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G. Business Risks

DOES MR. GORMAN DISCUSS THE COMPANY’S BUSINESS RISKS?
Yes. Mr. Gorman states that CenterPoint Houston faces rigks that are comparable
to the proxy group because the business risks that I have evaluated are already
considered by the credit rating agencies, and that the credit rating of CenterPoint
Houston is identical to the average credit rating of the proxy group companies.''”
DO YOU AGREE WITH MR, GORMAN’S ASSESSMENT REGARDING
THE RISK FACTORS THAT YOU EVALUATED?

No, 1 do not agree with Mr. Gorman’s comparison of credit ratings as being
dispositive of CenterPoint Houston’s relative risk to the proxy group. Credit ratings
are assessments of the likelihood a company could default on its dedr, whereas the
topic of estimating the cost of equity is to determine the riskiness and cost of the
Company’s equity. In addition, while credit rating agencies consider the business
risks of an individual company when establishing its debt credit rating, they do not
conduct a comparative analysis of business risks relative to the proxy group.

The development of the investor-required ROE is based on a proxy group
of risk-comparable companies. In developing the proxy group, it 18 essential to
balance the relative risk of the companies included in the proxy group with the
overall size of the group. Therefore, it 15 always the case that the proxy companies
do not have exactly the same risk profile as the subject company. As such, it is
reasonable to review the relative risks of the proxy group companies and the subject

company to determine how the subject company’s risk profile compares with the

1% Gorman Dirccl at 96:10-20,

Rebuttal Testimony of Ann E. Bulkley
CenterPoint Energy Houston Electric, LLC



20

21

Page 101 of 172

group in order to determine the appropriate placement of the ROE within the range
of results established using the proxy group companies.

WHAT IS MR, GORMAN’S POSITION REGARDING THE COMPANY’S
“RISK REDUCTION” FACTORS?

Mr. Gorman states that, in addition to having no commaodity risk, the Company
benefits from reduced risk due to its transmission cost of service (“TCOS™) and
distribution cost recovery factor (“DCRF”) adjustment mechanisms that allow tor
the recovery of transmission and distribution costs between rate cases.'*
According to Mr. Gorman, the reduction in CenterPoint Houston’s risk as a result
of the atorementioned mechanisms should be reflected in the Company’s credit
rating and ROE %!

IS IT REASONABLE TO CONCLUDE, AS SUGGESTED BY
MR. GORMAN, THAT THE COMPANY’S AUTHORIZED ROE SHOULD
BE REDUCED GIVEN IT HAS CERTAIN COST RECOVERY
MECHANISMS?

No. Simply because a utility has certain cost recovery mechanisms does not mean
that 1t is rationale or appropriate to otherwise reduce its authorized ROE as
Mr. Gorman contends. As noted, the appropriate approach is to compare the
regulatory mechanisms of CenterPoint Houston to the regulatory mechanisms of

the proxy group being used to develop the ROE to determine if the Company has

greater regulatory risk than the proxy group. As discussed in my direct testimony:

120 1d. at 98:21-24.
111 al 100:4-6,
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¢ While the Company does have the opportunity for capital cost recovery
through the DCRF and TCOS mechanisms, that is consistent with the
overwhelming majority of the operating utilities of the proxy group, which
also have capital cost recovery mechanisms. Furthermore, the DCRF 1s
only available for use if the Company is not earning its authorized ROE
using weather-normalized data.

¢ The Company does not have the same level of protection against volumetric
risk as exists through having straight fixed variable rate design, a revenue
decoupling mechanism, and/or a formula rate plan, while approximately 60
percent of the utility operating subsidiaries of the proxy group companies
have implemented at least one of these more comprehensive mechanisms to
provide protection against volumetric risk and provide revenue
stabilization.

¢ The Regulatory Research Associates jurisdictional ranking and S&P credit
supportiveness ranking for Texas is below the average for group.

e The authorized ROEs and equity ratios in Texas have been below the
national average for electric utilities.

Theretore, tor all these reasons, I concluded that the Texas regulatory framework
has somewhat greater risk than the jurisdictions in which the utility operating
subsidiaries of the proxy group companies provide service. Given Mr. Gorman has
not provided any analysis to compare the regulatory risk of the Company relative
to the proxy group, and credit ratings are assessments of the likelihood a company
could default on 1ts debs and not an evaluation of the riskiness and cost of the
Company’s equify, he is unable to comment on the risk of CenterPoint Houston
relative to the proxy group.
H. Flotation Costs

WHAT IS MR. GORMAN’S POSITION ON FLOTATION COSTS?

While Mr. Gorman acknowledges that 1 do not make a specific adjustment to my
recommended ROE as a result of tlotation costs, he nonetheless recommends that
the Commission should reject any adder to the ROE, either explicit or implicit,

associated with tlotation costs. Mr. Gorman states that my flotation cost adjustment
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18 “not based on the recovery of prudent and verifiable actual flotation costs
incurred” by the Company.'*?

HAS MR. GORMAN PROVIDED ANY EVIDENCE THAT THE
FLOTATION COSTS YOU RELIED ON WERE IMPRUDENT?

No. First, it 1s important to note that the Company is not requesting the recovery
of flotation costs in this proceeding and as Mr. Gorman acknowledges, 1 did not
adjust my recommended ROE for flotation costs. Second, the 1ssuance costs relied
upon in Exhibit AEB-9 of my direct testimony are the actual costs incurred by
CenterPoint Houston’s ultimate parent company, CenterPoint Energy, Inc.
(“CNP”), in its two most recent equity issuances. Mr. Gorman has provided no
evidence to suggest that these costs are inaccurate or unwarranted.

VII. RESPONSE TO DR. WOOLRIDGE

PLEASE SUMMARIZE DR. WOOLRIDGE’S RECOMMENDATIONS IN
THIS PROCEEDING.

To develop his ROE recommendation of 9.50 percent, Dr. Woolridge prepares a
constant growth DCF analysis and a CAPM analysis, and presents results of each
using two proxy groups, his assessment of a comparable group (“Panel A”) and the
proxy group that I rely on in my direct testimony (“Panel B”). Dr. Woolridge’s
DCF analysis produces cost of equity estimates ranging from 9.90 percent (Panel
A) to 10.10 percent (Panel B).!# The results of Dr. Woolridge’s CAPM analyses

are 8.55 percent (Panel A) and 8.55 percent (Panel B).'* Dr. Woolridge suggests

122 Gorman Dircct at 101:2-4,
12 Woolridge Direct at 46 (Table 7).
11 I al 39 (Tablc 8).
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that he relies primarily on the results of his DCF analysis but concludes that the
appropriate ROE range for the Company is 9.00 percent to 10.00 percent. He
concludes that the Company’s overall risk is slightly below the risk of the proxy
group; however, he selects the mean result from within this range of 9.50 percent
as his recommended ROE.!% Dr. Woolridge acknowledges that his recommended
ROE is below the average authorized ROE for electric distribution companies, but
suggests that “authorized ROEs have not declined in line with capital costs over
time and therefore, past authorized ROEs have overstated the actual cost of equity
capital.” ¥ Dr. Woolridge contends that the Company’s proposed capital structure
includes a higher equity ratio than the average of the two proxy groups (Panel A
and Panel B),'?’ and recommends that the Commission adopt the equity ratio
proposed by Mr. Mac Mathuna of 42.50 percent, which 1s consistent with the equity

ratio authorized in the Company’s last proceeding, '#*

125 1d

126 fd. at 60:15-17.

12 Woolridge Direct at 24:9-11,
128 Fd al27:7-10.
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IS DR. WOOLRIDGE’S STATEMENT IN THIS PROCEEDING THAT
THE “COMMISSION SHOULD NOT BE CONCERNED THAT MY
RECOMMENDED ROE IS BELOW OTHER AUTHORIZED ROES”?
CONSISTENT WITH HIS POSITION IN THE COMPANY’S 2019 RATE
PROCEEDING?
No. In the Company’s 2019 rate proceeding, Dr. Woolridge recommended an ROE
of 9.00 percent, which was well above his recommended range of 7.30 percent to
8.65 percent based on his DCF and CAPM analyses."* Dr. Woolridge testified in
the Company’s last rate proceeding that his recommended ROE of 9.00 percent in
that case:
(1) gives weight to the higher authorized ROEs for electric
delivery companies; and (2) recognizes the concept of ‘gradualism’

in which authorized ROEs are adjusted on a gradual basis to reflect
capital market data. !

Theretore, in the Company’s 2019 rate proceeding, Dr. Woolridge recommended
an ROE that was higher than the range indicated by his DCF and CAPM analyses
due in part to the fact that his model results were below recently authorized returns
tor electric distribution companies. This is in stark contrast to the current
proceeding, where Dr. Wooldridge is contending that the Commission should now
not consider the tact that his recommended ROE is below recent authorized returns

for electric distribution companies.

¥ Id al60:15-17.
13 Docket No. 49421, Direct Testimony of J. Randall Woolridge, Ph.D. at 49:3-10 (Jun. 6, 2019).
B 1 al 49:10-13 (cmphasis added).
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A. Inconsistency of Dr. Woolridge’s ROE Recommendation Relative to
Changes in Capital Market Conditions

DO THE RESULTS OF DR. WOOLRIDGE’S MODELS DEMONSTRATE
THAT THE COST OF EQUITY HAS INCREASED SIGNIFICANTLY
SINCE THE COMPANY’S 2019 RATE PROCEEDING?

Yes. Figure AEB-R-19 summarizes the results of Dr. Woolridge’s cost of equity
analyses that he presented in the Company’s 2019 rate proceeding, as well as the
results of his analyses in the current proceeding. Reviewing the differences
between these two cases, it is clear that, based on his own assumptions and the
market data used in his models, Dr. Woolridge’s estimates of the cost of equity
have increased significantly since 2019, For example, as shown in Figure AEB-R-
19, between the Company’s 2019 and current rate proceedings, the DCF result for
Dr. Woolridge’s Panel A proxy group increased 140 basis points while the CAPM
result for his Panel A proxy group increased 125 basis points. Despite the
significant increase in the cost of equity as demonstrated by Dr. Woolridge’s
analyses, as noted, he recommends an ROE for the Company in this proceeding of
9.50 percent, which is only 10 basis points greater than the Company’s existing

authorized ROE.
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Figure AEB-R-19: Comparison of Dr. Woolridge’s Cost of Equity Analyses in
CenterPoint Houston’s 2019 Rate Proceeding and the Current Rate Proceeding!3?

CenterPoint Houston CenterPoint Houston
Docket No. 49421 Docket No. 56211
6/9/2019 6/19/2024
Constant Growth DCF

Panel A Proxy Group 8.50% 9.90%

Panel B Proxy Group 8.63% 10.10%
CAPM

Panel A Proxy Group 7.30% 8.53%

Panel B Proxy Group 7.30% 8.53%
DCF/CAPM Range 730% to 8.65% | 8.35% to 10.10%
DCF/CAPM Midpoint 7.98% 9.33%

Recommended ROE Range 7.30% to 8.63% | 9.00% to 10.00%
Recommendation 9.00% 9.30%

Q: WHY DOES DR. WOOLRIDGE’S RECOMMENDED ROE IN THE
CURRENT PROCEEDING NOT REFLECT THE CHANGE IN COST OF
EQUITY AS REFLECTED IN HIS MODEL RESULTS?

A The reason that Dr. Woolridge’s recommendation has not increased since 2019 by
the same amount as the results of his cost of equity model results 1s because
Dr. Woolridge has changed the weight that he places on his model results in
determining his ROE recommendation. Figure AEB-R-20 summarizes

Dr. Woolridge's DCF results and ROE recommendations in 16 proceedings since

2019 for transmission and distribution only electric utilities. As shown, the results

of Dr. Woolridge’s DCF analyses have increased substantially from June 2019

through July 2024,

132 1d al 48:16-49:29; Woolridge Dirccl at 46 (Table 7). 59 (Table 9},
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Figure AEB-R-20: Comparison of Dr. Woolridge’s DCF Model Results and ROE
Recommendations — Transmission and Distribution Only Electric Utilities - 2019-

2024
10.00% 2.90%
® Dr. Woolridge DCF Result [ Current Rate Proceading l
9.80% . .
M Dr. Woolridge ROE Recommendation
9.60% 9.50%
CenterPaint Houston's
9.40% 2019 Rate Proceeding
> 9.20% /
S
g
w 9.00%
o
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Dr. Woolridge has noted in many proceedings, including the current proceeding,
that he relies “primarily” on the DCF model to set his ROE recommendation. As
shown in Figure AEB-R-20, this was an accurate statement from 2019 through 2022
with Dr. Woolridge setting his ROE recommendation at or above the results of his
DCF model.'* However, as shown in Figure AEB-R-20, as the results of his DCF
analysis continued to increase in 2023, Dr. Woolridge started to set his ROE

recommendation at a level that was well below the results of his DCF analysis. For

"33 In the Company’s 2019 rate proceeding. Dr. Woolridge recommended an ROE of 9.00 percent
which was well above the 8.65 percent cost of equity indicated by his DCF model. Dr. Woolridge selected
an ROE above his DCF results for two reasons: (1) in acknowledgment that his DCF results were well below
authorized ROEs for transmission and distribution only electric utilities: and (2) to recognize the concept of
gradualism. Docket No. 49421, Direct Testimony of J. Randall Woolridge. Ph.D. at 49:9-13.
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example, in the current proceeding, while he also contends to “primarily” weight
the results of his DCF analysis for purposes of his ROE recommendation, his
recommended ROE of 9.50 percent is well below the range of results produced by
his DCF model of 9.90 percent to 10.10 percent. Therefore, instead of considering
the substantial increase in his DCF results since 2019 and reflecting this in his ROE
recommendation, Dr. Woolridge has arbitrarily adjusted the weight he places on
his DCF analysis to reduce the etfect of the increase in his DCF results on his
overall ROE recommendation.

WHAT WOULD DR. WOOLRIDGE’S RECOMMENDATION BE IN THE
CURRENT PROCEEDING IF HE PLACED PRIMARY WEIGHT ON THE
RESULTS OF HIS DCF MODEL SUCH AS HE HAS DONE IN PRIOR
CASES?

It Dr. Wooldridge employed a similar approach that he did in the rate proceedings
for transmission and distribution only electric utilities from 2019 through 2022, he
would have set his recommended ROE equal to the results of his DCF model.
Therefore, Dr. Woolridge would have recommended an ROE in the range of 9.90
percent to 10.10 percent. Dr. Woolridge has offered no rationale for why he has
changed his approach for determining his recommended ROE. Accordingly, it
appears he has done so to artificially reduce the etfect on the increase in the cost of

equity resulting from the change in market conditions.
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B. Proxy Group

HOW DOES DR. WOOLRIDGE SELECT THE COMPANIES INCLUDED
IN HIS PROXY GROUP?

Dr. Woolridge starts with 36 utilities that are classified by Value Line as electric
utilities. Dr. Woolridge narrows this universe using a set of screening criteria that
require a company: (1) have at least 50 percent of operating revenue trom retail
electric operations; (2) have an investment grade credit rating; (3) have paid a cash
dividend in the last 6 months with no cuts or omissions; (4) 1s not involved in a
merger or acquisition; and (5) have projecied EPS growth rates available from
Yahoo! Finance, S&P Cap IQ and/or Zacks.>* Based on his application of these
screening criteria, Dr. Woolridge’s proxy group includes 24 companies, and as
noted, he also presents the results of his cost of equity estimation methodologies
using my proxy group as well.

ARE THE SCREENING CRITERIA APPLIED BY DR. WOOLRIDGE
APPROPRIATE FOR ESTABLISHING A PROXY GROUP OF
COMPANIES THAT ARE MOST COMPARABLE TO CENTERPOINT
HOUSTON?

No. I disagree with various aspects of the screening criteria and resulting
companies in Dr. Woolridge’s proxy group. For example, I do not agree with either
Dr. Woolridge’s use of a revenue screen, which results in a proxy group that is not
as risk-comparable to the Company as my proxy group. However, while

Dr. Woolridge’s proxy group is different than the proxy group that Mr. Gorman

13 Woolridge Dircct at 22:2-11.
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and 1 utilize, the differences in the results of our respective cost of equity models
are largely not a function of proxy group differences, but rather methodological
differences in the inputs to the cost of equity models. As a result, [ will not further
discuss my disagreements with his proxy groups.

C. Constant Growth DCF

PLEASE SUMMARIZE DR. WOOLRIDGE’S DCF ANALYSES.

In his constant growth DCF model, Dr. Woolridge calculates dividend yields for
the Panel A and Panel B proxy groups using average stock prices over three periods:
30 days, 90 days and 180 days — for the period ending June 11, 2024, While
Dr. Woolridge reviews various growth rates, including historical and projected
EPS, DPS, and BYPS growth rates, as well as an estimate of a sustainable growth
rate calculated using Value Line projections, he gives primary weight to projected
EPS growth rates from Value Line, Yahoo! Finance, Zacks, and S&P Capital 1Q
Pro. Based on Dr. Woolridge's selected growth rate, his DCF model produces a
cost of equity result of 9.90 percent for Panel A and 10.10 percent for the Panel B
proxy groups.'**

WHAT ARE THE GROWTH RATES THAT DR. WOOLRIDGE HAS
CONSIDERED IN HIS DCF ANALYSIS?

Figure AEB-R-21 summarizes the growth rate ranges considered by Dr. Woolndge
and the growth rates that he ultimately relies on for his constant growth DCF model.
While he presents historical growth rates, Dr. Woolridge ignores historical growth

rates and establishes his growth rate range of 5.25 percent to 6.20 percent through

13 Id al 46 (Table 7).
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a series of averages of the projected growth rates. Specifically, Dr. Woolndge
establishes the low end of his growth rate range by averaging three values: (1) the
projected EPS, DPS, and BVPS growth rates reported by Value Line; (2) Value
Line’s sustainable growth rate; and (3) the average of the projected EPS growth
rates reported by Yahoo! I“inance, Zacks, and S&P (“Wall Street Analysts™). The
high end of the range is set by the average of the projected EPS growth rates
reported by Wall Street Analysts. Dr. Woolridge's growth rate for both proxy
136

groups 18 the midpoint between the low end and high end of his range.

Figure AEB-R-21: Summary of the Growth Rates Considered by Dr. Woolridge
for the Constant Growth DCF Analysis!¥

Panel A Pancl B
Proxy Group Proxy Group

Projecled Avg, Value Line Growth in EPS, DPS and BVPS 5.00% 5.30%
Value Line Projected Sustainable Growth Rate 4.10% 4.00%
Projecied EPS (Yahoo!, Zacks, and S&P Cap 1Q) (average of mean and media  6.20% 6.25%
Dr. Woolridge low-end growth rate 5.25% 5.20%
Dr. Woolridge high-end growth rate 6.20% 6.25%

Dr. Woolridge Proposed Growth Rate - 8T70%  5.70%

DO YOU AGREE WITH DR. WOOLRIDGE’S CONSIDERATION OF
PROJECTED DPS AND BVPS GROWTH RATES?

No. EPS growth rates are more appropriate to be relied upon in the DCF analysis
given that: (1) earnings are the fundamental determinant of a company’s ability to

pay dividends; (2) as discussed in my response to Mr. Gorman, there is significant

136 7 al 45:18-46:17.
137 7d, and Exhibit JRW-5 al 6.
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academic research demonstrating that EPS growth rates are most relevant in stock
price valuation; and (3) investment analysts report predominant reliance on EPS
growth projections, ¥

ARE THE PROQJECTED DPS AND BVPS GROWTH RATES FROM
VALUE LINE THAT DR. WOOLRIDGE CONSIDERS CONSISTENT
WITH THE REQUIRED ASSUMPTIONS TO ESTIMATE THE
CONSTANT GROWTH DCF MODEL?

No. Dr. Woelridge and 1 agree that one of the primary assumptions of the constant
growth DCF model is that the growth rate needs to be constant.’** Further, since
earnings are the fundamental determinant of a company’s ability to pay dividends,
over the long-term, dividend growth can only be sustained by earnings growth.
From this fact, it can be reasonably concluded that: (1) since DPS growth is
sustained by EPS growth, DPS growth cannot exceed the growth in EPS over the
long-term; and (2) while DPS growth can grow at a lower rate than EPS, if a
company 1s retaining a larger portion of earnings, eventually DPS growth will
increase in the future if EPS and DPS are expected to grow at a constant rate.'*
Additionally, if either condition were to exist, then the projected DPS growth rate

would be expected to change and thus could not be assumed in perpetuity as

required by the constant growth DCF model.

I3 Stanley B. Block, “A Study of Financial Analysts: Practice and Theory.” Financial Analvsis

Journal, (Jul./Aug. 1999),

13® Woolridge Direct at 36:13-37:6.

19 Bente Villadsen, Michacl J. Vilbert, Dan Harris, and A, Lawrence Kolbe, Risk and Return for

Regulated Indusiries, at 99 (2017).
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ARE VALUE LINE’S PROJECTED DPS AND EPS GROWTH RATES
EQUIVALENT?

No. As shown in Figure AEB-R-22, Value Line’s projected DPS growth rates are
only equivalent to 1ts projected EPS growth rates for 4 of the 24 companies in
Dr. Woolridge’s Panel A proxy group. Projected DPS growth rates for the
remaining 20 companies are either less than or greater than the projected EPS
growth rates. As a result, it would not be reasonable to assume Value Line’s

projected DPS growth rate in perpetuity for these companies.
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Figure AEB-R-22: Vaine Line’s Projected EPS and DPS Growth Rates, Dr.

Woolridge’s Panel A Proxy Group

Pancl A Proxy Group
Alliant Encrgy Corporation
Amcren Corporalion
American Electric Power Co.
Avista Corporation

CMS Encrgy Corporation
Consolidated Edison, Inc.
Dukc Encrgy Corporation
Edison lnternational

Entergy Corporation

Evergy, Ine.

Evcrsource Encrgy

Exclon Corporation
IDACORP, Inc.

MGE Energy, Inc.

Nexiera Encrgy, Inc.)
NorthWesicrn Corporation
OGE Encrgy Corp.

Pimnacle West Capital Corp.
Portland General Electnic Company
PPL Corporation

Public Scrvice Enterprise Group Incorporaicd
Southern Company

WEC Energy Group

Xcel Energy Inc.

141

Value Line

Basis Point

Projected Difference
EPS DPS (EPS - DPS)
6.0% 6.0% 4]
6.5% 6.5% {
6.5% 3.5% 100
6.0% 4.53% 150
3.0% 4.0% 100
6.0% 3.5% 250
3.0% 2.0% 300
6.0% 3.5% 50
0.3% 3.5% (300)
7.5% 7.0% 30
6.0% 6.0% 4]
NMF NMF NMF
3.0% 3.5% (50)
6.0% 3.5% 250
8.0% 9.0% {100
4.0% 2.0% 200
6.3% 3.0% 350
4.53% 1.5% 300
6.0% 3.5% 50
7.5% -0.3% 800
3.0% 3.0% 4]
6.3% 3.3% 300
6.0% 7.0% {100)
7.0% 5.5% 150

Q: IS THE USE OF VALUE LINE’S PROJECTED BVPS GROWTH RATES IN

THE CONSTANT GROWTH DCF ALSO UNREASONABLE?

Yes. Since BVPS is the inverse of DPS (i.e., BVPS growth increases as earnings

are retained and not paid out as dividends), an expected change in the growth in

DPS would also aftect BVPS growth. Thus, given that Vafue Line does not expect

EPS and DPS to grow at the same constant rate, Dr. Woolridge’s reliance on Falue

M Woolridge Dirccl, Exhibit JRW-5 at 4.
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Line’s projected DPS and BVPS growth rates violate one of the primary
assumptions of the constant growth DCF model.
ARE THE RESULTS OF DR. WOOLRIDGE’S CONSTANT GROWTH
DCF USING SUSTAINABLE GROWTH RATES REASONABLE?
No. As a threshold matter, while Dr. Woolridge does not estimate a cost of equity
directly using the sustainable growth rate, he does include the sustainable growth
rates in the average growth rate that he uses to estimate a cost of equity for both
proxy groups. Exhibit AEB-R-13 highlights the fact that the sustainable growth
rates that Dr. Woolridge has included in his DCF analyses are unreasonable. For
example, as shown therein, if Dr. Woolridge had relied solely on his sustainable
growth rates, the resulting median cost of equity would be in the range of 8.08
percent to 8.34 percent for the Panel A Proxy Group depending on whether the 30-
day, 90-day or 180-day average stock prices are utilized. However, all of these cost
of equity results are significantly below the average authorized ROEs for both
electric utilities and natural gas utilities since 2010 that Dr. Woolridge cites in his
testimony.'*?  The Hope and Bluefield decisions, which Dr. Woolridge
acknowledges, require the authorized return to be comparable to other returns
available to investors in companies with similar risk. Dr. Woolridge’s reliance on
sustainable growth rates for purposes of developing his overall growth rates used
in his constant growth DCF analyses clearly do not meet this standard.

Moreover, the use of retention or sustainable growth rates ignores the

extensive academic research demonstrating that EPS growth rates are most relevant

12 1d al 15:1-16:22
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in stock price valuation, and as discussed in my response to Mr. Gorman, academic
research has concluded that the underlying premise of the sustainable growth rate
calculation (i.e., that future earnings will increase as the retention ratio increases)
is inaccurate and that the opposite is true. Finally, Dr. Woolridge’s sustainable
growth rate calculation, which is based on data from Value Line, cannot be expected
to remain constant for the same reasons discussed for the DPS growth rates reported
by Value Line. As such, Dr. Woolridge’s reliance on retention growth rates in the
constant growth DCF model is not appropriate.

DR. WOOLRIDGE CONTENDS THAT HE HAS DEVELOPED AN
ANALYSIS THAT DEMONSTRATES PROJECTED EPS GROWTH
RATES ARE “OVERLY OPTIMISTIC AND UPWARDLY BIASED.”'¥ DO
YOU AGREE WITH THIS ANALYSIS?

No. There are two significant flaws with Dr. Woolridge’s analysis that invalidate
his conclusion that projected EPS growth rates are upwardly biased. The first flaw
1s that Dr. Woolridge conducts his analysis over the period of 1985 through 2022;
however, as discussed in detail later herein, the 2003 Global Analysts Research
Settlement (the “Global Settlement”) served to significantly reduce the bias referred
to by Dr. Woolridge. Specifically, the Global Settlement:

o required financial institutions to insulate investment banking from analysts;
e prohibited analysts from participating in “road shows;”

e required the settling financial institutions to fund independent third-party
research; and

M3 74 al 40:20-44:2, 62:4-653.
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e required analysts covering the common stock of the proxy companies
certify that their analyses and recommendations are not related, either
directly or indirectly, to their compensation.

It is inappropriate to rely on data for the period from prior to the Global Settlement
in an attempt to test for bias that may exist since the implementation of these
significant reforms that were implemented to address potential bias. Therefore, the
underlying data set relied upon by Dr. Woolridge is flawed as a result of his use of
historical data that pre-dates the Global Settlement.
WHAT IS THE SECOND FLAW WITH DR. WOOLRIDGE’S PROJECTED
EPS GROWTH RATE STUDY?
The second flaw in Dr. Woolridge’s projected EPS growth rate analysis is that there
are several examples of abnormally high or low EPS growth rates that bias his
analysis. To estimate the actual three-to-five-year EPS growth rate, Dr. Woolridge
calculated the compound annual growth rate (“CAGR”) over a four-year period.
For example, in his 2021 data, Dr. Woolridge estimated actual EPS growth as the
CAGR over the period of 2017 through 2021. In this instance, since his calculation
relies on actual EPS in 2017 and 2021, it is important to review the EPS in both
years to determine if the EPS in either year is abnormally high or low and thus
possibly aftected by a one-time tinancial event. In fact, Dr. Woolridge notes a
similar concern when discussing Falue Line’s projected EPS growth rates:

It should be noted that Falue Line uses a different approach in

estimating projected growth. Value Line does not project growth

from today, but Value Line projects growth from a three-year base

period — 2020-2022 — to a projected three-year period for the period

2026-2028. Using this approach, the three-yvear based period can

have a significant impact on_the Value Line growth rate if this base
period includes vears with abnormally high or low earnings.
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Therefore, 1 evaluate these growth rates separately from analysts
EPS growth rates.'**

While Dr. Woolridge has recognized the etfect that abnormally high or low actual

EPS could have on Falue Line’s projected EPS growth rates, he does not seem to

account for this concern in his own comparison of actual to projected EPS growth

rates for his sample of electric and natural gas utilities from 1985 to 2022. The

following are examples of the CAGRs that were included in Dr. Woolridge’s

studies that were abnormally high or low and biased his study:

PUG&E Corporation ("PG&EFE”). Dr. Woolridge calculated an actual CAGR
from 2017 through 2021 of -26.40 percent. However, PG&E filed for
bankruptey in 2019 due to claims brought against the company as a result
of billions of dollars of wildfire liabilities.'* Therefore, Dr. Woolridge is
calculating an actual EPS growth rate from 2017 through 2021, where EPS
in 2017 1s not attected by the bankruptcy while EPS in 2021 is atfected by
the bankruptey, resulting in an EPS growth rate over this period of -26.40
percent. Dr. Woolridge should not have included this observation in his
calculation of the average actual EPS growth rate for his sample of electric
and natural gas utilities in 2021. Similarly, PG&E was also included in Dr.
Woolridge's average for 2020, even though the same concern exists. In the
2020 data set calculated by Dr. Woolridge, PG&E’s actual growth rate from
2016 through 2020 was -19.11 percent because he again relied on the pre-
bankruptcy EPS from 2016 as the base for his calculation.

SCANA Corporation (“SCANA”).  While Dr. Woolridge developed a
growth rate for this company in 2019, SCANA was acquired by Dominion
Energy, Inc. on January 1, 2019, therefore it is not clear how Dr. Woolridge
obtained an estimate of EPS for SCANA in 2019, Further, the EPS estimate
he reported for 2019 was extremely low and resulted in an actual EPS
growth rate of -49.24 percent for 2015 through 2019.

NSTAR: Dr. Woolridge included NSTAR in his average actual EPS growth
rate tor his sample in 2015 even though NSTAR merged with Northeast
Utilities to form Eversource Energy (“Eversource”) in Apnl 2012
Dr. Woolridge estimated an actual EPS growth rate of -43.19 percent for
NSTAR in 2015; a period that is several years past the period that NSTAR
even existed. Thus, the inclusion of this growth rate in his 2015 sample is
inappropriate, significantly biases the actual average EPS for his electric

144 fd at 44 119 (emphasis added).
% Value Line report Tor PG&E Corp. (Oct, 20, 2023),
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and natural gas sample group downwards and makes his compariscn to the
projected EPS growth rates invalid.

It is important to note that the aforementioned examples of PG&E, SCANA, and
NSTAR are not an exhaustive list of the errors in Dr. Woolridge’s analysis. The
examples provide evidence that Dr. Woolridge has not reviewed the actual EPS
data for the companies included in his sample to ensure that the results are not
biased by one-time financial events. It is evident given the concerns with
Dr. Woolridge’s analysis that it is not reasonable to use his analysis as a basis to
conclude that projected EPS growth rates are “overly optimistic and upwardly
biased.”
HAVE SEVERAL ACADEMIC STUDIES CONCLUDED THAT
PROJECTED EPS GROWTH RATES ARE NOT UPWARDLY BIASED?
Yes. Several studies have been conducted on data since the Global Settlement
decision was issued and concluded that the bias that may have existed prior to the
settlement was no longer of concern and that any issues related to analysts’
forecasts pertained to firms with characteristics very different trom those of
utilities. For example, Hovakimian and Saenyasiri (2010) found that analyst
torecast bias declined significantly or disappeared entirely since the Global
Settlement:

Introduced in 2002, the Global Settlement and related regulations

had an even bigger impact than Reg FD on analyst behavior. After

the Global Settlement, the mean forecast bias declined significantly,

whereas the median forecast bias essentially disappeared. Although

disentangling the impact of the Global Settlement from that or

related rules and regulations aimed at mitigating analysts’ contlicts

of interest 1s impossible, forecast bias clearly declined around the
time the Global Settlement was announced. These results suggest
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that the recent efforts of regulators have helped neutralize analysts’
conflicts of interest.'*

Other studies such as Hribar and Meclnnis (2012)'*" and Michel and Pandes
(2012)'*® found that analyst earnings forecasts turn out to be too optimistic for
stocks that are more difficult to value, for instance, stocks of smaller firms, firms
with high volatility or turnover, younger firms, or firms whose prospects are
uncertain. These characteristics describe companies that are more volatile and/or
less transparent than the average firm — none of which is applicable to the more
mature and stable utility companies in my and Dr. Woolridge’s proxy groups,
where all companies had at least two analysts providing EPS growth rate estimates
and who, due to their regulated nature, have information transparency.
Consequently, optimism bias is not expected to be an issue for utilities.

IS THERE OTHER ACADEMIC RESEARCH THAT ALSO SUPPORTS
YOUR CONCLUSION THAT THE ANALYSTS’ PROJECTED EPS
GROWTH RATES FOR UTILITIES ARE NOT OVERLY OPTIMISTIC?
Yes. Behn, Choi and Kang (2008) examined the relationship between financial
audit quality and the accuracy of earning growth projections. Ultimately, the

authors concluded that the accuracy of analysts™ earnings growth projections were

16 Armen Hovakimian and Ekkachai Saenvasiri. “Conflicts of Interest and Analyst Behavior:

Evidence from Recent Changes in Regulation,” Financial Analfvsts Journal, Volume 66, Number 4, at 193
(Jul/Aug. 2010).

17 Paul Hribar and John M. McTnnis, “Tnvestor Sentiment and Analysis® Earnings Forecast Errors,”

Management Science (Special Tssue on Behavioral Economics and Finance), Vol 38, No. 2, al 293-307
(Fcb. 2012),

1% Jean-Sebastien Michel and J. Ari Pandes. “ Are Analvsts Really Too Optimistic?,” Social Science

Research Network, (Mar. 13, 2012).
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higher if the company was audited by a “Big 5” accounting firm.!* At the time of
the study, the Big 5 accounting firms were Deloitte & Touche, Price Waterhouse,
KPMG, Ernst and Young and Coopers and Lybrand. However, because of the
merger of Price Waterhouse and Coopers and Lybrand, there are currently four big
accounting firms. As shown in Figure AEB-R-23, all of the companies included in
Dr. Woolnidge’s Proxy Group (as well as in my proxy group) are audited by a “Big
4" accounting firm, thus indicating a higher tforecast accuracy of earnings growth

projections for the proxy group companies.

1% Bruce K. Behn, Jong-Hag Choi and Tony Kang, “Audil Quality and Propertics of Analysts
Earnings Forccasts,” The dccouniing Review, Vol, 83, No. 2, al 327-349 (Mar, 2008),
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Figure AEB-R-23: Auditors of the Proxy Group Companies

Electric Proxy Group
Alliant Encrgy Corporation

Ameren Corporation

American Electric Power Company, Inc.

Avista Corporation

CMS Encrgy Corporation
Consolidated Edison, Inc.
Duke Energy Corporation
Edison ntcrnational
Entergy Corporation
Evergy, Inc.

Eversource Energy
Exclon Corporation
IDACORP, Inc.

MGE Energy, Inc.
NextEra Energy, Inc.
NorthWestcrn Corporation
OGE Encrgy Corporation
Pinnacle West Capital Comporation

Portland General Electric Company

PPL Corporation

Public Service Enterprise Group Incorporated

Southem Company
WEC Energy Group, Inc.
Xcel Energy Ing.

Auditor

Decloittc & Touche LLP
Pricewaterhouse Coopers LLP
Pricewaterhouse Coopers LLP

Decloittc & Touche LLP
PricewatethouscCoopers LLP
Pricewaterhouse Coopers LLP

Deloitte & Touche LLP
PricewatethouscCoopers LLP

Decloittc & Touche LLP

Deloitte & Touche LLP

Deloitte & Touche LLP
PricewatethouscCoopers LLP

Decloittc & Touche LLP
Pricewaterhouse Coopers LLP

Deloitte & Touche LLP

Decloittc & Touche LLP

Emst & Young

Deloitte & Touche LLP

Deloitte & Touche LLP

Decloittc & Touche LLP

Decloittc & Touche LLP

Decloittc & Touche LLP

Deloitte & Touche LLP

Deloitte & Touche LLP

ARE THE STUDIES CITED BY DR. WOOLRIDGE THAT EXAMINE THE
POTENTIAL BIAS IN ANALYSTS’ EPS GROWTH PROJECTIONS
RELEVANT IN THE EVALUATION OF CURRENT EPS GROWTH RATE
PROJECTIONS?

No. Dr. Woolridge references a number of articles that he asserts prove the

potential bias in analysts” EPS projections.'*® However, all but one of these studies

138 Woolridge Dircct at 40:1-43:16.
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were conducted prior to the Global Settlement in October 2003, which changed the
relationship between banking institutions and equity analysts. Theretore, any study
that relies on data prior to the Global Settlement and the changes made in the
banking industry at that time separating banking and equity analysts cannot be
relied upon as representative of current market data.

Further, the one study that Dr. Woolridge relies upon since the 2023 Global
Settlement was prepared by McKinsey and Company in April 2010. This study
notes that the earnings reported by S&P 500 companies met and exceeded the
growth rate projected by analysts between 2003 and 2006.1%! While the McKinsey
study also notes that analysts’ projections did exceed actual earnings growth in
2007 and 2008, this time-period reflected the start of the Great Recession.
Theretore, the fact that analysts’ projections exceeded actual earnings growth
during the 2007-2008 period does not indicate analyst bias, but rather shows that
analysts were unable to predict the severity and magnitude of the financial crisis,
which is no different than any other recession or other unanticipated event (e.g., the
COVID-19 pandemic). Furthermore, the McKinsey study examined analysts’ EPS
forecasts for a given year at one, two, and three years out. 1t did not review the 3-
to 5-year EPS growth rates that I used in my constant growth DCF analysis, which

are meant to represent average growth for a company over a longer peried of time.

131 Marc Goedhart, Rishi Raj, and Abhishek Saxena, “Equity analysts: Still too bullish,” McKinsey

and Company. (Apr. 1. 2010).
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HAVE OTHER REGULATORY COMMISSIONS ALSO RELIED ON
PROJECTED EPS GROWTH RATES AS THE ESTIMATE OF LONG-
TERM GROWTH IN THE CONSTANT GROWTH DCF MODEL?

Yes. For example, the Pennsylvania PUC has historically preferred the use of
analysts’ projected EPS growth rates in the constant growth DCF analysis. 192

IF DR. WOOLRIDGE HAD APPROPRIATELY RELIED ON ANALYSTS’
PROJECTED EPS GROWTH RATES IN HIS CONSTANT GROWTH DCF
MODEL, WHAT COST OF EQUITY WOULD HIS ANALYSIS HAVE
PRODUCED?

Exhibit AEB-R-14 presents Dr. Woolridge’s DCF analysis for his Panel A proxy
group. In this analysis, there is a DCF result for each company in the proxy group
as opposed to applying judgment to determine a single dividend yield and growth
rate for the entire proxy group. As shown, relying on Dr. Woolridge’s proxy group
and using an average of analysts’ projected EPS growth rates for each proxy group
company results in a cost of equity range of 10.11 percent to 10.34 percent
depending on whether the 30-day, 90-day or 180-day average stock prices are
utilized, which is 21 to 44 basis points higher than Dr. Woolridge’ s DCF results of
9.90 percent for his Panel A proxy group in which he uses a single growth rate for
the proxy group based on his judgment. When the maximum projected EPS growth

rate for each proxy group company is utilized, the DCF range is 11.21 percent to

11.44 percent, or 131 to 154 basis points higher than Dr. Woelridge’s DCF

132 Pennsylvania Public Ulility Commission Fi al, v. PECO Fnergy Company-Gas Division,

Pennsylvania. Public Utility Commission, Dockel No. Dockel No. R-2020-3018929, Opinion and Order at
160 (Jun, 17, 2021),
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approach in which he uses a single growth rate for the proxy group based on his
judgment.

D. CAPM
PLEASE SUMMARIZE DR. WOOLRIDGE’S CAPM ANALYSES.
Dr. Woolridge conducts a single CAPM analysis relying on: (1) a risk-free rate
based the current yield on the 30-year Treasury bonds; (2) current adjusted betas
for his proxy group as reported by Vetlue Line and S&P; and (3) a market risk
premium that considers historical risk premia, projected market risk premium
studies (both current and historical studies), surveys of financial professionals, and
historical “building block™ models of the expected market risk premium, giving the
most weight to the estimates of Krol/, J.P. Morgan, KPMG, Professor Damodaran,
and the IESE Business School study. '™
ARE THE RESULTS OF DR. WOOLRIDGE’S CAPM ANALYSES
REASONABLE?
No. Dr. Woolridge’s CAPM result of 855 percent is well below the average
authorized ROE for all electric utilities referenced by Dr. Woolridge from 2010
through 2023, More specifically, the result of Dr. Woolridge’s CAPM analysis for
his Panel A proxy group is 111 basis points selow the average authorized ROE in
2019 which represents the time-frame of the Company’s last rate proceeding, when

interest rates were 152 to 234 basis points fower than in current market

153 Woolridge Dircct at 47:4-39:10,
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conditions.'*® Therefore, the results of Dr. Woolridge’s CAPM analyses do not
appropriately reflect the cost of equity in the current interest rate environment,
DOES THE MARKET RISK PREMIUM CONSIDERED BY
DR. WOOLRIDGE REFLECT THE [INVYERSE RELATIONSHIP
BETWEEN INTEREST RATES AND THE MARKET RISK PREMIUM?
No. Dr. Woolridge’s market risk premium does not reflect the inverse relationship
between interest rates and the market risk premium. Given that current interest rates
on long-term government bonds are below the historical average interest rate of
those same bonds, it is reasonable to expect that the market risk premium should be
greater than the long-term historical average market risk premium of 7.17 percent
— which is not the case for Dr. Woolridge’s CAPM. 1%

In addition, the drawbacks of using survey data include, among other things,
biased responses, biased sampling, being affected by how the questions are asked
and on recent stock price movements, and that surveys can sutfer from low response
rates. However, more importantly, as noted, the author of the IESE Business
School survey on which Dr. Woolridge relies states that the average of the

distribution of the required equity premium from the survey cannot be interpreted

as the required equity premium of the market nor of a representative investor,'®

134 Comparison calculated as the difTerence between the interest rale used in Dr. Woolridge's CAPM

ol 4.30 pereend less the 30-day average 30-vear Treasury bond vicld as of April 3, 2019 (2.98 pereent), when
the Company [(iled its last raic case (Dockel No. 49421) and February 14, 2020 (2.16 percent), when the
scitllement was adopled by the Commission in that proceeding.

155 The market risk premium from 1926-2023 is calculated as the average return on the S&P 500

Index from 1926-2023 (12.04 percent) minus the average income-only return on long-term government bonds
over the same time-period {4.87 percent). (Source: Kroll, Cost of Capital Navigator, 2023).

135 Pablo Fernander, Dicgo Garcia de la Garsa, and Lucia Fernandes Acin, “Survey: Market Risk

Premium and Risk-Free Rate used lor 96 countrics in 20247 TESE Busincss School, at 11 (Mar, 11, 2024)
(cmphasis added).
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CAN YOU DEMONSTRATE THAT THE MARKET RISK PREMIA
DR. WOOLRIDGE RELIES ON FROM KROLL, PROFESSOR
DAMODARAN, J.P. MORGAN, AND KPMG SHOULD NOT BE RELIED
UPON GIVEN THE RESULTS OF DR. WOOLRIDGE’S DCF ANALYSIS?
Yes. Dr. Woolridge states that the electric utilities in both the Panel A and Panel
B proxy groups are less risky than the market overall, which is supported by the
fact that he relies on an average beta coettficient tor the Panel A and Panel B proxy
groups that are less than 1.0 (1.e, he relies on an average beta coefficient of 0.81
tor both the Panel A and Panel B proxy groups). Theretore, the implied market
returns associated with the Kroli, Professor Damodaran, J.P. Morgan, and KPMG
market risk premia should be signiticantly higher than the return Dr. Woolridge
estimates using his constant growth DCF analysis for a group of electric utilities
that are less risky than the market overall. However, as shown in Figure AEB-R-
24, the opposite is true. As shown, the market risk premia published by Kroll,
Professor Damodaran, J.P. Morgan, and KPMG indicate an implied market return
range of 7.90 percent to 9.68 percent, respectively. Therefore, while Dr. Woolridge
concludes that electric utilities are less risky than the market overall, the implied
returns on the stock market overall from Kro//, Professor Damodaran, J.P. Morgan,
and KPMG are less than Dr. Woolridge’s DCF results for a group of electric

utilities.
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Figure AEB-R-24: Implied Market Returns of Dr. Woolridge’s Cited Market Risk

Premia as Compared to His Constant Growth DCF Results'¥’

Dr. Woolridge's Constant

Total Market Growth DCF Result
Implied
Market Risk Risk-Free Market
Premium Rate Return Panel A Panel B
Kroll 5.00% 4.68% 9. 68%
Proflossor Damodaran 4.12% 4.53% 8.63% 9.90% 10.10%
J.P. Morgan 5.00% 4.38% 9.38%
KPMG 4.40% 3.50% 7.90%
Q: WHAT IS THE PRIMARY POINT OF DISAGREEMENT THAT
DR. WOOLRIDGE HAS REGARDING YOUR CAPM ANALYSES?
A Dr. Woolridge contends that the forward-looking market return, and thus market
risk premium, in my CAPM analyses are overstated, '>*
Q: IS THE MARKET RETURN, AND THUS MARKET RISK PREMIUM,
YOU HAVE RELIED ON OVERSTATED AS CLAIMED BY
DR. WOOLRIDGE?
A No. First, as just discussed, Dr. Woolridge’s market risk premia are understated

because of the failure to account for the inverse relationship between interest rates

and the market risk premium. Therefore, as a threshold mater, this error invalidates

1*7 Note, Dr. Woolridge does not specify a market return for his market risk premia; however, the

implied market return for each of the market risk premia sources on which he relies for his CAPM analysis
can be estimated based on the risk-free rate specified by each of those same sources. Specifically. Dr.
Woolridge’s Kro/f market risk preniium reflects the spot vield on the 20-year Treasury bond as of June 10,
2024 as the risk-free rate based on Kro/{’s approach of using the higher of their recommended risk-free rate
or the 20-year Treasury bond vield. Similarly, KPMG does not specifically cite a risk-free rate used to
develop the implied market risk premium; however, KPMG notes that the vields on long-term government
bonds were reviewed to estinate the implied market risk premium. Therefore, since KPMG's implied market
risk premia is as of March 31, 2024, the 30-dav average of the 30-yvear Treasury bond vield as of March 31,
2024 is used as the estimate of the risk-free rate to calculate the implied market retnrm

1% Woolridge Direct at 66:10-80:4.,
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any comparison that Dr. Woolridge attempts to make using his data to suggest that

the market risk premium in my CAPM analysis is overstated.

Moreover, as discussed in my response to Mr. Gorman:

Various other regulatory commissions have supported the calculation of the
market return and thus market risk premium using methodologies that are
similar to the methodology that I rely on.

In its review of FERC Opinion No. 569-B, the U.S. Court of Appeals for
the District of Columbia determined that FERC’s rationale for using
projected EPS growth rates in a constant growth DCF model to estimate the
market return (i.e., the S&P 500 is regularly updated to include companies
with high market capitalization and it includes companies at all stages of
growth, including lower and higher growth potential) was sufficient and did
not accept the challenge to this assumption. !>

The expected market return is reasonable and consistent with the range of
annual equity returns that have been observed over the past century,
whereby the realized equity return over this period was at least as high as
my market return or greater in 51 out of the past 97 vears (ie,
53 percent). 1% Similarly, the market return in my updated CAPM analysis
1s 12.65 percent, which is also less than the realized equity returns in over
50 percent of the last 97, thus demonstrating it is a reasonable expectation
for the market.

In 2015, the Federal Reserve Bank of New York studied 20 methodologies
over the period 1960 through 2013 for estimating the market risk premium
which produced a market risk premium range of -1.0 percent to 14.5
percent. The results of this study demonstrate that my market risk premium
estimates of 8.03 percent to 8.12 percent, which are calculated using my
market return estimate of 12.22 percent, are reasonable. Similarly, the study
also provides support for my market risk premium estimates of 8.15 percent
to 8.35 percent in my updated cost of equity analyses as shown on in Exhibit
AEB-R-3.

For all of these reasons, there is no basis to Dr. Woolridge's contention that the

market return or market risk premia in my cost of equity analyses are overstated.

159 AISO Transmission Owners ef af. v. FERC, 45 F.4th 248, 260 (D.C. Cir. 2022).
160 Bulkley Direct al 73:1-0,
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DR. WOOLRIDGE CLAIMS THAT YOUR MARKET RETURN IS
OVERSTATED BY REFERENCING A LONG-TERM AVERAGE
GROWTH RATE OF 4.00 TO 4.50 PERCENT.!®! [S THIS CONSISTENT
WITH HIS OWN CAPM ANALYSIS?

No. While Dr. Woolridge contends that the market return in my CAPM analysis is
too high by referencing a long-term average growth rate of 4.00 to 4.50 percent, his
own CAPM analysis relies on an implied market return that is significantly higher
than his referenced long-term average growth rate, thus invalidating his critique.
Figure AEB-R-25 summarizes the sources of Dr. Woolridge's market risk premia,
the implied market returns for each of those sources, and the implied long-term EPS
growth rate of the market of each of those sources. As shown, Dr. Woolridge’s
four market risk premium estimates imply market returns that range from 7.90
percent to 9.68 percent. After removing the market dividend yield from the market
return, the implied long-term average market growth rates range from 6.22 percent
to 7.99 percent. These market growth rates are all substantially higher than the
benchmark growth rate of 4.00 percent to 4.50 percent Dr. Woolridge suggests that
demonstrates that my market return is too high. Therefore, while Dr. Woolridge
relies on these four sources to allege that my market return is too high, ironically,

that same data invalidates his own CAPM analysis.

11 Woolridge Dirccl at 74:4-75:3.
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Figure AEB-R-25: Inconsistency between Dr. Woolridge’s Long-Term Market
Growth Rates in his CAPM Relative to his Claimed Long-Term Market Growth

Rates
Dr. Woolridge's
Source of Market Risk Premium
Kroll Prof,
Normalized Damodaran KPMG J.P. Morgan
Market Risk Premium 3.00% 4.12% 3.00% 4.40%
Plus: Risk-Free Rate 4.68% 4.33% 4.38% 3.50%
Implied Market Return 9.68% 8.65% 9.38% 7.90%
Avg, Dividend Yicld of Market 1.63% 1.63% 1.63% 1.63%
Dr. Woolndge's Implied Long-Term
Market EPS Growth Rale in CAPM 7.99% 6.97% 7.69% 6.22%
Dr. Woolndge Claimed Long-Term
Market EPS Growth Rate _ _ 4.00% - 4.50%

Q: DO YOU AGREE WITH DR. WOOLRIDGE THAT THE COMPOUNDED
ANNUAL RETURN ON THE U.S. STOCK MARKET FROM 1928-2023 OF
APPROXIMATELY 10 PERCENT!®2 IS A  REASONABLE
REPRESENTATION OF THE MARKET RETURN FOR THE PURPOSES
OF CALCULATING THE MARKET RISK PREMIUM?

A No. The compound annual return (i.e., the geometric average return) is useful under

the circumstances where an analyst or investor may be interested in the holding
period return; however, that 1s not the relevant return when estimating the market
risk premium. Dr. Woolridge’s suggested use of the compound annual return fails
to consider that annual returns are independent observations, unrelated to the prior

year return. In order to recognize the independent nature of the market returns from

152 7d al 67:7-8.
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year to vear, the appropriate measure is the arithmetic average. The compound
annual return over the nearly 100-year historical time period does not recognize the
wide range of returns over that period. Had Dr. Woolridge appropriately relied on
the arithmetic average reported by Kroll, he would have reported an average market
return from 1926 through 2023 of 12.04 percent,'®* which is generally consistent
with the projected market return reflected in my CAPM analysis as updated with
the most recent data.
IS THERE SUPPORT FOR THE USE OF THE ARITHMETIC AVERAGE
ANNUAL MARKET RETURN IN THE CALCULATION OF THE
MARKET RISK PREMIUM?
Yes. Krofl, which is one of the sources that Dr. Woolridge relies on for his CAPM
analysis, states the following on the use of the arithmetic versus geometric mean:
The equity risk premium data presented in this book are arithmetic
average risk premiums as opposed to geometric average risk. The
arithmetic average equity risk premium can be demonstrated to be
most appropriate when discounting future cash flows. For use as the
expected equity risk premium in either the CAPM or the building-
block approach, the arithmetic mean or the simple difterence of the

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

This is because both the CAPM and building block approach are
additive models, in which the cost of capital is the sum of its parts.
The geometric average i1s more appropriate for reporting past
performance because it represents the compound average return. '™

153 Krolf, Cost of Capital Navigator.
181 2022 SBBI Ycarbook, Kroll al 201,
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HAVE YOU RECALCULATED DR. WOOLRIDGE’S CAPM ANALYSIS
TO ADDRESS YOUR CONCERNS WITH HIS ESTIMATE OF THE
MARKET RISK PREMIUM?

Yes. As shown in Exhibit AEB-R-15, | have developed two adjusted versions of
Dr. Woolridge’s CAPM analysis. The first relies on the historical arithmetic
average market return as reported by Kroll for the period 1926 through 2023, 1% and
the second relies on the most current forward-looking market return as ot the end
of June 2024, As shown, the results of Dr. Woolndge’s CAPM analysis are
understated by approximately 205 basis points when the historical arithmetic
average market return 18 utilized and understated by approximately 255 basis points
when the torward-looking market return is utilized.

OVERALL, HOW WOULD DR. WOOLRIDGE’S COST OF EQUITY
ESTIMATES AND RECOMMENDED ROE CHANGE IF THE ADJUSTED
RESULTS YOU HAVE DISCUSSED FOR BOTH HIS DCF AND CAPM
ANALYSES WERE RELIED UPON?

As summarized in Figure AEB-R-26 (and as also reflected in Exhibit AEB-R-16),
by making reasonable adjustments to Dr. Woolridge’s DCF and CAPM analyses to
address the issues that | have identified, and weighing the results of the DCF and
CAPM equally, the resulting cost of equity is 10.55 percent, which is higher than
the Company’s requested ROE of 10.40 percent, and well above Dr. Woolridge’s

recommended ROE of 9.50 percent.

%5 While T do not agree with the usc of the historical return on Jarge company stocks as the cstimale

of the projecied market return for the reasons discussed, this specilication of the market risk premium is more
appropriale than the cstimales relied by Dr. Woolridge,
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Figure AEB-R-26: Summary of Adjusted Cost of Equity Results!®

Panel A

Proxy Group
DCF 10.25%
CAPM (Hist. Mkt. Return) 10.61%
CAPM (Fwd. Mkt. Return) 11.11%
Average 10.86%
Average DCF/CAPM 10.55%
Company Requested ROE 10.40%

E. ECAPM
WHAT IS DR. WOOLRIDGE’S CRITIQUE OF THE USE OF THE ECAPM
ANALYSIS?
Dr. Woolridge contends that the use of an adjusted beta in the ECAPM is
duplicative and thus produces overstated results. In addition, Dr. Woolridge also
states that he is not aware of any tests to show that the CAPM model underestimates
the cost of equity for regulated utilities or that the ECAPM adjustment is

necessary. '’

%6 The adjusted results reflected in this figure are based on Dr. Woolridge's proxy group. As

discussed herein, [ also disagree with various aspects of Dr. Woolridge's proxy group. however. no changes
to his proxy group have been made for purposes of the adjusted results of Dr. Woolridge’s cost of equity

analvses.

157 Woolridge Dirccl at 65:20-66:9.
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DO YOU AGREE WITH DR. WOOLRIDGE THAT THE ECAPM
INAPPROPRIATELY ADJUSTS THE BETAS AND THUS PRODUCES
OVERSTATED RESULTS?

No. ldisagree with Dr. Woolridge for the same reasons that 1 discussed previously
in response to Mr. Gorman. In summary, the adjustment to beta by Vafue Line and
the use of the ECAPM are not duplicative, but rather are correcting for two different
tactors in the CAPM.

HAVE YOU PREVIOUSLY PRESENTED ACADEMIC STUDIES THAT
HAVE USED ADJUSTED BETAS TO ESTIMATE THE ECAPM?

Yes. While Dr. Woolridge suggests that he is not aware of any tests that rely on
adjusted betas in the ECAPM, I have referenced the Chrétien and Coggins (2011)
study in prior rate proceedings in response to Dr. Woolridge that addresses this
concern.'®® Specifically, Chrétien and Coggins (2011) studied the CAPM and its
ability to estimate the risk premium for the utility industry in particular subgroups
of utilities for a data set that included market data through the end of 2006 1%°
Chrétien and Coggins considered the CAPM, the Fama-French three-factor model,
and a model similar to the ECAPM. The study shows that the ECAPM significantly
outperformed the traditional CAPM at predicting the observed risk premium tor the

various utility subgroups.

18 See, e.g., Conncclicut Public Ulility Regulatory Authority, Docket No. 22-08-08, Dirccl

Testimony of Ann E. Bulkley at 53:5-34:5 (Jan. 6, 2023).

%2 Stéphane Chrétien and Frank Coggins, “Cost of Equity For Energy Utilities: Bevond The

CAPM.” Energv Studies Review, Vol. 18, No. 2, (2011).
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Additionally, as discussed previously, Litzenberger, Ramaswamy, and Howard
(1980) tound that the CAPM tends to understate the return for stocks such as
utilities that have a beta less than 1.00. 1% To develop their analysis, the authors
used historical (i.e., “raw”) betas to estimate the “alpha” factor in the ECAPM.
However, the authors also showed that an “alpha” tactor can be derived tor betas
adjusted using the Blume procedure discussed above and the results of their

analysis for raw betas. The Blume adjustment is shown in the tollowing equation:

Bi = ®Binistorican + (1 — w) [3]
Where:
Bi = Adjusted Beta
p1 [historical] = Raw Beta
w = Blume Adjustment Factor (i.e., 0.67)

The estimate of “alpha’” using Blume adjusted betas can be derived using the results

presented in the “Raw Beta” section of Table | on page 380 and the equations on

page 376:
a=a' - b (=) =0326-0330 ;=) = 0.163 [4]
Where;

a = estimated alpha factor for Blume adjusted Betas
a’= estimated alpha factor using raw betas

b= estimated excess return over the risk-free rate using raw betas

Because the authors relied on monthly returns for stocks in the NYSE, the estimated

“alpha” factor using adjusted betas of 0.163 percent must be annualized.'” When

1" Robert Litzenberger, et af., “On the CAPM Approach to the Estimation of A Public Utility's
Cost of Equity Capital.” The Journal of Finance, Vol. 35, No. 2, at 369-383 (1980).

"1 (1.00163)*12-1=1.97 percent
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annualized, the estimated “alpha” factoris 1.97 percent using Blume adjusted betas,
which is consistent with the “alpha” factor relied on by Dr. Morin of 1 to 2 percent
to develop the 0.25 and 0.75 factors included in the ECAPM that [ rely on in both
my direct and rebuttal testimonies. Therefore, the Litzenberger, ef al. (1980) study
shows that the adjustment to beta and the use of the ECAPM are not duplicative,
but rather account for two different factors in the CAPM,

F. Bond Yield Plus Risk Premium
WHAT IS DR. WOOLRIDGE’S POSITION REGARDING YOUR BOND
YIELD PLUS RISK PREMIUM (*BYRP” OR “RISK PREMIUM”)
ANALYSIS?
Dr. Woolridge disagrees with the Risk Premium approach because: (1) he contends
that the analysis is a gauge of commission behavior rather than investor behavior;
(2) he disagrees with the use of projected Treasury yields; (3) he suggests that
regulatory commissions have been setting ROEs above the cost of equity for
decades, which invalidates the use of the underlying time series data; and (4) he
claims that the analysis is tlawed because it relies on data for all electric utilities
rather than just distribution electric utilities. 72
DO YOU AGREE WITH DR. WOOLRIDGE THAT THE RISK PREMIUM
METHODOLOGY IS NOT VALID BECAUSE IT DOES NOT MEASURE
INVESTOR BEHAVIOR?

No. First, it 1s important to recognize the incensistency in Dr. Woolridge’s

consideration of previously authorized ROEs. On the one hand, Dr. Woolridge

2 Woolridge Dirccl at 80:17-81:17.
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suggests that my BYRP analysis cannot be relied upon because the authorized
ROEs are reflective of regulatory commission behavior and not investor behavior;
however, on the other hand, he devotes an entire section of his testimony to an
analysis of the same data that | use in my BYRP analysis (i.e., authorized ROEs
and 30-year Treasury bond yields),!™ and upon which he also relies as support for
his recommended ROE. Therefore, while Dr. Woolridge suggests that my BYRP
analysis cannot be considered because it reflects other factors such as capital
structure, credit ratings, and other risk measures used by regulatory commissions
to determine appropriate ROEs, he disregards these concerns when he relies on this
data to support his ROE recommendation.'”™ Furthermore, Dr. Woolridge’s
analysis relies on a much shorter time-period of authorized ROE data (i.e., 2010-
2023) and fails to consider the differences between capital market conditions over
the time period he has reviewed and current market conditions. Therefore,
Dr. Woolridge’s criticism of my BYRP analysis is inconsistent with his own
reliance on interest rate and authorized ROE data to suppert his own ROE
recommendation.

WHY 1S IT IMPORTANT TO CONSIDER THE RELATIONSHIP
BETWEEN AUTHORIZED ROES AND TREASURY BOND YIELDS?

It is unquesticnable that both credit rating agencies and investors consider the

authorized ROE data in their determination of the valuation of utility stocks.

Therefore, the relationship between recently authorized ROEs and the prevailing

"3 fd at 15:1-21:17.
U Id al60:21-61:25,
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interest rates at the time that the ROE was authorized is reasonable to consider when
setting the ROE in the context of a rate proceeding. To the extent that the returns
n a jurisdiction are lower than the returns that have been authorized more broadly,
credit rating agencies will consider this in the overall risk assessment of the
regulatory jurisdiction in which the company operates.

DO YOU AGREE WITH DR. WOOLRIDGE’S CONTENTION THAT THE
BYRP ANALYSIS CANNOT BE RELIED UPON BECAUSE IT RELIES ON
PROJECTED TREASURY BOND YIELDS THAT ARE ALWAYS
FORECASTED TO INCREASE?17

No. Dr. Woolridge’s criticism mischaracterizes the analysis that I developed in my
direct testimony. As shown in my direct testimony as well as on Exhibit AEB-R-
6, I have relied on both a current Treasury bond yield (i.e., the current 30-day
average of the 30-year Treasury bond yield), as well as two projections from the
Blue Chip Financial I‘orecast in the BYRP analysis. Thus, Dr. Woolridge’s
suggestion that 1 have only relied on projected Treasury bond yields 1s incorrect.
Further, as shown on Exhibit AEB-R-6, the near-term and long-term projections of
the yield on the 30-year Treasury bond are lower than the current 30-day average
of the 30-year Treasury bond yield, which demonstrates Dr. Woolridge's

conclusion that Treasury bond yield are always forecasted to increase 1s incorrect.

5 Id al 81:6-10,
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IS DR. WOOLRIDGE’S CONTENTION REASONABLE THAT YOUR
BYRP ANALYSIS CANNOT BE RELIED ON BECAUSE IT RELIES ON
AUTHORIZED ROES AND THE WERNER AND JARVIS STUDY (2022)
SHOWED THAT AUTHORIZED ROES HAVE HISTORICALLY
CONSISTENTLY EXCEEDED THE COST OF EQUITY FOR UTILITIES?
No. The Werner and Jarvis (2022) study 1s based on several assumptions that do
not hold, including: (1) a 1-to-1 relationship between yields on Treasury bonds and
changes 1n authorized returns; (2) that the form of the CAPM they rely on produces
accurate results under all market conditions; and (3) the assumption that there is no
difference in the regulatory environment between the US and United Kingdom
(“UK”™). Given that these assumptions do not hold, the study cannot be relied upon
to demonstrate that authorized ROEs in the US overstate the cost of equity.

First, the study’s benchmarking of authorized returns to corporate and
Treasury bond yields incorrectly assumes that a | percentage point change in the
yield on Treasury bonds will result in a 1 percentage point change in the authorized
returns. However, the authors did not provide any references to studies to support
this assumption. Further, when the study calculated an alternative scenario that
assumed the authorized return would change at only half the rate of change in the
Treasury yield (i.e., a 100 basis point increase in the Treasury yield would result in
a 50 basis point increase in the authorized ROE), the spread between the estimated
benchmark returns and the authorized returns decreased significantly and did not
show an increasing trend over the study period.

Second, the study’s comparison of authorized returns to the cost of equity

estimates of the CAPM relies entirely on the authors’ selected data inputs being the

Rebuttal Testimony of Ann E. Bulkley
CenterPoint Energy Houston Electric, LLC



Page 142 of 172

correct inputs to estimate the CAPM, as well as the assumption that the CAPM will
produce accurate results under all market conditions. This assumption is highly
unlikely particularly since Werner and Jarvis rely on two CAPM analyses that
consider different inputs — and specifically acknowledge that “[s]eemingly
objective methods like the capital asset pricing model cannot provide a definitive
answer on the cost of equity.”!’® For example, the first CAPM analysis resulted in
a spread between the estimated cost of equity and the authorized return of 5.60
percentage points in 2020, while the second CAPM analysis produced a spread of
only 0.786 percentage points.!”” In addition, while the authors estimate that the
approved ROEs have been higher than various benchmarks and historical
relationships suggest, they acknowledge that their results are “necessarily
uncertain.”'"®

Finally, 1t is not reasonable to draw conclusions from a comparison of the
authorized returns of electric and natural gas utilities in the US to the returns
autherized for utilities in the UK without considering the effect that the different
regulatory and capital market environments have on the business risk of the utilities
and investor return requirements. As Werner and Jarvis acknowledge, “there are
many ditferences between the utility sector and investor environment in the US and
UK. Werner and Jarvis have not considered the effect of the regulatory

environment on the cost of equity for the electric and natural gas utilities in either

I*6 Karl Dunkle Werner and Stephen Jarvis, “Rate of Return Regulation Revisited.” Working Paper,

Energy [nstitute, University of California at Berkeley, at 36 (2022).

YT I al26.
"8 fd. at 35.

9 I al 28,
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the UK or US; therefore, it is not reasonable to cenclude that the authorized ROEs
in the US are too high based on a comparison to the returns authorized to utilities
in the UK. As aresult, given the limitations of the Werner and Jarvis (2022) study,
1t 1s not reasonable for Dr. Woolridge to use this study to conclude that prior
authorized returns tor utilities have exceeded the cost of equity.

DO YOU AGREE WITH DR, WOOLRIDGE THAT AUTHORIZED ROES
ARE ABOVE INVESTORS’ REQUIRED RETURNS BECAUSE THE
MARKET-TO-BOOK RATIOS FOR ELECTRIC UTILITIES ARE
GREATER THAN 1.0?

No. There are several reasons why the market-to-book ratio for utilities may exceed
1.0 other than the ROE exceeding the cost of equity. For example, Dr. Lawrence
Kolbe and Dr. Michael Vilbert outlined a few factors in a 2016 presentation to the
CPUC utled “Moving Toward Value in Utility Compensation Shareholder Value
Concept.” As Drs. Kolbe and Vilbert noted, even if one assumes that the theory of
the Efficient Market Hypothesis (“EMH”) holds,'® there are several important
conditions that must hold before one can assume that the ROE equals the cost of
equity at a market-to-book ratio of 1.0 for regulated utilities. Those conditions
include:

e A utility has to be regulated on rate base 1dentical to its GAAP book value.
e A utility has to have 100 percent regulated operations.

¢ The regulatory system has to be in tull equilibrium (i.e., there cannot be a
lag in the adjustment of the authorized ROE to the market cost of equity),
and,

'8 The theory of the EMH contends that all information that is currently known by investors is

already reflected in current stock prices. See Shiller, R. J. (1981). Do Stock Prices Move Too Much to be
Justified by Subsequent Changes in Dividends? The American Economic Review, Vol. 71, No. 3, at 421-136.

Rebuttal Testimony of Ann E. Bulkley
CenterPoint Energy Houston Electric, LLC



Page 144 of 172

e The ROE expected, on average, has to equal the authorized ROE. 18!

As Drs. Kelbe and Vilbert concluded, 1t 1s very unlikely that all of these conditions
will be satisfied. For example, changes in cost trends or regulatory lag can cause a
utility to earn more or less than the allowed return, and if the expected return
deviates from the allowed return, then the allowed return will not equal the cost of
equity and the market-to-book ratio will not equal 1.0.

Moreover, as also noted by Dr. Kolbe and Dr. Vilbert: (1) there is no
consensus among economists regarding whether the theory of the EMH holds and
share prices are rationally priced; and (2) even if the EMH holds, there is also no
consensus regarding which model (i.e., DCF, CAPM, ECAPM) produces
reasonable estimates of the cost of equity. In fact, Nobel Prize-winning economist
Dr. Robert Shiller and others have provided compelling evidence against the EMH,
concluding that share prices are not rationally priced, and that the DCF medel does
not tully explain changes in share prices and thus will not accurately estimate the
required return of investors.'*? There are numerous practical examples supporting
this position (e.g., large sudden declines in the market such as Black Monday in
1987, the Great Recession of 2008/09, the COVID-19 crash in March 2020, and the
“tech bubble” of the late 1990s) that cannot be explained by new information

regarding dividends.'®?

81 A Lawrence Kolbe, Ph.D. and Michacl J. Vilberl, Ph.D., “Moving Toward Valuc in Ultility

Compensation Sharcholder Value Concepl, Presented 1o the California Public Ultilitics Commission, (Jun, 13,

182 R, J. Shiller, “Do Stock Prices Move Too Much to be Justified by Subsequent Changes in

Dividends?.” The American Economic Review. 1981, Vol 71, No. 3. at 42-436.

5 See alse, R. J. Shiller, “From Efficient Markcts Theory 1o Behavioral Finance,” Jowmnal of

Foonomic Perspeciives, 2003, Vol 17, No. 1. at 83-104. Dr. Shiller contended that there were *assct
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VIII.  RESPONSE TO MS. PERRY

PLEASE SUMMARIZE MS. PERRY’S TESTIMONY REGARDING THE
COMPANY’S PROPOSED ROE?

Ms. Perry does not conduct an ROE analysis and does not provide a specific ROE
recommendation for the Company in this proceeding. Rather, Ms. Perry
recommends that the Commaission closely examine the Company’s proposed ROE
in light of (1) the Company’s currently authorized ROE; and (2) authorized ROEs
in Texas and other jurisdictions nationally since 2021.'%

WHAT IS YOUR RESPONSE TO THE DATA THAT MS, PERRY HAS
PROVIDED FOR THE COMMISSION’S CONSIDERATION REGARDING
ROES THAT HAVE BEEN AUTHORIZED SINCE 2021?

Ms. Perry’s analysis of authorized ROEs suffers from several flaws. While
Ms. Perry is correct to limit the sample companies to distribution-only electric
utilities, her sample incorrectly includes the authorized returns for companies that
were determined as part of an annual formula rate filings, fails to consider the
market conditions at the time of the rate proceeding, and fails to consider the
authorized capital structure, and therefore differences in the financial risk resulting

from the regulatory decisions that she contends reflect national trends.

bubbles” such as the “tech boom™ from 1994 to 2000 that resulted in substantial increases in share prices that
could not be explained by market fundamentals.

1 Perry Dirccl at 5:19-21,
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WHY IT IS IMPORTANT TO EXCLUDE FORMULA RATEMAKING
CASES FROM THE AUTHORIZED ROE DATA THAT IS CONSIDERED
INSETTING THE RETURN FOR CENTERPOINT HOUSTON?

ROEs that are established pursuant to a formula should be excluded from any
analysis concerning CenterPoint Houston because these regulatory constructs are
inconsistent with the form of regulation relied upon by this Commission in setting
the Company s authorized ROE. In particular, the Illinois tormula rate proceedings
reflect annual revenue requirement changes that included all capital investment
incurred in the prior year, rather than the traditional ratemaking structure employed
in Texas. Therefore, returns established under formula rate plans are not
comparable to Texas regulation and should not be considered in setting the ROE
for CenterPoint Houston.

DO YOU AGREE WITH MS. PERRY’S REVIEW OF AUTHORIZED ROES
SINCE 2021 AS A BASIS FOR COMPARISON TO THE COMPANY’S
CURRENT COST OF EQUITY?

No. Ms. Perry’s review of authorized ROEs over this time peried fails to consider
that market conditions have changed dramatically over this period. As discussed
previcusly herein, since the Company’s last rate case, the following significant
changes have occurred to macroeconomic indicators that atfect the cost of equity:

o The federal funds rate has increased nearly 295 basis points.

e The yield on the 30-year Treasury bond has increased nearly 160 basis
points.

e The yield on the Moody’s Baa utility bond index has increased nearly 135
basis points.

e Core inflation is currently higher by more than 100 basis points.
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These factors demonstrate that directionally, the cost of equity has increased. As
shown in Exhibit AEB-R-6, the long-term relationship between authorized ROEs
and Treasury bond yields demonstrates that as interest rates increase, the authorized
ROE has increased by approximately S8 percent. This historical relationship
generally supports the Company’s requested ROE.

HOW DO CURRENT MACROECONOMIC INDICATORS COMPARE TO
THE MARKET CONDITIONS AT THE TIME OF THE COMMISSION’S
DECISIONS IN THE OTHER TEXAS CASES THAT MS. PERRY HAS
SUMMARIZED?

First, it is important to note that in the cases for El Paso Electric (Docket No. 52195)
and Entergy Texas (Docket No. 53719) the ROE was determined in the context of
a broader settlement agreement. While the Commission approved the settlements,
the Commission did not expressly determine the ROE in those proceedings. Figure
AEB-R-27 summarizes market conditions for the remaining two Commission
decisions referenced by Ms. Perry beginning in 2021. As shown, interest rates

continued to increase significantly over this time period.

Rebuttal Testimony of Ann E. Bulkley
CenterPoint Energy Houston Electric, LLC



Page 148 of 172

Figure AEB-R-27: Summary of Market Conditions for Recent Texas Rate

Proceedings
30-Day Avg
30-Day Avg Moady's
Federal 30-Year Baa-rated  Core
Filing  Funds Treasury Utility  Inflation Auth'd
Company Docket  Date Rate Bond Yicld  Bond Yicld  Rate ROE
SWEPCO 51415 11/18/2021 0.08% 2.01% 3.28% 4.97%  9.25%
Oncor Energy Delivery 33601 3/9/2023  4.57% 3.82% 5.57% 5.56% 9.70%

Q: SHOULD MS. PERRY HAVE ALSO EVALUATED THE AUTHORIZED
CAPITALIZATION IN THE ANALYSIS THAT SHE PRESENTED

REGARDING NATIONAL TRENDS IN AUTHORIZED ROES?

A Yes. Capitalization aftects the overall tinancial risk of the company. To the extent

that a company has greater leverage, there is increased risk to equity, since equity
holders are the last claimants in the event of the dissolution of the company.
Further, creditors and credit rating agencies also consider the overall leverage in
their determination of the overall risk profile of a company. Credit rating agencies
use various funds from operations-to-debt metrics, which are affected by the overall
capitalization of the company, in establishing their credit ratings. An analysis that
considers only the ROE without consideration of the differences in financial risk,
1s flawed and cannot be relied upon to determine an appropriate ROE. This is of
particular importance in this proceeding, where there is a significant difference
between the Company’s equity ratio and the average equity ratio of the proxy group

entities,
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HAVE YOU CONDUCTED SUCH AN ANALYSIS?

Yes. As shown in Exhibit AEB-14 to my direct testimony, the utility operating
companies of the proxy group companies have an equity ratio on average of
approximately 52.42 percent, which means that, given the Company’s proposed
equity ratio of 44.90 percent, the Company would have significantly greater
leverage than the proxy group on average. As discussed in my direct testimony,
this difference in the capitalization of the company results in signiticantly greater
risk for CenterPoint Houston than the proxy group.

HAS MS. PERRY REVIEWED THE CAPITALIZATION OF THE
COMPANIES IN HER NATIONALLY AUTHORIZED ROE ANALYSIS?
Yes. While Ms. Perry does not suggest that the Commission consider this
information, as shown in Exhibit LVP-2, and summarized below in Figure AEB-
R-28, Ms. Perry provides the average equity ratios for the same group of companies
that she includes in her review of authorized ROEs. As shown in Figure AEB-R-
28, the range of authorized ROEs has been significantly higher than the return
authorized in CenterPoint Houston’s last rate proceeding. Further, it is important
to note that equity ratios are also significantly higher than the Company’s proposed

equity ratio. For example, in 2023, the mean equity ratio was 630 basis poinis

higher than the Company’s requested equity ratio, demonstrating that the
Company’s capital structure, it approved as requested, represents signiticantly
greater financial risk than the capital structures that have been authorized for

distribution electric utilities in other regulatory jurisdictions across the country.
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Figure AEB-R-28: National Trends: Summary of Authorized ROEs

L

and Equity Ratios!%
Authorized ROEs Equity Ratio
Mean Median Min Max Mean Median Min Max
2021 939% 9.32% 9.00% 9.70% 48.72% 49.21% 43 43% 50.68%
2022 947% 9.50% 9.00% 10.00% 30.58% 30.50% 48.00% 3387%
2023 933% 9.33% 9.20% 9.60% 49 07% 49 50% 48.00% 33.00%
2024 9.60% 9.60% 9.60% 9.60% 31.20% 31.20% 30.50% 31.90%

WHAT ARE YOUR CONCLUSIONS REGARDING MS. PERRY’S
ANALYSIS AND HER RECOMMENDATION TO THE COMMISSION?

Ms. Perry has not conducted a market-based, risk-comparable analysis of the
investor required ROE 1n the current market environment for an investment in
CenterPoint Houston. Therefore, her recommendations to the Commission lack the
analytical rigor necessary to inform their decision on the appropriate ROE for the
Company. Further, Ms. Perry’s analysis of recently authorized ROEs fails to
consider critical differences between the decisions that she summarizes and the
current circumstances, specifically, the differences in market conditions at the time
that the ROEs she has reviewed were authorized, and the differences in overall
financial risk faced by CenterPoint Houston as a result of its capitalization as
compared to the national trends in capitalization. For all of these reasons, 1
recommend that Ms. Perry’s testimony be afforded no weight in the determination

of the ROE or equity ratic for CenterPoint Houston.

185 Gee id., Exhibit LVP-2.
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[IX. CAPITAL STRUCTURE

WHAT HAVE PARTIES RECOMMENDED REGARDING THE

APPROPRIATE CAPITAL STRUCTURE FOR THE COMPANY?

The parties in this proceeding have recommended the following regarding the

appropriate capital structure for the Company:

Mr. Filarowicz recommends an equity ratio of 42.5 percent, stating that the
Commission’s conclusions in its decision in Docket No. 22344, which
resulted in a capital structure for transmission and distribution only electric
utilities consisting of 60 percent long-term debt and 40 percent equity, are
still relevant in the current market.'® In addition, Mr. Filarowicz states that
many other electric transmission and distrbution utilities (“TDUs”) in
Texas also have the same authorized capital structure, including Oncor,
which the Commission authorized in June 2023 in a fully litigated
proceeding. ¥’

Mr. Gorman proposes a capital structure consisting of 42.50 percent
common equity and 57.50 percent long-term debt.'® Mr. Gorman opposes
the Company’s proposed capital structure because:

o Despite its large capital program that may strain its credit metrics
during the period in which significant capital will be expended, the
Company’s proposed 44.9 percent equity ratio 18 not necessary to
support the Company’s current bond rating and access to capital . 1*

o Increasing the equity ratio would increase customer costs and
disregard the Company’s need to manage customer affordability.**

o The average common equity ratio for the proxy group of 40.6
percent including short-term debt, and 44.1 percent excluding short-
term debt, is comparable to his proposed equity ratio for the
Company of 42.50 percent.'”!

Mr. Mac Mathuna recommends a 42.50 percent ratemaking equity ratio
because:

1% Filarowics Dircct at 30:1-31:21,
W7 fd at 28:11-15.

188 Gorman Dirccl at 36:20-37:3,
182 fd. at 29:1-30:23.

W0 R il 27:13-15,

97 Tl al 39:22-40:2.
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o The Company’s proposed equity ratio of 44.9 percent exceeds the
median and average of the actual equity ratios of Dr. Woolridge’s
proxy group (i.e., 44.4 percent and 44.0 percent, respectively) and
of my proxy group (i.e., 440 percent and 43.9 percent,
respectively). 1

o The Company’s requested equity ratio is greater than the actual
equity ratio of its parent, CNP, in 2023 of 35.5 percent in 2023, as
well as its projected equity ratio through 2028.'”

o The Company’s currently authorized equity ratio 1s consistent with
the Commission’s most recent rate decision for Oncor, also a TDU.

e Dr. Woolridge does not propose a specific capital structure for the
Company, but rather relies on the recommendation of Mr. Mac Mathuna.
Nonetheless, Dr. Woolridge calculates the average actual equity ratios at
the holding company for his proxy group and my proxy group.!*

HAS MR. FILAROWICZ EVALUATED THE FINANCIAL RISK OF
CENTERPOINT HOUSTON RELATIVE TO THE PROXY GROUP?

No. Mr. Filarowicz has not compared his recommended equity ratio to the proxy
group to assess the financial risk of CenterPoint Houston relative to the companies
n his proxy group. Mr. Filarowicz contends that the Commission’s conclusions in
Docket No. 22344 from December 2000 as to the capital structures for TDUs
remain for two reasons: (1) there are several mechanisms by which the Company
can timely recover its transmission and distribution investments; and (2) the factors
outlined in the Commission’s report to the Texas Legislature in January 2017
retflect the low-risk environment for TDUs operating in ERCOT. In fact,
Mr. Filarowicz states that, the Commission should not consider the capital

structures of the proxy group companies.'”

192 Mac Mathuna Direct at 9:11-10:9.
W3 7d al 11:53-6,
194 Woolridge Direct at 24:16-19.

%% Filarowicz Dirccl al 33:19-34:10.
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WHY DOES MR. FILAROWICZ RECOMMEND THAT THE
COMMISSION NOT CONSIDER THE CAPITAL STRUCTURE OF HIS
PROXY GROUP COMPANIES?

Mr. Filarowicz states that, the Commission should not consider the capital
structures of the proxy group companies because the proxy groups use data tor
holding companies, and not the operating utilities of those holding companies, and
CenterPoint Houston is an operating utility of its holding company parent, CNP. In
addition, Mr. Filarowicz states that the Commission has not typically considered
the capital structures of the companies in the proxy group when determining
appropriate authorized regulatory capital structures for electric utilities. '

ARE EITHER OF THE REASONS NOTED BY MR. FILAROWICZ TO
SUPPORT HIS POSITION THAT THE COMMISSION SHOULD NOT
CONSIDER THE CAPITAL STRUCTURES OF THE PROXY GROUP
COMPANIES REASONABLE?

No. First, | agree with Mr, Filarowicz that the Commission should not consider the
actual capital structures of the proxy group holding companies because the
companies most comparable to CenterPoint Houston are the utility operating
subsidiaries of the holding companies in the proxy group. This is the reason that I
evaluated the capital structures of utility operating subsidiaries in Exhibit AEB-13
in my direct testimony. However, Mr. Filarowicz has not conducted any analysis
of the holding companies or their utility operating subsidiaries, and nor has he

suggested that the analysis in Exhibit AEB-13 should not be considered. The

195 1
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determination of the ROE is based on the expected return for a proxy group of
companies that are generally comparable in risk to CenterPoint Houston. The
equity ratio 1s a measure of the financial risk of the company, and the authorized
ROE is the return to compensate investors for that risk. Since Mr. Filarowicz relies
on the cost of equity estimates for the proxy group companies to establish his
recommended ROE for the Company, it is important that the financial risk of
CenterPoint Houston be similar to the financial risk of the proxy group. Therefore,
Mr. Filarowicz is inconsistent in his assessment of financial risk. If Mr. Filarowicz
had been consistent in his approach, he would have compared his proposed equity
ratio to the average equity ratio of the proxy group to assess the financial risk of
CenterPoint Houston to the proxy group.

Second, simply because the Commission has not typically considered the
capital structures of the companies in the proxy group provides no basis for why
the Commission should not consider the capital structures of the operating utility
subsidiaries of the proxy group companies when establishing the capital structure
for the Company in this proceeding.

IS MR. GORMAN’S EVALUATION OF THE COMPANY’S PROPOSED
EQUITY RATIO IN THIS PROCEEDING CONSISTENT WITH HIS
EVALUATION OF THE PROPOSED EQUITY RATIO IN OTHER
RECENT PROCEEDINGS?

No. Mr. Gorman’s evaluation of the Company’s proposed equity ratio in this
proceeding differs in three material respects from his recent testimony in March
2024 in the CenterPoint Energy Indiana South (“CEI South™) proceeding.

Specifically, in that recent proceeding, Mr. Gorman:
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¢ Evaluated the median and average authorized equity ratios over the past
decade.'”’

¢ Considered the median S&P adjusted debt ratio by credit rating for the
utilities classified by Valwe Line as either electric, natural gas or water
utilities in determining his recommended capital structure,

e Proposed a specific basis point adjustment to his recommended ROE to
account for his contention regarding CEI South’s proposed equity ratio
relative to the average actual equity ratio for the proxy group.'”

Inexplicably, Mr. Gorman has done none of these things in the current proceeding
when evaluating the Company’s proposed equity ratio and recommending his own
equity ratio. However, the information previously presented by Mr. Gorman
demonstrates that the Company’s propesed equity ratio of 44.9 percent is
reasonable.

Q: IN HIS RECENT TESTIMONY IN THE CElI SOUTH PROCEEDING,
WHAT DID MR. GORMAN CONCLUDE REGARDING THE
AUTHORIZED EQUITY RATIOS FOR ELECTRIC UTILITIES?

A Figure AEB-R-29 presents Mr. Gorman’s analysis of previously authorized equity
ratios for electric utilities that he presented in his testimony in the CEl South rate
proceeding. Based on this analysis, Mr. Gorman concluded that, “the industry
average and median common equity ratios for electric utilities over the last 10 years
have been consistently about 50.00% - 52.00%.7?*"  Therefore, based on

Mr. Gorman’s own recent evaluation of historical authorized equity ratios for

1% Indiana Utility Regulatory Commission, Canse No. 45990, Direct Testimony of Michael P.
Gorman at 60 (Table 12).

1% 77 al 62 (Table 13).
% 4. at 99:2-14.
20 77 a 59:1-13.
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electric utilities, the Company’s proposed equity ratio of 44,9 percent is well below

the range of average and median authorized equity ratios since 2013.

Figure AEB-R-29: Mr. Gorman’s Analysis of Authorized Common Equity Ratios

for Electric Utilities Since 2013201

Electric’
Year Average Median
(1) (2] (3)
2013 50.12% 51.03%
2014 5028% 50 00%
2015 50 24% 50 48%
2015 49.70% 45 5%
2017 50.02% 49 85%.
2018 50 60% 50 23%
2019 51.55% 51.37%
2020 50.94% 51.17%
2021 51.01% 52 D0%
2022 51.50% 51.92%
2023 51.58% 5227 %
Min 49 70% 49 85%
Max 21.55% 52.00%
Average 50 60% 50 80%
hedian 50.44% 50.75%

DOES THE ANALYSIS MR. GORMAN CONDUCTED REGARDING THE
MEDIAN S&P ADJUSTED DEBT RATIO FOR UTILITIES BY CREDIT
RATING ALSO SUPPORT THE COMPANY PROPOSED EQUITY
RATIO?

Yes. Mr. Gorman has in many prior proceedings considered the median S&P
adjusted debt ratio by credit rating for the utilities classified by Fafue Line as either

electric, natural gas or water utilities in determining his recommended capital

21 §&P Global Market Intelligence: data through December 31, 2023 Excludes Arkansas, Florida,

Indiana, and Michigan because they include non-investor capital.
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structure. For example, the analysis that he presented three months ago in his
testimony in the CEI South proceeding is shown in Figure AEB-R-30.%"> As
discussed in my direct testimony, CenterPoint Houston is currently rated BBB+ by
S&P and is proposing a capital structure that consists of 55,10 percent debt and
44 90 percent equity. Theretore, based on Mr. Gorman’s recent analysis shown in
Figure AEB-R-30, the median debt ratio for a company with an S&P credit rating
of BBB+ was 50.8 percent — which is subsiantially lower than the Company’s

proposed debt ratio of 553.10 percent.

Figure AEB-R-30: Mr. Gorman’s Calculation of the Median S&P Adjusted Debt
Ratio by Credit Rating for the Utilities classified by Vafue Line as Either, Natural

Q:

Gas, or Water Utilities

% Distribution of 3-Year Average Utilities
Rating Median =45 45 to 50 50 to 55 =585 Per Category
AA- 42.7% 100% (% 0% 0% ]
A+ 55.4% 25% 13% 25% 38% 3
A 46.8% 28% 36% 17% 19% 12
A- 31.4% 11% 31% 30% 9% 38
BBB+ 50.8% 6% 34% 50% 10%
BEBB 52.5% 16% 22% 36% 27% 15

IS MR. GORMAN’S AND MR. MAC MATHUNA’S USE OF THE UTILITY
HOLDING COMPANY EQUITY RATIOS AS A COMPARISON TO THE
COMPANY’S PROPOSED CAPITAL STRUCTURE ACCURATE?

No. There are two problems with Mr. Gorman’s and Mr. Mac Mathuna’s
comparisons of the Company’s proposed equity ratio to the equity ratios of the

proxy group holding companies. First, itis not appropriate to compare the projected

2= Tndiana Utility Regulatory Commission, Cause No. 43990, Dircct Testimony of Michacl P.

Gorman at 62 (Table 13).
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equity ratio of the Company to the average equity ratio of the proxy group at the
holding company level. Second, even though it is not appropriate, if the capital
structures at the holding company level are considered, the market value of debt
and equity must be used to estimate the percentage of debt and equity in the capital
structure, not the book value of debt and equity.

WHY IS IT INAPPROPRIATE TO RELY ON THE HOLDING COMPANY
CAPITAL STRUCTURES TO ESTABLISH THE CAPITAL STRUCTURE
FOR THE OPERATING COMPANIES?

The holding company data on which these witnesses rely includes corporate-level
debt that is not part of the regulated or financial capital structure of the cperating
utilities. The relevant capital structure for comparison purposes to the Company is
at the operating company level, not the holding company. The Commission should
establish rates in this proceeding based on CenterPoint’s Houston’s capital structure
on a stand-alone basis. Therefore, it is reascnable and appropriate to rely on the
operating company capital structures that have been used to tund utility operations
for the comparison of the Company to other electric utilities.

IS THE COMPANY’'S PROPOSED EQUITY RATIO REASONABLE
WHEN COMPARED WITH THE EQUITY RATIOS OF THE OPERATING
UTILITIES OF THE PROXY GROUP HOLDING COMPANIES?

Yes. As shown in Exhibit AEB-14 of my direct testimony, the Company’s
proposed equity ratio is approximately 740 basis points below the average actual

equity ratio of the operating utilities of the proxy group companies.
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WHY IS IT INAPPROPRIATE TO RELY ON THE BOOK VALUE OF THE
CAPITAL STRUCTURES OF THE PROXY GROUP COMPANIES AT
THE HOLDING COMPANY LEVEL FOR THEIR COMPARISON TO THE
COMPANY’S PROPOSED CAPITAL STRUCTURE?

The use of the book value of debt and equity for the proxy group companies at the
holding company level creates a mismatch between the capital structure data that is
being used to determine the reasonableness of the Company’s equity ratio and the
data that 1s being used in the models to determine the cost of equity for the
Company. For example, Mr. Filarowicz, Mr. Gorman, and Dr. Woolridge consider
a DCF model to determine the cost of equity for the Company and estimate the
dividend yield based on the expected dividends of the proxy group companies and
their respective current stock prices — which 1s the current market value of their
equity. Similarly, both Mr. Gorman and Dr. Woolridge (and Mr. Filarowicz
previously) also rely on the CAPM to estimate the cost of equity for the Company,
and in doing so, rely on beta coefticients — which reflect the returns of each proxy
group company based on that company’s respective market value. Therefore, the
costs of equity developed by these witnesses is intended to represent the percentage
return required by investors on the marker value of equity not the book value.
WHAT IS THE EFFECT OF RELYING ON THE REQUIRED RETURN ON
THE MARKET VALUE OF EQUITY FOR ASSESSING THE COST OF
EQUITY, BUT THEN THE BOOK VALUE OF DEBT AND EQUITY FOR
ASSESSING THE CAPITAL STRUCTURE?

It the market value of debt and equity are substantially ditferent than the book value

of debt and equity, then the resulting cost of equity estimate would not reflect the
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financial risk of the book value capital structure. This 1s illustrated in the following

203

set of equations found readily in corporate finance textbooks. As shown in

Equation [3], the value of a company (or asset) 1s determined as follows:

V=D+E [3]

Where:
V = Market value of a company/asset
D = Market value of debt
E = Market value of equity

For simplicity, it it 1s assumed that there are no taxes, based on Equation [3], the

total return on V can be estimated as follows:

E+D 'F 4]

Where:

ry = expected return on assets / weighted-average cost of capital
rp —expected return on debt

rg - expected return on equity

Then, Equation [4] can be rearranged into the following form to solve for the

expected return on equity, 7g:

D
rg= 1, + (v —7p) T [5]
As shown in Equation [5], the expected return on the market value of equity 15 a
tunction of the market debt-to-equity ratio. As the percentage ot debt increases, the

financial risk of the firm increases, and thus investors require a higher return to

23 Richard Brealey, Stewarl Myers, and Franklin Allen, Principies of Corporate Finance, 13" Ed.,
al 452-462 (2020).
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compensate for the additional financial risk. Therefore, if the book debt-to-equity
ratio for the proxy group is substantially difterent than market debt-to-equity ratio,
the expected return on equity will also be substantially different.

IS THE BOOK VALUE DEBT-TO-EQUITY RATIO DIFFERENT FROM
THE MARKET VALUE DEBT-TO-EQUITY RATIO FOR THE PROXY
GROUP?

Yes. As shown in Exhibit AEB-R-17, the average market value common equity
ratio for the proxy group as of December 31, 2023 is 53.79 percent. Given that
both Mr. Gorman and Dr. Woolridge estimate the cost of equity using the DCF and
CAPM analyses based on the market value of their respective proxy group
companies’ equity, the costs of equity estimated by these witnesses for the proxy
group reflect the financial risk of a marker value common equity ratic of 53.79
percent based on Equation [5]. This means that the market value common equity
ratio of the proxy group 1s significantly greater than the average book value equity

ratios cited by Mr. Gorman of 44.1 percent (excluding short-term debt), %4

and by
Mr. Mac Mathuna of 44.0 percent and 43.9 percent based on Dr. Woolridge’s and
my proxy groups, respectively. Likewise, when the analysis 1s done correctly, this
also means that the Company’s proposed equity ratio of 44.90 percent is also well

below the average market value common equity ratio for the holding companies of

the proxy group.

21 Gorman Dircel at 39:22-40:2.
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IS THERE A RELATIONSHIP BETWEEN THE ROE AND THE EQUITY
RATIO?

Yes. As discussed in my direct testimony, as the equity ratio decreases, the
remainder of the capital of the company 1s sourced through debt, thereby increasing

a company’s leverage and reducing its financial flexibility.?*®

Higher leverage
creates greater risk to equity, since debt has priority payment over equity in the
event of the dissolution of a company. Therefore, as leverage increases, and the risk
to equity holders of repayment increases, 1t 15 reasonable to expect that the investor-
required return on equity would also increase.

HAVE MR. GORMAN OR DR. WOOLRIDGE APPROPRIATELY
CONSIDERED THEIR RECOMMENDED ROES GIVEN THE EQUITY
RATIOS THAT THEY ARE ALSO RECOMMENDING?

No. Since the book value capital structures of the proxy group companies cited
Mr. Gorman and Mr. Mac Mathuna have a greater amount of leverage (1.e., a higher
proportion of debt than equity) than the proxy group means that they have relatively
greater financial risk than a company with a higher proportion of equity and a lower
proportion of debt. Given the greater financial risk implicit in the capital strucures
proposed by Mr. Gorman and Mr. Mac Mathuna, investors would require a higher
cost of equity than estimated by their respective DCF and CAPM analyses, which,
as discussed, are based on market values — not book values. Therefore, by relying

on a cost of equity estimate based on market values but a capital structure based on

book values as Mr. Gorman and Dr. Woolridge have done, it causes them to

25 Bulkley Dirccl al 8:2-5.
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incorrectly conclude that an ROE reflecting the financial risk of the market value
equity ratio would be sufficient to compensate investors for a much more highly
levered capital structure based on book value.

ARE YOU AWARE OF WHETHER MR, GORMAN AGREES WITH THE
PRINCIPLE THAT HIGHER LEVERAGE CREATES GREATER RISK TO
EQUITY HOLDERS?

Yes. In Mr. Gorman’s testimony in the recent CEI South proceeding reterenced
previously, he testified that the use of an equity ratio that is above the industry
average requires an adjustment to reduce the ROE.Z®® As a result, in that
proceeding, Mr. Gorman reduced his ROE recommendation for CEI South by 25
basis points accordingly. Therefore, it would be reasonable to expect that if
Mr. Gorman were applying his tinancial theory consistently, he would be proposing
an increase in his recommended ROE in this proceeding given that he 1s proposing
an equity ratio that is below the average for the proxy group. However, Mr. Gorman
has proposed no such increase to his recommended ROE for the Company in this

casc.

2% Tndiana Utility Regulatory Commission, Cause No. 43990, Dircct Testimony of Michacl P,

Gorman at 5:10-6:17.
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DO MR. GORMAN’S AND MR. MAC MATHUNA’S OWN ANALYSES OF
THE EQUITY RATIOS OF THE HOLDING COMPANIES IN THE PROXY
GROUP DEMONSTRATE THAT THE COMPANY’S PROPOSED
EQUITY RATIO IS REASONABLE?

Yes. While I do not agree with conducting a review of the capital structure tor the
proxy group at the holding company level for the reasons previocusly discussed,
both Mr. Gorman’s and Mr. Mac Mathuna’s own analyses indicate that the
Company’s proposed equity ratio 1s reasonable. Specifically, Mr. Gorman states
that his proxy group has an average common equity ratio ot 44.1 percent (excluding
short-term debt), and Mr. Mac Mathuna’s analysis of the proxy group holding
companies’ actual equity ratios, which ranges from 44.0 percent to 44.4 percent
depending on whether Dr. Woolridge’s or my proxy group 18 used, respectively,
demonstrates that the Company’s proposed equity ratio of 44.9 percent is
reasonable. Consequently, there 18 no basis to Mr. Mac Mathuna’s contention that
the actual equity ratios of either Dr. Woolridge's proxy group or my proxy group
support his proposed equity ratio of 42.50 percent.

IS DR. WOOLRIDGE’S ANALYSIS OF THE PROXY GROUP EQUITY
RATIOS COMPARABLE TO THE COMPANY’S PROPOSED CAPITAL
STRUCTURE?

No. Dr. Woolridge’s comparison of the companies in his proxy group and my
proxy group to the Company’s proposed capital structure includes short-term debt.
If the short-term debt 1s excluded, the equity ratio for Dr. Woelridge’s and my
proxy groups — at the holding company level would be higher than he currently

reports.
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IS MR. MAC MATHUNA’S COMPARISON TO CNP'S CAPITAL
STRUCTURE APPROPRIATE FOR SETTING THE COMPANY’S
CAPITAL STRUCTURE IN THIS PROCEEDING?
No. Mr. Mac Mathuna’s comparison of the Company’s currently authorized and
proposed equity ratios to CNP’s actual equity ratio in 2023 and projected equity
ratio over the next few years is not relevant. While Mr. Mac Mathuna suggests that
the “broad disconnect” between how CNP and the Company are capitalized should
be considered when the Commission considers the Company’s proposed equity
ratio,?”” he does not provide any explanation as to why considering CNP’s capital
structure 1s relevant or appropriate in this proceeding. In this proceeding, the cost
of capital is being estimated for the Company on a stand-alone basis, consistent
with the principles established by the U.S. Supreme Court in its Hope and Bluefield
decisions. Accordingly, the financial risk of the individual operating company,
which in this case is CenterPoint Houston, is considered on a stand-alone basis and
is likely different than the financial risk of CNP as a more diversified holding
company of many utility operating companies that have diversified regulatory
oversight.

Further, Mr. Mac Mathuna’s analysis does not take into consideration that
this Commission has required ring-fencing provisions for the Company that are
structured to insulate the Company trom the tinancial risk at CNP or the Company’s

208

other affiliates. Mr, Filarowicz 18 recommending that these ring-fencing

27 Mae Mathuna Direct at 11:5-9.

28 Filarowicy Dirccl al 42:15-44:16.
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provisions be maintained, including CenterPoint Houston’s propesed revisions, in
order to continue to provide a degree of insulation between the Company and its
parent and other affiliates. In addition, Mr. Mac Mathuna proposes to add two
additional ring-fencing provisions, including a provision that ensures that
CenterPoint Houston’s assets may not be pledged to secure debt for other

B - . . . - -
29 Therefore, given the Commission’s deliberate implementation of

entities.
provisions that are designed to ensure that the risks of CNP are not transferred to
the Company, it is unreasonable to suggest that the Commission then rely on the
capitalization of CNP in setting the Company’s capitalization.

Further, it 1s important to recognize that evaluation of the financial risk that
should be reflected in the capital structure is based on the use of funds at the
operating company and the operating risk of that entity not the risk of the parent
company or the source of the funds. Theretore, CNP’s capital structure is neither
appropriate nor relevant for determining the Company’s capital structure in this
proceeding.

IS MR. GORMAN’S CONTENTION ACCURATE THAT THE
COMPANY’S PROPOSAL TO INCREASE THE EQUITY RATIO IS
UNNECESSARY TO SUPPORT ITS INVESTMENT GRADE BOND
RATING AND SIGNIFICANT CAPITAL EXPENDITURES?

No. As shown in Table 6 of Mr. Gorman’s testimony, the Company’s actual equity
ratio in 2023 was 44.5 percent, which 1s 200 basis points higher than its currently

authorized equity ratio for ratemaking purposes. In other words, CenterPoint

22 Id al 45:15-23,
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Houston has invested substantially more equity into the utility in order to maintain
its bond ratings in the tace of its substantial capital expenditures and ongoing storm
risks, but by doing so, the Company has reduced its opportunity to earn its
authorized ROE. As discussed in my direct testimony, the Company has
mechanisms that provide for capital cost recovery between rate cases; however,
there 18 a lag in the recovery of such costs, which also put pressure on the
Company’s ability to reasonably earn its authorized ROE. Therefore, it is not
accurate for Mr, Gorman to suggest that the Company’s proposed increase in the
equity ratio 1s unnecessary to maintain its bond ratings when he has not considered
the fact that the Company currently has an equity ratioc much higher than the equity
ratio currently authorized.

ARE YOU AWARE OF EXAMPLES WHERE CAPITAL ATTRACTION
AND WILLINGNESS TO INVEST HAVE BEEN HAMPERED WHEN A
REGULATORY JURISDICTION IS PERCEIVED AS NOT BEING
CREDIT SUPPORTIVE?

Yes. In my Direct Testimony, 1 discussed a number of examples of where a
challenging regulatory environment can have a negative impact on utilities,
including an example for the Company in 2020.?'"Y Connecticut and Illinois are two
recent examples. I discussed the challenges in Illinois in my direct testimony,
where market reactions to regulatory decisions in December 2023 for Ameren

Minois Co. and Commonwealth Edison Co. were universally negative and both

AY See Bulkley Direct at 17:2-22:10, Filch Ratings Inc., “Filch Downgrades CenlerPoint Encrgy

Houston Electric 1o BBB+; AlTirms CNP; Qutlooks Negative,” February 19, 2020,
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utilities considered shifting investment to their other utility operating subsidiaries
outside of Illinois.

Connecticut, which is viewed by research analysts, equity analysts, and
investors as among the least credit supportive jurisdictions in the United States for
utilities, is the most recent example of where capital attraction and a willingness to
invest have been hampered. For example:

e The two major utility holding companies operating in Connecticut (i.e.,

Eversource and Avangrid Inc. (“Avangnd™)) bave announced their

unwillingness to continue discretionary investment in the state until the
regulatory environment and cost recovery outcomes change.

e Avangrid’s utility operating subsidiaries in Connecticut (1.e., Connecticut
Natural Gas Corporation (“CNG”) and Southern Connecticut Gas Company
(*SCG™)) have recently experienced difficulty fully subscribing bond
issuances, and while able to do so, the premiums were higher than
anticipated.

Specifically, in May 2024, Eversource, which owns Connecticut Light & Power
and Aquarion Water in Connecticut, announced on its earnings call that it would be
cutting investment by its utilities within the state due to “unreasonable, arbitrary
decisions by the regulator (i.e, the Public Utilities Regulatory Authority
(“PURA™)), and that the company had “grave concerns” regarding the Connecticut
regulatory environment.?'' Eversource executives stated that the company is
unwilling to place capital at sk within Connecticut given that the state’s regulatory
policy discourages investment.?'? Driving the cut in utility investment is

Eversource’s view that utility regulators have been slow to approve the recovery of

21 Mark Parniokas, “Eversource cscalaies CT fight, saying it will cut investmenis,” CT Mirror,

(May 2. 2024).

212 Jared Anderson, “Eversource cutting investment in Connecticut by up to $500 million over 5

vears,” S&P Capital 1Q Pro, (May 3, 2024).
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$635 million in storm costs incurred from 2018 through 2021, $400 million in
uncollected bills from ratepayers, a rate reduction imposed on Aquarion Water in
its most recent rate proceeding, and elimination of a program supporting electric

vehicles.2"?

Consequently, Eversource stated that is taking a “hard look™ at its
capital deployment priorities in Connecticut and plans to reduce its capital
investment in Connecticut by $500 million over the next five years, which will
likely come from reliability areas until “Connecticut's regulatory decisions come
back into alignment with law and state policy.”?' Eversource indicated that it will
not reduce safety spending, but that it has made significant investments in reliability
over the past decade but is unwilling to continue doing so without a secure and
predictable cost recovery path. %> Moreover, Eversource has also indicated that it
is exploring a sale of Aquarion Water.?'®

Similarly, Avangrid, which owns United llluminating (“U1”), CNG, and
SCG in Connecticut, has also announced that its planned $191 million in capital
investment hinges on both regulatory decisions associated with the pending rate
cases of CNG and SCG, and the resolution of Avangrid’s ongoing legal appeal of

PURA’s August 2023 order whereby UI's rate request was reduced from $131

million to $23 million, which the utility says will require it to operate at a loss.

213 Mark Pazniokas, “Evcrsource escalates CT light, saving il will cul investments,” CT Mirror,

214 Jared Anderson, “Eversource cutting investment in Connecticut by up to $500 million over 5

vears,” S&P Capital 1Q Pro.

215 fd,

216 Luther Turmelle, *Aquarion is for sale, but who will buy it? Here's a look at what's next,” CT

Insider, (Mar. 23, 2024).
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In addition, Avangrid has indicated that it experienced difficulties in attracting
adequate subscription levels for debt issuances by its Connecticut utilities that
closed in December 2023, and the bonds priced at a higher coupon rate than
anticipated.?'” Specifically, as stated in its currently pending rate proceeding:

The debt 1ssuance was a private offering in which four banks served
as lead placement agents and worked with the Company to market
the transaction to investors in advance of pricing. On the day of
pricing, November 15th, the subscriptions sought for CNG and SCG
were only 65% and 50% tulfilled, respectively. This compares to
the oftering for one of the other Avangrid utilities which was more
than two-times subscribed. After some additional negotiation, the
banks were able to get one investor to fill the remaining portions of
the issuance sought for CNG and SCG and the full transaction priced
on the following day;, however, the credit spreads were wider than
anticipated across the Avangrid Connecticut utilities, raising the
financing cost by approximately 10-15 basis points. 7The bankers
informed Avangrid that the difficulty in fulfilling the necessary
subscription levels and the wider credit spreads attracted were
cansed in part by the limited interest to invest in Connecticut utilities
due to concerns over the regultory enviromment and potential
impacts to curreni ratings.**

Q: HAVE UTILITIES SHIFTED INVESTMENT OUTSIDE OF A

JURISDICTION THAT IS VIEWED AS UNSUPPORTIVE?

A Yes. After Eversource’s announcement to curtail investment in Connecticut,

Guggenheim Partners analyst Shahriar Pourreza noted that the threats to reduce
investment should be taken seriously and that it has happened in other states, most

recently in lllinois. Because utilities are capital intensive and inherently cash-flow

A7 Application of Connecticut Natural Cas Corporation and ihe Southern Connecticut (ias
Company fo Amend their Rate Schedules, Connceticul Public Ulilitics Regulatory Authority, Docket No, 23-

1102, Responsc of Conncelicut Natural Gas Corporation (o data request RRU-402 (Feb. 27, 2024),
218 I (cmphasis added).
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negative, Mr. Pourreza stated that he has seen utilities that operate in multiple
jurisdictions shift capital to where the return is more predictable.?'

IS DR. WOOLRIDGE ALSO AWARE OF THE 1SSUES ONGOING IN
CONNECTICUT?

Yes. Dr. Woolridge testified in each of the utility rate proceedings for the
Eversource and Avangrid subsidiaries that 1 referenced and in those proceedings
proposed below average ROEs.

HAVE MR. FILAROWICZ, MR. GORMAN, OR MR, MAC MATHUNA
ADDRESSED ANY CHANGES IN MARKET CIRCUMSTANCES THAT
HAVE OCCURRED THAT MAY AFFECT THEIR CAPITAL
STRUCTURE RECOMMENDATION?

No.

ARE THERE OTHER FACTORS THAT SHOULD BE CONSIDERED BY
THE COMMISSION WHEN ESTABLISHING THE CAPITAL
STRUCTURE IN THIS PROCEEDING?

Yes. As discussed in Company witness Jacqueline Richert’s rebuttal testimony, in
March 2024, S&P Global Ratings revised its outlook tor CNP from Stable to
Negative. In addition, the Company’s service territory has experienced two severe
weather events, in May 2024 and July 2024. These events have and will continue
to require significant investment and access to capital to restore the system. These
events demonstrate the need to maintain continued access to capital on reasonable

terms, at all times. Further, the financial commitments required from these two

2% Mark Parzniokas, “Evcrsource escalates CT light, sayving it will cul investments,” CT Mirror,

Rebuttal Testimony of Ann E. Bulkley
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weather events also demonstrate why 1t 1s important that the Company be
authorized an actual capital structure, rather than the hypothetical capital structures
proposed by the intervenor witnesses in this proceeding.

DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?

Yes, it does.

Rebuttal Testimony of Ann E. Bulkley
CenterPoint Energy Houston Electric, LLC
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COST OF EQUITY ANALYSES
SUMMARY OF RESULTS
Constant Growth DCF
Minimum Average Maximum
Growth Rate Growth Rate Growth Rate
Mean Results:
30-Day Average 9.41% 10.54% 11.46%
90-Day Average 9.65% 10.78% 11.70%
180-Day Average 9.51% 10.64% 11.56%
Average 9.52% 10.65% 11.57%
Median Results:
30-Day Average 9.79% 10.40% 11.19%
90-Day Average 10.01% 10.51% 11.27%
180-Day Average 9.92% 10.57% 11.33%
Average 9.91% 10.49% 11.26%
CAPM / ECAPM / Bond Yield Risk Premium
30-Year Treasury Bond Yield
Current Near-Term Longer-Term
30-Day Avg Projected Projected
CAPM;
Value Line Beta 12.14% 12.13% 12.13%
Bloomberg Beta 11.01% 10.99% 10.97%
Long-term Avg. Beta 10.75% 10.73% 10.71%
ECAPM:
Value Line Beta 12.27% 12.26% 12.26%
Bloomberg Beta 11.42% 11.40% 11.39%
Long-term Avg. Beta 11.23% 11.21% 11.19%

Bond Yield Risk Premium 10.53% 10.46% 10.41%
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J-DAY CONSTANT GROWTH DCF
] [2] [3] [41 [5] [6] M [81 [9] [10] [11]
Expeocted Yahoo! Minimum

Annualized Siock Dividend Dividend  Value Line Finance EFS Zacks LPS  Average Growlh Average Maximwn

Company licker Dividend Price Yicld Yicld EPS Growth  Growth Growth  Growth Rate Ratc (irowth Rate (rowth Rate
Alliant Encrgy Corporation INT 5192 35066 3.79% 391% 6.00% 6.30% 6.10% 6.13% 9.90% 10.04% 10.21%
Ameren Corporation ALE 5268 $71.34 3.76% 3.87% 6.50% 5.50% 6.20% 6.07% 9.36% 9.94% 10.38%
American Fleetric Power Company, Inc. AR 53352 8901 3.95% 4.08% 6.50% 6.30% 6.10% 6.32% 10.18% 10.40% 10.58%
Duke Energy Corporation DUK 54.10 S101.95 4.02% 4.14% 5.00% 6.66% 6.10% 5.92% 9.12% 10.06% 10.82%
Ldisen International LE¥ §3.12 §73.99 4.22% 4.36% 6.00% 7.60% na 6.80% 10.34% 11.16% 11.98%
Entergy Corporation ETR 54352 ST08.95 4.15% 4.25%, 0.50% 6.80% T.30% 4.87% 4.66% 9 12% 11.60%
Eversource Energy LS 52.86 S58.62 4.88% 5.01% 6.00% 4.20% 5.70% 5.30% 9.18% 10.31% 11.03%
Evergy, Inc. EVRG 5237 353306 4 80% 4.95%, 7.50% 6.00% 3.00% 6.17% 9.92% 11.11% 12.48%
IDACORP. Inc. DA §332 893.69 3.54% 3.63% 5.00% 4.40% na 4.70% 8.02% 8.33% 8.63%
Moxtbra Fnergy, Inc. ~NEE 5206 ST485 2.75% 2.87% B2 8.20% B.60% 8.27% 10.86% 11.13% 11.47%
NorihWestem Corporalion NWE S2.60 550.34 3.16% 5.27% 4.00%% 4.500%% nia 4.25% 9.27% 9.32%, 9. T8%
OGLE Energy Corporalion OGE 51.67 $35.77 4.68% 4.81% 6.50% negalive 5.00% 5.75% 9.79% 10.56% 11.33%
Pinnacle West Capital Corporation PNW 53352 $76.61 4.35% 4.75% 4.50% 7.20% B.20% 6.63% 9.20% 11.38% 12.98%
Foriland General Eleciric Company POR $2.00 $43.02 4.65% 4.86% 6.00% 12.50% na 9.253% 10.79% 14.11% 17.44%
Xeel Energy Inc. XLEL 52.19 55415 4.04% 4.18% 7.00% 6.73% 6.40% 6.71% 10.57% 10.89% 11.19%
Mean 4.20% 4.33% 5.67% 6.04%% 6.43% 6.21% 9.41% 10.54% 11.46%
hedian 4.15% 4.25%, 6.00% 6.51% 6.10% 6.13% Q. 73% 10.40% 11.19%

Motos:!

17 Bloomberye Prolessional

2] Bloomberg Professional. squals 30-day average as ol June 30, 2024

]
3] Equals |1]712]
4] Lquals [3] < {1 1 0.50 x [8])
3] Value Tinc
]
7| Zacks
8] Lquals Average ([5], [6]. [T
|

9] Equals |3] % (1 + 0.50 x Minimum (]3], [&], |7]) + Minimum (]3], (6], [ 7]}

[
[
|
[
[
[6] Yahoo! T'inance
[
[
[
[
[

10] Touals [4]  [8]
11

1 Equals 3] x (1 0.50 x Maximum ([5], [6]. [T]) ' Maximuwmn ([5]. [6], [7])
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-DAY CONSTANT GROWTH DCF
i [zl [3] [4] [31 (61 7 8] kil [10] [11]
Lxpected Yahoo! Minunum
Annualized Stock ividend ividend  Valuc Iine Finance EPS Zacks EI'S  Awvcrage CGrowth Average haximum

Company licker Dividend Price Yield Yield LPS Growth  Growth Growlh  Growlh Rale  Rale  Growth Rale Growth Rale
Alliani Energy Corporalion IXT 5192 549.29 3.89% 4.01% 6.00% 6.30% 6.10% 6.13% 10.01% 10.15% 10.32%
Ameren Corporation AFE 52068 $74.683 3.39% 3.70% 6.50% 5.50% 06.20% 6.007% @.15% QT 10.21%
American Eleciric Power Company. Inc., AP 5352 STT.R7 4.52% 4.66% 6.50% 6.36% 6.10% 6.32% 10.76% 10.98% 11.17%
uke Fnergy Corporation UK S4.10 $91.92 4.46% 4.39%, 5.00% 6.66% 06.10% 5.92% 9.37% 10.51% 11.27%
Ldisen International LIX S312 566.06 4.72% 4.88% 6.00% 7.60% na 6.80% 10.86% 11.68% 12.50%
Entergy Corporation ETR 54352 S97.78 4.62% 4.74% 0.50% 6.80% T.30% 4.87% 3.13% 9.60% 12.09%
Lversource Energy LS 5286 55725 5.00% 5.13% 6.00% 4.20% 5.70% 5.30% 9.30% 10.43% 11.15%
Evergy, Inc. EVRG 5237 55031 3.009% 5.25% 7.50% 6.00% 3.000% 6.17% 10.22% 11.41% 12.78%
IDACORP. Iue. DA 5332 596.06 3.46% 3.54% 5.00% 4.40% na 4.70% 7.93% 8.24% 8.54%
Moxtbra Fnergy, Inc. ~NEE 5206 S57T9 3.36% 371% 8.00% 8.20% 8.60% 8.27% 11.71% 11.98% 12.32%
NorihWestem Corporalion NWTE 52.60 54931 5.27% 5.38% 4.00% 4.50% na 4.25% 9.38% 9.63% 9.89%
C(iF Enerey Corporation OGE $1.67 $33.98 4.92% 506% 6.50% ncgative 3.00% 575% 10.03% 10.81% 11.58%
Pinnacle West Capital Corporaiion PNW S31.52 S71.92 4. 840, 5.06% 4.50% 7.20% §.20% 6.63% 9.5004% 11.69%, 13.30%
Foriland General Eleciric Company POR 52.00 541.30 4.84% 5.07% 6.00% 12.50% na 9.253% 10.99% 14.32% 17.63%
Xecl Encrgy Inc. NEIL 5219 55973 3.67% 3.79% 7.00% 6.73% 6.40% 6.71% 10.18% 10.50% 10.79%
Mean 4.43% 4.37% 5.67% 6.64% 6.43% 6.21% 9.065% 10.78% 11.70%
Median 4.62% 4.74% 6.00% 6.51% 6.10% 6.13% 10.01% 10.51% 11.27%

Noles:

10] Touals [4]  [8]
1

1] Equals [3] = {1 — 030 x Maximum (5], [6], |7]) + Maximum {|5], |5]. [7]
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I80-DAY CONSTANT GROWTH IXCF
i [zl [3] [4] [31 (61 7 8] kil [10] [11]
Lxpected Yahoo! Minunum
Annualized Stock ividend ividend  Valuc Iine Finance EPS Zacks EI'S  Awvcrage CGrowth Average haximum

Company licker Dividend Price Yield Yield LPS Growth  Growth Growlh  Growlh Rale  Rale  Growth Rale Growth Rale
Alliani Energy Corporalion IXNT 5192 $50.16 3.83% 3.95% 6.00% 6.30% 6.10% 6.13% 9.94% 10.08% 10.25%
Ameren Corporation AFE 52068 STTI0 3.45% 3.35% 6.50% 5.50% 6.20% 6.007% 9.04% 9.62% 10.06%
American Eleciric Power Company. Ine., AP §3.52 §79.59 4.42% 4.56% 6.50% 6.36% 6.10% 6.32% 10.66% 10.88% 11.07%
uke Fnergy Corporation UK S4.10 $90.79 4.32% 4.05% 5.00% 6.66% 6.10% 5.92% 9.063% 10.57% 11.33%
Ldison International LE¥ §3.12 S66.83 4.67% 4.83% 6.00% 7.60% na 6.80% 10.81% 11.63% 12.45%
Entergy Corporation ETR 54352 $97.25 4.65% 4.76% 0.50% 6.80% T.30% 4.87% 3.16% 9.063% 12.12%
Eversource Energy LS 52.86 S62.28 4.59% 4.71% 6.00% 4.20% 5.70% 5.30% 8.80% 10.01% 10.73%
Evergy, Inc. EVRG 5237 353306 4 80% 4.95%, 7.50% 6.00% 3.00% 6.17% 9.92% 11.11% 12.48%
IDACORP. Iue. DA §332 89792 3.39% 3.47% 5.00% 4.40% na 4.70% 7.86% 8.17% 8.48%
Moxtbra Fnergy, Inc. ~NEE 5206 56415 3.21% 334% 8.00% 8.20% B.60% 8.27% 11.34% 11.61% 11.93%
NorihWestem Corporalion NWL S2.60 $51.54 5.04% 5.15% 4.00% 4.50% na 4.25% 9.15% 9.40% 9.66%
C(iF Enerey Corporation OGE $1.67 $34.21 4 85% 5003% 6.50% ncgative 3.00% 575% 10.01% 10.78% 11.55%
Pinnacle West Capital Corporation PNW 53.52 S574.66 4.71% 4.87% 4.50% 7.20% 8.20% 6.63% 9.32% 11.50%% 13.11%
Foriland General Eleciric Company POR $2.00 $43.46 4.60% 4.81% 6.00% 12.50% na 9.25% 10.74% 14.06% 17.39%
Xecl Encrgy Inc. NEIL 5219 S60.12 3.04% 3.76% 7.00% 6.73% 0.40% 6.71% 10.16% 10.47% 10.77%
Mean 4.25% 4.43% 5.67% 6.64% 6.43% 6.21% 931% 10.64% 11.56%
Median 4.59% 4.71% 6.00% 6.51% 6.10% 6.13% 0.92% 10.57% 11.33%

Noles:

1] Bloomberg Professional

2] Bloomberg Professional. squals 30-day average as ol June 30, 2024

3] Equals |1]712]

4] Lquals [3] < {1 1 0.50 x [8])

Value Ling

Yahoo! T'inancs

Zacks

8] Lquals Average ([5], [6]. [T

9] Equals |3] % (1 + 0.50 x Minimum (]3], [&], |7]) + Minimum (]3], (6], [ 7]}
10] Equals [4]  [8]

11] Fquals [3] x{1 = (.30 x Maximum (]3], [6], [7]) + Maximum (|5], [6]. |7])

L
[
L
[
13
[6
17
[
\
[
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CAPITAL ASSLTT PRICING MODLL
CITRRENT RISK-FREE RATE & VI. BETA
L1 [2] 13 14 15 16]
Current 30-day

average of 30-vear Market Costof Costof
113, Treasury bond Market Risk Lquity:  Liquity:
Company Ticker vield Bela Retum  Premium  CAPM LCAPM
Alhant Energy Corporation INT 4.50% .90 1265% 815% 11.84% 12.04%
Ameren Corporalion ALL 4.50% .90 12.65%  B153%  11.84% 12.04%
American Flectric Power Company, Tnc. AED 4.50% .85 1265%  815% 11.43% 11.74%
Duke Inergy Corporalion DUK 4.50% .90 12.65%  B153%  11.84% 12.04%
Edison Tnternational EIX 4300 1.00 1263%  813%  1265% 12.63%
Lintergy Corporalion LTR 4.50% 1.00 12.65%  B13% 1265%  12.65%
Fversource Fnergy ES 4.50% .95 1265%  813%  1225% 12.35%
Livergy, Ine. LVRG 4,508 0.95 1265% B13%  1223%  12.33%
IDACORD, Inc. DA 4300 (0.85 1263%  813% 11.43% 11.74%
Nexilra Linergy, Ine. NLL 4.50% 1.05 12.65% B13%  13.06% 12.96%
NorthWestern Corporation NWE 4300 .95 1263%  813%  1225% 12.33%
OGL Lnergy Corporalion OGL 4.50% 1.05 12.65% B13%  13.06% 12.96%
Pinnacle West Capital Corporation PNW 4.50% .95 1265%  815% 12253% 12.535%
Portland General Llectrie Company POR 4508 0.90 1265% R13%  11.84% 12.04%
Xcel Fnergy Inc. XFEIL 4300 (0.85 1263%  813% 11.43% 11.74%
Mean 1214%  12.27%
Median 12.25% 12.35%

Notes:

| 1] Bloomberg Professional, as ol June 30, 2024
[2] Value T.ine

| 3] Markel Retum

[4] Equals [3]-T1]

[5]Liquals [1] +]2] x |4]

[6] Equals [1]+ 025 x(J4D +0.75 % (2] x [4])
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CAPITAL ASSLTT PRICING MODLL
NEAR-TERM PROJECTED RTISK-FREE RATE & VI. BETA
L1 [2] 13 14 15 16]
Near-term projected

30-vear LS. Treasury Markel  Costol Costol
bond vield Market Risk Lquity:  Liquity:
Company Ticker  (Q4 2024 - (34 2025) Beta Retrn Premium  CADPM  ECAT'M
Alhant Energy Corporation INT 438% .90 1265%  827%  11.83% 12.03%
Ameren Corporalion ALL 4.38% .90 12.65% 827  11.83% 12.03%
American Flectric Power Company, Tnc. AED 438% .85 1265%  827%  11.41%  11.72%
Duke Inergy Corporalion DUK 4.38% .90 12.65% 827  11.83% 12.03%
Lidisen Inerizational LIX 4.38% 1.00 12.65% 827% 1265%  12.65%
FEntergy Corporation ETR 438% 1.00 1265%  827%  12.63%  12.65%
Liversource Lnergy LS 4.38% 0.95 12.65% 827 1224% 1234%
Fwverpy, Tnc. EVRG 4.38% .95 1263%  827%  1224% 12.34%
IDACORP, Ine. IDA 4.38% 0.85 1265% 827%  1l141%  11.72%
NextFra Fnergy, Tne. NEE 4.38% 1.05 1263%  827%  1307%  12.96%
NorthWestem Corperation NWL 4.38% 0.95 1265% B27%  1224% 12.34%
OGE Energy Corporation OGE 4.38% 1.05 1263%  827%  1307%  12.96%
Pinnacle West Capital Corporation PNW 4.38% 0.95 1265% R27%  1224% 12.34%
Portland General Electric Company POR 438% .90 1265% 827  11.83% 12.03%
Xcel Fnergy Inc. XFEIL 4.38% (0.85 1263%  827%  1141% 11.72%
Mean 1213%  12.26%
Median 1224%  12.34%

Noles:

[1] Blue Chip Financial Forecasts, Vol. 43, No. 7. Julv 1, 2024 _at 2
|2] Value Line

[3] Market Return

[4] Lquals |3] - 1]

[3] Equals [1] +[2] < [4]

[6] Equals [1] + 0253 x4y + 073 x ([2] x [4])
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CAPITAL ASSLTT PRICING MODLL
T.ONG-TERM PROJECTED RISK-FREE RATE & VI. BETA
L1 [2] 13 14 15 16]

Projected 30-vear 115, Market Costof Costof
Treazury bond vield Market Risk Fquty:  Foquity:
Company licker (20026 - 2030y Bela Retwm  Premium  CAPM LCAPM
Alliant Inergy Corporation LNT 4.30% 0.90 12.65% 833%  11.82% 12.03%
Ameren Corporation AFRE 430% .90 1265%  833%  11.82% 12.03%
American Lleetrie Power Company, Ine. ALP 4.30% 0.85 1265% 833%  1140%  11.71%
Duke Energy Corporation DK 430% .90 1265%  833%  11.82% 12.03%
Edison Tnternational EIX 4.30% 1.00 1263%  833%  1265% 12.63%
Lintergy Corporalion LTR 4.30% 1.00 12.65% 833 1265%  12.65%
Fversource Fnergy ES 430% .95 12.653%  833%  1224%  12.34%
Livergy, Ine. LVRG 4.30% 0.95 1265% B33% 1224% 12.34%
IDACORD, Inc. DA 4.30% (0.85 1263%  833% 11400 11.71%
Nexilra Linergy, Ine. NLL 4.30% 1.05 12.65%  833% 13.07%  12.97%
NorthWestern Corporation NWE 4.30% .95 1263%  833%  1224% 12.34%
OGL Lnergy Corporalion OGL 4.30% 1.05 12.65%  833% 13.07%  12.97%
Pinnacle West Capital Corporation PNW 430% .95 1265%  835% 1224%  12.34%
Portland General Llectrie Company POR 4.30%% 0.90 12.65% 833%  11.82% 12.03%
Xcel Energy Inc. XFElL 4.30% .85 1265%  8353%  1140% 11.71%
Mean 1213%  12.26%
Median 1224%  12.34%

Noies;

[1] Blue Chip Financial Forecasts, Vol. 43, No. 6, May 31, 2024_ at 14.
|2] Value Line

[3] Market Return

[4] Lquals |3] - 1]

[3] Equals [1] +[2] < [4]

[6] Equals [1] + 0253 x4y + 073 x ([2] x [4])
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CAPITAL ASSLTT PRICING MODLL
CTIRRENT RISK-FREE RATE & BLOOMBERG BETA
L1 [2] 13 14 15 16]
Current 30-day

average of 30-vear Market Costof Costof
11.8. Treasury bond Market Risk Fquty:  Foquity:
Company licker vield Beta Retwm  Premium  CAPM LCAPM
Alliant Inergy Corporation LNT 4,508 078 1265% R13% 1089  11.33%
Ameren Corporation AFRE 4.50% 0.74 12653%  813%  1054%  11.07%
American Lleetrie Power Company, Ine. ALP 4,508 0.75 12653% B13%  10.63%  11.14%
Duke Energy Corporation DK 4.50% 071 1265%  813%  10.33% 1091%
Edison Tnternational EIX 4300 (0.85 1263%  813% 1141% 11.72%
Lintergy Corporalion LTR 4.50% (.85 12.65%  B13%  1l46% 11.76%
Fversource Fnergy ES 4.50% .80 12653%  813%  11.05% 11.45%
Livergy, Ine. LVRG 4,508 078 1265% B13%  10.83% 11.28%
IDACORD, Inc. DA 4300 0.79 1263% 813%  109%% 11.38%
Nexilra Linergy, Ine. NLL 4.50% 0.8l 12.65%  B153%  1l11% 11.50%
NorthWestern Corporation NWE 4300 .86 1263%  813%  11534% 11.82%
OGL Lnergy Corporalion OGL 4.50% 0.91 12.65%  B153%  11.92% 12.10%
Pinnacle West Capital Corporation PNW 4.50% .81 1265% 815% 11.13% 11.31%
Portland General Llectrie Company POR 4508 078 1265% R13% 1089  11.33%
Xcel Energy Inc. XFElL 4.30% 0.73 1265%  813% 1047%  11.02%
Mean 11.01%  11.42%
Median 10.96% 11.538%

Noiles:

[1] Bloomberg Professional, as of June 30, 2024

12] Bloomberg Professional, based on 10-vear weekly relurns
[3] Market Return

[4] Liquals 3] - | 1]

[3] Equals [1] +[2] < [4]

[6] Equals [1]1+ 025 x (T4 + 0. 73 5 ([2] x [4])
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CAPITAL ASSELT PRICING MODLL
NEAR-TERM PROJECTED RISK-FREE RATE & BLOOMBERG BETA

L1 [2] 13 14 15 16]
Near-term projected

30-vear LS. Treasury Markel  Costol Costol
bond vield Market Risk Lquity:  Liquity:
Company Ticker  (Q4 2024 - (34 2025) Beta Retrn Premium  CADPM  ECAT'M
Alhant Energy Corporation INT 438% 078 1265%  827%  1087%  11.531%
Ameren Corporalion ALL 4.38% 0.74 12.65% 827  10.51%  11.053%
American Flectric Power Company, Tnc. AED 438% 075 1265%  827%  10.60%  11.11%
Duke Inergy Corporalion DUK 4.38% 071 12.65% B27%  102%%  10.88%
Lidisen Inerizational LIX 4.38% 0.85 1265%  B27% 1139 11.71%
FEntergy Corporation ETR 438% .85 1265%  827%  11.45% 11.75%
Liversource Lnergy LS 4.38% .80 12.65% 827% 11.03% 11.43%
Fwverpy, Tnc. EVRG 4.38% 0.78 1263%  827% 10800 11.26%
IDACORP, Ine. IDA 4.38% 079 1265% B27%  10.93%  11.36%
NextFra Fnergy, Tne. NEE 4.38% .81 1263%  827% 1109  11.48%
NorthWestem Corperation NWL 4.38% 0.86 1265% B27%  11.53% 11.81%
OGE Energy Corporation OGE 4.38% .91 1263%  827%  1191% 12.09%
Pinnacle West Capital Corporation PNW 4.38% 0.81 1265% 827%  11.10%  11.49%
Portland General Llectrie Company POR 4.38% 078 1265% 827%  1086% 11.31%
Xeel Lnergy Ine. XLL 4.38% 0.73 12.65%  B27%  1044%  10.99%
Mean 10.99%  11.40%
Median 10.95% 11.56%

Noles:

[1] Blue Chip Financial Forecasts, Vol. 43, No. 7. Julv 1, 2024 _at 2
12] Bloomberg Professional, based on 10-vear weekly relurns

[3] Market Return

[4] Liquals 3] - | 1]

[3] Equals [1] +[2] < [4]

o] Lquals [ 1] +0.25 x (4 +0.75 x (2] x [4]
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CAPITAL ASSELT PRICING MODLL
LONG-TERM PROJECTED RISK-FREE RATE & BLOOMBERG BETA

L1 [2] 13 14 15 16]
Projected 30-vear 115, Market Costof Costof
Treazury bond vield Market Risk Fquty:  Foquity:
Company licker (20026 - 2030y Bela Retwm  Premium  CAPM LCAPM
Alliant Inergy Corporation LNT 4.30% 078 12.65% 833%  10.85%  11.30%
Ameren Corporation AFRE 430% 0.74 12.653%  833%  1049% 11.03%
American Lleetrie Power Company, Ine. ALP 4.30% 0.75 12.65% 833%  1058%  11.10%
Duke Energy Corporation DK 430% 071 12.65%  833%  1027% 10.87%
Edison Tnternational EIX 4.30% (0.85 1263%  833% 1138% 11.70%
Lintergy Corporalion LTR 4.30% (.85 12.65%  833%  1143% 11.74%
Fversource Fnergy ES 430% .80 12653%  833%  11.01% 11.42%
Livergy, Ine. LVRG 4.30% 078 1265% B33%  10.78% 11.23%
IDACORD, Inc. DA 4.30% 0.79 1263%  833%  1092% 11.33%
Nexilra Linergy, Ine. NLL 4.30% 0.8l 12.65% 833%  11.07%  11.47%
NorthWestern Corporation NWE 4.30% .86 1263%  833%  1132% 11.80%
OGL Lnergy Corporalion OGL 4.30% 0.91 12.65%  833%  11.90% 12.09%
Pinnacle West Capital Corporation PNW 430% .81 1265%  835% 11.09% 11.48%
Portland General Llectrie Company POR 4.30%% 078 12.65% 833%  10.85%  11.30%
Xcel Energy Inc. XFElL 4.30% 0.73 1265%  833%  1042%  10.98%
Mean 10.97%  11.3%%
Median 10.92% 11.35%

Noles:

[1] Blue Chip Financial Forecasts, Vol. 43, No. 6, May 31, 2024_ at 14.
12] Bloomberg Professional, based on 10-vear weekly relurns

[3] Market Return

[4] Liquals 3] - | 1]

[3] Equals [1] +[2] < [4]

[6] Equals [1]1+ 025 x (T4 + 0. 73 5 ([2] x [4])
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CAPITAL ASSELT PRICING MODLL
CUIRRENT RISK-FREE RATE & VATLIIETINE I.T AVERAGE BETA

L1 [2] 13 14 15 16]
Current 30-day

average of 30-vear Market Costof Costof

11.8. Treasury bond Market Risk Fquty:  Foquity:

Company licker vield Beta Retwm  Premium  CAPM LCAPM

Alliant Inergy Corporation LNT 4,508 076 1265% R13%  10.73% 11.21%
Ameren Corporation AFRE 4.50% 0.74 12653%  813%  1054%  11.07%
American Lleetrie Power Company, Ine. ALP 4,508 0.69 12653% B13% 10108 10.74%
Duke Energy Corporation DK 4.50% 0.69 12653%  813%  10.10%  10.74%
Edison Tnternational EIX 4300 077 1263%  813% 10800 11.27%
Lintergy Corporalion LTR 4.50% 0.76 12.65%  B153%  10.73% 11.21%
Fversource Fnergy ES 4.50% 076 12653%  813%  10.71%  11.19%
Livergy, Ine. LVRG 4,508 0.94 1265% B13%  1213% 12.27%
IDACORD, Inc. DA 4300 0.74 1263% 813%  1034% 11.07%
Nexilra Linergy, Ine. NLL 4.50% 075 12.65%  B13%  1063%  11.15%
NorthWestern Corporation NWE 4300 0.76 1263% 813% 1073% 11.21%
OGL Lnergy Corporalion OGL 4.50% 0.94 12.65%  B13%  1217%  12.29%
Pinnacle West Capital Corporation PNW 4.50% 075 1265% 815% 1063%  11.15%
Portland General Llectrie Company POR 4508 076 1265% R13%  10.73% 11.21%
Xcel Energy Inc. XFElL 4.30% 0.67 1265%  8.13% 9.99% 10.65%
Mean 10.75%  11.23%
Median 10.71%  11.19%

Noiles:

[1] Bloomberg Professional, as of June 30, 2024
[2] LT Bela

[3] Market Return

[4] Liquals 3] - | 1]

[3] Equals [1] +[2] < [4]

[6] Equals [1] + 025 x4y +0.75 % (2] x [4])
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CAPITAL ASSELT PRICING MODLL
NEAR-TERM PROJECTED RISK-FREE RATE & VALTUE TINE I.T AVERAGE BETA

L1 [2] 13 14 15 16]
Near-term projected
30-vear LS. Treasury Markel  Costol Costol
bond vield Market Risk Lquity:  Liquity:
Company Ticker  (Q4 2024 - (34 2025) Beta Retrn Premium  CADPM  ECAT'M
Alhant Energy Corporation INT 438% 076 1265%  827%  1070%  11.19%
Ameren Corporalion ALL 4.38% 0.74 12.65% 827  10.51%  11.053%
American Flectric Power Company, Tnc. AED 438% 0.69 1265%  827%  10.06% 10.71%
Duke Inergy Corporalion DUK 4.38% 0.69 12.65% 827%  1006% 10.71%
Lidisen Inerizational LIX 4.38% 077 1265% B27% 10.7Me  11.24%
FEntergy Corporation ETR 438% 076 1265%  827%  1070%  11.19%
Liversource Lnergy LS 4.38% 0.76 12.65%  827%  1068% 11.17%
Fwverpy, Tnc. EVRG 4.38% .94 1263%  827%  1214% 1227%
IDACORP, Ine. IDA 4.38% 074 1265% B27%  1051%  11.03%
NextFra Fnergy, Tne. NEE 4.38% 0.75 1263%  827%  1062%  11.13%
NorthWestem Corperation NWL 4.38% 076 1265% B27% 10708 11.19%
OGE Energy Corporation OGE 4.38% .94 1263%  827%  1217% 12.29%
Pinnacle West Capital Corporation PNW 4.38% 0.75 1265% B27% 1062% 11.13%
Portland General Electric Company POR 438% 076 12653%  827%  10.70%  11.19%
Xcel Energy Inc. XFElL 4.38% 0.67 1265%  827% 9.95%  10.62%
Mean 10.73%  11.21%
Median 10.68% 11.17%
Notes:
| 1] Blue Chip Finaneial Foreeasts, Vol. 43, No, 7, July 1, 2024 ai 2
[2]T.T Reta
| 3] Markel Retum

[4] Fquals [3] - [1]
[5] Lquals [1] +[2] x |4]
[6] Lquals | 1] +0.25 x (4] +0.75 x (|2 x [4])
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CADTTAT, ASSET PRICING MODEIL
LONG-1TLERM PROJECTLD RISK-FREL RATL & VALUL LINE LT BETA

[ [2] [3] [4] [5] [6]
Projected 30-vear 1.8, Markel  Costol Costol
Treazury bond vield Market Risk Fquty:  Foquity:

Company Ticker (2026 - 20530) Beta Retiun Premium  CAPM  ECAPM
Alliant Inergy Corporation LNT 4.30% 076 1265% B33%  1068%  11.17%
Ameren Corporation AFRE 430% 0.74 12.653%  833%  1049% 11.03%
American Lleetrie Power Company, Ine. ALP 4.30% 0.69 1265% B33%  10.03% 10.69%
Duke Energy Corporation DK 430% 0.69 12.65%  833%  10.03% 10.69%
Lidisen Inerizational LIX 4.30% 077 1265%  835%  10.76%  11.23%
FEntergy Corporation ETR 430% 076 1265%  835% 1068% 11.17%
Liversouree Lnergy LS 4.30% 0.76 12.65% 833 1066%  11.16%
Fvergy, Tnc. EVRG 4.30% .94 1265%  835% 1213% 12.26%
IDACORP, Ine. DA 4.30% 074 1265%  835%  1049%  11.03%
NextFra Fnergy, Tne. NEE 4.30% 0.75 1265%  835% 1060% 11.12%
NorthWestem Corporation NWL 4.30% 076 1265% B33%  1068%  11.17%
OGE Energy Corporation OGE 4.30% .94 1265%  835% 1216% 12.28%
Pinnacle West Capital Corporation PNW 4.30% 0.75 1265% B33% 10608 11.12%
Portland General Electric Company POR 430% 076 12.65%  833%  1068% 11.17%
Xeel Lnergy Ine, XLL 4.30% 0.67 12.65%  8.35% 2.92%  10.60%
Mean 10.71%  11.19%
Median 10.66% 11.16%
Notes:
| 1] Blue Chip Finaneial Foreeasts, Vol. 43, No. 6, May 31, 2024, at 14,
[2]11.T Beta
| 3] Markel Retum

[4] Fquals [3] - [1]
[5] Lquals [1] +[2] x |4]
[6] Equals [1]+0.25 x (J47) + 0.75 x (T2] x [4])
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[1] [2] 51 [4] [5] [5] 71 [8] [2] [10] [11] [12]
Company Tigker 1ZA172003 123172004 1273120158 1230172006 12312007 13172008 12531720190 127312020 LAV VAT 123012028 Averape
Alliant Encrgy Corporalion LT 0.73 0.80 .80 0.7 0.70 .60 .60 0.83 0.83 .83 0,90 0.7
Ameren Corporalion AEE 0.80 0.73 0.73 0.63 0.70 0.33 0.33 0.83 0.80 0.83 0.90 0.74
American lilectric Power Company, Inc. AlP 0.0 070 070 .65 .65 .55 .55 0,75 0,75 075 L% .69
ke linergy Corporation 13U .65 .60 .65 (.60 (.60 (.50 (.50 (.85 (.85 (L85 (.00 .69
Edisen International EIX 0.80 0.73 0.70 0.63 0.63 0.33 0.33 0.95 0.93 0.935 1.00 037
I'ntergy Corporation IVT'R 0.0 070 070 .65 .65 .60 (.60 0.5 .95 .95 0.5 0.776
lversource linergy 175 0,75 0.0 .65 .60 (.55 0.0 (.00 (.00 0.0 0.776
Evergy, Ine. EVRG NAME NMF 1.00 0.935 0.90 0.90 0.94
IDACCORT. Ine. DA 0.73 0.80 0.80 0.73 0.70 0.33 0.55 0.80 0.80 0.80 0.83 0.74
Mextlira linergy, Inc. [y DS 070 070 0,75 .65 .65 .55 (.55 0.0 (.00 .95 1.00 0,75
NorthWestern Corporation NWIY 0.0 0.0 070 0.0 0.0 .55 .60 0.5 0.5 (.00 .95 .76
OG) Eneray Corporation O3l (.85 (.00 .95 0.0 0.5 (L85 075 1.10 1.05 1.0} 1.05 .04
Tinnasle Wesl Capilal Corporalion PNW 075 0.7 0.73 0.70 0.70 .33 0,30 0.90 0.90 0,90 0.93 0.73
Tortland General Eleetrie Company PR 075 .80 .80 0.70 0.70 .60 .33 0.83 0.90 .83 0,90 0.7
Neel Uneray Ine. X1, (.65 .65 .65 (.60 (.60 (.50 (.50 (.80 (.80 L% .85 .67
Moan 0.73 0.73 0.73 0.69 0.69 .38 0.56 0.89 .89 .88 0.92 0.77
Notes:

1] Walue Line, dated 1Jecember 26, 2013,
[2] Valui Ling, dated Dovember 31, 2014,
[31 Value Ling, dated Dosember 30, 2013,
[4] Valui Ling, dated Dovember 29, 2016,
[5] Valui Ling, dated Dovember 28, 2017,
|6] Value Line, dated 1Jecember 27, 2015,
7] Value Line, dated 1Jecember 26, 2019,
[8] Valui Ling, dated Dovember 30, 2020,
[9] Valui Ling, dated Dovember 29, 2021,
|10 Value |ine, dated | Jecember 301, 2022,
111] Value |ine, dated | Jecember 29, 2023,

[12] Average ([1] - [11]
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MARKET RISK PREMIUM DERIVED FREOM ANALYSTS' LONG-TERM GROWTH ESTIMATES
[1] Latimated Weighted Averape ividend Yield [ 1.54% |
[2] Latimared Weighted Averape Leng-Term Growth Rafe [ 10194925 |
[3] &P 500 |istimated 12eouired Sarket [2etm [ 12.65% |
STANMIIALLY AR POCIE SO0 TR
[1] [5] [“] 7] [5] [9] [0 1]
Cap-Wdghled
Shares “arker Weight in liatimated Oap-Weighted  Blenmbern Leng-Term
arne Ticker Oyl Toicw Capitalication Ides Dividend Yicld Dividend Yield Growel Est. Growlh Esl
LyorlellBuasell Indusites NV LYE 25622 0565 31, 14950 5600 0.01% Q01
American Lxprezs o AXP T19.303 23155 T66.551.61 1.21% L% (L.07%
Verlzon Comimunications Ine VI 420935 .45% : G0l
lirnadsem Inc AN 165 RN ? 1.51% 1.31%
Bowing T The BA 613854 111,733.03
Solventum Corp b : 1 w 0.732.80
Calerpillar Ine CAT 480053 EXEN 04t
JPrnrgan Chase & Ce ks ZHETT.O0N 202.26 (L.05%
Chevron iorp CVH 1547
Ueca-Ulela OofThe ] 1507.955 274200034
AblVie Ine ABBYV 17635 868 30288168
Walt 12isney Ce'lhe 115 THZ5.0403 THT.009.94
Corpay In CTAY i 18,720 36 0.55% ol
lactra S pace Storage Inc (BN G200 (14060 A17% (L00%
Eaxon Mobil Corp HOM Sl 420003 1.48% 3.30% QS
Fhillips &6 PEX 5984950
Greneral Eleciric o GE A2.50%
HF Inc LI 0.70%% 5.12%
Herne Diepat Ined Thee HL 021614 098% 3.43%
‘anelithic Pewer S33tems Inc RAFW IR ARGT2 S0.062 ] 0.11% L61% (L0 TH.00%
Intermationad Business Machines <omp BN 15887239 0.46% 3.86% 318
Jnhngen & Jehnzon I~ 2406670 1.0 % S50 A.05%%
Luhilemen Athletica Inc LUILLL 1194560 K 0.10% 7.00%% (.01%
MeDomald's Corp MCD T20682 18363860 0,530 0.01% F51% 4ty
werck & Colne Mgk 2532006 S15.5601.38 [1.50% (L02% 11.00% (L 10%
M Co JRAEIEI 553361 102,19 36,547 .96 -7 15%
American Water Weorks Co Ine AR 12076 IA 16351 (0% #0000 .07%
Buank o Atnerics Corp BAC 311016.11 )
Pfizer Inc FI-l. TRE.551.27 7% (L.04%
Procler & Gurmble CorThe JRE) 164.92 38923348 2.44% A {0
ATET Inc T 7 1911 13702185 o 1.65% (L.07%
Travelers Cos e/ The 328093 203,34 46,563 44 15.24%, Qudta
R Conr 1528506 100,59 T35.400.117 T6H2% (L.04%

Amalog Deviees Ine

Walmart Inc

Ciseo Syilerns Ine

Intel (e

General Motors T

wicroseft Cormp

Drollar Genwral Corp

Cligna GronpThe

Kirdler Morgam Ine

Clitigronp Ine

Armerican Inlermaliona Group Ine
Altria Grearp Inc

HZA Healthewre Inc
Intematicnal Faper (e
Hewletl Packiar] Enlerprise Co
Abbott Laboratories

Allae Inc

Air Prodnets and Chemicalz Ine
Super Micro Cotmpuler Ine
Reseal Canibbean Cnaizes Lnd
Hess Corp
Archer-aniels-Midland e
Aulomalic Dula Processing Ine
Verisk Analvtics Inc
AuloZone Ine

Linde P12

Avery Dnnison Corp

Lnphase Lnergy Inc

MESCT I

liall Cemp

Avnon Enlerprise Ine

Dasforee Ine

2Z826 113,266 .42

5146203 1.596% (L02% 11.15%
: [1.58% L%
Ghi 0.15% o
SArT TA32306 A6 s 0.53% (L06%
Dy Z19.895 13223
[N Z51.071 53057 (L0
EMIL Z2leasd 0%
[ 190741
AlG 653658 0.14% L2ty
MO A0 0.22% J.HUg 1.07%
HiZ: 3zl 0.24% 257 L2ty
Ik : =200
HI'E ZLLF 3730
Al 173651 105,641 01.52% #.00%
AFL 568.3022 8231 0.15% .55 G0l
AR 222306 250N 0.76% LA5% 11.02%
SMCT £19.35 LOTRGR 53.18%
R 15843 A1,029.75 209.02%
HER 14752 45,4522 0.13% 1.19% 18 G0ty L2ty
AR )1 20,55, G001% 1ERS
ADD 23869 STAFAET 028% 2.35% 11.31% GL03%
VIEHK 26555 AR b X 0.11% (L548% 11.71% 1.07%
AZG 29641 SOLA35 0.15% 14.66% b
LI~ 180.676 A3EET 21092544 o o o (L07%
AVY B0LA53 21865 1761291 k G0l
LMPT 156,063 0871 13, 560681 0iM1% 1.07%
MECT 48175 38.166.16 0.11% . 11.58% G0l
1BALL 31037 6102 TH.62H.E0 [1.405%% 1.53% (L0 12.80% 1.07%
AT 75467 20424
1347 1555602 146
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STANDARD AND POCCR'S 300 INDEX
[4] 151 141 171 18] 191 110] 111
lap-Weighted
Shuares Market Wlghl in Eslitnaled Cup-Weghled  Bloomlwrg  Leng-Tenn
Same llicker nistp Frice Capitalization Index Dividend Yield ividend Yield Growth Lat, Grewth lst

Camier dilebal Com AR a0z 6308 0.76% 1.20%% (L0 (L.07%
Buank ol New FTork Mellon CorprThe BE 5289 0.13% 28]1% ol
s Worldwide Corp CrIE . 26 1.62% (L.07%
Buaxter Inlermsational Inc BAR 3435 AT {0
liecten Dickinaon & (e [FEhe ZH0.006 1.603% (L0
Berbushire Halbiaway Ine EREE 1311385
liest liuy o Ine 1315y 215711 TH,182.53 AA6%
Boslon Seicnlific Corp BSH 147018 113218 .56 0.32% 4ty
liristol-%vers Seuibb e likdY 2027 AT H1,185.416 5.M0%
Brown-Fumman Cuorp BEE 537 4312 13, 196,14
Uletema Lnergy Inc CTRA 253 2067 TOHAR OO [1.06% (L0 T (L01%
Cuarnphbicll Soup <o TB 9850 4519 13,42 .66 0. 04% 0.00% 140 {0
Hilton Werldwide Heldinps Ine HLT 250.046 21h2 3 2001 0.76% (L0 15.52% (1.02%
Cuarmival Corp oL 112232 1872 2100983
Liorve Ine [WILat e ROZY 1160 1108679 20.01%
Builder: Fimst Soures Ine ELDE 2Z057 1384 16,893.9] 481%
LK Ing LIGR 320307 1115 T3, 55080 B 1.H3%
Clorux CudThe CL¥ 124188 136.47 16,947 94 0.05% 15 46%
Pryeem Software Inc PAY SR T15.04 HAT205 0.402% .001%%
ChIE Envrgy ¢orp Chiz I98.635 5253 17, 4 (1.15% a
CUelgate-Palmolive o (&8 w2041 a7.04 79.615.30
ETAM Sysiem Ine ElANM 274 18811 10,905 49
Cenagra liandz Ine AL 1TH.003 25812 1358655 A83% (L0 (L00%
Airbnb Ine AEBNE M5 15163 66,944 65
Clenselidated Hdisen Ine (M) 31,021 H 12 S0.843.70 (14060 % (L0 (L.07%
Corminy Ine GLW 836,619 R85 AITR6S 0. 10% 2.58% 0.00% ol
Gelladdy Inc G10Y 140,941 13871 1069087
Curnrnins Ine it 136,78 3T ETRAD 01l% 2. ol
Caczarr intertainment lne Al 216116
Dharpahuer Corp DHE. TA40GET i
Target Com T G
Divre &z Co DE 10298122 13
Deminien Hnempy Ine 17 A1.04Z06 5.4 (.01%
Peseer Corp 13003 24,700.21 1.70 (L.07%
Alliant Enerey ¢orp L~T 13,048 69 377 {0
“neel Inmamics Ine STLID 1.7
Diuke Bty (Corp DR 4 ol
Regeney Centars Comp lelai 181,581 1148084 A (L001%
Eulun Corp PLC ET~ 390 892 12533586, 14 1.20% Q05
leelak Inc (KN 0700500 (1L96%
Fovvily e RVTY 104 56 1293899 0.27%
Lmeraon |lectric {n IR 1106 6302254 1.591%
EOG Rasourees Ine EQG 12587 FIA3RET 2 50%
Aon FLO Ark 20550 i35S0 (L92% T 5H%
Enlergy Corp ETR. 1oy 282021 4.22% G640 ¥
lgitax Inc [HRN 123,611 212,46 2097072 o (L0 15.51% (L01%
EQT Corp EQT 441 593 598 16,330.11
1V 1A Holdings Inc [0 1822 21741 G 7 A% (L01%
CGrariner Ine 1T 63 206 3486053 ol
lFedls Cop (RPN 245521 20681 172 (L0
FAi Corp FA 124818 5755 2
lironwn & lirown Ing 11ROy ZER.2A0 H 11 Hn
Furd kuolor Co F ARTLARS 12.54 4917542 e
et Hnerpy Ine S 2055 T T15.571.55 (1.041%%
Franklin Resources Ine BEN 526,091 Z2AS 11,738.13
Garmin Ltd Glehd™ 192,070 16202 S1,2U3 55 (L.07%
Frovpon-ModdoRam Ine FCH 1436.49 486 03t
Dexcem Ine 1230078 TI5.5H B
Greneral Divnmnies Corp G 200,14 123% 1.96% 14.18% GL03%
General Millz Inc Gl 03260 0.70%% ERELY ) (L0 1.1%0% (L00%
Gerine Farls Co Gz 139.259 135,32 2.80%
Atmes linerpy p ATC 150877 REEX e [1.405%% 1% (L0 RV (L00%
WO Crainger Ine GWT 40 0658 S22, 3%
Hallikarten e LAl HES. 30 57 (14060 2% (L0 TL50% (L01%
LAHummis Technologios Ine LHX 185.68 224 0.12% ] £.53% ol
lealthpeak Preperties Ine 1300 2 166 0 0.12% (.00% A.15%% (.00%%
Inzulel Corp FoDD 04 ZalE I8 44%
Catalent Inc TR THOOE SOZSE 1017651 Z8.21%
Furlive Corp FTV ' 741 26,085 35 £.98% ol
lershey (o'l he LY THAES 2715625 230% (L00%
Syvnchrony Finaneal SYF 41544 4717 18,948 26

Hermel Foeds o TR AN A% (L4152 (L00%
Arlhr T Gllugher & Co AlG 21835 25931 0.16% L2ty
‘endeler Intematienal Inc ALl 1311.359 63,141 0.35% 24000% T
CenterPoint Energy Ine CHI 639.724 U 2.58%
Imana Ine T 1200500 AR 02520 (1A%
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STANDARD AND POCCR'S 300 INDEX
[4] 151 141 171 18] 191 110] 111
lap-Weighted
Shuares Market Wlghl in Eslitnaled Cup-Weghled  Bloomlwrg  Leng-Tenn
Same llicker nistp Frice Capitalization Index Dividend Yield ividend Yield Growth Lat, Grewth lst
Willis ‘Temwrers Watsen P W 12,256 26271 1.51% (L0 12.11% (L01%
Minwis Tool Works e ITW 2084 236,96 ; 2.36% 4 ol
CIW Carpd CIIW 154,300 IR (14060 (L.07%
Trame Twuhneologies PLC T 26352 3zRe3 02l% 03t
Interpublic e of Cos Ine®'he 1H3 2605 ! (.00%%
Intermationa Flavors & Frapmamees o IFF 95zl o
Generac | oldings Inc (AN G681 1372 7.00%% (.00%%
WD Semmiconduclon XY NATT IR5.684 26209 .92 ol
kellanesen k. 768 #.12% (.00%%
Bruoadrndge Financal Solulion: Ine ER
Kimber i Cerp [M=IH A6 533H 9.15%
Firmess Really Corp EIM 1311830 335
Ciracle e e 15.06%
Erower CoThe KR 0. 10% 311%
Lennar Corp (AP 0.70%% (L0 A.30% (L00%
Eli Lilly & Ci» LLY ;
liath & liedy Works Ine W] 223251 0.402% (L0 (L001%
Charter Cormrmumicalions Ine CHTR 144 386 0.12% ol
l.oeas o l. 221106
Luwets Cos Ine Lind 560835 13562582 0.36% 0.0 1% 403t ol
lnbkell Ine FILIALE EER{~H 19.621.76 [1.06% (L0 TH.00% (L01%
IDEX ¢*urp IEX F5605 15,220 83
“arsh & Mel.ennan Cez Inc SARACT 192721 2072 105,826,850 0.50% (L0
Musen Corp KIAS 20544 G567 ]
&b Glebal Inc hiaw] 320,257 Ade (L0
Medironic PLC MDT 128227 TETL 100027 47 0.0 1%
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Helepic Ine (RSP S [1.405%% (L001%
Citzvnes Finaneial Group Ine CFG 45502 A6.03 .. 7 4 66%
Jabil Ine 11l 120507 108.79 1311975 0iM1% (0.20% (L0 (L001%
O'Reilly Autrnolive T OFLY 58804 105606 G2 19560 0.18% Qudta
Allztate Corplhe AlLL 203,015 156060 AZ 15667
Equily Fesidenlial EQR GH.AES 2601992
liergWarner Inc 1WA 3224 50 (L001%
Keurig Dr Pepper Ine kor 1355574 45.276.17 G0l
Heat | Iotels & Hesots Ing LT 05 12.650.73
Ineyte Zorp X0y 13.630.71 ol
simen Preperty Groap Inc HPG A9,151 (L001%
Euslrman ¢hermical o EMN {0
Avalenllay Commmnities Inc AVDH
Trudenlisal Firsneisl Ine TRLT 4z 0712
Linited Parcel Service Ing L.P3 T30, 300 LR e}
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190872 317 B.593% 4.64%
19873 13.14% 1068 4350
1987 .4 12768 9255 3530
IELH A 12.74%, B.6:3% 4.11%
Tide2 12.70% 06 3630
1 3 12.78%, EREL 3800
T9EE.4 12.97% 5.97% 40000
19801 13008 048 3500
19892 13228 8700 4520
1993 12.38%, B.12% 4. 268%
19894 12.83% 1.03% 4,900,
19601 12,608 8448 4100
196902 12458 B.6hly 4200
T3 12.54% B.79%, 3.T75%
194304 12.68% B.96% 4.12%
194911 26560 8208 44038
12912 1267 B3l 43000
19491.3 12.48%, 5.19%, 4.30%
19491.4 12.42% TR 4.57%
194z ] 12.38% T3l 4550
169z 11.43% 7500 3550
19923 12.03% 745 4.59%
19924 12.14% 1.52% 4.62%
19931 11.34% T 4708
19937 11.648 6860 4740
19933 11.15% 6.32% 4. 84%
1993.4 11.04%, 6.14% 4.91%
196941 1107 6530 4400
19942 11.13% 1368 3.T7
19494.3 12.75% 7.59% S16%
194944 11.24% 1.0t 328
19931 11568 765 4330
19952 11.32% 6.040 4370
19953 11.37% 6.72% 4.65%
19954 11.58%, 6.24% R35%
190663, 11.4658 1 317
196632 11.4658 6,000 4540
1996.3 1070 6.97% 3.73%
19496.4 11.56% G6.62% 4.54%
194971 11088 6400 4.20%
19972 11.62% 6.040 4050
19973 T2.00%, 6.93"% 547
1997.4 11.06%, i
1998 | 11.31% 3
19982 2.200
19953 11.65%
194954 1230,
19681 101408
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BOND TIELD PLTTS RISK FREXMITUR

]

[31

Average
Authored

Duarter Electnic ROE
T2 101.94%,
19993 T0.75%
1996 4 11108
20001 11.21%
N2 11.00%,
N3 11.68%
20004 12508
2001.1 11.338%
1.2 T8
.3 1076
2001.4 11.57%
20021 10050
TNIZ2 11.41%
N2 11.25%
2002 4 11.57%
2003.1 11.43% R
TNIR2 11.16% 4 80%
TR QEEY A%
2003 4 11090 s11%
2004.1 11008 ER:
il 2 Ti)64%, 5.34%
043 T0.75% A%
2004 .4 10.9]% .55
2005.1 101,568 4.71%
TNRZ 1001 3% 4.47%,
TR T8 5% 4.42%,
20054 101,550 X
2006.1 10.38% 4.63%
T2 Ti1E3% A 14%
063 ToL06E S0y
2006.4 101,350 4.74%
2007.1 101,350 R
N2 T0.27% 4.00%,
2075 1020 3550
7.4 101.43% 4.61%
TN T0.15% 4.41%
20082 10.54%; 457
20083 10.38% 4458
i b T00.39%, 3.64%
TR T00.45%, 3.44%,
20092 10588 4.17%
20093 10.41% 4328
R4 T00.54%, 4.34%,
20 T00.45%, 4.62%
20102 10038 437
20103 10,200 38650
24 101.34%, 4.17%
N1 2.96%% 4 560,
20112 10128 43444
20113 101,368 3.7
N4 101.34%, 3.04%,
Nz T0.30%, 314%
20122 042 2.94%
20123 078 2,74
N4 1007 TR
N30 A 313%
20132 0 84% 314
20133 DRI 371
N34 Q2% 3.70%
N4 QAT 3.60%
20142 DRI 3 440
20143 070 327
Zind.4 Q.78 060
A0 2.600% 255%
20152 030% 2,950
20153 0.40% 25650
A4 Q.68%% 060
Zina 0% 272
20162 9.41% 257
2016.3 0% 2.5
ZiNna.4d QARG ZH3%
T 2.67% 3.05%
20172 D.61% 2908
20173 0.73% 2400
2nT.4 2.74%% TR
0 Q5% 3.02%

20182

D37%

R

Risk
I*Ternium
A 14%
4.71%
49404
4.500
A02%
SRD%
G.81%

L
)

L

o e
inia b —ig

Lo D]

R

oo
o =]
R

o
inooy
o] led T

o
in
=

4.7t
3.98%
6,128

A3

0. 200%
AH2%
571%
G.43%
a.17%
5400
578%
. faf3g
T30 %
T
G950
7048
T.21%
a.64%
6.7
6.1 2%
&.04%
A88%
.35
G520
a.81%
T %
G.6]%
G448
0.69%
.9%%
G544
7458
a.72%
8.57%
6. 71%
G.9] %
6.92%
8.57%
.45
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GOND YIELD PLUIS RISK FREMIUM

] [21 [31
Average 5 Savt,

Authorized 30-vear Risk

Quarter  Electne ROE. Treasury I*Ternium
20183 2.66% CAN .50
20184 G.44%% 327 6.1 7%
2019.1 957% 3010 6550
20192 058 2.78% 6.7
207493 QAT 2.20% 728
2019.4 2.26% 7.49%
20201 1350 1568
20202 1.54% 8148
0.34% 1.37% OR
1.62% s
207 738
2,260 7208
1.93% 7.43%
1.95% 7.42%

2022 T8
20222 5t 6.300
20223 3.26% SRR
20224 3.89% 583%
20231 3750 3965
20232 3810 3.73%
20233 4.23% 40
20234 S.68% 4.58% A.09%
2024.1 0.606% 4320 3534%
20242 DTR% 4550 3.20%
AVERAGGH 11.44% a.07"% 5.38%

SAEIDIAN 10.97%, 5.32% 5.54%
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YANP
AP
TANP
£ hAMr
2
£
Z 5.00%
2
&
= 4.00%
300
ZANPY
Lo : - *
TANP EXLLN SANP TR SN LR LT TN TSP
T.5. Governmenl 30-yeur Treasury Yield
SUMMARY OUTPUT
Regression Stetistics
Multiple R 0,813386932
R Square 0834253955
Adjusted R Square 0833352443
Standard Error 0.00562232
Obsarvations 178
ANOWE
af 55 WS F Significance £
Regressian 1 0028611574 0028511874 B8G,1217833 1.31582E-70
Residual 176 0005682842 3 22889E-05
Tatal 177 00534294716
Coefficients Standord Error t Stat P-value Lower 355 Upper 95% Lovwer 95,05 Upper 85,05
Intercept 0078577764 0000548055 833015142 2.494E-143 0077106666 0.080848862 0.077106666 0.080848862
UL, Cowt, M0-year Treasury -0.415623787 0.013564546 -289.7RIILTIE 1.01582E-70 0443253200 0088124275 -0 443250295 0388134275
TS, Govt.
Fiyeur SES
| TS Ly |*remium ROH
Crurent 30-Jay averase of M-vear T35, Treasnuy bond vield [4] 4508 G030 10,535
Filue Chip Mear-Term Projeeted Forecast (4 2024 - (4 20251 [5] 4.38% 6.08% 10.46%
Filue Chip Lome-Term Projected Forceast, (2026-20300 [8] 4.30%, 6.11% 10.41%4%
AVERAGT 10.47%
Mot

[1] Reaulatory Rescarch Associates, ale cases throwgh June 30, 2024

2] 5EF Capital I Pro. quarterly hand vields are the average of each trading day in the quarter
3] Bquals Colunn 1] Caolumn |2

[4] Sel® Cupital 103 Pro, 30-day average us of June 30, 2024

[5] Blue Chip Fimancial Forceasts, Vol. 43, Moo 7, July 7, 2024, a1 2

1]

17]

[4]

[%1

1
2
3

] Blue Chip Financial Forecasts. Vol 43, Mo, 6, May 31, 2024, ar 14
7] 5ee notes |4, |5] & (6]

8] Hyuals 00790 = (204157 < Celumn [7])

9] Hguals Column [7]— Column [8]
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Mr. Filarowicz Constant Growth DCF
As Filed
[1 [2] [3] [4] [5] [] [7] [8] [9]
Prejected EI'S Growth Rates
Projected Avg, Ax of May 10, 2024 (except Evergy )

Dividend Next Four Quaréers Annual Stock Price  Dhividend Value Yahoo! Clost of

Company Ticker Next nd 3rd 4th Trividend as of 6/3/24 Yield Tine Zacks Finance  Average Fquity

ATLLTE, Ine. ALTL 807050 $0.7030  S0.7050  S0.7547 5287 S60.65 4730 6.00%% NA & 10%, 7.05% 11.78%
Alliant Energy Corporation INT SO4800  $04R00  S04800 S0.5102 S1.95 549 84 391 6.530% 6,100 63004 6,300 10.21%
Ameren Corporalion AFE 506073 $0.60673 506673 S0.6673 52.67 573.14 3.63% 0.50% 6.48% 4.80% 5.493% 9.58%
American Electric Power Company Ine.  AED 508800 $0.8800  S0.8800 50,9342 53.57 586.56 4.13% 0.50% 58004 6.19% 6. 164 10.29%
Avigta Corporation AVA 804750 $0.4730  S0.4750  S0.5040 S51.93 S33.57 5.42%, 6.00%% NA 6200 6,100 11.52%,
Tlack TTills Corporation BKII 806500 $0.6300  S0.63500  S0.6728 8262 S34.18 4 R4t 3500 NA NA 3500 §.34%,
Consolidated Edison, lne, ED 50,8300 $0.8300  S0.8300 50,8690 53.36 56221 3.64% 6.00% 2,000 0.09% 4700 8.34%
Duke Energy Corporation DUK 51.02530  $1.0870 S1O0870 S1.0870 54.29 S98.73 4.34% 5.00% 6.28% 0.86% 6.05% 10.39%
Tiverey, Inc. FVRG 806425 $0.6425  S0.6425  S0.6746 S2.60 S32.69 4940 7500 3.000%% 2500 3.000%% 9940
Eversource Energy ES 5007040 $0.7040 507040 80,7040 52.82 558.86 4.78% 5.530% 4.16% 3.23% 4,300 9.09%,
TFortis Inc. TS 805000 $0.5900 S0.6154  S0.6154 5241 S39.30 6.13% 5.00% 6.00%% 1.89%4 4309 10.43%
INACORP, Inc. DA S0.8300  $0.8300  S0.8690  S0.8690 S3.40 $93.63 3.63% 5.00% NA 4400 4.70% §.33%
NexlEra Energy. Inc. NEE 50,5034 $0.53034 50,5054 80,5054 52.02 S69.27 2.92% 8.30% 799 7.84% 8.11% 11.03%
NorlhWestem Energy Group. Ine. NWE 506500 $0.63500  S0.6300  S0.6776 52.03 55087 3.19% 4.00% NA 4.50% 4.25% 9.44%
Pinnacle West Capital Corporation PNW S08800  $OBRO0  S0.9357 809357 $3.63 S74 87 4 B30 45004 7.55% 6.95% 6.33% 11.18%
Portland General Flectrie Company POR 805035 $0.5035  S0.5035 805035 S2.01 S42 89 47004 6.00%% NA NA 6.00%% 10.70%
Public Service Enterprise Group lne PEG 5005094 $0.53994 50,5994 80,5994 52.40 57017 3.42% 4.00% 6.24% 5.25% 5.16% 8.538%
Sempra Energy SRE 506200 $0.6200 506200 S0.6391 52.52 57323 344% 7.00% 6,000 53.00% 6,300 9.74%
WTC Encrey Group, Inc. WTC S0.8350  $0.8330 S0.8350  S0.8902 S3.40 S81.12 4.19% 6.00%% 7.17% 60680 6.62% 10.80%
Average:  9.98%

[1] Attachment ME-4; Value Tine
2] Attachmenl MF-4; Value Line
3] Attachmenl MF-4; Value Line

[4] Attachment MI-4; calenlated by Mr. Tilarowicz

[5] Sum of dividend next four quarters
|6] Attachmenl MEF-3

171 Equals [2] ]3]

[8] Attachment ME-2

[9] Tiquals [7] — Average of [8]
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Mr, Filarowicz Constant Growth DCF
As Corrected
1] 12] 131 [4] 131 |6 171 191
Projected EPS Growth Rates
Projected Avg, Current As of June 1, 2024

Dividend Next Four Quarters Annual Stock Urice Dividend Yalue Yahoo! Clost of

Company Ticker Next nd 3rd 4th Trividend as of 6/1/24 Yield Tine Zacks Finance  Average Fquity

ALILTE, Inc. AL 807050 $0.7030  S0.7050  S0.7547 S2.87 S60.08 47804 6.00%% na & 10%, 7.05% 11.83%
Alliant Energy Corporation LNT 504800 $04800  S0.4800 50,5102 5193 549,69 3.92% 0.30% &, 1004 6.30% 6,300 10.22%
Ameren Corporalion AEE 506073 $0.60673 506673 S0.6673 52.67 57320 3.65% 0.30% 6,200 4.80%, 5.83% 9.48%,
American Tilectric Power Company Ine. ATIP S08800  $OBRO0  SO8R00 809342 $3.57 SR3.96 4. 16%4 6.530% . 10% 6.36% 320, 10.48%
Avigta Corporation AVA 804750 $0.4730  S0.4750  S0.5040 S1.93 83540 5.45%, 6.00%% na 6200 . 10% 11.55%
Black Hills Corporation BKH 506500 $0.6300  S0.6300  S0.6728 52.62 853949 4.86% 3.530% niu (.70%, 2,104 0.96%
Consolidated Edison, Inc. ED 50,8300 $0.8300  S0.8300 50,8690 53.30 592,08 3.65% 6.00%, 7400 6.09%, 6,500 10.14%
Thike Tnergy Corporation DUK $1.0250 $1.0870 S1.0870 S1.0870 8429 S97 .88 4 3804 5.00% . 10% 6H.6604 3020, 10.30%
Tiverey, Inc. FVRG 806425 $0.6425  S0.6425  S0.6746 $2.60 85251 49604 7500 3000 6.00%% 6.17% 11.12%
liversource lneray 125 SOT0A0 $O.7040 0 SO0704) 0 8507040 5282 55892 4. 78% 6.00% 54045 4.20% 5.20%% 9 98%%

Tortig Inc. T'TS nia nia nia nia nia nia na nia nia nia nia nia

IDACORLD. Ine. DA 508300 $0.8300  S0.8690  S0.8690 53.440 593,40 3.64% 3.00% n 4.40%, 4,700 8.34%
NexlEra Energy. Inc. NEE 50,5034 $0.53034 50,5054 80,5054 52.02 S67.93 2.98%, 8.00% 8,000 8.01% 8,000 10.98%
NorthWestern Tinerey Group, Inc. NWT. S0.6500  $0.6500  S0.6500  S0.6776 852.63 853044 5.21% 4.00% n‘a 4.50% 4.25% 9.46%
Pinnacle West Capital Corporation PNW S08800  $OBRO0  S0.9357 809357 S3.63 87432 4 89ty 45004 8200 7200 f.63% 11.52%
Poriland General Eleciric Company POR 50,5035 $0.3035 505035 50,5035 5201 542,75 4.71% 6.00%, niu 12,5004 09.25% 13.96%
Public Service Enterprise Group lne PEG 50,3994 $0.5994  S0.5994 80,5994 52.40 569,13 3.47% 3.00% 54004 4.85% 5.08% 8.55%
Sempra Tinergy SRIE 806200 $0.6200  S0.6200  S0.6591 8252 872,60 3470 7000 . 00%% 5.90%, 3 30% 9770
WTC Encrey Group, Inc. WTC S0.8350  $0.8330 S0.8350  S0.8902 $3.40 SR1.21 41824 6.00%% 7.90%, T21% 7.04% 11.22%
Xeel Energy XEL 505475 $0.3475 5053475 50,5473 52.19 554.13 4.05% 7.00%, 6,40y 0.73% 6.71% 10.76%
Average: 10.35%

1] Attachmenl MF-4; Value Line
[2] Attachment ME-4; Value Tine
[3] Attachment ME-4; Value Tine

|4 Attachment MF-4; Value Line - equals | 1] x(1

|5] Sum of dividend next [our quarlers
[6] Attachment ME-3
[7] Fquals [2] 7 [3]

|8] Data as published by Value Line, Zacks, and Yahoo! Finance as of end ol June 1, 2024 consistent with Mr. Filarowice's stock price caleulation

191 Equals |7]  Average ol | 8|

average |8|)



