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REQUEST NO. 7-1: Refer to Bluegrass Water’s Response to Commission Staff’s 

Fifth Request for Information (Staff’s Fifth Request), Item 5. Refer also to Bluegrass Water’s 

Response to Commission Staff’s Second Request for Information (Staff’s Second Request), 

Item 7(c) and the October 27, 2025 American Water Works Company, Inc. press release  

a. Explain in detail why Bluegrass Water decided to include American Water Works 

Company (American Water) and Essential Utilities, Inc. (Essential) in its proxy 

group given the merger between American Water and Essential was announced 

on October 27, 2025, approximately one month prior to Bluegrass Water filing its 

initial application seeking a rate increase. 

b. Explain in detail whether a proposed proxy group containing four regulated 

utilities, after excluding three for various circumstances, contains enough data to 

fully support a Return on Equity (ROE) recommendation. 

c. Explain in detail whether Bluegrass Water considered a proxy group consisting 

of a combination of regulated water utilities and regulated natural gas utilities. If 

a combination proxy group was not considered in Bluegrass Water’s initial ROE 

analysis, explain in detail why not. 

d. Provide a proxy group consisting of a combination of regulated water and 

regulated natural gas utilities. 
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RESPONSE:   

a. As discussed on page 14 of Mr. Howard’s Direct Testimony, because the referenced 

merger occurred only five days before Mr. Howard’s spot date of October 31, 2025 (which is 

different than the Company’s filing date), there was not sufficient data to study the impact of the 

merger on the two companies.  In addition, the Value Line data relied on by Mr. Howard was 

published prior to the announced merger.  

b. A proxy group of four utilities likely does not contain enough data to fully support 

an ROE recommendation because four companies may represent too limited a sample size.  A 

limited sample size increases the risk that the indicated results do not accurately reflect investor 

required returns. Mr. Howard reserves the right to adjust his response pending the explanation of 

the various circumstances referenced in the request. 

c. Mr. Howard did consider a proxy group including natural gas utilities.  However, 

while natural gas utilities share certain operational similarities with water utilities, they both also 

face unique risks.  Natural gas utilities are therefore an imperfect comparator for water utilities. 

d. Running Mr. Howard’s selection criteria as of August 14, 2026, results in a proxy 

group of six water utilities as shown in “Exhibit PSC 7-1d.”  In Mr. Howard’s opinion, a proxy 

group of six utilities represents a sufficient size.   

 

Witness:         Matt Howard, Director, Scott Madden, Inc. 
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REQUEST NO. 7-2: Refer to Bluegrass Water’s Response to Staff’s Fifth Request, 

Item 5. Refer also to Bluegrass Water’s Response to Commission Staff’s Second Request for 

Information (Staff’s Second Request), Item 7(c). Explain in detail how regulated water and 

wastewater utilities compare to regulated natural gas utilities in terms of their respective 

risk profiles regarding investors’ expectations going forward. 

 

RESPONSE:  Please see Mr. Howard’s response to 7-1, part c above. A primary 

difference is water utilities’ treatment of water for consumption and treatment of wastewater for 

release in the environment.  While both transmit their commodities through pipes, water is 

intended for direct human consumption.  There are also supply differences, as water and natural 

gas are sourced differently.   

 

Witness:         Matt Howard, Director, Scott Madden, Inc. 
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REQUEST NO. 7-3: Refer to the Direct Testimony of Matthew Howard (Howard 

Direct Testimony), page 23.  

a. Explain in detail why Bluegrass Water utilized a current, 30-day average yield on 

30-year Treasury bonds for the calculation of the risk-free rates in its CAPM 

analyses as opposed to a longer-term average yield. 

b. Provide the 3-month average yield on 30-year Treasury bonds. 

c. Provide the 6-month average yield on 30-year Treasury bonds. 

 

RESPONSE:   

a. Mr. Howard utilizes a current, 30-day average yield because anomalous events can 

affect the stock price on any particular trading day, and the use of a 30-day averaging period 

mitigates the effects of any such events while also accounting for current market conditions. 

b. Please see “Exhibit PSC 7-3.” 

c. Please see “Exhibit PSC 7-3.” 

 

Witness:         Matt Howard, Director, Scott Madden, Inc. 
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REQUEST NO. 7-4: Refer to the Howard Direct Testimony, page 12.  

a. Explain in detail whether, over the course of selecting the proxy group used in this 

proceeding, Bluegrass Water considered excluding utilities who experienced 

“short-term” events that could lead to volatility in its market expectations. 

b. If Bluegrass Water did not consider excluding utilities who experienced “short-

term” events, explain why not. 

c. If Bluegrass Water did consider excluding utilities who experienced “short-term” 

events, explain why American Water Works Company, Inc. (American Water) 

and Essential Utilities, Inc. (Essential) were included within the proxy group in 

the instant proceeding. 

 

RESPONSE:   

a. Since no definition of “short-term events” was provided, please see Mr. Howard’s 

Direct Testimony at pages 13 and 14 for an explanation as to the criteria used in selecting the proxy 

group.   

b. Please see Mr. Howard’s response to part a above. 

c. Please see Mr. Howard’s response to 7-1, part a above.  

 

Witness:         Matt Howard, Director, Scott Madden, Inc. 
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REQUEST NO. 7-5: Refer to the Howard Direct Testimony, page 19. Refer also to 

the Howard Direct Testimony, Exhibit 4. Provide the Value Line Dividends per Share (DPS), 

using the most up-to-date Value Line profile sheets, for each of the regulated utilities 

included in Bluegrass Water’s proxy group. 

  

RESPONSE:   

Please see “Exhibit PSC 7-5.”  Because it is not clear exactly which DPS is being requested, 

Mr. Howard has provided the most up-to-date Value Line profile sheets. 

Mr. Howard notes that DPS growth rates are not an appropriate input for the DCF Model, 

as over the long run, a utility’s dividends, cash flow, or book value cannot grow without a 

corresponding growth in earnings. Specifically, over time, if a utility’s earnings do not grow 

commensurately with dividends or cash flow then the utility will be forced to rely on alternative 

sources of cash, primarily depreciation.  Because depreciation serves as a proxy for the level of 

capital expenditures (or replacements) necessary to maintain a safe and reliable system, the utility 

will ultimately face a shortfall in its ability to both maintain dividends and capital expenditures if 

earnings growth is not maintained.  In addition, any earnings not paid out as dividends or allocated 

to capital expenditures will be recorded as retained earnings, which increases book value.  As such, 

book value, dividends, and cash flow are all dependent on earnings growth.  

Further, the financial literature supports that analyst projected earnings per share growth 

rates are the superior growth rates for estimating the cost of capital.  Myron Gordon, the “father” 



ELECTRONIC APPLICATION OF BLUEGRASS WATER UTILITY OPERATING 
COMPANY, LLC FOR AN ADJUSTMENT OF WATER AND SEWAGE RATES 

CASE NO. 2025-00354 
 

BLUEGRASS WATER UTILITY OPERATING COMPANY, LLC’S RESPONSES TO THE 
COMMISSION STAFF’S SEVENTH REQUEST FOR INFORMATION 

 

  

  

Response to PSC No. 7-5 
Page 2 of 6  

of the standard regulatory version of the DCF model widely utilized throughout the United States 

in rate base/rate of return regulation, recognized the significance of analysts’ forecasts of growth 

in EPS in a speech he gave in March 1990 before the Institute for Quantitative Research and 

Finance,1 stating on page 12: 

We have seen that earnings and growth estimates by security analysts were found 
by Malkiel and Cragg to be superior to data obtained from financial statements for 
the explanation of variation in price among common stocks… estimates by security 
analysts available from sources such as IBES are far superior to the data available 
to Malkiel and Cragg. 

* * * 

Eq (7) is not as elegant as Eq (4), but it has a good deal more intuitive appeal.  It 
says that investors buy earnings, but what they will pay for a dollar of earnings 
increases with the extent to which the earnings are reflected in the dividend or in 
appreciation through growth. 

 Professor Gordon recognized that the total return is largely affected by the terminal price, 

which is mostly affected by earnings (hence price-to-earnings (“P/E”) multiples). 

 While there is ample support for the use of EPS growth rates in the DCF model, DPS 

growth rates do not have similar support. For example, it is well supported in academic research 

that analyst earnings forecasts are reflected in market prices, with both Harris, and Vander Weide 

and Carleton, supporting their use.2 Similarly, because investors often assess stock values on the 

 
1  Myron J. Gordon, The Pricing of Common Stock, Presented before the Spring 1990 Seminar, March 27, 1990 of the 

Institute for Quantitative Research in Finance, Palm Beach, FL. 
2  Robert S. Harris, Using Analysts’ Growth Forecasts to Estimate Shareholder Required Rate of Return, Financial 

Management (Spring 1986), at 59; James H. Vander Weide and Willard T. Carleton, Investor Growth Expectations: 
Analysts vs. History, The Journal of Portfolio Management (Spring 1988), at 81.  The Vander Weide and Carleton 
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basis of P/E ratios, it is important to consider whether the growth rates used in the DCF model are 

related to those valuations. Therefore, it is no surprise that earnings growth rates are readily 

available on sites like Zacks, which are available to all investors. As Morin states:  

Because of the dominance of institutional investors and their influence on 
individual investors, analysts’ forecasts of long-run growth rates provide a sound 
basis for estimating required returns. Financial analysts exert a strong influence on 
the expectations of many investors who do not possess the resources to make their 
own forecasts, that is, they are a cause of [expected] g[rowth]. The accuracy of 
these forecasts in the sense of whether they turn out to be correct is not at issue 
here, as long as they reflect widely held expectations. As long as the forecasts are 
typical and/or influential in that they are consistent with current stock price levels, 
they are relevant. The use of analysts’ forecasts in the DCF model is sometimes 
denounced on the grounds that it is difficult to forecast earnings and dividends for 
only one year, let alone for longer time periods. This objection is unfounded, 
however, because it is present investor expectations that are being priced; it is the 
consensus forecast that is embedded in price and therefore in required return, and 
not the future as it will turn out to be. 

*   *   * 

Published studies in the academic literature demonstrate that growth forecasts made 
by security analysts represent an appropriate source of DCF growth rates, are 
reasonable indicators of investor expectations and are more accurate than forecasts 
based on historical growth. These studies show that investors rely on analysts’ 
forecasts to a greater extent than on historic data only.3 

 In addition, Jeremy J. Siegel also supports the use of security analysts’ EPS growth 

forecasts when he states: 

For the equity holder, the source of future cash flows is the earnings of firms. 

 
study was updated in 2004 under the direction of Dr. Vander Weide. The results of the updated study were 
consistent with the original study’s conclusions.  
3  Morin, at 371-373. 
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* * * 

Some people argue that shareholders most value stocks’ cash dividends. But this is 
not necessarily true. 

* * * 

Since the price of a stock depends primarily on the present discounted value of all 
expected future dividends, it appears that dividend policy is crucial to determining 
the value of the stock. However, this is not generally true. 

* * * 

Since stock prices are the present value of future dividends, it would seem natural 
to assume that economic growth would be an important factor influencing future 
dividends and hence stock prices. However, this is not necessarily so. The 
determinants of stock prices are earnings and dividends on a per-share basis. 
Although economic growth may influence aggregate earnings and dividends 
favorably, economic growth does not necessarily increase the growth of per-share 
earnings of dividends. It is EPS that is important to Wall Street because per-
share data, not aggregate earnings or dividends, are the basis of investor returns.4 

 Further, studies performed by Cragg and Malkiel demonstrate that analysts’ forecasts are 

superior to historical growth rate extrapolations.  They state: 

Efficient market hypotheses suggest that valuation should reflect the information 
available to investors. Insofar as analysts’ forecasts are more precise than other 
types we should therefore expect their differences from other measures to be 
reflected in the market.  It is therefore noteworthy that our regression results do 
support the hypothesis that analysts’ forecasts are needed even when calculated 
growth rates are available. As we noted when we described the data, security 
analysts do not use simple mechanical methods to obtain their evaluations of 
companies.  The growth-rate figures we obtained were distilled from careful 
examination of all aspects of the companies’ records, evaluation of contingencies 
to which they might be subject, and whatever information about their prospects the 
analysts could glean from the companies themselves of from other sources.  It is 

 
4  Jeremy J. Siegel, Stocks for the Long Run – The Definitive Guide to Financial Market Returns and Long-

Term Investment Strategies, McGraw-Hill 2002, at 90-94 (italics in original; bold emphasis added). 
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therefore notable that the results of their efforts are found to be so much more 
relevant to the valuation than the various simpler and more “objective” alternatives 
that we tried.5 

 In addition, Vander Weide and Carleton conclude: 

.  .  .  our studies affirm the superiority of analyst’s forecasts over simple historical 
growth extrapolations in the stock price formation process.  Indirectly, this finding 
lends support to the use of valuation models whose input includes expected growth 
rates.6 

 While some question the accuracy of analysts’ forecasts of EPS growth, the level of 

accuracy of those analysts’ forecasts well after the fact does not really matter. What matters is that 

they influence investors and hence the market prices they pay.  Moreover, there is no empirical 

evidence that investors, consistent with the Efficient Market Hypothesis, would discount or 

disregard analysts’ estimates of growth in EPS.  Since investors are aware of the accuracy of such 

projections, as well as the literature supporting the superiority of such projections, security 

analysts’ earnings growth projections should be used exclusively in a cost of common equity 

analysis.  

 In addition to the empirical and academic support discussed previously in this Rebuttal 

Testimony regarding the superiority of analysts’ EPS growth forecasts, there should be no concern 

about the use of analysts’ forecasts in 2023.  Burton G. Malkiel, the Chemical Bank Chairman’s 

Professor of Economics at Princeton University, is the author of the widely read national bestseller 

 
5   John G. Cragg and Burton G. Malkiel, Expectations and the Structure of Share Prices (University of 

Chicago Press, 1982) Chapter 4. 
6   James H. Vander Weide and Willard T. Carleton, Investor Growth Expectations:  Analysts vs. History (The 

Journal of Portfolio Management, Spring 1988) 78-82. 



ELECTRONIC APPLICATION OF BLUEGRASS WATER UTILITY OPERATING 
COMPANY, LLC FOR AN ADJUSTMENT OF WATER AND SEWAGE RATES 

CASE NO. 2025-00354 
 

BLUEGRASS WATER UTILITY OPERATING COMPANY, LLC’S RESPONSES TO THE 
COMMISSION STAFF’S SEVENTH REQUEST FOR INFORMATION 

 

  

  

Response to PSC No. 7-5 
Page 6 of 6  

book on investing entitled, A Random Walk Down Wall Street (2011).  In testimony before the 

Public Service Commission of South Carolina (“PSC SC”), in November 2002, Malkiel affirmed 

his belief in the superiority of analysts’ earnings forecasts when he testified: 

With all the publicity given to tainted analysts’ forecasts and investigations 
instituted by the New York Attorney General, the National Association of 
Securities Dealers, and the Securities & Exchange Commission,  I believe the 
upward bias that existed in the late 1990s has indeed diminished.  In summary, I 
believe that current analysts’ forecasts are more reliable than they were during the 
late 1990s.  Therefore, analysts’ forecasts remain the proper tool to use in 
performing a Gordon Model DCF analysis.  (Rebuttal testimony, South Carolina 
Electric and Gas Co., pp. 16-17, Docket No. 2002-223-E) (italics added) 

 Mr. Howard notes that there is no such support for DPS growth rates in the academic 

literature as evidenced by the fact that only one source, Value Line, provides DPS growth rates. 

 

Witness:         Matt Howard, Director, Scott Madden, Inc. 
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REQUEST NO. 7-6: Refer to the Howard Direct Testimony, page 18. 

a. Explain in detail why Bluegrass Water utilized 30-day average closing market 

prices in its dividend yield analysis, as opposed to a longer term. 

b. Provide an updated dividend yield analysis utilizing a 3-month average closing 

market price for the period ending October 31, 2025, for each utility listed in the 

proxy group. 

c. Provide an updated dividend yield analysis utilizing a 6-month average closing 

market price for the period ending October 31, 2025, for each utility listed in the 

proxy group. 

 

RESPONSE:   

a. Mr. Howard utilizes a current, 30-day average closing market prices because 

anomalous events can affect the stock price on any particular trading day, and the use of a 30-day 

averaging period mitigates the effects of any such events while also accounting for current market 

conditions. 

b. Please see “Exhibit PSC 7-6.” 

c. Please see “Exhibit PSC 7-6.” 

 

Witness:         Matt Howard, Director, Scott Madden, Inc. 
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REQUEST NO. 7-7: Refer to the Howard Direct Testimony, Exhibit 5.3 and Exhibit 

5.4. Explain in detail why S&P Capital IQ was included in Bluegrass Water’s Average 

Market Return analysis, yet Bluegrass Water only relied on Beta coefficients provided by 

Value Line and Bloomberg. 

 

RESPONSE:   

Beta coefficients from S&P Capital IQ are generally monthly unadjusted Beta coefficients.  

Both monthly and unadjusted Beta coefficients are inappropriate for use in the CAPM.  

Beta coefficients are measured using an Ordinary Least Squares (“OLS”) regression, in 

which the dependent variable is the return of the subject security, and the independent variable is 

the return on the market as measured by a given index (Value Line Investor Services (“Value 

Line”), for example, uses the New York Stock Exchange Index).  A Beta coefficient is represented 

by the slope term of the regression estimates.  Intuitively, Beta coefficients measure the change in 

the subject company’s returns relative to the change in the market return. 

The resulting Beta coefficient is considered “raw”, or unadjusted.  Unadjusted Beta 

coefficients, as noted earlier, are historical in nature as they use historical market data.  Blume 

studied the stability of Beta coefficients over time and found that “[n]o economic variable 
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including the beta coefficient is constant over time.”7  Consistent with that finding, Blume 

observed a tendency of raw Beta coefficients to change gradually over time.  Blume further stated: 

…there is obviously some tendency for the estimated values of the risk 
parameter [beta] to change gradually over time.  This tendency is most 
pronounced in the lowest risk portfolios, for which the estimated risk in the 
second period is invariably higher than that estimated in the first period.  
There is some tendency for the high risk portfolios to have lower estimated 
risk coefficients in the second period than in those estimated in the first.  
Therefore, the estimated values of the risk coefficients in one period are 
biased assessments of the future values, and furthermore the values of the 
risk coefficients as measured by the estimates of β1 tend to regress towards 
the means with this tendency stronger for the lower risk portfolios than the 
higher risk portfolios.8 

Blume proposed a correction for this tendency, also known as “regression bias,” which is 

inherent in the calculation of all Beta coefficients.  He stated:   

In so far as the rate of regression towards the mean is stationary over time, 
one can in principle correct for this tendency in forming one’s assessments. 

*  *  * 

For individual securities as well as portfolios of two or more securities, the 
assessments adjusted for the historical rate of regression are more accurate 
than the unadjusted or naïve assessments.  Thus, an improvement in the 
accuracy of one’s assessments of risk can be obtained by adjusting for the 
historical rate of regression even though the rate of regression over time is 
not strictly stationary.9 

 
7  Marshal E. Blume, On the Assessment of Risk, The Journal of Finance, Vol. XXVI, No. 1, March 1971.  
8 Marshal E. Blume, On the Assessment of Risk, The Journal of Finance, Vol. XXVI, No. 1, March 1971 

(emphasis added) 
9  Marshal E. Blume, On the Assessment of Risk, The Journal of Finance, Vol. XXVI, No. 1, March 1971. 
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Based on Blume’s results, the typical adjustment is calculated based upon an approximate 

of the following formula: 

𝛽𝑎𝑑𝑗𝑢𝑠𝑡𝑒𝑑 = 0.35 + .67𝑥𝛽𝑟𝑎𝑤 (𝑢𝑛𝑎𝑑𝑗𝑢𝑠𝑡𝑒𝑑)   

This adjustment transforms the historical unadjusted Beta coefficient into an expectational 

value, consistent with the expectational nature of the cost of capital. 

As noted by Morin:  

Several authors have investigated the regression tendency of beta and 
generally reached similar conclusions [as Blume].  High-beta portfolios 
have tended to decline over time toward unity, while low-beta portfolios 
have tended to increase over time toward unity…He demonstrated that the 
Value Line adjustment procedure anticipated differences between past and 
future betas.10 

Morin further notes:  

A comprehensive study of beta measurement methodology by Kryzanowski 
and Jalilvand (1983) concludes that raw unadjusted beta (OLS beta) is one 
of the poorest beta predictors, and is outperformed by the Blume-style 
Bayesian beta approach. Gombola and Kahl (1990) examine the time-series 
properties of utility betas and find strong support for the application of 
adjustment procedures such as the Value Line and Bloomberg procedures. 

*** 

Because of this observed regressive tendency, a company’s raw unadjusted 
beta is not the appropriate measure of market risk to use.  Current stock 
prices reflect expected risk, that is, expected beta, rather than historical risk 
or historical beta.  Historical betas, whether raw or adjusted, are only 
surrogates for expected beta.  The best of the two surrogates is adjusted 
beta.11 

 
10  Morin, at 81. 
11  Morin, at 81-82. 
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Morin also provides economic and statistical justification for using adjusted Beta 

coefficients to estimate the cost of equity for utilities.  Relative to economic justification, he states: 

Adjusted betas compensate for the tendency of regulated utilities to be extra 
interest-sensitive relative to industrials. In the same way that bondholders 
get compensated for inflation through an inflation premium in the interest 
rate, utility shareholders receive compensation for inflation through an 
inflation premium in the allowed rate of return.  Thus, utility company 
returns are sensitive to fluctuations in interest rates. Conventional betas do 
not capture this extra sensitivity to interest rates. This is because the market 
index typically used in estimating betas is a stock-only index, such as the 
S&P 500.  A focus on stocks alone distorts the betas of regulated companies.  
The true risk of regulated utilities relative to other companies is understated 
because when interest rates change, the stocks of regulated companies react 
in the same way as bonds do.  A nominal interest rate on the face value of a 
bond offers the same pattern of future cash flows as a nominal return applied 
on a book value rate base.  Empirical studies of utility returns confirm that 
betas are higher when calculated in a way that captures interest rate 
sensitivity.  The use of adjusted betas compensates for the interest 
sensitivity of regulated companies.12 

Relative to statistical justification, Morin states: 

There is a statistical justification for the use of adjusted betas as well.  High-
estimated betas will tend to have positive error (overestimated) and low-
estimated betas will tend to have negative error (underestimated).  
Therefore, it is necessary to squash the estimated betas in toward 1.00.  One 
way to accomplish this is by measuring the extent to which estimated betas 
tend to regress toward the mean over time.  As a result of this beta drift, 
several commercial beta producers adjust their forecasted betas toward 1.00 
in an effort to improve their forecasts.  This adjustment, which is commonly 
performed by investment services such as Value Line, and Bloomberg, uses 
the formula: 

𝛽𝑎𝑑𝑗𝑢𝑠𝑡𝑒𝑑 = 1.0 + 𝑎(𝛽𝑟𝑎𝑤 −  1.0)  (4 − 3)   

where “a” is an estimate of the extent to which estimated betas regress 
toward the mean based on past data.  Value Line and Bloomberg betas are 

 
12  Morin, at 82 (footnotes omitted and emphasis added). 
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adjusted for their long-term tendency to regress toward 1.0 by giving 
approximately 66% weight to the measured beta and approximately 34% 
weight to the prior value of 1.0 for each stock, that is, a = 0.66 in the above 
equation: 

βadjusted = 1.0 + 0.66 (βraw – 1.0)   

      = 0.33 + 0.66 βraw     (4-4) 13 

Many commercial sources, including Value Line and Bloomberg, provide adjusted Beta 

coefficients.  Given the commercial use and acceptance of adjusted Beta coefficients, they are the 

proper measure of systematic risk in the CAPM.   

The reason why monthly Beta coefficients are less preferable than weekly Beta coefficients 

is that Beta coefficients calculated using weekly returns incorporate more observable market data 

than Beta coefficients that use monthly returns.  Weekly return Beta coefficients are calculated 

using significantly more observations (260 weekly observations compared to 60 monthly 

observations for a five-year measurement period) which reduces the likelihood of measurement 

error.  The lower number of observations of monthly returns may particularly be an issue for 

companies with relatively high dividend yields, such as the proxy companies, due to dividend-

related price behavior.  Because the value of a stock just prior to its dividend payment date is equal 

to the sum of the expected dividend, plus the going concern value of the business, following the 

ex-dividend date (the date on which a stockholder becomes entitled to the announced dividend) 

the value of the stock will adjust downward to reflect only the going concern value.  That price 

 
13  Morin, at 82-83. 



ELECTRONIC APPLICATION OF BLUEGRASS WATER UTILITY OPERATING 
COMPANY, LLC FOR AN ADJUSTMENT OF WATER AND SEWAGE RATES 

CASE NO. 2025-00354 
 

BLUEGRASS WATER UTILITY OPERATING COMPANY, LLC’S RESPONSES TO THE 
COMMISSION STAFF’S SEVENTH REQUEST FOR INFORMATION 

 

 

Response to PSC No. 7-7 
Page 6 of 8  

behavior may skew the calculation of both the relative volatility of market returns and the 

correlation of market returns which determine Beta coefficients. 

 Additionally, Bloomberg, which is a primary investment information platform for 

institutional investors as well as security analysts, and Value Line, which is a primary investment 

information platform for individual investors, both use weekly return data to calculate Beta 

coefficients rather than monthly return data, indicating its acceptance in the investment 

community.  Second, as discussed previously, it is appropriate to use weekly data as opposed to 

monthly data because monthly data give less weight to market movements experienced in shorter 

time periods, thereby dampening volatility for the market index and the subject stock, although 

possibly not to the same degree for each.  

To assess the difference in results, I calculated Beta coefficients for the Utility Proxy Group 

using both monthly and weekly return data from October 2005 through October 2025.  The results 

are shown in Charts 1 and 2, below.  
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Chart 1: Calculated Monthly Beta Coefficients for the Utility Proxy Group14 

  

 
14 Source S&P Global Market Intelligence. 
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Chart 2: Calculated Weekly Beta Coefficients for the Utility Proxy Group15 

  

 It also is clear from Charts 1 and 2 that a greater number of negative Beta coefficients are 

observed when monthly returns are assumed.  Taken at face value, a negative Beta coefficient 

implies a cost of common equity less than the risk-free rate of return.  That prospect is highly 

unlikely, especially when other proxy companies did not have contemporaneously negative Beta 

coefficients.  Given the practical implications of negative Beta coefficients, the use of weekly data 

provides more plausible results and ROE estimates.   

Witness:         Matt Howard, Director, Scott Madden, Inc. 

 
15 Source S&P Global Market Intelligence. 
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REQUEST NO. 7-8: Refer to Howard Direct Testimony, page 55 which states “a size 

premium of 1.00 percent, based on Kroll’s market capitalization data”. Refer also to page 57 

which states “as company size decreases (increasing size rank), the annualized volatility 

increases, linking size and risk for utilities”. Refer also to page 58 which states “as company 

size decreases, Safety Ranking degrades, indicating a link between size and risk for utilities”. 

Refer further to Bluegrass Water Response to Staff’s Fifth Request, Item 6, which states 

“Bluegrass Water’s sister companies were awarded risk adjustments of 0.30 percent in 

Tennessee and 0.65 percent in Missouri.” 

a. Explain why comparing other companies' size versus risk generally is applicable 

to Bluegrass Water. 

b. Provide the initially requested risk adjustments for Bluegrass Water’s affiliated 

companies, including the number of customers served and the number of utilities 

acquired. 

c. Explain why Bluegrass considers the one percent to be appropriate when 

Bluegrass Water’s sister companies were awarded less than one percent. 

 

RESPONSE:   

a. The analysis is applicable to Bluegrass Water because Bluegrass Water is a utility, 

as are the companies in the study.  The analysis provided by Mr. Howard demonstrates that smaller 

companies are riskier than their larger peers.   
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b. Limestone Water initially requested a 1.50 percent upward business-risk 

adjustment in its Tennessee rate case. At the time of its filing, Limestone Water served 573 water 

connections and 1,914 sewer connections, or 2,487 total customer connections, through two water 

systems and eight wastewater systems, representing 10 acquired utility systems. Confluence Rivers 

initially requested a 1.00 percent upward business-risk adjustment in its Missouri rate case. As of 

the June 30, 2022 test-year date, Confluence Rivers served 4,443 water connections and 4,602 

sewer connections, or 9,045 total customer connections, through 24 water systems and 39 

wastewater systems, representing 63 acquired utility systems. While Mr. Howard’s business risk 

adjustment primarily reflects the Company’s acquisition of troubled systems and history of 

negative net income, size is still an additional risk factor.  Either on its own or as an exacerbating 

factor to the Company’s operational risks.  In addition, as shown in “Exhibit PSC 5-6,” the spread 

between Bluegrass Water’s cost of debt and the rates on A and BBB rated bonds at the time of 

issuance averaged 1.34 percent (as determined by taking the average of 1.44% and 1.23% in Excel 

rows 11 and 27, respectively).  

c. Please see Mr. Howard’s response to part b above.  

 

Witness:        Matt Howard, Director, Scott Madden, Inc. 
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REQUEST NO. 7-9: Refer to Howard Direct Testimony, page 24, which states “the 

Bloomberg coefficients show a 'meaningful divergence' in correlation with the S&P 500 and 

should be viewed with caution.” Refer also to page 26 that attributes this distortion to the 

Magnificent 7 tech stocks, which currently represent 35.37 percent of the S&P 500's market 

capitalization. and 32 that states “the Value Line betas capture a more accurate view because 

they use the NYSE, which smooths out the Mag7 distortion.” Provide any calculations or 

analyses you performed using an equal-weighted S&P 500 index, or a broader index like the 

Russell 3000, to verify the utility group's risk profile before defaulting to the higher Value 

Line figures. 

 

RESPONSE:   

As shown on Table 3 of Mr. Howard’s Direct Testimony, the CAPM results using the 

average Beta coefficient from Value Line and Bloomberg falls within Mr. Howard’s recommended 

range applicable to the Utility Proxy Group while the results using only the Value Line Beta 

coefficient does not fall within that range. 

However, looking at the adjusted Beta coefficients calculated against the equal-weighted 

S&P 500 Index, the NYSE and the S&P 500 for the last ten years demonstrates that the three have 

been similar with the exception of the more recent period discussed in Mr. Howard’s Direct 

Testimony.  This further indicates that Beta coefficients calculated against the S&P 500 skew the 

market risk of the Utility Proxy Group.  
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Chart 1: Calculation of Adjusted Beta Coefficients for the S&P Equal-Weighted Index, the 

NYSE, and the Dow Jones Industrial Average16 

 

 

 

Witness:         Matt Howard, Director, Scott Madden, Inc.

 
16 Source: Bloomberg Professional 
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REQUEST NO. 7-10: Refer to the Direct Testimony of Aaron Silas, pages 18–25. 

Provide the annual volume of sewage treated at the Delaplain system for 2022 through 2026 

to date. Include in this response how this annual amount was determined. 

 

RESPONSE:  Please see “Exhibit PSC 7-10 – Delaplain Flow Data 2022-2026,” for the 

annual volume of sewage treated at the Delaplain system for 2022 through 2026 to date and the 

methodology used to determine those volumes. 

 

Witness:         Aaron Silas, Vice President 
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REQUEST NO. 7-11: Refer to the Direct Testimony of Aaron Silas, pages 18–25. 

Provide the total annual volumetric usage of the Delaplain non-residential customers from 

2022 through 2026 to date. 

 

RESPONSE:  Please see CONFIDENTIAL “Exhibit PSC 7-11 – Delaplain Combined 

Annual Usage,” for the total annual volumetric usage of Delaplain non-residential customers, by 

account, for 2022 through 2026 to date. 

 

Witness:         Aaron Silas, Vice President 
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REQUEST NO. 7-12: Refer to the Direct Testimony of Aaron Silas, pages 18–25. 

Provide the residential equivalent rate used in this proceeding. 

 

RESPONSE:  The residential equivalent factors used in this proceeding are reflected in 

the Rate Design - WW tab of Amended Exhibit 9. Residential customers were assigned a 

residential equivalent factor of 1.0, multi-residential customers were assigned a residential 

equivalent factor of 0.75, and commercial customers were assigned a residential equivalent factor 

of 2.5. These factors were used in developing the Company's proposed wastewater rate design. 

 

Witness:         Aaron Silas, Vice President
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