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A. 

Q. 

A. 

DIRECT TESTIMONY OF PAULINE M. AHERN 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Pauline M. Ahern. I am an Executive Director of ScottMadden, Inc. My 

business address is 1900 West Park Road, Suite 250, Westborough, MAO 1581. My 

mailing address is 3000 Atrium Way, Suite 241, Mount Laurel, NJ 08054. 

PLEASE SUMMARIZE YOUR PROFESSIONAL EXPERIENCE AND 

EDUCATION BACKGROUND. 

I have offered expert testimony on behalf of investor-owned utilities before thirty-one 

state regulatory commissions in the United States and Canada on rate of return issues 

including, but not limited to, common equity cost rate, fair rate of return, capital structure 

issues, relative investment risk and credit quality issues. I am a graduate of Clark 

University, Worcester, MA, where I received a Bachelor of Arts degree with honors in 

Economics. I have also received a Master of Business Administration with high honors 

and a concentration in finance from Rutgers University. 

On behalf of the American Gas Association ("A.G.A."), I calculate the A.G.A. 

Gas Index, which serves as the benchmark against which the performance of the 

American Gas Index Fund ("AGIF") is measured monthly. The A.G.A. Gas Index and 

AGIF are a market capitalization weighted index and mutual fund, respectively, 

comprised of the common stocks of the publicly traded corporate members of the A.G.A. 

I am a member of the Society of Utility and Regulatory Financial Analysts 

("SURF A") and currently serve on its Board of Directors, having previously served two 

terms as President, from 2006 - 2008 and 2008 - 20 I 0, and as its Secretary/Treasurer 

from 2004 - 2006. In 1992, I was awarded the professional designation "Certified Rate 
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of Return Analyst" ("CRRA") by SURF A, which is based upon education, experience 

and the successful completion of a comprehensive written examination. 

I am also an associate member of the National Association of Water Companies, 

serving on its Finance/ Accounting/Taxation and Rates and Regulation Committees; a 

member of A.G.A. 's State Affairs Committee; a member of the Advisory Council of the 

Financial Research Institute - University of Missouri - Robert J. Trulaske, Sr. College of 

Business; a member of the American Finance and Financial Management Associations; 

and, a member of Edison Electric Institute's Cost of Capital Working Group. 

The details of my educational background, expert witness appearances, 

presentations I have given and articles I have co-authored are contained in Appendix A. 

HA VE YOU PREVIOUSLY FILED TESTIMONY BEFORE THIS 

COMMISSION? 

Yes. I have previously filed testimony before the MOPSC in the following rate cases: 

Union Electric Company, d/b/a Ameren Missouri: ER-2016-0179, Missouri Gas Energy: 

GR-2014-0007, Missouri American Water Company: WR -2011-0337 / SR-2001-0338, 

WR-2010-0131, WR-2008-0311 I SR-2008-0312, WR-2007-0216, WR-2003-0500 I WC-

2004-0168, and Arkansas Western -ANG Division (Missouri): GR-97-272. 

PURPOSE OF TESTIMONY 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

The purpose is to provide testimony on behalf of Laclede Gas Company ("Laclede") and 

its two operating units, Laclede Gas (LAC) and Missouri Gas Energy ("MGE") 

( collectively "the Companies") relative to the appropriate overall fair rate of return, 

including the appropriate capital structure ratios, long-term debt cost rate and investor-

2 
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required return on common equity, which they should be afforded the oppo1iunity to earn 

on their respective jurisdictional rate bases. 

WHAT IS YOUR RECOMMENDED COMMON EQUITY COST RATE? 

I recommend that the Missouri Public Service Commission ("MOPSC" or "the 

Commission") authorize the Companies the opportunity to earn an overall rate of return 

of 7.700%, including a common equity cost rate of I 0.35%, on their jurisdictional rate 

bases. This recommendation is summarized on Schedule PMA-D I and in Table I below: 

Type of Capital 

Long-Term Debt 
Common Equity 

Total 

42.80% 
57.20% 

100.00% 

Table I 
LAC/MGE 

Cost Rate 

4.159% 
10.350% 

Weighted Cost Rate 

1.780% 
5.920% 

7.700% 

HAVE YOU PREPARED SCHEDULES THAT SUPPORT YOUR 

RECOMMENDED COMMON EQUITY COST RATE? 

Yes. They have been designated as Schedules PMA-DI through PMA-D9. 

3 
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SUMMARY 

PLEASE SUMMARIZE YOUR COMMON EQUITY COST RATE ANALYSIS, 

Because the Companies' common stock is not publicly traded, their market-based 

common equity cost rate cannot be directly observed. Consequently, I have assessed the 

market-based common equity cost rates of companies of relatively similar, but not 

necessarily identical risk, i.e., a proxy group, for insight into a recommended common 

equity cost rate applicable to Laclede, and its operating units.. Using companies of 

relatively similar risk as proxies is consistent with the principle of a fair rate of return 

established in the Hope 1 and Bluefie!Jl- cases, adding reliability to the informed expeit 

judgment necessary to arrive at a recommended common equity cost rate. 

However, no proxy is identical in dsk to any single entity. Accordingly, an 

assessment of relative risk between the Companies and a proxy group of publicly traded 

natural gas utilities ("Natural Gas Proxy Group"), whose selection is discussed in further 

detail later in this testimony, must be made to detennine whether any adjustments to the 

Natural Gas Proxy Group's indicated common equity cost rate are necessary. 

In determining my recommended common equity cost rate, I first applied several 

well-recognized cost of common equity models (i.e., the Discounted Cash Flow ("DCF"), 

the Risk Premium Model ("RPM") and the Capital Asset Pricing Model ("CAPM")) to 

the market data of the Natural Gas Proxy Group as well as a Non-Price Regulated Proxy 

Group whose selection will also be discussed below. 

The results derived from each are as follows: 

Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944). 

Bluefield Water Work.s Improvement Co. v. Public Serv. Comm'n, 262 U.S. 679 (1922). 
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Table2 
Summary of Common Equity Cost Rate 

Natural Gas Proxy Group 
Discounted Cash Flow Model ("DCF") 
Risk Premium Model ("RPM") 
Capital Asset Pricing Model ("CAPM") 

Non-Price Regulated Proxy Group 
Cost of Equity Models Applied to 

Comparable Risk, Non-Price Regulated Cos . 

. ·. Common Equity Cost Rate Before Adjustment 

Flotation Risk Adjustment 

Business Risk Adjustment 

Common Equity Cost Rate After Adjustment 

Recommended Common Equity Cost Rate 

GENERAL PRINCIPLES 

8.68%3 

10.57% 
9.11% 

10.45% 

· .... 10.00% 

0.16% 

0.20% 

10.36% 

10.35% 

6 Q. WHAT GENERAL PRINCIPLES HAVE YOU CONSIDERED IN YOUR 

COMMON EQUITY COST RATE ANALYSES? 7 

8 A. The cost of capital is defined as that return which investors require to be willing to make 

an investment in a given firm. From the firm's perspective, that required return, whether 

it is provided to debt or equity investors, has a cost. fndividually, these are known as the 

"cost of debt" and the "cost of equity" and are collectively referred to as the "cost of 

capital." 

9 

10 

II 

12 

13 

14 

The cost of capital (including the costs of both debt and equity) is based upon the 

economic principle of "opportunity cost," meaning that investing in any asset / security 

3 As discussed later in this testimony, currently, the application of the DCF model understates the 
required return on common equity by neal'ly 490 basis points clue to currently significantly high 
market-to-book ratios. Accordingly, the results of that model should be given only very limited 
weight in deriving a reasonable retum on equity in this proceeding. 

5 



implies a forgone opportunity to invest in alternative assets / securities. Because 

2 investments with similar risks should offer similar returns, the opportunity cost of an 

3 investment should equal the return available on investments of comparable risk. 

4 Although both debt and equity have required costs, they differ fundamentally. 

5 The cost of debt is contractually defined and can be directly observed in the market as the 

6 interest rate or yield on debt secul'ities.4 In contrast, the cost of common equity does not 

7 have a contractual obligation, nor can it be directly observed in the market. Rather, 

8 because common equity investors have a claim on a firm's cash flows only after debt 

9 holders5 are paid, it is the uncertainty ( or risk) associated with those residual cash flows 

10 that determines the cost of common equity. Because common equity investors bear this 

11 "residual risk," they require higher returns than debt holders. In that sense, common 

12 equity and debt investors are distinct: they invest in different securities; face different 

13 risks; and, require different returns. That is not to say that the risks facing debt and 

14 equity investors are separate and distinct as discussed above, with the two having much 

15 

16 

17 

18 

19 

20 

21 

22 

in common, but only to a point. Nonetheless, commentary from both debt and equity 

analysts is instructive and helps inform the dete1mination of the required return within a 

range of analytical results. 

The cost of capital, specifically the cost of common equity or the investor 

required retum on common equity, is also an economic and financial concept which 

refers to the ex-ante, or the expected return on an investment at the market value of the 

publicly traded common shares of. a corporation. According to the basic financial 

principle ofrisk and return, the investor required return on investme~1t is a function of the 

4 Some firms also finance with preferred stock, which, like debt, has a contractual cost, i.e., dividend rate. 
5 And preferred stockholders. 

6 



level of investor perceived risk as reflected in the market prices paid by investors. The 

2 higher/ lower the investor perceived risk, the higher/ lower the investor required return. 

3 The investor required return is also forward-looking, or expectational, as it is the return 

4 which the investor expects to receive in the future for investing capital today and is based 

5 upon expected economic and capital market conditions. 

6 In unregulated industries, the competition of the marketplace is the principal 

7 determinant of the price of products or services. For regulated public utilities, regulation 

8 must act as a substitute for marketplace competition. A sufficient level of earnings is 

9 required to assure that the utility can: I) fulfill its obligation to provide safe and reliable 

10 service at all times; 2) maintain the integrity of presently invested capital through future 

11 reinvestment; and, 3) attract needed new capital at a reasonable cost and on reasonable 

12 terms in competition with other firms of comparable risk. This is consistent with the 

13 previously noted fair rate of return standards established by the U.S. Supreme Court in 

14 the Hope and Bluefield cases. 

15 In rate base/ rate ofreturn regulation, the authorized (allowed) return on common 

16 equity is defined as the investor required market return. In turn, the investor required 

17 return is defined as the return required by the investor on the funds invested in the 

18 publicly traded common stocks of firms. As stated previously, the cost of common 

19 equity is not directly observable in the capital markets since there is no contractual basis 

20 or obligation on the part of a firm to provide a return to its common shareholders, unlike 

21 the contractual coupon or interest rate on its debt obligations. Therefore, the cost of 

22 common equity must be estimated from market ( economic and financial) data, using 

23 financial models developed for that purpose, such as the CAPM, DCF and RPM. 

7 



Therefore, my recommended common equity cost rate is based upon the marketplace data 

2 of a proxy group of utilities that are as similar in risk as possible to the Companies based 

3 upon selection criteria discussed below. 

4 Because quantitative financial models produce a range of results from which the 

5 market, or investor, required return must be estimated, that estimation must be based 

6 upon a comprehensive review of relevant data and information, both qualitative and 

7 quantitative, and not necessarily left to a strict mathematical estimation. The key 

8 consideration in estimating the common equity cost rate is to ensure that the overall 

9 analysis reasonably reflects investors' expectations in light of capital markets in general, 

10 and the relative investment risk of the subject company (in the context of the proxy 

11 companies), in particular. 

12 Because empirical financial models for determining the cost of common equity 

13 are subject to limiting assumptions or other constraints, most finance texts recommend 

14 using multiple approaches to estimate the cost of common equity. As a practical matter, 

15 no individual model is more reliable than all others under all market conditions. The use 

16 of multiple common equity cost rate models adds reliability to the estimation of the 

17 investor-required return. This fact is well supported in the academic literature with 

18 respect to regulatory finance and utility regulation. 

19 For example, Roger A. Morin6 ("Morin") states: 

20 Each methodology requires the exercise of considerable judgment on the 
21 reasonableness of the assumptions underlying the methodology and on the 
22 reasonableness of the proxies used to validate a theory. The inability of 
23 the DCF model to account for changes in relative market valuation, 
24 discussed below, is a vivid example of the potential shortcomings of the 
25 DCF model when applied to a given company. Similarly, the inability of 

6 Roger A. Morin, New Regulatory Finance (Public Utility Reports, Inc., 2006) 428-431. 

8 
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the CAPM to account for variables that affect security returns other than 
beta tarnishes its use. 

No one individual method provides the necessary level of precision for 
determining a fair return, but each method provides useful evidence 
to facilitate the exercise of an informed judgment. Reliance on any 
single method or preset formula is inappropriate when dealing with 
investor expectations because of possible measurement difficulties and 
vagaries in individual companies' market data. ( emphasis added) 

* * * 
The financial literature suppo1is the use of multiple methods. Professor 
Eugene Brigham, a widely respected scholar and finance academician, 
asserts (footnote omitted) 

Three methods typically are used: (I) the Capital Asset 
Pricing Model (CAPM), (2) the discounted cash flow (DCF) 
method, and (3) the bond-yield-plus-risk-premium approach. 
These methods are not m·utually exclusive - no method 
dominates the others, and all are subject to error when used 
in practice. Therefore, when faced with the task of 
estimating a company's cost of equity, we generally use all 
three methods and then choose among them on the basis of 
our confidence in the data used for each in the specific case 
at hand. 

Both the use of the market data of a proxy group of similar risk, as well as the use 

of multiple common equity cost rate models, adds reliability to the informed expert 

judgment used in estimating the common equity cost rate. Therefore, it is both prudent 

and appropriate to use multiple methodologies to mitigate the effects of limiting 

assumptions and inputs associated with any single approach. As such, I have considered 

the results of three well-tested market models: the DCF, RPM and CAPM in arriving at 

my recommended common equity cost rate for the Companies. 

9 
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Q. 

A. 

INVESTMENT RISK 

Business Risk 

PLEASE DEFINE BUSINESS RISK AND EXPLAIN WHY IT IS IMPORTANT 

TO THE DETERMINATION OF A FAIR RATE OF RETURN. 

The investor-required return on common equity reflects investors' assessment of the total 

investment risk of the subject firm. Total investment risk is often discussed in the context 

of business and financial risk. 

Business risk reflects the unceitainty associated with owning a company's 

common stock without the company's use of debt and / or preferred stock financing. One 

way of considering the distinction between business and financial risk is to view the 

former as the uncertainty in the expected earned return on common equity assuming the 

firm is financed with no debt. 

Examples of business risks generally faced by utilities include, but are not limited 

to, the regulatory environment, mandatory environmental compliance requirements, 

customer mix and concentration of customers, service territory economic growth, market 

demand, risks and uncettainties of supply, operations, capital intensity, size, the degree of 

operating leverage, and the like, all of which have a direct bearing on earnings. 

Although analysts, including rating agencies, may categorize business risks according to 

individual categories, as a practical matter they are inter-related and are not wholly 

distinct from one another. Therefore, it is difficult to specifically and numerically 

quantify the effect of any individual factor on investors' required return, i.e., the cost of 

capital. For determining an appropriate return on common equity, the relevant issue is 

where investors see the subject company as falling within a spectrum of risk. To the 

10 



extent investors view a company as being exposed to additional risk, the required return 

2 will increase, and vice versa. 

3 For regulated utilities, business risks are both long- and near-term in nature. 

4 Whereas near-term business risks are reflected in year-to-year variability in earnings and 

5 cash flow brought about by economic or regulatory factors, long-term business risks 

6 reflect the prospect of an impaired ability of investors to earn a return on and of their 

7 capital. Moreover, because utilities accept the obligation to provide safe, adequate and 

8 reliable service at all times (in exchange for the opportunity to earn a fair return on their 

9 investment), they generally do not have the option to delay, defer, or reject capital 

IO investments. Because those investments are capital-intensive, utilities generally do not 

11 have the option to avoid raising external funds during periods of capital market distress, 

12 if necessary. 

13 Because utilities invest in long-lived assets, long-term business risks are of 

14 considerable concern to equity investors. That is, the risk of not recovering the return on 

15 and of their investment extends far into the future. But, the timing and nature of events 

16 that may lead to losses also are uncertain and consequently, those risks and their 

17 implications for the required return on equity tend to be difficult to quantify. That does 

18 not mean, however, that the risk is of no consequence to investors. Analysts may apply, 

19 for example, simulation-based methods to assess the potential risk, but in the final 

20 analysis (like the investors that commit their capital) regulatory commissions must 

21 review a variety of quantitative and qualitative data and apply their reasoned judgment to 

22 determine how long-term risks weigh in their assessment of the market-required return on 

23 common equity. 

11 
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Q. 

A. 

DOES THE SMALLER SIZE OF THE COMPANIES RELATIVE TO THE 

NATURAL GAS PROXY GROUP INCREASE THEIR BUSINESS RISK 

RELATIVE TO THE NATURAL GAS PROXY GROUP? 

Yes. The Companies' smaller collective size relative to the Natural Gas Proxy Group 

indicates greater relative business risk for each Company because, all else being equal, 

size has a material bearing on risk. 

Size affects business risk because smaller companies generally are simply less 

able to cope with significant events that affect sales, revenues and earnings. For 

example, smaller companies face more risk expostire to business cycles and economic 

conditions, both nationally and locally. Additionally, the loss of revenues from a few 

larger customers would have a greater effect on a small company than on a much bigger 

company with a larger, more diverse, customer base. 

Further evidence that smaller firms are riskier is the fact that investors demand 

greater returns to compensate for the lack of marketability and liquidity of the secmities 

of smaller firms. Duff & Phelps 2016 Valuation Handbook Guide to Cost of Capital -

Market Results through 2015 ("D&P - 2016") discusses the nature of the small size 

phenomenon, providing an indication of the magnitude of the size premium based upon 

several measures of size. In discussing "Size as a Predictor of Equity Premiums," D&P-

The size effect is based on the empirical observation that companies of 
smaller size are associated with greater risk and, therefore, have greater cost 
of capital [sic]. The "size" of a company is one of the most imp011ant risk 
elements to consider when developing cost of equity capital estimates for 
use in valuing a business simply because size has been shown to be a 
predictor of equity returns. In other words, there is a significant (negative) 

7 Duff & Phelps 20 I 6 Valuation Handbook Guide to Cost of Capital - Market Results through 2015, 
Wiley 2016 4-1 . 
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relationship between size and historical equity returns - as size decreases, 
returns tend to increase, and vice versa. (footnote omitted) ( emphasis in original) 

Furthermore, in "The Capital Asset Pricing Model: Theory and Evidence,"8 Fama 

and French note that size is indeed a risk factor which must be reflected when estimating 

the cost of common equity. On page 14, they note: 

. . . the higher average returns on small stocks and high book-to-market 
stocks reflect unidentified state variables that produce undiversifiable risks 
(covariance's) in returns not captured in the market return and are priced 
separately from market betas. 

Based upon this evidence, Fama and French proposed their three-factor model 

which includes a size variable in recognition of the effect of size on the cost of common 

equity. 

Also, the fact that it is the use of funds invested, and not the source of those funds, 

which gives rise to the risk of any investment, is a basic financial principle.9 Brigham 10, 

a well-known authority, states: 

A number of researchers have observed that portfolios of small-firms have 
earned consistently higher average returns than those of large-firms 
stocks; this is called "small-firm effect." On the surface, it would seem to 
be advantageous to the small finns to provide average returns in a stock 
market that are higher than those of larger firms. In reality, it is bad news 
for the small firm; what the small-firm effect means is that the capital 
market demands higher returns on stocks of small firms than ou 
otherwise similar stocks of the large firms. (emphasis added) 

Consistent with the financial principle of risk and return discussed above, such 

increased relative risk due to small size must be considered in the allowed rate of return 

8 Eugene F. Fama and Kenneth R. French, "The Capital Asset Pricing Model: Theory and Evidence," 
Journal of Economic Perspectives, Volume 18, Number 3, Summer 2004 25-43. 

9 Brealey, Richard A. and Myers, Stewart C., Principles of Corporate Finance (McGraw-Hill Book 
Company, 1996) 204-205, 229. 

10 Brigham, Eugene F ., Fundamentals of Financial Management. Fifth Edition (The Dryden Press, 1989) 
623. 
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A. 

Q. 

A. 

on common equity. Therefore, the MOPSC's authorization of a cost rate of common 

equity in this proceeding must appropriately reflect the Companies' respective and 

relevant unique risks, including the impact of their small size, and is justified and 

supported by evidence in the financial literature as well as in financial markets as will be 

discussed subsequently. 

Financial Risk 

PLEASE DEFINE FINANCIAL RISK AND EXPLAIN WHY IT IS IMPORTANT 

TO THE DETERMINATION OF A FAIR RATE OF RETURN. 

Financial risk is created by the introduction of senior capital, i.e., debt and preferred 

stock, into the capital structure. It is the additional risk that a company may not have 

sufficient cash flows to meet its financial obligations. The higher the proportion of senior 

capital in the capital structure, the higher the financial risk which must be factored into 

the common equity cost rate, consistent with the previously mentioned basic financial 

principle of risk and return, i.e., investors demand a higher common equity return as 

compensation for bearing higher investment risk. 

CAN THE COMBINED BUSINESS RISKS (LE., INVESTMENT RISK) OF AN 

ENTERPRISE BE PROXIED BY BOND AND CREDIT RATINGS? 

Yes, similar bond/ issuer credit ratings reflect and are representative of similar combined 

business and financial risks, i.e., total risk faced by bond investors. Although specific 

business or financial risks may differ between companies, the same bond / credit rating 

indicates that the combined risks are similar, albeit not necessarily equal (as the purpose 

of the bond/ credit rating process is to assess credit quality or credit risk and not common 

equity risk). 
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A. 

However, one must keep in mind that a long-term issuer credit or bond issue rating 

is an opinion regarding the particular company's overall financial capacity to pay its 

financial obligations as they become due and payable. It is not an assessment of the risk 

faced by equity investors. The claims of equity holders are subordinate to the claims of 

debt holders and are perpetual in life. As noted above, whereas bondholders can be 

assured of the probability that a particular company will be able to meet its financial 

obligations (and thus have higher credit/bond ratings), common equity holders bear the 

residual risk of insufficient or volatile cash flows in perpetuity. For that fundamental 

reason, the risks of owning common equity do not directly correspond to the risks of 

owning bonds. The two have similar considerations, but only up to a point. 

NATURAL GAS PROXY GROUP 

PLEASE EXPLAIN HOW YOU CHOSE THE NATURAL GAS PROXY GROUP. 

I chose the Natural Gas Proxy Group by selecting those companies which met the 

following criteria: 

1) They are included in the Natural Gas Utility Group of Value Line's Standard 

Edition (December 2, 2016); 

2) They have 50% or greater of 2015 total operating income derived from, and 50% or 

greater of 2015 total assets devoted to, regulated natural gas operations; 

3) They had not publicly announced involvement in any major merger or acquisition 

activity (i.e., one publicly-traded utility merging with or acquiring another) at the 

time of the preparation of this testimony; 

4) They have not cut or omitted their common dividends during the past five years or 

through the time of the preparation of this testimony; 
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5) They have Value Line and Bloomberg adjusted betas; 

6) They have a positive Value Line five-year dividends per share ("DPS") growth rate 

projection; and, 

7) They have Value Line, Reuters, Zacks or Yahoo! Finance, consensus five-year 

earnings per share ("EPS") growth rate projections. 

The following seven companies meet these criteria: 

• Atmos Energy Corp. (ATO); 
• Chesapeake Utilities Corp. (CPK); 
• New Jersey Resources Corp. (NJR); 
• Northwest Natural Gas Co. (NWN); 
• South Jersey Industries, Inc. (SJ!); 
• Southwest Gas Corp. (SWX); 
• Spire, Inc. (SR). 

HAVE YOU REVIEWED FINANCIAL DATA FOR THE NATURAL GAS 

PROXY GROUP? 

Yes. Page l of Schedule PMA-D2 contains comparative capitalization and financial 

statistics for the Natural Gas Proxy Group for the years 2011 - 2015. As shown on page 

I, during the five-year period ending 2015, the historically achieved average earnings rate 

on book common equity for the group was l 0. 70%. The average five-year common 

equity ratio based upon permanent capital (excluding short-term debt) was 55.81%, and 

the average dividend payout ratio was 57 .83%. 

In addition, total debt outstanding as a percentage of EBITDA for the years 2011 -

2015 ranged between 3.23 and 4.62 times, averaging 3.98 times, for the five-year period, 

while funds from operations relative to total debt ranged between 19.53% and 29.74%, 

average 26.17%. 
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CAPITAL STRUCTURE RATIOS AND LONG-TERM DEBT COST RATE 

WHAT CAPITAL STRUCTURE RATIOS DO YOU RECOMMEND FOR USE IN 

DETERMINING THE OVERALL COST OF CAPITAL FOR THE COMPANIES 

AND WHY'! 

I recommend that the pro forma consolidated capital structure ratios and embedded long­

term debt cost rate of Laclede at December 3 I, 20 I 6 be used to establish an allowed 

overall rate of return for the Companies. These ratios, as well as corresponding cost 

rates, are shown on Schedule PMA-Dl. They consist of 42.80%, long-term debt at an 

embedded cost rate of 4.159% and 57.20% common equity, at my recommended 

common equity cost rate of I 0.35%. 

ARE THE PRO FORMA CONSOLIDATED LACLEDE ACTUAL CAPITAL 

STRUCTURE RATIOS AT DECEMBER 31, 2016 APPROPRIATE FOR USE IN 

A COST OF CAPITAL DETERMINATION? 

Yes. The proforma consolidated Laclede capital structure ratios at December 31, 2016 

are reasonable to use for both the Companies because: 1) they are the "actual" pro fornrn 

capital structure ratios of Laclede, in other words, the long-term debt is issued by Laclede 

based upon the utilities' mo1tgage of assets and the common equity represents Laclede's 

common stock and retained earnings; 2) MOE is a division of Laclede; and, 3) the ratios 

are consistent with the capital structure ratios maintained on average by the Natural Gas 

Proxy Group upon whose market data I relied in deriving my recommended common 

equity cost rate. 

HOW DOES LACLEDE'S LONG-TERM DEBT RATIO OF 42.80% PRO 

FORMA AT DECEMBER 31, 2016, COMPARE WITH THE LONG-TERM DEBT 
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RATIOS MAINTAINED ON AVERAGE BY THE COMPANIES IN THE 

NATURAL GAS PROXY GROUP? 

Laclede's long-term debt ratio of 42.80% proforma at December 3 l, 2016 is similar, but 

slightly less than the long-term debt ratio based upon permanent capital (excluding shmi­

term debt) of 44.98%, maintained on average in 2015 by the companies in the Natural 

Gas Proxy Group. In addition, the long-term debt ratios based upon permanent capital of 

the Natural Gas Proxy Group companies ranged from 30.68% to 54.06% in 2016, with a 

midpoint of 42.37%, as shown on page 2 of Schedule PMA-D2. 

COMMON EQUITY COST RATE MODELS 

ARE THE COST OF COMMON EQUITY MODELS YOU USE MARKET­

BASED MODELS? 

Yes. The DCF model is market-based in that market prices are utilized in developing the 

dividend yield component of the model. The RPM and CAPM are also market-based in 

that the bond I issuer ratings and expected bond yields / risk-free rate used in the 

application of the RPM and CAPM reflect the market's assessment of bond / credit risk. 

In addition, the use of beta to determine the equity risk premium also reflects the 

market's assessment of market / systematic risk, as betas are derived from regression 

analyses of market prices. In addition, market prices are used in the development of the 

monthly returns and equity risk premiums used in the Predictive Risk Premium Model 

("PRPM"). Selection of the companies included in the Non-Price Regulated Proxy 

Group is market-based in that the selection criteria are based upon statistical regression 

analyses of market prices. 
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Discounted Cash Flow Model ("DCFn) 

WHAT IS THE THEORETICAL BASIS OF THE DCF MODEL? 

The theory underlying the DCF model is that the present value of an expected future 

stream of net cash flows during the investment holding period can be determined by 

discounting those cash flows at the cost of capital, or the investors' capitalization rate. 

DCF theory assumes that an investor buys a stock for an expected total return rate which 

· is derived from cash flows received in the form of dividends plus appreciation in market 

price (the expected growth rate). Mathematically, the dividend yield on market price plus 

a growth rate equals the capitalization rate (i.e., the total common equity return rate 

expected by investors). 

WHICH VERSION OF THE DCF MODEL DO YOU USE? 

I utilize the single-stage constant growth DCF model. The single-stage DCF model is 

expressed as: 

Where: K = 
D1 = 
Po 
G = 

K = ( D1 /Po)+ g 

Cost of Equity Capital 
Expected Dividend Per Share in one year 
Current Market Price 
Expected Dividend Per Share Growth 

PLEASE DESCRIBE THE DIVIDEND YIELD YOU USED IN YOUR 

APPLICATION OF THE DCF MODEL. 

The unadjusted dividend yields are based upon a recent (January 30, 2017) indicated 

dividend, divided by the average of closing market prices for the 60 days ending January 

31, 2017, as shown in Column [l] on page I of Schedule PMA-D3. 

PLEASE EXPLAIN THE AD.TTJSTED DIVIDEND YIELD SHOWN ON PAGE 1 

OF SCHEDULE PMA-D3 COLUMN [7]. 
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Because dividends are paid quatierly, or periodically, as opposed to continuously (daily), 

an adjustment must be made to the dividend yield. This is often referred to as the 

discrete, or the Gordon Periodic, version of the DCF model. 

DCF theory calls for the use of the full expectational growth rate, referred to as 

D1, in calculating the dividend yield component of the model. However, since the 

various companies in the Natural Gas Proxy Group increase their quarterly dividend at 

various times during the year, a reasonable assumption is to reflect one-half the annual 

dividend growth rate in the dividend yield component, referred to as D112. This is a 

conservative approach because it does not overstate the dividend yield, which should be 

representative of the next twelve-month period. Therefore, the actual average dividend 

yields in Column [I], page I of Schedule PMA-D3, have been adjusted upward to reflect 

one-half the average projected growth rate shown in Column [6]. 

PLEASE EXPLAIN THE BASIS OF THE GROWTH RATES OF THE NATURAL 

GAS PROXY GROUP WHICH YOU USE IN YOUR APPLICATION OF THE 

DCFMODEL. 

Investors with more limited resources than institutional investors are likely to rely upon 

widely available financial information services, such as Value Line, Reuters, Zacks and 

Yahoo! Finance. Investors recognize that such analysts have significant insight into the 

dynamics of the industries and individual companies they analyze, as well as an entity's 

historical and future ability to effectively manage the effects of changing laws and 

regulations and ever changing economic and market conditions. 
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Security analysts' earnings expectations have a significant, but not sole, influence 

on market prices and are therefore reasonable indicators of investor expectations. 11 As 

noted by Morin 12 : 

Because of the dominance of institutional investors and their influence on 
individual investors, analysts' forecasts of long-run growth rates provide a 
sound basis for estimating required returns. Financial analysts exert a 
strong influence on the expectations of many investors who do not possess 
the resources to make their own forecasts that is the)' are a cause of g. . ·. . . . . .. . ·.. . . . ..... · ... ·.· .. . . .. . . . . . . . . . . ........ · .... , ......... ' ... ·.·. . ..... : . . . ... ··.· . . . : . 

[g=growth] 

Over the long run, there can be no growth in DPS without growth in EPS. 

Thus, the use of earnings growth rate forecasts in a DCF analysis provides a better 

matching between investors' market price appreciation expectations and the growth rate 

component of the DCF. Therefore, I have relied upon security analysts' five-year 

forecasts ofEPS growth in my application of the DCF model. 

PLEASE SUMMARIZE THE DCF MODEL RESULTS. 

As shown on page I of Schedule PMA-D3, the average result of the single-stage DCF 

model is 8.65%, while the median result is 8. 70%. I have averaged these two results in 

arriving at a conclusion of a DCF-indicated common equity cost rate of 8.68% for the 

Natural Gas Proxy Group. By doing so, I have not only considered the DCF results for 

each company, but have not given undue weight to outliers on either the high or the low 

side. 

PLEASE COMMENT UPON THE APPLICABILITY OF THE DCF MODEL IN 

ESTABLISHING A COST OF COMMON EQUITY, 

11 Morin 298-303. 
12 Morin 298. 
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A. The DCF model has a tendency to mis-specify the investor required common equity 

2 return rate when the market value of common stock differs significantly from its book 

3 value. Mathematically, because the "simplified" DCF model traditionally used in rate 

4 regulation assumes a market-to-book ratio of one, it understates / overstates investors' 

5 required return rate when market value exceeds or is less than book value. It does so 

6 because, in many instances, market prices reflect investors' assessments of long-range 

7 market price growth potentials ( consistent with the infinite investment horizon implicit in 

8 the standard regulatory version of the DCF model) not fully reflected in analysts' sho1ter 

9 range forecasts of future growth in earnings per share (EPS), an accounting proxy. Thus, 

IO the market-based DCF model will result in a total annual dollar return on book common 

11 equity equal to the total annual dollar return expected by investors only when market and 

12 book values are equal, a rare and unlikely situation. In recent years, the market values of 

13 natural gas utilities' common stocks have been well in excess of their book values as 

14 shown on page l of Schedule PMA-D2 ranging between 149.16% and 190.88% for the 

15 five years ending 2015. 

16 Under DCF theory, the rate of return investors require is related to the market price 

17 paid for a security. Thus, market prices form the basis of investment decisions and 

18 investors' expected rates of return. In contrast, a regulated utility is generally limited to 

19 earning on a net book value (depreciated original cost) rate base. Although market prices 

20 are significantly influenced by analysts' EPS growth forecasts, market values can diverge 

21 from book values for a myriad of macroeconomic reasons including, but not limited to, 

22 EPS and DPS expectations, merger or acquisition expectations, interest rates, investor 

23 sentiment, unemployment levels, monetary policy, fiscal policy, etc. 
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Traditional rate base / rate of return regulation, where a market-based common 

2 equity cost rate is applied to a book value rate base, presumes that market-to-book ratios 

3 are at unity or 1.00. However, there is ample empirical evidence over sustained periods 

4 which demonstrate that this is an incorrect presumption. Since market-to-book ratios of 

5 unity or 1.00 are rarely the case as discussed above, regulatory allowed returns on 

6 common equity, i.e., earnings, have a limited effect on utilities' market/book ratios as the 

7 market prices of utility common stocks are also influenced by factors beyond the direct 

8 influence of the regulatory process. 

9 As noted by Phillips: 13 

10 

11 Many question the assumption that market price should equal book value, 
12 believing that 'the earnings of utilities should be sufficiently high to achieve 
13 market-to-book ratios which are consistent with those prevailing for stocks 
14 of unregulated companies.' 
15 
16 

17 
18 

19 

20 
21 

22 
23 

24 

25 

26 

27 
28 
29 

30 

31 

Q. 

In addition, Bonbright14 states: 

In the first place, commissions cannot forecast, except within wide limits, 
the effect their rnte orders will have on the market prices of the stocks of the 
companies they regulate. In the second place, whatever the initial market 
prices may be, they are sure to change not only with the changing 
prospects for earnings, but with the changing outlook of an inherently 
volatile stock market. In short, market prices are beyond the control, 
though not beyond the influence of rate regulation. Moreover, even if a 
commission did possess the power of control, any attempt to exercise it ... 
would result in harmful, uneconomic shifts in public utility rate levels. 
( emphasis added) 

IS IT REASONABLE TO EXPECT THE MARKET VALUES OF UTILITIES' 

COMMON STOCKS TO CONTINUE TO SELL WELL ABOVE THEIR BOOK 

VALUES? 

13 Phillips, Charles F., The Regulation of Public Utilities- Theory and Practice (Public Utility Repotts, 
Inc., 1993) 395. · 

14 James C. Bonbright, Albert L. Danielsen and David R. Kamerschen, Principles of Public Utility Rates 
(Public Utilities Reports, Inc., 1988) 334. 
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Yes. Market-to-book ratios of regulated utilities vary from year to year, due to such 

influences as the effects on the "Great Recession", subsequent economic and capital 

market turmoil and the ongoing economic recovery and the like. In my opinion, the 

common stocks of utilities will continue to sell substantially above their book values, on 

average, because many investors will likely continue to commit a greater percentage of 

their available capital to common stocks in view of lower interest rate alternative 

investment opp01iunities. The recent past and current capital market environment is in 

stark and historical contrast to the late l 970's and early 1980's when very high (by 

historical standards) yields on secured debt instruments in public utilities were available. 

Despite the fact that the market declined significantly during late 2001 through 2003, 

following the September II, 2001 tragedy and dipped to a low in March 2009 as the 

"Great Recession" unfolded and the U.S. is now recovering from the "Great Recession" 

at a moderate pace, the majority of utility stocks, on average, have continued to sell at 

market prices well above their book value. In addition, as previously discussed, such 

sustained high market-to-book ratios have been influenced by factors other than 

fundamentals such as actual and reported growth in EPS and DPS. 

CAN THE UNDER- OR OVERSTATEMENT OF THE INVESTORS' REQUIRED 

RATE OF RETURN ON THE MARKET BY THE DCF MODEL BE 

DEMONSTRATED MATHEMATICALLY? 

Yes. Page 2 of Schedule PMA-D3 demonstrates how a market-based DCF cost rate of 

8.65%15 applied to a book value which is below market value will understate the investor 

required return on market value. As shown, there is no realistic opp01iunity to earn the 

expected market-based rate of return on book value. In Column [l], investors expect an 

1' Average DCF cost rate for the Natura! Gas Proxy Group from page I of Schedule PMA-03. 
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8.65%, the average DCF result for the proxy group, return on a market price of $59.536. 16 

2 Column [2] shows that when the 8.65% return rate on market value is applied to a book 

3 value of $25.848 17 which is approximately 43% of market value, the total annual return 

4 opportunity is just $2.236 on book value. With an annual dividend of $1. 703, there is an 

5 opportunity for growth of $0.533 which is just 0.90% in contrast to the 5.79% growth in 

6 market price expected by investors. 

7 The converse is also true. When the market-to-book value is below 1, the DCF cost 

8 rate will overstate the investor required return on market value. 

9 Hence, the DCF model mis-specifies, that is, it either understates / overstates 

Io investors' required cost of common equity capital when market values exceed / are less 

11 than their underlying book values. Therefore, as stated above, to add reliability to the 

12 estimation of the cost of common equity, multiple cost of common equity models should 

13 be relied upon, rather than exclusive reliance upon the DCF model, when estimating 

14 investors' expectations. 

15 In view of all the foregoing, at this time the traditional application of the DCF 

16 mis-specifies investor required return. Specifically, it understates investor required return 

17 because of the confluence of recently rising market prices, the use of accounting 

18 measures as proxies for capital appreciation in the DCF, the recent dramatic rise in 

19 interest rates in response to recent Federal Reserve comments and the expected continued 

20 rise in interest rates and capital costs discussed below. The magnitude of this 

21 understatement can be found in the difference between the 5.79% growth in market 

16 Average market price for the Natural Gas Proxy Group at January 30, 2017 from Column [4] on page 2 
of Schedule PMA-D10. 

17 Average book value at year end 20 l 5 for the Natural Gas Proxy Group from Column [ 1] on page 2 of 
Schedule PMA-D l 0. 

25 



2 

3 

4 

5 

6 

7 

8 

9 

lO 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

values, i.e., growth in EPS, shown in Column (1] on page 2 of Schedule PMA-D3 and the 

growth in market value of 0.90%, shown in Column [2], when the 8.65% DCF cost rate is 

applied to book value, or nearly 490 basis points. Coupled with the added reliability and 

accuracy that the use of multiple cost of common equity models provides in the 

estimation of the cost of common equity, it is more imperative than ever to not give 

exclusive or even primary reliance to the DCF analysis currently. In fact, in my opinion, 

it would be inappropl'iate to give any greater weight to the DCF analysis than I already 

have in deriving my multi-model return on equity recommendation. 

The Risk Premium Model ("RPM,,) 

PLEASE DESCRIBE THE THEORETICAL BASIS OF THE RPM. 

The RPM is based upon the basic financial principle of risk and return, namely, that 

investors require greater returns for bearing greater risk. The RPM recognizes that 

common equity capital has greater investment risk than debt capital, as common equity 

shareholders are last in line in any claim on an entity's assets and earnings, as previously 

discussed. Therefore, investors require higher returns from investment in common stocks 

than from investment in bonds to compensate them for bearing the additional risk. 

While, as also discussed previously, it is possible to directly observe bond returns 

and yields, the investor required common equity return cannot be directly determined or 

observed. According to RPM theory, one can estimate a common equity risk premium 

over bonds, either historically or prospectively, and then use that premium to derive a 

cost rate of common equity. In summary, according to the RPM, the cost of common 

equity equals the expected cost rate for long-term debt capital plus a risk premium over 
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that cost rate to compensate common shareholders for the added risk of being unsecured 

and last-in-line for any claim on a corporation's assets and earnings. 

PLEASE EXPLAIN HOW YOU DERIVED YOUR INDICATED COST OF 

COJVIMON EQUITY BASED UPON THE RPM. 

I relied upon the results of the application of two risk premium methods, as shown in 

Schedule PMA-D4. The first method is the Predictive Risk Premium Model (PRPM). 

The second method is a risk premium model using an adjusted total market approach. 

PLEASE EXPLAIN THE PRPM. 

The PRPM, published in the Journal of Regulatory Economics (JRF,) 18 and 

The EleclriciD' Journal (J'EJ) 19, was developed from the work of Robert F. Engle, who 

shared the Nobel Prize in Economics in 2003, "for methods of analyzing economic time 

series with time-varying volatility ("ARCH")"20 (with "ARCH" standing for 

autoregressive conditional heteroscedasticity). Engle found that the volatility in market 

prices, returns, and equity risk premiums clusters over time, making them highly 

predictable and available to predict future levels of risk and risk premiums. 

The PRPM estimates the risk/ return relationship directly as the predicted equity 

risk premium is generated by the predictability of volatility, or risk. Thus, the PRPM is 

not based upon an estimate of investor behavior, but rather upon the evaluation of the 

actual results of that behavior, i.e. , the variance of historical equity risk premiums. 

18 "A New Approach for Estimating the Equity Risk Premium for Public Utilities", Pauline M. Ahern, 
Frank J. Hanley and Richard A. Michelfelder, Ph.D. The Journal of Regulato1y Economics (December 
2011), 40:261-278. 

19 "Comparative Evaluation of the Predictive Risk Premium ModelTI\\ the Discounted Cash Flow Model 
and the Capital Asset Pricing Model", Pauline M. Ahern, Richard A. Michelfelder, Ph.D., Rutgers 
University, Dylan W. D' Ascend is, and Frank J. Hanley, The Electricity Journal (May, 2013). 

20 www.nobelprize.org 
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The inputs to the model are the historical returns on the common shares of each 

publicly traded utility in the Natural Gas Proxy Group, minus the historical monthly yield 

on long-term U.S. Treasury securities, through January 2017. Using a generalized form 

of ARCH, known as GARCH, each natural gas utility's projected equity risk premium 

was determined using Eviews'° statistical software. When the GARCI-I model is applied 

to the historical return data, it produces a predicted GARCH variance series21 and a 

GARCH coefficient.22 The forecasted 30-year U.S. Treasury Bond yield of 3.65% is 

based upon consensus forecasts for the six quarters ending with the second quarter 20 I 8, 

derived from the February 1, 2017 Blue Chip Financial Forecasts (Blue Chip), averaged 

with the long-range forecasts for 2018 - 2022 and 2023 - 2027, from the December 1, 

2016 Blue Chip. The average PRPM indicated common equity cost rate is 11.43%, while 

the median is 11.81% for the Natural Gas Proxy Group, as shown in Column [7]. 

Consistent with my use of the average of the average and median DCF results, I rely 

upon the average of the average and median PRPM results of 11.62%23 as my conclusion 

of the PRPM equity cost rate, also shown in Column [7] of Schedule PMA-D4. 

PLEASE EXPLAIN THE ADJUSTED TOTAL MARKET APPROACH RPM. 

The adjusted total market approach RPM adds a prospective public utility bond yield to 

the average of: 1) an equity risk premium derived from a beta-adjusted total market 

equity risk premium; 2) an equity risk premium based upon the S&P Utilities Index; and, 

3) an equity risk premium based upon the authorized returns for natural gas companies 

over Moody's A rated public utility bonds. 

21 Illustrated in Columns [1] and [2] on page 2 of Schedule PMA-D4. 
22 Illustrated in Column [4] on page 2 of Schedule Pl\1A-D4. 
23 !l.62%=(11.43%+ 11.81%)/2. 
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PLEASE EXPLAIN THE BASIS OF THE ADJUSTED PROSPECTIVE BOND 

YIELD OF 4.89% APPLICABLE TO THE NATURAL GAS PROXY GROUP, 

SHOWN ON LINE NO. 5 ON PAGE 3 OF SCHEDULE PMA-D4. 

The first step in the adjusted total market approach RPM analysis is to determine the 

expected bond yield. Because both ratemaking and the cost of capital, including the 

common equity cost rate, are prospective in nature, a prospective yield on long-term debt, 

• similarly rated to the Natural Gas Proxy Group, is essential. Since Blue Chip does not 

publish consensus yield forecasts for the Moody's A rated public utility bonds, I began 

with the Febmary 1, 2017 Blue Chip consensus forecast of about 50 economists of the 

expected yield on Aaa rated corporate bonds for the six calendar quarters ending with the 

second calendar quarter of 2018, averaged with the long-range forecasts for 2018 - 2022, 

and 2023 - 2026, from the December 1, 2016 Blue Chip24. As shown on Line No. 1 of 

page 3, the average expected yield on Moody's Aaa rated corporate bonds is 4.68%. In 

order to derive a prospective Moody's A rated public utility bond yield, an adjustment of 

0.21 %, or the average spread between Moody's Aaa rated corporate bond yields and 

Moody's A rated public utility bond yields for the three months ending January 201725 

must be made to the average Aaa corporate bond yield, which results in a bond yield of 

4.89% applicable to a Moody's A rated public utility bond.26 

PLEASE EXPLAIN THE METHOD OF ESTIMATING THE EQUITY RISK 

PREMIUM IN THE ADJUSTED TOTAL MARKET APPROACH. 

The total beta-derived equity l'isk premium shown on page 8 of Schedule PMA-D5 is 

22 based upon an average of: 

24 See pages 9 and 10 of Schedule PMA-D4. 
25 See page 4 of Schedule PMA-D4. 
26 4.89% = 4.68% + 0.21 %. 
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l) The arithmetic mean monthly historical equity market equity risk premium of 

large company common stocks, relative to Moody's Aaa / Aa corporate bonds 

from 1928-2015; 

2) The PRPM predicted monthly equity risk premium of large company common 

stocks relative to Moody's Aaa / Aa corporate bonds from January 1928 -

January 2017; 

3) .. The results of a regression analysis of the monthly equity risk premiums of large 

company common stocks relative to Moody's Aaa / Aa corporate bonds from 

1928-2015; 

4) The 3-5 year median total market price appreciation projections and expected 

market dividend yield for the thirteen weeks ending February 10, 2016 reported 

by Value Line; and, 

5) A forecasted equity risk premmm based upon the S&P 500 market-value 

weighted projected market appreciation and dividend yield. 

HOW DID YOU DERIVE THE LONG-TERM HISTORICAL MARKET EQUITY 

RISK PREMIUM? 

To derive a historical market equity risk premium, I used the most recent Morningstar 

data on holding period returns for the large company common stocks from the 

Morningstar® SBBI® Appendix A Tables ("Morningstar - 2016"),27 and the average 

historical yield on Moody's Aaa and Aa rated corporate bonds for the period 1928-2015. 

The use of holding period returns over a very long period of time is useful because it is 

27 Table A-1. Morningstar® SBBI® Appendix A Tables. Morningstar Stocks, Bonds. Bills. and Inflation I 
1926 - 2015. c 20 I 6. Morningstar has decided to stop publishing the Ibbotson Classic Yearbook, but 
has provided the Appendix A Tables. · 
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consistent with the long-term investment horizon by investing in a going concern, i.e., a 

company expected to operate in perpetuity. 

Morningstar's long-term arithmetic mean monthly total return rate on large 

company common stocks is 11.68% and the long-term arithmetic mean monthly yield on 

Moody's Aaa and Aa rated corporate bonds is 6.16%. The resultant long-term historical 

equity risk premium on the market as a whole is 5.52%, shown on Line No. 1 on page 8 

of Schedule PMA-D4. ·· ·· 

I used arithmetic mean monthly total return rates for the large company stocks 

and yields (income returns) for Moody's Aaa / Aa corporate bonds because they are 

appropriate for cost of capital purposes. The use of arithmetic mean return rates and 

yields are appropriate because ex-post (historical) total returns and equity risk premiums 

differ in size and direction over time, providing insight into the variance and standard 

deviation of returns needed by investors in estimating future risk when making a current 

investment. Absent such valuable insight into the potential variance of returns, investors 

cannot meaningfully evaluate prospective risk. If investors alternatively relied upon the 

geometric mean of ex-post equity risk premiums, they would have no insight into the 

potential variance of future returns because the geometric mean relates the change over 

many periods of time to a constant rate of change, thereby obviating the period-to-period 

fluctuations, or variance, critical to risk analysis. 

PLEASE EXPLAIN THE DERIVATION OF A PRPM MARKET EQUITY RISK 

PREMIUM. 

I used the same PRPM approach described previously to develop a second market equity 

risk premium estimate. The inputs to the model are the historical monthly returns on 
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large company common stocks from Morningstar - 2016, minus the monthly yields on 

Aaa and Aa rated corporate bonds during the period January 1928 through January 2017. 

Using the previously discussed GARCH model, the market's projected equity risk 

premium was determined using Eviews" statistical software. The resulting predicted 

market equity risk premium based upon the PRPM is 6.38%, shown on Line No. 2 on 

page 8 of Schedule PMA-D4. 

PLEASE EXPLAIN THE DERIVATION OF THE REGRESSION BASED 

MARKET EQUITY RISK PREMIUM. 

To derive the regression analysis-derived market equity risk premium of 7.40%, shown 

on Line No. 3 on page 8 of Schedule PMA-D4, I used monthly annualized total returns 

on large company common stocks relative to the monthly annualized yields on Moody's 

Aaa I Aa corporate bonds from 1928- 2015. The relationship between interest rates and 

the market equity risk premium was modeled using the observed monthly market equity 

risk premium as the dependent variable, and the monthly yield on Moody's Aaa / Aa 

corporate bonds as the independent variable. I used a linear Ordinary Least Squares 

("OLS") regression, in which the market equity risk premium is expressed as a function 

of the Moody's Aaa / Aa corporate bonds yield: 

RP = a+ ~ (RAaa/Aa) 

PLEASE EXPLAIN THE DERIVATION OF A PROJECTED MARKET EQUITY 

RISK PREMIUM BASED UPON VALUE LINE DAT A. 

As noted previously, because both ratemaking and the cost of capital, including the cost 

rate of common equity, are prospective, a prospective market equity risk premium is 

essential. Consistent with the development of the dividend yield component of my DCF 
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26 

analysis, the fom1h prospective market equity risk premium of 4.60%, shown on Line No. 

4 on page 8 of Schedule PMA-D4, is derived from an average of the 3-5 year estimated 

median market price appreciation potential provided by Value Line, plus an average of 

the median estimated dividend yield for the common stocks of the approximately 1,700 

firms covered in Value Line's Standard Edition, both for the thirteen weeks ending 

February 10, 2017. 

· The average median expected price appreciation is 32%, which translates to an 

7.19% annual appreciation and, when added to the average (similarly calculated) median 

dividend yield of 2.09%, equates to a forecasted annual total return rate on the market as 

a whole of 9.28%. The forecasted Aaa bond yield of 4.68%28 is deducted from the total 

market return of 9.28%, resulting in an equity risk premium of 4.60%. 

PLEASE EXPLAIN THE DERIVATION OF A MARKET EQUITY RISK 

PREMIUM BASED UPON THE S&P 500 COMPOSITE INDEX COMPANIES. 

Using data from Bloomberg Professional Services, a market-value weighted expected 

total return for the S&P 500 companies can be derived using the expected dividend yields 

and projected long-term growth in earnings per share as a proxy for capital appreciation. 

The expected market-value weighted total return for the S&P 500 is 13.08%. Subtracting 

the prospective yield on Moody's Aaa rated corporate bonds of 4.68% results in an 

8.40% projected market equity risk premium, shown on Line No. 5 on page 8 of Schedule 

PMA-D4. 

WHAT IS YOUR CONCLUSION OF THE MARKET EQUITY RISK PREMIUM 

FOR YOUR TOTAL MARKET APPROACH RPM? 

See page 8 of Schedule PMA-D4. 
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Q. 

It is 6.46% as shown on Line No. 6 on page 8 of Schedule PMA-D4. In arriving at this 

conclusion, I averaged: I) the historical market equity risk premium of 5.52%; 2) the 

PRPM based market equity risk premium of 6.38%; 3) the regression based market equity 

risk premium of 7.40%; 4) the Value Line-based forecasted market equity risk premium 

of 4.60%; and, 5) the S&P 500 market-value weighted projected market equity risk 

premium of 8.40% shown on Line Nos. 1 through 5 on page 8 of Schedule PMA-D4.29 

"'HAT IS YOUR CONCLUSION OF A BETA DERIVED EQUITY RISK 

PREMIUM FOR USE IN YOUR TOTAL MARKET APPROACH RPM 

ANALYSIS? 

The conclusion of the market equity risk premium of 6.46% is then adjusted by beta to 

account for the market risk of the Natural Gas Proxy Group. Beta is a measure of relative 

risk to the market as a whole and a logical means by which to allocate an entity's/proxy 

group's share of the total market's equity risk premium relative to corporate bond yields. 

As shown on page I of Schedule PMA-D5, Column [3], the average of the mean and 

median Value Line and Bloomberg betas for the Natural Gas Proxy Group average is 

0.69. Multiplying a beta of 0.69 by the market equity risk premium of 6.46%, on Line 

No. 6 of page 8 of Schedule PMA-D4, results in a beta adjusted equity risk premium of 

4.46% for the Natural Gas Proxy Group, as shown on Line No. 8 on page 8 of Schedule 

PMA-D4. 

PLEASE EXPLAIN THE DERIVATION OF AN EQUITY RISK PREMIUM 

BASED UPON THE S&P UTILITY INDEX. 

A. I calculated four estimated equity risk premiums based upon the S&P Utility Index. First, 

I derived the long-term monthly arithmetic mean equity risk premium between the S&P 

29 6.46% = ((5.52% + 6.38% + 7.40% + 4.60% + 8.40%) / 5). 
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Utility Index total returns of 10.49% and monthly Moody's A rated public utility bond 

yields of 6.64% from 1928 - 2015, to arrive at an equity risk premium of 3.85%.30 

Second, I applied the PRPM using historical monthly equity risk premiums from January 

1928 through January 2017, to arrive at the PRPM derived equity risk premium of 4.34% 

for the S&P Utility Index. 31 Third, I derived a regression based analysis of the monthly 

equity risk premiums of the S&P Utility Index relative to Moody's A rated public utility 

bonds from 1928 - 2015, of 5.50%.32 Fourth, I derived an expected market-value 

weighted total return on the S&P Utility Index of 8.25% using data from Bloomberg 

Professional Services, and subtracting the prospective Moody's A rated public utility 

bond yield of 4.89%, resulting in an equity risk premium of 3.36%, as shown on Line No 

6 on page 11 of Schedule PMA-D4. 

I rely upon the average of the historical (3.85%); the PRPM (4.34%); the 

regression based (5.50%); and, S&P Utility Index (3.36%) derived equity risk pt·emiums, 

which is 4.26%, shown on Line No. 7 on page 11 of Schedule PMA-D4.33 

HOW DID YOU DERIVE AN EQUITY RISK PREMIUM·OF 5.15% BASED ON 

AUTHORIZED RETURNS ON COMMON EQUITY FOR NATURAL GAS 

COMPANIES? 

The equity risk premium of 5.15% shown on Line No. 3, page 7 of Schedule PMA-D4 is 

the result of a regression analysis based on regulatory awarded returns on common equity 

related to the yields on A-rated public utility bonds. That analysis is summarized on page 

12 of Schedule PMA-D4, which presents the graphical results of a regression analysis of 

30 As shown on Line No. 3, on page I I of Schedule PMA-O4. 
31 As shown on Line No. 4, on page I I of Schedule PMA-D4. 
32 As shown on Line No. 5, on page 11 of Schedule PMA-D4. 
33 4.26% = ((3.85% + 4.34% + 5.50% + 3.36%) / 4). 
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752 rate cases for natural gas utility companies which were fully litigated dming the 

period from January 1, 1980 through December 31, 2016. The data used were the 

implicit equity risk premium relative to the yields on A-rated public utility bonds 

immediately prior to the issuance of each regulatory decision.34 An inverse relationship 

between the yield on A-rated public utility bonds and equity risk premium is clearly 

visible in the chart on page 12. In other words, as interest rates decline, the equity risk 

premium rises and vice versa, a result consistent with regulatory financial literature on 

the subject.35 Given the expected A-rated utility bond yield of 4.89%, it can be 

interpolated that the indicated equity risk premium applicable to that bond yield is 5.15%, 

which is shown on Line No. 3, page 5 of Schedule PMA-D4. 

WHAT IS YOUR CONCLUSION OF AN EQUITY RISK PREMIUM FOR USE IN 

YOUR ADJUSTED TOTAL MARKET APPROACH RPM ANALYSIS? 

The equity risk premium applicable to the Natural Gas Proxy Group is 4.62%,36 derived 

by averaging the beta-derived premium of 4.46% (Line No. 8 on page 8 of Schedule 

PMA-D4), the equity risk premium of 4.26% based upon the holding period returns of 

public utilities with Moody's A rated bonds (Line No. 7 on page 11 of Schedule PMA­

D4) and the 5 .15% equity risk premium based upon the regression analysis of authorized 

returns on common equity for natural gas companies (page 12 of Schedule PMA-D4). 

34 The implied equity risk premium is calculated by subtracting the prevailing yield on Moody's A rated 
public utility bonds from the authorized return on common equity for each case.· . 

35 Robe11 S. Har!'is and Felicia C. Marston, Estimating Shareholder Risk Premia Using Analysts' Growth 
Forecasts, Financial Management, Summer 1992 63-70; Eugene F. Brigham, Dilip K. Shome, and 
Steve R. Vinson, The Risk Premium Approach to Measuring a Utility's Cost of Equity, Financial 
Management, Spring 1985 33-45; and Farris M. Maddox, Donna T. Pippert, and Rodney N. Sullivan, 
An Empirical Study of Ex Ante Risk Premiums for the Electric Utility Industry, Financial Management, 
Autumn 1995 89-95. 

36 4.62% = (4.46% + 4.26% + 5.15%) / 3). 
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WHAT IS THE RPM-BASED COMMON EQUITY COST RATE BASED UPON 

THE ADJUSTED TOTAL MARKET APPROACH? 

It is 9.51 % for the Natural Gas Proxy Group as shown on Line No. 7 on page 3 of 

Schedule PMA-D4. 

WHAT ARE THE RESULTS OF YOUR APPLICATION OF THE PRPM AND 

THE ADJUSTED TOTAL MARKET APPROACH RPM? 

As shown on page l of Schedule PMA-D4, the indicated RPM-derived common equity 

cost rate is 10.57%37, derived by averaging the PRPM results with those based upon the 

adjusted total market approach. 

Capital Asset Pl'icing Model ("CAPM") 

PLEASE EXPLAIN THE THEORETICAL BASIS OF THE CAPM. 

CAPM theory defines risk as the covariance of a security's returns with the market's 

returns as measured by beta (p). A beta less than 1.0 indicates lower variability while a 

beta greater than 1.0 indicates greater variability than the market. 

The CAPM assumes that all other risk, ;.e., all non-market or unsystematic risk, 

can be eliminated through diversification. The risk that cannot be eliminated through 

diversification is called market or systematic risk. In addition, the CAPM presumes that 

investors require compensation only for these systematic risks that are the result of 

macroeconomic and other events that affect the returns on all assets. The model is 

applied by adding a risk-free rate of return to a market risk premium, which is adjusted 

proportionately to reflect the systematic risk of the individual security relative to the total 

market, as measured by beta. The traditional CAPM model is expressed as: 

37 10.57% = ((11.62% + 9.51%) / 2). 
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Rs = Rf+ P(Rm - Rf) 

Where: Rs = Return rate on the common stock 

Rf = Risk-free rate of return 

Rm = Return rate on the market as a whole 

p = Adjusted beta (volatility of the security 
relative tothe mark~t as a whole) 

Numerous tests of the CAPM have meastirecl the. extent to which security returns 

and betas are related, as predicted by the CAPM, confirming the CAPM's validity. The 

empirical CAPM ("ECAPM") reflects the reality that, while the results of these tests 

suppott the notion that beta is related to security returns, the empirical Security Market 

Line ("SML") described by the CAPM formula is not as steeply sloped as the predicted 

SML. Morin38 states: 

38 Morin 175, 190. 

With few exceptions, the empirical studies agree that ... low-beta 
securities earn returns somewhat higher than the CAPM would predict, 
and high-beta securities earn less than predicted. 

* * * 

Therefore, the empirical evidence suggests that the expected return on a 
security is related to its risk by the following approximation: 

K = RF+ x P(RM - RF)+ (1-x) P(RM - RF) 

where x is a fraction to be determined empirically. The value of x that 
best expla.ins the obset-ved relationship Return = 0.0829 + 0.0520 p is 
between 0.25 and 0.30. Ifx = 0.25, the equation becomes: 

K = RF+ 0.25(RM -RF)+ 0.75 P(RM - RF) 
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In view of theory and practical research, I have applied both the traditional CAPM 

and the ECAPM to the companies in the Natural Gas Proxy Group, and averaged the 

results. 

PLEASE DESCRIBE YOUR SELECTION OF BETA FOR YOUR CAPM 

ANALYSIS? 

I relied upon an average of the adjusted betas published by the Value Line and provided 

by Bloomberg Professional Services. While both of those services adjust their calculated 

( or "raw") beta to reflect the tendency of beta to regress toward the market mean of 1.00, 

Value Line calculates its beta over a five-year period, while Bloombcrg's calculation is 

based upon two years of data. 

PLEASE DESCRIBE YOUR SELECTION OF A RISK-FREE RATE OF RETURN 

FOR YOUR CAPM ANALYSIS. 

As shown in Column [5], of Schedule PMA-D5, the risk-free rate adopted for both 

applications of the CAPM is 3.65%. The risk-free rate of 3.65% is based upon the 

average of the consensus forecast for the six quatters ending with the second quatter 

2018, from the January 1, 2017 Blue Chip, averaged with the long-range forecasts for 

2018- 2022, and 2023 - 2027, from the December I, 2016, Blue Chip,39 as detailed in 

Note 2 on page 2 of Schedule PMA-D5. 

WHY IS THE YIELD ON LONG-TERM U.S. TREASURY BONDS 

APPROPRIATE FOR USE AS THE RISK-FREE RATE? 

The yield on long-term U.S. Treasury Bonds is almost risk-free and its term is consistent 

with: 1) the long-term cost of capital to public utilities measured by the yields on A rated 

public utility bonds; 2) the long-term investment horizon inherent in utilities' common 

39 See pages 9 and 10 of Schedule PMA-D4. 
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A. 

stock; and 3) the long-term life of the jurisdictional rate base to which the allowed fair 

rate of return (i.e., cost of capital) will be applied. In contrast, shott-tenn U.S. Treasury 

yields are more volatile, and reflect a short-term investment horizon that is not consistent 

with the long-term investment horizon and life of the rate base to which the allowed rate 

of return is applied. 

PLEASE EXPLAIN THE ESTIMATION OF THE EXPECTED EQUITY RISK 

PREMIUM FOR THE MARKET. 

The basis of the market equity risk premium is explained in detail in Note 1 of Schedule 

PMA-D5. It is derived from an average of: 

1) The 3-5 year median total market price appreciation projections and 

expected market dividend yield for the thirteen weeks ending February 10, 

2016 reported by Value Line; 

2) The arithmetic mean monthly equity risk premium of large company 

common stocks relative to long-term U.S. Treasury bond income yields 

from Morningstar - 2016 from 1926 - 2015; 

3) The PRPM predicted market equity risk premium, using monthly equity 

risk premiums for large company common stocks relative to long-term 

U.S. Treasury securities from January 1926 through January 2017; 

4) The results ofa regression analysis of the monthly equity risk premiums of 

large company common stocks relative to long-term U.S. Treasury bond 

income yields from Morningstar - 2016 from 1926-2015; and, 

5) The market-value weighted projected total return on the S&P 500 minus 

the projected risk-free rate. 
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The Value Line-derived forecasted total market equity risk premium is derived by 

2 deducting the projected 3.65% risk-free rate, discussed above, from the Value Line 

3 projected total annual market return of 9.28%, also discussed above, resulting in a 

4 forecasted total market equity risk premium of 5.63%, derived in Note 1 on page 2 of 

5 Schedule PMA-Ds.40 

6 The long-term income return on U.S. Government Securities of 5.20% was 

7 deducted from the Morningstar - 201641 monthly historical total market return of 

8 11.95%, resulting in an historical market equity risk premium of 6.75%42 , derived in Note 

9 1 on page 2 of Schedule PMA-D5. 

IO The PR.PM market equity risk premium is 7.20%, derived using the PR.PM, 

11 discussed above, relative to the yields on long-term U.S. Treasury securities from January 

12 1926 through January 2017, as shown in Note 1 on page 2 of Schedule PMA-O5. 

13 To derive the regression analysis-derived market equity risk premium of 8.66%, 

14 shown in Note l on page 2 of Schedule PMA-D5, I used monthly annualized historical 

15 returns on the S&P 500 relative to historical yields on long-term U.S. Government 

16 Securities from Morningstar - 2016. The relationship between interest rates and the 

17 market equity risk premium was modeled using the observed monthly market equity risk 

18 premium as the dependent variable, and the monthly yield on long-term U.S. Government 

19 Securities yield as the independent variable. I used a linear OLS regression, in which the 

20 market equity risk premium is expressed as a function of the U.S. Government Securities 

21 yield: 

40 5.63% = 9.28% - 3.65%. 
41 Morningstar - 2016 Appendix A Tables. 
42 6.75% = 11.95% - 5.20%. 
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RP= a+ p (Rr) 

The S&P 500 market-value weighted projected market equity risk premium of 

9.43% is derived by subtracting the 3.65% projected risk-free rate, discussed above, from 

the projected total return of 13.08%, also discussed above, as shown on Schedule PMA­

D5.43 

These five market equity risk premiums result in an average total market equity 

risk premium of 7.53%, as shown on Schedule PMA-D5.44 

WHAT ARE THE RESULTS OF YOUR APPLICATION OF THE 

TRADITIONAL AND E:MPIRICAL CAPM TO THE NATURAL GAS PROXY 

GROUP? 

As shown in Column [8] on page 1 of Schedule PMA-D5, the average CAPM / ECAPM 

equity cost rate is 9.14%, while the median CAPM / ECAPM result is 9.07%, averaging 

9.11%. Consistent with my reliance upon the average of the average and median results 

of the DCF discussed above, the Natural Gas Proxy Group's common equity cost rate 

based upon my CAPM analyses is 9 .11 %. 45 

DCF, RPM and CAPM Analyses for the Non-Price Regulated Proxy Group 

YOU HAVE ALSO INCLUDED AN ANALYSIS OF DATA FOR A NON-PRICE 

REGULATED PROXY GROUP. PLEASE EXPLAIN. 

Neither the Hope nor Bluefield cases specify that comparable risk companies have to be 

regulated utilities. Since rate regulation is a substitute for the competition of the 

marketplace, non-price regulated firms operating in the competitive marketplace are an 

excellent proxy if a group can be selected to be comparable in total risk to the Natural 

43 9.43% = 13.08% - 3.65%, 
44 7.53% = ((5.63% + 6.75% + 7.20% + 8.66% + 9.43%) / 5). 
45 9.11 % = ((9.14% + 9.07%)/2). 
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Gas Proxy Group upon whose market data is used to estimate the cost of common equity 

for the Companies. As explained below, the selection criteria I utilized are theoretically 

and empirically sound and produced results for a non-regulated proxy group which is 

comparable in total risk to the Natural Gas Proxy Group. 

PLEASE EXPLAIN HOW YOU SELECTED THE NON-PRICE REGULATED 

PROXY GROUP. 

The selection criteria I utilized to select the non-price regulated firms were based upon 

statistics derived from Value Line regression analyses of weekly market prices over the 

most recent 260 weeks, i.e., five years, from the market prices paid by investors. Value 

Line unadjusted betas were used as a measure of systematic risk, while the standard 

errors of the regressions giving rise to those beta coefficients are a measure of 

unsystematic or firm-specific risk reflecting the extent to which events specific to a 

firm's operations affect its stock price. In essence, companies with similar betas and 

standard errors of the regression have similar total investment risk. The criteria used to 

select the Non-Price Regulated Proxy Group were: 

1) The unadjusted beta coefficients from the Value Line regressions must lie within 

plus or minus two standard deviations of the average unadjusted beta coefficients 

of the Natural Gas Proxy Group; 

2) The residual standard errors of the Value Line regressions which gave rise to the 

unadjusted beta coefficients must lie within plus or minus two standard 

deviations of the average residual standard error of the Natural Gas Proxy Group; 

3) The non-price regulated firms must be covered by Value Line (Standard Edition); 

and, 
4) The firms must be domestic, non-price regulated companies, i.e., non-utilities. 
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The basis of selection and the comparison group's regression statistics are shown 

i11 Schedule PMA-D6. The following sixteen companies met these criteria: 

•AmerisourceBergen (ABC); 
• AutoZone Inc. (AZO); 
•Bard (C.R.) (BCR); 
•Campbell Soup (CPB); 
• Dr. Pepper Snapple (DPS); 
• Erie Indemnity (ERIE); 
• Lancaster Colony Corp. (LANC); 
• Lilly (Eli) and Co. (LL Y); 
• Merck & Co. (MRJZ); 
• Reynolds American (RA!); 
• Smucke1' (J.M.) (SJM); 
•Stericycle Inc. (SCRL); 
• Target Corp. (TOT); 
• TJX Companies (TJX); 
• Verisk Analytics (VRSK); and 
• Waste Connections (WCN). 

DID YOU CALCULATE COMMON EQUITY COST RATES USING THE DCF, 

RPM AND CAPM FOR THE NON-PRICE REGULATED PROXY GROUP? 

Yes. Because the DCF, RPM and CAPM have been applied in an identical manner as 

described above relative to the market data of the Natural Gas Proxy Group, I will not 

repeat the details of the rationale and application of each model shown on page I of 

Schedule PMA-D7. I should note, however, that in the application of the RPM, I did not 

use public utility-specific equity risk premiums nor apply the PRPM to the individual 

compames. 

Page 2 of Schedule PMA-D7 contains the derivation of the DCF cost rates. As 

shown, the average of the mean and median DCF-based cost rates for the Non-Price 

Regulated Proxy Group is 11.86%. 
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Pages 3 through 5 of Schedule PMA-D7 contain the data and calculations relating 

2 to the 10.11 % RPM cost rate for the Non-Price Regulated Proxy Group. As shown on 

3 Line No. I of page 3, the consensus prospective yield on Moody's Baa-rated corporate 

4 bonds of 5.51 % is based upon the forecasted yields for the six quarters ending with the 

5 first quarter of 2018, from the February 1, 2017 Blue Chip, averaged with the long-range 

6 forecasted yields for 2018 - 2022, and 2023 - 2027, from the December l, 2016 Blue 

7 Chip.46 Because the Non-Price Regulated Proxy Group members· have an average 

8 Moody's long-term issuer rating of Baal, as shown on page 4 of Schedule PMA-D7, a 

9 downward adjustment of 0.18% to the prospective bond yield is necessary to reflect the 

IO difference in ratings47, which results in a projected Baal corporate bond yield of 5.33%, 

11 shown in Line No. 4 of page 3 of Schedule PMA-D7. When the beta-adjusted risk 

12 premium of 4.97%48, relative to the Non-Price Regulated Proxy Group, is added to the 

13 prospective Baal rated corporate bond yield of 5.33%, the RPM-based cost rate is 

14 10.30%, as shown in Line No. 5 on page 3 of Schedule PMA-D7. 

15 Page 6 of Schedule PMA-O8 contains the details of the application of the 

16 traditional CAPM and ECAPM to the Non-Price Regulated Proxy Group. As shown, the 

17 mean and median traditional CAPM and ECAPM results are 9.67% / 9.57% for the Non-

18 Price Regulated Proxy Group which, when averaged, result in a CAPM-based cost rate of 

19 9.62%,49 

20 Q. WHAT IS YOUR CONCLUSION OF THE COST RA TE OF COMMON EQUITY 

BASED UPON THE NON-PRICE REGULATED PROXY GROUP? 21 

46 See pages 9 and 10 of Schedule PMA-D4. 
47 As shown on Line No. 2 and explained in Note 2 on page 4 of Schedule PMA-D7. 
48 Derived on page 5 of Schedule PMA-07. 
49 9.62% = (9.67% + 9.57%) / 2). 
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It is 10.45%, as shown on page I of Schedule PMA-D7. The results of the DCF, RPM 

and CAPM applied to the Non-Price Regulated Group are 11.86%, 10.30% and 9.62%, 

respectively. Based upon these results, I will rely upon the average of the mean and 

median results of the three models, which is I 0.45% for the Non-Price Regulated Proxy 

Group. 

INDICATED COMMON EQUITY COST RATE 

WHAT IS THE INDICATED COMMON EQUITY COST RATE? 

It is I 0.00%, based upon the common equity cost rates resulting from the application of 

cost of common equity models to the Natural Gas Proxy Group and to a Non-Price 

Regulated proxy group comparable in total risk to the Natural Gas Proxy Group before 

any adjustments for flotation costs or the Companies' greater business risk due to their 

smaller size relative to the Gas Proxy Group. 

As discussed above, I employ multiple cost of common equity models as primary 

tools in arriving at my recommended common equity cost rate because: 

1) No single model is so inherently precise that it can be relied upon solely to the 

exclusion of other theoretically sound models; 

2) All of the models are market-based; 

3) The use of multiple models adds reliability to the estimation of the common 

equity cost rate; and, 

4) The prudence of using multiple cost of common equity models is supported in 

both the financial literature and regulatory precedent. 

Therefore, multiple models should be relied upon when estimating the investor 

required rate of return on common equity. 
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The results of my cost of common equity models applied to the Natural Gas Proxy 

Group are shown on Schedule PMA-Dl and are summarized in Table 3 below: 

Table 3 
Indicated Common Ec1uity Cost Rate 

Natural Gas Proxy Group 

Discounted Cash Flow Model ("DCF") 
Risk Premium Model ("RPM") 
Capital Asset Pricing N.lodcl ("CAPM") 

Non-Price Regulated Proxy Group 
Cost of Common Equity Models Applied to 

Comparable Risk, Non-Price Regulated Cos. 

Indicated Common Equity Cost Rate Before 
Adjustments 

8.68%50 

10.57% 
9.11% 

10.45% 

10.00% 

8 Based upon these common equity cost rate results, I conclude that a common equity cost 

9 rate of I 0.00% is indicated for the Natural Gas Proxy Group before applying a flotation 

lO cost adjustment and the necessary business risk adjustment to determine the Companies' 

11 common equity cost rate of I 0.35%, which will be discussed in detail below 

12 ADJUSTMENTS TO THE INDICATED COMMON EQUITY COST RATE TO 
I3 REFLECT FLOTATION COSTS, AND THE BUSINESS RISK OF THE COMPANIES 
14 
15 Flotation Cost Adjustment 

16 Q. WHAT ARE FLOTATION COSTS? 

17 A. Flotation costs are those costs associated with the sale of new issuances of common 

stock. They include market pressure and the essential costs of issuance (e.g., underwriting 

fees and out-of-pocket costs for printing, legal, registration, etc.). 

18 

19 

50 As discussed previously in this testimony, currently, the application of the DCF model understates the 
required return on common equity by nearly 490 basis points due to currently significantly high market­
to-book ratios. Accordingly, the results of that model should be given only ve1y limited weight in 
deriving a reasonable return on equity in this proceeding. 
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A. 
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A. 

WHY MUST FLOTATION COSTS BE RECOGNIZED IN THE ALLOWED 

RETURN ON COMMON EQUITY? 

Flotation cost must be recognized in the allowed return on common equity because there 

is no other mechanism in the ratemaking paradigm with which such costs can be 

recovered. Because these costs are real and legitimate, recovery of these costs should be 

permitted. As noted by Morin51 : 

The costs of issuing these securities are just. as real as operating and 
maintenance expenses or costs incull'ed to buHd utHity plants, and fair 
regulatory treatment must permit recove1y ofthese costs .... ·.··· · 

The simple fact of the matter is that common equity capital is not 
free .... [Flotation costs} must be recovered through a rate of return 
adjustment. 

SHOULD FLOTATION COSTS BE RECOGNIZED ONLY WHEN THERE WAS 

AN ISSUANCE DURING THE TEST YEAR OR THERE IS AN IMMINENT 

POST-TEST YEAR ISSUANCE OF ADDITIONAL COMMON STOCK? 

No. As noted above, there is no mechanism through which such costs can be captured in 

the ratemaking paradigm other than an adjustment to the allowed common equity cost 

rate. Flotation costs are charged to capital accounts and are not expensed on a utility's 

income statement. As such, flotation costs are analogous to capital investments, albeit 

negative, reflected on the balance sheet. Recovery of capital investments relates to the 

expected useful lives of the investment. Since common equity has a very long and 

indefinite life (assumed to be infinity in the standard regulatory DCF model), flotation 

costs should be recovered through an adjustment to common equity cost rate even when 

51 Morin, 321. 
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A. 

there has not been an issuance during the test year nor in the absence of an expected 

imminent issuance of additional shares of common stock. 

Historical flotation costs are a permanent loss of investment to the utility and 

should be accounted for when setting the allowed return on common equity. When any 

company, including a utility, issues common stock, flotation costs are incurred for legal, 

accounting, printing fees and the like. For each dollar of issuing market price, a small 

· · .. ·percentage is expensed and is permanently unavailable for investment in utility rate base. 

For example, since these expenses are charged to capital accounts and not expensed on 

the income statement, the only way to restore the full value of the issuance price is to 

earn more than the investor required market return on the issuance price, so that the 

investor receives a full fair return on his / her investment. In other words, if a company 

issues stock at $1.00 with 5% in flotation costs, it will net $0.95 in investment. Assuming 

the investor in that stock requires a 10% return on his or her invested $1.00 (i.e., a return 

of $0.10), the company needs to earn approximately 10.5% on its invested $0.95 to 

receive a $0. l O return. 

DO THE DCF, RPM, AND CAPM ALREADY REFLECT INVESTORS, 

ANTICIPATION OF FLOTATION COSTS? 

No. These models assume no transaction costs and therefore flotation costs are not 

reflected in the results of the application of these models. The literature is quite cleat on 

this point. For example, Brigham and Daves52 confirm this, providing the methodology 

utilized to calculate the flotation adjustment. Morin53 also confirms the need for such an 

adjustment even when no new equity issuance is imminent. Consequently, it is proper to 

52 Eugene F. Brigham and Phillip R. Daves, Intermediate Financial Management, 9th Edition, 
Thomson/Southwestern 342. 

53 Morin 327 - 30. 
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Q. 
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include a flotation cost adjustment when using market-based cost of common equity 

models to estimate the common equity cost rate. 

HOW DID YOU CALCULATE THE FLOTATION COST ALLOWANCE? 

I modified the DCF calculation to provide a dividend yield that would reimburse 

investors for issuance costs in accordance with the method cited in literature by Brigham 

and Daves as well as Morin. The flotation cost adjustment recognizes the costs of issuing 

equity that were incurred by Spire Inc. 54 since January 2001. Based upon the issuance 

costs shown on page 1 of Schedule PMA-D8, an adjustment of 0.16% is required to 

reflect the flotation costs applicable to the Natural Gas Proxy Group. 

Business Risk Adjustment 

IS THERE A WAY TO QUANTIFY AN ADJUSTMENT DUE TO THE 

COMPANIES' GREATER BUSINESS RISK DUE TO SIZE RELATIVE TO THE 

NATURAL GAS PROXY GROUP? 

Yes, the previously discussed empirical evidence on the effect of small size prnvides 

insight into the magnitude of such adjustments to reflect the greater business risk of the 

Companies' based upon their collective small size relative to the Natural Gas Proxy 

Group. 

As discussed above, increased risk due to small size must be taken into account in 

the cost of common equity, co'nsistent with the financial principle of risk and return. 

Because the Companies are collectively smaller in size relative to the Natural Gas Proxy 

Group, as previously discussed and measured by their estimated market capitalization, 

54 Formerly The Laclede Group Inc. 
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they have greater business risk than the average company in the Natural Gas Proxy 

2 Group. The previously cited Duff & Phelps 2016 which discusses the nature of the small 

3 size phenomenon, provides one indication of the magnitude of the size premium based 

4 upon estimated market capitalization. 

5 The Companies are collectively smaller than the average company in the Natural 

6 Gas Proxy Group, upon whose market data my recommended common equity cost rate is 

7 based. Since the Natural Gas Proxy Group's market data reflects its collective risk, 

8 including the lower risk of its greater size based upon market capitalization relative to the 

9 Companies, an adjustment to the Natural Gas Proxy Group's indicated common equity 

10 cost rate of l 0.000% must be made to reflect the greater relative risk of the Companies 

11 due to their smaller size based on estimated market capitalization as shown in Table 4 

12 below: 

13 Table 4 
14 Estimated Market Capitalization for the Natural Gas Proxy Group and 
15 LAC/MGE 
16 

17 
18 

19 

20 

21 

22 

Natural Gas Proxy Group 

LAC/MGE 

Market Capitalization (1) 
($ Millions) 

$3,220.742 

$2,466.000 

(I) From page I of Schedule PMA-D9. 

Times Greater than the 
Company 

l.3X 

As shown above, the Companies' estimated market capitalization of $2,466.000 

million is lower than the average market capitalization of the Natural Gas Proxy Group, 

$3,220.742 million, or 1.3 times greater than the Companies, as of January 31, 2017. 

51 



2 

3 

4 

5 

6 

7 

8 

9 

10 

ll 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

Q. 

A. 

Consequently, the Companies have greater relative business risk because, all else 

equal, size has a bearing on risk. Because investors demand a higher return as 

compensation for assuming greater risk, this greater relative business risk of the 

Companies must be reflected in the recommended cost of common equity derived from 

the market data of the less business risky Natural Gas Proxy Group. 

The magnitude of such an adjustment to reflect the Companies' greater relative 

business risk due to the Companies' smaller relative size is based upon the size premiums 

for decile portfolios of New York Stock Exchange (NYSE), American Stock Exchange 

(AMEX) and NASDAQ listed companies for the 1926-2015 period and related data from 

Duff & Phelps -2016. The average size premium for the 4th and 5th deciles (1.24%) 

between which the market capitalization of the Natural Gas Proxy Group falls has been 

compared with the average size premium for the 5th and 6th deciles (1.56%) between 

which the estimated market capitalization of the Companies' falls. As shown on page 1 

of Schedule PMA-D l 0, the size premium spread between the 5th and 6th and the 4th and 

5th deciles is 0.32%.55 In view of the foregoing, I am recommending a business risk 

adjustment of 0.20% to reflect the greater business risk of the Companies due to their 

smaller size relative to the Natural Gas Proxy Group. 

CONCLUSION OF COMMON EQUITY COST RATE FOR LAC/MGE 

WHAT IS YOUR CONCLUSION OF COMMON EQUITY COST RATE FOR 

LACANDMGE? 

In view of the foregoing, it is necessary to add a flotation cost adjustment, as well as a 

business risk adjustment to the 10.00% indicated common equity cost rate based upon the 

55 0.32% = 1.56% - 1.24% 
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market data of the Natural Gas Proxy Group. Table 5 below summarizes these 

adjustments and the resulting cost of common equity for the Companies. 

Table 5 
Summary of Common Equity Cost Rate for LAC/ MGE 

Indicated Proxy Group 
Common Equity Cost 
Rate Before Adjustments 

Flotation Cost Adjustment 

Business Risk Adjustment 

Common Equity Cost Rate 
After Adjustments 

Recommended Common 
Equity Cost Rate 

10.00% 

0.16% 

0.20% 

10.36% 

10.35% 

Adding a flotation cost adjustment of 0.16% and a business risk adjustment of 

0.20% to the 10.00% indicated common equity cost rate applicable to the Natural Gas 

Proxy Group results in a flotation cost and risk-adjusted common equity cost rate of 

l 0.36%, which when rounded to I 0.35% is my recommended common equity cost rate 

applicable to the Companies. 

In my opinion, a common equity cost rate of I 0.35%, which results in an overall 

rate of return of 7.700%, is both reasonable and conservative given the Companies' 

greater business risks relative to the Natural Gas Proxy Group. 

In addition, a common equity cost rate of 10.35% is consistent with the Hope and 

Bluefield standards of a fair and reasonable return which ensures the integrity of presently 

invested capital and enables the attraction of needed new capital on reasonable terms. It 

also ensures that the Companies will be able to continue providing safe, adequate and 

reliable natural gas service to the benefit of their customers. Thus, it balances the 

interests of both customers and the Companies. 
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Q, DOES THIS COMPLETE YOUR DIRECT TESTIMONY? 

2 A. Yes. 
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Pauline M. Ahern, CRRA 
Executive Director 
ScottMadden Inc. 

Ms. Ahern has served as a consultant for investor-owned and municipal utilities and authorities for nearly 
30 years. As a Certified Rate of Return Analyst (CRRA), she has extensive experience in rate of return 
analyses, including the development of ratemaking capital structure ratios, senior capital cost rates, and 
the cost rate of common equity for regulated public utilities. She has testified as an expert witness before 
31 regulatory commissions in the U.S. and Canada. 

She also maintains the benchmark index against which the American Gas Association's (AGA) Mutual 
Fund performance is measured. Ms. Ahern has also served as President of the Society of Utility Regulatory 
and Financial Analysts (SURF A) from 2006-2010 and now sits on its Board of Directors. SURF A is a non­
profit organization founded to promote the education and understanding of rate of return analysis which 
represents utility financial analysts in government, the financial community, industry and academia. She 
also serves on the Finance/AccountingfTaxation Committees of the National Association of Water 
Companies. Ms. Ahern is also a member of the Advisory Council, Financial Research Institute, University 
of Missouri - Robert J. Trulaske, Sr. School of Business. She is also a member of Edison Electric lnstitute's 
Cost of Capital Working Group. 

PROFESSIONAL HISTORY 

ScottMadden Inc. (2016 - Present) 

Sussex Economic Advisors, LLC (2015 - 2016) 
Partner 

AUS Consultants (1988 - 2015) 
Principal 

• Offered testimony as an expert witness on the subjects of fair rate of return, cost of capital 
and related issues before state public utility commissions. 

• Provided assistance and support to clients throughout the entire ratemaking litigation process; 
supervision of the financial analyst and administrative staff in the preparation of fair rate of 
return and cost of capital testimonies and exhibits which are filed along with expert testimony 
before various state and federal public utility regulatory bodies as well as the preparation of 
interrogatory responses, as well as rebuttal exhibits. 

• Responsible for the production, publishing, and distribution of the AUS Utility Reports (formerly 
C. A. Turner Utility Reports), which has provided financial data and related ratios for about 80 
public utilities (i.e., electric, combination gas and eleciric, natural gas distribution, natural gas 
transmission , telephone, and water utilities, on a monthly, quarterly and annual basis) since 
1930. Subscribers include utilities, many state regulatory commissions, federal agencies, 
individuals, brokerage firms, attorneys, as well as public and academic libraries. 

• Responsible for maintaining and calculating the performance of the AGA Index, a market 
capitalization weighted index of the common stocks of the approximately 70 corporate members 
of the AGA, which serves as the benchmark for the AGA Gas Utility Index Fund. 

Assistant Vice President 
• Prepared fair rate of return and cost of capital exhibits which were filed along with expert 

testimony before various state and federal public utility regulatory bodies; supporting exhibits 
include the determination of an appropriate ratemaking capital structure and the development 
of embedded cost rates of senior capital and also support the determination of a recommended 
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return on common equity through the use of various market models, such as, but not limited 
to, Discounted Cash Flow analysis, Capital Asset Pricing Model and Risk Premium 
Methodology, as well as an assessment of the risk characteristics of the client utility. 

• Assisted in the preparation of responses to any interrogatories received regarding such 
testimonies filed on behalf of client utilities. Following the filing of fair rate of return testimonies, 
assisted in the evaluation of opposition testimony in order to prepare interrogatory questions, 
areas of cross-examination, and rebuttal testimony and evaluated and assisted in the preparation 
of briefs and except ions following the hearing process. 

• Submitted testimony before state public utility commissions regarding appropriate capital structure 
ratios and fixed capital cost rates. 

Senior Financial Analyst 
• Supervised two analysts and assisted in the preparation of fair rate of return and cost of capital 

exhibits which are filed along with expert testimony before various state and federal public utility 
regulatory bodies; the team also assisted in the preparation of interrogatory responses. 

• Evaluated the final orders and decisions of various commissions to determine whether further 
actions were warranted and to gain insight which assisted in the preparation of future rate of 
return studies. 

• Assisted in the preparation of an article authored by Frank J. Hanley and A. Gerald Harris 
entitled "Does Diversification Increase the Cost of Equity Capital?" published in the July 15, 1991 
issue of Public Utilities Fortnightly. 

Administrator of Financial Analysis for AUS Utility Reports 
• Oversaw the preparation of this monthly publication, as well as the accompanying annual 

publication, Financial Statistics - Public Utilities. 

Financial Analyst 
• Assisted in the preparation of fair rate of return studies including capital structure determination, 

development of senior capital cost rates, determination of an appropriate rate of return on 
equity, preparation of interrogatory responses, interrogatory questions of the opposition, areas 
of cross-examination and rebuttal testimony, as well as preparation of the annual publication C. 
A. Turner Utility Reports - Financial Statistics - Public Utilities. 

Research Dept. of the Regional Economics Division of the Federal Reserve Bank of Boston (1973 
-1975) 

Research Assistant 
• Involved in the development and maintenance of econometric models to simulate reg ional 

economic conditions in New England in order to study the effects of, among other things, the 
energy crisis of the early 1970's and property tax revaluations on the economy of New England. 
I was also involved in the statistical analysis and preparation of articles for the New England 
Economic Review. Also, I was Assistant Editor of New England Business Indicators. 

Office of the Assistant Secretary for International Affairs, U.S. Treasury Department, Washington, 
D.C. (1972) 

Research Assistant 

• Developed and maintained econometric models which simulated the economy of the United 
States in order to study the results of various alternate foreign trade policies so that national trade 
policy could be formulated and recommended. 
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EDUCATION 

M.B.A., Rutgers University, High Honors, 1991 
B.A., Clark University, Honors, 1973 

DESIGNATIONS AND PROFESSIONAL AFFILIATIONS 

Advisory Council 
Financial Research Institute 
University of Missouri's Robert J. Trulaske, Sr. School of Business 

Edison Electric Institute 
Cost of Capital Working Group 

National Association of Water Companies 
Member of the Finance/Accounting/Taxation and Rates and Regulation Committees 

Society of Utility and Regulatory Financial Analysts 
Member, Board of Directors - 2010-2014 President - 2006-2008 and 2008-2010 
Secretary/Treasurer - 2004-2006 

American Finance Association 
Financial Management Association 

SPEAKING ENGAGEMENTS 

"Leadership in the Financial Services Sector", Guest Professor - Cost of Capital, Business Leader 
Development Program, Rutgers University School of Business, February 24, 2015, Camden, NJ. 

Sponsor / Moderator: Hot Topic Hotline (webinar) of the Financial Research Institute - University of 
Missouri's Robert J. Trulaske, Sr. School of Business: "The Cost of Capital: Slower and Lower for Longer" 
presenter: John Lanski, Managing Director & Chief Capital Market Economist, Capital Markets Research 
Group, Moody's Analytics, November 2, 2016. 

"Leadership in the Financial Services Sector", Guest Professor - Cost of Capital, Business Leader 
Development Program, Rutgers University School of Business, February 20, 2015, Camden, NJ. 

"ROE: Trends & Analysis", American Gas Association, AGA Mini-Forum for the Financial Analysts 
Community & Finance Committee Meeting, September 11, 2014, The Princeton Club, New York, NY. 

Guest Professor, "Measuring Risk", Asset Supervision and Administration Commission of the State 
Council of the Peoples' Republic of China, Rutgers School of Business, July 21, 2014, New Brunswick, 
NJ. 

Instructor, "Cost of Capital 101", EPCOR Water America, Inc., Regulatory Management Team, June 9, 
2014, Phoenix, AZ. 

Moderator: Society of Utility Financial Analysts: 46th Financial Forum - "The Rating Agencies' 
Perspectives: Regulatory Mechanisms and the Regulatory Compact", April 22-25, 2014, Indianapolis, IN. 

"The Return on Equity Debate: Its Impact on Budgeting and Investment and Wall Street's View of Risk", 
National Association of Water Companies - 2014 Indiana Chapter Water Summit, March 13, 2014, 
Indianapolis, IN. 

"Regulatory Training in Financing, Planning, Strategies and Accounting Issues for Publicly- and Privately­
Owned Water and Wastewater Utilities", New Mexico.state University Center for Public Utilities, October 
13-18, 2013, Instructor (Cost of Capital). 
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"Regulated Utilities - Access to Capital", (panelist) - Innovation: Changing the Future of Energy, 2013 
Deloitte Energy Conference, Deloitte Center for Energy Solutions, May 22, 2013, Washington, DC. 

"Comparative Evaluation of the Predictive Risk Premium Model, the Discounted Cash Flow Model and the 
Capital Asset Pricing Model for Estimating the Cost of Common Equity'', (co-presenter with Richard A. 
Michelfelder, Ph.D., Rutgers University)-Advanced Workshop in Regulation and Competition, 32nd Annual 
Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 17, 2013, Rutgers 
University, Shawnee on the Delaware, PA. 

"Decoupling: Impact on the Risk and Cost of Common Equity of Public Utility Stocks", before the Society of 
Utility and Regulatory Financial Analysts: 45th Financial Forum, April 17-18, 2013, Indianapolis, IN. 

"Issues Surrounding the Detem1ination of the Allowed Rate of Return", before the Staff Subcommittee on 
Electricity of the National Association of Regulatory Utility Commissioners, Winter 2013 Committee 
Meetings, February 3, 2013, Washington, DC. 

"Leadership in the Financial Services Sector" , Guest Professor - Cost of Capital, Business Leader 
Development Program, Rutgers University School of Business, February 1, 2013, Camden, NJ. 

"Analyst Training in the Power and Gas Sectors", SNL Center for Financial Education, Downtown 
Conference Center at Pace University, New York City, December 12, 2012, Instructor (Financial Statement 
Analysis). 

"Regulatory Training in Financing Planning, Strategies and Accounting Issues for Publicly and Privately 
Owned Water and Wastewater Utilities", New Mexico State University Center for Public Utilities, October 14-
19, 2012, Instructor (Cost of Financial Capital). 

"Application of a New Risk Premium Model for Estimating the Cost of Common Equity", Co-Presenter with 
Dylan W. D'Ascendis, CRRA, AUS Consultants, Edison Electric Institute Cost of Capital Working Group, 
October 3, 2012, Webinar. 

"Application of a New Risk Premium Model for Estimating the Cost of Common Equity", Co-Presenter with 
Dylan W. D'Ascendis, CRRA, AUS Consultants, Staff Subcommittee on Accounting and Finance of the 
National Association of Regulatory Commissioners, September 10, 2012, St. Paul, MN. 

"Analyst Training in the Power and Gas Sectors", SNL Center for Financial Education, Downtown 
Conference Center at Pace University, New York City, August 7, 2012, Instructor (Financial Statement 
Analysis) . 

"Advanced Regulatory Training in Financing Planning, Strategies and Accounting Issues for. Publicly and 
Privately Owned Water and Wastewater Utilities", New Mexico State University Center for Public Utilities, 
May 13-17, 2012, Instructor (Cost of Financial Capital). 

"A New Approach for Estimating the Equity Risk Premium Applied to Public Utilities", before the Finance and 
Regulatory Committees of the National Association of Water Companies, March 29, 2012, Telephonic 
Conference. 

"A New Approach for Estimating the Equity Risk Premium Applied to Public Utilities", (co-presenter with 
Frank J. Hanley, Principal and Director, AUS Consultants) before the Water Committee of the National 
Association of Regulatory Utility Commissioners' Winter Committee Meetings, February 7, 2012, 
Washington, DC. 

"A New Approach for Estimating the Equity Risk Premium Applied to Publ ic Utilities", (co-presenter with 
Richard A. Michelfelder, Ph .D., Rutgers University and Frank J. Hanley, Principal and Director, AUS 
Consultants) before the Wall Street Utility Group, December 19, 2011, New York City, NY. 
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"Advanced Cost and Finance Issues for Water", (co-presenter with Gary D. Shambaugh, Principal & Director, 
AUS Consultants), 2011 Advanced Regulatory Studies Program - Ratemaking, Accounting and Economics, 
September 29, 2011, Kellogg Center at Michigan State University- Institute for Public Utilities, East Lansing, 
Ml. 

"Public Utility Betas and the Cost of Capital", (co-presenter with Richard A. Michelfelder, Ph.D., Rutgers 
University) - Advanced Workshop in Regulation and Competition, 30th Annual Eastern Conference of the 
Center for Research in Regulated Industries (CRRI), May 20, 2011, Rutgers University, Skytop, PA. 

Moderator: Society of Utility and Regulatory Financial Analysts: 43rd Financial Forum - "Impact of Cost 
Recovery Mechanisms on the Perception of Public Utility Risk", April 14-15, 2011 , Washington, DC. 

"A New Approach for Estimating the Equity Risk Premium for Public Utilities· , (co-presenter with Richard 
A. Michelfelder, Ph.D., Rutgers University) - Hot Topic Hotline Webinar, December 3, 2010, Financial 
Research Institute of the University of Missouri. 

"A New Approach for Estimating the Equity Risk Premium for Public Utilities", (co-presenter with Richard 
A. Michelfelder, Ph.D., Rutgers University) before the Indiana Utility Regulatory Commission Cost of Capital 
Task Force, September 28, 2010, Indianapolis, IN. 

Tomorrow's Cost of Capital: Cost of Capital Issues 2010, Deloitte Center for Energy Solutions, 2010 Deloitte 
Energy Conference, "Changing the Great Game: Climate, Customers and Capital", June 7-8, 2010, 
Washington, DC. 

"A New Approach for Estimating the Equity Risk Premium for Public Utilities", (co-presenter with Richard 
A. Michelfelder, Ph.D., Rutgers University) - Advanced Workshop in Regulation and Competition, 29th 
Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 20, 2010, 
Rutgers University, Skytop, PA. 

Moderator: Society of Utility and Regulatory Financial Analysts: 42nd Financial Forum - "The Changing 
Economic and Capital Market Environment and the Utility Industry", April 29-30, 2010, Washington, DC. 

"A New Model for Estimating the Equity Risk Premium for Public Utilities" (co-presenter with Richard A. 
Michelfelder, Ph.D., Rutgers University) - Spring 2010 Meeting of the Staff Subcommittee on Accounting 
and Finance of the National Association of Regulatory Utility Commissioners, March 17, 2010, 
Charleston, SC. 

"New Approach to Estimating the Cost of Common Equity Capital for Public Utilities" (co-presenter with 
Richard A. Michelfelder, Ph.D., Rutgers University) - Advanced Workshop in Regulation and Competition, 
28th Annual Eastern Conference of the Center for Research in Regulated Industries (CRRI), May 14, 2009, 
Rutgers University, Skytop, PA. 

Moderator: Society of Utility and Regulatory Financial Analysts: 41 st Financial Forum - "Estimating the Cost 
of Capital in Today's Economic and Capital Market Environment", April 16-17, 2009, Washington, DC. 

"Water Utility Financing: Where Does All That Cash Come From?", AWWA Pre-Conference Workshop: 
Water Utility Ratemaking, March 25, 2008, Atlantic City, NJ. 

PAPERS 

"Comparative Evaluation of the Predictive Risk Premium Modelrn, the Discounted Cash Flow Model and the 
Capital Asset Pricing Model", co-authored with Richard A. Michelfelder, Ph.D., Rutgers University, Dylan W. 
D'Ascendis, and Frank J. Hanley, The Electricity Journal, May, 201 3. 

PAGEA-5 

Smart. Focused. Done Right.fv scottmadden 
MANAGEM ENT CONSULTANTS 



APPENDIX A 
RESUME OF PAULINE M. AHERN, CRRA 

"A New Approach for Estimating the Equity Risk Premium for Public Utilities", co-authored with Frank J. 
Hanley and Richard A. Michelfelder, Ph.D. , Rutgers University, The Journal of Regulatory Economics 
(December 2011), 40:261-278. 

"Comparable Earnings: New Life for Old Precept" co-authored with Frank J. Hanley, Financial Quarterly 
Review, (American Gas Association), Summer 1994. 
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SPONSOR DATE 
City Council of the City of Edmonton, CA 
EPCOR Water Services, Inc. 5/16 
Arizona Corporation Commission 
Arizona Water Company 12/16 

Arizona Water Company 08/15 
EPCOR Water Arizona, Inc. 04/16 
EPCOR Water Arizona, Inc. 03/14 

Arizona Water Company 04/1 2 
Chaparral City Water Company 04/13 

Arizona Water Company 08/12 
Bermuda Water Co. 09/11 
Arkansas Public Service Commission 

United Water Arkansas, Inc. 03/10 
United Water Arkansas. Inc. 12/06 
United Water Arkansas, Inc. 09/03 
Arkansas Western Gas Company 
d/b/a Associated Natural Gas 
Company 02/97 
Arkansas Western Gas Company 02/97 
Arkansas Western Gas Comoany 02/96 
Arkansas Eastern Gas Company 02/96 

British Columbia Utilities Commission 

Corix Utilities Inc. 07/13 

Corix Utilities, Inc. 08/12 
California Public Utilities Commission 
San Gabriel Valley Water Company 05/12 
San Jose Water Company 05/09 
San Jose Water Company 05/11 
Thames RWE re: California-
American Water Co. 05/02 
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CASE/ APPLICANT 

EPCOR Water Services, Inc. 

Arizona Water Company 

Arizona Water Company 
EPCOR Water Arizona, Inc. 
EPCOR Water Arizona, Inc. 
Arizona Water Company - Eastern 
Group 
Chaparral City Water Company 
Arizona Water Company - Northern 
Group 
Bermuda Water Co. 

United Water Arkansas, Inc. 
United Water Arkansas, Inc. 
United Water Arkansas, Inc. 

Associated Natural Gas Company 
ANG Division - Arkansas 
ANG Division - Arkansas 
Arkansas Western Gas Company 

Corix Utilities, Inc. 

Corix Utilities, Inc. 

San Gabriel Valley Water Company 
San Jose Water Company 
San Jose Water Company 
Thames RWE re: California-
American Water Co. 

ATTACHMENT A 
TESTIMONY LISTING OF PAULINE AHERN 

DOCKET No. S UBJECT 

Rate of Return 

W-01445A-16-0443 Return on Equity 

W-01445A-15-0277 Return on Equity 
WS-01303A-16-0145 Return on Equity 
WS-01303A-14-0010 Return on Equity 

DSIC Mechanism - Credit 
W-01445A-11-0310 Quality; Return on Equity 
W-02113A-13-1 18 Return on Equity 

W-01445A-12-0348 Return on Equity 
W-01812A-1 0-0521 Return on Equity 

09-130-U Fair Rate of Return 
06-160-U Fair Rate of Return 
03-161 -U Return on Equity 

97-019-U Capital Structure 
97-019-1 Capital Structure 
GR-97-272 Return on Equity 
96-030-U Capital Structure 

Generic Cost of Capital Return on Equity 
Proceedinq- Phase II 
Generic Cost of Capital Return on Equity 
Proceeding - Phase I 

12-05-002 Return on Equity 

U-1 68-W Return on Equity 

U-168-W Return on Equity 
Return on Equity 

02-01-036 
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ATTACHMENT A 
TESTIMONY LISTING OF PAULINE AHERN 

Connecticut Department of Public Utilitv Control 
Aquarion Water Co. of Connecticut 03/13 Aauarion Water Co. of Connecticut 13-02-30 Return on Equity 

Connecticut Water Comoany 01/10 Connecticut Water ComoanY 09-12-11 Return on Equity 

Aauarion Water Company 03/10 Aauarion Water Comoanv 10-02-13 Return on Equity 

United Water Connecticut 09/10 United Water Connecticut 10-09-08 Fair Rate of Return 

United Water Connecticut 05/07 United Water Connecticut 07-05-44 Fair Rate of Return 

Delaware Public Service Commission 
SUEZ Water Delaware Inc. 02/16 SUEZ Water Delaware Inc. Fair Rate of Return 

Artesian Water Comoany 04/14 Artesian Water Comoany 14-132 Fair Rate of Return 

Tidewater Utilities, Inc. 11/13 Tidewater Utilities, Inc. 13-466 Return on Equity 

Tidewater Utilities, lnc. 09/11 Tidewater Utilities, lnc. 11-397 Fair Rate of Return 

Artesian Water Company 04/11 Artesian Water Comoany 11-207 Fair Rate of Return 

United Water Delaware, Inc. 12/10 United Water Delaware, Inc. 10-421 Fair Rate of Return 

United Water Delaware, Inc. 02/09 United Water Delaware, Inc. 09-60 Fair Rate of Return 

Tidewater Utilities, Inc. 01/09 Tidewater Utilities, Inc. 09-29 Fair Rate of Return 

Artesian Water Comoany 04/08 Artesian Water Comoany 14-132 Fair Rate of Return 

Sussex Shores Water Company 10/07 Sussex Shores Water Comoany 07-278 Fair Rate of Return 

United Water Delaware, Inc. 05/06 United Water Delaware, Inc. 06-174 Fair Rate of Return 

Tidewater Utilities, Inc. 04/06 Tidewater Utilities, Inc. 06-145 Fair Rate of Return 

Tidewater Utilities, Inc. 04/04 Tidewater Utilities, Inc. 04-152 Fair Rate of Return 

Tidewater Utilities, Inc. 01/02 Tidewater Utilities, Inc. 02-28 Fair Rate of Return 

Sussex Shores Water Comoany 11/99 Sussex Shores Water Comoany 99-576 Fair Rate of Return 

Tidewater Utilities, Inc. 9/99 Tidewater Utilities, Inc. 99-446 Fair Rate of Return 

LonQ Neck Water Company 01/99 LonQ Neck Water Comoany 99-31 Overall Rate of Return 

United Water Delaware, Inc. 03/98 United Water Delaware 98-98 Return on Equity 
Capital Structure and 

United Water Delaware, Inc. 08/96 United Water Delaware, Inc. 96-164 Fixed Capital Cost Rates 
Florida Public Service Commission 
Utilities Inc. 08/08 Utilities Inc. 080006-WS Fair Rate of Return 

Utilities, Inc. of Florida 06/03 Utilities, Inc. of Florida 020071-WS Fair Rate of Return 

Hawaiian Public Utilities Commission 
Laie Water Company, Inc. 9/16 Laie Water Comoanv, Inc. 2016-0229 Fair Rate of Return 

GTE Hawaiian Telephone Common Equity Cost, 
Capital Structure and 
Storm Damage Cost 

10/96 GTE Hawaiian Teleohone 95-0054 Recovery 
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GTE Hawaiian Telephone 06/96 
Idaho Public Utility Commission 
United Water Idaho, Inc. 05/15 
United Water Idaho, Inc. 08/11 

United Water Idaho, Inc. 11/04 
Illinois Commerce Commission 
Illinois-American Water Company 10/11 
Apple Canyon Utility Co. / Lake 
Wildwood Utilities Coro. 04/10 
Illinois American Water Comoanv 05/09 
Illinois-American Water Company 08/07 

Aqua Illinois, Inc. 02/06 

Aqua Illinois 12/04 

Aqua Illinois 12/04 

Aaua Illinois 05/04 
Aqua Illinois (formerly Consumers 
Ill. Water Co.) 05/03 
Aqua Illinois (formerly Consumers 
111. Water Co.) 04/00 
Indiana Utility Re!:lulatorv Commission 
Indiana-American Water Company 01 /14 

Pioneer Water LLC 10/1 3 

Utility Center Inc. 03/1 0 
Twin Lakes Utilities, Inc. 11/06 
Utility Center, Inc. 08/07 
Twin Lakes Utilities, Inc. 09/03 

United Water West Lafavette, Inc. 01/97 
United Water Indiana, Inc. 01/97 
Iowa Utilities Board 
Iowa-American Water Company 04/11 
Iowa-American Water Company 04/09 
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GTE Hawaiian Teleohone 

United Water Idaho, Inc. 
United Water Idaho, Inc. 
United Water Idaho, Inc. 

Illinois-American Water Comoanv 
Apple Canyon Utility Co. / Lake 
Wildwood Utilities Coro. 
Illinois American Water Comoanv 
Illinois-American Water Comoany 
Aqua Illinois, Inc. - Kankakee Water 
Division 
Aqua Illinois - Woodhaven Water & 
Sewer Divisions 
Aqua Illinois - Oak Run Water & 
Sewer Divisions 
Aqua Illinois - Vermillion Water 
Division 
Aqua Illinois (formerly Consumers Ill. 
Water Co.) 
Aqua Illinois (formerly Consumers Ill. 
Water Co.) 

Indiana-American Water Comoanv 
Pioneer Water LLC 
Utilitv Center, Inc. 
Twin Lakes Utilities, Inc. 
Utility Center, Inc. 
Twin Lakes Utilities. Inc. 
United Water West Lafavette, Inc. 
United Water Indiana, Inc. 

Iowa-American Water Comoanv 
Iowa-American Water Companv 

ATTACHMENT A 
TESTIMONY LISTING OF PAULINE AHERN 

Self- Insurance Property 
Damage Reserve-

95-0051 /94-0298 Ratepayer Responsibility 

UWI-W-15-01 State Property Tax Study 

UWI-W-1 1-02 Fair Rate of Return 

UWI-W-04-04 Fair Rate of Return 

11-0767 Return on Equity 

09-0548/0549 Fair Rate of Return 
09-0319 Return on Equity 
07-0507 Return on Equity 

06-0285 Return on Eouitv 

05-0071 Return on Eouitv 

05-0072 Return on Eauity 

04-0442 Return on Equity 

03-0403 Fair Rate of Return 
00-0337, 00-0338, 00-
0339 Return on Equity 

44450 Return on Equity 

4434 Return on Equity 

43874 Fair Rate of Return 

43128 Fair Rate of Return 

43331 Fair Rate of Return 

42488 Fair Rate of Return 

41046 Return on Equity 

41047 Return on Equity 

RPU-201 1-0001 Return on Equity 

RPU-2009-0004 Return on Equity 
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Iowa-American Water Company 08/07 
Kentucky Public Service Commission 
Water Service Coro. of Kentucky 01/09 
Water Service Corp. of Kentuckv 08/05 
Louisiana Public Service Commission 
Louisiana Water Service, Inc. 03/08 
Maine Public Service Commission 

Maine Water Company 12/13 
Consumers Maine Water Company 05/00 
Marvland Public Service Commission 
Greenridae Utilities, Inc. 05/03 
Michigan Public Service Commission 
Alpena Power Company 05/09 
Alpena Power Company 04/07 
Alpena Power Comoany 07/99 
Missouri Public Service Commission 
Union Elec. Co., D/B/A Ameren 
Missouri 01/17 
Missouri Gas Enerqy 09/13 

Missouri-American Water Company 06/11 
Missouri-American Water Comoany 10/09 

Missouri American Water Company 03/08 

Missouri American Water Comoanv 12/06 

Missouri-American Water Company 05/03 
Arkansas Western Gas Company 02/97 
New Hampshire Public Utilities Commission 
Aquarion Water Co. of New 
Hampshire, Inc. 03/13 
New Jersey Board of Public Utilities 
SUEZ Water Arlinaton Hills, Inc. 2/17 
Atlantic City Seweraae Company 10/16 
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Iowa-American Water Comoanv 

Water Service Coro. of Kentucky 
Water Service Coro. of Kentuckv 

Louisiana Water Service, Inc. 

Maine Water Company - Camden & 
Rockland Division 
Consumers Maine Water Comoanv 

Greenridae Utilities, Inc. 

Aloena Power Comoanv 
Alpena Power Comoany 
Aloena Power Comoanv 

Union Elec. Co., D/8/A Ameren 
Missouri 
Missouri Gas Enerny 

Missouri-American Water Company 
Missouri-American Water Comoanv 

Missouri American Water Comoanv 

Missouri American Water Comoanv 

Missouri-American Water Comoanv 
ANG Division - Missouri 

Aquarion Water Co. of New 
Hamoshire, Inc. 

SUEZ Water Arlinaton Hills, Inc. 
Atlantic City Seweraae Comoanv 

ATTACHMENT A 
TESTIMONY LISTING OF PAULINE AHERN 

RPU-2007-0003 Return on Equity 

2008-00563 Fair Rate of Return 

2005-00325 Fair Rate of Return 

U-30553 Fair Rate of Return 

~ 

Return on Equity 
2013-00362 
2000-96 & 2000-175 Return on Equity 

8962 Fair Rate of Return 

U-15935 Fair Rate of Return 

U-15250 Fair Rate of Return 

U-12000 Return on Equity 

ER-2016-0179 Capital Structure 
GR-2014-0007 Return on Equity 
WR-201 1-0337 / SR-
2011-0338 Fair Rate of Return 
WR-2010-0131 Return on Equity 
WR-2008-0311 / SR-
2008-0312 Return on Equity 
WR-2007-0216 I WR-
2007-0217 Return on Eauity 
WR-2003-0500 & WC-
2004-0168 Fair Rate of Return 
GR-97-272 Capital Structure 

Return on Equity 
DW 12-085 

WR-16060510 Return on Eauitv 
WR-16100951 Return on Equity 
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Jersey Central Power & Liqht Co. 4/16 
Aaua New Jersey, Inc. 01/16 
United Water New Jersey, Inc. 10/15 
United Water Toms River, Inc. 02/15 
Atlantic City Seweraae Comoany 10/14 
Aqua New Jersey, Inc. 01/14 
Middlesex Water Company 11/13 
United Water New Jersey, Inc. 03/13 
Jersey Central Power & Light 
Company 11/12 
United Water Toms River, Inc. 09/12 
Pinelands Water Comoany 08/12 
Pinelands Wastewater Comoany 08/12 

Middlesex Water Company 01/12 
Aqua New Jersev, Inc. 12/11 
The New Jersey Utilities 
Association 10/11 
United Water New Jersey, Inc. 07/11 
The Atlantic City Sewerage 
Company 04/11 
United Water Great Gorge, 
lnc./United Water Vernon 
Seweraoe, Inc. 10/10 
United Water New Jersey, Inc. 12/09 
Aqua New Jersey, Inc. 12/09 
The Atlantic City Sewerage 
Company 11/09 
United Water Toms River, Inc. 11/09 
Middlesex Water Company 08/09 
United Water New Jersey, Inc. 09/08 
United Water West Milford, Inc. 09/08 
United Water Arlinqton Hills, Inc. 09/08 
Aoolied Wastewater Manai:iement 08/08 
Middlesex Water Company 04/08 
United Water Toms River, Inc. 03/08 
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Jersey Central Power & Liqht Co. 
Aqua New Jersey, Inc. 
United Water New Jersey, Inc. 
United Water Toms River, Inc. 
Atlantic Citv Seweraae Comoany 
Aaua New Jersey, Inc. 
Middlesex Water Company 
United Water New Jersey, Inc. 
Jersey Central Power & Light 
Company 
United Water Toms River, Inc. 
Pinelands Water Company 
Pinelands Wastewater Comoany 

Middlesex Water Company 
Aaua New Jersey, Inc. 

The New Jersey Utilities Association 
United Water New Jersev, Inc. 
The Atlantic City Sewerage 
Company 
United Water Great Gorge, 
lnc./United Water Vernon Sewerage, 
Inc. 
United Water New Jersey, Inc. 
Aqua New Jersey, Inc. 
The Atlantic City Sewerage 
Company 
United Water Toms River, Inc. 
Middlesex Water Company 
United Water New Jersey, Inc. 
United Water West Milford, Inc. 
United Water Arlinaton Hills , Inc. 
Applied Wastewater Management 
Pinelands Water Company 
United Water Toms River, Inc. 

ATTACHMENT A 
TESTIMONY LISTING OF PAULINE AHERN 

ER-16040383 Return on Eauity 
WR-16010089 Return on Eauitv 
WR-15101177 Return on Equity 
W-01303A-14-0010 Return on Equity 
WR-14101263 Return on Equity 
WR-14010019 Fair Rate of Return 
WR-13111059 Return on Eauity 
WR-13030210 Fair Rate of Return 

ER-12111052 Return on Eauitv 
WR-12090830 Fair Rate of Return 
WR-12080735 Return on Eauitv 
WR-12080734 Return on Eauity 
WR-12010027 I PUC 
1653-2012 Fair Rate of Return 
WR 11120859 Fair Rate of Return 
PUC 07146-09 (OAL) / 
WO-090148 (BPU) Return on Equity 
WR-11070428 Fair Rate of Return 

WR-11040247 Fair Rate of Return 

WR-10100785 Fair Rate of Return 
WR-09120987 Fair Rate of Return 
WR-09121005 Fair Rate of Return 

WR-09110940 Fair Rate of Return 
WR-09110934 Fair Rate of Return 
WR-0908066 Fair Rate of Return 
WR-08090710 Fair Rate of Return 
WR-08100928 Fair Rate of Return 
WR-08100929 Fair Rate of Return 
WR-08080550 Fair Rate of Return 
WR-08040282 Return on Equity 
R-WR-08030139 Fair Rate of Return 
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Aaua New Jersey, Inc. 12/07 
The Atlantic City Sewerage 
Company 11/07 
Middlesex Water Company 04/07 
United Water New Jersey, Inc. 02/07 
Aaua New Jersev, Inc. 12/05 
Pinelands Water Company 08/05 
Pinelands Wastewater Companv 08/05 
Middlesex Water Company 05/05 
Pinelands Wastewater Company 12/03 
Pinelands Water Company 12/03 
Aqua New Jersey, Inc. (formerly 
Consumers New Jersev Water Co.) 12/03 
Middlesex Water Company 11/03 

Mount Holly Water Company 07/03 

Elizabethtown Water Company 07/03 
New Jersey-American Water 
Companv 04/03 
Thames RWE re: New Jersey-
American Water Co. 08/02 
Aqua New Jersey, Inc. (formerly 
Consumers New Jersey Water Co.) 03/02 
Elizabethtown Water Company 04/01 
Middlesex Water Company 06/00 
Aqua New Jersey, Inc. (formerly 
Consumers New Jersey Water Co.) 03/00 
Middlesex Water Company 09/98 
Middlesex Water Company 11/96 
New York State Public Service Commission 
SUEZ New York Inc. 2/16 
United Water New Rochelle, Inc. I 
United Water West Chester, Inc. 11/13 
United Water New York, Inc. 07/13 
Long Island American Water 
Company d/b/a Lono Island 05/11 
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Aoua New Jersey, Inc. · 
The Atlantic City Sewerage 
Company 
Middlesex Water Company 
United Water New Jersev, Inc. 
Aoua New Jersey, Inc. 
Pinelands Water Company 
Pinelands Wastewater Company 
Middlesex Water Company 
Pinelands Wastewater Company 
Pinelands Water Company 
Aqua New Jersey, Inc. (formerly 
Consumers New Jersey Water Co.) 
Middlesex Water Company 

Mount Holly Water Company 

Elizabethtown Water Comoany 
New Jersey-American Water 
Company 
Thames RWE re: New Jersey-
American Water Co. 
Aqua New Jersey, Inc. (formerly 
Consumers New Jersev Water Co.) 
Elizabethtown Water Company 
Middlesex Water Company 
Aqua New Jersey, Inc. (formerly 
Consumers New Jersey Water Co.) 
Middlesex Water Company 
Middlesex Water Company 

SUEZ New York Inc. 
United Water New Rochelle, Inc. / 
United Water West Chester, Inc. 
United Water New York, Inc. 
Long Island American Water 
Company 

ATTACHMENT A 
TESTIMONY LISTING OF PAULINE AHERN 

WR-07120955 Fair Rate of Return 

WR-0007110866 Fair Rate of Return 
PUCRL 05663-2007N Fair Rate of Return 
WR-07020135 Fair Rate of Return 
WR-05121022 Fair Rate of Return 
WR-05080681 Return on Equity 
WR-05080680 Return on Eauity 
WR-05050451 Fair Rate of Return 
WR-031201017 Return on Equity 
WR-031201016 Return on Equity 

WR-0312097 4 Return on Eauity 
WR-03110900 Fair Rate of Return 
WR-03070509 & OAL 
PUCRL 07280-2003N Fair Rate of Return 
WR-03070510 & OAL 
PUCRL 07281-2003N Return on Equity 
WR-0307051 1 & OAL 
PUCRL 07279-2003N Fair Rate of Return 

WM-01120833 Return on Equitv 

WR-02030133 Return on Equity 
WR-01040205 Overall Fair Rate of Return 
WR-00060362 Fair Rate of Return 
WR-00030174 & OAL 
PUCRS04524-00S Return on Equity 
98-090795 Fair Rate of Return 
96-110818 Return on Equity 

16-W-0130 Fair Rate of Return 

13-W-0539/1 3-W-564 Return on Eauity 
13-W-0295 Fair Rate of Return 

11-W-0200 Return on Equity 
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American Water for Water Service 

United Water Oweqo-Nichols, Inc. 02/11 
United Water Westchester, Inc. 11/09 
United Water New Rochelle Inc. 11/09 
United Water New York, Inc. 09/09 
United Water Owego/Nichols, Inc. 05/07 
United Water New York, Inc./ 
South County 01/06 
United Water New Rochelle, Inc. 09/04 
North Carolina Utility Commission 
Carolina Water Service of North 
Carolina 08/15 
Aqua North Carolina, Inc. 12/13 
Carolina Water Service, Inc. of NC. 10/13 
Pluris, LLC 08/12 
Aqua North Carolina, Inc. 05/11 
Carolina Water Service, Inc. of NC 10/10 

Carolina Water Service, Inc. of NC 10/10 
Transvlvania Utilities, Inc. 05/06 
Carolina Pines Utilities, Inc. 04/04 
Transylvania Utilities. Inc. 04/04 
Nero Utilities, Inc. 04/04 
Pennsylvania Public Utility Commission 
Metropolitan Edison Co. 04/16 
Pennsylvania Electric Co. 04/16 
Pennsylvania Power Co. 04/16 
West Penn Power Co. 04/16 
United Water Pennsylvania Inc. 01/15 
Penn Estates Utilities, Inc. 12/11 
United Water Pennsylvania, Inc. 05/11 
United Water Pennsylvania, Inc. 09/09 
Penn Estates Utilities, Inc. (Water) I 
(Sewer) 09/09 
Utilities, Inc. - Westqate 09/09 
Utilities, Inc. of Pennsylvania 09/09 
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United Water Oweqo-Nichols, Inc. 
United Water Westchester, Inc. 
United Water New Rochelle Inc. 
United Water New York, Inc. 
United Water Owego/Nichols, Inc. 

United Water New York, Inc. 
United Water New Rochelle, Inc. 

Carolina Water Company of North 
Carolina 
Aqua North Carolina, Inc. 
Carolina Water Service, Inc. of NC. 
Pluris, LLC 
Aqua North Carolina, Inc. 
Carolina Water Service, Inc. of NC 
Carolina Water Service, Inc. of NC -
Ops. in Currituck Co. 
Transylvania Utilities, Inc. 
Carolina Pines Utilities, Inc. 
Transylvania Utilities, Inc. 
Nero Utilities, Inc. 

Metropolitan Edison Co. 
Pennsylvania Electric Co. 
Pennsylvania Power Co. 
West Penn Power Co. 
United Water Pennsylvania Inc. 
Penn Estates Utilities, Inc. 
United Water Pennsylvania, Inc. 
United Water Pennsylvania , Inc. 
Penn Estates Utilities, Inc. (Water)/ 
(Sewer) 
Utilities, Inc. - Westqate 
Utilities, Inc. of Pennsylvania 

ATTACHMENT A 
TESTIMO Y LISTING OF PAULINE AHERN 

11-W-0082 Fair Rate of Return 
09-W-0828 Fair Rate of Return 
09-W-0824 Fair Rate of Return 
09-W-0731 Fair Rate of Return 
07-W-0639 I 07-W0872 Fair Rate of Return 
Cases 06-W-0131 and 
06-W-0244 Fair Rate of Return 
04-W-1221 Fair Rate of Return 

W-354, Sub 344 Return on Equity 
W-218, Sub 363 Fair Rate of Return 
W-354 Sub 336 Fair Rate of Return 
W-1282, Sub 8 Return on Equity 
W-218, Sub 319 Fair Rate of Return 
W-354. Sub 324 Fair Rate of Return 

W-354. Sub 327 Fair Rate of Return 
W-1012, Sub 7 Fair Rate of Return 
W-1151 Return on Equity 
W-1012, Sub 5 Return on Equity 
W-1152 Return on Equity 

R-2016-2537349 Return on Equity 
R-2016-2537352 Return on Equity 
R-2016-2537355 Return on Equitv 
R-2016-2537359 Return on Eouitv 
R-2015-2462523 Return on Equity 
R-2011-2255159 Return on Equity 
R-2011-2232985 Fair Rate of Return 
R-2009-2122887 Fair Rate of Return 
R-2009-2117532 / R-
2009-2117400 Fair Rate of Return 
R-2009-2117389 Fair Rate of Return 
R-2009-2117402 Fair Rate of Return 
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Trioen-Philadelohia Enerav Coro. 06/09 Triaen-Philadelohia Eneroy Coro. 
The Columbia Water Company 12/08 The Columbia Water Company 
The Newtown Artesian Water The Newtown Artesian Water 
Company 11/08 Company 
NRG Enerqy Center Harrisburo 03/08 NRG Enerqy Center Harrisburo 
Total Environmental Solutions, Inc. Total Environmental Solutions, Inc. -
- Treasure Lake Water Division 02/08 Treasure Lake Water Division 
Total Environmental Solutions, Inc. Total Environmental Solutions, Inc. -
- Treasure Lake Sewer Division 02/08 Treasure Lake Sewer Division 
Emporium Water Company 06/06 Emoorium Water Comoany 
NRG Eneroy Center Pittsburqh 06/06 NRG Enen::iv Center Pittsburqh 
City of DuBois, PA 04/06 City of DuBois, PA 
United Water Pennsylvania, Inc. 01/06 United Water Pennsylvania, Inc. 
Valley EneraY, Inc. 10/04 Valley EneroY, Inc. 
Borough of Hanover 08/02 Borough of Hanover 
Audubon Water Company 04/02 Audubon Water Company 
Wellsboro Electric Company 10/01 Wellsboro Electric Company 
Emporium Water Company 09/00 Emporium Water Company 

Penn Estates Utilities, Inc. 01/00 Penn Estates Utilities, Inc. 
Pittsburqh Thermal, L.P. 11/99 Pittsbun::ih Thermal, LP. 

PG EneraY 03/98 PG Enerqy 
Western Utilities, Inc. 08/97 Western Utilities, Inc. 

PG Eneray 05/96 PG EneraY 
Public Service Commission of Nevada 
Utilities Inc. of Central Nevada 06/15 Utilities Inc. of Central Nevada 
Utilities Inc. of Central Nevada 12/09 Utilities Inc. of Central Nevada 
Utilities Inc. , of Nevada 06/09 Utilities Inc., of Nevada 
Sprinq Creek Utilities, Inc. 06/08 Sprinq Creek Utilities, Inc. 
Utilities, Inc. of Central Nevada 12/06 Utilities, Inc. of Central Nevada 
Sprino Creek Utilities, Inc. 04/06 Sorinq Creek Utilities, Inc. 
Public Service Commission of South Carolina 
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ATTACHMENT A 
TESTIMONY LISTING OF PAULINE AHERN 

R-2009-2111011 Fair Rate of Return 
R-2008-2045157 Return on Eouity 

R-2008-2042293 Fair Rate of Return 
R-2008-2028395 Fair Rate of Return 

R-00072493 Fair Rate of Return 

R-00072495 Fair Rate of Return 
R-00061297 Fair Rate of Return 
R-00061435 Fair Rate of Return 
R-00050671 Fair Rate of Return 
R-00051 186 Fair Rate of Return 
R-00049345 Fair Rate of Return 
R-00027522 Fair Rate of Return 
R-000271 04 Fair Rate of Return 
R-00016356 Fair Rate of Return 
R-00005050 Fair Rate of Return 
R-00005031 & R-
00005032 Fair Rate of Return 
R-00994641 Fair Rate of Return 

Capital Structure and 
Embedded Fixed Capital 

R-009880 Cost Rates 
R-00963856 Fair Rate of Return 

Capital Structure and 
Embedded Fixed Capital 

R-0096312 Cost Rates 

15-06063 Fair Rate of Return 

09-12017 Fair Rate of Return 
09-06037 Fair Rate of Return 
08-06036 Fair Rate of Return 

06-1 2023 Fair Rate of Return 

06-01002 Fair Rate of Return 
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United Utility Companies, Inc. 09/13 
Utilities Services of South Carolina 09/13 
Teoa Cay Water Services Inc. 12/12 
Carolina Water Service, Inc. 08/11 
Teqa Cay Water Service, Inc. 04/10 
United Utility Companies, Inc. 02/10 
Utilities Services of South Carolina 11/07 
Southland Utilities, Inc. 09/07 
Teoa Cay Water Service, Inc. 07/06 
United Utility Companies, Inc. 07/06 
Carolina Water Service, Inc. 06/06 
Utilities Services of South Carolina 11/05 
Carolina Water Service of South 
Carolina 04/05 
United Utility Companies 01/02 
Carolina Water Service of South 
Carolina 06/01 
Public Utility Commission of Ohio 
Aqua Ohio, Inc. 12/13 

Ohio American Water Company 8/12 

Ohio American Water Company 6/09 

Ohio American Water Company 10/06 

Ohio-American Water Company 11/04 

Regulatory Commission of Alaska 
Fairbanks Natural Gas, LLC 6/14 

Rhode Island Public Utilities Commission 
United Water Rhode Island, Inc. 8/13 

United Water Rhode Island, Inc. 6/11 

VirQinia State Corporation Commission 
Aqua Virainia, Inc. 8/14 
Massanutten Public Service 9/09 
Corporation 
Land'Or Utility Company 12/06 
Massanutten Public Service 12/06 
Corporation 
Reston Lake Anne Air Conditioning 5/12 
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United Utility Companies, Inc. 
Utilities Services of South Carolina 
Teoa Cay Water Services Inc. 
Carolina Water Service, Inc. 
Teqa Cay Water Service, Inc. 
United Utility Companies, Inc. 
Utilities Services of South Carolina 
Southland Utilities, Inc. 
Teqa Cay Water Service, Inc. 
United Utility Companies, Inc. 
Carolina Water Service, Inc. 
Utilities Services of South Carolina 
Carolina Water Service of South 
Carolina 
United Utility Companies 
Carolina Water Service of South 
Carolina 

Aqua Ohio, Inc. 
Ohio American Water Company 
Ohio American Water Company 
Ohio American Water Company 
Ohio-American Water Company 

Fairbanks Natural Gas, LLC 

United Water Rhode Island, Inc. 
United Water Rhode Island, Inc. 

Aaua Virainia. Inc. 
Massanutten Public Service 
Corporation 
Land'Or Utility Company 
Massanutten Public Service 
Corporation 
Reston Lake Anne Air Conditionina 

ATTACHMENT A 
TESTIMONY LISTING OF PAULINE AHERN 

2013-199-WS Capital Structure 
2013-201-WS Capital Structure 
2012-177-WS Fair Rate of Return 

2011-47-WS Fair Rate of Return 
2009-473-WS Fair Rate of Return 
2009-479-W/S Fair Rate of Return 

2007 -286-WS Fair Rate of Return 
2007-244-W Fair Rate of Return 

2006-97-WS Return on Equity 
2006-107-W/S Fair Rate of Return 
2006-92-W/S Fair Rate of Return 

2005-217-WS Fair Rate of Return 
Fair Rate of Return 

2004-357-W/S 
2000-0210-W/S Fair Rate of Return 

Fair Rate of Return 
2000-0207-W /S 

13-2124-WW-AIR Return on Equity 

11-4161-WS-AIR Fair Rate of Return 
09-391-WS-AIR Fair Rate of Return 

06-433-WS-AI R Fair Rate of Return 
03-2390-WS-AIR Return on Equity 

U-14-102 Fair Rate of Return 

4434 Fair Rate of Return 
4255 Fair Rate of Return 

PUE-201 4-00045 Return on Equity 
Return on Equity 

PUE-2009-00041 
PUE-2006-001 28 Return on Equity 

Return on Equity 
PUE-2006-00126 
PUE-2011-00130 Return on Equity 
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Corp. Corp. 

Aoua Viroinia, Inc. 10/11 Aqua V irqinia, Inc. (Monticello) 
10/11 Aqua Virginia, Inc. - Sydnor 

Aqua Virqinia, Inc. Hydrodynamics, Inc. 
United Water Virqinia, Inc. 10/97 United Water Virginia, Inc. 
WashinQton Utilities & Transportation Commission 

Washinoton Natural Gas Company 03/95 Washinqton Natural Gas Company 

PAGEA-16 
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PUE-2005-00080 Return on Equity 
Return on Equity 

PUE-2011-00099 
PUE-2097-0544 Fair Rate of Return 

Capital Structure Ratios -
UG-950278 Fixed Caoital Cost Rates 
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LAC /MGE 
Summary of Cost of Capital and Fair Rate of Return 

Based Upon a Test Tear Ended December 31. 2016 (Pro Forma) 

LAC /MGE 

Type Of Capital Ratios (1) 

Long-Term Debt 42.80% 

Common Equity 57.20% 

Total 100.00% 

Notes: 

(1) From Schedule GWB-1. 
(2) From page 2 of this Schedule. 

Cost Rate 

4}~9(1/"o (1) . 

10.350% (2) 

Weighted 
Cost Rate 

1.780% 

5.920% 

7.700% 

Schedule PMA-D1 
Page 1 of2 



LAC/MGE 
Brief Summary of Common Equity Cost Rate 

Line No. Principal Methods 

Natural Gas Proxy Group 
1. Discounted Cash Flow Model (DCF) (1) 8.68 % 

2. Risk Premium Model (RPM) (2) 10.57 

3. Capital Asset Pricing Model (CAPM) (3) 9.11 

Non-Price Regulated Proxy Group 
Market Models Applied to Comparable Risk, Non-Price 

4. Regulated Companies ( 4) 10.45 

5. 
Indicated Common Equity Cost Rate before Adjustments 

10.00 % 

6. Flotation Cost Adjustment (5) 0.16 

7. Business Risk Adjustment (6) 0.20 

8. Indicated Common Equity Cost Rate 10.36 % 

9. Recommended Common Equity Cost Rate 10.35 % 

Notes: (1) From Schedule PMA-D3. 
(2) From page 1 of Schedule PMA-D4. 
(3) From page 1 of Schedule PMA-D5. 
(4) From page 1 of Schedule PMA-D7. 
(5) From page 1 of Schedule PMA-D8. 
(6) Business risk adjustment to reflect LAC/ MGE's greater business risk due to their 

respective unique risks as well as their respective collective sma11 size relative to the 
proxy group as detailed in the accompanying direct testimony. 

Schedule PMA-D1 
Page 2 of2 



CAPITALIZATION STATISTICS 

AMOUNT OF CAPITAL EMPLOYED 
TOTAL PERMANENT CAPITAL 
SHORT-TERM DEBT 

TOTAL CAPITAL EMPLOYED 

INDICATED AVERAGE CAPITAL COST RATES (2) 
TOTAL DEBT 
PREFERRED STOCK 

CAPITAL STRUCTlJRE RAT(OS 
BASED ON TOT AL PERMANENT CAPITAL: 

LONG-TERM DEBT 
PREFERRED STOCK 
COMMON EQUITY 

TOTAL 

BASED ON TOT AL CAPITAL: 
TOTAL DEBT, INCLUDING SHORT-TERM 
PREFERRED STOCK 
COMMON EQUITY 

TOTAL 

FINANCIAL ST ATIST[CS 

PINANc:JAL RAT£0S- MARKET BASED 
EARNINGS/ PRICE RATIO 
MARKET/ AVERAGE BOOK RATIO 
DIVIDEND YIELD 
DIVIDEND PAYOUT RATIO 

Proxy Group of Seven Natural Gas Companies 
CAPITALIZATION AND FINANCIAL STATISTICS (1) 

2011- ?:Ql 5 [ncjusjye 

Zfil1_ l_O_ll 2012 

$2,596.690 
S1.5..Q.m_ 

$2 8•17.463 

3,65 % 

44,98 % 
0.01 

55.01 

~% 

51.52 % 
0.01 

48.47 
J.QQ.,QQ % 

7,76 % 
149.16 

2.92 
57.38 

(MILLIONS OF DOLLARS) 

$2,498.119 
$194.061 

$2 692 180 

3.77 % 

46.53 % 
0.01 

53.46 
.!!!QJ!Q.% 

52.00 % 
0.01 

12.2! 
100.00 % 

6.08 % 
190.88 

2,80 

58.57 

$2,100.394 
$207.907 

$2308.301 

3.89 % 

44.53 % 
0.01 

55.46 
1QQ..Qll% 

51.29 % 
0.01 

1!l.ZJl 
100.00 % 

6.19 % 
183.89 

3.07 
60.67 

$1,773.274 
$211.597 

s1.904.071 

4.69 % 

42.47 % 
0.01 

57.52 
100.00 % 

49.1 % 
O.Gl 

= 100.00 % 

6.70 % 
164,80 

3.30 
57.39 

$1,671.742 
$136.179 

$1807921 

5.09 % 

42.37 % 
0.01 

51.fil. 
100.00 % 

47.97 % 
0.01 

52.02 
,!QQ&Q% 

7.64 % 
153.14 

3.75 
55.14 

44.18 % 
0.01 

5581 
100.00 % 

50.37 % 
0.01 

49.62 

mru! % 

6.87 % 
168.37 

3.17 
57,83 

RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY 

TOTAL DEBT/ EBITDA (3) 

10,78 

3.87 

% 10.44 

X 4.41 

% 10.18 % 

X 4,62 X 

10.88 % 11.22 % 10.70 % 

3.76 X 3.23 X 3,98 X 

FUNDS FROM OPERATIONS /TOTAL DEBT (4) 

TOTAL DEBT /TOTAi.CAPiTAL 

26.70 % 26.26 % 19.53 % 28,64 % 29,74 % 26.17 % 

51.52 % 52.00 % 51.29 % 49.06 % 47.97 % 50.37 % 

Notes: 
(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results 

for each individual company in the group, and are based upon financial statements as originally reported 
in each year. 

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of 
beginning and ending total debt or preferred stock reported to be outstanding. 

(3} Total debt relative to EBITDA (Earnings before Interest, Income Taxes, Depreciation and Amortization), 

( 4} Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and 
investment tax credits, less total AFUDC) plus interest charges as a percentage of total debt 

Source of Information: Company Annual Forms 10-K 

Schedule PMA-D2 
Page 1 of2 



Atmos En orgy 

Long-Tenn Debt 
Preferr,d Stock 

Common Equit}' 

Total Capltal 

Ch•••i!••k• Utilities 
l.ong-Tenn Debt 

Preferred Stock 
Common Equity 

Total Capital 

NewJersex 
BesourtfS: Car~ .. 
Long-Tenn Debt 
Preferred Stock 
Common Equity 

Total Capital 

Hotthwest Nat. Ga 

Long-Tenn Debt 
Preferred Stock 
Common l!qulty 

Total Capital 

SouthJersei 
Industries, fnc, 

Long-Tenn Debt 

Preferred Stock 
Common !!quit)' 

Total Capital 

Southw.stG•• 
H~ldlngs In~ 
Long-Tenn D•bt 
Preferred Stock 
Common Equity 

Total Capital 

Spire Inc. 

Long-Tenn Debt 

Preferred Stock 
Common F.qutty 

Toti\ Capital 

Proll)'. Group of 
Seven Natui:il Gas 
~ 
Long-Tenn D,bt 

Preferred Stock 
Common Equity 

Total Capital 

Source of tnfonnation 
Annual Fonns: 10~K 

Canita! S!n!!l!![e Based Ui!OD Iota! l'.•l!!!•nentCag!ta! for tb• 
l7231Groun o(Seveo Hatura] Gas Companies 

2011 -2015, lncJusi:!/:e 

2015 lfil.! 2013 2012 2011 

43.46 % 44.31 % 48.76% 45.33 % 49.48% 

0.00 0.00 0.00 0.00 0.00 
56.54 55.69 51.24 54.67 50.52 

100.00 % 100.00% 100.00 % ~% 100.00 % 
= 

30.68% 35.82 % 31.63 % 30.03 % 32.98 % 

0.00 0.00 0.00 0.00 0.00 

~ 64.18 68.37 69.97 67.02 

100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 

43.57 % 39.57 % 39.59 % 39.57 % 35.88 % 

0.00 0.00 0.00 0.00 0.00 

56.43 60.43 60.41 60.43 64.12 ----
100.00 % 100.00% ~% 100.00 % 100.00% 

43.52 % 46.30 % 49.66 % 48.55 % 45.29 % 
0.00 0.00 0.00 0.00 0.00 

56.48 53.70 50.34 51.45 SUI ----
100.00 % 100.00% 100.00 % 100.00 % 100.00% 

49.96% 51.98 % 45.89 % 45.97% 40.59 % 
0.00 0.00 0.00 0.00 0.00 

50.04 48.02 54.10 54.03 59.U 

~% 100.00% 99.99 % 100.00 % 100.00 % 

49.59 % 52.64 % 49.57 % 50.13 % 53.53 % 

0.07 0.07 0.08 0.06 0.04 
50,34 47.29 50.36 49.81 46.43 

~% 100.00% ~% 100.00 % 100.00% 

54.06 % 55,10 % 46.59 % 37.72 % 38.86 % 
0.00 0.00 0.00 0.00 0.00 

45.94 44.90 53.-11 62.28 61.14 
~% 100.00 % 100.00% 100.00 % 100.00 % 

~ 

44.98 % 46.53 % 44.53 % 42.47% 42.37 % 
0.01 0.01 0.01 0.01 0.01 

55.01 53.46 S5.46 57,52 57.62 ----
100.00% ~% 100.00 % 100.00% 100.00 % 

5YEAR 
AVERAGE 

46.27 % 
0.00 

53.73 

100.00 % 

32.23 % 
0.00 

67.77 
100.00 % 

. . 

39,64 % 
0.00 

60.36 

100.00% 

46.66 % 
0.00 

S3.34 
100.00 % 

46.88 % 
0.00 

53.13 
100.01 % = 

51.09 % 
0.06 

48.85 
100.00 % 

46.47 % 
0.00 

53.53 

100.00 % 
~ 

44.18 % 
0.01 

55.81 
100.00 % 

Schedule PMA-D2 
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Proxy Group of Seven Natural Gas 
Coml?anies 

Atmos Energy 
Chesapeake Utilities 
New Jersey Resources Corp. 
Northwest Nat. Gas 
South Jersey Industries, Inc. 
Southwest Gas Holdings Inc 
Spire Inc, 

Source oflnformation: 

LAC /MGE 
Indicated Common Equity Cost Rate Using the Discounted Cash Flow Model for the 

emxv Group of Seven Natural Gas Companies 

[1) [2J (3) [4) [SJ 

Yahoot 
Value Line Reuters Mean Zack's Five Finance 
Projected Consensus Year Projected 

Average Five Year Projected Five Projected Five Year 

[61 [7] 

Average 
Projected 
Five Year Adjusted 

Dividend Growth in Year Growth Rate Growth Rate Growth in Growth in Dividend Yield 
Yield (1) EPS (2) inEPS inEPS EPS EPS (3) (4) 

2.46 
1.87 
2.90 
3.21 
3.34 
2.38 
3.27 

Notes: 

% 6.50 % 7.30 % 7.00 % 7.30 % 7.03 % 2,55 
8.50 NA 6.00 5.80 6.77 1.93 
3.00 6.00 6.50 6.00 5.38 2.98 
7.00 4.00 4.00 4.00 4.75 3.29 
3.00 NA 10.00 6.00 6.33 3.45 
7.00 4.00 4.50 4.00 4.88 2.44 
9.00 4.23 4.40 4.18 5.45 3.36 

Average 

Median 

Average of Mean and Median 

NA= Not Available 

(1) Indicated dividend at 01/31/2017 divided by the average closing price of the last 60 trading days ending 
01/31/2017 for each company. 

(2) From pages 3 through 10 of this Schedule. 
(3) Average of columns 2 through 5 excluding negative growth rates. 
( 4) This reflects a growth rate component equal to one-half the conclusion of growth rate (from column 

6) x column 1 to reflect the periodic payment of dividends (Gordon Model) as opposed to the 
continuous payment Thus, for Atmos Energy, 2.46% x (1+(1/2 x 7.03%)) = 2.55%. 

(5) Column 6 + column 7. 

Value Line Investment Survey 
www.reuters.com Downloaded on 01/31/2017 
www.zacks.com Downloaded on 01/31/2017 
www.yahoo.com Downloaded on 01/31/2017 

% 

[SJ 

Indicated 
Common 

Equity Cost 
Rate (5) 

9.58 % 
8.70 
8.36 
8.04 
9.78 
7.32 
8.81 

8.65 % 

8.70 % 

8.68 % 



Line No. 

1. 

2. 

3. 

4. 

5. 

6. 

7 .. 

LAC /MGE 
Demonstration of the Inadequacy of 

Proxy Group of Seven Natural Gas Companies 
When Market Value is Greater than Book Value 

Based on the Proxy Group of Seven 
Natural Gas Companies 

Column A Column B 
Market Value Book Value 

Per Share $ 59.536 (1) $ 25.848 . (2) 

DCF Cost Rate (3) 8.65% 8.65% 

Return in Dollars ( 4) $ 5.150 $ 2.236 

Dividends (5) $ 1.703 $ 1.703 

Growth in Dollars (6) $ 3.447 $ 0.533 

Return on Market Value (7) 8.65% 3.76% 

Rate of Growth on Market 
Value (8) 5.79% · 0.90% 

Notes: 
(1) Average price of the proxy group as shown on page 2 of Schedule 

PMA-D9. 

(2) Average book value of the proxy group as shown on page 2 of 
Schedule PMA-D9. 

(3) Average DCF cost rate derived from Column [7J on page 1 of this 
Schedule. 

(4) Line 1 x Line 2. 
(SJ Dividends are based on a 2.86% adjusted dividend yield which is the 
(6) Line 3 - Line 4. 
(7) Line 3 / Line 1. 
(8) Line 7 / Line 1. 

Schedule PMA-03 
Page 2 of9 



ATMOS ENERGY CORP. NYSE-ATO ,,~iNT 12 s4 IP,~ 20 a e~l!r,g: 2U) , RATIO , llh:lian. 15.0 RELATM 1 091owo P,'E RATIO I . YlO 2.5%-
TIMELINESS 3 loNoid9t16116 High: 30.011 33.1 33.5 29.3 30.3 32.0 35.6 37.3 47.4 58.2 64.6 82.0 Target Price Range 

1 loo:M,'£111 
Low: 25.0 25.5 23.9 19.7 20.1 25_9 28_5 30.4 34.9 44.2 50.6 60.0 2019 2020 2021 

SAFETY LEGENDS 

TECHNICAL 3 LoMr!d9n0/16 - }fil't"~.Jt.,, >----- :tt). i/~:. ?\J. ·-r-160 

BETA. .1D (l.«l•/J"'1<er) 
. • •. R&-;,,e ~ S'JffiJ!h tn 120 
~)'os --··· -- -... 100 

2019-21 PROJECTIONS ~ Kea h:tG.'es Reiro'P --- -- .... ~-· 80 
· Ann'I Total ""! ,,,,---..... ···--·:; tf!'_ .. ·~· Prlc.. Galn Return 60 

; :; / .... 11 hru~II High 110 f+50o/t\ 13% 50 
low 90 +25¾ 8% i:?N ,r-~• h 11 

.... 
40 

Insider Decisions I t••I I{\f} t!lli•JJUt tl.11111,' 
30 

"' 1'' il!!:!''"' ,·1u··· J F M A M J J A S IIJo11•11r I ......... 
i.,s,, 0 0 0 0 0 0 0 0 0 ...... ~--~-. . ....... 20 011,.-. 200260200 . ~~ ... ·. f/f~l~ ............ ....... .. -.. . ....... , .•, . -·~"·· .... , .. . "···· -15 los.l O O O .0 .1 0 0 2 0 % TOT. RETURN 10/16 
Institutional Decisions 1ll!S \'1.ARffll' 

IQr.15 1Q;l11 !Qilll P..,cenl 2-4 I SJOCX IM)El( 

::~ 159 I 1 }f. 20.9 6.-4 
,. 

212 188 -·· ,16 ~ 

133 142 148 !faded 8 ! 11111111,n 

n : ·- _,. II ... 3)T. 82-7 15.7 
~ 

Jffs>;)lj 70.."'28 71888 73716 1111111111 .......... 11111111111 Syr. 15-4.6 76.0 

Atmos Energy's histoi dales back to 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 CVAU.IEUNEPU8.UC 9-21 
1906 in the Texas Pan andle. Over !he 1.5.21 6M3 79.52 U69 Sl12 4B.15 38.10 42.SS 4912 40.82 J2JO .USS Reven~s per sh A 4U5 
years, through various mergers, it became . us J.14 .4.19 .419 t64 4.12 4.76 5.14 5J2 ·.5.ll1 6-20 6.51) "Cslsh fm," per sh 1.25 
part or Pioneer Corporation, and, in 1981, 2:oo 1.94 2.00 j.97 2.16 2.26 2.10 2.50 2.96 . 3.09 ua 3.55 Eamlngspersh ". 8 4.20 
Pioneer named its gas distmiulion division 1.2,l ua 1.30 1.32 1.34 1.36 1.38 uo us 1.56 1.68 1.&1 Drlds Decl'd per sh c. 2.15 
Energas. In 19B3, . Pioneer organized 5.211 4.39 5-20 5.51 6.02 6.90 8.12 9.32 8.32 9.61 10..fl 11.00 Cap'I Spending per sh 10,60 
Energas as a separate subsidiary and dis- 20.16 22.01 22.60 23.52 24.16 24.98 26.14 28.47 30.74 31.48 33.34 3W Book Value per sh 36.65 
lribu!ed the outstanding shares of Energas 81.74 M.33 90.81 92.55 90.16 90.30 9024 90.64 100.39 101.48 104,0D 107.IJIJ Coolmon libs Outsl'g 0 120.1111 
to Pioneer shareholders. Energas changed 13.5 15.9 13.6 12.5 13.2 1-U 15.9 15.9 16.1 11.5 ~.8 Avg Ann'I P,1: Ratio 24.1) 
its name lo Atmos in 1988. Atmos acquired .73 .64 .32 .83 .64 .90 1.01 .89 .85 .89 1.11 Relative PIE Ratio 1.50 
Trans Louisiana Gas in 1986, Western Ken- 4.7'1, 41'1, U½ 5.3½ 4.1½ 4.7:i. 4.1\1, 3.6\1, 3.1'1, 2,9\1, 2.4% AvgAm'I DN'dYitld 2.f¾ 
lucky Gas Utifity in 19B7, Greeley Gas in 6152.4 5398.4 7221.3 41169.1 m9.7 43.41.6 3438.5 3Uo_3 4940.9 4142.1 3349.9 3600 Rewnues jSmill) A 5500 
1993, United Cities Gas in 1997, and others. 162.3 170.S 160.3 179.7 ~1.2 199.3 192.2 230.7 289.8 315.1 350.1 ,1&) Net Profit {lm!IIJ 51/(J 

CAPITAL STRUCTURE as of 6130/16 37.6'1, 35.811, 3M% 34.4½ 38.5½ 3U½ 33.8¾ 38-2½ 39-2½ 3&_3;', 36,4'1, 31,0¾ loeome Tax Rate 40.0¾ 
Total Debt $3126.1 mil. Due in 5 Yrs $1157.9 mil 2.6% 2.9½ 2.5% 3.6½ 4.2% 4.6½ 5-o'h 5.9'1, 5.9'h 1.6% 10.5% 10.6¼ Net Profit Ltlrgln 9.1¾ 
LT Debi $2205.6 m:it_ LTlnlerest$135.0 mil. 57.0l!i 52.0½ 50,8'1, 49.9'1, 45.4½ 49.4½ 45.3'h 48.8% R3¾ 43.5% 3'J.O'li 42.0¾ long,Tenn Debt Ratio 45.0¾ (l T interest earned; Mx; to!al interest 

43.0'1, 48.0if, 49-2½ 50.1½ 54.6½ 50.6½ 54.7½ 51.2'1, 55.7¾ 58.5'/, 61.0Y. 58.0Y. Common Eouih,, RaUo 65.0'.li wier~e: 5.4x) 
Leases, Uncapitalized Annual rentals $16.5 m!I. 3828.5 4092.1 4172_3 -U462 3987.9 4461.5 4315.5 5036.1 5542.2 U.S0.2 5655 5165 Total Capllal ($mUij 800/l 
PfdStGckNooe 3629.2 3836.8 -4136.9 4439.l 47$3.1 5147.9 6475.6 SOl0.7 6125.9 7430.6 8284 9060 Net Plant ($mill) 11500 
PsnsiGll Asssts-9/1.'i $450.9 mll. 6.1% 5.9% 5.9% 5.9% 6.9½ 6.1'/, 6.l'/, 5.9'1, U% 6.6¾ 7.5¾ 8.0% Return on Total Cap'I 1.5'.4 

Oblig, $SOM mill. 9.8½ 8.7¾ 8.8½ 8.3½ 9.2½ U½ 8.1½ 8.91, 9.4% 9.9% 10.0% 11.5¾ Re1urn on Shr. Equity 11.5¾ CGmmGn St~k 103,847,858 shs. 
8SGf712S/16 9.8½ 8.7½ 8.8¾ 8.3½ 9.2½ 8.8% 8,1½ 8.9½ 9.-4\1, 9.9'1, 10.0¾ 11.5¾ Re1urn on Com EquitY 11.5¾ 
MARKET CAP: $7.6 billion (Large Cap) 3.6½ 3.0½ 3.1'/, 2.7½ 3.5% 3.3% 2.8½ 4.0½ U½ 4.9½ 5.0¾ 5.5¾ Retained lo Com Eq 5.5¾ 
CURRENT POSlllON 2014 201li 6130116 63½ 65% IWI, 68% &2'1, 62;(, 65% 56½ 50½ 51'½ 50')1 51¾ All DI-ids lo Net Prof S2¼ 

illlll.J BUSINESS: Almos Energy Corporation is enga.goo primarily in the mercial; 3¾, lnd!lStrial; and 2½ other. The IXlfllpany has around Ca Assets 42.3 28.7 66.2 
Other 733.5 602.3 582.7 distribu!ion and sale of nalufal gas lo rougtly thfee mil!ioo custom- 4,760 employees. Officers and dlrectors 01,,i approx.mately 1.5% of 
Cooent Assels 775.8 631.0 648.9 ers lllrough so: regulated nahl'al gas utl:ty operations: Louis!ana rommon stock (12115 Proxy). Pres~ and Chfef ExeCl.li',-e Of. 

~~f &,'able 311.6 238.9 198.9 OMs.i¢n. West Texas OMsloo, Pl.id-Tex OMS.Ion, 11.isslss.W! Oi\'i- ficer:: K'lll R. Cocld'n. inoo;pola!ed: Texas. Ad<kess: Three Li1Gd.n 
100.7 457.9 920.5 sloo, Cd«ado-Kansas D.\ision, and Kenlud<y,,Jid-S!ates OMs.lon. Centre, &ill! 1800, 5430 LBJ Free'l/ay, Dallas, Texas 752-W. Tele-

O!her 402.4 458.0 410.4 Gas sales breaMown for liseal 2015: 66'1,, res.<deooal; 29¾, oom- phone: 972-934-9227. ln:emet w1ow.alm0Sene,'g-f.com. 
Cmentllab. 910,7 1154.8 \529.8 
Fix. Chg_ Cov. 637% 743% 750% Atmos Energy may well post respect- the core regulated units. Note that we es-
ANNUAL RATES Past Past Esl'd'13-'15 able results in fiscal 2017 (started Oc- timate the pending divestiture's impact on. 
of wa-~ (!)e( sh) 10Yn. 5Yn. ta'\9-'21 toher 1st). The natural gas distribution earnings per share would be minimal. · 
ReYenues -2.0¾ -6.5% .5% division, accounting for the largest portion The fiscal 2017 capital expenditures 
"Cash Fla.II' 5.0¾ 4.5% 5.0% of revenues, stands to benefit from a rise budget is exfiected to lie between $1.1 
5:s 5.5% 7.0% 6.5% 

2.0% 2.5% 6.5% in throughput, assuming that both the billion and 1.25 billion. That would be 
Book Value 5,0¾ 5.0% 3.5% weather and economic environment are some 8% higher than the p,evious yea1·'s 
flsaal QUARTERLY RE\'EOOES (I nwl) A Full generally favorable (leading to a boost in figure, assuming the midpoint of that 
Y,ur 

Dec.31 Mar.31 Jun.JO &p.30 Flsaal consumption levels). Also, we look fo, rea- range is used. Similar to fiscal 2016, a Ends Year 
2013 034.2 1309.0 857.9 685.2 3886.3 sonably decent perfonnances from the meaningful portion of the resources will be 
2014 255.1 1004.3 942.7 778.8 4940.9 other segments, including the regulated deployed to enhance the safety and 
2015 1258.8 1540.1 686.4 656.8 4142.1 pipeline unit. At this juncture, full-year reliability of Atmos' natural gas dlstrlbu-
2016 905.2 1132.3 632.9 678.5 3349.9 profits might advance around 5%, to $3.55 tion and transmission systems. · · · 
2017 930 1250 720 700 3600 a share, versus the fiscal 2016 tally of The qua1.'terly common stock dividend 
Fi•<>•I EAA!lll,'<lS PER SHARE A B E Full $3.38. Concerning fiscal 2018, we believe was 1·aised a few cents, to $0.45 a 
Year Dec.31 Mar.31 Jun.30 Sep.30 Fiscal the bottom line can grow at a similar per- share. Moreover, our 2019-2021 projec-Ends Year 
2013 .85 1.23 .36 .08 2.50 centage rate, to $3.75 a share. if operating Hons indicate that additional, steady in-
2014 .95 1.38 .45 .23 2.!J6 margins expand. · · · · creases in the distribution will take place. 
2015 .96 1.35 .55 .23 3.09 Ther•e are plans to sell Atmos Energy The payout ratio over that period ought to 
2016 1.00 1.38 .69 .33 3.38 Marketing (AEM) to a subsidia1·y of be roughly 50%, which should not place a 
2017 1.05 1.41 .72 .37 3.55 Cente1·Point Energy. The transaction in- substantial finandal burden on the energy 
Cal- QUAATERI.V DMJENDS PA.O c. Full volves the transfer of 800 delivered gas company. 

endar Mar.31 Jun.30 Sim.JO Dec.31 Year customers and AEM's related asset op- These top•quality shar·es hold decent, 
2012 .345 .345 .345 .35 1.39 timlzation business at an all-cash price of risk-adjusted long-term total return 
2013 .35 _35 .35 .37 1.42 $40 million plus working capital at the potential. That rnflects the healthy divi-
2014 .37 .37 .37 .39 1.50 closing date (anticipated during the first <lend and worthwhile capital gains possi-
2015 .39 .39 .39 .42 1.59 calenda1· quarter of 2017). Proceeds are to bilities here. · · · · · · · 
2016 A2 .42 .42 .45 be utilized for infrastructure investment in Frederick L. Harris, III December 2, 2016 

..... :A (Al fiscal year er,ds Sept 30!h. (B! lliuted I Nat egs_ rpt due early Feb. I ID/ In mlfons. Company's Finanlllal Strength 
slYs. Exd. nonrec. ~ems: ·oo, d18~; 07, d2¢; (CJ O.V.oonds historical)' pa:d in early March, E Q!rs may not add due to change in shra St°'lc's Price St•biTrty . :95 
'09, 12¢; '10, 51!; '11, (1¢). &eludes discon[,n. June, &!pt, and Dec.• Div. reim•estmentplan. outstaoong. Price Grov.1h Per.slstem:e . · · 80 
ued operations: '11, 10:; '12, 27¢; '13, 14¢. D:redstockpurchaseptan a-ial Earnings Predietabllily ... 90 

" 2016 viua Line, Irie. Al~ re;.er,"1 Faowl mdfilli is w.ahld horn s,:,u-,:es be!?.<d 10 be rel.;l;le am is l'aid<d "'lh:<Jt ""'""''" cl ""/io khi :11 I THE PUBLISHER 15 I.OT RES 1iS!BlEfOR AIIY ERRORS OR O!JJSS.IO.~S HERD!l. 1:reief.00 is >'fl:fJ ro, sutw';t.e(s °""- !lllll«fflllerOal. in'.<mal w.. ' p/l\ I I_, .. I"•...... , 
cl i rr~ ba rap-co1'..ed. root >!:red er , • .,,,,itt<>J i1 a.1 rrwA <ledrc;r.;: cc lltha' km u t, !l"'""•>;>J cc ~ mi pn,,d er eaacric p.,tkz;:,,. serva cc rrcru:t 
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CHESAPEAKE UTIL NYSE-CPK l~f' 65.90 Jfifrk> 23.9 (l:~tfU) I~~ 1.25 IWo0 1.9% Mil _ __, 
TIIJELl/lESS 

SAFETY 

TECHNICAL 

4 lotflol Wll/16 

2 llcit-'1115 

4 [o.,u!,j ll/18/16 

High: 23.9 I 23.81 24.8 23.2 23.3 28.1 29.7 32.6 40.8 52.7 61.1 67.9 Target Price Range 
La,v: 15.7 l 18.6 18.7 14.6 14.7 18.7 24.0 26.6 30.6 37.5 44.4 52.3 2019 2020 2021 
LEGENDS 

~ ii.:~~{;-- 1-......... --+: ,;;;;;;:;;m;::;:im;;:'-~i'm:,;R--,,;--+--t--+--+-----1--+--+---t-----il--+--+--+~a 
BETA .65 (1.00 • l,•.m!) ~ ,i !1114 -i 3-fc _2 •" • • " : : : : : 60 

20!S,21 PROJECTIONS Shaded a"' mGlles re.:essoo ~ 61 
·. Ann'I Total - · t -·U•li n'" ·• • • 

Prite Gain Return !==+==1===1~=i ==l:==Jl==:;~:=:l::;;;;;;!~~~~l:==!===l==!==:::l===t::~8 
H/.,)h 90 {+35%1 10% / _,,,11111 43°2 LO'•· 70 (+5% 4% · .,..,.,,..,..._...,....::>....,,.,..,-:t--:nT'nt-'-..,.':C'f-~i----t---i------t--+----,-'."1----:"4"'" . 
Insider Decisions -1 ;:;:--c::··'F-i.--::;--,,.i"+j1'-"'1..:,'lr.:.,.;1:.:c''

11+' '-'"-1-+ 1 ---+--1--+---+--+--+---+---+24 
J F D A M J J A S i,• _,r,,1•11. ••,i,~'r.1, i1tJL_J!:: lfu1 1T•jll 

~- g i H i H H tui.,;;;r.,.~1::::==1-~-1b:q, ~+---+-------------1-~+---+---+---,1---+_ :: 

Institutional Decisions ....... , % TOT. !TU~~ 
W115 IQ~l1S lQ!lll Percenl 15 • •• • ••• STOCK IMlEX 

~~4 fl : tl share• 10 ''• • '• ,.,,. ••• ~ n:.' • · · ..... ,., ..• · " " i;: :;{ J; : 
IM~~)l' 8284 8673 8755 tra<le<I 5 _., .. It, • .. ::~'.;'.,' e-- !lllllllllll II ••• "" .,. 5)T. 153.3 76.0 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 °VAlUEll'lEPU8.llC 9-21 
42..21 40.82 17.12 1!1.11 

f.95 1.85 1.83 2.42 
<Bl :8.l <69 1.11 

20.70 26.02 _23.05 25.41 28.46 19.07 29.93 29.13 21.U lll.73 28.811 JO.JO Re\•enuespersh 31.50 
2.W 2.35 2.18 2.52 2.50 2.15 3.5-0 3.69 3.95 US 4.95 5.40 'Cashflow"pmh 1.0() 
1.09 1.18 1.15 119 1.39 W l,82 1.91 t.99 2.2G 2.75 2.95 Ea1nlngs peish" 4.00 

34.19 30.07 
4.73 5.05 
2.0 2.68 

··-::.11 '.73 ;73 ·-•)3 J5 )6 · ---_ .77 ;78 :st .8.l <a1 :91 Csa 1.01 1.19 1.M Div'ds Decl'dpersh s. 1.50 1.07 1.12 
2.75 3.61 1.77 1.39 2.07 3.74 4.87 3.08 3.00 1.89 3.18 3.28 5.00 6.72 9.70 10.00 Cap1Spendingpersh 11.60 6.66 9.47 
8.05 8.26 8.03 8.59 9.07 9.60 11.08 11.76 12.02 14.89 15.84 16.78 17,82 19..28 27.50 21.40 Book Value persh 30.45 20.59 2H5 
7.95 8.09 8.31 8.49 8.60 8.82 10.o3 IO.l7 10.2• 14.09 14.29 14.35 1UO 14.46 16.50 17.00 CommonShsOulst'g 14.59 15.27 
12.6 15.0 18.6 12.7 15.0 16.8 17.9 16.7 141 H.2 121 141 IU 15.6 &S.lflg ,.,.,. AvgAnn'IP.f.Ratio 20. 17.7 19.1 
.82 .77 l.02 .72 .79 .39 .97 .M .85 .95 . 78 .89 .94 .88 v.i., u,,a Relalll'e PIE Ratio 1.2 .93 .96 

6.l'i\ 5.8'i\ 5.7% 4.9'.li 4.6'i\ 3.8'-:4 3.8% 3.6'i\ 4.11' 4.t'i\ 3.9'i\ 3.4¾ 3.3% 2.9½ .,,.,,r.. AvgAnn'IDiv'dYield U 2.4'i, 2.2½ 

498.8 4591 CAPlTALSTRUCTUREasofS/30/16 231..2 258.3 29U 2o8.8 427.5 418.0 392.5 .«t3 475 515 Rnenues($mHij 150 
36.1 40.2 Total Debi $310.1 ml. Due In 5 Yrs $230.0 mll. 10.5 131 I.U 15.9 28.1 27.8 28.9 32.8 '1.0 48.0 Ne! Profrt 1$mll0 SO.O 

LTDebt$143.5mll. LTlnter~t$$.Om11. 39.4½ !9.4% 39.1% 41.3;; 39.7½ 39.4% 40.1% 40.2;', 4<1.0¾ 40.0¼ IMomeTnRale • 41.0¼ 39.9½ 39.5'1, 
7.2% 8.8% (lTlllteresteamed: 7.7x;t01.alin!eresl U'h 5.11' 4.9½ 5.9½ 6.1% 6.6% H½ JJ,i, 9.1¼ U¼ Ne!P1ofrtl.la1tln 11>.7¼ 

w1erage: 7.7x) · · · (25% of Cap1) r--c~-+--,.c+...,..cc~1--c-c~+-c-~c..+-c=c-...,..cc-f--c-'~-+-c~,.c+-,,-'~1-='c~+-=~'*'""-'-'cc=-"="'-~__,1--c-c~ 
3-U'i, 28.-W, Leases, UncapHalizedAmual1enlals$1.3m'I. 39.0;1, 34.6% 41.3'/, 32.0½ 28.4% 3U% 23.4'/, 29.7% 25.0¼ JO.DY, Long-Tenn Debi Ratio 30.0'A 
65.5'1, 70.6% Pfd St~k Nooe · 61.0% 65.4% 58.7'/, 68.0% 71.6% 68.6'ii 71.6:li 70.3% 75.0¼ 70.0¾ Common Equi1y RaUo 1D.l'J¾ 
-458.8 507.5 Pension Assets-12/15 $51.0m'l 182.2 182.8 209.5 306.6 315.9 351.1 358.5 396.4 &OS MS Tolal Capilal($rnill) 810 

Obllg.S75•9m'U. 240.8 260.4 280.7 -436.4 462.8 487.7 541.8 6312 960 1060 Nef Planl($mil) 1430 689.8 855.0 
8.5% 8.9'i, ~::r~:;f,;~k 16•301•161 shs. 7.1% 8.4½ 7.9½ 6.1½ 9.1% 8.9% 8.8% 8.8% 8.0¾ 11.S'/4 RelumonTolalCap'I 10.0¾ 

12.0'h 1 II-:4 9.51' 11.1 ¾ 11.7¾ 7.6% 11.5¾ 11.51' 11.2¾ 11.8'i\ 9.5% 10.S¾ Return on Shr. Equily 13.0'J 
12.0!1. 11.2* MARKETCAP:$1.1 billion(MtdCapl 9.5% 11.1¾ 11.7% 7.6½ 11.51' 11.5% 11.21(, 11,81(, 9.5% 10.5¼ RtlurnonComEauitv 13.0¾ 
7.4% 6.6¾ 4.1½ 5.2¾ 52'1. 3.8¾ 6.6¾ 6.6'ii SA¾ 7.1½ 5.0¾ S.S¾ RelaJnedtoComEq 8.0¾ 
38½ 40'i, CURRENTPOSlllON 2014 2015 9134116 57¾ 53% &5'1, 50½ 42% ·~ -U½ 40¾ ffll 45¾ AIIOrldsto!lelProf 38¼ 

1$/Jlll.) 
CaSh Assets 4.6 2.9 1.6 BUSINESS: Chesapeal(e Ublitias Colpofaoon oonsists of two oots: v.oo!esa!<ls and dlsW!lltes propane; ma.-l<ets natwal ga,; and pro}. 
O!her 117.8 109.6 100.7 Reg,Aated Ellergy and Unregulated Energy. The Regulated B1;:fgy \".des other unreg<M!ed energy serl.oes, induoog midstream ser.c 
Cooent Assets 122.4 112.6 102.2 segnent (65% of 2015 re1•enues) rullibutes nahral gas Ill Dela- ices in Olio. Off= and d"(edors 0'~11 5.4¾ of common s!Od,; T. 
~~i5J'~ble ~1:g 1~] 1U:J \\'ilfe, Mal)iaid, and Ronda; d",slrblles electricity 11 Flooda; and Rowe Prioe, 8.3; Blad<Rodt, 5.6¾ (3116 Pro~)- CEO: Michael P. 
Other 52_3 57_8 55•2 transmits natural gas on the !lf:lmarva Perinst4a and in Florida. Md.lasle<s. Inc.: Delawale. Address: 909 S'l-.-er La~e Boule-1ard, 
Current Liab. 184_2 279.6 263•1 1--Th_e_u«---'egtia;__t_ed_Ener___;w:.:...._operaoon-'--· ___:(_35_%_or_20_15_~_e1'elllll!S_--=-) _Dov_er-'--, _DE_19904 __ • T_el_.:..c.(302---')_7_34-6_7_99_. l_nt_emet_·_v._M_'N_.chp-'-k._COOJ_. --1 
Foc Chg. Cov. 865% 898% 885'1. Chesapeake Utilities appears headed help, as well. Consequently, Chesapeake's 
ANN.UALRATES Past Pasl Est'd'13-'15 fo1· an unspectacula1· 2016. That's part- bottom line stands to increase around 7%, ~:,:s.~) 10;'.~% 5t~h la]_~~ ly because fast-quarter share net (versus to $2.95 a share. · · · · · 
"CashFk,II' 7_014 11_5,h l.O¾ the year-ago period's) suffered from the The 2016 capital spending budget is 
Earnings 80% 100'h 85¾ unfavorable impact of substantially expected to fall between $150 million 
Div!deods 3:5'.4 5'.0'h s:o¼ warmer temperatures on the natural gas and $170 million. (fhat would be 10.6% 
llookValue 9.o'h B.O¾ 6-5¾ and propane distribution operations. This higher than last year's level, using the 
Cal- QUARTERLYRE'll:h\JES(Smll.) Full event occurred during a time when cus- midpoint of that ran~e,) Projects have in-

endar Mar.31 Jun.30 Sen.30 Oec.31 Year tomcr consumption levels are normally duded Eight Flags CHP plant; new 
2013 140.7 94.1 86.6 122.9 #4.3 hil(:h, To make matters worse, the cornpa- facilities to serve an electric power genera-
201-4 186.3 100.5 91.6 120.4 498.8 nys September-interim performance was tor in Kent County, Delaware; Eastern 
2015 170.1 92.7 91.9 10-!.5 459.2 squeezed partly by fixed pipeline and Shore's system reliability project; contin-
2016 1<6.3 102.3 108.3 118.1 415 stornge costs associated with natural gas ued natural gas infrastructure improve-
2017 110 110 110 125 515 supply contracts where a significant par- ment initiatives; and additional expan-
Cal- EARllll/GSPERSIIARE 11 Full tion of sales will occur during the winter slons of the company's natural gas distri-

,__e~n~da~r-M_ar.~.3_1 _J_u~n.30~_Se~p=.30~_0ec.~3__,I ,___,Ye~a.,....,r months, plus lower retail propane margins bution and transmission systems. Manage-
2013 1.02 .30 .27 .67 2.26 per gallon on the Delmarva Peninsula. ment states that in order to fund these ex-
2014 1.21 .35 .22 .69 2.47 Even though results for the second quarter penditures it might further increase the 
2015 1.44 .35 .33 .56 2.68 were extra strong and we believe 2016 will level of borrowings to supplement cash 
2016 1.33 .52 ,29 ,61 2.15 end on a positive note, full-year profits provided by operating activities. < · · 

i--=20"-17'------J_1=·'c.c1_-'--'.'5-'-------''-"-'2;__--'-''6-'---7-+----=2=.945 may advance only about 2.5%, to $2.75 a The dividend yield now rests below 
Ca\. QIJARTERlYDM:lE!/OSPAIJBa Full share. · · · · · the ave.-age of all equities in Value 

1-e-"n_da-'--r-+='M=ar"".3.,__1...,J"'un,,,.30=--=-Se=<me= .. 30c:..._Dec=."'3.,_,1 f---'-Ye'-a-'-lr Bl'ighte1· things might be in store fo1· Line's Natuml Gas Utility group. J3ut 
2012 .23 .23 .243 .243 .95 2017, nonetheless. That ought to reflect the payout is well covered by corpornte 
2013 .243 .243 .257 .257 1.00 growing benefits from the April, 2015 pur- earnings, and future, steady hikes are a 
2014 .257 .257 .27 27 1.05 chase of Aspire Energy. New projects (see good possibility. Meanwhile, the stock is_ 
2015 .27 .27 .288 .288 1.12 below) are another positive. Generally fa- ranked 4 (Below Average) for Timeliness. · 
2016 .288 .288 ,305 ,305 vorable weather patterns would obviously Frederick L. Harris, III December 2, 2016 

(Al muted sllrs. Exdudes llOf'llOCUoing items· ,(Bl Dividends list<llkalfy pald ill eaify January, [(Cl In mlf,ons, 2$)s!ed for Sf.l:t Company's Financial Strength 
'02, d23:, ·oa, d7~; '15, &;,. &ciU<les u-sconlile /\pio, Juiy, a11d October. • O.vl<i~ld relrl',-esl- Si~k·s F,ice Siability 
ued operations: '03, cf9¢; '04, d1~- Next earn- meot plai1. D'red. s!ock pu-cha;e plan avail- Plice Growth Persistence 
ings repoo due eaify Feb. able. Earnings Predictability 
o 2016 V•ll! l..i-.e, Ir,;. Al r<tt, ,......,..;1 F..-..i .-;.i is ot,t,,.-..J r,.,,, """'es t.'..,,oed lot" r,M:J~ ml is """ied 11<hlut ,,.,,,.,,.,..,. ti arr1 l:irll 111111 ' 
THE PlJIILISHERIS llOTRESP(f!/51111.E FORA!iYERRORS OROMSS!O!IS HERElll. lt<S ph-is 5'm!Jfor9.Jtrore'smm. non-o:mt>1rool. nernal use. ll\'lj>"1 I I I ' • • 11 ' 
cl l "'"J be rep-oi.«>i roscll. >!:rod u m•n'ir.<d in >rrJ l'"ml, de<toi< or of>ar km. c, useJ f:r 9'<"""'°3 c, """"7'.l "'J l'"<'-<d u ~ ~ se,va, " p-;:,,.,;1. 
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80 
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95 
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1---N_EW_JE-=--R_S_EY_R-,-E_S__,. N_YS_E-N,--JR-----r-__.l-.-'~~-111T~3_3.~50_._l~___.._,~no,--1_9.-.-7C_:-r-~;_ru)-+-~-l~-,---~-1.--r03~1 '~--,ri~;---3_,0,--%1i"1n··--
TllolELINESS 3 Lo,,,:rooJW/Jlo High 16.41 17.71 1B.8 20.6 21.2 22.0 25.2 25.1 23.8 32.1 34.1 38.9 Target Price Range 

Low: 13.6 13.8 15.2 12.3 15.0 16.7 19.8 19.3 19.5 21.9 26.8 30.5 2019 2020 2021 
SAFETY 1 ~1911~05 LEGENDS 

TECHNICAL 3 lOMtoo1Qll'Nl6 - ~'.~~v~.,r t.. f--+11 -+'i';; "i)cl/-+'i',/,,!i-i/*+-d---l--+--+---+---11---+---+---+--t-----t---+---+SO 
• • • • Re"aQ.,. J¼e St..-¢ , JU 60 

BETA ,!IO (J.Ol•Pl&l:EI) Hor-2 ,pk l'Oa -, '"·'•'·" !iO 
. 2019•21 PROJECTIONS 2~~"':. 3115 =:' ft!i ·. ,.:.,,~:. •• • •• ~O 

· · ·· · ·· · Ann'ITotal %.\w.,..,;,;,w.os~ ·., · ····· , .. ,.· ,'. •... , n•1 111r,i • 
Pike Gain Return .,, 30 

High 30 {-10%1 NII ' , •.. , ,... 25 
l<rN 25 (-2S% --4¾ : _-.-, ,,n)lll •10L•••, tr~1r1.1l' ti 20 
Insider Decisions ,.. tr·•r •·•'tnm' :-..... /t.,:i ,,.• • .... ,•'fltL 15 

J F IA A I.I J J A S 111•11"11• ........ :: ••• , ..... , ~. ·.: ±ft!'r.,-... t--+-.. -,.::t--+..,.,.,.-,+---li---t--+--t--t--+--+ 
1>6'J/ 0 0 0 0 0 0 0 0 D 1-.-o+==="F""-~::== ........... , .•.• •• •,,...... .,... 10 
O;f.->'4 6 0 0 0 0 0 0 o o ·, •" "• ....... ,,-. .. " .,,,• 
t,Sl,I O O 4 0 1 0 0 0 0 ,--------~ ,r, TOT. RETURN 1\\/IS ~ 7.5 
lnstltutional Decisions ! :·.- TH<S YUJOTH.• 

SIOOC NlEI w-,11 1~m mm 

~~ 1~ m 1~ Pet'ce11I 30 °i::=:t=i=i 
shares 20~~nrn.lrtrr:Aflrlfllttht 

... .,. ,.,~ 
., .... "' I 

-<----+---t--,,...-,-,'-f-~---------+--1----t 1 'If, 10.3 6.4 
3 ,,. 62.4 15.7 

Hlffi>:•l 49713 51216 52551 trade<! 10 /-\111111111 
·. ... 

1111111111 ""'"" 5'/f, 70.7 76.0 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 0 VALUE lflE PUB. tlC 9-21 
!W 25.61 22.00 31.U 30.H 35.10 
• 1.00 1.00 1,07 .1.19 
. .60 .65 .70 . J9 

1.25 1,31 
$§ . :aa 

,38 )9 ;40 \41 .43 :45 
.62 .ss • .51 •. 57 .72 .64 

4.14 HO US 5.13 5.62 5.30 
78.17 79.89 113.00 81.70 8322 8264 

14.7 142 14.7 14.0 15.3 16.8 
.96 .73 .60 .so .81 ,89 

H¾ U¾ 3.9¾ 3.7¾ 3.3¾ 3.1% 

CAPITAL STRUCllJRE as ol 6130/16 
Tolal Oebl $1223.8 mil.Pue in 5 Yrs $321.9 mil. 
LTOebt.$967.Bmll. LTlnterest$25ArriJ. 
Ind. $53.2 ml. cai,'ta5zed leases. · 
(LT interesl eamoo: 7.5~ tO!al interest OO"IElrllge: 
7,Sx) . . . 
Pension Assels-9115 $256.4 m'II. 

· · Oblig. $394.4 m'li. 
Pld Stoek None 

Common Stoek Bo. 150.280 shs. 
asors/1/16 
MARKET CAP: $2.9 billion (!Aid Cap) 
CURRENT POSITION 1014 ,1015 6/30/16 

39.81 
1.37 
;93 
.48 
.64 

7.50 
82.88 

16.1 
.87 

3.2% 

36.31 
.1.22 

.78 
:s1 
,13 

7.15 
113.22 
21.6 
1.15 

3.0½ 

3021.8 
85.3 

33.8¼ 
2.2% 

37.3,1 
62.1'1. 

45,37 
.1.81 
.1.35 
\!,6 

.86 
8.M 

8-1.12 
12.3 
.74 

3.l¾ 

3618.2 
113.9 

37.8'.1, 
3.~ 

36.5% 
61.511, 

31.17 32.05 36.30 
1.58 .1.63 1.70 

.<1.20 (23 1.2a 
.62 ~68 >)2 

· .• 90 f.05 .1.13 
8.2a 8.81 9.36 

83.17 82.35 82.89 
14.9 15.0 1&.8 
.89 .9S 1.05 

3.5¾ 3.7\1, 3.l¼ 

2592.5 2639.3 3009.2 
101.0 101.8 106.5 

27.l'I, 4U% 30.2% 
3.911, 3.9% 3.5% 

3S.8'h a1.:rn 35.5% 
60.2½ 62.8% 64,511, 

27.08 3-8.3-8 4MO 32.09 21.90 27.-3-5 Revenues ~r sh A 2US 
.. 1.~ 1.93 2.73 ... 2.52 

1.36. .1.37 2.08 1.78 
.77 :s1 :66 <93 

1.28 1.33 .1.52 3.76 

. 2.45 . 2.5(') "Cash Flow" ~r sh . US . 
i.61 1.1S Earn!llgs pei sll 11 . 2.10 
• .S3 1.02 Oiv'ds Oecl'd per sh c. 1.05 
1.70 t.75 Gap'I S~nding per sh t.80 

9.80 f0.65 11.48 12.99 11&! 14.55 Sook Value per sh D 11.10 
83.05 83.32 84.20 85.19 &5.88 86.00 Commoo Shs Oulst'g E stoo 
16,8 16,0 11.7 16.6 21.3 AvgAM'IPIERallo 1'.0 
1.07 .90 .62 .M 1.17 Relallve PIE Ra!» .90 

3.4¼ 3.7¾ 3.5% 3.1'1, 2.9½ AvgAnn'IOiv'dYiakl 16% 

2248,9 3193.1 3738.1 27.1-4.0 1880.9 1J50 Re\'l:nuas ($mill) A • ·. 2585 
112.4 113.7 116.9 153.7 138.1 150 ffetProl'rtf$millJ 1W 
7.1% 25.4½ 3/J.2¼ 2'1.3% 31.0¾ 31.0'A Income Till Rafe 32.0¾ 
5.0% 3,6,', U'h 5,611, 7.3% 8.4¼ NelProl'ltl&r!!!n 7.0¼ 

39.2¾ 38.611, 38.2"' 43.211, 4J.0% 43.0'A Long-Tfflll Debi Rilio 40.S'A 
60.811', 63.411, 61.8¾ 58.8½ 51.0¼ 51.0¼ Common Equitv Ratio 5U¼ 

1028.0 1182.f 1144.8 l15U 1203.1 1"9.0 1400,3 156U 1950.6 .0 2685 W>O ToL!I Capttal (fmfll) 2495 
970.9 1017.3 1064.4 1135.7 1295.9 1-48'-9 1643.1 1884.1 2128.3 .9 2170 2215 Ne! Planlf$milll 2J50 
7.7% 10.7'1, 9.7½ 9.7½ 9.7½ 9.2¾ 9JI'/, 12.1% 8.8¾ 1.S'A 8.0'h RelumonTolalGap1 8.0'A 

10.1% 15.1'1, tU¾ H.O,', 13.T~ 13.8!1, 12.8% 18.3':4 13.9,', 11.6¾ 11.0¼ Return on Shr. Equity 12.0¼ 
10.1% 15Jl/, 14.6% 14.011, 13.1% 13.Sl/, 12.8½ 18.3% IU¾ !1.6½ mrA RelumonComEauitv 12.&'A 
3.6½ 9.5% 7.2¾ 6.7¾ 6.211, 6.2½ 5.2½ 11.0¾ 6.8¾ 6.l'l6 4.6% .5.0¼ ReL!lned to Com Eq 6.0¾ 

1$'-'lll.l 
Cash Assets 2.2 4.9 
Other 680.5 539.6 

64½ 4~ 5011 52¾ 55% 65'1, 59½ -40\1, 51)16 94_8 .___so_i_,_ _ __,_ __ .__ _ _,__ ....... _--''---.,___..,_ _ __,_ __ .__s_1_%.,__m_¾--L.AD_DM_d_s_to_N_e_lP_ror _ _,__so_¾-1 
509.9 
604.7 Ctxrent Assets 682.7 544.5 

BUSINESS: New JNsey Resources Colp. is a hokfog oompa!I)' commercial and e!ec!Jic utlity, 65½ incenti>.·e programs). N.J. Natu­
PfO"liding retat\\llolesale energy svcs. to customers in New Je!Sey, ral Enmgy subsidia!y p;o1ides ooregulated retal/,1!lolesale natural 
and in states from the Gutt' Coast kl NeN England, and CaMda. gas and related energy svcs. 2015 dep. rate: 2.5%. Has 991 ernp'.s. 

~:ts J:::rb!e ~:~ 2H:i ~~:8 New Jefsey Natural Gas had about 512,300 cus!omefs at 9.'30/15 OffJo:<. ov.11 about 1.4% of common (12/15 Proxy). Chrrnn., CEO & 
O!her 125.3 85.4 129.5 in Monmoulh and Ocean oouo~es. and otller N.J. counties. Flscal Pres.: lal.l'ence I.I. Da~ms. loo.: NJ Addr.: 1415 \\~off Road. 
Current Liab. 791.1 ~-1 601.5 1--20_1_s_1'0l_um_e:_34_1_1>'ll._cu_. tl.--'-(1_4%_in_terru--'-pt;_'l>l_e_, 2_1_'1,_res:_·dentia_· _and __ Y_lall._N_J _on_19_. _Tel._·_. 7_32_-938-__ 1480. __ Yl_eb_:_v._·lffl_._n;,re_rou_rces __ .com._--1 
Fil<. Chg. C0'1. 1007¾ 750¾ 750¾ New Jersey Resources faced a diffi- duction of almost 10%. to $1.61 per share. 
ANNUALRATES Past Past Est'd·t3-'lli cult operating environment jn fiscal This was in line with our expectation. · 
ofcn.-.;~(WE-hl 1GYrs. nn. io·w21 2016 (ended September 30th). Indeed. That said, we have adjusted our out-
Revenues 1.5¾ 1.0¾ -4.0¾ I d d bo h I k t1 hi Th "Cash Flow'" 6.5% 7.5¾ 3.0¾ t ie company poste a owntun1 in t oo or t s year. e company appem·s 
Eam,ngs 75¾ 65¾ 30¾ revenues and earnings this past year. poised to log a rebound in revenues of 
Oiv.deoos io¾ i0% i 5¾ What's more, since our September review, about 25%. to S2.35 billion. due primarily 
!look Value a.m~ 5.5¾ 7·°" the stock has registered a modest 5% to new NJNG customer accounts. Manage-
F,}~~~I OOARrERlYREVE!,,ifS($mil) A {i1111 1 pullback, likely as a reflection of the slow- ment estimates roughly 24,000-27,000 ac­
E'nds Dee.31 llar.31 Jun.30 Sep.30 v:~ down in the retail/wholesale energy bust- counts will be added between fiscal 2017 
2013 736.0 960.9 767.5 733.7 3193.1 ness. Revenues declined more than 30% on and 2019. Elsewhern. the 1·egulated utility 
2014 876.4 1579.6 688.3 591.9 3738.1 a year-over-year basis. to Sl.88 billion. division received approval of a rate reduc-
2015 824.1 1013.1 458.5 438.3 2734.0 This largely stemmed from the warmer- tlon as well as a bill crndlt, that will have 
2016 44-4.3 574.2 393.2 469.2 1880.9 than-normal weather patterns that existed a net impact on the typical residential 
2017 5BO '690 510 S90 2350 across NJR's service territory. This trend heating customer lowering a bill about 2% 
f,}m1 EARlllllGSPfRSHARE AB J~:.1 was further exacerbated by the falloff of annually. This helps to put rates more in 

i-;;;En.tdT's-t-D_ec.,.,.3,..1_ll_a..,r.c:-31_Ju_n.....,30 ........ Se---,c,p,.,..30-t-_,,Yec:a•c;-1r natural gas and commodity prices when line with the curreot natural gas pricing 
2013 .43 .82 .12 d.01 1.37 compared to 2O15's levels. Despite these environment. Finally, we have t1immed a 
2014 .47 1.79 .05 d.23 2.08 challenges, the New Jersey Natural Gas nickel off om· 2017 share-net estimate, to 
2015 .65 1.16 .03 d.00 1.78 (NJNG). regulated utility business added S1.75, placing it near the top end of man-
2016 .58 .9l .l3 d.02 1.Sl 8,170 new customer accounts In 2016. A agement's recently issued guidance range 

l-"'26cc.17'-+--''&l=----=·9.;.5_...:•.;.17'---'-''0cc.3-t--'1-"'.7"'-IS bit more than 55% of those came from new of Sl.65-$1.75. This would represent an 
C•l· OOARTER!.YDMOEllOSPAJD c. Full construction. Still, on the profitability annual increase of almost 9%. · · .··. · · .. ·.·.·.:. 

1-e-=n_da_r-t=/,l.,,,u,_,.3~1 ~J=u="·=30~Se=m=··30~0e=c=.3-'--il f--'-Ye_a-ir front, the sharp downturn in volumes . We think most investors' funds could 
2012 .19 .19 .19 .40 .97 weighed on both fui:ed- and variable-cost be better utilized elsewhere. Neutrally 
2013 • • .20 .20 .20 .60 absorption. In fact. operating expenses ranked . NJR is Jacking upside potential 
2014 .21 .21 .21 .23 .86 ticked 20 basis points higher, when viewed based on our projections. And the dividend 
2015 .23 ,23 .23 .24 .93 as a pei·centage of the top line. Combined, yield is a bit light for a utility. · · ·: · ·. · ··. 
2016 .24 -24 ·24 -205 these factors equated to an earnings re- Bryan J. Fong •. · .. . December 2, 2016 

(Al Flscal ~·ear ends~ 30th. l(C) DMdoods i.stooca~ paid in eally Jan.. l ml!iOll. $4.82/share. Company's Financial Strength . · ·• ·· :A> 
(Bl DMed eam'ogs. Olly egs may not SIMl1 to Ap,i, July, and Oc!ober. 1Q '13 diVd pa:d in (El In m'l!'.-OnS. adjusted for sp!!s. Stock's Prica Stability ·. · .. 85 
total .due to charlge in shares ou\sland',ng. Next 40 '12. • Di'i.dood rerm-eslmef!l p!an ava'lab!e. Price Grov.1h ~en!~\enca . . . · .. • •. . · .55 
eamngs report due late Jan. (D) lndlldes regulatory assets m 2015: $410.2 E'amlngsPred1clab11!ty · · · • 55 
" 2016 Val.le li'"- llli:. Al r,;t;t, rese;<d. raoru,1 m..:tri>l is ~ r,orn ''-'"""' Me-.w to be rel,t/e an.I is p-a.»:d "thlul ,.-a,ra,,t,e; cl ""J l:m. Dlllll-
lllE PIJ!llJSHERIS IIOTRf.Si>dllS!SLEfORANY ERRORS OR OlllSS.'{)NS HEREIII. This p.bo:ofoo t»~for sutisc,-l;,a'5(>1lTI. non<,:,m,.,,.oal irtt,mal use. fl<>~ I , .. ,... ,.. • • 11 1 

d It rr.;1 be •'f'•llad. re;dll, S\J'EJ or v.-..-ni:...i h urf pn~. w.,;tor,i; or oo.t,o-~ « us,;J 1,- ..,.,.<&lg or .,.,,<on; a,J p-n-tad « </'..a-Mi: p.l,l,:.,!)'<n, serv'<e « p-o;\<t. . 
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N.W. NAT'L GAS NYSE-NYIN 
!RECENT 57 95 IPlE 26 J (Trailing: 2ll) RELATIVE 1 JS' jO!V'O I PRICE • . RATIO . , Yadian: tu PA: RATIO • , I no 3.2% 

TILIELlflESS 
SAfETY 

TECHI-/ICAL 

3 lDllloo M211 s 

1 R;i,;w Y1 ~!)! 

2 R.ri;f,J11m15 

High: 39.61 43.7 52.B ss.2 46.5 50.9 49.0 50.8 46.6 52.6 52.3 66.2 Target Price Range 
Low: 32.4 32.8 39.8 37.7 37.7 41.1 39.6 41.0 40.0 40.1 42.0 48.9 2019 2020 2021 
LEGENDS ! 0 

- l}i,!/1;·~.Jll~ :=, $,'.~'.'4':'g:'._=_=+~-=-=-~t=_=_= .... =-q.1;_::.:_;_~t-=:::,=,..= .. =.,~-=-= .. ===1=:..:;.:.·~~~--c:·l·~-32-_·;::_=_=-l:t:_=_=_=_7-~_=_=_=-l+_=_=_=_=+~!b ••• _, R&ti,-. ;l.i.,; Stre<,at.h ,.--' -i;,"' - "' 
BETA .65 (1.00•1.~ Op= Yo; · ,,,t, _,,, 61 

2019-21 PROJECTIONS .sru<Wawh!a.es~ ,__, •··•·• ,,,11 .,., ::::: ::::· , 8 
· · · · Ann'I Tolal , • Ptkt G:aln Return I ,~'h•.~ ... , .. 1 ~i 1r~ -U!!,:!•·11'. -uw Fl"lfFlfl ,. •.... ,. ~u,,u,,., ,, .. ~ru1· ,.u·· 32 

Klgh 60 (+5%1 4N¾1,1 .,.111 , •• , • .,., , .... ,. ,• •,, .. , .':'' ......... , 
LO'# 50 (-15% -'-'-+--.....,,.~, .. ,,-··;cc•""""''.,,.,, .. ,__,t--~+-~-'-+-~--+--+---+---+----it---+24 
Insider Decisions -+---+----+-----'1+.r-+---'-+----+~-+---+---+----11---+20 

J F U A IA J J A S l--+---+----1---+ --1---t---+--f---''":<o•--d""';:-:W~-:-,,,'1-..:l'''-0 
-'•_, t---t---+----lt---+16 

lo&,, 0 0 0 0 0 0 0 0 0 j -+---+----+--!---"+-"'_'"_ .. _.+-·-··_-··_· +---'-+----f--+---+---t-12 r~,. g 1n g n l g g t---+---,+--,-,-;----,..,....,.; % TOT. RETURN 10/l& -B 

Institutional Decisions I ,' , I JKS YLAllilH.0 

4Q?l15 1Q;111 lQ?al Percenl 15-+----+-li-.w-+ L_-r+l-c-c.-;;:'-r--+--+--+--...;.+--+-----~~=t+-=-=-=-=1-1 StOCK N)U 1,s-,1 81 98 118 shares 10, rr. , I)<. 27.3 6.4 

~,~>ll 168~ 15~ 169~ traded !;i 1 111111 :;~: m m -

t-:2="'0±00,,..,....,2""0"'='01-:-T":2""0"'='02:-r-::2""0""03::-+-::2"'0""04-:-r::2"'"00==5:-¥-'l:2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 20t':!1'±-6+2=-=o=-=1-=-7+-:ae""vA1=UE"'l11Ea-a=PUB~.L .. LC.rr.9-a-2~17 

21.09 25.78 25.07 23.S7. 25.69 33,01 
3.68 3.&S 3.65 3.85 3.92 . 4.3-1 
1.79 1.88 i.62 1.76 1.86 2.11 
1.U f.25 Uo 1.27 1.30 1.32 
3.46 3.2J 3.11 00 5.52 3.48 

11.SJ 18.56 is.aa 10.s2 20.6' 21.2a 
2523 2523 25.59 25.9-i 27.65 27.58 

12.4 12.9 17.2 15.6 16.7 17.0 
.a 1 .es .st .oo .88 .91 

5.6¼ 5.1% U¾ 4.6¼ 4.2¼ 3.r-h 
CAPITAL STRUCTURE as of 9130/16 
Tela! O.bl $790.1 mill. Pue In 5 Yrs $360.0 mll. 
LTDebt$530.2mll. LTlnteresl$45,0m'lt .•· 

(f otal inlernst oov«3\le: 3.6x) 

Pension Assets•12/15 $249.4 ml. 
· Oblig. $445.6 m'll. 

Pfd Stock None 

37.20 
U6 
2.35 
1.39 
3.56 

22.01 
27.24 

15.9 
.88 

3.7'1, 

39..13 
5,41 
2.76 
1.H 
UB 

··22.52 
26.41 

16.7 
.8~ 

3.W, 

39.16 
. 5.31 
2.57 

... 1.52 
.3.92 
23.71 
26.50 
18.1 
1.W 

3.3'1, 

~.17 
5.20 
2.33 
1.60 
5.09 

2U8 
26.53 

15.2 
1.01 

3.7'1, 

.30.56 
5.18 
2.73 
1.68 
9.35 

26.0S 
25.58 
17.0 
1.08 

3.6'1, 

31.72 
5.00 
2.39 

· 1.75 
3.76 

26.70 
26.76 

19.0 
1.19 

3.$''1, 

27-14 
•• 94 
2.22 
1.79 
4.91 

27.23 
25.92 

21.1 
1.34 

3.6'1, 

.28.02 
).04 
2,24 

···t.83 
5.13 

27.77 
27.08 
19.4 
1.09 

4.2"-h 

27.6-4 :M.39 2J.45 25.15 Re1•enutt per sh 28.90 
5.05 U1 4.50 4.85 "C.!sh flo'N' pmh . 6.05. 
2.16 .1.im 2.15 l~ Eamlngspmh A . 3.15 
1.85 Uo 1.87 1.88 Oiv'ds~el'dpersh"" 2.05 
4.40 4.37 4.54 6.20 Cap'I Spending pmh U5 

28.12 2U7 27.# 28.46 Book Value persh D 3M5 
27.2ll 27.43 29.00 29.00 Common Shs Oulsl'g c 28.00 
20.7 23.7 ~ldl!g , .. .,. AvgAnn'IPA:Ratlo 17.0 
1.09 t.19 V.m """ Relali'.'I! P,l: Ralio 1.05 

4.1'1, HI% .. tkr~tes AvgAnn'IDlv'dYield 3.1¾ 

1013.2 1033.2 1037.9 1012.1 812.1 MB.8 730.6 758.5 754.0 m.a 680 1JO Revenues !$mlij 865 
65.2 74.5 68.5 75.1 72.7 63.9 59.9 60.5 58.7 53.7 61.0 68.0 NetProllt($mill) 86.0 

36.3% 37.2ili 36.9ili 38.Jil, <I0.5% 4D.4% 42.4½ 40.8¼ 41.5% 40.0'h 35.0¾ 35.0% ln.:omeTuRate 35.0¼ 
6.4% 7.2% 6.6% 7.4'1, 8.9% 7.5% 8.2% 8.0¼ 7.8'1, 7.4'1, 9.2% 9.3% Nel Profrl l.ttroln t0.9¼ 

46.3;\ -46.311. 44.911. u.ri. -46.1¾ 47.3½ 48./i'I. 47.6½ U.&''11 42.5% '3.0'...: 43.0¼ Long-Tenn ~bl Ralio 43.0'...: 
53.71> 53.7¼ 55.l% 52.3':4 53.9¼ 52.7'1, 51.511 52.4% 55.2% 57.5% ST,O'...: 51,0% Common Equity Ratlo 57.0¾ 
1116.S 1100.8 1140.4 mt.a 12au 1.%6.2 mu 14:13.6 1389.0 1357.7 1m 1445 TolalC.!pifal($mllij 1~ 
1425.1 1495.9 1549.1 1670.1 1854.2 1893.9 1973.6 2062.9 2121.6 2182.7 mo 2360 Net Planl (lmHQ 2655 

commonStock27,557,756shares 7.1% 8.6½ 7.7'1, 7.3% 7.0% 6.8 5.7¼ 6.8% 5.8\il 5.5% 5.5¼ 6.0½ RelumonTolalC.!p'I 7,5'-' 
asot10/21/16 · · 10.9¼ 12.5'.4 1U'h ll.4% 10.5% 8.9% 8.2% 8.1% 7.6% 6.!I¾ 8.0½ 8.0¾ ReluinonShr.Equily 10.5% 

10.9'1. 12.5% 10.9'1. 11.4% 10.5% 8.9'1. 8.211. 8.1% 7.6% 6.9¾ 8.0'...: 8.0½ RelumonComEquitv 10.S¾ 
MARKETCAP$1.6billion(MldCap) U'J. 6.0'.:I 4.5% 5.0½ 4.0¼ 2.4% 1.6½ 1.5% 1.1% .6'1, f.Oil 1.5¾ RelainedtoComEq 3.5% 
CURRENTPOSITION 2014 2015 9/30l16 5~ 52'1, 59'1~ £6% 61% 73½ 00'1, 81% 85'1, 92'1, 81% 80'-' ADDiv'dsloNelProf 65% 

1$!/lll.l f--_.____, _ ___. _ __,___~-~-------------~,---~-.____,----=----,----,--,---~--,--,--; 
Cas'h Assets 9.5 4.2 · 6.2 BUSINESS: North~-est Natural Gas Co. dlstn'butes natural g.as IO 0,,115 lot.al undergroood storage. Re·,. brea~dowl'I'. res\'.rential, 
Olmlr 353.1 327.9 204.4 90 oommol\'ties, 704,000 customers, In Oregon (89½ ol customers) 3-S'h; corrrmel'Cial, 22%; indusllial, gas l!ansportation, and O'.her, 
Cooent Assets 362.6 332.1 210.6 and in sootm.-est 'l.'aslington sta!e. Prindpal cities sM'tld: l'Ollland 43¾. Employs 1,092. BlackRod< Inc. a~ns 10.011, of 51lares; of. 
t~s J:ierble 2~H ~:i 2M:g and Eugeoe, OR; Vancower, WA. $er.ice area popLlalion: 2.5 mil. ficers and lfredors, 2.1% (4/18 proxy). CEO: Gregg s. Kantor. Inc.: 
011ref 103.3 109.5 86.9 (77% in OR). Company buys gas ~ from Canad"<an and U.S. Oregon. Address: 220 NW 2nd Ave.; Portland, OR 97209. Tele-. 
Curren! Liab. 469.4 4TT,7 7,ijf.J t-pr_oducers __ ; has __ transporta ___ lion_right_· _s on_N_crtlm __ -es_t_P'iperre_" __ s_'{&l_em_. _phone __ :_503-_2_26-_4_2_11_. l_nl_emet_·_w_•M_w._ri_Mia___,tm...,at_oom.._--,---,--· -i 

Fix. Chg. C&/. 321% 300% 350'h Northwest Natural Gas 1•eported lack· project will provide up to 120 million cubic 
ANNUAL RATES Past Past Esl'd '13-'l& luste•· third-quarter results, Revenues feet of gas per day through a 13-mile 
oldii.1Je(~esh) 10Y1s. 5Yrs. to'19JZl fell 6% year over year, hurt by lower com· pipeline, ancl will cost around $128 mil-
~6~~N'' 2_0i j_J~ ,J:~ modity prices. Still, the company had bet· lion. The company has already started to 
Earnings 1.0% ..S.0% 7.0% ter grnss profits, aided by stronger gas i-aise the funds requfred through equity 
Dividends 3.5% 3.0% 2.0'/o storage results. Operating expenses in· sales, as it will sell up to 1.01 million 
BookVal.Je 3.o% 2•5% 1·5" creased during the quarter, while bottom- shares, largely paying for the early 
cal- OOARTERI.YRE\IEl,\J.ES($mill) FIIII line results we1·e hurt by a $1.2 million en· buildout of the system. The facility is on 

endar /.lar.31 Jun.30 Seo.30 Dec.31 Year vlronmental remediation charge. ·This track to be in service by the winter of 
2013 277.9 131.7 88.2 260.7 758.5 caused tosses to expand to $0.29 a share. 2018-2019, and will allow for a sizable 
2014 293.4 133.1 87.2 240.3 754.0 Still, cooler weather ls expected in the bump in earnings. ·. · .. · ·. ·. ·•. 
2015 261.7 138.3 93.1 230.7 723.8 fourth quarter, which should help drive The company raised its quarterly divl-
2016 255.5 99.2 87.7 231.6 ~80 revenues higher. We have lowered our dend to $0.47 a .sha1·e (up 1%), This 
2017 255 130 95.0 250 130 2016 full-year estimate by a nickel to marks the 61st annual Increase for the 
Cal- EAlllmlGSPfRSHAREA Full $2.15 a share. · · · · dividend aristocrat. The yield remains 

endar Mar.31 Jun.30 Sep.JO Det.31 Year Near-term results should benefit from average for a utility, and will likely grow 
2013 1.40 .08 d.31 1.07 2.24 impi·ovements in the Pm·tland mar- at modest rates until the Mist facility com-
2014 1.40 .04 d.32 1.04 2.16 ket, Unemployment there has continued es on line. Too, higher market interest 
2015 1.04 .08 d.24 1.08 1.96 to drop, and construction in the area con- rates are expected, which should decrease 
2016 1.33 .07 d.29 1.04 2.15 Unues to be strong, as building permits the appeal of the slow-grnwing dividend .. •· • ·. 
2017 1.JS ,10 d.25 1.15 2,JS were up 20% year over year. Too, the com- Shares of Northwest Natural Gas do 
Cal- QUARTERLYDMJEIIOSPAID 8 • Full pany should continue to benefit from not hold much appeal at the recent 

endar Nar.31 Jun.30 Seo.30 Det.31 Year decent .conversion efforts, which ought to quotation. They are trading within our 
2012 .445 .«5 .445 .455 1.79 drive usage growth. These efforts will like-. long-term Target Price Range, and the 
2013 .455 .455 .455 .460 1.83 ly allow for better earnings in 2017. · yield does not stand out among utilities. 
2014 .460 .480 .460 .465 1.85 Meanwhile, the Mist expansion plant Long-term accounts would be best served 
2015 .465 .465 .465 .4675 1.86 has received its notice to proceed waiting for a dip in price. · · .... · .. · 
2016 .4675 .4675 .4675 .470 from Pm·tland General Electric .. This .John E. Seibert III. December 2, 2016 

recumng ,terns. Oil, $0.11, 00, 1SO.OO), oa, I.lay, 11ug!l5~ aoo No,emoer. EOI\ ;,13.5,isrrare. ·. . .. ·. · .. · • ·. st~k'" PnceStablhty ·. ·. "" 
(A) ~e<_l earn~ per ~.e. ~~- 9°'l" IIBI D,~id~5 his)~ pa'd lo ~Fllbrua!y, 11,01 !~ud~jn!angb!es, In 20t5: $370.7 01)- ~omp_any'~ Financl~I Strelljjlh .. · .·• .. i .. :·~~ 
($0.03); '09, 6¢; May no! sum due to roooding. • D,Y.<!end rem-eslmool pfan avalab!e. •· .· ., .· • · ·. • • · • . ·. • Price Growth Persistence < ·.. 25 
tlexl eanmgs report due in early Februa,y. (C) In miltons. · · · · · ·· · • • ·. ·. · · · ·. ·. . .· Earnings Predictability .·. · .· ·. · · 85 

C> 2016 \'we LI'>.', lne. All ridn tw.Md. fw,.J,,I n,;lffi![ 5 ootaoo:I from S<l<!fOOS befe,ro IO 00 re'ial:/.e <ffl is !'O'idoo Mrol.t .....,....,. ci MJ kni ,·•l•lllu,,, IIII'"'" 
THEPIJBIJSHER IS NOT REW'iSl!ILE FORAIIYERROl!S OROlliSS<o.\'SHERElli. llisl!Lf>l'c.at<inis ~fo,Stbloit,e('s OM\ rt:tH<l'l'meroal. rit,ma1 use. Ila 1>311 H1••111>.,•111 ' ,.. .,,, 
fl ~ IN/ ba •'l'•'.!OOl. res.,;j, ~,o.1 CJ tr""-ntt<d in >nJ p'rlold. ~"''- CJ cm,,; Im, er rm,J b' ,.,,.,..o1,-,J er ..,...,.,..,i .,,, f'\1,,1 <r ~.,;,; p.tr.:.aia,, ...,;,-,, " proll.<t 
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RECENT 32 95 jPIE 22 4{r,a11119:20.7) RELATIVE 117 lllVll 3,3010-PRJCE , RATIO . , lhdian: 17.G P,'E RATIO , YLD /( ___ ..., SOUTH JERSEY INDS. NYSE-SJ! 
TlllEUNESS 2 lm8.lt0l2a/lG High: 16.21 17.1 20.6 20.3 20.4 27.1 29.0 29.0 31.1 30.6 30.4 32.9 Target Price Range 

LaN. 12.5 12.8 15.6 12,6 16,0 18.6 21.4 22.9 25.3 25.9 21.2 22.1 2019 2020 2021 
SAfETY 2 low-!d 11t~1 LEGENDS 

TECHNICAL 3 lll./fledllnl./16 - ~%:,.':~.J't.. ,-.......! R*''·'"',+---t--f----+--+---+--f--+--+----l--+--+--+80 
BEfA _6() {1.0l•ll.;,I;«) 2{;_.:1 ~'fA)S. SYOfll(h 7 ';; 60 

2019-2.1 PROJECTIONS U(!'·l ~es 5115 ·. i ,• .,. , : 
·· ·· · · ··· ·Ann'ITof.11 ~..-.~ru~esn"".ss°' · .. , · /'--- · ..-· 1 ·---- ••••• 30 

Price, Gain R6lum ; ! • ,1r1u .u,i I .•• •• 1_··.· .·.•1' 1u•·"tl'"_' ,,_ .. r•• • 11 
Hijih 35 (+5%1 5¾ ., ··- ... .. 25 
Lo-11 ·. 25 (-25% -2¾ · · 11rl' A ... .., 20 
Insider Decisions ' ,l'"'1t11'1 11111 :~ 15 

J F M A M J J A S tr~• t1 -I-mt• J •, ... ~ ,.,.•' .. .. ~,.t,• • ... ,. 
t)6;.tJ O O O O O O O O O ........ u] ••'"•"'~ .... , I• lolH'II ........... ; lt,i.f • ~ ......... ~ 
o,t;•!• 9 o 9 o o 1 o o o ..-/ ! -+--+--t---,1-.,.,:.,. ~. :ci, ...... ,,,-qr.i•'"'•.-•• -... -•• -i, ..,,-. ... .,-••• -. +---+---+--1--+lO 
i.,s,i o o 1 1 o o o o o % TOT. RETURN 16116 ,-7.5 
Institutional Declslons l nm \1..ARnH.." 

WH5 l®ll Htlm P<rnmt 
15 1 

I -rt-w.-,-fff{fffffffiffij "°ffffffff-+-+.-1---l Sll)Q( NlEX ._ 
~~,, 105 109 129 sharos ._10 ·. ,,.,, d lllr.::f------------ 1 }T. 16.3 6.4 _ 

;~):,:• 45~ ~ 551fil lfaded -5 ; "'' IJU_r--- :~: m ;t~ -
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2014 2015 2016 2017 CVAtUEIRIEPUB.llC 19-21 

,. ' .Ill .. "··· 
2010 2011 2012 2013 

11.22 17.65 10J5 13.17 105 15.89 
,97 .95 1.00 1.12 .. 112 1.25 
.5-1 .5 7 .61 ;&a J9 .86 

:31 :31 .38 jg :41 <u 
1.U U1 W 1.18 1.34 l.60 
3.62 3.91 U4 5.&3 6.20 6.15 

~.00 47.0 48.83 52.92 55.52 57.00 
13.0 13.6 13.S ll.3 14.1 16.6 

.&5 .70 J4 .76 .74 .68 
5.2% 4.1\1, 4.6'~ -4.3% 3.7\1, 3JW, 

CAPITAL STRUCTURE as ol 9130/16 
Tolal ~bl S1270.8mi1Ulua In 5YI"$ $1140 m'll. 
LTDabt$808.7 mil. LTlnleresl$25.0mill. ·. 
(Total lote<est coverage: 6.1x) · · · 

Lea~s, Un~pitalized Annual renta!s $.8 ~I. 
Pension Assets,12/15 $184.8 ml. 

· ·. Oblig. $254.2 mll. 
Pfd Stock None 

15.88 
<l.75 
·.·123 

:.(6 
.jltl 

7.55 
~.65 

11.9 
.84 

3.2¾ 

931.4 
72.0 

41.3,', 
7.7'1, 

4Ull, 
5M1\ 
sou 
920.0 

16.15 
J.60 
1.05 
:s, 
.94 

8.12 
6912 
17.2 
.91 

2.8% 

956.4 
61.3 

41.g'h 
6.5% 

42.7% 
57.3% 
8M.O 
948.9 

!8.18 1U9 15.48 
.. 1.74 .. u,; 2.10 
1.14 . 1.19 1.35 

.M ·.·, :61 ~68 
- I.M 1.83 2.7g 

8.67 9.12 9.M 
59.4S 59.59 59.75 

15.9 15.0 16.8 
.96 1.00 1.07 

3.11!, H'b 3.0'h 

002.0 345.4 925.1 
67.7 71.3 81.0 

47.7'1, 2JJ}JI, 15.2½ 
7.0li 8.4% Uli 

39.2">\ 36.5% 37.4% 
60.8% 6.3.5% 62.6% 
1148-0 856.4 9!0.1 
832.6 1-073.1 119J.3 

!3.71 11.16 11.18 
213 .2.34 2.48 
us U2 1.52 
;75 ;SJ :oo 

320 -4.01 4.84 
10.33 11.63 12.64 
60.43 6.3.31 65.43 

18.4 16.9 18.9 
1.15 1.(\8 1.0S 

28½ 32¾ 3.1% 

828.6 700.3 731.4 
87.0 9J.3 97.1 

22.41!, 10.8% .. 
10.S'h 13.2½ 13.3½ 
40.5% 45.0li 45.1% 
69.5% 55.0'h 5-1.9,o 
1048.3 1337.6 1507.4 
1352.4 1578.0 1859.1 

12.ea 13.52 #H/J ft.BO Revenues per sh _··. ·-.' · 15.10 
.2.67 .2.42. us ).55 "Cashf!Qvi'pmh ,2.95 
1.57 . 1.44 US 1.fiO Earnings penh A. 1.80 
.96 1.02 i.06 1.10 Oiv'ds D!cl'd per sh 8 • f.3!) 

5.01 4.87 3.25 3.00 cap'ISpendillgpersh 5.#0 
13.65 !t62 16.90 ft.Ji) Book Value per sh c 21.50 
68.33 70.97 80.00 81.00 common Shs Outst'g O 86.00 

18.0 17.9 Bol<ilig , ... ,. AvgAnn'IPIERalio 16.0 
.95 .90 V..WUM RelaUveP,E Ratio 1.00 

3.4½ 3.!t% .,,., ,tu Avg Ann'IDiv'd Yield 4.5¾ 

8.!7.0 959.6 990 
101.0 99.0 110 

10.8¾ 5.W.. 25.0¾ 
11.7½ I0.3li 11.1¾ 
ala.Qi!, 492% 41.5¾ 
52.01\ 50.8% SU¼ 
1791.9 20-43.9 2JOO 
2134.1 2448.1 2580 

105/J 
120 

25.011 
11.4" 
42.S¾ 
51.5% 

2600 
2700 

Revenlle$ ($mill) 
Net Profit ($mill) 
Income Tal Rate 
Net Profit Margin 
Long.Tenn D!bl Ratio 
Common EouHv Ratio 
Tolal Capllal ($milQ 
Net Planll$mllij 

1300 
15() 

15.0¾ 
11.6¾ 

10.1% 8.6½ 8.9'h 9.01\ 
16.3?', 12.8'h 13.1% 13.l'h 

9.5¾ 8.91\ 7.41\ 6.8½ 
142"-6 13.911 12.7½ 11.7½ 

6.4% 5.4¾ 5.5¾ 5.0'-' Return on Tofil Cap'l 
11.21\ 9.5% 8.0¾ 8.0'A Return on Shr. Equity 

Common Stock 79,477,822 shs. S.O¼ 
asoft111/16 · 8.0!1 

1&.31 12.8% 13.t½ 13.1% 14.2½ 13.9½ 12.7½ 1rn:, 11.2¼ 9.5'1, 8.0'h 8.0'A 8.0'A 
10.l"ii 6.7% 6.1'h 6.4% 7.1% 6.7½ 5.S'h 4.8% 

Return on Com Equity 
t31\ 2.8¾ W¾ 2.0'A Retained to Com Eq MARKET CAP: $2.6 billion lMld Cap) 2.0¾ 

37½ 48'h 49% 51\1', 50% 52½ S5% m, 8111:, 7111:, 11¾ 15¾ All Div'ds lo Net Prof CURRENT POSITION 2014 2015 9/30/16 75¼ 
!l!J.ILL,J 

Cash Assets 4.2 3.9 6.9 BUSINESS: Soolh Jersey lndusfrie.s, loo. is a holc&lg r:ompany. Its Jersey Expt«ation, Marina Eoo"!l'J, South Jersey Energy Sen'.ce 
O!her 562.5 427.4 350.9 subsldiary, South Jersey Gas Co., lisllibJtes nalural gas IO Plus, and SJI MidS!ream. Has about 720 emplO)'eeS. Off.Jo.. O"A!l 
Current Assets 566.7 431.3 357.8 373,100 customers in Ne"N Jersey's $001hem OOlllties. Gas 1e1,-e- Jess than 1% or coovnon shares; 8lackRock, loo., 10.5%; The 
~'ii1;5~ble ru·3 :;-~ ~· l noe mix '15: residential, 45%; commercial. 22¾; oogenera!ion and Vanguard Group, Inc., 7.7½ (3/16 pro!:)'). Pres. & CEO: l.'khael J. 
olhif 1s1:6 rn.,{9 200:2 el~ generelioo, 12¾; illdus!lial, 21%. Non-lAJ,'ly operatloos in- Rema. Inc.: NJ. Address: 1 South Jersey Plaza, Folsom, NJ 
current Liab. 850.2 832.5 812.4 t--dude __ : South __ Jers_ey_6_0011_gy_, _South __ J_er_se_y_R_esout1_te.s __ Gr_ou~p_, South ___ 081J3 __ 7._T_el._: 600-__ 56_1_·9000~_-ln_l_eme_t_v._v.w_._s;_noos_tries._" _com._.,......-----,-1 
Fix.Chg.Cov. 432¾ 496% 572% Sha1·es of South Jersey Industl"ies are South Jersery Gas is also to recover $74.5 
ANNUALRATES Past Past Esl'd'l3-'15 trading near an all-time high price. million in safetry and reliabilitry invest-
oldiar,;elr'clsl!) IOYn. 5Yrs. I0'19-'21 The companv posted impressive results for ments not previouslv reflected in rates 
Revenues -1.5¾ -4.0¾ 3.0l& 'J T J "Cash Flow" 7.5¾ e.o½ 2.5¾ the September interim. his was largely through a base rnte adjustment. In addi-
Eam1ngs 7.0% 4.0% 3.0% due to performance at SJ Energy Services. tion, the utilitry will issue customers a $10 
Dividends 9.0½ 9.5% 6.5% This line benefited from strong production million credit, mainlry due to Iower-than-
Book Value a.o¾ a.5% B.O¾ from its solar fleet and improved SREC expected wholesale gas costs. ·. · ·. ·. ·, 
cal- ®ARTERI.YREVEIM.Sj$ril) Full (Solar Renewable Energy Credit) prices. A We expect healthy operating improve-

end1r Mar.31 Jun.30 Sep.30 Oec.31 Year recovery related to the writedown of an en- ment to late decade. The utilitry should 
2013 255.6 122.6 128.8 224.4 731.-,1 ergy facilitry and Investment tax credits as- further benefit from infrastructure invest-
2014 350.2 133.3 122.4 2ill. I 887.0 sociated with solar project development ment and customer additions. Natural gas 
2016 383.0 177.7 141.1 2S7.8 959.6 also boosted results here. Both SJ Energy remains the fuel of choice within its serv-
2016 333.0 154.4 219.1 283.6 990 Group and utility South Jersery Gas ice te1Titory, and this business should con-
2017 350 175 200 325 1050 reported lowe1· operating losses for the pe- tinue to gain from customer conversions. 
Cal• EARli'!IIGSPERSlfAREA Full riod. The third quarter is traditionally Meanwhile, growth in the numbe1· of fuel 

1-e.,.,n,.,.da:-r-t-l,l--:a~:c:.3,...1 _J_u...,n.730_Sep..,..,.,.30,--0ec---::.:-=-31-+-..,Ye-=a71r weak for the utilitry. · · · management contracts :augurs well for 
2013 .76 .16 d.02 .62 1.52 South Jet·sey Gas has received rcgu- volumes and margins at SJ Energy Group. 
2014 1.01 .15 d.05 .47 1.S7 lato•·y approval .to continue its Ac- Elsewhere, SJ Energy Services should ;~1: .86 .03 d.07 .62 1A4 celerated Infrastructure Replacement benefit from the healthy performance of its . 

. 80 .12 .05 -~8 1.45 Program and to adjust rates to reflect energy pl'oduction assets. · · · · 
1-2_0_17-t---::,.8.,.,2-===--·f_2 __ ll_il--,,,----.5o--1,........1_.SO-r prior investments. This allows the utill- This timely stock offers a good divi-

Cal- QUARTERI.YOMJalOSPAfOe,, Full try to invest up to $302.5 million over the dend yield. Moreover, South Jersey earns 
1-'e"'nd"'a-'-r+:::M:::.:a~ ... 3.,_1 _,J.,.un..,.3:.:0:.....::Se .. iD::.:,.30"'---'0ec.="'-31'-+--..:.Ye'-'a'-lr next five years to continue the accelerated favorable marks .for Safety, Financial 

2-012 . . .202 .2tl2 .423 .SJ replacement of aging bare steel and cast Strength, Price Stability, and Earnings 
2013 • • .222 .222 .458 .90 iron mains with plastic pipe, which is Predictability. But capital gains potential 
2014 • • .237 .237 .488 .96 more durable. It will recover these invest- is underwhelming at this juncture, follow- . 
2015 • • .251 .251 .515 1.02 men ts though annual rate adjustments, ing a run-up In the sha,·e price. · · · · · · 
2016 • • ,264 .264 .536 the first of which will occur next October. ],,,fichael Napoli, CFA · · December 2, 2016 

(Al Based on GAAP egs. through 2005, ero-1 Exd. nonroo.ir. ga11 (loss), '01, $0.07; '08, !report due late Februa,y. (B) Oiv'ds pa¼f eally Company's Flnanclal Strenglh A 
nom~ egs. thereafter. GAAP EPS· '07, $1.05; S0.16; '09, (S0.22); '10, ($0.24); '11, $0.04; '12, Apnl, Ju\', Oct, and late fie<:.• O.'v. re111\'est Sloek"s Price Stability W 
:00, $1.29, ;w, $0.97; :10, $1.11; :11, SU9; ($0.03); '13, (S0.24); '14, ($-0.11); '15, $0.08. plan =l.!CJlnd. reg. asse)s. to ~15: $521.0 Pr!OC!Gro"Ath~ersls~ence 40 
12, $1.49, 13, $1.28, 14, $1..W; 15, $1.52. Egs. may not sum due lo round',ng. Ne:i.t egs. m'!I., $7.3-4 per shr. (0) In m1!l., adj. lor split Earnings Pred1C1ability 80 

C 2016 V•lue I.he, Ir>: Ai r,d,ts ,..._,"'1 r .. :lwl ll'&ilial is CWmal fm11 S(U(e; be!.-,,:;! 10 ba rcl"al;\a aru is !"11/dad 11v.h:o.t 11a,1.,,;,s d MJ ~.hd. 11111111 
lHEPUSUSHERfSh'OTREsro•lSlBlEfORAfftERROOSORO!hSS!OIISHEREl!L Ths1ID~iss!l>:fJf(J(~SO-A1\-Mirt,maluse.llo1'"1 I ,~,.mn• • , lll""'H"''"""-
<f ¢ Tr'KJ to> l'?""-\.<'->f. <esdl, "-\YOO « lrl<JS"llt-<d t, .,,, pi-le.I, Ele<!:o-.:: « cm,r Im c, usel f<r S"""""!l" ,m,,.,.,..,1 .. .,, ffirle,l c, a,ac<ic pl!ii:8.'°1, SMice et P"«ILl'.t. 
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SOUTHWEST GAS NYSE-swx 
IRECEHT 

PRICE 7 4 45 ,P,f 22 4 ea~ng_: 2U) , RATIO , lkdl3Jl. 1&.0 RELATM 117 IDIVO PIE RATIO . I YlO 2.5%-
TIMELINESS J Lw.1,JS.')l/10 High: 28.11 39.4 39.9 33.3 29.5 37.3 43.2 46.1 56.0 64.2 63.7 79.6 Target Price Range 

3 lo,,;,r.llll91 
Lav. 23.5 26.0 26.5 21.1 17.1 26.3 32.1 39.0 42.0 47.2 50.5 53.5 2019 2020 2021 

SAfEIV LEGENDS 

4 lm,;rtllllnB/16 
- 1.0:h Oi·,-.,r sh ~: ,c·,,,;c, 128 

TECHNICAL a,·~j ~Aj,rter· Rb"1> %::\ 
BETA .15 {l.OO•IIK<.e) 

• •• • R~,'e te S~"'ll'll f.--. - . 96 
c=,e,eahfates~ 

,__, -- ro 
2019-21 PROJECTIONS i :,,,,,, 1....-· ,1'111 61 

Ann'I Total ...... . ... v.,,:·. ~ 'i'i"ili';,.I' ~111,.,11'11 , .. ........ -.. -.... 48 Price Gain Return ,, .. llJ•,• 40 High 80 .. ,, ., , -··-:·111' 32 (+5%1 5% 
Lo-11 55 (-25% -3¾ 

u 111r1 • ,• '1' 11. ii'?'"" _,: "\;;. ottl ' ... 
Insider Decisions .• ,. 1,11L 24 ... " .............. .... . 

.... ~··Plf, ................ tu•.,;,,..,~ . ........... ......... 
JFIJAIJJJAS .... _ ...... . .......... · .......... 

1>1:>11 0 0 0 0 0 0 O O 0 ·.:_·:·"! 16 
0¢':,;, 82010 0 1 1 0 1 1 .... 12 
i.s.i 0 0 9 0.3.5.0 1 1 ·1 

I % TOT. ftETURll 10/16 Institutional Decisions i ms \'lAAml." 
~I 1~1ll mm Percent 15 5100( NlElC ... 

~~ :~ 100 111 shares 10 :'"if\ lh 

-Iii 
1 }>. 21.1 6.4 

~ . . . II.I 3}r. 44.8 15.7 85 102 tradi!<I 51 
.. , .. -

~f,t;)~ 37256 371>42 37855 11111 5}f. 110.0 76.0 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 ev>.1.UE ltlE PUB. LLC 19-21 
32.61 42.98 39.63 35,96 40.H 43.59 -48.47 50.28 48.63 4i.oo -40.18 41.01 41.77 42.08 45.61 52.00 52.60 63.55 Revenuupru-sh 61.55 
HJ U9 5,07 5.11 5.57 5.20 5.97 6.21 5.71) 6.16 6.~ 6,81. 7.73 8.U 8.47 8.&2 9.25 10.,0 "Cashflow"p.rsh ... 12.J(l 
1.21 1.15 .1.16 <1.13 i.&J 1.25 1.93 1.95 .1.39 w 2.27 2.43 2.&a 3.11 3.01 2.9"2 ··iw 3.5() Earnings per sh A · 4.50 
:a2 .82 \82 ;82 ;a2 .82 :82 ··.86 .90 .95 f.00 1.00 1.18 1.32 t.~ f.62 1.76 f.90 DN'ds Datrd persh e,q C.:2.4() 

7.ll-4 8.17 8.50 7.03 813 7.49 817 7.9o 6.79 UI 4.73 . 8.211 8.57 7.66 8.53 10.30 11.2s tl.15 cap1 Spendlllg per sh 1J.t() 
la.82 17.21 17.91 18.42 19.18 19.IO 21.58 22.SB 23.49 2H+ 25.82 26.66 28.35 30.47 31.95 JJ.61 34.91) 3U) BookV1lue per sh 40.40 
31.71 ·32-49 JJ.29 3-4.23 36.79 39.JJ 41.77 42.81 44.19 -45.09 45.56 45.00 46.15 -C6.36 .(6,52 47.38 48.00 49,00 Common Shs 0utst'g c 52.00 

16.0 19.0 19.9 19.2 1U 2il.6 15,9 17.3 20.3 12.2 14.0 15.7 15.0 15.8 17.9 19.4 Soldlig tu are Avg Ann'I Pi'E Ratio 15.0 
1.0-4 .97 1.09 1.00 .76 uo .u J2 1.22 .81 .S9 .98 .95 .Si .!U -~ Y,h,;i LIM Relative PIE Ratio .95 

U½ 3.8'h 3.6¼ 3.8¾ 3,5'1, 3.2% 2,611, 2.6½ 3.2ll, -4.011, 3.2¾ 2.s-i; 2.8¾ 2.7¾ 2.n, 2.W. ••11n ~, .. 
,\yg Ann'I Di'l'd Yield 3.6% 

CAPITAL STRUCTURE u of 9/30ll6 2u2U 2152.1 2144.7 1693.8 1830.4 1887.2 1921.8 1950.8 2121.7 2463.6 2525 m.i: Re\-enues ($mill} 3200 
Total Debi $1642.4 mill.Due in 5Yni $525.0 mll. 80.5 83.2 61.0 87.5 103.9 112.3 13J.3 145.3 141.1 138.3 155 116 Ne! Prof rt ISmi!O 240 
LT Debt $1592.9 mi. L Tlnterest $n.o mil. 37.3½ 3o.5'h 40.1% 34.0½ 3-4.7½ 36.2':4 36.2¾ 35.0% 35.7'h 31:Ull, 35.0¼ 35.0'-' Income Tax Rate 35.0'-' (f otal inlerest =-«age: 4.3x) (49%ofGapl) 

4.0½ 3.8'/i 2.6½ (611, 5.7¾ 6.0½ 6.9% 7.4% 6.7½ 5.6½ 6.1¼ 6.1¾ llel Prof/I J.laraln 7.51' Leases, Uncapitalized Annual re!ltals $7.0 milt. 
Pension Assets-I 2116 $780.5 m'.I. 60.6% 58.1% 55.3\!, 53,5'1, 49.1'1, 431½ 49.2½ 49.4% 52.4½ 49.3¾ 49.1)¾ 49.0¾ Long,Tenn Dahl Ratio 49.0¼ 

Obllg.$1117.4 miff. 39.4% 4l.9½ H.7'h ~.5'la 50.9½ 53.a'h 50.8lb 5()_6½ 47.6¾ 5(),7,1 S1.ll't. 51.0¾ Common E""H,, Ratio Sf.&¼ 
Pfd Stoek Nooe 2287.8 2349.7 2323.3 mu 22al.7 2155.9 2576.9 2793.7 3123.9 3143.5 3115 3415 ToLll capitalj$milO 4100 

ro68.I 2M5.3 2$83.3 303-4.5 3072.4 3218.9 3343.8 3486.1 3358.4 3891.1 -4-080 ms !let Plant ($mill) .f85/) 

Common Stock 47,482,068 shs. 5.5'h 5.5'l, 4.5% 5.4% 6.1% 6.4% 6.4'h 6.3¾ 5.7% 5.5% 6.0¾ 6.01' Relum oo Toi.ii Gap'! 7.0'A 
asof 10/28/16 3.9'1, 8.5% 6.9'1. 7.9\1, 8.9'1. 92:4 (0_211, 10.3¾ 9.5% 8.1\li UY. 10.0'" Return oo Shr. Equity ft.5¾ 

8,9\1, 8.5% 5.91' 7.9'1, 8.9% 9.2')\ 101½ 10.3½ 9.5% 8.7:4 9.5¼ fa.&-½ Rell.llll OIi Com EmJHY If.SY, 
MARKET CAP; $3,6 l!llllon (Mid Cap) 5.2% 4.B'h 2.1'la .4.1y, 5.1% 5.3'h 6.1% 6.1% 5.0'1. 4.0¼ 4.0'" 4.5¾ Rel~lned to Com Eq 5.5¼ 
CURRENT POSITION 2014 2015 9/30/16 m, W:4 63% 48i/; 43¼ 4l'h 40'1, 41% 47% 5-4:il 55¾ 63¾ AD Drlds to Net Prof St¾ 

J.UllL,I 
C Assets 39.6 36.0 85.2 BUSINESS: Sou!l'r1,~t Gas Corporation fs a regulated gas Ifs. thenns. Has 5,876 employees. Officecs & d,ectora am 1.3% of 
Other 567.2 522.2 459.1 lributor sm,ng awoldmately 2.0 mllion customers in sooiorls or common stod<; Blad<Rock loc., 9.6½; The V81l9\11lfd Group, Inc., 
Cooen! Assets 606.B 558.2 544.3 Arizooa, Nevada, and ca&fom!.a. Comprised of two blJsiness seg- 7.4%; GA!,ICO Investor., loc., 6..4% (3116 Proxy). Chaimao: 
Accts Payab'.e 168.0 164.9 138.8 menls: oatural gas operations and oonslnJction serv.oes. 2015 mar- Micha€! J. Melat!cey. Pres. & CEO: Johll llesle<. Inc.: CA. Address: 
Debt Due 24.2 37.5 -49.5 g1n mix: res!denllal and smal oommercial, 85%; large comme{dal 5241 Spring Moun!aill Road, Las Vegas, Ne·1ada 89193. Tel:_ 702'. Other 277.9 332.6 -424.7 
CUTootLlab. 470.1 535.0 613.0 and ridusliial, "4%; tram.portation. 11 %. T olal llYOLIITT)IJt 2, 1 111!1:.on 876-7237. lntemel: W/rN,S/ol)3$,COl11. 

Fix.Chg. Cov. 395% 401% 411% Shares of Southwest Gas have con1e where, Centuri should continue to report 
AIINUAL RATES Pasl Pul Est'd '13-'15 off a high-water mark Jn recent solid performance. This business operates 
of d',a"','<) (per~,,, lOYrs. Hrs. to'19-'11 months. The company reported favorable in 20 major markets In the United States 
Rl!'IOOOOS 1.5% 1.5% 5.0% comparisons for the September quarter. and two major mai·kets In Canada. Funda-"Cash Flow'' 5.0% 6.5% 6.5% 

5=s 8,5% 10.0% 7.0¾ The construction services segment, mentals appear solid here, considering the 
6.0% 9.0% 8,5¾ Centuri, benefited from additional pipe re- need to replace aging infrastructure. 

BooltVa~ 5.5% 5.5% 4.0¾ placement work with existing customers, Centuri has a strong base of large utility 
Ct!· OOARTERLYREVEMIES(I miO.J a Full incremental work from awarded bid con- clients to sustain and grow its operation. 

endar Mat.31 Jun,30 Seo.30 Dec.31 Year tracts, and growth in the customer base. Many of these are multiyeat'. pipe replace~ 
2013 613.5 -411.6 387.3 538.4 1950,8 Earnings of $14.9 million here more than ment programs. · · · · · · · · · · · · 
2014 608.4 453.2 432.5 627.7 2121.7 offset a net loss ofS12.4 million at the nat- The stock does not stand out at this 
2015 734.2 538.6 SOM 685.4 2-163.6 ural gas operation due to seasonal factors. time. The equity is ranked to perform in 
2016 731.2 547.7 540.0 706.1 2S2S Nevertheless, the utility reported a lower line with the broader market for the com-
2017 765 575 560 72S 262.5 deficit, thanks to positive returns on ing six to 12 months. Moreover, appreci-
Cal- EARllmS PER SHARE A p Full company-owned life insurance policies. ation potential is subpar, as the shares are 

endar Mar.31 Jun.30 Sep.30 Oec.31 Year Performance here was also supported by trading well within our Target Price 
2013 1.73 .22 d.00 1.22 3.11 rate relief and customer additions. Look- Range. Though we anticipate healthy 
2014 1.51 .21 .04 125 3.01 ing forward, we expect that earnings per growth for the company In the coming 
20l5 1.53 .10 d.10 1.38 2.92 share will match the prior-year figure for years, the issue is currently trading at a 
20!6 1.58 .19 .05 1.38 3.20 the December quarter. For the full year, premium valuation. The dividend yield Is 
2017 ua .22 .10 1.50 3.50 we look for healti1y bottom-line improve- nothin~ special for a utility, either. How-
Cal- QUARltlll.YllMOOi'DS PAID 8-f Full ment for Southwest Gas, . on modest top- . ever, its wor.th mentioning that Southwest 

endar Mar.31 Jun.30 Seo.30 D~31 Year line gains. · · · · · Gas earns .favorable • inarks for Price 
2012 .265 .295 .295 ;295 1.15 Prospects appear favorable for the Stability, Growth Pernistence, and Earn: 
2013 .295 .330 .330 .330 1.29 long term. The company's natural gas lngs Predictability. A pullback in the sharn 
2014 .330 .365 .365 .365 1.43 business ought to further benefit from cus- price may present conservative investors 
2015 .365 .405 .405 .405 1.58 tomer· growth, infrastructure tracker me- with a better entry point. · · · · · · · · · · · · · · 
2016 .40li .450 .450 .450 chanlsms, and expansion projects. Else- Michael Napoli, CFA December 2, 2016 

(A) D1uted ~ngs. Exe!: nowe<:. gaans _ I and Oeoeinber. •_t Oiv'd reim•eslm~t and I •. ·. • ·. ·. • Comrany'~ Finanel~l Strength ·.·. . B+t · 
(loSsesj: '02, (1o,!J; '05, (11¢); '06,7~. Nen s!ocl( purchase pan aval. {Cl In m-11ons. • ·. . ·. Sloe •,. Pnce Sio:bllily - . - -.' 00 
egs. repcrt clue late Februaly. (Bl DMdends (D) Totals may oot si.m due to rouoong. • ·. ·. .· . •.· Price GrO'Mh Persistence . •: · , .' : 90 
tistoricaly p.id early I.larch, June, September, ·. ·. ·. ·. ·. ·. ·. Eamlngs Predictability · · · · · · · · • '85 
o 2016 Vsu, L..,._ In:. ·IJ ~· r....-.'Od. Fi!<ll!?I ma'.erul is cU..a:nod fr.:,, "'-<as ba!e,-ed 10 ba r•,.;n'• am is p-o,',,;led ~m)Ul ,..,.,ar;;e, of ""l l:lid. -
THE PUllUSllER IS ,ior RES ,IS!BtE FOR Alfi ERRORS OR O!hSS-'0-~S HEREl!I. ~""'-" is stri:>.1/ kor 51.bsob,(5 OM\ imwnrr..-(ial, irtlsrui LISe. ;, pM I I I ' • : 11 1 

cJ l 1t.r1 b> •av•:l.<el. reso\J, 5.1:«d " iran,,"nl!<od i'I "'1 p-imld, ~:a-in< er <mr ,:rm. or • IY ,..--,3 " .,.,..,O'lhl "'I p-otod c,: ~ni; p.ttam. ,,.,.,. a p-<>i<l 
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,__S_PI_R_E _IN_C_, N_YS_E-S_R ~~~__._,!~fu_\NT~65_,6_0~l~~no_18_.8_(~_t!t~_n'.l_~}+-l-~~no _0,~98~IW~o0 _3_,2~%fiW _ __, 
3 Lo~e-.WlVlo High: 34.3 I 37.5 36.0 Target Price Range 71.2 Tlld ELINfSS 

SAFETY 

TECHNICAL 

i-----,=L~a=,'f".',-,L-,~2=6=.9~il~2=9~.1~..,2B.8 2019 2020 2021 2 R,Is&Jf/"1(ml LEGEllOS 

55.8 48.3 37.8 42.8 44.0 48.5 55.2 61.0 
31.9 29.3 30,8 32.9 36.5 37.4 44.0 49.1 57.1 

3 l.clwoo1onno - i,~~~,~~:. .-, ;;--+----11--+--t-H-t---+----11----t---+--t---+----1r128 

. . . . R"'u·" Pr.<e sv«g'.11 - -::~::::i:~~2t~:~:~~~~~~~~~~:::~i~~~~f::::~:::~~~~~l~~~~E~ 
;;:;;,.~ . 

o--· ........ 
BETA .10 (1,00"11.rt•t) 

2019·21 PROJECTIONS 
CJi_~~.a M~les tf\".e1Sit:n - •'" • • • '"• • • • 

l ----- ---·· 61 

.,,-- £ ~ 

/ . 
Ann'ITold 

Pric& Gain Ralum l==+==t==:t===t High 75 (+15%1 6¾ L.,, .. , _,11 .-: 
Loli 55 (-15% -1¾ 111 1 II : 
Insider Decisions •i•'' • •;: ...... ;· •' 

J F U A U J J A S 
~~ 000000000--+----~-~ 
~~" g g g g g g g g g I--+---+--+----' 
Institutional Decisions 

fillll 10ml Will Percent 

LJ~~B~·11b~~11~4~J1~i1§!1J4i2tsha~,e~•_:!_iliil' ~Sol' 86 104 83 traded 
tMs'!•)ll 34753 35632 36826 
2000 2001 2002 2003 2004 

15 
10 
5 

2005 
29.99 53.08 39.M 54.95 59.59 75A3 

2.68 3.00 2.56 3.15 2.79 2.ea 
1.37 1.61 1.18 1.82 1.82 1.90 
1.3-4 1.34 1.34 1.34 1.35 1.37 
2.77 2.51 2.60 2.67 2.45 2.M 

1H9 15.20 15.07 15.65 16.9,l 17.31 
18.88 18.88 18.00 19.11 20.98 21.17 
H.9 1H 20.0 13.6 15.7 16.2 
.97 .74 1.01 .78 .83 .88 

6.6% 5.7½ 5.7% 5.4% 4.7'1, H% 

CAPITAL STRUCnlRE u or 9130/16 
Total Debt S2482.-4 ml'I.Dua In 6 Yts $400.0 m11. 
LT Debi S18J3.7 fl'li!l. LTlnlerest $70.0 mlf. 
(Total interesl =erage: 3.7x) 

Leases. Uncapitalized Annual rentals $11.0 ml!. 
Pension Assels·S/16 $540.5 m'll. 

Oblig. $724.5 ml. 
Prd Stock None 
Common Stock 45,656,218 shs. 
as of 11111116 

MARKET CAP; $3.0 blllicm {Mid Ctp) 

CURRENT POSITION 2014 2016 9J30/16 

2006 
93.51 
3.61 
2.37 
uo 
2.97 

18.85 
21.~ 

13.6 
.73 

4.3% 

IW7.6 
50.5 

32.5% 
2.5% 

798.9 
761.8 
8.4% 

12.5½ 
12.5% 
5.1% 
59'1, 

2007 
9HO 
3.87 
2.31 
1.45 
2.72 

19.79 
21.65 

14.2 
.75 

H% 
2021.6 

49.8 
33.4½ 

2.5½ 
45.3¼ 
54.6¾ 
7M.5 
79.l.8 
8.5% 

HJ,~ 
11.6"~ 
4.3% 
63½ 

2008 
100A4 

412 
2.M 
1.49 
2.57 

22.12 
21.9'l 

14.3 
.&'I 

3,91:1, 

2209.0 
57.6 

31.3% 
2.6% 

HJ¾ 
55.5% 
816.1 
823.2 
8.1% 

11.8½ 
11.811 
5.216 
56% 

~::t=~~~~~~~+=::::::t:==t==t==+==1~=t=48 tiT 40 
l.-. ,,1,11 ... 1 • 11,'r --. 32 

~ - , 1.n.t1Tl1 
. lll'h .. 

f,1.fi"f,'{.!l~~~..J\· .,,··:.t-----::--t---...,1--+--t--+---t"....,.,-1--+--t--+---+24 
................... -" .......... •••••••• .., .. ·1 ....... . 

'!B+-l--+--+--+........:"'+...,.""'f ...... '--1--+--+---+--t---+16 
-12 

I I 'I, TOT. RETURll 10/16 

I. I s~ •~=· 
::-:t;:;;==t~~1r-t--+1ft:---l-tllr.J-:l---:tr+t1Jr,11Ji"k-+t-==-=-=1-, I )1. 10.6 6.4 

-Ill 3 )1. 48.1 15.7 
5 )'- 88.5 76.0 II 

--
-

ll!UlU l!Ull 2012 2013 
85.49 77.83 11.48 49.00 31.10 
UG 4.11 4.62 4.58 3.12 
2.92 2A3 2.fro 2.79 2.02 
1.53 1.57 1.61 1.66 1.70 
2.36 2.56 3.02 Ul 4.00 

2l.32 24.02 25.56 26.67 32.00 
22.17 22.29 22.43 22.55 32.70 

13.4 13.7 13.0 10 21.3 
.89 .87 .82 .92 1.20 

3.9"~ 4.7½ 4.3½ 4.1½ 4.0% 

1895.2 1735.0 1600.3 1125.5 1017.0 
64.3 5-4.0 63.8 62.6 52.8 

33.6% 33.4% 31.4¾ 29.6% 25.0% 
3.4% 3.1% 4.0¼ 5.6½ 5.2½ 

42.9lli 40.5% 38.9½ 36.1% 46.6% 
57.1% SS.5½ 61.1% 63.9½ 53.-4% 
906.3 89Q.9 937.7 941.0 1959.0 
855.9 MU 928.7 1019.3 1776.6 
8.7ii. 7.4% 8.1% 7.9¼ 3.3ii. 

12.4% I0.1½ 11.1% 10.4% 5.0% 
12.4% 10.1½ 11.1% 10.4½ 5.0¾ 
5.9½ 3.6½ 4.9½ 4.3½ 1.0½ 
53½ 64% 56½ 59½ 81% 

2014 2015 
37.68 45.59 
3.87 6.15 
2.35 3.16 
1.76 1.84 
3.00 6.68 

3-4.93 36.30 
43.18 43.36 

19.8 16.5 
1.()4 .83 

3.8½ 3.5% 

1617.2 1976.4 
64.6 136.9 

27.6½ 312¾ 
5.2¾ 6.9¾ 

55.1% 53.IW, 
40¼ 47.0% 
3359.4 3345.1 
2759.7 2941.2 

3.1% 5.1% 
5.6% 8.7% 
5.6% 8.1% 
1.5% 3.7½ 
73% 56½ 

2016 
33.€-8 
6.16 
3.24 
1.96 
6.42 

3,W 
45.65 
19.6 
1.0.S 

3.1% 

1537.3 
144.2 

325\1, 
9.4½ 

50.!11', 
49.1\!. 
U01.9 
3300.9 

4.9¾ 
8.21> 
8.2½ 
3.3½ 
59% 

2017 OVALUHL\'E PUB. UC 9-21 
~-45 Revenues per sh A 53.00 
6.55 "Cash Flow" per sh UO 
3.50 Ea1n!119s per sh A e 4.211 
2.10 Div'ds Deel'd persh c. 2.30 
6.00 Caj)'ISpendfl1gpersh 1.to 

40.65 Book Value per sh D 45.SS 
47.00 COllVllon Shs Ou1St'g E 50.00 

A1•9 Ann'I P,'E Ratio 15.S 
Relali'ie P,'E Ratio .95 
Avg Ann'I Div'dY-ield J.S¼ 

1900 Ra1,1nues ($rnil0 A 

165 Nel Prolit($rnilll 
28.0'J lfl(ome Tax Rate 
8.1¾ NetP,oritldargln 

50.0'-' Long-Tenn Debt Ralio 
50,0¾ Conmlon Equity Ratio 
ms Total Capltal ($mUij 
3465 Net Planll$mill) 
S.O¾ Return on Total Cap·1 
8.5¾ Return on Shr. Equity 
BJ¾ Return on Com Eqcritv 
3.5¾ Retained lo Com Eq 
WA All Dfv'ds lo Net Pror 

2650 
210 

30.0'J 
7.9¾ 

50.0% 
50.0¾ 
4505 
"410 
S.S¼ 
9.0¾ 
9.0'J 
4.0¾ 
SS'h 

!$/Jlll.J 
Cash Assets 16.1 13.B 5.2 BUSINESS: Sp1fe Inc., roonert1 koo~n as the l..adooe Group, Inc., tial, 67½; com-dal and ioduslria, 23%; transport.alion, 2%; 
Otoor 588.8 516.3 564.4 Is a holding company ror natural gas utilties, v.toch dislribules nab.I- other, 8½. Has arO!.Old 3.078 emp!o,-ees. Officers and d"~ectors 
Current Assets 604.9 530.1 569.6 ral gas across Missouri. indudlng the titles of St LO!is and Kansas ann 3.2¼ of common shares {1116 proxy). Clla'1ma,i: Edllilid 

Cey. Has roogh.'y 1.6 millon OJstomers. Acqu'red Missouri Gas Globbach; CEO: Suzanne Sith€fwood. Inc.: Missom. Address: 700 
~s&iizab!e li~:i !~:ij ~g:? 9/13, Alabama Gas Co 911-4. U6~ty thEml$ sdd and tramported !o IJ.arket Stree~ SI. Louis, Missouri 63101. Telephone: 314-342-
0tller 319.0 269.3 301.7 ,__nscai __ 2_01_6_: 2_.6_1>:_'I_._R_e-,_·enu_e_m_tt_!_or_r_egua'--ted-~opera--lions-:_re_si_'den-__ 0500 __ . l_nl_eme_t_w_i._w_.the!_ad_ed_eg.-_ou_p_.co_m_. _______ ___, 

Cmenl Liab. 782-8 853•8 1161-3 Spire Inc. repo1·ted mixed fiscal the purchases boosted utility incomes in 
Fbc. Chg. Cov. 360-'I. 365% 366¾ foul'th-quarter results (ended Septem- Alabama and Mississippi. This deal could 
ANNUALRATES Past Past Est'd'14-'16 ber 30th), Revenues were kept in check be earnings accretive sooner than fiscal ~:~sh) 10]t'I. JJ'.~,., 10 ~-~~ by lower commodity prices, and 20% 2018 thanks to the early accord comple-
"Cash Flow" 5.5% 4.0½ 9.5% wa1·me1·-than-usual weather during the pe-- tion, and cost synergies a1-e expected to 
5l:,r:.J.~s l&: }g~ ~:f~ riod. But the total was suppo1·ted by better emerge shortly. 
BookVatue 7_5•1, 8.5% 4.5¾ gas marketing revenues and additional The build out of the STL pipeline 

contributions from the MobileGas and remains on track. An environmental as-
1;).soal QUARJERI.YREVEllUES(lm.1LjA /i~:,1 Willmut Gas acquisitions. Overall, the sessment and route refinements are being 
e~J~ Dec.31 Mar.Jl Jun.3o Sep.30 Year company had better· operational perfonn- nailed down in anticipation of the January 
roll~ ~!,_60 396947-.65 21¥1-.38 214227 .. 31 11062177_.02 ance across the board, Including strong re- filing with FERC. This project should cost 
2015 619_6 877.4 275_2 204_2 1976.4 suits in its gas marketing division, which between $190 million and $210 million, 

allowed for losses of $0.31 a share. and be put into service during fiscal 2019. 
2616 399.4 609-3 249-3 279-3 1537.3 Near-term results will be driven by As pipelines generally have higher allow-2017 415 175 250 400 1900 
Fisc•I EARll~PERSHARE ABF full regulatory outcomes. Spire has filed for able 1·eturns, we expect this would provide 
Yaar Fiscal infrastructure replacement surcharges on an ample boost to long-term results. 

Hc:tif'if"3-t-Dec..--·3,---1_M---ca .. r.'"'"3_! _J_un""'.3,,-o_Se'°'p"'.3_ot-,y.:fi.,.:'Hr its Laclede and Missouri Gas subsidiaries, The company has raised the dividend 
1.14 1.34 .25 d.30 2.02 which would boost results If approved. 7% to $0.525 quarterly. This represents ~~Ji 1.09 1.59 -33 d.3S 2-35 Too, changes in the utility regulatory envi- a decent bump in the payout, and should 

2016 l~ 2·18 ·32 ~.43 3·16 ronment In Missouri may change rate- appeal to investors. This marks the 14th 
2017 1:20 ~j~ :;: ii~ }: making mechanisms. The company will yea1· in a row of dividend increases. 

1----t----~-~-~~+--~'-t file its next general rates cases in April, Shares of Sph-e Inc. do not stand out 
Ctl- QIJARTERI.YDMOEh,>SPA!D c. Full which could allow for better profitability. for ThneUness. Though they offer a 

endar lhr.31 Jun.JO Seo.JO Dec.31 Year Those outcomes are uncertain, but we decent yield and steady dividend grnwth, 
2il13 A25 .425 .425 .425 1.70 think the company will earn $3.50 a share the shares offer little Lolal return poten-
2014 .44 .# .44 .4-4 1.76 in fiscal 2017. tial. Most investors would be best served 
2015 .-46 A6 .46 .46 1.84 The integrations of Willmut Gas and waiting for a price dip. 
2016 .49 .49 .4g .49 MobileGas a1,e occurring. Completion of John E. Seibert III 2017 .525 December 2, 2016 

(Al fist.al )'ear ends Sepl 30th. {Bl Based on ldue late Janua,y. {Cl D,\~s h:!storlc,a/ly ,$8.85/sh. (El 111 m1rons. (Fl Olly. egs. may llOl Company's Financial Strength 
dMed shares outs!and'og. Exdudes nonroo..ir. pa'<! In early Januruy, Apnl, J,Ay, arid October. sum due to round'og or change ill shares oot- Stock's Price Stability 
ring loss: 'OS, 7¢. Excludes gan from d",sconf<r • OM<lend re!n11estmeol p!ao avalabfe. {D) staoong in 2013, 2014, 2016. Price Gro"'th Petslslence 
uoo opera6ons: ·oo, 94¢. Nexteam.-igs report. Ind. deferred chargas. In '14: $383.8 mil., Earnings Predictability 
" 20l6 Vau, lr.,, r...o Al (<11> reSE<1,'1 Fad\21 mo'i<i!l is oot.Ml!d from sotirres re!;;-,<d to ba rei.ab'e Ml is !'"•»;II 11;;/00! ''""""'' d ant lni 
THE PUBLISHER IS IIOTRESf'O'.!IS'atE fORA!IY ERRORS OR 01/iSS,'OIIS HERO!I. TI-.. p,U..:,,,"oo is ·~forsubwber"s own. non-«mnerda\ rwn.,J use II•) P'1t I 1 ' I • .. 1ait:tlll""' 
of t rraJ ba ,...-01«,J. resdrl. sr,:,ed u ron;s,t-e.J h1 "'' f{irl,,,J. <',em,-i< u 00« l:rm. u usoo f.,- ga,ersm; u ,..,,.,.1'>J ,,.,, p'n'tad u e)'..<tcni: i,.b.'<2!<>1. ...-.te « l'foi.'1 
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80 
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LAC /MGE 
Summary of Risk Premium Models for 

Proxy Group of Seven Natural Gas Companies 

Predictive Risk 
Premium Model 
(PRPM)(l)··· · .. · .. 

· .•.•...•..• ··• •• ··•··· .. · ~iskPremium •. Using 
· ·. an Adjusted Total 

Market Approach (2) 

Notes: 

Average 

Proxy Group of 
< Seven Nattfral Gas 

Companies 

9.51 % 

10.57 o/o 

(1) From page 2 of this Schedule. 
(2) From page 3 of this Schedule. 

Schedule PMA-D4 
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Proxy Group of Seven Natural 
Gas ComEanies 

Atmos Energy 
Chesapeake Utilities 
New Jersey Resources Corp. 
Northwest Nat. Gas 
South Jersey Industries, Inc. 
Southwest Gas Holdings Inc 
Spire Inc. 

LAC/MGE 
Proxy Group of Seven NaniraJ Gas Companies 

Indicated ROE 
Derived by the Predictive Risk Premium Model (1) 

[1] [2] [3] [4] 

LT Average Spot Average 
Predicted Predicted Predicted GARCH 
Variance Variance Variance Coefficient 

0.35% 0.28% 0.31% 2.116D5 
0.34% 0.36% 0.35% 2.14402 
0.39% 0.28% 0.34% 2.10596 
0.33% 0.32% 0.32% 1.61548 
0.37% 0.42% 0.40% 1.71378 
0.45% 0.37% 0.41% 1.46524 
0.73% 0.25% 0.49% 0.92462 

[5) [6] [7] 

Predicted 
Risk Risk-Free Indicated 

Premium (2) Rate (32 ROE (4) 

8.16% 3.65% 11.81% 
9.39% 3.65% 13.04% 
8.94% 3.65% 12.59% 
6.38% 3.65% 10.03% 
8.54% 3.65% 12.19% 
7.45% 3.65% 11.10% 
5.57% 3.65% 9.22% 

Average 11.43% 

Median 11.81% 

Average of Mean and Median 11.62% 

Notes: 
{1) The Predictive Risk Premium Model uses historical data to generate a predicted variance and a GARCH 

coefficient The historical data used are the equity risk premiums for the first available trading month as 
reported by Bloomberg Professional Service. 

(2) · (1 +(Column [3] ~ Column [4]) "12) - 1. 

(3) From note 2 on page 2 of Schedule PMA-DS. 
(4) Column [5) + Column [6). 



Line No. 

1. 

2. 

3. 

4. 

5. 

LAC /MGE 
Indicated Common Equity Cost Rate 

Through Use of a Risk Premium Model 
Using an Adjusted Total Market Approach 

Prospective Yield on Aaa Rated 
Corporate Bonds (1) 

Adjustment to Reflect Yield Spread 
Between Aaa Rated Corporate 
Bonds and A Rated Public 
Utility Bonds 

Adjusted Prospective Yield on A Rated 
Public Utility Bonds 

Equity Risk Premium (3) 

Risk Premium Derived Common 
Equity Cost Rate 

Proxy Group of 
Seven Natural Gas 

Companies 

4.68 % 

0.21 (2) 

4.89 % 

4.62 

9.51 % 

Notes: (1) Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue 
Chip Financial Forecasts (see pages 9-10 of this Schedule). 

(2) The average yield spread of A rated public utility bonds over Aaa 
rated corporate bonds of 0.21 % from page 4 of this Schedule. 

(3) From page 7 of this Schedule. 
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LAC/ MGE 
Interest Rates and Bond Spreads for 

Moody's Corporate and Public Utility Bonds 

Selected Bond Yields 

[1] [2] [3] 

Aaa Rated A Rated Public Baa Rated Public 
Corporate Bond Utility Bond Utility Bond 

Jan-2017 3.92 % 4.14 % 4.62 % 
Dec-2016 4.06 4.27 4.79 
Nov-2016 3.86 4.08 4.64 

Average 3.95 % 4.16 % 4.68 % 

Selected Bond Spreads 

A Rated Public Utility Bonds Over Aaa Rated Corporate Bonds: 
0.21 % (1) 

===== 

Baa Rated Public Utility Bonds Over A Rated Public Utility Bonds: 

Notes: 
(1) Column [2] - Column [1]. 
(2) Column [3] - Column [2]. 

Source of Information: 
Bloomberg Professional Service 

0.52 % (2) 
===== 
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Proxy Group of Seven Natural Gas 
Companies 

Atmos Energy Corporation 
Chesapeake Utilities Corporation 

LAC /MGE 
Comparison of Long-Term Issuer Ratings for 
Proxy Group of Seven Natural Gas Companies 

Moody's 
Long-Term Issuer Rating 

January 2017 

Long-Term 
Issuer Numerical 
Rating Weighting(l) 

· <A2 ·.···· 6.0 .. ··.· · 
NR 

New Jersey Resources Corporation (2) Aa2 3.0 
Northwest Natural Gas Company 
South Jersey Industries, Inc. (3) 
Southwest Gas Holdings, Inc. (4) 
Spire Inc. (5) 

A3 7.0 
A2 6.0 
A3 7.0 

A1/A2 

Average A2 5.8 

Notes: 

(1) From page 6 of this Schedule. 
(2) Ratings those of New Jersey Natural Gas Co. 
(3) Ratings those of South Jersey Gas Co. 
(4) Ratings those of Southwest Gas Corp. 

Standard & Poor's 
Long-Term Issuer Rating 

January 2017 

Long-Term 
Issuer Numerical 
Rating Weighting(!) 

A 6.0 
NA 
A 6.0 

A+ 5.0 
BBB+ 8.0 
BBB+ 8.0 

A- 7.0 

A- 6.7 

(SJ Ratings those of Alabama Gas Corp. and Laclede Gas Co. 

Source Information: Moody's Investors Service 
Standard & Poor's Global Utilities Rating Service 

Schedule PMA-D4 
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I ' 

Moody's Bond 
Rating 

Aaa 

Aa1 

Aa2 

Aa3 

A1 

A2 

A3 

Baa1 

Baa2 

Baa3 

Ba1 

Ba2 

Ba3 

81 

82 

83 

Numerical Assignment for 
Moody's and Standard & Poor's Bond Ratings 

Numerical Bond Standard & Poor's 
Weighting Bond Rating 

1 AAA 

2 M+ 

3 M 

4 AA-

5 A+ 

6 .. A 

7 A-

8 BBB+ 

9 BBB 

10 BBB-

11 BB+ 

12 BB 

13 BB-

14 B+ 

15 8 

16 B-

Schedule PMA-04 
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LAC/MGE 
Judgment of Equity Risk Premium for 

Proxy Group of Seven Natural Gas Companies 

Proxy Group of 
Line Seven Natural Gas 
No. Companies 

1. Calculatecl equity risk 
premium based on the 
total market using 
the beta approach (1) 

2. Mean equity risk premium 
based on a study 
using the holding period 
returns of public utilities 
with A rated bonds (2) 

3. Predicted Equity Risk Premium 
based on Regression Analysis 
of 752 Fully-Litigated Natural 
Gas Utility Rate Cases (3) 

4. Average equity risk premium 

Notes: (1) From page 8 of this Schedule. 
(2) From page 11 of this Schedule. 
(3) From page 12 of this Schedule. 

4.46 % 

4.26 

5.15 

4.62 % 

Schedule PMA-04 
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LAC /MGE 
Derivation ofEquity Risk Premium Based on the Total Market Approach 

Using the Beta for 
Proxy Group of Seven Natural Gas Companies 

Proxy Grnup of 
Seven Natural Gas 

~ Equity Risk Premium Measure Companies 

1. Ibbotson Equity Risk Premium (1) 5,52 '}fl 

2. .Ibbotson Equity Risk Premium based on PRPM (2) 6.38 

3. ·.· .. Regression on Ibbotson Risk Premium Data (3) 7.40 

. . . ,., . < •~quity Ris~ Premi~mBa~ed on Value Line 
• Summary and Index ( 4) 4.60 

5. 

6 .. 

7. 

8. 

Notes: 

Equity Risk Premium Based on S&P 500 
Co~panies(S) 

Conclusion ofEquity Risk Premium (6) 

. •. Adjusted Beta (7) 

Forecasted Equity Risk Premium 

8.40 

6.46 % 

0.69 

4.46 % 

(1) Based on the arithmetic mean historical monthly returns on large company common 
stocks from Ibbotson® SBBI® 2016 Market Report minus the arithmetic mean monthly 
yield of Moody's Aaa and Aa corporate bonds from 1928- 2015. (11.68%- 6.16% = 
5.52%). 

(2) The Predictive Risk Premium Model (PRPMJ is discussed in the accompanying direct 
testimony. The Ibbotson equity risk premium based on the PRPM is derived by applying 
the PRPM to the monthly risk premiums between Ibbotson large company common 
stock monthly returns minus the average Aaa and Aa corporate monthly bond yields, 
from January 1928 through January 2017. 

(3) This equity risk premium is based on a regression of the monthly equity risk premiums 
oflarge company common stocks relative to Moody's Aaa/ Aa rated corporate bond 
yields from 1928 - 2015 referenced in Note 1 above. 

(4) The equity risk premium based on the Value Line Summary and Index is derived from 
taki11g the projected 3-5 year total annual market return of9.28% (described fully in 
note 1 of Schedule PMA-DS) and subtracting the average consensus forecast of Aaa 
corporate bonds of 4.68% (Shown on page 3 of this Scltedule). (9.28%- 4.68% = 4.60%). 

(5) Using data from the Bloomberg Professional Service for the S&P 500, an expected total 
return of13.08% was derived based upon expected dividend yields and long-term 
growth estimates as a proxy for capital appreciation. Subtracting the average consensus 
forecast or Aaa corporate bonds of 4.68% results in an expected equity risk premium of 
8.40%. (13.08% - 4.68% = 8.40%), 

(6) Average oflines 1 through 5. 
(7) Average of mean and median beta from Schedule PMA·D5. 

Sources of Information: 
Stocks, Bonds, Bills, and Inflation - Ibbotson® SBBI® 2016 Market Report, Morningstar, 
Inc., 2016 Chicago, IL. 
Industrial Manual and Mergent Bond Record Monthly Update. 
Value Line Summary and Index 
Blue Chip Financial Forecasts, February 1, 2017 and December 1, 2016 

Bloomberg Professional Services 
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j 2 a BLUE ClllP FINANCIAL FORECASTS a FEBRUARY 1, 2017 

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions1 

·····································History········································· 
······-Average For Week Ending-····· ····Average For Month··· Latest Qtr 

Interest Rates Jan. 20 Jan. 13 Jan. 6 
]1ederal Funds Rate 0.66 0.66 0,60 
Prime Rate 3.75 3.75 3.75 
LIBOR, 3·mo. 1.03 1.02 1.01 
Commercial Paper, I ·mo. 0.66 0.63 0.62 
Treasury bill, 3·mo. 0.53 0.52 0.53 
Treasury bill, 6·mo. 0.62 0.60 0.63 
Treasury bill, l yr. 0.82 0.82 0.86 
Treasury note, 2 yr. 1.21 l.20 1.21 
Treasury note, 5 yr. 1.92 1.89 l.92 
Treasmy note, 10 yr. 2.43 2.38 2.43 
Treasury note, 30 yr. 3.01 2.98 3.01 
Corporate Aaa bond 4.04 4.02 4.05 
Corporate Baa bond 4.64 4.63 4.67 
Stale & Local bonds 3.67 3.67 3.73 
Home mortgage rate 4.09 4.12 4.20 

Dec. 31 Dec 
0.66 0.54 
3.73 3.63 
1.00 0.97 
0.65 0,56 
0.51 0.51 
0.63 0.63 
0.87 0.86 
1.24 1.l9 
2.00 1.94 
2.51 2.47 
3.09 3.10 
4.14 4.18 
4.75 4.81 
3.75 3.78 
4.32 4.20 

Nov 
0.41 
3.50 
0.90 
0.43 
0.45 
0.58 
0.74 
0.98 
l.60 
2.14 
2.86 
4.00 
4,66 
3.51 
3.77 

Oct 
0.39 
3.50 
0.88 
0.43 
0.33 
0.47 
0.66 
0.84 
1.27 
l.76 
2.50 
3.69 

4.34 
3.35 
3.47 

40 2016* 
0.45 
3,54 
0.92 
0.47 
0.43 
0.56 
0.75 
1.00 
1.60 
2.12 
2.82 
3.96 

· ... · .. • <J.60 
3.55 
3.81 

··················-··········-·········History ·-··-······-·-··························· 
IQ 2Q 3Q 4Q IQ 2Q 3Q 4Q 

Key Assum11tio11s 2015 2015 2015 2015 2016 2016 2016 2016* 
Major Currency Index 89.4 89.9 91.8 93.l 93.3 89.6 90.3 93.7 
Real GDP 2.0 2.6 2.0 0.9 0.8 1.4 3.5 1.9 
GDP Price Index .0.1 2.3 1.3 0.8 0.5 2.3 1.4 2.1 
Consumer Price Index ·2.9 2.4 1.4 0.8 -0.3 2.5 l.6 3.4 
Forecasts for interest rates and the Federal Rescl'\•e's Major Currency Index represent a,·erages for the quarter. Forecasts for Real GDP, GDP Price Index and Consumer Price 
Index are seasonally·adjusted annual rates of change (saar). Individual panel members' forecasts are on pages 4 through 9. Historical data: Treasury rates from the Federal Re· 
sel'\'e Board's H.15; AM·AA and A·BBB corporate bond yields from Bank of America-Merrill Lynch and are 15+ years, yield to maturit}'; State and local bond yields from 
Bank of America-Merrill Lynch, A-rated, yield to maturity; Mortgage rates from Freddie Mac, JO.year, fixed; LIBOR quotes from Intercontinental E.,:change. All interest rate 
data is sourced from Hawr Analytics. Historical data for Fed's Major Currency Index is from FRSR H.10. Historical data for Real GDP and GDP Chained Price Index are from 
the Bureau of Economic Analysis (BEA). Consumer Price Index (CPI) history is from the Department of labor's Bureau ofLabor Statistics (BLS). 
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114 • BLUE CHfP FINANCIAL FORECASTS• DECEMBER 1, 2016 

/tt>ng--R~11.g¢··.·.•·.swrv~y.=•:I 
'!lie table below contains the results of our twice-annual long-range CONSENSUS survey. 111ere are also Top 10 and Bottom lO a\•erages for each 
variable. Shmm are consensus estimates for the years 20 I 8 through 2022 and averages for the five-year periods 2018-2022 and 2023-2027. Apply 
these projections cautiously. Few if any economic, demographic and political forces can be evaluated accurately over such long time spans. 

---Awrage For TI1e Year--- Flw-Year Awrages 
Interest RMes 2018 2019 2020 2021 2022 2018-2022 2023-2027 
I. Federal Funds Rate CONSENSUS 1.8 2.4 2,8 3.0 3.0 2.6 3.0 

Top 10 Average 2.4 3.1 3.5 3.6 3,7 3.3 3.6 
Bottom !O Average 1.3 1.5 2.0 22 2.2 l.9 2.2 

2. Prime Rntc CONSENSUS 4.8 5,5 5.8 6.0 6.0 5.6 5.9 
Top 10 Average 5.4 6.2 6.6 6.7 6.7 6.3 6.6 
Bottom 10 Average 4.3 4.7 5.0 5.3 5,2 4.9 5.1 

3. UBOR, 3-J\fo. CONSEI'IS US 2.1 2.8 3.1 3.2 3.3 2.9 3.2 
Top 10 Average 2.7 3.4 3.8 3.9 3.9 3.5 3.8 
Bottom 10 Average I. 7 2.1 2.4 2.5 25 2.2 25 

4. Conunercial Paper, I-Mo. CONS.l<NSUS 2.0 · 2,7 3.1 3,2 3.2 2.8 3.2 
Top lOAvemge 2.5 3.2 3.6 3.7 3.8 3.4 3.7 
Bottom 10 Average 1.6 2.1 2.5 2.6 2.6 2.3 2.6 

5. Treasury Bill Yield, 3-Mo. CONSfflSUS 1.7 2.4 2.8 2.9 2,9 2.6 2.9 
Top IOAverage 2.4 3.2 3.5 3.6 3.7 3.3 3.6 
Bottom to Average L3 1.7 2.0 2.1 2.1 1.8 2.1 

6. Treasury Bill Yield, 6-Mo. CONSENSUS 1.9 2.6 2.9 3.1 3,1 2.7 3.0 
Top IOAverage 2.6 3.3 3.7 3.8 3.8 3.4 3.7 
Bottom 10 Average 1.4 1.9 2.1 2.2 2.2 2.0 2.2 

7. Treasury Bill Yield, 1-Yr. CONS El'IS l\S 2.1 2.7 3.0 3,1 3.2 2.8 3.2 
Top 10 Average 2.8 3.5 3.8 3.9 3.9 3.6 3.8 
Bottom 10 Average 1.5 1.9 2.2 2,3 2.3 2.1 2.3 

8. Treasmy Note Yield, 2-Yr. CONSENSl\S 2.2 2.9 3.2 3.3 3.3 3.0 3.3 
Top IOAverage 2.9 3.6 4.0 4.0 4.0 3.7 4.1 
Bottom IO Average l.7 2.1 2.4 2.5 2.5 2.2 2.4 

10. Treasury Note Yield, 5-Yr. CONSENSUS 2.7 3,2 3.5 3,6 3.6 3.3 3.6 
Top 10 Average 3.3 4.0 4.3 4.3 4.4 4.0 4.4 
Bottom IO Average 2.2 2.4 2.6 2.8 2.8 2.6 2.8 

IL Treasury Note Yield, 10-Yr. CONSENSUS 3.1 3.5 3.8 3,9 3.9 3.6 3,9 
Top IOAverage 3.8 4.3 4.6 4.6 4.6 4.4 4.7 
Bottom IO Average 2.5 2.7 2.9 3.1 3.1 2.8 3.1 

12. Treasury Bond Yield, JO-Yr. CONSENSUS 3.8 4.1 4.3 4.4 4.4 4.2 4,S 
Top IO Average 4.5 5.0 5.2 5.2 5.3 5.0 5.3 
Bottom 10 Average 3. l 3.3 3.5 3.6 3.6 3.4 3,6 

13. Corporate Aaa Bond Yield CONSENSUS 4.8 S.2 5.4 5.5 s.s 5.3 5.5 
Top lOAverage 5.4 5.8 6.1 6.1 6.1 5.9 6.2 
Bottom 10 A vemge 4.3 4.6 4.8 4.8 4.8 4.7 4.9 

13. Corporate Baa Bond Yield CONSENSUS 5.9 6.2 6.4 6.4 6.4 6,3 6.4 
Top IOAverage 6.5 6.9 7.0 7.1 7.2 6.9 7.2 
Bottom IOAverage 5.3 5.5 5.8 5.8 5.7 5.6 5.7 

14. State & Local Bonds Yield CONSENSUS 4.3 4.6 4.5 4.8 4.8 4,6 4.8 
Top IO Average 4.9 5.3 5.4 5.5 5.6 5.3 5.6 
Bottom IOAvernge 3.8 3.8 3.5 4.0 4.0 3.8 4.0 

15. Home Mortgage Rate CONSENSUS 4.9 5.3 5.5 5.6 5.6 5.4 5.6 
Top lO Average 5.5 6.0 6.2 6.3 6.3 6.0 6.3 
Bottom IO Average 4.3 4.6 4.7 4.9 4.9 4.7 4.9 

A. FRB - Major Currency Index CONSENSUS 94.6 93.8 93.6 93.S 93.2 93.8 92.1 
Top IOAvcrage 97.6 97.9 98.3 98.4 98.4 98.1 97.4 
Bottom 10 Average 91.5 89.6 88.7 88.4 87.9 89.2 86.6 

. -. --Year-Over-Year,% Change--- Fiw-Yea,· Awrngcs 
2018 2019 2020 2021 2022 2018-2022 2023-2027 

R Real GDP CONSENSUS 2.3 2.2 2.1 2.1 2.l 2.2 2.1 
Top IOAverage 2.7 2.5 2.4 2.4 2.4 2.5 2.5 
Bottom IO Average 1.9 1.8 1.7 1.8 1.8 1.8 1.8 

C. GDP Chained Price Index CONSENSUS 2.1 2.1 2.1 2.1 2.0 2.1 2.0 
Top lOAverage 2.4 2.4 2.4 2.4 2.2 2.3 2.2 
Bottom 10 A vernge 1.8 1.8 1.9 1.9 1.9 1.9 1.9 

D. Consumer Price Index CONSENSUS 2.4 2.3 2.3 2.3 2.3 2.3 2.3 
Top JO Average 2.7 2.6 2.6 2.6 2.5 2.6 2.5 
Bottom 10 Average 2.1 2.1 2.2 2.1 2.0 2.1 2.1 
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Line No. 

1. 

2. 

3. 

4. 

5. 

6. 

7, 

LAC /MGE 
Derivation of Mean Equity Risk Premium Based on a Study 

Using Holding Period Returns of Public Utilities 

Arithmetic Mean Holding Period Returns on 
the Standard & PQor's UtiHty Indf!J{ 1928~ 
2015 (2): 

Arithm~tic Mean Yield ~n Mood;;s A Rated •.. · ·. 

Public Utility Yields 1928-2015 

Historical Equity Risk Premium 

Forecasted Equity Risk Premium Based on 
PRPM (3) 

Regression of Historical Equity Risk Premium 
(4) 

Forecasted Equity Risk Premium based on 
Projected Total Return on the S&P Utilities 
Index (5) 

Average Equity Risk Premium 

Over A Rated Moody's 
Public Utility Bonds 

(1) 

10.49 % 

(6.64) 

3.85 % 

4.34 

5.50 

3.36 

4.26 % 

Notes: (1) Based on S&P Public Utility Index monthly total returns and Moody's Public Utility 
Bond average monthly yields from 1928-2015. 

(2) Holding period returns are calculated based upon income received ( dividends and 
interest) plus the relative change in the market value of a security over a one-year 
holding period. 

(3) The Predictive Risk Premium Model (PRPM) is applied to the risk premium of the 
monthly total returns of the S&P Utility Index and the monthly yields on Moody's A 
rated public utility bonds from January 1928 - January 2017. 

( 4) This equity risk premium is based on a regression of the monthly equity risk 
premiums of the S&P Utility Index relative to Moody's A rated public utility bond 
yields from 1928 - 2015 referenced in note 1 above'.. • · 

(5) Using data from Bloomberg Professional Service for the S&P Utilities Index, an 
expected return of 8.25% was derived based on expected dividend yields and long­
term growth estimates as a proxy for market appreciation. Subtracting the 
expected A rated public utility bond yield of 4.89%, calculated on line 3 of page 3 of 
this Schedule results in an equity risk premium ()f 336%. (8.25% - 4.89% = 3.36%) 
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LAC/ MGE 
Prediction of Equity Risk Premiums Relative to 

Moody's A Rated Utility Bond Yields 

y = -0.4804x + 7.4971 
R2 = 0.8536 

6.00 

Slope 

9.00 

A Rated Moody's Bond Yield (%) 

Prospective 
A Rated 

Utility Bond 
(1) 

• 

Prospective 
Equity Risk 
Premium Constant 

7.497094 % -0.48037 4.89 % 5.15 % 

Notes: 
(1) From line 3 of page 3 of this Schedule. 

Source of Information: Regulatory Research Associates 
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LAC/ MGE 
Indicated Common Equity Cost Rate Through Use 

of the Traditional Capital Asset Pd cine: Model [CAPM) and Ernpidca) Capital Asset Pricing Model (ECAPM) 

[1] [2] [3] [4] [SJ [6] 

Value Line Traditional 
Prm,y Group of Seven Natural Gas Adjusted Bloomberg Average Market Risk Risk-Free Ci,PM Cost 
Companies Beta Adjusted Beta Beta Premium (1) Rate (2) Rate 

Atmos Energy 0.70 0.65 0.68 7.53 % 3.65 % 8.77 % 
Chesapeake Utilities 0.65 0.65 0.65 7.53 3.65 8.54 
New Jersey Resources Corp. 0.80 0.74 0.77 7.53 3.65 9.45 
Northwest Nat. Gas 0.65 0.59 0.62 7.53 3.65 8.32 
South Jersey Industries, Inc. 0.80 0.70 0.75 7.53 3.65 9.30 
Southwest Gas Holdings Inc 0.75 0.61 0.68 7.53 3.65 8.77 
Spire Inc. 0.70 0.66 0.68 7.53 3.65 8.77 

Average 0.69 8.85 % 

Median 0.68 8.77 %· 

Average of Mean and Median 0.69 8.81 

Notes on page 2 of this Schedule. 

[7] [8] 

Indicated 
Common 

ECAPM Cost Equity Cost 
Rate Rate (3) 

9.37 % 9.07 % 
9.20 8.87 
9.88 9.66 
9.03 8.68 
9.77 9.53 
9.37 9.07 
9.37 9.07 

9.43 % 9.14 % 

9.37 % 9.07 % 

9.40 9.11 % 



LAC /MGE 
Notes to Accompany the Application of the CAPM and ECAPM 

Notes: 
(1) The market risk premium (MRP) is an average of five different measures. The first measure of the MRP derives the total return on 

the market by adding the thirteen-week average forecasted 3.5 year capital appreciation to the thirteen-week average expected 
dividend yield from Value Line Summary and Index. The projected risk-free rate ( developed in Note 2) is then subtracted from the 
total return to arrive at the projected MRP. The second measure of MRP is based on the arithmetic mean of historical monthly 
return data of large company stocks less the income return on lollg-termgovernmcnt bonds from 1926-2015 as published by 
Morningstar, Inc. The third measure applies the PRPM to the Ibbotson historical data to derive a projected MRP. The fourth 
measure applies a regression analysis to the Ibbotson historical data to derive a projected MRP. The fifth measure uses data from 
Bloomberg Professional Services to derive a total projected return on the S&P 500 by using expected dividend yields and long•term 
growth estimates as a proxy for capital appreciation. The projected risk-free rate is then subtracted from the projected total return 
to arrive at the projected MRP. The five measures of MRP are illustrated below: 

Measure 1: Value Line Projected MRP (Thirteen weeks ending February 10, 2017 

Total projected return on the market 3 -5 years hence: 
Projected Risk-Free Rate ( described in Note 2), 
MRP based on Value Line Summary & Index: 

Measure 2: lb botson Arithmetic Mean MRP ( 1926-2015} 

Arithmetic Mean Monthly Returns for Large Stocks 1926-2015: 
Arithmetic Mean Income Returns Oil Long·Term Government Bonds: 
MRP based on Ibbotson Historical Data: 

Measure 3: Application of the PRPM to Ibbotson Historical Dat1: 
(January 1926 · January 2017} 

Measure 4: Application of a Regression Analysis to Ibbotson Historical Data 
(1926-2015) 

Measure 5: Bloomberg Projected MRP 

Total return Oil the Market based on the S&P 500: 
Projected Risk· Free Rate ( described in Note 2): 
MRP based on Bloomberg data 

Average MRP: 

9.28 % 

11.95 % 
5.20 
6,75 % 

7.20 % 
= 

8.66 % 

13.08 % 
3.65 
9.43 % 

(2) For reasons explained in the direct testimony, the appropriate risk.free rate for cost of capital purposes is the average forecast of 
30 year Treasury Bonds per the consensus of nearly 50 economists reported in Blue Chip Financial Forecasts. (See pages 9· 10 of 
Schedule PMA·D4.) The projectio11 of the risk-free rate is illustrated below: 

First Quarter 2017 
Second Quarter 2017 

Third Quarter 2017 
Fourth Quarter 2017 

First Quarter 201 8 
Second Quarter 2018 

2018-2022 
2023·2027 

3.10 % 
3.20 
3.40 
3.50 
3,60 
3.70 
4.20 
4,50 % 

~% 
(3) Avernge of Column 6 and Column 7. 

Sou recs of In formation, 
Value Line Summary and Index 
Blue Chip Financial Forecasts, February 1, 2017 and December 1, 2016 
Stocks, Bonds, Bills, and Inflation- Ibbotson® SBBI® 2016 Market Report, Morningstar, Inc., 2016 Chicago, IL. 
Bloomberg Professional Services 
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LAC/ MGE 
Basis of Selection of the Group of Non-Price Regulated Companies 

Comparable in Total Risk to the Proxy Group of Seven Natural Gas Companies 

The criteria for selection of the proxy group of sixteen non-price regulated companies was 
that the non-price regulated companies be domestic and reported in Value Line Investment 
Survey (Standard Edition). 

The proxy group of sixteen non-price regulated companies were then selected based on 
the unadjusted beta range of0.44- 0.70 and residual standard error of the regression range of 
1.9593 - 2.3369 of the water proxy group. 

These ranges are based upon plus or minus two standard deviations of the unadjusted 
beta and standard error of the regression. Plus or minus two standard deviations captures 
95.50% of the distribution of unadjusted betas and residual standard errors of the regression. 

The standard deviation of the water industry's residual standard error of the regression is 
0.1095. The standard deviation of the standard error of the regression is calculated as follows: 

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regression 
.fiii 

where: N = number of observations. Since Value Line betas are derived from weekly price 
change observations over a period of five years, N = 259 

Thus, 0.0944 = 2.1481 = 
Jm 

2.4926 
22.7596 

Source of Information: Value Line, Inc., December 2016 
Value Line Investment Survey (Standard Edition) 

Schedule PMA-D6 
Page 1 of3 



LAC /MGE 
Basis of Selection of Comparable Risk 

Domestic Non-Price Regulated Companies 

[1] [2] [3] [4] 

Residual 
Value Line Standard Standard 

Proxy Group of Seven Natural Adjusted Unadjusted Error of the Deviation 
Gas Companies Beta Beta Regression of Beta 

Atmos Energy 0.80 0.66 2.0450 0.0597 
Chesapeake Utilities 0.65 0.43 2.6612 0.0777 
New Jersey Resoui;c:es Corp. 0.80 0.65 2.3606 0.0689 
Northwest Nat. Gas 0.65 0.45 2.0380 0,0595 
South Jersey Industries, Inc. 0.80 0.69 2.0154 0.0588 
Southwest Gas Holdings Inc 0.80 0.63 2.1700 0.0633 
Spire Inc. 0.70 0.51 1.7462 0.0510 

Average 0.74 0.57 2.1481 0.0627 

Beta Range(+/- 2 std. Devs. ofBeta) 0.44 0.70 
2 std. Devs. of Beta 0.13 

Residual Std. Err. Range(+/- 2 std. 
Devs. of the Residual Std. Err.) 1.9593 2.3369 

Std. dev. of the Res. Std. Err. 0.0944 

2 std. devs. of the Res. Std. Err. 0.1888 

Source of Information: Valueline Proprietary Database December-2016 

Schedule PMA-06 
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LAC/ MGE 
Proxy Group of Non-Price Regulated Companies 

Comparable in Total Risk to the 
Proxy Group of Seven Natural Gas Companies 

[lJ [2] 

Proxy Group of Sixteen Non-Price- VLAdjusted Unadjusted 
Regulated Companies Beta Beta 

AmerisourceBergen 0.80 0.65 
AutoZone Inc. 0.65 0.46 
Bard (C.R.) 0.80 0.66 
Campbell Soup 0.70 0.49 
Dr Pepper Snapple 0.75 0.55 
Erie Indemnity 0.75 0.62 
Lancaster Colony 0.80 0.63 
Lilly (Eli) 0.80 0.63 
Merck&Co. 0.80 0.66 
Reynolds American 0.70 0.48 
Smucker O .M.) 0.75 0.54 
Stericycle Inc. 0.80 0.69 
Target Corp. 0.70 0.52 
TJX Companies 0.80 0.65 
Verisk Analytics 0.80 0.64 
Waste Connections 0.75 0.58 

Average 0.76 0.59 

Proxy Group of Seven Natural Gas 
Companies 0.74 0.57 

[3] [4] 

Residual 
Standard Standard 

Error of the Deviation of 
Regression Beta 

2.1089 .. . · ... ·. 0.0616 
2.0988 
2.2216 
1.9728 
2.0574 
2.1273 
2.2055 
2.1902 
2.2052 
2.2439 
2.1053 
2.2738 
2.2600 
2.2068 
2.1656 
2.0257 

2.1543 

2.1481 

0.0613 
0.0648 
0.0576 
0.0600 
0.0621 
0.0644 
0.0639 
0.0644 
0.0655 
0.0614 
0.0664 
0.0660 
0.0644 
0.0632 
0.0591 

0.0629 

0.0627 

Schedule PMA-D6 
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Notes: 

LAC /MGE 
Summa1y of Cost of Equity Models Applied to the 

Proxy Group of Sixteen Non-Price-Regulated Companies 

Comparable in Total Risk to the 

Proxy Group of Seven Natural Gas Companies 

Proxy Group of 
Sixteen Non­

Price-Regulated 
Principal Methods Companies 

Discounted Cash Flow Model (DCF) 
(1) 11.86 % 

Risk Premium Model (RPM) (2) 10.30 

Capital Asset Pricing Model (CAPM) 
(3) 9.62 

Mean 10.59 % 

Median 10.30 % 

Average of Mean and Median 10.45 % 

(1) From page 2 of this Schedule. 
(2) From page 3 of this Schedule. 

(3) From page 6 of this Schedule. 

Schedule PMA-D7 
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Proxy Group of Sixteen 
Non-Price-Regulated 
Companies 

AmerisourceBergen 
AutoZone Inc, 
Bard (C.R.) 
Campbell Soup 
Dr Pepper Snapple 
Erie Indemnity 
Lancaster Colony 
Lilly (Eli) 
Merck& Co. 
Reynolds American 
Smucker Q.M.) 
Stericycle Inc. 
Target Corp. 
TJX Companies 
Verlsk Analytics 
Waste Connections 

Source oflnformation: 

[1] 

LAC /MGE 
DCF Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to the 

Prmy Group of Seven Natural Gas Companies 

[2] [3] [4] [5] [6] 

Value Line Reuters Mean Zack's Five Yahoo! Finance Average 
Projected Five Consensus Year Projected Projected Five Project~d Five 

[7] [8] 

Adjusted Indicated 
Average Year Growth in Projected Five Year Growth Rate in Year Growth ln Year Growth Dividend Common Equity 

Dividend Yield EPS Growth Rate in EPS EPS EPS Rate in EPS Yield Cost Rate (1 J 

1.83 % 11.00 % 9.31 % 10.10 % 9.31 % 9.93 % 1.92 % 11.85 
11.50 11.65 13.80 11,65 12.15 NA 

0.47 10.00 11.35 11.20 11.35 10.98 0.50 11.48 
2.38 5.50 5.30 5.60 5.30 5.43 2.44 7.87 
2.39 9.00 9.82 9.40 9.83 9.51 2.50 12.01 
2.85 10.00 7.00 10.00 10.00 9.25 2.98 12.23 
1.60 7.00 3.00 3.00 3.00 4.00 1.63 5.63 
2.83 9.50 11.18 11.90 11.18 10.94 2.98 13.92 
3.07 6.00 5.91 6.40 5.92 6.06 3.16 9.22 
5.38 12.50 10.77 10.10 10.77 11.04 5.68 16.72 

7,50 5.30 6.80 4.63 6.06 NA 
10.81 12.00 1D.90 10,81 11.13 NA 

3.31 9.50 5.20 9.40 5.20 7.33 3.43 10.76 
1.36 11.00 13.30 10.70 9.75 11.19 1.44 12,63 

11.00 9.74 11.60 9.74 10.52 NA 
0.92 15.00 NA 20.80 12,55 16.12 0.99 17.11 

Mean 11.79 

Medi~n 11,93 

Average of Mean and Median 11.86 

NA= Not Available 
NMF= Not Meaningful Figure 

(1) The application of the DCF model to the domestic, non-price regluated comparable risk companies is identical to the application of the DCF to the utility proxy group. The 
dividend yield is derived by using the 60 day average price and the spot indicated dividend as of January 31, 2017. The dividend yield is then adjusted by 1/2 the average 
projected growth rate In EPS, which is calculated by averaging the 5 year projected growth in EPS provided by Value Line, www.reuters.com, www.zacks.com, and 
www.yahoo.com (excluding any negative growth rates) and then adding that growth rate to the adjusted dividend yield. 

Value Line Investment Survey: 
www.reuters.com Downloaded on 01/31/2017 
www.zacks.com Downloaded on 01/31/2017 
www.yahoo.com Downloaded on 01/31/2017 

% 

% 

% 

% 



1. 

2. 

3. 

4. 

5. 

Notes: (1) 

(2) 

(3) 

LAC/MGE 
Indicated Common Equity Cost Rate 

Through Use of a Risk Premium Model 
Using an Adjusted Total Market Approach 

Proxy Group of 
Sixteen Non-Price­

Regulated 
Companies 

Prospective Yield on Baa Rated 
Corporate Bonds (1) 5.51 % 

Adjustment to ReUect Bond rating 
Difference of Non-Price Regulated 
Companies (2) 

Adjusted Prospective Bond Yield 

Equity Risk Premium (3) 

(0.18) 

5.33 

4.97 

Risk Premium Derived Common 
Equity Cost Rate 10.30 % 

Average forecast of Baa corporate bonds based upon the consensus of 
nearly 50 economists reported in Blue Chip Financial Forecasts dated 
February 1, 2017 and December 1, 2016 (see pages 9 and 10 of Schedule 
PMA-D4). The estimates are detailed below. 

First Quarter 2017 4.90 % 
Second Quarter 2017 5.00 

Third Quaiter 2017 5.20 
Fourth Quarter 2017 5.30 

First Quarter 201 8 5.40 
Second Quarter 2018 5.60 

2018-2022 6.30 
2023-2027 6.40 

Average 5.51 % 

The average yield spread of Baa rated corporate bonds over A 
corporate bonds for t11e t11ree months ending January 2017. To reflect 
t11e Baal average rating of the non-utility proxy group, the prosepctive 
yield on A co1·porate bonds must be adjusted by 2/3 oft11e spread 
between A and Baa corporate bond yields as shown below: 

A Corp. Baa Corp. 
Bond Yield Bond Yield Spread 

Jan-2017 4.16 % 4.66 % 0.50 % 
Dec-2016 4.28 4.83 0.55 
Nov-2016 4.11 4.71 0.60 

Average yield spread 0.55 % 
1/3 of spread 0.18 % 

From page 5 of this Schedule. 
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LAC /MGE 
Comparison of Long-Term Issuer Ratings for the 

Proxy Group of Sixteen Non-Price-Regulated Companies of comparable risk to the 
Proxy Group of Seven Natural Gas Companies 

Proxy Group of Sixteen Non-
Price-Regulated Com2anies 

AmerisourceBergen 
AutoZone Inc. 
Bard (C.R.) 
Campbell Soup 
Dr Pepper Snapple 
Erie Indemnity 
Lancaster Colony 
Lilly (Eli) 
Merck&Co. 
Reynolds American 
Smucker (J.M.) 
Stericycle Inc. 
Target Corp. 
TJX Companies 
Verisk Analytics 
Waste Connections 

Average 

Notes: 

Moody's 
Long-Term Issuer Rating 

January 2017 

Long-
Term Numerical 
Issuer Weighting 
Rating (1) 

Baa2 9.0 
Baal 8.0 
Baal 8.0 
A3 7.0 

Baal 8.0 
NA 
NA 
A2 6,0 
Al 5.0 

Baa3 10.0 
Baa2 9.0 

A 
A2 6.0 
AZ 6.0 

Baa3 10.0 
NA 

Baal 7.7 

(1) From page 6 of Schedule PMA-D4. 

Source of Information: 
Bloomberg Professional Services 

Standard & Poor's 
Long-Tenn Issuer Rating 

January 2017 

Long-
Term 
Issuer 

·. ·Rating 

A-
BBB 
A 

BBB+ 
BBB+ 

NA 
NA 
AA-
AA 

BBB 
BBB 
NR 
A 
A+ 

BBB-
NR 

A-

Numerical 
Weighting 

(1) 

7.0 
9.0 
6.0 
8.0 
8.0 

4.0 
3.0 
9.0 
9.0 

6.0 
5.0 

10.0 

7.0 

Schedule PMA-D7 
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Line No. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

Notes: 

LAC/MGE 
· Derivation of Equity Risk Premium Based on the Total Market Approach 

Using the Beta for 
Proxy Group of Sixteen Non-Price-Regulated Companies of comparable risk to the 

Proxy Group of Seven Natural Gas Companies 

Proxy Group of 
Sixteen Non-Price-

Equity Risk Premium Measure 

Ibbotson Equity Risk Premium (1) 

Ibbotson Equity Risk Premium based on PRPM (2) 

Regression on Ibbotson Risk Premium Data (3) 

Equity Risk Premium Based on Value Line 
Summary and Index (3) 

Equity Risk Premium Based on S&P 500 
Companies( 4) 

Conclusion of Equity Risk Premium (6) 

Adjusted Beta (7) 

Forecasted Equity Risk Premium 

(1) From note 1 of page 8 of Schedule PMA-D4. 
(2) From note 2 of page 8 of Schedule PMA-D4. 
(3) From note 3 of page 8 of Schedule PMA-D4. 
( 4] From note 4 of page 8 of Schedule PMA-D4. 
(5) From note 5 of page 8 of Schedule PMA-D4. 
(6) Average oflines 1 through 5. 
(7) Average of mean and median beta from page 6 of this Schedule. 

Sources oflnformation: 

Regulated 
Companies 

5.52 % 

6.38 

7.40 

4.60 

8.40 

6.46 % 

0.77 

4.97 % 

Stocks, Bonds, Bills, and Inflation - Ibbotson® SBBI® 2016 Market Report, Morningstar, 
Inc., 2016 Chicago, IL. 

Value Line Summary and Index 
Blue Chip Financial Forecasts, February 1, 2017 and December 1, 2016 
Bloomberg Professional Services 

Schedule PMA-D7 
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1,AC(MGE 
Traditional CAPM and ECAPM Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to 

PtoX.Y Group of Seven Natural Gas Companies 

[1] [2] [3] [4] [S] [6] 

Value Line Traditional 

[7] 

Proxy Group of Sixteen Non- Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost 
Price-Re&:;!lated ComEanies Beta Beta Beta Premium (1) Rate (2) Rate Rate 

AmerisourceBergen 0.85 0.92 0.89 7.53 % 3.65 % 10.35 % 10.56 % 
AutoZone Inc. 0.75 0.77 0.76 7.53 3.65 9.37 9.82 
Bard (C.R.) 0.80 0.10 0.75 7.53 3.65 9.30 9.77 
Campbell Soup 0.70 0.63 0.66 7.53 3.65 8.62 9.26 
Dr Pepper Snapple 0.75 0.67 0.71 7.53 3.65 9.00 9.54 
Erie Indemnity 0.80 0.79 0.80 7.53 3.65 9.67 10.05 
Lancaster Colony 0.80 0.67 0.74 7.53 3.65 9.22 9.71 
Lilly (Eli) 0.75 0.72 0.74 7.53 3.65 9.22 9.71 
Merck&Co. 0.85 0.89 0.87 7.53 3.65 10.20 10.45 
Reynolds American 0.65 0.69 0.67 7.53 3.65 8.70 9.32 
Smucker U,M.) 0.70 0.76 0.73 7.53 3.65 9.15 9.66 
Stericycle Inc. 0.85 0.78 0.81 7.53 3.65 9,75 10.11 
Target Corp. 0.80 0.80 0.80 7.53 3.65 9.67 10.05 
TJX Companies 0.85 0.90 0.87 7.53 3.65 10.20 10.45 
Verisk Analytics 0.85 0.80 0.83 7.53 3.65 9.90 10.22 
Waste Connections 0.80 0.60 0.70 7.53 3.65 8.92 9.49 

Mean 0.77 9.45 % 9.88 % 

Median 0.76 9.34 % 9.80 % 

Average of Mean and Median 0.77 9.40 % 9,84 % 

Notes: 
(1) From Schedule PMA-D5, note 1. 
(2) From Schedule PMA·DS, note 2. 
(3) Average ofCAPM and ECAPM castrates. 

[8] 

Indicated 
Common 

Equity Cost 
Rate (3) 

10.46 % 
9.60 
9.53 
8.94 
9,27 
9.86 
9.47 
9.47 

10.32 
9.01 
9.40 
9.93 
9.86 

10.32 
.. 10.06 

9.20 

9.67 % 

9.57 % 

9.62 % 



05/l:l/16 

CB/Otl/14 

0512:1113 

Proxy Group of 
Sovo-n N~lur.cd G.o:s 
U!llllloo 

imn~nction (1) 

Equity OtforlnQ 

Equity Otforlng 

Equity Offering 

Avorog., DMde-rid 
Ylold 

2,78 % 

Soa pa,Jc 2 of thl!i Scl"'lciduJo for noto"G. 

[Column 1] 

Shn.ra~ Is::.1..aid 

2,165,000 

10.350.000 

10,005,000 

Avorogo Projooted 
E?S Growth Rou, 

5,80 % 

[Column2J 

Market Prlco 
por Shnm 

64.7000 

$ 47.NOO 

45.0900 

AdJU~c-d 
Dividend Ylo~ 

2,86 % 

~ 
PorlYDl!Ro of the Elolotloo co:n Adlustm:mt to me cw or common Emiltv 

'EQul1Y 1,mmow:i end FlPtnt!on co,u, P1 SPfrn Inc normm!Y O:hr Lm::lodP Group Joel Slnm 201 l 

[Column 3] 

Dtl'er(ng Prle0 
porShnm 

$ 63.0500 

$ 46.2500 

44.5000 

Avr,ro~o DCF 
CcstRato, 

U nodjusted for 
Ftoto!lon (II) 

8,B6 % 

[Column 4] [Column SJ 

Market Pro:.suro Undcrwa!lnc 
Di:i;c.aunt 

s 1.6500 2.0491 

s 0.9400 1.7113 

$ 0.5900 $ 1.7244 

flototlon Co:;! AdltrUmrrot 

DC!= Cost Roto 
MJuotod for 
Ftotc.tlon (0) 

8.82 % 

Flolutlon Coo! 
Adjuotmon! {10) 

0,16 % 

[Column BJ 

N(lot ?rocoods 
por Shnro (3) 

$ 61.0009 $ 

$ 44.5388 $ 

$ 42.7756 

s 

(Column 7] (Column 8] [Column OJ !Column 10] 

Oto~ Equ(ty l!Zue Tote.I FlototJon Coii.t& FloU.tlon Co.i;t 
before Co~l!:. {4) Tctnl Nnl Proemu:h {S-) 6 Pnrcer1trigoa) 

141.3G9,SOO $ 133,286,o67 $ 8,062,534 5.72% 

488.416,500 $ 460.976,063 $ 27,440,436 5.62% 

451.125,450 427.970,128 23.155,322 5.13% 

1 ,oeo,M 1 4so $ 1,022,233 157 $ 56 676 293 5.43% 



LAC/ MGE 
Notes to Accompany the 

Derivation of the Flotation Cost Adjustment to the Cost of Common Equity 

(1) Company-provided. 

(2) Column 2 - Column 3. 

(3) Column 2 - the sum of columns 4 and 5. 

(4) Column 1 * Column 2. 

(5) Column 1 * Column 6. 

(6) Column 1 * (the sum of columns 4 and 5). 

(7) (Column 7 - Column 8) divided by Column 7. 

(8) Using the average growth rate from page 1 of Schedule PMA-O3. 

(9) Adjustment for flotation costs based on adjusting the average DCF constant 
growth cost rate in accordance with the following: 

K ~ D(I + 0.5g) + 
P(I-F) g' 

where g is the growth factor and F is the percentage of flotation costs. 

(10) Flotation cost adjustment of 0.16% equals the difference between the flotation 
adjusted average DCF cost rate of 8.82% and the unadjusted average DCF cost 
rate of 8.66% of the proxy group of seven natural gas utilities. 

Source of Information: 

Company provided information 

Schedule PMA-D8 
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Line No. 

1. 

2. 

LAC I MGE 
Derivation of Investment Risk Adjustment Based upon 

lbbot.500 A~s:oclates' Size Preroia for the Decile Portfolios of the NYSE/AMEX/NASDAO 

LAC /MGE 

Proxy Group of Seven Natural Gas Companies 

LAC/MGE 

Smallest 

Notes: 

[1] 

Market Capitalization on January 
31, 2017 (1) 

(millions) (times larger) 

$ 2,466.000 

$ 3,220.742 

1.3 X 

(A) [B) 

Number of 
Decile Companies 

(millions) 

1 193 
2 209 
3 208 
4 240 
5 240 
6 258 
7 350 
8 392 
9 494 

10 796 

[2] 

Applicable Decile of 
the NYSE/AMEX/ 

NASDAQ (2) 

5-6 

4-5 

(C) 

Recent Total Market 
Capitalization 

(millions) 

$14,835,871.93 
$2,942,893.47 
$1,538,888.75 

$998,160.99 
$665,743.39 
$480,964.63 
$419,011.59 
$270,179.79 
$175,122.78 

$81,112.94 

(3] 

Applicable Size 
Premium (3) 

1.56% 

1.24% 

[D) 

Recent Average 
Market 

Capitalization 
(millions) 

$76,869.80 
$14,080.83 

$7,398.50 
$4,159.00 
$2,773.93 
$1,864.20 
$1,197.18 

$689,23 
$354.50 
$101.90 

[4] 

Spread from 
Applicable Size 

Premium {4] 

0.32% 

(E) 
Size 

Premium 
(Return in 
Excess of 

CAPM) 

-0.36% 
0.57% 
0.86% 
0.99% 
1.49% 
1.63% 
1.62% 
2.04% 
2.54% 
5.60% 

•From Duff & Phelps 2016 Valuation Handbook Guide to Cost of Capital 

(1) From Page 2 of this Schedule. 
(2) Gleaned from Column (D) on the bottom of this page. The appropriate decile (Column [A)) corresponds to 

the market capitalization of the proxy group, which is found in Column 1. 

(3) Corresponding risk premium to the decile is provided on Column [E) on the bottom of this page. 
(4) Line No.1 Column 3- Line No. 2 Column 3. The 0.32% in Column 4, Line No. 2 is derived as follows 0.32% = 

1.56% -1.24%. 
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Company 

LAC/ MGE 

Based upon the Proxy Group of Seven 
Natur:il Gas Companies 

LAC/MGE 

Proxy Group of Seven Natur;il Gas 
Comp,mics 
Atmos Energy 
Chesapeake Utilities 
New Jersey Resources Corp. 
Northwest Nat Gas 
South Jersey Industries, Inc. 
Southwest Gas Holdings Inc 
Spire Inc. 

Average 

I,e.t:; lMG!l 
Market Clpltallz,:,tion of LAC/ M GE and the 

Proxy Group ofSm:n Natural Gas Companies 

[1] [2] [3] [4] [SJ [6] 

Common Stock Book Value per Closing Stock Market-to-Book Market 
Shares Outstanding Share at Fiscal Total Common Market Price Ratio on Capitalization on 
at Fiscal Year End Year End 2015 Equity at Fiscal Year on January 31, January 31, January 31, 

Exchange 2015 (1) End 2015 2017 2017(2) 2017 [3) 
( ml!llons J ( millions) ( millions) 

NA (4) NA $ 1,037.879 (4) NA 

237.6 % (5) $ 2,466.000 

NYSE 101.479 $ 31.482 $ 3,194.797 $ 76.180 242.0 % $ 7,730.656 
NYSE 15.271 23.453 358.138 65.400 278,9 $ 998.701 
NYSE 85.531 12.942 1,106.956 37.700 291.3 $ 3,224.535 
NYSE 27.427 28.475 780.972 58.900 206.8 $ 1,615.450 
NYSE 70.966 14.620 1,037.539 33.000 225.7 $ 2,341.866 
NYSE 47.378 33.653 1,594.408 80.570 239,4 $ 3,817.211 
NYSE 43.335 36.312 1,573.600 65.000 179,0 $ 2,816.776 

55.912 $ 25.848 $ 1,378.059 $ 59,536 237.6 % $ 3,220.742 

NA= Not Available 

Notes: (1) Column 3 / Column 1. 
(2) Column 4 / Column 2. 
(3) Column 4 • Column 1, 
[4) From LAC/ MGE 2015 Annual Reports to the Missouri Publ!c Service Commission. 

[5) The market-to-book r:itio of LAC/ MGE on January 31, 2017 is assumed to be equal to the market-to-book ratio of the Proxy Group 
of Seven Natural Gas Companies on January 31, 2017. 

(6) LAC/ MG E's common stock, if traded, would trade at a market-to-book ratio equal to the average market·to-book ratio at January 
31, 2017 of the Proxy Group of Seven Natural Gas Companies, 237.6%, and LAC/ MGE··s market capitalization on January 31, 2017 
would therefore have been $2,466.00 million. 

Source oflnformation: 2015 Annual Forms lOK 
yahoo.finance.com 

(6) 



BEFORE THE PUBLIC SERVICE COMMISSION 
OF THE STATE OF MISSOURI 

In the Matter of Laclede Gas Company's ) 
Request to Increase its Revenues for Gas ) File No.GR-2017-0215 
Service ) 

In the Matter of Laclede Gas Company ) 
d/b/a Missoud Gas Energy's Request to ) File No. GR-2017-0216 
Increase its Revenues for Gas Service ) 

AFFIDAVIT 

STATE OF NEW JERSEY 

CITY OF MARLTON 

) 
) 
) 

ss. 

Pauline M. Ahern, of lawful age, being first duly sworn, deposes and states: 

1. My name is Pauline M. Ahem. I am an Executive Director of ScottMadden, Inc. 
My business address is 1900 West Park Road, Suite 250, Westborough, MA 01581. My mailing 
address is 3000 Atrium Way, Suite 241, Mount Laurel, NJ 08054. 

2. Attached hereto and made a part hereof for all purposes is my direct testimony on 
behalf of Laclede Gas Company and MGE. 

· 3. I hereby swear and affirm that my answers contained in the attached testimony to 
the questions therein propounded are tme and conect to the best of my knowledge and belief. 

r----:~ 
\ Q\_~~~fu 'J\-(L___ 

Pauline M. Ahern 

;_'·l_··:~~~. \ (·. :-~ .:-~. 

JUSTICES. MORA ··\(:. y /> ·, ::·\\. 
NOTARY PUBLIC OF NEW . . . .,,_, -. :. . > '. 

MJCo!rm!ss!on!.:lq)lres1ontV2019\ _ ._ \ , >- -~' ;.: j .... 
·.. . .\_ .. .. \· . -;- -~: 




