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L

INTRODUCTION OF WITNESS
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
Ms. Emily Sears, Public Utility Commission of Texas, 1701 N. Congress Avenue, Austin,

Texas 78711-3326.

BY WHOM ARE YOU CURRENTLY EMPLOYED AND IN WHAT CAPACITY?
I have been employed by the Public Utility Commission of Texas (Commission) since

January 1, 2015 as a Financial Analyst in the Water Utilities Division.

WHAT ARE YOUR PRINCIPAL RESPONSIBILITIES AT THE COMMISSION?

I am responsible for reviewing certificate of convenience and necessity (CCN) applications
and amendments, sale/transfer/merger applications, tariff/rate ‘change applications, stock
transfers, financial reviews, managerial reviews, and rate filings. I'am also responsible for
preparing testimony and exhibits for contested case matters involving investor-owned, non-
profit and governmental water and sewer retail public utilities and wholesale matters, and

assisting with settlement negotiations.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND PROFESSIONAL
EXPERIENCE.
I have provided a summary of my educational background and professional experience in

Attachment ES-1 to my direct testimony.

Direct Testimony of Emily Sears | August 2016
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Q. "HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION OR THE
STATE OFFICE OF ADMINISTRATIVE HEARINGS (SOAH)?

A. Yes. 1 have also testified before the Pennsylvania Public Utility Commission (PA PUC).
Attachment ES-2 provides a summary of the cases in which I have testified or submitted

testimony.

II.  PURPOSE AND SCOPE OF TESTIMONY
Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
A. The purpose of my testimony is to present a recommendation for the rate of return (ROR)

for Monarch Utilities I, L..P. (Monarch or Company).

Q. WHAT IS THE SCOPE OF YOUR REVIEW?

A. I reviewed the application, testimonies, and replies to requests for information of Monarch,
with respect to rate of retm;n, including capital structure, the cost of debt, the cost of common
equity, and the overall fair rate of return. This recommendation pertains to the following
issues from the Commission’s preliminary order for this case:

9. What is the appropriate debt-to-equity capital structure of the utility?

10. What is the appropriate overall rate of return, return on equity, and cost of debt for the
utility?

14. What is the appropriate weighted average cost of capital?

17. Does the utility have any debt? If so, what is the cost of that debt?

Direct Testimony of Emily Sears August 2016
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III. BACKGROUND

Q. PLEASE DEFINE THE TERM “RATE OF RETURN.”

A, Rate of return generally is the amount of revenue an investment generates (in the form of net
income), usually expressed as a percentage of the amount of capital invested, over a given

period of time. Rate of return is one of the components of the revenue requirement formula.

Q. WHAT IS THE REVENUE REQUIREMENT FORMULA?
A. The revenue requirement formula used in base rate cases is as follows:
RR=E+D+T+(RBxROR)
Where:
RR = Revenue Requirement
E = Operating Expense
D = Depreciation Expense
T = Taxes
RB = Rate Base
ROR = Overall Rate of Return
In the above formula the rate of return is expressed as a percentage. The calculation of the
ROR is independent of the determination of the appropriate rate base value for ratemaking
purposes. As such, the appropriate total dollar return (RB x ROR) is dependent upon the

proper computation of the rate of return and the proper valuation of the utility’s rate base.

Direct Testimony of Emily Sears August 2016
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Q.

WHAT CONSTITUTES A FAIR AND REASONABLE OVERALL RATE OF

RETURN?

A fair and reasonable overall réte of retirn is one which will allow the utility the opportunity

to recover those costs prudently incurred by all classes of capital used to finance the rate base

during the prospective period in which its rates will be in effect.

The Bluefield Water Works & Improvements Co. v. Public Service Comm. of West
Virginia, 292 U.S. 679, 692-93 (1923), and the FPC v. Hope Natural Gas Co. 320 U.S. 591,
603 (1944) cases set forth the principles that are generally accepted by regulators throughout
the country as the appropriate criteria for measuring a fair rate of return:

1) A utility is entitled to a retirn similar to that being earned by other enterprises with
corresponding risks and uncertainties, but not as high as those earned by highly profitable
or speculative ventures;

2) A utility is entitled to a return level reasonably sufficient to assure financial soundness;

3) A utility is entitled to a return sufficient to maintain and support its credit and raise:
necessary capital;

4) A fair return can change (increase or decrease) along with economic conditions and

capital markets.

HOW IS THE RATE OF RETURN CALCULATED?
The overall rate of return in this rate proceeding is calculated using the weighted average
cost of capital method. To calculate the weighted average cost of capital, the utility’s capital

structure must first be determined by calculating the percentage of each capitalization

Direct Testimony of Emily Sears August 2016
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component which has financed the rate base to total capital. The capital components consist
of long-term debt and common equity. Next, the effective cost rate of each capital structure
component must be determined. The cost rate of debt is typically fixed, and can be
computed accurately. The cost rate of common equity is not fixed and it is more difficult to
measure. Next, each capital structure component percentage is muiltiplied by its
corresponding effective cost rate to determine the weighted capital cSmponent cost rate.
Lastly, the sum of the weighted cost rates produces the overall rate of return. This overall

rate of return is multiplied by the rate base to determine the return portion of utility’s revenue

requirement.
COMPANY POSITION

Q. PLEASE SUMMARIZE MONARCH’S RATE OF RETURN REQUEST IN THIS
CASE.

A. Based on the rate/tariff change application, Monarch requested the following rate of return:
Type of Capital Ratios Cost Rate  Weighted Cost Rate
Long-Term Debt 46.00 % 6.45 % 2.97 %

Common Equity 54.00 % 10.75 % 581 %
Total 100,00 % 877 %
Source: Application, Schedule II-C-1(1).

\Z STAFF POSITION

Q. PLEASE SUMMARIZE STAFF’S RECOMMENDATION IN THIS PROCEEDING.

Direct Testimony of Emily Sears August 2016
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Staff recommends the following rate of return for Monarch:

Type of Capital Ratios Cost Rate Weighted Cost Rate
Long-Term Debt 47.37 % 6.36 % 3.01 %
Common Equity 52.63 % 8.48 % 446 %

Total 10000 % 147%

Source: Attachment ES-3

PROXY (BAROMETER) GROUP
WHAT IS A PROXY GROUP, AS USED IN BASE RATE CASES?
A proxy group, also called a barometer group, is a group of companies which act as a

benchmark for determining the subject utility’s rate of return in a base rate case.

WHAT ARE THE REASONS FOR USING A BAROMETER GROUP?

Many public utility companies are not publicly traded, and therefore lack specific market
data. A barometer group provides that industry specific market data. Furthermore, a
barometer group of water utilities have shared common characteristics of regulated water
distribution utilities, and are well suited to comparison among utility companies. This

comparative method is a standard approach in utility rate cases.

ARE THERE ADDITIONAL REASONS FOR USING A BAROMETER GROUP?
Yes. A barometer group is typically utilized since the use of data exclusively from ‘one

company may be less reliable than using a barometer group. The lower reliability occurs

Direct Testimony of Emily Sears August 2016
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because the data for one company may be subject to events which can cause short-term
anomalies in the marketplace. The rate of return on common equity for a single company

could become distorted in these particular circumstances, and would therefore not be

representative of similarly situated companies. The use of a barometer group has the effect

of smoothing out potential anomalies associated with a single company.
A barometer group cost of equity is also used as a benchmark to satisfy the long
established guideline of utility regulation that seeks to provide the subject utility with the

opportunity to earn a return equal to that of similar risk enterprises.

WHAT CRITERIA DID YOU USE IN SELECTING YOUR BAROMETER GROUP
COMPANIES?

As in this docket, I generally use the following criteria when selecting a barometer group: 1)
50% or more of the company’s revenues must be generated from the water utility distribution
industry; 2) the company’s stock must be publicly traded; 3) investment information for the
company must be available from more than one source; and 4) the company must not be

currently involved/targeted in an announced merger or acquisition.

WHAT CRITERIA DID MONARCH WITNESS MR. PAUL MOUL USE IN
SELECTING HIS BAROMETER GROUP COMPANIES?
Mr. Moul’s criteria for the Water Group are as follows: ‘(i) they are contained in The

Value Line Investment Survey; (ii) they have stock that is publicly traded, and (iii) they are

Direct Testimony of Emily Sears ‘ August 2016
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not currently the target of a publicly-announced merger or acquisition.!

WHAT BAROMETER GROUP DID YOU USE IN YOUR ANALYSIS?
I selected American States Water Company, American Water Works, Aqua America,
California Water Service Group, Connecticut Water Service, Middlesex Water, STW

Corporation, and York Water.

WHAT BAROMETER GROUP DID MR. MOUL USE IN HIS ANALYSIS?

Mr. Moul uses the same barometer group, with the addition of Artesian Resources Corp.?

WHY DO YOU NOT USE ARTESIAN RESOURCES CORP. IN YOUR ANALYSIS?
Artesian Resources Corp. is a part of the small-midcap Value Line Investment Survey, to

which Staff does not have access.

CAPITAL STRUCTURE
WHAT DOES CAPITAL STRUCTURE REPRESENT IN A RATE CASE?
Capital structure represents the financing of long-term assets (rate base). The primary forms

of financing employed by public utilities includes debt and common equity.

! Direct Testimony of Paul R. Moul, page 7, line 22 ~ page 8, line 1.
Exhibit PRM-1, Schedule PRM-3, page 2 of 2.

Direct Testimony of Emily Sears ' August 2016
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Q. WHAT IS MONARCH’S CLAIMED CAPITAL STRUCTURE?

A, Monarch is claiming a hypothetical capital structure of 46.00% debt, and 54.00% equity.
WHAT IS THE BASIS FOR MONARCH’S CLAIMED CAPITAL STRUCTURE?

A. Mr. Moul testifies that Monarch’s actual capital structure at year-end 2014 is 33.8% debit,
and 66.2% equity. Mr. Moul states this is unusual, and using a hypothetical capital structure
equal to that of the average of the barometer group will shift Monarch’s financial risk to be
equal to that of the barometer group, and synchronize the cost of equity determination in this
case.®> Mr. Moul used the barometer group average capital structure for the year ending
December 31, 2014,

Q. WHAT IS YOUR RECOMMENDATION REGARDING MONARCH’S CAPITAL
STRUCTURE?

A. I recommend using a hypothetical capital structure of 47.37% debt and 52.63% equity.

Q. WHAT IS THE BASIS FOR YOUR RECOMMENDATION TO USE A
HYPOTHETICAL CAPITAL STRUCTURE?

A. A capital structure should be representative of the industry norm, and be an efficient use of

capital. The use of a capital structure that is outside the range of the industry’s capital

structure may result in an overstated overall rate of return.

3 Direct Testimony of Paul R. Moul, page 20, lines 2-12.

Direct Testimony of Emily Sears August 2016
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The current 5-year average capital structure of the barometer group (the industry norm)
is 47.37% debt and 52.63% equity.* In this case, Monarch’s actual capital structure at the
end of the June 30, 2015 is 32.14% debt and 67.86% equity. This is not representative of
current capital structures among water utility distribution systems and is an inefficient use of
capital.

Therefore, a hypothetical capital structure based upon an industry average should be

used for ratemaking purposes.

WHY DO YOU USE A 5-YEAR AVERAGE, INSTEAD OF THE YEAR ENDING
DECEMBER 31, 2014?
There are several reasons. First, capital structures tend to fluctuate over time. Using a 5-
year average can give a better idea of the central tendency of a capital structure. In theory
there is an ‘optimal’ capital structure. This ‘optimal’ capital structure is one which
minimizes the cost of capital for the utility. In the case of regulated utilities, the historic
capital structures have included debt of approximately 45-55%, with an average of 50%.
This could be considered utilities ‘optimal’ capital structure, and also the central tendency
of a utility capital structure over time.

Second, while long-term debt in capital structures was decreasing from 2010-2014, it

increased in 2015. Value Line also shows the percentage of long-term debt in capital

¢ Attachment ES-3, page 2 of 2. ]
Direct Testimony of Emily Sears August 2016
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VIIL.

structures continuing to increase in 2016 and 2017.° Using a 5-year average eliminates the
‘snapshot’ of 2014, in which you would only see the lowest long-term debt percentage
utilities may tolerate before reverting towards the ‘optimal’ capital structure.

Finally, due to the current low interest rate environment, utilities with the capability of

taking on debt should take advantage of this market to lower their overall cost of capital.

COST RATE OF LONG-TERM DEBT
WHAT IS MONARCH’S CLAIMED COST RATE OF LONG-TERM DEBT?

Monarch calculates its claimed effective cost rate of long-term debt to be 6.45%.

WHAT IS THE BASIS FOR MONARCH’S CLAIMED COST RATE OF LONG-

TERM DEBT?

Monarch’s claim of 6.45% is the weighted cost of debt of all debt issuances, adjusted for net’

proceeds.

WHAT ARE NET PROCEEDS?

Net proceeds can be defined as the amount of money received from a loan, after subtracting

transaction costs.

WHAT IS YOUR RECOMMENDATION REGARDING MONARCH’S COST RATE

3 Attachment ES-4.

Direct Testimony of Emily Sears August 2016
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OF LONG-TERM DEBT?
A. Staff recommends using the actual weighted cost of debt of 6.36%, unadjusted for net

IX.

proceeds.5

WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

Monarch calculated an overall cost rate of 6.36% unadjusted for net proceeds. Given that
Monarch’s hypothetical capital structure includes more debt than the actual capital structure,
any difference for net proceeds is included.

For example, the actual debt costs are $25,625,704 at a cost rate of 6.36%. Because
any issuance costs removed from that amount are not included in rate base, the utility can
use the net proceeds of $25,350,684 with a cost rate of 6.45%. However, this only can occur
if the actual capital structure is used. Since the Staff’s hypothetical capital structure would
set the debt at $37,359,491 based on Monarch’s claimed rate base of $78,867,407. the use of

the actual cost rate of 6.36% is more appropriate.

EQUITY ANALYSIS
WHAT IS YOUR RECOMMENDATION FOR THE APPROPRIATE COST OF
COMMON EQUITY IN THIS PROCEEDING?

Based upon my analysis, I recommend a cost of common equity of 8.48%.

6 Monarch filing, schedule [I-C-4, Long-Term Debt,

Direct Testimony of Emily Sears August 2016
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WHAT IS THE BASIS FOR YOUR RECOMMENDATION?

I arrived at this equity return using the Discounted Cash Flow (DCF) method. My DCF
analysis employed a spot dividend yield, a 52-week dividend yield, and earnings growth
forecasts. I also used the Capital Asset Pricing Model (CAPM) method as a comparison to

my DCF results.

DISCOUNTED CASH FLOW (DCF)
WHAT IS THE THEORETICAL BASIS FOR THE DCF METHOD?
The theoretical basis for the DCF model is the ‘dividend discount model’ of financial
theory, which maintains that the value (price) of any security or commodity is the
discounted present value of all future cash flows. The DCF model assumes that investors
evaluate stocks in the classical economic framework, which maintains that the value of a
financial asset is determined by its earning power, or its ability to generate future cash

flows.

PLEASE EXPLAIN YOUR DCF ANALYSIS.
My analysis employs the standard discrete DCF model as portrayed in the following formula:
k=Di/Po+g
Where:
k = Cost of equity

D1 = Dividend expected during the year

Direct Testimony of Emily Sears August 2016
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Po = Current price of the stock

g = Expected growth rate of dividends
When a forecast of D is not available, Do (the current dividend) must be adjusted by Y2 the
expected growth rate’ in order to account for changes in the dividend paid in period 1. In

this case I have used a forecast of Di.

Q. PLEASE EXPLAIN HOW YOU DEVELOPED THE DIVIDEND YIELDS USED IN
YOUR DCF ANALYSIS.

A. A representative dividend yield must be calculated over a time frame that avoids the
problems of short-term anomalies and ‘stale’ data series. For purposes of my DCF analysis,
the dividend yield calculation places equal emphasis on the most recent spot, and 52-week
average dividend yield. The following table summarizes my dividend yield computations

for the barometer group:

Eight Company Barometer Group Dividend Yield

Spot 2.16%
52-week average 2.51%
Average 2.34%

Source: Attachment ES-5

7 The adjustment of ¥ the growth rate is used when the timing of the dividend increase is not known for certain. It
could occur next month, or in the twelfth month. On average, it is safe to assume that the increase will occur half way
through the prospective year. Therefore, an adjustment by ¥ the expected growth rate is appropriate.

Direct Testimony of Emily Sears August 2016

0000017



10

11

12

13

14

15

16

17

18

19

SOAH Docket No. 473-16-2873.WS
P.U.C. DOCKET NO. 45570 Page 15

Q.

WHAT INFORMATION DID YOU RELY UPON TO DETERMINE YOUR
EXPECTED GROWTH RATE?

I have examined the earnings growth forecasts.

PLEASE EXPLAIN YOUR USE OF EARNINGS GROWTH FORECASTS.
I have used 5-year projected growth rate estimates from established forecasting entities

including Value Line, Reuters, Zacks, and Morningstar.

WHAT WERE THE RESULTS OF YOUR FORECASTED EARNINGS GROWTH
RATES?

The expected growth rates for the eight company barometer group are 4.55%, 7.24%, 6.45%,
8.55%, 3.55%, 3.85%, 7.75%, and 5.45%. The average of the eight companies’ growth rate

forecasts is 6.15%.8

WHAT ARE THE RESULTS OF YOUR DISCOUNTED CASH FLOW ANALYSIS
BASED ON YOUR RECOMMENDED DIVIDEND YIELDS AND GROWTH
RATES?

Using a dividend yield of 2.34% and a growth rate of 6.15%, the DCF result is 8.48%.°

8 Attachment ES-6.
9 Attachment ES-7.

Direct Testimony of Emily Sears August 2016
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B.

CAPITAL ASSET PRICING MODEL (CAPM)
WHAT IS THE THEORETICAL BASIS FOR THE CAPM?
The Capital Asset Pricing Model describes the relationship of a stock’s investment risk and
its market rate of return. It identifies the raté of return investors expect so that it is
comparable with returns of other stocks of similar risk. The method hypothesizes that the
investor required return on a company’s stock is equal to the return on a ‘risk free’ asset
plus an equity premium reflecting that company’s investment risk. In the CAPM, two
types of risk are associatéd with a stock: (1) firm-specific risk (unsystematic risk) and (2)
market risk (systematic risk) which is measured by a firm’s beta. The CAPM only allows
for investors to receive a return for bearing systematic risk. Unsystematic risk is assumed

to be diversified away. Therefore it does not earn a return.

EXPLAIN YOUR LIMITED USE OF THE CAPM MODEL.

A, I'have included a CAPM analysis to confirm the DCF results submitted in base rate cases by
the use of a second method.
Q. PLEASE EXPLAIN YOUR CAPM ANALYSIS.
A. My analysis employs the standard CAPM as portrayed in the following forthula:
K=Rs+ B(Rmn—Rp)
Where:
k = Cost of equity
Rr= Risk-free ROR
Direct Testimony of Emily Sears August 2016
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Ra= Expected ROR on the overall stock
B = Beta measures the systematic risk of an asset
The CAPM formula above is actually a form of the more general risk premium approach and

is based on modem portfolio theory.

WHAT IS BETA, AS EMPLOYED IN YOUR USE OF THE STANDARD CAPM
MODEL?

Beta is a measure of the systematic risk of a stock in relation to the rest of the stock market.
A stock’s beta is estimated by running a linear regression of a stock’s return against the return
on the overall stock market. The beta of a stock with an identical price pattern as the overall
stock market will have a beta of 1. A stock with a price movement that is greater than the
overall stock market will have a beta that is greater than 1, and would be described as having
more investment risk than the market. Conversely, a stock with a price movement that is
less than the overall stock market will have a beta of less than 1, and would be described as

having less investment risk than the market.

WHAT BETA DID YOU CHOOSE FOR YOUR CAPM ANALYSIS?
In estimating an equity cost rate for the group of eight water utility companies, I used the
average of the betas for the water utility companies as provided in the Value Line Investment

Survey. The average beta for the ¢ight water utility companies’ barometer group is 0.69.'°

10 Attachment ES-8.

Direct Testimony of Emily Sears August 2016
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Q.
A.

WHAT RISK-FREE ROR HAVE YOU CHOSEN FOR YOUR CAPM ANALYSIS?

For my CAPM analysis, I have chosen to use the risk-free rate of return (R¢) from the historic
yield on 10-year Treasury Bonds. While the yield on the short-term T-Bill is a more
theoretically correct parameter to represent a risk-free yield, this yield can be extremely
volatile. The volatility of short-term T-Bills is directly influenced by Federal Reserve
policy. At the other extreme, the 30-year Treasury bond yield exhibits more stability, but is
not risk-free. Long-term Treasury Bonds have substantial maturity risk associated with the
market risk and the risk of unexpected inflation. Long-term treasuries normally offer higher
yields to compensate investors for these risks. As a result, I chose to use the yield on the
10-year Treasury bond because it balances the short comings of the other two alternatives.
For my historic analysis, I chose 4.42%, which is the averages of the 10 year Treasury yield
over time periods matching the historic market return. For my future analysis, I chose
2.39%, which is the average of the 10-year Treasury yields over 6 quarters and the 5 year

projection,!!

PLEASE EXPLAIN HOW YOU DETERMINED THE RETURN ON THE OVERALL
STOCK MARKET, AS EMPLOYED IN YOUR CAPM ANALYSIS.
To arrive at a representative expected return on the overall stock market, I surveyed three

sources. Value Line expects its universe of 1,500 stocks to have an average yearly return

I Aytachment ES-9.

Direct Testimony of Emily Sears August 2016
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1 of 12.03% over the next 3 to 5 years, based on a forecasted dividend yield of 2.30% and a
2 yearly index appreciation of 45%. Yahoo! Finance expects the S&P 500 index to have an
3 average yearly return of 11.02% over the next five years, based upon a forecasted dividend
4 yield of 2.22% and an expected increase in the S&P 500 index of 8.80%. A historical return
5 for the S&P Composite Index is routinely used as a benchmark for the expected return on
6 the overall stock market. This component can vary widely depending on the historic period
7 used.

8

9 Q. EXPLAIN THE RANGE OF EXPECTED RETURN ON THE OVERALL STOCK

10 MARKET YOU CALCULATED USING THE HISTORICAL RETURN FOR THE

11 S&P COMPOSITE INDEX.

12 A Using the geometric mean of historic returns, I calculated the following results:

Time Period
5 Years

10 Years

20 Years

40 Years

90 Years

Average

Return
12.57%
7.30%
8.19%
11.34%

10.02%

9.88%

Source: Attachment ES-10

13 Q. WHY HAVE YOU SELECTED THESE TIME PERIODS?
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A,

I'have ‘seiected the above time periods to represent a variety of investor experiences and time
horizons. The 90-year time period represents the longest measurable time period available
for the S&P Composite Index. The 40 and 20-year time periods coincide with the average
useful lives of a utility’s assets. The 10-year time period corresponds with the Treasury
Bond that T have employed. The 5-year time period corresponds with time period the DCF

growth rates are projected.

Q. WHAT ARE THE COST OF EQUITY RESULTS FROM YOUR FORECASTED
AND HISTORIC CAPM ANALYSES?

A. The results of these two analyses are as follows:

CAPM cost of equity
Forecasted 8.73%
Historic 8.22%
Source: Attachment ES-11

Q. HOW DID YOU INCORPORATE THESE RESULTS INTO YOUR OVERALL
COST OF EQUITY?

A, I have included the results of my CAPM analysis in my overall cost of equity calculation
only as a comparison to my DCF result. The DCF model measures the cost of equity
directly by measuring the discounted present value of future cash flows of the company. It
is these cash flows that actually pay dividends to shareholders.
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X.

Q.

CRITIQUE OF COMPANY RECOMMENDATION

WHAT ADJUSTMENTS HAS THE COMPANY MADE TO ITS COST OF EQUITY
ANALYSIS?

Mr. Moul adjusted his DCF indicated cost of common equity upward 89 basis points to
account for his leverage claim. Mr. Moul also adjusted his CAPM indicated cost of
common equity upward by 110 basis points to reflect his claim that Monarch has higher

business risk due to its small size relative to his proxy group.

DO YOU AGREE WITH MR. MOUL’S PROPOSED COST OF EQUITY?
No. Mr. Moul’s cost of equity recommendation is biased due to several errors. He has
given undue weight to the Risk Premium method and CAPM, and has included the faulty

Comparable Earnings (CE) method in his analysis. Mr. Moul’s DCF is'distorted because

e employs-an inflated DCF growth rate and an uncalled for dividend yield adjustment. In

addition, Mr. Moul employs inflated CAPM betas. Mr. Moul has made uncalled for

leverage and size risk adjustments.

WEIGHTS GIVEN TO METHODS

Q. DO YOU AGREE WITH THE COMPANY’S RELIANCE ON THE USE OF THE
CAPM AND RP MODELS?

A. No. While I am not opposed to using the CAPM results as a comparison to the results of
the DCF calculation, as discussed previously in this testimony, it is inappropriate to give the
CAPM and RP models comparable weight. The CAPM and the RP method are less reliable
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indicators because they measure the cost of equity indirectly, and risk premiums vary
depending on the debt and equity being compared. Also, regulators can never be certain
that economic and regulatory conditions underlying the historical period during which the

risk premiums were calculated are the same today or in the future.

COMPARABLE EARNINGS METHOD

WHAT ARE THE LIMITATIONS OF THE COMPARABLE EARNINGS
APPROACH?

The CE approach employed by Mr. Moul compares projected returns of companies of
dissimilar business and financial risk. Mr. Moul’s barometer group for this method is ever
changing, and lacks current market data. Finally, Mr. Moul’s use of book returns between
8% and 20% is skewed. Although Mr. Moul does not use the CE method in his average
when determining the cost of equity for this case, he does state that he relied upon the CE,

method in his analysis.'?

EXPLAIN HOW MR. MOUL’S CE APPROACH IS FAULTY.

The companies in Mr. Moul’s analysis are not utilities, thus they are too dissimilar for
Comparable Earnings. The companies in Mr. Moul’s CE barometer group are simply not
comparable to water distribution utilities in terms of their business risk /financial risk profile.

Water distribution utilities, being monopolies with very low business risk, are able to

12 Direct Testimony of Paul R. Moul, page 7, lines 14-17.
Direct Testimony of Emily Sears August 2016
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maintain higher financial risk profiles by employing more leverage. Conversely, since Mr.
Moul’s CE barometer group companies are in an unregulated competitive environment with
much higher business risk, they must maintain lower financial risk profiles by employing

minimal leverage.

PLEASE EXPLAIN HOW MR. MOUL’S CE BAROMETER GROUP IS EVER
CHANGING?

Mr. Moul’s group of companies were selected from Value Line as of July 2015 and had
similar risks based on his factors (timeliness rank, safety rank, financial strength, price
stability, beta, and technical rank).”* However, these factors change, which changes the CE
group. As of April 2016, of the 15 companies on Mr. Moul’s list, only 4 were in his new

updated CE group. !4

Mr. Moul also added 3 companies to his new updated CE group. This
shows that the risks of the companies changes with the economy. Value Line updates
several industries a week on a rotating basis, and it takes 3 months for the same industry to
be re-evaluated. Using the returns for the companies listed in Mr. Moul’s CE group going
back nine months, let alone six years, is not appropriate because the companies are only

similar for one short period of time (as little as one week). Therefore, the results for any

given week cannot be relied upon to determine long-term costs of equity.

13 Exhibit PRM-1, page 24 of 25, Schedule 13 [2 of 3].
14 Attachment ES-12.
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Q. CAN YOU PLEASE EXPLAIN HOW THE LACK OF CURRENT MARKET DATA
DIMINISHES THE VALUE OF THE CE APPROACH?

A. Yes. Mr. Moul includes the historical years of 2010-2014. He proceeds to exclude current
market data including the years 2015-2017. Mr. Moul then picks up using projected
information from 2018-2020."% This diminishes the value of the CE approach as Mr. Moul
is excluding three years of recent information, which is clearly imprudent when Mr. Moul’s
goal is to ‘span an entire business cycle. Furthermore, the historical (2010-2014) and
estimated (2018-2020) accounting returns do not include any information on what market

return investors expect today (2016).

Q. PLEASE EXPLAIN HOW MR. MOUL’S USE OF RETURNS BETWEEN 8% AND
20% IS SKEWED.

A. Mr. Moul chooses returns above 8% and below 20%. Excluding the values in Mr. Moul's
CE Approach below 8% and above 20% reduces the group from 13 companies to 4
companies. Of the 4 remaining values, the average return is 13.8%, and the median data
points are 12.5% and 19.0%. However, Mr. Moul’s documentation shows that in 2015 the
average authorized return for gas and electric companies was 9.76%.'6 This shows Mr.
Moul’s bias towards the high end of returns, and shows that his range is unreasonable.

Furthermore, using his range, the 4 companies that stayed in his barometer group from

15 Exhibit PRM-1, Page 24 of 25, Schedule 13 [2 of 3].
16 Attachment ES-13.
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July 2015 to April 2016 would not be included in his average, as they were outside his range.

This only further invalidates his use of the CE method as a reasonable method.

DIVIDEND YIELD ADJUSTMENT
WHAT DIVIDEND YIELD ADJUSTMENT HAS MR. MOUL PROPOSED IN HIS
ANALYSIS?
Mr. Moul has proposed an ex-dividend adjustment to the dividend yields of his barometer
group. Mr. Moul adjusts the ‘month-end prices to reflect the buildup of the dividend in the

price that has occurred since the last ex-dividend date. 7

WHY IS MR. MOUL’S EX-DIVIDEND ADJUSTMENT INAPPROPRIATE?
Mr. Moul’s ex-dividend adjustment is inappropriate for three reasons. First, my experience
has not included any support for the application of an ex-dividend adjustment to the dividend
yield in the DCF formula as proposed by Mr. Moul. There are numerous publications
explaining an ex-dividend date, which is the date at which the stock price is being reduced
approximately by the amount of the dividend, and is the date before which you must own
stock to obtain that dividend. I am not familiar with any academic evidence showing that
any type of adjustment is made to the dividend yield for this occurrence.

Second, Mr. Moul has not provided any evidence in his testimony that suggests investors

make this adjustment in the context of the DCF model. Long-term stockholders generally

Direct Testimony of Paul R. Moul, page 23, lines 8-10.
Direct Testimony of Emily Sears August 2016
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do not run into a problem with ex-dividend dates, as they hold their stock through price
cycles. The time at which ex-dividend dates are relevant is when an investor wants to exit
ownership of a stock, but would like to receive the dividend first.

Finally, I am not aware of any financial publications that provide ex-dividend adjusted
yields to investors that might be used for their financial investment decision making.
Arguably, if such information were an important factor in an investor’s decision making
process then mainstream financial publications would include it on a regular basis. This
idea is supported by Mr. Moul’s own testimony in which he states (regarding forecasts)  .if
investors really required forecasts that extended beyond five years to properly value common
stocks, then I am sure that some investment advisory service would begin publishing that
information for individual stocks to meet the demands of investors. The absence of such a
publication is proof that investors do not require infinite forecast to purchase and sell stocks

in the marketplace. '8

LEVERAGE (MARKET-TO-BOOK) ADJUSTMENT
WHAT IS FINANCIAL LEVERAGE?
Generally, financial leverage is the use of debt capital to supplement equity capital. A firm

with significantly more debt than equity is considered to be highly leveraged.

WHAT IS A MARKET-TO-BOOK RATIO?

'8 Direct Testimony of Paul R. Moul, page 29, lines 16-21.
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A.

Generally, a market-to-book ratio is used to evaluate a public firm’s equity value. This is

done by comparing a company’s equity market value to a company’s equity book value.

WHAT ADJUSTMENT HAS MR. MOUL PROPOSED IN HIS ANALYSIS?
Mr. Moul proposes to make an 85 basis point ‘leverage’ adjustment to his DCF. Mr. Moul
proposes that the adjustment arises when the results of the DCF model (k) are to be applied

to a capifal structure that is different than that which underlies the market price (P).'®

IS THE TERM “LEVERAGE” APPROPRIATE FOR THIS TYPE OF
ADJUSTMENT?

No. Mr. Moul does not propose to change the capital structure of the utility (a leverage
adjustment), nor does he propose to apply the market-to-book ratio to the DCF model (a
market-to-book adjustment). Instead, Mr. Moul is proposing to make an adjustment to
account for applying the market value cost rate of equity to the book value of the utility’s
equity. Currently, I am unaware of any academic journals or text books that describe this

type of adjustment.

WHAT IS THE BASIS FOR MR. MOUL’S PROPOSED LEVERAGE

ADJUSTMENT?

!9 Direct Testimony of Paul R. Moul, page 33, lines 2-4.
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A.

Mr. Moul theorizes that if regulators use the results of the DCF to compute the weighted
average cost of capital based on a book value capital structure used for ratemaking purposes,
those results will not reflect the higher level of financial risk associated with the book value
capital structure. Mr. Moul beli€ves that this is because market valuations of equity are
based on market value capital structures, which in general have more equity, less debt and
therefore, less risk than' the capitalization measured at its book value. Mr. Moul further

references cases where the PA PUC accepted his adjustment as support for this adjustment.?

DO YOU AGREE WITH MR. MOUL’S “LEVERAGE ADJUSTMENT”?

No. Mr. Moul’s adjustment is inappropriate for several reasons. These reasons include the
Value Line published capital structure, the rating agency characterization of financial risk,
the PA PUC precedent, lack of support in academic literature, Mr. Moul’s testimony

regarding his adjustment, and flaws in Mr. Moul’s formula for the adjustment.

WHAT CAPITAL STRUCTURE DOES VALUE LINE PUBLISH FOR WATER
DISTRIBUTION UTILITIES?

Value Line publishes the book value capital structure and the book value of debt. Value
Line does not publish the market value capital structure. It merely publishes the market
capitalization, which refers only to the amount of shares outstanding multiplied by the

current price, which changes daily. Mr. Moul testifies that the market return is based upon

0 Direct Testimony of Paul R. Moul, page 32, lines 1-9.
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market valued capital structures; however this is untrue in the regulated utility industry, using
Value Line. Investors base their decisions and therefore their required market return on the
book value capital structures, not the market value capital structures; therefore, no leverage

adjustment is needed.

PLEASE EXPLAIN HOW RATING AGENCIES ASSESS FINANCIAL RISK.
Rating agencies assess financial risk based upon the company’s booked debt obligations and
the'ability of its cash flow to cover the interest payments on those obligations. The agencies
use a company’s financial statements for their analysis, not market capitalization. True
financial risk resides in the income statement, and is a function of the actual amount of
interest expense and income volatility. Therefore, regardless of how the Company’s
investments are valued in the market place, the financial risk does not change.

This is important because when investors determine their required rate of return, they
take into consideration a company’s risk. A company can only have one risk profile, and as

stated above investors look at the book value capital structure.

PLEASE DISCUSS WHY THE PA PUC’S PRECEDENT INVALIDATES MR.
MOUL’S SUPPORT FOR THE “LEVERAGE ADJUSTMENT.”

There are several cases in which the same ‘leverage adjustment’ has been rejected. First,
in Pennsylvania Public Utility Commission v. Metropolitan Edison Co. Docket No. R-
00061366, p. 135 (Order entered January 11, 2007), the PA PUC did not accept the

Company’s financial risk increment related to the leverage difference between market capital
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structures and book value capital structures.

Second, in Pennsylvania Public Utility Commission v. Aqua Pennsylvania, Inc. Docket
No. R-00072711, (Order entered July 31, 2008), the PA PUC rejected the ALJ’s
recommendation for a leverage adjustment stating  .the fact that we have granted leverage
adjustments in the past does not mean that such adjustments are indicated in all cases. **!

Finally, in the most recent case of Pennsylvania Public Utility Commission, et al v. City
of Lancaster — Bureau of Water. Docket No. R-2010-2179103, the PA PUC agreed with the
Investigation & Enforcement position and stated in the Order entered July 14, 2011, ‘any
adjustment to the results of the market based DCF. .are unnecessary and will harm
ratepayers. Consistent with our determination in Aqua 2008 there is no need to add a
leverage adjustment.

The PA PUC also has a Quarterly Earnings Report which determines a Distribution
Service Improvement Charge return based upon a formula determined by the PA PUC with
input from all parties affected. The Quarterly Earnings Report formula does not include a
leverage adjustment. These cases show that the PA PUC has not consistently recognized,
nor made a policy of including, Mr. Moul’s leverage adjustment, and is not support that this

adjustment is needed or appropriate.

WHAT DOES MR. MOUL’S TESTIMONY STATE REGARDING THE LEVERAGE
ADJUSTMENT?

2! Opinion at p. 38. {
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A.

Mr. Moul contradicts himself in his direct testimony. First, on page 34, lines 4-6, he states
that ‘the leverage adjustment is not intended, nor was it designed, to address the reasons that
stock prices vary from book value. Hence, any observations concerning market prices
relative to book value are not on point. Then, on lines 14-34, he discusses why utility
stocks are trading at relatively high market prices, how stock prices are above book value,
and current market to book multiples as support for his adjustment. Mr. Moul’s support for

his leverage adjustment is unrelated.

HOW DOES MR. MOUL CALCULATE THE LEVERAGE ADJUSTMENT USED
!

IN HIS ANALYSIS?

Mr. Moul states, ‘The 0.89% [leverage] adjustment is merely a convenient way to compare

the 9.89% return computed directly with the Modigliani & Miller formulas to the 9.00%

return generated by the DCF model based on a market value capital structure. ">

WHAT FORMULA DOES MR. MOUL USE TO CALCULATE THE 9.89% RETURN
COMPUTED DIRECTLY WITH THE MODIGLIANI & MILLER FORMULAS?
Mr. Moul uses the following formulas:?

ku = ke — (((ku —1i) 1-t) D/E) — (ku - d) P/E

and ke = ku + (((ku — i) 1-t) D/E) + (ku —d) P/E

22 Direct Testimony of Paul R. Moul, page 36, lines 11-14.
23 Exhibit PRM-1, p. 14 of 25, Schedule 9 [1 of 1].
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Where:

ku = cost of equity for an all equity firm
ke = market determined cost equity

i = cost of debt

d = dividend rate on preferred stock

D = debt ratio

P= prefex:{ed stock ratio

E = common equity ratio

ARE THERE FLAWS IN THE FORMULAS MR. MOUL USES IN HIS ANALYSIS?

A. Yes. The formulas employed by Mr. Moul do not appear anywhere in the research he cites.
Also, the literature Mr. Moul cites does not espouse using even its native formulas in a DCF
adjustment setting.

Q. CAN THE FORMULA SHOWN IN EXHIBIT PRM-1, SCHEDULE 9 AND PAGE 31
OF THIS TESTIMONY BE FOUND IN THE MODIGLIANI & MILLER
LITERATURE?

A. No, it cannot.

Q. IS THE MODIGLIANI AND MILLER RESEARCH ON THE SUBJECT OF
CAPITAL STRUCTURE AND COST OF CAPITAL THAT MR. MOUL HAS CITED

-AS JUSTIFICATION FOR HIS LEVERAGE ADJUSTMENT APPROPRIATE?

Direct Testimony of Emily Sears August 2016

0000035



10

11

12

13

14

15

16

17

18

SOAH Docket No. 473-16-2873. WS
P.U.C. DOCKET NO. 45570 Page 33

A. No. Mr. Moul has misinterpreted Modigliani and Miller’s theory and used it in a way the
researchers never advocated. Modigliani and Miller’s research is primarily to understand
company capital investment behavior, not Mr. Moul’s claimed financial risk associated with
a stock’s market price diverging from its book value. Also, the adjustment and formula

employed by Mr. Moul cannot be found in the research he cites.

Q. EXPLAIN FURTHER WHAT THE WORK OF MODIGLIANI AND MILLER
STATES ABOUT THE EFFECT OF THE TYPE OF CAPITAL EMPLOYED (DEBT
OR EQUITY) ON THE VALUE OF THE FIRM.
A. The work of Modigliani and Miller actually points to the opposite conclusion of Mr. Moul:
That is, the market value of any firm is independent of its capital
structure.?*
Furthermore,
the value of any firm must be independent of its financial

structure, >

Q. ARE YOU AWARE OF ANY OTHER ACADEMIC LITERATURE THAT

SUPPORTS MR. MOUL’S “LEVERAGE ADJUSTMENT”?

* Modigliani, Franco and Miller, Merton H. "The Cost of Capital, Corporation Finance, and the Theory of
Investment" American Economic Review, June 1958, p. 268.
5 Modigliani, Franco and Miller, Merton H. *“The Cost of Capital, Corporation Finance, and the Theory of
Investment: Reply" American Economic Review, June 1965, p. 525.
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A.

No. I am not aware of any other academic literature that supports Mr. Moul’s “leverage

adjustment.

PLEASE SUMMARIZE YOUR RECOMMENDATION REGARDING THE
LEVERAGE ADJUSTMENT.

I recommend the rejection of the leverage adjustment because there is no academic support
for such an adjustment in a DCF setting, the PA PUC precedent does not unequivocally

support its use, and true financial risk is a function of the amount of interest expense.

WHAT IS MR. MOUL’S DCF PRIOR TO HIS ADJUSTMENTS?
Mr. Moul’s DCF. using the 6.00% growth, plus the 2.91% dividend yield, equals 8.91%.

This figure supports the reasonableness of Staff’s DCF.

DO YOU HAVE ANY COMMENTS REGARDING MR. MOUL’S DCF PRIOR TO
ADJUSTMENTS?
Yes. Using all of Mr. Moul’s adjustments simply inflates his DCF calculation by 98 basis

points (9.89%-8.91% = 0.98%).

INFLATED CAPM BETAS

Q. WHAT BETA HAS MR. MOUL USED IN HIS CAPM ANALYSIS?
A. Mr. Moul uses an inflated beta equal to 0.84.
Direct Testimony of Emily Sears A August 2016

0000037



10

11

12

13

14

15

16

17

18

19

SOAH Docket No. 473-16-2873.WS
P.U.C. DOCKET NO. 45570 Page 35

Q.

HOW HAS MR. MOUL INFLATED THE BETAS EMPLOYED IN HIS CAPM
ANALYSIS?

Mr, Moul has used the same logic for inflating his CAPM betas that he used to enhance his
DCEF returns, through a financial risk, or leverage, adjustment.”® Such enhancements are
unwarranted for beta in a CAPM analysis for the same reasons that enhancements are
unwarranted for DCF results. Also, if the unadjusted Value Line betas do not reflect an
accurate investment risk, as Mr. Moul contends, the question naturally arises as to why Value
Line does not publish betas that are adjusted for leverage. Until this type of adjustment is
demonstrated in the academic literature to be valid, such leverage adjusted betas in a CAPM

model should be appropriately rejected.

SIZE ADJUSTMENT
WHAT IS MR. MOUL’S SIZE ADJUSTMENT?
Mr. Moul makes a 110 basis point adjustment because he believes as the size of a firm
decreases, its risk and required return increases. Further, Mr. Moul uses the SBBI Yearbook

to argue that the returns for stocks in lower deciles had returns in excess of those shown by

the simple CAPM.”

WHAT COMMENTS DO YOU HAVE REGARDING MR. MOUL’S SIZE

% Direct Testimony of Paul R. Moul, pages 42-43.
7 Direct Testimony of Paul R. Moul page 46.
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ADJUSTMENT?

First, although the scale of operations for water utility distribution systems can vary, the basic
nature of a water utility’s business does not change with respect to scale. A water utility’s
core business is to provide water to its customers, regardless of size. Therefore, it must
construct and maintain its distribution system, provide administrative functions, treat the
water, etc. This business model remains essentially the same for any size utility, along with
the fact that water utilities operate as monopolies with a captive customer base in the areas
they serve.

Second, water utilities are regulated, and the utility’s earnings are set by the ratemaking
process. The utilities are also subject to regulatory oversight.

Finally, while Mr. Moul presented numerous articles regarding the size premium, none are
specific to the utility industry. However, there are articles examining the size premium in the
utility industry. Wallace Davidson states:

[O]ur results suggest that neither large nor small utilities merit a premium because

of their size. The implications of our findings for regulatory officials for

regulatory accounting standard-setters are straightforward: we find no evidence

among the electric utility industry. .to suggest that a utility’s cost of capital or its

allowable ARR should be adjusted to reflect firm size.?® b
In research also specific to public utilities, Professor Annie Wong states:

[Gliven firm size, utility stocks are consistently less risky than industrial stocks.

Second, industrial betas tend to decrease with firm size, but utility betas do not.

These findings may be attributed to the fact that all public utilities operate in an.
environment with regional monopolistic power and regulated financial structure.

28 Wallace Davidson HI, Kenneth Ferris, and Wiiliam Reichenstein, A Note on the Relationship Between Firm Size

and Return in the Electric Utility Industry, Journal of Accounting, Auditing, and Finance Vol. 8, Issue 3 (Summer
1993).
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As a result, the business and financial risks are very similar among the utilities
regardless of their size. Therefore, utility betas would not necessarily be related
to firm size.
She then concludes:

The object of this study is to examine if the size effect exists in the utility industry.
After controlling for equity values, there is some weak evidence that firm size is
a missing factor from the CAPM for industrial but not utility stocks. This implies
that although the size phenomenon has been strongly documented for industrials,
findings suggest that there is no need to adjust for the firm size in utility
regulation.??

For all these reasons, I have not included a size premium in this case, and Mr. Moul’s size

adjustrnent should be rejected.

Q. WHAT WOULD MR. MOUL’S CAPM RESULT BE WITHOUT HIS
ADJUSTMENTS?

A. Mr. Moul’s CAPM using the average beta of 0.71 reported by Value Line, and removing the

size adjustment would equal 8.89% (3.75%+0.71(7.24%)). This result is.comparable to

Staff’s DCF of 8.85%, confirming the reasonableness of Staff’s recommended return on

equity.

Q. DO YOU HAVE ANY COMMENTS REGARDING MR. MOUL’S CAPM PRIOR TO

ADJUSTMENTS?

%% Annie Wong, Utility Stocks and the Size Effect: An Empirical Analysis, Journal of the Midwest Finance
Associarion (1993), p.98.
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A. Yes. Using Mr. Moul’s adjustments simply inflates his CAPM calculation by 204 basis

points (10.93% 8.89%=2.04%).

FUNDAMENTAL RISK ANALYSIS

Q. PLEASE SUMMARIZE MR. MOUL’S TESTIMONY REGARDING FINANCIAL
DATA COMPARISON FOR MONARCH AND HIS BAROMETER GROUP.
A. Mr. Moul discusses several categories of risk including bond ratings, size, market ratios,

common equity ratio, return on equity, operating ratios, coverage, quality of earnings,
internally generated funds, and betas.*® Mr. Moul compares Monarch, the Water Group,
and the S&P Public Utilities. Mr. Moul concludes that the ‘risk of Monarch is vastly greater

than that of the Water Group. !

Q. DO YOU AGREE WITH MR. MOUL’S COMPARISON OF THE WATER GROUP
TO THE S&P PUBLIC UTILITIES?
A. No. The S&P Public Utilities index is comprised of electric power and natural gas

companies. These are not comparable to the water distribution utility industry.

Q. WHAT COMMENTS DO YOU HAVE REGARDING MR. MOUL’S TESTIMONY

ABOUT SIZE?

30 Direct Testimony of Paul R. Moul, pages 15-19.
3 Direct Testimony of Paul R, Moul, page 19, line 8.
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A.

Mr. Moul discusses size on pagé 15 of the Direct Testimony of Paul R. Moul. I have
previously discussed why size is not a factor in this proceeding on pages 36-37 of this

testimony.

WHAT COMMENTS DO YOU HAVE REGARDING MARKET RATIOS?
Mr. Moul discusses dividend yields, and market-to-book ratios.> Since dividend yields are
already included in the DCF. there is no need to make additional risk analysis based on this

information.

WHAT COMMENTS DO YOU HAVE REGARDING COMMON EQUITY RATIOS?
Mr. Moul states that the use of a hypothetical capital structure aligns the financial risk of
Monarch with the water group. However, the Company’s 60.5% equity ratio is higher than
the 51.3% equity ratio for the Water group, making Monarch less risky than the barometer

group.

WHAT COMMENTS DO YOU HAVE REGARDING MR. MOUL’S TESTIMONY
ABOUT RETURN ONBOOK EQUITY, OPERATING RATIOS, AND COVERAGE?
Mr. Moul testifies that Monarch has higher earnings variability than his water group,
meaning Monarch has greater risk. Mr. Moul states that Monarch'’s coefficient of variation

is -1.541, while the Water Group is 0.083. Mr. Moul further claims that Monarch has

32 Direct testimony of Paul R. Moul, pages 15-16.
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experienced losses during four of the last five years. Mr. Moul states that Monarch’s high
operating ratio can be traced to very low, or in some years negative operating margins, and
that Monarch was unabie to cover its interest expense from operations.> Monarch’s last
rate case, which settled, was in 2013. That would mean that Monarch settled on rates that
were less than its required cost of service, and therefore, the experienced losses were the
result of rates that Monarch supported as reasonable in settlement. The return in this case
is sufficient for Monarch to have the opportunity to earn a fair and reasonable overall return

under efficient and economical management.

WHAT COMMENTS DO YOU HAVE REGARDING MR. MOUL’S STATEMENTS
ABOUT INTERNALLY GENERATED FUNDS?

Mr. Moul indicates that the percentage of internally generated funds to capital expenditures
for Monarch was 109.7%, while the Water Group was only 81.6%.>* This shows that
Monarch generates more funds than it spends on capital expenditures, while the Water group
generates less than it spends on capital expenditures, making Monarch less risky than the

barometer group.

DO YOU AGREE WITH MR. MOUL’S COMMENTS REGARDING MONARCH’S

RISK COMPARED TO THE WATER GROUP?

33 Direct Testimony of Paul R. Moul, page 17.
** Direct Testimony of Paul R, Moul, page 18.
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A. No. I believe that with the capital structure adjustment, and the bffsetting risks Mr. Moul
discusses, that Monarch is in-line with the risks of the barometer group, and no additional

changes need to be made to the cost of equity.

XII. SUMMARY
WHAT IS STAFF’S RECOMMENDED RETURN ON EQUITY?

A. Staff recommends a return on equity of 8.48%.

WHAT IS STAFF’S OVERALL RECOMMENDED RETURN?

A. Staff recommends an overall rate of return, to be applied to rate base, of 7.47%.

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

N
A, Yes. I reserve the right to supplement this testimony during the course of the proceeding

as new evidence is presented.

Direct Testimony of Emily Sears August 2016
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Emily Sears

Professional Experience

Public Utility Commission of Texas
Utility Rates Analyst

Water Utllities Division

January 2015 Present

Commonwealth of Pennsylvania, Public Udlity Commission
Fixed Utility Financial Analyst

Bureau of Investigation and Enforcement

May 2009 - December 2014

Commonwealth of Pennsylvania, Public Utility Commission
Fixed Uulity Financial Analyst

Bureau of Fixed Utlity Services

Apil 2008 — May 2009

Nationwide Insurance Company
Personal Lines Underwriting Screener
October 2004 — May 2007

Education

University of Pittsburgh, College of Business Administration
Bachelors of Science in Business Administration

Major — Finance

August 2004

Annual Regulatory Studies Program: Camp NARUC
Week 1-Introduction to Regulation
August 2008

Pennsylvania Public Utility Commission Rate Case Training
December 2008

Society of Utility and Regulatory Financial Analysts
Certifted Rate of Return Analyst
June 2010

Presentations

Pennsylvania Public Utility Commission Rate Case Training
Presented on Rate of Return/Retutn on Equity
October 2012, September 2014
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TESTIMONY SUBMITTED:

I have testified and/or submitted testimony in the following proceedings before the
Pennsylvania Public Utility Commission:

Dugquesne Light Company, Docket No. M-2009-2093217

West Penn Power Company d/b/a Allegheny Power, Docket No. M-2009-2093218
Duquesne Light Company, Docket No. M-2009-2123948

West Penn Power Company d/b/a Allegheny Power, Docket No. M-2009-2123951
Utllities, Inc. — Westgate, Docket No. R-2009-2117389

Utlities, Inc. of Pennsylvania, Docket No. R-2009-2117402

PECO Energy Company - Electric Division, Docket No. P-2009-2143607

PECO Energy Company - Gas Division, Docket No. P-2009-2143588
Philadelphia Gas Works, Docket No. R-2009-2139884

York Water Company, Docket No. R-2010-2157140

City of Lancaster, Docket No. R-2010-2179103

Columbia Gas of Pennsylvania, Inc. Docket No. R-2010-2215623

CMV Sewage, Inc. Docket No. R-2011-2218562

Pennsylvania American Water Company, Docket No. R-2011-2232243

UGI Penn Natural Gas, Docket No. R-2011-2238943

Aqua Pennsylvania, Inc. Docket No. R-2011-2267958

Equitable Gas Company, LLC, Docket No. R-2012-2287044

Peoples Natural Gas Company, LLC, Docket No. R-2012-2285985

PPL Electric Utlities Corporation, Docket No. R-2012-2290597

Columbia Gas of Pennsylvania, Inc. Docket No. R- 2012-2321748

The City of Lancaster — Sewer Fund, Docket No. R-2012-2310366

Columbia Gas of Pennsylvania, Inc. Docket No. R-2012-2321748 and M-2012-2323645
UGI Penn Natural Gas, Docket No. R-2013-2361763

City of DuBois — Bureau of Water, Docket No. R-2013-2350509
Pennsylvania-American Water Company, Docket No. R-2013-2355276

Duquesne Light Company, Docket No. R-2013-2372129

Pike County Light and Power Company, Gas Division, Docket No. R-2013-2397353
Pike County Light and Power Company, Electric Division, Docket No. R-2013-2397237
UGI Penn Natural Gas, Docket No. R-2014-2420273

Emporiuin Water Company, Docket No. R-2014-2402324

City of Lancaster — Water Fund, Docket No. R-2014-2418872

Peoples TWP. LLC, R-2014-2429613

Peoples Natural Gas Company, LLC, R-2014-2429606

1 have testified and/or submitted testimony in the following proceedings before the Public
Utility Commission of Texas and the Texas State Office of Administrative Hearings:

City of Austin water rate appeal, Docket No. 42857
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e City of Austin wastewater rate appeal, Docket No. 42867
¢ Quadvest, L.P. Docket No. 44809
o Consumers Water, Inc. Docket No. 43076
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Page 10of 2
Summary of Cost of Capital
Type of Capital Ratio Cost Rate Weighted Cost
Long term Debt 47.37% 6.36% 3.01%
Common Equity 52.63% 8.48% 4.46%
Total 100% 7.48%
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Page 2 of 2
Summary of Cost of Capital
2015 2014 2013 2012 2011 2010
Type of Capital Ratio Ratio Ratio Ratio Ratio Ratio
American States Watsr Co
Long term Debt 41.10% 39.10% 39.80% 42.20% 45.40% 44.30%
Common Equity 58.80% 60.90% 60.20% 57.80% 54.60% 55.70%
100.00% 100.00% 100.00% 100.00% 180.00% 100.00%
American Water Works
Long term Debt 53.80% 52.60% 52,40% 53.80% 55.80% 56.80%
Common Equity 48.20% 47.40% 47.60% 46.10% 44.20% 43.20%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Aqua America
Long term Debt 50.30% 48.50% 48.90% 52.70% 52.70% 56.60%
Common Equity 48.70% 51.50% 51.10% 47.30% 47.30% 43.40%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
California Water Service Group
Long term Debt 44 .40% 40.10% 41.60% 47 .80% 51.70% 52 .40%
Common Equity 55.60% 59.80% 58.40% 52.20% 48.30% 47.60%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Connecticut Water Service
Long term Debt 44.20% 45.90% 47.10% 49.20% 53.50% 48.80%
Common Equity §5.80% 54.10% 52.90% 50.80% 46.50% 50.20%
100.00% 100.00% 100.00% 100.00% 100.00% 100,00%
Middlesax Watsr
Long term Debt 40.20% 41.20% 41.30% 42.60% 43.40% 44,20%
Common Equity 59.80% 58.80% 58.70% 57.40% 56.60% 55.80%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
SJW Corp.
Long term Dabt 49.80% 51.60% 51.10% 55.00% 56.60% 53.70%
Common Equity 50.20% 48.40% 48.90% 45.00% 43.40% 46.30%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
York Water .
Long term Debt 44.50% 44.80% 45.10% 46.00% 47.10% 48.30%
Common Equity 55.50% 55.20% 54.90% 54.00% 52.90% 51.70%
100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
5 Year Average
Long term Debt 47.375% 48.32%
Common Equity 52.625% 51.68%

Sourca: Value Line
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Cal- | QUARTERLYREVENUESSSmll) | rui | Does the equity have any more gas American Water has been expanding its
endar |Mar3Y Jun.30 Sep.30 Dec.31) Year| left in its tank? Not according to our customer base via acquisitions of smaller
2013 | 8381 TM3 82 7123 ranking system, which only-pegs AWK to water districts for some time. Because
2014 | 6780 7548 8481 7314 be an average performer in the year many of the expenses of running a water
2015 | 6080 7620 8O0 7830 ahead. Traditionally purchased by risk- utility are redundant, large cost savings
2010 | 7430 22 0 825 | 30 | qverse investors willing to forego some can be achieved by merging smaller water
W17 ) TS6 80 9% 879 | UT5 capital appreciation in return for a high districts into existing operations. The com-~
Cal. EARNINGS PER SHARE A Full | yield, good dividend growth prospects, and pany usually has to buy dozens of water
andar [Mar31 Jun. 30 Sep. 30 Dee. 31| Year | well-defined earningt;. this group has authorities to gain a decent number of new
W3 B N 8 33 26| beneflted from a shift In sentiment by the customers, but the recent $190 million
0141 3 62 B 82| 239} inscitutional sector. The recent turmoil In purchase of part of the city of Scranton’s
W6 ] 44 88 9 581 284) the global markets and the extraordinary system could mean the trend Is changing.
18 | 48 73 101 80| 280 sccommodative policles by world central This would appear to be an ideal mo-
7| S0 .78 11 68| 385 papks have resulted tn historically low In- ment for a new equity offering. Of the
Cal- | QUARTERLYDVIDENDSPAD®a | ryp | rerest rates, which have seemingly made three large water companies, American
endar | Nar31 Jun.30 0 Decdt]| Year! water utilities attractive to these Inves- Water has the most leveraged balance
mz g 23 23 25 50 | 121| tors. Indeed, due to the recent surge in its shect and lowest Financial Strength.
203 2 A4 28 &84 price, the stock Is currently trading near Moreover, the company has increased out-
204 | 28 S 4t 31 121] the top end of ocur projected 2019-2021 standing shares by only 1.8% since year-
2015 1 31 MM M| 13| Target Price Range, and thus offers nega- end 200%.
a8 | # I tive returns to that time. True, there Isno James A. Fload July 15, 2016
{A} Diuted eamwngs. Excludes nenrecuring | 2014, Next samings report due eardy Augusl. | avalable. Two payments made in 4th quarter} Company’s Financlal Strangth B+
‘ossas: ‘08, $4 62; '09, §$2 83; ‘11, $0.07. Dis- | Quarterly eamings may not sum due o round- | of 2012, {C} In milfions, (D) Inciudes n-{ Stock's Price Stabliity 100
continued operabons ‘06, ($0.04); 11, $0.03, | ing. {B) Dividends pad in March, June, Sep- | tangibles. In 2015 $1.38 hillion, §7 74/shars. {-Prica Growth Persistence 85
12, ($0.10), '13,50.01). GAAP used as of | lamber, and Dscember. — Div. einvestmant | {E} Pro forma numbers fo~ 05 & 07, Earnlngs Predictability 85
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AQUA AMERICA NYSE-WTR PRICE 35.62 mo26.4(mm PERATIO 147 YD 21 g%gUNE%
;] 23, ) ; 8 2] 1841 18 15] 2811 282] 31.1] 35
TWMELNESS 2 maigiate | FiOn| 224] B8] 2130 78] 172] 184] 191 ma) 2] a2 1) e 075 ) 2050 3051
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B4833 83005 65054 L HEHHN By 1308 544
2000 | 20012002 ] 2003 | 2004 | 2005 | 2006 | 2007 ] 2008 | 2003 {2010 {2019 [2012 [2013 | 2014 | 2015 | 2016 [ 2017 | SVALUELNEPUB.LLC] 13-27
1871 218) 228} 23] 278] 308) 323) A i 3831 42 410 432 432 437] 481) 470 4.95 Hevepusspersh 85
L] ) T8 n 8 A7) 1010 190 194 128 142 1451 151 182 180 167) 210} 22§ |“CashFlow"persh 265
37 41 A3 A8 5t 57 58 57 5y a2 by A 871 146 120] 144 135| 143 Eamingspersh A 175
Al xul » | | 2 28| B ] | 4] | m| | | ] 74| .80DwdDecidpersh e | 108
4] a7 BT IETNAT] BT B ies TR (a0 T8 1731 18| 207 109|200 |CayiSpendingpersh | 210 |
8! 33| 48] 47| 47| 54| 55v| saS| e28) es0) say| 72| 7e0| 883 ) 07| S79) 1040) 11.10 BookVaiuepersh 17
T8 | TRZAT | 14w | TSA3T| TAAT | 16127\ 864 | 16675 | 0AZ1 | TT08T | 17248 | 17400 | V754 (17708 {77650 | 17854 | 1750 | 17E00 | Commen 9 © | 1000
TWIT B AK] RSB WA WY AT Al 1] A3 He| 227 AB] ZET soid nglres are | g AmTPERille 25
1481 121] 128] 140 133] 189 147T) 170 150 154 1M 134 139] 149 109] 149 velusiie Relghve P Rafte 140
3% 25% ) 28| 29 23% | 1a% | el 29 | 2me o am D aa% |l 2a% | 28k L2 ] o2sR 2e% | CTT™  agAaiDvdYwd | 27%
CAPIYAL STRUCTURE as of 3/31/16 §15| 0025] G0) 605| 7281 ; 7120 | 7578 | VRAS| TMO| 842 430] 275 {Revanues {mid) 1050
Total Debt $1801.2 mill, DueimEYraS401.5mil | 090! 950 979 1044 | 1240 ] 1448 ] 1531 | 2050 | 2139] 2018] 240 35
LTOabt$1744 1 il LTIntarest 7540 "3y "300% | 307% | 204% | 302X | 220% [ 300% 100% | 0% | 69% | €0% | 7% /tncome Tux Reie 00%
{50% of Cap) Sl bl | 2| amk| ko 40% [AFUDCKtoNetPro | S0%
Panuion Asssts-12/15 $238 & mil 51.6% | S54% | 54.1% | 556% | 588% | 527% | 52.7% | 489% | 485% | 503% | 500K | 50.5% Long-TemDebtRatic | 51.5% é-"—"‘
Oblig. $308 S mill. | 404% | 448% | 4S9% | M4% | 434% | 47.3% | 47.3% | 51.1% | 51.5% | 407% | 50.0% | 485% |Common EquityRatio | 485X
Pfd Stock None 10044 | 21314 | 23088 | 24055 | 27082 | 28488 | 29207 ; 30038 [ 32180 | M5 3700 4000 |Total Capiial (Semill) 5100
Camon Slock 1721652 shares 25080 | 77928 | 20074 | 3273 | 4983 | 30129 | 082 | 41073 | 4120 | 4msmg | B3| SO7S Nt Pk {3 .
o §4% 7 5% | 57% | 5E% | S0% | S9N T 86% | A0k | 72% | 80K 7541 75K RetemonTet Capl | 7.5%
MARKET CAP: $6.3 biltton {Large Cap) 0.0%] OT% | 3% | 0A4% | 108% | 10.6% | 11.0% | 134% | 120% | 14.7% | 120% | 130% ReumonShr.Eqully | 125%
100% | 97% 83% | 94% | 108% | 115% | 110% [134% | 120% | 117% | 120% | 120% |Retmon ComEquy | 125%
CURRENTPOSITION 2014 2015 3119 37% | 32% | 28% [ 27% | 37% | 48% | 43% | 87% | 81%) 47% | 60%| 40% [RetainedtoComEq 0%
Cash Aambis o az 39 3% | 67% ) 70% ) 2% 65% | 80% | A% GO% | 52% ) 60%| S5M | 55X [AliDivdeto NetProf 50%
eceivables 910 891 917 | BUSINESS: Aqua America, Inc. - the hoiding company for water  18%; indusinal & other, 13%. Officars and directors own less than
g“g’a"r"’w (AvgCst) ggg ;%# 33 #1d wastewater uliities that serve approximalely thres milic : resle 1% of ths common stock; Vangurad Group, 7.7%; Siackrack, Ing,
Current Assets ~IE5E W 7-2—27 dants In Pmnsylvapfa. Chiv, North Carcling, fifinols, Texas, New 7 3%; State Street Capdal, 5.5% (3118 Proxy). President & Chet
Accls Payabls 60‘0 5.5 a4 | Jersey. Florida, indiana, and five olher statss. Has 1617 empiny-  Execulive Officer Christopher Franidin. incorporaied. Pennsyiva-
Deft Due 700 523  57.1] ees Acqured AquaSourcs, 7/13, Norh Maine Utlifes, 7/15; and  ria. Address: 762 West Lancaster Avenus, Bryn Mawr, Pennsylva-
Cther 853 844 83.2 | cthers. Waltsr supply ravenues 2015, residential, 89%; commercsl, v 19010, Tel.: 810-525-1400. intemet: www aquaamesica com,
Current Liab, 253 1932 1743 Aqua America's bottom line should footing as long-term debt should account
ANNUALRATES Past  Past Estd'13“15{ recover nicely in 2018. For starters, the for only slightly aver 50% of total capi-
ddwepers) f0f  SYn 0182 | udlity has been granted modest rate hikes talization by late decade.
“Cash Flow" 80% 80% 60% | this year in several states, and other in- Shares of Aqua America have per-
Eamings 85% 130% 70% | creases are pending in New Jersey and formed well of late. Foreign and
Dividends .. 50% I3% 90%. | Virginia. Moreover, we.da not.anticipate a—domestic—economic and political un-
. . repeat of 2015 when the company had to certaintles have seemingly led to a large
Cal- | QUARTERLYREVERUES@mil) | rui | absorb unusual charges related to its non- change in market sentiment regarding the
endar Mar3| Jun30 Sepd) Decd| Year| regyiated businesses. All told, we expect water utility group (now ranked among
2013 {1800 1357 243 1888 | 7888 share earnings to rise 18% over last year's the top of all Industries in the Value Line
| 214 11827 1953 2105 1914 | 7188 depressed level. universe). As they are viewed as defensive
2015 11903 2058 %ﬂ ;97-1 8421 Another solid earninﬁs gain is proba- plaj{s because of their low Beta coefficlents
g}; ;?%3 ig m" 2103 o bly on tap for 2017. The combination of a and well-defined earnings streams. in-
steady growth in the customer base fueled creased investment in this relatively small
Cal EARNINGS PER SHARE A Full | mostly by acquisitions, and having rate Industry (the combined market cap of all
endar |Mar31 Jun3 Sep0 Dect| Year! relief in effect for the full year should re- nine members of this sector only totals
0137 28 0 B 247 18} cult in Aqua's share net increasing $0.10, about $28 billion) has resulted In WTR out
4 24 3 38 7 12 or 7.4%, to $1.45. pacing the S&P 500 Index by a wide mar-
g}g g % 3% 13} }3‘; The capital budget is manageable. %ms over the past three months.
wrl 3 w5 nl 1 Management estimates that approximate- QOur ranking system still favors this
: A ly $350 millien will be spent in 2016 to ex- equity. WTR is cxpected to outleg the
Cal- | GMARTERLYDVIDEMISPADS: | Ful | pand and modernize its current water. In- broader market averages In the year
endar (Nu3f Jun3p Dec3i| Yew {rastructure. Additional debt will be re- ahead. These shares are more sultable for
02 12 @ 42 M 84| quired to help fund the projected $1 billion momentum investors, however. Due to the
2013104 4 182 152 ; S in expenditures scheduled through 2018. recent rise in its price, the stock now has
214 | 152 182 165 165 | 83| [n any case, while the condition of the bal- below-average total return potential
28:5 }% -’f;g 478 A8 | 8] ance sheet may decline slightly, the com- through 2018-2021.
018 | . A pany should remain on a sound financlal James A. Flood July 15, 2016
{A} Diluted ags. Exdl. ronrec, gains: ‘00, 2¢, | repert due early Aug, {C} In millions, ad;usted for stock spiits. Com;anga Financlal Strength A
01, 2¢; '02, 4¢; '03, 3;: '12, 18¢ Excl, gain 1 (B) Dividends histoncally paid in eady March, Stock’s Price Stability : 10
from aisc. operations: 12, 7¢; 13, 9¢; "14, 11¢. | June, Sept & Bec. n Divd reinvestmant plan Price Growth Parsistence 74
May not : um due to rounding, Next eamings |+ lable {5% discount). Earnings Pradictabllity 85
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808] 843 a87| 818 859 &72) A0 483| 9907 1082 11.05) 1200} 1334 | 1223 1250 1220 1250 73.00 Reveoussparsh 14.70
1281 1404 132{ €261 42 1521 1381 1581 188 193 193¢ 207 2324 22| 247{ 2227 230 265 |"CmhFlow”parsh 1%
E. ] 4 8 8 T ) 87 I8 45 48 8§t S ey 1R 118 4| 1001 135 Esmingspersh A 1.00
s osel s sl s sl sl sl s s0| e 6| | #5| 671 490 .71DvdDecdpersh'- | .9
1A 20 ZR[ 28| T8[ 200 Z@| M| 24| Z88[ 267| 28] 30| 28| 2] 33| 25| 355 [Capl parth | 1%
645| a4s| 6s8f 72| 7A3| 90| 8O7| 925| 972[ 1043 | 1046 | 078} 11281 1254 | 1341 | 1341 | 1358{ 1428 |Book Veiuepersh© 1800

30| ] ]3| ey W] AT A | HA| AR | THET AR [ A8 | 4T | M| 4748 | 400 | 4800 |Common She Ouistg 0 | 5000 |
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120] 139] 108 28| 108 133] 458f 130] 199] 131 128 1 L4 193] 104] 128 Veudln RestivePEfatio 148
ASK| AA%] 45%] 42% ) 38%; 1% 29% ) 0% 1% | 1% ] 2% | 4% [ A5% a1 28K 29% Aoy Anar'l Div'd Yield 28%

CAPITAL STRUCTURE as of 331/16 BAT| T M03 ) 04 4804 5018 5600 S84 | SOTS| 583 | 400 G285 [Revenues (Smill) & 735

Total Debt S588.4 mill. Due In & Yrs $175.3 mill. B8] 2| WA 406 JT| 8t| 428 473! 587! 450| 480 450 INetProf (Sl 200

LTDebt$s578mil.  LTInterestS272mil. 1 Zy7e " 3ogy, [ 37.7% | 40.3% | 305% | 405% | 575% | 309% | 0% | 25.0% | 120% | 120% income Tax Fats 350%

WTAOICo) | omm | naw | mew | 7w | a2% | 76w | 80% | 43% | 27%| 42%| 50| So% ARDC%mNPromt | Sox

Penslon Assats-12/15 $328.8 mil. A435% | 420% | A10% | A7.1% | 524% | SLT% | AT8% (41.0% | 40.0% | MAN | 400% | 450% {Long-Term DebtRatio | 420%

Obitg. $501.9 m. S56% | SBO% | 5a4% | 520% | 475% | 403% | @2o% | A% 20w |

Pfd Stock None 6701 | 8749 | ©004 | 7R4.0 ) 4T | G315 ] 9082 | 10248 37
Common Sack 47574000 s oz L 24|01 G |1 | ML 50Dt 10
S8% | A% | 99% | O8% | B0% | 80% | 9O% | 79% 10.0%

8B BI% | 00%| ae% | 86% | BO% | 20% )| 79% | 10.0%

MARKET CAP: $1.7 billion {Mid Cap) 0% 18% ] 38% | 8% | 30% | 23% | 34% | 4% £0%

CURRENTPOSITION 2014 2018 30118 58% ] 7% | 61% | 60% i 60% | 71% | 2% | &% 2%

Cash Asasis 198 88 309 | BUSINESS: Californis Water Service Group providas raguialed and  quired Rio Grande Corp; West Hawall UtisSes (9/08), Ravenus

Cther 1345 1188 1176 ] nonreguisied watsr servics lo 477,500 customers in 85 com-  breakdown, {5 residentisl, 70%; businsss, 20%; mdustrisl, 5%;

Current Asssts 154.1 1278 1485 munites m the siats of Califomia. Accounts for ovar 94% of totel  public authorities, 4%; ciher 1%. 15 reporied depreciation rate.

Accts Paysble 594 664 854 customers, Also operalss in Washington, New Mexco, and Hewai,  4.0%. Has 1,155 employses, Prasidert, Chaiman, and CEQ. Pater

8&"‘;’0“5 ?g'g :?% ‘s‘gf Main service areas: San Francisco Bay ares, Sacramento Valley, C. Nelsan, Inc.: DE Address: 1720 North First St, San Joss, CA

Current Liab. “5977 TTABE {87 | Sahnas Valey, Sen Joaquin Vafley & paris of Los Angeles. Ac.  95112-4598. Tel.: 408-367-8200. Infemet: www.calwalergroup.com,

California Water Service GCroup enues (incurred expenses that CWT is

ANNUAL RATESPast  Past Estd’13'15 | shares have risen sharply in price waiting to be reimbursed for) has been a

dcmge(persh) ¥e  S¥m W2 | since our April review. Despite a rather boost. Looking Further out, positive in-

.'.‘g;;’l‘%ﬁw. ggz’ ggz’ g'gg’“ rough start to 2016, in which both the top progress rate activity along with an

Eamings 50% 40% 75% | and bottom lines fell short of our es- eventual end to unfavorable and costly

Dyvidends 1.5%, Z»D%M ;g& timates, the-stock—increased-more_than. drought.conditions.are_also. encouraging

Baok Value 55% SO - 25% in value. Not unlike other water utili- All told, we continue to look for low single-

Cal- | QUARTERLYREVENVES{SmM)® | rui | ty equities, CWT has been a stellar per- digit top-line growth this year and next.

sndar ) Mardt Jundd Sep.3) DeeM) Year} former over the past two quarters. Year to Capital spending ought to remain a

2013 (1114 1548 1844 1337 | 3849} date, the stock is up approximately 45% in staple in the company’s long-term

2014 11105 1584 1912 1374 | 59757 price, and trades at its all-time high of just growth plan. Indeed, CWT s well-

15 11220 1444 1835 1384 | 5833 over $35 a share. positioned to expand its footprint through

2018 11217 143 190 1403 | 60 | We are shaving a nickel from our full- acquisitions, as it boasts a relatively stable

2017 1130 155 195 145 | 6% | year 2016 earnings forecast. California -balance sheet with a manageable debt

Cul- EARNINGS PER SHARE A Full | Water reported an unexpected loss of level. Purchases aside, organic growth,

ender |Mar3] Jun3) Sép30 Déc3t| Year; $0.03 a share in the first quarter, weighed mainly through investment in its water

2007 01 2 68t 42 ] 102] down by several headwinds, namely high- tanks, aging infrastructure, and water

214 ) 41 38 70 24 119] or operating expenses. ongeing drought supply, is likely on tap.

20151 03 A 82 18] B4 costs, and interest charges. We do not Based on recent levels, investors with

218 4 a2 2 80 W) 10 foresee an immediate reversal in these a longer-term holding period would

) 95 .35 65 30 | 138 trengs, though our outlook for 2017 is do well to remain on the sidelines. The

Cal- | QUARTERLYOVDENDSPAIS: ) Fult | more optimistic. Lastly, the company has stock’s sustained ascent now renders capi-

endar | Mardt Jun30 Deed| Yaar! projected a greater tax rate going forward, tal appreciation potential subpar three to

2012 | 4575 15715 3575 15757 83} further supporting our reduced call for flve years out. Conversely, accounts with a

031 .18 M6 46 8 84| $1.00 share net this year. short-term horizon could do well riding

2014 1 1625 1625 9685 16257 A5) On a bri;?hter note, revenues appear CWT's price momentum higher (Timell-

15 | 4675 1875 1678 1§75| @) to be holding up nicely. Specifically, ness: ).

| 75 1725 greater collections of accrued unbilled rev-  Nicholas P Patrikis July 15, 2016

{A) Basic EPS, Excl, nonrecurting gain (loss} | May, Aug., and Nov. 7 Div'd reinvestment plan | {D) In uflions, adjusted for spiits, Corgaan 's Financlal Strength B+

00, {4¢}; 01, 2¢,'02, 4¢, "1, 4¢. Next cam- | avaiisbie. cludas non-reg. ray. Stock's Prica Stability 95

ings report due late August. {C} Ind intangible assels. In "15:$7 5 mil,, Price Growth Parsistonce 40

{B8) Dividends historically paid in late Fab., SO 186/sh, Earnings Pradictabifity
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CAPITAL STRUCTURE as of 2I31/16 489 N0 B13] 4| 584 B34 28] 95 940 980 101 108 |Revenues ($mif) 160
Total Debt$1740mel. DusinSYm$193mil. | 67| 881 94 | 102] 98] 99) 138 831 23| 27! 240) 255 NatProft 20
LTDabt $171.0mil. LT Interest $7 0 mil AT AN | 7% | T05% [ B2% | A% [ 0% [280% | T4A% T A2 | 7.5% | 100% |incomme Tex Rt 7%
f ) ol ] ] ] ] 20% ] 24%] 22% ) 25%| 25% AFUDCHtoNutProm | 20% |
Leases, Uncapitalized: Amussl rerisia 3 mil. | 44A% | AT0% | 89% | 500% | 405% | S32% | 400% [89% | 467% | 2% | 420% | 425% |LongTamDebt Rello | 47.5%
Pension Assets-12/15 $56.6 mill E5.1% | 518% | 527% [ 40.1% | 502% | 485% | 50.8% | 52.9%
Ohiig, $75 8 mill. a3 R ] 185|203 258 | 42| M8 | s
Pfd Stock S0.8mill  Pfd Divd NMF 2453; 2&34“,3 35&;: 3&2 ?:: 3?',: ::: ‘52':
Commaon Stock 11,218,582 shs, GO%{ 87%| DO% | B3% [ 26% | 3% | 73% | 0.2%
Ton| ATN) 9% | BA% | 87% | A3% | 7% | 0%
MARKET CAP: $626 million {(8mall Cap) NF] 1A% 1% 23% G 15% 7 14% | 28% | 3%
CURRENTPOSITION 2014 2015 3%1/16 | 105% ) 82% | 78% ) 78% | 1% | 83% | &% | 5%
Cash Assals 2.5 N 1.5 | BUSINESS: Connetficul Water Service, Inc. is a non-opersting  January, 2012, Blddeford and Saco Waler, Dacember, 2012, In-
Accounts Receivable - 120 110 9.7 1 holding company, whose ncome is derived fom =amings of its corporited:  Connecticul.  Has 266 enployses  Chair-
Other 27 .-...1—"1% -ﬁ% wholly-owned subsidary companies (requlaled water utiites). in  man/Prasident/Chief Exacutive Officer; Eric W Thombung. Officers
Gurrent Asseta 362 278 2931 2015 gy of nat income was deved from these activities, Pro-  and drectors awn 2.6% of the common stock; BleckRock, Inc.
focts Payable 199 18 B3| vides water sarvices to 400,000 paopls in 77 municipalites txough- 7 0%; (4/16 proxy). Address: 83 West Main Stest, Clinton CT
Other 92 222 34.9} out Connecticut and Mains, Acquirsd The Maine Watsr C 06413. Telsphone: (860) 663-8538. Intamet: www.ctwatsr com,
Current Liab. 268 %8 43| Shares of Connecticut Water Service improvements fo Its existing Infrastruc-
ANNUALRATES Past  Past Estd'13’15] continue to boil higher. The stock price ture, and projects a total of $150 million
ofchings (parsh) 10¥m.  5Ym. WWH | has risen more than 25% since our April may be spent over the pull to 2018. What's.
Roverues o 40% 45%  80% | review. Year to date, CTWS shares are up more, CTWS will probably expand its foot-
Eamings 40% 90% 40% | approximately 45%, which far outpaces print through purchases of smaller water
Dividends 0% 0% . 5'0;2. the now negative.tgerfonnanc&of the.S&P.-service providers.as it has-done-so fre—
Back Velus 5% 95% 30X | 500 Index. Too, the stock etched an all- quently in the past. On balance, we lock
Cal. | OQUARTERLYREVEKUEB(SmEl) | Fun | time high over the March interim, break- for an expanding customer base to drive
endar |Mar31 Jun.30 Sep. 30 Dec. 3| Yer| ing through the $56-a-share level. top- and bottom-line growth over the com-
2013 1187 28 218 218 | 913 First-quarter financials were decent. ing three to five years,
2014 | 03 254 27718 207 | B8 The company reported moderate annual The company raised its quarterly pay-
2015 | 200 268 284 210 | %9 revenue Frowth of 8% during the period, out, to $0.2825. This Is encouragin ?r?)m
018 | 28 775 300 218 { 101 | helped along by surcharges and-general a dividend growth standpoint, as S is
017 | 230 EAR!;':; m:g-‘:m Am | rate agtlsvit éspecllﬂcally in %alne. Earn- fucus&i on ']x:;:tuming valuofdjo sharehold-
Cal- CFull | Ings of $0.28 a share were [lat year over ers. {Note: The current yield is_now below
sndar {Nar31 Jun.30 5ep.30 MG Yarr| year, as a one-time tax item yoffset a average). v
2013} 24 3B 8 7| 188} noticeable improvement in operating and Connecticut Water shares are favor-
204 21 & 78 2| 192{ maintenance expenses. Nonetheless, the ably ranked for relative year-ahead
s | 22 71 28 2| 2M} strong operating showing lends support to  price performance (Timeliness, 2).
0161 B .72 85 25| 200 gyr calls for full-year bottom-line expan- That said, we think this may be an op-
o7 | 38 __ 48 8| LW on in 2016 and 2017, even more so as tax portune time to take some profits off the
Cal- | QUARTERLYDVIDENDSPAD®s | rull | rates should return to normal levels in the table. Due to the stock’s steady climb In
endyr {Mard) Jundd Uecd) Yerr| near term. rice, CTWS Is currently trading at the
2012 | 238 218 2425 26| %63 We still think larger capital invest- high point of our 3- to §-year Target Price
;gi %:722 ..%:%g .ig_”lg igg 1:3? ments anc; srlnaller bult—gn acquisi- Range. Moreover, from a price-to earnin
tions are likely on tap through late perspective, the shares appear rich
015 | 280 2515 2075 2875 105| decade. For this year, r?xanagem%nt has valued compared to mstorlcalpr%tios. Y
M8 | 25 265 earmarked approximately $66 million for Nijcholas P Patrikis July 15, 2016
A} Difted gamings. Naxt eamings report due | vesimant plan available. Company's Financial Stref B+
!(atLAugust. v nas fepe (C}ln miﬂg:s, adjusted for spht. Siocl‘:’s grtcnstabillty et %0
{8} Dividends historically paid In mid-March, { {D} Includas intengbles. In 2015 $304 mi- Price Growtls Persistsnce 50
June, September, and Gecember. 7 Divd rein- | orv$2.72 a shars, Earmings Pradictability 85
26 Vaiua Line, Inn A1 nhis rossved Foclal moteridl . obNoied from sourcs. balieved (0 oe reliable and oo provded witout woamanue. of knd
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MIDDLESEX WATER noausex [ 43.42 i 34,5 (ke 5 et 1,750 1.8% i o
. : 9 al 18 198] 225 7] 28 .
meuness Trssns | 1T 9] 3] 85| B0 N8| 47| jes] s e Bi| B2 % Target Price Range
SAFETYY 2 nwtozy | LEGENDS
3 T dana oy e e - o
TECHMCAL lowed TG | e e Stengih : _— 48
JBE 0 (00 -Mane) or3 sp 11 : ] EXT: el TS i)
o Ves ; 7 T A TN N S s »
1] Total |y S L =" s LN I D e 24

Hoh ng‘ S k.ﬂ.a%m ﬁiﬁ%ﬁ B - g "‘.l' T ITTTTR YO L LLMIMAM 20

I+ {40% 10% WL T i m!. _Llﬂiul' !‘ 16

insider Decisions B L S Bewss vy e 12

SONDJIFMAN AR I il ot U { 5
B 088088184 e S K
nttona Becior- HM | 1 KO RER
1m 1 aas 3 e
ey o e g R ST o T
6814 gsed  smpa) 0 4 : T Tlsy qe3 644
2000 { 2001 § 2002 { 2003 [ 2004 { 2005 | 2008 | 2007 | 2008 | 2009 | 2010 {2011 [2012 ;2013 {2014 {2015 | 2016 | 2017 | ©VALUELINE PUB.L1C|19.21
539 587| 538) 4812 825 844 618 850 679 675 660 650 658) V19| 72| 77| 208| 405 Revenuespersh 940
997 1487 1201 1981 1287 133 133 148) 153) 140 155 (48] 158 1M 18| 197 215 2130 |"CashFlow”persh 255
51 58 J3 St e Ni | B2 k4 k. J2| 98 M M 103 113] 12) 138] 145 [Easingspersh* 1.50
#| e2| @) 5| o) e7) e8!l 6| 0| p! g2| 73| M| 35| 78] 78] 81| 84 DwdDechdpersh®s | .81
CTVETTVETRY T IS 2 s I | 22 T TR 15| 13| 1A T TR 475|190 | CaplSpending persh | 203
898 741] 73] 70| | Azs| 0%2| 1005] 1043} 103 1.03] 1127 148 1182 ] 224 12| 1200] £135 | BookVaiue persh 1560

“TOAT] 047 1036( f048] TI8| TiEA| 1A47| T | TaA0| 1A | A5 | fa70| A2 [ B8 | fA12| 1823 | 76.25| M |ConmonSheOutatg® | 1700

TTRT]AR] T HEE]H | WA A CZET A% B[ WO VA] T[T AB| BT 85| 1T aeid rplem s | ﬁiim"ﬁﬁ"m!* 0 ]
147 1287 128% 17 139 148] 123) 45) 1981 140) 143] 138 132} 11 k) 87 Vveueiie | Relefive PIE Ratio 130
A2%| 3] am%] A% | 4% 35%| ame | AT Ao% | 7% | 4% 40% | 0% | ame | Ak 3| <P Avg Ann’} Div'd Yield 3.0%

CAFITAL STRUCTURE as of 3/31/16 8 Mt 010 B2 1027 1021 1904 ) 1148 1979| 1260 137 433 |Revenues (Smi) 180

TotalDabt $138.2 mil. Duein& Yre$308mit | q00| 1181 L 1221 1001 M3| ©34{ 14| 88| 84 W0 25| M0 NetProit i

7 Dabt 1315 il .,‘;{‘f":;""’s-sm"" % | 6% [ 3% | AN [T (RN | 3% | B0 [ 3N | 0% | Eox |bcone To ke 0%

(Toll merest e, ko Cap) ol o o] o esh) A% 3% 1o% | 1) 10%) 20%] 20% ARECHtoNetPm | 25%

A5 A00% T 58% | 408 [433% [N T A15% 404N [ HOR% T WAN | J09K | MK LongTerm DebtRatio | 385% Q“'""

Pansion Assets-12/16 352.9 mil 475% | 408% | STO% | S21% | S58% | 50.% | 574% | SATX | A% | S06% ) #1.5% | 805X \ComwonEquityRatic | 81.5%

) Oblig, §72.5 mill. 2840 2808 294 W79 35| 3257 3165 214 | 3358| US4 350{ 160 {Total Capital (Senil} a0

PAd Stock $2.4 mill. Prd Div'd: 3.1 mil. 373 | 230] 383| e8] 4058 ) 422 | 4352 | M85 | 4854 4n19) 95| 57 |NetPantife) 588

sim| sow| sowl sow | 57% | sow i sa% | 5% | e3n| se%i 7ox| 7O% MetwnonTotaiCen | 08% |

Gommon Stock 18.240.000 s TN ROR | A% | TO% | AI% | TSN | 78% | 7% | 8% | 0% | 105X | TLO% [Retwm on Sh. Eqly | ASN

| re% ) aT%) BO%) TO% | 82% ) TS% | 78% | AT | 3% | 98% | 12.5% | 110% [Retumon Com | o5%
13% ] 18% | 20% ) A% | 21% ] 1.0% ) 14% ] 24% | 1% 35% | 45% ] 40X RezinedtoComEq 4.0%

MARKET CAP: §700 mililan (Smail C1p) M%] T%) % | G 5% BTN | BN 7| S1K| &%) H%] 5K ANDidstoNetPmf | 9%

CURRENTPOSITION 2014 2018 3318 BUSINESS: Middiessx Water Company engages in the ownarship 2015, the Middiesex Systam sccounted for 53% of opesating reve.

Cash Asseis 2.7 35 36 | and cperation of requiated water ubity systems in New Jersey, Del-  nues. At 12/31/15, the company had 293 smployess, Incorporated:

Gher 202 2069 210} awars, and Pennsylvania, It also operates waler and wastewater NJ. President, CEQ, and Chainman. Dennis W, Dol Officers &

Current Assels 229 244 2451 sustems under contract on behalf of muricipal and prvate ciants in  directors own 3.5% of the common stock; BlackRock Institutional
gcgfgfvabia zﬁg g»; g; NJ and DE. }is Middizsex System provides water services to 60,000 Trust Co., 64% (418 proxy) Add.: 1500 Ronson Road, lselin, NJ

gﬁm e 1286 131 13| relal customers, primanly . Middissex Counly, New Jersey. In 08330 Tel: 732-534-1500. btamet: www middiesexwaler.com.

Currant {jab. 438 283 305! Middlesex Water Company reported of water mains, service lines, valves,
ANNUALRATES Past  Past Estd’13'15| better-than-expected financial results meters, and hydrants over the coming six
ofchuge (parsh) 0¥ Y.  0'%H | to begin the year. Indecd, the recently months. This ought to bolster Middlesex's

Rovanues 13% 20% #0% | approved rate increase by the New Jersey water distribution system by providing

Eamings 0% 55% so% | Board of Public Utilitles, alongside higher greater carrying capacity. Customer cost

Dividends,, . 15%  15%. J0%. | water.demand drove .strong top- and..savings are expected _to he_an.additional.

Hook Value A5% 30% 40% | portom.line growth in the first quarter. benefit of the project, thanks to improved

Cal- | QUARTERLY REVENUES (§ mit) puil | Year over year, March interim share net efficiency. Going forward, we think capital

endar 1 Mar3t Jun. 30 Sep.30 Dec.3| Yer| expanded 32%, to $0.29. Meanwhile, reve- spending, mainly on its existing infra-

23 | 270 A1 33 274 | 1148 nues Increased 6% over the same period, structure, will continue to rise.

2014 1 2711 282 27 A 117.3 to $30.6 million. On balance, we are lifting Income-seeking accounts with a long-

2015 | 288 3.7 U7 308 | 180 our 2016 revenue and earnings estimates term bent may want to wait for a

2018 ) 308 325 385 324§ 131 | to $131 million and $1.38 a share, respec- more attractive entry point. At present,

017 | 310 330 30 3O | 133} tively. the equity leaves much to be desired from

Cak EARNINGS PER SHARE A rui | Middlesex shares still have some wind a capltal” appreciation perspective, as the

endar (Mar31 Jun.30 Sep.30 Dec. 3| Year| at their back. The stock is up more than stock currently trades above our 3- to 5-

0137 A 2 38 .49 ] 103} 30% in value since our April review and year Target Price Range. That said, our

20041 20 29 42 221 1431 60% year to date, handily outperforming sanguine outlook on water demand, Infra-

205 ) 2 3 4 28| 12| the broader market averages. We think structure upgrades, and expanding cus-

W81 2 3 M R 13 the ng("ice momentum Is apt to persist, as tomer base (largely iInto Delaware),

w7 2 M A8 33| 145] MSEX boasts our Highest (1) rank for highlights MSEXs potentlal out to late

Cal- | QUARTERLY DIDEXDS PAID F full } Timeliness. What's more, the abovemen- decade. Lastly, the company’s ability to
andar |Mar3t Jun30 Sep.d0 Decdi| Year| tioned strength in profitability and reve- consistently raise its annual dividend pay-

2012 | 188 185 185 .1875] .74} nue growth supports our viewpoint. out (43 consecutive years) should ﬁeﬂ)

2013 | 1875 145 1875 19 751 A major infrastructure project is set malntain its historically above-average

204 )19 48 19 19| 78| to commence in Edison and South yleld. Note that the current yield {(1.8%) Is

2015 | 1926 1825 925 19878 78| Amboy, New Jersey. A total of $12 mil- below average, however.

2018 | 19875 .19875 - lion has been tagged to replace eight miles Nicholas P, Patrikis July 15, 2016
{A) Diuted eamings. May not sum due to | May, Aug , and November.m Div'd reinvesiment Campany's Financisl Strength B+
rounding. Next mamings report due early Au- | plan available, Stock's Price Stabliity
gust {C} In miflicns, adjusted for spkt. Price Gowth Persistence 45
{B} Dividends historically paid in mid-Feb,, Eamniags Predictability 85
T 2016 Vawa tme, In. Ak gis reseved. Foclual hatenal o oblaned fom Seuces beeved o be Cabls and L, (vowded wihoul wamanies of any Nnd R R NN P -
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ANNUAL RATES  Past
of {porsh) 10V,

change S¥m. o0
Revenues .0 4.5% 40%
“Cash Flow" 65% 10.0% 1.0%
Eamings 8.5 15 0% 158%
Dividends .. . 40% ...25%  55%..
Book Value 60% 50% 40%

Cal- | QUARTERLYREVENUES(mL) | Fun
endar 1Nar31 Jun. 30 Sep.30 Dec. 3} Year
M3 501 A2 852 674 | 289
2014 | 546 704 1264 €83 | 3197
0151 621 724 80 676 | 3081
2M8 | 811 750 M9 %00 | W5
2017 1 880 770 906 820§ 315

Cal EARNINGS PER SHARE / _Full
endar | Nar31 Jun. 38 Sep. 30 Dec. 3| Yesr
2013 i 31 M 24 142
2014 04 188 2B 254
2018 23 38 A8 80 ] 185
2018 18 A0 80 5 178
2017 L5 A5 65 80 195

Cal- | QUARTERLY DIVIDENDS PAID 6« Full
endar {Mar3{ Jun30 Sep.30 Decdi| Year
W2 ATIS ATIS AT ATB
2013 | 1825 1828 1825 1825 73
2014 | 1875 1875 @5 @5 5
2015 | 1950 .1550 1950 .1950] .78
2018 | 2025 208

SJW Corp.’s stock price noticeably
lagged the average gain of its peers in
- the water utlli% Industry over the
March interim. SJW shares rose a mod-
est 5% over the past three months, while
other particlpants,~on average, Increased
in price In the realm of 25%-30%. A main
contributor to the relatively weak perform-
ance may have been the companys un-
derwhelming first-quarter showing. Bur-
dened by elevated operating expenses, spe-
ciflcally administrative and salary costs,
as well as repairs, SJW de!ivere(‘i-y net in-
come of $0.16 a share, a $0.07 decline,
year gver year, Moreoyer, revenues sl?ﬁped
marginally, on an annual basis, to $61.1
million, largely due to lower customer
usage. e water conservation
memorandum, which is a favorable form of
revenue recognition noted in our previous
report, only partially offset the decline. All
things considered, we are trimming $5
million and $0.05 from our 2016 top- and
bottom-line estimates, to $305 millicn and
$1.75 a share, respectivel{;

Capital spending is likely to remain
elevated over the foreseeable future.

Accompanying the recent decision by the
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SJW CORP. nvsE.sow iz 99,07 B 22.3 (et it )eeems 1,240 2.1%
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9038 po84 9258 “ w881 544
2000 | 20017 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 12012 12013 12014 | 2015 | 2018 [ 2017 | ©VALUE LINE PR, LLC[19-21
B74] 7A45] 7871 B820) Of4) 088 035 11.25] 1212 1168 1162} 1285 .01 1373 | 1578 1497 1430} 7500 ;Revenuespersh 1350
123 1491 155] 175( 89| 220) 238] 230] 244} 22| 238 280 297 Z90) 442 3B8| 280{ 400 "CashFlow" persh %
58 ar 18 8 Br{ 142) 48] 104} 108 k] M| 141 118 142} 254 185] 75| 1.95 EamingspershA 200
Ml @l @ m.| s ml s s es| e8| e8| el 1) ;) | el a2 35iDivdDeddpersh®s | 105
T80 M) IOR 34T ISV Z8H| I SEZ| AW 3 7| GBS| 1951 SOT| 4B | SM| S| &3 Cap'T Spending per sh 500
790 m17] a0l e} w0e1) 1072] t240] 1230] 1309 1386) 175 | 1420 171 1592 | 1775 | 1A%3) 1400 1075 |BookValwepersh | 2240 |
I Ry WA | | ah | WA W] ] 15 | EET a8 | e | 07T AX | A | X8 H00 | SommonShs ]
BITE AT TRAT BTN AR A HIT AT B HIT RAT AT LT T8 | Boid figjees ere Avg An'i PIE Ratia a0
215 ) M 88| 104 105| 127] 177) 158) 1@ 185) 133 130 137 58 M V':’“'; Relative PE Ratio 140
29% ] 30%{ 34%| 35% 0 0% | 24%) 20% ) LM% 23% 1 28% ! 28% | 28% [U0% | 27 | 2e% | 25| e Avg Ann'l Div'd Yield 23%
CAPITAL STRUCTURE as of 3/34/18 18821 2068 | 2203 2189 | 2458 2390 | 2845 | 2788 | 3107 3051 305| 315 {Revenuss {$mill) 45
Total Dabt $420.1 mil. Duein & Yrs $21.2 mill 22| 193] 2| 1521 58] 09| 23] A5; 58] 9| 80i 41.0 |NetProft (bmil) . 440 |
LTDabt 53658 mil. LT Intarest ?mg“t'.;a o | OB A% | 5% T A0AN | AR A% T K | RER | RI% | 0% | TEK Hecome Tax Rabs 0%
PPl o) 2l oaml 0% | | | | | 208] 10M| 15| 1% [ARUDCXtoNetProft | 1.9% |
Laasss, Uncapitalizad; Annusi rantals $6.6 mill. 0% | 47.7% | 48.0% | 404% | 537% | 50.0% | 5O.0% [ S1.1% | S5LE% | 404% | 4.0% | 505% jlong-TemDebtRalfo | 50.5%
| 502% | 52.3% | 540% | 508% | 48.3% | 434% [450% | 480% | 484%
Pansion Assets-12/15 $105.0 mifl. 3187 4532 4100 4008 | 5507 | 8079 | 6102 | 6582 | 7445
PId Stock N Obilg. $164.3 mil. S4(7) 6455) 6842 | 7185) 7855 | 7582 | A318 | BA7 | 9830
ook ane, 0% ST% | SA% | 44% ! 43% | 4g% | 50% | so% | ad%
Common Stock 20,425,794 shs. Ay 82% ] 80% | BO% | 83% | 79% | 8% | 73% | 144%
O | e2% | Bom | BO% | 82% | TON | A1% | 73% | U4
MARKEY CAP: §800 miltion {Smail Cap} B2% 1 35% 7 3% 1% 1% 1% 23% | 28% | 0%
CURRENTPOSITION 2014 2015 3118 | 48% | 57% | &% | 20% | 80% | 61% | So% | 6% | 2% 44% [AlIDNds o Net Prof
Cash Assels 24 §2 8.7 1 BUSINESS: SJW Corporation engages in the producion, pur-  offers nonregilated waterrolated services and owns and operates
Accts Recaivable 150 184 13.8| chass, storage, punficabon, distrib and retail sals of waler. it cammercial reat estate invesiments. Has about 399 employess, Of-
Other _sor 518 .J_gz’. provides waler ssrvics to spproximately 229,000 cannections with 8 ficavs and directors {indluding Nancy O, Moss) own 28.3% of out-
Gurren pasats B 123 9] totel poputaton of rougriy one millon peopl in the San Jose area  standing shares, Craimman: Charles J. Toeniskaetter. Incorporated:
Debt Du‘g" 138 38,9 543 and 12,000 connactions that reaches about 36,000 residents in the  Calformia, Address: 110 West Taylor Street, San Joss, CA 35110,
Gther 339 253 24.4 | region batwesn San Antonio and Austin, Texas, The company aso  Teiephons: (408) 278-7800. Intemet: www. spwater.com.
Current Liah. 4“7 798 78 California Public Utllitles Cormnmission to

authorize a rate increase, a capital im-
provement program of more than $300
million has been granted to SJW. This will
allow the company to upgrade its water
systems Infrastructure thereby improving
customer water distribution and opera-
tional efficiency.

The dividend yield should hold steady
over the coming 3 to 5 years. At the
recent quotation, the stock ylelds 2.1%,
fractionally lower than The Value Line In-
vestment Survey median. Nevertheless,
SJW has an tmpeccable track record of
payout hlkes, and its solid free cash flow
generation leads us to expect consistent
dividend increases In the years to come,
thus keeping the yield about average.

SJW stock has been lowered one
notch for Timeliness, to 3 (Average),
and is now pegged to move in line
with the year-ahead broader market.
QOur ranking systemn suggests that recent
price momenturn may be cooling. Too, cap-
ital appreciation three to five years out is
below average. Thus, we recommend in-
vestors turn the page, for now.

}A) Odided eamings. Excludas nonrecusving | August. Quasterly samings may not add due to | vestment
vsses | ‘03, §1 57, 04, $3.78, '05 §109, 06, | rounding.

availatie
{C) in mlions, adjusted for

$16 36, 'C8, $1 22, 10, $0.45 GAAP account- § (B) Dividends historically paid in 1 ary March,
ing as of 2013. Next eamings report dus late } Juns, Septamber, and Dacember. + Div'd rein-
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ES-6

Five Year Growth Estimate Forecast for Eight Company Barometer Group

Company. Symbol
American States Water Co AWR
American Water Works AWK
Aqua America WTR

California Water Service Group CWT
Connecticut Water Service CTwWS

Middlesex Water MSEX.
SJW Corp. SJwW
York Water YORW
Source:
Internet

July 18, 2016

= o
e & o
i s £
3 ” 2 d >
X = =3 fand
T 8 S G 0
> N = > <€
Source
3.85% 3.80% NA 6.00% 4.55%
727% 7.20% 6.50% 8.00% 7.24%
8.05% 6.30% N/A  7.00% 6.45%
9.05% 9.10% N/A  7.50% 8.55%
6.00% 6.00% N/A  4.00% 5.33%
2.70% N/A N/A  5.00% 3.85%
14.00% N/A NA  1.50% 7.75%
4.90% N/A N/A 8.00% 5.45%
6.15%
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Expected Market Cost Rate of Equity
Using Data for the Barometer Group of Eight Water Companies

ES-7

5 Year Forecasted Growth Rates

Time Periad
(1) 52 Week Average
Ending:  July 18, 2016

(2) Spot Price
Ending:  July 18, 2016

{3) Average:

Sources: Value Line July 15, 2016
Barrons  July 18, 2018

6.15%

Adjusted Expected
Dividend Growth Rate of
Yield(1) Rate Retumn
(1) (2) (3=1+2)
2.51% 6.15% 8.66%
2.16% 6.15% 8.30%
2.34% 8.48%
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Company

American States Water Co
American Water Works

Aqua America

California Water Service Group
Connecticut Water Service
Middlesex Water

SJW Carp.

York Water

Average beta for CAPM

Source:
Value'Line

ES-8

Beta

0.70

0.70

0.70

0.75

0.60

0.70

0.70

.70

0.69
]
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Attachment ES -8
Page 1 of 2

Forecasted Risk Free Rate
Treasury note 10-yr Note Yield

2Q 2016 1.84
3Q 2016 1.80
4Q 2016 2.00
1Q 2017 2.20
2Q 2017 2.30
3Q 2017 2.50
4Q 2017 2.70
2018-2022 3.80
Average 2.39
Source:
Biue Chip
June 1, 2016
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Attachment £S-9

Page 2 of 2
Historic Risk Free Rate Yield
61 years 5.94
40 years 6.58
20 years 415
10 years 3.1
5 years 2.32
Average 4.42

Source:
Federal Reserve Board H.15 Release
https:/iwww.federalreserve.gov/releases/h15/data.htm .-
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Pagelof 2

Required Rate of Return on Market as a Whole Forecasted

Expected
Dividend Growth Market
Yield + Rate = Return
Value Line Estimate 2.30% 9.73% (a) 12.03%
S&P 500 2.22% (b) 8.80% 11.02%
Average Expected Market Return = 11.53%

(a) ((1+0.45)*.25) -1) Value Line forecast for the 3 to 5 year index appreciation is 45%
(b) S&P 500 muitiplied by half the growth rate
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Page 2 of 2

Required Rate of Return on Market as a Whole Historic

5 yr S&P Composite Index Historical Retum

10 yr S&P Composite Index Historical Retumn
20 yr S&P Composite Index Historical Return
40 yr S&P Composite Index Historical Return
85 yr S&P Composite Index Historical Return

Average Expected Market Return =

Expected
Market
Return

12.57%
7.30%
8.19%

11.34%

/
10.02%
9.88%
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ES-11

Sources:

Page 10of 2
CAPM with forecasted return
Re Required return on individual equity security
Rf Risk-free rate
Rm Regquired return on the market as a whole
Be Beta on individual equity security
Re = Rf+Be(Rm-Rf)
Rf = 2.3925
Rm = 11.5290
Be = 0.6938
Re = 8.73

Value Line July 15, 2016
Blue Chip March 1, 2016
ES-10, Page 1 of 2
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Page 2 of 2
CAPM with historical return
Re Required return on individual equity security
Rf Risk-free rate
Rm Required return on the market as a whole
Be Beta on individual equity security
Re = Rf+Be{(Rm-Rf)
Rf = 4.4384
Rm = 9.8842
Be = 0.6938
Re = 8.22

Sources: Value Line July 15, 2016
Biue Chip March 1, 2016
ES-10, Page 2 of 2
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Attachment ES-12

— Page 10f 2

PUC DOCKET NO. 45570
SOAH DOCKET NO. 473-16-2873. WS

MONARCH'S RESPONSES TO STAFF'S THIRD REQUESTS FOR INFORMATION

STAFF RFI 3-12;

RESPONSE:

Prepared by:
Sponsored by:

Reference Schednle PRM-13. Provide this schedule using the most
recent, up-to-date Value Line information.

Pleasc ses Attachment Staff 3-12.

Paul R. Moul
Paul R. Moul

5
18
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Company

Altria Group Inc

Capitol Federal Financial ing

Forrester Research Inc
Hershey Company
Merciury General Corp

Northwes! Bancshares Inc

Verisk Analylics Inc

Mean
Median

Attachment ES-12

Page 2 of 2
- i
Altachment
Staff 3-12
s
Fiva ~Year Average Historical Eamed Refurns
for Years 2011-2016 and
Prolected 3-5 Year Returns
Projected
2011 2012 _ 2013 2014 2015 Averags _2019-21
921% NMF NMF NMF NMF 92.1% NMF
3.3% 41% 4.2% 82% 5.5% 4.5% 6.0%
10.1% 8.6% 9.7% 132% 15.8% 11.5% 16.0%
76.4% 714% 52.6% 81.6% 71.0% 86.6% 42.0%
8.2% 6.3% 8.6% 8.7% 7.1% 7.0% 12.0%
56% 5.6% §8% 5.8% 5.2% 5.6% 8.0%
NMF NMF NMF 35.5% 35.5% 17.5%
31.8% 16.8%
TI5% 14.0%
11.5% 13.4%

Averzgs (excluding values <8% and >20%)
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Attachment ES-13

o PR
“tiagee-otrie

_ PUCDOCKET NO. 45570
SOAH DOCKET NO. 473-16-2873.WS

MONARCH’S RESPONSES TO STAFF’S THIRD REQUESTS FOR INFORMATION

STAFF RFI13-15: Recference the Direct Testimony of Paul R, Moul, page 50, lines 1-11.
Provide the following:

1. The reasoning for using 20% as the cut off for a high refurn;

h, The reasoning for using 8% as the cut off for a low return; and

.8 Any documenis in Monarch’s or Mr. Moul's possession
showing the average state commission-granted returm on
common equity during any of the last § years for any utility
and specify the commission and the industry.

RESPONSE: a It is Mr. Moul’s opinion that retumns above 20% would constitute
those associated with highly profitable enterprises or speculative
ventures.

b. The reason that 8% was used to sct the low end of the range of
returns in the Comparable Earnings approach was to add symmetry
to the range.

c Please see Attachment Staff 3-15.

Prepared by: Peul R. Monl
S_ponsored by: Paul R. Moul

8
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Attachment ES-13
Page 2 of 10

Regulatory Research Associates

ReGULATORY FOCUS

January 14, 2016

MAJOR RATE CASE DECISIONS—CALENDAR 2015

The average return on equity {ROE) authorized glegtsic utilities was 9.85% In 201S, compared to 9.91% in
2014. There were 30 electric ROE determinations in 2015, versus 38 in 2014, We note that the data includes
several surcharge/rider generation tases In Virginia that incorporata plant-specific ROE premiurmns. Virginia statutes
authorize the State Corporation Commission to approve ROE premiums of up 1o 200 basis points for certain
generation projects (see the Virama Commigsion Profile). Excluding these Virginia surcharge/rider generation
cases from the data, the average authorized electnc ROE was 9.58% in 2015 compared to 9.76% in 2014. The
average ROE authorized gas utilies was 9.6% in 2015 compared to 9.78% in 2014, There were 15 gas casss that
included an ROE determination in 2018, versus 26 in 2014, The 2014 averages do not include a Feb. 20, 2014 New
Yorik Public Service Commission steam rate dedsion for Consolidated Edison Co. of New York that adopted a 9.3%
ROE, \

Graph 1: Average Autharited ROEs - Elactric and Gas Rate Decisions
n
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As shown In Graph 2 below, after reaching a low in the early-2000s, the number of rate case decisions for
energy companies has generally increased over the last several years, peaking in 2010 at more than 125 cases.

Graph 2z Volume of Electric and Gas Rate Case Decisinng
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Attachment ES-13

Page 3 of 10

RRA-REGULATORY FOCUS -2 January 14, 2016

Since 2010, the number of cases has moderated somewhat but has approximated S0 or more in the fast
five calendar years. Thera were B9 electric and gas rate cases resolvad In 2015, 99 in both 2014 and 2013, 110in
2012, and 86 In 2011. The number of rate cases decided in 2015 declined slightly from the level of activity in 2014,
but this level remains robust compared to the late-1990s/early-2000s. Increased costs far environmental
compiiance (including the CO; reduction mandates), generation and deilvery infrastructure upgrades and
expansion, renewable gengration mandates, and employee benefits argue for the continuation of an active rate
case agenda over the next few years, In addition, if the Federal Reserve continues its poficy initiated in Decernber
2015 to gradually raise the federal funds rate, utilities eventually would face higher capital costs and would need to
initiate rate cases to reflect the higher capital costs in rates,

We note that this raport utilizes the simple mean for the return averages, fn addition, the average equity
returns indicated in this report reflect the cases decided In the specified time periods and are not necessarily
representative of the returmns actuslly earned by utilities industry wide.

As a resuit of electric industry restructuring, certain states unbundied atectric rates and implemented retall
competition for generation. Cammissions in those states now hava jurisdiction only over the revenua requirement
and return parameters for delivery operations (which we footnote in our chronology beginming on page 5), thus
complicating historical data comparability. We note that since 2008, [nterest rates declined significantly, and
average authorized ROEs have declined modestly, We also note the increased utilization of limited issue rider
proceedings that allow utilities to recover certaln costs outside of a general rate case and typically incorparate
previousiy-determined retum parameters.

The table on page 3 shows the average ROE authorized in major alectric and gas rate decisions annuaily
since 1990, and by quarter since 2011, follawed by the number of ohservations in each period. The tables on
page 4 indicate the composite electric and gas Industry data for all major cases summarized annuafly since 2001
and by quarter for the past eight quarters, The individual electric and gas cases decided in 2015 are listed on
pages 5-9, with the decision date shown first, followed by the company name, the abbreviation for the state issuing
the decision, the autharized rate of return (ROR), ROE, and percentage of commaon equity in the adopted capital
structure. Next we indicate the month and year in which the adopted tast year ended, whether the commission
utilized an average or a year-end rate base, and the amount of the permanent rate change authorized. The dollar
amounts represent the permanent rata change ordered at the ime decisions were rendered. Fuel adjustment
clause rate changes are not reflected in this study.

The table below tracks the average equity return authorized for all electric and gas rate cases combined,
by year, for tha last 26 years. As the table Indicates, since 1990 the authorized ROEs have generally trended
downwarg, reflecting the significant decline In interest rates and caphtal costs that has occurred over this time
frame. The combined average equity retums authorized for electric and gas utifities in each of the years 1590
through 2015, and the number of observations for each year are as follows:

1990 12.69%  (75) 2003 10.98% (47}
1991 12.51 (80) 2004 10.67 {39)
1992 12.06 (77} 2005 10.50 {55}
1993 11.37 (77} 2006 10.39 {42}
1994 11.34 (59) 2007 10.30 {76)
1998 11.51 (49) 2008 10.42 {67}
1996 11.29 (42) 2009 10.36 {68)
1997 11.34 {24) 2010 10.28 {100)
1998 11.59 (20) 2011 10.22 (53)
1599 10.74 (29) 2012 10.08 {93)
2000 1141 24) 2013 9.92 {71}
2Q01 1105 (25) 2014 9.86 {63)
2002 11.10 (43) 2015 9.76 {46)

Please note: Historical data providad in this report may not match data provided on RRA's wehsite due to cartain
differences in presentation:—

Dennis Sperduto
20.6, Requlotury Rereart)’ Ass._naates, Ine Al Rights Reseeved Corldential Subjeet Matter WARNING! This repnet cortams icpyoghted @ ubjudd (. atte  nd
nfie Al oMermatn - . od solely by Reguiatary Re_ arch Assotiates, Inc, (“RRA} Reproduction, | stedutic . of Hus sepo-t - Al of tos e _nse
constifutes (opy gt nfnagemes .. slato ) of feoeral s ng state law RRA he-eby prordes consentto 2 the | gl this stary® feature Lo 1 emstndby » articles
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RRA-REGULATORY FOCUS

January 14, 2018

Attachment ES-13
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Elnctric Utilities Guas Utiitfes
Year Period ROE % (# Cases) ROE % (8 Cases)
1990 Full Year 1270 (44) 1267 (31)
1991 Full Year 12,55  (45) 1246  (35)
1992 Full Year 1200  (48) 1201 (29)
1993 Full Yaar 1141 (33 11.35  (45)
1994 Full Year 1134 (31) 1135 (28)
1995 Full Yaar 11.55 (39) 1143 {16)
1995 Full Year 1139 (22) 1119 (20}
1997 Full Year 1140 {11) 1129 (13)
1998 Full Year 11.66 (10) 1151 (10)
1999 Full Year 1077 (20) 1066 (9)
2000 Full Year 1143 (12) 1139 (12)
2001 Full Year 11.09  {18) 1695 (7)
2002 Full Yoar 1136 (23} 1103 (21
2003 Full Year 1087 (2) 1099 (25)
2004 Full Year 1075  (19) 10.53  (20)
2005 Full Year 054  (29) 1046  (28)
2005 Full Year 10.36  (26) 1043  (16)
2007 Fuli Year 1036 (39) 0 3N
2008 Full Year 1046 (37) 1037 (30
2009 Full Year 1048 (39) 1019 (29)
2010 Full Year 1037  (51) 1015  (39)
1st Quarter 1032 (13) 1010  {S)
20d Quarter 1012 (10) 988 (S)
3rd Quarter 1036 @ 965 ()
4th Quarter 10.3¢ (1) 9.88 _ (4)
2011 Full Yeur 10.29 ° (42) 992 (16)
1st Quarter 1084  (12) 963 (5)
2nd Quarter 292 (13 983 (8)
3cd Quarter 978 (8) 975 (1)
4th Quarter 1030 (25) 1007 (21)
2012 Fuill Year 1017  (58) 994 (395)
1st Quarter 10.28  (14) 9.57 (3)
2nd Quartar 984 (N 347  (B)
3rd Quarter 1006 () 980 (1)
Ath Quarter 9.91 {21} 9.83 _ {11)..
2013 Full Year 10,03  (49) 9.58  (21)
15t Quarter 1023 (8} 954  (6)
2nd Quarter 9.83 {5) 9.84 (8)
3rd Quarter 9.87 (12) 345 {6)
ath Quarter 9,78 {13) 10.28 {&)
2014 Full Year 9.91 (38) 9.78 (26)
15t Quarter 1037  (9) 947  {3)
2nd Quartar 873 (7 943 (3)
3 Quarter 9490  (2) 9.75 (1)
. ath Quarter 9.62  (12) 968 {9)
2015 Year-to-Date .85 (30) 9.60 (15)

25
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Page 5 of 10
RRA-REGULATORY FOCUS . -4- January 14, 2018
Electric Utilitles—Summare Tahla
' Et. as % ‘ Amt.
Barigd BOR% (£ Cases) ROE% {#Casca) Lan, Stryc, (¥ .Crast) S ML {# Tasen)
2001 Full Year 893 (15) 11.09 (18) 47.20 (13} 142 (1)
2002 Full Yeay 872 {20) 1136 (22) 46.27  (19) 4754  (24)
2003 Full Year 8.8  (20) 1097 (22) 4341 (19) 31328  {12)
2004 Full Year 844 (18) 1075 (19) 4684 (17) 10915  (30)
2005 Fu } Year 8.30  (26) 1084 (29) 46.73 (2 1,377 (36)
2008 Full Year 824 (24) 10.36  (26) @57 (23) 1,4650  (42)
2007 Full Year 822 (38) 1036  (39) 4801  {37) 11,4013  (46)
2008 Full Year 825 (3% 1046 (37) 4841 {31 2,8994  (42)
2009 Ful! Year 821 (I8) 1048 (39} 461 (3 4,192.3  (58)
2010 Full Year 7.99  (39) 10.37  (81) 4845  (54) $.562.7 (77)
2011 Full Yéar 8.00 (43) 10,29 (42) 4826  (42) 2,855 (55}
2012 Full Year 795 (51) 1017 (58) 50.55  (52) 31315  (89)
2003 Full Year 7.66  (45) 10,03 {49) 49,25 (43 3,066 (61)
1st Quarter 7.1 (8 1023 (8 5108 (8) 514 9
2nd Quantar 797 (2) 983 (5) 49,12  (4) 925  (6)
3rd Quarter 7.55  (11) 887 (12) 5042 (11) 6515  (15)
4th Quarter 7.56  (11) 9.78 (13} 50.29 (12} 1,058.4  {20)
2014 Full Year 7.80 (32) 2.91  {(IR) 50.28 (3S) 2,053.8 (51)
1st Quaster 774 (10) | 1037 @ 5191 (9) 3.7 (1)
2nd Quarter 704 (9) 973 1} 728 (6) 8194  (16)
3rd Quarter 785 (3) 940 (2 5108 () 9.6 (5)
4th Quarnter 7.22  (13) 9.62 {12 48.2¢  {(13) 4843 (19)
2015 Year-To-Data 7.38 (3%) 9.85 (30) 49.54 {10} 1,887.0 (S1)
San \Riltise—-Summory Table
Eq. as% Amt,
Pasiod ‘ROR % [# Caxea) ADE% (#.Cazes) CAR.S37UC. (¥# Caaasl A NI, (2 Casea)
2001 Full Year 8.51  (6) 1095 (N 4396 (5 1140 (1)
2002 Full Year 8.80 (20} 1103 (21 4829 (18) 303.6 {26)
2003 Full Year 8.5 {22) 1099 (25) 4993 (1) 260.1  (30)
2004 Full Year 8.3¢ (1) 1059  (20) 4590  (20) 3035 (31)
2005 Full Year 8.25 (29) 1046  (26) 48.66 (2) 458.4 (3e)
2006 Full Year 851 (16) 1043 (16) 4743 (i6) 444.0  (25)
2007 Full Year 8.12 (32) 1024 (I 4837  (30) 8134  (48)
2008 Ful) Year B.48  (30) 1037  (30) 5047  (30) 8848  (41)
2009 Full Year 8.1 (29 10.19  (29) 4872  (28) 4750 (37)
2010 Full Year o 785 (38) 1015-  {39) - 48,56 (3B 816.7 (SO; "~ -
2011 Full Year 8.09 (18) 9542 (16) 5249  (14) 4363 {31)
2012 FuMl Year 798  (30) 934  (35) 5113 (32) 26319 (41)
2013 Full Year 7.33  {20) 9,68 {21) 50.60  (20) 449 (38)
15t Quarter 767 (5) 9.54 (5} 5104 (8) 222 (9
2nd Quarter 774 {7} 984  (8) 5212  (8) §2.2 (12)
3rd Quarter 724 (N 945 (6) 48,58 (7) 3291 (11)
4th Quarter 7.97 (D 10.28___(6) 5235  (7) 115.5  (185)
2014 Full Yenr 7265 (27 93,78  (28) 51,11 (28) 5190 (48)
1st Quarter 641 (2 947 (D) 5041 (2) 168.7 {9)
2nd Quarter 229 (3) 943 (3} 5071 (3) 349 (B)
3nrd Quarter 7.35 (1) 975 {1) 420t (1) w3e  (®)
4th Quarter 7.54  {10) 9.68 (5} 50.40 (10} 180.L  (13)
2015 Yaar-To-Date 234  (16) 9.60 {16) 49.93  (18) 4876 (38)
28
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Page 6 of 10
RRA-REGULATORY FOCUS 5 Jarsary 14, 2016
ELECTRIC UTILITY DECISIONS
Commnn Test Year
ROR ROE BEq.as % & Amt.
Rata Sompany (Stata) - .. Lan, Sir. Rate Baxe i,
1723713 PadfiCorp {WY) 741 9.50 5143 G 15-A 20.2
2/4/15 Monongahela Power/Potomac Ed. (WV) v - 12/13 124,31 (8,1)
2/18/15 Virgnia Electnic and Power (VA) 7.88 11.00 52.03 3/16-A 36.9 (LIR,8,2)
'2/24/15  Public Servica Co. of Colorado (CO) 7.55 9.683 56.00 12/13-YE ~39.4 {1.8)
372745 Black Hills Power (SD) 2.76 -— 9/13-A 6.9 (1.8)
3/12715 Virginia Electric and Power (VA) 840 12,00 52.03 3/16-A -6.4 {LIR,8,3)
3/12/15 Virginia Electne and Power (VA) 7.88 11.00 52.03 3/16-A 11.4 (LIR,B,4)
3712715 Virginia Electric and Power (VA) 7.88 11.00 52,03 3/16-A 5.8 {LIR,8,5)
/18715 Jersey Clﬂ!ﬁl Power & Light {NJ} B.O1L 9.75 50.00 (Hy) 12/11-Y8 -115.0 (D)
3/25/15 PacifiCarp (WA) 7.30 9.50 45.10 {Hy) 12/13-A 2.6
3/26/15 Northern States Powar-Minnesota (MN) 737 9.72 52.50 12/14-A 149.4 (R,L,2)
2015 1ST QUARTER: AVERAGES/TOTAL 7.74 10.37 S1.91 203.7
OBSERVATIONS 10 9 2 11
4/9/1S Metropolitan Edisan (PA) - ad -~ ane 105.7 (B,B)
4/9/15  Pennsyivania Electric (PA) - - - 416 107.8 (D,8)
4/9/15 Pennsyivams Power (PA) -~ 4/16 25.5 (D,B)
4/9/15  Wast Penn Power (PA) bl - 4/16 95.2 (D,B)
4/14/15 Public Service Qklahama (OK) 7.63 - M3-YE -4.8 (1,8)
4/21/15 Virginia Electric & Power {VA) 7.88 11.00 52.03 8/16-A &0 5 (LIN,2,8.6)
4723715  Wisconsin Public Service {MI) 6.01 10.20 12118 4.0 (2,B)
4/29/1S Union Electnc (MO) 7.60 8.53 51.758 3/14-YE 121.5
5/3/15 Cross Texas Transmission {TX) .18 9.60 40.00 9/14-YE 30.9 (8,0,7)
5726715 Appatachian Pow./Wheeling Pow. {WV) 7,38 9.758 47.186 12/13-A 123.5
6715715 Nocthemn States Power-Minnesota (SD) 7.22 ~ 12/13-A 15.2 (L,B)
6717715 Central Hudson Gas & Electric (NY) 6.62 5.00 44,00 6/16-A 15.3 {D,n,8)
6/17715 Consalidated Edisont of New York (NY) 6.91 9.00 48.00 12/16-A ~ {D,8,9)
6722715 Kentucky Power (KY) - 9/14 -23.0 (B)
6/24/15 Emplre District Electric (MO) - b 814 17.1 {B)
6730715 Kentucky Utitities {KY) 6/16 125.0 (B)
6/30/15 Loulsville Gas & Electnic (KY) - . -6/15- 0.0 (8)
2015 2ND QUARTER: AVERAGES/TOTAL 7.04 9.73 47.83 519.4
OBSERVATIONS 9 7 8 16
/7/35  Mississppt Pawer (MS) - 0.0 [LIR,10)
7/20/15 Entergy Texas (TX) - {11)
9/2/15 Kansas City Power & Light (MQ) 7.53 9.50 50.09 3/14-YE 89.7 {12)
9/10/15 Kansas City Power & Light (XS} 7.44 9.30 50,48 §714-YE 40,1 (12)
9/23/15 South Carciina Electric & Gas (SC) 8.57 52.66 5/15-YE 4.5 (LIR,13)
9/24/15 Westar Energy (KS) 9714 185.3 (B)
2018 3RO QUARTER: AVERAGES/TOTAL 7.83 .40 31.08 798
QOBSERVATIONS 3 2 3 5
rig
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PageT-uf4t
- 1
RRA-REGULATORY FOCUS -6 Janusty 14, 2016
ELECYRIC UTILITY DECISIONS {continued) o
Comman Test Year
ROR ROE £q. 28 % & Amt,
Date  Companv {Statel S - Can. Sir, Batabase P3N
10/15/15 Crange & Rockland Utilitias (NY) 7.0 29.00 48,00 10716-A 9.3 {B,D,14)
10/259/15 NorthWestarn Carp. (50) 2.2¢ 9/14-A 40.7 (1.8}
11/5/15 Southem Califorria Edison {CA) - - - 12/15A  -450.4 (2)
11/19/18 Consumers Engrgy (M1} 8.18 10.30 41.50 5/16-A 126.4 (1,2)
11/15/15 PPL Electric Utilities (PA) _ - - 12/16 124.0 (D,8)
11/19/15 Wisconsin Public Service (WI) 8.24 10.00 50.47 12/16-A 73
11/23/1S Virginia Electric and Power [VA) 12/14 0.0 (15)
12/3/15 Mississippt Power (MS) 6.68 9.23 w7 S/16-A 1261 (LR1B)
12/3/15 Northem States Power-Wiscorsin (W) 7.81 10,00 52.49 12/16-A 7.6
12/9/15 Ammrea Hlingls (L) 7.65 9,14 50,00 12/14-YE 95,1 (D)
12/9/15 Commonweaith Edison (IL) 7.08 9.14 45.25 12/14-YE -65.5 (D)
12/11/15 DTE Bectric (MI) 5,70 10.30 3803 B/6-A 2382 (1)
12/15/15 Portisnd General Electric (OR) 7.51 9.60 50.00 12/16-A 70.4 (8,18)
12717715 PECO Energy {(PA) - we 12716 127.0 {D,B)
12/17/15 Souttiwestern Public Sarvice (TX) 7.88 9.70 S1.00 (Hy) B/14-YE ~4.0
12/18/15 Avists Corp. (ID) 7.42 9.50 50,00 12/14-A 1.7 (8)
12/22/15 Georgla Power (GA) - 12/16 18.1 {LIR,17)
12/23/1S PacifiCorp {ID) - - 10.2 (UIR,38)
12/30/15 PacifiCorp (WY) 7.40 9.50 51.44 12/15-A 16.3 (R}
2015 ATH QUARTER: AVERAGES/TOTAL 722 9.62 a8.24 4843
OBSERVATIONS 13 12 ) 12 19
2018 YEAR-TO-DAVE: AVERAGES/TOTAL 7.38 9.85 “9.34 1.887.0
OBSERVATIONS as 39 30 51
2
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RRA-REGULATORY FOCUS 7- January 14, 2016
GAS UTILITY DECISIONS
Comman Yast Yaar
ROR noE £q. a3 % & Amt,

Dnin  Commaoe (Slate) . .. Can. St Rate lasa SMiL
1713/15 Consurers Energy {MT) - 10.30 - 1215 45.0 {1,B)
1/14/15 Indiana Gas (IN) - 5/14-YE S.7 (LIR,19)
1714715, Southem Indiana Gas & Electric (IN) - 6/14-YE 1.5 {UR,18)
1/21/15 North Shore Gas {IL) 6.26 3,05 50.48 12/15-A 1.5 (R)
1/21/15 Peaples Gas Light & Coka {IL) 6.56 3.05 50.33 12/15-A 711 ()
1/26/15 Pledmont Natural Gas {NC) - 10/14 26.5 (UR,20)
1/27/15 Atmos Energy {KS) - 9/14-YE 0.3 (LIR,21)
1/27/15 Northemn States Power-Minnescra (MN) - - 1215 14.7 (LIR,22)
1/26/15  Northem Indiana Public Service (IN) - - 6/14-YE 9.3 (LIR,23)

2015  1ST QUARTER: AVERAGES/TOTAL s.41 .47 50.41 168.7

OBSERVATIONS ] 3 2 8
477/1S  Oalta Natural Gas {KY) - - 12/14-YE 1.3 {LIR,24)
4/9/15  Avista Corporation (OR) 7.52 9.50 51.00 12/15-A 5.3 (8)
5/13/15 Atmos Energy (TN) 7.73 9.80 §3.13 S/16-A 0.7 (8)
'5/13/15 Missouri Gas Energy (MO} - 2ULSYE 2.8 (LIR,25)
5/20/15 laciede Gas (MO) - Z15-YE 5.5 (LR, 25)
6/17/15 Central Hudson Gas & Electric (NY) 8,52 9.00 48.00 6/16-A 1.8 (B,26)
6/26/15 Ubmity Utiities EnergyNurth (NH) - - - 314 10.5 {1,8,27)
§/30/15  Loulsville Gas & Electric (KY) - 618 7.0 (8)
20185 2ND QUARTER: AVERAGES/TOTAL 7.3% 2.43 50,71 34.9
OBSERVATIONS ] 3 3 s
7/22/15 Indlana Gas {IN) - 12/14-YE 5.5 (LIR,19)
7/22/15  Southern Indiana Gas & Electric (IN) - - 12/14-Y€ 3.2 (LIR,19)
7/28/1S Armos Energy (TX) i 12/14-YE 52.6 (1,8,23)
8/21/15 Columbia Gas of Vinginia {(VA) 7.3% 9.75 42.01 12/13 25.2 (1,8)
8/25{15 CenterPoint Energy Resources (TX) - 9714 4.9 (8)
9/16/15 Liharty Utilities (Midstates N.G.) (MO) 5/15 0.3 (LIR,29)
9/23/18 Abtmos Enargy (KY) 9/16-YE 3.8 {LIR,24)
9/29/15 ENSTAR Natura! Gas (AK) _ - 12014, a4 (L8,2)
2015 JIRD QUARTER: AVERAGES/TOTAL 7.35 9,75 42.01 103.9
OBSERVATIONS 1 1 1 s
29
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GAS UTILITY DECISIONS {cantinued)
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January 14, 2016

Common Test Year
ROR ROX Eq. as % Y Amt,
DRata Company (Statel .. .. W Lan S, Rain Base ML
10/7/715 Bay State GGas (MA) 7.75 9.55 53.54 1/149-YE 32.8 {8,20)
10713715 Mountaneer Gas (WV) 2.96 (E) 9.75 45,50 {E) 9/14-A 7.7 {B,31}
10715715 Orange and Rockland Uttlities {NY) 2.10 .00 48.00 10/16-A 27.5 (B,32)
10730715 NSTAR Gas (MA) 7.72 9.80 52.10 12/13-YE 158
1174/15 Centarfoint Energy Resources {OK) 8.64 49.86 12/14-YE 0.9 (33)
13/5/15 Kansas Gas Service (KS) - - 6/15-YE 2.5 (21)
11719/15 Wisconsin Public Service (W) 7.80 10.00 50.47 12/16-A 6.2
12/1/15 Pedmont Natural Gas (NC) - - 9/15 16.5 {LIR,20)
12/3/15 Columbla Gas of Penrsyivania (PA) - - 12/16 28.0 (B)
12/3/15 Northern States Power-Wisconsin (WT) 781 10.00 52.49 12/16-A 4.2
12/9/15 Ameren liinois (L) 7.65 (B) 9.60 {8} 50.00 {8) 12/16-A 44.5
12/11/15 Michigan Gas Utisties (MI) 551 9.90 52.00 12/16 3.4 (B)
12/18/15 Awista Corp. (ID) 7.42 9.50 50.00 12/14-A 2.5 (B)
20135 ATH QUARTER: AVERAGES/TOTAL 2.54 9.68 50.40 180.1
OBSERVATIONS 10 9 10 13
2085 YEAR-TO-DATE: AVERAGES/TOYAL 7234 9.60 49.93 437,¢
OBSERVATIONS 18 16 i6 38
FOOTNOTES
A~ Average

8~ Order followed stipufation or settiement by the parties, Decision particufars not necessarily precadent-setting or specifically

adopted by the regulatory body,

COC- Case invoived only the determination of cost-of-capital parameters,
CWIP- Construction work in prograss
D- Applies to electric delivery only
DCx Date certain rate base vahustion
E- Estimated
F- Raturn on fair value rate base
Hy- Mypothetical cagital structure utllized
I- Intarim rates Impleumented prior to the issuance of finat onder, normally under bond and subject to refund,
LIR Limited-tssue rider proceeding

M- "Make-whole” rate change based on retum on equity or overail retum authonzed in previous case.
R- Revised
Te—~Tamporary rates implemented prior to the issuance of nal order
U- Double lsverage capital strutture utilzed,
W- Case withdrawn
YE- Year-end
Z- Rate change implementad in multipls steps,
Capita! structure includes cost: free iterna or tax cradit balances at the pverail rate of retum.

{1} Consokdated rate procesding for Monongahela Power and Potamac Edison, whose rate schedyies were combined.

{2) Increase authorized through a surcharge, Rider W, which reflects in ratas the investmant in the Warren County Fowar Station.

(3) Tius proceeding determines the revenue requiremant for Rides B, wirch 1s the mechanism through which the company recovers
costs assooated with its pian to capvert the Altavista, Hopewe!), and Southamptun Power Stations to hurh bromass fuels.

(4) Represents rate increase yssociated with the company's Rider R proceeding, wiich Is the mechanism thraugh winch the company
recavers the nvestment in the Bear Garden genearating factiity.

(5) Thus proceeding detarmines the revenye requirement for Rider S, which recognizes in ratas the company’s investment in the
V'rginia City Hybrid Energy Center. ‘

v b 000 20 2 e
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RRA-REGULATORY FOCUS ~9- Yanuary 14, 2016

FOOTNOTES (cuntinued)

(6) This proceeding determines the revenue requirement for Rider BW, which recognizes in rates the company’s investment in the
Brunswick Ganerating Station. A $10.1 mililon intrease became effective Sept. 1, 2015, and an incremental $50.5 miilion s to be
implamanted May 1, 2015.

{7) Indicated rate increase is for base rates and reflects the transfer ta base rates of $30.1 milllon that was being coliezted through
the company’s interim transaussian cost of service adjustment mechanism, The net averall rate increase is $0.8 million.

{8) The approved final Joint Proposal provides for the company to implement & $15.3 million electric rate morease, sffactive July 1,
2015, based on a 9% return on equity (48% of capital) and a 6 62% overall return, a $18 muilion increase on July 1, 2016, based
an the same return paramaters, and 3 $14.1 milion incwase on July 1, 2017, that reflects 3 9% retum on equity (48% of capital)
and 8 §.58% overaf mturm.

{9) Joint Proposal adopted that extends the company’s existing rate plan by one year through 12/31/16. Rates were not changed.

{1D) On 7/7/15, the PSC issued an order on remand directing the company to ceasa collacting CAIP-related rate increases sffective
7120715, and to submit a refund plan, This PSC action is the result of a 2/12/15 Mississinp Supreme Court dacision that reversed
and remanded the BSC's 375713 decision in the procesding that had authonzed the company 3 two-step $156 miilion rate
Increase refated to the Kemper generation plant,

(11) Case dismizsed at company request,

{12} Approved sattlements did not sddress rate-of-returmn Issues.

(13) Caseinvoives company’s raguest for a cash retum on incremental V.C, Summer Linits 2 and 3 CWIP and irkgrporatas the 11%
ROE that was intially authorized m 2009 for use In Summer CWIP-refated proceedings.

{14) The appraved Joint settiement provides for 2 $9.3 milfian electric rate increase on 1174715, and an $8.8 milkon ncrease on
L1/1/16, The appraved rabe changes incorporatz a 9% retum on squity (48% of capital) and averall returns of 7.1% (in rate year

one) and 7.06% (in rate year two).

(15) Proceeding raviewed samings levals for the 20132014 blennium versus the 10% ROE authorized in the previous review, By law,
no grospechve rate change was permissible in this case. The Commission calculated the company had samed 3 10.89% ROB,
and ordersd $159.7 milllon of refunds.

{16) A $14.7 milllon base rate reduction became effective 1/1/16. An $85.1 miflan base rate increase Is to be implemented m mid-
2016, provided the Carty generation station achieves commerdial oparation by 7/31/16.

{17) Case represents recovery of 3 cash retumn on 2016 CWIP and a preliiminary true-up of the cash' retuemn an 2015 CWIP for Plamt
Vogtle Units 3 and 4 under the company’s ygistatively-enabled nuclear construction cost recovery tantf.

{18) Limited-issue proceeding to reflect updated net powser osts.

{19) Procesding to establish thy rates to be charged to customers under the compuny’'s "complance and system improvemant
adjustment® mechanism. ’

{20) Case involvas the campany’s Integrity Management Rider.

(21) Case involves the company’s gas system redlability surchange rider.

(22) Case represents the company’s first filing under its Gas Utiiity Infrastructura Cost Rider,

{23) This is tha inittal proceeding to establish the rates 1o ba chargad to customers under the company's transmission, distribution,
and storage systam improvernent charge rats adfustment mechanism.

{24) Case reprasants an annual update to the company's pipe replacement program nder,

{25) Case represents an update to the comgany's semi-annual infrastructune system replacement surcharge ndar.

{26) The appraved final Joint Proposal pruvides for the company to implement 3 $1.8 rruition gas cate increase, effective July 2,

2015, based nn a 9% return on equity (48% of Gapital) and a 6.62% overall return, & $4.5 milon ncrease on July 1, 2016, based
on the same return parameters, and » $4.4 nuilion increasa on July 1, 2017, that sefiacts a 9% return on equ ty (48% of mp:tal)
and a 6.58% overaliretum. - oS — e T

{27) Indicated $10.5m ‘ion rate lm:reau cxdm.ias asls mlllan 'stcp increase for capital additiona that was effective July 1, 2015,

(28) Rate change ratified by citres in Atrnos' Mid-Tex Division.

{29) Case ropresents annual update to company's [nfrastructune system rsplscement. surcharge nder.

{30) Two step rata increase authonzed. A $32.8 millian first-step increase was implemented an L1/1/15, and an incramental
sacond-step meremental encreass of up ta $3.6 mifion to become eifective on 11/1/16,

{31) Setrlement did not specify tha equity ratio or ROR; 1 & demonstration filing, the PSC Staff calculated a 45.5% squity ratio and
7 96% ROR, ‘

{32) Thwapproverd sattisment provides for & three-year gas rate plan under which gas rates are to increase $27 S milllon effective
11/3/15, $4.4 milion elfectve Nov. 1, 2016, and $6.7 milbon effecuve Nov. 1, 017, The approved rate changes incorporate a
9% return on equity {(48% of capltal) and overefl returns of 7.1% (in rate year one) and 7.06% (in rate years two and thres).

{33) Case mvolves the company's perfonmance based ratemaking mechanism

Denms Sperduta
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