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Delmarva (RBH-R)
DELMARVA POWER & LIGHT COMPANY
BEFORE THE
DELAWARE PUBLIC SERVICE COMMISSION

REBUTTAL TESTIMONY OF ROBERT B. HEVERT
DOCKET NO. 13-115

L Introduction
Please state your name, affiliation, and business address.

My name is Robert B. Hevert. I am Managing Partner of Sussex Economic
Advisors, LLC (Sussex). My business address is 161 Worcester Road, Suite 503,
Framingham, MA 01701.

Are you the same Robert B. Hevert who submitted Direct Testimony in this
proceeding?

Ves. 1 filed Direct Testimony on behall of Delmarva Power & Light
Company (Delmarva or the Company), a wholly-owned operating subsidiary of
Pepco Holdings, Inc. (PHI), in this proceeding on March 22, 2013.

What is the purpose of your Rebuttal Testimony?

The purpose of my Rebuttal Testimony is to respond to the Direct Testimony
of Mr. David Parcell on behalf of the Delaware Division of Public Advocate (DPA).'
Please briefly summarize the analyses contained in your Rebuttal Testimony.

1 applied the Constant Growth Discounted Cash Flow (DCF) model (see also,

Schedule (RBH-R)-1), the Capital Asset Pricing Model (CAPM) (see also, Schedule

[ note that while Commission Staff (Staff) of the Delaware Public Service Commission (Commission)
does not provide its own analysis of the Cost of Equity for Delmarva, Staff Witness Peterson states,
“Mr. Parcell was the Staff witness on rate of return and overall capital structure in the prior Delmarva
electric base case, PSC Docket 11-328, as well as the Staff witness on rate of return in the more recent
Delmarva gas case, PSC Docket 12-546, that is currently pending before the Commission. I have been
asked by Staff to rely on Mr. Parcell’s return recommendations in determining my over all
recommended revenue requirement in this case.” See Direct Testimony of Staff Witness Peterson, at 5.
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(RBH-R)-4) and the Risk Premium approach (as discussed in my Direct Testimony,
see also, Schedule (RBH-R)-5) based on data through July 31, 2013. In response to
DPA Witness Parcell, my Rebuttal Testimony also includes a Multi-Stage form of the
DCF model (see, Schedule (RBH-R)-7). I applied those analyses to the proxy group
included in my Direct Testimony.
Have you revised your ROE recommendation based on those results?

Yes, [ have. The updated results presented in my Rebuttal Testimony support
an RQE between 10.25% and 10.75%, with the Company’s proposed 10.25% ROE at
the low end of that range. Although [ have a‘c'ljusted the high end of my
recommended range from 11.00% to 10.75% to reflect certain changes in the results
of my updated analyses relative to those presented in my Direct Testimony, I have not
changed my position that the Company’s proposed ROE of 10.25% is reasonable. As
discussed in more detail below, recent changes in current and expected market
conditions would suggest an increase, not a decrease, in the Cost of Equity; in fact,
that is what certain model results indicate. That said, 1 recognize that other model
results have decreased since 1 filed my Direct Testimony. And, while those lower

results are inconsistent with observable measures of increased capital costs, I believe

" that it is reasonable to reflect the lower results, at least to some extent, in my

recommendation. As such, while I have lowered the high end of my recommended
range, it remains my view that the Company’s proposed ROE of 10.25% is a
reasonable, if not conservative estimate of its Cost of Equity.

Have you prepared any Rebutt;xl Schedules?

Yes. Schedule (RBH-R)-1 through Schedule (RBH-R)-11 have been prepared
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by me or under my direct supervision.

11, Summary and Overview

Please summarize the key issues and recommendations addressed in your
Rebuttal Testimony.

In my Direct Testimony, I found that an ROE of 10.50% is reasonable for the
Delmarva, based on a range of ROE estimates of 10.25% to 11.00%.? The Company
has proposed an ROE of 10.25%, which falls at the low end of my recommended
range. As discussed above, my updated recommended range is from 10.25% to
10.75%. The updated analyses presenfed in my Rebuttal Testimony continue to
support the position that the Company’s proposed ROE of 10.25% is a reasonable, if
not conservative estimate of its Cost of Equity (especially in light of current capital
market conditions, as discussed in further detail below). As my Direct Testimony
discussed, my recommendation, and the analytical results on which it is based,
considers a variety of factors including the specific risks faced by Delmarva and
existing and expected capital market conditions.? That is especially important when
conditions have changed significantly over an abbreviated period, as recently has
been the case. For the reasons discussed throughout my Rebuttal Testimony, those
factors support my conclusion that the Company’s proposed 10.25% ROE is
reasonable, if not conservative.

Regarding DPA Witness Parcell’s analyses and recommendation, there are

several reasons why I believe his recommended ROE is oo low to be a reasonable

See Direct Testimony of Robert B. Hevert, at 32.
Ibid., at 3, 10.
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estimate of the Company’s Cost of Equity. Many of those reasons are
methodological in nature and are discussed in detail throughout the balance of my
Rebuttal Testimony. In general, DPA Witness Parcell’s results and recommendations
are biased downward as a result of inappropriate growth rates used in his Constant
Growth DCF analyses, estimates of the Market Risk Premium that are so low as to
produce CAPM results that have little relevance in estimating the Company’s ROE,
and a level of subjectivity in the Comparable Earnings Method that enables a range of
results that are disconnected from, and inconsistent with other data provided in his
testimony. Beyond those analytical issues, DPA Witness Parcell’s recommendation
does not reasonably reflect the continuing and significant changes in capital markets
that together point to an increase, rather than a decrease, in the Company’s Cost of
Eqility.

Please now expand on your observations regarding capital market conditions,
and their effect on the methods used to estimate the Cost of Equity.

There is little question that since February 15, 2013 (i.e., the date of the
analyses included in my Direct Testimony), both current and forward interest rates
increased. As Chart 1 (below) demonstrates, the Treasury yield curve has shifted
upward, with longer-term maturities experiencing the greater increases. On a spot
basis, the 30-year Treasury yield rose by 52 basis points from February 15, 2013
through August 30, 2013. In fact, since November 2012 (that is, the date of the
Company’s most recent ROE authorization in Docket No. 11-528), the 30-year
Treasury yield has increased by 91 basis points. As Chart 1 also demonstrates,

interest rates have increased significantly since the beginning of May 2013.
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Chart 1: Treasury Yield Curve
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On a forward-looking basis, the expected 27-year Treasury yield three years
hence (that is, the “forward” 27-year Treasury yield; see Chart 2) increased by 54
basis points from February through August 2013; since November 2012, forward

" long-term yields have increased by nearly 100 basis points.?

Source: Federal Reserve Board Schedule H.15.

Forward yields were calculated as the expected long-term Treasury yield three years forward for each
trading day from February 15, 2013 through August 30, 2013. That calculation is based on the
“cxpectations” theory, which states that (for example) the current 30-year Treasury yield equals the
combination of the current three-year Treasury yield, and the 27-year Treasury yield expected in three
years. That is, an investor would be indifferent to (1) holding a 30-year Treasury to maturity, or (2}
holding a threc-year Treasury to maturity, then a 27-year Treasury bond, also to maturity. As
itlustrated in Chart 2 since February 15, 2013, forward yields have increased by 54 basis points.
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Chart 2: Forward 27-Year Treasury Yield®
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The substantial increase in current and forward Treasury yields has been
accompanied by the significant under-performance of utility stocks relative to the
broad market. As shown in Chart 3, below, since May 1, 2013, the S&P 500 gained
3.18% while my proxy group lost 12.49% and DPA Witness Parcell’s group lost

7.82%.

Source: Federal Reserve Board Schedule H.15. Represents forward 27-year yield three years hence.
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Chart 3: Stock Price Performance May 1, 2013 — August 30, 2013
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The average Beta coefficient for my proxy group has also increased recently.
While it was relatively stable between February 15, 2013 and early August 2013, it |
has increased rapidly since then (see Chart 4, below). Those findings indicate that the
proxy group’s risk relative to the broad market has measurably increased over the

past several weeks.
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Chart 4: Average Beta Coefficient’
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Is it your position that the period from May 1, 2013 through August 30, 2013
should be used to exclusively to determine the Company’s ROE?

No, it is not. In fact, the data underlying my analyses reflect the 30-, 90-, and
180-day period ended July 31, 2013.* Nonetheless, I do believe that the consistent
and concurrent increases in current and forward Treasury yields, together with the
proxy companies’® significant under-performance and increased risk relative to the
overall market are important considerations in arriving at ROE recommendations. In
essence, over the past several months we have seen: (1) steady and significant
increases in both current and forward long-term Treasury yields; (2) the under-
performance of utility stocks relative to the broad market; and (3) an increase in the
relative risk of utility stocks (as measured by the proxy companies). In my view,

those are important factors to be considered in assessing the Company’s Cost of

Source: Bloomberg Professional Service
1 updated my analyses through July 31, 2013 to be consistent with the analyses presented in the Direct
Testimony of DPA Witness Parcell.
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Equity.
Have you considered any additional data to assess the effect of changing market
conditions on your analyses? |

Yes, ] have. As discussed in my Direct Testimony, it is important to assess
model results in the context of prevailing market conditions. As noted above, for
example, over the past several months both current and forward interest rates have
significantly increased; that increase has been particularly acute since May 2013. As
would be expected, as interest rates increased, the proxy group companies’ stock
value significantly decreased. As noted earlier, from May through August the 30-
year Treasury yield increased from 2.83 percent to 3,70 percent. At the same time,
the proxy group stock value fell both in absolute terms and relative to the broader
market (see Chart 3, above).

Those findings are not at all surprising. As interesf rates increase, we would
expect to see a decline in prices for utilities such as Delmarva, suggesting an increase
in the Cost of Equity. That is, we would expect the increase in interest rates to
correspond fo an increase in the Cost of Equity. In fact, that is what we have found
in the CAPM and Risk Premium methods; the increase in long-term interest rates
indicates an increase in the Cost of Equity under both models. That relationship
makes sense, both intuitively and methodologically, and such results reinforce my
recommendation of the Company’s Cost of Equity.

As to other market data, it also is important to recognize that the policy of
reducing asset purchases under the Federal Reserve’s Quantitative Easing program is

related to expectations of improved and sustained growth in the overall economy.
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Since any tapeting of asset purchases is tied to improving economic growth, we
would expect to see higher growth estimates for companies in the overall economy,
including the utility .sector. That certainly appears to be the case for the broad
market; the expected market return has increased by 29 basis points since [ filed my
Direct Testimony, largely due to increased expected growth rates” Regarding the
utility sector in particular, since companies such as Delmarva continue to invest in
their rate base, and given that utilities provide a vital service to other industry sectors,
it also would not be surprising to see an increase in expected utility growth rates.

In the context of the Constant Growth DCF model, therefore, current and
expected market conditions easily could argue for increased growth rates and
dividend yields. Taking those two elements together, we would expect an increase in
the Cost of Equity. Contrary to intuition and observable, prevailing ‘market
conditions, however, decreases in the Constant Growth DCF results have not
followed this trend as both the average dividend yield and projected growth rate for
my proxy group have fallen since the filing of my Direct Testimony. As such, the
Constant Growth DCF results are difficult to reconcile with current market
co-nditions, in particular the significant increase in interest rates, and should be
viewed with caution, It is for precisely this type of circumstance that it is important
to apply more than one analytical approach in estimating the Cost of Equity, as I
previously have indicated.”® In my Direct Testimony, I applied the Constant Growth

DCF model, the CAPM, and Risk Premium approach in arriving at my

See Schedule (RBH)-2 and Schedule (RBH-R)-2. Based on the Bloomberg estimate of the total market
return, the expected market returmn increased from 13.00% to 13.29% between February 15, 2013 and
July 31,2013,

See Direct Testimony Robert B, Hevert, at 3.

10
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recommendation.” Based on the updated analytical results contained in my Rebuttal
Testimony, and the counterintuitive trends produced by the Constant Growth DCF
model, greater consideration should be given to analytical approaches that are
consistent with observable, prevailing capital market conditions.

My updatéd DCF, CAPM and Bond Yield Plus Risk Premium analyses are
presen_ted in Schedules (RBH-R)-1 through 5. |
In light of that data, what are your principal conclusions regarding DPA
Witness Parcell’s ROE recommendation?

From an analytical perspective, it is important that the inputs and assumptions
used to arrive at an ROE recommendation are consistent with the recommendation
itself. While I appreciate that every analysis necessarily requires an element of
judgment, the application of that judgment must be made in the context of the
quantitative and qualitative information available. to the analyst. Because the
application of financial models and interpretation of their results often is the subject
of differences among analysts in regulatory proceedings, 1 believe that it is important
to review and consider a variety of data points; doing so enables us to put in context
both quantitative analyses and the associated recommendations,

As noted in my Direct Testimony, it is imporfant to recognize that in
establishing their return reqﬁirements, investors consider a broad range of data
including authorized returns from alfernativé jurisdictions, and current capital market
data.” Equity investors have many options available to them, and will allocate capital

based on the expected returns associated with those alternatives. While I am not

11

Ibid,
1bid., at 10, 2122,

11



10

11

12

13

14

15

16

17

18

19

Q12.

Al2.

Q13.

Al3.

Witness Hevert
suggesting that the Commission should be bound by decisions in other regulatory
jurisdictions, given that investors consider such data in framing their investment
decisions, return recommendations that materially deviate from observed indﬁstry
norms should be supported by clear and unambiguous reasons explaining those

deviations.

J11R Response to Direct Testimony of DPA Witness Parcell

Please provide a brief summary of DPA Witness Parcell’s Direct Testimony and
recommendations.

DPA Witness Parcell estimates the Company’s Cost of Equity based on: (1)
the Constant Growth DCF model; (2) the CAPM; and (3) the Comparable Earnings
Model (CEM). DPA Witness Parcell excludes his CAPM results, which range from
6.90% to 7.00%, and defines his ROE range of 9.20% to 9.50% by reference to the
mid-point of his respective DCF and CEM results.”> DPA Witness Parcell’s 9.35%
recommendation, then, is the midpoint of his 9.20% to 9.50% range.

As a preliminary matter, do you believe that DPA Witness Parcell’s
recommended range is reasonable?

No, I do not. Putting aside the analytical issues discussed below, I note that
the low end of DPA Witness Parcell’s range, 9.20%, and the high end, 9.50%, are the

simple average of two sets of data points (see Table 1, below).

i3

See Direct Testimony of DPA Witness Parcell, at 33,

12
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Table 1: Summary of DPA Witness Parcell’s ROE Range"

Low High
Method Estimate Estimate Mid-Point
Discounted Cash Flow 9.00% 9.40% 9.20%
Comparable Earnings 9.00% 10.00% 9.50%
Overall Average 9.35%

" DPA Witness Parcell’s recommended range therefore gives equal weight to all
four estimates assuming, for example, that an ROE of 9.00% is equally as plausible as
an ROE of 10.00%. An authorized ROE of 9.00%, however, would be below 99.86%
of the 1,410 ROE authorizations observed since 1980." Those estimates are also
inconsistent with recent market conditions. While I recognize that the analyses
provided in Section IT (above) include data subsequent to DPA Witness Parcell filing
his Direct Testimony, current market conditions highlight the unreasonableness of an
ROE estimate as low as 9.00%. Simply removing those estimates and giving equal
weight to the remaining two estimates would increase the point estimate to 9.70%
(that is, the average of 9.40% and 10.00%).

As discussed in more detail later in this section of my Rebuttal Testimony,
DPA Witness Parcell’s CEM analysis, and the conclusions that he derives from that
analysis, rely substantially on his subjective assessment as to the relationship between
Market-to-Book Value (M/B) ratios and the earned Return on Common Equity.
Bqually important, DPA Witness Parcell’s analyses and conclusions are hcavily

dependent on his sense of what may (or may not) be an appropriate Market-to-Book

Ibid.
An ROE of 9.00% would be the second lowest authorized ROE over that period. Source: Regulatory
Research Associates. '

13
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ratio for a company such as Delmarva. Given the highly subjective nature of that
approach, there are a range of plausible results. For example (as also discussed in
more detail below) based on the data provided by DPA Witness Parcell, a M/B ratio
of approximately 150.00% would be associated with the 10.25% lower bound of my
recommended range.' That ratio (i.e, 150.00%) falls in the 52" percentile of the
ratios presented in DPA Witness Parcell’s Exhibit DCP-10. Taken from that
perspective, the Company’s 10.25% ROE recommendation is quite consistent with
the data on which DPA Witness Parcell relies.

What are the specific areas in which you disagree with DPA Witness Parcell’s
analyses ;and recommendations? |

The principal areas in which I disagree with DPA Witness Parcell’s analyses
include: (1) the effect of current market conditions on Delmarva’s Cost of Equity; (2)
the growth rates used in the Constant Growth DCF analysis; (3) the application of the
CAPM; and (4) DPA Witness Parcell’s application of the Comparable Earnings

Method.

Capital Market Conditions

Q1s.

AlS.

Please briefly summarize the financial and economic conditions that DPA
Witness Parcell discusses in his Direct Testimony.
DPA Witness Parcell refers to comparatively low levels of inflation (as

measured by the Consumer Price Index) which, he asserts, are “reflective of lower

"~ capital costs”,” and historically low Treasury and utility bond yields; DPA Witness'

See Table 3. 150.00% is the approximate average of 147.00% and 154.60%.
Direct Testimony of DPA Witness Parcell, at [2.

14
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Parcell, attributes those comparatively low rates 1o a “flight to safety.”® DPA
Witness Parcell further notes that the “flight to safety” led to a “negative perception”
of the recent market which resulted in the reduced valuation of “retirement accounts,
investment portfolios, and other assets.”” DPA Witness Parcell suggests that this has
caused “a decline in investor expectations of returns.”
What is yoﬁr response to DPA Witness Parcell on these issues?

As to his review of interest rates, DPA Witness Parcell refers to page 4 of his
Exhibit DCP-2. There, the most recent data relates to July, 2013. As noted eatlier in
my Rebuttal Testimony, interest rates have increased rather substantially since May 1,
5013. In fact, since July 31, 2013, interest rates have increased significantly as well.
To that point, while DPA Witness Parcell’s Exhibit DCP-6 shows the ten-year
Treasury yield was 2.58% in July, by September 6, 2013 it had risen to 2.94%.
Utility bond yields experienced a similar increase; the Moody’s Utility Baa Bond
index increased from 5.21% (as reported by DPA Witness Parcell) to 5.37% between
July and September 6, 2013. In my view, the accelerated increase in interest rates
since May 1, 2013 (and, for that matter, since DPA Witness Parcell filed his Direct
Testimony) are not necessarily indicative of a continuing flight to safety, and should
be considered in determining the VCompany’s Cost of Equity

As to the issue of market performance, as noted above the broad market

increased by over three percentage points over the four months from May through

August 30, 2013. During the same period utility stocks (as measured by our

Ibid., at 14.
Ibid.
Ibid.

15
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respective proxy groups) significantly under-pérformed the broad market. That is,
financial assets that reflect the broad market have increased in value; utility stocks
have not enjoyed the same performance. Whether the utjlity sector’s under-
performance is due to the rapid increase in inferest rates, or the rotation by investors
out of utility stocks into other sectors (or both), it is important to consider recent

market data and the implications of that data in arriving at ROE recommendations.

DCF Growth Rates

Q17.

Al7.

Q18.

Al8.

Please summarize the growth rates that DPA Witness Parcell relies on in his
Constant Growth DCF analysis. |

DPA Witness Parcell considers five measures of growth: (1) historical, five
year average earnings retention growth rates from Value Line for 2008-2012; (2) five-
year average historical growth in Earnings Per Share (EPS), Dividends Per Share
(DPS) and Book Value Per Share (BVPS) from Value Line; (3) projected earnings
retention growth for 2013, 2014 and 2016-2018 from Value Line; (4) projected EPS,
DPS and BVPS growth rates from Value Line for years 2010-2012 to 2016-2018; and
(5) five-year projections of EPS growth as reported by First Call?!
Please -summarize the differences between you and DPA Witness Parcell in the
selection of grthh rates in your respective Constant Growth DCF analyses.

As discussed throughout my Direct and Rebuttal Testimonies, it is my view
that analysts® earnings projections are the relevant measure of growth. DPA Witness

Parcell’s analysis, on the other hand, includes both historical and projected growth in

DPS, BVPS, and EPS, as well as historical and projected measures of Sustainable

2l

Ibid., at 23.

16
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Growth. For the reasons discussed below, I disagree with DPA Witness Parcell’s use
of historical data, and with his use of projected DPS, BVPS, and Sustainable Growth
rates.

Why do you disagree with DPA Witness Parcell’s position that dividend or book

value growth rates are appropriate inputs to the Constant Growth DCF model?

As explained in my Direct Testimony, over the long term, dividend growth
can only be sustained by earnings growth.22 The use of earnings growth estimates is
also supported by the fundamental assumptions underlying the Constant Growfh DCFE
model, which state that earnings, dividends and stock prices all grow at the same rate,
and that the payout,- Market-to-Book, and Price/Earnings (P/E) ratios all remain
constant, in perpetuity. Under those assumptions, the Constant Growth DCF model
prodﬁces the same result whether the stock is héld in perpetuity or sold after an
assumed holding period (see Schedule (RBH-R)-8). Given that investoi's fend to
value common equity on the basis of P/E ratios, the expected (and required) Return
on Equity is a function of the long-term growth in earnings, not dividends or book
value. |

I also note that Value Line is the only service noted in DPA Witness Parcell’s
Direct Testimony that provides DPS, or BVPS growth projections. While services
such as Zacks and First Call survey multiple analysts to arrive at their consensus
growth estimates, Value Line projections reflect the view of a single analyst.
Because they reflect multiple perspectives, consensus estimates are less likely to be

biased in one direction or another than a projection that reflects the views of a single

22

See Direct Testimony of Robert B, Hevert, at 13.
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analyst. It is for that reason that one of the criteria used to develop my proxy group is
that the subject company must be followed by at least two utility industry equity
analysts.”

Does DPA Witness Parcell have any concerns with specific growth rates of
éompanies in your proxy group?

Yes. DPA Witness Parcell states that the EPS growth rates from Value Line
for Otter Tail Power (OTTR) and PNM Resources (PNM) as of August 2, 2013 of
21.50% and 12.00%, respectively, are “outliers and are not sustainable.””

What is your response to DPA Witness Parcell. on that point?

First, as discussed in my Direct Testimony, I agree that it may be necessary to
consider the reasonableness of growth rates used in the DCF model. It is for that
reason that 1 removed the Value Line growth rate for OTTR from the Constant
Growth DCF analysis included in my Direct Testimony. Specifically, because the
OTTR (Value Line) growth rate was mote than two standard deviations from the
unadjusted mean growth rate, I removed it from the analysis.” Based on the same
two standard deviation criterion, I have done the same in developing the updated
results presented in my Rebuital Testimony.” Consequenﬂy,' the assessment of
Average and Median DCF results presented on page 40 of DPA Witness Parcell’s
testimony does not reflect the approach in either my Direct or Rebuttal Testimony.

My Direct Testimony also noted that “[a]n alternative, and very reasonable

23
24
25
26

Ibid., at 7.

Direct Testimony of DPA Witness Parcell, at 40.
See Direct Testimony of Robert B. Hevert, at 14.
Schedule (RBH-R)-1.
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approach, would be to consider both mean and median results.”™® Accordingly, I
presented both mean (excluding the Value Line OTTR growth rate) and median DCF
results in Schedule (RBH)-1 to my Direct Testimony, as I have in my Rebuttal
Testimony. Here again, while DPA Witness Parcell speaks of the difference between
mean and median results, that distinction already was reflected in my Direct
Testimony.

Those issues aside, my Direct Testimony noted that the assessment of outlying
results may be considered for both high and low estimates?® While DPA Witness
Parcell focuses on growth rates thaf he considers too high to be sustainable, he does
not considerlgrowth fates that may be too low. For example, DPA Witness Parcell’s
Exhibit DCP-2, Page 1 of 6 notes that over the “Curfent Cycle”, the Consumer Price
Index has been {on average) approximately 2.10 percent. Nonetheless, nine of the
growth rates presented on Exhibit DCP-7, Page 4 of 4 (i.e., DPA Witness Parcell’s
summary of “DCF Cost Rates™) are 2.10 perceﬁt, or lower, That is, in developing his
DCF analyses, DPA Witness Parcell included nine growth rates that suggest zero, or
negative real grovﬁh. If we were to assume that investors would require at least 1.00
percent real growth to take on the risk of equity ownership, the lower limit of
“sustainable” growth would be approximately 3.10 percent; 33 of DPA Witness
Parcell’s growth rate estimates (16 relating to his proxy group, and 17 relating to
mine) are equal to or less than that threshold.

In essence, the OTTR growth rate is not at issue; 1 excluded that estimate in

both my Direct and Rebuttal Testimonies. Similarly, DPA Witness Parcell’s

27
28

Direct Testimony of Robert B. Hevert, footnote 9, at 4.
Ibid.
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observation that the use of medians mitigates the effect of what may be considered
outlying results simply corroborates the convention that I used in reporting my
results. What DPA Witness Parcell has not addressed, however, are the numerous
growth rates included in his own analysis that are so low as to be unsustainable in the
long-run.

Have you performed any other analyses in response to DPA Witness Parcell’s
concern about the sustainability of certain analyst growth rates?

Yes, I have. In order to limit the effect of short-term growth rates on the DCF
model, I also have included a Multi-Stage form of the DCF model. The Multi-Stage
model that I have included in response to DPA Witness Parcell’s analysis focuses on
cash flow growth rates over three distinct stages. As with the Constant Growth form
of the DCF model, the Multi-Stage form defines the Cost of Equity as the discount
rate that sets the current price equal to the discounted value of future cash flows.
Unlike the Constant Growth form, however, the Multi-Stage model included in my
Rebuttal Testimony is solved in an iterative fashion.

As noted above, the model sets the subject company’s stock price equal to the
present value of future cash flows reccived over three “stages”. In the first two
stages, “cash flows” are defined as projected dividends. In the third stage, “cash
flows” equal both dividends and the ekpected price at which the stock is sold at the
end of the period (i.e., the “terminal price”). I calculated the terminal price based on
the Gordon model, which defines the price as the expected dividend divided by the
difference between the Cost of Equity (i.e., the discount rate) and the long-term

expected growth rate. In essence, the terminal price is defined by the present value of
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the remaining “cash flows” in perpetuity.” In each of the three stages, the dividend is
the product of the projected Earnings Per Share, and the expected dividend payout
ratio.

What are the primary analytical benefits of your three-stage model?

The primary benefits relate to the flexibility provided by the model’s
structure. Since it provides the ability to specify near, intermediate, and long-term
growth rates, for example, the model avoids the sometimes-limiting assumption that
the subject company wii_l grow at the same, constant rate in perpetuity, ™ In addition,
by calculating the dividend as the product of earnings and the payout ratio, the model
enables analysts to include assumptions regarding the timing and extent of changes in
the payout ratio to reflect, for example, increases or decreases in expected capital
spending, or a transition from current payout levels to long-term expected levels. In
that regard, because the model relies on multiple sources of earnings growth
projections, it is not limited to a single source, such as Value Line, for all inputs, and
mitigates the potential bias associated with relying on a single source of growth
estimates.”'

The model also enables the analyst to assess the reasonableness of the inputs
and results by reference to certain market-based metrics. For example, the stock price
ostimate can be divided by the expected Earnings Per Share in the final year to

calculate an average P/E ratio. Similarly, the terminal P/E ratio can be divided by the

29
30

3t

The terminal rate equals the 5.61% expected nominal GDP growth.

I note that DPA Witness Parcell does not suggest that the growth rates of OTTR or PNM are incorrect;
he simply questions the long-term sustainability of them. The inclusion of a Muiti-Stage DCF model
addresses those concerns.

See, for example, Harris and Marston, Estimating Shareholder Risk Premia Using Analysts’ Growth
Forecasts, Financial Management, 21 (Summer 1992).
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terminal growth rate to develop a Price tb Earnings Growth (PEG) ratio. To the
extent that either the projected P/E or PEG ratios are inconsistent with historical or
expected levels, it may indicate incorrect or inconsistent assumptions within the
balance of the model. The results of my Multi-Stage DCF model ban be found in

Schedule (RBH-R)-7.

Application of the CAPM

Q24. Please summarize DPA Witness Parcell’s CAPM analysis.

A24,

Q25.
A25.

DPA Witness Parcell’s CAPM analyses rely on the three-month average yield
on 20-year U.S. Treasury securities from May through July 2013 (as the measure of
the risk-free rate), Value Line Beta coefficients, and three estimates of the MRP
including: (1) the average difference between the earned equity return on the S&P
500 less the 20-year Treasury yield from 1978 to 2012; (2) the arithmetic average
difference between the total return on the S&P 500 and the total return on long-term

government bonds (20-year Treasury securities based on data from Morningstar); and

(3) the geometfic average difference between the total return on the S&P 500 and the

total return on long-term government bonds, also based on data from Morningstar.
Those inputs produce CAPM mean and median estimates of 6.90% to 7.00%,
respectively.32
Do you agree with DPA Witness Parcell’s application of the CAPM?

No, I do not. In particular, I disagree with DPA Witness Parcell’s assumption
regarding the risk-free rate component of the model, his sole use of longer-term Beta

coefficients, and his estimated MRP.

k7]

See Direct Testimony of DPA Witness Parcell, at 27-28.
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Q26. Why is the 30-year Treasury yield the most appropriate measure of the risk-free

A26.

rate component of the CAPM?

The primary difference between DPA Witness Parcell’s estimates of the risk-
free rate and mine is the term of the assumed Treasury instrument. As noted by
Morningstar, the maturity of the risk-free security should approximate the life of the
underlying investment:

The horizon of the chosen Treasury security should match the horizon

of whatever is being valued. When valuing a business that is being

treated as a going concern, the appropriate Treasury yield should be

that of a long-term Treasury bond. Note that the horizon is a function

of the investment, not the investor. If an investor plans to hold stock

in a company for only five years, the yield on a five-year Treasury

note would not be appropriate since the company will continue to exist
beyond those five years.”

In essence, equity ownership represents a perpetual claim on the subject
company’s cash flows.* Since the 30-year Treasury bond is the longest duration risk-
free secutity it is, in my view, the appropriate security for that purpose. That view is
supported by academic literature, Pratt and Grabowski recommend a similar
approach to selecting the risk-free rate: “In theory, when determining the risk-free
rate and the matching ERP you should be matching the risk-free security and the ERP
with the period in whicb the investment cash flows are e>qr)e<:te:d..”35 To that point, a
2004 paper titled Applying The Capital Asset Pricing Model by Robert Harris reviews
current practices for application of the CAPM and, when summarizing best current

practices, concludes “[t]he risk-free rate should match the tenor of the cash flows

3
Erl
35

Morningstat, Inc., 2012 Ibbotson Stocks, Ronds, Bills and Inflation Valuation Yearbook, at 44.

The Constant Growth DCF model, for example, reflects the perpetual nature of equity investments,
Shannon Pratt and Roger Gabrowski, Cost of Capital: Applications and Examples, 39 Ed. (Hoboken,
NI: John Wiley & Sons, Inc., 2008), at 92. “ERP” is the Equity Risk Premium.
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4.3

As a practical matter, equity securities represent a perpetual claim on cash
flows; 30-year Treasury bonds are the longest-maturity securities available to match
that perpetual claim. Moreover, the average useful life of the Company’s electric
utility plant in service is between approximately 8 years and over 100 years.”
Because the Company’s assets are such long-duration investments, it remains
appropriate to use yields on long-term Treasury bonds as the risk-free raté component
of the CAPM. *

Please summarize DPA Witness Parcell’s critique of the ex-ante Market Risk
Premium estimates included in your CAPM analysis.

DPA Witness Parcell states that those esfimates “greatly [exceed] the long-
term experience (e.g.,, 1929 to present) of investment return differential between
common stocks and government bonds.”*

What is your response to DPA Witness Parcell on that point?

As a preliminary matter, the MRP is meant to be a forward-looking parameter.

As Morningstar observes:

36
37

38

39

Paper cited with permission of author,

See The currently approved depreciation rates in the Company’s application for “Delaware
Distribution”, Schedule No. 3-B, page 2 of 2.

In finance, “duration” (whether for bonds or equity) typically refers to the present value wei ghted time
to receive the security’s cash flows. In terms of its practical application, duration is a measure of the
percentage change in the market price of a given stock in response to a change in the implied long-term
return of that stock. A common investment strategy is to match the duration of investments with the
term of the underlying asset in which the funds are being invested, or the term of a liability being
funded. Since the term of the risk-free rate should match the life of the underlying investment, it is
appropriate to consider the equity duration of the subject company when selecting the Treasury yield
used as the risk-free rate in the CAPM. If the average equity duration of the proxy group is
approximately 30 years, it would be appropriate to use the longer-term security as the measure of the
risk-free rate. As shown in Schedule (RBH-R)-9, the average equity duration for DPA Witness
Parcell’s proxy group, based on his assumptions, is 28.52 years.

Direct Testimony of DPA Witness Parcell, at 41.
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It is important to note that the expected equity risk premium, as it is
used in discount rates and cost of capital analysis, is a forward-looking
concept. That is, the equity risk premium that is used in the discount

rate should be reflective of what investors think the risk premium will
be going forward.*

That is why my MRP estimates specifically rely on market-based data to estimate the
expected Market Risk Premium. Moreover, from 1926 through 2012, the arithmetic
average market return was 11.80%, or 245 basis points above DPA Witness Parcell’s
9.35% estimate."

Jince DPA Witness Parcell concludes that the Market Risk Preﬁium
estimates used in my analyses “greatly [exceed] the long-term experiencé,” it also is
instructive to understand how often various ranges of Market Risk Premiums actually
have occurred over the 1926 to 2012 period. To perform that analysis, I gathered the
annual Market Risk Premia reported by Morningstar and produced a histogram of the
observations. The results of that analysis, which are presented in Chart 5,
demonstrate that MRPs in the range of 7.50% to 10.00% (generally the range of the

MRP estimates in my Rebuttal Testimony) and higher actually occurred quite often.

40
41

-Morningstar, Inc., 2013 Ibbotson Stocks, Bonds, Bills, and Inflation Valuation Yearbook, ét 53.
Ibid., at 28. .
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Chart 5: MRP Frequency Distribution®
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I then considered a different perspective, calculating the cumulative
probability of the same ranges of MRP estimates. Those results, which are provided
in Chart 6 (below) demonstrate that there is a greater than 53.00% i)robability that an
MRP of at least 7.50% will occur in any given year, and a 45.00% likelihood that an

MRP of at least 10.00% will occur.

2 Ibid,, at 142-147, Table A-1.
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Chart 6: Cumulative Probability of Market Risk Premia®
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Those data present another interesting point: the annual average MRP of
6.70% is quite heavily influenced by a small number of large, negative observations.
In 2008, for example, the MRP was negative 41.40% and as a result, the average
long-term MRP fell.* In other words, in the year during which market risk and
uncertainty were at historicaily high levels, the historical average MRP suggested that
investors required a significantly lower return on equity investments than they did on
Treasury securities. In fact, as shown on Table 2 (below), the historical average MRP
decreased from 7.10% to 6.70%, while market volatility increased from 17.54% to a
high of 32.69% in 2008 and eventually fell to 17.80% in 2012. That is, the effect of
the 2007 to 2009 financial dislocation, in which realized returns fell and volatility

increased, was to decrease the long-term average Market Risk Premium.

23
44

Ibid.
1bid., at 147.

27



10

11

12

i3

14

15

16

Q29.

A29.

Witness Hevert

Table 2;: Historical MRP and Market Volatility

Market Volatility” Historical MRP*
2012 17.80 6.70%
2011 24.20 6.60%
2010 22.55 6.70%
2009 3148 6.70%
2008 32.69 6.50%
2007 17.54 7.10%

The assumption that investors would become less risk averse (as manifested in
a lower MRP) during periods of increasing market uncertainty (as measured by the
volatility of returns) is counter-intuitive, and in my view, leads to unreliable analytical

results. As such, my estimates of the MRP are highly consistent with history, unlike

"DPA Witness Parcell suggests.

Do you agree with DPA Witne;ss Parcell’s use of the total return on long-term
government bonds in his caleulation of the historical MRP?

No, I do not. The MRP noted in T.able 2 (above)'is calculated based on the
difference between the é.rithmetic average return on large company stocks and the
income-only return on long-term government bonds as reported by Morningstar
(producing an estimated risk premium in 2012 of 6.70%). DPA Witness Parcell,
however, calculates the risk premium as the difference between the total return on
those two asset classes, implying a risk premium of 4.10% to 5.70% in 2012.7

As Morningstar points out, the total return on a security is composed of three

45
46

47

Bloomberg Professional Service. Market Volatility equals the average VIX for a given year.

See Morningstar, Inc,, 2013 Ibbotson Stocks, Bonds, Bills and Inflation Valuation Yearbook, at 143,
Table A-1. Historical MRP equals total return on large company stocks fess income return on fong-
term government securities.

See Direct Testimony of DPA Witness Parcell, at 28.
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components: (1) the income return; (2) capital gains (or capital losses, if the value of

‘the security falls); and (3) reinvestment return.®® The income return is generaily

defined as the coupon, or interest rate on the security, which does not change over the
life of the security. In contrast, the value of the security rises or falls as interest rates

change, resulting in uncertain capital gains. As such, the income return is the only

sriskless” component of the total return. Consequently, it is the income-only portion

of the return, as opposed to the total return, that should be used in calculating the
MRP.

Do you agree with DPA Witness Parcell’s use of the geometric mean risk
premiums to derive his MRP estimate of 4,10%?

No. The important disﬁnction between the arithmetic and geometric averages
is that the arithmetic mean assumes that each periodic return is an independent
observation and, therefore, incorporates uncertainty into the calculation of the long-
term average. The geometric mean, by contrast, is a backward-looking calculation
that essentially equates a beginning value to an ending value over a specific period of
time. Geometric averages, therefore, provide a standardized basis of review of
historical performance across investments or investment managers; they do not,
however, reflect forward-looking uncertainty.

Since there is no uncertainty with réspect to past returns, the use of geometric
averages is appropriate when comparing investment performance on a retrospective
basis. On a prospective basis, however, uncertainty exists and should be taken into

consideration when developing return expectations and requirements. That is why

48

Morningstar, Inc., 2013 Ibbotson Stocks, Bonds, Bills, and Inflation Valuation Yearbook, at 55.
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investors and researchers commonly use the arithmetic mean when estimating the risk
premium over historical periods for the purpose of estimating equity cost rates.
Moreover, investment risk, or volatility, typically is measured on the basis of the
standard deviation. The standard deviation, in turn, is a function of the arithmetic, as
opposed to the geometric mean. In that regard, the Beta coefficients applied in
CAPM analyses are a function the standard deviation of returns.” In any.case,
Morningstar notes that:

The arithmetic average equity risk premium can be demonstrated to be
the most appropriate when discounting future cash flows. For use as
the expected equity risk premium in either the CAPM or the building
block approach, the arithmetic mean or the simple difference of the

arithmetic means of the stock market returns and the riskless rates is
the relevant number.”

Do you agree with DPA Witness Parcell’s calculation of the MRP based on the
historical earned feturn on common equity?

No, I do not. First, it is difficuit to reconcile the data in his analysis with
ag:tual market experience. By way of example, DPA Witness Parcell’s analysis
assumes that in 2008, investors earned a positive return of 3.03%.°" In 2008, of
course, the market actually lost 37.00% of its value; only the year 1931 experienced a
greater loss.>

Moreover, DPA Witness Parcell’s analysis ignores the well-established

49
50
51
52

See Direct Testimony of Robert B, Hevert, at 16.

Morningstar, Inc., 2013 Ibbotson Stocks, Bonds, Bills and Inflation Valuation Yearbook, at 56.

See Direct Testimony of DPA Witness Parcell, Exhibit DCP-8.

Morningstar, Inc., 2013 Ibbotson Stocks, Bonds, Bills and Inflation Valuation Yearbook, Table B-1 at
182-183.
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inverse relationship between the MRP and intérest rates. As demonstrated in
Schedule (RBH-R)-10, the data contained in DPA Witness Parcell’s Exhibit DCP-8
produce a statistically significant negative relationship between the MRP and -the 20-
year Treasury yield. Consequently, if DPA Witness Parcell is going to use the current
20-year Treasury bond yield, which remains far below the 7.12% average over that
time, in his CAPM analysis, he should recognize that the MRP would be considerably
higher than 5.47%.** Schedule (RBH-R)-10 further demonstrates that taking into
consideration the inverse relationship between the MRP and interest rates (via both a
simple linear regression énalysis and a semi-log regression analysis) suggests an
MRP of 10.40% to 11.13%. Those, of course, are well above the 5.47% MRP
included in DPA Witness Parcell’s 6.90% to 7.00% CAPM range, and produce
CAPM estimates of 10.52% to 11.05% based on his proxy group.”

Does DPA Witness Parcell rely on his CAPM analysis in determining his
recommended ROE?

No, DPA Witness Parcell does not giv.e any weight to his CAPM results to set
his recommended range or ROE. | It appears that DPA Witness Parcell does not
believe his CAPM results provide a reasonable estimate Delmarva’s ROE. In that
regard I agree with DPA Witness Parcell. The reasonableness and reliability of an

analysis that produces an ROE estimate of 7.00% (which is the upper end of DPA

53

54
35

See Robert S. Harris and Felicia C. Marston, Estimating Shareholder Risk Premia Using Analysts’
Growth Forecasts, Financial Management, Summer 1992, at 63-70; Bugene F. Brigham, Dilip K.
Shome, and Steve R. Vinson, The Risk Premium Approach to Measuring a Utility's Cost of Equity,
Financial Management, Spring 1985, at 33-45; and Farris M. Maddox, Donna T. Pippert, and Rodney
N. Sullivan, An Empirical Study of Ex Ante Risk Premiums for the Electric Utility Industry, Financial
Management, Autumn 19935, at 89-95.

See Direct Testimony of DPA Witness Parcell, at 28.

Ibid.
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Witness Parcell’s CAPM analysis range)’® must be properly viewed within the
current capital market environment. That estimate is 175 basis points below the
lowest ROE award reported by Regulatory Research Associétes since at least 1980,
and represents only é 179 basis point equity premium over the 5.21% Baa Utility
Bond Yield (as of July 2013) presented in DPA Witness Parcell’s Exhibit DCP-2,
page 4. DPA Witness Parcell’'s CAPM estimate, therefore, is well below any
meaningful measure of the Company’s Cost of Equity. However, as discussed above,
adjusting his analysis to account for the inverse relationship between Treasury bond
yields and the MRP produces results that are far more reasonable and, in fact, are

fairly consistent with those in my updated CAPM analysis.”

Market-to-Book Ratios and Comparable Earnings Method

Q33. Please provide a brief definition of the Market-to-Book ratio.

A33.

The M/B ratio equals the market value (or stock price) per share, divided by
the total common equity (or the book equity) per share_. Book value per share is an
accounting construct, which reflects historical costs. In contrast, market value per
share (i.e., t_he stock price) is forward-looking, and is a function of many variables,
including (but not limited to) expected carnings and cash flow growth, expected

payout ratios, measures of “earnings quality”, the regulatory climate, the equity ratio,

56
57

1bid., at 28,
See Schedules (RBH-R)-10.
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expected capital éxpenditures, and the expected return on book equity.58 It follows,
therefore, that the M/B ratio likewise is a function of numerous variables in addition
to the historical or expected Return on Common Equity.

Please describe DPA Witness Parcell’s application of the Comparable Earnings
analysis.

DPA - Witness Parcell’s Comparable Earnings analysis examines realized
Return on Common Equity (ROCE) for several groups of companies (our respective
proxy groups, and the S&P 500 companies) and evaluates investor acceptance of
those returns by reference to the resulting M/B ratio.”” DPA Witness Parcell reasons
that his results indicate historical returns of 8.30% io 12.00% have been adequate to
produce M)B ratios of 120.00% to 170.00%.%° His review of S&P 500 companies,
which DPA Witness Parcell considers to be representative of the competitive sector
of the economy, indicate average earned returns from 12.40% to 14.70%, with M/B
ratios ranging from 204.00% to 341.00%.%8 Lastly, DPA Witness Parcell compares
the risk levels of the utility industry with those of the competitive sector, by

considering such metrics as the Value Line Safety Rank, Value Line Beta Coefficient,

58

39
[
61

See for example, Roger A, Morin, New Regulatory Finance, Public Utility Reports, Inc., 2006, at 366,
Please note that Dr. Morin cites several academic articles that address the various factors that affect the
Market-to-Book ratio for utilities. In addition, the notion that book values should be set at a value
approaching unity by regulatory commissions has been refuted for many years. As noted by Stewart
Myers in 1972: “In short, a straightforward application of the cost of capital to a book value rate base
does not automatically imply that the market and book values will be equal. This is an obvious but
important point. If straightforward approaches did imply equality of market and book values, then
there would be no need to estimate the cost of capital. It would suffice to lower (raise) allowed
earnings whenever markets were above (below) book.” Stewart C. Myers, T he Application of Finance
Theory to Public Utility Rate Cases, The Bell Journal of Economics and Management Science, Vol. 3,
No. 1 (Spring 1972), at 58-97.

See Direct Testimony of DPA Witness Parcell, at 31-33.

Ibid, at 31.

1bid., at 32.
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Value Line Financial Strength, and S&P Stock Rank.%
Based on his Comparable Earnings analysis, DPA Witness Parcell concludes

that “the COE. (Cost of Equity) for the proxy utilities is no more than 9.0% to

10.0%.7% DPA Witness Parcell further concludes that “an earned return of 9.0% to

10.0% should thus result in a M/B well above 100%,”% and that “the fact that M/B
ratios substantially exceed 100% indicates that historic and prospective ROEs of ovef
10.0% reflect earnings levels that are well above the actual COE for those regulated
c:orrq_aanies..”65
Do you agree with DPA Witness Parcell’s Comparable Earnings analysis?

No, I do not, With respect to the structure of his analysis, I disagree with
DPA Witness Parcell’s assumption that the earned ROCE (the “Return on Average
Common Equity” presented in Exhibit DCP-10, Page 1 of 2) is the sole determinant
of the M/B ratio. Even if that assumption was correct, DPA Witﬁess Parcell provides

no empirical basis regarding the relationship between M/B ratios and the earned

ROCE. Nor, for that matter, does DPA Witness Parcell provide an empirical basis for

‘his determination regarding the appropriate M/B ratio. Rather, DPA Witness Parcell

suggests that Market-to-Book ratios of 130.00% and greater indicate excessive
earnings levels, but provides no evidence to support that position. Because DPA
Witness Parcell’s analysis is substantially subjective in nature, his assumptions and

conclusions (as presented) cannot be replicated, verified or falsified. Given that the

62
63
64
65
66

Ibid., Exhibit DCP-12.

Direct Testimony of DPA Witness Parcell, at 32. Clarification added.
Ibid., at 32-33.

Ibid., at 33.

Ibid., at 32.
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CEM analysis defines the upper end of DPA Witness Parcell’s ROE range, the
subjective nature of his conclusions have a significant effect on his ROE
recommendation (7.e., 9.35%).
As a practical matter, would a rational investor invest in utility stocks if they
believed that utility commissions would set rates in an effort to move the M/B
ratio toward unity?

No. DPA Witness Parcell suggests that, “One quective of a fair COE is the
maintenance of stock prices at or above book value,” however he also notes that,
“There is no regulatory obligation to set rates designed to maintain a M/B
significantly above one.™ If an investor purchased a utility stock at the long-term
average M/B ratio of approximately 145.00% (i.e., DPA Witness Parcell’s proxy
group average from 1992-2012 as calculated based on the annual median results for
DPA Witness Parcell’s proxy group in Exhibit DCP-10), that investor would incur a
loss of approximately 31,00% if the M/B ratio fell to 100.00% or 23.45% if the M/B
r;c}tio fell to 111.00% (i.e., a level that presumably is not “significantly above one”).*
Such a result would certainly impede the ability to attract the capital required to
support its operations.

That example points out a substantial shortcoming of DPA Witness Parcell’s
analysis: while he suggests that the curreht level of M/B ratios indicates returns that
exceed the Cost of Equity, he fails to identify the ratio that would set the required

return equal to the realized return. If is not surprising that DPA Witness Parcell has

67
68

Ibid., at 30, .

Even assuming the 146.00% M/B ratio for DPA Witness Parcell’s proxy group in 2012, the loss would
be approximately 31.50% or 24.00% if the M/B fell to 100.00% or 111.00%, respectively. As
discussed below, 111.00% reflects a 10.00% factor for dilution and flotation costs.
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not done so since, as discussed below, there are a number of variables beyond the
carned ROE that affect the M/B ratio. Because the data presented by DPA Wiiness
Parcell focuses on only one of those factors (i.e., the earned return on equity), they
produce empirical results that are highly inconsistent with market realities.

To the extent that DPA Witness Parcell suggests that a given M/B ratio is the
objective of regulation, I disagree. In my view, M/B ratios are a result, not the.
objective of regulatory decisions.

Lastly, like the Price-to-Eamings' ratio, the Market-to-Book ratio is used in
practice as a measure of relative valuation. That is, it typically is used by investors to
assess the value of an asset relative to similar assets rather tﬁan as a measure of
absolute value. Therefore, investors would be more likely to assess the value of an
electric utility relative to a Market-to-Book ratio of 145.00% than, for example,
100.00%. In light of the theoretical and practical concerns discussed above, |
disagree with DPA Witness Parcell’s position that Market-to-Book ratios above
100.00% indicate that authorized ROEs exceed investors’ return requirements.

How does DPA Witness Parcell reflect the relationship between M/B ratios and
the Return on Common Equity in his CEM analysis?

DPA Witness Parcell first compares the historical earned returns on book
equity with historical M/B ratios for our respective proxy grcoups,69 and concludes
that historical earned returns on book equity support M/B ratios from 120.00% to
170.00%.7° DPA Witness Parcell then considers the historical earned returns on book

equity and concurrent M/B ratios for the S&P 500 (for the years 1992 through 2012),

69
70

See Direct Testimony of DPA Witness Parcell, at 3L
Ibid.

36



10

11

i2

13

14

15

16

17

18

19

20

21

Q38.
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Q39.

A39,

Q40.

A40.

Witness Hevert
together with a comparison of the risk levels for both the S&P 500 and our respective
Proxy groups. Baséd on those observations, DPA Witness Parcell concludes that the
“competitive sector” (i.e., the S&P 500) is more risky than the proxy companies, and
has historical earned returns and M/B ratios that exceed those of the proxy groups.”’
Does DPA Witness Parcell consider variables other than the earned return on
equity in arriving at his Cost of Equity estimate?

| No. Although DPA Witness Parcell considers differences in the level of risk
between the proxy group and the S&P 500 to arrive ét his conclusion that unregulated
companies are relatively more risky than regulated companies, fhat point is not in
dispute. Beyond that, DPA Witness Parcell does not consider any other variables that
may affect M/B ratios.
What are the implications of his failure to do so?

By failing to consider other variables, DPA Witness Parcell’s CEM analysis
assumes that the only factor that has a “direct relationship” to the M/B ratio is the
earned ROE.™ If that were the éase, the relationship between earned returns and the
M/B ratio could be eétimated via linear regression analysis. Using the data contained
in DPA Witness Parcell’s Exhibit DCP-10, I developed a simple linear regressioﬁ, in
which the M/B ratio is the dependent variable, and the ROCE is the sole explanatory
variable.™
Please briefly describe how your regression analysis is structured.

My first analysis is focused on the average equity returns and M/B ratios

n
72
73

Ibid., at 32.
Ibid,, at 32-33,
See Schedule (RBH-R)-11.
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Witness Hevert
presented in DPA Witness Parcell’s Exhibit DCP-10."* For DPA Witness Parcell’s
proxy group, I performed a linear 1'egre§si0n analysis in which the M/B ratio was
modeled as a function of the ROCE. In that case, the regression equation was
statistically significant at the 95.00% confidence level. T then used the regression
coefficients to determine the ROCE that would be associated with §arious levels of
M/B ratios.

On what basis did you select the range of M/B ratios?

While DPA Witness Parcell did not specify what he would consider to be the
optimal ratio, he did note that an objective of setting the ROE would be to “attract
new equity capital without dilution.”” Since dilution would be a function of both
equity issuance costs and the market pressute associated with new shares, the M/B
ratio should exceed 100,00% in an amount sufﬁcien’_ﬁ to reflect those costs. Assuming
a dilution cost of 10.00% (reflecting both direct costs and market pressure) would be
quite reasonable, if not conservative.”® Based on a 10.00% dilution rate, the adjusted
M/B ratio would be approximately 11 1.00%.”

Using thé regression coefficients (see Schedule (RBH-R)-11), I then
calculated the ROE that would correspond to an M/B ratio of 111.00% for ther
respective proxy groups. In the case of DPA Witness Parcell’s proxy group, the
resulting ROE is approximately 5.76%; the resulting ROE for my proxy group is

approximately 5.69%. Those results are only 32 to 39 basis points above the Baa-

74

75
76
77

Please note that because DPA Witness Parcell did not provide projected Market-to-Book ratios, my
analysis necessarily was based on historical data.

Direct Testimony of DPA Witness Parcell, at 30.

See Roger A, Morin, New Regulatory Finance, Public Utility Reports, Inc., 2006, at 323-327.
Equals (1/(1-dilution costs).
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‘Witness Hevert
rated utility bond yield as of September 6, 2013 and as such, have no relevance to the
determination of the Company’s Cost of Equity.

Did you perform similar analyses to determine the M/B ratio that would be
associated with the Company’s recommended ROE?

Yes, 1 did. Based on our respective proxy groups, 1 calculated the M/B ratios
that correspond to an ROE of 10.25%. Using the data in Exhibit DCP-10, 1 then
calculated the percentile in which the implied M/B ratio fell within the historical
observations (I performed the same calculation for both my and DPA Witness
Parcell’s proxy groups). The results of those analyses are presented in Table 3

(below).

Table 3: Implied Market-to-Book Ratios at 10.25% ROE™

Implied Market-to- Relative Rank
Proxy Group Book Ratio (Percentile) Implied ROE
Parcell Proxy Group 154.00% 55t 10.25%
Hevert Proxy Group. 147.00% 51 10.25%
Q43. What are your conclusions regarding DPA Witness Parcell’s Comparable

A43.

Earnings Method?

My principal conclusion is that DPA Witness Parcell’s CEM results under-
estimates the Company’s Cost of Equity. Based on the data presented in Exhibit
DCP-10, the lower end of my recommended range (i.e., 10.25% to 10.75%) is a more

reasonable estimate.

78

See Schedule (RBH-R)-11.
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Ad4,

Witness Hevert

IV. Updated Results

Please summarize the analytical updates contained in your Rebuttal Testimony.
My updated analytical results are presented in Schedules (RBH-R)-1 through
6. As discussed above, I also include a Multi-Stage DCF model (see Schedule (RBH-
R)-7). All of the models used to estimate the Cost of Equity are subject to limiting
assumptions or other methodological constraints. Adherence to any single approach, -
or the results of any one approach, can result in misleading conclusions; a reasonable
ROE esti‘mate therefore weighs the individual and collective results of alternate
methodologies.79 Because the capital markets, in particular long-term Treasury
yields, have significantly changed since the filing of my Direct Testimony, and given
the risks and costs associated with increased interest rates on capital-intensive
companies such as Delmarva, it is especially important to consider the breadth of
quantitative and qualitative information contained in my Rebuttal Testimony.
Developing and establishing a Cost of Equity recommendation requires an
clement of judgment. That judgﬁent, however, should consider the reasonableness of
model results, and the economic environment in which the analyses were undertaken.
As described in Section II, the recent increases in interest rates should be associated
with an increase in the Cost of Equity, even if not to the same degree. That is
consistent with the results found in the CAPM and Bond Yield Plus Risk Premium
methods; the increase in long-term interest rates indicates an increase in the Cost of

Equity under both models. As discussed in my Direct Testimony, no model should be

79

It is for that reason that I applied multiple models in my Direct Testimony in order to estimate
Delmarva’s ROE. See Direct Testimony of Robert B. Hevert, at 10.
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A4S,

Witness Hevert
applied without considerable judgment in the interpretation of results.*® The recent
trends in the Constant Growth DCF results are difficult to reconcile with observable,
prevailing market conditions.

My recommendations therefore take into consideration the results of my Cost
of Equity analyses in the context of current and expecfed capital market conditions,
and the need for utilities such as Delﬁarva to maintain a level of financial integrity
that enables access to capital, at reasonable costs, under a variety of economic and
financial market conditions, The significant market changes that ha{/e occurred over
the past several months suggest that the results provided by certain analytical models
are understated relative to prevailing and expected market conditions. Preserving
Delmarva’s current credit pi_'oﬁle is an important consideration in enabling the
Company to access the capital markets, as needed and at reasonable cost rates. With
such considerations in mind, the analyses and data discussed throughout my Rebuttal
Testimony support my recommended range of 10.25% to 10.75%, and the Company’s
proposed ROE of 10.25%.

Did you give your Sharpe Ratio-based CAPM estimates significant weight in
arriving at your ROE range and recommendation? |

No, I did not. The CAPM results based on the Sharpe ratio derived MRP
range from 8.91% to 9.22%. As discussed above, results below over 99.50% of
authorized ROEs since 1980 (and well below the Company’s previously authorized
ROE) should be given little to no weight in the context of developing a recommended

ROE.

80

Ibid., at 10, 27.
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Witness Hevert

In terms of the application of that model, the long-terﬁl MRP of 6.70% is

based on the surplus of the historical total return for large company stocks of 11.80%
over the income-only return on long-term government bonds of 5.10%. Under the
Sharpe Ratio approach, the expected MRP will approximate the historical MRP when
expected volatility approximates historical volatility, as currently is the case.* And,
while the Sharpe Ratio approach also is meant to capture the interaction between
volatility and Treasury yields, the current 30-year Treasury yield (3.59%) is below the

historical average (5.10%). Consequently, even if expected volatility is

‘approximately equal to the historical average, the current level of Treasury yields

suggest that the CAPM approach would understate the Company’s Cost of Equity.
As such, I believe the relevant range of CAPM results is 9.96% to 10.81%.
Do you believe the bﬁsiness risks discussed in your Direct Testimony still apply
to Delmarva?

Yes, [ do. As discussed -in my Direct TeStimony, Delmarva is significantly
smaller than the proxy companies.” The Company is also affécted by flotation costs

associated with the issuance of new shares.”

V. Conclusions and Recommendation

Please summarize the analyses and conclusions contained in your Rebuttal
Testimony.

My updated analytical results are provided in Schedules (RBH-R)-1 through

81

82
83

Expected volatility as measured in Schedule (RBH-R)-2 by the VIX term structure is 22.68, whereas
the long term average VIX has been approximately 20.27 since its inception. Similatly, as shown in
Schedule (RBH-R)-2, historical market volatility based on data from Morningstar has been 20.18%.
See Direct Testimony of Robert B. Hevert, at 24-26,

Ibid., at 26-27. 1 have updated my analysis of the appropriate flotation cost adjustment in Schedule
(RBH-R)-6.
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6; my Multi-Stage DCF model is presented in Schedule (RBH-R)-7. My
recommended ROE takes into account -the results of these various models and
analyses as well as the specific business risks faced by Delmarva, including the

Company’s relatively small size and the effect of flotation costs. My recommended

ROE also takes into account the state of the capital markets. Specifically, it is

important to consider recent significant increases in Treasury bond yields, utility bond
yields and the relative under-performance of utility stocks. Therefore, I conclude that
the reasonable range of ROE estimates is from 10.25% to 10.75% and within that
range, 10.25% is a reasonable and appropriate estimate of the Company’s Cost of
Equity.

Does this conclude your Rebuttal Testimony?

Yes, it does.
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Schedule (RBH-R)-2
Page 10of 2

Sharpe Ratio Derived Ex-Ante Market Risk Premium

[] [2] (31 [4] (5]

Historical

Sharpe
Rph VOlh VOLe Ratio RPe

6.70% 20.18% 22.68% 33.19% 7.53%

[6]
Date Volatility

713172013 20.44
7/30/2013  20.64
7/29/2013  20.77
7/26/2013  20.53
71252013 2111
7/24/2013  21.62
7/23/2013  21.83
7/22/2013  21.42
7119/2013  23.07
7/18/2013  22.99
7M17/2013  23.08
7/16/2013  23.29
7/15/2013  23.13
7/12/2013  21.69
7/11/2013  21.98
7/10/2013  22.32
7/9/2013 22.54
7/8/2013 21.89
7/5/2013  23.49
71312013 22,59
71212013 23.59
71112013 - 2347
6/28/2013  24.05
6/27/2013  22.16
6/26/2013 22,74
6/25/2013  25.28
6/24/2013 = 23.77
6/21/2013  25.16
6/20/2013  25.47
6/19/2013 2435
Average.  22.68

Notes:
[1] Source: Morningstar, Inc.
RP, = historical arithmetic average Risk Premium
[2] Source: Morningstar, Inc.
Vol , = historical market volatility
[3] Vol ; = expected market volatility (average of Col. [B])
[4] Equals [1} / [2]
[5] Equals [3] x [4]
[6] Source: CBOE VIX Term Structure Data



Schedule (RBH-R)-2
Page 2 of 2

Ex-Ante Market Risk Premium
Market DCF Method Based - Bloomberg

[1] [2] [3]

S&P 500 Current 30-Year
Est. Required Treasury (30-day  Implied Market
Market Return average) Risk Premium
13.28% 3.59% 9.70%
Notes:

[1] Source: Bloomberg Professional
[2] Source: Bloomberg Professional
[3] Equals [1] - [2]

Ex-Ante Market Risk Premium
Market DCF Method Based - Value Line

(] [2] 3]

S&P 500 Current 30-Year
Est. Required Treasury (30-day  Implied Market
Market Return average) Risk Premium
12.59% 3.69% 9.01%
Notes:

[1] Source: Value Line
[2] Source: Bloomberg Professional
[3] Equals [1] - [2]



Schedule (RBH-R}-3
Page 1 of 1

Bloomberg and Value Line Beta Coefficients

(1] 2]

Company Ticker Bloomberg Value Line
American Electric Power Company, Inc. AEP 0.644 0.65
Cleco Corp. CNL 0.738 0.65
Empire District Electric EDE 0.753 0.65
Great Plains Energy Inc. GXP 0.751 0.80
Hawaiian Electric Industries, Inc. HE 0.707 0.70
IDACORP, inc. IDA 0.831 0.70
Ctter Tail Corporation OTTR 0.775 0.0
Pinnacle West Capital Corp. PNW 0.717 0.70
PNM Resources, Inc. PNM 0.630 0.95
Portland General Efectric Company POR 0.756 0.75
Southern Company S0 0.537 0.55
Westar Energy, Inc. WR 0.649 0.75
Mean 0.707 : 0.73

Notes:

[1] Source: Bloomberg Professional
[2] Source: Value Line
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Bond Yield Plus Risk Premium

Schedule (RBH-R)-5
Page 1 of 1

Near Term Projected -3.08%  -2.94%

[1] [2] (3] 4] (5]
30-Year
Treasury Risk Return on
Constant Slope Yield Premium Equity
Current -3.08% -2.94% 3.59% 6.70% 10.29%
3.73% 6.58% 10.32%
5.40% 5.50% 10.90%

Long-Term Projected _ -3.08% -2.94%

Notes: :

[1] Constant of regression equatlon

[2] Slope of regression equation

[3] Source: Current = Bloomberg Professional,

Near Term Projected = Blue Chip Financial Forecasts, Vol. 32, No 7, July 1, 2013, at 2,
Long Term Projected = Blue Chip Financial Forecasts, Vol. 32, No. 6, June 1, 2013, at 14

[4] Equals [1] + [2] x In([3])
[5] Equals [3] + [4]



Schedule (RBH-R)-6

Page 1 of 1
Fiotalion Cost Adjustment
Two most recent open market common slock issuances per company, if available
Nel Tota! Gross Equity
Shares Offsing  Underwritng ~ Offering  Procesds Per  Flotalion Issug Before Flotatien Cost
Company, Diate Issued Price Dilscaunt [i| Expense Share Cosls Costs st Proceeds _Psrcentage
Pepco Hokdings, Inc. 3512012 47,822,077 $19.25 $0.6736  $500.000 $10.56 $12,574.800  §344.080,982  §332.424.983 3.645%
Pepoo Heldings, Inc. 11/45/2006 16,100,000 $16.50 506188  $200,000 $15.87 $10,161,875  $285650,000  $255,486,125 3.825%
American Efectric Powe: Company, Inc. 4/1/2008 69,000,000 $24.50 $0.7350 $400,000 $23.76 $51,115,000 §1,690500,000 $1,639,385000 3.024%
American Eleckic Power Company, Ine.  2/27/2003 57,500,000 $20.85 $0.6265  $550,000 $2031 $36,686,750 $1,204,.625,000 $1,167936.250  3.046%
Cleca Corp. B/14/2006 6,800,000 §22.75 $0.6800  §5226,000 $22.83  $6,365000  $i63875,000  §157,509,000 3.885%
Gleso Gorp. $1/812004 2,000,000 $18.50 $0.6475 $200,060 $17.75  $1,495,000 $37,000,000 §35,505,000 4.041%
Empire Diskicl Elaclic 120612007 3,450,000 $23.00 §0.9775  $250,000 $21.95 $3622375 $79,350,000 $75,727.625 4.565%
Empire Distiicl Elactric GAL2006 3,795,000 $20.25 $0.8800 $260,000 $18,32  §3,513,700 $76,848,750 $73,335,050 4.572%
Graal Plains Energy Inc. 5/12/2008 11,500,000 $14.00 $0.4000 ~ $500,000 $1547  $8,135000  $161,000G00  §154,865000  3811%
Greal Plains Energy Inc. 5/47/2008 7,002,450 £27.50 $0.8538 $360.000 $26.53 $6,756.780 §192,567375  §195,808585 3.510%
Hawaiian Eleclric industries, Ihe. 3NeRM3 7,000,000 $26.75 $1.0031  $450,000 925688 $7.471,840  $187,250,000  $179,776,160 3.960%
Hawalian Electric lndustriss, Inc. 12/2/2008 5,750,000 $23.00 50.8625  §300,000 $22.09  $5256,375  $132250000  $126,080,625 3.077%
IDACORP, Inc. 12/9/2004 4,025,000 $30.00 §1.2000 $300.000 $2873  $5,130000 §120,760,000  $115,620,000 4.2428%
Otler Tail Corporation 9M9/2008 5,175,000 $30.00 $1.0875 $400,000 $28.84 5$6,027.813  $155250000  $149,222,183 3.882%
Qlter Tall Corporation 127772004 3,335.000 $26.45 $0.8500  §300,000 $2441  $3,468.250 $84,875,750 $81407,500  A4.0606%
Pinnacle West Gapllal Corp. 4/8/2010 6,900,000 §$28.00 $1.3300 £190.000 $36,64 $9.387,000  $262,200,000  $252,833,000 3.572%
Pinnacle West Capilal Corp. 472005 8,095,000 $42.00 $1.3660  $250,600 $4068 $8,569675  §255950,000  $247 420320 3.348%
PN Resources, Inc. 12/5/2006 5,750,000 $30.78 $1.0780 $260,000 $2067 $6,448,500  $i77.042500  §$170,584,000 3.642%
PNM Resources, Inc. 312312005 3,910,000 $26.76 $0.8667  $200,000 $25.84 53,800,527 . $104,631.600  §101,031,073 3441%
Porfiand General Electic Company &M 172013 12,765,000 $29.50 §0.9588 $600,006 2840 $12,338,444  §$376,667.500  $363,729.056 3.409%
Porfiand General Electric Gompany . 3512069 12,477,500 $14.10 $0.4935  $375,000 $13.58 §6,532646  $1750832,750  $169,400,104 3.743%
Southern Company 12/6/2000 28,750,000 $28.50 $0.9200  $490,000 $27.56 $26,940,000 $B19,375000  §792,435,000 3.288%
Westar Energy, Inc. 1114/201¢ 8,525,000 §25.54 $0.8839 §250,000 $24.62 $7.959,888  $220,282500  §212,322,613 3.613%
Woastar Energy, Inc. 5/20/2008 6,800,000 $24.28 $0.8498  §325,000 $23.38  $6,188,620 $167.532000  §161,343,380 3.604%
Mean - $10,593.088  $310,681.071
. WEIGHTED AVERAGE FLOTATICN COSTS: 3.410%
Notas: .
il Undferwriting discount was cafcuialed @s the markel price minus the offaring price when not explichly piven in the prospectus.
Gonstant Growih Discounted Gash £low Model Adjusted for Fletation Costs - 30 Day Average Slock Price
H] [4] [5] [6} [7] 16} 23 1181 {11
Average Expotied Dividend Yietd Zatks First Call Value Line Avarage Flotation
: Annualized Stock Dividend Adjusted for  Earni Earmi i Adjusted
Company Ticker Dividend Price Yisld Current Fiol, Cosls Growih Growth Growth Growlh CCF kio) DCF kig)
American Etecirc Power Company, Inc. AEP $1.96 $45.56 4.30% 4.38% 4.54% A87T% 3.51% 4 50% 4,08% 5.45% 8.60%
Claco Corq, CHNL $1.45 $47.25 3.07% 3.18% 3.29% 8.00% 8.00% 5.50% 717% 10.35% 10.46%
Empire Distrie! Electric EOE $1.00 22286 4.35% 4.43% 4.59% 3.00% 3.00% 5.00% 3.67% 8.10% 8.26%
Great Flains Energy Inc. GXF $0.87 $23.40 372% 3.83% 3.97% 6.19% 6.26% 6.50% 6.32% 10.15% $0.26%
Hawalian Electds Industries, Ing, HE $1.24 $26.54 4.80% 4.80% 5.07% 3T0% 2.40% 5.50% 187% 8.76% 8.93%
IDACORP, Inc, IDA $1.52 $50.04 3.04% 3.09% 3.20% 4.00% 4.00% 2.00% 3.33% 6.42% 8.53%
Ofter Tali Corporalion CTTR §1.49 $29.85 4.01% 4.13% 4.27% 6.00% 6.00% N/A £.00% 10.13% 10.21%
Pinnacle West Capital Corp. PNW §2.48 $96.03 3.83% 3.92% 4.068% 4.45% 5.45% 5.00% 4.97% 6.89% 8.03%
PNM Resources, Inc. PNM $0.66 $22.76 2.90% 3.02% 3.43% 7.32% 8.43% 12.00% 8.58% 1181% 1.71%
Porliand General Elecitlc Company PGR $1.10 §31.12 3.53% 3.83% 3.76% 6.30% &.52% 2.50% 544% 8.07% 0.20%
Southern Company SO $2.00 $44.45 4.57% 4.67% 4.84% 4.61% 4.80% 4.56% 4.57% 9.24% 8.41%
Westar Ensray, Inc. WR $1.36 $32.41 4.20% 4.30% 445% 431% 3.90% 5.00% 4.74% 2.03% 9.18%
PROXY GROUP MEAN 5.15% 8.32%
Notes: DCF Resull Adjusted For Fiotation Cosls: 9.32%
The proxy group DGF resull [s adjusted for flotation cosls by dividing sach company's expected dividand yield by DCF Resull Unadjusted For Flotation Cosle: 9.18%
{1 - Nlotation cosf), The fiotation cost adjustment s darived as 1hs difference hetwean the unadjusted DCF result Difference (Flotation Cost Adjustment):[____0.14%}¢12}

and the DCF result adjusted for flotatien costs.
113 Source: Bloomberg Professional
121 Sowce: Bicomberg Professlonal

[3) Equals [31/{2]

[41 Equals {3] x (1 + 0.5 x [O])

[5] Equals #4] 7 (1 - 0.0341)

(5] Source: Zacks

[7] Source: Yeheol Finance

{8} Source: Value Line

[91 Equals Averags{ls), {7], [}

[10} Equals [4] + {81

[41) Equals [5] + [0}

[42] Equals average [115 - average [1Q]
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Mult-Stage Growlk Discounled Cash Flow Made!
W, Heverl's Proxy Group

30-Day Average Slock Price
Inpuls _In 121 131 14} 151 [6] {7 8 9 [10] 1111 12] 13]
Slock _______EPS Growth Rale Estimates __ Long-Term Payout Ratio Harative Sotulion  Terminal  Terminal
Company Ficker Price " Zacks _ FirslCall_Value Ling_Averaga Avaraga Growth 2013 2017 2023 Proofl IRR___ P/E Ratic PEG Rafio
American Eiecliic Powar Company, Inc. AEP  § 4556 3.87% 3.61% 4.50% 5.61% 64.00% €1.00% 60.67%  $0.00 10.04% 1504 258
Claco Corp. CNL  § 47.26 8.00% 8.00% 5.50% ? !7% 6.81% 57.00% 57.00% 66.67% ($0.001 10.24% 1449 2.57
Emplre Districl Electic EDE § 2296 3.00% 3.00% 5.00% 5.67% 5.61% 72.00% 71.00% 66.67% ($0.00} 0.53% in.02 a0
Great Plains Energy Inc. | GXP  $ 2340 6.19% 6.28% 6.50% 6.32% 581% 65.00% 60.00% 68.67% $0.00 10.07% 14.96 2.67
Hawaflan Electric Induslries, Inc. HE § 2584 A.70% 2.40% 5.50% 3.87% 5.81% 768.00% 72.00% 66.67% §0.00 10.17% .61 2.60 '
IDACGRR, Inc. IDA $ 50.04 4.00% 4.00% 2.00% 3.33% 561% 46.00% 52.00% 68.67%  $0.00 9.76% 0.0 285
Otter Tail Cosporation OTIR  § 2068 6.00% 6.00% 21.50% 1L1T% 581% 80.00% 68.00% 68.67% [50.00) 949% 17T 3.08
Pinnacla West Capital Corp. PNW  § 656.93 4.45% 5.45% 5.00% 4.97% 5.81% 62.00% 62.00% 6567% (30.00) 10.02% i6.11 2.6
PNM Resources, Inc. PNM 8 2279 732% 6.43% 1200%  8.58% 6.61% 46.00% 51.00% 65.67%  $0.00 10.55% 13.61 241
Portlans General Eleciric Company POR & 3142 6.30% 6.52% 3.50% 5.44% 561% §8.00% 59.00% 66.67%  50.00 10.00% 1518 2mM
Soulhern Company 80 § 4445 4.61% 4.60% 4.50% 4.87% 5.81% 74.00% 70.00% G667%  $0.00 9.96% 15.32 273
Westar Energy, ing. WR $ 3241 4.31% 3.90% 8.00% 4,74% 65.61% B1.00% 54.00% 68.67%  $0.00 10.20% 1452 2.59
MIN - 9.49%
MEAN  10.00%
MAX  10.55%
Projected Annual
Earnings par Share 114) {15] [386] {17] [18]. (1¢] [20] J21] 122) 123] [24] |28] 26 [27] J28 29 (30]
Conmpany Ticker 2012 2013 2014 2015 2015 2017 2018 2019 2020 2021 2022 2023 2024, 2025 2028 2027 2078
Americen Eleclic Power Company, inc. AEP $2.08 $3.10 $2.23 $3.36 $3.49 $3.84 $3.70 3.97 $4.16 $4.37 $4.60 §4.86 $6.14 $5.42 $5.73 $6.05 $6.39
Clece Gorp. ChL $2.70 32.89 $3.10 $3.32 $3.68 $3.82 $4.08 §4.35 $4.63 54.04 $6.20 §5.49 $5.60 $8.13 §$6.47 $6.83 $7.22
Emphto Distrlel Eleclile EDE $1.32 .37 §1.42 8147 $1.52 $1.58 $1.64 §$i.7 $1.70 $1.68 £1.88 $2.09 g2 32.34 $2.47 £260 295
Great Plains Energy Inc. axe 51.35 5144 $1.53 $1.62 $1.72 $1.83 $1.08 207 £2.19 §2.32 $2.45 §2.59 $2.73 $2.89 $3.05 $322 . §3.40
Hawesilan Elactric lndustries, Inc. HE £1.60 $1.74 $1.81 $1.88 $1.86 $2.03 212 $a.2 §2.31 §2.43 $2.66 $2.70 $2.88 $3.02 $3.18 $3.36 $3.55
IDACCRP, Inc. DA $3.37 $3.48 $3.60 $3.72 $3.84 3.7 $4.12 §4.20 $4.48 §4.70 $4.84 $56.22 $6.51 $6.82 $6.16 $6.49 $6.88
Ctter Tail Corgoration OTTR $1.06 $1147 $1.30 $1.44 $1.60 3478 $1.67 $2.16 §2.33 $2.50 $2.67 $2.82 $2.07 $3.14 $3.32 $3.50 $3.70
Pinnacie West Capilal Coip, PR $3.50 $3.687 $3.66 $4.05 $4.25 $4.46 54,89 $4.93 $5.19 $5.47 58.77 $6.09 $6.44 $6.80 37.18 $7.58 §2.01
PhM Resources, inc. PNM $1.31 §1.42 $1.54 $1.68 $1.82 s1.08 $2.14 $2.30 $2.46 $2.62 §2.79 $2.04 $3.11 328 $3.47 83.66 $3.87
Portland Ganeral Eleclric Corpany POR $1.87 $1.97 $2.08 3210 $2.4 52.44 $2.57 $2.71 $2.86 $3.02 319 $3.97 $3.56 $3.76 3.7 .18 $4.42
Southern Company 50 £2.67 $2.19 §2.92 §2.06 £3.19 $3.34 $3.50  $367 $3.86 $4.08 §4.28 $4.62 $4.97 $5.04 $5.32 $5.62 $5.94
Wastar Energy, ina WR $2.16 $2.26 £2.36 $2.47 $2.59 $2.74 $2.84 $2.00 $3.14 3N $3.49 $3.68 $3.89 $4.11 5424 34.58 $4.84
Projected Annual
Dividend Payout Ralio 1313 [32; 33 {24] {35] {38] [37) [38] [39% 140} [41] {42] 43 (44] {45] [48]
Company Ticker, 2013 2014 2015 201§ 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
Amarican Eleclric Powat Comparny. Inc. AER 64.00%  63.25% 6250% 61.75% B1.00%  61.05% 62.80% b63.04% 64./00 65.73% 06.67% 6607% GG.6T% 66.67% €D.67% 66.67%
Cleco Corp. CNL L. BLO0% §700%  57.00% 57.00% 5T.00% 5961% B022% 61B4% 53.45% B5O06% 6566T% 66.67% 6867% 6667% O66T% 66.67%
Empire District Electric EDE "t 72.00% Ti.76%  T1.50% 71.26% 7100%  70.28% 60.56% 68.84% . 68.12% 6739% 6667% E667% 65.67% 60.67% O66.07% BOGT%
Great Plalns Enargy Inc. GRF seooi s BE.00% 67.00% 5B.00% 58.00% 80.00%  B1.11% 62.22% 63.34% B4.45% 6556% 66.57% 6667% GO.67% G667% 606T% 6R.STH
Hawailan Electric induslries, Inc. HE N 78.00% 76.50%  75.00% 73.50% 7200%  71.41% TO.22% 66.34% 68.45% 67.56% O66.67% G667% 6B67% 6B67% SBBET% G6.6T%
IDACORP, Inc. IDA o T 46.00% 49.00%  60.00%  51.00% 5200%  54.45% 56.80% 50.34% 61.78% B423% 6667% 6667% 6567% G6O.6T% 66.67% GO.57%
Otter Tail Corporation GTTR S B0.00% 83.26% 77.50% T1.75% 86.00%  66.11% 68.22% 0634% 66.45% ©06.56% 66.87% 6667% G6.67% 6667% 66.67% 66.87%
Pinnacle West Capilal Corp. PRW : T 62.00% 6200%  62.00% 62.00% §2.00% 6278% 62.56% 64.34% 65.12% G65.80% 66.57% O0667% E667% 6667% 6BO.6T% O6.67%
PNM Resources, Inc. PHM BT 48.00% 47.26%  43.60%  49.75% 5100% 65361% 6522% G56.84% 61.45% S4.06% 66.57% O667% 66.67% 66.67% 66.67% 6667%
Portlend General Eiecliic Company PCR e 58.00%  58.25% 68.50% 58.75% £9.00%  60.28% G1.56% 62.84% 64.12% 065.30% 6667% G667% G667T% 6667% 6E67% O5.67%
Soulhern Company 80 A 7400%  7300%  Y2.00% 71.00% 70.00%  50.45% 6689% 68.34% B7.7B% 67.23% 6567% B667% G667% S6.67% 66.57% GO.6T%
Woastar Enargy, {nc. WR o 61,00% 59.25% 57.00% 55.76% 54.00%  56.11% 6B27% 60.3d% 6245% 54.58% G6.67% SB67% 6667% 669I% 06.67% 66.67%
Projected Annval
Cash Flows 147] [48} [49] [60] [51] [52) 153] [54] _{55] 56) 157} [58) [59] [60} [61] 162
Terminal
Sompany Ticker 2013 2034 2015 2016 2017 2018 2019 2020 2024 2022 2023 2024 2025 2028 2627 Value
American Elsclric Power Company, lnc. AEP $1.98 $2.04 $2.10 52.16 $2.22 $2.35 $2.49 $2.65 $2.83 $3.03 $3.24 §3.42 £3.62 33.82 $4.03 $06.08
Clego Corp. ChL o $16S $HIT 3189 $2.03 $2.18 §2.39 $2.62 £2.86 $3.12 33.38 $3.68 53.87 $4.08 $4.31 §4.56 $103.99
Emplre Districl Elechic EDE $0.99 §1.02 $1.05 §1.08 5112 $1.16 5118 51.23 $1.28 $1.34 $1.40 $1.47 $1.58 $1.64 $1.74 $46.684
Great Ploins Energy Inc GXP . S0.BD $0.87 $0.94 §$1.02 §1.10 §i.10 $1.29 51.39 $1.40 $1.61 $1.72 $1.82 $1.92 $2.03 $2.15 $50.86
Hawaiian Elactric Industries, inc. HE - §1.38 $1.38 $1.44 $1.44 §1.46 $1.50 $1.55 §1.60 $1.66 $1.93 $1.80 §1.90 $2.01 $2.12 §2.24- $51.66
IDACCR?, ine. DA s $1.67 $1.78 §$1.86 §1.85 §206 ' $224 $2.44 §2.66 $2.90 3347 $3.48 $3.87 $3.88 $4.10 $4.32 $109.73
Ctter Tall Corporalion OTR . 3104 $1.08 3112 §1.15 $1.48 $1.30 $1.42 §1.54 $1.66 $1.77 $1.88 $1.98 $2.09 [ rad] $2.34 $63.51
Finnacle West Capilal Corp. PNW it $220 $2.39 251 $2.53 $2.77 $2.94 3313 $3.34 $3.86 $3.80 $4.06 §4.29 $4.53 $4.79 $5.05 §$120.95
PNM Resources, inc. PNM ... 5085 $0.73 50.81 $0.94 1.0 $1.15 $1.29 §1.46 1.8 $1.76 $1.06 $2.07 $2.18 2.3 $2.44 $52.22
Portland Gensrai Etectric Company POR Do #44 $1.21 $1.28 $1.36 $1.44 $1.55 $1.67 $1.80 $1.84 $2.00 $2.26 $2.37 52.50 $2.64 $2.7¢ $67.19
Southern Company S0 Lo s207 $2.13 $2.20 $2.27 $2.34 3242 $253 $2.83 $2.75 $2.68 $3.01 $32.18 $3.96 $3.55 $3.75 $80.84
Wastar Energy, Inc. WR . L 5137 $1.40 §1.42 $1.44 $1.48 $1.5¢ 3174 $1.88 $2.06 $2.25 $2.46 $2.59 52.74 $2.88 $3.0% $70.23
Prolecled Annual Date
Investor Cash Flows [63] [84] [65] {66] 87} [eg] [69] [70] [71] [72] (7 [74] [75) [76] [77} (78] ) .
$nilizl
Campany Ticker  Ouiflow 4313 12/31113  6/30M14  8/30/15 630116 B/S0M7_ 6I30/18_ 6/30M9  6/30/20 B30 63022 SfA0M23  6/30/24  6/30f25 B0  8/30/27
Araerican Electric Powar Company, Inc. REP ($45.56) £0.00 $0.83 $2.02 2,10 $2.16 $2.22 $2.35 $2.48 $2.85 $2.83 §3.03 $3.24 $2.42 $362 $382 0011
Claco Corp. CHNL ($47.25) $0.00 50.69 1. $1.89 $2.09 82,48 $2.39 $2.62 §2.86 $3.12 §3.38 $3.66 $3.87 $4.08 $431  $108.54
Empire District Electric EDE ($22.58) $0.00 §0.44 $1.00 $1.05 $1.08 $1.42 $1.16 $1.19 $1.23 $1.28 $1.34 $1.40 $1.47 $1.68 $1.64 $40.50
Great Plains Ensegy inc. GXP  ($23.40) 000 §6.3¢ 50.83 $0.94 $1.02 $1.10  §1.18 $1.29 $1.38 $1.49 §1.51 $1.72 $1.82 $1.92 $203 35200
Hawailan Efeciric Industries, Inc. HE ($25.63}  $0.00 $0.57 $1.38 $141 FL44 $1.48 31.50 $1.55 §1.60 £166 $1.73 $1.80 $1.00 $2.01 5212 $54.12
{DACORP, Inc. iDA {860.04%  §0.0C §0.70 51.70 $1.86 $1.86 £2.06 $2.24 $2.44 $2.66 $2.80 §2.17 $348 $3.67 $3.88 $4.10  $114.06
Qttet Tall Corporalion GTTR  (§26.58)  $0.00 $0.44 $1.10 $1.92 5116 $1.18 $1.30 $1.42 $1.54 $1.66 .77 $1.88 $1.98 $2.09 §2.21 $65.64
Pinnacla Wost Capital Cosp. PNW  ($56.03)  $0.00 §0.95 §2.33 $2.51 $2.63 8277 $2.04 $3.13 3 $3.56 $3.80 $4.06 $4.26 $4.53 478 31360
PNiM Resouices, Inc. PNM  ($22.76)  §0.00 $0.27 50.68 $0.81 §0.01 8101 3118 $1.98 $1.45 §1.61 .72 $1.96 $2.07 $2.19 $2.31 §54.86
Portland Generel Electric Company PCR ($31.12)  §0.00 $0.48 5147 §1.28 $1.36 5144 $1.55 $1.67 $1.80 §1.94 $2.09 $2.25 §2.97 $2.50 $2.64 $6€.08
Southern Company 50 $44.45)  $0.00 $0.87 211 52.20 $2.27 $2.34 $2.42 $2.53 $263 $2.75 $2.88 53.01 $3.18 $3.36 $3.55 $94.69

Westar Ensrqy, Inc. WR (332.41) _ $0.00 $0.56 $1.41 $i42 $1.44 $i.46 $1.5¢ $1.74 $1.89 §2.06 $2.25 $2.46 $258 $2.74 §$2.89 $73.28
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Hull-Stage Growth Discounted Cash Flow Modsl
Mr. Hevert's Proxy Group
00-Day Average Stock Price

Inpils I3 [2] 131 [4] j6l. 16! [7] 18] 9 {10] J1i} 121 Jik]
Slock EPS Growth Rate Eslimetes Long-Term Payoul Ratio lerallve Soltion  Terminal  Terminat
Company. Ticker Price Zacks. Firs Call_ValuaLine Average  Growih 2012 2017 2023 Prool IRR____P/E Ratlo PEG Ratio
Americen Elacliic Power Company, Inc. AEP  § 4764 3.87% 3% 4,50% 4.06% 5.81% 64.00% 61.00% 6667%  $0.00 9.86% 16.7¢ 2.80
Cleco Corp, CHL 8 47.02 6.00% 8.00% 5.50% T47% 551% © ST.00% S5700% 6667% 50.00 1026% 1404 2.56
Empiro District Electric EDE  § 2259 3.00% 3.00% 6.00% 357T% 5.61% 7200% T1.00% E6667%  $0.00 9.59% 16.74 208
Great Plains Enerqy Inc. GXP % 23038 6.19% 5.26% £.50% B.32% 5.81% 5B.00% 60.00% 6667% ($0.000 10.07%  14.94 2.66
Hawailan Electric Industries, inc. HE 5 857 3.70% 2.40% 6.50% 3.67% 5.61% 78.00% Y2.00% 66687%  80.00 1004% 1605 266
IDACCRP, Ine. IDA 4 48.80 4.00% 4.00% 2.00% 3.33% £.61% 48.00% 62.00% GE67% ($0.00)  £.88% 1562 218
Gtter Tail Corporation OTTR  § 20.77 6.00% B.00%  21.50% 1147% 5.61% £9.00% 66.00% &667%  $6.0C 0.48% 17.22 3.07
Pinnagla West Capital Corp, PNW 5 56.02 4.45% 5.45% 5.00% 4.97% 6.61% §2.00% 62.00% 6667%  30.00 9.84% 15.40 274
PHM Resources, Inc. PNM  § 22.9¢ 7.32% 6.43% 1200%  5.58% 5.61% 48.00% 51.00% 66.67% (30.001 10.51% 1350 242
Portland General Electric Company POR  § 3116 6.30% 5.52% 3.50% 5.44% 6.61% 50.00% 50.00% 5667%  ($0.00} 10.00% 1520 271
Southern Company 80 § 4571 461% 4,80% 4,50% 4.57% 5.61% 74.00% 70.00% 66.67% ($0.00)  B.B4A% 1537 281
Woastar Enargy, Ing. WR § 32.B4 4.31% 3.50% 6.00% 4.74% 5.61% B1.00% 54.00%  6G.67%  $0.00 10.44%  14.71 262
MY  9.48%
MEAN  0.97%
MAX  10561%
Prejected Annual
Earnings per Share {14] [18] (18], [17] 18] 19l [20) Al [22 22 {241 128] 28} 127] 28 20] 30]
Company Ticker 2012 2013 2014 205 2018 2017 2018 2018 2620 201 2002 2623 2024 2025 2026 2027 2028
American Electric Power Company, Ing. AEP 52.98 £330 §323 $3.38 $3.49 $3.64 $3.79 $3.97 §4.16 $4.37 $4.60 $4,86 $5.14 $5.42 86.73 6.05 $6.39
Claco Corg. CAL $2.70 §2.89 $3.10 £3.32 $3.56¢ $3.82 §4.08 $4.35 $4.63 4.1 $5.20 $5.49 $6.80 $6.13 58.47 $6.83 fad
Empire Dislrict Electric EDE §1.32 £1.37 §1.42 $1.47 $1.52 $1.58 $1.54 1.1 $1.79 $1.88 $1.08 $2.02 2.2 $2.34 §2.47 §2.60 $2.76
Great Plains Energy inc. GXP 5135 $1.44 $1.83 $1.62 372 $1.403 $1.85 $2.07 3218 $2.32 $2.4% $2.59 $2.73 32,89 §3.05 fan $3.40
Hawallan Eleclric industries, Inc. HE $1.68 $#1.74 $1.81 $1.88 $1.98 $2.00 §2.12 s2.21 §2.3 §$243 - $266 52.70 $2.66 3302 a8 $3.36 $3.55
iDACORP, inc. DA §3.37 $3.48 $3.80 $372 $3.84 $3.97 $4.12 $4.29 $4.48 $4.70 $4.94 $5.22 55.51 $5.82 $6.15 $6.49 £6.06
Otter Tail Corporation OTTR $1.05 $1.47 $1.30 $1.44 $1.60 $1.76 $1.97 $2.95 $232 52.50 $267 $2.82 $2.97 £3.14 $3.32 $3.50 $3.70
Pinnacle Wesl Capital Corp. PRW $2.50 £3.67 53.86 $4.05 $4.26 £4.48 $4.68 $4.23 $5.19 §5.47 $5.77 $6.00 §6.44 $6.80 $7.18 $7.58 $8.01
PNM Resources, Inc. PNM $1.91 §1.42 $1.64 $1.60 $1.82 $1.98 $2.14 $2.30 $2.4G $2.63 $270 $2.04 $a11 $3.28 $3.47 $3.66 3387
Portiand Ganera! Electrlc Company FCR $1.97 5197 $2.08 $2.19 $2.31 $2.44 $2.57 $2h $2.66 §3.02 $3.18 $2.37 $2.58 $3.76 $3.07 .12 $4.42
Southern Company 50 5267 $2.79 $2.02 §3.05 §3.19 $3.34 £3.60 $3.67 $3.86 §4.08 $4.28 $4.52 $4.77 §6.04 $6.32 $5.62 $5.94
Waslar Energy, Inc. WR, $2.15 $2.25 §2.38 $2.47 $2.59 $2.71 $2.84 5298 $5.14 §2.31 $3.48 $3.68 $3.80 §4.11 $4.34 $4.58 $4.84
Proiected Annual
Divigend Payout Rallo {M} 132} {33] [34] [35] {ae! [37] {3 139) [10) [41] [#2] {43} (4} {45} 46
Company Ticker 2013 2044 2015 2018 2017 2018 2018 2020 2021 2022 2023 2024 2025 2028 2027 2028
Amperican Electric Power Company, Inc. AEP . 64.00% B326% B260% 61.75% B1.00%  G1.95%0  62.80% 0nB4% OA70% 0573% 00.6/% G6ET%H G067% 06667T% OGG8F% 66.6/%
Cipeo Corp. CNL . BT.00% 57.00%  57.00% 57.00% 57.00%  58.861% 60.22% 61.84% 63.45% 65.08% 66.67% 6667% 66.67% 6G661% 6GO66T% 656TH
Empire Districl Eleclric EDE FEE 72.00% T175%  T1.50% 71.25% 71.00%  70.28% ©69.56% 65.84% 66.12% G67.38% O65.67% 6667% G6E7% 6887% 6B67% GO.6T%
Greal Plalns Energy Inc. GXP ©EG00% 57.00%  5B.00%  60.00% B0.00%  61.11% 6222% 63.34% O64.46% 65.56% G6.67% 68.67% 6067% G66.OT% O0.67% 66.67%
Hawaiian Electric Inguslries, Inc. HE IR 78.00% 76.50%  76.00% 73.50% 7200% THL11% 70.22% 69.34% 58.45% 67.B6% 68.67% 66.67% O6.67% 6687% 6B67% G6OI%
IDACORF, Inc. ) DA L. .. AB.O0% 49.00%  50.00% £1.00% 5200% 54.46% 56.88% 50.34% 61.78% 64.23% 66.67% 6B6TH 6667% 6B67T% GO.6TR GE6T%
Ofter Tail Corporation OTTR & ) 69.00% 83.26%  TT.E0%  T1.76% 6600% 66.11% 66.22% 66.34% 66.45% 66.58% 66.67% 66.87% O6.67% O0.67% 06.67% G66T%
Pinnacle West Capilat Corp. PNW .. c 82.00% 82.00%  6§2.00% 62.00% 62.00% 6278% 063.56% 64.34% 65.12% 65BO% 66.67% 66.57% 66.57% 6667% 66.67% 80.6TH
PNM Rasources, in¢. PNM - 1 ABOD% 47.25%  48.60% 40.75% 51.00% £3.61% 5622% 56.64% 61.45% G6405% 6667% 6667% BE.6TH 65.67% E6.67% 6667
Porlland General Eicciric Company POR Do 68.00% 68.25%  68.50% 5B.76% 53.00%  G0.26% B156% G264% 64.12% ©6530% 6667% 66.67% G0.67% O667% GO6TU L6.6T%
Southern Company §C T T4.00% 73.00% 72.00% 71.00% 70.00%  B9.45% 50.89% 6B34% 67.78% 6723% GOG7% G6667% 66.67% 6E667% 6667% 6667%
Westar Enargy, inc. Wi s, B1.00% 69.26%  57.50%  56.75% §4.00%  B611%  58.22% B0.340% 62.45% G4,56% 6667% 6667% _ €667% 60.6T% _6667% B6.67%
Projectad Annua!
Cash Flows [47] 48] [48] 603 [513 52 63 54 [55] 56 67} 158), [59] [59} (61] 62
Terminal
Compan Ticker 2013 2014 2015 2018 2017 2018 2018 2020 2021 2022 2023 2024 2025 2028 2027 Value

L-ompany
Amarican Eleclric Poyer Company, ing. AEP $1.08 $2.04 $2.10 $2.16 $2.22 $2.36 $2.49 $2.65 $2.83 $3.03 $3.24 £3.42 $3.62 $3.82 $403  §$100.31

Cleco Corp. CNL §1.85 $1.37 $1.89 £2.03 $2.18 $2.30 $2.62 $2.86 312 $3.38 $3.68 §$3.87 $4.08 4.3 $4.56 $103.5¢
Empire District Electiic EDE Lo §0.99 §1.02 $1.05 $1.09 $1.12 $1.16 §1.19 $1.23 $1.26 §1.34 §i.40 $1.47 $1.66 $1.64 §1.74 $46.04
Great Plains Energy Inc. GXP : 30.80 $0.87 §$0.84 $1.02 §1.10 $1.18 §1.28 $1.38 $1.49 $1.61 §1.72 $1.82 $1.92 $2.03 $2.15 $50.77
Rawraiian Electric Industries, inc. HE - RIS $1.39 $1.41 §1.44 §1.46 $1.50 $1.58 $1.60 $1.66 $1.73 $1.80 $1.90 $2.01 $2.42 $2.24 $53.44
IDAGORP, inc. ;= : $1.67 $1.78 $1.86 §1.86 $2.06 52.24 $2.94 52.66 $2.90 $3.17 §2.48 $3.67 $3.68 $4.0 $4.33  8107.07
Obtar Tail Corparation OTTR ¢ : $1.04 $1.06 $142 §1.15 §1.18 §1.30 $1.42 §$1.54 §1.66 .77 $1.68 $1.88 $2.00 §2.24 $2.34 $63.66
Pinnacle West Capilel Corp. PNW . 228 $2.30 $2.51 $2.63 §2.77 $2.94 $3.13 §3.34 $3.56 §2.80 $4.06 $4.20 $4.63 $4.78 $3.05 $123.20
PiM Resources, lnc. PNM o 3065 $0.73 $0.81 3091 $1.04 §1.16 $1.29 5149 $1.61 $.78 §1.96 $2.07 $2.19 $2.31 §2.44 $562.94
Portland General Electric Companv POR A (B L $1.21 $1.28 $1.368 $1.44 $1.56 $1.87 $1.80 31,84 $2.09 $2.2% 239 §260 §2.64 $2.79 $57.25
Soulhern Company 80 e $207 §2.43 $2.20 $2.27 $234 $2.43 $2.53 $2.63 £2.75 $208 $3.01 $3.18 $3.36 83.55 $3.75 $03.62
Westar Enaray, Ino. WR - $1.37 $1.40 §1.42 $1.44 $1.46 $1.69 $1.74 31.88 $2.08 $2.25 $2.46 52.59 $274 . $2.89 $3.05 1.7,
Prejocted Annual Cata
Inveslor Cash Flows [63) [GEH 165] 168] [67] [68] 8%} (70} 174), 72] 73] (74] . {76} 178] $77] [78} (79]
Initial
Company Ticker  Outitow _ 7/31/53  123W13  630/44 _ 6/30/15 63016 S0M7_ GI30/18  S/30MG  6/30/20  6/30/21  6/30/27  6130/23  8f30/24 G305 6/30/26  6AI0ST
American Electric Power Company, Ing AEP §47.53)  $0.00 $0.83 £2.02 $2.40 $2.16 $£2.22 $2.35 $2.49 2.5 $2.83 $3.03 $3.24 §3.42 $3.62 $382  $104.34
Claco Corg. ChL ($47.02)  $0.00 $0.69 3.7 $1.89 $2.03 $218 $2.39 $2.62 $2.88 $3.12 £3.38 $3.66 $3.67 $4.08 $4.31  $100.08
Empire Dslrict Elacirie EDE ($22.59) 3000 $0.4% $1.00 $1.06 $1.09 §1.42 $1.18 §1.19 $1.22 $1.28 $1.24 $1.40 §1.47 $1.56 $1.64 $47.78
Great Plains Energy Inc. GXP  ($23.36)  30.00 §0.34 §0.83 $0.94 $1.02 $1.10 5119 $1.20 $1.38 £1.40 $1.61 $1.72 §1.62 $1.82 $2.03 $52.01
Hawailen Eleclric Industries, Inc. HE ($26.57)  $0.00 $0.67 $1.39 141 144 $1.46 §1.50 $1.66 $1.60 $1.66 $1.73 $1.80 §1.00 201 $2.42 $55.68
IDACORP, Inc. DA {$48.80)  $0.00 $0.70 §1.70 $1.86 $1.96 $2.06 $2.24 $2.44 $268 $2.90 $3.17 $3.48 §2.67 $3.08 $4.40  §111.40
Otter Tall Corporation CTTR  {$20.77)  $0.00 50.44 $1.10 $1.12 8115 $1.1% $1.30 $1.42 $1.64 $1.68 5477 $1.66 $1.08 $2.06 $2.21 $86.02
Pinnacle Wes| Capital Cozp. PNW (358027  $0.00 $0.95 $2.33 $2.61 5263 $277 $2.04 $3.13 $3.34 $3.56 $3.80 $4.08 $4.29 $4.52 $479 312634
PNM Resouces, Ing. PuMm  {$22.04} 5000 $0.27 $0.68 §0.81 $0.01 1.0 $1.15 #1298 $1.45 §1.61 §1.78 $1.96 $2.07 218 $2.31 $54.98
Portiand General Eloctris campanv PCR ($31.16}  §0.00 §0.45 $1a7 §1.28 $1.36 §1.44 $1.5% $1.67 $1.80 $1.04 $2.09 $2.25 $2.37 $2.60 $2.64 $70.04
Southern Company 80 54571} $0.0¢ $0.87 211 $2.20 $2.27 $2.34 §2.43 £2.63 263 $2.79 $2.68 §3.01 $3.18 §3.38 $3.56 $97.37

Waglar Energy, Inc WR ($32.84)  $0.00 $0.58 3141 $142 $1.44 51.48 $1.59 5174 $1.60 §2.08 $2.26 $2.46 2.68 §2.74 $2.89 §74.22
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Multi-Slage Growth Discounted Sash Flow Model
Mr. Hevert's Proxy Group
180-Day Averaga Stock Price

Inputs _I1] 12 ]| {41 g 16} I7] 18] 9] [0] [14] [12] {i3]
Stock EPS Growih Rale £stimales Long-Term Payout Ratlo Iterative Sclulion  Termingl Terminal
LCompany Ticker Frice Zacks  First Coll Value Line Average  Growth 2013 2017 2023 Proof IRR__PiE Ralio PEG Ralio
Amsnican Electric Power Company, inc. AEP  § 4591 3.87% 3.81% 4.50% 4.06% 961% 64.00% G61.00% G6.67%  $0.00 1001% 1518 270
Cloco Corp. CNL 3 4451 8.00% 8.00% 6.50% 7.17% 561% §7.00% S57.00% ©6667%  $0.00 1052% 1359 242
Emplre Digtrict Elgctrie ECE § 2174 3.00% 2.00% 6.00% 3.67% 561% 72.00% 71.00% 68.67%  §0.00 £.76% 16.08 287
Greal Piains Enerqy ine. GXP  § 2235 6.19% 6.26% 6.50% 6.32% 8.81% 56.00% 60.00% G6.67% ($0.08) 10.30% 1423 254
Havraiian Efectric Indusirias, ne. HE $ 2623 3.70% 2.40% 6.50% 3.87% §.51% 7800% T2O0% 6667% ($0.00) 10.08% 1490 266
IDACORR, ing. DA $ 4677 4.00% 4.00% 2.00% 3.33% 5.61% 48.00% 652.00% 8667%  §0.00 10.06% 1480 267
Gtier Tafl Corporation OTTR 8§ 28.16 6.00% BO0%  21.50%  i1.47% 551% 88.00% 66.00% 66.67% (0.0  9.T70% 16328 2490
Finnecle Waest Capital Corp. PNW & 5553 4,48% 5.45% 6.00% 4.87% 561% 62.00% B200% 8661%  $0.00 10.14% 473 263
PhM Resources, Inc. PNM  § 2212 7.32% 6.43% 12.00%  B.66% 551% 48.00% 51.00% B667% (50.00) 10.88% 1316 234
Porlland General Electric Company FCR 5 29.59 6.30% 65.52% 3.50% 6.44% 6.61% 58.00% 50.00% 68.67%  §0.00 10.23% 1444 257
Southarmn Company 80 § 4478 481% 4.60% 4.50% 4.57% 6.51% T400% 70.00% 6687%  $0.00 0.93% 16.44 275
Weslar Energy, Inc. WR & 3132 4% 3.80% 6.00% 4. T4% 5.61% 61.00% S4.00% 66.67%  $0.00 10.36%, ....14.03 250
MiN - 9.70%
MEAN 10.16%
MAX  10.50%
Prolacled Annual
Eamings par Shara 1341 1151 [16] 1171 (18] [19) (20} 121} [221 1231 [24] {25) [261 127} 28 29 30
Cempany Tieker 2012 2013 2014 2015 2018 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
American Eloclric Power Company, Ino. AEP £2.95 £3.10 $3.23 $3.38 $2.40 §3.64 $370 5397 54.16 $4.37 $4.60 $4.88 $5.14 $6.42 $6.73 $6.05 $6.39
Claco Corp. CHL 270 $2.89 §3.90 $3.32 $3.66 $3.82 $4.08 $4.35 $4.63 $4.91 $5.20 $6.48 $65.80 5.13 .47 $6.83 $7.22
Empire Qstricl Electric EDE $1.32 $1.37 $1.42 $1.47 $1.52 $1.58 $1.64 st §i.70 $1.68 $1.98 $2.08 2 $2.34 $2.47 $260 275
Great Plalns Engergy Ino. GXP $1.35 $1.44 $1.53 $1.62 .72 $1.83 $1.85 £2.07 §2.10 $2.32 $2.435 $2.6¢ 5273 $2.80 $3.05 §3.22 .40
Hawalian Electric Industres, Inc. HE §1.88 £1.74 $1.81 $1.88 $1.96 $2.03 $212 $2.21 $2.31 $2.43 $2.66 $2.70 $2.86 $3.02 $3.18 $3.36 §3.55
IDACORP, Inc. DA $3.37 £3.49 $3.80 $3.72 $3.084 §3.97 $4.12 $4.20 §4.48 $4.70 $4.84 $65.27 $5.61 §5.82 §6.15 36.49 $6.88
Otter Tall Corporation QTR $1.05 $1.47 $1.30 $1.44 $1.60 $1.78 54.97 2115 $2.33 $2.580 $2.67 $2.82 297 §$3.14 $3.32 $3.50 $a76
Pinnacia West Capilel Corp. PNW $3.50 $3.67 $3.86 $4.05 3425 $4.46 $4.60 4,93 $6.10 $5.47 $6.77 £6.00 $6.44 $6.80 $7.18 §7.58 $6.01
PNM Resources, Inc. PNM $1.31 $1.42 $1.54 §1.68 $1.82 3188 $2.14 $2.30 §2.48 $2.60 $2.79 $2.94 §3.11 $3.28 $3.47 $3.66 $3.97
Portiand General Eleclric Company POR $1.87 $1.67 F2.08 $2.19 $2.1 §2.44 §2.57 $271 $2.08 $3.02 $3.19 $3.37 $3.56 33,76 $3.87 $4.19 $4.42
Bouthern Campany S0 $2.67 £279 $292 $3.05 $3.18 $3.34 $3.50 $367 $a.86 $4.06 $4.28 $4.62 .77 $5.04 §5.32 $6.62 $5.04
Wastar Energy, ine. WR $2.15 $2.25 $2.38 $2.47 $2.68 $2.71 3264 32,88 $5.14 £3.31 $3.49 $3.68 $3.89 $4.11 $4.3 $4.58 $4.84
Piolocted Annual
Dividand FPayout Rallo [31] [32] [33] [34] 135} {36] 371 (38} EL] [4¢] sl 42} [43) ja4] 145) [46]
Company Ticker 2013 20614 2018 2016 2047 2018 2019 2020 2021 2022 2023 2024 2025 2028 2027 2028
American Eloctric Power Company, inc. AEP T B4.00% 63.25% B2.50% 61.76% §100% 61.95% G209% 6384% 64.78% 6673% 6667% G6.67% 66.67% 6667% 60.67% 66.67%
Cleco Gorg. CNL . © BLDO% 57.00% 57.00% 57.00% s1.00%  56.61% 60.22% G1.84% @83.45% O05.06% O56.67% OB6T% 60.67% GBETH SBETH 6GGTH
Empire Bislrict Efecttic EDE .. co T200% T1.75%  71.50% 71.26% 7100% 70.26% GD.56% ©5B8.84% 6B.12% ST.39% 6667%  66.67% 08.67% G0.67% 8607% 668T%
Grgat Plains Energy Inc. GXP oo 56.00% 57.00%  56.00%  68.00% 000% 61.11% 6220% 63.34% 64.45% 8656% BO.67% O6.67% G6567H G667% ' GBET%  6A.6TH
Hawailan Electric Induslries, inc. HE St T8.00% T6.50%  T5.00% 73.50% T200%  7.41% 70.22% 60.34% 68.45% 57.66% 66.57% 6667% 6B.67% BB6TW 6067% 6E.OT%
IDAGCORP, Inc. DA B : AB.O0% 49.00%  50.00% 51.00% 5200%  54.45% S6.89% 59.34% BL78% 54.23% E6.8T%  6667% 66.67% G667% S0.6T% 66.5T%
Otter Tali Corporation OTTR .-l BO.0D%  B326%  T7.50%  T1.75% 66.00%  66.11% 6627% 66.34% 66.45% 66.56% 66.67% 6657% G5.67% S067% 66.67% 66.57%
Pinnacle West Caphal Corp. PHW i 6200%  62.00% 6200% 6200% 62.00%  6278% 63.56% 64.34% 6512% 65.89% 6667/% ©B667% 6567% B8867T% 66.67% 6OET%
PNM Resources, inc. PNM : ©o. 4600% @ 47.25%  4660%  49.75% 5i.00% 53.61% 56.22% 58.84% 6145% B4.06% 6667% 60.67% 66.67% OO6T% 6BOETH 6L.6T%
Portland Genaral Electric Company POR L. BROD% 656.25%  9B.50% S5B.T5% 5000% 6028% 61.56% 62.B4% 64.12% 65.39% 6G6.67% OG67T% 6667% G667% 6GRET% 68.67T%
Soulhern Company 80 L. . TA00% 73.00%  7200% V1.00% 70.00%  £0.45% 6B.80% 6A.34% 67.78% 67.23% O667% 6667T% G6667% 6667% B6OTH 60.67T%
Wostar Energy, Inc. WR. ... 81.00% 50.26%  §7.50% B5.75% 54.00%  56.11% 50.22% 60.54% ©6245% 64.56% 6867% 66.6T% _ 66.67% BE6T% GOO6T% 65.67%
Projected Annual
Cash Flows [47] [48) 149] {50] 151] 152] [63} [54) (55] {56] 57} [58] [59) 188] [612 62]
Tarminat
Company Ticker 2013 2014 2015 2018 2017 2018 2010 2020 2021 2022 2023 2024 2025 2028 2027 Value
Amarican Electric Power Company, lac. AEP $1.98 $2.04 $2.40 $2.18 §2.22 $2.35 $2.49 5285 $2.85 $3.03 $3.24 $3.42 $3.62 $3.82 $4.03 $86.82
Claca Corp. CNE . $1.85 §1.77 £1.89 $2.02 §2.18 $2.39 $262 $2.85 23,12 $3.38 $3.66 $3.87 $4.08 $4.3 $4.66 $08.08
Emgplre District Eleclric £DE 00 $0.08 $1.02 $1.06 .09 $1.12 $t.16 $1.19 $1.23 $1.28 $1.34 $1.40 $1.47 $1.68 §1.64 $1.74 $44.24
Greal Plains Eneray Inc. GXP DT B0.BD $0.87 $0.94 $1.02 §1.10 £1.10 §1.20 §$1.39 $1.40 $1.81 $.72 81.82 $1.92 $2.03 215 $46.37
Hawalian Elactric Induslries, Inc. HE T $1.36 $1.39 §1.41 $1.44 $1.46 $1.50 $1.65 $1.50 $1.66 $1.73 $1.80 $1.90 $2.01 $2.12 $2.24 $52.93
IDACORP, Inc. A o $1.67 $1.76 £1.86 $1.96 $2.06 $2.24 §2.44 §2.66 $2.90 33147 $3.48 $3.67 $3.88 §4.10 $4.33 $102.71
Glier Tail Corporation QTTR T $1.04 $1.08 $1.12 $115 $1.18 §1.30 $1.42 §$1.54 $1.86 $1.77 $1.88 §1.08 $2.09 §2.2¢ §2.34 $80.23
Pinnacle Wesl Capltal Corp. PNW : $2.28 $239 $2.61 $2.63 $2.77 52.94 3313 $3.34 $3.56 £3.80 $4.06 §d.20 $4.53 $4.79 $5.05 §i17.04
PNM Resources, Inc. PHM o 8066 $0.73 $0.81 0.9 $1.01 $1.15 $1.20 $1.46 $1.61 5178 $1.96 $2.07 $2.19 §$2.31 $2.44 £50.85
Portand General Eiectric Company POR @ - - §i4 $1.21 $1.28 $1.38 $1.44 $1.65 $1.67 $1.80 $1.04 $2.00 §2.26 32.37 $2.50 $2.54 $2.79 $63.90
Southamn Company 50 s $207 $2.13 §2.20 $2.27 $2.34 §2.43 $2.53 $2.63 $2.76 52.88 $3.04 $2.18 $3.36 $3.55 $3.76 $01.86
Woeslar Enargy, Ing. WR oo -t £1.97 $1.40 $1.42 $1.44 $1.46 $1.5¢ $1.74 $1.89 $2.08 $2.25 $2.45 $2.59 $2.74 $2.89 $3.05 $67.89,

Projected Annual Data

investor Cash Flows [63) [64] [69] [68] [67] 58] 89) [79} [71} (73] (73] {741 75} [76] |77] 178} (78}
tnilial

Company Ticker _ Outflow  7/31/13  T2/31M3 6/30/14  8/30M5 SA0ME _ &I30M7 G108 63018 63020, 601 B/3022 830123 6130024 §/30/25  6/30M26  6f30M27
Amegrican Electiic Power Cempany, Inc. AEP  [M591)  $000 $0.83 $2.02 8240 £2.1¢ $2.22 $2.35 5249 $2,65 $2.83 $3.03 $3.24 £3.42 $3.62 $£3.82 $100.88
Claco Corp. GNL  {$43.51)  $0.00 $0.69 §1.7 $1.88 $2.03 $2.18 $2.39 $2.62 §2.86 $3.12 $3.00 $3.66 53.67 $4.08 $4.31  $102.64
Empire District Electric EDE  {§21.74) $S0.00 $0.41 $1.00 $1.05 $1.00 $i2 $5.16 §1.19 $1.23 3128 $1.24 $1.40 $1.47 $1.66 $1.04 $46.87
Great Plalns Enargy inc. GXP  {$22.26  S000 $6.34 $0.83 £0.94 $1.02 $1.10 §¥1.19 $1.20 $1.39 $1.49 $1.61 $1.72 §1.82 $1.92 F2.03 $50.51
Hewallen Elesiric Industries, Inc. HE {§26.331  $0.00 50.57 $1.39 $1.4 §1.44 $1.45 §1.50 $1.55 §1.60 $1.66 $1.73 §1.80 $1.90 $2.01 2142 $65.17
IDACORP, Inc. DA {$46.77  $0.00 $0.70 §1.70 $1.86 $1.05 $2.05 $2.24 $2.44 $2.66 $2.90 §3.17 §3.4e §3.57 $3.06 $4.40  $107.08
Ctter Tail Corperalion OTTR (828461  $0.00 $0.44 .10 $1.12 $1.18 §1.48 §4.30 $1.42 $1.64 5166 17T $1.88 §1.08 §2.00 221 $52.66
Pinnacie West Capital Corp. PNW  [$56.631  $0.00 $0.95 $2.33 $2.69 $2.63 £2.77 $2.04 $3.13 $3.34 $3.56 §3.80 $4.06 $4.26 $4.63 $4.79  $123.00
PNM Resources, inc. PNM  {$22.42}  $0.00 $0.27 §0.68 $0.84 $0.91 $1.01 $1.15 $1.29 $1.45 $161 §1.78 £1.95 $2.07 $2.19 $2.31 $53.20
Portland Generel Electric Company POR $20.60)  $0.00 §0.48 5147 $1.28 $1.36 $1.44 §1.68 $1.67 $1.80 $1.84 $2.09 $2.25 §2.97 $2.60 $2.64 $66.69
Southern Company S0 $44.78)  $0.00 $0.87 §2.149 82,20 $227 §234 §2.43 $2.53 $2.63 $2.75 §2.68 $3.00 $3.1d §3.35 $3.55 $05.40

Westar Energy, Ing, Wi §$31.32})  $0.00 $0.58 $1.41 $1.42 $1.44 $1.48 $1.59 £31.74 $1.89 $2.08 $2.25 $2.45 $2.59 $2.74 $2.89 $70.84




Multi-Stage DCF Notes:

(1
[2)
[3]
[4]
(8
{6]
[7]
8
2
[10]
[*1]
(2]
{13
(4]
[15]
(e}
i1n
[e]
(i9]
(20}
[21]
[22]
[23]
[24}
{28
[26]
[27]
(28]
[2¢)
[30]
[31]
{32}
{33]
[34]
[35]
(36}
[37)
[38]
[3%1
- {40)
[41]
[42]
(43)
[44]
[48]
(461
147
48]
[49]
(50}
[51]
[52]
[531
{541
155)
[56]
[57]
(58]
{59)
[80]
[61]
(62}
[63]
[64]
(6]
(56]
[67)
(68)
(69}
{791
[71]
[72]
{73}
[74]
[78]
{76l
177]
[78]
[79]

Source: Bloomberg; based on 30-, 80-, and 180-day historical average

Source: Zacks

Source: Yahoo! Finance

Source: Value Line

Equals average Columns [2}, [8], [4]

Source; Federat Reserve, Bureau of Economic Analysis

Source: Value Line
Source: Value Line
Source: Bloomberg Professional
Equals Column [1] + Column [63]

Eguals result of Excet Solver function; goal: Column {1 0] equats $0.00

Equals Column [62] / Column [30)

Equals Column [12] / (Column {8} x 100}

Source: Value Line

Equals Column [14]x (1 + Column [5])
Equals Column [15] x {1 + Golumn (5]}
Equals Column [16] x {1 + Column [5§)
Equals Column [17] x {1 + Column {5])
Equals Column [18] x {1 + Column [5])
Bquals (1 + (Column [5] + ({{Calumn [6] -
Equals {1 + (Column [6] + {({(Column [8] ~

Column [5]) / (2022 ~ 2017 + 1)) x (2018 - 2017)))) x Column [19]
Column [5]} / (2022 - 2017 + 1)) x {2018 = 2047)))) x Column {201

Equals {1 + (Column [5] + {{(Column [6} ~ Column {5j) / {2022 ~ 2017 + 1)) x (2020 - 2017)}) x Column [21]
Equals (1 + (Column {5] + (((Cetumn [6] — Calumn [8]) 1 (2022 - 2017 + 1)) x {2021 - 2017)))) x Column [22]

Equals (1 + (Column [5] + ({{Column [8] -
Equals Colurn [24] x ( + Celumn [6])
Equals Column [25] x {1 + Column [6])
Eqguals Column [26] x {1 + Column [6])
Equats Column [27] x (1.+ Column 6})
Equals Golumn §28] x (1 + Column {8])
Equals Calumn [29] x (1 + Colurnn [8])

Equals Column [7]

Cotumn [5]) / (2022 - 2017 + 1)) x {2022 = 2017}))) x Column [23]

Equals Column [31] + ({Column [35] - Column [31]) / 4)
Equals Column {32} + {{Column [35] - Column [31]) I 4)
Equals Column [33] + {(Column [35] ~ Column {311}/ 4)

Eguals Column [8]

Equals Column {35] + ((Column [41] = Column [35]) 16)
Equals Column {36} + ((Column {41} ~ Column [35]} / 6}
Equals Column [37] + ({Colutn [41] - Column [36]) / B)
Equals Colurnn [38] + {{Column [41] - Column [35)) / 6)
Equals Column [3¢] + ({Column [41] - Column [35]) / 8)

Equals Column [9]

Eguals Cojumn [9]

Equais Columr (€]

Equals Column {9]

Equals Column [9]

Equals Cotumn [9]

Equals Column [15] x Column [31}
Equals Column {16] x Column [32]
Eguals Cofumn [17] x Column [33]
Equats Column [18] x Column [34]
Equals Column {18] x Column [35]
Equials Column [20} x Column [26]
Equals Column [21] x Column {37]
Equals Golumn [22] x Column {38]
Equals Column [23] x Column [38}
Equals Column {24] x Column [40]
Equals Colurnn [25] x Column [41]
Eguals Column [28] x Column {42]
Equais Column [27] x Column [43]
Equals Column {28] x Column [44]
Equals Column [28} x Coiumn [45]

Equals (Column [61] x (1 + Column [6])
Equals negative net present vaiue; discount rate eguais C

Equals $0.00

{ (Column {11} - Coiumn [6])
olumn [11], cash flows equal Column [84] thraugh Column [79]

Equals {12/31/2013 - 7/31/2043) / 365 x Column [47]
Equals Column [47] % {1 + (0.5 x Column {5))}

Equais Column [49]
Equals Column §50]
Equals Column [51]
Equals Column [52]
Equals Column [53]
Equals Column [54]
Eguals Column [55]
Equals Coiumn [58]
Equals Column [57]
Equals Column {581
Equals Column [59)
Equals Column [60]
Equals Column [61] + [62]

Schedule (RBH-R)-7
Page 4 of 4



“Rua eagessng 3oy [z]

A BAGRRSN]Y U2 TIRD 2SOU} NAEE S 0 $osodind 1o} SN "I HEY) MPPaYRE [eaneg 1]

I TuaulseAL| J& RIEA (anea purisa) ) 5 pouad w XXNS 10 30JRA S
pue g-| spouad Jop SPUSPIA SNJRA, JLASDI I(F JO WNS JUAUSOAL JO STHRA (230 L
[ 201 HOAS Jo Onf=A {anjep, [Bus |) POUS YIS AU 104 1008, INEA WesaLd
su Aq 30ud Y005 ewou Burdidynw Aq paurino 201ld 2015 JO SNjeA uasaly
Wy 8 SpUSHLG JO FTBA S-1 Spoisad J0) SPLADING INJEA JUBSRIA ¢ JO LUNS = SPUAPAP JO BNEA,
sFEE - - - - 20U NS JO WA WIS (S8R |RUILLIB L} pOURd 1S 31 Joj J01AE) ANIEA JUASBLS
318 4q 23114 %0015 [RuIwou Bladidnri Aq PALIZIQO 30Ud ¥IOLS JO BNfRA WOSAld
€F § ATL S TEL S b 5 WL S PUIPLN( JO INMBA WIS pouad 21 Jop 0RES
DHEA IBSaL Bk Al A [RUIWO Buidgnu Aq pauiiqe SiAK] 46 anjes LRSI
GOIESd DNIGTIOH SYaAs FEESR]
crop & JLAUNSIAU] JO BREA (3n{EA [BUILLDL) O} Powd L %00iS (0 BRjEA JLUSSaL]
plie O1-| SPoLad J0g SPUBPING BIEA WDSRL |IE JO WNS JUBUISAALL 1O SrygA [B0L
86T § BOU Y0NS JO INRA (FA[PAJBUIWIID ) POUA LRDY SH) 30) JOI0B AP(BA Juasald
a3 Aq 20ud ¥o0iS Euitzou Buididanu Ag paumeqo aaud ¥O0KS SO SN|EA Juasald
E{S SPUBPING 4O INEA 0¢-4 5poLad 10} SPUBPING BNJE/ DS J[e O WINS = SPUIPAP JO BEA,
eELE - - - - - - - - - 80U YOOIG JO INBA WS (anfeA, jeunwia)) poued 4 L IR 103 Jojoed InjeA Wseld
a1 4q 39t 001G [EUILICU Bldidpruy AQ PALIEIGO S3UG HOCLS JO ANEA I3l
0F S L S AL S L $ BKE S €T S LZE S ZTE S 4L S E¥E S PUBPING JO FA[EA MBS pousd 2u; Joj 10084
A, WIS U AQ S/MG [eunwou Bukidginw A9 pauielqe S/A 30 Bnies WSsald
GORIZd NI TOH SVIA 0L FEELE)
] JURUEAA| 10 BR(EA {sesodind uoy 9 164 ]
o5} Aingadsad UE SpUBPLG anjeA [USS3ld (1B JO LLNS JUAUASAALL JO BMEA |60L
v\ ZoC0'h  SESOE L101L LERKL OFENL BIZEL STE OBIETL EL8TL wMWL PUBDIAG SRIEA 2SI poyiad 1 10} 0108
oA onen Wasald B Aq S feuntou Bukdmnu AG PAUIRIGO $MA JO SMHEA JUDSI
AUNESSHId NI SAONIOIAE [T
\\-\ PSLE0 GeSP0 2560 90PF0 TO6SC  SRPA0 LT0LO €850  BREEC  BSIE0 J0RE] AN[BA WRSRld IO JLEISU0D B PUB POl JALING BU Uedn PISEq PARIOIES I01DR: ANEA JUSIlG
. m ] eglz €81 e’ir eE £8'12 © €812 £812 e8Iz £9°1T £BHE stiupe3reaud ofex SBUALEI ROUd Weisua) Bur a
\\ Sla Mot 114a) Buo [enDD pinoys Logeoasdde i ==>  NO  %ZES uogenalddy esug SlEY WmelD wis | Buon Senbs uogeaddy axd Bugensiows)
\\ SEZ9 & SESO § 2409 5 59U § ELYS $ 15 § SOy S S99y § s¥¥r § €07 § OLOY % 04t JE [B-30uliB+sLismaE = s0lid J3iews Jo LOREND(Ed 40Q
\ 5002 S00'E S00% S0 9002 500'Z 5002 SO0Z 5002 5002 S0z oRex OOGNMEN opel xeogaie Jumsuos) Bugeqsuowsc
\\ %ZE'S %ZES HETT %TEG HTLG %S | WETS %IZES %IEG %ILG . sHuruE] pAUEIFY Ul WMoIB Juegsucs BuRRISUSa]
790 % 65D § S50 § €50 5 050 § Y0 $ S¥0 § £¥0 5 0 & &0 5 K0 § SnjeA j00q 63 pauia; stues NG PUB ST UBaMBG SAUSISLD UO Paseq sBupnies paweay
\\ %EES  %ICG  WIET WIS RECT  %ALG  WIES  WITE  wees WIS s Q) weistar Bugersuowag
\ Z § ¥ § 2T & WZ § Wz % 06k § 191 § LY § EL 0§ S§E 0§ L § “BIRYSAPUSPING 0FEIN0ATS WESUOD PUE ST U0 PaSEG SING
%BLE  %ELE - WANE %S %SLE  %BYS W86 WHLE  %BLE  WBLE  UBLE 30k pamogy S PUB SAG L0 pasE] pawes Wnsy weisuod Bugzgsuowaq
\\\\&ﬁ.m %TET  WZLG  %IES  %ATS MILE  WILF  WES WSS ULE mosB 543 essues Bugeqsuousaqg
...\ 60F $ EBZ § BLC § ¥9T $ ST % BLT § 9CT $ ST § wWT § £8L 5 vHL 0§ sipys/stuwes SIAG 0 paidde S0y o paseq sBuwes
\gwn.m %IES  %ISS  WITE  WITT  %ITE WIS WIS %EES  %ILS aolB S/AG wesstog Bugersuowaq
09TE S O6LE $ 6200 § GLBZ § OUMZ § ZESZ § 1OWT $ IEEZ § 6EEZ § €0tz § 0002 § BIEUSONIEA Y008 B LIMOIS) JURISUOD I8 SHEROSS Sing

ot 3 H Z E] S ¥ 3 z 3 0
[g) a2 SIRUG[ONEA Noog o
121 %00°08 ogey; INCAB et
L1 %816 wrgay (e nduy
%ETS ey PMOIS) paLIESy PIHA "NQ - 30 pMoing = B sauinssy
1L} %ge'e PISIA PUBPING wau
H0E Gl L1 LY 308 HIMOED Cardi UGRARSAE Sur]

Z 10 | 9bed
g-(M-Hg¥) 8inpayog

anjeA [eULIS | LA SHNS8Y 40Q polisd BuipioH

[enb3 synsey 400 lemediad 1doouc) joaid



RURSAAL] JO SHEA

(sesodind vogensucuIap o) SaoURSY

062) Auredied W SpURpING SNIBA, Juatt.d 2 jO WRS JUSSIAU SO ONfEA 8901

20000 7/, eoron 200 ZEVDO ] FHOC 1900 65¢0°0 LIS0C 9£80°0 9350°0 2500 PUSPI SNIBA W25t pouad ag 10) 1030
\ anjen Wwasalg e Aq SiNG (RIS Buiidnnu Aq paLIRIGO SN 10 ANIEA WEsEd
JLiNE3dy3d NI SaNzatd 1 35V0
00000 & 20000 20000 20060 2000°0 20000 20000 £000°0 £000°0 £000°G £000°C 6000 1Ce BNEA WS FON WEISLOD S PUE POLAG LIALNT A Uodr PIseq PRJeRwIed JOXIE SNEA JURSRL]
¥4 \ iz [ 4%4 £21T 4% £z e8'1Z £21E £9'12 iz [3:3%4 £8'1Z supue/aE ogey stutsesRoug wesuos Bugzpsuouagy
\ . uoeaddy 200 ;e iamorny wad Buc sfenba ucgemddy aoug Bugegsuowag
PELLEILEL  § \\ SEZLL § MWOM'S § LIOOYD S ETEEL'D § I0BZE'S § BUYEYS § PUMTS § p0GEST § 99OCI¥ § ¥y § 0L0TY S g EN B-30ulB-+ tLIspuq] = sauc Jaes Jo uogensies 304
5002 \ 5002 S00°2 S0 $00°Z <002 5002 5002 S00°Z 5002 S002 G007 OREY YPCEATLEN o Ty Wesu0s) Bug a
%LE'S %RZEE %EE'G %ZES %2E'S %S %EEG %TE'S %2L'§ %ITG %2ES %ETS sueg pouizioy U Wmosd EmswoD Bugegsucuiaq
LB ESE H \ 2268 $ 0929 § ¥EES § SIS $ ores  § oLos $ piey § sF S Fer  § OTM S ZTWEE S sryea X00Q 03 PAUERI Stupues SING PUE ST LIANRG SHUAAYP U0 DISE] SBULLET pauay
%TEG \ HREEG %ZEG %L RZES %S %IEG %25 %G %ET'S HBILE %IES ymoul §/MQ esuaD Bugeasucuaq
60°'666'829 § \\\ 18798 & sosve & [69€Z S 65YZe  § 2Zo%iT § Zg9For  § &T6L & EwEEL 8§ egsL & 28vAL & 6vEEL 8 BIRYSSPURPING oges JnuAey WESUOD PUE Sd3 40 paseq §iNa
%86 %6 %8L'E %eL'6 %816 %BL'E %36 %gL'6 %81L'6 %3L'6 %ELE %416 El Sd pue AT U0 PaSEN PaLIET LRy Jeelsucy) Supessuouiag
%2tG \ %TTG RTES %EES %TLG AZE'S LG HEES %ITG %ZEG %H2E'S %LEG wMosl 513 esuog Bugegsuowaa
BBV H0L $ \ BCEZE S BEME & LZOGZ 0§ LTI  § FWLYZ S TEESZ S LLOYE 5 PR § BEVLZ & 0§ 1ESEL § areys/stunes - SYAG 0} pRudde IO U0 paseq sunue
HEES \ %S %2E'S %ZES %ZES WEES %RZEE %ZES %EES %G %TES %L . o8 SIAE JeTsuoD Bugensuowsg
Gre5s'iess & \“ g5.15% & vlEPE § TPOZET § BEZO0E S 09067 § TOONMT & EUIZHET S LUBSYEZ § FRTEE § BESIZZ S SEGTLT § 2IRYSANMEA Hoog 5 upmoss JBISU0S 12 SaleRoss SING
062 [ £ 26 16 56 56 6 6 26 16 [
Z jo g obed SN[EA [BUILLIB] YHAA SUNSOY JDQ polisd Buipion

g-(4-Hgy) ainpayos

fenbg synsay 400 enadiad jdeouo)) jooid



Schedule {(RBH-R)-9

Page 1 of 2
Equity Duration Caiculation
DPA Withess Parcell's Proxy Group Companies
Average Expecied .
Annualized Stock Dividend Rividend Average Mean Equity
Company Ticker Dividend Price Yiefd Yield Growih ROE Duration

Allete ALE $1.90 $50.49 3.76% 3.83% 3.70% 7.53% 27.92
Alliant Energy ENT $7.88 $50.49 3.72% 3.81% 4.60% 8.41% 28.30
Avista Corp. AVA $1.22 $27.47 4.44% 4.54% 4.60% 9.14% 23.98
Biack Hills Corp BKH $1.52 $49.60 3.06% 3.12% 3.80% 6.92% 33.71
IDACORP IDA $i.52 $49.67 3.07% 3.14% 4.70% 7.84% 33.82
MGE Energy MGEE $1.58 $56.41 2.80% 2.86% 4.50% 7.36% 36,69
NorthWestern Energy NWE $1.52 $41.23 3.69% 3.76% 4.10% 7.80% 28,50
Pepco Holdings POM $1.08 $20.96 5.15% 5.21% 2.40% 7.61% 20,83
Poriland General Electric POR $1.10 $31.03 3.54% 3.62% 4.50% B.12% 29.61
TECOC Energy TE $0.88 $17.81 4.94% 5.00% 2.40% 7.40% 21.48
Westar Energy WR $1.36 $32.53 4.18% 4.26% 3.70% 7.96% 2529
Wisconsin Energy WEC $1.36 $41.94 3.24% 3.36% 7.10% 10.46% 32.48

Scurce: Exhibit DCP-7; Differences in ROE estimates dug to rounding.
Average Equity Duration 28.62



Schedule (RBH-R)-8

Page 2 of 2
Equity Duration Calculation
DPA Witness Parcel's Proxy Group Companies

Equity Duration Calulation Price D{0) Growth Rate  Peried 1 2 3 4 200

ALE Stated Price § 50.49 1.90 3,70% Dividend $ 184 % 201§ 208 % 216 2,671.08
ALE Implied Price $ 50.45 PV Faclor 09299483 0.8648058 0.8042256 (.7478890 0.0000005
ALE Equity Duration 27.92 PV Wigd Cash Fiow 0.0356676 0.0343864 0.0331704  0.0319881 0.0000260
LNT Stated Price $ 5049 i.88 4.60% Dividend % 192 $ 201 § 210 § 2.20 14,819.68
LNT Implied Price $ 5045 PV Factor 09224314 0.8508796 Q.78487680 0.7239961 0.0000001
LNT Equity Duration 28.30 PV \Wigd Cash Flow 0.0351643 0.0339287 0.0327366 0.0315863 0.0000285
AVA Stated Price $ 27.47 1.22 4.60% Dividend % 125 % 13 % 137 8§ 1.43 9,617.02
AVA Implied Price $ 2746 Py Factor 09162262 0.8394704 0.7691448 0.7047108 0.0000000
AVA Equity Dusation 23.98 PV Wigd Cash Flow 0.0416358 0.0390027 0.0382416  0.0366497 0.0000088
BKH Stated Price § 4960 1.52 - 3.80% Dividend $ 155 §$ 161 % 167 % 1.73 2,588.95
BKH Imgiied Price $ 4947 PV Factor 0.9362547 0.8747014 0,8180686 0.7651026 0.6000015
BKH Equity Duration 3371 PV Wigd Cash Flow 00292836 0.0284283 0.0275981 0.0267921 0.0000803
iDA Stated Price $ 49,57 1.52 4. 70% Dividend % 166 § 163 % 171 § 1.7¢ +4,498.43
DA Implied Price % 49.44 ' PV Factor 0,9273132 0,8590098 0.7974057 0.7394448 0.0000003
DA Equity Duration 33.82 PV Wigd Cash Flow 0.0291826 0.0283332 00275086 0,0267080 0.0000818
MGEE Stated Price $ 56.41 1.58 4.50% Dividend $ 162 § 169 $ 176 % 1.84 10,291.11
MGEE Impiied Price $ B6.16 PV Factor 09314114 0.8676272 08080247 0.7526034 Q.0000007
MGEE Equify Duration 36.59 PV Wigd Cash Flow 0.0267952 0.0260804 0.0253847 0.0247076 0.0001234
NWE Stated Price $ 41,23 1.52 4.90% Dividend § 155 § 18t § 168 % 175 4,606.30
NWE Imgiied Price 3 41.20 PV Factor 09271087 0.8585306 0.7968784 0.7387929 0.0000003
NWE Equity Buration 28.50 PV Wigd Cash Flow 0.0349086 0.0336010 0.0325158 0.0313817 0.0000298
POM Stated Price $ 2096 1.08 2.40% Dividend $ 1.09 § 112§ 118 % 1.17 122 55
POM Implied Price $ 2095 PV Factor 0.9292428 0.8634921 08023938 0.7456187 0.0000004
POM Equity Duration 20.63 PV Wigd Cash Flow 0.0484576 0.0461097 0.0438784 0.0417494 0.0000025
POR Stated Price $ 31.03 1.0 4.50% Dividend § 112 § 118 § 123 % 1.28 7,164.70
FOR Implied Price $ 31.00 PV Factor 0.9248579 (0.8553621 0.7910884 0.7316444 0.0000002
POR Equity Duration 29.61 PV Wigd Cash Flow 0.0335601 0.0324351 00313478 0.0302869 0.0000379
TE Stated Price $ 17.81 0.88 2.40% Dividend % 089 § 081 § 093 % 0.96 98.85
TE Implied Price $ 17.81 PV Factor 0.9310968 0.8669393 0.80720368 0.7515838 0.0000006
TE Equity Duration 21.46 PV Wigd Cash Flow 0.0465613 0.0443935 (.0423266 0.0403580 0.0000035
WR Stated Price § 3253 1.36 3.70% Dividend § 139 § 144 5 1.49 § 1.54 1,911,983
WR Implied Price $ 3262 . PV Factor 0.9262853 0.8580044 0.7947568 0.7361716 0.0000002
WR Equity Duration 25.29 PV Wigd Cash Flow  0,0394548  0.0378986 (.0364038 0.0349678 0.0000131
WEC Stated Price $ 41.94 1.36 7.10% Dividend $ 41§ 151 § 162 § 1.73 1,193,421.09
WEC Implied Price $ 41.85 PV Facfor 09053228 0.8196093 0.7420109 06717684 0.0000000
WEC Equity Duration 32.48 PV Witgd Cash Flow 0.0304628 00295367 0.0286388 0.0277682 0.0000854



Market Risk Premium Regression Based on DPA Witness Parceli's Data

Schedule (RBH-R)-10

(1] {2] i3] (4] [5] ]
20-Year Logged
. Treasury Bond Treasury Bond

Year EPS BVPS ROE Yield Risk Premium Yield
1977 $79.07

1978 $12.33 $85.35 15.00% 7.90% 7.10% -253.83%
1979 $14.86 $94.27 16.55% 8.86% 7.69% -242.36%
1980 $14.82 $102.48 15.06% 9.97% 5.09% -230.56%
1981 $15.36 $1002.43 14.50% 11.55% 2.95% -215.85%
1982 $12.64 $112,46 11.39% 13.50% -2.11% -200.25%
1983 $14.03 $116.93 12.23% 10.38% 1.85% -226.53%
1984 $16.64 $122.47 13.90% 11.74% 2.16% -214.22%
1985 $14.61 $125.20 11.80% 11.25% 0.55% -218.48%
1986 $14.48 $126.82 11.49% 8.98% 2.51% -241.02%
1987 $17.50 $134.04 13.42% 7.92% 5.50% -253.58%
1988 $23.75 $141.32 17.25% 8.97% 8.28% -241.13%
1989 $22.87 $147.26 15.85% 8.81% 7.04% -242.93%
1980 $21.73 $153.01 14.47% 8.19% 6.28% -250.23%
1991 $16.29 $1568.85 10.45% 8.22% 2.23% -249.86%
1992 $19.09 $149.74 12.37% 7.26% 511% -262.28%
1993 - $21.89 $180.88 13.24% 7.17% 6.07% -263.53%
1994 $30.60 $193.086 16.37% 6.59% 9.78% -271.98%
1995 $33.96 $215.51 16.62% 7.60% 9.02% -2587.70%
1996 $38.73 $237.08 17.11% 6.18% 10,93% -278.39%
1897 $30.72 $249.62 16.33% 6.64% 9.69% -271.21%
1998 $37.71 $266.40 14.62% 5.83% 8.79% -284.22%
1999 $48.17 $290.68 17.29% 5.57% 11.72% -288.78%
2000 $50.00 $325.80 16.22% 6.50% 9.72% -273.34%
2001 $24.69 $338.37 7.43% 5.53% 1.90% -289.50%
2002 $27.59 $321.72 8.36% 5.59% 277% -288.42%
2003 $48.73 $367.17 14.16% 4.80% 9.35% -303.66%
2004 §58.55 $414.75 14.98% 5.02% 9.96% -299.17%
2605 $69.93 $453.06 16.12% 4.69% 11.43% -305.97%
2006 $81.54 $504.39 17.03% 4.68% 12.35% -306.19%
2007 $66.17 $529.59 12.80% 4.86% 7.94% -302.41%
2008 $14.88 $451.37 3.03% 4.45% -1.42% -311.23%
2009 $50.97 $513.58 10.56% 3.47% 7.09% -336.10%
2010 $77.35 $579.14 14,16% 4.25% 9.91% -315.83%
2011 $86.58 $613.14 14.52% 3.81% 10.71% -326.75%
2012 $86.51 $666.97 13.52% 2.40% 1i.12% -372.97%

Average 13.72% 7.12% 6.60%

Page 1 of 3
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Market Risk Premium Regression Based on DPA Witness Parcell's Data

Risk Premium vs. Interest Rate
14.00%
12.00% ° y S Y ¥ GOBHIGY T 0.09T T
€ & &
2 8.00% &
s % ]
$  soo% \'3' &
i ew
& 4.00%
& e
2.00% b 4 L. J—
0.00% £
-2.00% . &
-4.00% : . - y Y v . :
0.00% 2.00% 4.00% 6.00% 8.00% 10.00% 1200% 1%4.00% 16.00%
20-Year Treasury Bond Yleld

SUMMARY OUTRUT - Semi-Log Regression Model

Regression Statistics

Muitiple R 0.568845
R Square 0.323585
Adjusted R Sguare 0.303088
Standard Error 0.032830
Observations 35
ANOVA
df BN MS F Significance F
Regression ) 1 0.017015 0.017015 15.786626 0.000363
Residual 33 0.035569 0.001078
Total 34 0.062584
Coefficients  Standard Error t Stat P-vailue Lower 95%  Upper 95% Lower 85.0% Upper 35.0%
intercept -0.091059 0.039921 -2.280962 . 0.029137 -0.172279  -0.009838  -0.172279  -0.009838
Logged Freasury Bond Yield -0.057929 .014580 -3.973239 0.000363 -0.087592  -0,028266  -0.087592  -0.028266
[7] i8] (9] [10]
Risk-Free Rate Risk Premium Beta ROE
Parcelt Proxy Group §11] 3.04% 11.13% 0.72 11.06%
Hevert Proxy Group [12] 3.04% 11.13% 0.73 11.17%
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Market Risk Premium Regression Based on DPA Witness Parcell's Data

Risk Premium vs. interest Rate

14.00%

12.00% " $—e Y JE 0050 ¥ 0.1322

10.00% ®A R2=0.3843
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-4.00% ; : . Y . . .

0.00% 200% 400% 6.00% B.00% 1000% 12.00% 14.00% 16.00%
20-Year Treasury Bond Yield

SUMMARY OUTPUT - Linear Regression

Regression Statistics

Multiple R 0.619898
R Square 0.384274
Adjusted R Square 0.365615
Standard Error 0.031323
QObservations 35
ANOVA n _
. df S8 MS F Significance F
Regression 1 0.020207 0.020207 20.595235 0.000071
Residual 33 0.032377 0.000981
Total 34 0.052584
Coefficients Standard Error t Stat P-value Tower 95%  Upper 95% Lower 95.0% Upper 95.0%
Intercept 0.132234 0.015522 8519268  0.000000 0.100655 0.163813 0.100655  0.163813
20-Year Treasury Bond Yield -0.930261 0.204985 -4,6538197  0.000071 -1.347306  -0.513217  -1.347306  -0.513217
[131 [t4] {15] {16]
Risk-Free Rate Risk Premium Beta ROE
Parcell Proxy Group [17] 3.04% 10.40% 0.72 10.52%
Hevert Proxy Group [18] 3.04% 10.40% 0.73 10.83%

NOTES

[1] Source: Direct Testimony of David C. Parcell, Exhibit DCP-8
{2] Source: Direct Testimony of David C. Parcell, Exhibit DCP-8
{3} Source: Direct Testimony of David C. Parcell, Exhibit DCP-8
[4] Source: Direct Testimony of David C. Parcell, Exhibit DCP-8
[6] Equals Col. [3] - Col. {4]

i6] Equals Ln (Col. [6])

[7] Source: Direct Testimony of David C. Parcell, Exhibit DCP-9, 3-month average yield on 20-year Treasury Bonds

[8] Equals -0,091059 + (-0.057929 x Ln (Cok. [7])
[9] See noties [11]} and [12]
[10] Cal. [7] + (Cal. {9] x Col. [8])

[11] Source: Direct Testimony of David C. Parcell, Exhibit DCP-9, average Beta for Parcelt Proxy Group

[12] Source: Direct Testimeny of David C. Parcell, Exhibit DCP-9, average B

[13] See note [7] -

[14] Equals 0.132234 + (-0.930261 x Col. [13%
{1561 See notes [17] and [18]

[16] Col. [13] + (Col. [15] x Col. [14]}

[17] See note [11]

[18] See note [12]

eta for Hevert Proxy Group
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Page 1 of 8
Market-i0-Book Regression Analysis
DPA Witness Parceil Proxy Group
Market {0 Book Ratio __Implied ROE 350%
111% 5.76% y = 9.5436x + 0.5600 &
115% 6.18% 300% R?=0.5453 hd ®
125% 7.23%
145% 9.33% 260% )
154% 10.25%
111% 5.76% 200%
-
150%
SUMMARY OUTPUT 100%
Regression Statistics 50%
Muitiple R 0.738422
R Square 0.545267 0% . ] . r .
Adjusted R Square 0.543162 -5.00% 0.00% 5.00% 10.00% - 15.00% 20.00% 25.00%
Standard Error 0.310681 ROE
Observations 218
ANOVA . _
df S8 MS F Significance F
Regression 1 24.999807 24.909807 259.003779 7.97962E-39
Residual 216 20.848655 0.096523
Total 217 45.848762
Coefficients Standard Error Staf P-value Lower 95% Unper 958 Lower 95.0% Upper 95.0%
Intercept 0.559944 0.064605 8.667145 0.000000 0.432606 (.687281 0.432606 0.687281
ROE 9.543634 0,503008 16.093594 0.000000 - 8.374810 10.712457 8.374810 10.712457

Market-to-Book Regression Analysis
DPA Witness Parcell Proxy Group

Company Year ROE M/B
ALE 2004 12.70% 322.00%
ALE 2005 12.00% 212.00%
ALE 2006 13.20% 219,00%
ALE 2007 13.40% 195.00%
ALE 2008 11.40% 156.00%
ALE 2009 7.30% 113.00%
ALE 2010 8.20% 127.00%
ALE 2011 9.50% 138.00%
ALE 2012 8.70% 136.00%
ENT 1992 12.20% 190.00%
ENT 1993 11.50% 185.00%
LNT 1684 11.60% 154.00%
LNT 1995 12.00% 152.00%
LNT 1995 11.60% 154.00%
LNT 1997 9,60% 155.00%
LNT 1998 8.20% 156.00%
LNT 1999 9.10% 120.00%
LNT 2000 9.30% 120.00%
LNT 2001 10.30% 129.00%
LNT 2002 5.70% 110.00%
LNT 2003 7.60% 97.00%
LNT 2004 8.50% 120.00%
LNT 2005 10.30% 131.00%
LNT 2006 9.40% 165.00%
LNT 2007 11.40% 173.00%
LNT 2008 10.20% 131.00%
LNT 2009 7.50% 102.00%
LNT 2010 10.80% 131.00%
LNT 2011 10.30% 147.00%
LNT 2012 11.00% 162.00%
AVA 1902 11.70% 151.00%
AVA 1993 12.20% 163.00%
AVA 1994 10.50% 133.00%
AVA 1085 11.20% 125.00%
AVA 1996 10.60% 145.00%
AVA 1697 15.00% 162.00%
AVA 1968 10.20% 163.00%
AVA 1999 1.10% 162.00%
AVA 2000 13.40% 317.00%



Market-to-Book Regressicn Analysis
DPA Witness Parcell Proxy Group

Company . Year ROE M/B
AVA 2001 7.90% 114.00%
AVA 2002 4.50% 85.00%
AVA 2003 6.70% 24.00%
AVA 2004 4.60% 111.00%
AVA 2005 5.80% 115.00%
AVA 20606 8.80% 135.00%
AVA 2007 4.10% 127.00%
AVA 2008 7.60% 110.00%
AVA 2009 8.40% 94.00%
AVA 2010 8.50% 106.00%
AVA 2011 8.60% 119.00%
AVA 2012 6.40% 123.00%
BKH 1992 16.20% 264.00%
BKH 1993 14.70% 221.00%
BKH 1994 13.90% 169.00%
BKH 1995 14.40% 185.00%
BKH 1996 16.10% 198.00%
BKH 1997 16.20% 228.00%
BKi 1998 16.80% 255.00%
BKH 1999 17.20% 237.00%
BKH 2000 21.50% 301.00%
BKH 2001 22.10% 273.00%
BKH 20602 12.10% 143.00%
BKH 2003 8.90% 134.00%
BKH 2004 7.90% 134.00%
BKH 20056 9.40% 165.00%
BKH 2006 9.60% 153.00%
BKH 2007 10.90% 164.00%
BKH 2008 0.70% 124.00%
BKH 2009 8.40% 77.00%
BKH 2010 5.90% 108.00%
BKM 2011 3.60% 109.00%
BKH 2012 7.10% 121.00%
iDA 1992 2.00% 155.00%
DA 1093 11.20% 172.00%
IDA 1994 10.10% 146.00%
DA 1995 11.60% 148.00%
DA 1996 12.10% 168.00%
IDA 1997 12.40% 177.00%
IDA 1998 12.40% 177.00%
IDA 1999 12.30% 158.00%
DA 2000 16.70% 189.00%
DA 2001 14.90% 185.00%
IDA 2002 7.10% 134.00%
IDA 2003 4.20% 112.00%
IDA 2004 8.20% 125.00%
DA 2005 7.30% 122.00%
DA 2006 9.40% 139.00%
IDA 2007 7.10% 132.00%
DA 2008 8.00% 104.00%
DA 2009 9.30% 094.00%
1DA 2010 9.80% 113.00%
IDA 20119 10.50% 119.00%
IDA 2012 9.90% 123.00%

MGEE 1992 13.10% 189.00%
MGEE 1993 13.30% 196.00%
MGEE 1904 13.10% 189.00%
MGEE 995 12.50% 183.00%
MGEE 1996 7.10% 203.00%
MGEE 1997 12.50% 189.00%
MGEE 1998 - 12.20% 197.00%
MGEE 1999 13.00% 177.00%
MGEE 2000 14.20% 172.00%
MGEE 2001 13.10% 197.00%
MGEE 2002 13.20% 214.00%
MGEE 2003 12.50% 223.00%
MGEE 2004 i1.40% 207.00%
MGEE 2005 9.40% 207.00%
MGEE 2008 11.90% 191.00%
MGEE 2007 12.10% 178.00%

Schedule {RBH-R)-11
Page 2 of 8



Market-io-Book Regression Analysis
DPA Witness Parceli Proxy Group

Company Year ROE M/B
MGEE 2008 11.80% 160.00%
MGEE 2009 10.40% 154.00%
MGEE 2010 11.30% 170.00%
MGEE 2011 11.30% 182.00%
MGEE 2012 11.40% 203.00%

NWE 2006 16.60% 282.00%
NWE 2006 6.40% 160.00%
NWE 2007 8.90% 147.00%
NWE 2008 8.40% 109.00%
NWE 2009 9.40% 105.00%
NWE 2010 9.60% 122.00%
NWE 2011 10.890% 138.00%
NWE 2012 9.30% 146.00%
POM 1992 10.60% 160.00%
POM 1993 12.00% 162.00%
POM 1994 10.80% 136.00%
POM 1995 10.50% 138.00%
POM 1996 11.70% 161.00%
POM 1997 10.50% 151.00%
POM 1988 11.30% 161.00%
POM 1999 11.70% 166.00%
POM 2000 8.90% 139.00%
ROM 2001 11.90% 124.00%
POM 2002 9.80% 110.00%
POM 2003 7.60% 103.00%
POM 2004 6.30% 109.00%
. POM 2005 8.10% 122.00%
POM 2006 7.10% 129.00%
POM 2007 7.90% 141.00%
POM 2008 9.90% 115.00%
POM 2009 5.50% 75.00%
POM 2010 6.50% 92.00%
PQOM 2011 6.00% 98.00%
POM 2012 6.50% 101.00%
POR 1992 12.90% 115.00%
POR 1993 12.00% 125.00%
POR 1994 11.30% 112.00%
POR 1995 13.40% 140.00%
POR 1996 13.90% 199.00%
POR 2006 5.90% 153.00%
POR 2007 11.50% 140.00%
POR 2008 8.50% 101.00%
POR 2009 6.20% 83.00%
POR 2010 8.00% 97.00%
POR 201 9.00% 109.00%
POR 2012 8.30% 117.00%
TE 1992 16.10% 243.00%
TE 1893 15.10% 268.00%
TE 1994 14,50% 224.00%
TE 1995 16.60% 238.00%
TE 1996 16.50% 241.00%
TE 1997 14.80% 234.00%
TE 1098 13.50% 247.00%
TE 1999 13.80% 210.00%
TE 2000 17.40% 223.00%
TE 2001 17.20% 222.00%
TE 2002 13.50% 135.00%
TE 2003 -0.70% 111.00%
TE 2004 9.20% 174.00%
TE 2005 14.20% 243.00%
TE 2006 14.70% 202.00%
TE 2007 14.30% 188.00%
TE 2008 8.10% 171.00%
TE -2009 10.40% 131.00%
TE 2010 11.40% 164.00%
TE 2011 12.30% 172.00%
TE 2012 10.80% 168.00%
WR 1992 11.00% 144.00%
WR 1993 12.40% 152.00%
WR 1994 10.70% 130.00%

Schedule {(RBH-R)-11
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Market-to-Book Regression Analysis
DPA Witness Parcell Proxy Group

Company Year ROE M/B
WR 1995 11.10% 129.00%
WR 1996 10.40% 126.00%
WR 1997 -1.60% 131.00%
WR 1998 7.10% 128.00%
WR 1999 5.20% 89.00%
WR 2000 3.20% 74.00%
WR 2001 -2.20% 78.00%
WR 2002 5.00% 67.00%
WR 2003 10.60% 109.00%
WR 2004 7.70% 132.00%
WR 2005 9.60% 142.00%
WR 2006 11.10% 139.00%
WR 2007 10.00% 140.00%
WR 2008 6.70% 107.00%
WR 2009 6.30% 91.00%
WR 2010 6.60% 111.00%
WR 2011 8.20% 119.00%
WR 2012 9.50% 133.00%

WEC 1992 11.40% 178.00%
WEC 1993 11.80% 177.00%
WEC 1994 10.50% 160.00%
WEC 1995 13.00% 172.00%
WEC 1996 11.50% 169.00%
WEC 1987 3.20% 164.00%
WEC 1998 10.10% 185.00%
WEC 1999 11.30% 152.00%
WEC 2000 6.40% 119.00%
WEC 2001 10.60% 126.00%
WEC 2002 12.80% 129.00%
WEC 2003 11.80% 147.00%
WEC 2004 9.00% 156.00%
WEC 2005 11.60% 138.00%
WEC 2008 11.10% 182.00%
WEC 2007 11.10% 179.00%
WEC 2008 11.00% 153.00%
WEC 2009 10.80% 147.00%
WEC 2010 12.20% 171.00%
WEC 2011 13.00% 186.00%
WEC 2012 13.30% 213.00%

Source: Exhibit DCP-10

Schedule (RBH-R)-11
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Market-to-Book Regression Analysis
Mr. Hevert Proxy Group

Market to Book Ratio  Implied ROE 500%
111% 5.62%
# 7.8202x + 0.6706
115% 6.13% _— Y R oatd
125% 7.41%
153% 11.04% .
147% 10.26% 200%
111% 5.62%
- - ' £ 150% &
SUMMARY QUTPUT 100%
& »/@@
Regression Statlistics . 50% &
Multiple R 0.656724 ’
R Square 0.431287 0% . v . :
Adjusted R Square 0.428827 -5.00% 0.00% 5.00% 10.00% 15.00% 20.00%
Standard Error 0.291602 ROE
Observations 243
ANOVA
df S8 MS F Significance F
Regression 1 15.540682 15.540882 182.763814 2.26673E-31
Residual 241 20492592 0.085032
Total 242 36.033274
Coefficients Standard Error t Stat P.value Lower 95%  Upper 95% Lower 95.0% Upper 95.0%
intercept 0.670456 0.082849 10.6677256  0.000000 0.546652 0.794259 0.546652 0.794259
ROE 7.820244 0.578462 13.519017  0.000000 6.680756 8.959732 6.680756 8.959732

Market-to-Book Regression Analysis
Mr. Hevert Proxy Group

Company Year ROE M/B
AEP 1092 11.10% 143.00%
AEP 1993 11.80% 159.00%
AEP 1994 12.00% 143.00%
AEP 1995 12.40% 156.00%
AEP 1996 13.20% 176.00%
AEP 1897 13.50% 187.00%
AEP 1998 11.30% 191.00%
AEP 1999 10.50% 154.00%
AEP 2000 4.10% 147.00%
AEP 2001 12.90% 179.00%
AEP 2002 12.30% 138.00%
AEP 2003 12.40% 124.00%
AEP 2004 12.70% 158.00%
AEP 2005 11.90% 165.00%
AEP 2008 12.20% 161.00%
AEP 2007 1.70% 180.00%
AEP 2008 11.60% 145.00%
AEF 2000 11.00% 112.00%
AEP 2010 9.30% 118.00%
AEP 2011 10.70% 128.00%
AEP 2012 9.70% 134.00%
CNL 1992 14.00% 177.00%
CNL 1993 12.40% 175.00%
CNL 1994 12.90% 156.00%
CNL 1995 13.40% 162.00%
CNL 1996 13.80% 168.00%
CNL. 1997 12.80% 171.00%
CNL 1998 12.60% 183.00%
CNL 1699 12.90% 172.00%
CNL 2000 15.00% 223.00%
CNL 2001 14.60% 224.00%
CNL 2002 13.50% 164.00%
CNL 2003 11.50% 134.00%
CNL 2004 12.60% 177.00%
CNL 2005 11.60% 177.00%
CNL 2006 8.40% 162.00%
CNL 2007 8.20% 162.00%
CNL 2008 9.90% 132.00%

CNL 2009 9.70% 129.00%



Market-to-Book Regression Analysis

Mr. Hever Proxy Group

Company Year ROE M/B
. CNL 201G 11.40% 130.00%
CNL 2011 11.40% 151.00%
CNL 2012 11.20% 165.00%
EDE 1992 10.30% 184.00%
EDE 1993 9.40% 178.00%
EDE 1994 10.60% 143.00%
EDE 1995 9.40% 142.00%
EDE 1996 9.60% 143.00%
EDE 1997 9.90% 138.00%
EDE 1998 11.60% 168.00%
EDE 1999 8.40% 177.00%
EDE 2000 10.00% 183.00%
EDE 2001 4.30% 162.00%
EDE 2002 8.40% 132.00%
EDE 2003 8.70% 133.00%
EDE 2004 5.70% 144.00%
EDE 2005 6.20% 148.00%
EDE 2006 9.20% 149.00%
EDE 2007 6.90% 150.00%
EDE 2008 7.40% 122.00%
EDE 2009 7.50% 100.00%
EDE 2010 7.40% 127.00%
EDE 2011 8.10% 128.00%
EDE 2012 7.90% " 124.00%
GXP 1992 9.80% 160.00%
GXP 1993 12.00% 173.00%
GXP 1994 11.70% 151.00%
GXP 1995 13.40% 168.00%
GXP 1996 11.60% 181.00%
GXP 1997 11.70% 198.00%
GXP 1998 13.20% 200.00%
GXP 1998 8.90% 178.00%
GXP 2000 14.20% 173.00%
GXP 2001 11.60% 185.00%
GXP 2002 15.60% 163.00%
GXP 2003 16.60% 198.00%
GXP 2004 16.90% 218.00%
GXP 2005 13.70% 189.00%
GXP 2006 9.80% 181.00%
GXP 2007 10.60% 173.00%
GXP 2008 5.90% 113.00%
GXP 2009 4.90% 73.00%
GXP 2010 7.30% 87.00%
GXP 2011 5.80% 89.00%
GXP 2012 6.20% 97.00%
HE 1892 10.90% 171.00%
HE 1993 10.50% 154.00%
HE 1994 i1.10% 141.00%
HE 1995 11.00% 149.00%
HE 1996 10.60% 147.00%
HE 1987 10.90% 147.00%
HE 1998 11.50% 154.00%
HE 1999 11.10% 132.00%
HE 2000 9.60% 127.00%
HE 2001 12.40% 145.00%
HE 2002 i1.80% 163.00%
HE 2003 11.10% 151.00%
HE 2004 9.30% 179.00%
HE 2005 9.70% 181.00%
HE 2006 9.30% 192.00%
HE 2007 7.70% 165.00%
HE 2008 7.00% 165.00%
HE 2009 5.90% 113.00%
HE 2010 7.70% 140.00%
HE 2011 - 9.10% 150.00%
HE 2012 10.40% 164.00%
DA 1992 13.10% 155.00%
1DA 1993 13.30% 172.00%
IDA 1994 13.10% 146.00%
1DA 1985 12.60% 148.00%

Schedule (RBH-R)-11
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Market-to-Book Regression Analysis

Mr, Hevert Proxy Group

Company Year ROE M/B
IDA 1996 7.10% 168.00%
IDA 1997 12.50% i77.00%
DA 1998 12.20% 177.00%
IDA 1999 13.00% 158.00%
IDA 2000 14.20% 189.00%
IDA 2001 13.10% 185.00%
IDA 2002 13.20% 134.00%
DA 2003 12.50% 112.00%
iDA 2004 11.40% 125.00%
DA 2005 9.40% 122.00%
DA 2006 11.90% 139.00%
IDA 2007 12.10% 132.00%
IDA 2008 11.80% 104.00%
IDA 2009 10.40% 94.00%
DA 2010 11.30% 113.00%
DA 2011 11.30% 119.00%
DA 2012 11.40% 123.00%

OTTR 1992 15.00% 116.00%
OTTR 1993 156.00% 120.00%
QTTR 1994 15.10% 207.00%
OTTR 1995 14.70% 213.00%
OTTR 1996 14.70% 208.00%
OTTR 1997 14.70% 195.00%
OTTR 1998 14.00% 198.00%
OTTR 1999 14.70% 201.00%
OTTR 2000 15.10% 221.00%
OTTR 2001 15.10% 243.00%
OTTR 2002 15.20% 245.00%
OTTR 2003 12.00% 209.00%
OTTR 2004 10.80% 185.00%
OTTR 2005 11.60% 183.00%
OTTR 2006 10.40% 178.00%
OTTR 2007 10.40% 200.00%
OTTR 2008 5.90% 167.00%
OTTR 2009 3.70% 108.00%
OTTR 2010 2.10% 120.00%
OTTR 2011 2,70% 123.00%
OTTR 2012 5.90% 152.00%
PNW 1992 10.70% 116.00%
PNW 1993 10.890% 125.00%
PNW 1994 10.20% 99.00%
PNW 1995 10.60% 116.00%
PNW 1996 11.20% 133.00%
PNW 1997 11.90% 152.00%
PNW 1608 11.50% 180.00%
PNW 1999 12.30% 143.00%
PNW 2000 12.40% 145.00%
PNW 2001 12.80% 154.00%
PRW 2002 8.60% 116.00%
PNW 2003 8.30% 114.00%
PNW 2004 8.20% 130.00%
PNW 2005 6.70% 130.00%
PNW 2006 9.20% 129.00%
PNW 2007 6.50% 127.00%
PNW 2008 8.10% 100.00%
PNW 2009 6.50% 90.00%
PNW 2010 9.30% 113.00%
PNW 2011 5.70% 125.00%
PNW 2012 9.80% 141.00%
PNM 1992 4.60% 72.00%
PNM 1993 8.60% 84.00%
PNM 1994 11.70% 87.00%
PNM 1995 8.50% 95.00%
PNM 1996 9.90% 108.00%
PNM 1097 10.00% 106.00%
PNM 1098 11.30% 106.00%
PNM 1999 9.10% 85.00%
PNM 2000 10.20% 24.00%
PNM 2001 15.80% 123.00%
PNM 2002 6.30% 95.00%
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Market-to-Book Regression Analysis

Mr. Hevert Proxy Group

Company Year ROE M/B
PNM 2003 8.70% 93.00%
PNM 2004 7.90% 124.00%
PNM 2005 8.60% 147.00%
PNM 2006 8.40% 134.00%
PNM 2007 3.40% 125.00%
PNM 2008 0.50% 72.00%
PNM 2009 3.10% 50.00%
PNM 2010 4.80% 68.00%
PNM 2011 5.80% 85.00%
PNM 2012 5.50% 100.00%
POR 1992 12.90% 115.00%
POR 1993 12.00% 125.00%
POR 1904 11.30% 112.00%
POR 1995 13.40% 140.00%
POR 1996 13.90% 199.00%
POR 2008 5.80% 153.00%
POR 2007 11.50% 140.00%
PCOR 2008 6.50% 101.00%
POR 2009 | 6.20% 83.00%
POR 2010 8.00% 97.00%
POR 2011 9.00% 109.00%
POR 2012 8.30% 117.00%

SO 1992 13.40% 154.00%
SO 1993 13.40% 180.00%
SO 1994 12.40% 161.00%
50 1995 13.00% 174.00%
S0 1996 12.60% 176.00%
S0 1997 11.40% 167.00%
80 1998 12.30% 198.00%
S50 1999 13.10% 186.00%
SO 2000 13.60% 188.00%
S0 2001 11.80% 209.00%
S0 2002 16.70% 230.00%
S0 2003 16.60% 233.00%
S0 2004 15.20% 227.00%
SO 2005 15.00% 238.00%
50 2006 14.20% 229.00%
S0 2007 14.50% 230.00%
SO 2008 13.50% 211.00%
SO 2009 13.20% 182.00%
SO 2010 12.50% 186.00%
S0 2011 12.90% 208.00%
S0 2012 12.90% 218.00%
WR 1992 11.00% 144.00%
WR 1993 12.40% 152.00%
WR 1994 10.70% 130.00%
WR 1995 11.10% 129.00%
WR 1996 10.40% 126.00%
WR 1997 -1.60% 131.00%
WR 1998 7.10% 128.00%
WR 1999 5.20% 80.00%
WR 2000 3.20% 74.00%
WR 2001 -2.20% 78.00%
WR 2002 5.00% ‘67.00%
WR 2003 16.60% 109.00%
WR 2004 7.70% 132.00%
WR 2005 9.60% 142.00%
WR 2006 11.10% 139.00%
WR L2007 10.00% 140.00%
WR 2008 6.70% 107.00%
WR 2009 5.30% 91.00%
WR 2010 8,50% 111.00%
WR 2011 8.20% 119.00%
WR 2012 9.50% 133.00%

Source: Exhibit DCP-10
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