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El Paso Electric Company

Natural Gas Utilities

Exhibit MPG-2
Page 14 of 16

Valuation Metrics
Earnings per Share'
16-Year
Company Average 20217 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006
1 (2) (3) 4) (3) (6) 7 (8) 9) (10) (11) (12) (13) (14) (1) (16) (7)
Atmos Energy 3.01 510 472 4.35 4.00 3.60 3.38 3.00 2.96 2.50 210 2.26 2.16 1.97 2.00 1.94 2.00
Chesapeake Utilities 2.49 455 421 3.72 3.45 2.68 2.86 2.68 2.47 2.26 1.99 1.91 1.82 1.43 1.39 1.29 1.15
New Jersey Resources 1.60 2.15 2.07 1.96 272 1.73 1.61 1.78 2.08 1.37 1.36 1.29 1.23 1.20 1.35 0.78 0.93
NiSource Inc. 1.16 1.40 1.32 1.31 1.30 0.39 1.00 0.63 1.67 1.57 1.37 1.05 1.06 0.84 1.34 1.14 1.14
Northwest Nat. Gas 211 2.55 2.30 2.19 2.33 -1.94 212 1.96 2.16 2.24 222 2.39 273 2.83 257 276 2.35
ONE Gas Inc. 3.03 3.80 3.68 3.51 325 3.02 2.65 2.24 2.07 N/A N/A N/A N/A N/A N/A N/A N/A
South Jersey Inds. 1.37 1.80 1.68 1.12 1.38 1.23 1.34 1.44 1.57 1.52 1.52 1.45 1.35 1.19 1.14 1.05 1.23
Southwest Gas 2.93 4.50 414 3.94 3.68 3.62 3.18 2.92 3.01 3.1 2.86 2.43 227 1.94 1.39 1.95 1.98
Spire Inc. 2.93 5.00 1.44 3.52 433 3.43 3.24 3.16 2.35 2.02 279 2.86 2.43 2.92 2.64 2.31 2.37
UGI Corp. 1.87 3.00 2.67 2.28 274 2.29 2.05 2.01 1.92 1.59 1.17 1.37 1.59 1.57 1.33 1.18 1.10
WGL Holdings Inc. 2.56 N/A N/A N/A N/A 311 3.27 3.16 2.68 2.31 2.68 2.25 227 253 2.44 2.09 1.94
Average 2.23 3.39 2.82 2.79 2.92 211 243 2.28 2.27 2.05 2.01 1.93 1.89 1.84 1.76 1.65 1.62
Industry Average Growth 5.58% 19.91% 1.18% 4.39% 38.59% -13.26% 6.50% 0.54% 10.67% 2.13% 4.13% 1.87% 2.61% 4.79% 6.67% 1.82%
Sources:

' The Value Line Investment Survey Investment Analyzer Software, downloaded on June 18, 2021.
2 The Value Line Investment Survey, May 28, 2021.
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El Paso Electric Company

Natural Gas Utilities
(Valuation Metrics)

Cash Flow / Capital Spending

2020
(2)

0.53x
0.64x
0.65x
0.65x
0.75x
0.88x
0.47x
0.53x
0.65x
1.54x

0.73x
0.65x

2021
(3)

0.53x
0.82x
0.72x
0.69x
0.61x
0.86x
0.49x
0.61x
0.70x
1.66x

0.77x
0.69x

3-5yr
Projection
(4)

0.68x
0.88x
0.98x
0.94x
0.73x
1.02x
0.50x
0.53x
0.90x
1.75x

0.89x
0.89x

The Value Line Investment Survey Investment Analyzer Software,

Company 2019
(1)

Atmos Energy 0.53x
Chesapeake Utilities 0.66x
New Jersey Resources 1.41x
NiSource Inc. 0.66x
Northwest Nat. Gas 0.77x
ONE Gas Inc. 0.78x
South Jersey Inds. 0.48x
Southwest Gas 0.62x
Spire Inc. 0.65x
UGI Corp. 1.33x
Average 0.79x
Median 0.66x
Sources:

downloaded on June 17, 2021.

The Value Line Investment Survey, Feb 26, 2021.
Notes:

Exhibit MPG-2
Page 15 of 16

Based on the projected Cash Flow per share and Capital Spending per share.

SOAH Docket No. 473-21-2606
PUC Docket No. 52195

Page 101



c
=3
&3

©ENDGHWN =

- o

wN

c
=
&3

14
15
16
17
18
19
20
21
22
23
24

25
26

c
=
&3

27
28
29
30
31
32
33
34
35
36
37

39

El Paso Electric Company

Natural Gas Utilities

Exhibit MPG-2
Page 16 of 16

(Valuation Metrics)
Percent Dividends to Book Value '
16-Year
Company Average 2021%° 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006
) (2) (3) @) (5) (6) @ (8) 9 (10) (11) (12) (13) (14) (15) (16) (17)
Atmos Energy 5.09% 4.02% 4.26% 4.36% 4.53% 4.90% 5.04% 4.96% 4.81% 4.92% 5.28% 5.44% 5.55% 561% 5.75% 5.82% 6.25%
Chesapeake Utilities 5.22% 4.37% 4.23% 4.53% 4.39% 4.23% 4.35% 4.78% 5.18% 525% 5.39% 5.42% 5.49% 5.60% 6.71% 6.66% 6.95%
New Jersey Resources 71% 6.60% 6.60% 6.85% 6.87% 7.26% 7.21% 7.16% 7.45% 7.60% 7.86% 7.69% 7.72% 7.48% 6.42% 6.54% 6.40%
NiSource Inc. 5.59% 6.67% 6.64% 5.99% 5.96% 5.46% 5.08% 6.89% 5.22% 522% 5.25% 5.19% 5.22% 525% 5.34% 4.97% 5.02%
Northwest Nat. Gas 6.53% 5.67% 6.57% 6.69% 7.16% 727% 6.30% 6.53% 6.58% 6.59% 6.57% 6.55% 6.44% 6.43% 6.41% 6.39% 6.32%
ONE Gas Inc. 4.28% 5.23% 5.14% 4.96% 4.73% 4.48% 3.88% 3.41% 2.44% N/A N/A N/A N/A N/A N/A N/A N/A
South Jersey Inds. 6.94% 6.87% 7.21% 7.53% 7.63% 7.34% 6.53% 6.98% 7.04% 712% 7.09% 7.26% 7.13% 6.69% 6.40% 6.22% 6.09%
Southwest Gas 4.42% 4.74% 4.87% 4.79% 4.90% 525% 5.14% 4.82% 4.57% 4.33% 4.16% 3.98% 3.90% 3.89% 3.83% 3.74% 3.80%
Spire Inc. 5.84% 4.78% 5.63% 525% 5.06% 5.09% 5.06% 5.07% 5.04% 531% 6.22% 6.30% 6.53% 6.56% 6.74% 7.33% 7.43%
UGI Corp. 5.68% 6.25% 6.65% 6.30% 4.82% 5.28% 5.65% 572% 5.14% 5.07% 5.35% 577% 5.41% 5.35% 5.72% 5.82% 6.54%
WGL Holdings Inc. 6.86% N/A N/A N/A N/A 6.88% 7.21% 7.33% 7.14% 6.73% 6.45% 6.60% 6.57% 6.72% 6.71% 6.88% 7.13%
Average 5.83% 552% 5.78% 572% 5.60% 577% 5.59% 578% 5.51% 5.82% 5.96% 6.02% 6.00% 5.96% 6.00% 6.04% 6.19%
Median 5.76% 5.45% 6.10% 5.62% 4.98% 5.28% 5.14% 572% 5.18% 5.28% 5.80% 6.03% 5.99% 6.02% 6.41% 6.30% 6.36%
Dividends to Earnings Ratio !
16-Year
Company Average 2021%" 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006
) (2) (3) @) (5) (6) @ (8) 9 (10) (11) (12) (13) (14) (15) (16) (17)
Atmos Energy 0.56 0.49 0.49 048 0.49 0.50 0.50 0.50 0.50 056 0.66 0.60 0.62 067 0.65 0.66 0.63
Chesapeake Utilities 0.48 0.40 0.40 042 0.40 047 0.42 042 0.43 045 0.48 048 0.48 058 0.58 061 0.67
New Jersey Resources 0.55 062 0.61 061 o4 0.60 0.61 052 o4 059 0.57 056 0.55 052 o4 065 0.51
NiSource Inc. 0.83 0.63 0.64 061 0.60 179 0.64 132 0.61 062 0.69 0.88 0.87 1.10 0.69 081 0.81
Northwest Nat. Gas 0.64 0.75 0.83 0.87 0.81 - 097 0.88 095 0.86 0.82 0.81 073 0.62 057 0.59 052 0.59
ONE Gas Inc. 0.54 0.61 0.59 0.57 0.57 0.56 0.53 054 o4 N/A N/A N/A N/A N/A N/A N/A N/A
South Jersey Inds. 0.64 0.69 071 1.04 0.82 0.89 0.79 071 0.61 059 0.54 052 0.50 051 0.49 048 0.37
Southwest Gas 0.50 0.53 0.55 055 0.57 055 0.57 055 0.49 042 o4 0.44 0.44 049 0.65 0.44 o4
Spire Inc. 0.68 0.52 173 0.67 0.52 061 0.60 058 0.75 0.84 0.59 056 0.65 052 0.56 063 0.59
UGI Corp. 0.44 0.45 0.49 0.50 0.37 042 0.45 0.44 o4 0.46 0.60 0.50 0.38 033 0.38 041 o4
WGL Holdings Inc. 0.64 N/A N/A N/A N/A 0.65 0.59 058 0.64 072 0.59 0.69 0.66 058 0.58 065 0.69
Average 0.59 0.57 0.70 063 0.55 055 0.60 065 0.56 061 0.59 059 0.58 059 0.56 059 0.57
Median 0.58 057 0.60 059 0.54 056 0.59 055 0.50 059 0.59 056 0.58 054 0.58 062 0.59
Cash Flow to Capital Spending Ratio !
16-Year
Company Average 2021%° 2020 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 2007 2006
) (2) (3) @) (5) (6) @ (8) 9 (10) (11) (12) (13) (14) (15) (16) (17)
Atmos Energy 0.66 0.54 0.52 053 0.55 062 0.59 0.60 0.65 055 0.59 068 0.77 078 0.81 094 0.82
Chesapeake Utilities 0.73 0.82 0.78 062 0.39 0.50 0.50 053 071 065 0.79 112 1.10 114 0.83 0.82 0.45
New Jersey Resources 1.27 0.84 071 051 0.85 070 0.59 067 1.79 1.46 1.48 1.51 1.55 175 21 1.67 2.14
NiSource Inc. 0.76 0.69 0.66 061 0.58 041 0.59 053 0.56 057 0.65 075 1.1 1.06 0.94 1.1 1.37
Northwest Nat. Gas 0.94 0.69 0.66 0.69 071 0.14 1.01 112 1.15 098 1.01 133 0.55 1.02 1.35 1.21 1.34
ONE Gas Inc. 0.86 0.86 0.83 0.89 0.84 0.87 0.92 0.86 0.79 N/A N/A N/A N/A N/A N/A N/A N/A
South Jersey Inds. 0.82 0.50 0.54 0.40 0.73 081 0.76 0.50 0.53 051 0.58 070 0.75 1.01 1.67 1.70 1.40
Southwest Gas 0.85 0.77 0.69 053 0.56 068 0.83 0.84 0.99 1.05 0.90 0.82 1.37 1.28 0.85 078 0.72
Spire Inc. 1.07 0.81 0.42 0.44 0.77 072 0.96 092 0.98 078 0.95 153 1.61 1.93 1.64 1.42 1.28
UGI Corp. 1.49 1.69 1.59 1.22 1.64 1.29 1.35 1.48 1.53 132 1.52 1.28 1.36 152 172 1.62 1.69
WGL Holdings Inc. 1.02 N/A N/A N/A N/A 0.61 0.56 0.60 0.63 071 0.93 1.02 1.60 1.60 1.60 117 1.18
Average 0.96 0.82 0.74 064 0.76 067 0.79 079 0.94 0.86 0.94 1.07 1.18 131 1.35 1.24 1.24
Median 0.79 079 0.67 057 0.72 068 0.76 067 0.79 074 0.92 1.07 23 1.21 1.48 119 1.31
Sources:

" The Value Line Investment Survey Investment Analyzer Software, downloaded on June 18, 2021.
2 The Value Line Investment Survey, May 28, 2021.

Notes:

2 Based on the projected Dividends Declared per share and Book Value per share, published in The Value Line Investment Survey.
b Based on the projected Dividends Declared per share and Earnings per share, published in The Value Line Investment Survey.
¢ Based on the projected Cash Flow per share and Capital Spending per share, published in The Value Line Investment Survey.
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El Paso Electric Company

Proxy Group

Company

ALLETE, Inc.
Alliant Energy Corporation
Ameren Corporation

American Electric Power Company, Inc.

Avista Corporation

CMS Energy Corporation

DTE Energy Company

Entergy Corporation

Evergy, Inc.

Hawaiian Electric Industries, Inc.
IDACORP, Inc.

NextEra Energy, Inc.
NorthWestern Corporation

OGE Energy Corp.

Otter Tail Corporation

Pinnacle West Capital Corporation
Portland General Electric Company
Southern Company

WEC Energy Group, Inc.

Xcel Energy Inc.

Average

El Paso Electric Company

Sources:

Credit Ratings’

Exhibit MPG-3

Common Equity Ratios

S&p Moody's ' Value Line®
(1) (2) (3) (4)
BBB Baa1 49.7% 59.0%
A- Baa2 43.5% 45 7%
BBB+ Baa1 43.3% 44.3%
A- Baa2 37.0% 41.5%
BBB Baa2 46.0% 49.6%
BBB+ Baa2 25.8% 28.6%
BBB+ Baa2 38.5% 39.5%
BBB+ Baa2 30.8% 33.7%
A- Baa2 45.5% 48.7%
BBB- N/A 48.9% 52.7%
BBB Baa1 56.1% 56.1%
A- Baa1 39.0% 46.5%
BBB Baa2 46.1% 472%
BBB+ Baa1 50.0% 51.0%
BBB Baa2 50.2% 58.2%
A- A3 44 5% 472%
BBB+ A3 43.6% 46.4%
A- Baa2 33.5% 38.1%
A- Baa1 41.9% 47 1%
A- Baa1 39.5% 42.6%
BBB+ Baa1 42.7% 46.2%
NA® Baa2 51%*

1 S&P Global Market Intelligence, Downloaded on September 13, 2021.

2 The Value Line Investment Survey, June 11, July 23, and August 13, 2021.
® El Paso Electric Company is not rated by S&P.

4 Nelson Direct at 2 of 65.
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Company

ALLETE, Inc.
Alliant Energy Corporation
Ameren Corporation

American Electric Power Company, Inc.

Avista Corporation

CMS Energy Corporation

DTE Energy Company

Entergy Corporation

Evergy, Inc.

Hawaiian Electric Industries, Inc.
IDACORRP, Inc.

NextEra Energy, Inc.
NorthWestern Corporation

OGE Energy Corp.

Otter Tail Corporation

Pinnacle West Capital Corporation
Portland General Electric Company
Southern Company

WEC Energy Group, Inc.

Xcel Energy Inc.

Average

Sources:

El Paso Electric Company

Consensus Analysts' Growth Rates

Zacks Mi Yahoo! Finance
Estimated Number of Estimated Number of Estimated Number of
Growth %' Estimates Growth %’  Estimates Growth %’  Estimates

] (2) (3) 4) (5) (6)

6.00% N/A 5.75% 4 5.67% N/A
5.60% N/A 6.10% 3 5.80% N/A
7.30% N/A 717% 4 7.70% N/A
5.70% N/A 5.89% 4 6.03% N/A
5.10% N/A 5.08% 3 6.20% N/A
6.90% N/A 7.20% 6 6.20% N/A
6.00% N/A 6.00% 3 2.65% N/A
1.40% N/A 3.67% 2 3.85% N/A
5.80% N/A 6.33% 3 5.70% N/A
7.30% N/A 7.63% 2 1.30% N/A
3.90% N/A 3.53% 4 3.20% N/A
8.30% N/A 8.31% 6 7.85% N/A
4.80% N/A 4.99% 4 4.50% N/A
4.50% N/A 2.44% 3 3.90% N/A
4.70% N/A 7.53% 3 9.00% N/A
5.00% N/A 2.78% 3 0.10% N/A
8.60% N/A 5.80% 4 7.10% N/A
4.90% N/A 5.53% 4 6.50% N/A
6.30% N/A 6.38% 4 6.50% N/A
6.10% N/A 6.18% 5 6.30% N/A
5.71% N/A 5.71% 4 5.30% N/A

! Zacks, http://www.zacks.com/, downloaded on September 10, 2021.
2 S&P Global Market Intelligence, https://platform.mi.spglobal.com, downloaded on September 10, 2021.
3 Yahoo! Finance, https://finance.yahoo.com/, downloaded on September 10, 2021.
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Average of
Growth

Rates

)

5.81%
5.83%
7.39%
5.87%
5.46%
6.77%
4.88%
2.97%
5.94%
5.41%
3.54%
8.15%
4.76%
3.61%
7.08%
2.63%
717%
5.64%
6.39%
6.19%

5.58%
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13-Week AVG Analysts' Annualized
Company Stock Price’ Growth? Dividend®
4] 2) (3)
ALLETE, Inc. $69.48 5.81% $2.52
Alliant Energy Corporation $59.02 5.83% $1.61
Ameren Corporation $85.17 7.39% $2.20
American Electric Power Company, Inc. $87.38 5.87% $2.96
Avista Corporation $42.78 5.46% $1.69
CMS Energy Corporation $61.97 6.77% $1.74
DTE Energy Company $120.76 4.88% $4.34
Entergy Corporation $106.38 2.97% $3.80
Evergy, Inc. $65.28 5.94% $2.14
Hawaiian Electric Industries, Inc. $43.15 5.41% $1.36
IDACORP, Inc. $103.62 3.54% $2.84
NextEra Energy, Inc. $79.19 8.15% $1.54
NorthWestern Corporation $62.53 4.76% $2.48
OGE Energy Corp. $34.65 3.61% $1.61
Otter Tail Corporation $51.42 7.08% $1.56
Pinnacle West Capital Corporation $81.43 2.63% $3.32
Portland General Electric Company $49.02 717% $1.72
Southern Company $63.96 5.64% $2.64
WEC Energy Group, Inc. $93.85 6.39% $2.71
Xcel Energy Inc. $68.36 6.19% $1.83
Average $71.47 5.58% $2.33
Median $66.82 5.82% $2.17
Sources:

El Paso Electric Company

Constant Growth DCF Model

(Consensus Analysts' Growth Rates)

1 S&P Global Market Intelligence, Downloaded on September 13, 2021.

2 Exhibit MPG-4.
3 The Value Line Investment Survey , J
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Adjusted
Yield
“)

3.84%
2.89%
2.77%
3.59%
4.17%
3.00%

3.77%
3.68%
3.47%

3.32%
2.84%
2.10%
4.15%
4.81%
3.25%
4.18%
3.76%
4.36%
3.07%
2.84%

3.49%
3.53%

Exhibit MPG-5

Constant

Growth DCF

(5

9.64%
8.72%
10.16%
9.46%
9.63%
9.76%

8.65%
6.65%
9.42%

8.73%
6.38%
10.26%
8.92%
8.43%
10.33%
6.81%
10.93%
10.00%
9.47%
9.04%

9.07%
9.44%
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El Paso Electric Company

Company

ALLETE, Inc.
Alliant Energy Corporation
Ameren Corporation

American Electric Power Company, Inc.

Avista Corporation

CMS Energy Corporation

DTE Energy Company

Entergy Corporation

Evergy, Inc.

Hawaiian Electric Industries, Inc.
IDACORP, Inc.

NextEra Energy, Inc.
NorthWestern Corporation

OGE Energy Corp.

Oftter Tail Corporation

Pinnacle West Capital Corporation
Portland General Electric Company
Southern Company

WEC Energy Group, Inc.

Xcel Energy Inc.

Average

Source:

The Value Line Investment Survey, June 11, July 23, and August 13, 2021.
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Payout Ratios

Dividends Per Share

Earnings Per Share

Exhibit MPG-6

Payout Ratio

2020
(1

$2.47
$1.52
$2.00
$2.84
$1.62
$1.63
$4.12
$3.74
$2.05
$1.32
$2.72
$1.40
$2.40
$1.58
$1.48
$3.23
$1.59
$2.54
$2.53
$1.72

$2.23

Projected
2)

$2.90
$2.05
$2.90
$3.75
$2.00
$2.30
$5.55
$4.80
$2.65
$1.55
$3.70
$2.25
$2.80
$1.95
$1.95
$4.25
$2.10
$2.94
$3.45
$2.30

$2.91

2020
@)

$3.35
$2.47
$3.50
$4.42
$1.90
$2.64
$7.08
$6.90
$2.72
$1.81
$4.69
$2.10
$3.06
$2.08
$2.34
$4.87
$1.72
$3.25
$3.79
$2.79

$3.37

Projected

)

$4.50
$3.25
$5.00
$6.00
$2.75
$3.75
$9.25
$7.50
$4.25
$2.50
$5.75
$3.50
$4.00
$2.75
$3.25
$6.50
$3.50
$4.50
$5.25
$3.75

$4.58

2020
6)

73.73%
61.54%
57.14%
64.25%
85.26%
61.74%
58.19%
54.20%
75.37%
72.93%
58.00%
66.67%
78.43%
75.96%
63.25%
66.32%
92.44%
78.15%
66.75%
61.65%

68.60%

Projected

()

64.44%
63.08%
58.00%
62.50%
72.73%
61.33%
60.00%
64.00%
62.35%
62.00%
64.35%
64.29%
70.00%
70.91%
60.00%
65.38%
60.00%
65.33%
65.71%
61.33%

63.89%



Exhibit MPG-7

Page 1 of 2
El Paso Electric Company
Sustainable Growth Rate
3 to 5 Year Projections Sustainable
Dividends Earnings Book Value Book Value Adjustment  Adjusted Payout Retention Internal Growth
Line Company Per Share  Per Share Per Share Growth ROE Factor ROE Ratio Rate Growth Rate Rate
(1) @) @) @) (5) (6) ™ @) ) (10) (1)

1 ALLETE, Inc. $2.90 $4.50 $51.50 3.18% 8.74% 1.02 8.87% 64.44% 35.56% 3.16% 3.57%
2 Alliant Energy Corporation $2.05 $3.25 $30.00 5.68% 10.83% 1.03 11.13% 63.08% 36.92% 411% 6.60%
3 Ameren Corporation $2.90 $5.00 $47.75 6.23% 10.47% 1.03 10.79% 58.00% 42.00% 4.53% 7.39%
4 American Electric Power Company, Inc. $3.75 $6.00 $55.25 5.95% 10.86% 1.03 1M1.17% 62.50% 37.50% 4.19% 6.48%
5 Avista Corporation $2.00 $2.75 $33.50 2.71% 8.21% 1.01 8.32% 72.73% 27.27% 2.27% 3.01%
6 CMS Energy Corporation $2.30 $3.75 $27.75 7.85% 13.51% 1.04 14.02% 61.33% 38.67% 5.42% 8.03%
7 DTE Energy Company $5.55 $9.25 $82.00 5.04% 11.28% 1.02 11.56% 60.00% 40.00% 4.62% 5.71%
8 Entergy Corporation $4.80 $7.50 $69.00 4.81% 10.87% 1.02 11.12% 64.00% 36.00% 4.00% 5.10%
9 Evergy, Inc. $2.65 $4.25 $45.50 3.40% 9.34% 1.02 9.50% 62.35% 37.65% 3.58% 3.77%
10 Hawaiian Electric Industries, Inc. $1.55 $2.50 $25.75 3.76% 9.71% 1.02 9.89% 62.00% 38.00% 3.76% 4.46%
11 IDACORP, Inc. $3.70 $5.75 $60.75 3.67% 9.47% 1.02 9.64% 64.35% 35.65% 3.44% 3.44%
12 NextEra Energy, Inc. $2.25 $3.50 $25.75 6.69% 13.59% 1.03 14.03% 64.29% 35.71% 5.01% 7.14%
13 NorthWestern Corporation $2.80 $4.00 $47.75 3.04% 8.38% 1.01 8.50% 70.00% 30.00% 2.55% 3.33%
14 OGE Energy Corp. $1.95 $2.75 $22.50 4.39% 12.22% 1.02 12.48% 70.91% 29.09% 3.63% 3.63%
15 Ctter Tail Corporation $1.95 $3.25 $26.50 4.76% 12.26% 1.02 12.55% 60.00% 40.00% 5.02% 5.39%
16 Pinnacle West Capital Corporation $4.25 $6.50 $61.50 4.24% 10.57% 1.02 10.79% 65.38% 34.62% 3.73% 4.52%
17 Portland General Electric Company $2.10 $3.50 $34.75 3.56% 10.07% 1.02 10.25% 60.00% 40.00% 4.10% 417%
18 Southern Company $2.94 $4.50 $32.50 4.18% 13.85% 1.02 14.13% 65.33% 34.67% 4.90% 6.17%
19 WEC Energy Group, Inc. $3.45 $5.25 $40.25 3.93% 13.04% 1.02 13.30% 65.71% 34.29% 4.56% 4.56%
20 Xcel Energy Inc. $2.30 $3.75 $34.50 4.93% 10.87% 1.02 11.13% 61.33% 38.67% 4.30% 517%
21 Average $2.91 $4.58 $42.74 4.60% 10.91% 1.02 11.16% 63.89% 36.11% 4.04% 5.08%

Sources and Notes:
Cols. (1), (2) and (3):  The Value Line Investment Survey, June 11, July 23, and August 13, 2021.

Col. (4): [ Col. (3) / Page 2 Col. (2) ] * (1/number of years projected) - 1.
Col. (5): Col. (2) / Col. (3).

Col. (6): [2* (1 +Col. (4))]/(2+ Col. (4)).

Col. (7): Col. (6) * Col. (5).

Col. (8): Col. (1) / Col. (2).

Col. (9): 1 - Col. (8).

Col. (10): Col. (9) * Col. (7).

Col. (11): Col. (10) + Page 2 Col. (9).
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Exhibit MPG-7
Page 2 of 2

El Paso Electric Company

Sustainable Growth Rate

13-Week 2020 Market Common Shares
Average Book Value to Book Outstanding (in Millions)2
Line Company Stock Price’  Per Share’  Ratio 2020 3-5Years Growth SFactor’ VFactor! §*V
(1) 2 @) 4 () (6) yl @) ®)
1 ALLETE, Inc. $69.48 $44.04 1.58 52.10 54.00 0.72% 1.13% 36.61% 0.42%
2 Alliant Energy Corporation $59.02 $22.76 2.59 249.87 270.00 1.56% 4.05% 61.43% 2.49%
3 Ameren Corporation $85.17 $35.29 2.4 253.30 280.00 2.02% 4.89% 58.56% 2.86%
4 American Electric Power Company, Inc. $87.38 $41.38 211 496.60 550.00 2.06% 4.36% 52.64% 2.29%
5 Avista Corporation $42.78 $29.31 1.46 69.24 75.00 1.61% 2.35% 31.49% 0.74%
6 CMS Energy Corporation $61.97 $19.02 3.26 288.94 306.00 1.15% 3.76% 69.31% 2.61%
7 DTE Energy Company $120.76 $64.12 1.88 193.77 206.00 1.23% 2.32% 46.90% 1.09%
8 Entergy Corporation $106.38 $54.56 1.95 200.24 212.00 1.15% 2.24% 48.71% 1.09%
9 Evergy, Inc. $65.28 $38.50 1.70 226.84 230.00 0.28% 0.47% 41.03% 0.19%
10 Hawaiian Electric Industries, Inc. $43.15 $21.41 2.02 109.18 113.00 0.69% 1.39% 50.38% 0.70%
11 IDACORP, Inc. $103.62 $50.73 2.04 50.46 50.45 - 0.00% - 0.01% 51.04% - 0.00%
12 NextEra Energy, Inc. $79.19 $18.63 4.25 1,960.00 2,025.00 0.65% 2.78% 76.47% 2.13%
13 NorthWestern Corporation $62.53 $41.10 1.52 50.59 54.50 1.50% 2.28% 34.27% 0.78%
14 OGE Energy Corp. $34.65 $18.15 1.91 200.10 200.10 0.00% 0.00% 47.62% 0.00%
15 Ctter Tail Corporation $51.42 $21.00 2.45 41.47 42.00 0.25% 0.62% 59.16% 0.37%
16 Pinnacle West Capital Corporation $81.43 $49.96 1.63 112.76 120.00 1.25% 2.04% 38.65% 0.79%
17 Portland General Electric Company $49.02 $29.18 1.68 89.54 90.00 0.10% 0.17% 40.47% 0.07%
18 Southern Company $63.96 $26.48 2.42 1,056.50 1,105.00 0.90% 2.18% 58.60% 1.28%
19 WEC Energy Group, Inc. $93.85 $33.19 2.83 315.43 315.43 0.00% 0.00% 64.64% 0.00%
20 Xcel Energy Inc. $68.36 $27.12 252 537.44 553.00 0.57% 1.44% 60.33% 0.87%
21 Average $71.47 $34.30 2.1 327.72 342.57 0.93% 2.03% 51.42% 1.09%

Sources and Notes:

' S&P Global Market Intelligence, Downloaded on September 13, 2021.

2 The Value Line Investment Survey, June 11, July 23, and August 13, 2021.
3 Expected Growth in the Number of Shares, Column (3) * Column (6).

* Expected Profit of Stock Investment, [ 1 -1/ Column (3) ].
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El Paso Electric Company

13-Week AVG Sustainable  Annualized
Company Stock Price’  Growth? Dividend®
(1) ) 3)
ALLETE, Inc. $69.48 357% $2.52
Alliant Energy Corporation $59.02 6.60% $1.61
Ameren Corporation $85.17 7.39% $2.20
American Electric Power Company, Inc. $87.38 6.48% $2.96
Avista Corporation $42.78 3.01% $1.69
CMS Energy Corporation $61.97 8.03% $1.74
DTE Energy Company $120.76 571% $4.34
Entergy Corporation $106.38 510% $3.80
Evergy, Inc. $65.28 3.77% $2.14
Hawaiian Electric Industries, Inc. $43.15 4.46% $1.36
IDACORP, Inc. $103.62 3.44% $2.84
NextEra Energy, Inc. $79.19 714% $1.54
NorthWestern Corporation $62.53 3.33% $2.48
OGE Energy Corp. $34.65 3.63% $1.61
Otter Tail Corporation $51.42 5.39% $1.56
Pinnacle West Capital Corporation $81.43 4.52% $3.32
Portland General Electric Company $49.02 417% $1.72
Southern Company $63.96 6.17% $2.64
WEC Energy Group, Inc. $93.85 4.56% $2.71
Xcel Energy Inc. $68.36 517% $1.83
Average $71.47 5.08% $2.33
Median $66.82 4.83% $2.17
Sources:

Constant Growth DCF Model
(Sustainable Growth Rate)

1 S&P Global Market Intelligence, Downloaded on September 13, 2021.

2 Exhibit MPG-7.

3 The Value Line Investment Survey, June 11, July 23, and August 13, 2021.
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Exhibit MPG-8

Adjusted Constant
Yield Growth DCF
@) ®)
3.76% 7.33%
291% 9.51%
2.77% 10.17%
3.61% 10.09%
4.07% 7.08%
3.03% 11.06%
3.80% 9.51%
3.75% 8.85%
3.40% 717%
3.29% 7.75%
2.84% 6.27%
2.08% 9.22%
4.10% 7.43%
4.81% 8.45%
3.20% 8.59%
4.26% 8.78%
3.66% 7.82%
4.38% 10.56%
3.02% 7.58%
2.82% 7.99%
3.48% 8.56%
3.50% 8.52%



Exhibit MPG-9

El Paso Electric Company

Electricity Sales Are Linked to U.S. Economic Growth
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Note:

1988 represents the base year. Graph depicts increases or decreases from the base year.

Sources:
U.S. Energy Information Administration
Federal Reserve Bank of St. Louis
SOAH Docket No. 473-21-2606
PUC Docket No. 52195
Page 110



El Paso Electric Company

Multi-Stage Growth DCF Model

Exhibit MPG-10

13-Week AVG Annualized First Stage Second Stage Growth Third Stage  Multi-Stage
Line Company Stock Price’ Dividend?® Growth® Year 6 Year 7 Year 8 Year 9 Year 10 Growth® Growth DCF
(1) (2) (3) 4) (5) (6) (7 (8) 9) (10)
1 ALLETE, Inc. $69.48 $2.52 5.81% 5.56% 5.32% 5.08% 4.83% 4.59% 4.35% 8.49%
2 Alliant Energy Corporation $59.02 $1.61 5.83% 5.59% 5.34% 5.09% 4.84% 4.59% 4.35% 7.48%
3 Ameren Corporation $85.17 $2.20 7.39% 6.88% 6.38% 5.87% 5.36% 4.85% 4.35% 7.62%
4 American Electric Power Company, Inc. $87.38 $2.96 5.87% 5.62% 5.36% 5.11% 4.86% 4.60% 4.35% 8.24%
5 Avista Corporation $42.78 $1.69 5.46% 5.27% 5.09% 4.90% 4.72% 4.53% 4.35% 8.76%
6 CMS Energy Corporation $61.97 $1.74 6.77% 6.36% 5.96% 5.56% 5.15% 4.75% 4.35% 7.76%
7 DTE Energy Company $120.76 $4.34 4.88% 4.79% 4.70% 4.61% 4.53% 4.44% 4.35% 8.22%
8 Entergy Corporation $106.38 $3.80 2.97% 3.20% 3.43% 3.66% 3.89% 4.12% 4.35% 7.75%
9 Evergy, Inc. $65.28 $2.14 5.94% 5.68% 5.41% 5.14% 4.88% 4.61% 4.35% 8.13%
10  Hawaiian Electric Industries, Inc. $43.15 $1.36 5.41% 5.23% 5.06% 4.88% 4.70% 4.52% 4.35% 7.86%
11 IDACORP, Inc. $103.62 $2.84 3.54% 3.68% 3.81% 3.94% 4.08% 4.21% 4.35% 7.04%
12 NextEra Energy, Inc. $79.19 $1.54 8.15% 7.52% 6.88% 6.25% 5.62% 4.98% 4.35% 6.93%
13 NorthWestern Corporation $62.53 $2.48 4.76% 4.69% 4.62% 4.55% 4.49% 4.42% 4.35% 8.59%
14  OGE Energy Corp. $34.65 $1.61 3.61% 3.74% 3.86% 3.98% 4.10% 4.22% 4.35% 8.98%
15 Otter Tail Corporation $51.42 $1.56 7.08% 6.62% 6.17% 5.71% 5.26% 4.80% 4.35% 8.11%
16 Pinnacle West Capital Corporation $81.43 $3.32 2.63% 2.91% 3.20% 3.49% 3.77% 4.06% 4.35% 8.15%
17  Portland General Electric Company $49.02 $1.72 717% 6.70% 6.23% 5.76% 5.29% 4.82% 4.35% 8.71%
18  Southern Company $63.96 $2.64 5.64% 5.43% 521% 4.99% 4.78% 4.56% 4.35% 9.01%
19  WEC Energy Group, Inc. $93.85 $2.71 6.39% 6.05% 5.71% 5.37% 5.03% 4.69% 4.35% 7.78%
20  Xcel Energy Inc. $68.36 $1.83 6.19% 5.89% 5.58% 5.27% 4.96% 4.65% 4.35% 7.49%
21 Average $71.47 $2.33 5.58% 6.37% 5.17% 4.96% 4.76% 4.55% 4.35% 8.06%
22 Median 8.12%
Sources:

1 S&P Global Market Intelligence, Downloaded on September 13, 2021.
2 The Value Line Investment Survey, June 11, July 23, and August 13, 2021.

3 Exhibit MPG-4.

4 Blue Chip Financial Forecasts, June 1, 2021, at 2.
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Exhibit MPG-11

El Paso Electric Company

Common Stock Market/Book Ratio

2.500

2.000

1.500

1.000

0.500

Source:

1980 - 2000: Mergent Public Utility Manual.

2001 - 2015: AUS Utility Reports, multiple dates.

2016 - 2020: Value Line Investment Survey, multiple dates.

* Value Line Investment Survey Reports, May 28, June 11, July 23, and August 13, 2021.
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Exhibit MPG-12

El Paso Electric Company

Equity Risk Premium - Treasury Bond

Authorized 30 yr. Indicated Rolling Rolling
Electric Treasury Risk 5-Year 10 - Year
Line Year Returns’ Bond Yield® Premium Average Average
(1) @) @) @) (5)
1 1986 13.93% 7.80% 6.13%
2 1987 12.99% 8.58% 4.41%
3 1988 12.79% 8.96% 3.83%
4 1989 12.97% 8.45% 4.52%
5 1990 12.70% 8.61% 4.09% 4.60%
6 1991 12.55% 8.14% 4.41% 4.25%
7 1992 12.09% 767% 4.42% 4.26%
8 1993 11.41% 6.60% 4.81% 4.45%
9 1994 11.34% 7.37% 3.97% 4.34%
10 1995 11.55% 6.88% 4.67% 4.46% 4.53%
11 1996 11.39% 6.70% 4.69% 451% 4.38%
12 1997 11.40% 6.61% 4.79% 4.59% 4.42%
13 1998 11.66% 5.58% 6.08% 4.84% 4.65%
14 1999 10.77% 5.87% 4.90% 5.03% 4.68%
15 2000 11.43% 5.94% 5.49% 5.19% 4.82%
16 2001 11.09% 5.49% 5.60% 537% 4.94%
17 2002 11.16% 5.43% 5.73% 5.56% 5.07%
18 2003 10.97% 4.96% 6.01% 5.55% 5.19%
19 2004 10.75% 5.05% 5.70% 571% 5.37%
20 2005 10.54% 4.65% 5.89% 5.79% 5.49%
21 2006 10.34% 487% 5.47% 5.76% 5.57%
22 2007 10.31% 4.83% 5.48% 571% 5.64%
23 2008 10.37% 4.28% 6.09% 5.73% 5.64%
24 2009 10.52% 4.07% 6.45% 5.88% 5.79%
25 2010 10.29% 4.25% 6.04% 5.90% 5.85%
26 2011 10.19% 3.91% 6.28% 6.07% 5.91%
27 2012 10.01% 292% 7.09% 6.39% 6.05%
28 2013 9.81% 3.45% 6.36% 6.44% 6.09%
29 2014 9.75% 3.34% 6.41% 6.44% 6.16%
30 2015 9.60% 2.84% 6.76% 6.58% 6.24%
31 2016 9.60% 2.60% 7.00% 6.72% 6.40%
32 2017 9.68% 2.90% 6.79% 6.66% 6.53%
33 2018 9.55% 311% 6.44% 6.68% 6.56%
34 2019 9.64% 2.58% 7.06% 6.81% 6.62%
35 2020 9.39% 1.56% 7.83% 7.02% 6.80%
36 20213 9.45% 216% 7.29% 7.08% 6.90%
37 Average 10.94% 5.25% 5.69% 5.64% 5.64%
38 Minimum 4.25% 4.38%
39 Maximum 7.08% 6.90%
Sources.

! Regulatory Research Associates, Inc., Regulatory Focus, Major Rate Case Decisions, Jan. 1997 p. 5, and Jan. 2011 p. 3.
S&P Global Market Intelligence, RRA Regulatory Focus, Major Rate Case Decisions, January - June 2021,
July 27, 2021, p. 1.
2006 - 2021 Authorized Returns exclude limited issue rider cases.
2st. Louis Federal Reserve: Economic Research, http://research.stlouisfed.org/.
The yields from 2002 to 2005 represent the 20-Year Treasury yields obtained from the Federal Reserve Bank.
®*Data represents January - June, 2021.
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Exhibit MPG-13

El Paso Electric Company

Equity Risk Premium - Utility Bond

Authorized Average Indicated Rolling Rolling
Electric "A" Rated Utility Risk 5-Year 10 - Year
Line Year Returns' Bond Yield? Premium Average Average
] (2 (3 4 (5)
1 1986 13.93% 9.58% 4.35%
2 1987 12.99% 10.10% 2.89%
3 1988 12.79% 10.49% 2.30%
4 1989 12.97% 9.77% 3.20%
5 1990 12.70% 9.86% 2.84% 3.12%
6 1991 12.55% 9.36% 3.19% 2.88%
7 1992 12.09% 8.69% 3.40% 2.99%
8 1993 11.41% 7.59% 3.82% 3.29%
9 1994 11.34% 8.31% 3.03% 3.26%
10 1995 11.55% 7.89% 3.66% 3.42% 3.27%
11 1996 11.39% 7.75% 3.64% 3.51% 3.20%
12 1997 11.40% 7.60% 3.80% 3.59% 3.29%
13 1998 11.66% 7.04% 4.62% 3.75% 3.52%
14 1999 10.77% 7.62% 3.15% 3.77% 3.52%
15 2000 11.43% 8.24% 3.19% 3.68% 3.55%
16 2001 11.09% 7.76% 3.33% 3.62% 3.56%
17 2002 11.16% 7.37% 3.79% 3.61% 3.60%
18 2003 10.97% 6.58% 4.39% 3.57% 3.66%
19 2004 10.75% 6.16% 4.59% 3.86% 3.82%
20 2005 10.54% 5.65% 4.89% 4.20% 3.94%
21 2006 10.34% 6.07% 4.27% 4.39% 4.00%
22 2007 10.31% 6.07% 4.24% 4.48% 4.04%
23 2008 10.37% 6.53% 3.84% 4.37% 3.97%
24 2009 10.52% 6.04% 4.48% 4.34% 4.10%
25 2010 10.29% 5.47% 4.82% 4.33% 4.26%
26 2011 10.19% 5.04% 5.15% 451% 4.45%
27 2012 10.01% 4.13% 5.88% 4.83% 4.66%
28 2013 9.81% 4.48% 5.33% 5.13% 4.75%
29 2014 9.75% 4.28% 5.47% 5.33% 4.84%
30 2015 9.60% 4.12% 5.48% 5.46% 4.90%
31 2016 9.60% 3.93% 5.67% 5.57% 5.04%
32 2017 9.68% 4.00% 5.68% 5.53% 5.18%
33 2018 9.55% 4.25% 5.30% 5.52% 5.33%
34 2019 9.64% 3.77% 5.87% 5.60% 5.47%
35 2020 9.39% 3.05% 6.34% 5.77% 5.62%
36 20213 9.45% 3.20% 6.25% 5.89% 5.73%
37 Average 10.94% 6.61% 4.34% 4.28% 4.27%
38 Minimum 2.88% 3.20%
39 Maximum 5.89% 5.73%
Sources.

! Regulatory Research Associates, Inc., Regulatory Focus, Major Rate Case Decisions, Jan. 1997 p. 5, and Jan. 2011 p. 3.
S&P Global Market Intelligence, RRA Regulatory Focus, Major Rate Case Decisions, January - June 2021,
July 27, 2021, p. 1.
2006 - 2021 Authorized Returns exclude limited issue rider cases.
2gt. Louis Federal Reserve: Economic Research, http://research.stlouisfed.org/.
The yields from 2002 to 2005 represent the 20-Year Treasury yields obtained from the Federal Reserve Bank.
®*Data represents January - June 2021.

SOAH Docket No. 473-21-2606
PUC Docket No. 52195
Page 114



T-Bond
Yield'
]

11.30%
13.44%
12.76%
11.18%
12.39%
10.79%
7.80%
8.58%
8.96%
8.45%
8.61%
8.14%
7.67%
6.60%
7.37%
6.88%
6.70%
6.61%
5.58%
5.87%
5.94%
5.49%
5.43%
4.96%
5.05%
4.65%
4.87%
4.83%
4.28%
4.07%
4.25%
3.91%
2.92%
3.45%
3.34%
2.84%
2.60%
2.90%
3.11%
2.58%
1.56%
2.11%

6.21%

El Paso Electric Company

Bond Yield Spreads

Public Utility Bond

Corporate Bond

Exhibit MPG-14

Utility to Corporate

AZ
2)

13.34%
15.95%
15.86%
13.66%
14.03%
12.47%
9.58%
10.10%
10.49%
9.77%
9.86%
9.36%
8.69%
7.59%
8.31%
7.89%
7.75%
7.60%
7.04%
7.62%
8.24%
7.76%
7.37%
6.58%
6.16%
5.65%
6.07%
6.07%
6.53%
6.04%
5.47%
5.04%
4.13%
4.48%
4.28%
4.12%
3.93%
4.00%
4.25%
3.77%
3.05%
3.14%

7.69%

Baa®

(3)

13.95%
16.60%
16.45%
14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%
10.06%
9.55%
8.86%
7.91%
8.63%
8.29%
8.17%
7.95%
7.26%
7.88%
8.36%
8.03%
8.02%
6.84%
6.40%
5.93%
6.32%
6.33%
7.25%
7.06%
5.96%
5.57%
4.83%
4.98%
4.80%
5.03%
467%
4.38%
467%
4.19%
3.44%
3.40%

8.12%

A-T-Bond
Spread
4)

2.04%
2.51%
3.10%
2.48%
1.64%
1.68%
1.78%
1.52%
1.53%
1.32%
1.25%
1.22%
1.02%
0.99%
0.94%
1.01%
1.05%
0.99%
1.46%
1.75%
2.30%
2.27%
1.94%
1.62%
1.11%
1.00%
1.20%
1.24%
2.25%
1.97%
1.22%
1.13%
1.21%
1.03%
0.94%
1.27%
1.33%
1.10%
1.14%
1.18%
1.49%
1.04%

1.48%

Baa-T-Bond

Spread
(5)

2.65%
3.16%
3.69%
3.02%
2.14%
2.17%
2.20%
1.95%
2.04%
1.52%
1.45%
1.41%
1.19%
1.31%
1.26%
1.41%
1.47%
1.34%
1.68%
2.01%
2.42%
2.54%
2.59%
1.89%
1.35%
1.28%
1.44%
1.50%
2.97%
2.99%
1.71%
1.66%
1.90%
1.53%
1.46%
2.19%
2.08%
1.48%
1.56%
1.61%
1.87%
1.30%

1.91%

Yield Spreads

Aaa’

(6)

11.94%
14.17%
13.79%
12.04%
12.71%
11.37%
9.02%
9.38%
9.71%
9.26%
9.32%
8.77%
8.14%
7.22%
7.96%
7.59%
7.37%
7.26%
6.53%
7.04%
7.62%
7.08%
6.49%
5.67%
5.63%
5.24%
5.59%
5.56%
5.63%
5.31%
4.95%
4.64%
3.67%
4.24%
4.16%
3.89%
3.66%
3.74%
3.93%
3.39%
2.53%
2.74%

7.05%

Baa®

]

13.67%
16.04%
16.11%
13.55%
14.19%
12.72%
10.39%
10.58%
10.83%
10.18%
10.36%
9.80%
8.98%
7.93%
8.62%
8.20%
8.05%
7.86%
7.22%
7.87%
8.36%
7.95%
7.80%
6.77%
6.39%
6.06%
6.48%
6.48%
7.45%
7.30%
6.04%
5.67%
4.94%
5.10%
4.86%
5.00%
471%
4.44%
4.80%
4.38%
3.66%
3.44%

8.12%

Aaa-T-Bond Baa-T-Bond

Spread
(®)

0.64%
0.73%
1.03%
0.86%
0.32%
0.58%
1.22%
0.80%
0.75%
0.81%
0.71%
0.63%
0.47%
0.62%
0.59%
0.71%
0.67%
0.66%
0.95%
1.18%
1.68%
1.59%
1.06%
0.71%
0.58%
0.59%
0.71%
0.72%
1.35%
1.24%
0.70%
0.73%
0.75%
0.79%
0.82%
1.05%
1.07%
0.85%
0.82%
0.81%
0.96%
0.64%

0.84%

Treasury Vs. Corporate & Treasury Vs. Utility

Spread
9

2.37%
2.60%
3.35%
2.38%
1.80%
1.93%
2.59%
2.00%
1.87%
1.73%
1.75%
1.67%
1.31%
1.33%
1.25%
1.32%
1.35%
1.26%
1.64%
2.01%
2.42%
2.45%
2.37%
1.81%
1.35%
1.42%
1.61%
1.65%
317%
3.23%
1.79%
1.76%
2.02%
1.65%
1.52%
2.16%
2.12%
1.55%
1.69%
1.79%
2.10%
1.34%

1.91%

Baa

Spread
(10)

0.28%
0.56%
0.34%
0.65%
0.34%
0.24%
-0.39%
-0.05%
0.17%
-0.21%
-0.30%
-0.25%
-0.12%
-0.02%
0.01%
0.09%
0.12%
0.09%
0.04%
0.01%
-0.01%
0.08%
0.22%
0.08%
0.00%
-0.14%
-0.16%
-0.15%
-0.20%
-0.24%
-0.08%
-0.10%
-0.11%
-0.12%
-0.06%
0.03%
-0.04%
-0.06%
-0.13%
-0.18%
-0.22%
-0.04%

0.00%

A-Aaa
Spread
(1)

1.40%
1.78%
2.07%
1.62%
1.32%
1.10%
0.56%
0.72%
0.78%
0.51%
0.54%
0.59%
0.55%
0.37%
0.35%
0.30%
0.38%
0.34%
0.51%
0.58%
0.62%
0.68%
0.88%
0.91%
0.53%
0.41%
0.48%
0.52%
0.90%
0.73%
0.52%
0.40%
0.46%
0.24%
0.12%
0.23%
0.27%
0.26%
0.32%
0.38%
0.53%
0.40%

0.65%

Line Year
1 1980
2 1981
3 1982
4 1983
5 1984
6 1985
7 1986
8 1987
9 1988
10 1989
11 1990
12 1991
13 1992
14 1993
15 1994
16 1995
17 1996
18 1997
19 1998
20 1999
21 2000
22 2001
23 2002
24 2003
25 2004
26 2005
27 2006
28 2007
29 2008
30 2009
31 2010
32 2011
33 2012
34 2013
35 2014
36 2015
37 2016
38 2017
39 2018
40 2019
41 2020
42 2021 *
43  Average

4.00%
3.50%
3.00%
2.50% 1
2.00% 1
1.50%
1.00%
0.50% 1
0.00%
1980
Sources:

" st. Louis Federal Reserve: Economic Research, http:/fresearch.stlouisfed.org/.
2 The utility yields for the period 1980-2000 were obtained from Mergent Public Utility Manual, Mergent Weekly News Reports, 2003.
The utility yields for the period 2001-2009 were obtained from the Mergent Bond Record.

1982 1984

1986

1988

1990 1992 1994 1996 1998
—+—Utility A - T-Bond Spread

—a—Corporate Aaa - T-Bond Spread

2000

2002 2004

2006 2008

2010

=H=Utility Baa - T-Bond Spread

—o—Corporate Baa - T-Bond Spread

The utility yields for the period 2010-2021 were obtained from http:/credittrends.moodys.com/.

®The corporate yields for the period 1980-2009 were obtained from the St. Louis Federal Reserve: Economic Research, http://research.stlouisfed.org/.

The corporate yields from 2010-2021 were obtained from http://credittrends.moodys.com/.
“Data represents January - August 2021.
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Exhibit MPG-156

Page 1 of 3
El Paso Electric Company
Treasury and Utility Bond Yields
Treasury "A" Rated Utility "Baa" Rated Utility
Line Date Bond Yield' Bond Yield? Bond Yield?
(1) (2) (3)
1 09/10/21 1.94% 2.97% 3.19%
2 09/03/21 1.94% 2.97% 3.20%
3 08/27/21 1.91% 2.95% 3.18%
4 08/20/21 1.87% 2.93% 3.17%
5 08/13/21 1.94% 2.98% 3.23%
6 08/06/21 1.94% 2.96% 3.20%
7 07/30/21 1.89% 2.90% 3.15%
8 07/23/21 1.92% 2.95% 3.19%
9 07/16/21 1.93% 2.94% 3.20%
10 07/09/21 1.99% 3.00% 3.24%
11 07/02/21 2.05% 3.04% 3.27%
12 06/25/21 2.16% 3.16% 3.41%
13 06/18/21 2.01% 3.02% 3.26%
14 Average 1.96% 2.98% 3.22%
15 Spread To Treasury 1.02% 1.26%
Sources:

! St. Louis Federal Reserve: Economic Research, http://research.stlouisfed.org.
2 http://credittrends.moodys.com/.
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Exhibit MPG-15
Page 2 of 3

El Paso Electric Company

Yield Spread Between Utility Bonds and 30-Year Treasury Bonds

6.00%

5.00%

4.00%

3.00%

2.00%

1.00%

=o=A Spread —@—Baa Spread

Sources:

Mergent Bond Record.

www.moodys.com, Bond Yields and Key Indicators.

St. Louis Federal Reserve: Economic Research, http://research.stlouisfed.org/
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El Paso Electric Company

Trends in Bond Yields

10.00%

Exhibit MPG-15
Page 3 of 3

9.00%

—o—"Baa" Rated Utility Bond Yield

8.00% &

——"A" Rated Utility Bond Yield

——30-Year Treasury Bond

7.00% J ):‘\E
6.00% oo ~
A, P i

5.00%

4.00%

3.00%

Sources:

Mergent Bond Record.

www.moodys.com, Bond Yields and Key Indicators.

St. Louis Federal Reserve: Economic Research, http://research.stlouisfed.org/
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Exhibit MPG-16
Page 1 of 4

El Paso Electric Company

Value Line Beta

Line Company Beta
1 ALLETE, Inc. 0.90
2 Alliant Energy Corporation 0.85
3 Ameren Corporation 0.80
4 American Electric Power Company, Inc. 0.75
5 Avista Corporation 0.95
6 CMS Energy Corporation 0.80
7 DTE Energy Company 0.95
8 Entergy Corporation 0.95
9 Evergy, Inc. 0.95
10 Hawaiian Electric Industries, Inc. 0.80
11 IDACORP, Inc. 0.85
12 NextEra Energy, Inc. 0.95
13 NorthWestern Corporation 0.95
14 OGE Energy Corp. 1.05
15 Otter Tail Corporation 0.90
16 Pinnacle West Capital Corporation 0.90
17 Portland General Electric Company 0.90
18 Southern Company 0.95
19 WEC Energy Group, Inc. 0.80
20 Xcel Energy Inc. 0.80
21 Average 0.89

Source:
The Value Line Investment Survey,
June 11, July 23, and August 13, 2021.
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Exhibit MPG-16

22

Page 2 of 4
El Paso Electric Company
Value Line
Historical Betas

Company Average 1021 4Q20 3020 2Q20 1Q20 4Q19 3019 2019 1019 4Q18 3Q18 2Q18 1018 4Q17 317 2Q17 1017 4Q16 3Q16 2Q16 1Q16 4Q15 3Q15 2Q15 1Q15 4Q14 3014

[0} [0} [0} @ 5} @ 5) © 4} ® © 00 N (12 (1) 04 (15 (8 (1) (18 (19 (20 (21) (22 (23) (24 (25  (26)

ALLETE, Inc. 0.77 0.90 0.85 0.85 0.85 0.60 N/A N/A 0.65 0.65 0.65 0.70 0.75 0.75 0.80 0.75 0.80 0.80 0.75 0.75 075 0.80 080 0.80 080 0.80 080 0.80
Alliant Energy Corporation 0.73 0.85 0.85 0.85 0.80 0.55 0.60 0.60 0.60 0.65 0.60 0.65 070 0.70 070 0.70 070 0.70 070 0.75 075 0.80 080 0.80 080 0.80 0.80 0.80
Ameren Corporation 0.69 0.80 0.85 0.80 0.80 0.50 0.55 0.55 0.60 0.60 0.55 0.60 0.65 0.65 070 0.65 065 0.70 065 0.70 075 0.75 075 0.75 075 0.75 075 0.75
American Electric Power Company, Inc. 0.65 0.75 0.75 0.75 0.75 0.50 0.55 0.55 0.55 0.55 0.55 0.60 0.65 0.65 065 0.65 065 0.65 065 0.65 070 0.70 0.70 0.70 0.70 0.70 0.70 0.70
Avista Corporation 0.74 0.95 0.90 0.95 0.60 0.60 0.60 0.60 0.65 0.65 0.65 0.70 0.70 0.75 075 0.70 070 0.70 070 0.75 075 0.80 080 0.80 080 0.80 080 0.75
CMS Energy Corporation 0.66 0.75 0.80 0.80 0.80 0.50 0.50 0.55 0.55 0.55 0.55 0.55 0.65 0.65 065 0.65 065 0.65 065 0.65 070 0.75 075 0.70 075 0.75 0.70 0.75
DTE Energy Company 0.69 0.95 0.95 0.90 0.90 0.50 0.55 0.55 0.55 0.55 0.55 0.60 0.65 0.65 065 0.65 065 0.65 065 0.70 070 0.75 075 0.75 075 0.75 075 0.75
Duke Energy Corporation 0.62 0.85 0.85 0.85 0.85 045 N/A N/A 0.50 0.50 0.55 0.55 0.60 0.60 060 0.60 060 0.60 060 0.60 060 0.65 050 0.60 060 0.60 0.60 0.60
Entergy Corporation 0.69 0.95 0.95 0.95 0.95 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.65 0.65 065 0.65 065 0.65 065 0.65 070 0.70 070 0.65 070 0.70 070 0.70
Evergy, Inc. 1.00 0.95 1.00 1.00 1.05 NMF NMF NMF NMF NMF NMF NMF N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Hawaiian Electric Industries, Inc. 0.70 0.80 0.80 0.80 0.55 0.55 0.55 0.55 0.60 0.60 0.60 0.65 0.65 0.70 070 0.70 070 0.70 070 0.75 075 0.80 080 0.80 0.80 0.80 0.80 0.75
IDACORP, Inc. 0.71 0.80 0.80 0.80 0.50 0.55 0.55 0.60 0.60 0.55 0.60 0.65 0.70 0.70 0.70 0.70 0.75 0.75 0.75 0.75 080 0.80 080 0.80 080 0.80 080 0.80
NextEra Energy, Inc. 0.68 0.90 0.90 0.85 0.85 0.50 0.55 0.55 0.60 0.60 0.60 0.60 0.65 0.65 0.65 0.65 0.65 0.65 065 0.65 070 0.70 075 0.70 075 0.70 0.70 0.70
NorthWestern Corporation 0.69 0.95 0.90 0.90 0.55 0.60 0.60 0.60 0.60 0.55 0.60 0.65 0.65 0.70 070 0.65 065 0.70 070 0.70 070 0.70 070 0.75 070 0.70 0.70 0.70
OGE Energy Corp. 0.91 1.05 1.10 1.05 1.05 0.70 0.75 0.80 0.80 0.85 0.85 0.90 0.95 0.95 0.95 0.95 0.95 0.95 090 0.90 095 0.95 095 0.90 090 0.90 090 0.85
Otter Tail Corporation 0.83 0.85 0.85 0.85 0.85 0.70 0.70 0.65 0.70 0.70 0.75 0.80 0.85 0.85 0.90 0.90 0.90 0.85 085 0.85 080 0.85 085 0.85 090 0.90 0.90 095
Pinnacle West Capital Corporation 0.68 0.90 0.85 0.85 045 0.50 0.55 0.55 0.55 0.55 0.60 0.65 065 0.70 070 0.65 070 0.70 070 0.70 075 0.75 075 0.70 0.70 0.70 0.70 0.70
Portland General Electric Company 0.71 0.85 0.85 0.85 0.55 0.55 0.60 0.60 0.60 0.60 0.60 0.65 0.65 0.70 070 0.70 070 0.70 070 0.75 080 0.80 080 0.80 0.80 0.80 0.80 0.75
The Southern Company 0.60 0.95 0.90 0.90 0.90 0.50 0.50 0.50 0.50 0.50 0.50 0.50 0.55 0.65 055 0.55 055 0.55 055 0.55 055 0.60 060 0.55 060 0.55 0.55 0.60
WEC Energy Group, Inc. 063 0.80 0.80 0.80 0.80 045 0.50 0.50 0.50 0.55 0.50 0.55 0.60 0.60 0.60 0.60 0.60 0.60 0.60 0.65 065 0.70 070 0.70 070 0.65 0.65 065
Xcel Energy Inc. 0.61 0.80 0.80 0.75 045 0.50 0.50 0.50 0.50 0.50 0.55 0.60 0.60 0.60 0.60 0.60 0.60 0.60 060 0.65 065 0.65 065 0.65 065 0.65 070 0.65
Average 0.71 0.87 087 0.86 0.75 0.55 057 0.58 0.59 0.59 0.60 0.64 0.68 0.69 0.70 0.68 0.69 0.69 0.69 0.71 073 0.75 075 0.74 075 0.74 074 0.74

Source: Value Line Software Analyzer
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Line Company Average 1021
) )
1 ALLETE, Inc. 0.77 0.90
2 Alliant Energy Corporation 0.73 0.85
3 Ameren Corporation 0.69 0.80
4 American Electric Power Compa  0.65 0.75
5  Avista Corporation 0.74 0.95
6  CMS Energy Corporation 0.66 0.75
7  DTE Energy Company 0.69 0.95
8  Duke Energy Corporation 0.62 0.85
9  Entergy Corporation 0.69 0.95
10 Evergy, Inc. 1.00 095
11 Hawaiian Electric Industries, Inc. ~ 0.70 0.80
12 IDACORP, Inc. 0.71 0.80
13 NexiEra Energy, Inc. 0.68 0.90
14 NorthWestern Corporation 0.69 0.95
15 OGE Energy Corp. 091 1.05
16  Ctter Tail Corporation 0.83 0.85
17 Pinnacle West Capital Corporatic  0.68 0.90
18 Portland General Electric Compez  0.71 0.85
19  The Southern Company 0.60 0.95
20 WEC Energy Group, Inc. 0.63 0.80
21 Xcel Energy Inc. 0.61 0.80
22 Electric Industry Average 0.7 0.87

Source: Value Line Software Analyzer

4020
]

0.85
0.85
0.85
0.75
0.90
0.80
095
0.85
095
1.00
0.80
0.80
0.90
0.90
1.10
0.85
0.85
0.85
0.90
0.80
0.80

3020
@

0.85
0.85
0.80
0.75
0.95
0.80
0.90
0.85
0.95
1.00
0.80
0.80
0.85
0.90
1.05
0.85
0.85
0.85
0.90
0.80
0.75
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2020
3)

0.85
0.80
0.80
0.75
0.60
0.80
0.90
0.85
095
1.05
0.55
0.50
0.85
0.55
1.05
0.85
045
0.55
0.90
0.80
045

1020
@

0.60
0.55
0.50
0.50
0.60
0.50
0.50
045
0.60
NMF
0.55
0.55
0.50
0.60
0.70
0.70
0.50
0.55
0.50
045
0.50

4019
(8)

N/A

0.60
0.55
0.55
0.60
0.50
0.55
N/A

0.60
NMF
0.55
0.55
0.55
0.60
0.75
0.70
0.55
0.60
0.50
0.50
0.50

3019
(6)

N/A

0.60
0.55
0.55
0.60
0.55
0.55
N/A

0.60
NMF
0.55
0.60
0.55
0.60
0.80
0.65
0.55
0.60
0.50
0.50
0.50

2019
4]

0.65
0.60
0.60
0.55
0.65
0.55
0.55
0.50
0.60
NMF
0.60
0.60
0.60
0.60
0.80
0.70
0.55
0.60
0.50
0.50
0.50

El Paso Electric Company

1019
8)

0.65
0.65
0.60
0.55
0.65
0.55
0.55
0.50
0.60
NMF
0.60
0.55
0.60
0.55
0.85
0.70
0.55
0.60
0.50
0.55
0.50

2Q18

Value Line Electric Industry
Historical Betas

118
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0.65

0.55
0.55
0.65
0.55
0.55
0.55
0.60
NMF
0.60
0.60
0.60
0.60
0.85
0.75
0.60
0.60
0.50
0.50
0.55

0.64

Page 3 of 4
4Q14 3Q14
(25) (26)
0.80 080
0.80 0.80
0.75 0.75
0.70 0.70
0.80 0.75
0.70 0.75
0.75 0.75
0.60 0.60
0.70 0.70
N/A N/A
0.80 0.75
0.80 080
0.70 0.70
0.70 0.70
0.90 0.85
0.90 0.95
0.70 070
0.80 075
0.55 0.60
065 0.65
0.70 0.65
0.74 074



Line Company Average 1021
) )
1 Atmos Energy Corporation 0.72 0.80
2 Chesapeake Utilities Corporation  0.67 N/A
3 New Jersey Resources Corporat  0.79 0.95
4 NiSource Inc. 0.68 0.85
5 Northwest Natural Gas Company 0.68 0.80
6 ONEGas, Inc. 0.70 0.80
7  South Jersey Industries, Inc. 0.84 1.05
8  Southwest Gas Corporation 0.79 0.95
9  Spirelnc. 0.7 085
10  UGI Corporation 0.90 NA
11 Natural Gas Ind. Average 0.75 0.88

Source: Value Line Software Analyzer

4020
]

0.80
N/A
095
0.85
0.80
0.80
1.05
095
1.00
1.00

0.91

3020
@

0.80
N/A
0.90
0.85
0.80
0.80
1.00
0.90
0.80
1.00

0.87
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2020
3)

0.80
N/A
0.90
0.85
0.80
0.80
095
0.90
0.80
095

0.86

1020
@

0.55
N/A
0.65
0.55
0.55
0.60
0.80
0.65
0.60
0.75

0.63

4019
(8)

0.60
N/A
0.70
0.55
0.60
0.65
0.80
0.70
0.65
N/A

0.66

3019
(6)

0.60
N/A
0.70
0.55
0.60
0.65
0.80
0.70
0.65
N/A

0.66

2019
4]

0.65
0.65
0.70
0.55
0.60
0.65
0.80
0.70
0.65
0.80

0.68

El Paso Electric Company

Value Line Natural Gas Industry
Historical Betas

1019
8)

0.60
0.70
0.70
0.55
0.65
0.65
0.85
0.70
0.65
0.80

0.69

2Q18

118

Exhibit MPG-16

0.60

0.70
0.50
0.60
0.65
0.80
0.70
0.65
0.80

067

Page 4 of 4
4Q14 3Q14
(25) (26)
0.80 0.80
065 0.65
0.80 080
0.85 080
0.70 0.70
N/A N/A
0.80 0.80
085 0.85
0.70 070
0.85 085
0.78 077



Exhibit MPG-17

El Paso Electric Company

CAPM Return

Current Normalized
Market Risk Market Risk
Line Description Premium Premium
(1) (2)
1 Risk-Free Rate'* 1.96% 2.60%
2 Risk Premium® 9.54% 8.90%
3 Beta*® 0.89 0.71
4 CAPM 10.43% 8.96%
Sources:

1
2

Exhibit MPG-15, Page 1 of 3.

Blue Chip Financial Forecasts, September 1, 2021, at 2.
Duff & Phelps 2021 SBBI Yearbook at 6-18.

4 Exhibit MPG-16, Page 1.

° Exhibit MPG-16, Page 2.

3
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El Paso Electric Company

North American Electric, Gas, and Water Requlated Uti

ies—-Strongest To Weakest

Exhibit MPG-18
Page 1 of 5

Line Utility Company Current Rating Current Outlook or CreditWatch Stand-Alone Credit Profile Business Risk Profile Financial Risk Profile
€] 2 3) @) ©®)

1 Alberta Electric System Operator (AESO) AA- Stable aa- Excellent Modest

2 Madison Gas & Electric Co. AA- Stable aa- Excellent Intermediate
3 Midcontinent Independent System Operator Inc. AA- Stable aa- Excellent Modest

4 American States Water Co. A+ Stable a+ Excellent Intermediate
5 American Transmission Co. A+ Stable a+ Excellent Intermediate
6 California Independent System Operator Corp. A+ Stable a+ Excellent Intermediate
7 California Water Service Co. A+ Stable a+ Excellent Intermediate
8 Golden State Water Co. A+ Stable aa- Excellent Intermediate
9 Northwest Natural Gas Co. A+ Stable a+ Excellent Intermediate
10 Alectra Inc. A Stable a Excellent Significant
11 AltaLink Investments L.P. A Stable bbb+ Excellent Significant
12 AltaLink L.P. A Stable a- Excellent Significant
13 American Water Works Co. Inc. A Stable a Excellent Intermediate
14 Agua Pennsylvania Inc. A Stable a+ Excellent Intermediate
15 Atmos Energy Cormp. A Stable a Excellent Intermediate
16 Baltimore Gas & Electric Co. A Stable a Excellent Intermediate
17 Berkshire Hathaway Energy Co. A Stable bbb Excellent Significant
18 Central Maine Power Co. A Stable a Excellent Significant
19 Connecticut Light & Power Co. A Stable a+ Excellent Intermediate
20 Energir Inc. A Stable a Excellent Intermediate
21 Energy + Inc. A Stable a Excellent Intermediate
22 Entegrus Powerlines Inc. A Stable a Excellent Intermediate
23 Essential Utilities Inc. A Stable a Excellent Significant
24 Evergy Metro Inc. A Stable a Excellent Significant
25 Florida Power & Light Co. A Stable a+ Excellent Intermediate
26 Gulf Power Co. A Stable a Excellent Significant
27 London Hydro Inc. A Stable a Excellent Modest
28 MidAmerican Energy Co. A Stable a- Excellent Significant
29 Nevada Power Co. A Stable bbb Strong Significant
30 New Jersey-American Water Co. A Stable a+ Excellent Intermediate
31 NSTAR Electric Co. A Stable a+ Excellent Intermediate
32 Oncor Electric Delivery Co. LLC A Stable a Excellent Intermediate
33 ONE Gas Inc. A Stable a Excellent Significant
34 PacifiCorp A Stable a- Excellent Significant
35 Pennsylvania-American Water Co. A Stable a+ Excellent Intermediate
36 PNG Cos. LLC A Stable a- Excellent Significant
37 Public Service Co. of New Hampshire A Stable a Excellent Intermediate
38 San Jose Water Co. A Stable a Excellent Intermediate
39 Sierra Pacific Power Co. A Stable bbb Strong Significant
40 SUEZ Water Resources LLC A Stable a Excellent Intermediate
41 Toronto Hydro Corp. A Stable a Excellent Intermediate
42 Windsor Canada Utilities Ltd. A Stable a Excellent Intermediate
43 Wisconsin Gas LLC A Stable a Excellent Intermediate
44 Wisconsin Power & Light Co. A Stable a Excellent Significant
45 Alabama Power Co. A Negative a Excellent Intermediate
46 Middlesex Water Co. A Negative a Excellent Intermediate
47 Nicor Gas Co. A Negative a Excellent Intermediate
48 Southern Califomia Gas Co. A Negative a Excellent Significant
49 AEP Texas Inc. A Stable a- Excellent Significant
50 AEP Transmission Co. LLC A- Stable a+ Excellent Intermediate
51 Alliant Energy Corp. A Stable a- Excellent Significant
52 American Electric Power Co. Inc. A Stable a- Excellent Significant
53 Appalachian Power Co. A Stable a- Excellent Significant
54 Agquarion Co. A Stable bbb Excellent Aggressive
55 Arizona Public Service Co. A Stable a- Excellent Significant
56 Atlantic City Electric Co. A Stable a- Excellent Significant
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El Paso Electric Company

North American Electric, Gas, and Water Requlated Utilities--Strongest To Weakest

Exhibit MPG-18
Page 2 of 5

Line Utility Company Current Rating Current Outlook or CreditWatch Stand-Alone Credit Profile Business Risk Profile Financial Risk Profile
€] 2 3) @) ©®)
57 Berkshire Gas Co. A Stable a- Strong Intermediate
58 Central Hudson Gas & Electric Corp. A Stable a- Excellent Significant
59 Connecticut Natural Gas Cormp. A Stable a- Excellent Significant
60 Connecticut Water Service Inc. A- Stable a- Excellent Intermediate
61 Consumers Energy Co. A Stable a- Excellent Significant
62 CU Inc. A Stable a- Excellent Significant
63 Delmarva Power & Light Co. A Stable a- Excellent Significant
64 DTE Electric Co. A Stable a- Excellent Significant
65 DTE Gas Co. A- Stable a+ Excellent Intermediate
66 Duke Energy Carolinas LLC A Stable a Excellent Intermediate
67 Duke Energy Corp. A Stable a- Excellent Significant
68 Duke Energy Florida LLC A Stable a- Excellent Significant
69 Duke Energy Indiana Inc. A Stable a- Excellent Significant
70 Duke Energy Kentucky Inc. A Stable bbb Strong Significant
71 Duke Energy Ohio Inc. A Stable a- Excellent Significant
72 Duke Energy Progress LLC A Stable a- Excellent Significant
73 Enbridge Gas Inc. A Stable a- Excellent Significant
74 Entergy Arkansas LLC A Stable a- Excellent Significant
75 Entergy Louisiana LLC A Stable a- Excellent Significant
76 Entergy Mississippi LLC A Stable a Excellent Significant
77 EPCOR Utilities Inc. A Stable a- Excellent Significant
78 Evergy Inc. A Stable a- Excellent Significant
79 Evergy Kansas Central Inc. A Stable a- Excellent Significant
80 Evergy Kansas South Inc. A Stable a Excellent Intermediate
81 Evergy Missouri West Inc. A Stable bbb+ Strong Significant
82 Eversource Energy A Stable a- Excellent Significant
83 Eversource Gas Co. of Massachusetts A Stable bbb Strong Significant
84 Green Mountain Power Corp. A Stable bbb+ Excellent Significant
85 Hydro One Inc. A Stable a- Excellent Significant
86 Hydro One Ltd. A Stable a- Excellent Significant
87 Indiana Michigan Power Co. A Stable bbb+ Excellent Significant
88 Integrys Holding Inc. A Stable a- Excellent Significant
89 Interstate Power & Light Co. A Stable a- Excellent Significant
90 Kentucky Power Co. A Stable bbb Strong Significant
91 Kentucky Utilities Co. A Stable a- Excellent Significant
92 LG&E and KU Energy LLC A Stable a- Excellent Significant
93 Louisville Gas & Electric Co. A Stable a- Excellent Significant
94 New York State Electric & Gas Corp. A Stable a- Excellent Significant
95 NextEra Energy Inc. A Stable a- Excellent Intermediate
96 Northem States Power Co. A Stable a Excellent Significant
97 Northem States Power Wisconsin A- Stable a- Excellent Intermediate
98 NSTAR Gas Co. A- Stable a- Excellent Significant
99 Ohio Power Co. A- Stable a- Excellent Significant
100 Oklahoma Gas & Electric Co. A- Stable a- Excellent Significant
101 Peoples Gas Light & Coke Co. (The) A- Stable a- Excellent Significant
102 Piedmont Natural Gas Co. Inc. A- Stable a Excellent Intermediate
103 Pinnacle West Capital Corp. A- Stable a- Excellent Significant
104 Potomac Electric Power Co. A- Stable a- Excellent Significant
105 PPL Corp. A- Stable a- Excellent Significant
106 PPL Electric Utilities Corp. A- Stable a- Excellent Significant
107 Progress Energy Inc. A- Stable a- Excellent Significant
108 Public Service Co. of Colorado A- Stable a- Excellent Significant
109 Public Service Co. of Oklahoma A- Stable bbl Strong Significant
110 Public Service Electric & Gas Co. A- Stable a+ Excellent Intermediate
111 Rochester Gas & Electric Corp. A- Stable a- Excellent Significant
112 SJW Group A- Stable a- Excellent Significant
113 Southem Connecticut Gas Co. A- Stable a- Excellent Significant
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Line Utility Company Current Rating Current Outlook or CreditWatch Stand-Alone Credit Profile Business Risk Profile Financial Risk Profile
€] 2 3) @) ©®)

114 Southwest Gas Corp. A Stable a- Excellent Significant
115 Southwestem Electric Power Co. A Stable bbb+ Excellent Significant
116 Southwestem Public Service Co. A Stable bbb+ Excellent Significant
117 Spire Alabama Inc. A Stable a+ Excellent Intermediate
118 Spire Inc. A Stable a- Excellent Significant
119 Spire Missouri Inc. A Stable a+ Excellent Intermediate
120 United llluminating Co. (The) A Stable a- Excellent Significant
121 Washington Gas Light Co. A Stable a- Excellent Significant
122 WEC Energy Group Inc. A Stable a- Excellent Significant
123 Wisconsin Electric Power Co. A Stable a- Excellent Significant
124 Wisconsin Public Service Corp. A Stable a- Excellent Significant
125 Xcel Energy Inc. A Stable a- Excellent Significant
126 Yankee Gas Services Co. A Stable a- Excellent Significant
127 York Water Co. (The) A Stable a- Excellent Intermediate
128 ATCO Ltd. A Negative a- Excellent Significant
129 Aflanta Gas Light Co. A Negative aa Excellent Modest
130 Canadian Utilities Ltd. A Negative a- Excellent Significant
131 Consolidated Edison Co. of New York Inc. A Negative a- Excellent Significant
132 Consolidated Edison Inc. A Negative a- Excellent Significant
133 Fortis Inc. A Negative a- Excellent Significant
134 FortisAlberta Inc. A Negative a- Excellent Significant
135 Georgia Power Co. A Negative a- Excellent Significant
136 ITC Holdings Corp. A Negative a- Excellent Significant
137 KeySpan Gas East Corp. A Negative bbb+ Excellent Significant
138 Mississippi Power Co. A Negative bbb Strong Significant
139 Montana-Dakota Utilities Co. A Negative a- Excellent Significant
140 National Grid North America Inc. A Negative bbb Excellent Aggressive
141 Niagara Mohawk Power Corp. A Negative bbb+ Excellent Significant
142 Orange and Rockland Utilities Inc. A Negative bbb+ Excellent Significant
143 Pepco Holdings LLC A Negative a- Excellent Significant
144 Southern Co. A Negative a- Excellent Significant
145 Southern Co. Gas A Negative bbb+ Strong Significant
146 The Brooklyn Union Gas Co. A Negative bbb+ Excellent Significant
147 Tucson Electric Power Co. A Negative bbb+ Excellent Significant
148 Dominion Energy Questar Pipeline LLC BBB+ WatchPos bbb- Satisfactory Intermediate
149 Dominion Energy South Carolina Inc. BBB+ Positive bbb Strong Significant
150 Dominion Energy Inc. BBB+ Positive bbb+ Excellent Significant
151 Public Service Co. of North Carolina Inc. BBB+ Positive a Excellent Intermediate
152 Questar Gas Co. BBB+ Positive a- Excellent Significant
153 Texas-New Mexico Power Co. BBB+ Positive a- Excellent Significant
154 The East Ohio Gas Company d/b/a Dominion Energy Chio BBB+ Positive a- Excellent Significant
155 Virginia Electric & Power Co. BBB+ Positive a Excellent Significant
156 Ameren Corp. BBB+ Stable bbb+ Excellent Significant
157 Ameren lllinois Co. BBB+ Stable a- Excellent Significant
158 Avangrid Inc. BBB+ Stable bbb+ Strong Significant
159 Black Hills Corp. BBB+ Stable bbb+ Excellent Significant
160 Black Hills Power Inc. BBB+ Stable a- Excellent Significant
161 Cleco Power LLC BBB+ Stable a- Excellent Significant
162 CMS Energy Corp. BBB+ Stable bbb+ Excellent Significant
163 DTE Energy Co. BBB+ Stable bbb+ Excellent Significant
164 Dugquesne Light Co. BBB+ Stable aa- Excellent Modest
165 Entergy Corp. BBB+ Stable bbb+ Excellent Significant
166 Entergy Texas Inc. BBB+ Stable bbb+ Excellent Aggressive
167 Maritime Electric Co. Ltd. BBB+ Stable bbb+ Excellent Significant
168 NiSource Inc. BBB+ Stable bbb+ Excellent Significant
169 Northem Indiana Public Service Co. LLC BBB+ Stable a- Excellent Intermediate
170 Nova Scotia Power Inc. BBB+ Stable bbb Excellent Significant

SOAH Docket No. 473-21-2606
PUC Docket No. 52195
Page 126



Exhibit MPG-18

Page 4 of 5
El Paso Electric Company
North American Electric, Gas, and Water Requlated Utilities--Strongest To Weakest
Line Utility Company Current Rating Current Outlook or CreditWatch Stand-Alone Credit Profile Business Risk Profile Financial Risk Profile
€] 2 3) @) ©®)
171 OGE Energy Corp. BBB+ Stable bbb+ Strong Significant
172 Ontario Power Generation Inc. BBB+ Stable bb+ Strong Significant
173 Otter Tail Power Co. BBB+ Stable bbb+ Strong Significant
174 Public Service Enterprise Group Inc. BBB+ Stable bbb+ Strong Significant
175 Southwest Gas Holdings Inc. BBB+ Stable bbb+ Strong Significant
176 System Energy Resources Inc. BBB+ Stable a+ Strong Minimal
177 Tampa Electric Co. BBB+ Stable a Excellent Intermediate
178 Union Electric Co. d/bfa Ameren Missouri BBB+ Stable bbb+ Excellent Significant
179 Versant Power BBB+ Stable bbb+ Strong Significant
180 Caribbean Utilities Co. Ltd. BBB+ Negative bbb+ Excellent Significant
181 Cascade Natural Gas Corp. (MDU) BBB+ Negative bbb Strong Significant
182 CenterPoint Energy Houston Electric LLC BBB+ Negative a Excellent Significant
183 CenterPoint Energy Inc. BBB+ Negative bbb+ Excellent Aggressive
184 CenterPoint Energy Resources Corp. BBB+ Negative a- Excellent Significant
185 Commonwealth Edison Co. BBB+ Negative bbb+ Excellent Significant
186 Exelon Cormp. BBB+ Negative bbb+ Strong Significant
187 Indiana Gas Co. Inc. BBB+ Negative a+ Excellent Intermediate
188 MDU Resources Group Inc. BBB+ Negative bbb+ Satisfactory Significant
189 PECO Energy Co. BBB+ Negative a Excellent Intermediate
190 Portland General Electric Co. BBB+ Negative bbb+ Excellent Significant
191 San Diego Gas & Electric Co. BBB+ Negative bbb+ Strong Significant
192 Sempra Energy BBB+ Negative bbb+ Significant
193 Southern Indiana Gas & Electric Co. BBB+ Negative a Excellent Significant
194 Southern Power Co. BBB+ Negative bb+ Satisfactory Significant
195 Unitil Corp. BBB+ Negative bbb+ Strong Significant
196 Vectren Utility Holdings Inc. BBB+ Negative a- Excellent Significant
197 PNM Resources Inc. BBB Positive bbb Strong Significant
198 Public Service Co. of New Mexico BBB Positive bbb Strong Significant
199 Algonquin Power & Utilities Corp. BBB Stable bbb Strong Significant
200 ALLETE Inc. BBB Stable bbb Strong Significant
201 Avista Corp. BBB Stable bbb Strong Significant
202 Dugquesne Light Holdings Inc. BBB Stable bbb Excellent Aggressive
203 Emera Inc. BBB Stable bbb Excellent Aggressive
204 Empire District Electric Co. BBB Stable bbb Strong Significant
205 IDACORP Inc. BBB Stable bbb Strong Significant
206 Idaho Power Co. BBB Stable bbb Strong Significant
207 Indianapolis Power & Light Co. BBB Stable a- Excellent Significant
208 IPALCO Enterprises Inc. BBB Stable bbb Excellent Aggressive
209 NorthWestern Corp. BBB Stable bbb Strong Significant
210 SEMCO Energy Inc. BBB Stable bbb+ Excellent Significant
211 TECO Energy Inc. BBB Stable a- Excellent Significant
212 Edison Intemational BBB Negative bbb Strong Significant
213 Elizabethtown Gas Co. BBB Negative a- Excellent Significant
214 Entergy New Orleans LLC BBB Negative bbb- Strong Significant
215 Otter Tail Comp. BBB Negative bbb Satisfactory Significant
216 Puget Sound Energy Inc. BBB Negative bbb+ Excellent Significant
217 South Jersey Gas Co. BBB Negative a- Excellent Significant
218 South Jersey Industries Inc. BBB Negative bbb Excellent Aggressive
219 Southern California Edison Co. BBB Negative bbb Strong Significant
220 Hawaiian Electric Co. Inc. BBB- Positive bbb- Strong Significant
221 Hawaiian Electric Industries Inc. BBB- Positive bbb- Strong Significant
222 AltaGas Ltd. BBB- Stable bbb- Strong Aggressive
223 Cleco Corporate Holdings LLC BBB- Stable bbb Satisfactory Significant
224 ENMAX Corp. BBB- Stable bbb- Strong Significant
225 Fortis TCI Ltd. BBB- Stable bb+ Satisfactory Significant
226 WGL Holdings Inc. BBB- Stable bbb+ Excellent Significant
227 Puget Energy Inc. BBB- Negative bbb+ Excellent Significant
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228 Dayton Power & Light Co. BB+ Developing bbb Strong Intermediate
229 DPL Inc. BB+ Developing bb Strong Highly Leveraged
230 Cleveland Electric llluminating Co. BB Watch Neg bbb Excellent Significant
231 FirstEnergy Corp. BB Watch Neg bb Excellent Aggressive
232 FirstEnergy Transmission LLC BB Watch Neg bbb+ Excellent Intermediate
233 Jersey Central Power & Light Co. BB Watch Neg bb+ Strong Significant
234 Metropolitan Edison Co. BB Watch Neg bbb Excellent Significant
235 Mid-Atlantic Interstate Transmission LLC BB Watch Neg a- Excellent Intermediate
236 Monongahela Power Co. BB Watch Neg bb+ Strong Significant
237 Ohio Edison Co. BB Watch Neg a Excellent Modest
238 Pennsylvania Electric Co. BB Watch Neg bbb Excellent Significant
239 Pennsylvania Power Co. BB Watch Neg a- Excellent Intermediate
240 Potomac Edison Co. BB Watch Neg bb+ Strong Significant
241 Toledo Edison Co. BB Watch Neg bbb Excellent Significant
242 Trans-Allegheny Interstate Line Co. BB Watch Neg a+ Excellent Modest
243 West Penn Power Co. BB Watch Neg bbb+ Excellent Intermediate
244 Pacific Gas & Electric Co. BB- Negative bb- Satisfactory Significant
245 PG&E Corp. BB- Negative bb- Satisfactory Significant

SOAH Docket No. 473-21-2606
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Exhibit MPG-19
Page 1 of 4

El Paso Electric Company

Standard & Poor's Credit Metrics

TX Retail
Cost of Service S&P Benchmark (Medial Volatility)
Line Description Amount Intermediate  Significant Aggressive
(1) (2) (3) 4)

1 TX Rate Base $ 2,043,901,676
2 Weighted Common Return 4.69%
3 Pre-Tax Rate of Return 8.67%
4 Income to Common $ 95,899,867
5 EBIT $ 177,236,535
6 Depreciation & Amortization $ 99,088,920
7 Imputed Amortization $ -
8 Capitalized Interest* $ (6,396,330)
9 Deferred Income Taxes & ITC  $ 5,210,767
10 Funds from Operations (FFO)  $ 193,803,224
11 Imputed Interest Expense $ -
12 EBITDA $ 276,325,456
13 Adjusted Debt $ 1,142,585,088
14 Total Adjusted Debt Ratio 51.8%
15 Debt to EBITDA 4.1x 2.5x - 3.5x 3.5x - 4.5x 4.5x - 5.5x
16 FFO to Total Debt 17% 23% - 35% 13% - 23% 9% - 13%
17 Indicative Credit Rating BBB+ BBB BB+

Sources:

Standard & Poor's: "Criteria: Corporate Methodology," November 19, 2013.
*The allocation factor was obtained from Schedule A-1.

Note:

Reference

(5)

Schedule A-1.

Page 2, Line 2, Col. 4.
Page 2, Line 3, Col. 5.
Line 1 x Line 2.

Line 1 x Line 3.
Schedule A-1.

Response to 1st RFI, TIEC 1-14.

Response to 1st RFI, TIEC 1-9.
Schedule A-1.

Sum of Line 4 and Lines 6 through 9.
Response to 1st RFI, TIEC 1-14.

Sum of Lines 5 through 7 and Line 11.
Page 3, Line 3, Col. 1 x RB TX Allocator.

Page 3, Line 4, Col 2.

Line 13 / Line 12.

Line 10/ Line 13.

S&P Methodology, November 19, 2013.

In January 2019, S&P reported that EPE has a "BBB" bond rating, a "Strong" business profile, and a "Significant” financial profile,

and falls under the 'Medial Volatility' matrix.

S&P Business/Financial Risk Profile Matrix

Business Risk

Financial Risk Profile

Profile 3 (intermediate)| 4 (significant) |5 (aggressive)
1 (excellent) at/a a- bbb
2 (strong) a-/bbb+ bbb bb+
3 (satisfactory) bbb/bbb- bbb-/bb+ bb
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El Paso Electric Company

Standard & Poor's Credit Metrics
(Pre-Tax Rate of Return)

Line Description Amount Weight
1) (2)

1 Long-Term Debt $1,303,772,980 49.00%

Common Equity $1.356,988.203 51.00%

3 Total $2,660,761,183 100.00%

4 Tax Conversion Factor

Sources:
Schedule K-1.
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Cost

(3)

5.58%
9.20%

Exhibit MPG-19

Page 2 of 4
Pre-Tax
Weighted  Weighted
Cost Cost
(4) (5)

2.73% 2.73%
4.69% 5.94%
7.42% 8.67%

1.26582



Exhibit MPG-19
Page 3 of 4

El Paso Electric Company

Standard & Poor's Credit Metrics
(Off-Balance Sheet Debt)

Line Description
1 Long-Term Debt
2 Short-Term Debt*
3 Off-Balance Sheet Debt**
4 Total Debt
5 Common Equity
6 Total
Sources:
Schedule K-1.

Amount

(1)

$1,303,772,980
$ 155,846,154
$ 0 -

$1,459,619,134

$1,356,988,203
$2,816,607,337

*Response to 1st RFI, TIEC 1-8.
**Response to 1st RFI, TIEC 1-14.

SOAH Docket No. 473-21-2606
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Weight
(2)

46.29%
5.53%
0.00%

51.82%

48.18%
100.00%



Exhibit MPG-19
Page 4 of 4

El Paso Electric Company

S&P Adjusted Debt Ratio

(Operating Subsidiaries of Value Line Electric, Gas and Water Utilities)
Industry Medians

% Distribution of 10 Year Average

Rating Median <50 50 to 55 >55
AA- 45.2% 100% 0% 0%

A+ 56.7% 33% 0% 67%

A 48.7% 58% 25% 17%

A- 52.1% 29% 56% 16%

BBB+ 50.4% 46% 39% 14%
BBB 54.2% 13% 38% 50%

Source:

S&P Capital IQ, downloaded June 14, 2021.
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30-Day AVG
Line Company Stock Price’
(1)
1 ALLETE, Inc. $66.04
2 Alliant Energy Corporation $50.32
3 Ameren Corporation $75.98
4 American Electric Power Company, Inc. $80.80
5 Avista Corporation $43.43
6 CMS Energy Corporation $57.37
7 DTE Energy Company $126.06
8 Duke Energy Corporation $91.05
9 Entergy Corporation $93.90
10 Evergy, Inc. $56.79
1" Hawaiian Electric Industries, Inc. $39.21
12 IDACORP, Inc. $94.14
13 NextEra Energy, Inc. $74.08
14 NorthWestern Corporation $61.81
15  OGE Energy Corp. $31.63
16  Otter Tail Corporation $43.91
17 Pinnacle West Capital Corporation $77.39
18 Portland General Electric Company $45.11
19  Southern Company $59.67
20  WEC Energy Group, Inc. $87.03
21 Xcel Energy Inc. $62.44
22 Average $67.53
23 Median
Sources:

El Paso Electric Company

" Nelson Exhibit JEN-2, pg. 1, column 2.
2 Nelson Exhibit JEN-2, pg. 1, column 1.
3 Nelson Exhibit JEN-2, pg. 1, column 8.

4 Blue Chip Financial Forecasts, June 1, 2021, at 2.
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Annualized First Stage
Dividend® Growth®
(2) (3)
$2.52 6.50%
$1.61 5.67%
$2.20 6.93%
$2.96 6.12%
$1.69 4.93%
$1.74 7.20%
$4.34 5.92%
$3.86 5.06%
$3.80 4.53%
$2.14 6.52%
$1.36 1.77%
$2.84 3.23%
$1.54 8.96%
$2.48 3.82%
$1.61 4.07%
$1.56 8.00%
$3.32 3.80%
$1.63 10.27%
$2.56 5.00%
$2.71 6.23%
$1.83 6.17%
$2.40 5.75%

Nelson Revised Multi-Stage Growth

30-Day DCF Model

Second Stage Growth

Year 6

)

6.14%
5.45%
6.50%
5.82%
4.84%
6.72%
5.65%
4.94%
4.50%
6.15%
2.20%
3.42%
8.19%
3.91%
4.11%
7.39%
3.89%
9.28%
4.89%
5.92%
5.86%

5.51%

Year7

(5)

5.78%
5.23%
6.07%
5.53%
4.74%
6.25%
5.39%
4.82%
4.47%
5.79%
2.63%
3.60%
7.42%
4.00%
4.16%
6.78%
3.98%
8.29%
4.78%
5.60%
5.56%

5.28%

Year 8

(6)

5.42%
5.01%
5.64%
5.23%
4.64%
5.77%
5.13%
4.70%
4.44%
5.43%
3.06%
3.79%
6.65%
4.08%
4.21%
6.17%
4.07%
731%
4.67%
5.29%
5.26%

5.05%

Year9

Q)]

5.06%
4.79%
5.21%
4.94%
4.54%
5.30%
4.87%
4.59%
4.41%
5.07%
3.49%
3.98%
5.89%
4.17%
4.25%
5.56%
4.16%
6.32%
4.56%
4.98%
4.95%

4.81%

Year 10

®

4.71%
4.57%
4.78%
4.64%
4.44%
4.82%
4.61%
4.47%
4.38%
4.71%
3.92%
4.16%
5.12%
4.26%
4.30%
4.96%
4.26%
5.33%
4.45%
4.66%
4.65%

4.58%

Exhibit MPG-20

Page 10of 3
Third Stage  Multi-Stage
Growth!  Growth DCF

(6] (10)
4.35% 8.90%
435% 7.97%
4.35% 7.91%
4.35% 8.62%
4.35% 8.56%
4.35% 8.14%
4.35% 8.31%
4.35% 8.97%
4.35% 8.62%
4.35% 8.85%
4.35% 7.39%
4.35% 7.26%
4.35% 7.26%
4.35% 8.39%
4.35% 9.57%
4.35% 8.99%
4.35% 8.67%
4.35% 9.74%
4.35% 9.01%
4.35% 8.01%
4.35% 7.78%
4.35% 8.42%

8.56%



90-Day AVG
Line Company Stock Price’
(1)
1 ALLETE, Inc. $63.45
2 Alliant Energy Corporation $50.46
3 Ameren Corporation $75.87
4 American Electric Power Company, Inc. $81.45
5 Avista Corporation $40.40
6 CMS Energy Corporation $58.32
7 DTE Energy Company $123.75
8 Duke Energy Corporation $91.43
9 Entergy Corporation $97.41
10 Evergy, Inc. $55.11
1" Hawaiian Electric Industries, Inc. $36.49
12 IDACORP, Inc. $92.05
13 NextEra Energy, Inc. $76.92
14 NorthWestern Corporation $58.62
15  OGE Energy Corp. $31.79
16  Otter Tail Corporation $42.51
17 Pinnacle West Capital Corporation $78.49
18 Portland General Electric Company $43.11
19  Southern Company $60.12
20  WEC Energy Group, Inc. $89.03
21 Xcel Energy Inc. $64.27
22 Average $67.19
23 Median
Sources:

El Paso Electric Company

" Nelson Exhibit JEN-2, pg. 2, column 2.
2 Nelson Exhibit JEN-2, pg. 2, column 1.
3 Nelson Exhibit JEN-2, pg. 2, column 8.

4 Blue Chip Financial Forecasts, June 1, 2021, at 2.
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Annualized First Stage
Dividend® Growth®
(2) (3)
$2.52 6.50%
$1.61 5.67%
$2.20 6.93%
$2.96 6.12%
$1.69 4.93%
$1.74 7.20%
$4.34 5.92%
$3.86 5.06%
$3.80 4.53%
$2.14 6.52%
$1.36 1.77%
$2.84 3.23%
$1.54 8.96%
$2.48 3.82%
$1.61 4.07%
$1.56 8.00%
$3.32 3.80%
$1.63 10.27%
$2.56 5.00%
$2.71 6.23%
$1.83 6.17%
$2.40 5.75%

Nelson Revised Multi-Stage Growth

90-Day DCF Model

Second Stage Growth

Year 6

)

6.14%
5.45%
6.50%
5.82%
4.84%
6.72%
5.65%
4.94%
4.50%
6.15%
2.20%
3.42%
8.19%
3.91%
4.11%
7.39%
3.89%
9.28%
4.89%
5.92%
5.86%

5.51%

Year7

(5)

5.78%
5.23%
6.07%
5.53%
4.74%
6.25%
5.39%
4.82%
4.47%
5.79%
2.63%
3.60%
7.42%
4.00%
4.16%
6.78%
3.98%
8.29%
4.78%
5.60%
5.56%

5.28%

Year 8

(6)

5.42%
5.01%
5.64%
5.23%
4.64%
5.77%
5.13%
4.70%
4.44%
5.43%
3.06%
3.79%
6.65%
4.08%
4.21%
6.17%
4.07%
731%
4.67%
5.29%
5.26%

5.05%

Year9

Q)]

5.06%
4.79%
5.21%
4.94%
4.54%
5.30%
4.87%
4.59%
4.41%
5.07%
3.49%
3.98%
5.89%
4.17%
4.25%
5.56%
4.16%
6.32%
4.56%
4.98%
4.95%

4.81%

Year 10

®

4.71%
4.57%
4.78%
4.64%
4.44%
4.82%
4.61%
4.47%
4.38%
4.71%
3.92%
4.16%
5.12%
4.26%
4.30%
4.96%
4.26%
5.33%
4.45%
4.66%
4.65%

4.58%

Exhibit MPG-20

Page 2 of 3
Third Stage  Multi-Stage
Growth!  Growth DCF

(6] (10)
4.35% 9.08%
435% 7.96%
4.35% 7.91%
4.35% 8.58%
4.35% 8.87%
4.35% 8.07%
4.35% 8.39%
4.35% 8.95%
4.35% 8.46%
4.35% 8.98%
4.35% 7.63%
4.35% 7.33%
4.35% 7.15%
4.35% 8.62%
4.35% 9.54%
4.35% 9.14%
4.35% 8.61%
4.35% 9.97%
4.35% 8.97%
4.35% 7.93%
4.35% 7.68%
4.35% 8.47%

8.58%



180-Day AVG
Line Company Stock Price’
(1)
1 ALLETE, Inc. $59.32
2 Alliant Energy Corporation $52.11
3 Ameren Corporation $78.07
4 American Electric Power Company, Inc. $83.31
5 Avista Corporation $38.09
6 CMS Energy Corporation $60.48
7 DTE Energy Company $121.25
8 Duke Energy Corporation $89.07
9 Entergy Corporation $99.81
10 Evergy, Inc. $55.07
1" Hawaiian Electric Industries, Inc. $35.66
12 IDACORP, Inc. $90.21
13 NextEra Energy, Inc. $74.44
14 NorthWestern Corporation $56.00
15  OGE Energy Corp. $31.82
16  Otter Tail Corporation $40.75
17 Pinnacle West Capital Corporation $78.89
18 Portland General Electric Company $41.40
19  Southern Company $58.02
20  WEC Energy Group, Inc. $92.83
21 Xcel Energy Inc. $67.26
22 Average $66.85
23 Median
Sources:

El Paso Electric Company

" Nelson Exhibit JEN-2, pg. 3, column 2.
2 Nelson Exhibit JEN-2, pg. 3, column 1.
3 Nelson Exhibit JEN-2, pg. 3, column 8.

4 Blue Chip Financial Forecasts, June 1, 2021, at 2.
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Annualized First Stage
Dividend® Growth®
(2) (3)
$2.52 6.50%
$1.61 5.67%
$2.20 6.93%
$2.96 6.12%
$1.69 4.93%
$1.74 7.20%
$4.34 5.92%
$3.86 5.06%
$3.80 4.53%
$2.14 6.52%
$1.36 1.77%
$2.84 3.23%
$1.54 8.96%
$2.48 3.82%
$1.61 4.07%
$1.56 8.00%
$3.32 3.80%
$1.63 10.27%
$2.56 5.00%
$2.71 6.23%
$1.83 6.17%
$2.40 5.75%

Nelson Revised Multi-Stage Growth

180-Day DCF Model

Second Stage Growth

Year 6

)

6.14%
5.45%
6.50%
5.82%
4.84%
6.72%
5.65%
4.94%
4.50%
6.15%
2.20%
3.42%
8.19%
3.91%
4.11%
7.39%
3.89%
9.28%
4.89%
5.92%
5.86%

5.51%

Year7

(5)

5.78%
5.23%
6.07%
5.53%
4.74%
6.25%
5.39%
4.82%
4.47%
5.79%
2.63%
3.60%
7.42%
4.00%
4.16%
6.78%
3.98%
8.29%
4.78%
5.60%
5.56%

5.28%

Year 8

(6)

5.42%
5.01%
5.64%
5.23%
4.64%
5.77%
5.13%
4.70%
4.44%
5.43%
3.06%
3.79%
6.65%
4.08%
4.21%
6.17%
4.07%
731%
4.67%
5.29%
5.26%

5.05%

Year9

Q)]

5.06%
4.79%
5.21%
4.94%
4.54%
5.30%
4.87%
4.59%
4.41%
5.07%
3.49%
3.98%
5.89%
4.17%
4.25%
5.56%
4.16%
6.32%
4.56%
4.98%
4.95%

4.81%

Year 10

®

4.71%
4.57%
4.78%
4.64%
4.44%
4.82%
4.61%
4.47%
4.38%
4.71%
3.92%
4.16%
5.12%
4.26%
4.30%
4.96%
4.26%
5.33%
4.45%
4.66%
4.65%

4.58%

Exhibit MPG-20

Page 3of 3
Third Stage  Multi-Stage
Growth!  Growth DCF

(6] (10)
4.35% 9.40%
435% 7.85%
4.35% 7.81%
4.35% 8.49%
4.35% 9.15%
4.35% 7.94%
4.35% 8.47%
4.35% 9.07%
4.35% 8.36%
4.35% 8.98%
4.35% 7.71%
4.35% 7.39%
4.35% 7.25%
4.35% 8.82%
4.35% 9.54%
4.35% 9.34%
4.35% 8.59%
4.35% 10.19%
4.35% 9.14%
4.35% 7.78%
4.35% 7.53%
4.35% 8.51%

8.49%



El Paso Electric Company

Accuracy of Interest Rate Forecasts

{Long-Term Treasury Bond Yields - Projected Vs. Actual)

Line Date
1 Dec-00
2 Mar-01
3 Jun-01
4 Sep-01
5 Dec-01
6 Mar-02
7 Jun-02
8 Sep-02
9 Dec-02
10 Mar-03
1" Jun-03
12 Sep-03
13 Dec-03
14 Mar-04
15 Jun-04
16 Sep-04
17 Dec-04
18 Mar-05
19 Jun-05
20 Sep-05
21 Dec-05
22 Mar-06
23 Jun-06
24 Sep-06
25 Dec-06
26 Mar-07
27 Jun-07
28 Sep-07
29 Dec-07
30 Mar-08
31 Jun-08
32 Sep-08
33 Dec-08
34 Mar-09
35 Jun-09
36 Sep-09
37 Dec-09
38 Mar-10
39 Jur-10

40 Sep-10
41 Dec-10
42 Mar-11
43 Jur-11
44 Sep-11
45 Dec-11
46 Mar-12
47 Jur-12
48 Sep-12
49 Dec-12
50 Mar-13
51 Jur-13
52 Sep-13
53 Dec-13
54 Mar-14
55 Jun-14
56 Sep-14
57 Dec-14
58 Mar-15
59 Jur-15
60 Sep-15
61 Dec-15
62 Mar-16
63 Jun-16
64 Sep-16
65 Dec-16
66 Mar-17
67 Jur-17
68 Sep-17
69 Dec-17
70 Mar-18
71 Jun-18
72 Sep-18
73 Dec-18
74 Mar-19
75 Jun-19
76 Sep-19
77 Oct-19
78 Nov-19
79 Dec-19
80 Jan-20
81 Feb-20
82 Mar-20
83 Apr-20
84 May-20
85 Jun-20
86 Jul-20
87 Aug-20
88 Sep-20
89 Oct-20
90 Nov-20
91 Dec-20
92 Jan-21
93 Feb-21
94 Mar-21
95 Apr-21
96 May-21
97 Jun-21
98 Jul-21
929 Aug-21
100 Sep-21
Source:

Data
Prior Quarter  Projected Projected
Actual Yield Yield Quarter
) 2) 3)
5.8% 5.8% 1Q, 02
5.7% 5.6% 2Q,02
5.4% 5.8% 3Q,02
5.7% 5.9% 4Q, 02
5.5% 5.7% 1Q, 03
5.3% 5.9% 2Q,03
5.6% 6.2% 3Q,03
5.8% 5.9% 4Q, 03
5.2% 5.7% 1Q, 04
5.1% 5.7% 2Q,04
5.0% 5.4% 3Q,04
4.7% 5.8% 4Q, 04
5.2% 5.9% 1Q, 05
5.2% 5.9% 2Q,05
4.9% 6.2% 3Q,05
5.4% 6.0% 4Q, 05
5.1% 5.8% 1Q, 06
4.9% 5.6% 2Q, 06
4.8% 5.5% 3Q, 06
4.6% 5.2% 4Q, 06
4.5% 5.3% 1Q, 07
4.8% 5.1% 2Q,07
4.6% 5.3% 3Q,07
5.1% 5.2% 4Q,07
5.0% 5.0% 1Q, 08
4.7% 5.1% 2Q,08
4.8% 5.1% 3Q,08
5.0% 5.2% 4Q, 08
4.9% 4.8% 1Q, 09
4.6% 4.8% 2Q,09
44% 4.9% 3Q,09
4.6% 5.1% 4Q, 09
4.5% 4.6% 1Q, 10
3.7% 4.1% 2Q,10
3.5% 4.6% 3Q,10
4.0% 5.0% 4Q, 10
4.3% 5.0% 1Q, 11
4.3% 5.2% 2Q, 11
4.6% 5.2% 3Q, 11
44% 4.7% 4Q, 11
3.9% 4.6% 1Q, 12
4.2% 5.1% 2Q,12
4.6% 5.2% 3Q,12
4.3% 4.2% 4Q, 12
3.7% 3.8% 1Q,13
3.0% 3.8% 2Q,13
31% 3.7% 3Q,13
2.9% 34% 4Q,13
2.8% 34% 1Q, 14
2.9% 3.6% 2Q,14
31% 3.7% 3Q,14
3.2% 4.2% 4Q, 14
3.7% 4.2% 1Q,15
3.8% 44% 2Q15
3.7% 4.3% 3Q15
34% 4.3% 4Q15
3.3% 4.0% 1016
3.0% 3.7% 2Q 16
2.6% 3.7% 3Q 16
2.9% 3.8% 4Q 16
2.8% 3.7% 1017
3.0% 3.5% 2Q17
27% 34% 3Q17
2.6% 31% 4Q17
2.3% 34% 1018
2.8% 3.7% 2Q18
3.0% 3.7% 3Q18
2.9% 3.6% 4Q18
2.8% 3.6% 1Q19
2.8% 3.7% 2Q19
3.0% 3.8% 3Q19
31% 3.7% 4Q19
31% 3.7% 1Q 20
3.3% 34% 2Q20
3.0% 31% 3Q20
2.8% 2.6% 4Q 20
2.3% 2.5% 1021
2.3% 2.5% 1021
2.3% 2.5% 1021
2.3% 2.6% 2021
2.3% 2.6% 2021
2.3% 2.5% 2021
1.9% 2.0% Q21
1.9% 1.8% Q21
1.9% 1.9% Q21
14% 1.9% 4Q21
14% 1.9% 4Q21
14% 1.8% 4Q21
14% 1.9% 1Q22
14% 2.0% 1Q22
14% 2.0% 1Q22
1.6% 21% 2Q 22
1.6% 22% 2Q 22
1.6% 24% 2Q 22
21% 27% 3Q22
21% 2.8% 3Q22
21% 2.8% 3Q22
2.3% 27% 4Q 22
2.3% 2.6% 4Q 22
2.3% 2.6% 4Q 22

Blue Chip Financial Forecasts, Various Dates.

" Col.2-Col. 4.

SOAH Docket No. 473-21-2606
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Actual Yield
in Projected
Quarter
@

5.6%
5.8%
5.2%
5.1%
5.0%
4.7%
5.2%
5.2%
4.9%
5.4%
5.1%
4.9%
4.8%
4.6%
4.5%
4.8%
4.6%
5.1%
5.0%
4.7%
4.8%
5.0%
4.9%
4.6%
44%
4.6%
4.5%
3.7%
3.5%
4.0%
4.3%
4.3%
4.6%
44%
3.9%
4.2%
4.6%
4.3%
3.7%
3.0%
31%
2.9%
2.8%
2.9%
31%
3.2%
3.7%
3.8%
3.7%
34%
3.3%
3.0%
2.6%
2.9%
2.8%
3.0%
27%
2.6%
2.3%
2.8%
3.0%
2.9%
2.8%
2.8%
3.0%
31%
31%
3.3%
3.0%
2.8%
2.3%
2.3%
1.9%
14%
14%
1.6%
21%
21%
21%
2.3%
2.3%
2.3%

Projected Yield
Higher (Lower)
Than Actual Yield*

0.2%
-0.2%
0.6%
0.8%
0.7%
1.2%
1.0%
0.7%
0.8%
0.3%
0.3%
0.9%
1.1%
14%
1.7%
1.2%
1.2%
0.5%
0.5%
0.5%
0.5%
0.1%
04%
0.6%
0.6%
0.5%
0.7%
1.5%
14%
0.8%
0.6%
0.8%
0.0%
-0.3%
0.8%
0.8%
04%
0.9%
1.5%
1.7%
1.5%
22%
2.5%
1.3%
0.7%
0.7%
0.0%
-04%
-0.3%
0.2%
04%
1.2%
1.7%
1.5%
1.5%
1.3%
1.3%
1.1%
14%
1.0%
0.7%
0.6%
0.6%
0.3%
04%
0.6%
0.6%
0.3%
0.6%
0.9%
1.5%
14%
1.8%
2.0%
1.7%
1.0%
04%
04%
04%
0.3%
0.3%
0.2%

Exhibit MPG-21
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Direct Testimony of Michael P. Gorman

SOAH DOCKET NO. 473-21-2606
PUC DOCKET NO. 52195

APPLICATION OF EL PASO
ELECTRIC COMPANY TO
CHANGE RATES

BEFORE THE STATE OFFICE
OF
ADMINISTRATIVE HEARINGS

N g’ s’ o

Affidavit of Michael P. Gorman

State of Missouri
SS

s

County of Saint Louis )

Michael P. Gorman, being first duly sworn, on his oath states:

1. My name is Michael P. Gorman. | am a Managing Principal with Brubaker &
Associates, Inc., 16690 Swingley Ridge Road, Suite 140, Chesterfield, MO 63017. We have been
retained by Texas Industrial Energy Consumers to testify in this proceeding on their behalf.

2. Attached hereto and made a part hereof for all purposes are my direct testimony
and exhibits which were prepared in written form for introduction into evidence in SOAH Docket
No. 473-21-2606, Public Utility Commission of Texas Docket No. 52195.

3. | hereby swear and affirm that the testimony and exhibits are true and correct and
that they show the matters and things that they purport to show.

Michael P. Gorman

Subscribed and sworn to before me this 22nd day of October, 2021.

Notary Public

SOAH Docket No. 473-21-2606

PUC Docket No. 52195
Page 3 BRUBAKER & ASSOCIATES, INC.
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SOAH DOCKET NO. 473-21-2606
PUC DOCKET NO. 52195

)
APPLICATION OF EL PASO ) BEFORE THE STATE OFFICE
ELECTRIC COMPANY TO ) OF
CHANGE RATES ) ADMINISTRATIVE HEARINGS

Direct Testimony of Michael P. Gorman

1 Q PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
2 A Michael P. Gorman. My business address is 16690 Swingley Ridge Road, Suite 140,

3 Chesterfield, MO 63017.

4 Q WHAT IS YOUR OCCUPATION?
5 A | am a consultant in the field of public utility regulation and a Managing Principal of

6 Brubaker & Associates, Inc., energy, economic and regulatory consultants.

7 Q PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.

8 A This information is included in Appendix A to this testimony.

9 Q WHAT IS THE PURPOSE OF YOUR TESTIMONY?

0 A My testimony will address El Paso Electric Company’s (“EPE” or “Company”) overall
11 rate of return including return on equity, embedded debt cost, and ratemaking capital
12 structure.

SOAH Docket No. 473-21-2606
PUC Docket No. 52195
Page 4 BRUBAKER & ASSOCIATES, INC.
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Direct Testimony of Michael P. Gorman

DOES THE FACT THAT YOU DID NOT ADDRESS EVERY ISSUE RAISED IN EPE’S
TESTIMONY MEAN THAT YOU AGREE WITH EPE’S TESTIMONY ON THOSE
ISSUES?

No. It merely reflects that | chose not to address all those issues in my testimony. It
should not be read as an endorsement of, or agreement with, EPE’s position on such

issues.

PLEASE SUMMARIZE YOUR RECOMMENDATIONS AND CONCLUSIONS ON
RETURN ON EQUITY.

| recommend the Public Utility Commission of Texas (“Commission” or “PUCT”) award
a return on common equity in the range of 9.00% to 9.40%, with a midpoint of 9.20%.
This return on equity reflects EPE’s current market cost of equity. | recommend the
Commission approve a return on equity that reflects fair compensation for EPE’s level
of investment risk, and impose tariff rate charges on customers that are no more
expensive than necessary to fairly compensate the Company and maintain its financial

integrity and credit standing.

ARE YOU RECOMMENDING AN OVERALL RATE OF RETURN FOR EPE IN THIS
CASE?

Yes. As shown on my Exhibit MPG-1, my recommended overall rate of return is 7.42%,
which reflects my recommended return on equity of 9.20% and the Company’s

proposed capital structure.

PLEASE DESCRIBE HOW YOUR TESTIMONY IS ORGANIZED.
First, | provide observable evidence on current market costs and regulatory support for

financial integrity, credit standing, and access to capital. Second, | estimate EPE’s

SOAH Docket No. 473-21-2606
PUC Docket No. 52195
Page 5 BRUBAKER & ASSOCIATES, INC.
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Direct Testimony of Michael P. Gorman

current market cost of equity using market-based cost of capital models to estimate the
current market-required return on equity that investors demand to assume the
investment risk similar to EPE. Third, | rely on my recommended rate of return and the
Company’s test year filing to develop credit metrics, which demonstrate that my
recommended rate of return for EPE will support its investment grade bond rating, and
support its access to capital. Finally, | respond to EPE withess Ms. Jennifer E. Nelson’s
recommended return on equity. Ms. Nelson recommends a return on equity in the
range of 9.75% to 10.75%, and point estimate of 10.30%. | comment on her analysis
and show that her recommended return on equity substantially exceeds the current
market cost of capital for companies with investment risk similar to that of EPE. Ms.
Nelson’s recommended return on equity unnecessarily inflates EPE’s claimed revenue

deficiency, and would increase rates beyond a just and reasonable level.

l. CAPITAL MARKET OBSERVABLE EVIDENCE

Utility Industry Authorized Returns on Equity,
Access to Capital, and Credit Strength

PLEASE DESCRIBE THE OBSERVABLE EVIDENCE ON TRENDS IN
AUTHORIZED RETURNS ON EQUITY FOR REGULATED UTILITIES.

As illustrated in Figure 1 below, national average authorized returns on equity for both
electric and gas utilities have ranged between 9.45% to 9.75% for the last eight years

(2014-2021 to date).

SOAH Docket No. 473-21-2606
PUC Docket No. 52195
Page 6 BRUBAKER & ASSOCIATES, INC.



Direct Testimony of Michael P. Gorman

Authorized Returns on Equity*
(Exclude Limited Issue Riders)
11.00%
10.52%
10.50% ’710-2ﬁ71331%%mf7%7 k
1090% . 10.39% '
10.22%
10.00% 1
9.72% 9.71%
e 9-60% 9.60% 959% 9.62%
y o ) 9.46%
9.50% s, e .
9.54% 955% 9.64%
0.30% 9.45%
9.00% -
8.50% T T : T T < T T T T T . T T . .
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
—e—Electric ——Gas
ROE Distributions”
Hectric Utilities 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021
<= Average 50.0% 55.2% 433% 61.8% 51.1% 54.3% 476% 51.6% 51.9% 59.1% 54.2% 60.0% 50.0% 37.9% 42.4% 55.6%
> Average 50.0% 44.8% 56.7%  38.2% 48.9% 45.7% 52.4% 48.4% 48.1% 40.9% 45.8% 40.0% 50.0% 62.1% 57.6% 44.4%
Gas Utilities
<= Average 33.3% 48.1% 36.4%  409% 65.4% 18.2% 36.0% 50.0% 38.1% 46.2% 52.9% 62.5% 43.8% 39.1% 57.1% 53.8%
> Average 66.7% 51.9% 636% 59.1% 34.6% 81.8% 64.0% 50.0% 61.9% 53.8% 47.1% 37.5% 56.3% 60.9% 42.9% 46.2%
Source and Notes:
1 S&P Global Market infefligence, RRA Regulatory Focus, Major Rate Case Decisions -- January - June 2021, July 27, 2021, p. 1.
2 Download from S&P Global Market Inteligence, September 15, 2021.
* Electric Retums exclude Limited Issue Rider Decisions.
* RRA excludes the 2017 Alaska ENSTAR decision from its Indusiry Average.

I.B. Access to Capital

Q HAVE UTILITIES BEEN ABLE TO ACCESS EXTERNAL CAPITAL TO SUPPORT
CAPITAL EXPENDITURE PROGRAMS?

A Yes. In its April 8, 2021 Utility Capital Expenditures Update report, RRA Financial

Focus, a division of S&P Global Market Intelligence, made several relevant comments

about utility investments generally:

o Projected 2020 capital expenditures for the 47 energy utilities in the
Regulatory Research Associates, a group within S&P Global Market

Noliio N |

10

11
12
13
14

Intelligence, universe currently stands at roughly $141.3 billion, well

above 2019’s $120.7 billion in capital investment.

o 2020 energy utility capital expenditures marked a record high and were
more than 7.75% above the $120.7 billion that the energy utility industry
invested in 2019, despite that the coronavirus pandemic interrupted
certain supply chains for a period of months in some instances.

SOAH Docket No. 473-21-2606

PUC Docket No. 52195

Page 7
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e 2021 appears on ftrack to be another record year for energy
infrastructure investments. Assuming current projections hold,
investment across the RRA covered energy utility industry may rise by
9% or more this year.’

As shown in Figure 2 below, capital expenditures for electric and natural gas
utilities have increased considerably over the period 2020 into 2021, and the forecasted

capital expenditures remain elevated through 2022, albeit falling below current levels

in 2023.
FIGURE 2
Utility Capital Expenditures
(Dollars in Millions)
$160,000
$140,000 o Pstanaoo

$120,000

"B B
$137,328
B -

-
-
-
-
$100,000 = B
- |
$80,000 -
- 4
-

$60,000 s |
$40,000
$20,000

$-

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

. Electric distribution I Qther* I Gas Electric transmission
I Generation s Renewables Corporate & other I Environmental
I Historical Total == e= Trendline

*Qther category consists of utilities that do not report capital expenditures by category: Avangrid, Hawaiian Electric, PG&E and Portland General Electric.
Source: S&P Global Market intelligence, RRA Financial Focus, Utility Capital Expenditures Update, April 8, 2021, Tables 1 and 3.

As outlined in Figure 2 above, and in the comments made by RRA S&P Global
Market Intelligence, capital investments for the utility industry continue to stay at
elevated levels, and these capital expenditures are expected to fuel utilities’ profit
growth into the foreseeable future. This is clear evidence that the capital investments
are enhancing shareholder value, and are attracting both equity and debt capital to the

utility industry in a manner that allows for these elevated capital investments. While

1 S&P Global Market Intelligence, RRA Financial Focus: “Utility Capital Expenditures Update,”
April 8, 2021, at 1-2.

SOAH Docket No. 473-21-2606
PUC Docket No. 52195
Page 8 BRUBAKER & ASSOCIATES, INC.



9]

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Direct Testimony of Michael P. Gorman

capital markets embrace these profit-driven capital investments, regulatory
commissions also must be careful to maintain reasonable prices and tariff terms and
conditions to protect customers’ need for reliable utility service but at competitive tariff

prices.

I.C. Utility Access to Equity Capital

Q

IS THERE EVIDENCE OF ROBUST VALUATIONS OF REGULATED UTILITY
EQUITY SECURITIES?

Yes. Robust valuations are an indication that utilities can sell securities at high prices,
which is a strong indication that they can access equity capital under reasonable terms
and conditions, and at relatively low cost. As shown on my Exhibit MPG-2, utility
valuation metrics show robust valuation of utility electric securities more recently
compared to the historical period extending back to 2002. Specifically, page 1 of this
exhibit shows The Value Line Investment Survey (“Value Line”) electric utility industry
price-to-earnings ratio of 20.19x, compared to a 20-year average price-to-earnings ratio
of around 17.15x. The market price-to-cash flow currently is 9.79x, compared to the
20-year average of 7.56x (page 2). Finally, the current market-to-book ratio for the
utility industry is 2.12x, compared to the 17-year average of 1.74x (page 3). Ultility
valuation metrics exhibit strong valuations in the marketplace for utility securities, which
is a clear indication that utilities have access to external capital markets under favorable

prices.

PLEASE DESCRIBE UTILITY STOCK PRICE PERFORMANCE OVER THE LAST
SEVERAL YEARS.
As shown in Figure 3 below, S&P Global Market Intelligence (“MI”) has recorded utility

stock price performance compared to the market. The industry’s stock performance

SOAH Docket No. 473-21-2606
PUC Docket No. 52195
Page 9 BRUBAKER & ASSOCIATES, INC.
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data from 2005 through 2021 shows that the MI Electric Company and Ml Gas Utility
Indexes have followed the market through downturns and recoveries. However, utility
investments have been less volatile during extreme market downturns. This more
stable price performance for utilities supports my conclusion that market participants

regard utility stock sectors as a moderate- to low-risk investment option.

FIGURE 3
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Source: S&P Global Market Intelligence.
*Data through May 2021

While utility stocks have not exhibited the same volatility as the S&P 500, stock
prices have remained strong, relative to the market in general, and support the utilities’

access to equity capital markets under reasonable terms and prices.

Q HOW SHOULD THE COMMISSION USE THIS MARKET INFORMATION IN
ASSESSING A FAIR RETURN FOR EPE?

A Observable market evidence demonstrates that capital market costs are near
historically low levels. While authorized returns on equity have fallen below the mid-
9% range, utilities continue to have access to large amounts of external capital, even
as they are funding large capital expenditure programs. Furthermore, utilities’

investment-grade credit ratings are stable and have improved, due in part to supportive
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regulatory treatment. The Commission should carefully weigh all this important

observable market evidence in assessing a fair return on equity for EPE.

I.D. Federal Reserve’s Impact on Cost of Capital

Q

ARE THE FEDERAL RESERVE’S MONETARY OPEN MARKET COMMITTEE
ACTIONS KNOWN TO THE MARKET PARTICIPANTS, AND IS IT REASONABLE
TO BELIEVE THEY ARE REFLECTED IN THE MARKET’S VALUATION OF BOTH
DEBT AND EQUITY SECURITIES?
Yes. The Federal Reserve has been quite public about its efforts to support the
economy to achieve maximum employment, and to manage long-term inflation to
around a 2% level. The Federal Reserve has implemented procedures to support the
economy’s efforts to achieve these policy objectives. Specifically, in March 2020 the
Federal Reserve lowered the Federal Overnight Rate for securities, and has engaged
once again in a Quantitative Easing program where the Federal Reserve is buying on
a monthly basis Treasury and mortgage-backed securities in order to moderate the
demand in the marketplaces and support the economy. All of these actions are known
by market participants because the Federal Reserve is transparent in its monetary
policies.

An assessment of the market’s reaction to the Federal Reserve’s actions on the

Federal Funds Rate is shown below in Figure 4.
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FIGURE 4

Timeline of Federal Funds Rate Changes Since 2015
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Fed FFR Actions:
1 December 2015 025 — 0.50 8 September 2018 200 — 225
2 December 2016 050 — 0.75 9 December 2018 225 — 250
3 March 2017 075 — 1.00 10 August 2019 200 — 225
4 June 2017 10 — 1.25 1 September 2019 175 — 2.00
5 December 2017 125 — 1.50 12 October 2019 1.50 — 1.75
6 March 2018 150 — 1.75 13 March 2020 1.00 — 1.25
7 June 2018 175 — 2.00 14 March 2020 0.00 — 0.25
Sources:

Federal Reserve Bank of New York, https://apps.newyorkfed.org/markets/autorates/fed-funds-search-page
Board of Governors of the Federal Reserve System, https-//www_federalreserve gov/datadownload/
Moody's Credit Trends, https://credittrends.moodys_com/

As shown in Figure 4 above, while the Federal Reserve has reduced short-term
interest rates currently, as it did back in the period prior to 2015, the market’s valuation
of long-term securities remains relatively stable, and at very low costs. The Federal
Reserve’s interaction in short-term securities is specifically stated to manage inflation
and support employment in the economy. The Federal Reserve’s interaction in these
marketplaces is not to manipulate utility valuation or security valuations, or drive capital
market costs in one direction or the other. Rather, it is strictly for the purpose of

supporting the U.S. economy.
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HAS THE FEDERAL RESERVE MADE RECENT COMMENTS CONCERNING
MONETARY POLICY AND THE POTENTIAL IMPACT ON INTEREST RATES?
Yes. Again, the Federal Reserve states the Federal Open Market Committee “seeks
to achieve maximum employment and inflation at the rate of 2 percent over the longer
run.”2 The Federal Reserve has recently stated that containing the target Federal
Funds Rate at the 0 to 1/4% rate will be maintained until labor market conditions have
reached levels consistent with the Committee’s assessments of maximum
employment, and inflation has risen to 2% and is on track to moderately exceed the
2% longer outlook over time.3

In a speech by Federal Reserve Member Christopher Waller, he noted
short-term inflation has picked up recently above the 2% long-term objective, and he
states the concern of this short-term inflation outlook is tempered by a number of factors
that suggest these elevated readings on inflation are likely to prove temporary.4

Also, in Federal Reserve Chairman Jerome Powell’s recent testimony, he
indicated that the Federal Reserve may begin reducing its purchases of Treasury and
mortgage-backed securities toward the end of this year, 2021. He stated that the
strength of the employment levels and moderation of long-term inflation outlooks may

support this action.®

2 Federal Reserve press release, July 28, 2021.
3 /.
4 The Economic Outlook and a Cautionary Tale on “Idiosyncratic” Price Changes and Inflation,

Remarks by Christopher J. Waller, Member, Board of Governors of the Federal Reserve System at the
Stanford Institute for Economic Policy Research Associates Meeting, Stanford, California, October 19,

2021.

5 Federal Reserve press release, July 28, 2021
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WHAT DO INDEPENDENT ECONOMISTS’ OUTLOOKS FOR FUTURE INTER