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Witness | dentification

Please state your name, affiliation, and business addr ess.
My name is Robert B. Hevert. I am Managing Partner of Sussex
Economic Advisors, LLC and, in this proceeding, serve as an Executive

Advisor to Concentric Energy Advisors, Inc.

Areyou the Robert B. Hevert who submitted direct testimony in these
proceedings?

Yes, I submitted direct testimony on behalf of Niagara Mohawk Power
Corporation d/b/a National Grid (“Niagara Mohawk” or “the Company™),
an indirect wholly-owned subsidiary of National Grid USA (“National
Grid”) regarding the Company’s Cost of Equity (sometimes referred to
herein as the “Return on Equity” or “ROE”). I submitted my credentials
as part of my direct testimony. With respect to the Company’s ROE, my
direct testimony also proposed a “Stay-Out Premium” to be added to the

authorized ROE as part of a three-year rate settlement agreement.

Please state the purpose of your rebuttal testimony.
The purpose of my rebuttal testimony is to respond to the direct testimony
submitted by Mr. Kwaku Duah on behalf of the Department of Public

Service (“Staff”) regarding the appropriate ROE in this proceeding. My
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rebuttal testimony also updates the calculations contained in my direct
testimony to correspond more closely to the time period and data
presented by Staff, and includes several additional analyses developed in

response to certain points raised by Staff.

Have you prepared any rebuttal exhibits?
Yes. Exhibits  (RBH-1R) through (RBH-15R) have been prepared by

me or under my direct supervision.

Please provide an overview of the principal observations and

conclusions contained in your rebuttal testimony.

For reasons explained more fully in the balance of my rebuttal testimony,

my general observations and principal conclusions are as follows:

e The updates provided in my rebuttal testimony have caused me to alter
my recommended ROE downward from 10.55 percent to 10.22
percent.

e The ROE recommendations made by Staff in this proceeding are
unduly low and cannot be reconciled with observable, relevant market
data. Moreover, in several instances Staft’s data and assumptions
contradict, or are highly inconsistent with, Staff’s recommendations.

e Staff notes that while we rely on similar forms of the Discounted Cash
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Flow (“DCF”’) model and Capital Asset Pricing Model (“CAPM”),
Staff disagrees with the assumptions used in my analyses. My rebuttal
testimony discusses the differences between our respective analyses
and describes the independent market data and underlying analyses
that support my application of the DCF and CAPM approaches. While
Staff disagrees with the assumptions used in my analyses, Staff’s
conclusions regarding those issues are generally misplaced. As such,
my rebuttal testimony discusses the appropriate context for estimating
the Company’s ROE using the DCF and CAPM methodologies and
why the approaches I have used are appropriate, especially in light of
the current capital market environment.

e Staff did not address my proposed Stay-Out premium but my updated
analysis provided in Exhibit  (RBH-13R) continues to show that a
35 basis point increment to the authorized ROE remains a conservative

estimate if the Company agrees to a three-year rate plan.

How isthe balance of your rebuttal testimony or ganized?

In Section II, I provide an overview of my rebuttal testimony, including a
summary of my updated results and calculations; Section III provides an
update to the discussion of current market conditions; Section IV sets forth

my specific responses to Staff; and Section V provides a summary of my
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conclusions and recommendations.

Summary and Overview

Please provide an overview of Staff’stestimony on ROE.

Staff recommends an ROE of 8.90 percent based on the application of the
“Two-Stage” DCF model and two forms of the CAPM. Staff weights the
respective DCF and CAPM median results according to a two-thirds, one-
third weighting convention. (Staff Witness Duah Testimony at 41; see
also Exhibit _ (KXD-14)). Those model results and that weighting
convention produce an (unrounded) ROE of 8.85 percent, which Staff

rounds to 8.90 percent.

Regarding Staff’s review of my direct testimony, Staff identifies specific
areas of disagreement, including: (1) the composition of my proxy group;
(2) the growth rates used in my Multi-Stage DCF analyses; (3) the choice
of the Beta Coefficient used in my CAPM analyses; and (4) the calculation
of the forward-looking Market Risk Premium (“MRP”) estimate contained
in my CAPM analyses. As to the issue of proxy group composition, my
rebuttal testimony includes a combined proxy group, which includes all of
the companies proposed by either Staff or me. With respect to the growth

rates used in my DCF analyses, Staff disagrees with the method I use to
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calculate dividend growth in the near term and does not agree with the
methods used to develop an estimate of long-term Gross Domestic Product
(“GDP”) growth. Regarding the use of Beta Coefficients in the CAPM,
Staff (at 84) misstates the approach Bloomberg uses in calculating Beta
Coefficients, arguing that the use of Beta Coefficients calculated using 24
monthly returns is unreliable. With regard to the MRP estimate, Staff is
most concerned with the method employed in estimating that parameter,
asserting (at 70) that the estimate included in my direct testimony is based

on a growth rate that is unsustainably high.

As discussed more fully in Section IV, I disagree with Staff’s conclusions
regarding both the Company’s Cost of Equity in general, and several of
the analyses relied on by Staff in arriving at the extraordinary low

analytical results and recommendation in particular.

Arethereany practical benchmarksthat provide a reasonable

per spective on Staff’srecommendation?

Yes. It is my experience that returns authorized in other jurisdictions are
important to investors and therefore provide a relevant benchmark for the
purposes of assessing the reasonableness of analytical results and ROE

recommendations. In that regard, data provided by Regulatory Research
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Associates shows that the 8.90 percent ROE recommended by Staff is
lower than every one of the authorized electric utility returns (and lower
than all but one authorized gas utility return) during the period from 2010
through 2012 and is lower than all but one authorized ROE nationally

since at least 1980.

Similarly, since 2010 the Commission has authorized ROEs in seven
separate rate proceedings. The average authorized ROE for the New York
utilities over that time frame was approximately 9.72 percent, fully 82
basis points higher than Staff’s recommendation in this case. Moreover,
Staff’s recommendation is fully 20 basis points lower than the lowest ROE

authorized by the Commission since 1980.

More importantly, however, the combination of Staff’s recommended
ROE and capital structure, together with the other aspects of Staff’s
revenue requirement recommendations in these proceedings, do not
provide adequate support for the Company’s current credit ratings. As
discussed in more detail by Company Witness Hussain, based on Staff’s
recommendations, the Company could face the prospect of a credit rating
downgrade as a result of the dilutive effect on both capital structure and

cash flow-based coverage ratios. As such, Staff’s proposal is not even

Page 6 of 61



10

11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201
Case 12-G-0202

Rebuttal Testimony of Robert B. Hevert

consistent with its stated goal (at 7) of providing “a utility with a
reasonable opportunity to earn a return on utility investments comparable

to the return available on investments of similar risk.”

In light of that data, what are your principal conclusionsregarding
Staff’s ROE recommendation?

As noted in my direct testimony, it is important to recognize that investors
consider a broad range of data, including authorized returns from
alternative jurisdictions, both in establishing their return requirements and
as a means of assessing the regulatory risk associated with any given
jurisdiction. As Staff undoubtedly is aware, equity investors have many
options available to them, and will allocate their capital based on the
expected returns associated with those alternatives. While I am not
suggesting that the Commission should be bound by the decisions made in
other regulatory jurisdictions, given that investors consider such data in
framing their investment decisions, return recommendations that
materially deviate from observed industry norms should be supported by
clear and unambiguous reasons explaining those deviations. As discussed

throughout my rebuttal testimony, Staff has failed to do so.

From an analytical perspective, it is important that the inputs and
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assumptions used to arrive at an ROE recommendation are consistent with
the recommendation itself. In addition, while I appreciate that every
analysis necessarily requires an element of judgment, the application of
that judgment must be made in the context of the quantitative and
qualitative information available to the analyst. In my view, the 8.90
percent ROE recommended by Staff cannot be reconciled with the data
and assumptions underlying its recommendations or with the breadth of

market data typically relied upon by industry practitioners.

Please summarize the updates and modifications made to the analyses
contained in your direct testimony.

As a preliminary matter, [ recognize that proxy group composition is an
area of disagreement between me and Staff in these proceedings. While I
continue to believe that the approach used in my direct testimony is
reasonable, I also recognize that the definition and application of the
criteria used to develop comparison groups may be subject to reasonable
differences in judgment among analysts. Consequently, to narrow the
scope of the areas of disagreement, for purposes of my rebuttal testimony I
have developed a proxy group that contains all of the companies used by

Staff or me in these proceedings (the “combined proxy group”).

Page 8 of 61

10



10

11

12

13

14

15

16

17

18

Case 12-E-0201
Case 12-G-0202

Rebuttal Testimony of Robert B. Hevert

In order to limit the effect of timing on differences in our analytical
results, [ have relied, to the extent possible, on the same full three-month
time period used by Staff (April through June 2012) as the basis of my
updated and revised analyses. Based on that data, I have updated my DCF
(both Multi-Stage models) and CAPM analyses (both traditional and Zero
Beta). For the purposes of my CAPM analyses, I have updated my
forward-looking MRP estimate, and have provided Beta Coefficients
based on more recent market data. I have performed those analyses using

the combined proxy group.

Table 1 (below) summarizes my updated calculation of the Company’s

ROE based on the Commission’s weighting convention.

Table 1. Summary of Results

Combined
Proxy
Group
Average DCF Results 10.20%
Average CAPM Results 10.28%

Return on Equity (NYPSC Averaging Convention 2/3 DCF+1/3 CAPM) 10.22%

My testimony and exhibits also contain many other analyses that support

and corroborate my recommended ROE.

Q. Have you revised your ROE recommendation based on those results?
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As noted above, the updated results presented in my rebuttal testimony,
which have been calculated in accordance with the Commission’s

weighting convention, support an ROE of 10.22 percent.

Capital Market Conditions

Please provide a brief overview of current capital market conditions.
Table 2 (below) provides updated data for several commonly referenced
capital market measures including credit spreads, expected equity
volatility, and yield spreads (i.e., the difference between dividend yields
and Treasury yields). Except where noted, I compared current market
conditions to the two-year period prior to the 2007-2009 recession (i.e.,
January 2006 through November 2007), and to the capital market
contraction period of 2002-2003. As shown in Table 2 (below), those
metrics continue to indicate that current levels of instability and risk
aversion are significantly higher than the levels observed prior to the
recent recession, and generally higher than levels experienced during the

2002-2003 capital market contraction.
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Table 2: Risk Sentiment Indicators!

Pre-recession
(Jan-2006 Jan-2002
June 30, through through
20122 Nov-2007) Dec-2003
Credit Spreads (Moody’s Utility Bond
Index)
Baa-rated bond to A rated bond 0.74% 0.25% 0.46%
Market Volatility
CBOE VXV and CBOE VIX Futures® 27.27 14.90* 24.64°
Dividend Yield Soreads
10-year Treasury to Proxy Group -2.14% 0.84% -1.35%

As Table 2 demonstrates, the 90-trading day average credit spread

between the Moody’s Baa-rated utility bond index and the Moody’s A-

rated utility bond index increased by 49 basis points as of June 30, 2012

relative to the pre-recession period of January 2006 through November

2007. Those higher credit spreads suggest that investors continue to be

more risk averse today than they were in the period immediately preceding

the recent recession. To the extent that credit spreads have increased, it is

an observable measure of the capital markets’ increased degree of risk

aversion.

otherwise.

Source: Bloomberg Professional.
Represents the 90-trading day average as of June 30, 2012, except as noted

Represents the 30-trading day average pricing of six-month forward volatility.

Please note that the VIX is a one-month measure of volatility, while the VXV is a

three-month measure.

Page 11 of 61
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Have you updated your analysis of the relationship between dividend
yieldsfor the proxy companiesand Treasury yields?

Yes, I have. Chart 1 (below) demonstrates that the average dividend yield
for the combined proxy group has continued to exceed the ten-year

Treasury yield since the beginning of the financial crisis in late 2008.

Chart 1: Treasury Yield/Dividend Yield Spread
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What conclusions do you draw from these updated analyses?
These analyses demonstrate that current market conditions remain
unstable and, in that respect, are similar to the 2002-2003 market
dislocation that affected all market segments, including utilities. One

outcome of the 2002-2003 market dislocation was a renewed emphasis on
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capital market access and the importance of maintaining a strong financial
profile, both of which remain important considerations for capital-
intensive companies such as Niagara Mohawk. In summary, market
instability and measures of risk aversion remain above historical norms.
As such, it is highly improbable that the market-required return on Niagara
Mohawk’s common equity has fallen to a level well below the vast
majority of authorized ROEs observed in at least the last 30 years, as Staff

claims.

Response to the Testimony of Staff Witness Kwaku Duah

Please provide a brief summary of Staff’s analyses and
recommendations.

Staff recommends an ROE of 8.90 percent, which is calculated by
weighting the results of a Two-Stage DCF model and two CAPM analyses
according to Staff’s customary two-thirds/one-third weighting

methodology.

Arethereareasin your respective analyses on which you and Staff
disagree?
Yes, there are a number of areas in which Staff and I disagree. Each of

those areas of disagreement is discussed below.
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A. Proxy Group Selection and Composition

Please summarizethecriteria by which Staff selected a proxy group.
The primary difference between Staff and me regarding proxy group
selection involves the use of revenues, as opposed to operating income, as
a screening criterion. As noted earlier, our respective approaches result in
proxy groups that overlap their overall composition. I also recognize that
in certain circumstances it is possible to have reasonable disagreements as
to the definition and application of screening criteria. As noted above, I
therefore have developed the combined proxy group that contains all of
the companies used by Staff or me in this proceeding. As discussed in
Section V, the Cost of Equity estimates derived from the combined proxy

group fully support my ROE recommendation.

B. Application of the Multi-Stage DCF M od€l

Please provide a brief summary of the Multi-Stage DCF models
included in your direct testimony.

I included two Multi-Stage DCF models in my direct testimony: a Two-
Stage model that takes on the same functional form as the model used by
Staff and a Three-Stage model that sets the stock price equal to the present
value of projected cash flows over separate, but related, stages. In all

stages, cash flows are represented by expected dividends, although the
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terminal stage includes the “terminal value,” or the price at which the
stock would be expected to be sold at the end of the forecast period. The
terminal stock price is calculated by the Gordon model, which sets the
price equal to the expected dividend divided by the difference between the
discount rate (that is, the ROE) and the expected long-term growth rate.
The first stages project earnings and dividends based on analysts’
projections (including Value Line) and the terminal stage dividends are
based on estimates of long-term nominal GDP growth. In the case of the
Three-Stage DCF model, the second stage allows for a transition between
the first and terminal stages. Similarly, the first stage payout ratios are
based on Value Line’s company-specific projections and the third stage
assumes the industry long-term payout ratio; the second stage allows for
the transition between the two. In the Two-Stage DCF model, there is no
transition between the Value Line payout ratio projections and the long-

term industry payout ratio.

As discussed in my direct testimony (at 35), the projected dividends in all
stages are modeled as the product of the expected Earnings Per Share

(“EPS”) and the expected payout ratio. Because the average payout ratio
decreased over the first stage of the models, the average dividend growth

rate in my Three-Stage model is considerably lower than the projected
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earnings growth rate.’ In fact, based on my updated results presented in
Exhibit  (RBH-2R), the average annual dividend growth rate in the
initial stage is approximately 2.11 percent, while the average projected
earnings growth is 5.07 percent. In addition, because the terminal value is
based on the Gordon model, there is no difference in analytical results
between my specification (i.€., a model that assumes a terminal value) and

projecting expected cash flows essentially into perpetuity.’

As also discussed in my direct testimony, a principal advantage of the
Multi-Stage model with a terminal value is the ability to calculate the
projected Price/Earnings (“P/E”) ratio in the terminal stage. To the extent
that the projected P/E ratio is consistent with expected valuation levels, the
analyst can take greater comfort in the reasonableness of the model’s
results. Similarly, and quite importantly, this structure enables the analyst
to model the terminal value as the product of the expected P/E ratio and
the projected EPS. As discussed below, doing so mitigates the need to

arrive at a “correct” long-term growth estimate.

Consistent with my practice in past proceedings, I have eliminated negative
earnings growth estimates from my DCF analysis. Because Ameren Inc. had no
positive earnings growth estimates at the time of my analysis, it does not appear
in my DCF analyses. To maintain the consistency of results, I have eliminated
Ameren from the combined proxy group.

In my experience, such models typically project cash flows for 100 to 200 years.
Beyond that, the discount factors are so small as to have no effect on the
calculated ROE.
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Do you agree with Staff’s application of the Multi-Stage DCF model ?
Not entirely. Staff’s model contains several assumptions that individually
and in aggregate produce unduly low ROE estimates. In particular, Staff’s
model assumes a year-end cash flow convention over the model’s 200
year horizon. In addition, Staff’s model assumes a sustainable growth
projection as a terminal growth rate that actually ends in the first year of

the terminal period of Staff’s 200-year study DCF analysis.

How does Staff’ s assumption of the timing of dividend payments
affect the Multi-Stage DCF result?

Staff’s model assumes dividends are received at the end of each year.
However, as Staff notes (at 43), “[t]he foundation of the DCF is that
investors will price common stock to equal the present value of future
dividend payments.” Considering that Staff’s proxy group companies’
dividends are paid on a quarterly basis, assuming (as Staff has done) that
the entire dividend is paid at the end of that year defers the timing of those
cash flows. As Staff uses a model with annual dividend payments, a
reasonable approach would be to assume that cash flows are received in
the middle of the year, such that half the quarterly dividend payments
occur prior to the assumed dividend payment date (i.e., the “mid-year

convention”).
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Staff claims (at 81) that you have made a calculation error by using
the mid-year convention in your DCF analysis. What isyour response
to Staff on that point?

It is Staff’s assumption of end-of-year cash flows that is flawed. As Staff
is undoubtedly aware, while the DCF model used in both our analyses
calculates the ROE based on estimated annual dividend payments, in
reality, our proxy companies pay regular quarterly dividends, which in
sum equal those annual dividend payments. As such, it is reasonable to
assume, as I have done, that half the dividends will occur before and half
will occur after the valuation date used in the analysis. To assume that all
dividends are paid at the end of the year, as Staff does, would
unreasonably delay 50 percent of the dividend payments in our respective
analyses. That delay, as noted by Staff and as discussed in more detail
below, has a significant effect on the estimated ROE derived from the
DCF model. To clarify the payment of dividends in my Multi-Stage DCF
models, in Exhibit  (RBH-3R), I have amended them to reflect a
payment of half a year’s dividends six months from the valuation date,
followed by a full year’s dividend payment reflecting half a year’s growth
six months hence. From that point on, dividends are separated by a full

year and grow at the relevant full year growth rate.
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Q. I sthere academic support for the use of the mid-year convention?

A. Yes, the mid-year convention is a commonly accepted method of
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discounting cash flows. As noted by Pratt, Reilly, and Schweihs:

...we have implied (by using whole integer
exponents) that the cash flows (or other economic
income) are expected to be received at the end of
each period. This is reasonable, since many
closely held companies wait until the end of their
fiscal year to see how things are and assess capital
requirements and decide on shareholder
distributions...On the other hand, sometimes it
seems more reasonable to assume that cash flows
are received (or at least available) more or less
evenly throughout the year. This projection can
be reflected in the discounted economic income
model by using the midyear discounting
convention. This convention projects cash flows
being received at the middle rather than the end of
each year, thus more or less approximating the
Valuagtion effect of even cash flows throughout the
year.

Similarly, Dr. Roger Morin notes:

Clearly, given that dividends are paid quarterly
and that the observed stock price reflects the
quarterly nature of dividend payments, the
market-required return must recognize quarterly
compounding, for the investor receives dividend
checks and reinvests the proceeds on a quarterly
schedule. Perforce, a stock that pays four
quarterly dividends of $1.00 commands a higher
price than a stock that pays a $4.00 dividend a
year hence. Since investors are aware of the
quarterly timing of dividend payments and since

Pratt, Shannon P., Robert F. Reilly, and Robert P. Schweihs, Valuing a Business,

Fourth Ed., McGraw Hill, 2000, at 187.
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the stock price already fully reflects the quarterly

payment of dividends, the DCF model used to

estimate equity costs should also reflect the actual

timing of quarterly dividends.”
Would Staff’s DCF results be different if the mid-year convention for
dividend payments was used?
Yes. Exhibit  (RBH-6R), replicates the calculation of Staff’s Multi-
Stage DCF results (as noted above, that analysis demonstrates that Staff’s
model assumes that dividends are received at the end of each period). As
Exhibit  (RBH-6R) also demonstrates, simply changing the dividend
timing to reflect the mid-year convention increases the mean and median
results by 17 to 18 basis points (from 8.74 percent and 8.40 percent, to
8.92 percent and 8.57 percent, respectively). Those results, of course,

remain well below any reasonable estimate of the Company’s Cost of

Equity.

How does Staff’s assumption regar ding the payout ratios differ from
the assumptionsincluded in your Multi-Stage DCF Model?
While my model allows for payout ratios to change over time, Staff

assumes that Value Line’s current projections of payout ratios for the

Morin, Ph.D., Roger A., New Regulatory Finance, Public Utility Reports, Inc.,
2006, at 344.

Page 20 of 61

22



10

11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201
Case 12-G-0202

Rebuttal Testimony of Robert B. Hevert

proxy group will remain unchanged over the entire 196-year terminal
period. As explained in my direct testimony (at 47), it is reasonable to
assume that the payout ratios of the proxy group companies may reflect
additional downward pressure due to increased utility capital requirements
in the near term, but over the long term they will revert to the long-term

industry average.

Do you agree with thelong-term growth rate in Staff’s Multi-Stage
DCF model?

No, I do not. Staff’s model relies on company-specific “sustainable
growth” estimates as of 2015 through 2017 for the estimate of long-term
growth. As demonstrated in my direct testimony (Attachment B) and
discussed further below, historical market data and independent research
do not support the underlying assumption of the sustainable growth model
that increased retention ratios are directly related to growth in underlying

earnings for electric utilities.

Please summarize Staff’s criticism of your Multi-Stage DCF model.
Staff’s concerns appear to be focused on the short and long-term growth
rates used in my analyses and the payout ratios used to calculate the proxy

companies’ projected dividends. For the reasons discussed below, Staff’s
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concerns regarding the growth rates and payout ratios included in my

analyses are misplaced.

What are Staff’s concernswith your short-term dividend growth rate
proj ections?

Staff expresses concern that the use of earnings growth estimates in
calculating dividends in the initial period is inconsistent with the definition
of the Multi-Stage DCF laid out in my direct testimony. Staff (at 63) also
implies that there is no link between earnings growth rates and dividend
growth rates in the short term and that earnings are more volatile than

dividends, which may “overstate or understate a company’s growth rate.”

Please respond to Staff’s concern regarding the short-term growth
rate estimates used in your Multi-Stage DCF model.

As to Staff’s initial concern about the inconsistency of using earnings
growth rates to project dividends, Staff does not appear to recognize that
the model projects dividends as the product of the expected earnings
growth rate and the expected payout ratio. And while Staff’s testimony
expresses a concern with the use of analysts’ earnings projections, Staff’s
testimony also fails to consider that the earnings growth rate used in the

first stage was the average of the Value Line EPS growth rate, and the

Page 22 of 61

24



10

11

12

13

14

15

16

17

18

19

Case 12-E-0201
Case 12-G-0202

Rebuttal Testimony of Robert B. Hevert

Zacks and First Call consensus growth rates. As noted in my direct
testimony (at 41), a common and legitimate criticism of DCF models that
rely exclusively on projected dividend growth rates (such as that employed
by Staff) is that Value Line is the sole provider of those projections.
Consequently, but for the use of consensus earnings projections, all of the
model’s assumptions would be derived from Value Line, thereby

introducing the potential for significant bias.

Excluding the consensus earnings estimates, therefore, and assuming that
Value Line is internally consistent between earnings growth rate, dividend
and payout ratio projections, the dividends projected in the initial stage of
my Multi-Stage models would be very similar to Value Line’s own
dividend per share projections. To demonstrate that point, in Exhibit
(RBH-4R), I have calculated the average coefficient of variation (“CoV”)
for the annual dividend projections in the initial period for the combined
proxy group using the methodology relied upon by Staff. '* I then
compared that result with the CoV of dividend projections calculated
using Value Line’s three-to-five year earnings projections and near and

medium term payout ratios. As shown in the exhibit, the volatility of

The Coefficient of Variation is a measure of variability within a data set. It is
defined as the standard deviation divided by the mean.
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dividends in the short term using individual dividends forecast by Value
Line and those forecast using Value Line’s average growth and payout
ratio estimates are approximately equal. As such, it appears that Staff’s
approach to forecasting dividends is just as likely to “overstate or
understate a company’s growth rate” (Staff Witness Duah Testimony at
63) as the methodology relied on in my analyses. The sole difference in
our approaches is the added market information I have incorporated into
my analyses by relying on multiple estimates of earnings growth to project

dividends.

Does Staff offer any further criticism of your short-term growth rate
estimates?

Yes. Staff expresses two additional concerns with the derivation of
dividends in the initial term of my Multi-Stage DCF models. First, Staff
(at 63) notes that in a previous case, the Commission rejected the use of
analysts’ earnings growth estimates to estimate dividend growth. Second,
Staff asserts that because my Multi-Stage DCF analyses rely on historical
earnings per share to estimate future dividends per share for each proxy

company, those estimates are somehow unreliable.

Do you agree with Staff’sinterpretation of the Commission’s order
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with respect to the use of earnings growth estimatesin Case 10-E-
03627

No, [ do not. It is important to note that in that proceeding I proposed
using both the Constant Growth DCF and Multi-Stage DCF models."’
Consequently, the discussion cited by Staff was in reference to the use of
earnings growth estimates to directly compute dividend growth rates using
the Constant Growth DCF model. In these proceedings, I have not relied
on a Constant Growth DCF model. Rather, I have relied on the Multi-
Stage form of the model, and have modeled cash flows specifically in the
form of dividends. The only difference between my approach and Staff’s
is that Staff relies on a single source of estimated dividends (i.e., Value
Line), whereas my method takes the more balanced approach of
combining consensus earnings growth estimates with Value Line’s
projected payout ratios. As noted above, because payout ratios generally
decline during the first stage, the growth rate in dividends is well below
the projected earnings growth rate. Consequently, Staff’s concerns are

misplaced.

Doesthefact that your Multi-Stage DCF models project future

dividends based on historical earnings per shareinvalidatethe

See, Direct Testimony of Robert B. Hevert, Case No. 10-E-0362, at 20.
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results?

No. Staff states (at 61-62) that my Multi-Stage DCF analyses should be
disregarded because 2010 earnings per share figures were used to project
future dividends per share and the 2011 dividends per share derived by the
models do not match with the proxy companies’ subsequently reported
results. However, Staff fails to recognize several important factors. First,
as a practical matter, the analyses included in my direct testimony were
conducted prior to the final earnings announcements for the proxy group
companies. Having updated my analyses for the three months ended June
2012, I now have incorporated the 2011 reported financial results into my
analyses. Second, Staff does not acknowledge that the models we both
rely on utilize estimates of the proxy companies’ future financial
performance. As such, the prices used in our respective analyses represent
a proxy for the current market price for each proxy company, even though
we both rely on a three month historical average price, which, in no case,
is the same as the actual current market price. Similarly, the projected
dividends relied upon by Staff are also estimates, in this case provided by

one source, Value Line.

Indeed, Staft’s own estimates of proxy company dividend growth in the

short term do not match Value Line’s published methodology. As shown
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in Exhibit  (KXD-18), Value Line reports forecast dividends per share
for the years 2015 through 2017. That forecast dividend per share for each
proxy company represents Value Line’s average forecast dividend per
share for that time period. Moreover, Value Line does not project a
dividend per share for 2014. However, to derive an estimate for 2014,
Staff calculates the growth in dividends per share over the 2015 through
2017 time period and applies that growth rate to years 2014 through 2016.
To forecast a 2017 dividend per share estimate for each proxy group
company, Staff applies an estimate of each company’s respective
sustainable growth rate. Clearly, there is a timing mismatch between the
data published by Value Line and the derivation of dividend per share
estimates conducted by Staff. As such, there is no guarantee that the
growth in cash flows will proceed as projected by any single analyst.
Moreover, as discussed earlier, the potential for an analysis to be
influenced by the market view of the forecaster increases where fewer
sources are used to derive an input. The role of the analyst, therefore, is to
determine the reasonableness of the results obtained in consideration of

the robustness of any particular analysis.

Does Staff agree with your long-term growth rate projection?

No. Staff’s model relies on company-specific “sustainable growth”
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estimates as of 2015 through 2017 for the estimate of long-term growth,
whereas (as noted above) [ use an estimate of long-term nominal GDP
growth derived from current market information. Staff notes a number of
concerns regarding the GDP growth rate to project long-term growth in

utility cash flows; I address those concerns in turn, below.

Staff claims (at 65) that by using the GDP growth rate astheterminal
growth ratein the Multi-Stage DCF analyses, you did not “ consider
the unique circumstances facing each company.” What isyour
response?

Staff’s position on the long-term growth rate is not consistent with the
approach underlying its own analysis. While Staff implies that the use of
the sustainable growth rate provides consideration of each company’s
unique circumstances, it is unreasonable to assume that certain proxy
group companies would grow at a rate of nearly three and one half times
expected long-term inflation (Hawaiian Electric has a sustainable growth
rate of 9.26 percent, see Exhibit  (KXD-18)) in perpetuity, while others
would grow at levels below the level of expected long-term inflation in
perpetuity. Such consideration of each company’s unique circumstances
would suggest that Hawaiian Electric is positioned to grow earnings to

such an extent that it will soon overtake its peer group and become the
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dominant electric utility in the United States. Conversely, an investment
in Ameren Corporation, at an annual growth rate of approximately 2.11
percent, would result in the annual dilution of earnings due to inflation of
58 basis points, assuming an annual inflation rate of 2.69 percent. Of
course, as Staff notes (at 62), “reality is an inconvenient truth that cannot
be suspended,” and it is extremely unlikely that Hawaiian Electric’s or
Ameren Corporations’ near-term sustainable growth rate reflects their
unique circumstances over the long term. Likewise, it is highly unlikely
that the growth prospects represented by the near-term sustainable growth

estimates of the remaining proxy group companies are any more reliable.

Absent the ability to properly project the individual prospects of the proxy
group companies over the very long-term, therefore, the GDP growth rate

remains the best estimate of a central tendency among regulated utilities.

Staff notes (at 66) that your testimony “seemsto contradict” your
GDP growth assumption. Do you agree?

No, I do not. What Staff has failed to consider is that Multi-Stage DCF
models project cash flows in perpetuity. As noted in my direct testimony
(at 45):

The assumption is designed to address the
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uncertainty associated with estimating individual

company growth rates over very long time

horizons and is not meant to act as a prediction

that company growth rates in the economy will

indeed converge in practice over any given period.
The purpose of using the GDP growth rate as the long-term growth rate
for all proxy group companies, therefore, is exactly because it is
impossible to accurately predict the “unique circumstances facing each
company” (Staff Witness Duah Testimony at 65). As such, it is apparent
that Staff and I disagree on the likelihood that any given company’s long-
term financial prospects can be accurately modeled in the very long term.
Moreover, while my direct testimony discusses the market data used to
derive my estimates of GDP growth, Staff has not demonstrated the
reasonableness of the near-term sustainable growth estimate, either

individually or in aggregate, as a measure of growth over the very long

term.

Staff citesan article (at 66-67) that challengesthe notion that utilities
would grow at therate of GDP growth over thelongterm. What is
your response?

I simply note that the article cited by Staff, “Rethinking ROE”, advocates

for a bifurcation of the setting of authorized ROEs. In that article, the
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author argues that while the Cost of Equity may be lower than commonly
assumed by regulatory commissions in the setting of authorized ROEs,
those authorized ROEs should be established at a rate higher than the Cost
of Equity. The author states “[i]n a dynamic economy, the notion that
regulators should set utility returns on equity at the Cost of Equity lacks a
solid economic foundation. Regulators who set returns in this fashion
would leave utility executives in the economic doldrums, with no way of
making real progress.” (Exhibit  (KXD-22) at 19-20). The article cited
by Staff is not supportive of Staff’s overall approach in establishing the

Company’s authorized ROE.

What support istherefor the use of GDP growth estimatesin the
Multi-Stage DCF model?

As I noted in my direct testimony (at 45), the Federal Energy Regulatory
Commission (“FERC”) relies on estimates of GDP growth rates in the
calculation of a blended growth estimate in certain cases. Dr. Roger
Morin also discusses this approach as being a commonly accepted
approach, noting “[i]t is useful to remember that eventually all company

growth rates, especially utility services growth rates, converge to a level
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consistent with the growth rate of the aggregate economy.”"

I also note that utility commissions in Alabama, Arizona, Illinois,
Missouri, Montana, New York, Pennsylvania, and Washington have all
considered or relied on growth in GDP in their evaluations of the Cost of
Equity. As stated by the Pennsylvania Public Utility Commission: “[w]e
can think of no other industry that is more closely and inexorably linked to
the long-term growth of our economy, and therefore GDP, as is the

electric utility industry.”"

What are your methodological concernswith Staff’s use of the 2015 —
2017 sustainable growth rate estimate as a measur e of long-term
growth?

The first issue is a matter of timing. Multi-Stage DCF models, as a
practical matter, have projection horizons of 100 to 200 years.'* In fact,

Staff’s model calculates dividends for a 200 year period. Staff’s long-term

Morin, Ph.D., Roger A., New Regulatory Finance, Public Utility Reports, Inc.,
2006, at 308.

Pennsylvania Public Utility Commission, et al. v. West Penn Power Company et
al.; Docket Nos. R-00942986 et. al., Pennsylvania Public Utility Commission,
December 29, 1994.

The long-term nature of the Multi-Stage models is a reason why my calculation
of the long-term real growth rate is appropriate. That is, since the model projects
cash flows for 200 years, and there is no forecast of which I am aware that
includes such a period, it is reasonable to assume that the real growth rate
observed over the past 80 years is an appropriate proxy of the future real growth
rate.
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growth rate calculations, however, are based on Value Line’s three to five
year projection period. That time period overlaps the 196-year terminal
period of Staff’s DCF model only in 2017. Importantly, in describing the
data on its summary page, Value Line describes the data as such:

The historical data (item 26) appear on the left

side and are presented in regular type. We also

project statistical data (item 15) for the next fiscal

year, as well as threeto five yearsinto the

future.”

As such, Value Line’s description of the data provided on its summary

page clearly references the three to five year period over which that

forecast applies. As shown in Exhibit  (RBH-6R), the average portion of

the total value derived from the terminal stage of Staff’s DCF model is
approximately 84.92 percent. Given the importance of the terminal
growth rate to the overall result of Staff’s DCF model, it remains unclear
why a short-term sustainable growth estimate represents a reasonable

estimate of growth in perpetuity.

In addition, it is important to realize that for the purpose of setting utility
rates, the sustainable growth method of estimating long-term growth

requires an estimate of the return on common equity. As Staff’s Exhibit

How to Invest in Common Socks — The Guide to Using the Value Line
Investment Survey, Value Line Publishing, Inc., 2005, at 17. (Emphasis added).
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__ (KXD-18) indicates, the sustainable growth estimate is sometimes
referred to as the “BR + SV” approach, in which the first term (BR) is the
product of the retention ratio and the projected Return on Equity, and the
second term (SV) relates to the growth associated with issuing additional
common equity. Since the “R” in the “BR” approach refers to the return
on common equity, Staff has effectively pre-supposed the 2015 - 2017
return on common equity projected by Value Line for all of the proxy
group companies in perpetuity. Notwithstanding that Staff has assumed
the reasonableness of those projections, Staff’s median DCF result of 8.40
percent is 128 basis points below the median Value Line Return on Equity
estimate of 9.68 percent, which is used to derive Staff’s results. The rather
substantial difference between the return on common equity assumed by
Staff and Staff’s DCF results calls into question the reasonableness of
Staff’s analytical results and recommendation. As such, either Staff’s
estimates of overall proxy company ROEs are too low, or Value Line’s
earned ROE projections are too high, or the Value Line data Staff uses are

not reasonable to project indefinitely.

Do you have any other concernswith Staff’s use of the sustainable
growth rate asthe long-term growth rate?

Yes, I do. Since the fundamental assumption underlying the sustainable
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growth model is that future earnings increase as the retention ratio
increases, it is important to determine whether in practice that actually is
the case. As noted in my direct testimony (at 38), published research on
this topic has concluded the opposite; i.e., that higher dividend payout
ratios (lower retention ratios) are statistically related to higher growth
rates. My direct testimony (at 37) further demonstrated that for the
companies in my original proxy group, there was a statistically significant
negative relationship between the retention ratio and the subsequent five-
year growth rate. As demonstrated in Exhibit  (RBH-5R), the same
holds true for the combined proxy group. Since the premise of the
sustainable growth model is not supported by observable data, and given
that published research supports the observation that increased retention
ratios have been associated with decreased earnings growth rates, I

disagree with Staff’s use of that model in these proceedings.

Staff (at 73) arguesthat your regression resultsdo not apply to the
growth ratesused in Staff’s DCF analysis. What isyour response?
Staff’s position simply misstates the applicability of the analysis
conducted in my direct testimony (and repeated for the combined proxy
group in Exhibit  (RBH-R-5R)). Staff (at 73) states, “[m]y sustainable

growth estimate is the long-term forecasted sustainable growth rate in
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dividends.” However, as Staff notes elsewhere (at 46), “[lJong-term
internal growth will be achieved based upon a company’s earned return on
common equity and on the portion of earnings retained within the
business.” As such, Staff appears to agree with the definition of
sustainable growth presented in my direct testimony (Attachment B),
represented by the familiar formula: g = B*R + S*V. Indeed, it appears
that Staff’s estimate of sustainable growth has little to do with the
“sustainable growth rate in dividends”, but rather is an estimate of an
earnings growth rate based on financial parameters estimated by Value
Line in the near term. While Staff categorizes the sustainable growth
estimates as “long term,” the derivation of those estimates are from near

term estimated financial metrics.

Please continue.

Given that the sustainable growth estimates used by Staff are near-term
earnings growth estimates, it remains reasonable to apply the results of the
regression analysis presented in Exhibit  (RBH- 5R) as a test of
reasonableness in their use. The sustainable growth rate estimate, whether
performed using forecast data or historical data, relies on inputs that
remain relatively consistent over time. Moreover, because the sustainable

growth rate assumes a fundamental relationship that does not necessarily
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exist (e.g., that earnings growth increases with an increase in the earnings
retention ratio), it remains reasonable to use historical data to demonstrate
the inconsistencies in assuming that relationship. My analyses continue to
show a strong negative statistical relationship between earnings retention
ratios and subsequent five-year earnings growth rates. Despite Staff’s
claim to the contrary (at 74), the fact that many of the subsequent five-year
earnings growth rates were negative, despite positive retention ratios,
supports that analysis. Because Staff uses the Value Line three-to-five
year projections of proxy company retention ratios in the derivation of the
sustainable growth estimates, the results of Staff’s two-stage DCF analysis

based on those estimates should not be relied upon.

Do other potential factorssuch as*new debt, external equity [or]
changesin the profitability of the existing assets” (Staff Witness Duah
Testimony at 74) invalidate the results of your regression analysis?
No, they do not. My statistical analysis demonstrates a strong negative
relationship between earnings retention ratios and five year earnings
growth. The inclusion of additional factors in that analysis may provide
additional factors to consider, but does not invalidate the results of my
analyses. Moreover, Staff’s own analysis fails to incorporate assumptions

of new debt or changes in profitability of existing assets in the use of a
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constant sustainable growth rate in perpetuity. Similarly, the median
growth due to external equity issuances, as represented by the “S*V” term
of the sustainable growth formula (0.17 percent) makes up only a very
small proportion of the median sustainable growth estimate used by Staff
(4.22 percent).'® As such, the statistically significant negative relationship
between retention ratios and subsequent earnings growth is directly
applicable to Staff’s application of that estimate of growth in the DCF

model.

Have you performed any other analyses to assess the r easonableness
of Staff’sMulti-Stage DCF results?

Yes, [ have. To test the reasonableness of the growth rate assumptions
used in the 196-year terminal period of Staff’s analysis, I calculated the
required ROE using the data contained in Exhibit  (RBH-6R) but
assuming that investors sold the stock at the end of the first year of the
long-term constant growth stage of the analysis (year five). As discussed
in my direct testimony (at 37-38), the use of a terminal price in the Multi-
Stage DCF model is equivalent to assuming cash flows in perpetuity.
Moreover, the use of a terminal value allows for alternative market

measures of reasonableness to be used to test the terminal growth estimate

Data calculated from Exhibit _ (KXD-18).
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used.

For the reasons discussed above, I first adjusted Staff’s analysis to reflect
the mid-year convention for payment of dividends. I then determined the
terminal sale price at the end of year five by (1) escalating the individual
proxy group companies’ 2015-2017 earnings found in Exhibit  (KXD-
18) by the sustainable growth rate provided in that exhibit; and (2)
multiplying those earnings by the average utility industry P/E ratio
published by Bank of America Merrill Lynch (“BofAML”) in Exhibit

(KXD-20) of approximately 15.47."

What did that analysisreveal?

As shown in Exhibit  (RBH-6R), the result of that analysis increases the
mean and median ROE results to 10.05 percent and 9.72 percent, from
8.74 percent and 8.40 percent (increases of 132 basis points in both

instances).

Moreover, assuming (as Staff does) that dividends grow at a constant rate
from year five forward, the implied growth rate in the terminal stage can

then be determined using the Constant Growth DCF Model equation,

Calculated as the average of 15.2, 15.0, and 16.2.
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which takes the form:

K= D(1+9) +0
Po [1]

Where k represents the ROE, D is the current dividend, Py is the current
market stock price and g is the long-term growth rate. As shown in
Exhibit _ (RBH- 6R), using the calculated ROE and the terminal
dividend yield implies mean and median long-term growth rates of 6.14
percent and 5.92 percent, respectively. Those results are significantly
above the updated 5.65 percent and 5.68 percent long-term growth rates
used in my DCF analyses and significantly exceed Staff’s median terminal

growth estimate of 4.22 percent.

What conclusions do you draw from those analyses?

As an alternative to estimating long-term growth rates, the use of the
current P/E ratio provides a reasonable basis of estimating the terminal
value and, therefore, the Multi-Stage DCF model results. Using the
current P/E ratio and mid-year convention dividend payments, the mean

and median Two-Stage DCF results (based on Staff’s methodology) range
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from 9.72 percent to 10.05 percent.'® Those two reasonable adjustments
to Staff’s analysis produce results that are far more consistent with other

observable data.

Do you have any final observations on this point?

Yes. Staff states (at 64) that “[n]Jominal GDP growth is not truly
representative of the long-term growth rate for a utility.” It is important to
note, however, that my long-term growth estimate is consistent with
BofAML’s estimates of long-term utility growth. Although Staff does not
rely on BofAML’s estimates of utility growth per-se, Staff relies
considerably on BofAML’s market return calculations in estimating the
Company’s ROE. Exhibit  (KXD-20), which is the BofAML
Quantitative Profilesreport, provides estimates of the “Implied Return”
and the “Yield” for the utility industry, as well as the S&P 500 Index. The
Implied Return is derived by BofAML through the use of a Multi-Stage

Dividend Discount Model (“DDM”)." As shown in Exhibit __(KXD-

Please note that I am not suggesting that 9.72 percent or 10.05 percent is an
appropriate DCF result because I disagree with Staff’s sole reliance on Value
Line for dividend projections and Staff’s reliance on median, as opposed to
mean, results.

See, Exhibit  (KXD-20) at 60, where BofAML defines its “Dividend Discount
Model Alpha” as “The implied return from the BofAML Quantitative Strategy
Three-Stage dividend discount model less the required return from a Capital
Asset Pricing Model.” This definition shows that BofAML uses a dividend
discount model and a CAPM to project rates of return.
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20), the May, June and July Implied Returns for the utility industry were
9.80 percent, 9.90 percent, and 9.50 percent, respectively, which produce
an average Implied Return of approximately 9.73 percent. For those same
months (as noted in Exhibit  (KXD-20)), the dividend yield was 4.10
percent, 4.20 percent, and 4.00 percent, respectively, or 4.10 percent on
average. Since the total return consists of capital appreciation (i.e.,
growth) and yield, that data suggests an expected utility growth rate of
approximately 5.63 percent, which, as discussed below, is highly
consistent with the revised long-term growth estimate of 5.65 to 5.68
percent used in my updated Multi-Stage DCF analyses, but 123 basis

points above Staff’s median long-term growth estimate.

Finally, the GDP growth estimate relied upon in my DCF analyses and the
BofAML implied utility industry long-term growth rate both are
significantly lower than the long-term historical nominal GDP growth rate
experienced from 1929 through 2011. According to the Bureau of
Economic Analysis, between 1929 and 2011, GDP grew at an average
annual rate of approximately 6.26 percent and a median rate of
approximately 6.38 percent. As such, the GDP estimate of 5.65 to 5.68
percent included in my updated Multi-Stage DCF model already reflects

lower-than-historical long-term GDP growth.
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C. Risk-Free Rate Component of the Capital Asset Pricing Model
Please briefly summarize the method by which Staff calculatesthe
risk-freerate component of the CAPM.

Staff uses the three-month average yield on ten and 30-year Treasury
securities for the period April 2012 through June 2012 as the risk-free rate
component of the CAPM. In support of that method, Staff notes (at 54)
that “blending of the 10-year and 30-year Treasury Bond Yields is a
reasonable estimate of the risk-free rate over most investors’ time
horizon.” Moreover, Staff argues (at 67) that “the most prominent
argument in favor of the 30-year bond as a proxy for risk-free rate” in my
direct testimony is “that the yield should match the life of the underlying

assets.”

Isit the case that the term of therisk-freerate should match

investors assumed holding periods?

No, it is not. My direct testimony discusses that the investment horizon of
utility investors is not a consideration in the selection of the risk-free rate
used to estimate the Company’s ROE. As noted in my direct testimony,
the term of the Treasury security used to establish the risk-free rate should

match the life of the underlying investment, not the holding period of the
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investor. As Staff notes, in my direct testimony, I provided a citation to
Morningstar, Inc. (at 51-52) (formerly Ibbotson Associates), which noted
that:

The horizon of the chosen Treasury security

should match the horizon of whatever is being

valued...If an investor plans to hold stock in a

company for only five years, the yield on a five-

year Treasury note would not be appropriate since

the company will continue to exist beyond those

five years.
I further noted that “[b]ecause utility companies represent long-duration
investments, it is appropriate to use yields on long-term Treasury Bonds as
the risk-free rate component of the CAPM.” However, the investment
horizon of utility investors is not directly related to the duration of the

utility’s common equity, nor is it related to the utility’s underlying asset

life.

Staff claims (at 67) that the age of a company’s plant isirrelevant
becauseitsrisk can be diversified away. Do you agree with that
claim?

No, I do not, insofar as the asset life of a company’s plant is representative
of the long-term nature of that Company’s economic life. The purpose of

using the risk-free rate in this manner is to determine what return an
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investor would require in the absence of market risk for a given security.
As such, the risk-free rate for all common equity valuations, and
particularly for regulated common equity valuations, should properly
reflect the underlying riskless component of that common equity
security’s risk-adjusted return. As discussed by Dr. Roger Morin:

...because common stock is a long-term

investment and because the cash flows to

investors in the form of dividends last indefinitely,

the yield on very long-term government bonds,

namely, the yield on 30-year Treasury bonds, is

the best measure of the risk-free rate for use in the

CAPM and Risk Premium methods.*
In essence, common equity ownership represents a perpetual claim on the
subject company’s cash flows and as such, the longest-term Treasury

security best fits the risk-free rate component of the CAPM. In this sense,

the 30-year Treasury yield is the most appropriate rate for that purpose.

Staff further claims (at 67) that if the age of a company’s plant isto be
consider ed, the aver age age of plant for the S& P 500 Companies
should be therelevant benchmark. What isyour responseto that
point?

Staff’s claim does not conform to the common use and interpretation of

20

Morin, Ph.D., Roger A., New Regulatory Finance, Public Utility Reports, Inc.,
2006, at 151.
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the CAPM in estimating required ROEs. As noted above, the risk
premium established by the use of the Beta Coefficient and the MRP is
meant to represent the undiversifiable risk of the common equity over and
above a riskless investment. The riskless investment, represented in the
model by the risk-free rate, corresponds directly to whatever is being
valued. To use a risk-free rate that does not correspond directly to the
security being valued would misstate the underlying risk-free rate and

therefore the required ROE.

I's Staff’sassumption that 10-year and 30-year treasury yieldsare
equally valid measures of therisk-freerate supported by its data?
No, it is not. Staff’s Exhibit  (KXD-20) shows that, according to
BofAML, as of July 2012, the equity duration of all utility stocks is
approximately 29.00 years, while the same measure is approximately
26.50 years for all stocks in the BofAML Universe and 26.40 years for the
S&P 500 index. Moreover, I note that, based on Staff’s Two-Stage DCF
analysis, as shown in Exhibit  (RBH-7R), the average Equity Duration
of Staff’s proposed proxy group is approximately 36.34 years. The
median equity duration is 22.79. Those observations support the position

that utility companies are “long duration investments.”

Page 46 of 61

48



10

11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201
Case 12-G-0202

Rebuttal Testimony of Robert B. Hevert

As discussed in my direct testimony, a “common investment strategy is to
match the duration of investments with the term of the underlying asset in
which the funds are being invested, or the term of the liability being
funded.” That investment strategy is particularly relevant to the electric
utility stocks that comprise the combined proxy group, as institutional
investors own (on average) 62.86 percent of those companies’ shares. See

Exhibit _ (RBH-SR).

What conclusions do you draw asto the appropriate risk-freerateto
employ with the CAPM in this case?

As I noted in my direct testimony (at 51-52), the term of the risk-free rate
employed in the CAPM analysis should match the expected life of the
assets underlying the entity being valued. Knowing that the Company’s
assets have an average useful life of over 35 years, having reviewed the
equity duration estimates included in the Quantitative Profiles report, and
seeing no direct connection between the maturity length of a given
security and any measure of investor holding period, it continues to be my
view that the 30-year Treasury yield is a reasonable measure of the risk-

free rate for the purposes of the CAPM models.
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D. Market Risk Premium Used in CAPM

How does Staff determine the Market Risk Premium to be used in the
CAPM?

Staff calculates the MRP as the difference between the average of the
required and implied market return as calculated by BofAML, and the
average of the three-month 10-year and 30-year Treasury yields as the

risk-free rate.

Please describe the approach to estimating the MRP presented in your
direct testimony.

In my direct testimony, I incorporated the calculation of the implied
market return using consensus projected analyst growth rates and current
expected dividend yields (that is, the Constant Growth DCF model) on a
market capitalization-weighted basis for the S&P 500 Index to calculate
the required market return. From that required market return, I calculated
the MRP by subtracting the current three-month average yield on 30-year

Treasury securities.

What is Staff’sresponse to your MRP estimate?
Staff states (at 69) that my direct testimony employs a “simplistic

approach that subtracts the 30-Year Treasury Bond Yield ...from his

Page 48 of 61

50



10

11

12

13

14

15

16

17

18

19

Case 12-E-0201
Case 12-G-0202

Rebuttal Testimony of Robert B. Hevert

expected market return ... to arrive at 10.11% for his CAPM and ECAPM
analysis.” Staff takes issue with the growth rate used to calculate the
required market return, noting (at 69) that “...it is unlikely that any
reasonable investor would think that the S&P 500 would earn this high
return on a forward going basis.” Staff then proceeds at some length (at
69-72) to cite published studies that call into question the reasonableness
of required returns on the S&P 500 index in excess of 4.00 percent to

“about 8 percent.”

What isyour response to Staff on that point?

I simply note that Staff’s own estimate (Exhibit __ (KXD-21)) of the total
market return is approximately 12.35 percent. Based on the dividend
yields published by BofAML (Exhibit _ (KXD-20)) in the studies relied
upon by Staff of approximately 2.20 percent,”' the implied growth rate
assumed by Staff’s MRP estimate is approximately 10.15 percent.”> That
growth rate is, of course, well above the levels cited in Staff’s own

testimony as being reasonable.

Finally, as shown in Exhibit  (RBH-3R), based on my updated CAPM

21
22

Equals the average of 2.10 percent, 2.30 percent, and 2.20 percent.
Equals 12.35 percent - 2.20 percent.
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analyses, the updated required return on the S&P 500 was 12.88 percent,
which is consistent with the estimate relied upon by Staff. Moreover, the
implied risk premium derived from my analysis is within three basis
points of Staff’s estimate. As such, most of the difference between Staft’s
estimate of the MRP and the estimate provided in my direct testimony can
be attributed simply to timing differences, and not, as Staff implies, to
significant differences in approach or estimation. Staff’s concerns,

therefore, are entirely misplaced.

Do you have any additional comments on Staff’s calculation of the
MRP using BofAML data?

There is one additional factor to consider regarding Staff’s reliance on the
BofAML market return projections. As discussed below, Staff takes issue
with the use of Bloomberg’s Beta Coefficients. As such, to match the
source of Staff’s preferred Beta Coefficients with an estimate of the MRP,
it is reasonable to consider Value Line’s market return projections, in
addition to those provided by BofAML. As shown in Exhibit  (RBH-
9R), Value Line provides estimates of the future total return for all of the
companies it follows. Based on those projections and the market
capitalization reported by Value Line, it is possible to calculate Value

Line’s expected total market return using the same index that it uses to
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calculate the Beta Coefficients relied upon by Staff. As Exhibit  (RBH-
9R) shows, Value Line projects a total market return of approximately
16.11 percent on a simple average basis and 13.57 percent on a market
capitalization-weighted basis, which imply MRPs of 13.17 percent and
10.63 percent, respectively, based on the 2.94 percent risk-free rate used in

my updated CAPM analyses. (Exhibit  (RBH-9R)).

E. Beta Coefficients Used in CAPM

What measur e of the Beta Coefficient does Staff rely upon?

Whereas my direct testimony considered Beta estimates from both Value
Line and Bloomberg, along with an estimate derived from Bloomberg data
over an eighteen month time period, Staff exclusively relies on Value Line
for the Beta Coefficients in the CAPM analyses. Staff notes (at 84) that:

Bloomberg’s beta calculation is based on monthly
data over a 2-year period while Value Line’s beta
calculation is based on weekly data over a five-
year period. As a result, the Bloomberg data is
relatively short-term in nature and includes only
24 months of data points. On the other hand,
Value Line calculates its beta coefficient over five
years with 260 weekly data points. The Value
Line methodology helps smooth any volatility that
might be present in betas. In addition, the longer-
term nature of the Value Line beta represents a
more accurate assessment of the long-term risk
expectations of investors and the greater number
of data points render the Value Line estimates
statistically more reliable.
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Staff also notes (at 48-49) that “[a] beta above 1 means the stock has
greater risk than the market; a beta below 1 means that the stock has less

risk than the market.”

Do you share Staff’ s assessment in that regard?

As a practical matter, the average Beta Coefficients provided by
Bloomberg and Value Line for the combined proxy group are within four
basis points of one another. Moreover, we agree that it is reasonable to
consider Value Line-reported Beta Coefficients in the CAPM analysis and
that it is appropriate to use adjusted Beta Coefficients in the CAPM.
However, although Staff acknowledges that the Beta Coefficient is a
measure of risk derived from market information, Staff fails to recognize
that the inputs used to derive it are subject to certain limiting assumptions.
As such, reliance on only the Value Line reported Beta Coefficient must

make sense in the context of current market relationships.

Isit appropriatetorely solely on Value Line Beta Coefficients?
No, it is not. As a preliminary matter, Staff is incorrect that the
Bloomberg Beta coefficients are calculated based on only 24 data points.

In fact, the Bloomberg Beta coefficients relied upon in my analyses are
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calculated using weekly returns over the course of two years. Moreover,
the Value Line Beta coefficient may not be calculated in all cases in the
manner described by Staff. In that regard, Value Line notes that the Beta
Coefficient reported for the companies it follows is:

a relative measure of the historical sensitivity of
the stock’s price to overall fluctuations in the New
York Stock Exchange Composite Index. A Beta of
1.50 indicates a stock tends to rise (or fall) 50%
more than the New York Stock Exchange
Composite Index. The ‘‘Beta coefficient’’ is
derived from a regression analysis of the
relationship between weekly percentage changes
in the price of a stock and weekly percentage
changes in the NYSE Index over a period of five
years. In the case of shorter price histories, a
smaller time period is used, but two years is the
minimum. The Betas are adjusted for their long-
term tendency to converge toward 1.00.%

As such, while Value Line does provide a calculation of the Beta

Coefficient over a five-year period in most cases, it appears that there may

be cases where that time period is less.

More importantly, however, the composition of the New York Stock
Exchange Composite Index (the “NYSE Index”) may not be as

representative of the performance of the U.S. equity markets as the S&P

23

How to Invest in Common Socks — The Guide to Using the Value Line
Investment Survey, Value Line Publishing, Inc., 2005, at 31.

Page 53 of 61

55



10

11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201
Case 12-G-0202

Rebuttal Testimony of Robert B. Hevert

500 Index used in the default Bloomberg Beta Coefficient calculation.
Moreover, the BofAML total market return used by Staff in calculating the
MRP is based on the returns of the S&P 500 Index, not the NYSE Index.
As such, consideration of the Bloomberg Beta Coefficients would
incorporate data that is better matched to the BofAML market return

estimates.

Why isthe difference between the NY SE Index and the S& P 500
Index relevant to calculating the CAPM results?

Because the NYSE Index includes all securities traded on the New York
Stock Exchange, a significant number of foreign companies are
represented in that Index. As shown in Exhibit  (RBH-10R), of the
1,846 companies included in the index, 408 of those companies (22.10
percent) are domiciled outside the United States. More importantly,
however, because the index is market capitalization-weighted, fully 35.96
percent of the NYSE Index performance is determined by the performance
of foreign corporations. By comparison, the S&P 500 Index incorporates
only thirteen companies with foreign domiciles (2.60 percent) with a
market capitalization comprising only 1.82 percent of the total. While the
component companies of both indexes are subject to similar global market

pressures, there are factors such as tax treatment, dividend policies, and
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differing regulatory systems that may influence overall market
performance. As such, it remains prudent to consider alternative measures
of utility Beta Coefficients that are less reliant on the performance of
foreign equity securities, such as Bloomberg’s default Beta Coefficients.

Here again, Staff’s concerns are misplaced.

Isafive-year period required to estimate a company’s Beta
Coefficient?

No it is not, particularly when that five-year period may not be
representative of investor expectations. Indeed, as discussed in my direct
testimony (at 50-51), during the early stages of the financial crisis, the
relationship between the proxy group average return and the return on the
overall market diverged significantly. As a result of that dislocation, Beta
Coefficients calculated based on market data during that period were

lower than would be expected.

I also note that financial data services such as Bloomberg enable analysts
to specify the analytical period (e.g., six, twelve, twenty-four, sixty
months, etc.), the holding period (e.g., daily, weekly, monthly, etc.), and

the index (e.g., S&P 500, Dow Industrial, NYSE Composite Index, etc.)
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used to calculate Beta Coefficients.** It is clear, therefore, that Bloomberg
recognizes that analysts and investors alike consider the nature of the
current market environment, determine when the default calculations
published by standard sources such as Value Line are less relevant than
alternative specifications, and develop Beta Coefficients in a more
meaningful manner. The calculation of Beta Coefficients based on more
current data therefore is consistent with the actual practice of analysts and
investors and is analogous to the use of current stock prices in the DCF

model.

As Staff notes, Value Line’s Beta Coefficients are calculated using return
data over a five-year period. Because the Value Line Beta Coefficients
include market data from the financial market dislocation, those Beta
Coefficients tend to misrepresent the “systematic” risk that investors are
compensated for in the CAPM analyses. For that reason, I also include
Beta Coefficients calculated over a two-year period as provided by

Bloomberg.

What areyour conclusionswith regard to the selection of the

appropriate Beta Coefficient for your CAPM?

24

As noted above, Value Line also modifies the analytical period in certain cases.

Page 56 of 61

58



10

11

12

13

14

15

16

17

18

19

20

21

Case 12-E-0201
Case 12-G-0202

A.

Rebuttal Testimony of Robert B. Hevert

As discussed in my direct testimony, the Beta Coefficient used to estimate
the required ROE should reflect the level of unsystematic risk expected to
occur for a particular equity security into the future. It remains
appropriate, therefore, to consider the time period and the relevant market
index selected in the calculation of the Beta Coefficient. That is
particularly true in light of Staff’s assessment (at 49-50) that “[h]istorical
estimates [of Beta] only reflect the past riskiness of an equity security that
may not be representative of the future riskiness that is relevant to equity
investors.” By extension, by exclusively relying on Value Line’s reported
Beta Coefficients and not reviewing alternative market information, Staff

has explicitly ignored information that may be relevant to equity investors.

F. Business Risks

What is Staff’sresponse to your discussion of businessrisksfaced by
the Company?

Staff offers no response to the discussion of specific business risks faced
by the Company. Rather, Staff reviews the average business risk and
financial risk profiles of the Staff proxy group companies published by
Standard and Poor’s and determines (at 55) that “there are no material

differences in business and financial risks between the Company and the

proxy group.”
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What isyour response to Staff’s conclusionsin that regard?

Staff and I disagree that the S&P business risk rankings alone should be
considered a specific benchmark for equity investor risk perceptions. The
business risk rankings cited by Staff are particularly directed toward the
interests of debt investors. My analysis of relative regulatory risk also
relied on regulatory rankings provided by Regulatory Research Associates
(“RRA”), which provides regulatory risk rankings from an equity investor
perspective. Exhibit  (RBH-6) of my direct testimony shows the
similarities between both debt and equity investors’ perceptions of New
York’s regulatory risk. To demonstrate the significance equity investors
put on regulatory risk, I updated that exhibit (Exhibit  (RBH-12R)) to
include all companies in the combined proxy group. As shown in Chart 2
(below) and Exhibit  (RBH-12R), an analysis of each company’s
regulatory risk score and the company’s Beta Coefficient calculated using
Value Line’s methodology shows a significant negative relationship.”
That is, as the perceived regulatory risk score of a utility decreases (i.e.,
regulatory risk increases), the Beta Coefficient increases.”® That analysis
demonstrates that equity investors require higher equity returns from

companies that are perceived to carry a higher regulatory risk.

25

26

Value Line’s reported Beta Coefficients are only updated periodically and are
rounded to the nearest 0.05 (five hundredth); therefore a more precise calculated
value was used for this analysis.

A lower regulatory risk score denotes a higher perceived regulatory risk.
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CHART 2: Proxy Group Regulatory Risk
Relative to Beta Coefficient
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Summary and Conclusions

Please summarize the updated analyses contained in your rebuttal

testimony asthey relateto the Cost of Equity.

Using data as of June 29, 2012, I have updated my DCF (both Multi-Stage

models) and CAPM analyses. I have calculated the Commission’s

preferred two-thirds/one-third weighting convention in my consideration

of those results. For the purposes of my CAPM analyses, I have updated

my forward-looking MRP, and have provided Beta coefficients based on

more recent market data. Finally, I have updated the analysis of operating

utility capital structures contained in my direct testimony, which continues
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to support the capital structure proposed by Niagara Mohawk (Exhibit
(RBH-14R)). I have performed those analyses using a proxy group
comprised of all the proxy companies contained in my and Staff’s

proposed proxy groups.

In addition to the analyses described above, I also have performed a series
of calculations to demonstrate the level of additional support for my
analyses contained in independent market data, as well as data presented
in Staff’s direct testimony and exhibits. To that point, I have
demonstrated that two simple modifications to Staff’s DCF analysis (i.e.,
the use of a mid-year discounting convention and a terminal P/E ratio)
produce analytical results that are 132 basis points higher on a mean and

median basis.

Please discuss your analytical results.
As shown in Table 3 (below) and Exhibit  (RBH-15R), the range of
results, performed using the combined proxy group and the Commission’s

preferred weighting methodology, supports an ROE of 10.22 percent.
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Table 3: Summary of Results
Combined

Proxy
Group

Average DCF Results 10.20%

Average CAPM Results 10.28%

Return on Equity (NYPSC Averaging Convention 2/3 DCF+1/3 CAPM) 10.22%

Q. Doesthis conclude your testimony?

A. Yes, it does.
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Exhibit _ (RBH-1R)
Exhibit _ (RBH-2R)
Exhibit _ (RBH-3R)
Exhibit _ (RBH-4R)
Exhibit _ (RBH-5R)
Exhibit _ (RBH-6R)
Exhibit _ (RBH-7R)
Exhibit _ (RBH-8R)
Exhibit _ (RBH-9R)
Exhibit _ (RBH-10R)
Exhibit _ (RBH-11R)
Exhibit _ (RBH-12R)
Exhibit _ (RBH-13R)
Exhibit _ (RBH-14R)
Exhibit _ (RBH-15R)

Index of Exhibits

Two-Stage DCF Model - 3 Month Average Price
Three-Stage DCF Model - 3 Month Average Price
Capital Asset Pricing Model

Dividends Coefficient of Variation

Retention Ratio Regression

Staff Adjusted Results

Duration

Institutional Ownership

Value Line Market Risk Premium

NYSE and S&P 500 Domicile

Regulatory Risk

Regulatory Risk and Beta

Stay-Out Premium

Capital Structure

Summary Table
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Exhibit  (RBH-IR)

Two-Stage DCF Model - 3 Month Average Price
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Niagara Mohawk Power Corporation
TWO-STAGE DCF NOTES d/b/a National Grid
Cases 12-E-0201 12-G-0202

) o Exhibit __ (RBH-1R)
Source: Bloomberg Professional; based on three-month historical average Page 4 of 4

Source: Zacks

Source: Value Line

Source: Yahoo! Finance

Equals average of Columns [2], [3] and [4]

Source: EIA Annual Energy Outlook 2012, Bloomberg Professional, Bureau of Economic Analysis
Source: Value Line

Source: Value Line

Equals industry average historical payout ratio (1987-present)

Equals Column [1] + Column [62]

Equals result of Excel Solver function; goal: Column [10] equals $0.00

Equals (Column [19] / Column [14]) ~ (1/(2016-2011)) - 1

Equals (Column [29] / Column [19]) ~ (1/(2026-2016)) - 1

Source: Value Line

Equals Column [14] x (1 + Column [5])

Equals Column [15] x (1 + (Column [5] / 2))

Equals Column [16] x (1 + Column [5])

Equals Column [17] x (1 + Column [5])
Equals Column [18] x (1 + Column [5
Equals Column [19] x (1 + Column [6
Equals Column [20] x (1 + Column [6
Equals Column [21] x (1 + Column [6
Equals Column [22] x (1 + Column [6
Equals Column [23] x (1 + Column [6
Equals Column [24] x (1 + Column [6
Equals Column [25] x (1 + Column [6
Equals Column [26] x (1 + Column [6
Equals Column [27] x (1 + Column [6
Equals Column [28] x (1 + Column [6
Equals Column [7]

Equals Column [30] + ((Column [34] — Column [30]) / 4)

Equals Column [31] + ((Column [34] — Column [30]) / 4)

Equals Column [32] + ((Column [34] — Column [30]) / 4)

Equals Column [8]

Equals Column [9]

Equals Column [9]

Equals Column [9]

Equals Column [9]

Equals Column [9]

Equals Column [9]

Equals Column [9]

Equals Column [9]

Equals Column [9]

Equals Column [9]

Equals Column [15] x Column [30]

Equals Column [16] x Column [31]

Equals Column [17] x Column [32]

Equals Column [18] x Column [33]

Equals Column [19] x Column [34]

Equals Column [20] x Column [35]

Equals Column [21] x Column [36]

Equals Column [22] x Column [37]

Equals Column [23] x Column [38]

Equals Column [24] x Column [39]

Equals Column [25] x Column [40]

Equals Column [26] x Column [41]

Equals Column [27] x Column [42]

Equals Column [28] x Column [43]

Equals Column [29] x Column [44]

Equals (Column [59] x (1 + Column [6])) / (Column [11] — Column [6])

Equals Column [60] / Column [29]

Equals negative net present value; discount rate equals Column [11], cash flows equal Column [63] through Column [78]
Equals $0.00

Equals ((12/31/12 - 6/29/2012) / 365) x Column [45]

Equals Column [46]

Equals Column [47]

Equals Column [48]

Equals Column [49]

Equals Column [50]

Equals Column [51]

Equals Column [52]

Equals Column [53]

Equals Column [54]

Equals Column [55]

Equals Column [56]

Equals Column [57]

Equals Column [58]

Equals Column [59] + Column [60]

1
D
D
D
D
D
D
D
D
D
D
D
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Exhibit  (RBH-2R)



Case 12-E-0201
Case 12-E-0202
Rebuttal Testimony of Robert B. Hevert

Exhibit  (RBH-2R)

Three-Stage DCF Model - 3 Month Average Price
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Niagara Mohawk Power Corporation

d/b/a National Gri
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THREE-STAGE DCF NOTES

Source: Bloomberg Professional; based on three-month historical average
Yahoo! Finance, Zacks & Value Line; equals average earnings growth estimate
Source: EIA Annual Energy Outlook 2012, Bloomberg Professional, Bureau of Economic Analysis
Source: Value Line
Source: Value Line
Equals industry average historical payout ratio (1987-present)
Equals Column [1] + Column [60]
Equals result of Excel Solver function; goal: Column [7] equals $0.00
Equals (Column [17]/ Column [12]) ~ (1/(2016-2011)) - 1
Equals (Column [22] / Column [17]) ~ (1/(2021-2016)) - 1
Equals (Column [27] / Column [22]) ~ (1/(2026-2021)) - 1
Source: Value Line
Equals Column [12] x (1 + Column [2])
Equals Column [13] x (1 + (Column [2] / 2)
Equals Column [14] x (1 + Column [2])
Equals Column [15] x (1 + Column [2])
Equals Column [16] x (1 + Column [2])
Equals (1 + (Column [2] + (((Column [3] — Column [2]) / (2021 — 2016 + 1)) x (2017 — 2016)))) x Column [17]
Equals (1 + (Column [2] + (((Column [3] — Column [2]) / (2021 — 2016 + 1)) x (2018 — 2016)))) x Column [18]
Equals (1 + (Column [2] + (((Column [3] — Column [2]) / (2021 — 2016 + 1)) x (2019 — 2016)))) x Column [19]
Equals (1 + (Column [2] + (((Column [3] — Column [2]) / (2021 — 2016 + 1)) x (2020 — 2016)))) x Column [20]
Equals (1 + (Column [2] + (((Column [3] — Column [2]) / (2021 — 2016 + 1)) x (2021 — 2016)))) x Column [21]
Equals Column [22] x (1 + Column [3])
Equals Column [23] x (1 + Column [3])
Equals Column [24] x (1 + Column [3
Equals Column [25] x (1 + Column [3
Equals Column [26] x (1 + Column [3
Equals Column [4]
Equals Column [28] + ((Column [32] — Column [28]) / 4)
Equals Column [29] + ((Column [32] — Column [28]) / 4)
Equals Column [30] + ((Column [32] — Column [28]) / 4)
Equals Column [5]
Equals Column [32] + ((Column [38] — Column [32]) / 7)
Equals Column [33] + ((Column [38] — Column [32]) / 7)
Equals Column [34] + ((Column [38] — Column [32]) / 7)
[
[

)
)
)

Equals Column [35] + ((Column [38] — Column [32]) / 7)
Equals Column [36] + ((Column [38] — Column [32]) / 7)
Equals Column [6]

Equals Column [6]

Equals Column [6]

Equals Column [6]

Equals Column [6]

Equals Column [13] x Column [28]
Equals Column [14] x Column [29]
Equals Column [15] x Column [30]
Equals Column [16] x Column [31]
Equals Column [17] x Column [32]
Equals Column [18] x Column [33]
Equals Column [19] x Column [34]
Equals Column [20] x Column [35]
Equals Column [21] x Column [36]
Equals Column [22] x Column [37]
Equals Column [23] x Column [38]
Equals Column [24] x Column [39]
Equals Column [25] x Column [40]
Equals Column [26] x Column [41]
Equals Column [27] x Column [42]

Equals (Column [57] x (1 + Column [3])) / (Column [8] — Column [3])
Equals Column [58] / Column [27]

Niagara Mohawk Power Corporation
d/b/a National Grid

Cases 12-E-0201 12-G-0202

Exhibit __ (RBH-2R)

Page 4 of 4

Equals negative net present value; discount rate equals Column [8], cash flows equal Column [61] through Column [76]

Equals $0.00

Equals ((12/31/12 - 6/29/12) / 365) x Column [43]
Equals Column [44]

Equals Column [45]

Equals Column [46]

Equals Column [47]

Equals Column [48]

Equals Column [49]

Equals Column [50]

Equals Column [51]

Equals Column [52]

Equals Column [53]

Equals Column [54]

Equals Column [55]

Equals Column [56]

Equals Column [57] + Column [58]
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CAPM AND ZERO BETA CAPM USING EX-ANTE MARKET RISK PREMIUM CALCULATION
(3] [4] [5] [6] [7] [8]
Market DCF

Risk-Free Derived Zero Beta Average

Rate Average Beta  Risk-Premium CAPM CAPM CAPM

[1] Combined Proxy Group Bloomberg Beta 2.94% 0.683 9.94% 9.72% 10.51% 10.12%

[2] Combined Proxy Group Value Line Beta 2.94% 0.720 9.94% 10.09% 10.79% 10.44%

Average:  9.91% 10.65% 10.28%
Notes:

[1] Source: Bloomberg Professional

[2] Source: Value Line

[3] Source: Bloomberg Professional, 3-month average of 30-year Treasury
[4] see Notes[1] and [2]

[5] Source: Exhibit No.  (RBH-15) page 2

[6] Equals Col. [3] + (Col. [4] x Col. [5])

[7] Equals Col. [3] + (0.25 x Col. [5]) + (0.75 x Col. [4] x Col. [5])

[8] Average of Col. [6] & Col. [7]
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MARKET RISK PREMIUM DERIVED FROM ANALYSTS' LONG-TERM GROWTH ESTIMATES

[1] [2] [3]
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Page 2 of 8

Estimated Weighted Index S&P 500
Weighted Index Long-Term Est. Required
Dividend Yield Growth Rate Market Return
221% 10.56% 12.88%
[4] Current 30-Year Treasury (3-month average) 2.94%
[5] Implied Market Risk Premium: 9.94%
STANDARD AND POOR'S 500 INDEX
[6] 71 [8] 91 [10]
Cap-Weighted
Weight in Long-Term Long-Term Estimated Cap-Weighted
Name Ticker Index Growth Est. Growth Est. Dividend Yield  Dividend Yield
3M CO MMM 0.49% 12.50% 0.06% 2.63% 0.01%
ABBOTT LABORATORIES ABT 0.80% 10.02% 0.08% 3.18% 0.03%
ABERCROMBIE & FITCH CO-CL A ANF 0.02% 20.44% 0.00% 1.82% 0.00%
ACCENTURE PLC-CL A ACN 0.31% 13.67% 0.04% 2.26% 0.01%
ACE LTD ACE 0.20% 7.56% 0.02% 2.51% 0.00%
ADOBE SYSTEMS INC ADBE 0.13% 11.17% 0.01% 0.00% 0.00%
ADVANCED MICRO DEVICES AMD 0.03% 9.72% 0.00% 0.00% 0.00%
AES CORP AES 0.08% 8.00% 0.01% 0.59% 0.00%
AETNA INC AET 0.11% 10.60% 0.01% 1.75% 0.00%
AFLAC INC AFL 0.16% 13.33% 0.02% 3.12% 0.00%
AGILENT TECHNOLOGIES INC A 0.11% 11.38% 0.01% 0.67% 0.00%
AGL RESOURCES INC GAS 0.04% 4.00% 0.00% 4.72% 0.00%
AIR PRODUCTS & CHEMICALS INC APD 0.14% 10.09% 0.01% 3.03% 0.00%
AIRGAS INC ARG 0.05% 13.37% 0.01% 1.72% 0.00%
AKAMAI TECHNOLOGIES INC AKAM 0.05% 14.71% 0.01% 0.00% 0.00%
ALCOA INC AA 0.07% 10.00% 0.01% 1.48% 0.00%
ALEXION PHARMACEUTICALS INC ALXN 0.15% 41.02% 0.06% 0.00% 0.00%
ALLEGHENY TECHNOLOGIES INC ATI 0.03% 15.00% 0.00% 2.27% 0.00%
ALLERGAN INC AGN 0.23% 14.39% 0.03% 0.22% 0.00%
ALLSTATE CORP ALL 0.14% 9.00% 0.01% 2.49% 0.00%
ALPHA NATURAL RESOURCES INC ANR 0.02% 5.00% 0.00% 0.00% 0.00%
ALTERA CORP ALTR 0.09% 14.71% 0.01% 0.94% 0.00%
ALTRIA GROUP INC MO 0.56% 7.54% 0.04% 4.94% 0.03%
AMAZON.COM INC AMZN 0.81% 29.06% 0.24% 0.00% 0.00%
AMEREN CORPORATION AEE 0.06% -4.00% 0.00% 4.77% 0.00%
AMERICAN ELECTRIC POWER AEP 0.15% 4.33% 0.01% 4.74% 0.01%
AMERICAN EXPRESS CO AXP 0.53% 11.60% 0.06% 1.36% 0.01%
AMERICAN INTERNATIONAL GROUP AIG 0.44% 12.33% 0.05% 0.00% 0.00%
AMERICAN TOWER CORP AMT 0.22% 21.59% 0.05% 1.24% 0.00%
AMERIPRISE FINANCIAL INC AMP 0.09% 10.55% 0.01% 2.44% 0.00%
AMERISOURCEBERGEN CORP ABC 0.08% 13.00% 0.01% 1.27% 0.00%
AMGEN INC AMGN 0.45% 9.84% 0.04% 2.03% 0.01%
AMPHENOL CORP-CL A APH 0.07% 15.00% 0.01% 0.72% 0.00%
ANADARKO PETROLEUM CORP APC 0.26% 12.85% 0.03% 0.55% 0.00%
ANALOG DEVICES INC ADI 0.09% 12.33% 0.01% 3.09% 0.00%
AON PLC AON 0.12% 10.67% 0.01% 1.33% 0.00%
APACHE CORP APA 0.27% 7.68% 0.02% 0.78% 0.00%
APARTMENT INVT & MGMT CO -A AIV 0.03% 9.26% 0.00% 2.80% 0.00%
APOLLO GROUP INC-CL A APOL 0.03% 9.80% 0.00% 0.00% 0.00%
APPLE INC AAPL 4.32% 21.13% 0.91% 0.46% 0.02%
APPLIED MATERIALS INC AMAT 0.12% 8.67% 0.01% 2.88% 0.00%
ARCHER-DANIELS-MIDLAND CO ADM 0.15% 10.00% 0.02% 2.32% 0.00%
ASSURANT INC AlZ 0.02% 10.33% 0.00% 2.27% 0.00%
AT&T INC T 1.65% 6.33% 0.10% 4.96% 0.08%
AUTODESK INC ADSK 0.06% 12.40% 0.01% 0.00% 0.00%
AUTOMATIC DATA PROCESSING ADP 0.22% 10.20% 0.02% 2.78% 0.01%
AUTONATION INC AN 0.03% 20.33% 0.01% n/a 0.00%
AUTOZONE INC AZO 0.11% 16.57% 0.02% 0.00% 0.00%
AVALONBAY COMMUNITIES INC AVB 0.11% 10.00% 0.01% 2.75% 0.00%
AVERY DENNISON CORP AVY 0.02% 7.00% 0.00% 3.95% 0.00%
AVON PRODUCTS INC AVP 0.06% 5.08% 0.00% 5.70% 0.00%
BAKER HUGHES INC BHI 0.14% 20.67% 0.03% 1.45% 0.00%
BALL CORP BLL 0.05% 10.00% 0.01% 0.97% 0.00%
BANK OF AMERICA CORP BAC 0.70% 8.67% 0.06% 0.52% 0.00%
BANK OF NEW YORK MELLON CORP BK 0.21% 9.65% 0.02% 2.39% 0.00%
BAXTER INTERNATIONAL INC BAX 0.23% 8.76% 0.02% 2.57% 0.01%
BB&T CORP BBT 0.17% 9.44% 0.02% 2.53% 0.00%
BEAM INC BEAM 0.08% 12.55% 0.01% 1.31% 0.00%
BECTON DICKINSON AND CO BDX 0.12% 8.00% 0.01% 2.38% 0.00%
BED BATH & BEYOND INC BBBY 0.11% 14.54% 0.02% 0.00% 0.00%
BEMIS COMPANY BMS 0.03% 6.00% 0.00% 3.24% 0.00%
BERKSHIRE HATHAWAY INC-CL B BRK/B 0.71% n/a n/a n/a 0.00%
BEST BUY CO INC BBY 0.06% 7.76% 0.00% 3.13% 0.00%
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Cap-Weighted
Weight in Long-Term Long-Term Estimated Cap-Weighted
Name Ticker I ndex Growth Est. Growth Est. Dividend Yield  Dividend Yield
BIG LOTS INC BIG 0.02% 10.78% 0.00% n/a 0.00%
BIOGEN IDEC INC BIIB 0.27% 13.65% 0.04% 0.00% 0.00%
BLACKROCK INC BLK 0.22% 12.50% 0.03% 3.53% 0.01%
BMC SOFTWARE INC BMC 0.05% 10.20% 0.01% 0.00% 0.00%
BOEING CO/THE BA 0.44% 11.59% 0.05% 2.36% 0.01%
BORGWARNER INC BWA 0.06% 17.59% 0.01% 0.14% 0.00%
BOSTON PROPERTIES INC BXP 0.13% 5.58% 0.01% 2.03% 0.00%
BOSTON SCIENTIFIC CORP BSX 0.06% 5.44% 0.00% 0.00% 0.00%
BRISTOL-MYERS SQUIBB CO BMY 0.48% 7.98% 0.04% 3.53% 0.02%
BROADCOM CORP-CL A BRCM 0.13% 15.00% 0.02% 1.19% 0.00%
BROWN-FORMAN CORP-CLASS B BF/B 0.07% n/a n/a 1.51% 0.00%
CA INC CA 0.10% 10.00% 0.01% 3.69% 0.00%
CABLEVISION SYSTEMS-NY GRP-A cve 0.02% 16.85% 0.00% 4.56% 0.00%
CABOT OIL & GAS CORP COG 0.07% n/a n/a 0.22% 0.00%
CAMERON INTERNATIONAL CORP CAM 0.08% 19.33% 0.02% 0.00% 0.00%
CAMPBELL SOUP CO CPB 0.08% 6.50% 0.01% 3.53% 0.00%
CAPITAL ONE FINANCIAL CORP COF 0.25% 9.50% 0.02% 0.37% 0.00%
CARDINAL HEALTH INC CAH 0.12% 11.33% 0.01% 1.77% 0.00%
CAREFUSION CORP CFN 0.05% 9.27% 0.00% 0.00% 0.00%
CARMAX INC KMX 0.05% 13.16% 0.01% n/a 0.00%
CARNIVAL CORP CCL 0.16% 17.36% 0.03% 3.02% 0.00%
CATERPILLAR INC CAT 0.44% 13.33% 0.06% 2.23% 0.01%
CBRE GROUP INC - A CBG 0.04% 13.33% 0.01% n/a 0.00%
CBS CORP-CLASS B NON VOTING CBS 0.16% 11.08% 0.02% 1.26% 0.00%
CELGENE CORP CELG 0.22% 25.83% 0.06% 0.00% 0.00%
CENTERPOINT ENERGY INC CNP 0.07% 5.33% 0.00% 3.91% 0.00%
CENTURYLINK INC CTL 0.19% 3.91% 0.01% 7.34% 0.01%
CERNER CORP CERN 0.11% 19.17% 0.02% 0.00% 0.00%
CF INDUSTRIES HOLDINGS INC CF 0.10% 12.00% 0.01% 0.83% 0.00%
C.H. ROBINSON WORLDWIDE INC CHRW 0.08% 14.80% 0.01% 2.25% 0.00%
SCHWAB (CHARLES) CORP SCHW 0.13% 16.00% 0.02% 1.84% 0.00%
CHESAPEAKE ENERGY CORP CHK 0.10% 10.78% 0.01% 1.47% 0.00%
CHEVRON CORP CVX 1.65% -1.15% -0.02% 3.29% 0.05%
CHIPOTLE MEXICAN GRILL INC CMG 0.10% 20.00% 0.02% 0.00% 0.00%
CHUBB CORP CB 0.16% 7.44% 0.01% 2.23% 0.00%
CIGNA CORP CI 0.10% 10.60% 0.01% 0.08% 0.00%
CINCINNATI FINANCIAL CORP CINF 0.05% 5.00% 0.00% 4.26% 0.00%
CINTAS CORP CTAS 0.04% 11.40% 0.00% 1.54% 0.00%
CISCO SYSTEMS INC CSCO 0.73% 9.56% 0.07% 1.49% 0.01%
CITIGROUP INC C 0.64% 8.33% 0.05% 0.29% 0.00%
CITRIX SYSTEMS INC CTXS 0.12% 15.00% 0.02% 0.00% 0.00%
CLIFFS NATURAL RESOURCES INC CLF 0.06% 11.00% 0.01% 4.37% 0.00%
CLOROX COMPANY CLX 0.07% 7.85% 0.01% 331% 0.00%
CME GROUP INC CME 0.14% 12.67% 0.02% 4.45% 0.01%
CMS ENERGY CORP CMS 0.05% 5.67% 0.00% 4.09% 0.00%
COACH INC COH 0.13% 14.48% 0.02% 1.58% 0.00%
COCA-COLA CO/THE KO 1.40% 7.79% 0.11% 2.62% 0.04%
COCA-COLA ENTERPRISES CCE 0.07% 6.25% 0.00% 2.27% 0.00%
COGNIZANT TECH SOLUTIONS-A CTSH 0.14% 18.80% 0.03% 0.00% 0.00%
COLGATE-PALMOLIVE CO CL 0.39% 8.62% 0.03% 2.27% 0.01%
COMCAST CORP-CLASS A CMCSA 0.53% 17.47% 0.09% 1.99% 0.01%
COMERICA INC CMA 0.05% 23.13% 0.01% 1.80% 0.00%
COMPUTER SCIENCES CORP CSC 0.03% 8.00% 0.00% 3.22% 0.00%
CONAGRA FOODS INC CAG 0.09% 7.00% 0.01% 3.87% 0.00%
CONOCOPHILLIPS COop 0.56% 0.30% 0.00% 4.79% 0.03%
CONSOL ENERGY INC CNX 0.05% 12.00% 0.01% 1.65% 0.00%
CONSOLIDATED EDISON INC ED 0.14% 3.35% 0.00% 3.89% 0.01%
CONSTELLATION BRANDS INC-A STZ 0.03% 9.01% 0.00% 0.00% 0.00%
COOPER INDUSTRIES PLC CBE 0.09% 12.60% 0.01% 1.83% 0.00%
CORNING INC GLW 0.16% 9.50% 0.01% 2.24% 0.00%
COSTCO WHOLESALE CORP COST 0.33% 14.03% 0.05% 1.05% 0.00%
COVENTRY HEALTH CARE INC CVH 0.04% 12.33% 0.00% 1.39% 0.00%
COVIDIEN PLC Cov 0.20% 11.00% 0.02% 1.64% 0.00%
CR BARD INC BCR 0.07% 10.20% 0.01% 0.74% 0.00%
CROWN CASTLE INTL CORP CCI 0.14% 29.63% 0.04% 0.00% 0.00%
CSX CORP CSX 0.18% 15.00% 0.03% 2.32% 0.00%
CUMMINS INC CMI 0.15% 10.00% 0.01% 1.71% 0.00%
CVS CAREMARK CORP CVS 0.47% 13.50% 0.06% 1.36% 0.01%
DANAHER CORP DHR 0.29% 15.00% 0.04% 0.19% 0.00%
DARDEN RESTAURANTS INC DRI 0.05% 12.50% 0.01% 3.94% 0.00%
DAVITA INC DVA 0.07% 12.57% 0.01% 0.00% 0.00%
DEAN FOODS CO DF 0.02% 8.25% 0.00% 0.00% 0.00%
DEERE & CO DE 0.25% 12.25% 0.03% 2.02% 0.01%
DELL INC DELL 0.17% 9.50% 0.02% 1.28% 0.00%
DENBURY RESOURCES INC DNR 0.05% n/a n/a 0.00% 0.00%
DENTSPLY INTERNATIONAL INC XRAY 0.04% 11.50% 0.00% 0.56% 0.00%
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Cap-Weighted
Weight in Long-Term Long-Term Estimated Cap-Weighted
Name Ticker I ndex Growth Est. Growth Est. Dividend Yield  Dividend Yield
DEVON ENERGY CORPORATION DVN 0.19% 8.40% 0.02% 1.35% 0.00%
DEVRY INC DV 0.02% 8.91% 0.00% 0.97% 0.00%
DIAMOND OFFSHORE DRILLING DO 0.07% 17.33% 0.01% 6.02% 0.00%
DIRECTV-CLASS A DTV 0.25% 20.17% 0.05% 0.00% 0.00%
DISCOVER FINANCIAL SERVICES DFS 0.14% 10.67% 0.02% 1.24% 0.00%
DISCOVERY COMMUNICATIONS-A DISCA 0.06% 20.71% 0.01% 0.00% 0.00%
DOLLAR TREE INC DLTR 0.10% 17.43% 0.02% 0.00% 0.00%
DOMINION RESOURCES INC/VA D 0.24% 4.85% 0.01% 3.86% 0.01%
DOVER CORP DOV 0.08% 14.67% 0.01% 2.43% 0.00%
DOW CHEMICAL CO/THE DOW 0.30% 5.33% 0.02% 3.64% 0.01%
DR HORTON INC DHI 0.05% 4.00% 0.00% 0.82% 0.00%
DR PEPPER SNAPPLE GROUP INC DPS 0.07% 7.20% 0.01% 3.09% 0.00%
DTE ENERGY COMPANY DTE 0.08% 5.00% 0.00% 4.13% 0.00%
DUKE ENERGY CORP DUK 0.24% 4.33% 0.01% 4.39% 0.01%
DUN & BRADSTREET CORP DNB 0.03% 10.00% 0.00% 2.14% 0.00%
E*TRADE FINANCIAL CORP ETFC 0.02% 26.00% 0.00% 0.00% 0.00%
EASTMAN CHEMICAL CO EMN 0.05% 7.50% 0.00% 2.07% 0.00%
EATON CORP ETN 0.11% 10.25% 0.01% 3.85% 0.00%
EBAY INC EBAY 0.43% 13.08% 0.06% 0.00% 0.00%
ECOLAB INC ECL 0.16% 13.80% 0.02% 1.16% 0.00%
EDISON INTERNATIONAL EIX 0.12% -0.37% 0.00% 2.84% 0.00%
EDWARDS LIFESCIENCES CORP EwW 0.09% 21.03% 0.02% 0.00% 0.00%
DU PONT (E.I.) DE NEMOURS DD 0.38% 8.30% 0.03% 3.26% 0.01%
ELECTRONIC ARTS INC EA 0.03% 15.53% 0.00% 0.00% 0.00%
ELILILLY & CO LLY 0.39% -0.84% 0.00% 4.57% 0.02%
EMC CORP/MA EMC 0.43% 15.00% 0.06% 0.00% 0.00%
EMERSON ELECTRIC CO EMR 0.27% 12.33% 0.03% 3.37% 0.01%
ENTERGY CORP ETR 0.10% 2.00% 0.00% 4.92% 0.00%
EOG RESOURCES INC EOG 0.19% 11.51% 0.02% 0.74% 0.00%
EQT CORP EQT 0.06% 30.00% 0.02% 1.64% 0.00%
EQUIFAX INC EFX 0.04% 11.00% 0.00% 1.51% 0.00%
EQUITY RESIDENTIAL EQR 0.15% 7.00% 0.01% 2.71% 0.00%
ESTEE LAUDER COMPANIES-CL A EL 0.10% 14.83% 0.02% 1.06% 0.00%
EXELON CORP EXC 0.25% -1.85% 0.00% 5.58% 0.01%
EXPEDIA INC EXPE 0.04% 10.85% 0.00% 0.72% 0.00%
EXPEDITORS INTL WASH INC EXPD 0.07% 9.35% 0.01% 1.42% 0.00%
EXPRESS SCRIPTS HOLDING CO ESRX 0.36% 17.57% 0.06% 0.00% 0.00%
EXXON MOBIL CORP XOM 3.17% 4.88% 0.15% 2.46% 0.08%
F5S NETWORKS INC FFIV 0.06% 19.44% 0.01% 0.00% 0.00%
FAMILY DOLLAR STORES FDO 0.06% 14.08% 0.01% 1.22% 0.00%
FASTENAL CO FAST 0.09% 18.73% 0.02% 1.62% 0.00%
FEDERATED INVESTORS INC-CL B FII 0.02% 8.00% 0.00% 4.53% 0.00%
FEDEX CORP FDX 0.23% 13.53% 0.03% 0.61% 0.00%
FIDELITY NATIONAL INFORMATIO FIS 0.08% 12.40% 0.01% 1.76% 0.00%
FIFTH THIRD BANCORP FITB 0.10% 8.30% 0.01% 2.59% 0.00%
FIRST HORIZON NATIONAL CORP FHN 0.02% 8.33% 0.00% 0.76% 0.00%
FIRST SOLAR INC FSLR 0.01% 1.67% 0.00% 0.00% 0.00%
FIRSTENERGY CORP FE 0.16% 0.33% 0.00% 4.47% 0.01%
FISERV INC FISV 0.08% 12.43% 0.01% 0.00% 0.00%
FLIR SYSTEMS INC FLIR 0.02% 9.60% 0.00% 1.44% 0.00%
FLOWSERVE CORP FLS 0.05% n/a n/a 1.26% 0.00%
FLUOR CORP FLR 0.07% 13.30% 0.01% 1.23% 0.00%
FMC CORP FMC 0.06% 10.26% 0.01% 0.62% 0.00%
FMC TECHNOLOGIES INC FTI 0.07% 13.00% 0.01% 0.00% 0.00%
FORD MOTOR CO F 0.28% 9.04% 0.03% 2.09% 0.01%
FOREST LABORATORIES INC FRX 0.07% 5.86% 0.00% 0.00% 0.00%
FOSSIL INC FOSL 0.04% 18.52% 0.01% 0.00% 0.00%
FRANKLIN RESOURCES INC BEN 0.19% 9.00% 0.02% 2.50% 0.00%
FREEPORT-MCMORAN COPPER FCX 0.26% n/a n/a 3.97% 0.01%
FRONTIER COMMUNICATIONS CORP FTR 0.03% -13.24% 0.00% 10.44% 0.00%
GAMESTOP CORP-CLASS A GME 0.02% 9.12% 0.00% 1.09% 0.00%
GANNETT CO GCI 0.03% 6.00% 0.00% 5.02% 0.00%
GAP INC/THE GPS 0.11% 11.15% 0.01% 1.78% 0.00%
GENERAL DYNAMICS CORP GD 0.19% 8.40% 0.02% 2.99% 0.01%
GENERAL ELECTRIC CO GE 1.75% 12.00% 0.21% 3.19% 0.06%
GENERAL MILLS INC GIS 0.20% 8.00% 0.02% 3.43% 0.01%
GENUINE PARTS CO GPC 0.07% 8.23% 0.01% 3.29% 0.00%
GENWORTH FINANCIAL INC-CL A GNW 0.02% 5.00% 0.00% 0.06% 0.00%
GILEAD SCIENCES INC GILD 0.31% 19.46% 0.06% 0.00% 0.00%
GOLDMAN SACHS GROUP INC GS 0.37% 11.51% 0.04% 1.80% 0.01%
GOODRICH CORP GR 0.13% 10.80% 0.01% 0.93% 0.00%
GOODYEAR TIRE & RUBBER CO GT 0.02% 43.64% 0.01% 0.05% 0.00%
GOOGLE INC-CL A GOOG 1.19% 17.03% 0.20% 0.00% 0.00%
H&R BLOCK INC HRB 0.03% 11.00% 0.00% 4.99% 0.00%
HALLIBURTON CO HAL 0.21% 20.50% 0.04% 1.28% 0.00%
HARLEY-DAVIDSON INC HOG 0.08% 13.00% 0.01% 1.36% 0.00%
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HARMAN INTERNATIONAL HAR 0.02% 15.00% 0.00% 0.75% 0.00%
HARRIS CORP HRS 0.04% 3.50% 0.00% 2.89% 0.00%
HARTFORD FINANCIAL SVCS GRP HIG 0.06% 9.50% 0.01% 2.29% 0.00%
HASBRO INC HAS 0.03% 9.00% 0.00% 4.15% 0.00%
HCP INC HCP 0.15% 5.07% 0.01% 4.54% 0.01%
HEALTH CARE REIT INC HCN 0.10% 6.19% 0.01% 5.09% 0.01%
HELMERICH & PAYNE HP 0.04% 8.00% 0.00% 0.64% 0.00%
HERSHEY CO/THE HSY 0.09% 8.08% 0.01% 2.06% 0.00%
HESS CORP HES 0.12% 4.48% 0.01% 0.94% 0.00%
HEWLETT-PACKARD CO HPQ 0.31% 10.00% 0.03% 2.36% 0.01%
HJ HEINZ CO HNZ 0.14% 8.00% 0.01% 3.79% 0.01%
HOME DEPOT INC HD 0.64% 15.84% 0.10% 2.29% 0.01%
HONEYWELL INTERNATIONAL INC HON 0.34% 11.00% 0.04% 2.74% 0.01%
HORMEL FOODS CORP HRL 0.06% 11.00% 0.01% 2.16% 0.00%
HOSPIRA INC HSP 0.05% 5.00% 0.00% 0.00% 0.00%
HOST HOTELS & RESORTS INC HST 0.09% 11.93% 0.01% 1.57% 0.00%
HUDSON CITY BANCORP INC HCBK 0.03% 0.50% 0.00% 5.02% 0.00%
HUMANA INC HUM 0.10% 9.75% 0.01% 1.31% 0.00%
HUNTINGTON BANCSHARES INC HBAN 0.04% 5.33% 0.00% 2.51% 0.00%
ILLINOIS TOOL WORKS ITW 0.20% 9.85% 0.02% 2.71% 0.01%
INGERSOLL-RAND PLC IR 0.10% 11.00% 0.01% 1.53% 0.00%
INTEGRYS ENERGY GROUP INC TEG 0.04% 4.30% 0.00% 4.78% 0.00%
INTEL CORP INTC 1.06% 11.76% 0.12% 3.22% 0.03%
INTERCONTINENTALEXCHANGE INC ICE 0.08% 14.00% 0.01% 0.00% 0.00%
INTL BUSINESS MACHINES CORP IBM 1.79% 10.00% 0.18% 1.65% 0.03%
INTL FLAVORS & FRAGRANCES IFF 0.04% 3.00% 0.00% 2.29% 0.00%
INTL GAME TECHNOLOGY IGT 0.04% 14.75% 0.01% 1.52% 0.00%
INTERNATIONAL PAPER CO 1P 0.10% n/a n/a 3.63% 0.00%
INTERPUBLIC GROUP OF COS INC IPG 0.04% 10.75% 0.00% 2.28% 0.00%
INTUIT INC INTU 0.14% 15.14% 0.02% 0.63% 0.00%
INTUITIVE SURGICAL INC ISRG 0.17% 21.17% 0.04% n/a 0.00%
INVESCO LTD vz 0.08% 12.00% 0.01% 3.02% 0.00%
IRON MOUNTAIN INC IRM 0.04% 13.67% 0.01% 3.80% 0.00%
JABIL CIRCUIT INC JBL 0.03% 12.00% 0.00% 1.54% 0.00%
JACOBS ENGINEERING GROUP INC JEC 0.04% 13.23% 0.01% 0.00% 0.00%
J.C. PENNEY CO INC JCcp 0.04% 19.10% 0.01% 0.86% 0.00%
JDS UNIPHASE CORP JDSU 0.02% 14.00% 0.00% 0.00% 0.00%
JM SMUCKER CO/THE SIM 0.07% 8.00% 0.01% 2.69% 0.00%
JOHNSON & JOHNSON JNJ 1.58% 6.65% 0.10% 3.55% 0.06%
JOHNSON CONTROLS INC JCI 0.15% 17.55% 0.03% 2.44% 0.00%
JOY GLOBAL INC Joy 0.05% 18.50% 0.01% 1.24% 0.00%
JPMORGAN CHASE & CO JPM 1.08% 7.50% 0.08% 3.32% 0.04%
JUNIPER NETWORKS INC JNPR 0.07% 14.88% 0.01% 0.00% 0.00%
KELLOGG CO K 0.14% 8.16% 0.01% 3.54% 0.00%
KEYCORP KEY 0.06% 4.67% 0.00% 2.34% 0.00%
KIMBERLY-CLARK CORP KMB 0.26% 7.96% 0.02% 3.52% 0.01%
KIMCO REALTY CORP KIM 0.06% 11.52% 0.01% 4.02% 0.00%
KINDER MORGAN INC KMI 0.26% 11.00% 0.03% 4.22% 0.01%
KLA-TENCOR CORPORATION KLAC 0.07% 10.00% 0.01% 2.83% 0.00%
KOHLS CORP KSS 0.09% 12.80% 0.01% 2.66% 0.00%
KRAFT FOODS INC-CLASS A KFT 0.54% 8.50% 0.05% 3.05% 0.02%
KROGER CO KR 0.10% 9.46% 0.01% 2.07% 0.00%
L-3 COMMUNICATIONS HOLDINGS LLL 0.06% 2.46% 0.00% 2.63% 0.00%
LABORATORY CRP OF AMER HLDGS LH 0.07% 12.25% 0.01% 0.00% 0.00%
LAM RESEARCH CORP LRCX 0.06% 10.00% 0.01% 0.00% 0.00%
LEGG MASON INC LM 0.03% 11.00% 0.00% 1.69% 0.00%
LEGGETT & PLATT INC LEG 0.02% 15.00% 0.00% 5.30% 0.00%
LENNAR CORP-A LEN 0.04% 4.50% 0.00% 0.51% 0.00%
LEUCADIA NATIONAL CORP LUK 0.04% n/a n/a n/a 0.00%
LEXMARK INTERNATIONAL INC-A LXK 0.01% -9.00% 0.00% 3.89% 0.00%
LIFE TECHNOLOGIES CORP LIFE 0.06% 9.11% 0.01% 0.00% 0.00%
LINCOLN NATIONAL CORP LNC 0.05% 5.40% 0.00% 1.50% 0.00%
LINEAR TECHNOLOGY CORP LLTC 0.06% 10.00% 0.01% 3.14% 0.00%
LOCKHEED MARTIN CORP LMT 0.22% 6.88% 0.02% 4.68% 0.01%
LOEWS CORP L 0.13% n/a n/a 0.61% 0.00%
LORILLARD INC LO 0.14% 9.68% 0.01% 4.68% 0.01%
LOWE'S COS INC LOW 0.26% 16.29% 0.04% 2.18% 0.01%
LSI CORP LSI 0.03% 15.03% 0.00% n/a 0.00%
LIMITED BRANDS INC LTD 0.10% 12.71% 0.01% 3.53% 0.00%
M & T BANK CORP MTB 0.08% 13.69% 0.01% 3.39% 0.00%
MACY'S INC M 0.11% 10.37% 0.01% 2.20% 0.00%
MARATHON OIL CORP MRO 0.14% -0.66% 0.00% 2.65% 0.00%
MARATHON PETROLEUM CORP MPC 0.12% 5.98% 0.01% 2.50% 0.00%
MARRIOTT INTERNATIONAL-CL A MAR 0.10% 18.00% 0.02% 1.12% 0.00%
MARSH & MCLENNAN COS MMC 0.14% 9.08% 0.01% 2.74% 0.00%
MASCO CORP MAS 0.04% 10.00% 0.00% 2.17% 0.00%
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MASTERCARD INC-CLASS A MA 0.41% 17.44% 0.07% 0.21% 0.00%
MATTEL INC MAT 0.09% 9.00% 0.01% 3.83% 0.00%
MCCORMICK & CO-NON VTG SHRS MKC 0.06% 9.33% 0.01% 2.04% 0.00%
MCDONALD'S CORP MCD 0.71% 10.00% 0.07% 3.23% 0.02%
MCGRAW-HILL COMPANIES INC MHP 0.10% 9.50% 0.01% 2.22% 0.00%
MCKESSON CORP MCK 0.17% 14.33% 0.03% 0.67% 0.00%
MEAD JOHNSON NUTRITION CO MIN 0.13% 10.67% 0.01% 1.49% 0.00%
MEADWESTVACO CORP MWV 0.04% 10.00% 0.00% 3.48% 0.00%
MEDTRONIC INC MDT 0.31% 7.43% 0.02% 2.70% 0.01%
MERCK & CO. INC. MRK 1.00% 4.42% 0.04% 4.00% 0.04%
METLIFE INC MET 0.26% 9.50% 0.02% 3.19% 0.01%
METROPCS COMMUNICATIONS INC PCS 0.02% 18.84% 0.00% 0.00% 0.00%
MICROCHIP TECHNOLOGY INC MCHP 0.05% 10.00% 0.01% 4.29% 0.00%
MICRON TECHNOLOGY INC MU 0.05% 11.13% 0.01% 0.00% 0.00%
MICROSOFT CORP MSFT 2.03% 11.00% 0.22% 2.53% 0.05%
MOLEX INC MOLX 0.02% 10.00% 0.00% 3.39% 0.00%
MOLSON COORS BREWING CO -B TAP 0.05% -1.90% 0.00% 3.30% 0.00%
MONSANTO CO MON 0.35% 9.65% 0.03% 1.44% 0.01%
MONSTER BEVERAGE CORP MNST 0.10% 17.50% 0.02% 0.00% 0.00%
MOODY'S CORP MCO 0.06% 12.00% 0.01% 1.75% 0.00%
MORGAN STANLEY MS 0.23% 10.67% 0.02% 1.40% 0.00%
MOSAIC CO/THE MOS 0.13% 21.42% 0.03% 0.74% 0.00%
MOTOROLA SOLUTIONS INC MSI 0.11% n/a n/a 1.94% 0.00%
MURPHY OIL CORP MUR 0.08% 10.00% 0.01% 2.29% 0.00%
MYLAN INC MYL 0.07% 10.10% 0.01% 0.00% 0.00%
NABORS INDUSTRIES LTD NBR 0.03% 8.00% 0.00% 0.00% 0.00%
NASDAQ OMX GROUP/THE NDAQ 0.03% 10.33% 0.00% 1.39% 0.00%
NATIONAL OILWELL VARCO INC NOV 0.22% 18.00% 0.04% 0.71% 0.00%
NETAPP INC NTAP 0.09% 15.57% 0.01% 0.00% 0.00%
NETFLIX INC NFLX 0.03% 12.11% 0.00% 0.00% 0.00%
NEWELL RUBBERMAID INC NWL 0.04% 9.01% 0.00% 2.13% 0.00%
NEWFIELD EXPLORATION CO NFX 0.03% 11.50% 0.00% 0.00% 0.00%
NEWMONT MINING CORP NEM 0.19% -3.00% -0.01% 3.12% 0.01%
NEWS CORP-CL A NWSA 0.29% 16.95% 0.05% 0.76% 0.00%
NEXTERA ENERGY INC NEE 0.23% 5.00% 0.01% 3.47% 0.01%
NIKE INC -CL B NKE 0.26% 13.83% 0.04% 1.72% 0.00%
NISOURCE INC NI 0.06% n/a n/a 3.78% 0.00%
NOBLE CORP NE 0.06% 13.00% 0.01% 1.72% 0.00%
NOBLE ENERGY INC NBL 0.12% 7.00% 0.01% 1.02% 0.00%
NORDSTROM INC JWN 0.08% 12.59% 0.01% 2.04% 0.00%
NORFOLK SOUTHERN CORP NSC 0.19% 14.67% 0.03% 2.62% 0.00%
NORTHEAST UTILITIES NU 0.10% 5.14% 0.00% 3.26% 0.00%
NORTHERN TRUST CORP NTRS 0.09% 8.50% 0.01% 2.64% 0.00%
NORTHROP GRUMMAN CORP NOC 0.13% 3.75% 0.00% 331% 0.00%
NRG ENERGY INC NRG 0.03% 0.02% 0.00% 0.65% 0.00%
NUCOR CORP NUE 0.10% 8.50% 0.01% 3.84% 0.00%
NVIDIA CORP NVDA 0.07% 14.33% 0.01% 0.00% 0.00%
NYSE EURONEXT NYX 0.05% 8.50% 0.00% 4.69% 0.00%
O'REILLY AUTOMOTIVE INC ORLY 0.08% 18.25% 0.02% 0.00% 0.00%
OCCIDENTAL PETROLEUM CORP (04 0.55% -1.99% -0.01% 2.46% 0.01%
OMNICOM GROUP OMC 0.10% 10.33% 0.01% 2.46% 0.00%
ONEOK INC OKE 0.07% 17.00% 0.01% 3.03% 0.00%
ORACLE CORP ORCL 1.15% 13.38% 0.15% 0.80% 0.01%
OWENS-ILLINOIS INC (0) 0.03% 8.67% 0.00% 0.00% 0.00%
PACCAR INC PCAR 0.11% 9.67% 0.01% 3.54% 0.00%
PALL CORP PLL 0.05% 11.67% 0.01% 1.41% 0.00%
PARKER HANNIFIN CORP PH 0.09% 6.00% 0.01% 2.01% 0.00%
PATTERSON COS INC PDCO 0.03% 11.75% 0.00% 1.62% 0.00%
PAYCHEX INC PAYX 0.09% 10.00% 0.01% 4.13% 0.00%
PEABODY ENERGY CORP BTU 0.05% 12.00% 0.01% 1.39% 0.00%
PEOPLE'S UNITED FINANCIAL PBCT 0.03% 7.67% 0.00% 5.49% 0.00%
PEPCO HOLDINGS INC POM 0.04% 6.50% 0.00% 5.52% 0.00%
PEPSICO INC PEP 0.87% 9.30% 0.08% 3.00% 0.03%
PERKINELMER INC PKI 0.02% 11.16% 0.00% 1.08% 0.00%
PERRIGO CO PRGO 0.09% 11.75% 0.01% 0.22% 0.00%
PFIZER INC PFE 1.36% 3.72% 0.05% 3.81% 0.05%
P G & E CORP PCG 0.15% 2.85% 0.00% 4.04% 0.01%
PHILIP MORRIS INTERNATIONAL PM 1.18% 10.33% 0.12% 3.73% 0.04%
PHILLIPS 66 PSX 0.17% n/a n/a 1.40% 0.00%
PINNACLE WEST CAPITAL PNW 0.04% 5.00% 0.00% 4.14% 0.00%
PIONEER NATURAL RESOURCES CO PXD 0.09% n/a n/a 0.14% 0.00%
PITNEY BOWES INC PBI 0.02% n/a n/a 9.98% 0.00%
PLUM CREEK TIMBER CO PCL 0.05% 5.00% 0.00% 4.23% 0.00%
PNC FINANCIAL SERVICES GROUP PNC 0.26% 3.86% 0.01% 2.55% 0.01%
PPG INDUSTRIES INC PPG 0.13% 7.00% 0.01% 2.18% 0.00%
PPL CORPORATION PPL 0.13% -8.00% -0.01% 5.17% 0.01%
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PRAXAIR INC PX 0.26% 11.25% 0.03% 2.03% 0.01%
PRECISION CASTPARTS CORP PCP 0.19% 12.63% 0.02% 0.07% 0.00%
PRICELINE.COM INC PCLN 0.26% 22.00% 0.06% 0.00% 0.00%
PRINCIPAL FINANCIAL GROUP PFG 0.06% 11.50% 0.01% 2.76% 0.00%
PROCTER & GAMBLE CO/THE PG 1.33% 6.90% 0.09% 3.44% 0.05%
PROGRESS ENERGY INC PGN 0.14% 3.10% 0.00% 4.14% 0.01%
PROGRESSIVE CORP PGR 0.10% 7.75% 0.01% 1.83% 0.00%
PROLOGIS INC PLD 0.12% 3.63% 0.00% 3.37% 0.00%
PRUDENTIAL FINANCIAL INC PRU 0.18% 11.00% 0.02% 3.34% 0.01%
PUBLIC SERVICE ENTERPRISE GP PEG 0.13% 0.30% 0.00% 4.35% 0.01%
PUBLIC STORAGE PSA 0.20% 521% 0.01% 3.05% 0.01%
PULTEGROUP INC PHM 0.03% 5.00% 0.00% 0.00% 0.00%
QEP RESOURCES INC QEP 0.04% 15.00% 0.01% 0.20% 0.00%
QUALCOMM INC QCOM 0.76% 16.19% 0.12% 1.66% 0.01%
QUANTA SERVICES INC PWR 0.04% 16.83% 0.01% n/a 0.00%
QUEST DIAGNOSTICS INC DGX 0.08% 11.57% 0.01% 1.12% 0.00%
RALPH LAUREN CORP RL 0.07% 13.00% 0.01% 0.91% 0.00%
RANGE RESOURCES CORP RRC 0.08% 10.00% 0.01% 0.26% 0.00%
RAYTHEON COMPANY RTN 0.15% 7.75% 0.01% 3.47% 0.01%
RED HAT INC RHT 0.09% 19.14% 0.02% 0.00% 0.00%
REGIONS FINANCIAL CORP RF 0.08% 8.00% 0.01% 0.64% 0.00%
REPUBLIC SERVICES INC RSG 0.08% 16.10% 0.01% 3.33% 0.00%
REYNOLDS AMERICAN INC RAI 0.20% 7.41% 0.02% 5.20% 0.01%
ROBERT HALF INTL INC RHI 0.03% 12.67% 0.00% 2.08% 0.00%
ROCKWELL AUTOMATION INC ROK 0.07% 17.00% 0.01% 2.53% 0.00%
ROCKWELL COLLINS INC COL 0.06% 6.75% 0.00% 2.16% 0.00%
ROPER INDUSTRIES INC ROP 0.08% 14.00% 0.01% 0.53% 0.00%
ROSS STORES INC ROST 0.11% 13.20% 0.01% 0.88% 0.00%
ROWAN COMPANIES PLC-A RDC 0.03% 18.33% 0.01% 0.00% 0.00%
RR DONNELLEY & SONS CO RRD 0.02% 5.00% 0.00% 8.84% 0.00%
RYDER SYSTEM INC R 0.01% 10.27% 0.00% 3.43% 0.00%
SAFEWAY INC SWY 0.03% 10.77% 0.00% 3.33% 0.00%
SAIC INC SAI 0.03% 3.87% 0.00% 3.96% 0.00%
SALESFORCE.COM INC CRM 0.15% 25.88% 0.04% 0.00% 0.00%
SANDISK CORP SNDK 0.07% 12.59% 0.01% 0.00% 0.00%
SCANA CORP SCG 0.05% 4.55% 0.00% 4.14% 0.00%
SCHLUMBERGER LTD SLB 0.69% 18.00% 0.12% 1.66% 0.01%
SCRIPPS NETWORKS INTER-CL A SNI 0.05% 14.96% 0.01% 0.79% 0.00%
SEALED AIR CORP SEE 0.02% 7.00% 0.00% 3.37% 0.00%
SEARS HOLDINGS CORP SHLD 0.05% n/a n/a n/a 0.00%
SEMPRA ENERGY SRE 0.13% 7.00% 0.01% 3.23% 0.00%
SHERWIN-WILLIAMS CO/THE SHW 0.11% 17.50% 0.02% 1.16% 0.00%
SIGMA-ALDRICH SIAL 0.07% 8.69% 0.01% 1.11% 0.00%
SIMON PROPERTY GROUP INC SPG 0.37% 5.13% 0.02% 2.60% 0.01%
SLM CORP SLM 0.06% n/a n/a 3.18% 0.00%
SNAP-ON INC SNA 0.03% 10.00% 0.00% 2.27% 0.00%
SOUTHERN CO/THE SO 0.32% 5.67% 0.02% 4.20% 0.01%
SOUTHWEST AIRLINES CO LUV 0.06% 22.41% 0.01% 0.22% 0.00%
SOUTHWESTERN ENERGY CO SWN 0.09% n/a n/a 0.00% 0.00%
SPECTRA ENERGY CORP SE 0.15% 5.00% 0.01% 3.91% 0.01%
SPRINT NEXTEL CORP S 0.08% -33.45% -0.03% 0.00% 0.00%
ST JUDE MEDICAL INC STJ 0.10% 9.89% 0.01% 2.19% 0.00%
STANLEY BLACK & DECKER INC SWK 0.09% 13.00% 0.01% 2.67% 0.00%
STAPLES INC SPLS 0.07% 9.33% 0.01% 3.30% 0.00%
STARBUCKS CORP SBUX 0.32% 18.08% 0.06% 1.31% 0.00%
STARWOOD HOTELS & RESORTS HOT 0.08% 20.20% 0.02% 0.99% 0.00%
STATE STREET CORP STT 0.17% 7.23% 0.01% 2.07% 0.00%
STERICYCLE INC SRCL 0.06% 16.67% 0.01% n/a 0.00%
STRYKER CORP SYK 0.17% 10.53% 0.02% 1.13% 0.00%
SUNOCO INC SUN 0.04% -2.09% 0.00% 1.68% 0.00%
SUNTRUST BANKS INC STI 0.10% 14.44% 0.01% 0.94% 0.00%
SYMANTEC CORP SYMC 0.08% 7.67% 0.01% 0.00% 0.00%
SYSCO CORP SYY 0.14% 10.00% 0.01% 3.63% 0.01%
T ROWE PRICE GROUP INC TROW 0.13% 12.50% 0.02% 2.16% 0.00%
TARGET CORP TGT 0.30% 12.15% 0.04% 2.10% 0.01%
TE CONNECTIVITY LTD TEL 0.11% 15.00% 0.02% 2.42% 0.00%
TECO ENERGY INC TE 0.03% 3.50% 0.00% 4.88% 0.00%
TENET HEALTHCARE CORP THC 0.02% 11.20% 0.00% 0.00% 0.00%
TERADATA CORP TDC 0.10% 14.40% 0.01% n/a 0.00%
TERADYNE INC TER 0.02% 11.75% 0.00% 0.00% 0.00%
TESORO CORP TSO 0.03% -3.66% 0.00% 0.00% 0.00%
TEXAS INSTRUMENTS INC TXN 0.26% 9.00% 0.02% 2.36% 0.01%
TEXTRON INC TXT 0.06% 33.94% 0.02% 0.32% 0.00%
THERMO FISHER SCIENTIFIC INC TMO 0.15% 11.89% 0.02% 0.78% 0.00%
TIFFANY & CO TIF 0.05% 13.37% 0.01% 2.34% 0.00%
TIME WARNER CABLE TWC 0.20% 15.68% 0.03% 2.73% 0.01%
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[10]

Cap-Weighted

Weight in Long-Term Long-Term Estimated Cap-Weighted
Name Ticker I ndex Growth Est. Growth Est. Dividend Yield  Dividend Yield
TIME WARNER INC TWX 0.29% 12.89% 0.04% 2.69% 0.01%
TITANIUM METALS CORP TIE 0.02% 15.00% 0.00% 1.99% 0.00%
TJX COMPANIES INC TIX 0.25% 11.80% 0.03% 1.06% 0.00%
TORCHMARK CORP TMK 0.04% 9.00% 0.00% 0.97% 0.00%
TOTAL SYSTEM SERVICES INC TSS 0.04% 9.43% 0.00% 1.63% 0.00%
TRAVELERS COS INC/THE TRV 0.20% 7.75% 0.02% 2.84% 0.01%
TRIPADVISOR INC TRIP 0.04% 16.80% 0.01% n/a 0.00%
TYCO INTERNATIONAL LTD TYC 0.19% 14.00% 0.03% 2.00% 0.00%
TYSON FOODS INC-CL A TSN 0.04% 7.33% 0.00% 0.87% 0.00%
UNION PACIFIC CORP UNP 0.45% 13.00% 0.06% 2.01% 0.01%
UNITED PARCEL SERVICE-CL B UPS 0.45% 9.34% 0.04% 2.89% 0.01%
UNITED STATES STEEL CORP X 0.02% 6.50% 0.00% 0.97% 0.00%
UNITED TECHNOLOGIES CORP UTX 0.54% 11.16% 0.06% 2.63% 0.01%
UNITEDHEALTH GROUP INC UNH 0.48% 11.00% 0.05% 1.17% 0.01%
UNUM GROUP UNM 0.04% 9.50% 0.00% 2.39% 0.00%
URBAN OUTFITTERS INC URBN 0.03% 17.08% 0.01% 0.00% 0.00%
US BANCORP USB 0.48% 13.92% 0.07% 2.44% 0.01%
VALERO ENERGY CORP VLO 0.11% 2.23% 0.00% 2.48% 0.00%
VARIAN MEDICAL SYSTEMS INC VAR 0.05% 12.67% 0.01% 0.00% 0.00%
VENTAS INC VTR 0.14% 5.23% 0.01% 3.93% 0.01%
VERISIGN INC VRSN 0.05% 14.17% 0.01% 0.00% 0.00%
VERIZON COMMUNICATIONS INC vz 1.00% 6.28% 0.06% 4.53% 0.05%
VF CORP VEC 0.12% 12.97% 0.02% 2.18% 0.00%
VIACOM INC-CLASS B VIAB 0.18% 15.00% 0.03% 2.17% 0.00%
VISA INC-CLASS A SHARES \% 0.52% 18.71% 0.10% 0.71% 0.00%
VORNADO REALTY TRUST VNO 0.12% -1.98% 0.00% 3.33% 0.00%
VULCAN MATERIALS CO VMC 0.04% 9.67% 0.00% 0.10% 0.00%
WAL-MART STORES INC WMT 1.87% 9.75% 0.18% 2.31% 0.04%
WALGREEN CO WAG 0.20% 12.83% 0.03% 3.09% 0.01%
WALT DISNEY CO/THE DIS 0.69% 12.11% 0.08% 1.23% 0.01%
WASHINGTON POST-CLASS B WPO 0.02% n/a n/a n/a 0.00%
WASTE MANAGEMENT INC WM 0.12% 7.50% 0.01% 4.26% 0.01%
WATERS CORP WAT 0.06% 12.64% 0.01% 0.00% 0.00%
WATSON PHARMACEUTICALS INC WPI 0.07% 11.09% 0.01% 0.00% 0.00%
WELLPOINT INC WLP 0.17% 10.50% 0.02% 1.77% 0.00%
WELLS FARGO & CO WFC 1.41% 11.38% 0.16% 2.57% 0.04%
WESTERN DIGITAL CORP WDC 0.06% 16.45% 0.01% 0.00% 0.00%
WESTERN UNION CO WU 0.08% 11.21% 0.01% 2.38% 0.00%
WEYERHAEUSER CO wY 0.10% 5.00% 0.00% 2.68% 0.00%
WHIRLPOOL CORP WHR 0.04% n/a n/a 3.27% 0.00%
WHOLE FOODS MARKET INC WFM 0.14% 18.17% 0.03% 0.57% 0.00%
WILLIAMS COS INC WMB 0.14% 23.00% 0.03% 4.16% 0.01%
WINDSTREAM CORP WIN 0.04% 0.33% 0.00% 10.36% 0.00%
WISCONSIN ENERGY CORP WEC 0.07% 4.50% 0.00% 3.03% 0.00%
WPX ENERGY INC WPX 0.03% n/a n/a n/a 0.00%
WW GRAINGER INC GWW 0.11% 13.88% 0.01% 1.55% 0.00%
WYNDHAM WORLDWIDE CORP WYN 0.06% 19.80% 0.01% 1.74% 0.00%
WYNN RESORTS LTD WYNN 0.08% 22.67% 0.02% 1.91% 0.00%
XCEL ENERGY INC XEL 0.11% 4.58% 0.01% 3.75% 0.00%
XEROX CORP XRX 0.08% n/a n/a 2.16% 0.00%
XILINX INC XLNX 0.07% 14.14% 0.01% 2.53% 0.00%
XL GROUP PLC XL 0.05% 10.00% 0.01% 2.12% 0.00%
XYLEM INC XYL 0.04% 15.00% 0.01% 1.61% 0.00%
YAHOO! INC YHOO 0.15% 14.00% 0.02% 0.00% 0.00%
YUM! BRANDS INC YUM 0.23% 11.50% 0.03% 1.86% 0.00%
ZIMMER HOLDINGS INC ZMH 0.09% 10.25% 0.01% 0.44% 0.00%
ZIONS BANCORPORATION ZION 0.03% 7.75% 0.00% 0.21% 0.00%
Notes:

[1] Equals sum of Col. [10]

[2] Equals sum of Col. [8]

[3] Equals ([1] x (1 + (0.5 x [2]))) + [2]
[4] Source: Bloomberg Professional
[5] Equals [3] — [4]

[6] Equals weight in S&P 500 based on market capitalization

[7] Source: Bloomberg Professional

[8] Equals Col. [6] x Col. [7] if Col. [7] # n/a, otherwise equals zero

[9] Source: Bloomberg Professional

[10] Equals Col. [6] x Col. [9] if Col. [9] # n/a, otherwise equals zero
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DIVIDEND COEFFICIENT OF VARIATION

Staff's Calculation of Dividends [1]

Company Ticker 2012 2013 2014 2015 2016 2017
ALLETE Inc. ALE $ 1.84 § 1.88 $ 192§ 1.96 $ 200 $ 2.10
Alliant Energy Corp LNT $ 1.80 $ 1.90 $ 200 $ 210 $ 220 $ 2.30
Ameren Corp. AEE $ 1.61 § 1.68 $ 172 $ 176§ 1.80 $ 1.84
American Electric Power Co. Inc. AEP $ 1.90 $ 1.96 $ 202 $ 208 § 215§ 2.25
Avista Corp. AVA $ 1.16 $ 122§ 128 §$ 134§ 1.40 $ 1.45
Black Hills Corp. BKH $ 148 § 1.50 $ 153§ 157 $ 1.60 $ 1.65
CenterPoint Energy Inc. CNP $ 0.81 § 083 $ 085 $ 088 § 0.90 § 0.94
Cleco Corp. CNL $ 125§ 140 $ 155 § .72 $ 1.90 $ 1.99
Consolidated Edison Inc. ED $ 242 8 244§ 246 $ 248 § 250 8§ 2.59
DTE Energy Co. DTE $ 240 $ 249 $ 257 $ 266 $ 275§ 2.86
Edison International EIX $ 131 § 133§ 138 § 144§ 1.50 $ 1.58
Empire District Electric Co. EDE $ 1.00 $ 1.00 $ 1.06 $ 113§ 120 $ 1.24
Entergy Corp. ETR $ 332§ 332§ 335§ 337 $ 340 $ 3.50
Great Plains Energy Inc. GXP $ 086 $ 088 $ 095 § 102§ .10 $ 1.13
Hawaiian Electric Industries Inc. HE $ 124§ 124§ 126 $ 128 § 1.30 §$ 1.42
IDACORP Inc. IDA $ 132§ 140 $ 155§ 172 $ 1.90 $ 1.98
Integrys Energy Group Inc. TEG $ 272§ 272 $ 275 $ 277 $ 280 $ 2.89
Madison Gas & Electric Co. MGEE $ 155§ 1.62 $ 1.69 $ 176§ 1.84 § 1.93
Northeast Utilities NU $ 132§ 144§ 152§ 161 § 1.70 $ 1.78
OGE Energy Corp. OGE $ 1.59 §$ 1.66 $ 174 $ 1.82 $ 1.90 $ 2.03
Pepco Holdings Inc. POM $ 1.08 $ 112§ 113§ .15 $ .16 $ 1.19
PG&E Corp. PCG $ 182§ 182§ 188 $ 194 § 200 $ 2.10
Pinnacle West Capital Corp. PNW $ 210 $ 218§ 225§ 232§ 240 $ 2.50
Portland General Electric Co. POR $ 1.08 $ 111 $ 115§ 120 $ 125§ 1.30
SCANA Corp. SCG $ 198 § 202 $ 206 $ 211 § 215 8 228
Sempra Energy SRE $ 240 $ 250 $ 260 $ 270 $ 280 $ 297
Southern Co.(The) SO $ 194 § 202§ 209 $ 217§ 225 8§ 2.39
TECO Energy Inc. TE $ 088 § 092 $ 098 $ 1.04 $ 1.10 § 1.16
UIL Holdings Corp. UIL $ 173 $ 173 $ 173§ 173 $ 173§ 1.78
Westar Energy Inc. WR $ 132§ 136§ 140§ 144§ 148 1.53
Wisconsin Energy Corp. WEC $ 120§ 136 $ 149§ 1.64 $ 1.80 § 1.87
Xcel Energy Inc. XEL $ 1.06 $ 11 $ 118 $ 126 $ 135§ 1.42
Mean

Dividends Calculated Using Value Line Earnings and Payout Ratio Projections

Company Ticker 2012 2013 2014 2015 2016 2017
ALLETE Inc. ALE $ 1.84 § 1.87 §$ 190 §$ 192§ 193§ 2.12
Alliant Energy Corp LNT $ 1.80 § 1.90 $ 201 $ 212§ 224 8 237
Ameren Corp. AEE $ 1.61 n/a n/a n/a n/a n/a
American Electric Power Co. Inc. AEP $ 1.90 $ 197 $ 204 $ 211§ 219§ 2.34
Avista Corp. AVA $ 1.16 $ 122§ 128 § 135 8 141§ 1.51
Black Hills Corp. BKH $ 148§ 152§ 157 § 1.61 $ 1.65 $ 1.78
CenterPoint Energy Inc. CNP $ 081 $ 082 §$ 083 $ 084 § 085 $ 0.90
Cleco Corp. CNL $ 125§ 137§ 150 $ 1.65 §$ 1.80 §$ 1.98
Consolidated Edison Inc. ED $ 242§ 244§ 246 $ 247§ 248§ 2.65
DTE Energy Co. DTE $ 240 $ 245§ 250 $ 254§ 259 8 2.74
Edison International EIX $ 131§ 130 $ 129§ 129§ 128§ 1.39
Empire District Electric Co. EDE $ 1.00 $ 1.02 $ 1.04 $ 1.06 $ 1.08 $ 1.13
Entergy Corp. ETR $ 332 n/a n/a n/a n/a n/a
Great Plains Energy Inc. GXP $ 086 $ 0838 $ 090 $ 091 § 093 § 0.99
Hawaiian Electric Industries Inc. HE $ 124§ 130 $ 136 $ 142§ 148 $ 1.62
IDACORP Inc. IDA $ 132§ 145§ 158 $ .72 8§ 187 § 2.00
Integrys Energy Group Inc. TEG $ 272§ 272§ 271§ 2,68 $ 263§ 2.83
Madison Gas & Electric Co. MGEE $ 155 § 1.59 $ 1.62 § 1.66 $ 1.69 $ 1.73
Northeast Utilities NU $ 132§ 137 $ 142§ 146 $ 1.51 § 1.70
OGE Energy Corp. OGE $ 159 § 1.68 $ 177 $ 186 $ 196 $ 2.29
Pepco Holdings Inc. POM $ 1.08 $ .10 $ 111 $ 113§ 1.14 § 1.21
PG&E Corp. PCG $ 182§ 173 $ 1.64 $ 153§ 140 $ 1.53
Pinnacle West Capital Corp. PNW $ 210 $ 221§ 233 $ 246 $ 259§ 2.74
Portland General Electric Co. POR $ 1.08 $ 113§ 119§ 125§ 131§ 1.44
SCANA Corp. SCG $ 1.98 § 200 $ 202 $ 204 $ 2,06 $ 2.21
Sempra Energy SRE $ 240 $ 241 $ 241 $ 241§ 241 $ 2.68
Southern Co.(The) SO $ 194§ 200 $ 205 $ 211§ 217§ 226
TECO Energy Inc. TE $ 088 § 093§ 099 $ 1.04 8§ 111§ 1.20
UIL Holdings Corp. UIL $ 173§ 175 $ 177§ 1.78  $ 1.80 $ 1.85
Westar Energy Inc. WR $ 132§ 137§ 141 $ 146 $ 1.50 $ 1.62
Wisconsin Energy Corp. WEC $ 120 $ 134§ 149 §$ 1.65 $ 1.84 §$ 1.97
Xcel Energy Inc. XEL $ 1.06 $ 113§ 120§ 128§ 136§ 1.46

Mean

n/a

n/a

CoV

0.0472
0.0912
0.0478
0.0617
0.0844
0.0407
0.0549
0.1757
0.0249
0.0643
0.0726
0.0914
0.0204
0.1139
0.0527
0.1619
0.0238
0.0807
0.1082
0.0907
0.0325
0.0578
0.0633
0.0707
0.0506
0.0778
0.0752
0.1055
0.0117
0.0553
0.1658
0.1122
0.0746

CoV

0.0515
0.1028

0.0759
0.0975
0.0671
0.0356
0.1708
0.0341
0.0481
0.0322
0.0444

0.0515
0.0962
0.1544
0.0239
0.0413
0.0919
0.1348
0.0394
0.0950
0.0994
0.1052
0.0397
0.0452
0.0563
0.1141
0.0234
0.0746
0.1867
0.1189
0.0784
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d/b/a National Grid
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DIVIDEND COEFFICIENT OF VARIATION
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Value Line Payout Ratios Page 2 of 3

Company Ticker 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
ALLETE Inc. ALE 75.00% 71.00% 67.00% 63.00% 59.00% 60.26% 61.52% 62.78% 64.04% 65.31% 66.57%
Alliant Energy Corp LNT 68.00% 67.75% 67.50% 67.25% 67.00% 66.93% 66.86% 66.78% 66.71% 66.64% 66.57%
Ameren Corp. AEE 71.00% 71.25% 71.50% 71.75% 72.00% 71.09% 70.19% 69.28% 68.38% 67.47% 66.57%
American Electric Power Co. Inc. AEP 61.00% 60.50% 60.00% 59.50% 59.00% 60.26% 61.52% 62.78% 64.04% 65.31% 66.57%
Avista Corp. AVA 63.00% 62.75% 62.50% 62.25% 62.00% 62.76% 63.52% 64.28% 65.04% 65.81% 66.57%
Black Hills Corp. BKH 73.00% 70.25% 67.50% 64.75% 62.00% 62.76% 63.52% 64.28% 65.04% 65.81% 66.57%
CenterPoint Energy Inc. CNP 70.00% 68.25% 66.50% 64.75% 63.00% 63.59% 64.19% 64.78% 65.38% 65.97% 66.57%
Cleco Corp. CNL 50.00% 51.50% 53.00% 54.50% 56.00% 57.76% 59.52% 61.28% 63.04% 64.81% 66.57%
Consolidated Edison Inc. ED 65.00% 63.00% 61.00% 59.00% 57.00% 58.59% 60.19% 61.78% 63.38% 64.97% 66.57%
DTE Energy Co. DTE 65.00% 63.75% 62.50% 61.25% 60.00% 61.09% 62.19% 63.28% 64.38% 65.47% 66.57%
Edison International EIX 48.00% 47.25% 46.50% 45.75% 45.00% 48.59% 52.19% 55.78% 59.38% 62.97% 66.57%
Empire District Electric Co. EDE 82.00% 79.00% 76.00% 73.00% 70.00% 69.43% 68.86% 68.28% 67.71% 67.14% 66.57%
Entergy Corp. ETR 70.00% 68.25% 66.50% 64.75% 63.00% 63.59% 64.19% 64.78% 65.38% 65.97% 66.57%
Great Plains Energy Inc. GXP 71.00% 68.75% 66.50% 64.25% 62.00% 62.76% 63.52% 64.28% 65.04% 65.81% 66.57%
Hawaiian Electric Industries Inc. HE 77.00% 74.00% 71.00% 68.00% 65.00% 65.26% 65.52% 65.78% 66.04% 66.31% 66.57%
IDACORP Inc. IDA 43.00% 45.75% 48.50% 51.25% 54.00% 56.09% 58.19% 60.28% 62.38% 64.47% 66.57%
Integrys Energy Group Inc. TEG 88.00% 82.25% 76.50% 70.75% 65.00% 65.26% 65.52% 65.78% 66.04% 66.31% 66.57%
Madison Gas & Electric Co. MGEE 83.00% 81.25% 79.50% 77.75% 76.00% 74.43% 72.86% 71.28% 69.71% 68.14% 66.57%
Northeast Utilities NU 63.00% 60.50% 58.00% 55.50% 53.00% 55.26% 57.52% 59.78% 62.04% 64.31% 66.57%
OGE Energy Corp. OGE 42.00% 41.75% 41.50% 41.25% 41.00% 45.26% 49.52% 53.78% 58.04% 62.31% 66.57%
Pepco Holdings Inc. POM 86.00% 81.75% 71.50% 73.25% 69.00% 68.59% 68.19% 67.78% 67.38% 66.97% 66.57%
PG&E Corp. PCG 82.00% 74.75% 67.50% 60.25% 53.00% 55.26% 57.52% 59.78% 62.04% 64.31% 66.57%
Pinnacle West Capital Corp. PNW 63.00% 63.25% 63.50% 63.75% 64.00% 64.43% 64.86% 65.28% 65.71% 66.14% 66.57%
Portland General Electric Co. POR 55.00% 54.75% 54.50% 54.25% 54.00% 56.09% 58.19% 60.28% 62.38% 64.47% 66.57%
SCANA Corp. SCG 63.00% 61.25% 59.50% 57.75% 56.00% 57.76% 59.52% 61.28% 63.04% 64.81% 66.57%
Sempra Energy SRE 57.00% 54.75% 52.50% 50.25% 48.00% 51.09% 54.19% 57.28% 60.38% 63.47% 66.57%
Southern Co.(The) SO 76.00% 74.50% 73.00% 71.50% 70.00% 69.43% 68.86% 68.28% 67.71% 67.14% 66.57%
TECO Energy Inc. TE 67.00% 66.00% 65.00% 64.00% 63.00% 63.59% 64.19% 64.78% 65.38% 65.97% 66.57%
UIL Holdings Corp. UIL 80.00% 77.75% 75.50% 73.25% 71.00% 70.26% 69.52% 68.78% 68.04% 67.31% 66.57%
Westar Energy Inc. WR 69.00% 67.00% 65.00% 63.00% 61.00% 61.93% 62.86% 63.78% 64.71% 65.64% 66.57%
Wisconsin Energy Corp. WEC 53.00% 55.50% 58.00% 60.50% 63.00% 63.59% 64.19% 64.78% 65.38% 65.97% 66.57%
Xcel Energy Inc. XEL 61.00% 61.25% 61.50% 61.75% 62.00% 62.76% 63.52% 64.28% 65.04% 65.81% 66.57%

Value Line Earnings Growth

Company Ticker Growth
ALLETE Inc. ALE 7.50%
Alliant Energy Corp LNT 6.00%
Ameren Corp. AEE N/A
American Electric Power Co. Inc. AEP 4.50%
Avista Corp. AVA 5.50%
Black Hills Corp. BKH 7.00%
CenterPoint Energy Inc. CNP 4.00%
Cleco Corp. CNL 6.50%
Consolidated Edison Inc. ED 4.00%
DTE Energy Co. DTE 4.00%
Edison International EIX 1.00%
Empire District Electric Co. EDE 6.00%
Entergy Corp. ETR N/A
Great Plains Energy Inc. GXP 5.50%
Hawaiian Electric Industries Inc. HE 9.00%
IDACORP Inc. IDA 3.00%
Integrys Energy Group Inc. TEG 7.00%
Madison Gas & Electric Co. MGEE 4.50%
Northeast Utilities NU 8.00%
OGE Energy Corp. OGE 6.00%
Pepco Holdings Inc. POM 7.00%
PG&E Corp. PCG 4.50%
Pinnacle West Capital Corp. PNW 5.00%
Portland General Electric Co. POR 5.50%
SCANA Corp. SCG 4.00%
Sempra Energy SRE 4.50%
Southern Co.(The) SO 5.00%
TECO Energy Inc. TE 7.50%
UIL Holdings Corp. UIL 4.00%
Westar Energy Inc. WR 6.50%
Wisconsin Energy Corp. WEC 6.50%
Xcel Energy Inc. XEL 6.00%
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DIVIDEND COEFFICIENT OF VARIATION

Implied Earnings per Share

Company Ticker 2012 2013 2014 2015 2016 2017
ALLETE Inc. ALE $ 245 8§ 264 $ 284 $ 3.05 § 328 § 3.52
Alliant Energy Corp LNT $ 265 $ 281 $ 297 $ 315§ 334 8 3.54
Ameren Corp. AEE $ 227 n/a n/a n/a n/a n/a
American Electric Power Co. Inc. AEP $ 311 8 325§ 340 $ 355§ 371 8§ 3.88
Avista Corp. AVA $ 1.84 § 1.94 §$ 205 $ 2.16 $ 228 8§ 2.41
Black Hills Corp. BKH $ 203 8§ 217 $ 232§ 248 § 266 $ 2.84
CenterPoint Energy Inc. CNP $ .16 $ 120 $ 125§ 130 $ 135§ 1.41
Cleco Corp. CNL $ 250§ 266 $ 284§ 3.02 $ 322§ 3.43
Consolidated Edison Inc. ED $ 372 8 387 § 403 §$ 419 § 436 $ 4.53
DTE Energy Co. DTE $ 3.69 § 384 § 399 $ 415§ 432 8 4.49
Edison International EIX $ 273§ 276 $ 278 $ 281§ 284§ 2.87
Empire District Electric Co. EDE $ 122§ 129 §$ 137§ 145§ 154§ 1.63
Entergy Corp. ETR $ 4.74 n/a n/a n/a n/a n/a
Great Plains Energy Inc. GXP $ 121§ 128 $ 135§ 142§ 1.50 $ 1.58
Hawaiian Electric Industries Inc. HE $ 1.61 $ 176 $ 191 $ 209 $ 227§ 248
IDACORP Inc. IDA $ 3.07 $ 316 $ 326 $ 335§ 346 $ 3.56
Integrys Energy Group Inc. TEG $ 3.09 $ 331§ 354§ 379 § 4.05 $ 4.34
Madison Gas & Electric Co. MGEE $ 187 § 195 §$ 204 $ 213§ 223 8 233
Northeast Utilities NU $ 210 $ 226 $ 244§ 264 $ 285§ 3.08
OGE Energy Corp. OGE $ 379§ 401 $ 425§ 451§ 478 § 5.07
Pepco Holdings Inc. POM $ 1.26 $ 134§ 144§ 154§ 1.65 $ 1.76
PG&E Corp. PCG $ 222 8 232§ 242§ 253§ 265 $ 2.77
Pinnacle West Capital Corp. PNW $ 333§ 350 $ 368 $ 386 $ 405 8 425
Portland General Electric Co. POR $ 1.96 $ 207 $ 219 $ 231 8§ 243§ 2.57
SCANA Corp. SCG $ 314§ 327 $ 340 $ 354§ 3.68 § 3.82
Sempra Energy SRE $ 421 $ 440 $ 4.60 $ 480 $ 502 $ 5.25
Southern Co.(The) SO $ 255§ 268 $ 281 § 295§ 310 § 3.26
TECO Energy Inc. TE $ 131§ 141§ 152§ 1.63 $ 175 § 1.89
UIL Holdings Corp. UIL $ 2.16 $ 225§ 234§ 243§ 253§ 2.63
Westar Energy Inc. WR $ 191 §$ 204 $ 217 $ 231§ 246 $ 2.62
Wisconsin Energy Corp. WEC $ 226 $ 241§ 257§ 273 % 291§ 3.10
Xcel Energy Inc. XEL $ 1.74  § 1.84 §$ 195 § 207 $ 219§ 2.33
Notes:

[1] Source: Exhibit_ (KXD-18) workpaper

Niagara Mohawk Power Corporation
d/b/a National Grid

Cases 12-E-0201 12-E-0202

Exhibit __ (RBH-4R)

Page 3 of 3
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Retention Ratio Regression
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RETENTION RATIO REGRESSION

ANALYSIS

5-year Average

Payout Fwd EPS

Y ear Ticker Ratio Growth Retention Ratio
2004 ALE 22.22% 13.03% 77.78%
2005 ALE 50.40% -0.53% 49.60%
2006 ALE 52.35% 1.33% 47.65%
2000 LNT 80.97% 3.42% 19.03%
2001 LNT 82.64% 2.46% 17.36%
2002 LNT 169.49% 18.83% -69.49%
2003 LNT 63.69% 11.10% 36.31%
2004 LNT 55.14% 2.42% 44.86%
2005 LNT 47.51% 7.63% 52.49%
2006 LNT 55.83% 8.98% 44.17%
2000 AEP 230.77% 38.93% -130.77%
2001 AEP 73.39% -2.29% 26.61%
2002 AEP 83.92% 0.22% 16.08%
2003 AEP 65.22% 3.44% 34.78%
2004 AEP 53.64% 2.67% 46.36%
2005 AEP 53.79% -0.05% 46.21%
2006 AEP 52.45% 2.36% 47.55%
1995 AVA 87.94% 256.46% 12.06%
1996 AVA 91.85% 250.94% 8.15%
1997 AVA 63.27% 233.07% 36.73%
1998 AVA 82.03% 250.46% 17.97%
1999 AVA 400.00% 262.90% -300.00%
2000 AVA 27.27% -5.23% 72.73%
2001 AVA 40.00% 13.09% 60.00%
2002 AVA 71.64% 11.72% 28.36%
2003 AVA 48.04% 19.05% 51.96%
2004 AVA 71.23% 27.97% 28.77%
2005 AVA 59.78% 23.65% 40.22%
2006 AVA 38.78% 12.54% 61.22%
1995 BKH 74.79% 15.42% 25.21%
1996 BKH 65.71% 20.76% 34.29%
1997 BKH 63.76% 13.10% 36.24%
1998 BKH 62.50% 7.41% 37.50%
1999 BKH 61.18% 5.08% 38.82%
2000 BKH 45.57% 1.45% 54.43%
2001 BKH 32.75% -6.47% 67.25%
2002 BKH 49.79% 4.16% 50.21%
2003 BKH 65.22% -10.29% 34.78%
2004 BKH 71.26% 228.58% 28.74%
2005 BKH 60.66% 218.63% 39.34%
2006 BKH 59.73% 209.85% 40.27%
2001 CNP 97.40% 8.57% 2.60%
2002 CNP 82.95% 9.41% 17.05%
2003 CNP 29.20% 10.39% 70.80%
2004 CNP 65.57% 17.02% 34.43%
2005 CNP 59.70% 16.24% 40.30%
2006 CNP 45.11% 0.28% 54.89%
1995 CNL 72.12% 7.34% 27.88%
1996 CNL 68.75% 6.49% 31.25%
1997 CNL 72.48% 7.16% 27.52%
1998 CNL 72.32% 3.18% 27.68%
1999 CNL 69.75% 2.89% 30.25%
2000 CNL 58.22% -0.14% 41.78%
2001 CNL 57.62% -1.67% 42.38%
2002 CNL 59.21% -2.39% 40.79%
2003 CNL 71.43% 6.79% 28.57%
2004 CNL 68.18% 6.55% 31.82%
2005 CNL 63.38% 11.05% 36.62%
2006 CNL 66.18% 14.52% 33.82%
1995 ED 69.62% -1.15% 30.38%
1996 ED 70.99% 2.28% 29.01%
1997 ED 71.19% 1.64% 28.81%
1998 ED 69.74% -0.88% 30.26%
1999 ED 68.37% -5.08% 31.63%
2000 ED 79.56% 3.19% 20.44%
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RETENTION RATIO REGRESSION

ANALYSIS

5-year Average

Payout Fwd EPS

Y ear Ticker Ratio Growth Retention Ratio
2001 ED 68.54% -0.51% 31.46%
2002 ED 70.93% 3.58% 29.07%
2003 ED 79.15% 4.81% 20.85%
2004 ED 97.41% 7.10% 2.59%
2005 ED 76.25% 3.43% 23.75%
2006 ED 77.97% 4.27% 22.03%
1995 D 104.88% 7.20% -4.88%
1996 D 96.99% 9.41% 3.01%
1997 D 86.00% 19.21% 14.00%
1998 D 150.00% 24.00% -50.00%
1999 D 86.00% 10.86% 14.00%
2000 D 103.20% 8.27% -3.20%
2001 D 86.58% 16.43% 13.42%
2002 D 53.53% 1.83% 46.47%
2003 D 65.82% 14.11% 34.18%
2004 D 61.03% 9.75% 38.97%
2005 D 89.33% 17.56% 10.67%
2006 D 57.50% 4.66% 42.50%
1995 DTE 68.21% 1.77% 31.79%
1996 DTE 73.57% -3.62% 26.43%
1997 DTE 71.53% 11.43% 28.47%
1998 DTE 67.54% 5.14% 32.46%
1999 DTE 61.86% 1.19% 38.14%
2000 DTE 63.00% 7.20% 37.00%
2001 DTE 95.81% 9.04% 4.19%
2002 DTE 53.79% -4.88% 46.21%
2003 DTE 72.28% 0.77% 27.72%
2004 DTE 80.78% 6.61% 19.22%
2005 DTE 63.00% 4.05% 37.00%
2006 DTE 84.90% 8.69% 15.10%
2004 EIX 115.94% 76.47% -15.94%
2005 EIX 30.54% 0.34% 69.46%
2006 EIX 33.54% -0.02% 66.46%
1995 EDE 108.47% 4.21% -8.47%
1996 EDE 104.07% -7.90% -4.07%
1997 EDE 99.22% 11.47% 0.78%
1998 EDE 83.66% 9.43% 16.34%
1999 EDE 113.27% 7.99% -13.27%
2000 EDE 94.81% 5.49% 5.19%
2001 EDE 216.95% 27.40% -116.95%
2002 EDE 107.56% 2.52% -7.56%
2003 EDE 99.22% 2.31% 0.78%
2004 EDE 148.84% 9.15% -48.84%
2005 EDE 139.13% 7.58% -39.13%
2006 EDE 90.78% -0.68% 9.22%
1995 ETR 84.51% 7.84% 15.49%
1996 ETR 72.58% 5.29% 27.42%
1997 ETR 80.00% 11.04% 20.00%
1998 ETR 67.57% 11.36% 32.43%
1999 ETR 53.33% 12.39% 46.67%
2000 ETR 41.08% 8.38% 58.92%
2001 ETR 41.56% 12.01% 58.44%
2002 ETR 36.41% 9.01% 63.59%
2003 ETR 43.36% 11.09% 56.64%
2004 ETR 48.09% 10.12% 51.91%
2005 ETR 49.09% 8.87% 50.91%
2006 ETR 40.30% 7.18% 59.70%
1995 GXP 80.21% 5.84% 19.79%
1996 GXP 94.08% 3.75% 5.92%
1997 GXP 95.86% 9.41% 4.14%
1998 GXP 86.77% 9.30% 13.23%
1999 GXP 131.75% 17.64% -31.75%
2000 GXP 80.98% 2.83% 19.02%
2001 GXP 104.40% 2.18% -4.40%
2002 GXP 81.37% -0.52% 18.63%
2003 GXP 73.13% -10.30% 26.87%
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RETENTION RATIO REGRESSION

ANALYSIS

5-year Average

Payout Fwd EPS

Y ear Ticker Ratio Growth Retention Ratio
2004 GXP 67.48% -14.22% 32.52%
2005 GXP 76.15% -2.23% 23.85%
2006 GXP 102.47% -0.76% -2.47%
1995 HE 89.47% -0.66% 10.53%
1996 HE 93.08% 4.99% 6.92%
1997 HE 88.41% 4.01% 11.59%
1998 HE 83.78% 2.06% 16.22%
1999 HE 85.52% -0.31% 14.48%
2000 HE 97.64% 3.64% 2.36%
2001 HE 77.50% -3.34% 22.50%
2002 HE 76.54% -6.90% 23.46%
2003 HE 78.48% -7.12% 21.52%
2004 HE 91.18% -7.33% 8.82%
2005 HE 84.93% -2.21% 15.07%
2006 HE 93.23% 3.38% 6.77%
1995 IDA 88.57% 11.79% 11.43%
1996 IDA 84.16% 9.88% 15.84%
1997 IDA 80.17% -1.38% 19.83%
1998 IDA 78.48% -10.03% 21.52%
1999 IDA 76.54% 9.04% 23.46%
2000 IDA 53.14% -1.34% 46.86%
2001 IDA 55.52% 6.37% 44.48%
2002 IDA 114.11% 12.47% -14.11%
2003 IDA 177.08% 24.13% -77.08%
2004 IDA 63.16% 8.77% 36.84%
2005 IDA 68.57% 12.70% 31.43%
2006 IDA 51.06% 8.62% 48.94%
2001 TEG 75.91% 6.90% 24.09%
2002 TEG 77.37% 1.03% 22.63%
2003 TEG 78.26% -6.37% 21.74%
2004 TEG 54.05% -7.00% 45.95%
2005 TEG 54.77% 1.32% 45.23%
2006 TEG 64.96% 1.93% 35.04%
1995 MGEE 84.56% 8.88% 15.44%
1996 MGEE 156.10% 17.28% -56.10%
1997 MGEE 92.14% 4.00% 7.86%
1998 MGEE 94.20% 4.52% 5.80%
1999 MGEE 88.51% 3.77% 11.49%
2000 MGEE 79.04% -1.06% 20.96%
2001 MGEE 82.10% 5.78% 17.90%
2002 MGEE 79.29% 6.96% 20.71%
2003 MGEE 78.95% 7.69% 21.05%
2004 MGEE 76.84% 5.56% 23.16%
2005 MGEE 87.26% 10.45% 12.74%
2006 MGEE 67.48% 5.32% 32.52%
2001 NU 32.85% -8.32% 67.15%
2002 NU 49.07% 14.69% 50.93%
2003 NU 46.77% 15.13% 53.23%
2004 NU 69.23% 20.99% 30.77%
2005 NU 69.39% 21.44% 30.61%
2006 NU 89.02% 25.85% 10.98%
1995 OGE 87.50% 5.04% 12.50%
1996 OGE 82.10% -2.63% 17.90%
1997 OGE 82.61% -0.33% 17.39%
1998 OGE 65.20% -1.48% 34.80%
1999 OGE 68.56% 0.08% 31.44%
2000 OGE 70.37% 1.16% 29.63%
2001 OGE 103.10% 14.28% -3.10%
2002 OGE 93.01% 13.66% 6.99%
2003 OGE 76.88% 8.33% 23.12%
2004 OGE 74.72% 9.12% 25.28%
2005 OGE 72.68% 11.04% 27.32%
2006 OGE 54.69% 7.34% 45.31%
2002 POM 23.46% -2.02% 76.54%
2003 POM 74.07% 8.13% 25.93%
2004 POM 68.49% -2.52% 31.51%
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RETENTION RATIO REGRESSION

ANALYSIS

5-year Average

Payout Fwd EPS

Y ear Ticker Ratio Growth Retention Ratio
2005 POM 67.11% 0.47% 32.89%
2006 POM 78.20% 1.00% 21.80%
2005 PCG 52.34% 4.23% 47.66%
2006 PCG 47.83% 0.46% 52.17%
1995 PNW 41.89% 8.64% 58.11%
1996 PNW 41.70% 8.36% 58.30%
1997 PNW 40.94% -0.24% 59.06%
1998 PNW 43.16% -0.97% 56.84%
1999 PNW 41.82% -2.81% 58.18%
2000 PNW 42.69% -6.52% 57.31%
2001 PNW 41.58% -0.18% 58.42%
2002 PNW 64.43% 4.74% 35.57%
2003 PNW 68.65% -0.86% 31.35%
2004 PNW 70.93% -0.01% 29.07%
2005 PNW 86.16% 9.88% 13.84%
2006 PNW 64.04% 0.99% 35.96%
2006 POR 59.65% 20.49% 40.35%
1995 SCG 77.42% 5.92% 22.58%
1996 SCG 71.71% 4.16% 28.29%
1997 SCG 79.47% 7.77% 20.53%
1998 SCG 72.64% 6.46% 27.36%
1999 SCG 91.67% 14.24% 8.33%
2000 SCG 54.25% 5.61% 45.75%
2001 SCG 55.81% 3.97% 44.19%
2002 SCG 54.62% 2.98% 45.38%
2003 SCG 55.20% 3.51% 44.80%
2004 SCG 54.68% 1.47% 45.32%
2005 SCG 56.12% 1.56% 43.88%
2006 SCG 64.86% 2.86% 35.14%
1995 SRE 80.41% 5.50% 19.59%
1996 SRE 78.79% 9.85% 21.21%
1997 SRE 70.91% 9.51% 29.09%
1998 SRE 125.81% 19.81% -25.81%
1999 SRE 93.98% 19.15% 6.02%
2000 SRE 48.54% 12.24% 51.46%
2001 SRE 39.22% 11.52% 60.78%
2002 SRE 35.84% 9.78% 64.16%
2003 SRE 33.22% 9.00% 66.78%
2004 SRE 25.45% 4.47% 74.55%
2005 SRE 32.95% 3.37% 67.05%
2006 SRE 28.37% 1.58% 71.63%
1995 SO 73.49% 4.07% 26.51%
1996 SO 75.00% -0.15% 25.00%
1997 SO 82.28% 4.02% 17.72%
1998 SO 77.46% 3.42% 22.54%
1999 SO 73.22% 3.18% 26.78%
2000 SO 66.67% 1.89% 33.33%
2001 SO 83.23% 5.59% 16.77%
2002 SO 73.51% 4.32% 26.49%
2003 SO 70.56% 2.76% 29.44%
2004 SO 68.93% 2.47% 31.07%
2005 SO 69.48% 2.22% 30.52%
2006 SO 73.33% 4.02% 26.67%
1995 TE 65.63% 4.97% 34.38%
1996 TE 64.91% 6.34% 35.09%
1997 TE 72.67% 4.92% 27.33%
2004 TE 107.04% 11.38% -7.04%
2005 TE 76.00% 5.81% 24.00%
2006 TE 64.96% 4.89% 35.04%
1995 UIL 77.52% 4.17% 22.48%
1996 UIL 91.05% 6.50% 8.95%
1997 UIL 88.27% 0.49% 11.73%
1998 UIL 96.11% -4.47% 3.89%
1999 UIL 77.58% -4.41% 22.42%
2000 UIL 67.58% -10.48% 32.42%
2001 UIL 68.38% -1.63% 31.62%
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RETENTION RATIO REGRESSION

ANALYSIS

5-year Average

Payout Fwd EPS
Y ear Ticker Ratio Growth Retention Ratio
2002 UIL 93.51% 3.85% 6.49%
2003 UIL 139.52% 10.66% -39.52%
2004 UIL 112.34% 6.35% -12.34%
2005 UIL 133.08% 9.98% -33.08%
2006 UIL 93.01% 0.96% 6.99%
2000 vvC 83.76% 11.84% 16.24%
2001 vvC 95.37% 9.29% 4.63%
2002 vvC 63.69% 3.60% 36.31%
2003 vvC 71.15% 2.84% 28.85%
2004 vvC 80.99% 6.60% 19.01%
2005 vvC 65.75% -0.57% 34.25%
2006 vvC 85.42% 4.62% 14.58%
2002 WR 120.00% 15.74% -20.00%
2003 WR 58.78% 0.38% 41.22%
2004 WR 68.38% 4.11% 31.62%
2005 WR 59.35% 5.74% 40.65%
2006 WR 52.13% 1.37% 47.87%
1995 WEC 68.22% 19.58% 31.78%
1996 WEC 75.76% 35.15% 24.24%
1997 WEC 285.19% 54.91% -185.19%
1998 WEC 93.98% 12.91% 6.02%
1999 WEC 82.98% 6.72% 17.02%
2000 WEC 127.78% 22.76% -27.78%
2001 WEC 43.48% 9.31% 56.52%
2002 WEC 34.48% 5.61% 65.52%
2003 WEC 35.40% 7.54% 64.60%
2004 WEC 45.16% 12.13% 54.84%
2005 WEC 34.38% 8.60% 65.63%
2006 WEC 34.85% 10.68% 65.15%
1995 XEL 68.37% -2.87% 31.63%
1996 XEL 71.73% 6.01% 28.27%
1997 XEL 86.96% -7.15% 13.04%
1998 XEL 77.72% 28.57% 22.28%
1999 XEL 101.40% 33.67% -1.40%
2000 XEL 92.50% 30.19% 7.50%
2001 XEL 66.08% 24.32% 33.92%
2002 XEL 269.05% 40.62% -169.05%
2003 XEL 60.98% 3.68% 39.02%
2004 XEL 63.78% 3.44% 36.22%
2005 XEL 70.83% 5.48% 29.17%
2006 XEL 65.19% 5.03% 34.81%

Niagara Mohawk Power Corporation
d/b/a National Grid

Cases 12-E-0201 12-G-0202
Exhibit __ (RBH-5R)

Page 8 of 9
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SUMMARY OUTPUT

Regression Statistics

Niagara Mohawk Power Corporation

RETENTION RATIO REGRESSION d/b/a National Grid
ANALYSIS Cases 12-E-0201 12-G-0202

Exhibit __ (RBH-5R)

Page 9 of 9

Y = 5-year Average Forward EPS Growth
X = Retention Ratio

Multiple R 0.286
R Square 0.082
Adjusted R Square 0.079
Standard Error 0.370
Observations 304
ANOVA
df SS MS F Significance F

Regression 1 3.663 3.663 26.817 4.1E-07
Residual 302 41.248 0.137
Total 303 44.911

Coefficients  Standard Error t Stat P-value Lower 95% Upper 95%
Intercept 0.200 0.025 7.886 5.8E-14 0.150 0.249
Retention Ratio -0.303 0.058 -5.178 4.1E-07 -0.418 -0.188
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Exhibit  (RBH-6R)



Case 12-E-0201
Case 12-E-0202

Rebuttal Testimony of Robert B. Hevert

Exhibit  (RBH-6R)

Staff Adjusted Results
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