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The questions in this section refer to the testimony of Paul R. Moul:

With reference to page 48, lines 4-21, Attachment PRM-13, and Appendix I, please provide (a) documentation on the methodology used by Value Line in calculating betas, (b) the data used to make the beta adjustments, and (3) all empirical studies that support the use of leverage-adjusted betas such as proposed by Mr. Moul.   Please provide the data in hard copy and electronic formats (Microsoft Excel), with all data and equations left intact.  In addition, please indicate the source of the data.

Response of Columbia Gas of Kentucky:

(a)  Value Line describes its procedure to calculate its betas as follows: 


Beta—a relative measure of the historical sensitivity of the stock's price to overall fluctuations in the New York Stock Exchange Composite Index. A Beta of 1.50 indicates a stock tends to rise (or fall) 50% more than the New York Stock Exchange Composite Index. The ''Beta coefficient'' is derived from a regression analysis of the relationship between weekly percentage changes in the price of a stock and weekly percentage changes in the NYSE Index over a period of five years.  In the case of shorter price histories, a smaller time period is used, but two years is the minimum. The Betas are adjusted for their long-term tendency to converge toward 1.00.

From Mr. Moul’s experience, the adjustment procedure apparently includes approximately two-thirds weight assigned to the calculated beta and one-third weight assigned to the market beta of 1.0.

(b)  Please refer to the schedule that is attached to the response to AG 95.

(3)  Please refer to the article by Robert S. Hamada that is attached.

