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1 	I. 	INTRODUCTION OF WITNESS 

	

2 	Q. PLEASE STATE YOUR NAME AND'BUSINESS ADDRESS. 

	

3 	A. 	Ms. Emily Sears, Public Utility Commission of Texas, 1701 N. Congress Avenue, Austin, 

	

4 	Texas 78711-3326. 

5 

	

6 	Q. BY WHOM ARE YOU CURRENTLY EMPLOYED AND IN,WHAT CAPACITY? 

	

7 	A. 	I have been employed by the Public Utility Commission of Texas (Commission) since 

	

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

9 
10 

	

11 	Q. WHAT ARE YOUR PRINCIPAL RESPONSIBILITIES AT THE COMMISSION? 

	

12 	A. 	I am responsible for reviewing certificate of convenience and necessity (CCN) applications 

	

13 	and amendments, sale/transfer/merger applications, tariff/rate *change applications, stock 

	

14 	transfers, financial reviews, managerial reviews, and rate filings. I am also responsible for 

	

15 	preparing testimony and exhibits for contested case matters involving investor-owned, non- 

	

16 	profit and governmental water and sewer retail public utilities and wholesale matters, and 

	

17 	assisting with settlement negotiations. 

18 

	

19 	Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND PROFESSIONAL 

	

20 	EXPERIENCE. 

	

21 	A. 	I have provided a summary of my educational background and professional experience in 

	

22 	Attachment ES-1 to my direct testimony. 

23 
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1 	Q. HAVE YOU PREVIOUSLY TESTIFIED BEFORE THIS COMMISSION OR THE 

	

2 	STATE OFFICE OF ADMIMSTRATIVE HEARINGS (SOAH)? 

	

3 	A. 	Yes. I have also testified before the Pennsylvania Public Utility Commission (PA PUC). 

	

4 	Attachment ES-2 provides a summary of the cases in which I have testified or submitted 

	

5 	testimony. 

6 

	

7 	II. PURPOSE AND SCOPE OF TESTIMONY 

	

8 	Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 

	

9 	A. 	The purpose of my testimony is to present a recommendation for the rate of return (ROR) 

	

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

11 

	

12 	Q. WHAT IS THE SCOPE OF YOUR REVIEW? 

	

13 	A. 	I reviewed the application, testimonies, and replies to requests for inforrnation of Monarch, 

	

14 	with respect to rate of return, including capital structure, the cost of debt, the cost of conunon 

	

15 	equity, and the overall fair rate of return. This recommendation pertains to the following 

	

16 	issues from the Commission's prelhninary order for this case: 

	

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

	

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

	

19 	 utility? 

	

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

	

21 	17 Does the utility have any debt? If so, what is the cost of that debt? 
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1 

2 III. BACKGROUND 

	

3 	Q. PLEASE DEFINE THE IERM "RATE OF RETURN." 

	

4 	A. 	Rate of return generally is the amount of revenue an investment generates (in the form of net 

	

5 	income), usually expressed as a percentage of the amount of capital invested, over a given 

	

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

7 

	

8 	Q. WHAT IS THE REVENUE REQUIREMENT FORMULA? 

	

9 	A. 	The revenue requirement formula used in base rate cases is as follows: 

	

10 	RR=E+D+T+(RBxROR) 

	

11 	Where: 

	

12 	 RR = Revenue Requirement 

	

13 	 E = Operating Expense 

	

14 	 D = Depreciation Expense 

	

15 	 T = Taxes 

	

16 	 RB = Rate Base 

	

17 	 ROR = Overall Rate of Return 

	

18 	In the above formula the rate of return is expressed as a percentage. The calculation of the 

	

19 	ROR is independent of the determination of the appropriate rate base value for ratemaking 

	

20 	purposes. As such, the appropriate total dollar return (RB x ROR) is dependent upon the 

	

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

22 
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1 Q. WHAT CONSTITUTES A FAIR AND REASONABLE OVERALL RATE OF 

	

2 	RETURN? 

	

3 	A. 	A fair and reasonable overall rite of return is one which will allow the utility the opportunity 

	

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

	

5 	during the prospecdve period in which its rates will be in effect. 

	

6 	 The Bluefield Water Works & Improvements Co. v. Public Service Comm. of West 

	

7 	Virginia, 292 U.S. 679, 692-93 (1923), and the FPC v. Hope Natural Gas Co. 320 U.S. 591, 

	

8 	603 (1944) cases set forth the principles that are generally accepted by regulators throughout 

	

9 	the country as the appropriate criteria for measuring a fair rate of return: 

	

10 	1.) A utility is entitled to a redirn similar to that being earned by other enterprises with 

	

11 	 corresponding risks and uncertainties, but not as high as those earned by highly profitable 

	

12 	 or speculative ventures; 

	

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

	

14 	3) A utility is entitled to a return sufficient to maintain and support its credit and raise 

	

15 	 necessary capital; 

	

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

	

17 	 capital markets. 

18 

	

19 	Q. HOW IS THE RATE OF RETURN CALCULATED? 

	

20 	A. 	The overall rate of return in this rate proceeding is calculated using the weighted average 

	

21 	cost of capital method. To calculate the weighted average cost of capital, the utility's capital 

	

22 	structure must first be determined by calculating the percentage of each capitalizafion 
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1 	component which has financed the rate base to total capital. The capital components consist 

	

2 	of long-term debt and common equity. Next, the effective cost rate of each capital structure 

	

3 	component must be determined. The cost rate of debt is typically fixed, and can be 

	

4 	computed accurately. The cost rate of common equity is not fixed and it is more difficult to 

	

5 	measure. Next, each capital structure component percentage is multiplied by its 

	

6 	corresponding effective cost rate to determine the weighted capital component cost rate. 

	

7 	Lastly, the sum of the weighted cost rates produces the overall rate of return. This overall 

	

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

	

9 	requirement. 

10 

	

11 	IV, COMPANY POSITION 

	

12 	Q. PLEASE SUMMARIZE MONARCH'S RATE OF RETURN REQUEST IN THIS 

	

13 	CASE. 

	

14 	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 % 5.81 % 

Total 1Q0,00  % 8.77  % 

Source: Application, Schedule II-C-1(1). 

15 

16 	V. 	STAFF POSITION 

17 	Q. PLEASE SUMMARIZE STAFF'S RECOMMENDATION IN THIS PROCEEDING. 
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1 	A. 	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 % 4.46 % 

Total 100.00  % 7.47  % 

Source: Attachment ES-3 

2 

3 	VI. PROXY (BAROMETER) GROUP 

4 	Q. WHAT IS A PROXY GROUP, AS USED IN BASE RATE CASES? 

5 	A. 	A proxy group, also called a barometer group, is a group of companies which act as a 

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

7 

8 	Q. WHAT ARE THE REASONS FOR USING A BAROMETER GROUP? 

9 	A. 	Many public utility companies are not publicly traded, and therefore lack specific market 

10 	data. A barometer group provides that industry specific market data. Furthermore, a 

11 	barometer group of water utilities have shared common characteristics of regulated water 

12 	distribution utilities, and are well suited to comparison among utility companies. This 

13 	comparative method is a standard approach in utility rate cases. 

14 

15 	Q. ARE THERE ADDITIONAL REASONS FOR USING A BAROMETER GROUP? 

16 	A. 	Yes. A barometer group is typically utilized since the use of data exchfsively from 'one 

17 	company may be less reliable than using a barometer group. The lower reliability occurs 
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1 	because the data for one company may be subject to events which can cause short-term 

	

2 	anomalies in the marketplace. The rate of return on common equity, for a single company 

	

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

	

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

	

5 	of smoothing out potential anomalies associated with a single company. 

	

6 	 A barometer group cost of equity is also used as a benchmark to satisfy the long 

	

7 	established guideline of utility regulation that seeks to provide the subject utility with the 

	

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

9 

	

10 	Q. WHAT CRITERIA DM YOU USE IN SELECTING YOUR BAROMETER GROUP 

	

11 	COMPANIES? 

	

12 	A. 	As in this docket, I generally use the following criteria when selecting a barometer group: 1) 

	

13 	50% or more of the company's revenues must be generated from the water utility distribution 

	

14 	industry; 2) the company's stock must be pubficly traded; 3) investment information for the 

	

15 	company must be available from more than one source; and 4) the company must not be 

	

16 	currently involved/targeted in an announced merger or acquisition. 

17 

	

18 	Q. WHAT CRITERIA DID MONARCH WITNESS MR. PAUL MOUL USE IN 

	

19 	SELECTING HIS BAROMETER GROUP COMPANIES? 

20 	A. 	Mr. Moul's criteria for the Water Group are as follows: (i) they are contained in The 

	

21 	Value Line Investment Survey; (ii) they have stock that is publicly traded, and (iii) they are 
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not currently the target of a publicly—announced merger or acquisition."' 

3 Q. WHAT BAROMEI.ER GROUP DID YOU USE IN YOUR ANALYSIS? 

4 A. I selected American States Water Company, American Water Works, Aqua America, 

5 California Water Service Group, Connecticut Water Service, Middlesex Water, SJW 

6 Corporation, and York Water. 

7 

8 Q. WHAT BAROMETER GROUP DM MR. MOUL USE IN HIS ANALYSIS? 

9 A. Mr. Moul uses the sarne barometer group, with the addition of Artesian Resources Corp.2  

10 

11 Q. WHY DO YOU NOT USE ARTESIAN RESOURCES CORP. IN YOUR ANALYSIS? 

12 A. Artesian Resources Corp. is a part of the srna11-midcap Value Line Investment Survey, to 

13 which Staff does not have access. 

14 

15 VII. CAPITAL STRUCTURE 

16 Q. WHAT DOES CAPITAL STRUCTURE REPRESENT IN A RATE CASE? 

17 A. Capital structure represents the financing of long-terrn assets (rate base). 	The primary forms 

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

19 

Dtrect Testimony of Paul R. Maul, page 7, line 22 -- page 8, line I. 
Exhibit PRM-1, Schedule PRM-3, page 2 of 2. 
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1 	Q. WHAT IS MONARCH'S CLAIMED CAPITAL STRUCTURE? 

	

2 	A. 	Monarch is claiming a hypothetical capital structure of 46.00% debt, and 54.00% equity. 

3 

	

4 	Q. WHAT IS THE BASIS FOR MONARCWS CLAIMED CAPITAL STRUCTURE? 

	

5 	A. 	Mr. Moul testifies that Monarch's actual capital structure at year-end 2014 is 33.8% debt, 

	

6 	and 66.2% equity. Mr. Moul states this is unusual, and using a hypothetical capital structure 

	

7 	equal to that of the average of the barometer group will shift Monarch's financial risk to be 

	

8 	equal to that of the barometer group, and synchronize the cost of equity determination in this 

	

9 	case.3  Mr. Moul used the barometer group average capital structure for the year ending 

	

10 	December 31, 2014. 

11 

12 Q. WHAT IS YOUR RECOMMENDATION REGARDING MONARCH'S CAPITAL 

	

13 	STRUCTURE? 

	

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

15 

16 Q. WHAT IS THE BASIS FOR YOUR RECOMMENDATION TO USE A 

	

17 	HYPOTHETICAL CAPITAL STRUCTURE? 

	

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

	

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

	

20 	structure may result in an overstated overall rate of return. 

3  Direct Testirnony of Paul R. Moul, page 20, lines 2-12. 
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1 	 The current 5-year average capital structure of the barometer group (the industry norm) 

	

2 	is 47.37% debt and 52.63% equity.4  In this case, Monarch's actual capital structure at the 

	

3 	end of the June 30, 2015 is 32.14% debt and 67.86% equity. This is not representative of 

	

4 	current capital structures among water utility distribution systems and is an inefficient use of 

capital. 

	

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

	

7 	used for ratemaking purposes. 

8 

	

9 	Q. WHY DO 'YOU USE A 5-YEAR AVERAGE, INSTEAD OF THE YEAR ENDING 

	

10 	DECEMIIER 31, 2014? 

	

11 	A. 	There are several reasons. First, capital structures tend to fluctuate over tirne. Using a 5- 

	

12 	year average can give a better idea of the central tendency of a capital structure. In theory 

	

13 	there is an 'optimal capital structure. This !optimal' capital structure is one which 

	

14 	minimizes the cost of capital for the utility. In the case of regulated utilities, the historic 

	

15 	capital structures have included debt of approximately 45-55%, with an average of 50%. 

	

16 	This could be considered utilities 'optimal' capital structure, and also the central tendency 

	

17 	of a utility capital structure over lime. 

	

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

	

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

4  Attachment ES-3, page 2 of 2. 
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1 
	

structures continuing to increase in 2016 and 2017.5  Using a 5-year average eliminates the 

	

2 
	

'snapshot of 2014, in which you would only see the lowest long-terrn debt percentage 

	

3 
	

utilities may tolerate before reverting towards the 'optimal' capital structure. 

	

4 
	

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

	

5 
	

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

6 

	

7 	VIII. COST RATE OF LONG-TERM DEBT 

	

8 	Q. WHAT IS MONARCH'S CLAIMED COST RATE OF LONG-TERM DEBT? 

	

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

10 

	

11 	Q. WHAT IS THE BASIS FOR MONARCH'S CLAIMED COST RATE OF LONG- 

	

12 	TERM DEBT? 

	

13 	A. 	Monarch's claim of 6.45% is the weighted cost of debt of all debt issuances, adjusted for net• 

	

14 	proceeds. 

15 

	

16 	Q. WHAT ARE NET PROCEEDS? 

	

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

	

18 	transaction costs. 

19 

	

20 	Q. WHAT IS YOUR RECOMMENDATION REGARDING MONARCWS COST RATE 

s Attachrnent ES-4. 
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1 	OF LONG-TERM DEBT? 

	

2 	A. 	Staff recommends using the actual weighted cost of debt of 6.36%, unadjusted for net 

	

3 	proceeds.6  

4 

5 

	

6 	Q. WHAT IS TITE BASIS FOR YOUR RECOMMENDATION? 

	

7 	A. 	Monarch calculated an overall cost rate of 6.36% unadjusted for net proceeds. Given that 

	

8 	Monarch's hypothetical capital structure includes more debt than the actual capital structure, 

	

9 	any difference for net proceeds is included. 

	

10 	 For example, the actual debt costs are $25,625,704 at a cost rate of 6.36%. Because 

	

11 	any issuance costs removed from that amount are not included in rate base, the utility can 

	

12 	use the net proceeds of $25,350,684 with a cost rate of 6.45%. However, this only can occur 

	

13 	if the actual capital structure is used. Since the Staff's hypothetical capital structure would 

	

14 	set the debt at $37,359,491 based on Monarch's claimed rate base of $78,867,407, the use of 

	

15 	the actual cost rate of 6.36% is more appropriate. 

16 

	

17 	IX. EQUITY ANALYSIS 

18 Q. WHAT IS YOUR RECOMMENDATION FOR THE APPROPRIATE COST OF 

	

19 	COMMON EQUITY IN TIHS PROCEEDING? 

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

6 Monarch filing, schedule II-C-4, I.ong-Term Debt. 
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Q. 	WHAT IS THE BASIS FOR YOUR RECOMMENDATION? 

	

3 	A. 	I arrived at this equity return using the Discounted Cash Flow (DCF) method. My DCF 

	

4 	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 

	

6 	my DCF results. 

7 

	

8 	A. DISCOUNTED CASH FLOW (DCF) 

	

9 	Q. WHAT IS THE THEORETICAL BASIS FOR THE DCF METHOD? 

	

10 	A. 	The theoretical basis for the DCF model is the 'dividend discount model of financial 

	

11 	theory, which maintains that the value (price) of any security or commodity is the 

	

12 	discounted present value of all future cash flows. The DCF model assumes that investors 

	

f3 	evaluate stocks in the classical economic framework, which maintains that the value of a 

	

14 	financial asset is determined by its iaming power, or its ability to generate future cash 

	

15 	flows. 

16 

	

17 	Q. PLEASE EXPLAIN YOUR DCF ANALYSIS. 

	

18 	A. 	My analysis employs the standard discrete DCF model as portrayed in the following formula: 

	

19 	k = Di/Po + g 

	

20 	Where: 

	

21 	 k = Cost of equity 

	

22 	 Di = Dividend expected during the year 

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

2 
	 g = Expected growth rate of dividends 

3 
	

When a forecast of Di is not available, Do (the current dividend) must be adjusted by Y2 the 

4 
	

expected growth rate7  in order to account for changes in the dividend paid in period 1. In 

5 
	

this case I have used a forecast of Di:  

6 

7 	Q. PLEASE EXPLAIN HOW YOU DEVELOPED THE DIVIDEND YIELDS USED LN 

8 	YOUR DCF ANALYSIS. 

9 	A. 	A representative dividend yield must be calculated over a time frame that avoids the 

10 	problems of short-terrn anomalies and 'stale data series. For purposes of my DCF analysis, 

11 	the dividend yield calculation places equal emphasis on the most recent spot, and 52-week 

12 	average dividend yield. The following table summarizes my dividend yield computations 

13 	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 
14 

7 	The adjustment of 1/2  the growth rate is used when the timing of the dividend increase is not lmown 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 1/2  the expected growth rate is appropriate.  
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1 Q. WHAT INFORMATION DID YOU RELY UPON TO DETERMINE YOUR 

	

2 	EXPECTED GROWTH RATE? 

	

3 	A. 	I have exarnined the earnings growth forecasts. 

4 

	

5 	Q. PLEASE EXPLAIN YOUR USE OF EARNINGS GROWTH FORECASTS. 

	

6 	A. 	1 havé used 5-year projected growth rap estimates from established forecasting entities 

	

7 	including Value Line, Reuters, Zacks, and Morningstar. 

8 

9 Q. WHAT WERE ME RESULTS OF YOUR FORECASTED EARNINGS GROWTH 

	

10 	RATES? 

	

11 	A. 	The expected growth rates for the eight company barometer group are 4.55%, 7.24%, 6.45%, 

	

12 	8.55%, 3.55%, 3.85%, 7,75%, and 5.45%. The average of the eight companies growth rate 

	

13 	forecasts is 6.15%.8  

14 

	

15 	Q. WHAT ARE THE RESULTS OF YOUR DISCOUNTED CASH FLOW ANALYSIS 

	

16 	BASED ON YOUR RECOMMENDED DIVIDEND YIELDS AND GROWTH 

	

17 	RATES? 

	

18 	A. 	Using a dividend yield of 2.34% and a growth rate of 6.15%, the DCF result is 8.48%.9  

19 

8 Attachment ES-6. 

9 Attachment ES-7. 
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1 	B. CAPITAL ASSET PRICING MODEL (CAPM) 

	

2 	Q. WHAT IS THE THEORETICAL BASIS FOR THE CAPM? 

	

3 	A. 	The Capital Asset Pricing Model describes the relationship of a stock's investment risk and 

	

4 	its market rate of return. It identifies the rate,of return investors expect so that it is 

comparable with returns of other stocks of similar risk. The method hypothesizes that the 

	

6 	investor required return on a company's stock is equal to the return on a risk free asset 

	

7 	plus an equity premium reflecting that company's investment risk. In the CAPM, two 

	

8 	types of risk are associatêd with a stock: (1) firm-specific risk (unsysternatic risk) and (2) 

	

9 	market risk (systematic risk) which is measured by a firm's beta. The CAPM only allows 

	

10 	for investors to receive a return for bearing systematic risk. Unsystematic risk is assumed 

	

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

12 

	

13 	Q. EXPLAIN YOUR MUTED USE OF THE CAPM MODEL. 

	

14 	A. 	I have included a CAPM analysis to confirm the DCF results submitted in base rate cases by 

	

15 	the use of a second method. 

16 

	

17 	Q. PLEASE EXPLAIN YOUR CAPM ANALYSIS. 

	

18 	A. 	My analysis employs the standard CAPM as portrayed in the following forihula: 

	

19 	K Rf + P(Rin — Rf) 

20 	Where: 

	

21 	 k = Cost of equity 

	

22 	 Rf = Risk-free ROR 
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1 	 R.= Expected ROR on the overall stock 

	

2 	 5 = Beta measures the systematic risk of an asset 

	

3 	The CAPM formula above is actually a form of the more general risk premium approach and 

	

4 	is based on modern portfolio theory. 

5 

6 Q. WHAT IS BETA, AS EMPLOYED IN YOUR USE OF THE STANDARD CAPM 

	

7 	MODEL? 

	

8 	A. 	Beta is a measure of the systematic risk of a stock in relation to the rest of the stock market. 

	

9 	A stock's beta is estimated by running a linear regression of a stock's return against the return 

	

10 	on the overall stock market. The beta of a stock with an identical price pattern as the overall 

	

11 	stock market will have a bdta of 1. A stock with a price movement that is greater than the 

	

12 	overall stock market will have a beta that is greater than 1, and would be described as having 

	

13 	more investment risk than the market. Conversely, a stock with a price movement that is 

	

14 	less than the overall stock market will have a beta of less than 1, and would be described as 

	

15 	having less investment risk than the market. 

16 

	

17 	Q. WHAT BETA DID YOU CHOOSE FOR YOUR CAPM ANALYSIS? 

	

18 	A. 	In estimating an equity cost rate for the group of eight water utility companies, I used the 

	

19 	average of the betas for the water utility companies as provided in the Value Line Investment 

	

20 	Survey. The average beta for the eight water utility companies' barometer group is 0.69. I°  

10 Attachrnent ES-8. 
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1 

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

3 	A. 	For my CAPM analysis, I have chosen to use the risk-free rate of return (Rf) from the historic 

4 	yield on 10-year Treasury Bonds. While the yield on the short-term T-Bill is a more 

5 	theoretically correct parameter to represent a risk-free yield, this yield can be extremely 

6 	volatile. The volatility of short-term T-Bills is directly influenced by Federal Reserve 

7 	policy. At the other extreme, the 30-year Treasury bond yield exhibits more stability, but is 

8 	not risk-free. Long-term Treasury Bonds have substantial maturity risk associated with the 

9 	market risk and the risk of unexpected inflation. Long-term treasuries normally offer higher 

10 	yields to compensate investors for these risks. As a result, I chose to use the yield on the 

11 	10-year Treasury bond because it balances the short comings of the other two alternatives. 

12 	For my historic analysis, I chose 4.42%, which is the averages of the 10 year Treasury yield 

13 	over time periods matching the historic market return. For my future analysis, I chose 

14 	2.39%, which is the average of the 10-year Treasury yields over 6 quarters and the 5 year 

15 	projection." 

16 

17 	Q. PLEASE EXPLAIN HOW YOU DETERMINED THE RETURN ON THE OVERALL 

18 	STOCK MARKET, AS EMPLOYED IN YOUR CAPM ANALYSIS. 

19 	A. 	To arrive at a representative expected return on the overall stock market, I surveyed three 

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

Attachment ES-9. 
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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 

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 benchrnarlc for the expected return on 

	

6 	the overall stocic 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 IRE 

	

11 	S&P COMPOSITE INDEX. 

	

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

Time Period Return 

5 Years 12.57% 

10 Years 7.30% 

20 Years 8.19% 

40 Years 11.34% 

90 Years 10.02% 

Average 9.88% 

Source: Attachment ES-10 

13 	Q. WHY HAVE YOU SELECTED THESE TIME PERIODS? 
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1 	A. 	I have selected the above time periods to represent a variety of investor experiences and tirne 

	

2 	horizons. The 90-year time period represents the longest measurable time period available 

	

3 	for the S&P Composite Index. The 40 and 20-year time periods coincide with the average 

	

4 	useful lives of a utility's assets. The 10-year time period corresponds with the Treasury 

	

5 	Bond that I have employed. The 5-year time period corresponds with time period the DCF 

	

6 	growth rates are projected. 

7 

8 Q. WHAT ARE THE COST OF EQUITY RESULTS FROM YOUR FORECASTED 

	

9 	AND HISTORIC CAPM ANALYSES? 

	

-10 	A. 	The results of these two analyses are as follows: 

CAPM cost of equity  

Forecasted 	 8.73% 

Historic 	 8.22% 

Source: Attachment ES-11 

11 

	

12 	Q. HOW DID YOU INCORPORA FE THESE RESULTS INTO YOUR OVERALL 

	

13 	COST OF EQUITY? 

	

14 	A. 	I have included the results of my CAPM analysis in my overall cost óf equity calculation 

	

15 	only as a comparison to my DCF result. The DCF model measures the cost of equity 

	

16 	directly by measuring the discounted present value of future cash flows of the company. It 

	

17 	is these cash flows that actually pay dividends to shareholders. 

18 
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1 	X. CRITIQUE OF COMPANY RECOMMENDATION 

	

2 	Q. WHAT ADJUSTMENTS HAS THE COMPANY MADE TO ITS COST OF EQUITY 

	

3 	ANALYSIS? 

	

4 	A. 	Mr. Moul adjusted his DCF indicated cost of common equity upward 89 basis points to 

	

5 	account for his leverage claim. Mr. Moul also adjusted his CAPM indicated cost of 

	

6 	common equity upward by 110 basis points to reflect his claim that Monarch has higher 

	

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

8 

	

9 	Q. DO YOU AGREE WITH MR. MOUL'S PROPOSED COST OF EQUITY? 

	

10 	A. 	No. Mr. Moul's cost of equity recommendation is biased due to several errors. He has 

	

11 	given undue weight to the Risk Premium method and CAPM, and has included the faulty 

	

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

	

13 	he employs.an  inflated DCF growth rate and an uncalled for dividend yield adjustment. In 

	

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

	

15 	leverage and size risk adjustments. 

16 

	

17 	A. WEIGHTS GIVEN TO METHODS 

	

18 	Q. DO YOU AGREE WITH THE COMPANY'S RELIANCE ON THE USE OF THE 

	

19 	CAPM AND RP MODELS? 

	

20 	A. 	No. While I am not opposed to using the CAPM results as a comparison to the results of 

	

21 	the DCF calculation, as discussed previously in this testimony, it is inappropriate to give the 

	

22 	CAPM and RP models comparable weight. The CAPM and the RP method are less reliable 
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1 	indicators because they measure the cost of equity indirectly, and risk premiums vary 

	

2 	depending on the debt and equity being compared. Also, regulators can never be certain 

	

3 	that economic and regulatory conditions underlying the historical period during which the 

	

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

5 

	

6 	B. COMPARABLE EARNINGS METI1OD 

7 Q. WHAT ARE THE LIMITATIONS OF THE COMPARABLE EARNINGS 

	

8 	APPROACH? 

	

9 	A. 	The CE approach employed by Mr. Moul compares projected returns of companies of 

	

10 	dissimilar business and financial rislc. IVIr. Moul's barometer group for this method is ever 

	

11 	changing, and lacks current market data. Finally, Mr. Moul's use of book returns between 

	

12 	8% and 20% is skewed. Although Mr. Moul does not use the CE method in his average 

	

13 	when determining the cost of equity for this case, he does state that he relied upon the CE 

	

14 	method in his analysis.11  

15 

	

16 	Q. EXPLAIN HOW MR. MOUL'S CE APPROACH IS FAULTY, 

	

17 	A. 	The companies in Mr. Moul's analysis are not utilities, thus they are too dissimilar for 

	

18 	Comparable Earnings. The companies in Mr. Moul's CE barometer group are simply not 

	

19 	comparable to water distribution utilities in terms of their business risk /financial risk profile. 

	

20 	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. 
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1 
	

maintain higher financial risk profiles by employing more leverage. Conversely, since Mr. 

2 
	

Moul's CE barometer group companies are in an unregulated competitive environment with 

3 
	

much higher business risk, they must maintain lower financial risk profiles by employing 

4 
	

minimal leverage. 

5 
	

n 

6 	Q. PLEASE EXPLAIN HOW 'MR. MOUL'S CE BAROMETER GROUP IS EVER 

7 	CHANGING? 

8 	A. 	Mr. Moul's group of companies were selected from Value Line as of July 2015 and had 

9 	similar risks based on his factors (timeliness rank, safety rank, financial strength, price 

10 	stability, beta, and technical rank).13  However, these factors change, which changes the CE 

11 	group. As of April 2016, of the 15 companies on Mr. Moul's list, only 4 wer9 in his new 

12 	updated CE group.14  Mr. Moul also added 3 companies to his new updated CE group. This 

13 	shows that the risks of the companies changes with the economy. Value Line updates 

14 	several industries a week on a rotating basis, and it takes 3 months for the same industry to 

15 	be re-evaluated. Using the returns for the companies listed in Mr. Moul's CE group going 

16 	back nine months, let alone six years, is not appropriate because the companies are only 

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

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

19 

13 Exhibit PRM-1, page 24 of 25, Schedule 13 [2 of 3). 
14 Attachment ES-12: 
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1 	Q. CAN YOU PLEASE EXPLAIN HOW THE LACK OF CURRENT MARKET DATA 

	

2 	DIMINISHES THE VALUE OF THE CE APPROACH? 

	

3 	A. 	Yes. Mr. Moul includes the historical years of 2010-2014. He proceeds to exclude current 

	

4 	market data including the years 2015-2017. Mr. Moul then picks up using projected 

	

5 	information from 2018-2020.15  This din3inishes the value of the CE approach as Mr. Moul 

	

6 	is excluding three years of recent informati(3n, which is clearly imprudent when Mr. Moul's 

	

7 	goal is to 'span an entire business cycle. Furthermore, the historical (2010-2014) and 

	

8 	estimated (2018-2020) accounting returns do not include any information on what market 

	

9 	return investors expect tciday (2016). 

10 

	

11 	Q. PLEASE EXPLAIN HOW MR. MOUL'S USE OF RETURNS I3ETWEEN 8% AND 

	

12 	20% IS SKEWED. 

	

13 	A. 	Mr. Moul chooses returns above 8% and below 20%. Excluding the values in Mr. Moul's 

	

14 	CE Approach below 8% and above 20% reduces the group from 13 companies to 4 

	

15 	companies. Of the 4 remaining values, the average return is 13.8%, and the median data 

	

16 	points are 12.5% and 19.0%. However, Mr. Moul's documentation shows that in 2015 the 

	

17 	average authorized return for gas and electric companies was 9.76%.16  This shows Mr. 

	

18 	Moul's bias towards the high end of returns, and shows that his range is unreasonable. 

19 	 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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1 	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. 

3 

	

4 	C. DIVIDEND YIELD'ADJUSTMENT 

	

5 	Q. WHAT DIVIDEND YIELD ADJUSTMENT HAS M. MOUL PROPOSED IN HIS 

	

6 	ANALYSIS? 

	

7 	A. 	Mr. Moul has proposed an ex-dividend adjustrnent to the dividend yields of his barometer 

	

8 	group. Mr. Moul adjusts the 'month-end prices to reflect the buildup of the dividend in the 

	

9 	price that has occurred since the last ex-dividend date. '17  

10 

	

11 	Q. WHY IS MR. MOUL'S EX-DIVIDEND ADJUSTMENT INAPPROPRIATE? 

	

12 	A. 	Mr. Maul's ex-dividend adjustment is inappropriate for three reasons. First, my experience 

	

13 	has not included any support for the application of an ex-dividend adjustment to the dividend 

	

14 	yield in the DCF formula as proposed by Mr. Moul. There are numerous publications 

	

15 	explaining an ex-dividend date, which is the date at which the stock price is being reduced 

	

16 	approximately by the amount of the dividend, and is the date before which you must own 

	

17 	stock to obtain that dividend. I am not familiar with any academic evidence showing that 

	

18 	any type of adjustment is made to the dividend yield for this occurrence. 

	

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

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

17Direct Testimony of Paul R. Moul, page 23, lines 8-10. 
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1 
	

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 

3 
	

ownership of a stock, but would like to receive the dividend first. 

4 
	

Finally, I am not aware of any financial publications that provide ex-dividend adjusted 

5 
	

yields to investors that might be used for their financial investment decision making. 

6 
	

Arguably, if such information were an important factor in an investor's decision making 

7 
	process then mainstream financial publications would include it on a regular basis. This 

8 
	

idea is supported by Mr. Moul's own testimony in which he states (regarding forecasts) .if 

9 
	

investors really required forecasts that extended beyond five years to properly value coinmon 

10 
	

stocks, then I am sure that sorne investment advisory service would begin publishing that 

11 
	

information for individual stocks to meet the demands of investors. The absence of such a 

12 
	

publication is proof that investors do not require infinite forecast to purchase and sell stocks 

13 
	

in the marketplace. '18  

14 

15 	D. LEVERAGE (MARKET-TO-BOOK) ADJUSTMENT 

16 	Q. WHAT IS FINANCIAL LEVERAGE? 

17 	A. 	Generally, financial leverage is the use of debt capital to supplement equity capital. A firm 

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

19 

20 	Q. WHAT IS A MARKET-TO-BOOK RATIO? 

18  Direct Testimony of Paul R. Moul, page 29, lines 16-21. 
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1 	A. 	Generally, a market-to-book ratio is used to evaluate a public firm's equity value. This is 

	

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

3 

	

4 	Q. WHAT ADJUSTMENT HAS MR. mom PROPOSED IN HIS ANALYSIS? 

	

5 	A. 	Mr. Moul proposes to make an 85 basis point leverage adjustment to his DCF. Mr. Moul 

	

6 	proposes that the adjustment arises when the results of the DCF model (k) are to be applied 

	

7 	to a capital structure that is different than that which underlies the market price (P),I9  

8 

9 Q. IS THE TERM ``LEVERAGE" APPROPRIATE FOR THIS TYPE OF 

	

10 	ADJUSTMENT? 

	

1 1 	A. 	No. Mr. Moul does not propose to change the capital structure of the utility (a leverage 

	

12 	adjustment), nor does he propose to apply the market-to-book ratio to the DCF model (a 

	

13 	market-to-book adjustment). Instead, Mr. Moul is proposing to make an adjustment to 

	

14 	account for applying the market value cost rate of equity to the book value of the utility's 

	

15 	equity. Currently, I am unaware of any academic journals or text books that describe this 

	

16 	type of adjustment. 

17 

18 Q. WHAT IS THE BASIS FOR MR. MOUL'S PROPOSED LEVERAGE 

	

19 	ADJUSTMENT? 

19 IDirect Testirnony of Paul R. Moil!, page 33, lines 2-4. 
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1 	A. 	Mr. Moul theorizes that if regulators use the results of the DCF to compute the weighted 

2 	average cost of capital based on a book value capital structure used for ratemaking purposes, 

3 	those results will not reflect the higher level of financial risk associated with the book value 

capital structure. Mr. Moul believes that this is because market valuations of equity are 

5 	based on market value capital structures, which in general have more equity, less debt and 

6 	therefore, less risk than the capitalintion measured at its book value. Mr. Moul further 

7 	references cases where the PA PUC accepted his adjustment as support for this adjustment.2° 

8 

9 	Q. DO YOU AGREE WITH MR. MOUL'S ‘44EVERAGE ADJUSTMENT"? 

10 	A. 	No. Mr. Moul's adjustment is inappropriate for several reasons. These reasons include the 

11 	Value Line published capital structure, the rating agency characterization of financial risk, 

12 	the PA PUC precedent, lack of support in academic literature, Mr. Moul's testimony 

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

14 

15 Q. WHAT CAPITAL STRUCTURE DOES VALUE LINE PUBLISH FOR WATER 

16 	DISTRIBUTION UTILITIES? 

17 	A. 	Value Line publishes the book value capital structure and the book value of debt. Value 

18 	Line does not publish the market value capital structure. It merely publishes the market 

19 	capitalization, which refers only to the amount of shares outstanding multiplied by the 

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

20 Direct Testimony of Paul R. Moul, page 32, lines 1-9. 

Direct Testimony of Emily Sears 	 August 2016 

0000031 



SOAH Docket No. 473-16-2873.WS 
P.U.C. DOCKET NO. 45570 	 Page 29 

	

1 	market valued capital structures; however this is untrue in the regulated utility industry, using 

	

2 	Value Line. Investors base their decisions and therefore their required market return on the 

	

3 	book value capital structures, not the market value capital structures; therefore, no leverage 

	

4 	adjustment is needed. 

5 

	

6 	Q. PLEASE EXPLAIN HOW RATING AGENCIES ASSESS FINANCIAL RISK. 

	

7 	A. 	Rating agencies assess financial risk based upon the company's booked debt obligations and 

	

8 	the ability of its cash flow to cover the interest payments on those obligations. The agencies 

	

9 	use a company's financial statements for their analysis, not market capitalization. True 

	

10 	financial risk resides in the income statement, and is a function of the actual amount of 

	

11 	interest expense and income volatility. Therefore, regardless of how the Company's 

	

12 	investments are valued in the market place, the financial risk does not change. 

	

13 	 This is important because •when investors determine their required rate of return, they 

	

14 	take into consideration a company's risk. A company can only have one risk profile, and as 

	

15 	stated above investors look at the book value capital structure. 

16 

17 Q. PLEASE DISCUSS WHY THE PA PUC'S PRECEDENT INVAIADATES MR. 

	

18 	MOWS SUPPORT FOR THE "LEVERAGE ADJUSTMENT-" 

	

19 	A. 	There are several cases in which the same leverage adjustment' has been, rejected. First, 

20 	in Pennsylvania Public Utility Commission v. Metropolitan Edison Co. Docket No. R- 

	

21 	00061366, p. 135 (Order entered January 11, 2007), the PA PUC did not accept the 

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

	

2 	 Second, in Pennsylvania Public Utility Commission v. Aqua Pennsylvania, Inc. Docket 

	

3 	No. R-00072711, (Order entered July 31, 2008), the PA PUC rejected the ALT's 

	

4 	recommendation for a leverage adjustment stating .the fact that we have granted leverage 

	

5 	adjustments in the past does not mean that such adjustments are indicated in all cases. '21  

	

6 	 Finally, in the most recent case of Pennsylvania Public Utility Commission, et al v. City 

	

7 	of Lancaster — Bureau of Water, Docket No. R-2010-2179103, the PA PUC agreed with the 

	

8 	Investigation & Enforcement position and stated in the Order entered July 14, 2011, 'any 

	

9 	adjustment to the results of the market based DCF. .are unnecessary and will harm 

	

10 	ratepayers. Consistent with our determination in Aqua 2008 there is no need to add a 

	

11 	leverage adjustment. 

	

12 	 The PA PUC also has a Quarterly Earnings Report which determines a Distribution 

	

13 	Service Improvement Charge return based upon a formula determined by the PA PUC with 

	

14 	input from all parties affected. The Quarterly Earnings Report formula does not include a 

	

15 	leverage adjustment. These cases show that the PA PUC has not consistently recognized, 

	

16 	nor made a policy of including, Mr. Moul's leverage adjustment, and is not support that this 

	

17 	adjustment is needed or appropriate. 

18 

	

19 	Q. WHAT DOES MR. MOUL'S TESTIMONY STATE REGARDING THE LEVERAGE 

	

20 	ADJUSTMENT? 

21 Opinion at p. 38. 
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3. 	A. 	Mr. Moul contradicts himself in his direct testimony. First, on page 34, lines 4-6, he states 

	

2 	that 'the leverage adjustment is not intended, nor was it designed, to address the reasons that 

	

3 	stock prices vary from book value. Hence, any observations concerning market prices 

	

4 	relative to book value are not on point. Then, on lines 14-34, he discusses why utility 

	

5 	stocks are trading at relatively high market prices, how stock prices are above book value, 

	

6 	and current market to book multiples as support for his adjustment. Mr. Moul's support for 

	

7 	his leverage adjustment is unrelated. 

8 

	

9 	Q. HOW DOES MR. MOO,' CALCULATE THE LEVERAGE ADJUSTMENT 'USED 

	

10 	IN HIS ANALYSIS? 

	

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

	

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

	

13 	return generated by the DCF model based on a market value capital structure. '22  

14 

	

15 	Q. WHAT FORMULA DOES MR. MOUL USE TO CALCULATE THE 9.89% RETURN 

	

16 	COMPUTED DIRECTLY WITH THE.  MODIGLIANI & MILLER FORMULAS? 

	

17 	A. 	Mr. Moul uses the following formulas:23  

	

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

	

19 	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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1 	Where: 

	

2 	ku = cost of equity for an all equity firm 

	

3 	ke = market determined cost equity 

	

4 	i = cost of debt 

	

5 	d = dividend rate on preferred stock 

	

6 	D = debt ratio 

	

7 	P = prefetTed stock ratio 

	

8 	E = conunon equity ratio 

9 

	

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

	

11 	A. 	Yes. The formulas employed by IvIr. Moul do not appear anywhere in the research he cites. 

	

12 	Also, the literature Mr. Moul cites does not espouse using even its native formulas in a DCF 

	

13 	adjustment setting. 

14 

	

15 	Q. CAN THE FORMULA SHOWN IN EXHIBIT PRM-1, SCHEDULE 9 AND PAGE 31 

	

16 	OF THIS TESTIMONY BE FOUND IN THE MODIGLIANI & MILLER 

	

17 	LITERATURE? 

	

18 	A. 	No, it cannot. 

19 

20 Q. IS THE MODIGLIANI AND MILLER RESEARCH ON THE SUBJECT OF 

	

21 	CAPITAL STRUCTURE AND COST OF CAPITAL THAT R. MOUL HAS CITED 

22 	AS JUS11/1CATION FOR HIS LEVERAGE ADJUSTMENT APPROPRIATE? 
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1 	A. 	No. Mr. Moul has misinterprdted Modigliani and Miller's theory and used it in a way the 

	

2 	researchers never advocated. Modigliani and Miller's research is primarily to understand 

	

3 	company capital investment behavior, not Mr. Moul's claimed financial risk associated with 

	

4 	a stock's market price diverging from its book value. Also, the adjustment and formula 

	

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

6 

7 Q. EXPLAIN FURTHER WHAT THE WORK OF MODIGLIANI AND MILLER 

	

8 	STATFS ABOUT THE EFFECT OF THE TYPE OF CAPITAL EI5VIPLOYED (DEBT 

	

9 	OR EQUITY) ON THE VALUE OF THrE FIRM. 

	

10 	A. 	The work of Modigliani and Miller actually points to the opposite conclusion of Mr. Moul: 

	

11 	 That is, the market value of any firm is independent of its capital 

	

12 	 stnicture.24  

	

13 	Furthermore, 

	

14 	 ,the value of any firm must be independent of its financial 

	

15 	 structure.25  

16 

17 Q. ARE YOU AWARE OF ANY OTHER ACADEMIC LITERATURE THAT 

	

18 	SUPPORTS MR. MOUL'S "LEVERAGE ADJUSTMENT"? 

24  Modigliani, Franco and Miller, Merton It ''The Cost of Capital, Corporation Finance, and the Theory of 
Investmene Ainerican Economic Review, June 1958, p. 268. 

25  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. 

Q. 

No. 	I am not aware of any other academic literature that supports Mr. Maul's 'leverage 

adjustment. 

PLEASE SUMMARIZE YOUR RECOMMENDATION REGARDING THE 

5 LEVERAGE ADJUSTMENT, 

6 A. I recommend the rejection of the leverage adjustment because there is no academic support 

7 for such an adjustment in a DCF setting, the Pk PUC precedent does not unequivocally 

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

9 

10 Q. WHAT IS MR. MOUL'S DCF PRIOR TO HIS ADJUSTMENTS? 

11 A. Mr. Moul's DCF. using the 6.00% growth, plus the 2.91% dividend yield, equals 8.91%. 

12 This figure supports the reasonableness of Staff' s DCF. 

13 

14 Q. DO YOU HAVE ANY COMMENTS REGARDING MR. MOUL'S DCF PRIOR TO 

15 ADJUSTMENTS? 

16 A. Yes. 	Using all of Mr. Maul's adjustments simply inflates his DCF calculation by 98 basis 

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

18 

19 E. INFLA1 	ED CAPM BETAS 

20 Q. WHAT BETA HAS MR. MOUL USED IN HIS CAPM ANALYSIS? 

21 A. Mr. Moul uses an inflated beta equal to 0.84. 

22 
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Q. 
	HOW HAS MR. MOUL INFLATED THE BETAS EMPLOYED IN HIS CAPM 

2 	ANA.LYSIS? 

3 	A. 	Mr. Mout has used the same logic for inflating his CAPM betas that he used to enhance his 

4 	DCF returns, through a financial risk, or leverage, adjustment.26  Such enhancements are 

5 	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 

7 	accurate investment risk, as Mr. Moul contends, the question naturally arises as to why Value 

8 	Line does not publish betas that are adjusted for leverage. Until this type of adjustment is 

9 	demonsirated in the academic literature to be valid, such leverage adjusted betas in a CAPM 

10 	model should be appropriately rejected. 

11 

12 	F. SIZE ADJUSTMENT 

13 	Q. WHAT IS MR. MOUL'S SIZE ADJUSTMENT? 

14 	A. 	Mr. Moul makes a 110 basis point adjustment because he believes as the size of a firm 

15 	decreases, its risk and required return increases. Further, Mr. Moul uses the SBBI Yearbook 

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

17 	the simple CAPM.27  

18 

19 Q. WHAT COMMENTS DO YOU HAVE REGARDING MR. MOUL'S SIZE 

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

2 	A. First, although the scale of operations for water utility distribution systerns can vary, the basic 

3 	nature of a water utility's business does not change with respect to scale. A water utility's 

4 	core business is to provide water to its customers, regardless of size. Therefore, it rnust 

construct and maintain its distribution system, provide administrative functions, treat the 

6 	water, etc. This business model remains essentially the sarne for any size utility, along with 

7 	the fact that water utilities operate as monopolies with a captive customer base in the areas 

8 	they serve. 

9 	Second, water utilities are regulated, and the utility's earnings are set by the ratemaking 

10 	process. The utilities are also subject to regulatory oversight. 

11 	Finally, while Mr. Moul presented nurnerous articles regarding the size premium, none are 

12 	specific to the utility industry. However, there are articles examining the size premium in the 

13 	utility industry. Wallace Davidson states: 

14 
	

mur results suggest that neither large nor small utilities merit a premium because 
15 
	

of their size. The implications of our findings for regulatory officials for 
16 
	

regulatory accounting standard-setters are straightforward: we find no evidence 
17 
	

among the electric utility industry. .to suggest that a utility's cost of capital or its 
18 
	

allowable ARR should be adjusted to reflect firm size.28  
19 
20 
	

In research also specific to public utilities, Professor Annie Wong states: 

21 	Miven firm size, utility stocks are consistently les§ risky than industrial stocks. 
22 	Second, industrial betas tend to decrease with firm size, but utility betas do not. 
23 	These findings may be attributed to the fact that all public utilities operate in an 
24 	environment with regional monopolistic power and regulated financial structure. 

28  Wallace Davidson III, Kenneth Ferris, and William Reichenstein, A Note on the Relationship Between Firm Size  
and Return in the Electric Utility Industry,  Journal of Accotmting, Auditing, and Finance Vol. 8, Issue 3 (Summer 
1993). 
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1 	As a result, the business and financial risks are very similar among the utilities 

	

2 	regardless of their size. Therefore, utility betas would not necessarily be related 

	

3 	to firm size. 
4 

	

5 	She then concludes: 

	

6 	The object of this study is to examine if the size effect exists in the utility industry. 

	

7 	After controlling for equity values, there is some weak evidence that firm size is 

	

8 	a missing factor from the CAPM for industrial but not utility stocks. This implies 

	

9 	that although the size phenomenon has been strongly documented for industrials, 

	

10 	findings suggest that there is no need to adjust for the firm size in utility 

	

11 	regulation.29  
12 

	

13 	For all these reasons, I have not ineluded a size premium in this case, and Mr. Moul's size 

	

14 	adjustthent should be rejected. 

15 

16 Q. WHAT WOULD MR. MOUL'S CAPM RESULT BE WITHOUT HIS 

	

17 	ADJUSTMENTS? 

	

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

	

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

	

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

	

21 	equity. 

22 

	

23 	Q. DO YOU HAVE ANY COMMENTS REGARDLNG MR. MOUL'S CAPM PMOR TO 

	

24 	ADJUSTMENTS? 

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

	

-\ 2 	points (10.93% 8.89%=2.04%). 

3 

	

4 	XI. FUNDAMENTAL RISK ANALYSIS 

5 Q. PLEASE SUMMARIZE MR. MOUL'S TESTIMONY REGARDING FINANCIAL 

	

6 	DATA COMPARISON FOR MONARCH AND HIS BAROMETER GROUP. 

	

7 	A. 	Mr. Moul discusses several categories of risk including bond ratings, size, market ratios, 

	

8 	common equity ratio, return on equity, operating ratios, coverage, quality of earnings, 

	

9 	internally generated funds, and betas.3°  Mr. Moul compares Monarch, the Water Group, 

	

10 	and the S&P Public Utilities. Mr. Moul concludes that the 'risk of Monarch is vastly greater 

	

11 	than that of the Water Group. '31  

12 

	

13 	Q. DO YOU AGREE WITH MR. MOUL'S COMPARISON OF THE WATER GROUP 

	

14 	TO THE S&P PUBLIC UTILITIES? 

	

15 	A. 	No. The S&P Public Utilities index is comprised of electric power and natural gas 

	

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

17 

	

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

	

19 	ABOUT SIZE? 

30 Direct Testirnony of Paul R. Moul, pages 15-19. 
31 Direct Testimony of Paul R. Maul, page 19, line 8. 
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1 	A. 	Mr. Moul discusses size on page 15 of the Direct Testimony of Paul R. Moul. I have 

	

2 	previously discussed why size is not a factor in this proceeding on pages 36-37 of this 

	

3 	testimOny. 

4 

	

5 	Q. WHAT COMMENTS DO YOU HAVE REGARDING MARKET RATIOS? 

	

6 	A. 	Mr. Moul discusses dividend yields, and market-to-book ratios.32  Since dividend yields are 

	

7 	already included in the DCF. there is no need to make additional risk analysis based on this 

information. 

9 

	

10 	Q. WHAT COMMENTS DO YOU HAVE REGARDING COMMON EQUITY RATIOS? 

	

11 	A. 	Mr. Moul states that the use of a hypothetical capital structure aligns the financial risk of 

	

12 	IVIonarch with the water group. However, the Company's 60.5% equity ratio is higher than 

	

13 	the 51.3% equity ratio for the Water group, making Monarch less risky than the barometer 

	

14 	/ group. 

15 

	

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

	

17 	ABOUT RETURN ON BOOK EQUITY, OPERATING RATIOS, AND COVERAGE? 

	

18 	A. 	Mr. Moul testifies that Monarch has higher earnings variability than his water group, 

	

19 	meaning Monarch has greater risk. Mr. Moul states that Monarch's coefficient of variation 

	

20 	is 1.541, while the Water Group is 0.083. Mr. Moul further clahns that Monarch has 

32 Direct testimony of Paul R. Moul, pages 15-16. 
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1 
	

experienced losses during four of the last five years. Mr. Moul states that Monarch's high 

	

2 
	

operating ratio can be traced to very low, or in some years negative operating margins, and 

	

3 
	

that Monarch was unable to cover its interest expense from operations.33  Monarch's last 

	

4 
	

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 

	

6 
	

result of rates that Monarch supported as reasonable in settlement. The return in this case 

	

7 
	

is sufficient for Monarch to have the opportunity to earn a fair and reasonable overall return 

	

8 
	

under efficient and economical management. 

9 

	

10 	Q. WHAT COMMENTS DO YOU HAVE REGARDING MR. MOUL'S STATEMENTS 

	

1 1 	ABOUT INTERNALLY GENERATED FUNDS? 

	

12 	A. 	Mr. Moul indicates that the percentage of internally generated funds to capital expenditures 

	

13 	for Monarch was 109.7%, while the Water Group was only 81.6%.34  This shows that 

	

14 	Monarch generates more funds than it spends on capital expenditures, while the Water group 

	

15 	generates less than it spends on capital expenditures, making Monarch less risky than the 

	

,16 	barometer group. 

17 

	

18 	Q. DO YOU AGREE WITH MR. MOUL'S COMMENTS REGARDING MONARCH'S 

	

19 	RISK COMPARED TO THE WATER GROUP? 

33 Direct Testimony of Paul R. Moul, page 17. 
34 Direct Testimony of Paul R. Moul, page 18. 
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1 A. No. 	I believe that with the capital structure adjustment, and the offsetting risks Mr. Moul 

2 discusses, that Monarch is in-line with the risks of the barometer group, and no additional 

3 changes need to be made to the cost of equity. 

4 

5 XII. SUMMARY 

6 Q. WHAT IS STAFF'S RECOMMENDED RETURN ON EQUITY? 

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

8 

9 Q. WHAT IS STAFFS OVERALL RECOMMENDED RETURN? 

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

1 1 

12 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

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

14 as new evidence is presented. 
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Attachment ES-1 

Emily Sears 

Professional Experience 

• Public Utility Commission of Texas 
Utility Rates Analyst 
Water Utilities Division 
January 2015 Present 

• Commonwealth of Pennsylvania, Public Utility Commission 
Fixed Utility Financial. Analyst 
Bureau of Investigation and Enforcement 
May 2009 — December 2014 

• Commonwealth of Pennsylvania, Public Utility Commission 
Fixed Utility Financial Analyst 
Bureau of Fixed Utility Services 
April 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 Adniinistration 
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 
CertiEed Rate of Return Analyst 
June 2010 

Presentations 

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

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

• Duquesne Light Company, Docket No. M-2009-2093217 
• West Penn Power Company d/b/a Allegheny Power, Docket No. M-2009-2093218 
• Duquesne T ight Company, Docket No. M-2009-2123948 
• West Penn Power Company d/b/a Allegheny Power, Docket No. M-2009-2123951 
• Utilities, Inc. — Westgate, Docket No. R-2009-2117389 
• Utilities, Inc. of Pennsylvania, Docket No. R-2009-2117402 
• PECO Energy Cotnpany 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 
• Colutnbia 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, LI:C, Docket No. R-2012-2287044 
• Peoples Natural Gas Company, LLC, Docket No. R-2012-2285985 

.0 	PPL Electic Utilities 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 

Pennsylvanin-American Water Company, Docket No. R.-20,13-2355276 
• 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 
• Emporiuln 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 

I 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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• City of Austin wastewater rate appeal, Docket No. 42867 
• Quadyest, L.P. Docket No. 44809 
• Consumers Water, Inc. Docket No. 43076 

0000047 



ES-3 
Page 1 of 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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Summary of Cost of Capital 

Type of Capital 
2015 
Ratio 

2014 
Ratio 

2013 
Ratio 

2012 
Ratio 

2011 
Ratio 

2010 
Ratio 

American States Water Co 
Long term Debt 41.10% 39.10% 39.80% 42.20% 45.40% 44.30% 
Common Equity 58.90% 60.90% 60.20% 57.80% 54.60% 55.70% 

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 
American Water Works 
Long term Debt 53.80% 52.60% 52.40% 53.90% 55.80% 56.80% 
Common Equity 46.20% 47A0% 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% 
Cornmon Equity 49.70% 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 terrn Debt 44.40% 40.10% 41.60% 47.80% 51.70% 524O% 
Common Equity 55.60% 59.90% 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% 49.80% 
Common Equity 55.80% 54.10% 52.90% 50.80% 46.50% 50.20% 

100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 
Middlesex Water 
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 Debt 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% 

Source: Value Line 
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83.0 

LT Debt 3320 9 milt 	LT Interest 521.1 mill. 
(41% of Cap) 40.55 

1225 
42.55 
8.55 

37.55 
6.95 

36.95 
3.25 

432% 
18% 

41.7% 
235 

39.5% 
2.55 

3625 
- - 

311.45 
2.55 

314% 
35 

320% 
1.0% 

-lb% 
1.5% 

biases Tex Rik 
MCC % to Nit Prat 

36.0% 
1.0% 

Leuas, UncapItalized: Annual rentals 32.5 
Pension Assets-12115 $142 2 int 

milt RUM 
51.4% 

4895 
53.15 

48.2% 
53.8% 

45.05 
5C1% 

44.35 
55.75 

46.45 
54.5% 

4225 
57.85 

39.85 
602% 

38.1% 
80.95 

41.1% 
51.95 

41.5% 
511454 

425% 
57.5% 

Larigatin Di/MR.1/o 
Crisman Nally Rada 

57.0% 
AM 

Oblig. $169 9 mill 
PM Stock None. 

551.6 

- 
750.0 

930.4 
776.4 

517.0 
525.3 

665.0 
853.4 

877.4 
855.0 

749.1 
898.5 

757.0 
017.8 

818.4 
98t5 

8326 
1003.6 

111.5 
18111.11 

355 
1110 

820 
1150 

Total Capital ($eill) 
11141111._ 

1085 
1370 

Common Stock 3E554,067 shs. 
as of 6121111 

6.0%-  
Li% 
&I% 

8.7% 
9.35 

' 9.35 

14% 
8.55 
8.6% 

5.11% 
8.2% 
52% 

7.8% 
11.0% 
11.0% 

7.15 
103% 
103% 

8.3% 
119% 
11.9% 

8.95 
12.75 
12.75 

In 1  
12.05 
1235 

SIM 
130% 
EU% 

1.3% 
UP% 
12.5 

15% 
120% 
12.0% 

Reitman Total Capi 
Num am St Equlty 
Num on Com Equle 

15% 
115% 
13.5% 

MARKET CAP: $1.6 billion (Mld Call) 2.7% 3.9% 3.1% 3.2% 5.135 5.3% 6.55 6.55 5.75 AO% 5.5% 55% Rafted toCcenEq 1.0%' 
cuaaerposnioN 	2014 	2015 3131114 875 58% 845 61% 475 495 455 475 535 54% X% 55% Al Meats Net Prot X% 

fit4  Ca 	Assets 	76.0 	4.4 
Accts Receivable 	18.8 	15.9 
Other 	 114.7 	109.4 

8.5 
16.2 

108.4 

BUSINESS: American Slates Water Co. operates as _ lurking 	Lake and in areas of San Bernardino County. Sold Chaparral City 
company. Through its principal subsidiary, Golden States Water 	Water at Ancona (6111). Has 707 empieyees. asthma Ino, owns 
Company, a supplies water to 260,151 customers in 75 Otis 	and 	9.95 of at shares; Vanguard, 9 4% off. & dir. 1.4% (4116 Proxy) , --.1 Cu _id Assets 	209.5 

Accts Payable 	41.9 	50.6 
Debt Due 	 .3 	28.3 
Other 	 57.1 	44.8 

131.1 
47 9 
43.3 
47 9 

10 monks, Service areas include the greater Metropolttan areas of 	Chairmen Boyd Ross. President & Chlef Executive Officer Robert 
Los Angeles and Orange Counties. The company also proodes 	J. Sproails. Inc CA. Address. 630 East Foothill Boulevard, San 
electric utility serial to 23,846 customers I.. the tsty of Rg Bear 	Oimas, CA 91773. Tel* 909-394-3600. Internet wwwaswatercorn. 

Current liab. 	99.3 "TM 139.1 American States Water is awaiting the 	half eaming,s. In any case, the significance 
ANNUAL-RATES 	Past 	Past Est'd 
elding(persh) 	Wm. 	5Yrs, 	to19•21 
Revenues 	6.0% 	4,55 
"Cash Flow" 	9.0% 	8.05 
Earnings 	12.016 	12.0% 
Dividends 	6 5% 	10.0% 
Book Value- 	5.55" 	8.055-  

13-'15 

4 0% 
5.0% 
6,016 
1096 
4.05 

outcome of an important rate case. In 	of the CPUC's ruling cannot be un-. 
2014, the compan,y's utility, Golden States 	derestlmated, as this will determine what 
Water Company (GSWC). filed a request 	price the utility can charge its customers 
with California regulators (CPUC), seek- 	for three years. In the recent past, the 
Ing 	higher 	rates 	for 	the 	years 	2016 	state and water utilities appear to have es- throu_th  2018. Most of the negotiations 	tablished a good working relationship, so 

Cal- 
ender 

QUARTSWEVENUE80111) 
klar.31 Jun.30 Sep.30 010.31 

Full 
Year 

have 	een concluded, but a few key items 	we expect the ruling to be reasonable. 
remain unresolved. The situation has been 	Contributions 	from 	nonregulated 

2013 
2914 
2015 
2015 
7017  

110.8 	120.7 	130.9 	109.9 
102.0 	115.8 	138.3 	109.9 
100.9 	114.8 	133.0 	110.1 
93.5 	1055 	135 	110 
910 	447 	147 	113  

472.1 
485.8 
4588 
445 
47° 

complicated by the drought in California, 	businesses should continue to grow. 
as GWSC has had to adjust its costs to Through its ASUS subsidiary, American 
align more with the reduced sales caused 	States builds and operates water systems 
by the CPUC's mandated restrictions ,on 	in U.S. Army Installations. Lately, many 
water usage. 	 ' 	military bases have been outsourcing this 

Cat- 
ender 

EARNM08 PER SHARE ''' 
Mar.31 Jun.30 Sap.30 Dem-31 

Full 
- year 

	

The decision by the CPUC should pro- 	function. The privatization process is not 

	

-vide immediate reliérto the bottom 	occurring all at once, so we expect ASOS 
2013 
2014 
2015 
2018  
2017  

	

.35 	.43 	.63 	.30 

	

.28 	.39 	.04 	.35 

	

.32 	.41 	.56 	.31' 

	

.28 	.38 	.82 	28  

	

.33 	47 	.63 	.33  

1.61 
1•57 
110 
1.85  
US 

line. Once the case is decided, the reve- 	to be an active bidder on these contracts 
nues will be retroactive to the first of the 	as they become public. Share earnings at- 
year. American States' share net dipped 	tributable to this segment fell in the first 
13% in the March period (and probably 	quarter but we expect profits here to grow 
declined 5% in the second 	because 	from about 1 0%-1 2% of the company's bot- quarter) 

cat. 
ander 

884111151i8610933111910% 
that Jua,30 Sigt,30 Diw,31 

Full 
Year 

GSWC has not been able to raise prices to 	tom line to 1 5%-20% out to late decade. 
keep up with its rising costs. The CPUC is investors can find better selections 

2012 
2013 
2014 
2015 
20111 

.14 	.14 	.1775 	.1775 

.1775 	.1775 	.2025 	.2025 

.2025 	.2025 	.213 	.213 

.213 	.213 	.224 	.224 
224 	224 

.64 

.78 

.83 

.87 

bound to make a final ruling sometime in 	elsewhere. 	These 	neutrally 	ranked 
2016. For our earnings presentation, we 	shares offer well-below average total re- 
are estimating that a decision will be 	turn potential over the next 3- to 5-year 
made in the third quarter, which should 	period. 
provide a boost to the company's second- JarnesA Fkod 	 July 15, 2016 

(A) Primary earnings Excludes nonrecumng 
gains/(losses): 04, 70; 65, 130; 06, 34; 08, 
(144); 10. (230) '1 1, 100. Next earn:ngs report 
dul early August. 

(B) Dividends historically paid In early March, 
liste, September, and December. 1  DIM rein-
vestment plan available 

Companye Flnanclal Strength 
Stock's Price Stability 
Price Growth Persistence 
Earnings Predictability 

(C) In milhon5, adjusted for spilt A 
85 
70 
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2016 2017 

AMERICAN WATER NysE.Awg 
TIMEIJNESS 3 lawint16124/16 

SAFETY 	3 fles7125103 

TECHNICAL 5 loseed7/15118 
BETA 70 (1.00. Wile) 

2619-21 nalEctoms 
Annl Total 

Pea Dein Raton 

2  90 (+6%) 4% 
go 	(-3 0'44 -5% 

Insider Decision!' 
80110JFmAst 

islet D 0 9 0 0 0 0 0 0 
00E8 0 0 4 0 0 10 8 0 10 
letiall 	0 0 4 0 	D 6 0 3 
Institutional Decisions 

101115 MRS 1=1 
Isle 	211 	241 	313 
lid 220 227 232 
1101111148013 147408 158854 
2000 2001 2002 2003 

IE 84.76 1700 30.3 (=Si) RE 1.68 
Low; 16.5 162 19.4 25.2 31.3 
High: 	23.7 	23,0 	25.8 	32.8 	39.4 

	
45.1 	58 2 	81 2 
37 0 	41 1 	48.4 

cd' 

' 
r. 

81f811118118111 	 iritithiltd 	 
2013 2014 2015  

Target Price Rang* 
2019 2020 2021 

128 

64 
48 
40 
32 
24 

16 

% TOT. RETURN 6/16 
ifILS 	VLAR11H. 

SfOCX 	INDEX 
t yr 	77 	-1.9 
3yr 	1207 	26 8 
5 yr 	227.0 	54.4 

VAUJE UNE 	LIZ 9-21 

85 2 
58.9 

2004 

,21  
410 

01 11'4 

OW 1i 
2006 2006 20076  2008 2009 2010 2011 2012 

1108 1184 431 13.98 15.49 
.65 dA7 237 229 3.56 

6.97 d2.14 1.10 1.25 1.53 
• .40 	la 	16  

4.31 4.74 811 4.50 4.38  

15.16 16,25 
173 4.27 
1.72 	2.11 
.90 	121  

32Y 5.23  

16.21 1178 1772 1170 10.20 Revenues push 	22.2 
4.36 4.75 5.13 540 110 *Cash Nor pwiti 	155 
203 	239 254 2.80 3.05 Earnings par eh A 	3.75 
.84 	121 	133 	1.47 	1.57 13We Dicfd per sh ne 	2.05  

5.50 	5.33 	8.61 	615 	6.10 Cap'l fending Rash 	6.21 
MA 	28.39 mg  2291 23.50  24.11 25.11 28.52 27.39 2125 25.05  3035 Soak Value with D 	34.16  

111100 ROO 160.00  r 17413 175.00 115.66 Ms 178.25  1/2.46 116.28 179.00 131.00 ConatienSlosaulsrg  c 117.92_, 
18.r-  15.8 	14.6 	16,6 	16.7 	19.9 	27-01-  20.5 Bold ffelose an Aig1nitYPERalio  

• 1.14 	1.04 	.93 	t05 	1.06 	1.12 	1.05 	1.04 	ValuoUrn 	Reath* PE Ratio 	US 
1.9% 42% 185 3.15 14% 2.05 25% 2.55 	orni ma Avg WWII Yield 	2.77i 

CAPITAL STRUCTURE as of 3131/19 
Total Debt $6754,0 me Duo In 6 Yrs 51272.0 nal. 
LT Debt 55861 0 MI. I.T Interest $293.0 

(54% of cago 

Leases, Uncapitalized: Annual rentals 514.0 mill. 
Panslon Assets 12/15 51376 0 mill 

Oblig. $1584 0 mill. 
Pfd Stock $11.0 mit Pfd Dlvd $ 2 mil 

Common Stock 177,714,495 she 
as of 41211116 

MARKET CAP: ;16.1 billion (Largo Cap) 
CURRE POSITION 2014 2016 31311111 

Call Assets 	23.1 	45.0 	88.0 
Accta Receivable 	287.1 255.0 220.0 
Other 	 638 3 357.0  330.0 
Current Assets 	661.4 657.0 	838.0 
Aorta Payable 	285 6 126.0 	116.0 
Debi Due 	511 1 682,0 893.0 
Other 	 444.1  725.0 605.0 
Current ijab. 	1241 0 1533.0 1814.0 

ANNUAL RATES Past 
	

Past F.0%113-16 
of clangs taw st1 11%. 
Revenuer 
	 iris. 	to 1141 

3.0% 	4.5% 
9 0% 5 5% "Cash Row" 

13.0% 	8.0% Earnings 	
10.0% , 0.5% Dividends 	
2.64 4.05 Book Value 

Full 
Year 

2901.9 
3011.3 
3150.0 
3350 
3475 

Cal-
**liar 
2013 
2014 
2016 
2018 
2617 

WARM:, MODEM PAID as 
klar.31 Jun.30 See.30 Dec.31 

2012 .23 .23 .25 .50 
2013 
	 .28 .28 28 

2014 .28 .31 .31 .31 
2013 31 .34 .34 .34 
2018 .34 .375 

2093.1 22142 2335.9 
d155.8 d342.3 137.2 

37A% 

56.1% 919% 
43.95 49.15 
8692.8 9245.7 
3720.6 9318.0 

NMF NMF 
NMF 
101c  

NF NMF  

BUSINESS: Amen= Water Works Company,-Inc. Is tne largest 
investo -owned water and wastewater utility in the U S., providing 
services to over 15 million people in over 47 states and Canada. 
(Regulated presence in 16 states.) Norregulated business assists 
municipalities and military bases with the maintenance and upkeep 
as wet Regulated operations made up 858% of 2015 revenues 

Shares of American Water Works have 
been on a nice run. Since our last report 
three months ago. the price of the stock 
has climbed 22%, and is now up over 40% 
year to date. By comparison, the S&P 500 
Index has-increased by- only 3% and 2%, 
over these similar periods. 
Does the equity have any more gas 
left In its tank? Not according to our 
ranking system, which only-pegs AWK to 
be an average performer in the year 
ahead. Traditionally purchased by risk-
averse investors willing to forego some 
capital appreciation in return for a high 
yield, good dividend growth prospects, and 
well-defined earnings, this group has 
benefited from a shift in sentiment by the 
institutional sector. The recent turmoil in 
the global markets and the extraordinary 
accommodative policies by world central 
banks have resulted in historically low in-
terest rates, which have seemingly made 
water utilities attractive to these inves-
tors. Indeed, due to the recent surge In its 
price, the stock Is currently trading near 
the top end of our projected 2019-2021 
Target Price Range, and thus offers nega-
tive returns to that time. True. there is no 

Ramon (1m11) 
Nat Ault ($nill) 
	4/119 

Ivo  
Income lie Rata 
	

37.0% 
AR= %to Nat Profit 
	

10%  
Lam-Tani Mt Ratle 55.0% 
Common Equilp Rale i 400 
Total Captial 
	

14540 
MPhil( ($mill) 
	

17200 
Rahn on Total de 
	

6.05 
Return co She Equity 
bhp  on 
Retained to Com Eg 
All AY& to Net Prof 

New Jersey is its largest market amounting for 25.7% of mutated 
revenues. Has 8,700 employees. EilacitRod, Inc., owns 10 2% of 
outstanding sharer( Vanguard, 7.25; officers & director% len than 
1.0%. (4/16 Proxy), President & CEO-  Susan Story. Chairman 
George Mackenzie. Address: 1025 Laurel Oak Road, Voorhees. NJ 
08043 Tel: 866-346-8200. Internet www.emwatercom 

guarantee that the stock won't continue to 
move higher, but long-term holders of this 
issue that have enjoyed generous paper 
profits may want to consider reducing 
their positions. 
Meanwhile, controlling costs.. remains.. 
the company's main earnings impetus. 
American Water has been expanding Its 
customer base via acquisitions of smaller 
water districts for some time. Because 
many of the expenses of running a water 
utility are redundant, large cost savings 
can be achieved by merging smaller water 
districts into existing operations. The com-
pany usually has to buy dozens of water 
authorities to gain a decent number of new 
customers, but the recent $190 million 
purchase of part of the clty of Scranton's 
vstem could mean the trend ls changing. 
This would appear to be an ideal mo-
ment for a new equity offering. Of the 
three large water companies, American 
Water has the most leveraged balance 
sheet and lowest Financial Strength. 
Moreover, the company has increased out-
standing shares by only 1.8% since year-
end 2009. 
James A. Flood 	 July .15, 2016 

2901.9 3011.3 3159.0 
389.3 429.8 478.0 

39.1% 39A% 3115 
5.15 5.1% 1.4% 

52.45 52A5 53.75 
47.65 47A5 4625 
90417 10364 10911 
12111 120 13933 
5.1% 535  5.75  
7.85 8.7% 9.45 
7.3% 8.7% 9.45 
4.75 4.35 4.75 
405 505 505 

Cal-
ander 
2013 
2014 
2015 
2016 
2017 

QUARTERLY RMHUE5l$ 
Mar.31 Jun. 30 Sep. 30 Dec. 31 

838.1 724.3 829.2 712.3 
679.0 754.8 846.1 731A 
8910 782.0 896.0 783.0 
743.0 832 950 825 
756 860 990 870 

BROM FERMAN A  
Mar31 Jtm. 31 Sap. 30 Doc. 31 

	

.32 	.51 	.84 	.33 

	

.39 	.62 	.86 	.52 

	

.44 	.68 	.96 	.56 

.48 .73 1.01 .60 

.50 .78 1.11 .61 

Full 
Year 
2.06 
2.39 
2.64 
280 
3.05 

Cal-
ender 

Full 
Year' 

121 
.84 

121 
1.33 

53.15 51.95 
419% 43.1% 
17192 92510 
1801.6 10524 
3.7% 3.8% 
4.6% 52% 
4.65  52% 
10% 1.5% 
34% 8511 

24497 
200.9 

37.9% 

27197 28112 
217.8 304.9  

40.45 39.5% 

56.0% 553% 
432% 44.2% 
9551.3 aana 
11059 11021 
4.4% 4.3% 
6.5% 7.2% 
61% 72% 
2.83: 3.5% 
56% 52% 

28739 
374.3  

40.7% 
62% 

53.0% 
431%  
9635.5 
11739 
5.4% 
6.4% 
3.4% 
3.6% 
57% 

3350 3475 
930 	550 

355% XS 
2.5%  10% 

550% 56.616 
ZS 45.0% 
11610 MOO 
MOO 15493 
5.5% 6.0% 
15% 10.0% 
9.5% 10.05 
4.5% 10% 
52% 51% 

115% 
10.1% 

3.0% 
55% 

A) Wu ed earnings. Excludes nonrecuring 
cases: 08, $4 62; 09, 52 83; 11, 50.07. 0e-

continued operations '06, {$0.04): 11, 50.03, 
12,  (50.14 3,(50.01). GMP used as of  

2014. Next earnings report due early August. 
Quarterly earrings may not sum due to round-
ing. (8) Dividends paid in March, June, Sep-
tember, and December. - DN. reinvestment  

available. Two payments made in 41h quarter 
of 2012. (C) In millions. (0) Includes in-
tangibles. In 2015 11.38 billion, $7 74/share. 
(E) Pro forma numbers to-  06 07. 
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TIMELINESS 
SAFETY 

TECHNIC& 
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2 NSW gl3R5 

2 FM2344/2002 

4 toanal7115116 
(7 00 .1.4400 

High: 
Low. 

23,4 
14,0 

23.8 
16.1 

21 3 
5.1 

17.8 
9.8 

17 2 
12.3 

18.4 
13 2 

19.0 
15.4 

21.5 
18.8 

28.1 
20.8 

28.2 
224 

31.1 
24.4 

35,8 
28 3 

Target Price Range 
2019 2020 2021 
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MI 	412/13 	1=1 

	

158 	152 	190 

	

138 	149 	147 

	

84833 	83005 	65064 

10 . 1 yr. 	491 	-1 9 shares 
traded 5 111111(111 3 yr 	514 	28 8 

ll 1 i Jf Syr. 	130 8 	544 

2000 2001 2002 2003 2004 2005 2006 2 7 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 vauctitsPusaa 119-21 
1 
Ai 
.37 
.ZI 

2.15 
.69 
.41 
.24 

222 
.78 
.43 
.22 

238 
.77 
.48 
.25 

278 

.51 
29 

3.08 
.97 
.57 
.32 

323 
1.01 

SO 
.35 

3.81 
1.10 
.57 
.38 

3.71 
1.14 
..M 
.41 

3.93 
129 
24 
.44 

4.21 
1.42 
.72 
.47 

4.10 
1.45 
.83 
20 

4.22 
1.51 
27 
.54 

4.32 
1.82 
1.113 
.58 

4.37 
1.89 
1.20 

113 

4.81 
1.87 
1.14 
.89 

4.70 
210 
135 
.74 

4.96 
2.25 
1.45 
A 

Revenuer/rift 
*Cub Row" per sh 
Earnings par eh A 
91,41 MO pat* AN 

525 
2.55 
1.75 
1.05 

se 
3.08 

17 
3.32 

is 
3.49 

toe 
4.27 
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3.35 
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2111 
129 

2.5% 

24.5 
1.40 

2.55 

201 
1.33 

2.35 

112 
1,89 

125 

34.7 
1.87 

1.8% 

32.0 
1.70 

21% 

24.9 
1.50 

2.8% 

23.1 
1.54 

3.1% 

Iff" 
1.34 

3.1% 

21.3 
1.34 

2.85 

21.9 
1.39 

285 

212 
1.19 

2.45 

20.8 
1.09 
2.55 

215 
1.19 
2.85 
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215 
1110 

27% 
CAPITAL STRUCTuRE as of 3131118 
Total Debt $180 .2 mIII. Due in 6 Yrs $441.5 mill. 

633.5 
92.0 

802.5 
95.0 

827.0 
97.9 

670.5 
1044 

728.1 
1242 

712.0 
144.8 

757.8 
153.1 

7882 
2050. 

779.9 
213.9 

8142 
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1050 
315  
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39.7% 
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30.4% 392% 

- 
32.9% 

-- 
39.0% 

- 
10.0% 

1.1% 
10.5% 
245 

5.9% 
3.1% 

6.0% 
4i% 

7.0% 
4.0% 

income Tax Rale 
MCC% to Nat Profit 

20.0% 
5.0% 

Pension Assats-12/15 5238 8 el 
Obilg. $308 5 mill 

5t6% 
40413 

55A% 
44.85 

54.1% 
45.15 

55.8% 
44.45 

SSA 
43.45 

52.75 
47.35 

52.75 
47.35 

48.95 
51.15 

48.5% 
51.55 

50.3% 
4975 

50.0% 
50.05 

50.5% 
41.55 

LoatTanniklatRale 
CoramankultyRado 

5t5% 
415% 

Pfd Stock None 
Conimon Stock 177,271,652 shares 
as of 4i22/16 

19044 
2508.0 

2191.4 
nne 

23005 
2997.4 

2405.5 
3227.3 

27(182 
3489,3 

2648.8 
3812.9 

29207 
39382 

3003.5 
4187,3 

32100 
4402.0 

3469.5 
48882 

3791 
4185 

4000 
5075 

TM Capital (510) 
Nat IstentlinA____ 

5100 
5700 

MARKET CAP: $6.3 billion (Large Cap) 
(1,4% 

10.0% 
10.05 

59% 
9.75 
9.75 

5.7% 
9.35 
IA 

5.85 
94% 
9.4% 

5.95 
1085 
10.8% 

5.95 
11.55 
%MA 

8.55 
11.05 
11.0% 

8.0% 
13.45 
134% 

7.85 
12.9% 
12.95 

8.0% 
11.75 
112% 

7.5% 
13.0% 
120% 

Z5% 
1105 
120% 

itiunt on Total Capl 
Return= Mir. Emily 
Rattan on Com Equity 

7.5% 
12.5% 
1255 

CURRENT POSITION 	2014 	2015 	3/31116 

L
_

ash Anets 	 4.1 	3 2 	3 9 
IOW, 

335 
635 

3.25 
675 

2.85 
705 

2.75 
725 

3.7% 
655 

4.55 
80% 

4.35 
81% 

5.75 
6172 

8.1% 
525 

V% 
605 

ON 
55% 

- I.0% 
55% 

Retained to Com Eq 
All Weis lo RetProf 

10% 
50% 

Receivables 	97.0 	99.1 	91 7 
Inventory (AvgCst) 	12.8 	12.4 	12.5 
Other 	 38 8 	13.7 	14.8 

BUSINESS: Aqua Anima, Inc, -. the haring company for water 	185; industnal & other, 13%. Officers and cirectors own less than 
and wastewater utilities that serve approximately three Milk I net- 	1% of the mmmon stock Vangured Group, 7.75; Ellackrocit. Inc, 

5 	72-21 Current Assets 	152. 	128.4 
Accts Payable 	60.0 	56.5 	34.0 
Debt Due 	70.0 	52.3 	57.1 
Other 	 95.3 	84.4 	83.2 

Pennsylvania, 	 Texas. dents in 	 Ohlo, North Carolina, Illinois, 	New 	7 3%; State Street Capital, 95% (3/16 Proxy). President & Chref 
Jersey, Florida, lndiena, and fiva other states Has 1,617 employ- 	Executive Officer Christopher Franklin. incorporated. Pennsylva- 
eat Acquired AqueSource, 7713, North Maine Utilities, 7/15; and 	nia Addrese 762 West Lancaster Avenue, Bryn Mawr, Perinsylve- 
others, Water supply revenues 7015. resXlential, 895; commercial, 	rui 19010. Tel.: 610-525-1400. Internet www aquaamerica corn. 

Current Lleb. 	225.3 	193 2 	174 3 Aqua America's bottom Une should 	footing as long-term debt should account 
ANNUAL RAms 	past 	past Eau 13-15 
clihell4Penni 	10111. 	5111 	b 1" Revenues 	5.05 	2.5% 	4.5% 
"Cash Flow" 	8.0% 	8.05 	6,06 
Earnings 	8,5% 	13.0% 	7.0% 
Dividends 	8.O% 	7.5% 	9." BoolcVeltle- 	7 0% 	7.018 	7.0%-  

recover nicely in 2016. For starters, the 	for only slightly over 50% of total capi- 
utility has been granted modest rate hikes 	talization by late decade. 
this year in several states, and other in- 	Shares of Aqua America have per- 
creases are pending in New Jersey and 	formed 	well 	of 	late. 	Foreign 	and 
VirgiElla... Moreover, we...do not-anticipate-a-domestic-economic 	and 	political- 	Un- 
repeat of 201 5 when the company had to 	certainties have seemingly led to a large 

Cal- 
ander 

0025181.1150150153 (I ALI 
Nv.31 Jun.30 Sep.30 13e031 

Full 
Year 

absorb unusual charges related to its non- 	change In market sent)ment regarding the 
regulated businesses. Ali told, we expect 	water utility group, (now ranked among 

2013 
2014 
2015  
7018 
2017 

1804 	195.7 	204.3 	1882 
182.7 	195.3 	210.5 	191.4 
150.3 	2068 	221-0 	VI 
192.8 	210 	221.4 	200 
205 	220 	240 	210 

788.8 
779...9 
8142  11.10 
875 

share earnings to rise 18% over last year's 	the top of all Industries in the Value Line 
depressed level. 	 universe). As they are viewed as defensive 
Another solid earnings gain is proba- 	plays because of their low Beta coefficients 
bly on tap for 2017. The combination of a 	and well-defined earnings streams. 	In- 
steady 	in the customer base fueled 	creased investment in this 	small growth 	 relatively 

cai- 
ender 

EARNING3PER SHARE A 
Mar.31 Jun.311 Sep.30 Der..31 

Full 
Year 

mostp by acquisitions, and having rate 	industry (the combined market cap of all 
relie in efket for the full year should re- 	nine members of this sector only totals 

2013 
_20,14,, 
an° 
2015 
2917 

.2(1 	.30 	.35 	24 
2„.4 	..„31 	..,,,38 	21„ 
." 	44 	'a° 	'I' 
.29 	.34 	.41 	.31 
.31 	.37 	A 	.32 

1.18 
,1.20„ 
1.1/  
1.35 
1.45 

suit in Aqua's share net increasing $0.10, 	about $28 billion) has resulted in WTR out 
or 7.4%, to $1.45. 	 pacing the S&P 500 Index by a wide mar- 
The capital budget is manageable. 	gins over the past three months. .. management estimates that approximate- 	Our ranking system still favors this 
ly $350 million 	be spent in 2016 to 	 WTR is 

Cal. 
ender 

(21221130:10MDE2118PARB 1 
Afar.31 Jun.30 Sipp.30 Der..31 

EuII 
Yin' 

will 	 ex- 	equity 	 expected to outleg the 

	

pand and modernize its current water In- 	broader 	market averages 	in 	the 	year 

	

(*restructure. Additional debt will be re- 	ahead. These shares are more suitable for 
2012 
2013 
2014 
2015  
2014 

.132 	.132 	.132 	.14 

.14 	.14 	.152 	.152 

.152 	.152 	.165 	.165 
165 	:165 	.176 	.178  .178 	.178 

.54 

.50 
..,9 
•ug 

quired to help fund the projected $1 billion 	momeritum investors, however. Due to the 
in expenditures scheduled through 2018. 	recent rise in its price, the stock now has 
In any case, whi)e the condition of the bal- 	below-average 	total 	return 	potential 
ance sheet may decline slightly, the corn- 	through 2019-2021. 
pany should remain on a sound flnanclal James A Flood 	 July 1 5, 201 6 

Al Diluted egs. Excl. norm gains: vo. 
01, 20; '02. 40; '03, 3; '12, 184 Excl. gain 
awn arS0 operations'. 12, 7f; 33, 90; 14, 11f. 
May not r um due to rounding. Next eamings 

2016 Veit Lg.., Inc. Au rights resened Favual mantel Warned Gore 	belted lo be .e1,64 and 	,Awded Whom eke 	e, of any lc 
rif PUBLISHER IS NOT RESPONSIBLE TOR ANY ERRORS OR OMISSIONS HEREIN Ina pubiwen sincly subsc ber s own. a.. rommeroaL i ernal use Na 
31 may be teproduced, reset, Noma rr emoted i 51f pinta wrack rr the for -r usd lei orneraltg rr markeIng sey pIrtsil 	 Samar pr 

000052 

report due early Aug, 
(B) Dividends historically paid in early March, 
Jime, Sept. & Dec, c  Divd reinvestment pfan 

rilable (5% rfiscount). 

(C) in /Tuitions, adjusted for stock splits. 
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shares 	12 	- 
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12.29 12.50 1200 
222 230 255 
.94 1.00 1.35 

	

.57 	.69 	.71 
3.93 115 155 

13.41  3.51 14.25 
47.18 4100 48.00 
24.8 &Mit 
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29% 

8.08 8.13 627 8.18 8.59 8.72 8.10 8.88 9.150 10.82 11.05 12.00 13,34 1223 
126 1.10 1.32 1.26 1.42 1.52 1.36 1.58 1.88 1.93 1.93 2.07 232 221 
.66 .47 13 .61 .73 .74 27 .75 25 .98 .91 .88 1.02 1.02 

,  .55  58 .56  .56 .57 .57 .58 .58 .59 .59 .80  .82  .63 .84 .65 
123 	2.7g-  291 	2.19 	1.57 	2.01 	2.14 	1.84 	2A1 	226 	2.07 	2.83 	3.04 	256 	2.78 
1145 628  6.93 722 7.83 7.90 9.07 925 9.72 10.13 10.45 10.78 11.21 12.54 13.11  

3029  3136 3E36 3186  3833 3E78 41.31 41.33 4145 41.53 4127 41.82 41.98 47.74  47.81  
116 27.1 19.6 22.1 20.1 24.9 292 291 19.8 19.7 205 21.3 17.9 211.1 111.7 
1.27 	1.39 	1.06 	1.28 	1.06 	1.33 	1.56 	1.39 	1.19 	1.31 	129 	1.34 	1.14 	1.13 	1.04 
42% 4.4% 4.5% 43% 32% 3.1% 2.9% 32% 3.1% 11% 32% 3.4% 3.5% 3.1% 2.8% 
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Target Price Range 
2019 2020 2021 
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Revenues wish 	14.70 
"Colt Fine' wall 	3.25 
Embus will E 	1.00 
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d
zsh  - 	.89 
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Boxitiftlue rash 	1100 
Common go  Outidg n  
AygginsIOM Mao 	23.0 
Rants PERatio 	1.01 
&Waal [WOW 2.116 

CURRENT POSTDON 2014 2015 3131115 
PM) 

Cash Assets 
Other 
Current Assets 
Accts Payable 
Debt Due 
Other 
Current Uab. 

CAPITAL STRUCTURE as of 3131/16 	 334.7 
Total Debt 5598,4 mill. Due In 5 Yrs 3175.3 mill. 	ag 
LT Debt $557 8 mïl. LT interest 3272 me.  

(47% of Capl) 

Penslon Assots-12/16 5328,8 mill. 
ObItg. $501.9 

Pfd Stock None 

Common Stock ,17,974,000 ohs. 

MARKET CAP: 31.7 billion (Mid Cap) 

10.6% 83% 96% 7.11%  41% 72% 8.0% 4.3%  21% 4.2% 
415% 429% 41.6% 47.1% 52.4% 51.7% 47.8% 41.6% 40.1% 44.4% 
55.9% 58.8%  56.4% 52.9%  47.5% 482% 522% 511.4% 59611 5E6% 
570.1 574.9 690.4 794.9 914.7 1131.5 906.2 1024.9 10452 1154.5 
941.5 1010.2 1112.4 1198.1  1294.3 1381.1 1457.1 1515.8 1500.4 17012 

ANNUAL RATES Past 	Past EMI 13=16 
cidurge (parse) liars. 	i Ym. 	kr 99,21 

evenues 	4 0% 5.0% 	3.0% 
"Cash Flow" 	6.0% 	5.5% 	6.0% 
Earnings 	5.0% 	4.0% 	7 5% 
Dividends _ 	1.5% 	2.0%,_ 10% 
Book Value 	5 59$ 5.0% 	3.5% 
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WARMLY mom PAM 6. 
Mar.31 Jun.30 Sen.30 Dec.31 

Full 
Year 

2012 
2013 
2014 
2015 
2011 

.1575 .1575 .1575 .1575 

.16 	.16 	.16 	.16 

.1625 .1625 .1625 .1625 

.11175 .1675 .1575 .1675 

.1725 .1725 

.63 

.64 

.85 
sr 

52% 52% 7.1% 8.5% 5.5% 5.5% &A 6.0% 
62% 6.1% 9.9% 9.8% 8.8% 8.0% 9.0% 7.9% 
96% ILA 99% 9.6% 82%  8.0% 9.0%  7.9%  
1.0% 1.11% 3.8% 3.8% 3.0% 23% 3.4% 3.4% 
86% 77% 61% 50% 66% 71% 62% 55% 

California Water Service Group 
shares have risen sharply in price 
since our April review. Despite a rather 
rough start to 2016, in which both the top 
and bottom lines fell short of our es-
timates, the_stock.-.Increased...-nrore-thart 
25% in value. Not unlike other water utili-
ty equities. CWT has been a stellar per-
former over the past two quarters. Year to 
date, the stock is up approximately 45% in 
price. and trades at its all-time high of just 
over $35 a share. 
We are shaving a nickel from our full-
year 2016 earnings forecast. California 
Water reported an unexpected loss of 
$0.03 a share in the first quarter, weighed 
down by several headwinds, namely high-
er operating expenses, ongoing drought 
costs, and interest charges. We do not 
foresee an immediate reversal in these 
trends, though our outlook for 2017 is 
more optimistic. Lastly, the company has 
projected a greater tax rate going forward, 
further supporting our reduced call for 
$1.00 share net this year. 
On a brighter note, revenues appear 
to be holding up nicely. Specifically. 
greater collections of accrued unhilled rev- 

6.3% 5.1% 
9.1% 7.0% 
9.1% 7.0% 
4.1% 2.0% 
55% 71% 

Wired Rio Grande Core West Hawaii Utigies (9108). Revenue 
treakdown, 15: residential, 70* business. 20,1/4  industara, 5%; 
public authorities, 414: other 1%. '15 repotted depreciation rate 
4,0%. Has 1.155 employees. President Chairman, and CEO. Peter 
C. Nelson Inc.: DE. Address: 1720 North First SL, San Jose, CA 
951124595 Tel.: 408.367-8200 kiternek vnmercetwatergrouo.corn. 

ertues (incurred expenses that CWT is 
waiting to be reimbursed for) has been a 
boost. Looking further out, positive in-
progress rate activity along with an 
eventual end to unfavorable and costly 
drought-conditions-are...also- encouraging 
All told, we continue to look for low single-
digit top-line growth this year and next. 
Capital spending ought to remain a 
staple in the companys long-term 
growth plan. Indeed. CWT is well-
positioned to expand its footprint through 
acquisitions, as It boasts a relatively stable 
balance sheet with a manageable debt 
level. Purchases aside, oronic growth. 
malnly through investment in its water 
tanks, aging infrastructure, and water 
supply, is likely on tap. 
Based on recent levels, investors with 
a longer-term holding period would 
do well to remain on the sidelines. The 
stock's sustained ascent now renders capi-
tal appreciation potential subpar three to 
five years out. Conversely, accounts with a 
short-term horizon could do well riding 
CWT's price momentum higher (Timeli-
ness: I). 
Nicholas R Pairilds 	July 15, 2016 
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Cal-
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2013 
2014 
2015 
2010 
2017 

OUPRIERLY REVENUES ($ nui4E 
Mar.31 Jun.30 Sup.30 Duc.31 
111.4 154.6 184.4 133.7 
110.5 1564 191.2 137.4 
122.0 144.4 183.5 138.4 
121.7 /48 190 140.3 
130 155 195 145 

Full 
Year 

584.1 
597.5 
588.3 
500 
825 

Cal-
ander 
2013 
2014 
2015 
2010 
2017 

EARNINGS PER MARE A 
Pisa 3un.30 1140.31 Thic.31 

	

.01 	.28 	.61 	.12 

	

d.11 	.36 	.70 	.24 

	

.03 	.21 	.52 	.18 
d.02 .22 40 .20 

	

.05 	.35 	.65 	.30 

Full 
Year 
1.02 
1.19 
.94 

1.00 
1.35 

19.6 	8 8 	30 9 BUSINESS: Califamia Water Service Group provides regulated and 
1342 11813 	117 iS  nonregulated water service to 477,900 customera in 85 com- 
154.1 	127,6 	148 5 munities m the state of Caffornia Accounts for Oyer 94% of total 
59.4 	66.4 	65.4 customers. Also operates in Washington, New Masco, and Hawse. 
85.7 402 40.6 
72.8 	41.9 	52.1 Main service areas: San Frandsen Bay area, Sacramento Valley, 

217.7 	148.5 	158.1  Salinas Vtley, San Joaquin Valley & parts of I.os Angeles. Ac- 

(A) Basic EPS. Excl. nonrecuning gain (loss 	May Aug„ and Nov. DivO reinvestment plan (0) In millions, alusted for splits. 
00, oity 131, 25; 02, 41; 11,45. Next tarn- 	oat able. 	 (E) Excludes non-reg. rev. 
rigs report due late August. 	 (C) nd intangible assets. In 15 : $7 5 mil, 
8) Dividends historically paid in late Feb.. 	So 1Stsh. 
= 2015 Ma,- tr,., Inc At rights resa-ed Factual material 	untamed fra,,, Rocas beloved 0 ba rernöte and 	provided ?Mimi wanarle. cl eny k nd 
HIE PUER.ISTIEll 5 NOT RE5PQR5I1111 FOR ANY ERRORS OR OMISSIONS HEREIN Olt 	 lor subscribers own, non 	.yernal use No pan 
51 it may be rephrlocarl, mat. slued rr !rammed r any Forted, eixiOniC cr one/ Faun. used lor genetaingra marketrg ery planed 11 dada.* pdbl.vx5 Sento rr pr dun 

Company's Financial Stained! 	84-5 
Stock's Price Stability 	 95 
Price Growth Persistence 	40 
Earnings PredIctability 	 75 
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*NCO& 4527 4535 4728 
2000 2001 2002 2003 

//1/1"tarill  

5.81 
1.62 
.88 
.05 

11. 
8.17 
28.11 
1.52 

3.4% 

5.68 
1.52 

.81 

.86 
1.95 

11.00 
827 
29.0 
1.57 

U% 

BUSINESS: Connectcut Water Service, lnt. is a non-operating 
hotting company, whose 'ncome ls derived from earnings of its 
wholly-owned subsidiary companies (regulated watw: utilities). In 
2015, 92% of net income was denved freer these activities. Pro-
vides water services to 400,000 people in 77 municipalities thmugh-
out Connecticut and Maine. Acquired The Maine Water Company, 

January 2012; Biddeford and Saw Water, December, 2012. in-
corporated: Connecticut. tias 288 enployees, Chair-
men/President/Chief Executive Mei: Eric W Thornburg. Offfcers 
and ifirectors own 2.6% of the common stock Bladdiock, Inc 
7 0%; (4/16 may). Address; 93 West Main Street, Clinton CT 
06413. Telephone: (860) 689-8636. Internet www.ctwater cam. 

Shares of Connecticut Water Service 
continue to boil higher. The stock price 
has risen more than 25% since our April 
review. Year to date, CTWS shares are up 
approximately 45%, which far outpaces 
the now negative-performance-of the-S&P 
500 Index. Too, the stock etched an all-
time high over the March interim, break-
ing through the $56-a-share level. 
First-quarter financials were decent. 
The company reported moderate annual 
revenue growth of 8% during the period, 
helped along by surcharges and • general 
rate activity, specifically in Maine. Earn-
ings of $0.28 a share were flat year over 
year, as a one-time tax item offset a 
noticeable improvement hi operating and 
malntenance expenses. Nonetheless, the 
strong operating showing lends support to 
our Calls for full-year bottom-line expan-
sion ln 2016 and 2017, even more so as tax 
rates should return to normal levels In the 
near term. 
We still think larger capital invest-
ments and smaller bolt-on acquisi-
tions are likely on tap through late 
decade. For this year, managernent has 
earmarked approximately 566 million for 

improvements to its existing infrastruc-
ture, and projects a total of $150 million 
may be spent over the pull to 2018. What's 
more, CTWS will probably expand Its foot-
print through purchases of smaller water 

-service providers,-as it has-done-so fre-
uently In the past. On balance, we look 
or an expanding custorner base to drive 
tap- and bottom-line growth over the com-
ing three to five years. 
The company raised its quarterly pay-
out, to 60.2825. This Is encouragygrom 
a dIvidend growth standpoint, as 	S is 
focused on returning value to sharehold-
ers. (Ngte: The current yteldja..now be/ow 
average). 
Connecticut Water shares are favor-
ably ranked for relative year-ahead 
price performance (Timeliness, 2). 
That said, we think this may be an op-
portune tlme to take some proflts off the 
table. Due to the stock's steady climb in 
!mice, CTWS is currently trading at the 
high point of our 3- to 5-year Target Price 
Range. Moreover, from a price-to earnings 
perspective, the shares appear richly 
valued compared to historical ratios. 
Nicholas R Patrilds 	July 15, 2016 

Company's Financial Strength 
Stock's Price Stability 
Price Growth Persistence 
Earnings Predictability 
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CAPITAL STRUCTURE as of 3131/16 
Total Debt $174 0 met Due In 6 Yrs $19.3 met. 
LT Debt $171.1 mill. 	LT interest $7 0 mitt 

(435 o( C aril) 

Leases. Uncapitalizsd: Annual rentals $3 
Pension Assets-12115 $58.6 milt 

Obilg. $75 8 mill. 

Pfd Stock $0,8 rdll 	Pfd Died NIVF 

Common Stock /1,218,582 she 

MARKET CAP: 6625 million (Small Cap) 
CURRENT POSITION 2814 	2816 3131/16 

Cash Assets 	2.5 	.7 	1.5 
Accounts Receivable 12.0 	11.0 	9.7 
Other 	 21.7 	15.3 	18.1 
Current Assets 	36.2 	27.6 -2-93 
Accts Payable 
Debt Due 
Other 
Current Liab. 

10.0 	11.9 	8.5 
4.4 	2,8 	2.9 
9.2 	22,2 	34.9 

23 8 	36.9 	46.3 

ANNUAL RATES Past 
of dirge tpsrati) 10 Yrs. 
Revenues 	4 0% 
"Cash Flove 	4 0% 
Earnings 	4.0% 
Dividends 	•2.0% 
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mn 415% mn 
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Cal-
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2014 
2015 
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011ARIO1YRE4EKUESOn19,) 
Mar.31 Jun. 30 Sep.%) Doe. 31 
19.7 22.8 27.6 21.8 
20.3 25.4 27.0 20.7 
20.0 20.8 28.4 21.0 
21.8 27.5 30.0 21.8 
23.0 20.0 310 23.0 

EARNINGS PER ME A 
thr.31-  Jun.30 WM Dlc31 

	

.24 	.39 	.86 	.17 

.27 .67 .76 22 

	

.28 	.77 	.79 	.20 

	

.28 	.72 	.55 	.25 

	

.30 	.14 	.88 	.28 

Past Esrd 13)18 
5Yrs. 	t.1i21 
4.5% 	8.0% 
7.5% 	3.5% 
9.0% 	4.0% 
2.0% 	5.0% 
85% 3.0% 
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Year 
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94.0 
96.0 

101 
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Full 
Year 
1.66 
1.92 
2.04 
210 
2.20 

.962 

.98 
1.01 
1.05 

91.5 	94.0 98.0 	101 	101 Renews (WI) 	160 
18.3 	21.3 	227 • 24.0 	23.8 1111Pre6l (WI) 	28.0  

210% 14A% 4.2% 74% 110% Inane Yeasts 	27.0% 
2.0%  2.4%  2.2%  2.5% 2.5% ARAC%tolistProlli 	2.9% 

40.95 45.7% 442% 420% 42.5% lane= Died Rolle 41.5% 
52.95  54.1%  55.8% 51.0% 57.5% CauneEqtdtvRo 	52.5%  
373.0 381.0 401.7 	405 	435 Total Coital (m%) 	525 
471.9 50(9 548.3 	561 	500 Not Plai*(Sm11) 	675 
0.0% 14% MS 7.01;  11.5%  Return on  Told Capil 	5.0% 
125 	10.15 10.15 MO% 10.0% Wm on 31v. Equity 	10.5% 
9.2% 10.2% 111% 10.0%  10.0% nornoncomEnnIty 	10.6% 
3.85 4.85 4.95 5.0% 10% itstaitedto CatiEq 	4.5% 
50% 	53% 52% 53% Sili 9501VdsioNst Prof 	57% 

11) Diuted earnings. Nes1 earnings report due 
ate August. 
(B) Dividends historically paid In mid-March, 
June, September, and December. DNA rein- 

2316 Value tine, In,. Al rIghts reserved rams material' 	*aired from source_ heeled la cs reliable rid 	meted endow Yrarranlit- of any llnd 
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vestment plan available. 
(0) in millions, adjusted for spid. 
(D) Includes intangibles, In 2015: $30.4 mil- 
lion/2.72 a shate, 
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CAPITAL STRUCTURE as of 3131/16 
Total Debt $139.2 milL Dos in 0 Yrs $30.8 milt 
1.7 Debt $13t5 mdt. 	1,7 Interest 55.5 mill. 
(Total interest coverage: 11.6x) 

(391. of Carl) 

Pension Assets-12/16 $52.9 mill 
Obly. $72.5 

Pfd Stock 52.4 mill Phi DiVd: $.1 mil 

131 
215 

35.0% 
2415 

30.0% 
61.5% 

157 
495 

105 

160 
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ificamo Tax Rob 	36.0% 
MUM % to Not WA Z5% 
Looggetto Debt &do 	31.55 
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32.7% 
6.1% 

42.3% 
56.8% 
312.5 
472.2 
52% 

49.5% 
47.5% 
284.0 
317.1 
5,1% 
7,5% 
7,8% 
1.3% 
84% 

45.6% 
518% 
259.4 
388.3 
5.8% 

40 
56.8% 
3355 
4654 
11.3% 

46.6% 
52. % 
757.9 
376.5 
5.0% 
7.0% 

39.4% 
59.8% 
345A 
401.9 
8.65 
9.6% 
9.6% 

316.5 
4352 
54% 
7.8% 
7.8% 

3214 
446.5 
50% 
6.7% 
8.7% 

288.8 
333.9 
5.6% Common Stock 16,240,000 shs 

NH 92% 
t3% 709 

1.8% 
79% 

20% 21% 1.0% 
75% VII 

1.4% 
83% 

24% 
73% 

.1% 
78% 985 

3.1% 
67% 

3.5% 
63% 

4.1% 
51% MARKET CAP: 5700 million (8rnall Cap) 5105 

CUR= POSITION 2014 2015 3131116 

Cal) Assets 	2.7 	3.5 	3 6 
Other 	 202 	20,9 	21 0 
Current Assets 	22.9 	24,4 	24.6 
Acct.:Payable 	 8 5 
Debt Due 	 7.7 
Other 	 16 3 
Currant Liab. 	 30.5 

BUSINESS: Mlddlesex 1Nater Company engages in the ownersNp 
and cperation of regulated water tally systems in New Jersey, Del-
aware. and Pennsylvania 11 also operates water and wastewater 
systems under contract on behatf of municipal and private clients in 
14.1 and DE Its Middlesex System provides water selIVICes to 60,000 
retail customers, primarily '-. Middlesex County, New Jersey. In 

2915, the Middlesex System accorded for 59% of operably reve-
nues. A 12/31/15, the comply had 293 employees. incorporated: 
NJ. President CEO, and Chairman. Dennis W. Doll, 06cers & 
directors own 3.55 of the common static BleckRock lnatkutional 
Tntst Co., 6 4% (4/16 pro* Md.: 1580 Ronson Road. Iselin, NJ 
08830 Tel: 732-634-1500. Menet vmer middleaexwalercont 

6.4 	6.5 
24.9 	8.7 
12.6 	13.1 
43.9 	28.3 of water mains. service lines, valves, 

meters. and hydrants over the coming six 
months. This ought to bolster Middlesex's 
water distribution system by providing 
greater carrying capacity. Customer cost 
savings are expected...to be_an_additionaL. 
benefit of the project, thanks to improved 
efficiency. Going forward, we thlnk capital 
spending, mainly on its existing infra-
structure, will continue to rise. 
Income-seeking accounts with a long-
term bent may want to wait for a 
more attractive entry point. At present, 
the equity leaves much to be desired from 
a capttal appreciation perspective, as the 
stock currently trades above our 3- to 5- 
year Target Price Range. That said, our 
sanguine outlook on water demand, infra-
structure upgrades, and expanding cus-
tomer base (largely into Delaware), 
hlghlights MSEX's potential out to late 
decade. Lastly, the company's ability to 
consistently raise its annual dividend pay-
out (43 consecutive years) should help 
maintain its historIcally above-average 
yield. Note that the current yield (1.8%) Is 
below average, however. 
Nicholas R Patrikis 	July 15, 2016 

Middlesex Water Company reported 
better-than-expected financial results 
to begin the year. Indeed, the recently 
approved rate increase by the New Jersey 
Board of Public Utilities. alongside higher 
water.....dernand drove .strong top- and  
bottom-line growth in the first quarter. 
Year over year, March Interim share net 
expanded 32%, to $0.29. Meanwhile, reve-
nues increased 6% over the same period, 
to $30.6 million. On balance, we are lifting 
our 2016 revenue and earnings estimates 
to $131 million and $1.38 a share, respec-
tively. 
Middlesex shares still have some wind 
at their back. The stock is up more than 
30% in value since our April review and 
60% year to date, handily outperforming 
the broader market averages. We think 
the price momentum is apt to persist, as 
MSEX boasts our Highest (1) rank for 
Timeliness. What's more, the abovemen-
tioned strength in profitability and reve-
nue growth supports our viewpoint. 
A major infrastructure project is set 
to commence in Edison and South 
Amboy, New Jersey. A total of $12 mil-
lion has been tagged to replace eight miles 

ANNUAL RATES Past 	Past Eard 13-16 
of clump (wild 10 Yrs. 	5 Yrs. to 4$121 
Revenues 	1,5% 2.0% 4,0% 
"Cash Flue 	4 0% 4.55 5 5% 
Earnings 	5 0% 5.55 	5.0% 
Dividends_ 	1.55_ 1.55 	3.0% . 
Book Value 	4.55 3.0% 	4 0% 

QUAIDERLYREVENUE1(1 fel) 	pug 
lifir21 Jun.30 Sep.30 Dec.31 Year 

Cal-
ender 
2013 
2014 
2015 
2010 
2017 

27.0 29.1 31.3 27A 
21.1 292 32.7 28.1 
282 31.7 34.7 30.8 
30.5 325 35.5 32.4 
31.0 33.0 36.0 33.0 

114. 
117.1 
125. 
13/ 
133 

SANDPAPER SHANE"' 	Full 
Wor.31 Jun.30 Sep.311 Dec.31 ?ea ndar  

2013 
2014 
2015 
2010 
7217  
Cal-

ender 

.28 	.38 	.19 	1.03 

.29 	.42 	.22 	1.13 

.31 	.41 	.28 	t22 

.33 	.44 	.32 	1.38 

.34 	.48 	.33 	1.45 

20 
20 
.n 
.29 
.32 

CWIRTEISYDVIDRIDSPAID r 	Full 
Mor.31 Suo,30 Soo.30 t3uo.31 7.4r 
.185 .185 .185 .1875 
.1875 .1875 .1875 .19 
.19 	.19 	.19 	.1925 
.1925 .1925 .1925 .1981 
.19875 .19875 

2012 
2013 
2014 
2015 
2615 

.74 

.75 

.70 

.78 

A) Diluted earnings. May not sum due to May Aug , end November! CiVd reinvestment 
rounding Next eamings report due earty Au • plea available. 
gust 	 IC) In millions, adjusted tor soft 
(3) Dividends historically paid in rrid.Feb., 
: 2016 Valbe tine, 	mils resorvrd. Frontal 4.alartal 	°Waffled from wares believed ro be 	1631 	lalynded *dhoti wa0anues of any k nd 
ltOE P1.1911S11E9 IS 2/0T RESPONSIBLE 101142.1Y ERR0115 011 OMISSIONS HEREIN Ind pubTabon o seedy lor subsu bars Oven ;:,1..c0iTirr1811111 Rama use No earl 
41 e may he cepeckted, resat sfored rr [forward r -ny Forted efecirew c wer lonn r' used ler ornerseg cr inarctrig 	pawl rc Murat Mimeos, oecuss rr product 
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SJW CORR NYSESJW Fir ITE 	39.07 Plio 22.3 emZIO Racao 1.24 TY 2 170' 4  VAIIUE" , 	1 jzINEO 

TIMELINESS 	3 iiswia 

SAFEfY 	3 Naa4011 

'TECHNICAL 	3 taawal8f2218 
BETA 	TO 11 03. Merkel 

HO: 
Low: 

27 8 
16.1 

45.3 
 212 

43.0 
7.7 

35.1 
20 0 

30A 
in 2 

28,2 
21.5 

26.8 
20.9 

25,9 
22.6 

30.1 
24 5 

33.7 
25.5 

35.7 
27.5 

395 
28.6 

Target Price Range 
2019 2020 2021 

LEGENDS 
- 150 a Maxim* p so 80 

, , ritiebglenflivhan 
Itu  -  	60 3.lor.1 so?lo 3AN _ ...., _ \_ 50 2 fwl:P114, M6 40 20190 PR0JEC110N6 

Angigal PrIce 	Gatti 
Nigh 	55 	0.443%) 	//% 
Los 	36 	-105) 	NII 

see hdeates reersbe 4111! .,..illi i VIII. 
• 

. 	•, . 	. 30 
IIIII814411.15••••• 

, , mi-tt itrlIr„.01 - - 4 25 
...- ,,. 1,111, iiiiiin.-.0,,,ihr' 20 

111100 • k 
.. 	- 

.-,.. r,': r -... 5 1 Insider Denis on, 
SONOJFIIIIANI 

baby 	0 0 0 3 0 0 0 0 0 
Diews 	0 0 0 0 9 0 5 8 0 
tallall 	0 0 0 0 0 0 0 0 0 

.:S "‘% „.....".5............s. 
-• --•••-e- ' 	• 1 ''. 10 :re ;-';',,,,, - ...... 

pemen 15 
.. % TOT. RETURN 6116 

MS 	tartans- Dm 	wax 
institutional Decisions 

	

sOtee 	Mtn 	tralli 
le ley 	81 	43 	84 leld 	44 	59 	41 MSS 	0036 	6694 	9255 

shares l o I yr 	31.6 	-19 ••' 
traded 5 IV 911111111111 -- 3 yr 	62 4 	26 5 

hd11111 11 1 1 111111 illilli all-17111WIR 5 yr 	' tle 1 	54 4 "- 
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2811 2012 2013 2014 2015 2016 2017 *VALUELINEPUILLLC 19-21 

174 
123 
.58 
Al 

745 
149 
37 
.43 

747 
1.55 

.78 
Al 

8.20 
1.75 

.91 

.49 

914 
1.89 

.87 

.51 

9813 
2.21 
1.12 
.53 

10.35 
2.38 
1.19 
.57 

11.25 
2.30 
UK 
11 

12.12 
2.44 
1.08 
,65 

11.88 
121 

.81 

.68 

11E2 
2.38 
.84 
.68 

12.85 
2.80 
1.11 

.60 

14.01 
217 
1.18 

.71 

1173 
2.90 
1.12 

.73 

1178 
4.42 
2.54 
.75 

14.97 
3.88 
1.85 
.78 

14.90 
111 
1.78 
.82 

1100 
400 
US 
.15 

Rennuesporsh 
VesitRaPpes eh 
Earningsperdi4 
Dlird Bed d par oh IN 

18.50 
3.95 
ZOO 
1.05 

2.31 
10.11 

2.83 
10.72 

3.87 
12.48 

8.02 
12.80 

171 
13.131 

3.17 
13.813 

5.85 
13.75 

3.75 
14.20 

r 
14.71 

488 
15.92 

5.02 
17.75 

5.24 
18.83 

5.35 
19.00 

lin 
19.75 

CcISpendingptai, 
ElookAtioperall 

5.00 
2240 

1.89 
7.90 

215 
117 

LH 
8.40 

3.41 
9.11 

1822 18.27 MU/ 1821 1127 1121 1825 fall 18.18 me lig' its% 18.07 
xu- 

t3T-WK-Ifie ase Mr barrnui8itsoidiElP WO-- 
33i 
2.15 

2.1% 

18.5 
.95 

3.05 

in 
. 	.94 

3.45 

154 
.88 

3.55 

118 
t04 

3.05 

117 
1.05 

2.4% 

23.5 
127 

2.2% 

314 
1.77 

1.75 

28.2 
t511 

22% 

217 
121 

2.85 

29.1 
1.85 

2.85 

2t2 
1.33 

2.95 
120 

3,05 

24.3 
t37 

IT% 

11.2 
.59 

2.8% 

161 
.84 

2.55 

804 eguss 
vliwtim 
est"t" 

ono 
• 

AvgAnni PIE ado 
Milks WE Rstie 
AvgAnniCiddYield 

mar 
MO 

23% 
CAPITAL STRUCTURE as of 3131118 
Total Debt 5420.1 nvIL Due In 5 Yrs 521.2 mill. 

188.2 
222 

206.8 
19.3 

223.3 
20.2 

215.1 
15.2 

215.5 
15.8 

239.0 
20.9 

281.5 
22.3 

2719 
215 

319.7 
51.8 

305.1 
37.11 

308 
36.0 

315 
41.0 

Itimmtas($10) 
IlutProfKkIll. 

425 
410 LT Debt S365.8 mitt 	IS interest $21,0 mit. 

149% of Cap!) -40.11% z1% 39.4% 17% 39.55 zo% 40A% zo% 351% 41.1% 41.1% 38.75 
- - 

32.55 
2.0% 

38.1% 
1.0% 

31.05 
in 

39.55 
1.5% 

IneuneTuRais 
AFUCIC % to Not Pmfil 

310% 
1.55 

Leases, Uncapitallnd: Annual rentals $6.8 mill. 4125 
582% 

47.75 
52.35 

AO% 
54.0% 

49.45 
50.85 

5335 
48.311 

58.8% 
43.45 

55.0% 
45.05 

51.1% 
48.95 

51.8% 
48A% 

49.8% 
502% 

41.0% 
51.05 

50.55 
4155 

Ube= MUM** 
CommosEquilyRde 

81511- 
40.5% 

Pension Assets-12115 5105.0 mil 
Obllg. 51841 mill 

Pfd Stock Nona 
391.8 
5417 
7.0% 

453.2 
845.5 
5.75 

vas 
6842 
5.8% 

499.6 
7115 
4.4% 

550J 
7E5.5 
4.3% 

807.9 
756.2 
425 

610.2 
831.5 
5.05 

6562 
8917 
5.05 

744.5 
9611.0 
8.35 

754.8 
1035.8 

8.35 

765 
1100 
1.0% 

840 
1200 
105 

Tobleaphi(k95) 
WPM( (W) 
Rah= on Total Cm11 

1325 
155 

Common Stock 20,425,794 sits. 8.75 
9.75 

82% 
8.21 

ILO% 
8.0% 

8.05 
8.05 

8.2% 
12% 

7.9% 
7.95 

8.1% 
115 

7.35 
7.35 

14A% 
14.4% 

9.95 
19% 

10% 
II% 

MN 
1165 

Returning% Emily 
Rilurnon Um Evilly 

9.0% 
10% 

MARKET CAP: 5800 million (Small Cap) 5.2% 3.55 3.35 12% 1.2% 3.1% 3.35 2.8% 10.25 5.75 ION 5.55 Ralainidto Um Eq 	4.0% 
CURRENT POSITION 	2014 	2015 	341116 

ValL1-1 
46% 57% 695 805 80% 81% 59% 82% 29% 425 415 44% NIDlasioNdProf 	535 

Casti Assets 	2.4 	5.2 	8.7 
Accis Receivable 	15,0 	16.4 	13.8 Other 	50 7 	51.8 	40.1 

BUSINESS: SJW Corporation engages in the production, put, 	offers nonregulated water-reiated servicaa and owns and operates 
chase, storage, punfication, distribulion, and retail sale of water. It 	commercial reel estate Irwestments. hies about 399 employees. &- •J 	water sefvice to approximately 229,000 connections with a 	Scars and directors 	Nancy O. Moss} 	28.3% mimes 	 (inducing 	own 	of out- Current Assets 	68.1 	73.4 	-27.7-3 

Aosta Payable 	7 0 	16 2 	19.1 
Debt Due 	13.8 	38.1 	54 3 
Other 	23.9 	25.3 	24.4 

total population cif roughly one million people In the San Joss area 	standmg shares. Chained Cherie: J. Toentskoetler, Incorporated 
and 12000 connections that reaches about 36,000 residents in the 	California. /Urea 110 West Taylor Skeet, San Jose, CA 95110. , rellcri between San Antonio and Austin, Texas, The company also 	Telephon, (408) 279-7800. Internet wvms/water.com. 

-VII Current Lied 	44-7 	79 6 SJW 	Corp.'s stock price noticeably 	California Public Utilities Commission to 
ANNUAL RATES 	Past 	Past Est'd '13-16 
oretunge(perull 	107n. 	VIIni. 	to18-71 
Revenues 	5.0% 	4.5% 	4.0% 
"Cash Flow" 	6 5% 	10,0% 	1.0% 
Earnings 	8,55 	15 0% 	1 5% 
Dividends 	..... 	..., 4.05 ...._ 2.5%, 	5,5% 	. . Book Value 	6 0% 	5 0% 	4.0% 

lagged the average gain of its peers in 	authorize a rate increase, a capital im- 
the water utility industry over the 	provement program of more than $300 
IViarch interim. SJW shares rose a mod- 	million has been granted to SJW. This will 
est 5% over the past three months, while 	allow the company to upgrade Its water 
other participants,--on average, Increased 	systems infrastructure thereby improving 
in price In the realm of 25%-30%. A main 	customer water distribution and opera- 

cal- 
endar 

Q1AR1ERLYREVOUE3(8811) 
Niar.11 Jun.30 Stp.30 Oec.31 

Full 
Yur 

contributor to the relatively weak perform- 	tional efficiency. 
ance may have been the companys un- 	The dividend yield should hold steady 

2013 
2014 
2015 
2015 
2017 

50.1 	74.2 	85.2 	07.4 
54.8 	70.4 	125.4 	69.3 
WA 	724 	530 	07.6 
81.1 	75.0 	88.9 	8110 
000 	77.0 	00.0 	en 

278.9 
319.7 
3051 
305.,. 
4 la 

derwhelming first-quarter showirig. Bur- 	over the coming 3 to 5 years. At the 
dened by elevated operating expenses, spe- 	recent quotation, the stock yields 2.1%, 
cifIcally administrative and salary costs. 	fractionally lower than The Value Line In- 
as well as repairs. SJW delivered net in- 	vestment Survey medlar'. 	Nevertheless, 
come of $0.16 a share, a $0.07 decline, 	SJW has an Impeccable track record of 

Cal- 
ender 

081511515PER511890t 
M81.31 Alm 36*L30 pet 31 

Full 
-Year 

year over yea&Mereoyer, revenues slipped 	payout hikes. and its solid free cash flow 
marginally, on an arinual basis, to $61.1 	generation leads us to expect consistent 

2013 
2014 
2015 
2015 
2017 

.07 	.37 	.44 	.24 

.04 	.34 	1.88 	.28 

.23 	-38 	.48 	80 
-16 	.40 	.50 	.59 
10 	45 	-65 	.00 

1.12 
2.54 
188 
1-76 
1.0° 

million, 	largely due to lower customer 	dividend increa.ses in the years to come, 
usage. 	The 	water 	conservation 	thus keeping the yield about average. 
memorandum, which is a favorable form of SJW 	stock has been 	lowered 	one 
revenue recognition noted in our previous 	notch for Timeliness, to 3 (Average), 
report, only 	offset the decline. All 	and Is now 	to move in line partially 	 pegged 

Cm. 
ender 

e(lAIMILYDIVIDEN01PAO% 
Ilar.31 Jun.30 Sen.30 Dec.31 

Full 
Year 

things considered, we are trimming $5 	with the year-ahead broader market. 
million and $0.05 from our 201 6 top- and 	Our ranklng system suggests that recent 

2012 
2013 
2014 
2015 
2018 

.1775 	.1775 	.1775 	.1770 

.1825 	.1825 	.1825 	.1825 

.1875 	.1875 	.1875 	.1070 

.1950 	.1950 	.1950 	.1950 
2(325 	2025 

.71 

.73 

.75 

.78 

bottom-line estimates, to $305 million and 	price momentum may be cooling. Too, cap- 
$1.75 a share, respectively. 	 ltal appreciation three to five years out is 
Capital spending is likely to remain 	below average. Thus, we recommend in- 
elevated over the foreseeable future. 	vestors turn the page, for now. 
Accompanying the recent decision by the 	Nicholas P Patrilds 	July .15, 2C116 

A) Muted earnings, Excludes nonrecurring 
oases : 03, $1 97, '04, 6378, '05 51 09, GS, 
$16 36; tg, $1 22, '10, $0.48 GAAP arzotont- 
ng as of 2013. Next earnings report due late 
' 2016 VP.luo Le., 	Inc 	AN nglas reserved 	Factual 

E 61511ER IS 'SOF ITESPONSIBLE FOR ANY ERRORS IH01. d II may NI wukimed, ;WM, lured rr troweled to are 

August. Quarterly earnings may not add due to 
rounding, 
(31) Dividends historically paid in i arly March, 
June, September, and December. , Div'd rein- 
7.atenel .., ablarnild frc,,, sources belayed 	. ne rel EREIN. The paktu 	to 	narly lor OR OMISSIONS H 	m 	s 

poled, *corona r ether Om L- troM tor remand a ror 

vestment plan available 
(C) In milions. adjusted for stock spi.ts. 

: 
a 	d 	"" " "mill" af '114 " sub5crters MI, noncurnineroal. Memel use 	rt pan ale any rooted c Oakum NADU* service or product 

Company's Flnanclal Strength 	8+ 
Stock's Price Stability 	85 
Price Growth Persistence 	25 
Earnings Predictability 	50 

:'-." r''''' 	”1176eiVALtiEl.Mi't , 101 SU SCI1 017 Cri z : 	- ' ' 	"'Inv ' ''',,''''',4ei 	*,"",,ttA". 	' 	' 	' 
-0000056 
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sAFEry 
TECHNICAL 
BETA 	70 

3 Waded reit18 

3 W0,0711/15 
3 thwied7ln6 

(100 . Marled 

High: 
Low: 

17.9 
11.7 

21.0 
15.3 

13.5 
5.5 

18.5 
8.2 

18.0 
9.7 

180 
12.8 

18.1 
15.8 

18.5 
18,8 

22.0 
17.8 

24.3 
18.8 

28.7 
19.7 

33.4 
23.8 

Ta 	et Price Range 
20 9 2020 2021 

1.808N05 
- 1 10 x Onalands p sh 64 
• • 	• 	RGIOINI 

divided by lam% Rate 
Me SOunuth 48 

3.ror•2 spill S/C6 . 
40 

VolinaL 32 2019 

High 
Law 

-21 PROJECTIONS 
An nlTotal 

Pelee 	Gain 	Return 
36 	(+10%) 	5% 
28 	(-20%) 	-2% 

Minns MO:WM 
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Mai 	4015 	10/191 

	

30 	38 	43 

	

27 	24 	30 

	

3840 	3820 	Ma 
shares  8  - 1 yr 	57 2 	12 r 

tra ded  3 yr 	81 8 	28 6 ,.... 4 
it .„...i.i„nii...u..1115:1.1 l 1 IO U 1111 11 AHD ihir ---limirrt S yr 	120 6 	54 4 

2004 2005 '200'6 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 *1791.1E111EPUB.12,C 19-21 2000 2001 2002 2003 
• 

• 
• 

2.05 
.59 
.43 
.34 

2.05 
.57 
.40 
.35 

2.11 
.85 
A7 
.37 

2. 3 
. 
A9 

258 
.79 
.58 
42 

2.56 
.77 
.58 
45 

2.79 
.06 
.57 
.48 

229 
.58 
.57 
.49 

2.95 
.95 
.64 
.51 

3.07 
1.07 
11 
.52 

3.18 
1.09 
.71 
.53 

3.21 
1.12 
.72 
.54 

327 
1.19 
.75 
.55 

158 
1.38 
ID 
.57 

3.63 
t47 
27 
.60 

400 
t55 
1.00 
.53 

440 
1.70 
/.88 
JO 

Rolm/swab 
'Cash Fine pub 
Explagsparsis A 
Mid Dodd plash 9  

149 
t90 
1.25 
.85 

• .75 
3.79 

.66 
320 

1.07 
4.06 

250 
4.66 

1.69 
4.85 

1.85 
544 

1.69 
587 

2.17 
6.14 

1.18 
6.92 

43 
7.19 

.74 
7.45 

.94 
7.73 

.78 
7.93 

1.10 
5.15 

1.03 
8.52 

4.60 
1.80 

1.10 
9.35 

Capl5pandityptish 
Sock Vitus won 

.85 
10.15 

• OAS 9.55 9.53 10.33 10.40 1122 11,27 11.37 12.93 12.69 12.79 12332 12.98 1283 1211 fib-  me Camonstsautitg , moo 
• 
• 
• 

1711 
.91 

4.45 

-20 
1.47 

3.35 

24.5 
1.40 

32% 

25.7 
t36 

3.1% 

25.3 
1.40 

29% 

3t2 
155 

2.5% 

30.3 
UN 

2.6% 

24.6 
1.48 

3.5% 

21.9 
1.48 

3.65 

20.1-  
1.32 

3.5% 

23.0 
1.50 

3.1% 

24.4 
1.55 

3.1% 

26.3 
145 

2.8% 

23.1 
122 

2.5% 

23.5 
110 

2.65 

names**, 
Wiu. 
utt"" 

an 
Lin•  

AvgArsdPIERatfa 
blabs PIE Ratio 
Avg Anal Med Yield 

224 
1.40 

3.4% 
CAPITAL. STRUCTURE as of 3131/15 
Total Debt 5845 mill 	Due In 5 Yrs $30.5 mill 

28.7 
8.1 

31.4 
8.4 

326 
8.4 

37.0 
7.5 

310 
52 

40.6 
9.1 

41.4 
93 

424 
9.7 

452 
11.5 

47.1 
12.6 

RD 
12.5 

53.0 
110 

Revenues (10911) 
Net Pm% (tmil) 

08.0 
15.5 

LT Debt $84 5 mill. 	LT lattrest $5.1 mill. 

1445 oiConl) 

34A% 
7.2% 

38.55 
3.55 

35.1% 
10.1% 

31.9% 
- - 

MS 
1.25 

35.35 
1.1% 

37.9% 
1.1% 

37.8% 
.8% 

292% 
1.6% 

2725 
1.65 

215% 
1.05 

215% 
1.0% 

Income Tex Rate 
AREIC%fd Nat Profit 

32.5% 
1.0% 

Penton Assets 12/15 631 8 mi , 
Obllg. $39 5 mill, 

48.35 
51.7% 

4815 
5155 

5455 
45.55 

45.7% 
54.35 

49.3% 
51.7% 

47.1% 
52.95 

48.0% 
54.05 

45.1% 
5425 

44.85 
552% 

44416 
55.55 

43.55 
51.55 

41.05 
54.05 

LanemmtlebtRaSty 
Common Equity Retie 

47.0% 
53.95 

PM Stock None 

common Stant 12.839,735 shs 

1285 
174.4 
02% 

1251 
191.6 
IA 

153.4 
211A 
V% 

150.1 
222.0 
82% 

178.4 
223.4 
8.5% 

180.2 
2332 
8.4% 

164.6 
240.3 
0.45 

108.4 
2442 
0.55 

189.4 
2532 
7.4% 

196.4 
281.4 
7.75 

209 
279 

7.51i 

210 
2/5 

7 S% 

Total Capitol (SA 
NetPlat(lleill) 
Remon Total Capl 

230 
200 

7.5% 

MARKET CAP: $400 ninon (Small cap) 
9.3% 
9.3% 

0.5% 
0.55 

9.2% 
9.25 

82% 
8.11% 

9.85 
9.8% 

9.55 
9.55 

9.35 
9.35 

9.35 
9.3% 

11.0% 
11.0% 

11.5% 
115% 

114% 
11.0% 

11.55 
11.5% 

Rshanalahr.Etiutty 
Ratan asiCamEcagy 

12.55 
1155 

CURRENT POSITION 	2014 	2016 	3/31/15 

CarlAU4ssets 	1 5 	2.9 	3 2 

22% 
777i 

irA 
82% 

1.4% 
05% 

1.95 
78% 

zrA 
72% 

2.5% 
73% 

2.4% 
74% 

2.45 
74% 

3.95 
84% 

4.55 
81% 

40t5 
WA 

4,55 
515 

Retained to Cone) 
All OhlcistoNstPrs4 

425 
80 

Accounts Receivable 	4 0 	15 	3.8 
inventory (Avg. Cost) 	8 	.8 	3 
Other 	 4 9 	4 8 	4 0 

BUSYNESS: Tha York Water Company is the oldest Mvestor-owned 	nu% commercial and 
roosted water utility in the United Slates. It has operated mintin- 	sewer billing services. 

18111 As 	December 	2015, the 	 12131/15. uously since 	of 	31, 	companys aver- 	ployees 	st 

industrial (29%); other (8%). It also armadas 
Incorporated: PA. York had 108 full-bine em- 

Of- -1173 Current Assets 	11 2 	11 8 
1 8 	1 Accts Payable 	1.6 	 .9 

Debt Due 	 _ 
Other 	 4.3 	4:4 	46 

age dell ava4abilky was 35 4 milTon gallons and its service lent- 	ficemdrectors own 
tory had art estimated populaton of 194,030.1+es more than 66,000 	dresz 130 East Market 
customers Residential customers accouded for 635 of 2015 rave- 	phone: (717) 845.3601. 

President/CEO: 	Jeffrey 	R. 	Hines, 
1.1% of the common stock (4/16 proxy). Ad- 

Street York, Pennsylvanir 17401 Tele- 
lfderdek 1111vw.yor1Iw5ter.com  

Current Liab. 	5.9 	13.2 	6.4 York Water delivered first-quarter fl- 	shelter from the recent global volatility. 
ANNUALRATES 	Past 	past Esrd13.15 
oicluolosiPord0 	In& 	5%. 	toW21  Revenues 	4.5% 	3.0% 	7 5% 
"Cash Flow 	7.0% 	5$% 	0.0% 
E8111110 	5,5% 	6.0% 	6 0% 
Dividends 	4.0% 	2.55 	6 6% 
Eloolt-ValUe 	6.5%-4.530- 	3 5% 

nancial results roughly in line with 	We remain 
our 	expectations. 	'the 	Pennsylvania- 	and capital 
based 	operator 	generated 	revenues 	of 	comprise 
$1 1.3 million, fractionally higher than the 	spent Just under 
prier-year_figure. Meanwhile, earnings oE.--first. quarter,-but-has 
$0.19 a share during the 	missed our 	ramp-up of period 

confident that acquisitions 
investments will likely 

the long-term story. York 
$2 million In capex in the 

guided a massive 
$15 million over the last three 

On- 
eadar 

QUARIERLYREMESNOSIJ 
Man Jim-30 &PAO 0st31  

Full 
You 

mark by a penny, largely owing to a 	quarters of 
marginally 	higher 	tax 	rate 	than 	we 	be used to lead 

the year. Funds will probably 
an overhaul of its aging in- 

2013 
2014 
2015 
2018 
2017  

10.1 	10.7 	102 	10.7 
1013 	11.8 	12.0 	11.5 
11.2 	11.9 	12.9 	11.8 
11.3 	12.5 	/ID 	13.2 
12.0 	40 	I" 	145  

42.4 
45.9 
47.1 

/..12 f.
"'V  

anticipated. However, slimmer operating 	frastructure, 
expenses, 	as well 	as relatively calmer 	its water treatment 
weather, kept the company moving in the 	water mains. 
right 	direction. 	At 	this 	time, 	we 	are 	growth we envision 
reiterating our 2016 top- and bottom-line 	ought to be 

after having been allocated to 
systems and new 

In addition, 'much of the 
over the coming years 

attributed to acquisitions. To 
cat. 

ender 
EARNI9139111 SHARE A 

16/.31 Jun.30 Sew30 138e..31 
Full 
YEW 

estimates of $50.0 million and $1.00 per, wit, the company 
share, respectively. 	 spend In 2016 

is poised to aggressively 
and 201 7 to 	itself position 

2013 
2014 
2015  
2015 
2017 

.17 	.18 	.19 	.21 

.18 	.22 	.23 	.213 
-20 	•22 	•28 	27  
.19 	.23 	.28 	.27 
12 	.27 	.30 	.29 

.75 

._89 
4" 

1.00 
1.08 

This 	equity 	is 	neutrally 	ranked 	for sustainable 
(Timeliness: 3). 	However, 	the market 	decade. 

	

reacted positively to the aforementioned 	This stock 

	

erforrnance. sending shares to a record 	near-term. 
Kigh 	 $33 	during 	looking for price of Just over 	a share 

expansion 	through 	late 

does not stand out for the 
In the same breath, Investors 

Cal- 
ender 

0065TER1YINVIDEND3P 	9  
fiar.31 Juii.30 5ep.30 069-31 

Full 
Year 

the March Interim. We look for rnomentum 	best served 
tO persist in the near terni, driven by mod- 	better entry 

buy-and-hold 	 be a 	 play would 
waiting On the sidelines for a 

Based on our current 3- point. 
2012 
2013 
2014 
2013 
2018 

	

.134 	.134 	.134 	.134 

	

.138 	.138 	138 	;138 

	

.1431 	.1431 	.1431 	.1431 

	

.1495 	.1495 	.1495 	.1555 

	

.1555 	.1555 	1555 

.535 

.652 

.572 

.604 - 	, 

est year-over-year top- and bottom-line 	to 5-year earnings 
gains. Moreover, domestic water utilities 	are trading 
exhibit lower correlations to broader mar- 	get Price Range. 
ket indices (Beta: 0.70), especially those 	below average 
outside• the U.S. 	thus providing some 	Nichalas P 

estimate. YORW shares 
near the mid-point of our Tar 

Too, the dividend yield ls 
at recent levels. 

Patrikis 	July .15, 2016 
A) Diluted earnings. Next eamings report due 
ate August. 
E3) DwIdends histoncally paid in mid-January, 

April, July, and October. 
= 2016 Vakie br,... Inc. A0 egIUS reserved. Factual 
THE PUBLISHER IS NOT REPONSEILE FOR ANY ERRORS 
ol i may be motorised mold. Pored et Oatmeal n any 

(G) In Millions, adjusted for splits. 

:a1enal , &Named from sums. Wood to be monk 
OR OMISSIONS HEREIN Ihs paving on is Indy tar 

Mad. Nedra* cr Wes lam. I used la demand ur mestatra 

and . divided wan= mamts. of ant kmd 
suesuners 11,11. non mammal, nternal use No par 

eity toiled sr &Kum Maeda§ same or moan 

Gompanys Financial Strength 	8+ 
Stocks Price Stability 	 85 
Price Growth Persistence 	 55 
Earnings Predictability 	 95 

. 
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ES-6 

Five Year Growth Estimate Forecast for Eight Company Barometer Group  
u., a c ca 	 cti a 	 74 	a) 
ii: 	 c 
15 	rn 	 co CM 	11 

C .- 	CD 	
a) 

o 	..Ne 	c 	 E2 = ..c 	0 	8 	 a) 
>
a) 	as 	 WI 	> 

Company 	 Symbol 	 Source  

American States Water Co 	AWR 	3.85% 3.80% 	N/A 6.00% 4.55% 
American Water Works 	AWK 	7.27% 7.20% 6.50% 8.00% 7.24% 
Aqua America 	 WTR 	6.05% 6.30% 	N/A 7.00% 6.45% 
California Water Service Group CWT 	9.05% 9.10% 	N/A 7.50% 8.55% 
Connecticut Water Service 	CTWS 	6.00% 6.00% 	NIA 4.00% 5.33% 
Middlesex Water 	 MSEX 	2.70% 	N/A 	N/A 5.00% 3.85% 
SJW Corp. 	 &AN 	14.00% 	N/A 	N/A 1.50% 7.75% 
York Water 	 YORW 	4.90% 	N/A 	N/A 6.00% 5.45%  

6.15% 
Source: 
Internet 

July 18, 2016 
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ES-7 

Expected Market Cost Rate of Equity 
Using Data for the Barometer Group of Eight Water Companies 

5 Year Forecasted Growth Rates 

Time Period 

Adjusted 
Dividend 
Yield(1) 

Growth 
Rate 

Expected 
Rate of 
Retum 

(1) (2) (3=1+2) 

(1)  52 Week Average 2.51% 6.15% 8.66% 
Ending: 	July 18, 2016 

(2)  Spot Price 2.16% 6.15% 8.30% 
Ending: 	July 18, 2016 

(3)  Average: 2.34% 6.15% 8.48% 

Sources: Value L.ine July 15, 2016 
Barrons 	July 18, 2016 

1 
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ES-8 

Comoarw 	 Sete 

American States Water Co 0.70 
American Water Works 0.70 
Aqua America 0.70 
Califomia Water Service Group 0.75 
Connecticut Water Service 0.60 
Middlesex Water 0.70 
SJW Corp. 0.70 
York Water 0.70 
Average beta for CAPM 0.69 

Source: 
Value Line 
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Forecasted Risk Free Rate 
Treasury note 10-yr Note 

Attachment ES -9 
Page 1 of 2 

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: 
Blue Chip 

June 1, 2016 
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Attachment ES-9 
Page 2 of 2 

Historic Risk Free Rate Yield 
61 years 5.94 
40 years 6.58 
20 years 4.15 
10 years 3.11 
5 years 2.32 
Average 4.42 

Source: 
Federal Reserve Board H.15 Release 
https://www.federalreserve.gov/releases/h15/data.htm  
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Es-10 
Pagelof 2 

Required Rate of Retum 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 5d0 
	

2.22% (b) 8.80% 	11.02% 

Average Expected Market Return 11.53% 

(a) ((1+0.45)1'25) -1) Value Line forecast for the 3 to 5 year index appreciation is 45% 
(b) S&P 500 multiplied by half the growth rate 
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ES-10 
Page 2 of 2 

Required Rate of Return on Market as a Whole Historic 

Expected 
Market 
Return 

5 yr S&P Composite Index Historical Retum 12.57% 

10 yr S&P Composite Index Historical Retum 7.30% 

20 yr S&P Composite Index Historical Retum 8.19% 

40 yr S&P Composite Index Historical Return 11.34% 
i 

85 yr S&P Composite Index Historical Retum 10.02% 

Average Expected Market Return = 9.88% 
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ES-11 
Page 1 of 2 

CAPM with forecasted return 

Re 	Required retum on individual equity security 
Rf 	Risk-free rate 
Rm 	Required retum on the market as a whole 
Be 	Beta on individual equity security 

Re = 	Rf+Be(Rm-R0 

Rf = 	 2.3925 
Rm = 	 11.5290 
Be = 	 0.6938 

Re = 	 8.73 

Sources: Value Line July 15, 2016 
Blue Chip March 1, 2016 
ES-10, Page 1 of 2 
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ES-11 	, 
Page 2 of 2 

CAPM with historical return 

Re 	Required retum 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 
Blue Chip March 1, 2016 
ES-10, Page 2 of 2 
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	•••••••••• 	 

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:  

Reference Sehedule PRM-I3. Provide this schedule using the most 
recent, up-to-date Value Line information. 

Please see Attachment Staff 3-12. 

Prepared by: 
Sponsored by:  

Paul R. Mold 
Paul R. Moul 

15 
15 
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Attachment ES-12 
Page 2 of 2 

Attachment 
Staff 3-12 

Comparable Blankets Actoroach  
Five -Year Average Historical Earned Returns 

for Years 2011-2016 and 
Prolecte0-5 Year Rotuma 

Company 	 2011 2012 2013 2014 2015 Ammege 
Projected 
2019621 

Altria Group Inc 	 92.1% NMF NMF NMF NMF 92.1% NMF 
Capitol Federal Financial Inc 	3.3% 4.1% 42% 5.2% 5.5% 4.5% 6.0% 
Fonester Research Inc 	 10.1% 8.6% 9.7% 13.2% 15.81 11.51 16.01 
Hershey Company 	 76.41 71.4% 52.6% 81.5% 7141 ate% 42.01 
Merctuy General Corp 	 8.2% 8.3% 8.6% 6.7% 7.11 7.0% 12.0% 
Northwest Bancshares Inc 	5.8% 5.6% 5 8% 5.8% 5.2% 5.6% 8.01 
Verisk Analytics Inc NMF NMF NMF 35.51 35.51 17.51 

Mean 31.8% 16.91 
Median 11.5% 14.0% 
Average (excluding values 41% and >201) 11.5% 13• 4% . 	... 

13 
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Attachment ES-13 
Nget 	1 ef tEi 	 

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

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

STAFF RH 3-15: Reference the Direct Testimony of Paul R. Maul, page 50, lines /-I1. 
Provide the following: 

a. The reasoning for using 20% as the cut aior a high return; 
b. The reasoning for using 8% as the cut off for a low return; and 
c. Any documents in Monarch's or Mr. MouPs possession 

showing the average state commission-granted return on 
common equity during any of the last 5 years for any utility 
and specify the commission and the industry. 

RESPONSE: 	a. 	It is Mr. Mours opinion that returns above 20% would conStitute 
thoie associated with highly profitable enterprises or speculative 
ventures. 

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

c. Please see Attachment Staff 3-15. 

Prepared by: 
Sponsored by:  

Paul R. Moul 
Paul R. Mout 

I 8 

i 
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Regulatory Research Associates 

A 	Focus 
January 14, 2016 

Graph It Avenge Authorized ROEs— Electric and Gas Rate Decisions 
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Attachment ES-13 
Page 2 of 10 

MA/OR RATE CASE DECIMONS-CALENDAR 2025 

The average return on equity (ROE) authorized doll% utilities imas 9.85% in 2015, coirpared to 9.91% In 
2014. There were 30 electric ROE determinations in 2015, versus 38 in 2014. We note that the data Includes 
several surtharge/rider generation cases in Virginia that incorporate plant-specific ROE premiums. Virginia stabites 
authorize the State Corporation Commission to approve ROE prerniurns of up to 200 basis points for certain 
generation projects (see the Vvoinia Commission 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 go utilities was 9.6% in 2015 compared to 9.78% in 2014. There were 16 gas cases that 
Included an ROE determination in 2015, versus 26 In 2014. The 2014 averages do not include a Feb. 20, 2014 New 
Yoric Public Service Commission steam rate decision for Consolidated Edison Co. of New York that adopted a 9.3% 
ROE. 

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. 

6111Ph 2z Volume of Electric and Gas Mae Case Decisions 
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RRA-REGULATORY FOCUS 	 -2- 	 Unitary 14, 2016 

Since 2010, the number of cases hes moderated satnewhat but has approximated 90 or more in the last 
five calendar years. There were 89 electric and gas rate cases resolved in 2015, 99 in both 2014 and 2013, 110 In 
2012, and 86 in 20/1. 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. Inaeased costs for environmental 
compliance (including the CO2  reducdon mandates), generation and delivery infrastructure upgrades and 
expansion, renewable generation 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 policy initiated in December 
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 report utilizes the simple mean for the return averages. In 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 returns actually earned by utilities industry wide. 

As a result of electric industry restructuring, certain states unbundled electric rates and implemented retail 
competition for generation. Commissions in those states now have jurisdiction only over the revenue requirement 
and return parameters for delivery operations (which we foobiote in our chronolagy beginning on page 5), thus 
complicating historical data comparability. We note that since 2008, interest 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 certain costs outside of a general rate case and typically incorporate 
previously-determined return parameters. 

The table an page 3 shows the average ROE authorized in major electric and gas rate decisions annually 
since 1990, and by quarter since 2011, followed by the number of observations in each period. The tables on 
page 4 indicate the composite electric and gas industry data for all major cases summarized annually 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 authorized rate of return (ROR), ROE, and percentage of common equity in the adopted capital 
structure. Next we indicate the month and year in which the adopted test year ended, whether the commission 
utilized ari average or a year-end rate base, and the amount of the permanent rate change authorized. The dollar 
amounts represent the permanent rate change ordered at the time 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 the last 26 years. As the table indicates, since 1990 the authorized ROEs have generally trended 
downward, reflecting the significant decline in interest rates and capital costs that has occurred over this time 
kerne. The combined average equity returns authorized for electric and gas utilities in each of the years 3.990 
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 1.0.67 (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) 
1995 
1996 

11.51 
11.29 

(49) 
(42) 220198 

10.42 
10.36 

(67)  
(68)  

1997 11.34 (24) 2010 10.28 (100) 
1998 11.59 (20) 10.23. (S9) 
1.999 10.74 (29) 220°1121  10.08 (93) 
2000 11.41 (24)  203.3 9.92 (71) 
2001 11.05 (25)  2014 9.86 (63) 
2002 11.1.0 (43) 2015 9.76 (46) 

Please note: Historical data provided In thls report may not match data provided ort RRA'S websate due to certain 
differences in presentaborc— 

Dennis Sperduto 

6, Regulatory lit ‘eurr.P tt ,,,AtCS, IOC Aft Rtghts Reserved Coil dermal Subject Matter WARMINGI This reptrt ccierains I cosi wonted ublett atte nd 
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ocestdotes onertoht r,t,nriemon . 	Mahe -1 of Matta! 4 nil state laer RRA nc-etry fair ces conse tit to __ the 	tros Mei feature to 1 ethstratt, attitleg 
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. 	 Vs 	. 	116 

Electrfe Utilities 
ROE % (al Ceara) 

January 14, 2015 

Gas Utilities 
ROE % (9 CRII411) 

RRA-FIEGUIATORY FOCUS 

stLo 

Year 	Perlad 
2990 Full Year 12.70 (44)  12.67 (31) 
1991 Full Year 12.55 (45)  12.46 (35) 
1992 Full Year 12.09 (46)  12.01 (29) 
2993 Full Year 11.41 (32) 11.35 (45) 
1994 Full Year 11.34 (3/) 11.35 (28) 
1995 Full Year 11.55 (33) 11A3 (16) 
1995 Full Year 1139 (22) 11.19 (20) 
1997 Full Year 11.40 (11) 11.29 (13) 
1991 Full Year 11.66 (10) 11.51 (10) 
1.999 Full Year 10.77 (20) 10.66 (9) 
2000 Full Year 11A3 (12) 1.1.39 (12) 
2001 Full Year 11.09 (18) 10.95 (7) 
2002 Full Year 21.I6 (22) 11.03 (21) 
2103 FUll Year 10.97 (22) 10.99 (25) 
2004 Full Year 10.75 (19) 10.59 (20) 
2005 Full Year 10.54 (29) 10.46 (26) 
21105 Full Year 10.36 (26) 10.43 (16) 
20137 Full Year 10.36 (39) 10.24 (37) 
3901 Full Year 10.46 (37) 10.37 - (30) 
2009 Full Year 10.48 (39) 10.19 (29) 
2010 Full Year 10.37 (61) 10.15 (39) 

1st Quarter 10.32 (13) 10.10 (5) 
2nd Quarter 10.12 (10) 9.88 • (5) 
3rd Quarter 10.36 (8) 9.65 (2) 
4th Quarter 10.34 (11) 9.83 (4) 

2011 Full Year 10.2.9 (42) 9.92 (16) 

1st Quarter 10.84 (12) 9.63 (5) 
2nd Quarter 9.92 (13) 9.83 (8) 
3rd Quarter 9.78 (8) 9.75 (1) 
4th Quarter 10.10 (25) 10.07 (21) 

2012 Full Year 10.17 (58) 9.94 (35) 

1st Quarter 10.28 (14) 9.57 (3) 
2nd Quarter 9.84 (7) 9.47 (6) 
3rd Quarter 10.06 (7) 9.50 (I) 
4th Quarter 9.91 (21) 9.83 , (11) 

2013 FuU Year 10.83 (49) 9.61 (21) 

lst Quarter 10.23 (8) 9.54 (6) 
2nd Quarter 9.83 (5) 9.84 (8) 
3rd Quarter 9.87 (12)  9.45 (8) 
4th Quarter 9.78 (13)  10.28 (6) 

2014 Full Year 9.91 (38) 9.78 (26) 

1st Quarter 10.37 (9) 9.47 (3) 
2nd Quarter 9.73 (7) 9.43 (3) 
3e1 Quarter 9.40 (2) 9.75 (1) 

4th Quarter 9.62 (12) . 	9.68 (9) 
2015 Year-to-uata 945 (30) 9.60 (16) 
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Flectrle Utples-qununerv Tattle 
Amt. 

gettell 	BLUM Illuzal 	EOM Ltrascal Cati-Slais& IlSaisd 	via, j it Cases)  
2001 	Full Year 	 1193 	(1.5) 	 11.09 	(18) 	47.20 	(13) 	14.2 	(21) 
2002 	Fun Year 	 8.72 (20) 	11.16 	(22) 	46.27 (19) 	-475.4 	(24) , 
2003 	Full Year 	 9.86 (20) 	 10.97 	(22) 	49A1 	(19) 	313.8 	(12) 
2004 	Full Year 	 5A4 	(18) 	 10.75 	(19) 	46.84 	(17) 	1,091.5 	(30) 

2005 	Fu 1Year 	 8.30 	(26) 	1.0 54 	(29) 	46.73 	(27) 	1,373.7 	(36) 

2006 	Full Year 	 8.24 	(24) 	10.36 	(26) 	48.67 (23) 	1,465.0 	(42) 

2007 	Full Year 	 8.22 	(38) 	10.36 	(39) 	48.01 	(37) 	1,401.9 	(46) 
2008 	Fun Year 	 8.25 	(35) 	10.46 	(37) 	48.41 (33) 	2,899.4 	(42) 

2009 	Full Year 	 8.23 (38) 	I0A8 	(39) 	48.61 	(37) 	4,192.3 	(58) 

2010 	Fun Year 	 7.99 (9) 	10.37 	(61) 	48A5 (54) 	5,367.7 	(77) 

2011 	Full Year 	 8.00 (43) 	10.29 	(42) 	48.26 (42) 	2,853.5 	(55) 

2012 	Fun Year 	 7 95 (51) 	10.17 	(58) 	50.55 (52) 	3,131.5 	(69) 

2013 	Full Year 	 7.66 (45) 	10.03 	(49) 	49.25 (43) 	3,326.6 	(61) 

1st Quarter 	7.71 	(6) 	 10.23 	(8) 	 51.08 	(8) 	251A 	(9) 
2nd Quarter 	7.77 	(2) 	 9.83 	(5) 	 49.12 	(4) 	 92.5 	(6) 
3rd Quarter 	7.55 	(II) 	 9.87 	(12) 	50.12 	(11) 	651.5 	(16) 
4th Quarter 	7.56 	(13) 	 9.79 	(13) 	50.29 	(12) 	1,058.4 	(20) 

2014 	Fun Year 	7.60 (32) 	 9.91 (38) 	50.28 (35) 	2,0534 (51) 

1st Quarter 	7.74 	(10) \ 	10.37 	(9) 	 51.91 	(9) 	203.7 	(11) 

2nd Quarter 	7.04 	(9) 	 9.73 	(7) 	 47.83 	(6) 	819.4 	(16) 

3n1 Quarter 	7.85 	(3) 	 9.40 	(2) 	 51.08 	(3) 	379.6 	(5) 
4th Quarter 	7.22 (13) 	 9.62 	(12) 	48.24 	(12) 	454.3 	(19) 

2015 Year-To-Date 7.31 (33) 	9.15 (30) 	49.34 (30) 	1.887.0 (51) 

Gas t1iniss-311‘128120311019 
Eq. as % 	 Amt. 

&dad 	'AltUt 111Xliesi 	826.5k ilraisal askoiluisa ltSsizsfil 	LIM LeSucti 
2001 	Full Year 	 8.51 	(6) 	 10.95 	(7) 	 43.96 	(5) 	114.0 	(11) 

2002 	Full Year 	 8.80 (20) 	11.03 	(21) 	48.29 (18) 	303.6 	(26) 
2003 	FUR Year 	 8.75 (22) 	10.99 	(2s) 	49.93 (22) 	260.1 	(30) 
2004 	Full Year 	 8.34 (21) 	10.59 	(20) 	45.90 (20) 	303.5 	(31) 
2005 	Full Year 	 8.23 	(29) 	 .10.46 	(26) 	413.66 (24) 	458.4 	(34) 

2006 	Full Year 	 5.51 	(16) 	111A3 	(16) 	47.43 	(16) 	444 0 	(25) 

2007 	Full Year 	 8.12 (32) 	10.24 	(37) 	48.37 (30) 	813.4 	(48) 

2008 	Full Year 	 8.48 (30) 	10.37 	(30) 	50,47 (30) 	854.9 	(41) 

2009 	Full Year 	 8.15 	(28) 	 10.19 	(29) 	46.72 	(28) 	475.0 	(37) 

2010 	Full Year 	..„... 7.95 - (38)-•- 	10.15 	(39) 	-48.56- (38)-- 	816.7 - (50', 

2011 	Full Year 	 8.09 	(18) 	 9.92 	(16) 	52.49 	(14) 	436.3 	(31) 

2012 	Full Year 	 7.98 	(30) 	 9.94 	(35) 	51.13 	(32) 	263.9 	(41) 

2013 	Full Year 	 7..39 	(20) 	 9,68 	(21) 	50.60 	(20) 	494.9 	(38) 

1st Quarter 	7.67 	(6) 	 9.54 	(6) 	 51.14 	(6) 	 22.2 	(9) 

2nd Quarter 	7.74 	(7) 	 9.84 	(0) 	 52.12 	(8) 	 62.2 	(12) 
3n1 Quarter 	7.24 	(7) 	 9.45 	(6) 	 48,641 	(7) 	329.1 	(11) 
4th Quarter 	7.97 	(7) 	 10.28 	(6). 	52.35 	(7) 	1115 	(1St 

2014 	Full Year 	7.65 (27) 	 9.78 (26) 	51.11 (28) 	529.0 (41) 

1st Quarter 	6.41 	(2) 	 9.47 	(3) 	 50.41 	(2) 	168.7 	(9) 

2nd Quarter 	7,29 	(3) 	 9.43 	(3) 	 50.71 	(3) 	 34 9 	(8) 

3rd Quarter 	7.35 	(I) 	 9.75 	(1) 	 42.01 	(1) 	103.9 	(8) 

4171 Quarter 	7.54 	(10) 	9.68 	(9) 	 50.40 	(10) 	180.1 	(13) 
2015 Year-To-Pate 7.34 (16) 	 9.60 (16) 	49.93 (16) 	487.6 (35) 
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MA-REGULATORY FOCUS -5- 	 January 14, 2016 

ELECTRIC UTILITY DECISIONS 

Dale 	C.131116.7nX.rstatal 
NOR 

--it- 
ROE 

_St- 

Common 
Eq. as % 
caaalt. 

Test Year 
& 

BalaBass 
Amt. 
UHL 

1/23/15 	PecifiCorp (WY) 7.41 9.50 51.43 6/ 15-4 20.2 

2/4/15 	Monongahela Power/Potomac Ed. (WV) - 12/13 124.3 (8.1) 
2/18/IS 	Vlrgtnia Elect= and Power (VA) 7.88 11.00 52.03 3/164 36.9 (LIR,13,2) 
2/24/15 	Public Service Co. of Colorado (C0) 7.55 9.83 56.00 12/13-YE  

3/2/15 	Black Hills Power (SD) 7.76 - 9/13-A 6.9 (1,8) 
3/12/15 	Virginia Electric and Pcnver (VA) RAO 12.00 52.03 3/16-A -6.4 (1111,14,3) 
3/12/15 	Virginia Electric and Power (VA) 7.88 11.00 52.03 3/16-4 11.4 (L1R,B,4) 
3/12/15 	Virginia Etectric and Power (VA) 7.88 11.00 52.03 3/16-4 5.8 (1.111,8,5) 
3/18/15 	Jersey Central Power & light (113) 8.01 9.75 50.00 (Hy) 12/11-YE -115.0 (0) 
3/25/15 	Pacifrorp (WA) 7.30 9.50 49.10 (Hy) 12/13-A 9.6 
3/28/15 	Northern States Power-Minnesota (MN) 7.37 9.72 52.50 12/14-4 149.4 (R,1,2) 

2025 	15T QUARTER: AVERAGES/TOTAL 7.74 10.37 51.91 203.7 
OBSERVATIONS 10 9 9 11 

4/9/15 	Metropolitan Edison (PA) - - - 4/16 105.7 (0,13) 
4/9/15 	Pennsylvania Electric (PA) - - - 4 /t6 107.8 (0,8) 
4/9/15 	Pennsyivama Power (PA) - 4/16 25.5 (0,8) 
4/9/15 	West Penn Power (PA) - - 4/16 95.2 (0,8) 
4/14/1.5 	Public Service Oklaname (OK) 7.63 7/13-YE -4.8 (1,13) 
4/21/15 	Viminia Electric & Power (VA) 7.88 11.00 52.03 8/16-A 60 5 (LIR,Z,13.6) 
4/23/15 	Wtsconsin Public Service (M1) 6.01 10.20 12/15 4.0 (Z,B) 
4/29/15 	Union Electnc (MO) 7.60 9.53 51.76 3/14-YE 121.5 

5/1/15 	Cross Texas Transmission (TX) 6.11 9.60 40.00 9/14-YE 3119 (8,0,7) 
5/26/15 	Appalachian Pow./Whaeling Pow. (in) 7.38 9.75 47.16 1.2/13-A 123.5 

6/15/15 	Northern States Power-Minnesota (SD) 7.22 - 12/13-A 15.2 (LB) 
6/17/15 	Central Hudson Gas & Electric (HY) 6.62 9.013 48.00 6/16-A 15.3 (0,8,8) 
6/17/15 	Consolidated Edison of New York (NY) 6.91 9.00 48.00 12/16-A - (0A9) 
6/22/15 	Kentucky Power (KY) - 9/14 -23.0 (8) 
6/24/15 	Empire District Electric (MO) - - 4/1.4 17.1 (8) 
6/30/15 	Kentucky Utilities (KY) 6/16 125.0 (8) 
6/30/15 	Loulsvilie Gas &,Electnc (Kr) •6/16 - 0.0 (8) 

2015 	2N0 QUARTER: AVERAGES/TOTAL 7.04 9.73 47.83 81.9.4 
osserevanoNs 9 7 6 16 

7/7/15 	Marsha/3r Power (MS) 0.0 (LIR,10) 
7/20/15 	Entergy Texas (7x) (11) 

9/2/15 	Kansas City Power & Light (MO) 7.53 9.50 50.09 3/14-YE 89:7 (12) 
9/10/15 	Kansas City Power & Light (KS) 744 9.30 50.48 6/14-YE 40.1 (12) 
9/23/15 	South Caroihia Electric & Gas (SC) 8.57 52.66 6/15-YE 64.5 (L01,13) 
9/24/15 	Westar Energy (KS) 9/14 185.3 (8) 

2025 	3RD QUARTER: AVERAGES/TOTAL 7.83 9.40 31.011 379.6 
OBSERVATIONS 3 2 3 5 
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ELECTRIC UTILITY 05CISICIIIS (continued) 

Common Test Tear 
ROR 1l05 Eq. as % a Amt. 

ada 	Comnanv (StaptA -Ws-. .....511.... rplaati, MOM AM& 

10/15/15 Orange ai Rockland Utilities (NY) 7.10 9.00 48.00 10/16-4 9.3 (0,0.14) 
10/29/15 NorthWestern Corp. (50) 7.24 9/ /4-A 40.7 (1.13) 

11/5/15 	Southern California Edison (CA) - - 12/1S-A 450.4 (2) 
11/19/1.5 Consumers Energy (MI) 8.18 10.30 41.50 5/16-A 126.4 (I,Z) 
11/19/15 PPL Electric Utilities (PA) - - 12/16 124.0 (0,13) 
11/19/15 Wisconsin Public Service (WI) 8.24 10.00 50.47 12/16-A -7.9 
11/23/15 Virginia Electric and Power (VA) 12/14 0.0 (15) 

12/3/15 	Mississippi Power (MS) 6.68 9.23 49.73 5/I5-A 126.1 (UR,1.8) 
12/3/15 	Northern States Power-Wisconsin (WI) 7.81 10.00 52.49 121164 7.6 
12/9/15 Ameren Minds (IL) 7.65 9.14 50.00 12/14-YE 95.1 (0) 
12/9115 	Commonwealth Edison (IL) 7.05 9.14 46.25 12/14-YE -65.5 (10) 

12/11/15 DIE Electric (MI) 5.70 10.30 38.03 6/16-4 238.2 (I) 
12/15/15 Portend General Electric (OR) 7.51 9.60 50.00 12/16-A 70.4 (5,18) 
1.2/17/1.5 PECO Energy (PA) - - 12/16 127.0 (0,11) 
12/17/1.5 Southwestern Public Service (TX) 7.88 9.70 51.00 (Hy) 6/14-YE -4.0 
12/18/15 Avista Corp. (ID) 7A2 9.50 50.00 • 12/14-4 1.7 (8) 
12/22/15 Georgia Power (GA) - 12/16 19.1 (1111,17) 
12/23/15 PacifiCom (10) - - 10.2 (11/1,18) 
12/30/15 PacifiCorp (WY) 7.40 9.50 51A4 12/1.5-4 16.3 (R) 

2013 	4TH QUARTER: AYERAGES/TOTAL 1.72 9.62 46.24 484.3 
OBSERVATIONS 13 12 12 19 

2813 	YEAR-TO•DAIEt: AVERAGES/TOTAL 7.38 9.83 4944 1.887.0 
OBSERVATIONS 33 30 30 31 
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RRA-REGULATORY FOCUS 	 -7- January 14, 2011-1  

GA5 UTILITY DECISIONS 

Rata 	ganamaZiatal 
RON 

-b.- 
ROE 

--.5a.- 

Common 

Eq. as la 
Can. Str, 

TeSt Year 

& 

AMA= 
Amt. 

.11111, 

1/13/15 Consumers Energy (MO - 10.30 - 12/15 45.0 (3,B) 
1/14/15 	Indiana Gas ON) - 6/14-YE 53 (LIRAS) 
1/14/15, Southern Indiana Gas & Electric (IN) - 6/14-YE 1.5 (UR,19) 
1/21/15 	North Shore Gas (IL) 6.26 9.05 50.46 12/15-11 3.5 (R) 
1/21/15 	Peoples Gas Light & Coke (IL) 6.56 9.05 50.33 12/15-A 71.1 (R) 
1/26/15 	Piedmont Natural Gas (NC) - 10/14 26.6 (LIR.20) 
1/27/15 Atoms Energy (KS) - 9/14-YE 0.3 (LIR,21) 
1/27/15 	Northern States Power-Minnesota (MN) - - 12/15 14.7 (LIR,22) 
1/29/15 	Northern Indiana Public Service (1N) - - 6114-YE 93 (LIR,23) 

2015 	/sr QUARTER: AVERAGES/TOTAL 6.41 9.47 30.41 166.7 
095ERVATXONS 2 3 9 

4/7/25 	Oelta Natural Gas (ICY) - - 12/14-YE 1.3 (1IR,24) 
4/9/15 	Avlsta Corporation (OR) 7.52 9.50 51.00 12/15-A 5.3 (8) 

5/12/15 Atmos Energy (TN) 7.73 9.60 53.13 5/16-4 0.7 (ß) 
5/13/15 	Missouri Gas Energy (M0) - 2/15-YE 2.8 (1111,25) 
5/20/15 	Laclede Gas (MO) - 2/15-YE 5.5 (LIN.25) 

6/1.7/15 	Centsal Hudson Gas & Electric (NY) 6.62 9.00 48.00 6/16-14 1.8 (8,26) 
6/26/15 	Liberty Utilities Energyalorth (NH) - - - 3n4 10.5 (1,8,27) 
6/30/15 	Louisville Gas & Electric (KY) 6/16 7.0 (0) 

2015 	2NO QUARTERT AVERAGES/TOTAL 7.29 9.43 50.71. 3441 
OBSERVATIONS 3 3 3 

7/22/15 	Indiana Gas (IN) 12/14-YE 5.5 (1111,19) 
7/22115 	Southarn Indiana Gas & Electric (IN) 1.2/14-YE 3.2 (IR,19) 
7/28/15 	Atmos Energy (TX) 12/14-YE 52.6 (1,I3,28) 

8/21/15 	Columbia Gas of Virginia OM 7.35 9.75 42.01 12/13 25.2 (1,8) 
8/25/15 	CenterPoint Energy Resources (170 4.9 (8) 

9/16/15 	Liberty Utilhties (Midstates 14.6.3 (M0) 5/15 0.3 (LIR,29) 
9/23/15 	Arnica Energy (KY) "r 9/16-YE 3.8 (LIR,24) 
9/29/15 	ENSTAR Natural Gas (AK) 12/14 6.4 (1.11,2) 

2025 	3R0 QUARTER: AVERAGES/TOTAL 7.35 9.75 62.91 103.9 
OBSERVATIONS J. i i a 
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RRA-REGULATORY FOCUS -a- 	 January 14, 2016 

GAS IfTII.Irf DECISIONS (amtinued) 

ROR ROE 
Common 

Eq. as % 
Test Year 

lk Amt. 

mkra Company (State), ;multi. Babillasst JAIL 

10/7/15 Bay State Gas (MA) 7.75 9.55 53.54 12/14-YE 32.8 (8,30) 
10/13/15 Mountaneer Gas (WV) 7.96 (E) 9.75 45.50 (E) 9/14-A 7.7 (13,31) 
10/15/15 Orange and Rockland Utilities (NY) 7.10 9.00 48.00 10/16-A 27.5 (13,32) 

10/30/15 NSTAR Gas (MA) 7.72 9.30 52.10 12/13-YE 15.8 

11/4/15 CenterPoInt Energy Resources (OK) 8.64 49.66 12/14-YE 0.9 (33) 
11/5/15 Kansas Gas Service (KS) - - 6/15-YE 2.5 (21) 
11/19/1.5 Wisconsin Public Seneca (WI) 7.80 10.00 50.47 12116-* -6.2 

12/1/15 Piedmont Natural Gas (NC) - - 9/15 16.5 (L1R,20) 
12/3/15 Columbia Gas of Pennsylvania (PA) - - 12/16 28.0 (11) 
12/3/15 Northam States Power-Wisconsin (WO 7.81 10.00 52.49 12/16-A 4.2 
12/9/15 Ammen Illinois (IL) 7.65 (8) 9.60 (B) 50.00 (8) 12/16-A 44.5 
12/11/15 Michigan Gas Utilities (MI) 5.51 9.90 52.00 12/16 3.4 (13) 
12/18/15 Avista Corp. (113) 7.42 9.50 50.00 /2/14-A 2.5 (8) 

2015 471i QUARTER: AVERAGES/TOTAL 7.54 9.66 50.40 1130.1 
OBSERVATIONS 10 9 10 1.3 

2015 YEAR-W-0471: AVERAGES/TOTAL 7.34 9.40 49.93 457.6 
OBSERVATIONS 16 16 16 38 

FOOTNIMES 
A- Average 
B. Order followed stipufation or settlement by the parties. Decision particulars not neceesarily precedent-setting or specifically 

adopted by the regulatory body. 
COC- Case involved only the determination of cost-of-capltal parameters. 

CWIP- Construction work in progress 
D- Applies to electric delivery only 

Da Date certain rate base veluadon 
E- Estimated 
F- Return on fair value rate base 

HY- Hypothetical metal structure uUlized 
1- Interim rates implemented prior to the issuance of final order, normally under bond and subject to refund. 

LIR Umked-issue rider proceeding 
14- "Make-whole rate change based on return an equity or overall neturn authonzed In previous case. 
R- Revised 

Te-Temporary rettsimplernented prior to the issuance of Mal cede,.  
U- Double leverage capital stnitture utilzed. 
W- Case withdrawn 

YE- Year-end 
2- Rate change Implemented in multiple steps. 

Capiall structure Includes cost free kerns or tax credit batarims at the overall rate of return. 

(I) Consolidated rate proceeding for Monongahela Power and Potomac Edison, whose rate schedules were combined. 
(2) Increase authorized through a surcharge, Rider W. Much reflects in rates the investment in UMWarren County Power Station. 
(3) This pnaceedIng determines the reveme requirement for Rider B, wIrch s the mechanism through which the annpany recovers 

costs asmaated with its plan to convert the Altavista, Hopewen, arid Southampton Power Stations to burn biomass fuels. 
(4) Represents rate Increase associated with the company's Rider R proceeding, which Is the mechanism through which the company 

re.covers the investment in the Bear Gamlen generating facility. 
(5) Thrs proceeding determines the revenue requirement for Rider 5, which reccgnizes in rates the aimpany's investment in the 

Irronla City Hybrid Energy Center. 
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RFtA-REGULATORY FOCUS 	 -9- 	 January 14, 2016 

FOOTNOen'  -9 (continued) 
(6) Thls proceeding determines the revenue requirement for Rider BW, which recognizes In rates the company's investment in the 

Bronswick Generating Station. A $10.1 milšien increase became effective Sept. 1, 2015, and an incremental 550.5 million is to be 
implemented May L. 2016. 

(7) Indicated rate Increase Is fortress rates and reflects the transfer to base rates of $30.1 million that was bemg collected through 
the coinpanys interim transmisson cost of service athustment mechanism. The net overall rata increase se 50.8 mollion. 

(8) The approved final Joint Proposal panda for the company to Implement a 515.3 million electric rate increase. effective July 1, 
2015, based en a 9% return an equity (48% of capital) and a 6 62% overall return, a 516 rrellion increase on July 1, 2016, based 
on the same return parameters, and a MA nation Maltase on July 1, 2017, that reflects a 9% retum on equiti(489 of capital) 
arid a 6.58% overall return. 

(9) Joint Proposal adopted that extands the campany's existing rate plass by one year through 12/31/16. Rates were not changed. 
(10) On 7/7/15, the PSC issued an order on remand directing the company to cease collecting CWIP-retated rata Increases etferitve 

7/20/15, and to submit a refund pan. Thls PSC action is the result of a 2/12/15 Mississippi Supreme Caurt decision that reversed 
anti remanded the PSCs 3/5/13 decision In the pinceeding that had authonzed the company a two-step $156 minion rate 
Increase rotated to the Kemper genetation plant. 

(11) Case dismissed at company request. 
(12) Approved settlementS dld not address rate-of-return Issues. 
(13) Case sr:raves company's request for a cash return on Incremental V.C. Summer Units 2 and 3 CWIP and incorporates the 11% 

ROB that was !rubel* authorized in 2009 for use In Summer CWIP-reated pniceedings. 
(14) The appmved Joint settlement provides fur a $9.3 million electric rate Increase en 11/1/15, and an 58.8 million increase on 

11/1/16. The approved rate changes incorporate a 9% return on equity (48% of capital) and overatl returns of 7.1% (tn rate year 
one) and 7.06% (in rate year two). 

(15) ProceedIng reviewed eandngs levels for the 2013-2014 biennium versus the 10% ROE authedzed in the ptevious review. By law, 
no prespecbve rate change was permissible in this case. The Conimission cakulated the company had earned a 111.89% ROE, 
and ordered s19.7 minion of refunds. 

(16) A 514.7 million base rate reduction became effective 1/I/16. An $65.1 million base rate increase is to be Implemented In nild-
2016, provided the Carty generation station achieves commercial operation by 7/31/16. 

(17) Case represents recovery of a cash return on 2016 CWIP and a prolminary true-up of the cash'return on 2015 CWIP for Ptam 
!Meta Units 3 and 4 under the companies legisladvely-enabled nudear constniction cost recovery tanff. 

(18) Limited-issue proceeding to reflect updated net power costs. 
(19) Proceeding to establish the rates to be charged to a istomers under the companys "compiance and system improvement 

adjustmene medianism. 
(20) Case involves the enmeshes Integrity Management Rider, 
(21) Case Involves the company's gas system reliability surcharge rider. 
(22) Case represents the aampany's first filing under its Gas Utility Infrastructure Cost Rider. 
(23) This a the Mittel proceeding to establish the rates to be charged to customers under the company's ttansmission, distribution, 

and storage system Improvement Charge rata adjustment ntechanism. 
(24) Case represents an annual update hi the company's ape replacement program nder. 
(25) Case represents an update to the company's semi-annual infrastnature system replacement surcharge nder. 
(26) The approved final Joint Proposal pnrvides for the company to implement a $1.8 million gas rate increase, effective July 1, 

2015, based on a 9% return on equity (48% of capital) and a 6.62% overall return. a 54.6 million onnease on July 1, 2016, based 
on the same return parameters, and a $4.4 million increase on July 1. 2017, that reflects a 9% saturn on equ ty (48% of eaptal) 
and a 6.58% overall return._ 	_ 

(27) Indiana! $ 	mtlionrate increase excludes a 51.9 mitten ''stear amass for capital additions that was effective July 2015. 
(28) Rate change ratified by cities sn Atmos filid-Tex revision. 
(29) Case repreeents annual update to company's Infrastructure systan replacement surcharge rider. 
(30) TWO step rate increase authonmd. A 532.8 million ffrst-step increase was implemented an 11/1115, and an incremental 

second-step mcrensental increase of up to 53.6 million to become effective on 11/1/16. 
(31) Settlement did not specify the equity ratio or ROR; m sidemaristration filing. the PSC Staff cracuated a 45.5% equity ratio and 

7 96% ROR. 
(32) Thtrationwed settlement provides for a three-year gas rate plan under whscli gia raters are to increase $27 S mason effective 

11/1/15. 54.4 andiron effectve Nov. 1, 2016, and $6.7 nifll.on effecnve Nov. I, WI/. 	The approved rate changes incorporate a 
9% return on equity (48% of capital) and overall returns of 7.1% (in rate year one) anti 7.06% (In rote years two and three). 

(33) Case involves the company's perfumeries based ratemaking mechanism 

Dennis Sperduto 
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