67%) 

5.00%) 

8.05%) 

4.91%) 

6.38%) 

4.65% 

0.30*% 

Value Line 

3.00%) 

10.50%) 

4.50%) 

4.50%) 

6.00% 

1.50% 

8.50% 

8.50%) 

10.50%) 

11 .OO% 

7.00% 

6.00%) 

7.50%) 

9.50%) 

Average 

3.89%) 

8.73% 

5.13%) 

4.08%) 

4.50% 

1.04%) 

7.54%) 

6.59%) 

7.75% 

9.53% 

5.96%) 

6.19% 

6.08%) 

4.90%) 

Exhibit WEA-6 
Page 1 of 1 

Implied 
Cost of Eauitv 

8.84% 

13.32%) 

9.54%) 

8.96%) 

7.73%) 11 
12.35% 

10.94%) 

12.60% 

1 4.70%) 

10.55%) 

10.96%) 

10.25%) 

9.41%) 

7.73% -- 14.70% 
11.21% 
10.78% 

Warkpaper - Avera Exhibitsxis W EA-6 Page 9 of 27 



CAPM - CURRENT BOND YIELD 

WOOLRIDGE PROXY GROUP 

Market Rate of Return 

Dividend Yield (a) 

Growth Rate (b) 

Market Return (c) 

Less: Risk-Free Rate (dl 
Long-term Treasury Bond Yield 

Market Risk Premium (el 

Woolridge Proxv Group Beta (fl 
Risk Premium (g) 

Plus: Risk-free Rate (d) 
Long-term Treasury Bond Yield 

Uiiadjusted CAPM (11) 

Size Adjustment (i) 

Implied Cast of Equity Cj) 

Exhibit WEA-7 
Page 1 of 2 

2.3% 

10.9'% 

13.2%) 

3.2%) 

10.0%, 

0.71 

7.1% 

3.2%) 

10.3% 

0.81%) [ $7,777 I 

11.l0/0 

(a) Weighted average dividend yield for the dividend paying firins in the S&P 500 from 
www.valueline.co~n (retrieved Jun. 26, 2011). 

(17) Weighted average of IBES earnings growth rates for the dividend paying firms in the S&P 500 
(retrieved J.1. 3, 2011). 

(d) Average yield on 30-year T rea~~ i ry  bonds for September 201 1 from the Federal Reserve Board 
a t  http://www .federalreserve,gov/releases/li15/data/MonthIy/H15~TCMNOM~Y20.txt. 

(4 (4 + (17) 

(e) (4 - (4. 

(bo) (e )  x (0. 
(11) (4 + (g). 

(i) (11) + 0). 

(f) Exhibit JRW-11, p. 3. 

(i) M o n i i n g s f m ,  "Ibbotson SBRl 2010 Valuation Yearbook," a t  Table C-1 (2010). 

Workpaper - Avera Exhibits-xls WEA-7 (1) Page 10 of 27 
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CAPM - CURRENT BOND YIELD 

HILL PROXY GROUP 

Market Rate of Return 

Dividend Yield (a) 

Growth Rate (b) 

Market Return (c) 

Less: Risk-Free Rate (d) 
Long-term Treasury Bond Yield 

Market Risk Premium (e) 

Hill Proxy Group Beta (f) 

Risk Premium (E) 

Plus: Risk-free Rate (dl  
Long-term Treasury Bond Yield 

Unadjusted CAPM (11) 

Size Ad justrnent (i) 

Implied Cost of Equity Cj) 

Exhibit WEA-7 
Page 2 of 2 

13.2% 

3.2% 

10.0% 

0.71 

7.1 %> 

3.2% 

10.30/0 

1.01 Yo $5,349 1 
11.3% 

Weighted average dividend yield for the dividend paying firms in the S&P 500 from 
www.valueline.com (retrieved J L I I ~ .  26, 2011). 
Weighted average of IBES earnings growth rates for the dividend paying firms in the S&P 500 
(retrieved J ~ i l .  3, 2011). 

Average yield on 30-year Treasury l~oiids for September 2011 froin the Federal Reserve Board 
a t  1-1 ttp://www .ferleralreserve.gov/releases/li15/da ta/Mon tlily/Hl5-TCMNOM-Y20. txt. 

Exhibi t-(SGH-1), Schedule 9. 

(a) + (b) 

(4 - (4. 

(e)  x (f). 

(4 + ($3. 
Morizingstor , "Ibbotsoii SBBI 2010 Valuation Yearbook," at Table C-1 (2010). 
(11) + (i). 

Workpaper - Avera Exhibitsxls WEA-7 (2) Page 11 of 27 
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CAPM - PROJECTED BOND YIELD 

WOOLRIDGE PROXY GROUP 

Market Rate of Return 

Dividend Yield (a) 

Growth Rate (b) 

Market Return (c) 

Less: Risk-Free Rate (d) 
Projected Long-term T r e a ~ ~ ~ r y  Bond Yield 

Market Risk Premium (e )  

WoolridEe Proxv C~OLIV Beta Cf) 
Risk Premium (E) 

Plus: Risk,-free Rate (d) 
Projected Long-term Treasury Bond Yield 

IJnadjusted CAPM (11) 

Size Adjrrstment (i) 

Implied Cost of Equity Cj) 

Exhibit WEA-8 
Page 1 of 2 

2.3% 

10.9% 

13.2% 

5.3%) 

7.9%) 

0.71 

5.6% 

5.3% 

10.9%) 

0.81% 

11.7% 

(a) Weighted average dividend yield for the dividend paying firms in the S&P 500 from 
www.valueline.com (retrieved Jnn. 26, 201 1). 

(b) Weighted average of IBES earnings growth rates for the dividend paying firms in the S&P 500 
(retrieved Jul .  3, 201 1). 

(c) (a) + (b) 
(4 

Average projected 30-year Treasury bond yield for 2012-2015 based on data from the Value 
Line Investment Survey, F [ ~ r ~ ~ n ~ f f b r  f l i c  U.S .  Ecor?oiii!y (Aug. 26, 201 l), IHS Global Insight, U.S .  
Eronc~ii?ir Oi i f l (~[~k at 19 (Feb. 2011), Blue Chip Financial Forecasts, Vol. 30, No. 6 (Juri 1, 2010). 

(e) (c) - (d). 

(g) (e) x (f) .  

(11) (d) + (8). 

(j) (11) + ( i ) .  

(f)  Exhihit JRW-11, 1-7. 3. 

( i )  Morr?ii7,ysfarI "lbbotson SBBl2011 Valuation Yearbook," at Table C-1 (201 I). 

I $7,777 J 
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CAPM - PROJECTED BOND YIELD Exhibit WEA-8 
Page 2 of 2 

HILL PROXY GROUP 

Market Rate of Return 

Dividend Yield (a) 

Growth Rate (b) 

Market Return (c) 

Less: Risk-Free Rate (d) 
Projected Long-term Treasury Bond Yield 

Market Risk Premium (e) 

Hill Proxy Crouv Beta (f) 

Risk Premium (E) 

Plus: Risk-free Rate (dl 
Projected Long-term Treasury Bond Yield 

Unadjusted CAPM (11) 

Size Adjustment (i) 

Implied Cost of Equity Cj) 

13.2'Xl 

5.3% 

7.9% 

0.71 

5.6% 

5.3% 

10.9%) 

1.01%1 

11.9% 

Weighted average dividend yield for the dividend paying firms in the S&P 500 from 
www.valueline.com (retrieved Jun. 26, 201 1). 
Weighted average of lBES earnings growth rates for the dividend paying firms in the S&P 500 
(retrieved JuI. 3, 2011). 

Average projected 30-year Treas~iry bond yield for 2012-2015 based on data from the Value 
Line Investment Survey, Forccnsffor flrc 1I.S Ecoiioriii/ (A~ig. 26, 201 l), IHS Global Insight, LI.S 
Ecoi?orriic Orrflook at 19 (Feb. 2011), Blue Chip Financial Forecasts, Vol. 30, No. 6 (Jun. 1, 2010), 
as shown on Table WEA-I. 

(a) + (17) 

(c) ~ ((9 

(e) x (0. 
(4 + (8). 

Exhibit-(SCH-1), Schedule 9. 

Ma,nir?gstm , "Ibbotson SBBI 2010 Valiiation Yearbook," at Table C-1 (2030). 
(11) + (i). 
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CAPITA1 S1 RUCTURE Exliibi t WE A-1 0 
Page 1 of 1 

WOOLRIDGE AND HILL OPERATING SUBSIDIARIES 

Long-term 
Holrhg  Company Operating Company Debt 
AMERICAN ELCC PWR AI I’Tc\.is ( tvitr,il ( 0 54 Y“,, 

AMERICAN ELEC PWR 
SOUTHERN CO 
AIMEREN CORP 
AMERICAN ELEC PWR 
PINNACLE WEST CAPITAL 
PEPCO 1-101 DINGS 
AVISTA CORP. 
BLACK HILLS CORP. 
CENTERPOINT ENERGY 
BLACK HILLS CORP. 
CLECO CORP. 
AMERICAN ELEC PWR 
CONSOLIDATED EDISON 
CMS ENERGY 
PEPCO HOLDINGS 
DTE ENERGY CO. 
ENTERGY CORP. 
ENTERGY CORP 
ENTERGY CORP 
ENTERGY CORP 
ENTERGY CORP 
ENTERGY CORP. 
NEXTERA ENERGY 
SOUTHERN CO. 
SOUTHERN CO. 
HAWAIIAN ELECT. IND 
IDACORP 
AMERICAN ELFC PWR 
ALLIANT ENERGY CORP 
GREAT PLAINS ENERGY 
WESTAR ENERGY 
AMERICAN ELEC PWR 
MGE ENERGY 
SOIJTHERN CO. 
XCEL ENERGY, INC 
XCEL ENERGY, INC. 
AMERICAN ELEC PWR 
OGE ENERGY 
CONSOLIDATED EDISON 
PGGLE CORP 
PORTLAND GENERAL ELEC. 
PEPCO HOLDINGS 
XCEL ENERGY, INC. 
AMERICAN ELEC PWR 
SCANA CORP 
EDISON INTERNATIONAL 
AMERICAN ELEC PWR 
XCEL ENERGY, INC 
ALL.ETE 
TECO ENERGY 
UNISOURCE ENERGY 
AMEREN CORP. 
WESTAR ENERGY 
WISCONSIN ENE,RGY 
ALLIANT ENERGY CORP. 

Current Common 
Equi ty  Maturities 

44 7% 
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Year-cnd 2010 
Long-term Preferred Nonconlrolling Coniinon Total Long- 

Deb1 SlVCl< lntcrcsl Equity tern1 

621 0 I, 7YO I -7 
7 ,  

,7119 7 

9 , 3 w  11 

2.576 I1 

2,SZI 7 
3.s25 I1 

703 0 
1,125s 

,1 I LJ I 
I,S.lS I1 

1758 
1,213 LJ 
I.-1Rl> 2 
9,923 I1 

4,136 0 
S4l  I1 

4,Nl~) 0 
1,-107 <J 

1,499 2 
2,076 $1 

726 1 
I LJ I 6 

s24 3 

LJ.7'JI 0 
s.741 0 
1.075 0 
1.3.37 4 

1,405 2 
I .h'N 7 

1.3s') s 
2.1105 0 
1,341 -1 

431 L) 
I02.3lh 0 

737 -1 

3,496 2 
5i12 7 

7,168 4 

2,778 I 
576 9 

I I ,463 0 
1.Y2 O(1 

1,478 0 
4, I16 2 

8.12 s 
3,417 0 
S.287 0 
1,667 0 

9h2 I 
34 'I 

2,15s2 
701 2 

4,1530 

2,386 3 
1,OhS I 
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1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 
73 
74 

30 

EPS Growth Market Weighted Weighted 
Dividend Thomson Cap Dividend Yield Thomson Reuters 

Company Ticker Yield Reuters ($Millions) Weight Product Mkt. Cap. Weight Product 
(a) 

3M Company MMM 
Abbot1 Labs ABT 
Abercrombie & Fitch ANF 
Aetna Inc AET 
Aflac Inc AFL 
Air Products & Chem APD 
Airgas Inc ARG 
AK Steel Holding AKS 
Alcoa Inc AA 
Allegheny Techn AT1 
Allergan, Inc AGN 
Allstate Corp ALL 
Altera Corp ALTR 
Altria Group MO 
Ameren Corp AEE 
Amer Elec Power AEP 
Amer Express AXP 
Ameriprise Fin'l AMP 
AmerisourceBergen ABC 
Amphenol Corp APH 
Anadarko Petroleum APC 
Analog Devices AD1 
Aon Corp AON 
Apache Corp APA 
Apartment Investment AIV 
Applied Materials AMAT 
Archer Daniels Midl'd ADM 
AT&T Inc T 
Automatic Data Proc ADP 
AvalonBay Communities AVB 
Avery Dennison 
Avon Products 
Baker Hughes 
Ball Corp 
Bank of America 
Bard (C R ) 
Baxter Int'l Inc 
BB&T Corp 
Becton, Dickrnson 
Bemis Co 
Best Buy Co 
BlackRock, Inc 
Block (H&R) 
Boeing 
Boston Properties 
Bristol-Myers Squibb 
Broadcom Corp 'A 
Brown Forman '6' 
CA, lnc 
Cablevision Sys 'A  
Cabot Oil & Gas ' A  
Campbell Sotip 
Capital One Fin'l 
Cardinal Health 
Caterpillar Inc 
CBS Corp '5' 
Centerpoint Energy 
CenturyLink Inc 
CF Industries 
C H  Robinson 
Chesapeake Energy 
Chevron Corp 
CME Group 
Chubb Corp 
CIGNA Corp 
Cincinnati Financial 
Cintas Corp 
Cisco Systems 
Citigroup Inc 
Cliffs Natural Res 
Clorox Co 
CMS Energy Corp 
Coach Inc 
Coca-Cola 

Workpaper - Avera Exhibits XIS 

AVY 
AVP 
BHI 
BLL 
BAC 
BCR 
BAX 
BBT 
BDX 
BMS 
BBY 
BLK 
HRB 
BA 
BXP 
BMY 
BRCM 
BF/B 
CA 
cvc 
COG 
CPB 
COF 
CAH 
CAT 
CBS 
CNP 
CTL 
CF 
CHRW 
CHK 
cvx 
CME 
CB 
CI 
ClNF 
CTAS 
csco 
C 
CLF 
CLX 
CMS 
COH 
KO 

(b) 
2 4% 
3 7% 
11% 
1 4% 
2 8% 
2 6% 
1 8% 
14% 
0 8% 
1 2% 
0 3% 
2 8% 
0 6% 
5 9% 
5 5% 
5 0% 
1 5% 
1 6% 
11% 
0 2% 
0 5% 
2 7% 
1 2% 
0 5% 
19% 
2 6% 
2 2% 
5 7% 
2 8% 
2 8% 
2 8% 
3 5% 
0 9% 
0 8% 
0 4% 
0 7% 
2 2% 
2 4% 
19% 
3 1% 
2 0% 
2 9% 
3 9% 
2 3% 
2 0% 
4 8% 
11% 
18% 
0 9% 
1 7% 
0 2% 
3 4% 
0 4% 
2 0% 
1 9% 
1 6% 
4 3% 
7 3% 
0 3% 
15% 
1 2% 
3 1% 
2 0% 
2 5% 
0 1% 
5 5% 
1 6% 
1 6% 
0 1% 
0 7% 
3 6% 
4 5% 
15% 
2 9% 

(4 
11 95% 
8 85% 

16 32% 
9 29% 

13 17% 
11 70% 
13 98% 
5 00% 

18 74% 
48 10% 
14 05% 
9 00% 

14 60% 
8 00% 

-3 67% 
3 65% 

11 25% 
12 80% 
12 30% 
1 1 85% 
18 23% 
10 43% 
8 82% 
8 78% 
8 48% 
9 98% 

10 00% 
3 87% 

10 90% 
12 27% 
7 00% 

12 73% 
27 54% 

9 87% 
8 25% 

10 82% 
9 76% 

12 17% 
10 05% 
8 74% 
9 69% 

12 67% 
10 00% 
11 65% 
8 32% 

-1 60% 
15 26% 
13 00% 
1 1  00% 
15 00% 
23 50% 
5 03% 
8 00% 

1 1  14% 
21 50% 
25 00% 

5 39% 
8 03% 

10 93% 
15 18% 
1 1 00% 

165% 
12 82% 
9 26% 
9 03% 
7 50% 

10 60% 
9 96% 

16 87% 
27 06% 

9 33% 
6 01% 

15 39% 
9 23% 

(b) 
65,075 
79,750 

5.573 
16,451 
20,956 
19,162 
5,563 
1,580 

15,729 
5,781 

24,356 
15,484 
13,77 1 
56,373 

6,777 
18,003 
58.189 
13,598 
1 1,235 
8,760 

34,792 
1 1,006 
16,365 
44,855 

3,200 
16,453 
18.834 

180,093 
25.812 
11,700 
3,883 

11,710 
30,355 
6,325 

107,397 
9,308 

33,146 
18.277 
18,568 
3,339 

1 1,826 
36,167 
4,695 

54,616 
16,000 
46.863 
17,032 
10,433 
10,762 
10.398 
6,300 

1 1,005 
22.251 
15,224 
61,519 
17.093 
7.925 

12,084 
10,169 
12,635 
17,877 

199,881 
18.389 
18,33 1 
13,278 
4.707 
4,653 

83,272 
1,099,038 

11,116 
8,908 
4,873 

17,194 
149,776 

201 1 06 Market DCF 

0 006046 
0 007410 
0 000518 
0001528 
0 001947 
0 00 1780 
0000517 
0 000147 
0 001461 
0 000537 
0 002263 
0 001439 
0 001279 
0 005238 
0 000630 
0 001673 
0 005406 
0 001263 
0 00 1044 
0 000814 
0 003232 
0 00 1023 
0 001520 
0 004167 
0 000297 
0 00 1529 
0001750 
0 016732 
0 002398 
0 001087 
0 00036 1 
0 001088 
0 002820 
0 000588 
0 009978 
0 000865 
0 003080 
0 001698 
0 001725 
0 000310 
0 001099 
0 003360 
0 000436 
0 005074 
0 001487 
0 004354 
0 001582 
0 000969 
0 00 1000 
0 000966 
0 000585 
0 00 1022 
0 002067 
0001414 
0 005716 
0 001588 
0 000736 
0 001 123 
0 000945 
0 001 174 
0 001661 
0 018571 
0 001709 
0 001703 
0 001234 
0 000437 
0 000432 
0 007737 
0 102110 
0 001033 
0 000828 
0 000453 
0 001597 
0 013915 

0 0001 
0 0003 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0003 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 

0 0010 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0001 
0 0000 
0 0002 
0 0000 
0 0000 
0 0000 
0 0000 

0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0006 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0004 

0 moa 

a 0000 

65,075 
79,750 
5,573 

16,451 
20.956 
19,162 
5,563 
1,580 

15,729 
5,781 

24,356 
15,484 
13,771 
56,373 
6,777 

18.003 
58,189 
13.598 
11,235 
8,760 

34,792 
1 1,006 
16,365 
44,855 

3,200 
16,453 
18,834 

180,093 
25.812 
11,700 
3,883 

11,710 
30,355 

6,325 
107,397 

9,308 
33,146 
18.277 
18,568 
3,339 

1 1,826 
36,167 
4,695 

54,616 
16.000 
46.863 
17,032 
10,433 
10,762 
10,398 
6,300 

1 1,005 
22,251 
15,224 
61,519 
17,093 
7,925 

12.084 
10,169 
12,635 
17,877 

199,881 
18,389 
18,33 1 
13.278 
4,707 
4,653 

83.272 
1,099,038 

11,116 
8.908 
4,873 

17,194 
149,776 

0 006071 
0 007440 
0 000520 
0 001535 
0 001955 
0 001788 
0 000519 
0 000 147 
0 001467 
0 000539 
0 002272 
0 001445 
0 001285 
0 005259 
0 000632 
0 001680 
0 005429 
0 001269 
0 001048 
0 0008 17 
0 003246 
0 001027 
0001527 
0 004 185 
0 000299 
0 001535 
0001757 
0 0 16802 
0 002408 
0 001092 
0 000362 
0 001092 
0 002832 
0 000590 
0 010020 
0 000868 
0 003092 
0 001705 
0 001732 
0 000312 
0 001 103 
0 003374 
0 000438 
0 005095 
0 001493 
0 004372 
0 001589 
0 000973 
0 001004 
0 000970 
0 000588 
0 00 1027 
0 002076 
0 00 1420 
0 005740 
0 00 1595 
0 000739 
0 001 127 
0 000949 
0 001 179 
0 001668 
0 018648 
0 001716 
0001710 
0 001239 
0 000439 
0 000434 
0 007769 
0 102536 
0 001037 
0 000831 
0 000455 
0 00 1604 
0 013973 

0 0007 
0 0007 
0 0001 
0 0001 
0 0003 
0 0002 
0 0001 
0 0000 
0 0003 
0 0003 
0 0003 
0 0001 
0 0002 
0 0004 

(0 0000) 
0 0001 
0 0006 
0 0002 
0 0001 
0 0001 
0 0006 
0 0001 
0 0001 
0 0004 
0 0000 
0 0002 
0 0002 
0 0007 
0 0003 
0 0001 
0 0000 
0 0001 
0 0008 
0 0001 
0 0008 
0 0001 
0 0003 
0 0002 
0 0002 
0 0000 
0 0001 
0 0004 
0 0000 
0 0006 
0 0001 

(0 0001) 
0 0002 
0 0001 
0 0001 
0 0001 
0 0001 
0 0001 
0 0002 
0 0002 
0 0012 
0 0004 
0 0000 
0 000 1 
0 0001 
0 0002 
0 0002 
0 0003 
0 0002 
0 0002 
0 0001 
0 0000 
0 0000 
0 0008 
0 0173 
0 0003 
0 0001 
0 0000 
0 0002 
0 0013 

Page 17 of 27 



75 
76 
77 
78 
79 
80 
81 
82 
83 
84 
85 
86 
87 
88 
89 
90 
91 
92 
93 
94 
95 
96 
97 
98 
99 
100 
101 
102 
103 
104 
105 
106 
107 
108 
109 
110 
111 
112 
113 
114 
115 
116 
117 
118 
119 
120 
121 
122 
123 
124 
125 
126 
127 
128 
129 
130 
131 
132 
133 
134 
135 
136 
137 
138 
139 
140 
141 
142 
143 
144 
145 
146 
147 
148 

EPS Growth Market Weighted Weighted 
Dividend Thornson Cap Dividend Yield Thornson Reuters 

Company Ticker Yield Reuters ($Millions) Weight Product Mkt. Cap. Weight Product 
(a) 

Coca-Cola Enterprises 
Colgate-Palmolive 
Comerica Inc 
Computer Sciences 
ConAgra Foods 
ConocoPhillips 
CONSOL Energy 
Consol Edison 
Constellation Energy 
Corning Inc 
Costco Wholesale 
CSX Corp 
Cummins Inc 
CVS Caremark Corp 
Danaher Corp 
Darden Restaurants 
Deere & Co 
Dentsply Int'l 
Devon Energy 
DeVry Inc 
Diamond Offshore 
Discover Fin'l Svcs 
Dominion Resources 
Donnelley (R R) & Sons 
Dover Corp 
Dow Chemical 
Dr Pepper Snapple 
DTE Energy 
Duke Energy 
Dun & Bradstreet 
Du Pont 
Eastman Chemical 
Eaton Corp 
Ecolab Inc 
Edison Int'l 
El Paso Corp 
Emerson Electric 
Entergy Corp 
EOG Resources 
EQT Corp 
Equifax, Inc 
Equity Residential 
Lauder (Estee) 
Exelon Corp 
Expedia Inc 
Expeditors lnt'l 
Exxon Mobil Corp 
Family Dollar Stores 
Fastenal Co 
Federated Investors 
FedEx Corp 
Fifth Third Bancorp 
First Horizon National 
FirstEnergy Corp 
FLlR Systems 
Flowserve Corp 
Fluor Corp 
FMC Corp 
Franklin Resources 
Freep't-McMoRan C&G 
Frontier Communic 
Gannett Co 
Gap (The), Inc 
Gen'l Dynamics 
Gen'l Electric 
Gen'l Mills 
Genuine Parts 
Goldman Sachs 
Goodrich Corp 
Grainger (W W ) 
Halliburton Co 
Harley-Davidson 
Harman Int'l 
Harris Corp 

CCE 
CL 
CMA 
csc 
CAG 
COP 
CNX 
ED 
CEG 
GLW 
COST 
csx 
CMI 
cvs 
DHR 
DRI 
DE 
XRAY 
DVN 
DV 
DO 
DFS 
D 
RRD 
DOV 
DOW 
DPS 
DTE 
DUK 
DNB 
DD 
EMN 
ETN 
ECL 
EIX 
EP 
EMR 
ETR 
EOG 
EQT 
EFX 
EQR 
EL 
EXC 
EXPE 
EXPD 
XOM 
FDO 
FAST 
FII 
FDX 
FlTB 
FHN 
FE 
FLlR 
FLS 
FLR 
FMC 
BEN 
FCX 
FTR 
GCI 
GPS 
GD 
GE 
GIS 
GPC 
GS 
GR 
GWW 
HAL 
HOG 
HAR 
HRS 

18% 
2 7% 
12% 
2 1 % 
3 7% 
3 8% 
0 9% 
4 6% 
2 6% 
11% 
1 2% 
2 0% 
1 2% 
1 3% 
0 2% 
2 7% 
2 1 %  
0 6% 
0 9% 
0 4% 
5 2% 
1 0% 
4 3% 
5 4% 
18% 
2 9% 
3 2% 
4 8% 
5 4% 
1 9% 
3 4% 
2 0% 
2 9% 
1 3% 
3 3% 
0 2% 
2 6% 
4 9% 
0 6% 
1 8% 
1 9% 
2 3% 
0 8% 
5 1% 
1 0% 
11% 
2 4% 
14% 
1 6% 
4 0% 
0 6% 
2 0% 
0 4% 
5 1% 
0 7% 
13% 
0 8% 
0 8% 
0 8% 
2 2% 
9 5% 
12% 
2 5% 
2 7% 
3 3% 
3 2% 
3 6% 
1 0% 
1 3% 
18% 
0 8% 
14% 
0 2% 
2 4% 

9 80% 
8 96% 
9 19% 
9 05% 
6 70% 
5 10% 

18 25% 
3 63% 
3 65% 

11 50% 
13 22% 
15 80% 
12 03% 
10 94% 
16 13% 
12 66% 
10 80% 
11 13% 
12 80% 
1 1  76% 
12 23% 
6 00% 
2 20% 

1 1  00% 
14 00% 
7 00% 
8 97% 
4 88% 
4 33% 

1 1  40% 
10 07% 
8 50% 

12 80% 
13 04% 
3 45% 
5 50% 

15 20% 
0 87% 

1 1  50% 
18 63% 
10 50% 
8 67% 

1 1  93% 
-0 40% 
10 14% 
13 83% 
6 47% 

14 16% 
16 37% 
8 00% 

13 79% 
2 50% 
6 60% 

-0 82% 
14 84% 
11 50% 
1 1  00% 
10 72% 
1 1  42% 
10 00% 

8 00% 
8 46% 
7 93% 

14 52% 
7 63% 

1 1  15% 
10 00% 
1 1  38% 
13 80% 
20 16% 
12 00% 
30 00% 

8 80% 

-9 50% 

9,172 
42,324 
6,002 
5,946 

10,229 
101,235 
10,401 
15,376 
7,330 

28,128 
34,470 
26,797 
18,056 
50,558 
34,272 

6,393 
33.270 
5,094 

32,768 
3,899 
9,306 

12,688 
27,212 

3,992 
11,616 
40,475 

9,004 
8.301 

24,826 
3.707 

45,757 
6,765 

15,937 
12,625 
12,736 
14,615 
39,510 
12,231 
27,274 

7,516 
4,220 

18,200 
19,088 
27,509 

7,378 
10,040 

390,245 
6,412 
9,571 
2,529 

27.24 1 
1 1,282 
2,591 

18,155 
5,297 
5,585 

10,716 
5,682 

27.420 
45,314 

7.822 
3,265 

10,408 
26,516 

195.748 
24,179 

7,997 
70,483 
1 1,335 
9.994 

42,447 
8,532 
3,O 13 
5,519 

0 000852 
0 003932 

0 000552 
0 000950 
0 009406 
0 000966 
0 001429 
0 00068 1 
0 002613 
0 003203 
0 002490 
0 00 1678 
0 004697 
0 003184 
0 000594 
0 003091 
0 000473 
0 003044 
0 000362 
0 000865 
0 001179 
0 002528 
0 00037 1 
0 00 1079 
0 003761 
0 000837 
0 00077 1 
0 002307 
0 000344 
0 004251 
0 000628 
0 001481 
0001173 
0 001 183 
0 001358 
0 00367 1 
0 001 136 
0 002534 
0 000698 
0 000392 
0 001691 

0 002556 
0 000685 
0 000933 
0 036257 
0 000596 
0 000889 
0 000235 
0 00253 1 
0 001048 
0 00024 1 
0 00 1687 
0 000492 
0 000519 
0 000996 
0 000528 
0 002548 
0 0042 10 
0 000727 
0 000303 
0 000967 
0 002464 
0 018187 
0 002246 
0 000743 
0 006549 
0 001053 
0 000929 
0 003944 
0 000793 
0 000280 
0 0005 13 

0 000558 

0 ao 1773 

0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0004 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0009 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 000 1 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
0 0001 
0 0006 
0 0001 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 

9,172 
42,324 
6,002 
5.946 

10,229 
101,235 

10.40 1 
15,376 
7,330 

28,128 
34,470 
26,797 
18.056 
50,558 
34,272 
6,393 

33,270 
5,094 

32,768 
3,899 
9.306 

12,688 
27,212 
3,992 

11,616 
40,475 

9,004 
8,301 

24,826 
3,707 

45,757 
6,765 

15,937 
12,625 
12,736 
14,615 
39,510 
12,231 
27,274 

7,516 
4,220 

18.200 
19,088 
27,509 
7.378 

10,040 
390,245 

6,412 
9,571 
2,529 

27,241 
1 1,282 
2,591 

18,155 
5,297 
5,585 

10,716 
5,682 

27,420 
45,314 

7,822 
3,265 

10,408 
26,516 

195.748 
24,179 

7,997 
70,483 
1 1,335 
9,994 

42.447 
8,532 
3,013 
5,519 

0 000856 
0 003949 
0 000560 
0 000555 
0 000954 
0 009445 
0 000970 
0 001435 
0 000684 
0 002624 
0 003216 
0 002500 
0 001685 
0 0047 17 
0 003197 
0 000596 
0 003104 
0 000475 
0 003057 
0 000364 
0 000868 
0 001 184 
0 002539 
0 000372 
0 001084 
0 003776 
0 000840 
0 000774 
0 002316 
0 000346 
0 004269 
0 000631 
0 001487 
0 001 178 
0 001 188 
0 001363 
0 003686 
0 001 141 
0 002545 
0 00070 1 

0 001698 
0 001781 
0 002566 
0 000688 
0 000937 
0 036408 
0 000598 
0 000893 

0 00254 1 
0 001053 
0 000242 
0 001694 
0 000494 
0 000521 
0 001000 
0 000530 
0 002558 

0 000730 
0 000305 
0 00097 1 
0 002474 
0 0 18262 
0 002256 
0 000746 
0 006576 
0 001057 
0 000932 
0 003960 
0 000796 
0 000281 
0 000515 

0 000394 

0 000236 

0 004228 

0 0001 
0 0004 
0 0001 
0 0001 
0 0001 
0 0005 
0 0002 
0 0001 
0 0000 
0 0003 
0 0004 
0 0004 
0 0002 
0 0005 
0 0005 
0 0001 
0 0003 
0 0001 
0 0004 
0 0000 
0 0001 
0 0001 
0 0001 
0 0000 
0 0002 
0 0003 
0 0001 
0 0000 
0 0001 
0 0000 
0 0004 
0 0001 
0 0002 
0 0002 
0 0000 
0 0001 
0 0006 
0 0000 
0 0003 
0 0001 
0 0000 
0 0001 
0 0002 

(0 0000) 
0 0001 
0 0001 
0 0024 
0 0001 
0 0001 

0 0004 
0 0000 
0 0000 

(0 0000) 
0 0001 
0 0001 
0 0001 
0 0001 
0 0003 
0 0004 

(0 0001) 
0 0000 
0 0001 
0 0002 
0 0027 
0 0002 
0 0001 
0 0007 
0 0001 
0 0001 
0 0008 
0 0001 
0 0001 
0 0000 

0 0000 
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EPS Growth Market Weighted Weighted 
Dividend Thomson Cap Dividend Yield Thomson Reuters 

Company Ticker Yield Reuters ($Millions) Weight Product Mkt. Cap. Weight Product 
(a) (b) ( 4  (b) 

149 Hartford Fin'l Svcs 
150 Hasbro, Inc 
151 HCPlnc 
152 Heinz(HJ) 
153 Helmerich & Payne 
154 Hershey Co 
155 HessCorp 
156 Hewlett-Packard 
157 Home Depot 
158 Honeywell Int'l 
159 Hormel Foods 
160 HortonDR 
161 Hudson City Bancorp 
162 Humana Inc 
163 Huntington Bancshs 
164 Illinois Tool Works 
165 Ingersoll-Rand 
166 lntegrys Energy 
167 Intel Corp 
168 lnterpublrc Group 
169 Int'l Business Mach 
170 Int'l Flavors 8 Frag 
17 1 Int'l Game Tech 
172 Int'l Paper 
173 Iron Mountain 
174 ITTCorp 
175 Jabil Circuit 
176 Janus Capital Group 
177 Johnson 8, Johnson 
178 Johnson Controls 
179 Joy Global 
180 JPMorgan Chase 
181 Kellogg 
182 KeyCorp 
183 Kimberly-Clark 
184 Kimco Realty 
185 KLA-Tencor 
186 Kohl's Corp 
187 Kraft Foods 
188 KrogerCo 
189 L-3 Communic 
190 Legg Mason 
191 Leggett & Platt 
192 Lennar Corp 
193 Lilly (Eli) 
194 Limited Brands 
195 Lincoln Nat'l Corp 
196 Linear Technology 
197 Lockheed Martin 
198 Loews Corp 
199 Lorillard Inc 
200 Lowe's Cos 
201 M&T Bank Corp 
202 Macy'slnc 
203 Marathon Oil Corp 
204 Marriott Int'l 
205 Marsh & McLennan 
206 Marshall 8 llsley 
207 Masco Corp 
208 Mastercard Inc 
209 Mattel, Inc 
210 McCorrnick & Co 
2 11 McDonald's Corp 
212 McGraw-Hill 
2 13 McKesson Cor0 
214 
215 
216 
217 
218 
219 
220 
22 1 
222 

Mead Johnson Nutrition 
MeadWestvaco 
Medtroncc. inc 
Merck & Co 
MetLife Inc 
Microchip Technology 
Microsoft Corp 
Molex Inc 
Monsanto Co 

HIG 
HAS 
HCP 
HNZ 
HP 
HSY 
HES 
HPQ 
HD 
HON 
HRL 
DHI 
HCBK 
HUM 
HBAN 
ITW 
IR 
TEG 
INTC 
IPG 
IBM 
IFF 
IGT 
IP 
IRM 
ITT 
JBL 
JNS 
JNJ 
JCI 
JOYG 
JPM 
K 
KEY 
KMB 
KIM 
KLAC 
KSS 
KFT 
KR 
LLL 
LM 
LEG 
LEN 
LLY 
LTD 
LNC 
LLTC 
LMT 
L 
LO 
LOW 
MTB 
M 
MRO 
MAR 
MMC 
MI 
MAS 
MA 
MAT 
MKC 
MCD 
MHP 
MCK 
MJN 
MWV 
MDT 
MRK 
MET 
MCHP 
MSFT 
MOLX 
MON 

1 7% 
2 8% 
5 3% 
3 6% 
0 4% 
2 5% 
0 6% 
1 4% 
2 9% 
2 4% 
1 9% 
14% 
4 0% 
1 3% 
1 1% 
2 5% 
1 1 %  
5 5% 
3 4% 
2 1% 
1 8% 
1 8% 
1 5% 
3 9% 
3 1% 
1 8% 
1 5% 
2 2% 
3 4% 
1 8% 
0 9% 
2 5% 
3 0% 
1 5% 
4 3% 
4 2% 
2 6% 
2 1 % 
3 4% 
19% 
2 2% 
1 0% 
4 7% 
0 9% 
5 3% 
2 3% 
1 3% 
3 1% 
4 0% 
0 6% 
4 7% 
2 5% 
3 2% 
15% 
2 0% 
1 2% 
3 0% 
0 5% 
2 5% 
0 2% 
3 6% 
2 3% 
3 0% 
2 4% 
1 0% 
16% 
3 2% 
2 6% 
4 3% 
2 1 % 
3 9% 
2 7% 
3 2% 
17% 

8 27% 
13 55% 
6 40% 
7 45% 

13 63% 
7 53% 

1 1  35% 
9 22% 

13 11% 
15 96% 
9 50% 

16 52% 
5 00% 
7 23% 
6 00% 

13 55% 
16 30% 
7 50% 

11 69% 
15 70% 
1 1  19% 
6 30% 

13 32% 
2 50% 

15 00% 

10 00% 
8 78% 
6 50% 

17 66% 
15 60% 
8 77% 
8 30% 

16 64% 
6 60% 
2 25% 

10 00% 
13 41% 
9 73% 
9 10% 
7 65% 

13 20% 
15 00% 
4 50% 

-4 74% 
13 69% 
12 00% 
9 00% 
9 11% 

NA 
9 50% 

14 28% 
8 44% 
4 35% 
7 85% 

12 84% 
8 54% 
1 00% 

15 00% 
19 51% 
8 50% 
8 55% 

10 03% 
12 00% 
13 70% 
10 25% 
10 00% 
7 91% 
4 23% 

12 68% 
12 90% 
10 28% 
10 00% 
15 13% 

io  06% 

10,732 
5,947 

15.200 
17,176 
6,295 

12,595 
23,888 
76,025 
55,131 
44,348 

7,714 
3,500 
4,256 

13,168 
5.457 

27,323 
14,451 
3,886 

114,297 
5,581 

197.026 
4,908 
4.877 

1 1,645 
6,430 

10,323 
3,975 
1,709 

181.614 
24,614 

8,746 
160,852 

19,816 
7,708 

25,973 
7,700 
6,446 

14,544 
60.295 
14,874 
8,781 
4,759 
3,317 
3,223 

4 1.389 
11,331 
8,313 
7,157 

27,753 
16,511 
15,818 
29,892 
10,553 
1 1.378 
36,447 
12,109 
16.237 
4,058 
4,160 

34,279 
8,952 
6,555 

84.884 
12,517 
20,787 
13,235 
5,247 

41.118 
108.541 
42,106 
6,793 

202,344 
4,432 

35.514 

0 000997 
0 000553 
0 001412 
0 00 1596 
0 000585 
0 001 170 
0 002219 
0 007063 
0 005122 
0004120 
0 000717 
0 000325 
0 000395 
0 001223 

0 002539 
0 001343 
0 000361 
0 010619 
0 000519 
0 018305 
0 000456 
0 000453 
0 001082 
0 000597 
0 000959 
0 000369 
0 000159 
0 016874 
0 002287 
0 000813 
0 014945 
0 001841 
0 0007 16 
0 0024 13 
0 000715 
0 000599 
0 001351 
0 005602 
0 001382 
0 000816 
0 000442 
0 000308 
0 000299 
0 003845 
0 001053 
0 000772 
0 000665 
0 002578 
0 001534 
0 00 1470 
0 002777 
0 000980 
0 00 1057 
0 003386 
0 001 125 
0001509 
0 000377 
0 000386 
0 003185 
0 000832 
0 000609 
0 007886 
0 001 163 
0 001931 
0 001230 
0 000487 
0 003820 
0 0 10084 
0 003912 
0 00063 1 
0 018800 
0 0004 12 
0 003300 

0 000507 

0 0000 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
0 0000 
0 0001 
0 0001 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0004 
0 0000 
0 0003 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0006 
0 0000 
0 0000 
0 0004 
0 0001 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0002 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0002 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0002 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0004 
0 0001 
0 0000 
0 0005 
0 0000 
0 0001 

10,732 
5,947 

15,200 
17.176 
6,295 

12,595 
23.888 
76.025 
55,131 
44,348 

7,714 
3,500 
4,256 

13,168 
5,457 

27,323 
14,451 
3.886 

114,297 
5.581 

197,026 
4,908 
4,877 

1 1,645 
6,430 

10,323 
3,975 
1,709 

181,6 14 
24,614 

8,746 
j60.852 

19,816 
7.708 

25,973 
7,700 
6,446 

14,544 
60,295 
14,874 
8,781 
4,759 
3,317 
3,223 

4 1,389 
11,331 
8,313 
7,157 

27.753 

15,818 
29,892 
10,553 
1 1,378 
36,447 
12,109 
16,237 
4.058 
4,160 

34,279 
8.952 
6,555 

84,884 
12,517 
20,787 
13,235 
5.247 

41,l 18 
108,54 1 
42,106 

6,793 
202.344 

4.432 
35,514 

-_ 

0 001001 
0 000555 
0 001418 
0 001602 
0 000587 
0 001 175 
0 002229 
0 007093 
0 005144 
0 004137 
0 000720 
0 000327 
0 000397 
0 001229 
0 000509 
0 002549 
0 001348 
0 000363 
0 010663 
0 00052 1 
0 018382 
0 000458 
0 000455 
0001086 
0 000600 
0 000963 
0 000371 
0 000 159 
0 016944 
0 002296 
0 000816 
0 015007 
0 001849 
0 0007 19 
0 002423 
0000718 
0 000601 
0 001357 
0 005625 
0 001388 
0 000819 
0 000444 
0 000309 
0 000301 
0 003861 
0 001057 
0 000776 
0 000668 
0 002589 

0 001476 
0 002789 

0 001062 
0 003400 
0 001 130 
0001515 
0 000379 
0 000388 
0 003 198 
0 000835 
0 000612 
0 007919 
0 001 168 
0 001939 
0 001235 

0 003836 
0 010126 
0 003928 
0 000634 
0 018878 
0 000413 
0 0033 13 

o 000985 

0 000489 

0 0001 
0 0001 
0 0001 
0 0001 
0 0001 
0 0001 
0 0003 
0 0007 
0 0007 
0 0007 
0 0001 
0 0001 
0 0000 
0 0001 
0 0000 
0 0003 
0 0002 
0 0000 
0 0012 
0 0001 
0 0021 
0 0000 
0 0001 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
00011 
0 0004 
0 0001 
0 0013 
0 0002 
0 0001 
0 0002 
0 0000 
0 0001 
0 0002 
0 0005 
0 0001 
0 0001 
0 0001 
0 0000 
0 0000 

(0 0002) 
0 0001 
0 0001 
0 0001 
0 0002 

0 000 1 
0 0004 
0 0001 
0 0000 
0 0003 
0 0001 
0 000 1 
0 0000 
0 0001 
0 0006 
0 0001 
0 0001 
0 0008 
0 0001 
0 0003 
0 0001 
0 0000 
0 0003 
0 0004 
0 0005 
0 0001 
0 0019 
0 0000 
0 0005 

__ 

Workpaper - Avera Exhibits XIS 201 1 06 Market DCF Page 19 of 27 



223 
224 
225 
226 
227 
228 
229 
230 
23 1 
232 
233 
234 
235 
236 
237 
238 
239 
240 
24 1 
242 
243 
244 
245 
246 
247 
248 
249 
250 
25 1 
252 
253 
254 
255 
256 
257 
258 
259 
260 
26 1 
262 
263 
264 
265 
266 
267 
268 
269 
270 
27 1 
272 
273 
274 
275 
276 
277 
278 
279 
280 
28 1 
282 
283 
284 
285 
286 
287 
288 
289 
290 
29 1 
292 
293 
294 
295 
296 

EPS Growth Market Weighted Weighted 
Dividend Thomson Cap Dividend Yield Thomson Reuters 

Company Ticker Yield Reuters ($Millions) Weight Product Mkt. Cap. Weight Product 
(a) ( 4  (4 

Moody's Corp 
Morgan Stanley 
Murphy Oil Corp 
National Oilwell Varco 
National Semic 
Newell Rubbermaid 
Newmont Mining 
NextEra Energy 
Nicor Inc 
NIKE. Inc 'B' 
NiSource Inc 
Noble Energy 
Nordstrom, Inc 
Norfolk Southern 
Northeast Utilities 
Northern Trust Corp 
Northrop Grumman 
Nucor Corp 
NYSE Euronext 
Occidental Petroleum 
Omnicom Group 
ONEOK Inc 
Oracle Corp 
PACCAR Inc 
Pall Corp 
Parker-Hannifin 
Patterson Cos 
Paychex, Inc 
Peabody Energy 
Penney (J C ) 
People's United Fin'l 
Pepco Holdings 
PepsiCo, Inc 
PerkinElmer Inc 
Pfizer, Inc 
PG&E Corp 
Philip Morris Int'l 
Pinnacle West Capital 
Pioneer Natural Res 
Pitney Bowes 
Plum Creek Timber 
PNC Financial Serv 
Polo Ralph Lauren A 
PPG lnds 
PPL Corp 
Praxair Inc 
Precision Castparts 
Principal Fin'l Group 
Procter & Gamble 
Progress Energy 
Progressive (Ohio) 
Prudential Fin'l 
Public Sew Enterprise 
Public Storage 
QEP Resources 
Qualcomm Inc 
Quest Diagnostics 
RadioShack Corp 
Range Resources Corp 
Raytheon Co 
Regions Financial 
Republic Services 
Reynolds American 
Robert Half Int'l 
Rockwell Automation 
Rockwell Collins 
Roper lnds 
Ross Stores 
Ryder System 
Safeway Inc 
Sara Lee Corp 
SCANA Corp 
Schlumberger Ltd 
Schwab (Charles) 

MCO 
MS 
MUR 
NOV 
NSM 
NWL 
NEM 
NEE 
GAS 
NKE 
NI 
NBL 
JWN 
NSC 
NU 
NTRS 
NOC 
NUE 
NYX 
OXY 
OMC 
OKE 
ORCL 
PCAR 
PLL 
PH 
PDCO 
PAY X 
BTU 
JCP 
PBCT 
POM 
PEP 
PKl 
PFE 
PCG 
PM 
PNW 
PXD 
PBI 
PCL 
PNC 
RL 
PPG 
PPL 
PX 
PCP 
PFG 
PG 
PGN 
PGR 
PRU 
PEG 
PSA 
QEP 
QCOM 
DGX 
RSH 
RRC 
RTN 
RF 
RSG 
RAI 
RHI 
ROK 
COL 
ROP 
ROST 
R 
SWY 
SLE 
SCG 
SLB 
SCHW 

( W  
15% 
0 9% 
1 7% 
0 7% 
1 6% 
2 2% 
1 6% 
4 0% 
3 5% 
1 6% 
4 8% 
0 9% 
2 1% 
2 3% 
3 3% 
2 4% 
3 1% 
3 7% 
3 6% 
1 9% 
2 2% 
3 2% 
0 8% 
1 0% 
1 3% 
1 7% 
1 5% 
4 2% 
0 6% 
2 3% 
4 9% 
5 7% 
3 0% 
11% 
4 2% 
4 5% 
3 9% 
4 8% 
0 1 % 
6 6% 
4 3% 
2 4% 
0 7% 
2 7% 
5 2% 
2 0% 
0 1% 
1 9% 
3 3% 
5 2% 
2 0% 
2 4% 
4 4% 
3 4% 
0 2% 
1 6% 
0 7% 
2 0% 
0 3% 
3 7% 
0 7% 
2 8% 
5 7% 
2 2% 
2 2% 
1 6% 
0 6% 
12% 
2 1 % 
2 6% 
2 5% 
5 1% 
1 2% 
1 5% 

9 97% 
17 27% 
8 00% 

12 35% 
9 50% 
9 67% 
0 42% 
5 54% 

-0 23% 
11 18% 
6 07% 

13 43% 
10 50% 
13 59% 
7 90% 
8 88% 

11 00% 

13 75% 
1 1 15% 
12 50% 
7 95% 

16 00% 
19 70% 
1 1  67% 
11 10% 
12 76% 
12 00% 
23 53% 
13 55% 
7 67% 
7 50% 
7 75% 

12 47% 
281% 
4 91% 

10 13% 
6 38% 

12 00% 

8 50% 
8 40% 
2 33% 
5 76% 

11 87% 
1 1 20% 
-0 11% 
12 75% 
11 32% 
12 30% 
9 03% 
3 88% 
7 20% 

13 43% 
-0 19% 
5 03% 

15 00% 
16 84% 
11 21% 
8 47% 

34 25% 
9 24% 
7 00% 

15 65% 
6 73% 

14 50% 
9 30% 

15 33% 
12 16% 
12 38% 
10 43% 
9 48% 
4 90% 

18 66% 
17 83% 

14 50% 

8,718 
34,208 
12,207 
29,471 
5,876 
4.228 

25,519 
23,693 

2,467 
38.068 

5,403 
14,776 
9,457 

24,799 
6,058 

1 1,208 
18,937 
12,472 
8,634 

83,580 
12,653 
7,329 

155,879 
16,852 
6,151 

13,971 
3,937 

10,682 
14,500 
8.136 
4,460 
4,297 

108,9 15 
2,904 

159,9 19 
16,588 

120,403 
4,748 
9,853 
4,595 
6,266 

31.281 
11,554 
13,302 
13.182 
30,666 
21,773 

9,147 
179,369 
14,02 1 
13,148 
28,215 
15,890 
20,000 
6.878 

88.281 
9,453 
1,324 
8.21 1 

16,214 
7,737 

1 1,486 
21.852 

3,774 
1 1,305 
9,192 
7,564 
8,865 
2,616 
8.3 16 

11,123 
4,980 

111,608 
19,171 

0 000810 
0 003178 
0 00 1134 
0 002738 
0 000546 
0 000393 
0 00237 1 
0 002201 
0 000229 
0 003537 
0 000502 
0 001373 
0 000879 
0 002304 
0 000563 
0001041 
0 001759 
0 001 159 
0 000802 
0 007765 
0001176 
0 00068 1 
0 0 14483 
0 001566 
0 000571 
0 001298 
0 000366 
0 000992 
0 001347 
0 000756 
0 0004 14 
0 000399 
0 0101 19 
0 000270 
0 014858 
0 001541 
0 01 1187 
0 00044 1 
0 000915 
0 000427 
0 000582 
0 002906 
0 001073 
0 001236 
0 001225 
0 002849 
0 002023 
0 000850 
0 016665 
0 001303 
0 001222 
0 002621 
0 001476 
0 001858 
0 000639 
0 008202 
0 000878 
0 000123 
0 000763 
0 001506 
0000719 
0 001067 
0 002030 
0 000351 
0 001050 
0 000854 
0 000703 
0 000824 
0 000243 
0 000773 
0 001033 
0 000463 
0 010369 
0 001781 

0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 

0 0003 
0 0000 
0 0006 
0 0001 
0 0004 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
0 0005 
0 0001 
0 0000 
0 0001 
0 0001 
0 000 1 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 

o oaoo 

8,718 
34.208 
12,207 
29,471 
5,876 
4.228 

25,519 
23,693 

2,467 
38,068 

5,403 
14,776 
9,457 

24,799 
6.058 

11,208 
18,937 
12,472 
8,634 

83,580 
12,653 
7,329 

155,879 
16.852 
6,151 

13,971 
3,937 

10,682 
14,500 
8,136 
4,460 
4,297 

108,915 
2,904 

159,9 19 
16,588 

120,403 
4,748 
9,853 
4,595 
6,266 

31,281 
1 1.554 
13,302 
13,182 
30,666 
21,773 

9,147 
179,369 
14,021 
13,148 
28,215 
15,890 

6,878 
88,281 

9,453 
1,324 
8,211 

16,214 
7,737 

1 1,486 
2 1,852 

3,774 
1 1,305 
9,192 
7,564 
8,865 
2,616 
8,316 

11,123 
4,980 

1 1 1,608 
19,171 

20,000 

0000813 
0 003191 
0 001 139 
0 002750 
0 000548 
0 000394 
0 00238 1 
0 0022 10 
0 000230 
0 003552 
0 000504 
0 00 1378 
0 000882 
0 0023 14 
0 000565 
0 00 1046 
0 00 1767 
0 001 164 
0 000806 
0 007798 
0001181 
0 000684 
0 014543 
0 001572 
0 000574 
0 001303 
0 000367 
0 000997 
0 001353 
0 000759 
0 0004 16 
0 000401 
0 010161 
0 00027 1 
0 0 14920 
0 001548 
0 01 1233 
0 000443 
0 000919 
0 000429 
0 000585 
0 002918 
0 001078 
0 001241 
0 00 1230 
0 002861 
0 00203 1 
0 000853 
0 016734 
0 001308 
0 001227 
0 002632 
0 001483 
0 001866 
0 000642 
0 008236 
0 000882 
0 000 124 
0 000766 
0 001513 
0 000722 
0 00 1072 
0 002039 
0 000352 
0 001055 
0 000858 
0 000706 
0 000827 
0 000244 
0 000776 
0 001038 
0 000465 
0010413 
0 001789 

0 0001 
0 0006 
0 0001 
0 0003 
0 0001 
0 0000 
0 0000 
0 0001 

0 0004 
0 0000 
0 0002 
0 0001 
0 0003 
0 0000 
0 0001 
0 0002 
0 0001 
0 0001 
0 0009 
0 0001 
0 0001 
0 0023 
0 0003 
0 0001 
0 0001 
0 0000 
0 0001 
0 0003 
0 0001 
0 0000 
0 0000 
0 0008 
0 0000 
0 0004 
0 0001 
0 001 1 
0 0000 
0 0001 
0 0000 
0 0000 
0 0002 
0 0001 
0 0001 

(0 0000) 
0 0004 
0 0002 
0 0001 
0 0015 
0 0001 
0 0001 
0 0004 

0 0001 
0 0001 
0 0014 
0 0001 
0 0000 
0 0003 
0 0001 
0 0001 
0 0002 
0 0001 
0 0001 
0 0002 
0 0001 
0 0001 
0 0001 
0 0000 
0 0001 
0 0001 
0 0000 
0 0019 
0 0003 

(0 0000) 

(0 0000) 
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EPS Growth Market Weighted Weighted 
Dividend Thomson Cap Dividend Yield Thomson Reuters 

Company Ticker Yield Reuters ($Millions) Weight Product Mkt. Cap. Weight Product 
(a) (b) (c) (b) 

297 Scripps Networks SNI 
298 Sealed Air SEE 
299 Sempra Energy SRE 
300 Sherwin-Williams SHW 
301 Sigma-Aldrich SIAL 
302 Simon Property Group SPG 
303 SLM Corporation SLM 
304 Smucker (J M ) SJM 
305 Snap-on Inc SNA 
306 Southern Co SO 
307 Southwest Airlines LUV 
308 Spectra Energy SE 
309 St Jude Medical ST.1 
310 Stanley Black & Decker SWK 

312 Starbucks Corp SEUX 
313 Starwood Hotels HOT 
314 State Street Corp STT 
315 Stryker Corp SY K 
316 Sunoco, Inc SUN 
317 SunTrust Banks STI 
318 SUPERVALU INC svu 

320 Price (T Rowe) Group TROW 
321 Target Corp TGT 
322 TECO Energy TE 
323 Tellabs, Inc TLAB 
324 Texas Instruments TXN 
325 Textron, Inc TXT 
326 Bank of New York Mellon EK 

31 1 Staples, Inc SPLS 

3 19 Sysco Corp SYY 

327 Tiffany & Co 
328 Time Warner Cable 
329 Time Warner 
330 TJX Companies 
33 1 Torchmark Corp 
332 Total System Svcs 
333 Travelers Cos 
334 Tyson Foods ‘ A  
335 Union Pacific 
336 United Parcel Serv 
337 U S  SteelCorp 
338 United Technologies 
339 UnitedHealth Group 
340 Unum Group 
341 U S  Bancorp 
342 Valero Energy 
343 Ventas. Inc 
344 Verizon Communic 
345 V F  Corp 
346 Viacom Inc ‘E’ 
347 Visa Inc 
348 Vornado Rlty Trust 
349 Vulcan Materials 
350 Walgreen Co 
351 Wal-Mart Stores 
352 Disney (Walt) 
353 Washington Post 
354 Waste Management 
355 WellPoint, Inc 
356 Wells Fargo 
357 Western Union 
358 Weyerhaeuser Co 
359 Whirlpool Corp 
360 Williams Cos 
361 Windstream Corp 
362 Wisconsin Energy 
363 Wyndham Worldwide 
364 Wynn Resorts 
365 Xcel Energy Inc 
366 Xerox Corp 
367 Xilinx Inc 
368 Yumi Brands 
369 Zions Bancorp 

Workpaper - Avera Exhibits X I S  

TIF 
TWC 
TWX 
TJX 
TMK 
TSS 
TRV 
TSN 
UNP 
UPS 
X 
UTX 
UNH 
[JNM 
USB 
VLO 
VTR 
vz 
VFC 
VINB 
V 
VNO 
VMC 
WAG 
W MT 
DIS 
WPO 
WM 
WLP 
W FC 
wu 
WY 
W HR 
WMB 
WIN 
W EC 
WYN 
WYNN 
XEL 
XRX 
XLNX 
YtJM 
ZION 

0 9% 
2 3% 
3 7% 
1 8% 
11% 
2 8% 
2 5% 
2 3% 
2 3% 
4 8% 
0 2% 
4 0% 
1 8% 
2 4% 
2 7% 
1 5% 
0 6% 
1 7% 
12% 
1 8% 
0 5% 
4 1% 
3 4% 
2 2% 
2 6% 
4 7% 
2 0% 
17% 
0 4% 
2 3% 
1 6% 
2 6% 
2 7% 
15% 
1 1% 
16% 
2 8% 
0 9% 
19% 
3 0% 
0 5% 
2 3% 
13% 
1 5% 
2 1% 
0 8% 
4 4% 
5 5% 
2 5% 
1 3% 
0 8% 
3 0% 
2 7% 
16% 
2 8% 
11% 
2 3% 
3 8% 
1 3% 
1 8% 
1 6% 
3 0% 
2 7% 
2 8% 
7 7% 
3 5% 
2 0% 
0 8% 
4 3% 
18% 
2 3% 
2 1% 
0 2% 

13 38% 
8 28% 
6 77% 

1 1  70% 
9 40% 
7 83% 

10 00% 
7 08% 

1 1  73% 
5 5 1 % 
6 00% 
9 68% 

1 1  84% 
3 00% 

15 03% 
17 84% 
21 20% 
12 50% 
10 55% 
0 20% 
7 17% 
8 05% 
7 60% 

12 25% 
11 36% 
7 45% 
8 33% 

1 1  04% 
22 90% 
10 97% 
13 68% 
16 08% 
14 44% 
13 35% 
8 63% 
8 73% 
9 92% 
7 33% 

14 12% 
11 74% 
8 00% 

10 74% 
1 1 32% 
9 33% 

10 90% 
9 00% 
7 40% 
8 62% 
9 91% 

NA 
19 22% 
3 40% 
9 25% 

15 90% 
1 0 4 1 Q/o 

14 99% 
29 40% 
10 33% 
9 90% 

12 13% 
12 10% 
2 50% 
9 40% 

21 63% 
155% 
7 26% 
6 35% 

37 88% 
5 59% 

15 07% 
12 18% 
12 94% 
7 18% 

7.482 
3.668 

12,686 
8,731 
8.069 

35,000 
8,345 
8,825 
3,300 

33,676 
8,056 

17,188 
15,696 
11,469 
10,850 
26,313 
9,797 

2 1,730 
22,504 
4,74 1 

12,695 
1,800 

17,957 
14,744 
32,004 

3.945 
1,493 

36,368 
5,965 

32,570 
9,232 

24.786 
37,299 
19,143 
4,781 
3,368 

24,277 
6.862 

48,464 
68,221 

5,989 
77,202 
53.484 

7,604 
46,653 
13,777 
10,100 
99,697 
1 1,006 
28,167 
62,150 
16,854 
4,906 

40,628 
185.750 
70,516 

3,318 
17,298 
28,640 

141,748 
12,436 
10,897 
5.722 

16,618 
6,615 
7,206 
5.232 

16,082 
1 1,775 
13,620 
8.642 

25,419 
4,116 
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0 000695 
0 00034 1 
0 001 179 
0 00081 1 
0 000750 
0 003252 
0 000775 
0 000820 
0 000307 
0 003 129 
0 000748 
0 001597 
0 001458 
0 00 1066 
0 00 1008 
0 002445 
0 0009 10 
0 0020 19 
0 002091 
0 000441 
0 001 179 
0 000 167 
0 001668 
0 001370 
0 002973 
0 000367 
0 000139 
0 003379 
0 000554 
0 003026 
0 000858 
0 002303 
0 003465 
0 001779 
0 000444 
0 000313 
0 002256 
0 000638 
0 004503 
0 006338 
0 000556 
0 007173 
0 004969 
0 000706 
0 004334 
0 001280 
0 000938 
0 009263 
0 001023 
0 0026 17 
0 005774 
0 00 1566 
0 000456 
0 003775 
0 017258 
0 006552 
0 000308 
0 001607 
0 002661 
0 013170 
0 001 155 
0 001012 
0 000532 
0 001544 
0 000615 
0 000670 

0 00 1494 
0 001094 

0 000803 
0 002362 
0 000382 

a 000486 

0 001265 

0 0000 
0 0000 

0 0000 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0002 
0 0000 
0 0001 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0001 
0 0000 
0 0000 
0 0001 
0 0000 
0 0001 
0 0000 
0 0001 
0 0001 
0 0000 
0 0000 
0 0000 
0 0001 
0 0000 
0 0001 
0 0002 
0 0000 
0 0002 
0 0001 
0 0000 
0 0001 
0 0000 
0 0000 
0 0005 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0001 
0 0005 
0 0001 
0 0000 
0 0001 
0 0000 
0 0002 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 
0 0000 

0 0000 

7,482 
3,668 

12,686 
8,731 
8,069 

35,000 
8,345 
8,825 
3.300 

33,676 
8.056 

17,188 
15,696 
1 1,469 
10,850 
26,313 
9,797 

21.730 
22,504 
4,741 

12,695 
1,800 

17,957 
14,744 
32,004 
3,945 
1,493 

36,368 
5,965 

32,570 
9,232 

24,786 
37,299 
19,143 
4,781 
3,368 

24.277 
6,862 

48,464 
68,221 

5.989 
77,202 
53,484 
7.604 

46,653 
13,777 
10,100 
99,697 
1 1,006 

62,150 
16,854 
4,906 

40,628 
185,750 
70,516 

3.3 18 
17,298 
28,640 

14 1,748 
12,436 
10,897 
5,722 

16,618 
6,6 15 
7,206 
5,232 

16,082 
1 1,775 
13,620 
8,642 

25.4 19 
4.1 16 

0 000698 
0 000342 
0 001 184 
0 000815 
0 000753 
0 003265 
0 000779 
0 000823 
0 000308 
0 003142 
0 000752 
0 001604 
0 001464 
0 00 1070 
0 001012 
0 002455 
0 000914 
0 002027 
0 002100 
0 000442 
0 001 184 
0 000168 
0 001675 
0 001376 
0 002986 
0 000368 
0 000139 
0 003393 
0 000556 
0 003039 
0 00086 1 
0 002312 
0 003480 
0 001786 
0 000446 
0 000314 
0 002265 
0 000640 
0 004521 
0 006365 
0 000559 
0 007203 
0 004990 
0 000709 
0 004353 
0 00 1285 
0 000942 

0 001027 

0 005798 
0 00 1572 
0 000458 
0 003790 
0 017330 
0 006579 
0 000310 
0 001614 
0 002672 
0 013225 
0 001160 
0 001017 
0 000534 
0 00 1550 
0 000617 
0 000672 
0 000488 
0 001500 
0 001099 
0 001271 
0 000806 
0 002371 
0 000384 

o 009301 

0 0001 
0 0000 
0 0001 
0 0001 
0 0001 
0 0003 
0 0001 
0 0001 
0 0000 
0 0002 
0 0000 
0 0002 
0 0002 
0 0000 
0 0002 
0 0004 

0 0003 
0 0002 
0 0000 
0 0001 
0 0000 
0 000 I 
0 0002 
0 0003 
0 0000 
0 0000 
0 0004 
0 0001 
0 0003 
0 0001 
0 0004 
0 0005 
0 0002 
0 0000 
0 0000 
0 0002 
0 0000 
0 0006 
0 0007 
0 0000 
0 0008 
0 0006 
0 0001 
0 0005 
0 0001 
0 0001 
0 0008 
0 0001 

00011 
0 0001 
0 0000 
0 0006 
0 0018 
0 0010 
0 0001 
0 0002 
0 0003 
0 0016 
0 0001 
0 0000 
0 0001 
0 0003 
0 0000 
0 0000 
0 0000 
0 0006 
0 0001 
0 0002 
0 0001 
0 0003 
0 0000 

0 0002 
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EPS Growth Market Weighted Weighted 
Dividend Thornson Cap Dividend Yield Thornson Reuters 

Company Ticker Yield Reuters ($Millions) Weight Product Mkt. Cap. Weight Product 

10,718,555 1.000000 
(a) (b) ( 4  (b) 

10,763,232 1.000000 
2.3% 10.9% 

Weighted Average 

NA -- Not Available 

(a) 
(b) 
( e )  

www standardandpoors corn (retrieved June 24. 201 1) 
www valuehe corn (retrieved June 26, 201 1) 
http //finance yahoo corn (retrieved July 3, 201 1 )  
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6-MONTH AVERAGE BOND YIELDS 

Api- 
May 
J u n  
.I111 

Aug 
SCD 

Average 

( a )  
Public Utilitv Bonds 

( b )  
30-Yr. 
Govt. 
4.50'%1 
4.29% 
4 23% 
4.27% 
3.65'%, 
3 I 1 8% - ------ 

5.57'%1 5.10'%1 4.86% 5.18% 4.02% 4.75% 

(a)  Moody's Investois Service 
(b)  http://www lcderalicseivc.gov/ielcnscslli 1 Vdata l i t i i i  

Workpaper - Avera Exhibkxls Bond Yields 

( 8 )  

AAA 
Corp. 

5 ~ I 6% 
4.96% 
4.99% 
4.93% 
4.3 7% 
4.09% 
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BOND WELD FORECAST 

201 2-15 
Piojccted AA IJtility Yield 

IHS Global Insight ( a )  
EIA (17) 

Aveiagc 

Current BBB - AA Yield Spread (c)  

Implied Triple-B Utility Yiclcl 

6,3 3'%) 
6.5 7% 

6.45'%) 

0.7 I '%) 

7.1 6% 

11-IS Global Insight, U S  Ec01701rric Ori//ooL at 19 (Fcb. 201 1 ). 
Energy Information Administration, ,4/7r7ud Ericr:<ij Or///oo/i 20/ I 
(Apr. 26, 20 I 1 ). 
Based on iiioiitlily average bond yields fot the six-month 1x1 iod 
Al>i.. - SCI?. 201 I 

3O-Y1 I TITZISLIIY 
Valuc L.iiic (13) 

IMS Global liisight (c) 
Blue Chip ((1) 

Valuc Liiic (b) 
IHS Global Insight (c) 
Bluc Chip (d) 
S&P (c) 

AA Utility 
11-1s Global Insight ( e )  
EIA (f, 

AAA Corporate 

Current (a) 2012 

5.1%) 5 "4%) 
5.1% 5.5% 

2013 

5 " O'%) 
5 .O%, 
5.1%) 

6.0%) 
6 10% 
5.9%) 
4.7% 

6.3 '%, 
6.4% 

- - 2014 

5.3%) 
5.1% 
5.5'%r 

6.2% 
6.2% 
6.3% 
5.9% 

6.4% 
7.0%) 

2015 

5 " 7%) 
6.O'X1 
5.7% 

6.5% 
6.8% 
6.5?4 
6.8% 

7.2'%, 
7.4%) 

- 

(a )  Based on monthly average bond yields for the six-nioiitli period Mar. - Aug. 201 I reported 
at www.ct~cdittrcnds.iiioodys.Cotii and littp://ww~v.fcdelnIiescr\~c.gov/rrleases 
ill1 s/data.lltlll. 

(b) Tlic Value Line Invcstiiicnt Survey, Foiccast fol, the U S .  E,conotny (Aug. 26, 201 1)-  
(c) IHS Global Insight, IJS. Ec:'c0/70/77ic O/r//<)o/i at I9 (Fcb. 201 1). 
(d)  B/rrc. Cl7ip Fir7crr7citrl F'orectrs/,s. Vol. 30, No. 0 ( h n .  I ,  201 1 ). 

Standard & Poor's Corpoiation, "US. Economic Foiecast: Still Treading Watei,," 
Rcr/i/7gsDir-c~c/ (Aug. 17, 201 1). 

( f )  Enelgy Infortiiation Adiiiinisttation, ,4/717trirI 07ogi~ OL///oofi 2011 (April 26, 201 I )  

BLUE CHIP 

AAA 
Baa 

I - J u I 1 -  1 -Jlili 

01-2011 2013-17 chg. 
5.13 6.3 1.17 
6.09 7.2 1.1 I 

1.14 

5.4% 
5.3'% 
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Market 
Cap 

$ 15,273.943 
$ 6,895.258 
$ 3,714.445 
$ 2,512.137 
$ 1,778.756 
$ 1,214.679 
$ 772.795 
$ 478.102 
$ 235.725 
$ l"222 

Size 
Premium 

-0.38% 
0.81% 
1.01 Yo 
1.20% 
1.81 Yo 
1.82% 
1.88% 
2.65% 
2.94% 
6.36% 
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WOOLRIDGE PROXY GROUP 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
2 5 
26 
27 
28 

Warkpaper - Avera Exhibits.xls 

Company 
ALLETE 
Alliant Energy 
Ameren Corp. 
American Elec Pwr 
Avista Corp. 

CMS Energy 
Coiisolidated Edison 
DTE Energy Co. 
Ed i soli 11-1 tema ti ona 1 
Entergy Corp. 
Great Plains Energy 
Hawaiian Elec. 
IDACORP, Iiic. 
MGE Energy 
NextEra Energy, Inc. 
OGE Energy Corp. 
Pepco Holdings 
PG&E Corp. 
Piruiiacle West Capital 
Portland General Elec. 
SCANA Corp. 
Sori therii Company 
TECO Energy 
1Jnisou rce Energy 
Westar Energy 
Wisconsin Energy 
Xcel Energy, 11ic. 
Average 

Cleco Corp. 

Woolridge Mkt Cap 

Market 
Cap 

$1,311 
$4,389 
$7,132 

$18,167 
$1,398 
$2,094 
$4,862 

$16,416 
$8,365 

$11,752 
$1 1,280 
$2,580 
$2,264 
$1,818 

$942 
$23,085 
$4,807 
$4,250 

$16,622 
$4,709 
$1,780 
$5,046 

$35,473 
$3,852 
$1,365 
$2,948 
$7,304 

$1 1,745 
$7,777 
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Coiiipany Ticker 
ALLETE ALE 
Amer. EIec AEP 
Avista Cor] AVA 
Black Hills RKH 
Cleco Corp CNL 
Entergy Co ETR 
Hawaiian E HE 
PG&E Cor1 PCG 
Piiii-iacle W PNW 
Portland Gt POR 
SCANA Cc SCC, 
TECO Ener TE 
UniSource UNS 
Westar En€ WR 
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Market Cap $ (Mil) 
1,291.85 

18,132.84 
1,432.64 
1,229.28 
2,106.29 

11,439.33 
2,351.27 

17,153.01 
4,705.96 
1,752.43 
5,182.73 
3,720.83 
1,323.50 
3,058.40 

5,348.60 
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Company 
ALL. ET E 

Anici-ican Electric 
Powcr 

Avista Corp. 

Excerpt from 2010 Form 10-K 
Nearly all retail salcs incliidc billing acijiistment clauses, which adjust electric scrvicc IiItcS 

for changes i n  tlic cost of fuel and piircliascd cncrgy, rccovcry oi'c~irrcnt and dcfcrrcd 
conscrvation iniprovciiicnt pi'ogram cxpcnditiircs and Iccovcry of-certain cnvironmcntal and 
rcncwablc cxpcnditiircs. ( p  I ? )  

Wc liavc an approvcd cost rccovcry ridci, in  place for ccrtain tmnsniission cxpcnditiires, and 
oiir currcnt billing factor was approvcd by tlic MPIJC i n  June 2009. The billiiig fiictor allows 
its to charge our rctail ciistomcrs on a currcnt basis for the costs of constructing ccilain 
transmission facilities plus a rctiirn on thc capital invcstcd. I n  our 20 10 ratc case, tlic MPUC 
approvcd moving coniplctcd transmission pro,jccts from tlie currcnt cost rccovcry riticr to 
basc rates. In July 20 I O ,  we iilcd for an updatcd billing factor that incliidcs additional 
transmission prqjccts and cxpcnscs which wc cxpcct to bc approvcd in  early 20 I I (11 13) 

C'o~ise~~iwrio~~ / ~ ~ z p / + o i v m ~ / i /  Prog/*rrni (C/P). Minncsota rcquircs electric utilities to spcnd a 
minimum of 1 .S pcrccnt of gross operating rcvcniics from scrvicc provided in the state on 
energy ClPs each year. Tlicsc invcstmcnts arc rccovcrcd from rctail customers through a 
billing ad,jiistnicnt and amounts iiicludcd in  retail basc mtcs. Tlic MPIJC allows utilities to 
accumulatc, i n  a dcfcrrcd account for fiiturc cost rccovcry, all CIP cxpcnditiires, as well as a 
carrying charge on tlie dcferrcd account balance. ( p  1.3) 

Rcgulatcri utility electric ratcs incliidc adjustincnt clauses that: ( 1 ) bill or credit customcis foi 
fuel and purcliascd cncigy costs abovc or bclow the base Icvcls in rate sclicdulcs; (2) bill 
retail custonicrs for tlie rccovcry of conscrvation iiiiprovcnicnt program cxpcndituics not 
collcctcd i n  basc rates; and ( 3 )  bill customcrs for tlie rccovcry of' certain cnviionnicntal and 
rcncwablc cncrgy cxpcnditurcs. Fuel and purcliascd powci cxpcnsc is dcfcircd to matcli tlic 
period in which tlic rcvcnuc for fiicl and piircliascd powcr cxpcnsc is collcctcd froin 

Indiana provides for tinicly fiicl and purcliascd powci cost rccovcry through a fiicl cost 
rccovcry nicclianism. (p 19) 

cllstonlcl s pLlrSllant to the file1 ad~jllstnlent clausc. (p59) 

Oldahotm PSO provides retail clcctric scrvicc in  Oldahoina at bundlcd rates approvcd by 
thc OCC PSO's rates aie set on a cost-of-service basis. Fucl and piiicliascd cncrgy costs 
abovc or bclow tlic amount includcd i n  basc rates arc rccovcrcd or rcfiindcd by applying a 
fiicl adjustnicnt factor to ictail kilowatt-hour sales. (p  19) 

Virginia gcncrally allows for tiiiicly rccovcry of fiicl costs through a fuel atijiistnicnt 
clausc. Transmission scrviccs arc provided at OATT ratcs based on ratcs cstablislicd by tlic 
FERC. APCo is pcrtnittcd to retain a inininiuni of2.5'% of the margins froni its off-systciii 
salcs with the rciiiaining niargins froin such salcs credited against its fiicl atljustnicnt claiise 
factor with a triic-up to actual. I n  addition to basc ratcs and fiicl cost rccovcry, APCo is 
permitted to recover a varicty of costs tlirougli ratc ad,jiistmcnt clauses. West Virginia. APCo 
and WPCo provide retail elcctric service at bundlcd rates approved by tlic WVPSC, with 
rates set on a cost-of-service basis. West Virginia gcncrally allows for tinicly recovery of fuel 
costs through an cxpandcd nct cncrgy clausc which trim-up to actual expenses. 

Other Jurisdictions. Tlic piiblic utility subsitliarics of AEP also provide scrvicc at  
cost bascd rcgulated bundlcd iates in Arkansas, KentiicI<y, L,ouisiana and Tcnncssec and 
rcgiilatcd imbundlcd rates i n  Michigan Thcsc ji i i  isdictions provide foi tlic tinicly rccovcry of 
fiicl costs tli i  oirgli fuel aci.jiistnicnt clauses that truc-up to actual cxpcnscs. (1320) 

Environnicntal Cost Recovery factor i n  Virginia 
Thc OPUC cstablishcd riilcs i n  Scptcnibcr 2007 related to Orcgon Scnatc Bill 408 (OSB 

408), which was cnactcd into law in  200.5. Tlicsc rules direct thc utility to cstablish an 
aiitomatic adjustnicnt clausc to account for thc diffcrencc betwecn incoinc taxes collcctcd i n  
rates and taxcs paid to units of governnicnt, nct of ad.justnicnts, wlicn that diffcrcncc cxcccds 
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I---- Clcco Corp. 

$ IO0,OOO. The automatic adjustmcnt clause may result in  either rate increases or rate 
ctccrcascs (1326) 

The Eiicigy Recovery Mechanism (ERM) is an  accounting method iiscd to track certain 
tiiffcrenccs bctwccn actual powci siipply costs, net of the margin on wholesale sales and sales 
offiicl, and tlic amoimt incliidcd in base retail rates for oiii Washington custoiiicrs. (p  26) 

We haw a Power Cost Adjustmcnt (PCA) mechanism in Idaho that allows lis to modify 
clcctiic rates on October 1 of cach year with IPUC approval. (p. 27) 

UiitJci established 1-cgulatoi y piactices in cach icspcctivc state, we are allowed to adjust 
iiatiiial gas iates pel iodically (with icgulatoi y appioval) to icflcct increases or dccicascs in 
t11c cost of natllral gas plllcll~lscd. (11. 9) 

I n  South Dakota bcginniiig April I ,  201 0, the steam plant fuel and conditioiial energy 
cost adjustment WCIC combined into a single cost aci.jiistmcnt called tlic Fuel and Piuchascd 
Power Adjustment clause. Tlic Fiicl and Purchased Powci Adjustment Clausc piovides for 
tlic diicct I ccovcry of incrcascd fiicl and puichasctl powci costs iiicttrrctf to serve S o d 1  
Dakota eiistoiiiers (p.  28) 

I n  Wyoming beginning Jimc 1, 2010 a siiiiilai Fuel and Piircliasc Power Cost Adjiistiiiciit was 
instituted. 

111 Colorado, we have a cost adjustment for iiicrcascs 01 decrcascs in purchased power and 
fuel costs anti a transmission cost ad.justiiicnt. The cost adjustment clausc provides for the 
direct rccovciy of iiicrcascd purchased powcr and file1 costs or tlic issuance of credits for 
decreases in purcliascd power and fuel costs Tlic traiismissioii cost ad.jiistiiiciit is a rider to 
tlic custoiiicr's bill which allows tlic utility to earn an authorized return 011 new transmission 
investment and iccovcry of opcrations and iiiaiiitciiance costs related to tiansmission. 

In Colorado, beginning in Novciiibcr 20 IO,  tlic CPUC approved tlic iiiiplciiicntation of a 
Piirchasetl Capacity Cost Adjiistmcnt, the purpose of which is to recover the incrcasc i n  
capacity cost rclated to Colorado Electric's piircliase power agreement with PSCo. 

The abovc mechanisms allow tlic utilities to collcct, or refund, tlic diffeicncc between tlic 
cost of. coiiiiiioditics and certain services ciiibcddcd iii our base rates and tlic actual cost of the 
coiiiinotiities and certain services without filing a gena-a1 rate case. In sonic iiistanccs, such 
as tlie tiansmission cost adjustiiicnt in Colorado, tlie utility has the opportiinity to cam its 
authorized rctiirn on new capital investment. (13. 28) 

All of oiir gas distribution utilities have PGA provisions that allow them to pass tlic 
priidciitly-inciirrcd cost of gas through to the custoincr. (p, I 16) 

Changes in fuel and purchased power expenses reflect fluctuatioiis i n  types and pricing of 
fuel used foi elect1 ic generation, fucl handling costs, availability of cconomical power for 
purchase, and deferral of expenses for 1 ccovery fiom customers throngh the fiiel adjustmcnt 
clause in subsequent months (p8) 

Clcco Power's electric ratcs include a fuel and purchased powci cost ad.justnient clausc that 
enables it to ad.just iates for monthly fluctuations i n  the cost of fuel and purchased 
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Entcigy C‘orp 

H ii wa i ian El cc. 

PG&E Corp. 

power. Rcvcntic from certain off-systcm salcs to other utilities and cncrgy marketing 
conipanics is passcd on to customcrs through a rcductioii in fiicl cost ad,iiistmcnt billing 

Entcrgy Arkansas, Entcrgy Gulf Statcs L.ouisiana, Entcrgy L.ouisiana, Entcrgy Mississippi, 
Entcrgy Ncw Orlcans, and Entcrgy Texas tire allowcd to rccovci’ fuel and purchascd powcr 
costs through fuel mcchanisms included in clcctric and gas ratcs that arc rccordcd as fiicl cost 

factors. (p13) 

rccovcry IcvcnLIcs 

Tlic rate scttlciiicnt provides an inccntivc foi Entcrgy Ncw Orlcans to nicct 01 cxcced cncrgy 
savings targcts sct by tlic City Coiincil and piovidcs a mcchanism for Eiitcigy New Orlcans 
io ICCOVCI lost contribution to fixcd costs associatcd with tlic cncigy savings gcncmtctl fro111 
tlic cncrgy cfficicncy prograiiis. (1374) 

Aiiothci ofthc initiativcs was advaiiccd whcn, on Dccciiibcr 29, 20 10, the PUC approvcd the 
i~iiplcmc~itation of rcvcntic dccoupling foi I-1ECO iundcr wliicli HECO is allowcd to rccovc~ 
PIJC-approved rcvcnuc rcquircmcnts without bcing dcpcntlcnt on the amount of electricity 
sold ( p S )  

Thc clcctiic utilitics’ pcnsion tracking mcchanisms help niodcmtc pcnsion cxpcnsc (p29) 

To inipiovc tlic timing and ccrtainty of tlic iccovciy of tlicii costs, tlic clcctric iitilitics liavc 
proposcd ancf rcccivcd appioval of various cost recovery niccliaiiisms incliiding an ECAC, 
and moic iccciiily ii dccoupling nicclianism, a purchascd powci adjustmcnt clause, and a 
icncwablc cncrgy infmstructrirc progiani suicliargc ( p  32) 

ECAC - Encrgy cost adjustincnt clauses 

On January 24, 20 1 1, HECO filed tariffs for the final iatcs for tlic PIJC’s rcvicw atid approval 
and rcqticstcd thc tariffs bcconic cffcctivc on March 1,  201 1 .  Tlic tariffs iiicliidcd provisions 
to cstablisli the dccoupling icvcniic balancing account (which rciiiovcs the historic l ink  
bctwccn clcctricity iisagc and rcvcnucs), tlic rcvcntic adj tistmcnt mcchanism (which allows 
tlic utility to rccovcr its invcstmcnts and costs in a tiiiiclicr mannci) and thc PPAC. (p60) 

Tlic ratc sclicdulcs oftlic clcctric iitilitics includc cncigy cost adjiistiiicnt clauscs (ECACs) 
nndcr which clcctric iatcs arc adjiistcd for cliaiigcs i n  tlic wcightcd-avcragc pricc paid foi fiicl 
oil and ccitaiii componcnts of purchased powcr, and tlic rclativc amounts of company- 
gcncratcd powcr and purchased powcr. Tlic ECACs also incltidc a provision requiring a 
qiiai-tcrly icconciliation of tlic amounts collcctcd through tlic ECACs. ( p  103) 
Rcgnlatory balancing accounts arc uscd to adjust tlic IJtility’s rcvcnuc rcquircmcnts. Salcs 
balancing accounts tiack differcnccs bctwccn tlic IJtility’s iccorded rcvcnues and its 
authorized rcvcntic rcqtiircnicnts. dtic priiiiai ily io salcs fliictiiations. In general, clcctricity 
salcs aic liiglicr in tlic suninicr months and natural gas salcs arc liiglicr in thc wintcr niontlis. 
Cost balancing accounts track diffcrenccs bctwccn thc Utility’s incurred costs and its 
autliorizcd rcvciitie rcquircnicnts, most importantly foi cncrgy commodity costs and volri~iics 
that can bc affcctctl by seasonal demand, wcatlier, and other factors. (p i  1 )  

Tlic 1Jtility iccovcrs its clcctricity procnrcnicnt costs and tlic fiicl costs for the IJtility’s own 
gcncration facilities (but cxcltidiiig the costs of clcctricity allocated to thc IJtility’s custoiners 
undcr DWR contracts) through thc Encrgy Rcsourcc Recovcry Account (“ERRA”), a 
balancing account authoiizcd by thc CPUC iii  accordance with Assembly Bill 57. The ERRA 
tracks the diffcrcncc bctwccii ( 1 ) billcd/unbillcd ERRA rcvcniics and (2) electric prociirciiicnt 
costs incinicd tnidcr tlic IJtility’s autliorizcd procurenicnt plans. ( p l 3 )  

Thc CPIJC-authorizcd rcvciiiic rcquircmcnts for capital costs and non-fiicl operating and 
maintcnancc costs for opcrating Utility-ownctl gencratioii facilities arc addrcsscd in tlic 
Utility’s GRC. The CPUC-authorizcd rcvciit~c rcqtiircnicnts to rccovcr the initial capital costs 
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foi utility-owncd genelation projccts arc rccovc~ ctf thiougli a balancing account, thc IJtility 
Gcncmtioii Balancing Account (“UGBA”), which tracks thc diffci cncc bctwccn thc CPUC- 
ilpl?rovcd forccast ol initial capital costs, adjustcd froiii time to time as pcrmittcd by thc 
CPUC, and actual costs. (17 14) 

Thc local tlansmission rcvcniic rcqiiirciiiciit is allocatcd approxiiiiatcly 7 I ‘5, to COI’C 

customcrs and 29‘51 to lion-corc customcrs. Thc lJtility rccovcrs thc portion allocatcd to corc 
ciistoiiicrs through a balancing account. but the Utility’s rccovcry of thc portion allocatcd to 
noli-corc ciistoiiicrs is siib,jcct to volunictric and price risk. (p 16) 

Thc storagc icvciiiic rcquirciiicnt is allocatcd approxiiiiatcly 7 1 ‘5, to corc customci s, 12‘5, to 
non-coic storagc scivicc, and 17‘5, to pipclinc load balancing scrvicc Thc IJtility ~ccovcis thc 
portion allocatcd to corc customcis through a balancing account, but thc litility’s iccovciy of 
thc portion allocatcd to non-corc ciistoiiicrs IS sirbjcct to volumetric and pi icc I isk. (p  17) 

Thc IJtility scts thc natuial gas piocincnicnt ratc foi core ciistoiiicrs monthly, bascd on thc 
forccastcd costs of natural gas, corc pipeline capacity and stoiagc costs. Thc Utility icflccts 
thc diffcrcncc bctwccii actual natural gas piirchasc costs and foi ccastcd natiiral gas piirchasc 
costs i n  scvcral natianl gas balancing accounts, with undcr-collections and over-collections 
takcii into accoimt in subscquciit nionthly ratcs ( p  16) 

The IJtility has tcgulatory balancing accounts for corc customers dcsigncd to cnsiirc that thc 
IJtility’s rcsults of opciations ovcr the long term arc not affcctcd by wcathcr variations, 
conservation, 01 changcs i n  thcir consumption Icvcls. Thc IJtility’s rcsults of opcrations can, 
howcvci, bc affcctcd by non-corc consumption lcvcls bccausc thci c arc fcwci rcgulatory 
balancing accounts rclatcd to noli-coic customcis. Approximatcly 97% of thc IJtility’s natural 
gas distribution basc rcvciiiics arc rccovcrcd from corc customcrs and 3% arc rccovcrcd fi-0111 
IiOIi-COrC cListo1iicI-s. ( ~ 2 5 )  

The CPlJC iiiay aiithorizc thc IJtility to i.cccivc annual incrcases for the ycars bctwccii GRCs 
in thc basc rcvcntics authorized for thc test ycar o f a  GRC i n  ordcr to avoid a rcduction in 
carnings i n  thosc ycars duc to, among othcr things, inflation and iiicreascs in invcstcd capital. 
Thcsc adjiistiiicnts arc known as attrition ratc ad,justmcnts. Attrition ratc ad,justmcnts providc 
iiicrcascs in thc rcvcnuc i’cquireiiicnts that thc lJtility is authorizcd to collcct i n  ratcs for 
clcctricity and natural gas distribution and clcctricity gcncration opcrations. Thc proposcd 
scttlcmcnt agrccincnt in the 1Jtility’s 20 1 1 GRC includcs a provision for attrition ratc 
incrcascs i n  2012 and 2013. (p12) 
On Octobcr 18, 20 I O ,  thc Chairman of thc ACC issiicd a draft dccoupling policy statcmcnt 
for coiisidcration by thc commission. On Dccciiibcr IS, 20 10 thc ACC unaiiiiiiously approvcd 
a slightly iiiodificd dccoupling policy statciiicnt siipportivc of using a revcniic-pcr-ciistoiiicr 
nicthodology, which is thc iiicchanisiii APS and a niniibcr of othcr partics support. (13.5 1 ) 

Rerieivable Eiiergj? Staiirlard. I n  2006, thc ACC approvcd thc RES. Undcr the RES, clectric 
utilitics that arc rcgulatcd by thc ACC mist  supply an increasing pciccntagc of thcir retail 
clcctric cncrgy salcs from cligiblc rcncwablc rcsourccs, including solar, wind, biomass, 
biogas and gcothcrmal tcchnologics. 111 ordci to achicvc thcsc rcqiiircmcnts, thc ACC allows 
APS to iiicludc a RES surchargc as part of ciistomer bills to rccovcr thc approvcd amounts foi 
iisc on rciicwablc cncrgy projccts (p98) . 
Deiitanrl-Side Manageinent Adjrrstor Cliarge (“DSMAC’Y. The 2009 retail ratc casc 
scttlcmcnt agreciiicnt rcquircs APS to submit an annual Encrgy Efficicncy Iiiiplcincntation 
Plan for rcvicw by and approval of thc ACC. On July IS, 2009, APS filed its initial Encrgy 
Efficicncy linplcniciitation Plan, icqiicsting approval by thc ACC of programs and prograin 
clciiicnts for which APS had estiinatcd a budgct in  the amount of$SO million for 20 I O .  APS 
rcccived ACC approval of all of its proposcd programs and implciiiciitcd thc new DSMAC on 
March 1. 2010. A siirchaiec was addcd to customcr bills in ordcr to rccovcr thcsc cstiinatcd 

Workpaper - Exhibit WEA-9.doc Page 4 of 7 



Port 1 and G cnerd 
Elcc. 

amounts foi use on ccrtain dcinanci-si& managciiicnt programs The SLII chargc allows foi the 
recovery of energy efficiency expenses anti any eariicd incentives. (1799) 

PSA Mw/ronisrri rrrrd Bdurtce. The PSA, which tlic ACC initially a p p  ovcd 111 200.5 as ;I p a l  t 
oIAPS’s 2003 late case, aiid which was iiiodified by the ACC in 2007, provides foi the 
ad.jiistiiicnt of retail rates to reflect variations in  ictal1 fitel and purchased power costs. (1799) 
Decoiip/i/ig-Thc dccoupling iiiccliaiiistii, initially authoiizcd by the OPUC i n  PGE’s 2009 
Gcncl-al Rate Case, is intended to provide foi recovery of reduced ieveiiiies icsulting from a 
ieduction in  clccti icity sales attributable to energy cfficicncy and coiiscrvatioti efforts by 
I csidciitial and certain commercial ciistoincrs The tncchanism provides f o ~  custonicI 
collection i f  wcatlicr adjustcd LISC per custoiiici is lowet tlim levels incliidcd in  the 
Company’s most recent general late case, it also provides for customct refunds if weather 
adjusted use per customer exceeds levels iiiclndcci in the gciicial rate case. . 
Company’s 201 I Gciicral Rate Case, the OPUC authorized thc continucd use of the 
dccoupling Iiicclianisiii tlirough Deceiiibci 3 1 , 20 13, with coiivci sioii to an annual calcnciai 
basis (p9) 

As part of the 

Anniial Powci Cost Update Tariff (AIJT). Under this tariff, customer prices arc adjusted 
annually to reflect the latest forecast of NVPC. Such foiccasts assume average regional hydro 
conditions (based on seventy ycats ofsticaiii flow data covering the period 1928 - 1998) and 
current hydro operating constraints and requirements. Ai1 initial NVPC forecast, subiiiittcd to 
the OPIJC by April 1 each year, is updated during the year and finalized i n  Novciiibci. Based 
upon the .final forecast, new prices, as approved by the OPIJC, become effective at the 
begiiiiiiiig of tlic next calendar year; a i d  

- Power Cost Adjustinelit Mechanism (PCAM). Customer pi ices can also be 
adjusted to I eflect a portiou of the difference between each year’s forecasted 
NVPC iiicludcd in  prices and actual NVPC for the year. Uiidei the PCAM, PGE 
is subject to a portion of the business risk 01 benefit associated with the 
difference between actual NVPC and that iiicliided i n  base prices The PCAM 
utilizes aii asymmett ical deadband within which PGE absorbs cost variances, 
with a 9011 0 sharing of such vai iances between ciistoincrs aiid the Coiiipany 
outside of tlic deadband. Aiiiiiial results of the PCAM are subject to application 
oi a regulated earnings test, under which a refkid will occur only to the extent 
that it results i n  PGE’s actual rcgiilated return on equity (ROE) for that year 
bcing no less than I ‘%I abovc tlic Company’s latest authorizcd ROE. A collectioii 
will occur only to the extent that it icsults i n  PGE’s actual regulated ROE for that 
ycar bciiig no greatct than I?h below the Company’s last authoiized ROE 

(P7) 
The Act also provides for the recovery iii custoriier prices of all prudently incurred costs 
rcqiiiicd to comply with the RPS Uiidcr a renewable adjustmeiit claiisc (RAC) mechanism, 
PGE can rccovcr tlic revenue requiiciiiciit of new renewable resoiirces aiid associated 
ti-aiisiiiissioii that are not yet iiicliidccf iii prices Under the RAC, PGE submits a filing on 
April 1 of each year for iicw renewable resoiiices being placed in  service in the current year, 
with prices to beeoine effective Jaiiiiary 1st ofthc following year. In addition, the RAC 
pIovidcs for the deferral and subsequent recovery of eligible costs incurred prior to 
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Janiiary 1 st ofthc following ycar. (137) 

Recovery o f ne t rcvc n tic rcq iii re nicn t s assoc ia tetl wit 1.1 tic w rcnc wa b 1 c rcsoiirces, wli ich arc 
required by the 2007 Orcgon Rcncwablc Energy Act, is allowed iinder a rcncwablc 
ad,jitstnicnt claiisc riicchanism authorized by the OPIJC. (13 100) 
SCE&,G's giis rate schcdiilcs foi, its rcsidcntial, sniall coiiiiiicrcial and sinal1 industrial 
customers incliidc a WNA approvcd by the SCPSC which is in effect for bills rcndcred for 
billing cyclcs in November through April. The WNA increases tariff rates if weather is 
warmcr than noriiial and dccrcascs rates if weather is colder than normal. (13 IS)  

CUT Customci lJsagc Tiacltct - PSNC Energy is authoiized by the NCUC to utilize a CIJT 
which allows PSNC Encigy to adliist its base rates semi-annually for residential and 
commcrcial customcrs bascd on ;ivcragc per ciistomci consumption wlictlicr impacted by 
weather or other factors ( p  16) 

The SCPSC's fiiel cost rccovct y procedure deteriiiincs tlic fiicl component i n  SCEGrG's retail 
electric base rates annually bascd on projected fiicl costs for the cnsuing 12-month period, 
adjusted for any over-collection or iiiidcr-collection fi 0111 the preceding 12-month period The 
statutory definition oi fiicl costs includes certain variable cnvironnicntal costs, such as 
amnionia, lime, limestone and catalysts consiinicd in  reducing or treating cniissions. Thc 
ciefinition also includes the cost of emission allowances used for sulfur dioxide, nitrogen 
oxide, iiicrcury and particulates. (pl7) 

SCE6rG's natnral gas tariffs include a PGA clause that provides for tlie recovery of actual gas 
cost incuired, including costs related to hedging iiatiiral gas purchasing activities. (13 17) 

SCEGrG's natiiial gas tariffs include a PGA clause that provides for the recovery of actual 
gas cost incurred, including costs related to hedging natural gas piircliasing activitics. ( p  17) 

On July IS, 20 I O ,  the SCPSC issticd an order approving tlic iniplciiientation by SCEGtG of 
certain DSM Program, including the establishnient of an annual ridcr to allow rccovcry of 
tlic costs and lost net margin reveniie associated with DSM Programs, along with an incciitivc 
for investing i n  such programs. (p  16) 
PGS rccovcrs the costs i t  pays foi gas siipply and interstate tiansportation for system supply 
thiough the purchased gas adjiistnicnt (PGA) clause. This charge is dcsigncd to recover the 
costs incuricd by PGS for piirchascd gas, and for holding and using interstate pipeline 
capacity foi the transpoitation ofgas it delivers to its customers (p l  1 )  

I n  Novetiiber 201 0, the FPSC approved cost rccovcry rates for fuel and piirchascd power, 
capacity, environiiiental and consci vation costs for the period January through Dcccnibet 
20 1 1. The rates incliidc the expected cost for natural gas and coal in  20 I I ,  and the net o v a  - 
recovery of fiiel, purchased power and capacity clause expenses, which were collected i n  
20 10 and 2009 following tlie March mid-coursc adjustment described below. (p47) 

Fucl, piirchascd powci, consci vation and certain environmental costs are recovered through 
levelized monthly charges cstablislicd pursuant to the FPSC's cost rccovcry clauses. Thcsc 
charges, which are reset annually i n  an FPSC procceding, are bascd on estiiiiatcd fiiel, 
cnviioiiiiiciital compliance, coiiservation pi-ograms and purchased power costs and cstiniated 
customer usage foi a calendar ycar rccovcry period, with a true-up acijustnient to reflect the 
variance of actiial costs to pro.jccted costs foi prior periods. Thc FPSC may disallow rccovcry 
of any costs i t  considers iinreasonablc or impri~dently inclined. (p7.3) 

Currently, Tampa Electric's and PGS' commodity price risk is largely mitigated by the fact 
that increases i n  tlic price of fiiel and purchased powcr are recovered through cost rccovcry 
clauses, with no anticipated effect on earnings. (p77) 
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Revcniics iiicliidc amounts resulting fro111 cost recovery clauses which provide for montlily 
billing charges to reflect incrcascs 01' dccreases in fiicl. piircliasetf power, conservation and 
environmental costs for Tampa Electric and pur(:liascd gas, intci state pipeline capacity and 
conservation costs for PGS. These aci,,jiistment tictors are bascd on costs incurred and 
pro~jccted foi a specific recovery period. Any over- or iindcr-recovery of' costs plus an 
interest factor are taken into account in  the process of sctting adjiistmcnt factors for 
subscqiicnt rccovcry periods. Over-recoveries of costs arc rccoi,ded as regulatory liabilities, 
and under-recoveries o f  costs arc recorded as regulatory assets. (p F- 1 1) 
The retail rates charged by TEP, IJNS Gas and lJNS Electric include pass-through 
nicchanisms that allow each utility to rccovcr tlic actual costs of their liicl and powci 
purchases. (p. k-2) 

Effective i i i  .laniiary 2009. a s  a result of tlic 2008 TEP liatc Order, TEP was authorized a 
ratc-a~,jiistment mechanism that provides for the recovery of actual fiicl and purchascd energy 
cost, similar to mechanisms already in placc at IJNS Gas and UNS Electric. The revenue 
sui-charge or surcrcdit ad,justs the ciistoiiiers' rate for delivered electricity or gas to collect or 
rctum Lllldcr- or 0 V C I ' -  recovered energy costs. (13" I<-] 02) 

IJNS Gas dcfeis the difference bctwccn gas costs incuricd and tlie recovery of such costs in  
base rates iiiidei a Purchased Gas Ad.justor (PGA) mechanism Gas cost ovci -recoveries (the 
excess ofgas costs recovered i n  base rates over gas costs inciirrcd) arc deferred as regulatory 
liabilities and undei -recoveries (tlic cxccss of gas costs inciii red over gas costs recovered in  
base rates) are defci red as regulatory assets (p. k- 1 03) 

Arizona adopted a mandatory Renewable Eneigy Standard (RES) that requiies TEP and IJNS 
Electric to increase their iise of rcncwablc energy and allows recovery of RES compliance 
costs tliroiigh a siirchargc to customers. TEP and IJNS Electi ic defei the difference between 
RES qiiahficd costs when incuired and the recovery of such costs through tlie RES stircharge. 

While tlic KCC has iccciitly allowcct Lis to iiiiplcmcnt a regulatory accoiinting mechanism to 
track certain of our employee benefit plan expenses, this inechanisiii docs iiot allow LIS to 
make autoiiiatic price adjustments. Only i n  future rate proceedings may we be allowed to 
adjust our pi ices to reflect changes i n  our fiiiidiiig requirements for these benefit plaiis. 
Ft~rtlier, the traelting mcchanisiii foi these benefit plan expenses is part of oiir bvciall rate 
structure, anti as sucli it is subject to KCC icvicw and may be modified, limited or eliminated 
in the future (p24) 

(13. k- 103) 

We have iiiciiired and will continue to inciii significant capital and other expenditures to 
coiiiply with cnvironinental laws and rcgulations. We arc permitted to recover ccitaiii of these 
costs throtigli the cnvironinental cost recovery ride1 (ECRR). which allows for the inole 

timely inclusion in retail prices the costs of capital cxpciidituies associated with 
environmental iiiiprovemcnts, including tliosc requiicd by tlic Fcdeial Clean Air Act. (P IS)  

We have a retail energy cost adjustiiicnt (RECA) under which we are pciniitted to iccover in 
our prices the cost of fuel consuiiicd in  generating electricity and purchased powel needed to 
serve O L I ~  retail customers. Tlirough the RECA, we bill our eustonici s foi fiiel and purchased 
power costs based on a quarter-ahead estimate. (p8) 
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EXHIBIT WIEA-1 

OUALlFICATlONS OF WILLIAM E. AVERA 

Q. 

A. 

WHAT IS THE PURPOSE OF THIS EXHIBIT? 

This exlibit describes my background and experience and contains the details of illy 

qualifications. 

PLEASE DESCRIBE YOUR QUALIFICATIONS AND EXPERIENCE. 

I received a B.A. degree with a major in economics fi-om Emory University. After serving 

in the U.S. Navy, I entered the doctoral program in economics at the 1Jniversity ofNorth 

Carolina at Chapel Hill. Upon receiving my Pli.D., I joined the fjculty at the University of 

North Carolina and taught finance in tlie Graduate School of Business. I subsequently 

accepted a position at tlie IJniversity of Texas at Austin where I taught courses in financial 

nmagenient and investment analysis. I then went to work for Inteiiiational Paper 

Company in New York City as Manager ofFinancia1 Education, a position in which I had 

responsibility for all corporate education programs in fitlance, accounting, and economics. 

111 1977, I joined the staff of the Public lJtility Coiiviiission ofTexas (“PUCT”) as 

Director of tlie Economic Research Division. During my tenure at the PTJCT, I managed a 

division responsible for fiiianc ia I ana lysis, cost allocation 

and rate design, economic and financial research, and data processing systenx, and I 

testified in cases on a variety of financial and economic issues. Since leaving the PUCT, I 

have beeii engaged as a consultant. I have participated iii a wide range of assipnients 

Q. 

A. 
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involving utility- re la ted nu tters on be ha If of titilit ies , industrial ciis toniers, iiiunicipalities, aid 

regulatory coiiuiiissions. I have previously testified before the Federal Enera  Regilatoiy 

Coniniission (“FERC”), as well as tlie Federal Cotnniiuiications Commission, the Suu%ce 

Transportation Board (and its predecessor, tlie Interstate Coniiiierce Conniiissioii), the 

C anad iaii Radio-Television and Teleconiiii~uiica tions C oniiiiissioii, and regtila toiy ag~xies, 

coults, and legislative coninlittees in over 40 states, including tlie Virginia State Coi-poiahn 

Conimission (“SCC” or the “Cotiitiiission”). 

I n  1995, I was appointed by the PIJCT to the Synchronous Interconnection 

Conunittee to advise the Texas legislature on tlie costs and benefits ofconnecting Texas to 

the national electric h-ansniission bgid. I n  addition, I served as an outside director of 

Georgia System Operations Coi-poration, the system operator for elechic cooperatives in 

Georgia. 

I have seived as L,echirer in the Finance Deparhiient at the IJniversity ofTexas at 

Austin and taught in tlie evening graduate program at St. Edward’s IJniversity for twenty 

years. In addition, I have lectured on economic and regulatoiy topics in program 

sponsored by universities and indishy groups. I have taught ii hundreds of educational 

program for financial analysts iii program sponsored by tlie Association for Investnient 

Management and Research, the Financial Analysts Review, and local fiiiaiicial analysts 

societies. These program have been presented in Asia, Europe, and N 01311 Aiixi-ica, 

including the Financial Analysts Seniiiar at Northwestern University. I hold the Chartered 

Financial Analyst (CFA“‘) designation and have served as Vice Presidelit for Menibersliip 
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of the Financial Manageiiient Association. I have also served on the Board of Directors of 

the North Carolina Society of Financial Analysts. 1 was elected Vice Chairirm of the 

National Association of Regilatoiy Cotnniissioi~ers (‘WARUC”) S~ilxominittee on 

Economics and appointed to N ARIK’s Techiical Subcomtriittee on the National Enerby 

Act. I have also served as an oficer of various other professional organizations and 

societies. A resume containing the details ofmy experience and qualifications is attached. 
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WILLIAM E. AVERA 

FINCAP,  INC. 

Financial Concepts and Applications 
Ecoiioiii ic ~ L J  FiniiiiciLrl Coziiisel 

3907 Red River 
Austin, Texas 7875 I 

(5 1 2) 458-4644 
FAX ( 5  12) 458-4768 

fii )cap@ texas. ne t 

Summary of Qualifications 

P1i.D. ill economics and finance; Chartered Financial Analyst (CFA "") desig~iation; extensive expert wihiess 
testimony before courts, alternative dispute resolution panels, regulatory agencies and legislative committees; 
lectured in executive education program around the world on ethics, iiivestiiient analysis, and regulation; 
uiidergaduate and graduate teaching iii bisiiiess and economics; appointed to leadership positions in goveiimi-ent, 
iiidustry, academia, and the military. 

Employment 

Priricipal, 
FINCAP, Iiic. 
(Sep. 1979 to present) 

Dir-ector, Ecoiioinic Resenr-ch 
Divisioi?, 
Public Utility Commission of Texas 
(Dec. 1977 to Aug. 1979) 

Mai7nger, Fiiinncinl Edzicatioii, 
I iiteiiia t ioiial Paper C onip any 
New York City 
(Feb. 1977 to Nov. 1977) 

Financial, economic and policy consulting to business aiid 
goveniiiient. Perfoi-ni business and public policy research, 
cosiYbenefit analyses and fil~aiiciai modeling, valuation of 
businesses (almost 200 entities valued), estimation of 
damages, statistical and iiidustry studies. Provide strategy 
advice and educatioiial services iii public aiid piivate sectors, 
and serve as expert witness before regulatoiy agencies, 
legislative committees, arbitration panels, and courts. 

Responsible for research and testimony preparation on rate 
of ret~uii, rate structure, and eco~ioriietric analysis dealing 
witli energy, teleconllii~iicatioiis, water and sewer utilities. 
Testified in major rate cases and appeared before legislative 
coinniittees and served as Chief Econonikt for agency. 
Administered state and federal grant hids.  Coiimiimicated 
ffequeiitly witli political leaders arid representatives f?om 
coiisunier gro~ips, media, and investment coiiunwiity. 

Directed corporate education prog-am in accounting, 
finance, and economics. Developed course iimterials, 
recruited aiid trained instructors, liaison witliiii the company 
aiid witli academic iiistitutions. Prepared operating budget 
and designed financial coritrols for corporate professional 
development program. 
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Lecturer iri Firimce, 
The Llniversity of Texas at Austin 
(Sep. 1979 to May 1981) 
Assistant Professor of Finance, 
(Sep. 1975 to May 1977) 

Assistmit P r ~ ~ f ~ s s o i ~  of Riisiiiess, 
IJniversity of N orth Carolina at Chapel 

(Sep. 1972 to J u ~ .  1975) 
Hill 

Education 

P h. D., Ecoiioiiiics arid Firinrice, 
IJniversity of North Carolina at Chapel 

(Jan. 1969 to Aug. 1972) 
Hill 

B.A., Ecoimiiics, 
Errmy IJniversity, Atlanta, Georgia 
(Sep. 1961 to J ~ i i i .  1965) 

Taught gad1 late and I indergadua te cot uses in financial 
nnnagenient and investment theory. Conducted research in 
business and public policy. N amed Outstanding Graduate 
Business Professor and received various administrative 
appointnmts. 

Taught in BBA, MBA, and P1i.D. proganx. Created 
project c o m e  in finance, Financial Management for WOI~EQ 
and participated in developing Snull Business Management 
sequence. Organized the North Carolina Institute for 
Investment Research, a group of financial institutions that 
supported academic research. Faculty advisor to the Media 
Board, wliicli h ids  student publications and broadcast 
stations. 

Elective courses included financial nunagenient, public 
finance, monetary theoiy, and econometrics. Awarded the 
Stonier Fellowship by the American Bankers' Association 
and University Teacliing Fellowship. Taught statistics, 
nucroeconomics, and microeconomics. 

Dissertation: The Geonietric Mean Strntegy as n Tlieory 
of Miiltiyer-iod P or-tfolio Choice 

Active in exti-acun-icular activities, presidelit of the Barkley 
Forum (debate team), Emory Religious Association, and 
Delta Tau Delta chapter. Individual awards and team 
chanipionships at national collegiate debate toimanients. 

Professional Associations 

Received Chartered Financial Analyst (CFA) designation in 1977; Vice President for Menibership, Financial 
Management Association; President, Austin Chapter of Planning Executives Institute; Board of Directors, North 
Carolina Society of Financial Analysts; Candidate Cun-iciiluln Conmiittee, Association for Iiivest~i~nt MmgnmIt 
and Research; Executive Coininittee of Southern Finance Association; Vice Chair, Staff Subcon~niittee on 
Econoniics and National Association of Regulatory IJtility Coniinissioners (N ARUC); Appointed to NARIJC 
Tecliiiical Subconmiittee on the National Energy Act. 
Teaching in Executive Education Programs 

Uriive~sitv-S~oiisor~ed Pr*o,y-nrm: Central Michigan IJniversity, Duke IJniversity, L.ouisiana State 1Jniversity, 
National Defense University, National University of Singapore, Texas A&M IJniversity, IJniversity of Kansas, 
IJniversity of North Carolina, University of Texas. 
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Biisiriess N I ~ L J  Go veiwi i  eiit -S,wiisored Pro,qrniii.s: Advanced Seminar on Earnings Rehulation, American P~bk 
Welhre Association, Association for Iiivestiilent Management and Research, Congressional Fellows Progratix 
Cost o fC a p ita 1 Works hop , Electricity C o 11s uiners Reso Lrce C o UI ic il, F inaiic ia 1 Analysts Asso c ia t io1 i o f1 ndoi 
Finaiicial Analysts Review, Financial Analysts Seminar at N orthwestem IJiiiversity, Governor's Executive 
Developinelit Progaiii of Texas, Louisiana Association of Business and Industry, National Association of 
Purchasing Manageinent, N atioiial Association ofTire Dcalers, Planning Executives Institute, School ofBaidcnigof 
tlie South, State of Wiscoiisin Inveshilent Board, Stock Exchange of Tliailand, Texas Association of State 
Sponsored Computer Centers, Texas Banlcers' Association, Texas Bar Association, Texas Savings and Loan 
League, Texas Society of CPAs, Tolcyo Association of Foreign Baiilcs, Union Bank of Switzerland, 1J.S. 
Departnieiit of State, I.J.S. Navy, 1J.S. Veterans Administration, in addition to Texas state agencies and major 
corporations. 

Presented papers for Mills B. Lane Lechre Series at tlie IJniversity of Georgia and Heulmer L,ectures at tlie 
IJniversity of Pennsylvania. Taught graduate coiirses in finance and ecoiioniics for evening program at S t. 
Edward's University in Austin fi-oni January I979 tlirough 1998. 

Expert Witness Testimony 

Testified iii over 300 cases before regulatoiy ageiicies addressing cost of capital, regulatory policy, rate design, 
and otlier economic and fiiiaiicial issues. 

FecJei*al Agencies: Federal Coinnuiiications Coniiiissioii, Federal Energ,? Regulatory Coirunissioii, Surfbce 
Transportation Board, Interstate Coiiiiiierce Cotimiission, and tlie Caiiadiaii Radio-Television and 
Telecoii~~il.iicatioiis Corn~nissio~i. 

S/a/e R e , q i ~ / ~ l / ~ n ~  A,qeiicies: Alaska, Aiimna, Arkansas, California, Colorado, Connecticut, Delaware, 
Florida, Georgia, Hawaii, Idaho, Illinois, Indiana, Iowa, Kansas, Kentucky, Maryland, Michigan, Missouri 
Nevada, New Mexico, Montana, Nebraslta, North Carolina, Ohio, Ol<lalionia, Oregon, Pennsylvania, South 
Carolina, South Dakota, Texas, Utah, Virginia, Wasliington, West Virgiiiia, Wiscoiisiii, and Wyoming. 

Testified in 42 cases before federal and state courts, arbitration panels, and alternative dispute tribuials (89 
depositions given) regarding damages, valuation, antih-ust liability, fiduciary duties, and other ecoiioinic and 
fiiiaiicial issues. 

Board Positions and Other Professional Activities 

Audit Conmiittee and Outside Director, Georgia System Operations Corporatioii (electric system operator for 
iiieiiiber-owned electric cooperatives in Geoi-@a); Chairnun, Board of Print Depot, hic. and FINCAP, Iiic.; Co- 
chair, S yiclironous Ititerconnection C omnittee, appoiiited by Public IJtility Coiixnission ofTexas and approved 
by govenior; Appointed by Hays Coimty Commission to Citizens Advisory Coiimittee of Habitat Conservation 
Plan, Operator of AAA Ranch, a certified organic producer of agricultural products; Appointed to Organic 
Livestock Advisory Conmiittee by Texas Agricultural Corninissioner Swan Conibs; Appoiiited by Texas Ra&oad 
Commissioners to study goup for The (JP/SP Merger: An Assessiiieiit of the Impacts O M  the State of Tans; 
Appointed by Hawaii Public IJtilities Coinmission to team reviewing affiliate relatioilships of Hawaiian Elechic 
Industries; Chainimi, Energy Task Force, Greater Austiii-Sail Antonio Corridor Coiuicil; Coilsulfalit to Public 
IJtility Coinmission ofTexas on cogeiieratioii policy aid otlier matters; Coilsultant to Public Service Conmission 
of New Mexico on cogeneration policy; Evaluator of Energy Research Grant Proposals for Texas Higher 
Education C oordiiiatiiig Board. 
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Commiinily Activities 

Board of Directors, Sustainable Food Center; Chair, Board ofDeacoiis, Finance Coininittee, and Elder, Central 
Presbyterian Church of Austin; Founding Member, Orange-Chatham Cowity (N .C.) Legal Aid Screening 
Committee. 

Military 

Captain, U.S. Naval Reseive (retired after 28 years service); Coiiiinandiiig Officer, Naval Special Warfjre 
Eiigiiieeriiig (SEAL) Support Unit; Officer-in-Charge of SWIFT patrol boat in Viehian7; Enlisted selvice as 
weather analyst (advanced to second class petty officer). 

Bibliography 

Monographs 

Ethics c i i icJ  the I~ivestnierit Professio~ial (video, worlcbooli, and nish-uctor’s guide) and Ethics Chcrllenge 
ToeJcry (video), Associatioii for Iiivesttiient Management and Research ( 1 995) 

“Definition of Industry Ethics and Development of a Code” and “Applying Ethics in tlie Real World,” in Good 
Ethics: The Esseiiticrl Eleiiient of [ I  Firm ’s SziccesLs, Association for Investment Management and Research 
(1 994) 

“Oii the IJse of Security Analysts’ Growth Projections in the DCF Model,” with Bruce H. Fairchild in Eerr~ii~igs 
Regzilatioii Miider Ir?jlirtioii, J .  R. Foster aiid S ”  R. Holmberg, eds. Institute for Study offiegulatioii (1 982) 

Aii Ea~aniiiintio~i of the Coizept of Usirig Relative Custoiner Class Risk to Set Target Rates of Retzirii iii 
Electric Cost-of-Seivice Studies, with Biiice H~ Fairchild, Electricity Consuiiners Resource Council 
(ELCON) (1 98 I); portions reprinted in Puhlic Mtilities Foi”tiiiglit1v (Nov. 1 1 ,  1982) 

‘SJsefiilness of Current Values to Investors aiid Creditors,” Reseaidi Stzia‘y oii Czir~*eiit- Vcrlzie Accozi~itiiig 
Measzireiiieiits mid Utility, George M. Scott, ed., Touche Ross Foundation (1 978) 

‘The Geoiiietric Mean Strategy and Corrinion Stock Investment Manageinelit,” with Henry A. L,atane iii Lifk 
I~iszii*ei~ice Iiive.st~iieiit Policies, David Cwnmins, ed. (1 977) 

I~ivestiiieiit Compiiies: Ancrlysis ojCzirrerif Opei-ations aiid Fzitzire Prospects, with J. Fiiiley Lee and Gkin 
L. Wood, Arnei-icari College of Life IJnderwriters ( I  975) 

Articles 

“Should Analysts Own the Stocks they Cover?” The Fiimncial .Jozii-ncrlist, (March 2002) 
“Liquidity, Exchange Listing, and Coiiaiioii S toclc Peifonnaiice,” with Joliii C . Groth and Keny Cooper, Jozi17ial 

of Ecoiioiiiics and Bzisiiiess (Spruig 1985); repi-iiited by National Association of Security Dealers 
‘The Energy Crisis and the Homeowner: The Grief Process,” Texas Bzisiiiess Review (Jan.-Feb. 1980); 

reprinted in The Energy Picfui*e: Pi-oblems mid Prospects, J. E. Pluta, ed., Bureau of Business Research 
( I  980) 

“Use of IFPS at the Public Utility Comnission of Texas,” Proceedings sf tlie IFPS Useis Grozip A / i i ~ z ~ z l  
Meeting (1 979) 

“Production Capacity Allocation: Coiiversioii, C WIP, and One-Amed Ecoiioinics,” Proceediiig.softlieNARI/C 
Bieiinial Regulatoly Ii?fonization Conjei-erice ( I  978) 

‘!301ne T1ioiights on the Rate of Return to Public Utility Coinpanies,” with Bi-uce H. Fairchild in Proceedirgs of’ 
the NARUC Bieiiiiial Regtilatoiy Infhi-mation CoiIfereiice (1 978) 
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“A New Capital Budgeting Measure: The Integration ofTinie, Liquidity, aiid IJncertainty,”witli David Cordell in 

“Usekilness of Current Values to Investors and Creditors,” in Iiiflcitiori Ac~coi1r7tiii~/Iiic~e~~ iiig criid Stock 

Tonsuniei- Expectations and the Ecoiioniy,” Texas Biuiriess Revieit) (N ov. 1 976) 
“Portfolio Perfoi-niaiice Evaluatio~i and Long-rui Capital Growth,” with Heiiiy A. Latan6 in Pi-oceediiigs oj’/lie 

Book reviews in .Jozii-riiil of Firicrrice and Fiiiciiicinl Review. Abstracts for CFA Digest. Articles in Ccii-oliriii 

Prmzeciiiigs of the Soiithitwtei-ri Fiiicriice Assoricitioii ( 1 977) 

BehLivioi- ( 1  977) 

Enstem Firinriccr Associiitioii ( 1 973) 

Firiciiicinl Times. 

Selected Papers and Presentations 

“Econoniic Perspective on Water Marketing in Texas,” 2009 Water Law Institute, The IJiiiversity of Texas 
School of Law, Austin, TX (Dec. 2009). 

“Estin?ating Utility Cost of Equity in Financial Tut-nioil,” SN L EXN ET 1 5“’ Annual FERC Briefing, Wasliing.$on, 
D.C. (Mar. 2009) 

‘?‘lie Who, Wliat, Wlien, How, and Why of Ethics,” San Antonio Financial Analysts Society (Jan. 16, 2002). 
Similar presentation given to the Austin Society of Financial Analysts (Jan. I 7, 2002) 

“Ethics for Financial Analysts,” Sponsored by Canadian Council of Financial Analysts: delivered in Calgary, 
Edmonton, Regina, and Winnipeg, June 1 997. Similar preseiitatioiis given to Austin Society of Financial 
Analysts (Mar. 1994), San Antonio Society of Financial Analysts (Nov. 1985), and St. Louis Society of 
Fiiiancial Analysts (Feb. 1986) 

“Cost ofCapital for Multi- Divisioiial Corporations,” Financial Management Association, New Orleans, Louisr;U?a 

“Ethics and the Treaswy Fuiction,” Govemnieiit Treasurers Organization ofTexas, Corpus Christi, Texas (Jiui. 
1996) 

“A Cooperative Future,” Iowa Association of Electric Cooperatives, Des Moines (Deceniber 1995). Similar 
presentatioiis given to National G & T Conference, Iwiiig, Texas (June 1993, Keiihicky Association of 
Electric Cooperatives Annual Meeting, Louisville (N ov. 1 994), Virginia, Maiyland, and Delaware Assocatinn 
of Electric Cooperatives Annual Meeting, Ricliniond (July 1 994), and Carolina Electric Cooperatives Annual 
Meeting, Raleigh (Mar. 1994) 

“lnforrnation Superhighway Warnings: Speed Bumps on Wall Street and Detours fiotii the Economy,” Texas 
Society ofCertified Public Accocuitants Natural Gas, Telecon~ii~iicatioiis and Electric Industries Conferam, 
Austin (Apr. 1995) 

“Eco~~miic/Wall Street Outlook,” Carolinas Coumcil of the Institute of Management Accountants, Myrtle Beach, 
South Caroliiia (May I 994). Similar presentation given to Bell Operating Company Accounting Witness 
Conference, Santa Fe, New Mexico (Apr. 1993) 

“Regulatoiy Developments in TelecommLuiicatiots,” Regional Holding Conipany Financial and Acco~uiting 
Conference, San Antonio (Sep. 1993) 

“Estitnating the Cost ofcapital During the 1990s: Issues and Directions,” The National Society of Rate of Retum 
Analysts, Wasliiiigtoii, D.C. (May 1992) 

“Malting Utility Regulation Work at the Public Utility Coinniission of Texas,” Center for Legal and Regulatory 
Studies, University of Texas, Austin (June 199 1) 

(Oct. 1996) 
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”Can Regtilation Compete for the Hearts and Minds of Indnstrial Cnstoniers,” En~ergiiig Issues ofCoinpetitioii in 

‘The Role of IJt es in Fostering N cw Encrby Technologies,” Eiixrging Enerby Technologies in Texas 
the Electric IJtility Industry Conference, Austin (May 1988) 

Conference, Austin (Mar. 1988) 
‘The Regulators’ Perspective,” Bellcore Economic Analysis Conference, Saii Antonio (N ov. 1987) 
“Public IJtility Coniiiiissions and the Nuclear Plant Contractor,” Constnction Litigation Superconference, Lagum 

“Developnieiit ofCogeiieratioti Policies in Texas,” IJniversity ofGeorgia Fifth Aiiii~ial Public Utilities Conference, 

“Wheeling for Power Sales,” Eiierby Bureau Cogeneration Conference, Houston (Nov. 198.5). 
“Asyiiiiietric Discounting of Iiifoii17~?tion and Relative Liquidity: Some Empirical Evidence for Coiiiiiioii Stocks” 

“IJsed and Usefill Plaiitiiiig Models,” Planniiig Executive Institute, 27th Corporate Plaiming Conference, Los 

“S tap  Input to Coinmission Rate of Retimi Decisions,” The National Society of Rate of Retimi Analysts, New 

lf’lDiscowited Cash Life: A New Measure of the Time Di~~-~ension in Capital Budgeting,” with David Cordell, 
Southern Finance Association, New Orleans (Nov. 1978) 

“The Relative Value of S tatistics ofEx Post Coiiiinon Stock Distril>utions to Explain Valiance,” with Charles G. 
Martin, Southem Finance Association, Atlanta (Nov. 1 977) 

“An AN OVA Representation of Co111111o11 Stock Retuiis as a Frarnework for the Allocation of Portfolio 
Maiiage~iient Effort,” with Charles G. Martin, Fiiiaiicial Management Association, Montreal (Oct. 1976) 

“A Growth-Optimal Poizfolio Selection Model with Finite Horizon,” with Henry A. Latank, Aiiiei-icati Finance 
Association, Saii Francisco (Dec. 1974) 

“An Optimal Approach to the Finance Decision,” with Henry A. Latane, Southeiii Finance Association, Atlanta 
(Nov. 1974) 

“A Pragmatic Approach to the Capital Structure Decisioii Based oii Long-Rwi Growth,” with Henry A. Latank, 
Financial Manageinent Association, Sail Diego (Oct. 1974) 

“Growth Rates, Expected Ret~uiis, and Variance in Portfolio Selection and Peifonnance Evaluation,” with Heiiiy 
A. Latank, Econoiiietric Society, Oslo, Noiway (Auig. 1973) 

Beach, California (Dec. 1986) 

Atlanta (Sep. 1985) 

(with .lohn Groth and Kerry Cooper), Southern Finance Association, New Orleaiis (Nov. 1982) 

Angeles (Nov. 1979) 

York (Oct. 1979) 
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EXPECTED EARNINGS APPROACH 

WOOLRIDGE PROXY GROUP 

1 

2 

3 

4 

5 

6 

7 

8 

9 

1 0 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

(a) 

(13) 

(4 

Commnv 

ALLETE, Inc. 
Alliant Energy Corporation 
Arnereii Corporation 
Aiiierican Electric Power Co. 
Avista Corporation 
Cleco Corpora tion 
CMS Energy Corporation 
Consolidated Edison, Iiic. 
DTE Energy Company 
Edison Interim tioiial 
Entergy Corporation 
Great Plains Energy Inc. 
Hawaiian Electric Industries 
IDACORP, Iiic. 
MGE Energy, Inc. 
Nextra Energy 
OGE Energy Corp. 
Pepco Holdings, Inc. 
PG&E Corporation 
Pinnacle West Capital Corp. 
Portland General Electric 
SCANA Corporation 
Southern Company 
TECO Energy, Inc. 
UniSource Energy Corp. 
Westar Energy, Iiic. 
Wiscoiisiii Energy Corp. 
Xcel Energy Inc. 

Average 

(a) 
Expected Re-irn 

on Common Equitv 

9.5% 

12.0%) 

7.0'3) 

10.S'X) 

9.0'31 

11.5'%1 

1 2.5 'XI  

9.5'Xl 

9.0%) 

8.0% 

11.5%1 

7.5'3, 

10"5% 
8.5% 

12.0% 

1 1 .0% 
12.0'X) 

7.5%) 

11.5% 

9.0% 

9.0% 

9.5% 

13.0'%) 

13.0%) 

12.5%) 

10.0%, 
14.0'3, 

10.0'Yu 

(13) 

Adjustmen 
Factor 

1.02998 

1 .(I1923 

1 .O 1744 

1.02825 

1.02055 

1.04675 

1.03345 

1.01791 

1.01873 

1.02157 

1.02750 

1 "0231 1 

1.03240 

1.02614 

1.01 148 

1.03928 

1.03854 

1.02265 

1.03505 

1.02751 

1.02112 

1.04155 

1.03357 

1.02892 

1.02426 

1.02182 

1.01467 

1.02642 

The Value Line Inveshient Survey (Aug. 5, A ~ i g .  26, & Sep. 23, 2011). 
Adjustment to convert year-end rehim to an average rate of rehim. 

(a) x (13). 

Exhibit WEA-2 
Page 1 of 2 

(c) 
Adjusted Return 

on Common Eauitv 

9.8'3, 

12.2% 

7.1 ' X ,  
10.8'Xl 

9.2% 

12.0% 

12.9% 

9.7% 

9.2% 

8.2% 

11.8% 

7.7% 

10.8% 
8.7% 

1 2.1 %I 

1 1.4%) 

12.5% 

7.7% 

11.9%) 

9.2% 

9.2% 

9.9% 

13.4% 

13.4% 

1 2.8% 

10.2% 

14.2% 

10.3%" 

10.7% 



EXPECTED EARNINGS APPROACH 

HILL PROXY GROUP 

I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

17 

72 

13 

14 

Company 

ALLETE 
American Elec Pwr 
Avista Cory. 
Black Hills Corp. 
Cleco Cory. 
Entergy Corp. 
Hawaiian Elec. 
PG&E Corp. 
Pinnacle West Capital 
Portland General Elec. 
SCANA Corp. 
TECO Energy 
Unisource Energy 
Westar Energy 

Average 

(a) 

Expected Return 
on Common Eauity 

9.5% 
10.5% 
9.0%) 
7.5% 
9.5% 

11 57" 
10.5% 
11.5% 
9.0% 
9.0% 
9.5% 

13.0% 
12.5% 
10.0% 

(13) 

Adjustment 
Factor 

1.029985 
1.028248 
1.02055 

1.023241 
1.02692 
1 .027496 
1.032398 
1.035048 
1.027505 
1.021138 
1.041545 
1 .02892 

3 .024256 
1.021815 

Exhibit WEA-2 
Page 2 of 2 

(4 
Adjusted Return 

on Common Equity 

9,8'%1 
10.8% 
9.2% 
7.7% 
9.8'%) 

11.8% 
10.8% 
11.9% 
9.2% 
9.2% 
9.9% 

13.4% 
12.8% 
10.2% 

10.5% 

(a) The Value Line Investnient Survey (Aug. 5, A ~ i g .  26, & Sep. 23, 2017). 

(13) Adjustment to convert year-end rehirii to an average rate of rehim. 

(4 (a) x @)" 
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HILL DCF MODEL 

PROJECTED EPS GROWTH RATES 

(4 

Coinpany Dividend Yield 

SCG 

TE 

ALE 

AEP 

CNL 

ETR 

WR 

AVA 

BKH 

HE 

PCG 

PNW 

POR 

UNS 

Range 
Midpoint 
Average 

4.95% 

4.59% 

4.42% 

4.89% 

3.23% 

5.10% 

4.81% 

4.36% 

4.85% 

5.17% 

4.59% 

4.77% 

4.17% 

4.51% 

Projected EPS Growth Rate 

4.78% 

6.96% 

5.75% 

3.65% 

3.00% 

0.58% 

6.57% 

4.67% 

5.00% 

8.05% 

4.91% 

6.38% 

4.65% 

0.30% 

Value Line 

3.00% 

10.50% 

4.50% 

4.50% 

6.00% 

1.50% 

8.50% 

8.50% 

10.50% 

11.00% 

7.00% 

6.00% 

7.50% 

9.50% 

Average 

3.89% 

8.73% 

5.13% 

4.08% 

4.50% 

1.04% 

7.54% 

6.59% 

7.75% 

9.53% 

5.96% 

6.19% 

6.08% 

4.90% 

Exhibit WEA-6 
Page 1 of 1 

Implied 
Cost of Equity 

8.84% 

13.32% 

9.54% 

8.96% 

7.73% 

~1 
12.35% 

10.94% 

12.60% 

14.70% 

10.55% 

10.96% 

10.25% 

-- 9.41% 

7.73% -- 14.70% 
11.21% 
10.78% 

(a) Exhibit-(SGH-1), Schedule 7. 
(b) Exhibit-(SGH-1), Schedule 6, p. 2. 
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CAPM - CURRENT BOND YIELD 

WOOLRIDGE PROXY GROUP 

Market Rate of Return 

Dividend Yield (a) 

Growth Rate (13) 

Market Return (c) 

Less: Risk-Free Rate (d) 
Long-term Treasury Bond Yield 

Market Risk Premium (e) 

Woolridge Proxv G ~ O L W  Beta (f) 

Risk Premium (E) 

Plus: Risk-free Rate (d) 
Long-term Treasury Bond Yield 

Unadjusted CAPM (11) 

Size Ad jus trnen t (i) 

Implied Cost of Equity Cj) 

Exhibit WEA-7 
Page 1 of 2 

2.3%) 

10.9% 

13.2% 

3.2% 

10.0% 

0.71 

7.1% 

3.2% 

10.3%) 

0.81'X1 

11.1% 

(a) Weighted average dividend yield for tlie dividend paying firms in tlie S&P 500 from 
www.valueliiie.com (retrieved J ~ i i i .  26, 2011). 

(13) Weighted average of IBES earnings growth rates for tlie dividend paying firins in the S&P 500 
(retrieved J u I .  3, 2011). 

(4 (a) + (13) 

(d) Average yield on 30-year Treasury bonds for September 2011 from tlie Federal Reserve Board 
a t  littp://www.federalreserve.gov/releases/hl5/data/Mo1itl~ly/Hl5_TCMNOM_Y20. txt. 

(e) (4 - (4. 

(g) (e) x (0 .  
(14 (4 + (g). 

(i) (11) + (9. 

(f)  Exhibit JRW-11, p. 3. 

(i) Moriiiii~;sfclr., "Ihbotson SRRI 2010 Valuation Yearbook," a t  Table C- 1 (2010). 

http://www.valueliiie.com


CAPM - CURRENT BOND YIELD 

HILL PROXY GROUP 

Market Rate of Return 

Dividend Yield (a) 

Growth Rate (13) 

Market Return (c) 

Less: Risk-Free Rate (dl 
Long-term Treasury Bond Yield 

Market Risk Premium (el 

Hill Proxy G ~ O L I ~  Beta ( f )  

Risk Premium @ 

Plus: Risk-free Rate (d l  
Long-term Treasury Bond Yield 

Unadjusted CAPM (11) 

Size Adjustrnent (i) 

Implied Cost of Equity Cj> 

Exhibit WEA-7 
Page 2 of 2 

2.3% 

10.9% 

13.2% 

3.2%) 

1 0.0% 

0.71 

7.1%) 

3.2% 

10.3% 

1.01 %> 

11.3% 

(a) Weighted average dividend yield for the dividend paying firms iii  the S&P 500 from 
www.valueliix.com (retrieved Jun. 26, 201 1). 

(13) Weighted average of IBES eariiings growth rates for the dividend paying firms in the S&P 500 
(retrieved Jd. 3, 2011). 

(4 (a) + (13) 

(d) Average yield on 30-year Treasury boiids for September 2011 from the Federal Reserve Board 
a t  l~ttp://www.federalreserve.gov/releases/li1 5/data/MontliIy/H15_TCMNOM_Y20. txt. 

(e )  (c) - ( 4 .  

(g) (e)  x ( f ) "  

(11) (4 + (g). 

(j) (14 + (9. 

(f )  Exhibi t-(SCH-I), Schedule 9. 

(i) Moriiiizgstclr, l'Ibbotson SBBI 2010 Valuation Yearbook," at Table C-1 (2010). 

http://www.valueliix.com
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CAPM - PROJECTED BOND YIELD Exhibit WEA-8 
Page 1 of 2 

WOOLRIDGE PROXY GROUP 

Market Rate of Return 

Dividend Yield (a) 

Growth Rate (b) 

Market Return (c) 

Less: Risk-Free Rate (d) 

Projected Long-term Treasury Bond Yield 

Market Risk PremiLin (e) 

Woolridne Proxy Grouu Beta (f)  

Risk Premium (E) 

Plus: Risk-free Rate (d) 
Projected Long-term Treasury Bond Yield 

Unadjusted CAPM (11) 

Size Adjustment (i) 

Implied Cost of Equity Cj> 

2.3% 

10.9'X 

13.2% 

7.9%) 

0.71 

5.6% 

5 "3% 

10.9% 

0.81% 

11.7% 

(a) Weighted average dividend yield for tlie dividend paying firms in tlie S&P 500 from 
www.valueline.com (retrieved Jim" 26, 201 1). 

(b) Weighted average of IBES earnings growth rates for tlie dividend paying firms in the S&P 500 
(retrieved 1.1. 3, 2011). 

(c) ( a ) +  (17) 

(4 
Average projected 30-year Treasury bond yield for 2012-2015 based on data from tlie Value 
Line Investment Survey, Forccnsf for  fhc LI S. Eroizoni!y (Aug. 26, 2011), IHS Global Insight, LI.S 
Ecor7oiiiic- Oiit1ook at 19 (Feb. 2011), Blue Chip Financial Forecasts, Vol. 30, No 6 (Jun. 1, 2010). 

(e) (4 - (4. 

(g) (e) x (f). 

(11) (4 + (8). 

(j) (11) + 0). 

(f) Exhibit JRW-11, p. 3. 

( i )  Moriiiiigstnr , "Ibbotson SBBI 201 1 Valuation Yearbook," at Table C-1 (201 1). 

http://www.valueline.com


CAPM - PROJECTED BOND YIELD Exhibit WEA-8 
Page 2 of 2 

HILL PROXY GROUP 

Market Rate of Return 

Dividend Yield (a) 

Growth Rate (11) 

Market Return (c) 

Less: Risk-Free Rate (d) 
Projected Long-term Treasury Bond Yield 

Market Risk Premium (e )  

Hill Proxv Group Beta ( f )  

Risk Prernium (E) 

Plus: Risk-free Rate (d) 
Projected Long-term Treasurv Bond Yield 

TJnadjusted CAPM (11) 

Size Adjustment (i) 

Implied Cost of Equity Cj) 

2.3% 

10.9% 

13.2% 

5.3%) 

7.9%) 

0.71 

5.6% 

5.3%) 

10.9%) 

1.01%> 

11.9% 

Weighted average dividend yield for the dividend paying firms in the S&P 500 from 
www.valueline.com (retrieved JLIII. 26, 2011). 
Weighted average of IBES earnings growth rates for the dividend paying firms in the S&P 500 
(retrieved J L I L  3, 2011). 

Average projected 30-year Treasury bond yield for 2012-201.5 based on data from the Value 
Line Iiivestment Survey, Forccnst for tlic U.S.  Ecorioriiy (Aug. 26, 201 l), IHS Global Insiglit, 1.I.S. 
Ecorioiiric Oi/kloo/c at 19 (Feb. 2011), Blue Chip Financial Forecasts, Vol. 30, No. 6 (JLIII. 1, 2010), 
as shown on Table WEA-1. 

(a) + (h) 

(4 - (4. 

(e) x (f). 

(d) + (g). 

Exhibit-(SGH-l), Schedule 9. 

Mornirigstnr , "Ibbotson SBBl 2010 Valuation Yearbook," a t  Table C-1 (2010). 
(11) + ( i ) .  

http://www.valueline.com
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CAPITAL STRUCTURE Exhibit WEA-10 
Page 1 of 1 

WOOLRIDGE AND HILL OPERATING SUBSIDIARIES 

L ong-term 
Operating Company Debt 

54 9% AEI' 1-esas Cci i t ia l  C o  

AEI'Tt~xas h ' o~ th  Co 
Alabam.1 I'o!vei (10 

Ameieii Illinois GI 
Appalacliian I'owci (10 
Arizona I'iihlic Scrvicc (10 
Atlantic City Flectric Co 
Avista Coi p 
13lack I lills I'owei 

Centerl'oiiit Fneigy I lotiston Electi ic, I.1.C 
Cl ieyrnnt~ I.ighl Fuc4 L I'owei 

Clcco I'o\vel 

Columbus Smithci n l'ower Co 
Consolidated Et i iso i i  of N Y  
Consumcis Energy Co 

Ilelmarva Power L ILigIit Co 
Detioit Edisoii Co 
Entcrgy Aikansas Inc 
Entergy Gulf States l.wisianci I I C 
Entergy I oiiisima 1.1 C 

Entergy New Orleans lnc  
Entergy Texis Inc 

Florida I'uwer L I iglit 
Georgia I'owcr Co 
Gulf I 'uwrl Co 
I-lav.~aiian Fltsctric Co 

Idaho I'ower Cu 
Indiana Michigan I'ower Cu 
Inkrs tak  I'u~,ei L I ight 
I<ansas City I'OMW L ILiglit 
Kansas Cas L lilcctiic 
I<entucky I'owo Co 

Northern Statrs I'W.TI Co (MN) 
Northern States l ' w w  Cu (WI)  
Ohio I'ower Co 
Oklalioma Gas 6. Electiic Co 
Orange L I7ocklanLi 

1' ac i f ic  _' Gas L Flectric Co 
Porlland Cenelsl 

I'otomac Electric I'owei Co 
I'ublic Service C o  of Colorado 
I'iiblic Service Co of Oklahoma 
South Carolina Electric L Gas 
Soiitherii California Edison Co 
Sotittiwestem Electiic I'WI Co 
Southwestel n Piiblic Sei vice C o  
Siipeiior Water, ILigIit L I'ower Co 
Tampa Electric Co 
Tucson Electric I ' o \ zw Co 
Union Electric Co 
Westar Fnergy 
Wisconsin Electric I'owei Co 
W' i sconsin . . Power L I iglit 

Average 

54.3% 
50.4'::> 
4.1 2'%, 
55 6% 
47 9% 
4s 5% 
45 2% 
46 4% 
73.5'%> 
4 1 .9'%> 
53.1% 
49 2% 
49 0'%, 
52 1% 
47 6% 
52 'I '% 
53 4% 
51 2% 
45 8% 
51.5'% 
44.2% 
50.S'% 
40.7'%8 
4s. I '>!, 
51.1'K 
43.5'%, 
53.4% 
54.7 1% 

45 4% 
47 0% 
43 0% 
55 8% 
3s 2% 
4s 3% 
4s 8% 
422% 
46 1 '%, 
39.2% 
52.3% 
492x3 
53.1% 
51.9% 
42.4% 
53.4% 
46.3% 
45.3'% 
51.4'%> 
483% 
4(1.S'%, 

49.0'%, 
58.9'%, 
4S.S'%> 
3S.l'%, 
39.2% 
43.1'x 
48.5% 

Preferred 
Stock 

0 4% 

Coininon 
Equity 

44 7% 

Source 2010 Form 10-K Reports and FERC Form 1 Reports 



COMMONWEALT OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 
APPLICATION OF KENTUCKY UTILITIES 1 
COMPANY FOR CERTIFICATES OF ) 

PLAN FOR RECOVERY BY 1 
ENVIRONMENTAL SURCHARGE ) 

PUBLIC CONVENIENCE AND NECESSITY ) CASE NO. 2011-00161 

c; E I\/ AND APPROVAL OF ITS 2011 COMPLIANCE ) 

O C i  24 %011 

PUBLIC: SER\/ICE 
c; 0 M P A  i s s ION 

In the Matter of: 
THE APPLICATION OF LOUISVILLE GAS AND ) 
ELECTRIC COMPANY FOR CERTIFICATES ) 

AND APPROVAL OF ITS 2011 COMPLIANCE ) 
PLAN FOR RECOVERY BY ENVIRONMENTAL ) 

OF PUBLIC CONVENIENCE AND NECESSITY ) CASE NO. 2011-00162 

SURCHARGE ) 

JOINT PETITION OF KENTUCKY UTILITIES COMPANY AND 
LOUISVILLE GAS AND ELECTRIC COMPANY 

FOR CONFIDENTIAL PROTECTION 

Kentucky IJtilities Company (“KU”) and Louisville Gas and Electric Company 

(“LG&E”) (collectively, the “Coinpanies”) hereby petitions the Kentucky Public Service 

Coinniission (“Commission”) pursuant to 807 KAR .5:001 5 7 and KRS 61.878(1)(c) to grant 

corifideiitial protection for the item described herein, which the Companies’ witnesses David S. 

Siriclair and Charles R. Sclwain are providing in exhibits to their rebuttal testimonies. In support 

of this Petition, the Companies as follows: 

1. Under the Kentucky Open Records Act, tlie Coininission is entitled to withhold 

from public disclosure corninercially sensitive to the extent that open disclosure would perinit an 

unfair commercial advantage to competitors of the entity disclosing tlie information to the 

Commissioii. See KRS 6 1.878( l)(c). Public disclosure of the iiifoiination identified herein 

would, in fact, prompt such a result for the reasons set forth below. 



2. The confidential information contained in Strategist modeling files being 

provided in Appendix B to David S. Sinclair’s rebuttal testimony and in Appendix A to Charles 

R. Sclu-am’s rebuttal testiinoiiy includes projected fuel prices the Companies purchased from 

reputable vendors to enable the Conipanies to make prudent business decisions of several kinds, 

iricludiiig fliel contracting decisions aiid environmental-compliance decisions. Mr. Sinclair’s 

rebuttal testimony contains some of the same confidential fuel price forecast information in 

Figure 1 arid Rebuttal Exhibits DSS-3 and DSS-5. If the Commission grants public access to this 

inforination, the vendors from whoin the Coiiipaiiies purchased the file1 forecast inforination at 

issue could refiise to do business with the utilities in the future, which would do serious liarin to 

the Companies’ ability to make prudent fuel contract, eiiviroimeiital compliance, and other 

decisions. All such commercial harms would ultimately harm the Companies’ customers. 

Moreover, publicly disclosing sucli information would do iniinediate aiid costly liarin to the 

firins from which the Companies purchased the fuel forecast inforination at issue; tlie firins 

derive significant revenues from developing and selling such forecasts to customers under strict 

license agreement obligations not to disclose. Any public disclosure of the forecasts would 

render them commercially worthless. 

3. Rebuttal Exhibit CRS-3 to Mr. Scliram’s testimony is a copy of the reserve 

margin analysis the Companies provided as part of their 20 1 1 Integrated Resource Plan (“20 1 1 

IRP”) in Case No. 201 1-00140. On April 21, 201 1, the Companies petitioned for confidential 

protection for certain information in the reserve margin analysis in the 20 1 1 IRP proceeding, 

narnel y : 

Table 7-Full Outage Example: Page 17 

Table 8-Partial Outage Example: Page 17 

Table 9-Equivalent Forced Outage Rate: Page 17 

8 

Q 

2 



Table 1 0-Load Management Representation: Page 20 

Table 1 1 -Generic Combustion Turbine Characteristics and 
figure in text: Page 23 

Table 12-Carrying Cost of Reserves: Page 24 

The Coininission granted the Companies’ request by letter dated October 10, 

2011. 

The Companies seek confidential protection for the same information contained in 

the same reserve margin analysis, which is being filed in this proceeding as Rebuttal Exhibit 

CRS-3. This unit outage, load inanagement, supply-side-resource, and carrying cost information, 

if publicly disclosed, would adversely affect the Coinpanies’ ability to participate competitively 

in the wholesale power iiiarket for both power sales and power purchases, which would result in 

harm to the Companies’ customers. It would also adversely affect the Companies’ ability to 

obtain supply-side resources at the most competitive prices, fui-ther haiining customers. 

4. The Companies have obtained consent fioin tlie fuel forecast vendors to disclose 

on a limited basis the confidential information described herein, pursuant to an acceptable 

protective agreement, to iiiterveiiors with legitimate interests in reviewing the same for the 

purpose of participating in this case. 

5.  The Commission has historically given confidential treatment to all of the 

information described herein.’ 

6. If the Commission disagrees with this request for confidential protection, it must 

hold an evidentiary hearing (a) to protect the Companies’ due process rights and (b) to supply the 

For example, see the Commission’s letter to K U  and LG&,E (collectively, “Companies”) dated May 1, 2008, 
concerning the Companies’ 2008 IRP case (Case No. 2008-00 148); tlie Commission’s letter to the Companies dated 
April 28, 2005, concerning the Companies’ 200.5 IRP case (Case No. 2005-00162); the Commission’s letter to the 
Companies dated October 24, 2002, concerning the Companies’ 2002 IRP case (Case No. 2002-00367); and the 
Commission’s letter to the Companies dated March 6, 2000, concerning the Companies’ 1999 IRP case (Case No. 

1 

99-430). 



Coinmission with a complete record to enable it to reacli a decision with regard to this matter. 

Utility Regulatory Commission v. Kentucky Water Service Company, Inc., Icy. App., 642 

S.W.2d 591,592-94 (1982). 

7. In accordance with the provisions of 807 IL4R 5:OOl 8 7, each utility is filing 

with tlie Commission one copy of each of the above-described exhibits and appendices with the 

confidential Infoiinatioii highlighted (and to the extent such inforination is electronic, on a 

yellow-labeled coinpact disc) arid fifteen (1 5 )  copies of the same with the confidential 

inforniation redacted (and to the extent sucli inforination is electronic, on white-labeled compact 

discs that do not contaiii the Confidential Information). 

EREFORE, Kentucky Utilities Company and Louisville Gas and Electric Company 

respectftilly request that tlie Coinmission grant confidential protection for the information at 

issue, or in the alteriiative, schedule aiid evidentiary hearing on all factual issues while 

maintaining the confidentiality of the infoiination pending the outcome of tlie hearing. 

(This space intentionally left blank.) 
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Dated: October 24,201 1 Respectfully submitted, 

W. Duncan Crosby I11 
Monica H. Rraun 
Stoll Keenon Ogderi PLLC 
2000 PNC Plaza 
500 West Jefferson Street 
Louisville, Kentucky 40202-2828 
Teleplione: (502) 333-6000 

Allyson K. Sturgeon 
Senior Coi-porate Attorney 
LG&E arid LG&E Energy LLC 
220 West Main Street 
Louisville, Kentucky 40202 
Telephone: (502) 627-2088 

Counsel for  Kentucky [Jtilities Company 
and Loztisville Gas and Electric Company 

400001" 139563/766910 3 
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CERTIFICATE OF SERVICE 

I hereby certify that a true copy of the foregoing Joint Petition was served via U.S. mail 
(first-class, postage prepaid), overnight delivery, or hand-delivery this 24th day of October 20 1 1 
upon the following persons: 

Dennis G. Howard I1 
Lawrence W. Cook 
Assistant Attorneys General 
Office of the Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive, Suite 200 
Frairltfort, KY 4060 1-8204 

David C. Brown 
Stites & Harbison PLLC 
400 West Market Street, Suite 1800 
Louisville, KY 40202-3352 

Michael L,. Icurtz 
Kurt J. Boehrn 
Boelun, Kui-tz & Lowry 
36 East Seventh Street, Suite 1510 
Cincinnati, OH 45202 

Scott E. Handley 
Administrative Law Division 
Office of the Staff Judge Advocate 
50 Third Avenue, Rooni 21 5 
Fort Knox, KY 40 12 1-5000 

Edward George Zuger, I11 
Zuger Law Office PLLC 
P.O. Box 728 
Corbin, KY 40702 

Shannon Fisk 
Senior Attorney 
Natural Resources Defense Council 
2 N. Riverside Plaza, Suite 2250 
Chicago, IL 60660 

David J. Barberie, Attorney Senior 
L,eslye M. Bowinan, Director of Litigation 
Government Center (LFTJCG) 
Depai-tinent of Law 
200 East Main Street, Suite 1 134 
Lexington, KY 40507 

Iris G. Sltidmore 
Bates and Sltidmore 
415 West Main Street, Suite 2 
Frankfort, KY 4060 1 

Kristin Henry 
Staff Attorney 
Sierra Club 
85 Second Street 
San Francisco, CA 941 05 

Robert A. Ganton 
Regulatory Law Office 
TJ.S. Army Legal Services Agency 
901 N. Stuart Street, Suite 525 
Arlington, VA 22203-1 837 

Tom FitzGerald 
Couiisel & Director 
Kentucky Resources Council, Inc. 
Post Office Box 1070 
Fraidtfoi-t, Kentucky 40602 

Joe F. Childers 
Getty & Childers, PL,LC 
1900 Lexington Financial Center 
250 West Main Street 
LeAngton, Kentucky 40507 

and Louisville Gas and Electric Company 
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In the Matter of: 

THE APPLICATION OF LOUISVILLE GAS AND ) 
ELECTRIC COMPANY FOR CERTIFICATES ) 

P u €3 1.- I c s E R\/l i: E 
co nli i\n IS s I ON 

OF PUBLIC CONVENIENCE AND NECESSITY ) CASE NO. 2011-00162 
AND APPROVAL OF ITS 2011 COMPLIANCE ) 
PLAN FOR RECOVERY BY ENVIRONMENTAL ) 
SIJRCHARGE ) 

JOINT MOTION OF KENTUCKY IJTILITIES COMPANY AND 
LOUISVILLE GAS AND ELECTRIC COMPANY 

FOR APPROVAL TO DEVIATE FROM 
REQUIREMENT GOVERNING FILING OF COPIES 

Kentiicky Utilities Company (“KU”) and Louisville Gas and Electric Company 

(“LG&E”) (collectively, the “Companies”) respectfully hereby move the Kentucky Public 

Service Commission (“Commission”) to grant the Companies approval, piirsiiarit to 807 ISAR 

5:OOl 3 14, to deviate from the requirement that parties file an original and fifteeii (15) complete 

copies of all documents in these proceedings. The Companies ask to be excused from filing any 

paper copies of portions of an exhibit to each of two witnesses’ rebuttal testiinonies, and to be 

peiinitted to file only one paper original per utility of the remaining portion of each exhibit at 

issue, because the exhibits are voluminous. In support of their joint motion, the Conipanies state 

as follows: 



1. Pursuant to the Commission’s June 28, 201 1 Order, the Companies must provide 

to the Commission an original and fifteen (15) copies of all documents filed in each of these 

proceedings, along with a service copy to all pai-ties of record and their consultants. The number 

of service copies is now nearly 20 in these proceedings. 

2. The rebuttal testiinony of David S. Sinclair, wliicli is being filed 

conteinporaneously herewith, contains an appendix of workpapers (Appendix B) that includes a 

number of spreadsheets and Strategist inodeling input and output files. (The Strategist files are 

confidential and are the subject of a petition for coiifidential protection being filed herewith.) 

The workpapers contain 23 Strategist files that would corisiiine over 69,000 pages per copy, and 

would be mostly unintelligible because they are intended to be read by computers. The non- 

Strategist workpapers would consiinie approximately 1 80 pages per copy. Therefore, providing 

just the Commission’s original and fifteen copies of Mr. Siiiclair’s Appendix B would require 

over 1.1 million pages, and providing paper service copies would increase the number 

significantly more. 

3. Likewise, the rebuttal testimony of Charles R. Scham, which is being filed 

contemporaneously herewith, contailis an appendix of workpapers (Appendix A) that includes a 

number of spreadsheets and Strategist modeling input and output files. (The Strategist files are 

Confidential and are the subject of a petition for confidential protection being filed herewith.) 

The workpapers contain 2 Strategist files that would consume over 6,000 pages per copy, and 

would be mostly unintelligible because they are intended to be read by computers. The non- 

Strategist workpapers would approximately 70 pages per copy. Therefore, providing just the 

Commission’s original and fifteen copies of Mu. Schrani’s Appendix A would require over 

97,000 pages, and providing paper service copies would increase the number significantly more. 
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4. Due to the voluminous nature of these documents, the Companies request 

permission pursuant to 807 KAR S:001 5 14 to deviate from the Commission’s June 28, 2011 

Order and provide on compact discs the Commission’s fifteen copies of the above-described 

exhibits for each utility, as well as one original copy of each exhibit per utility coriiprising a 

paper version of the non-Strategist workpapers and an electronic version of the Strategist 

workpapers. The Companies seek permission to provide compact-disc service copies to the other 

parties to the proceeding, as well. 

RE, the Companies request a deviation from the requirement that parties 

provide an original and fifteen (1 5) paper copies of all documents. The Companies request that 

they be allowed to instead submit the rebuttal testiniony exhibits identified above on compact 

discs, and to provide one paper copy per utility of the above-described non-Strategist portions of 

the exhibits to the Commission, in compliance with this requirement. 

Dated: October 24,201 1 Respectfully submitted, 

W. Duncan Crosby I11 
Monica H. Rraun 
Stoll Keenon Ogden PLLC 
2000 PNC Plaza 
500 West Jefferson Street 
Louisville, Kentucky 40202 
Telephone: (502) 333-6000 

Allyson K. Sturgeon 
Senior Corporate Attorney 
LG&E and ICTJ Services Company 
220 West Main Street 
Louisville, Kentucky 40202 
Telephone: (502) 627-2088 

Coainsel for Kentucky TAiliiies Company 
and Lotiisidle Gas and Electric Company 
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CERTIFICATE OF SERVICE 

I hereby certify that a true copy of the foregoing Joint Motion was served via TJ.S. mail 
(first-class, postage prepaid), overnight delivery, or hand-delivery this 24th day of October 20 1 1 
upon the following persons: 

Dennis G. Howard I1 
Lawrence W. Cook 
Assistant Attorneys General 
Office of the Attorney General 
Office of Rate Intervention 
1024 Capital Center Drive, Suite 200 
Frankfort, KY 40601-8204 

David C. Brown 
Stites & Harbison PL,LC 
400 West Market Street, Suite 1800 
Louisville, KY 40202-3352 

David J. Rarberie, Attorney Senior 
Leslye M. Bowman, Director of Litigation 
Government Center (LFUCG) 
Department of Law 
200 East Main Street, Suite 1134 
Lexington, KY 40507 

Scott E. Haridley 
Administrative Law Division 
Office of the Staff Judge Advocate 
SO Third Avenue, Room 21 5 
Fort Knox, KY 40121-SO00 

Edward George Zuger, I11 
Zuger Law Office PLLC 
P.O. Box 728 
Corbin, KY 40702 

Sliannon Fisk 
Senior Attorney 
Natural Resources Defense Council 
2 N. Riverside Plaza, Suite 2250 
Chicago, IL 60660 

Michael L. Kui-tz 
K ~ r t  J. Roel-m 
Roehn, Kui-tz & Lowy 
36 East Seventh Street, Suite 1510 
Cincimiati, OH 45202 

Iris G. Skidmore 
Bates and Skidinore 
41 5 West Main Street, Suite 2 
Frankfort, KY 40601 

Torn FitzGerald 
Counsel & Director 
Kentucky Resources Council, Inc. 
Post Office Box 1070 
Frailkfoit, Kentucky 40602 

Robert A. Ganton 
Regulatory Law Office 
1J.S. Army Legal Services Agency 
901 N. Stuart Street, Suite 525 
Arlington, VA 22203-1 837 

Kristin Herlvy 
Staff Attorney 
Sierra Club 
8.5 Second Street 
San Francisco, CA 94 1 OS 
Joe F. Childers 
Getty & Childers, PLLC 
1 900 L,exingtoii Financial Center 
250 West Main Street 

*Lexington, Kentucb 40507 

Counsel 'Por Kentucky TJtilitiesqoinpany arid 
Louisville Gas and Electric Company 


