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INVESTOR GROWTH EXPECTATIONS 
APPENDIX 

 
Residual Analysis 

- Linearity of the regression function 
- Variance of the error terms 

 
The following pages display the scatter plots of the residuals against the predicted P/E ratio 
scores, and residuals against each growth rate. These graphs show that the regression function is 
appropriate for the data being analyzed.  
 
Figure 1.1 – 1.12 Utility and non-utility companies combined 
Figure 2.1 – 2.12 Utility companies 
Figure 3.1 – 3.12 Non-utility companies 
 
In all figures, the residuals are generally centered around zero displaying no systematic 
tendencies to be positive or negative. No pattern is indicated in any of the plots, confirming the 
linearity and homoscedasticity of the relationship. Nonconstant error variance can also be 
observed from these plots. The cloud of dots (+) display a homoscedastic model indicating that 
the variance of residual error is constant for all values of the independent variables. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This material is for your private information. The views expressed are the views of Anita Xu and Ami Teruya only 
through the period ended July 26, 2004 and are subject to change based on market and other conditions. The 
opinions expressed may differ from those with different investment philosophies. The information we provide does 
not constitute investment advice and it should not be relied on as such. It should not be considered a solicitation to 
buy or an offer to sell a security. It does not take into account any investor's particular investment objectives, 
strategies, tax status or investment horizon. We encourage you to consult your tax or financial advisor. All material 
has been obtained from sources believed to be reliable, but its accuracy is not guaranteed. There is no representation 
nor warranty as to the current accuracy of, nor liability for, decisions based on such information. Past performance is 
no guarantee of future results. 
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