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PUCO Case No. 16-395-EL-SSO et al.

INTRODUCTION

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINES
ADDRESS.

My name is David C. Parcell. |1 am President aadi® Economist of Technical
Associates, Inc. My business address is Suite 1508 Santa Rosa Rd.,

Richmond, Virginia 23229.

PLEASE BRIEFLY DESCRIBE YOUR BACKGROUND AND
EXPERIENCE.

I hold B.A. (1969) and M.A. (1970) degrees in emarcs from Virginia
Polytechnic Institute and State University (Virginiech) and a M.B.A. (1985)
from Virginia Commonwealth University. | have besgonsulting economist
with Technical Associates since 1970. The majaftyny consulting experience
has involved the provision of cost of capital testny in public utility ratemaking
proceedings. | have previously testified in abei@ utility proceedings before
over 50 regulatory agencies in the United StatesGanada, including the Public
Utilities Commission of Ohio (“PUCQO” or “Commissityn Attachment DCP-1
provides a more complete description of my eduoadiod relevant business

experience.
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Q3. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS
PROCEEDING?

A3. My testimony addresses the respective costs oftermg debt and common
equity of The Dayton Power and Light Company (“DP&lt “Utility”), relative
to its 2016 Electric Security Plan (“ESPHling including the amended
application and related testimonies filed on Octdideand October 31, 2016. |
have performed independent studies and am makaogn@endations on the
current cost of debt and cost of common equitysfB&L. In addition, because

DP&L is a subsidiary of DPL, Inc. (“DPL”"), which iturn is owned by AES

Corp. (“AES”), | have also considered these ergitremy analyses.

Q4. HAVE YOU PREPARED AN EXHIBIT IN SUPPORT OF YOUR
TESTIMONY ?

A4. Yes. | have prepared one exhibit, made up ofch@dules.

Il. RECOMMENDATIONS AND SUMMARY

Q5 WHAT ARE YOUR RECOMMENDATIONS IN THIS PROCEEDI ?

A5. Irecommend use of a cost of debt of 4.4 percedtaacost of common equity of

9.25 percent for DP&L.

! In the Matter of the Application of The Dayton Poward Light Company for Approval of its Electric
Security PlanCase No. 16-0395-EL-SSO, et al. (February 22, 2ahél)subsequent filings on October 11,
2016 and October 31, 2016.
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Q6. Please summarize your analyses and conclusions.

A6.  First, | examine the embedded cost rate of deBtR&L. In this proceeding,
DP&L proposes to use a 5.29 percent cost of long-tiebt® This 5.29 percent
cost of debt proposed by DP&L assumes that 30 iypeatgage bonds were sold
in August of 2016 at a cost of 6.60 percérn actuality, DP&L “sold $445
million of six-year debt® at a cost of about 4.41 percéntrecommend that
DP&L’s actual cost of debt be used for any ESP pseg. As of this time, DP&L

has not provided the actual cost of long-term dettywithstanding OCC’s

requests for this informatich.

Second, | estimate the cost of common equity, ®réturn on common equity
(“ROE”) of DP&L. | employ three recognized methdaigies to estimate
DP&L'’s return on equity, each of which | apply tea proxy groups of utilities.

These three methodologies and my findings are:

Methodology ROE Range
Discounted Cash Flow (“DCF”) 8.6%0-9.0% (8.8% midsp
Capital Asset Pricing Model (“CAPM”) 5.9-6.5% (6.2%id-point)
Comparable Earnings (“CE”) 9.0%-10.0% (9.5% midrppi

2 See PUCO Case Nos. 16-0395-EL-SSO et al., Direstiffiony of DP&L Witness Craig L. Jackson at 23
(October 11, 2016).

3 Direct Testimony of Jackson at 23-27 (October2DIL,6).

* On August 24, 2016, DP&L entered into a six-yeadit agreement to finance $445 million of First
Mortgage Bonds that were scheduled to mature ote8dyer 15, 2016.

® The calculation of 4.41% is shown in Section finty testimony.
® See Schedules DCP-5 and DCP-6.
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Based upon these findings, | conclude that DP&ktsim on equity is within a
range of 9.0 percent to 9.5 percent, which is baped the upper end of the
range of the results for the DCF model and the pait up the range of results
for the CE model. Instead of the 10.5 percent return on equity ested in
DP&L’s distribution rate case (PUCO Case Nos. 13atBL-AIR et al.) and
adopted in this proceeding by DP&L witness Malifldkecommend a 9.25

percent return on equity for DP&L.

lll.  ECONOMIC/LEGAL PRINCIPLES AND METHODOLOGIES

Q7. WHAT ARE THE PRIMARY PRINCIPLES THAT ESTABLISHTHE
STANDARDS FOR DETERMINING A FAIR RATE OF RETURN FORA
REGULATED UTILITY?

A7. Public utility rates are normally established imanner designed to allow the
utility to have an opportunity to collect its prundly-incurred costs, including a
return on investments the utility makes. Thigexjiently referred to as “cost of
service” ratemaking. Traditionally, rates for regad public utilities have been
primarily established using the “rate base — rétetirn” concept. Under this
method, a utility is allowed to recover a levelgierating expenses, taxes, and

depreciation deemed reasonable for rate-settingoses and is granted an

" As lindicate in a later section, my return oniggrecommendation does not directly incorporate my
CAPM results, which | believe to be somewhat lowhét time relative to the DCF and CE results.

8 See PUCO Case Nos. 16-0395-EL-SSO et al., Direstiffiony of R. Jeffrey Malinak at 21 (October 31,
2016).
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opportunity to earn a fair rate of return (profibs) the assets utilized (i.e., rate

base) in providing service to its customers.

The rate base is derived from the asset side aftiliey’s balance sheet as a
dollar amount and the rate of return is developenhfthe liabilities/owners’
equity side of the balance sheet as a percentHyes, the revenue impact of the
cost of capital is derived by multiplying the ré@se by the rate of return,

including income taxes.

The rate of return is developed from the cost gited which is estimated by
weighting the capital structure components (i.ebtdpreferred stock, and
common equity) by their percentages in the capttaicture and multiplying these
values by their cost rates. This is the weightest of capital or overall rate of

return.

Technically, a “fair rate of return” is a legal aadcounting concept that refers to
an_ex post (after the fact) earned return on aet &sse, while the cost of capital
is an economic and financial concept that refeantex ante (before the fact)
expected, or required, return on a capital baseedulatory proceedings,
however, the two terms are often used intercharigedlequate the two concepts

in my testimony.
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From an economic standpoint, a fair rate of retsrmormally interpreted to mean
that an efficient and economically managed utiltif be able to maintain its
financial integrity, attract capital, and have @portunity to earn comparable
returns for similar risk investments. These cotee@pe derived from economic

and financial theory and are generally implemenigidg financial models and

economic concepts.

GENERAL ECONOMIC CONDITIONS

ARE ECONOMIC AND FINANCIAL CONDITIONS IMPORTANTIN
DETERMINING THE COSTS OF CAPITAL (OR RATE OF RETURNFOR
A PUBLIC UTILITY THAT CUSTOMERS MUST BEAR?

Yes. The costs of capital, for both fixed-costhpmnents (debt and preferred
stock) and common equity component, are determimedrt by current and
prospective economic and financial conditions.aAy given time, for example,

each of the following factors has an influence o dosts of capital:

. level of economic activity (i.e., growth rate oetbconomy);

. stage of the business cycle (i.e., recession, expanor
transition);

. level of inflation;

. level and trend of interest rates; and

. current and expected economic conditions.
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WHAT INDICATORS OF ECONOMIC AND FINANCIAL ACTIVITY
DID YOU EVALUATE IN YOUR ANALYSES?
| examined several sets of economic statistias ft®75 to the present. | chose
this time period because it permits the evaluadioemconomic conditions over
four full business cycles plus the current cyclmveing for an assessment of
changes of economic conditions in long-term trendensideration of
economic/financial conditions over a relativelydomeriod of time allows me to
assess how such conditions have had impacts davéleand trends of the costs

of capital. This period also approximates the beigig and continuation of active

rate case activities by public utilities, which geally began in the mid-1970s.

A business cycle is commonly defined as a comgletad of expansion
(recovery and growth) and contraction (recessidth@®economy. A full
business cycle is a useful and convenient peried which to measure levels and
trends in long-term capital costs because it ino@ies cyclical (i.e., stage of
business cycle) influences and, thus, permits gpeoison of structural (or long-

term) trends.

PLEASE DESCRIBE THE TIMEFRAMES OF THE FOUR PRDR
BUSINESS CYCLES AND THE CURRENT CYCLE.

The four prior complete cycles and current cydeer the following periods:
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Business Cycle Expansion Period Contraction Period
1975-1982 Mar. 1975-July 198l  Aug. 1981-Oct. 1982

1982-1991 Nov. 1982-July 1990  Aug. 1990-Mar. 1991
1991-2001 Mar. 1991-Mar. 2001  Apr. 2001-Nov. 2001
2001-2009 Nov. 2001-Nov. 2007 Dec. 2007-June 2009

Current July 2009-

Source: The National Bureau of Economic Resedttls.
Business Cycle Expansions and Contractions.”

Q1l1. DO YOU HAVE ANY GENERAL OBSERVATIONS CONCERNING TH

All.

RECENT TRENDS IN ECONOMIC CONDITIONS AND THEIR IMPACT
ONTHE COSTS OFCAPITAL OVER THIS BROAD PERIOD?

Yes. From the early 1980s until the end of 2@6&,United States economy
enjoyed general prosperity and stability. Thisgebhad been characterized by
longer economic expansions, relatively tame cotitras, low and declining

inflation, and declining interest rates and othests of capital.

However, in 2008 and 2009, the economy declineaifszgntly, initially as a
result of the 2007 collapse of the “sub-prime” rgage market and the related
liquidity crisis in the financial sector of the emmy. Subsequently, this financial
crisis intensified with a more broad-based declingially based on a substantial
increase in petroleum prices and a dramatic detlitiee U.S. financial sector,
culminating with the collapse and/or bailouts @ignificant number of well-

known institutions such as Bear Stearns, LehmaithBrs, Merrill Lynch,

9 http://www.nber.org/cycles/cyclesmain.html
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Freddie Mac, Fannie Mae, AlIG and Wachovia. Thession also withessed the
demise of national companies such as Circuit Gitythe bankruptcies of

automotive manufacturers such as Chrysler and GEeNtators.

This decline has been described as the worst fiabertsis since the Great
Depression and has been referred to as the “GexsRion.” Beginning in
2008, the U.S. and other governments implementpdegadented actions to
attempt to correct or minimize the scope and effetthis recession.

The recession reached its low point in mid-2009%mvthe economy began to
expand again, although at a slow and uneven tdbsvever, the length and
severity of the recession, as well as a relatigkly and uneven recovery,
indicate that the impacts of the recession have bed will be felt for an

extended period of time.

PLEASE DESCRIBE RECENT AND CURRENT ECONOMIC A
FINANCIAL CONDITIONS AND THEIR IMPACT ON THE COSTSOF
CAPITAL.

One impact of the Great Recession has been a reductactual and expected
investment returns and a corresponding reductidharcosts of capital. This
decline is evidenced by a decline in both shoratand long-term interest rates
and the expectations of investors and is reflectedturn on equity model results

(such as DCF, CAPM and CE). Regulatory agenciesigfhout the U.S. have
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recognized the decline in capital costs by autihagifower returns on equity for

regulated utilities in each of the last severargda

Schedule DCP-1 shows several sets of relevant etorand financial statistics
for the cited time periods. Pages 1 and 2 of SaleeddCP-1 contain general
macroeconomic statistics; pages 3 and 4 show stteates; and pages 5 and 6

contain equity market statistics.

Pages 1 and 2 of Schedule DCP-1 show that in 289@&donomy stalled and
subsequently entered a significant decline, axatdd by the lower growth rate
in real (i.e., adjusted for inflation) Gross Dome$troduct (“GDP”), lower levels
of industrial production, and an increase in themaployment rate. This
recession lasted until mid-2009, making it a lort@n-normal recession, as well
as a much deeper recession. Because economidgnasteen somewhat

erratic the economy has grown slower than in pigransions.

Pages 1 and 2 of Schedule DCP-1 also show thefratflation. As reflected in
the Consumer Price Index (“CPI”) inflation rosersfgantly during the 1975-
1982 business cycle and reached double-digit lenel979-1980. The rate of
inflation has declined substantially since 198inc& 2008, the CPI has been
three percent or lower, with 2013 being only 1.&cpat and both 2014 and 2015

being below one percent. It is thus apparentttietate of inflation has generally

19 Regulatory Research Associates, “Regulatory Fd€rstober 14, 2016.

10
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been declining over the past several businessyé&ecent and current levels of
inflation are at the lowest levels of the past 8arg, which is reflective of lower

capital costs?

WHAT HAVE BEEN THE TRENDS IN INTEREST RATES OER THE
FOUR PRIOR BUSINESS CYCLES AND AT THE CURRENT TIME?
Pages 3 and 4 of Schedule DCP-1 show several sdiilg®rest rates. Both
short-term and long-term rates rose sharply torce@vels in 1975-1981 when
the inflation rate was high. Interest rates dedisubstantially in conjunction

with the corresponding declines in inflation sirlce early 1980s.

From 2008 to late-2015, the Federal Reserve SyStemderal Reserve”)
maintained the Federal Funds rate (i.e., short-tetenest rate) at 0.25 percent, an
all-time low. The Federal Reserve raised it slighd 0.50 percent in December
of 2015, but contrary to some expectations, hasaiséd it further in the first
several months of 2016. The Federal Reserve alsthased U.S. Treasury
securities to stimulate the econoMyAs seen on page 4 of Schedule DCP-1, in
2012, both U.S. and corporate bond yields decliogteir lowest levels in the

past four business cycles and in more than 35 ydaren with the “tapering” and

" The rate of inflation is one component of interasé expectations of investors, who generally expe
receive a return in excess of the rate of inflatidius, a lower rate of inflation has a downwangact on
interest rates and other capital costs.

2 This is referred to as Quantitative Easing whigswomprised of three “rounds.” In “round” 3, kmow
as QE3, the Federal Reserve initially purchasedest®5 billion of U.S. Treasury securities per manth

order to stimulate the economy. The Federal Reseventually “tapered” its purchase of U.S. Tregsur
securities through October 2014, at which time Qitetive Easing ended.

11
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eventual ending of the Federal Reserve’s Quamédasing program, interest
rates have remained low. Currently, both goverrtraad corporate lending rates

remain at historically low levels, again reflectiwelower costs of capital.

WHAT DOES SCHEDULE DCP-1 SHOW FOR TRENDS OF GAMON
STOCK SHARE PRICES?

Pages 5 and 6 of Schedule DCP-1 show severass#grammmon stock prices
and ratios. These indicate that stock prices wssentially stagnant during the
high inflation/high interest rate environment oétlate 1970s and early 1980s.
The 1983-1991 business cycle and the more recefescwitnessed a significant
upward trend in stock prices. The beginning ofrdeent financial crisis saw
stock prices decline precipitously, as stock prioe2008 and early 2009 were
down significantly from peak 2007 levels, reflegtithe financial/economic crisis.
Beginning in the second quarter of 2009, pricesvered substantially and
ultimately reached and exceeded the levels achipriedto the “crash.” On the

other hand, equity markets have recently been sdwaievolatile.

WHAT CONCLUSIONS DO YOU DRAW FROM YOUR DISCUSSIODIF
ECONOMIC AND FINANCIAL CONDITIONS?

Recent economic and financial circumstances hdferetl from any that have
prevailed since at least the 1930s. The late-20@&urly-2009 deterioration in
stock prices, the decline in U.S. Treasury bonttgieand an increase in

corporate bond yields were evidenced in the thedeex “flight to safety.”

12
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Concurrently, there was a decline in the costsrahdns of capital, which
significantly reduced the value of most retirema&etounts, investment portfolios,
and other assets. One significant aspect of eedeen a decline in investor
expectations of returnd,even with the return of stock prices to levelsiawhd
prior to the “crash.” This is evident in severays: 1) lower interest rates on
bank deposits; 2) lower interest rates on U.S. Jusaand corporate bonds; 3)
lower increases in social security cost of livirenbfits** and 4) lower authorized
returns on equity for utilities by regulatory conssions. Finally, as noted above,
utility bond interest rates are currently at levs$ow those prevailing prior to the
financial crisis of late-2008 to early-2009 and aear the lowest levels in the past

35 years. ltis also noteworthy that long-terneiast rates have declined in 2016,

in spite of the Federal Reserve’s raising of shkemt rates in December of 2015.

HOW DO THESE ECONOMIC/FINANCIAL CONDITIONS IMPACT
THE DETERMINATION OFA RETURN ONCOMMON EQUITY FOR
REGULATED UTILITIES THAT IS FUNDED BY CONSUMERS?

The costs of capital for regulated utilities haeelined in recent years. For
example, the current interest costs that utilitia@g on new debt remain near the
low point of the last several decades. In addjtiba results of the traditional

return on equity models (i.e., DCF, CAPM, and Ck€) lawer than was the case

3Seee.g., Kiplinger's Personal Finance, “Investora@r for Smaller Gains, Focus on Long-Term,”
August 30, 2015.

4 The 2015 increase in Social Security benefits W@6 percent — near an all-time low. There was no
increase in 2016 Social Security benefits and arly3 percent increase for 2017.

13
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prior to the Great Recession. In light of thigsithot surprising that the average
returns on equity authorized by state regulatognatggs have declined and

continue to decline through 2015 and the firstelyearters of 2016,

as follows:
Year Electric Natural Gas
2012 10.01% 9.94%
2013 9.94% 9.68%
2014 9.76% 9.78%
2015 9.58% 9.60%
2016 (3Q) 9.64% 9.45%

V. DP&L'S OPERATIONS AND BUSINESS RISKS

QIi. PLEASE DESCRIBE DP&L AND ITS OPERATIONS.

Al7. DP&L is aregulated electric utility that, at tberrent time, generates, transmits
and distributes electricity to 515,000 customer24rcounties throughout the
Miami Valley of Ohio. DP&L is a subsidiary of DPiyhich is a subsidiary of

AES, following the November 28, 2011 acquisitiorDd?L by AES.

!> Average return on equity values for electric tié§ exclude Virginia surcharge/rider generatiosesa
that incorporate plan-specific return on equityrpitems. SeeRegulatory Research Associates, Requlatory
Focus, October 14, 2016, page 1.

14
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Q18. WHAT ARE THE CURRENT SECURITY RATINGS OF DP&IAND ITS

PARENT COMPANIES?

A18. The ratings of DP&L and its parent companies ariobows:

DP&L DPL AES
Sen. Sec Issuer| Sen. Sec Sen. Unjsec  Sen. |
Moody’s Baa2 Baa3 Bal Ba3 Ba3
Standard & Poor’s BBB- BB BB BBB-
Fitch BB+ B+ BB-

Sources: Moody’s, S&P, Fitch.

Q109.

Al9.

020.

A20.

nsec

This indicates that DP&L’s ratings are generallghar than those of DPL and

AES.

WHAT HAVE BEEN THE TRENDS IN DP&L'S SECURITY RTINGS?

This is shown on Schedule DCP-2. DP&L’s ratingsédnvaried over the past

several years. Prior to the 2011 acquisition bySABP&L had A/Aa3 ratings.

But DP&L’s ratings have since declined somewhat.

ARE DP&L'S RATINGS INDEPENDENT OF DPL AND AES?

No, they are not. Standard & Poor’'s made thewalhg comments about the

merger of DP&L into AES in a November 22, 2011 RgsDirect titled “DPL

Inc., Subsidiary Dayton Power & Light Downgraded‘B&B-* From ‘A-';

15
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Outlooks Stable™:
Rating Action

On Nov. 22, 2011, Standard & Poor’s Ratings Sesviowered its
corporate credit ratings on DPL Inc. and princgabsidiary
Dayton Power & Light Co. (DP&L) to ‘BBB-‘ from ‘A-* We also
removed all ratings on DPL and DP&L from CreditWateith
negative implications, where they were placed onl&0, 2011.
The outlook is stable.

The lower ratings are attributable to the soong@@mpleted
acquisition of DPL by lower rated AES and the sabgal amount
of additional acquisition-related debt leverag®BL. Moreover,
we believe that the combination with an entity thas
significantly weaker business risk and financiakrnprofiles, and
the ample leverage employed in this transactiomahstrates a
lack of commitment to credit quality by DPL’s maeagent.

Moreover, this situation continues, as Moody’s datean October 13, 2015

Credit Opinion:
“Theratings of DP&L and DPLremain constrained by the
group’s significant financial leverage including tre material
amount of DPL holding company debt This is largely related to
the indebtedness used to help fund DP&L’s acqorsitiy AES in
November 2011 that was assumed by DPL at the ¢adithe
transaction.”
[Emphasis added]

Q21. DOES DP&L HAVE ACCESS TO ANY FAVORABLE COST
RECOVERING MECHANISMSUNDER THE PROPOSED ESP

A21. Yes. ltis apparent that the proposed ESP incatps several regulatory cost

recovery mechanisms or ridéefs.

6 See PUCO Case Nos. 16-0395-EL-SSO et al., AmeAgptication of the Dayton Power and Light

Company for Approval of its Electric Security Plgbctober 11, 2016). Those mechanisms include

Distribution Investment Rider, Reconciliation RigBistribution decoupling Rider, and Clean Energy
Rider.

16
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Direct Testimony of David C. Parcell
On Behalf of the Office of the Ohio Consumers’ Gelin

PUCO Case No. 16-395-EL-SSO et al.
DO THESEREGULATORY COST RECOVERWECHANISMS REDUCE
DP&L'S RISK?
Yes. Collectively and individually, these regolgt mechanisms have the effect
of transferring a significant portion of DP&L'’s kigrom its shareholders to its
customers. This is the case because the timingiskdf DP&L fully collecting

certain expenses and a return on and of capitakinvent would be reduced or

eliminated under these regulatory mechanisms.

HASA RATING AGENCY, SUCH ASVOODY'S COMMENTED ON THE
IMPACT OF REGULATORY MECHANISMS AND REDUCED RISKON
LOWER AUTHORIZED RETURN5 ON EQUITY FOR UTILITIES?

Yes. Ina March 10, 2015 Sector In-Depth repted “Lower Authorized
Equity Returns Will Not Hurt Near-Term Credit Pitef”, Moody’s stated:

The credit profiles of US regulated utilities wiémain intact over
the next few years despite our expectation thatlatgrs will
continue to trim the sector’s profitability by lovireg its authorized
returns on equity (ROE). Persistently low interasés and a
comprehensive suite of cost recovery mechanismseslow
business risk profile for utilities, prompting regtors to scrutinize
their profitability, which is defined as the rabbnet income to
book equity.
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Q24. HOW SHOULD THESARREGULATORY COST RECOVERY

A24.

VI.

Q25.

A25.

MECHANISMS BE TREATED FROM A RISK-REDUCING AND
RETURN ON EQUITY PERSPECTIVE?

It is important to recognize these mechanismseterining the return on equity
for a utility, such as DP&L. Moody'’s, for examplgtes this in the reports

mentioned above.

At the very least, the existence of DP&L’s regutgtmechanisms (or riders) in
the proposed ESP should be recognized in the retuequity determination. |
recommend that DP&L’s return on equity be set latval no higher than the mid-

point of the return on equity range for the progynpanies.

CAPITAL STRUCTURE AND COST OF DEBT OF DP&L

WHAT ARE THE HISTORIC CAPITAL STRUCTURE RATIOS OF
DP&L?

| have examined the historic (2011-2015) capitaicture ratios of DP&L, DPL
and AES, which are shown on Schedule DCP-3. Theman equity ratios (i.e.,

common equity as percentage of common equity aht) dave been:
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o]

0

D

D

D

DP&L DPL AES
Including | Excluding| Including | Excluding| Including | Excluding
S-T Debt| S-T Debt| S-T Debt| S-T Debt| S-T Debt| S-T Debt
2011 59.6% 60.5% 45.7% 45.7% 22.8% 22.89
2012| 59.4% 59.4% 14.0% 14.0% 19.8% 19.89
2013| 58.4% 58.4% 9.4% 9.4% 18.7% 18.79
2014| 57.0% 57.0% 6.4% 6.4% 18.6% 18.69
2015 61.7% 61.7% -4.1% -4.1% 14.7% 14.79

Sources: Response to OCC INT-596 in DP&L's pendirstyibution Rate Case

(Case No. 15-1830-EL-AIR et al.), and DP&L FormHK$-

This indicates that DP&L, on a consolidated bdsas, had an equity ratio that has

hovered around 60 percent over the past five yeHlnss indicates that DP&L has a
financially strong balance sheet such that DP&Lsdoat need any additional subsidy or
so-called credit support to be collected from iistomers. The DPL capital structure has
declined dramatically and, as of 2015, was negatA®&noted previously, DPL’s equity
ratio declined after the 2011 acquisition by AERhe equity ratios of AES, in contrast,
are also much lower than those of DP&L and have a@éxlined in recent years, again in
part due to the increased debt related to the sitiqui of DPL and DP&L. At any event,
it is up to AES and DPL to improve their respectbapital structures. The customers of

DP&L should not be asked to provide significant amoof subsidy to support a more

acceptable capital structure of DPL or AES.
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HOW DO THESE CAPITAL STRUCTURES COMPARE TO THSE OF
OTHER INVESTOR-OWNED ELECTRIC UTILITIES?
Schedule DCP-4 shows the common equity ratiosug@g short-term debt in
capitalization which is how this source defines ocaon equity ratios) for the

groups of electric and combination electric ueigifollowed by AUS Utility

Reports. These are:

Combination
Year Electric Gas

And Electric
2011 47% 46%
2012 47% 46%
2013 48% 47%
2014 47% 47%
2015 48% 46%

Source: AUS Utility Reports, May
editions of 2012-2016.

These equity ratios are less than those of DP&L slgmificantly higher than
those of DPL and AES. The actual equity ratiothefelectric groups are similar
to the 50 percent equity ratio that the PUCO hesctd DP&L to maintain and

the Utility has proposed in its distribution ratese.

WHAT IS THEPROPOSEDCOST OF DEBT IN DP&L'S APPLICATION?
DP&L proposes a pro-forma cost of long-term ddl$.89 percent. This cost rate

is initially developed in DP&L'’s distribution ratase by Mr. Mackdy and is

" See PUCO Case Nos. 15-1830 et al., Direct Testrobdeffrey K. MacKay at 9-13 and Schedule D-3a
(November 30, 2015).
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PUCO Case No. 16-395-EL-SSO et al.
also endorsed in the current case by Mr. JacKsdrhis cost of long-term debt
calculation of 5.29 percent assumes a hypothefieptember 15, 2016 $445
million 30-year first mortgage bond issue at ancipdited yield of 6.60 percent
(total cost of 7.16 percent). However, the current yields of triple-B (Baa)litfi
bond are well below 6.60 percent and are aboupdr@ent in August 2016 (when
DP&L refinanced its debt), as is shown on Sche@d#-1, page 4. It should

also be noted that DP&L actually refinanced $44Bioni bond using a six-year

credit agreement in late August 2016.

DID DP&L REVISE ITS COST OF LONG-TERM DEBT TO REFLECT THE
ACTUAL COST OF THE RECENT $445 MILLION REFINANCING?
No. According to the Direct Testimony of DP&L wéss Jackson, the Utility’s
filing continues to assume that it is actually paya 6.60 percent interest rate
(7.16 percent total cost) on the $445 million dbdeThis methodology used by
DP&L and described on pages 25-26 of Mr. Jacks@ssmony is based upon
the following assumptions:

1. average 30-year U.S. Treasury yield forecast fa626

4.00 percent;
2. spread between 30 year U.S. Treasury bonds yiel@n

year mortgage bonds is 260 basis points;

18 Direct Testimony of Jackson at 23-27 (October201L6).

994,
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3. yield on 30 year mortgage bonds that would have se&l
in August of 2016 would be 6.60 percent; and
4, issuance costs would add 56 basis points to theotdise

bonds.

Q29. THE FIRST ASSUMPTION CITED BY MR. JACKSON ISHAT 30 YEAR

A29.

U.S. TREASURY BONDS HAVE A FORECAST YIELD OF 4.0 FREENT IN
2016. WHAT HAS BEEN THE ACTUAL YIELDS ON 30 YEAR S.

TREASURY BONDS IN 20167

The monthly yields on 30 year U.S. Treasury bahgng the first ten months of

2016 are as follows:

Jan 2.86%
Feb 2.62%
Mar 2.68%
Apr 2.62%
May 2.63%
June 2.45%
July 2.23%
Aug 2.26%
Sept 2.35%
Oct 2.50%

Source: Federal Reserve System,
H.15 Selected Interest Rates

These are all well below the 4.0 percent yield assiliby Mr. Jackson. In
August, the month of the refinancing, 30-year Toeadonds yielded 2.26

percent.
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On Behalf of the Office of the Ohio Consumers’ Galin
PUCO Case No. 16-395-EL-SSO et al.
WHAT HAS BEEN THE ACTUAL YIELD ON LONG-TERM UTLITY

BONDS IN 20167

A30. The average monthly yields on Baa long-term utthioynds in 2016 have been:

Q31

A31.

Jan 5.49%
Feb 5.28%
Mar 5.12%
Apr 4.75%
May 4.60%
June 4.47%
July 4.16%
Aug 4.20%
Sept 4.27%
Oct 4.34%

Source: Mergent Bond Record.

These are all well below the 6.60 percent Mr. Jacksssumes in his testimony.
Significantly, the August (i.e., month that DP&LUfiranced its $445 million debt)

Baa long-term utility bond yield was 4.20 percent.

WHAT IS THE EFFECT OF ASSUMING A HIGHER COST OF DER

THAN THAT ACTUALLY PAID BY DP&L?

To the extent that the cost of debt is reflectediiher DP&L’s base rates or any
regulatory mechanism associated with this ESP, DB&ustomers would be
paying rates that exceed DP&L’s actual costs. €kiessive cost collection
from DP&L’s customers would then accrue (as earsjing DP&L’s

shareholders.
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Q32 WAS DP&L ASKED BY OCC TO PROVIDE THE ACTUAL COST OR'S

A32.

Q33

AS33.

O34,

$445 MILLION DEBT REFINANCING AND RELATED TOTAL COST OF
DEBT?

Yes, in OCC INT-308.

DID DP&L PROVIDE A RESPONSE TO THIS INTERROGATORY?

It did not provide the information requested. @y is attached as Schedule
DCP-5. In a second response (i.e., OCC INT-30@fchéd as Schedule DCP-6)
the Utility also declined to provide the actualtcokthe new debt, as well as the
actual cost of all of DP&L’s debt. DP&L cited ontlye “Company’s Report of

Sale.”

DOES THE REPORT OF SALE (CITED IN THE RESPONSE) INICATE
THE ACTUAL COST OF THE NEW ISSUE AND TOTAL COST OBEBT

FOR DP&L?

A34. No.
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Direct Testimony of David C. Parcell
On Behalf of the Office of the Ohio Consumers’ Galin
PUCO Case No. 16-395-EL-SSO et al.
IS IT POSSIBLE TO ESTIMATE THE COST OF THE NEW DEBTFROM
THE REPORT OF SALE?

Yes. | estimate the cost of new debt to be 4ettent using the following

information and assumptions from the Report of Sale

Amount Outstanding $445,000,000
Total Estimated Net Proceeds 434,100,000
Difference 10,900,000
Annual Interest (@ 4.0%) $17,800,000
1/6 of Difference 1,816,667
Total Annual Cost 19,616,667
Annual Cost 4.41 percent

Clearly, the 4.41 percent estimate is well belon&DB assumption of a 7.16

percent cost.

CAN YOU ESTIMATE THE OVERALL COST OF DP&L'S LONG-TIRM
DEBT USING THE 4.41 PERCENT COST OF NEW DEBT CITEBBOVE?
No. Schedule D-3a of Exhibit CLJ-7 shows thed®ron of the 5.29 percent
cost rate cited by Mr. Jackson. However, the dgwekent of this cost rate does
not provide the necessary detail to re-calculagd itility’s cost of long-term
debt.

| again note that DP&L refused to provide this if@tion which was requested

in OCC INT-309 (Schedule DCP-6).
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VII.
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Direct Testimony of David C. Parcell
On Behalf of the Office of the Ohio Consumers’ Gelin
PUCO Case No. 16-395-EL-SSO et al.
WHAT COST OF DEBT DO YOU RECOMMEND FOR USE IN THIS
PROCEEDING?
| recommend that DP&L’s actual cost of debt bedyseflecting in part the actual
cost of the $445 million of debt issued in Augus2016. Should DP&L

continue to refuse providing this information, toenmend a 4.4 percent cost of

debt be used.

CAN THE RETURN ON EQUITY BE DETERMINED WITH THE SAME
DEGREE OF PRECISION AS THE COST OF DEBT?

No. The cost rate of debt is largely determingdhiterest payments, issue prices,
and related expenses. The return on equity, oottiex hand, cannot be precisely
guantified, primarily because this cost is an ofyruty cost. There are several
models that can be employed to estimate the retueguity. Three of the
primary methods — Discounted Cash Flow (“DCF”), EapAsset Pricing Model
(“CAPM"), and Comparable Earnings (“CE”) — are deyed in the following

sections of my testimony.

SELECTION OF PROXY GROUPS

HOW HAVE YOU ESTIMATED THE RETURN ON EQUITY FOR
DP&L ?
DP&L is not a publicly-traded company, nor is DPConsequently, it is not

possible to directly apply return on equity modelshese entities. However, in
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On Behalf of the Office of the Ohio Consumers’ Galin

cost of capital analyses, it is customary to arealymups of comparison, or
“proxy” companies, as a substitute for DP&L to detime its return on equity.
| have accordingly selected two groups for compari® DP&L. | selected one

group of electric utilities similar to DP&L usingé criteria listed on Schedule

PUCO Case No. 16-395-EL-SSO et al.

DCP-7. These criteria area as follows:

(1)
(2)
3)
(4)
(5)
(6)
(7)
(8)

In addition, | have conducted studies of the cosiquity for the electric proxy
group that was selected by DP&L witness Dr. RogeMArin in DP&L’s

distribution rate ca$®and cited by DP&L witness Malinak in this proceegff*

market cap of $1 billion to $10 billion;

electric revenues 50% or greater;

common equity ratio 40% or greater;

Value Line Safety rank of 1 or 2;

Standard & Poor’s (“S&P”) stock ranking of A Br
S&P and/or Moody’s bond ratings of BBB;
currently pays dividends; and

not currently involved in major merger or acgjtion.

2 See PUCO Case Nos. 15-1830-EL-AIR et al., Direstiony of Roger A. Morin (November 30,

2015).

21 See PUCO Case Nos. 16-0395-EL-SSO et al., Direstiffiony of R. Jeffrey Malinak at 5 and 13

(October 31, 2016).
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Q40. PLEASE EXPLAIN WHY YOUARE USING TWO PROXY GROURS

A40.

VIII.

YOUR COST OF EQUITY ANALYSES.

It has long been my practice to develop my owrepwhdently-determined proxy
group and to also conduct cost of equity analysethe utility withess’ proxy
group. My conclusions and recommendations, in, tare based upon my review

of the results of both proxy groups.

DCF ANALYSIS

Q4L WHAT IS THE THEORY AND METHODOLOGICAL BASIS OF THE

A41l.

DISCOUNTED CASH FLOWMODEL ?

The DCF model is one of the oldest and most contyaased models for
estimating the return on equity for public utilg® The DCF model is based on
the “dividend discount model” of financial theorhich maintains that the value
(price) of any security or commodity is the disctathpresent value of all future

cash flows.

The most common variant of the DCF model assunagiikidends are expected
to grow at a constant rate (the “constant growth"Gordon DCF model”). In

this framework, the return on equity is derivedirthe following formula:

22 Certain regulatory commissions (e.g., Federal n&egulatory Commission) rely primarily on the
DCF methodology in determining the return on eqtotypublic utilities.
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PUCO Case No. 16-395-EL-SSO et al.

K=5+g

b
P
where: P = current price

D = current dividend rate
K = discount rate (cost of capital)
g = constant rate of expected growth
This formula essentially recognizes that the reaxpected or required by

investors is comprised of two factors: the divideteld (current income) and

expected growth in dividends (future income).
A. RECOMMENDED DCF ANALYSIS

PLEASE EXPLAIN HOW YOU EMPLOY THE DCFMODEL.
| use the constant growth DCF model. In doingl ®@mbine the current
dividend yield for each of the proxy utility stocéiescribed in the previous

section with several indicators of expected divaignowth.

HOW DID YOU DERIVE THE DIVIDEND YIELD COMPONENT OF
THE DCFEQUATION?

Several methods can be used to calculate theetigligield component. These
methods generally differ in the manner in which dnedend rate is employed

(i.e., current versus future dividends or annuasug quarterly compounding
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PUCO Case No. 16-395-EL-SSO et al.
variant). | use a version of the quarterly compmbang variant, which is expressed

as follows:

Dy(1 + 0.5g)
Yield=——F———

Py
This dividend yield component recognizes the tinohgividend payments and
dividend increases.
The Rin my yield calculation is the average of the hagtd low stock price for

each proxy company for the most recent three-mpetiod (June-August 2016).

The D is the current annualized dividend rate for eacxycompany.

HOW DO YOU ESTIMATE THE DIVIDEND GROWTH COMPONENT
OF THE DCFEQUATION?

The DCF model’s dividend growth rate componentsigally the most crucial and
controversial element involved in using this methlody. The objective of
estimating the dividend growth component is toaetfthe growth expected by
investors that is embodied in the price (and yiefdd company’s stock. As such,
it is important to recognize that individual invest have different expectations
and consider alternative indicators in derivingrtlegpectations. This is
evidenced by the fact that every investment degisesulting in the purchase of a

particular stock is matched by another investmestsion to sell that stock.

A wide array of indicators exists for estimatingestors’ growth expectations.

As aresult, it is evident that investors do n@tasls use one single indicator of
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PUCO Case No. 16-395-EL-SSO et al.
growth. It therefore is necessary to considerradtive dividend growth
indicators in deriving the growth component of D@F model. | have
considered five indicators of growth in my DCF a#sals. These are:
1. years 2011-2015 (5-year average) earnings reterdron
fundamental growth (per Value Line);
2. five-year average of historic growth in earnings gieare (EPS),
dividends per share (DPS), and book value per SBMES) (per
Value Line);
3. years 2016, 2017 and 2019-2021 projections of egsnietention
growth (per Value Line);
4, years 2013-2015 to 2019-2021 projections of EPS§,2Rd

BVPS (per Value Line); and

5. five-year projections of EPS growth (per First Eall

| believe this combination of growth indicatorsaisepresentative and appropriate
set with which to begin the process of estimatmgestor expectations of
dividend growth for the groups of proxy companiéslso believe that these
growth indicators reflect the types of informatibiat investors consider in
making their investment decisions. As | indicapeeviously, investors have an
array of information available to them, all of whieould be expected to have

some impact on their decision-making process.
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Q45 PLEASE DESCRIBE YOUR DCFCALCULATIONS.

A45. Schedule DCP-8 presents my DCF analysis. Pafeussthe calculation of the
“raw” (i.e., prior to adjustment for growth) dividd yield for each proxy
company. Pages 2 and 3 show the growth ratedogroups of proxy
companies. Page 4 of Schedule DCP-8 shows thed2alCElations that are

presented on several bases: mean, median, anchtbhigh values of each.

These results can be summarized as follows:

Mean Mean Median Median

Mean Median Low? High®* Low?! High %

Parcell Proxy Group 7.8% 7.7% 6.6% 8.9% 6.5% 9.0%
Morin Proxy Group 7.8% 7.8% 7.1% 8.6% 6.9% 698.

| note that the individual DCF calculations shownSchedule DCP-8 should not
be interpreted to reflect the expected cost oftaafor individual companies in
the proxy groups. Rather, the individual valuesvai should be interpreted as

alternative information considered by investors.

Q46. WHAT DO YOU CONCLUDE FROM YOUR DCFANALYSES?
A46. The DCEF rates (the estimated return on commorngqeisulting from the
analysis of the proxy groups fall into a wide rathgéween 6.5 percent and 9.0

percent. The highest DCF rates are 8.6 perceéhOtpercent.

% Using the lowest growth rate.

24 Using only the highest growth rate.
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| believe a range of 8.6 percent to 9.0 percelt §8rcent mid-point) represents

the current DCF-derived return on equity for thexyrgroups. This range

includes the highest DCF rates and exceeds thaholmean/median DCF rates.

| focus on the higher DCF results because receanéial conditions have had the
effect of driving many of the DCF results to lowdds relative to those of recent
years. Had | used the average of the DCF resunitsecommendation would
have been lower. As such, my recommendation camelneed as conservative or
favorable from the Utility’s perspective, as usdtad lower results would have

resulted in a lower DCF cost of equity conclusion.

B. CRITIQUE OF DR. MORIN’S DCF ANALYSES

WHAT IS YOUR UNDERSTANDING OF DR. MORIN'S DCF
ANALYSES?

Dr. Morin performs two sets of DCF analyses fgraup of electric utilities using
data as of May 2015, In these analyses, he uses “spot” dividend yitldsach
company. For the growth rates, he used two indisaif growth — five-year EPS
(earnings per share) growth projections and Vaine projections of EPS

growth.

2 Exhibits RAM-2 and RAM-3 in Case No. 15-1830-ELRAI
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The major problem with Dr. Morin’s DCF analyseshs fact that he has used
only one indicator of growth — projections of ER®wth. As | indicated in my

DCF analysis, it is customary and proper to ussradttive measures of growth.

Dr. Morin’s DCF analyses implicitly assume thatestors rely exclusively on
EPS projections in making investment decisionsis ©ha very dubious
assumption and Dr. Morin has offered no evidenegiths correct. | note, for
example, that Value Line — one of the sources ®0howth rate estimates —
contains many statistics, both of a historic argjgmted nature, for the benefit of
investors who subscribe to this publication andpnmeably make investment
decisions based at least in part from the inforomationtained in Value Line.
Yet, Dr. Morin would have us believe that Value &isubscribers and investors

focus exclusively on one single number from thiblmation.

| note in this regard that the DCF model is a “cisv” model. The cash flow to
investors in a DCF framework is dividends. Dr. M& DCF model, in contrast,

does not even consider dividend growth rates.

Finally, I note that Dr. Morin’s DCF analyses asbd upon data that is some 18
months old. | also note that it is customary istaaf capital analyses to use the
currently-available market data at the time thdym®s are prepared. This is done

in order for the cost of capital analyses to beentrand thus, more reliable.
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CAPM ANALYSIS

PLEASE DESCRIBE THE THEORY AND METHODOLOGICAL BAE
OF THE CAPM.

CAPM was developed in the 1960s and 1970s astan®gn of modern portfolio
theory (MPT), which studies the relationships amosky, diversification, and
expected returns. The CAPM describes and meatheeslationship between a

security’s investment risk and its market rateetim.

HOW IS THE CAPM DERIVED?
The general form of the CAPM is:
K=R;+f(R,~-Rp
where: K = cost of equity
R = risk free rate
Rn = return on market
B = beta
Rn-Rf = market risk premium
The CAPM is a variant of the Risk Premium (“RP”)etimod. RP methodologies
generally focus on the historic and/or expectedriutlifferential between various
measures of stocks and debt returns, which isdpghed to current levels of
debt to estimate the return on equity. | belicve@APM is generally superior to
the simple RP method because the CAPM specificallggnizes the risk of a
particular company or industry (i.e., beta), whertee simple RP method
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assumes the same return on equity for all compaxieibiting similar bond

ratings or other characteristics.

A. RECOMMENDED CAPM ANALYSIS

WHAT DO YOU USE FOR THE RISK-FREE RATE?

The first input of the CAPM is the risk-free rdi&). The risk-free rate reflects
the level of return that can be achieved withoaeating any risk.

In CAPM applications, the risk-free rate is genlgregcognized by using the
yields of U.S. Treasury securities. Two generpesyof U.S. Treasury securities
are often utilized as thes Romponent, short-term U.S. Treasury bills and long-

term U.S. Treasury bonds.

| have performed CAPM calculations using the thresth average yield (June-
August 2016) for 20-year U.S. Treasury bonds. el the yields on long-term
Treasury bonds because this matches the long-terspgctive of return on
equity analyses. Over this three-month periodséh®onds had an average yield

of 1.91 percent.

WHAT IS BETA AND WHAT BETAS DO YOU EMPLOY IN YOUR
CAPM?
Beta is a measure of the relative volatility (aimals risk) of a particular stock in

relation to the overall market. Betas less th@nate considered less risky than
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the market, whereas betas greater than 1.0 arenskye Utility stocks

traditionally have had betas below 1.0. | utilihe most recent Value Line betas

for each company in the proxy groups.

HOW DO YOU ESTIMATE THE MARKET RISK PREMIUM
COMPONENT?

The market risk premium component£R;) represents the investor-expected
premium of common stocks over the risk-free ratdpg-term government
bonds. For the purpose of estimating the mark&tpremium, | considered
alternative measures of returns of the S&P 500dadrbased group of large U.S.
companies) and 20-year U.S. Treasury bonds (amedimeframe as employed
in the Duff & Phelps — previously Morningstar/Ibboh - source used to develop

risk premiums).

First, | compared the actual annual returns ontgauiithe S&P 500 with the
actual annual income returns of U.S. Treasury boigthedule DCP-9 shows the
returns on equity for the S&P 500 group for theiqued 978-2014. Schedule
DCP-9 also indicates the annual income returnsOeye2r U.S. Treasury bonds
and the annual differentials (i.e., risk premiuinsjween the S&P 500 and U.S.
Treasury 20-year bonds. Based upon these returoeclude that the risk

premium from this analysis is 6.85 percent.
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| next considered the total returns (i.e., dividgimderest plus capital
gains/losses) for the S&P 500 group as well asofag-term government bonds,
as tabulated by Duff & Phelg&using both arithmetic and geometric means. |

considered the total returns for the entire 192652feriod reported by this

source, which are as follows:

S&P 500 | L-T Gov't Bonds Risk Premium
Arithmetic 12.0% 6.0% 6.0%
Geometric 10.0% 5.6% 4.4%

| conclude from this analysis that the expectekl piemium is about 5.75 percent
(i.e., average of all three risk premiums: 6.8&eet from Schedule DCP-9; 6.0

percent arithmetic and 4.4 percent geometric froamrvhgstar/Ibbotson). |

10

11

12

13

14

15

16

17

believe that a combination of arithmetic and geoim@beans is appropriate
because investors have access to both types ofsfieaad presumably, both

types are reflected in investment decisions ang, thiock prices and the return on

equity.

Q53 WHAT ARE YOUR CAPM RESULTS?

A53. Schedule DCP-10 shows my CAPM calculations. Hselts are:

Mean Median
Parcell Proxy Group 6.5% 6.5%
Morin Proxy Group 6.0% 5.9%

% Duff & Phelps, “2016 SBBI Yearbook.”

2" For example, Value Line uses compound (i.e., gédehgrowth rates in its projection. In addition,

mutual funds report growth rates on a compoundsbasi

38



10

11

12

13

14

15

16

17

18

19

20

Direct Testimony of David C. Parcell
On Behalf of the Office of the Ohio Consumers’ Gelin
PUCO Case No. 16-395-EL-SSO et al.
Q54 WHAT IS YOUR CONCLUSION CONCERNING THE CAPM RETUR
ON EQUITY ?
A54. The CAPM results collectively indicate a returnemuity of 5.9 percent to 6.5
percent for the groups of proxy utilities. | camdé that an appropriate CAPM

return on equity estimation for DP&L is 5.9 percem6.5 percent.

B. CRITIQUE OF DR. MORIN’'S CAPM ANALYSES

Q55 WHAT IS YOUR UNDERSTANDING OF DR. MORIN'S CAPM
ANALYSES?

A55. Dr. Morin performs CAPM analyses for a group adagtic utilities (0.77 average
beta). He combines a 0.77 beta with a 4.5 peréargcast” cost of long-term
(30-year) Treasury bonds and a 7.2 percent riskioma to get the following
CAPM results?®

K = RF +B(RP) = 4.5% + 0.77 (7.2%) = 10.0%

Q56. DO YOUAGREE WITH THIS CAPM ANAL YSIS?
A56. No. | also note that his CAPM analyses, likeD3F analyses, used data as of

the first half of 2015.

% See PUCO Case Nos. 15-1830-EL-AIR et al., TestinafrMorin at 43 (November 30, 2015).
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WITH WHICH COMPONENTS OF HIS CAPM ANAL YSIS DO YOU
DISAGREE?

| disagree with the use of forecasted interesisrand the risk premium

component.

WHY IS T NOT PROPER TO USE PROJECTED INTEREST RFES AS
THE RISK-FREE RATE?

It is proper to use the current (i.e., actual)dyees the risk-free rate in a CAPM
context. This is the case because the currerd ieknown and measurable and
reflects investors’ collective assessment of ghitedmarket conditions.
Prospective interest rates, in contrast, are n@isom@ble and not achievable. For
example, if the current yield on 20-year U.S. Taeg8onds is about 2.0 percent,
this reflects the rate that investors can actualtgive on their investment.
Investors cannot receive a prospective yield oir theestments because such a

yield is not actual but rather speculative.

Use of the current risk-free rate in a CAPM coniexdimilar to using the current
yield in a DCF context. Analysts do not use prasipe stock prices as the basis
for the dividend yield in a DCF analysis, as the akprospective stock prices is
speculative. Use of current stock prices is appatg as are used by Dr. Morin.
Likewise, current levels of interest rates refl@ticurrent information (i.e., the

efficient market hypothesis) and should be usetti@sisk-free rate in the CAPM.
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As further indication of the inappropriateness sihg forecasted interest rates,
Dr. Morin’s Table 2 on page 34 showed the followifgrecasts” (as of May of
2015) of 2016 30-Year Treasury Yields:
Global Insight 3.8%
Value Line 4.1%
Average 4.0%
In actuality, ten months into 2016, actual yields3®-Year U.S. Treasury bonds

are about 2.5 percefit. Thus, the “forecasts” employed by Dr. Morin have

proved to be substantially inaccurate.

WHAT IS YOUR DISAGREEMENT WITH DR. MORIN'S MARKET
RISK PREMIUM COMPONENT?

Dr. Morin’s 7.2 percent risk premium is partiatigrived from the 1926-2014
Morningstar/Ibbotson study (cited previously) shiogva 7.0 percent differential

between common stocks and the “income componeriftedsury bonds.

| disagree with this study because Dr. Morin imgdpused “income returns”
from the Morningstar study rather than “total resui What Dr. Morin did was
compare the differential between total returnscfammon stocks (i.e., dividends
and capital gains) and only income returns for 3ueabonds. As such, he has
ignored the capital gains component of the Treabands return. As | indicated

earlier in my testimony, the differential betweetat returns of common stocks

2 See www.federalreserve.gov/releases/h15/.
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and Treasury bonds is 6.0 percent (a figure Dr.iMacknowledges on page 37).
In addition, Dr. Morin’s use of the Morningstar/litison study only used half of

the reported data (arithmetic means) and ignoredther half of the reported

data (geometric means).

PLEASE DESCRIBE DR. MORIN'S “EMPIRICAL” CAPM ANAL Y SI/S.

Dr. Morin also employs what he describes as arpfeoal” CAPM analysis.

This form of the CAPM assumes that beta for an stiguunderstates the
industry’s volatility, therefore, risk is understdt As a result, it is necessary to
substitute the overall market’s beta (i.e., 1.0)doe-fourth of the industry’s
actual beta. Dr. Morin assumed that the apprapbata in a CAPM analysis is a
combination of the actual industry beta with a @scpnt weight and a beta of 1

with a 25 percent weight.

The use of an empirical CAPM overstates the costaity for companies with
betas below that of the market. What the empi@aPM actually does is inflate
the CAPM cost for the selected company or industrpne-fourth of its equity
and assumes that one-fourth of the company hassthef the overall market.
This essentially creates a hypothetical beta anBAesult, which is not

appropriate for DP&L or for other utilities.
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C. CRITIQUE OF DR. MORIN'’S RISK PREMIUM ANALYSES

PLEASE DESCRIBE YOUR UNDERSTANDING OF DR. MORIN' RISK
PREMIUM ANAL Y SES.

Dr. Morin performs two sets of risk premium analyshat involve the estimation
of an equity risk premium over the forecasted (agl@ay 2015) 4.5 percent long-

term government bond yield developed in his CAPMIgsEeS.

PLEASE DESCRIBE DR. MORIN'S HISTORIC RISK PREMIUMFOR
THE ELECTRIC UTILITY INDUSTRY .

Dr. Morin’s historic risk premium for the electnitility industry involves an
examination of the total returns of long-term gawveent bonds (capital
gains/losses plus interest) and the S&P Electrilitigs Index (capital
gains/losses plus dividend yield) over the peri8@1:t2014. The average
historical difference between the electric utiliggurns and the utility bond
returns was 5.5 percent. His historic risk premfonthe electric utility industry
simply added the 4.5 percent forecast long-ternegowent bond yield to the 5.5

percent historic risk premium to get a 10.0 percesiilt.

DO YOUAGREE WITH THIS METHODOLOGY FOR ESTIMATING
THE COST OF EQUITY FOR DP&L ?
No. Dr. Morin’s historic risk premium of 5.5 pertt is simply an examination of

historical events going back to 1931. He has nmdéemonstration that
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economic and financial conditions in 2016 are samib those over the past
seventy-five years. The use of such a methoddlog)icitly assumes that the

events of each of these years can have the saluenoés at the current time.

In addition, the risk premiums developed by Dr. Mare generally dominated
by the influence of capital gains in many yearslo inot believe it is proper to
assign DP&L’s cost of equity based directly upanethodology that is
dominated by stock market changes and bond mahlagipes.

Finally, Dr. Morin uses forecasted interest ratas.| indicated previously, this is

improper.

PLEASE DESCRIBE DR. MORIN'S ANALY SIS OFALLOWED RBK
PREMIUMS FOR THE ELECTRIC UTILITY INDUSTRY .

In this phase of his risk premium testimony, Diorivi compares the differential
between allowed returns on equity for electricitiés and long-term Treasury
bonds over the 1986-2014 period. The average dmnesx this period was 5.59
percent, but Dr. Morin does not utilize this difatial as his risk premium.
Instead, he performs regression analyses to theckigk premium in terms of
rising and falling interest rates. He then conekithat a 6.2 percent risk
premium is appropriate in conjunction with a 4.5ce@at Treasury bond yield.
This adjustment is not consistent with Dr. Morihistoric risk premium analyses
where he simply took the average risk premium tiverentire 1931-2014 period

and applied it to the current level of Treasurydgrelds.
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| also note that there has been a downward treatlawed returns on equity for
electric utilities in recent years. According k@ tsource of Dr. Morin’s allowed

risk premium analysis (Requlatory Focus, publishgdRegulatory Research

Associates, as cited earlier in my testimony) theual average return on equity

awards have been:

2000 11.43%
2001 11.09%
2002 11.16%
2003 10.97%
2004 10.75%
2005 10.54%
2006 10.36%
2007 10.36%
2008 10.46%
2009 10.46%
2010 10.34%
2011 10.29%
2012 10.01%
2013 9.94%

2014 9.76%

2015 9.58%

It is noteworthy that the average authorized returrequity has not been as large

as Dr. Morin’s 10.5 percent return on equity recanughation since 2005.

CE ANALYSIS

PLEASE DESCRIBE THE BASIS OF THE CE METHODOLOGY.
The CE method is derived from the “correspondisg’rconcept discussed in the
cases of public utility regulation in the US. Thethod is thus based upon the

economic concept of opportunity cost. The CE me#aamines historic and
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projected returns on equity for similar-risk ugilitompanies, along with the
acceptance of the returns on equity by investotsrims of market-to-book ratios
(“M/B”). As previously noted, the return on equisyan opportunity cost: the

prospective return available to investors fromrakéive investments of similar

risk.

The CE method is designed to measure the retupected to be earned on the
original cost book value of similar risk enterpaserhus, it provides a direct
measure of the fair return, because it translat®sgractice the competitive

principle upon which regulation rests.

The CE method normally examines the experiencetbapdojected return on
book common equity. The logic for examining retuom book equity follows
from the use of original cost rate base regulafiwmpublic utilities, which uses a
utility’s book common equity to determine the coftapital. This cost of capital
IS, in turn, used as the fair rate of return whecthen applied (multiplied) to the
book value of rate base to establish the dollagllefcapital costs to be recovered
by the utility. This technique is thus consistenth the rate-base, rate-of-return

methodology used to set utility rates.
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HOW DO YOUAPPLY THE CE METHODOLOGY IN YOUR ANALZIS
OFDP&L'S RETURN ON EQUITY ?
| apply the CE methodology by examining realizedims on equity for the
groups of proxy utilities, as well as unregulatedhpanies, and evaluating
investor acceptance of these returns by referentteetresulting M/Bs. In this
manner it is possible to assess the degree to vehgiven level of return equates
to the cost of capital. It is generally recognitedutilities that an M/B of greater
than one (i.e., 100 percent) reflects a situatibene a company is able to attract
new equity capital without dilution (i.e., abovedtovalue). As a result, one
objective of a fair cost of equity is the mainteocauof stock prices at or above

book value. There is no regulatory obligationg¢brates designed to maintain an

M/B significantly above one.

| further note that my CE analysis is based uporketalata (through the use of
M/Bs) and is thus essentially a market test. Assalt, my CE analysis is not
subject to the criticisms occasionally made by sarhe maintain that past earned
returns do not represent the cost of capital.dititeon, my CE analysis also uses

prospective returns and thus is not backward lapkin

WHAT TIME PERIODS DO YOU EXAMINE IN YOUR CE ANAL)SIS?
My CE analysis considers the experienced retunnsquity of the proxy groups
of utilities for the period 2002-2015 (i.e., thetld4 years). The CE analysis

requires that | examine a relatively long periodimie in order to determine
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trends in earnings over at least a full businestecyFurther, in estimating a fair
level of return for a future period, it is importdan examine earnings over a
diverse period of time in order to avoid any unthfience from unusual or
abnormal conditions that may occur in a single yeahorter period. Therefore,
in forming my judgment of the current cost of egultfocused on two periods:
2009-2015 (the current business cycle) and 2003 2@ most recent business

cycle). | have also considered projected retumeduity for 2016, 2017 and

2019-2021.

PLEASE DESCRIBE YOUR CE ANALYSIS.
Schedules DCP-11 and DCP-12 contain summariespafrienced returns on
equity and M/Bs for three groups of companies, &/Bithedule DCP-13 presents

a risk comparison of utilities versus unregulatechs.

Schedule DCP-11 shows the returns on equity andsNIBthe groups of proxy

utilities. These can be summarized as follows:

Parcell Proxy Morin Proxy
Group Group

Historic Return on Equity

Mean 9.1-9.2% 10.3-10.4%

Median 8.9-9.0% 10.0-10.2%
Historic M/B

Mean 147-148% 158-160%

Median 139-148% 148-153%
Prospective Return on
Equity

Mean 8.8-9.8% 10.0-11.2%

Median 9.0-10.0% 9.8-10.5%
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These results indicate that historic returns ontgau 8.9 percent to 10.4 percent
have been adequate to produce M/Bs of 139 to 16@pefor the groups of
utilities. Furthermore, projected returns on egtotr 2016, 2017, and 2019-2021

are within a range of 8.8 percent to 11.2 percentife utility groups. These

relate to 2015 M/Bs of 156 percent or greater.

DO YOUALSO REVIEW THE EARNINGS OF UNREGULATED HRMS?
Yes. As an alternative, | also examine the S&®8 Composite group. Thisis a
well-recognized group of firms that is widely utid in the investment
community and is indicative of the competitive seaf the economy. Schedule
DCP-12 presents the earned returns on equity aBs féf the S&P 500 group
over the past 13 years (i.e., 2002-2014). Asdbisedule indicates, over the two
business cycle periods this group’s average retmrexjuity ranged from 12.4
percent to 13.6 percent, with average M/Bs rangetgveen 220 percent and 275

percent.

HOW CAN THE ABOVE INFORMATION BE USED TO ESTIMATE
DP&L'S RETURN ON EQUITY ?

The recent returns on equity of the proxy utisiteend S&P 500 group can be
viewed as an indication of the level of return izsd and expected in the
regulated and competitive sectors of the economyarder to apply these returns
to the return on equity for the proxy utilities virver, it is necessary to compare

the risk levels of the utilities and the compestsompanies. | do this in Schedule
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DCP-13, which compares several risk indicatordlerS&P 500 group and the
utility groups. The information in this schedutglicates that the S&P 500 group

is more risky than the utility proxy groups.

WHAT RETURN ON EQUITY IS INDICATED BY YOUR CE
ANALYSIS?

Based on recent returns on equity and M/Bs, myag@dysis indicates that the
return on equity for the proxy utilities is no mdhan 9.0 percent to 10.0 percent
(9.5 percent mid-point). Recent returns on eqoit8.9 percent to 10.4 percent
have resulted in M/Bs of 140 percent and over.spgotive returns on equity of
8.8 percent to 11.2 percent have been accompayibtis over 150 percent.
As a result, it is apparent that authorized retbeisw this level would continue
to result in M/Bs of well above 100 percent. Aadicated earlier, the fact that
M/Bs substantially exceeds 100 percent indicatashistoric and prospective
returns on equity of 9.5 percent reflect earningle that are well above the
actual cost of equity for those regulated companiedso note that a company
whose stock sells above book value can attractatapia way that enhances the
book value of existing stockholders, thus creatirigvorable environment for
financial integrity. Finally, | note that my 9.®ment CE recommendation
generally reflects most of the actual and prospectturns on equity for the
proxy groups. | have made no adjustments to tredsen levels to reflect the

high M/Bs.
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RETURN ON EQUITY RECOMMENDATION

PLEASE SUMMARIZE THE RESULTS OF YOUR THREE RETURION
EQUITY ANAL YSES.

My three return on equity analyses produced theviing:

Mid-Point Range
DCF 8.8% 8.6-9.0%
CAPM 6.2% 5.9-6.5%
CE 9.5% 9.0-10.0%

These results indicate an overall broad range3pé&rcent to 10.0 percent, which
focuses on the respective individual model resulising mid-point values, the
range is 6.2 percent to 9.5 percent. | recommamtuan on equity range of 9.0
percent to 9.5 percent for DP&L (approximate midapof 9.25 percent). This
range includes the upper end of my DCF resultstla@anid-point of my CE

results. My return on equity recommendation i$92rcent.

IT APPEARS THAT YOUR CAPM RESULTS ARE LESS THANQUR
DCFAND CE RESULTS. DOES THIS IMPLY THAT THE CAPM
RESULTS SHOULD NOT BE CONSIDERED IN DETERMINING THE
COST OFEQUITY FOR DP&L ?

No. Itis apparent that the CAPM results are thas the DCF and CE results.
There are two reasons for the lower CAPM resufisst, risk premiums are lower
currently than was the case in prior years. Thike result of lower equity

returns that have been experienced over the pastadeears. This is also
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reflective of a decline in investor expectationgqbity returns and risk
premiums. Second, the level of interest rates & Ureasury bonds (i.e., the
risk free rate) has been lower in recent yearss iBhpartially the result of the
actions of the Federal Reserve to stimulate the@og. This also impacts
investor expectations of returns in a negativeitashl note that, initially,
investors may have believed that the decline iraJuey yields was a temporary
factor that would soon be replaced by a rise iergdt rates. However, this has
not been the case as interest rates have remaweahld continued to decline for
the past six-plus years. As a result, it cannanbetained that low interest rates
(and low CAPM results) are temporary and do ndectinvestor expectations.

Consequently, the CAPM results should be considasezhe factor in

determining the cost of equity for DP&L.

DOES THIS CONCLUDE YOUR TESTIMONY?
Yes. However, | reserve the right to supplementtesgimony in the event that
additional testimony is filed, or if new informatiar data in connection with this

proceeding becomes available
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BACKGROUND AND EXPERIENCE PROFILE

DAVID C. PARCELL, MBA, CRRA

PRESIDENT/SENIOR ECONOMIST

M.B.A., Virginia Commonwealth University

M.A., Economics, Virginia Polytechnic Institute and State
University, (Virginia Tech)

B.A., Economics, Virginia Polytechnic Institute and State
University, (Virginia Tech)

President, Technical Associates, Inc.

Executive Vice President and Senior Economist, Technical
Associates, Inc.

Vice President and Senior Economist, C. W. Amos of Virginia
Vice President and Senior Economist, Technical Associates, Inc.
Research Economist, Technical Associates, Inc.

Research  Associate, Department of Economics, Virginia
Polytechnic Institute and State University

Omicron Delta Epsilon - Honor Society in Economics

Beta Gamma Sigma - National Scholastic Honor Society of Business Administration
Alpha Iota Delta - National Decision Sciences Honorary Society

Phi Kappa Phi - Scholastic Honor Society

PROFESSIONAL DESIGNATIONS

Certified Rate of Return Analyst - Founding Member

RELEVANT EXPERIENCE

Financial Economics -- Advised and assisted many Virginia banks and savings and loan

associations on organizational and regulatory matters. Testified approximately 25 times before
the Virginia State Corporation Commission and the Regional Administrator of National Banks
on matters related to branching and organization for banks, savings and loan associations, and
consumer finance companies. Advised financial institutions on interest rate structure and loan
maturity. Testified before Virginia State Corporation Commission on maximum rates for
consumer finance companies.
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Testified before several committees and subcommittees of Virginia General Assembly on
numerous banking matters.

Clients have included First National Bank of Rocky Mount, Patrick Henry National Bank,
Peoples Bank of Danville, Blue Ridge Bank, Bank of Essex, and Signet Bank.

Published articles in law reviews and other periodicals on structure and regulation of
banking/financial services industry.

Utility Economics -- Performed numerous financial studies of regulated public utilities.
Testified in over 545 cases before some fifty state and federal regulatory agencies.

Prepared numerous rate of return studies incorporating cost of equity determination based on
DCF, CAPM, comparable earnings and other models. Developed procedures for identifying
differential risk characteristics by nuclear construction and other factors.

Conducted studies with respect to cost of service and indexing for determining utility rates, the
development of annual review procedures for regulatory control of utilities, fuel and power plant
cost recovery adjustment clauses, power supply agreements among affiliates, utility franchise
fees, and use of short-term debt in capital structure.

Presented expert testimony before federal regulatory agencies Federal Energy Regulatory
Commission, Federal Power Commission, and National Energy Board (Canada), state regulatory
agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Delaware, District of
Columbia, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Maine, Maryland,
Mississippi, Missouri, Nebraska, Nevada, New Hampshire, New Jersey, New Mexico, Ohio,
Oklahoma, Ontario (Canada), Pennsylvania, South Carolina, Texas, Utah, Vermont, Virginia,
West Virginia, Washington, Wisconsin, U. S. Virgin Islands and Yukon Territory (Canada).

Published articles in law reviews and other periodicals on the theory and purpose of regulation
and other regulatory subjects.

Clients served include state regulatory agencies in Alaska, Arizona, Delaware, Georgia,
Massachusetts, Mississippi, Missouri, New Hampshire, New Mexico, North Carolina, Ontario
(Canada), South Carolina, Washington, Vermont and Virginia; consumer advocates and
attorneys general in Alabama, Arizona, District of Columbia, Florida, Georgia, Hawaii, Illinois,
Indiana, Kansas, Kentucky, Maryland, Nevada, New Jersey, New Mexico, Ohio, Oklahoma,
Pennsylvania, South Carolina, Texas, Utah, Vermont, Virginia, and West Virginia; federal
agencies including Defense Communications Agency, the Department of Energy, Department of
the Navy, and General Services Administration; and various organizations such as Bath Iron
Works, Illinois Citizens' Utility Board, Illinois Governor's Office of Consumer Services, Illinois
Small Business Utility Advocate, Wisconsin's Environmental Decade, Wisconsin's Citizens
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Utility Board, and Old Dominion Electric Cooperative.

Insurance Economics -- Conducted analyses of the relationship between the investment income
earned by insurance companies on their portfolios and the premiums charged for insurance.
Analyzed impact of diversification on financial strength of Blue Cross/Blue Shield Plans in
Virginia.

Conducted studies of profitability and cost of capital for property/casualty insurance industry.
Evaluated risk of and required return on surplus for various lines of insurance business.

Presented expert testimony before Virginia State Corporation Commission concerning cost of
capital and expected gains from investment portfolio. Testified before insurance bureaus of
Maine, Massachusetts, New Jersey, New Mexico, North Carolina, Rhode Island, South
Carolina and Vermont concerning cost of equity for insurance companies.

Prepared cost of capital and investment income return analyses for numerous insurance
companies concerning several lines of insurance business. Analyses used by Virginia Bureau of
Insurance for purposes of setting rates.

Special Studies -- Conducted analyses which evaluated the financial and economic implications
of legislative and administrative changes. Subject matter of analyses include returnable bottles,
retail beer sales, wine sales regulations, taxi-cab taxation, and bank regulation. Testified before
several Virginia General Assembly subcommittees.

Testified before Virginia ABC Commission concerning economic impact of mixed beverage
license.

Clients include Virginia Beer Wholesalers, Wine Institute, Virginia Retail Merchants
Association, and Virginia Taxicab Association.

Franchise, Merger & Anti-Trust Economics -- Conducted studies on competitive impact on
market structures due to joint ventures, mergers, franchising and other business restructuring.
Analyzed the costs and benefits to parties involved in mergers. Testified in federal courts and
before banking and other regulatory bodies concerning the structure and performance of markets,
as well as on the impact of restrictive practices.

Clients served include Dominion Bankshares, asphalt contractors, and law firms.

Transportation Economics -- Conducted cost of capital studies to assess profitability of oil
pipelines, trucks, taxicabs and railroads. Analyses have been presented before the Federal
Energy Regulatory Commission and Alaska Pipeline Commission in rate proceedings. Served as
a consultant to the Rail Services Planning Office on the reorganization of rail services in the U.S.
Economic Loss Analyses -- Testified in federal courts, state courts, and other adjudicative
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forums regarding the economic loss sustained through personal and business injury whether due
to bodily harm, discrimination, non-performance, or anticompetitive practices. Testified on
economic loss to a commercial bank resulting from publication of adverse information
concerning solvency. Testimony has been presented on behalf of private individuals and
business firms.

MEMBERSHIPS

American Economic Association

Virginia Association of Economists

Richmond Society of Financial Analysts

Financial Analysts Federation

Society of Utility and Regulatory Financial Analysts
Board of Directors ~ 1992-2000
Secretary/Treasurer 1994-1998
President 1998-2000

RESEARCH ACTIVITY

Books and Major Research Reports

"Stock Price As An Indicator of Performance," Master of Arts Thesis, Virginia Tech,
1970

"Revision of the Property and Casualty Insurance Ratemaking Process Under Prior
Approval in the Commonwealth of Virginia," prepared for the Bureau of Insurance of the
Virginia State Corporation Commission, with Charles Schotta and Michael J. Ileo, 1971

"An analysis of the Virginia Consumer Finance Industry to Determine the Need for
Restructuring the Rate and Size Ceilings on Small Loans in Virginia and the Process by
which They are Governed," prepared for the Virginia Consumer Finance Association,
with Michael J. Ileo, 1973

State Banks and the State Corporation Commission: A Historical Review, Technical
Associates, Inc., 1974

"A Study of the Implications of the Sale of Wine by the Virginia Department of
Alcoholic Beverage Control", prepared for the Virginia Wine Wholesalers Association,
Virginia Retail Merchants Association, Virginia Food Dealers Association, Virginia
Association of Chain Drugstores, Southland Corporation, and the Wine Institute, 1983.

"Performance and Diversification of the Blue Cross/Blue Shield Plans in Virginia: An
Operational Review", prepared for the Bureau of Insurance of the Virginia State
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Corporation Commission, with Michael J. Ileo and Alexander F. Skirpan, 1988.

The Cost of Capital - A Practitioners’ Guide, Society of Utility and Regulatory Financial
Analysts, 2010 (previous editions in 1991, 1992, 1993, 1994,1995 and 1997).

Papers Presented and Articles Published

"The Differential Effect of Bank Structure on the Transmission of Open Market
Operations," Western Economic Association Meeting, with Charles Schotta, 1971

"The Economic Objectives of Regulation: The Trend in Virginia," (with Michael J. Ileo),
William and Mary Law Review, Vol. 14, No. 2, 1973

"Evolution of the Virginia Banking Structure, 1962-1974: The Effects of the Buck-
Holland Bill", (with Michael J. Ileo), William and Mary Law Review, Vol. 16, No. 3,
1975

"Banking Structure and Statewide Branching: The Potential for Virginia", William and
Mary Law Review, Vol. 18, No. 1, 1976

"Bank Expansion and Electronic Banking: Virginia Banking Structure Changes Past,
Present, and Future," William and Mary Business Review," Vol. 1, No. 2, 1976

"Electronic Banking - Wave of the Future?" (with James R. Marchand), Journal of
Management and Business Consulting, Vol. 1, No. 1, 1976

"The Pricing of Electricity" (with James R. Marchand), Journal of Management and
Business Consulting, Vol. 1, No. 2, 1976

"The Public Interest - Bank and Savings and Loan Expansion in Virginia" (with Richard
D. Rogers), University of Richmond Law Review, Vol. 11, No. 3, 1977

"When Is It In the 'Public Interest' to Authorize a New Bank?", University of Richmond
Law Review, Vol. 13, No. 3, 1979

"Banking Deregulation and Its Implications on the Virginia Banking Structure," William
and Mary Business Review, Vol. 5, No. 1, 1983

"The Impact of Reciprocal Interstate Banking Statutes on The Performance of Virginia
Bank Stocks", with William B. Harrison, Virginia Social Science Journal, Vol. 23, 1988

"The Financial Performance of New Banks in Virginia", Virginia Social Science Journal,
Vol. 24, 1989
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"Identifying and Managing Community Bank Performance After Deregulation", with
William B. Harrison, Journal of Managerial Issues, Vol. 11, No. 2, Summer 1990

"The Flotation Cost Adjustment To Utility Cost of Common Equity - Theory,
Measurement and Implementation," presented at Twenty-Fifth Financial Forum, National
Society of Rate of Return Analysts, Philadelphia, Pennsylvania, April 28, 1993.

Biography of Myon Edison Bristow, Dictionary of Virginia Biography, Volume 2, 2001.
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ECONOMIC INDICATORS
Real Industrial Unemploy-
GDP* Production ment Consumer
Year Growth Growth Rate Price Index
1975 - 1982 Cycle
1975 1.1% -8.9% 8.5% 7.0%
1976 5.4% 10.8% 7.7% 4.8%
1977 5.5% 5.9% 7.0% 6.8%
1978 5.0% 5.7% 6.0% 9.0%
1979 2.8% 4.4% 5.8% 13.3%
1980 -0.2% -1.9% 7.0% 12.4%
1981 1.8% 1.9% 7.5% 8.9%
1982 -2.1% -4.4% 9.5% 3.8%
1983 - 1991 Cycle
1983 4.0% 3.7% 9.5% 3.8%
1984 6.8% 9.3% 7.5% 3.9%
1985 3.7% 1.7% 7.2% 3.8%
1986 3.1% 0.9% 7.0% 1.1%
1987 2.9% 4.9% 6.2% 4.4%
1988 3.8% 4.5% 5.5% 4.4%
1989 3.5% 1.8% 5.3% 4.6%
1990 1.8% -0.2% 5.6% 6.1%
1991 -0.5% -2.0% 6.8% 3.1%
1992 - 2001 Cycle
1992 3.0% 3.1% 7.5% 2.9%
1993 2.7% 3.4% 6.9% 2.7%
1994 4.0% 5.5% 6.1% 2.7%
1995 3.7% 4.8% 5.6% 2.5%
1996 4.5% 4.3% 5.4% 3.3%
1997 4.5% 7.3% 4.9% 1.7%
1998 4.2% 5.8% 4.5% 1.6%
1999 3.7% 4.5% 4.2% 2.7%
2000 41% 4.0% 4.0% 3.4%
2001 1.1% -3.4% 4.7% 1.6%
2002 - 2009 Cycle
2002 1.8% 0.2% 5.8% 2.4%
2003 2.8% 1.2% 6.0% 1.9%
2004 3.8% 2.3% 5.5% 3.3%
2005 3.3% 3.2% 51% 3.4%
2006 2.7% 2.2% 4.6% 2.5%
2007 1.8% 2.5% 4.6% 41%
2008 -0.3% -3.6% 5.8% 0.1%
2009 -2.8% -11.5% 9.3% 2.7%
Current Cycle
2010 2.5% 5.5% 9.6% 1.5%
2011 1.6% 2.9% 8.9% 3.0%
2012 2.2% 2.8% 8.1% 1.7%
2013 1.7% 1.9% 7.4% 1.5%
2014 2.4% 2.9% 6.2% 0.8%
2015 2.6% 0.3% 5.3% 0.7%

*GDP=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues.
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ECONOMIC INDICATORS

Real Industrial Unemploy-
GDP* Production ment Consumer
Year Growth Growth Rate Price Index
2002
1st Qtr. 2.7% -3.8% 5.6% 2.8%
2nd Qtr. 2.2% -1.2% 5.9% 0.9%
3rd Qtr. 2.4% 0.8% 5.8% 2.4%
4th Qtr. 0.2% 1.4% 5.9% 1.6%
2003
1st Qtr. 1.2% 1.1% 5.8% 4.8%
2nd Qtr. 3.5% -0.9% 6.2% 0.0%
3rd Qtr. 7.5% -0.9% 6.1% 3.2%
4th Qtr. 2.7% 1.5% 5.9% -0.3%
2004
1st Qtr. 3.0% 2.8% 5.6% 5.2%
2nd Qtr. 3.5% 4.9% 5.6% 4.4%
3rd Qtr. 3.6% 4.6% 5.4% 0.8%
4th Qtr. 2.5% 4.3% 5.4% 3.6%
2005
1st Qtr. 4.1% 3.8% 5.3% 4.4%
2nd Qtr. 1.7% 3.0% 5.1% 1.6%
3rd Qtr. 3.1% 2.7% 5.0% 8.8%
4th Qtr. 2.1% 2.9% 4.9% -2.0%
2006
1st Qtr. 5.4% 3.4% 4.7% 4.8%
2nd Qtr. 1.4% 4.5% 4.6% 4.8%
3rd Qtr. 0.1% 5.2% 4.7% 0.4%
4th Qtr. 3.0% 3.5% 4.5% 0.0%
2007
1st Qtr. 0.9% 2.5% 4.5% 4.8%
2nd Qtr. 3.2% 1.6% 4.5% 5.2%
3rd Qtr. 2.3% 1.8% 4.6% 1.2%
4th Qtr. 2.9% 1.7% 4.8% 6.4%
2008
1st Qtr. -1.8% 1.9% 4.9% 2.8%
2nd Qtr. 1.3% 0.2% 5.3% 7.6%
3rd Qtr. -3.7% -3.0% 6.0% 2.8%
4th Qtr. -8.9% 6.0% 6.9% -13.2%
2009
1st Qtr. -5.3% -11.6% 8.1% 2.4%
2nd Qtr. -0.3% -12.9% 9.3% 3.2%
3rd Qtr. 1.4% -9.3% 9.6% 2.0%
4th Qtr. 4.0% -4.5% 10.0% 2.5%
2010
1st Qtr. 1.6% 2.7% 9.7% 0.9%
2nd Qtr. 3.9% 6.5% 9.7% -1.2%
3rd Qtr. 2.8% 6.9% 9.6% 2.8%
4th Qtr. 2.8% 6.2% 9.6% 2.8%
2011
1st Qtr. -1.5% 5.4% 9.0% 4.8%
2nd Qtr. 2.9% 3.6% 9.0% 3.2%
3rd Qtr. 0.8% 3.3% 9.1% 2.4%
4th Qtr. 4.6% 4.0% 8.7% 0.4%
2012
1st Qtr. 2.3% 4.5% 8.3% 3.2%
2nd Qtr. 1.6% 4.7% 8.2% 0.0%
3rd Qtr. 2.5% 3.4% 8.1% 4.0%
4th Qtr. 0.1% 2.8% 7.8% 0.0%
2013
1st Qtr. 1.9% 2.5% 7.7% 2.0%
2nd Qtr. 1.1% 2.0% 7.6% 1.2%
3rd Qtr. 3.0% 2.6% 7.3% 1.6%
4th Qtr. 3.9% 3.3% 7.0% 1.2%
2014
1st Qtr. -1.2% 3.2% 6.6% 1.6%
2nd Qtr. 4.0% 4.2% 6.2% 3.6%
3rd Qtr. 5.0% 4.7% 6.1% 0.0%
4th Qtr. 2.3% 4.5% 5.7% -2.8%
2015
1st Qtr. 2.0% 3.5% 5.6% -1.2%
2nd Qtr. 2.6% 0.4% 5.4% 3.2%
3rd Qtr. 2.0% 0.1% 5.2% -0.1%
4th Qtr. 0.9% -1.6% 5.0% 0.0%
2016
1st Qtr. 0.8% -1.6% 4.9% -0.4%
2nd Qtr. 1.4% -1.1% 4.9% 3.2%
3rd Qtr. 2.9% -1.0% 4.9% 2.0%

*GDP=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issue
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INTEREST RATES
US Treasury  US Treasury Utility Utility Utility Utility
Prime T Bills T Bonds Bonds Bonds Bonds Bonds
Year Rate 3 Month 10 Year Aaa Aa A Baa
1975 - 1982 Cycle
1975 7.86% 5.84% 7.99% 9.03% 9.44% 10.09% 10.96%
1976 6.84% 4.99% 7.61% 8.63% 8.92% 9.29% 9.82%
1977 6.83% 5.27% 7.42% 8.19% 8.43% 8.61% 9.06%
1978 9.06% 7.22% 8.41% 8.87% 9.10% 9.29% 9.62%
1979 12.67% 10.04% 9.44% 9.86% 10.22% 10.49% 10.96%
1980 15.27% 11.51% 11.46% 12.30% 13.00% 13.34% 13.95%
1981 18.89% 14.03% 13.93% 14.64% 15.30% 15.95% 16.60%
1982 14.86% 10.69% 13.00% 14.22% 14.79% 15.86% 16.45%
1983 - 1991 Cycle
1983 10.79% 8.63% 11.10% 12.52% 12.83% 13.66% 14.20%
1984 12.04% 9.58% 12.44% 12.72% 13.66% 14.03% 14.53%
1985 9.93% 7.48% 10.62% 11.68% 12.06% 12.47% 12.96%
1986 8.33% 5.98% 7.68% 8.92% 9.30% 9.58% 10.00%
1987 8.21% 5.82% 8.39% 9.52% 9.77% 10.10% 10.53%
1988 9.32% 6.69% 8.85% 10.05% 10.26% 10.49% 11.00%
1989 10.87% 8.12% 8.49% 9.32% 9.56% 9.77% 9.97%
1990 10.01% 7.51% 8.55% 9.45% 9.65% 9.86% 10.06%
1991 8.46% 5.42% 7.86% 8.85% 9.09% 9.36% 9.55%
1992 - 2001 Cycle
1992 6.25% 3.45% 7.01% 8.19% 8.55% 8.69% 8.86%
1993 6.00% 3.02% 5.87% 7.29% 7.44% 7.59% 7.91%
1994 7.15% 4.29% 7.09% 8.07% 8.21% 8.31% 8.63%
1995 8.83% 5.51% 6.57% 7.68% 7.77% 7.89% 8.29%
1996 8.27% 5.02% 6.44% 7.48% 7.57% 7.75% 8.16%
1997 8.44% 5.07% 6.35% 7.43% 7.54% 7.60% 7.95%
1998 8.35% 4.81% 5.26% 6.77% 6.91% 7.04% 7.26%
1999 8.00% 4.66% 5.65% 7.21% 7.51% 7.62% 7.88%
2000 9.23% 5.85% 6.03% 7.88% 8.06% 8.24% 8.36%
2001 6.91% 3.44% 5.02% 7.47% 7.59% 7.78% 8.02%
2002 - 2009 Cycle
2002 4.67% 1.62% 4.61% [1] 7.19% 7.37% 8.02%
2003 4.12% 1.01% 4.01% 6.40% 6.58% 6.84%
2004 4.34% 1.38% 4.27% 6.04% 6.16% 6.40%
2005 6.19% 3.16% 4.29% 5.44% 5.65% 5.93%
2006 7.96% 4.73% 4.80% 5.84% 6.07% 6.32%
2007 8.05% 4.41% 4.63% 5.94% 6.07% 6.33%
2008 5.09% 1.48% 3.66% 6.18% 6.53% 7.25%
2009 3.25% 0.16% 3.26% 5.75% 6.04% 7.06%
Current Cycle
2010 3.25% 0.14% 3.22% 5.24% 5.46% 5.96%
2011 3.25% 0.06% 2.78% 4.78% 5.04% 5.57%
2012 3.25% 0.09% 1.80% 3.83% 4.13% 4.86%
2013 3.25% 0.06% 2.35% 4.24% 4.47% 4.98%
2014 3.25% 0.03% 2.54% 4.19% 4.28% 4.80%
2015 3.26% 0.60% 2.14% 4.00% 4.12% 5.03%

[1] Note: Moody's has not published Aaa utility bond yields since 2001.

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal
Reserve Bulletin; various issues.
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INTEREST RATES
US Treasury  US Treasury Utility Utility Utility
Prime T Bills T Bonds Bonds Bonds Bonds
Rate 3 Month 10 Year Aa A Baa
2012
Jan 3.25% 0.02% 1.97% 4.03% 4.34% 5.06%
Feb 3.25% 0.08% 1.97% 4.02% 4.36% 5.02%
Mar 3.25% 0.09% 217% 4.16% 4.48% 5.13%
Apr 3.25% 0.08% 2.05% 4.10% 4.40% 511%
May 3.25% 0.09% 1.80% 3.92% 4.20% 4.97%
June 3.25% 0.09% 1.62% 3.79% 4.08% 4.91%
July 3.25% 0.10% 1.53% 3.58% 3.93% 4.85%
Aug 3.25% 0.11% 1.68% 3.65% 4.00% 4.88%
Sept 3.25% 0.10% 1.72% 3.69% 4.02% 4.81%
Oct 3.25% 0.10% 1.75% 3.68% 3.91% 4.54%
Nov 3.25% 0.11% 1.65% 3.60% 3.84% 4.42%
Dec 3.25% 0.08% 1.72% 3.75% 4.00% 4.56%
2013
Jan 3.25% 0.07% 1.91% 3.90% 4.15% 4.66%
Feb 3.25% 0.10% 1.98% 3.95% 4.18% 4.74%
Mar 3.25% 0.09% 1.96% 3.90% 4.15% 4.66%
Apr 3.25% 0.06% 1.76% 3.74% 4.00% 4.49%
May 3.25% 0.05% 1.93% 3.91% 417% 4.65%
June 3.25% 0.05% 2.30% 4.27% 4.53% 5.08%
July 3.25% 0.04% 2.58% 4.44% 4.68% 5.21%
Aug 3.25% 0.04% 2.74% 4.53% 4.73% 5.28%
Sept 3.25% 0.02% 2.81% 4.58% 4.80% 5.31%
Oct 3.25% 0.06% 2.62% 4.48% 4.70% 517%
Nov 3.25% 0.07% 2.72% 4.56% 4.77% 5.24%
Dec 3.25% 0.07% 2.90% 4.59% 4.81% 5.25%
2014
Jan 3.25% 0.05% 2.86% 4.44% 4.63% 5.09%
Feb 3.25% 0.06% 2.71% 4.38% 4.53% 5.01%
Mar 3.25% 0.05% 2.72% 4.40% 4.51% 5.00%
Apr 3.25% 0.04% 2.71% 4.30% 4.41% 4.85%
May 3.25% 0.03% 2.56% 4.16% 4.26% 4.69%
June 3.25% 0.03% 2.60% 4.23% 4.29% 4.73%
July 3.25% 0.03% 2.54% 4.16% 4.23% 4.66%
Aug 3.25% 0.03% 2.42% 4.07% 4.13% 4.65%
Sept 3.25% 0.02% 2.53% 4.18% 4.24% 4.79%
Oct 3.25% 0.02% 2.30% 3.96% 4.06% 4.67%
Nov 3.25% 0.02% 2.33% 4.03% 4.09% 4.75%
Dec 3.25% 0.04% 2.21% 3.90% 3.95% 4.70%
2015
Jan 3.25% 0.03% 1.88% 3.52% 3.58% 4.39%
Feb 3.25% 0.03% 1.98% 3.62% 3.67% 4.44%
Mar 3.25% 0.03% 2.04% 3.67% 3.74% 4.51%
Apr 3.25% 0.02% 1.94% 3.63% 3.75% 4.51%
May 3.25% 0.02% 2.20% 4.05% 417% 4.91%
June 3.25% 0.04% 2.36% 4.29% 4.39% 5.13%
July 3.25% 0.03% 2.32% 4.27% 4.40% 5.22%
Aug 3.25% 0.09% 217% 4.13% 4.25% 5.23%
Sep 3.25% 0.06% 217% 4.25% 4.39% 5.42%
Oct 3.25% 0.01% 2.07% 4.13% 4.29% 5.47%
Nov 3.25% 0.13% 2.26% 4.22% 4.40% 5.57%
Dec 3.50% 0.26% 2.24% 4.18% 4.35% 5.55%
2016
Jan 3.50% 0.25% 2.09% 4.09% 4.27% 5.49%
Feb 3.50% 0.32% 1.78% 3.94% 411% 5.28%
Mar 3.50% 0.32% 1.89% 3.93% 4.16% 5.12%
Apr 3.50% 0.23% 1.81% 3.74% 4.00% 4.75%
May 3.50% 0.27% 1.81% 3.65% 3.93% 4.60%
June 3.50% 0.29% 1.64% 3.56% 3.78% 4.47%
July 3.50% 0.31% 1.50% 3.36% 3.57% 4.16%
Aug 3.50% 0.30% 1.56% 3.39% 3.59% 4.20%
Sep 3.50% 0.32% 1.63% 3.47% 3.66% 4.27%
Oct 3.50% 0.34% 1.76% 3.59% 3.77% 4.34%

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal
Reserve Bulletin; various issues.
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STOCK PRICE INDICATORS

S&P NASDAQ S&P S&P
Composite [1] Composite [1] DJIA D/P E/P

1975 - 1982 Cycle

1975 802.49 4.31% 9.15%
1976 974.92 3.77% 8.90%
1977 894.63 4.62% 10.79%
1978 820.23 5.28% 12.03%
1979 844.40 5.47% 13.46%
1980 891.41 5.26% 12.66%
1981 932.92 5.20% 11.96%
1982 884.36 5.81% 11.60%

1983 - 1991 Cycle

1983 1,190.34 4.40% 8.03%
1984 1,178.48 4.64% 10.02%
1985 1,328.23 4.25% 8.12%
1986 1,792.76 3.49% 6.09%
1987 2,275.99 3.08% 5.48%
1988 [1] [1] 2,060.82 3.64% 8.01%
1989 322.84 2,508.91 3.45% 7.41%
1990 334.59 2,678.94 3.61% 6.47%
1991 376.18 491.69 2,929.33 3.24% 4.79%
1992 - 2001 Cycle
1992 415.74 $599.26 3,284.29 2.99% 4.22%
1993 451.21 715.16 3,522.06 2.78% 4.46%
1994 460.42 751.65 3,793.77 2.82% 5.83%
1995 541.72 925.19 4,493.76 2.56% 6.09%
1996 670.50 1,164.96 5,742.89 2.19% 5.24%
1997 873.43 1,469.49 7,441.15 1.77% 4.57%
1998 1,085.50 1,794.91 8,625.52 1.49% 3.46%
1999 1,327.33 2,728.15 10,464.88 1.25% 3.17%
2000 1,427.22 2,783.67 10,734.90 1.15% 3.63%
2001 1,194.18 2,035.00 10,189.13 1.32% 2.95%
2002 - 2009 Cycle
2002 993.94 1,539.73 9,226.43 1.61% 2.92%
2003 965.23 1,647.17 8,993.59 1.77% 3.84%
2004 1,130.65 1,986.53 10,317.39 1.72% 4.89%
2005 1,207.23 2,099.32 10,547.67 1.83% 5.36%
2006 1,310.46 2,263.41 11,408.67 1.87% 5.78%
2007 1,477.19 2,578.47 13,169.98 1.86% 5.29%
2008 1,220.04 2,161.65 11,252.62 2.37% 3.54%
2009 948.05 1,845.38 8,876.15 2.40% 1.86%
Current Cycle
2010 1,139.97 2,349.89 10,662.80 1.98% 6.04%
2011 1,268.89 2,677.44 11,966.36 2.05% 6.77%
2012 1,379.35 2,965.56 12,967.08 2.24% 6.20%
2013 1,462.51 3,537.69 14,999.67 2.14% 5.57%
2014 1,930.67 4,374.31 16,773.99 2.04% 5.25%
2015 2,061.20 4,943.49 17,590.81 2.10% 4.59%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDA(
Composite prior to 1991.

Source: Council of Economic Advisors, Economic Indicators, various issues.
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STOCK PRICE INDICATORS

S&P NASDAQ S&P S&P
Composite Composite DJIA D/P E/P
2004
1st Qtr. 1,133.29 2,041.95 10,488.43 1.64% 4.62%
2nd Qtr. 1,122.87 1,984.13 10,289.04 1.71% 4.92%
3rd Qtr. 1,104.15 1,872.90 10,129.85 1.79% 5.18%
4th Qtr. 1,162.07 2,050.22 10,362.25 1.75% 4.83%
2005
1st Qtr. 1,191.98 2,056.01 10,648.48 1.77% 5.11%
2nd Qtr. 1,181.65 2,012.24 10,382.35 1.85% 5.32%
3rd Qtr. 1,225.91 2,144.61 10,532.24 1.83% 5.42%
4th Qtr. 1,262.07 2,246.09 10,827.79 1.86% 5.60%
2006
1st Qtr. 1,283.04 2,287.97 10,996.04 1.85% 5.61%
2nd Qtr. 1,281.77 2,240.46 11,188.84 1.90% 5.86%
3rd Qtr. 1,288.40 2,141.97 11,274.49 1.91% 5.88%
4th Qir. 1,389.48 2,390.26 12,175.30 1.81% 5.75%
2007
1st Qtr. 1,425.30 2,444.85 12,470.97 1.84% 5.85%
2nd Qtr. 1,496.43 2,552.37 13,214.26 1.82% 5.65%
3rd Qtr. 1,490.81 2,609.68 13,488.43 1.86% 5.15%
4th Qir. 1,494.09 2,701.59 13,502.95 1.91% 4.51%
2008
1st Qtr. 1,350.19 2,332.91 12,383.86 211% 4.55%
2nd Qtr. 1,371.65 2,426.26 12,508.59 2.10% 4.05%
3rd Qtr. 1,251.94 2,290.87 11,322.40 2.29% 3.94%
4th Qir. 909.80 1,599.64 8,795.61 2.98% 1.65%
2009
1st Qtr. 809.31 1,485.14 7,774.06 3.00% 0.86%
2nd Qtr. 892.23 1,731.41 8,327.83 2.45% 0.82%
3rd Qtr. 996.68 1,985.25 9,229.93 2.16% 1.19%
4th Qtr. 1,088.70 2,162.33 10,172.78 1.99% 4.57%
2010
1st Qtr. 1,121.60 2,274.88 10,454.42 1.94% 5.21%
2nd Qtr. 1,135.25 2,343.40 10,570.54 1.97% 6.51%
3rd Qtr. 1,096.39 2,237.97 10,390.24 2.09% 6.30%
4th Qtr. 1,204.00 2,534.62 11,236.02 1.95% 6.15%
2011
1st Qtr. 1,302.74 2,741.01 12,024.62 1.85% 6.13%
2nd Qtr. 1,319.04 2,766.64 12,370.73 1.97% 6.35%
3rd Qtr. 1,237.12 2,613.11 11,671.47 2.15% 7.69%
4th Qtr. 1,225.65 2,600.91 11,798.65 2.25% 6.91%
2012
1st Qtr. 1,347.44 2,902.90 12,839.80 2.12% 6.29%
2nd Qtr. 1,350.39 2,928.62 12,765.58 2.30% 6.45%
3rd Qtr. 1,402.21 3,029.86 13,118.72 2.27% 6.00%
4th Qtr. 1,418.21 3,001.69 13,142.91 2.28% 6.07%
2013
1st Qtr. 1,514.41 3,177.10 14,000.30 2.21% 5.59%
2nd Qtr. 1,609.77 3,369.49 14,961.28 2.15% 5.66%
3rd Qtr. 1,675.31 3,643.63 15,255.25 2.14% 5.61%
4th Qtr. 1,770.45 3,960.54 15,751.96 2.06% 5.42%
2014
1st Qtr. 1,834.30 4,210.06 16,170.26 2.04% 5.38%
2nd Qtr. 1,900.37 4,195.81 16,603.50 2.06% 5.26%
3rd Qtr. 1,975.95 4,483.51 16,953.85 2.02% 5.37%
4th Qtr. 2,012.04 4,607.88 17,368.36 2.03% 4.97%
2015
1st Qtr. 2,063.46 4,821.99 17,806.47 2.02% 4.80%
2nd Qtr. 2,094.37 5,029.47 18,007.48 2.05% 4.60%
3rd Qtr. 2,026.14 4,921.81 17,065.52 2.16% 4.72%
4th Qtr. 2,053.17 5,000.70 18,482.97 2.16% 4.23%
2016
1st Qtr. 1,948.32 4,609.47 16,635.76 2.31% 4.20%
2nd Qtr. 2,074.99 4,845.88 17,763.85 2.10% 4.14%
3rd Qtr. 2,159.40 5,242.39 18,315.71 2.14% 4.13%

Source: Council of Economic Advisors, Economic Indicators, various issues.
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DAYTON POWER AND LIGHT COMPANY

HISTORY OF CREDIT RATINGS

Dayton Power and Light

Year S&P Moody's
2005 BBB- Baat
2006 BBB A3
2007 A- A2
2008 A- A2
2009 A Aa3
2010 A Aa3
2011 BBB+ A3
2012 BBB- A3
2013 BBB- Baat
2014 BBB- Baa2
2015 BBB- Baa2
2016

Sources: Schedule D-5 of DP&L's Distribution Rate Case filing (Case No.
15-1830-EL-AIR et. al.) and Response to OCC 12th Set INT-597 in
Disrtribution Rate Case.
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DAYTON POWER AND LIGHT COMPANY
CAPITAL STRUCTURE RATIOS
2011 - 2015
($000)
COMMON PREFERRED LONG-TERM SHORT-TERM
YEAR EQUITY STOCK DEBT 1/ DEBT
2011 $1,359,184 $21,551 $864,463 $35,000
59.6% 0.9% 37.9% 1.5%
60.5% 1.0% 38.5%
2012 $1,300,299 $21,713 $866,400 $0
59.4% 1.0% 39.6% 0.0%
59.4% 1.0% 39.6%
2013 $1,204,827 $21,875 $835,587 $0
58.4% 1.1% 40.5% 0.0%
58.4% 1.1% 40.5%
2014 $1,144,187 $22,037 $839,808 $0
57.0% 1.1% 41.9% 0.0%
57.0% 1.1% 41.9%
2015 $1,213,200 $22,200 $729,600 $0
61.7% 1.1% 37.1% 0.0%
61.7% 1.1% 37.1%

1/ Includes current portion of long-term debt.

Note: Percentages may not total 100.0% due to rounding.

Sources: Schedule D-5 of DP&L's Distribution Rate Case filing (Case No. 15-1830-EL-AIR et. al.),
Response to OCC 12th Set INT-596 in Distribution Rate Case, and DP&L Form 10-Ks.
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DPL, INC.
CAPITAL STRUCTURE RATIOS
2011 - 2015
($millions)
COMMON PREFERRED LONG-TERM SHORT-TERM

YEAR EQUITY STOCK DEBT 1/ DEBT
2011 $2,230.7 $18.4 $2,629.3 $0.0
45.7% 0.4% 53.9% 0.0%

45.7% 0.4% 53.9%
2012 $426.8 $18.4 $2,609.9 $0.0
14.0% 0.6% 85.4% 0.0%

14.0% 0.6% 85.4%
2013 $239.5 $18.4 $2,294.4 $0.0
9.4% 0.7% 89.9% 0.0%

9.4% 0.7% 89.9%
2014 $148.2 $18.4 $2,159.7 $0.0
6.4% 0.8% 92.8% 0.0%

6.4% 0.8% 92.8%
2015 -$80.4 $18.4 $2,009.4 $0.0
-4.1% 0.9% 103.2% 0.0%

-4.1% 0.9% 103.2%

1/ Includes current portion of long-term debt.
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AES CORP.
CAPITAL STRUCTURE RATIOS
2011 - 2015
($millions)
COMMON LONG-TERM
YEAR EQUITY DEBT
2011 $5,946.0 $20,116.0
22.8% 77.2%
22.8% 77.2%
2012 $4,569.0 $18,519.0
19.8% 80.2%
19.8% 80.2%
2013 $4,330.0 $18,869.0
18.7% 81.3%
18.7% 81.3%
2014 $4,272.0 $18,725.0
18.6% 81.4%
18.6% 81.4%
2015 $3,149.0 $18,278.0
14.7% 85.3%
14.7% 85.3%

Source: Value Line Investment Survey.
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AUS UTILITY REPORTS
ELECTRIC UTILITY GROUPS
AVERAGE COMMON EQUITY RATIOS

Combination

Electric
Year Electric and Gas
2011 47% 46%
2012 47% 46%
2013 48% 47%
2014 47% 47%
2015 48% 46%

Note: Averages include short-term debt.

Source: AUS Utility Reports.
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OBJECTIONS AND RESPONSES TO INTERROGATORIES

INT-308. Referring to the "Credit Agreement" identified in Form 8K filed with the U.S.
Securities and Exchange Commission on August 24, 2016, by DPL Inc. and The
Dayton Power and Light Company, please provide a calculation and schedule
showing the actual or estimated cost rate, including all issuance and other related
expenses, associated with the Credit Agreement. Please provide the actual cost
rate currently being used.

RESPONSE: General Objections Nos. 1 (relevance), 2 (unduly burdensome), 4 (proprietary), 5
(inspection of business records), 7 (publicly available), 9 (vague or undefined). Subject to all
general objections, DP&L states that a Report of Sale was filed with the PUCO on October 5,

2016 (Case No. 16-563-EL-AIS) which contains relevant information of this issuance.

Witness Responsible: Craig L. Jackson
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INT-309. Please provide a schedule (similar to pages 5, 6, and 7 of Exhibit CLJ-7 to
Company Witness Jackson's testimony filed on October 11, 2016) that indicates
the current actual embedded cost of all of DP&L's long term debt, including the
actual cost of the "Credit Agreement" identified in Form 8K filed with the U.S.
Securities and Exchange Commission on August 24, 2016, by DPL Inc. and The
Dayton Power and Light Company.

RESPONSE: General Objections Nos. 1 (relevance), 2 (unduly burdensome), 4 (proprietary), 5
(inspection of business records), 9 (vague or undefined), 12 (seeks information that DP&L does
not know at this time). DP&L further objects because the request is unduly burdensome, and can
be performed by OCC. Subject to all general objections, DP&L states that Exhibit CLJ-7 has not
been updated with this information, and it would be unduly burdensome to provide. CLJ
Exhibits 1-6 reflect the updated costs related to the "Credit Agreement" identified in Form 8K
filed with the U.S. Securities and Exchange Commission on August 24, 2016. DP&L-SSO
0007958 also reflects the updated costs related to the "Credit Agreement" identified in Form 8K

filed with the U.S. Securities and Exchange Commission on August 24, 2016.

Witness Responsible: Craig L. Jackson
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PROXY COMPANIES
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Market Percent Reg Common Value S&P S&P Moody's

Capitalization ~ Electric Equity Line Stock Bond Bond
Company ($ millions)  Revenues Ratio Safety Ranking Rating Rating
Dayton Power & Light $2,700,000 BBB- Baa3

(Net Plant)

Parcell Proxy Group
Avista Corp $2,500,000 67% 50% 2 A- A- Baat
Black Hills Corp $3,000,000 55% 44% 2 B BBB A3/Baat
El Paso Electric $1,800,000 100% 47% 2 B BBB Baat
OGE Energy $5,200,000 100% 56% 2 A- BBB+ A3
Otter Tail Corp $1,100,000 52% 58% 2 B BBB- Baa2
Pinnacle West Capital $8,300,000 100% 57% 1 B+ BBB A3/Baat
Morin Proxy Group
Alliant Energy $8,700,000 85% 51% 2 B+ A- A2/A3
Ameren Corp $12,000,000 85% 50% 2 B BBB+/BBB Baal
Avista Corp $2,500,000 67% 50% 2 A- A- Baat
Black Hills Corp $3,000,000 55% 44% 2 B BBB A3/Baat
CenterPoint Energy $10,000,000 38% 31% 3 B A-/BBB+ A3/Baaf
CMS Energy $12,000,000 66% 31% 2 B BBB+/BBB A3/Baat
Consolidated Edison $22,000,000 70% 52% 1 B+ A-/BBB+ A3
Dominion Resources $43,000,000 64% 35% 2 B A- A3/Baat
DTE Energy $17,000,000 47% 50% 2 A- A-/BBB+ A2/A3
Duke Energy $55,000,000 91% 51% 2 B BBB+ A3
Empire District Electric $1,500,000 92% 49% 2 B+ A- Baat
Entergy Corp $14,000,000 81% 41% 3 A- BBB+/BBB Baa2/Baa3
Eversource Energy $18,000,000 88% 54% 1 A- A- A3/Baai
Integrys Energy Acquired by Wisconsin Electric
MGE Energy $1,800,000 73% 64% 1 A- AA- Aa2
NorthWestern Corp $2,900,000 78% 47% 3 A+ NR A3
Pepco Holdings Acquired by Exelon
PG&E Corp $29,000,000 81% 50% 3 B BBB/BBB- A3/Baaft
Public Service Enterprise $23,000,000 44% 60% 1 B+ A-/BBB+ A2
SCANA Corp $10,000,000 58% 48% 2 A BBB+ Baai/Baa2
Sempra Energy $26,000,000 34% 47% 3 B+ A/A- A2/A3
TECO Energy Acquired by Emera
UIL Holdings Acquired by AVANGRID, a subsidiary of Iberdrola, SA
Vectren Corp $4,200,000 25% 49% 2 B+ A/A- A2
Wisconsin Energy (WEC Energy) $19,000,000 68% 49% 1 A A-/BBB+ A1/A2
Xcel Energy $21,000,000 84% 46% 1 A- A- A3

Sources: AUS Utility Reports, Value Line, and Standard & Poor's Stock Guide.
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PROXY COMPANIES
DIVIDEND YIELD
Qtr June - August 2016

COMPANY DPS DPS HIGH LOW  AVERAGE YIELD
Parcell Proxy Group
Avista Corp $0.343 $1.37 $45.22 $40.00 $42.61 3.2%
Black Hills Corp $0.420 $1.68 $64.58 $56.86 $60.72 2.8%
El Paso Electric $0.310 $1.24 $48.38 $44.37 $46.38 2.7%
OGE Energy $0.275 $1.10 $32.96 $29.91 $31.44 3.5%
Otter Tail Corp $0.313 $1.25 $35.42 $29.44 $32.43 3.9%
Pinnacle West Capital $0.625 $2.50 $82.78 $73.07 $77.93 3.2%
Average 3.2%
Morin Proxy Group
Alliant Energy $0.294 $1.18 $40.99 $36.92 $38.96 3.0%
Ameren Corp $0.425 $1.70 $54.08 $48.69 $51.39 3.3%
Avista Corp $0.343 $1.37 $45.22 $40.00 $42.61 3.2%
Black Hills Corp $0.420 $1.68 $64.58 $56.86 $60.72 2.8%
CenterPoint Energy $0.258 $1.03 $24.71 $22.47 $23.59 4.4%
CMS Energy $0.310 $1.24 $46.25 $41.49 $43.87 2.8%
Consolidated Edison $0.670 $2.68 $82.77 $72.94 $77.86 3.4%
Dominion Resources $0.700 $2.80 $78.97 $70.75 $74.86 3.7%
DTE Energy $0.730 $2.92 $100.45 $90.02 $95.24 3.1%
Duke Energy $0.855 $3.42 $87.31 $77.96 $82.64 4.1%
Empire District Electric $0.260 $1.04 $34.10 $33.13 $33.62 3.1%
Entergy Corp $0.850 $3.40 $82.09 $75.56 $78.83 4.3%
Eversource Energy $0.445 $1.78 $60.44 $53.58 $57.01 3.1%
MGE Energy $0.308 $1.23 $57.48 $50.05 $53.77 2.3%
NorthWestern Corp $0.500 $2.00 $63.75 $57.09 $60.42 3.3%
PG&E Corp $0.490 $1.96 $65.43 $59.76 $62.60 3.1%
Public Service Enterprise $0.410 $1.64 $46.81 $42.25 $44.53 3.7%
SCANA Corp $0.575 $2.30 $76.41 $69.40 $72.91 3.2%
Sempra Energy $0.755 $3.02 $11466  $103.62 $109.14 2.8%
Vectren Corp $0.400 $1.60 $53.33 $48.56 $50.95 3.1%
Wisconsin Energy (WEC Energy)  $0.495 $1.98 $66.10 $59.32 $62.71 3.2%
Xcel Energy $0.340 $1.36 $45.42 $40.99 $43.21 3.1%
Average 3.3%

Source: Yahoo! Finance.
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PROXY COMPANIES
RETENTION GROWTH RATES
COMPANY 2011 2012 2013 2014 2015 Average 2016 2017 2019-'21  Average

Parcell Proxy Group

Avista Corp 3.1% 0.8% 2.9% 2.4% 2.3% 2.3% 2.5% 3.0% 3.0% 2.8%
Black Hills Corp 0.0% 1.8% 3.7% 4.3% 3.8% 2.7% 3.5% 5.0% 5.0% 4.5%
El Paso Electric 10.0% 6.3% 4.9% 4.8% 3.4% 5.9% 2.5% 3.5% 3.5% 3.2%
OGE Energy 7.7% 7.2% 7.3% 6.5% 4.0% 6.5% 3.5% 3.5% 3.0% 3.3%
Otter Tail Corp 0.0% 0.0% 1.2% 2.2% 2.0% 1.1% 1.5% 2.0% 3.5% 2.3%
Pinnacle West Capital 2.8% 41% 41% 3.5% 3.9% 3.7% 3.5% 3.5% 3.5% 3.5%
Average 3.7% 3.3%
Morin Proxy Group

Alliant Energy 3.3% 3.9% 4.9% 4.3% 3.4% 4.0% 4.0% 4.5% 5.5% 4.7%
Ameren Corp 2.8% 3.0% 1.9% 2.9% 2.5% 2.6% 3.0% 3.0% 3.5% 3.2%
Avista Corp 3.1% 0.8% 2.9% 2.4% 2.3% 2.3% 2.5% 3.0% 3.0% 2.8%
Black Hills Corp 0.0% 1.8% 3.7% 4.3% 3.8% 2.7% 3.5% 5.0% 5.0% 4.5%
CenterPoint Energy 5.0% 5.5% 4.2% 4.5% 1.1% 4.1% 0.0% 2.0% 2.5% 1.5%
CMS Energy 5.6% 5.0% 5.2% 5.0% 5.2% 5.2% 4.5% 5.5% 5.0% 5.0%
Consolidated Edison 3.1% 3.6% 3.6% 2.6% 3.5% 3.3% 3.0% 3.0% 3.0% 3.0%
Dominion Resources 4.0% 3.5% 4.2% 3.3% 2.9% 3.6% 4.0% 3.5% 5.5% 4.3%
DTE Energy 3.4% 3.5% 2.7% 5.2% 3.4% 3.6% 3.5% 4.0% 4.0% 3.8%
Duke Energy 2.2% 0.9% 1.5% 1.7% 1.5% 1.6% 2.0% 2.0% 2.0% 2.0%
Empire District Electric 4.1% 1.9% 2.7% 2.9% 1.4% 2.6% 2.0% 2.0% 2.5% 2.2%
Entergy Corp 8.4% 5.2% 3.0% 4.4% 4.8% 5.2% 6.5% 3.5% 3.5% 4.5%
Eversource Energy 5.0% 1.6% 3.4% 3.5% 3.4% 3.4% 3.5% 3.5% 4.0% 3.7%
MGE Energy 4.7% 4.9% 6.1% 6.4% 4.5% 5.3% 5.0% 5.5% 7.0% 5.8%
NorthWestern Corp 4.7% 3.2% 3.5% 3.8% 3.0% 3.6% 3.5% 4.0% 4.0% 3.8%
PG&E Corp 3.4% 1.0% 0.2% 3.9% 0.7% 1.8% 2.5% 4.5% 4.0% 3.7%
Public Service Enterprise 8.6% 4.8% 4.4% 6.3% 6.8% 6.2% 3.5% 4.5% 4.5% 4.2%
SCANA Corp 3.6% 3.9% 4.1% 4.9% 4.3% 4.2% 4.0% 4.0% 4.0% 4.0%
Sempra Energy 6.5% 5.1% 4.1% 5.0% 5.8% 5.3% 2.5% 4.0% 6.5% 4.3%
Vectren Corp 1.9% 2.9% 1.2% 2.9% 4.2% 2.6% 4.0% 4.5% 5.5% 4.7%
Wisconsin Energy (WEC Energy) 6.8% 6.5% 5.9% 5.3% 2.1% 5.3% 3.5% 3.5% 3.5% 3.5%
Xcel Energy 4.3% 4.7% 4.5% 4.5% 4.3% 4.5% 4.0% 4.0% 4.0% 4.0%
Average 3.8% 3.8%

Source: Value Line Investment Survey.
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PER SHARE GROWTH RATES

Schedule DCP-8

Page 3 of 4

5-Year Historic Growth Rates

Est'd '13-'15 to '19-'21 Growth Rates

COMPANY EPS DPS BVPS Average EPS DPS BVPS Average

Parcell Proxy Group

Avista Corp 4.0% 9.0% 4.0% 5.7% 5.0% 4.0% 3.5% 4.2%
Black Hills Corp 15.0% 2.0% 1.5% 6.2% 7.5% 6.0% 5.0% 6.2%
El Paso Electric 4.0% 7.5% 5.8% 2.5% 5.0% 3.5% 3.7%
OGE Energy 6.5% 6.0% 8.5% 7.0% 3.0% 9.5% 3.5% 5.3%
Otter Tail Corp 15.5% 0.5% -3.5% 4.2% 6.0% 1.5% 5.5% 4.3%
Pinnacle West Capital 8.5% 2.0% 3.5% 4.7% 4.0% 5.0% 3.5% 4.2%
Average 5.6% 4.6%
Morin Proxy Group

Alliant Energy 7.0% 6.5% 4.0% 5.8% 6.0% 4.5% 4.0% 4.8%
Ameren Corp -4.0% -3.0% -3.0% neg 6.0% 4.0% 3.5% 4.5%
Avista Corp 4.0% 9.0% 4.0% 5.7% 5.0% 4.0% 3.5% 4.2%
Black Hills Corp 15.0% 2.0% 1.5% 6.2% 7.5% 6.0% 5.0% 6.2%
CenterPoint Energy 2.0% 4.0% 7.5% 4.5% 2.0% 4.5% -1.0% 1.8%
CMS Energy 8.5% 16.5% 4.0% 9.7% 6.0% 6.5% 6.0% 6.2%
Consolidated Edison 3.0% 1.5% 3.5% 2.7% 2.5% 3.0% 3.5% 3.0%
Dominion Resources 1.5% 7.0% 1.5% 3.3% 9.0% 8.0% 6.0% 7.7%
DTE Energy 6.5% 5.0% 4.0% 5.2% 6.0% 5.5% 4.5% 5.3%
Duke Energy 3.0% 2.5% 3.0% 2.8% 4.0% 3.5% 1.5% 3.0%
Empire District Electric 4.0% -4.5% 2.5% 0.7% 3.5% 2.5% 2.0% 2.7%
Entergy Corp -3.0% 1.5% 3.5% 0.7% 2.0% 3.0% 3.0% 2.7%
Eversource Energy 6.0% 11.0% 9.0% 8.7% 6.0% 6.0% 4.0% 5.3%
MGE Energy 7.0% 2.5% 5.5% 5.0% 7.0% 4.0% 5.0% 5.3%
NorthWestern Corp 7.0% 4.5% 7.0% 6.2% 6.5% 5.5% 4.5% 5.5%
PG&E Corp -5.5% 1.5% 3.5% -0.2% 12.0% 7.0% 4.5% 7.8%
Public Service Enterprise -0.5% 2.5% 7.0% 3.0% 3.0% 5.0% 5.0% 4.3%
SCANA Corp 4.5% 2.5% 5.0% 4.0% 4.5% 5.0% 5.0% 4.8%
Sempra Energy 1.5% 12.0% 5.5% 6.3% 8.0% 7.0% 3.0% 6.0%
Vectren Corp 3.5% 2.0% 2.5% 2.7% 9.0% 5.0% 5.0% 6.3%
Wisconsin Energy (WEC Energy) 8.0% 18.5% 7.5% 11.3% 6.0% 7.0% 7.0% 6.7%
Xcel Energy 6.0% 4.5% 4.5% 5.0% 5.5% 6.0% 4.0% 5.2%
Average 4.7% 5.0%

Source: Value Line Investment Survey.



Schedule DCP-8

Page 4 of 4

PROXY COMPANIES
DCF COST RATES
HISTORIC PROSPECTIVE HISTORIC PROSPECTIVE FIRST CALL
ADJUSTED RETENTION RETENTION PERSHARE PER SHARE EPS AVERAGE DCF
COMPANY YIELD GROWTH GROWTH GROWTH GROWTH GROWTH GROWTH RATES

Parcell Proxy Group
Avista Corp 3.3% 2.3% 2.8% 5.7% 4.2% 5.0% 4.0% 7.3%
Black Hills Corp 2.8% 2.7% 4.5% 6.2% 6.2% 7.9% 5.5% 8.3%
El Paso Electric 2.7% 5.9% 3.2% 5.8% 3.7% 7.0% 5.1% 7.8%
OGE Energy 3.6% 6.5% 3.3% 7.0% 5.3% 4.3% 5.3% 8.9%
Otter Tail Corp 3.9% 1.1% 2.3% 4.2% 4.3% 6.0% 3.6% 7.5%
Pinnacle West Capital 3.3% 3.7% 3.5% 4.7% 4.2% 3.8% 4.0% 7.2%
Mean 3.3% 3.7% 3.3% 5.6% 4.6% 5.7% 4.6% 7.8%
Median 3.3% 3.2% 3.3% 5.7% 4.3% 5.5% 4.5% 7.7%
Composite - Mean 7.0% 6.6% 8.8% 7.9% 8.9% 7.8%
Composite - Median 6.5% 6.5% 9.0% 7.5% 8.8% 7.8%
Morin Proxy Group
Alliant Energy 3.1% 4.0% 4.7% 5.8% 4.8% 6.6% 5.2% 8.3%
Ameren Corp 3.4% 2.6% 3.2% neg 4.5% 5.2% 3.9% 7.2%
Avista Corp 3.3% 2.3% 2.8% 5.7% 4.2% 5.0% 4.0% 7.3%
Black Hills Corp 2.8% 2.7% 4.5% 6.2% 6.2% 7.9% 5.5% 8.3%
CenterPoint Energy 4.4% 4.1% 1.5% 4.5% 1.8% 5.3% 3.4% 7.9%
CMS Energy 2.9% 5.2% 5.0% 9.7% 6.2% 7.3% 6.7% 9.6%
Consolidated Edison 3.5% 3.3% 3.0% 2.7% 3.0% 2.0% 2.8% 6.3%
Dominion Resources 3.8% 3.6% 4.3% 3.3% 7.7% 6.0% 5.0% 8.8%
DTE Energy 3.1% 3.6% 3.8% 5.2% 5.3% 5.4% 4.7% 7.8%
Duke Energy 4.2% 1.6% 2.0% 2.8% 3.0% 4.4% 2.7% 6.9%
Empire District Electric 3.1% 2.6% 2.2% 0.7% 2.7% 5.0% 2.6% 5.8%
Entergy Corp 4.4% 5.2% 4.5% 0.7% 2.7% neg 3.2% 7.6%
Eversource Energy 3.2% 3.4% 3.7% 8.7% 5.3% 5.7% 5.3% 8.5%
MGE Energy 2.3% 5.3% 5.8% 5.0% 5.3% 4.0% 5.1% 7.4%
NorthWestern Corp 3.4% 3.6% 3.8% 6.2% 5.5% 5.0% 4.8% 8.2%
PG&E Corp 3.2% 1.8% 3.7% -0.2% 7.8% 5.7% 3.8% 7.0%
Public Service Enterprise 3.8% 6.2% 4.2% 3.0% 4.3% 1.4% 3.8% 7.6%
SCANA Corp 3.2% 4.2% 4.0% 4.0% 4.8% 5.4% 4.5% 7.7%
Sempra Energy 2.8% 5.3% 4.3% 6.3% 6.0% 6.8% 5.7% 8.6%
Vectren Corp 3.2% 2.6% 4.7% 2.7% 6.3% 5.0% 4.3% 7.5%
Wisconsin Energy (WEC Energy) 3.3% 5.3% 3.5% 11.3% 6.7% 6.7% 6.7% 10.0%
Xcel Energy 3.2% 4.5% 4.0% 5.0% 5.2% 5.4% 4.8% 8.0%
Mean 3.4% 3.8% 3.8% 4.7% 5.0% 5.3% 4.5% 7.8%
Median 3.2% 3.6% 3.9% 5.0% 5.3% 5.4% 4.6% 7.8%
Composite - Mean 71% 71% 8.1% 8.3% 8.6% 7.8%
Composite - Median 6.9% 71% 8.2% 8.5% 8.6% 7.8%

Note: negative values not used in calculations.

Sources: Prior pages of this schedule.



Schedule DCP-9

STANDARD & POOR'S 500 COMPOSITE
20-YEAR U.S. TREASURY BOND YIELDS

RISK PREMIUMS

20-YEAR
T-BOND RISK
Year EPS BVPS ROE YIELD PREMIUM
1977 $79.07
1978 $12.33 $85.35 15.00% 7.90% 7.10%
1979 $14.86 $94.27 16.55% 8.86% 7.69%
1980 $14.82 $102.48 15.06% 9.97% 5.09%
1981 $15.36 $109.43 14.50% 11.55% 2.95%
1982 $12.64 $112.46 11.39% 13.50% 211%
1983 $14.03 $116.93 12.23% 10.38% 1.85%
1984 $16.64 $122.47 13.90% 11.74% 2.16%
1985 $14.61 $125.20 11.80% 11.25% 0.55%
1986 $14.48 $126.82 11.49% 8.98% 2.51%
1987 $17.50 $134.04 13.42% 7.92% 5.50%
1988 $23.75 $141.32 17.25% 8.97% 8.28%
1989 $22.87 $147.26 15.85% 8.81% 7.04%
1990 $21.73 $153.01 14.47% 8.19% 6.28%
1991 $16.29 $158.85 10.45% 8.22% 2.23%
1992 $18.86 $149.74 12.22% 7.29% 4.93%
1993 $21.89 $180.88 13.24% 717% 6.07%
1994 $30.60 $193.06 16.37% 6.59% 9.78%
1995 $33.96 $216.51 16.58% 7.60% 8.98%
1996 $38.73 $237.08 17.08% 6.18% 10.90%
1997 $39.72 $249.52 16.33% 6.64% 9.69%
1998 $37.71 $266.40 14.62% 5.83% 8.79%
1999 $48.17 $290.68 17.29% 5.57% 11.72%
2000 $50.00 $325.80 16.22% 6.50% 9.72%
2001 $24.70 $338.37 7.44% 5.53% 1.91%
2002 $27.59 $321.72 8.36% 5.59% 2.77%
2003 $48.73 $367.17 14.15% 4.80% 9.35%
2004 $58.55 $414.75 14.98% 5.02% 9.96%
2005 $69.93 $453.06 16.12% 4.69% 11.43%
2006 $81.51 $504.39 17.03% 4.68% 12.35%
2007 $66.17 $529.59 12.80% 4.86% 7.94%
2008 $14.88 $451.37 3.03% 4.45% -1.42%
2009 $50.97 $513.58 10.56% 3.47% 7.09%
2010 $77.35 $579.14 14.16% 4.25% 9.91%
2011 $86.95 $613.14 14.59% 3.81% 10.78%
2012 $86.51 $666.97 13.52% 2.40% 11.12%
2013 $100.20 $715.84 14.49% 2.86% 11.63%
2014 $102.31 $726.96 14.18% 3.33% 10.85%
Average 6.85%

Source: Standard & Poor's Analysts' Handbook, Ibbotson Associates Handbook.



Schedule DCP-10

PROXY COMPANIES
CAPM COST RATES

RISK-FREE RISK CAPM
COMPANY RATE BETA PREMIUM RATES

Parcell Proxy Group

Avista Corp 1.91% 0.75 5.75% 6.2%
Black Hills Corp 1.91% 0.90 5.75% 71%
El Paso Electric 1.91% 0.70 5.75% 5.9%
OGE Energy 1.91% 0.90 5.75% 71%
Otter Tail Corp 1.91% 0.85 5.75% 6.8%
Pinnacle West Capital 1.91% 0.70 5.75% 5.9%
Mean 6.5%
Median 6.5%
Morin Proxy Group

Alliant Energy 1.91% 0.75 5.75% 6.2%
Ameren Corp 1.91% 0.70 5.75% 5.9%
Avista Corp 1.91% 0.75 5.75% 6.2%
Black Hills Corp 1.91% 0.90 5.75% 71%
CenterPoint Energy 1.91% 0.80 5.75% 6.5%
CMS Energy 1.91% 0.65 5.75% 5.6%
Consolidated Edison 1.91% 0.55 5.75% 5.1%
Dominion Resources 1.91% 0.70 5.75% 5.9%
DTE Energy 1.91% 0.70 5.75% 5.9%
Duke Energy 1.91% 0.60 5.75% 5.4%
Empire District Electric 1.91% 0.75 5.75% 6.2%
Entergy Corp 1.91% 0.65 5.75% 5.6%
Eversource Energy 1.91% 0.70 5.75% 5.9%
MGE Energy 1.91% 0.70 5.75% 5.9%
NorthWestern Corp 1.91% 0.70 5.75% 5.9%
PG&E Corp 1.91% 0.65 5.75% 5.6%
Public Service Enterprise 1.91% 0.70 5.75% 5.9%
SCANA Corp 1.91% 0.70 5.75% 5.9%
Sempra Energy 1.91% 0.80 5.75% 6.5%
Vectren Corp 1.91% 0.75 5.75% 6.2%
Wisconsin Energy (WEC Energy) 1.91% 0.65 5.75% 5.6%
Xcel Energy 1.91% 0.65 5.75% 5.6%
Mean 6.0%
Median 5.9%

Sources: Value Line Investment Survey, Standard & Poor's Analysts' Handbook, Federal Reserve.
20-year Treasury Bonds

Month Rate
June 2016 2.02%
July 2016 1.82%
Aug 2016 1.89%

Average 1.91%



Schedule DCP-11

Page 1 of 2
PROXY COMPANIES
RATES OF RETURN ON AVERAGE COMMON EQUITY
2002-2008  2009-2015

COMPANY 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Average Average 2016 2017 2019-21
Parcell Proxy Group
Avista Corp 4.5% 6.7% 4.6% 5.8% 8.8% 41% 7.6% 8.4% 8.5% 8.6% 6.4% 8.7% 8.1% 7.8% 6.0% 8.1% 8.0% 8.5% 8.5%
Black Hills Corp 121% 8.9% 7.9% 9.4% 9.6% 10.9% 0.7% 8.4% 5.9% 3.6% 71% 9.1% 9.6% 9.5% 8.5% 7.6% 9.0% 10.5% 10.5%
El Paso Electric 6.3% 6.5% 6.3% 6.7% 10.5% 11.9% 11.4% 9.4% 1.7% 13.0% 11.4% 10.0% 9.5% 8.2% 8.5% 10.5% 7.5% 8.0% 8.5%
OGE Energy 11.1% 13.2% 12.7% 12.5% 15.0% 14.7% 13.0% 12.9% 13.5% 14.0% 13.2% 13.2% 12.5% 10.4% 13.2% 12.8% 10.0% 10.5% 11.5%
Otter Tail Corp 15.2% 12.0% 10.8% 11.6% 10.4% 10.4% 5.9% 3.7% 21% 2.7% 6.9% 9.4% 10.3% 9.9% 10.9% 6.4% 9.0% 9.0% 10.0%
Pinnacle West Capital 8.6% 8.3% 8.2% 6.7% 9.2% 8.5% 6.1% 6.8% 9.3% 8.7% 9.8% 9.9% 9.2% 9.7% 7.9% 9.1% 9.5% 9.5% 10.0%
Average 9.6% 9.3% 8.4% 8.8% 10.6% 10.1% 7.5% 8.3% 8.5% 8.4% 9.1% 10.1% 9.9% 9.3% 9.2% 9.1% 8.8% 9.3% 9.8%
Median 9.9% 8.6% 8.1% 8.1% 10.0% 10.7% 6.9% 8.4% 8.9% 8.7% 8.5% 9.7% 9.6% 9.6% 8.9% 9.0% 9.0% 9.3% 10.0%
Morin Proxy Group
Alliant Energy 5.7% 7.6% 8.5% 10.3% 9.4% 11.4% 10.2% 7.5% 10.8% 10.3% 11.0% 11.4% 11.5% 10.3% 9.0% 10.4% 11.0% 11.0% 12.5%
Ameren Corp 10.8% 12.2% 10.0% 10.3% 8.5% 9.3% 8.8% 8.4% 8.5% 7.6% 8.0% 7.7% 8.8% 8.5% 10.0% 8.2% 9.0% 9.0% 9.5%
Avista Corp 4.5% 6.7% 4.6% 5.8% 8.8% 41% 7.6% 8.4% 8.5% 8.6% 6.4% 8.7% 8.1% 7.8% 6.0% 8.1% 8.0% 8.5% 8.5%
Black Hills Corp 12.1% 8.9% 7.9% 9.4% 9.6% 10.9% 0.7% 8.4% 5.9% 3.6% 71% 9.1% 9.6% 9.5% 8.5% 7.6% 9.0% 10.5% 10.5%
CenterPoint Energy 9.6% 26.1% 13.1% 17.2% 29.1% 22.1% 22.6% 16.0% 15.0% 14.6% 13.5% 12.3% 13.7% 11.6% 20.0% 13.8% 12.5% 15.5% 15.5%
CMS Energy -27.1% -3.3% 7.2% 10.4% 6.2% 6.6% 12.1% 8.3% 11.8% 12.5% 12.7% 13.2% 13.2% 13.7% 1.7% 12.2% 13.0% 13.5% 13.5%
Consolidated Edison 11.5% 10.0% 8.0% 10.2% 9.7% 10.9% 9.9% 8.7% 9.3% 9.3% 9.7% 9.5% 8.5% 9.3% 10.0% 9.2% 8.5% 9.0% 8.5%
Dominion Resources 14.9% 12.0% 12.9% 9.4% 14.3% 12.2% 18.1% 14.7% 14.7% 13.5% 14.3% 16.1% 15.3% 15.6% 13.4% 14.9% 15.0% 15.0% 18.5%
DTE Energy 13.7% 9.7% 8.1% 10.2% 7.5% 7.7% 7.5% 8.7% 9.6% 9.1% 9.2% 8.6% 1.1% 9.3% 9.2% 9.4% 9.5% 10.0% 10.0%
Duke Energy 8.9% 0.6% 8.6% 9.5% 4.8% 6.4% 6.1% 6.8% 8.0% 8.1% 6.8% 6.8% 71% 71% 6.4% 7.2% 7.5% 8.0% 8.0%
Empire District Electric 8.4% 8.7% 5.7% 6.2% 9.2% 6.9% 7.4% 7.5% 7.4% 8.1% 7.9% 8.6% 8.7% 71% 7.5% 7.9% 7.5% 7.5% 8.5%
Entergy Corp 10.7% 10.1% 10.3% 11.9% 14.1% 13.8% 15.0% 14.4% 14.3% 15.4% 1.7% 9.4% 10.5% 1.1% 12.3% 12.4% 12.5% 9.5% 10.0%
Eversource Energy 6.4% 71% 51% 5.4% 4.5% 8.6% 9.8% 9.6% 4.9% 10.0% 7.3% 8.3% 8.3% 8.6% 6.7% 8.1% 8.5% 9.0% 9.5%
MGE Energy 13.2% 12.5% 11.4% 9.4% 11.8% 12.1% 11.8% 10.4% 11.3% 11.3% 11.4% 12.5% 12.6% 10.6% 1.7% 11.4% 11.0% 11.0% 13.0%
NorthWestern Corp 6.4% 6.9% 8.4% 9.4% 9.6% 10.9% 9.3% 9.5% 10.3% 9.0% 9.7% 9.0% 9.5% 10.0%
PG&E Corp -22.1% 20.9% 13.8% 1.7% 13.2% 11.9% 12.8% 11.3% 10.0% 9.6% 6.9% 5.9% 9.5% 6.0% 8.9% 8.5% 7.5% 10.5% 10.5%
Public Service Enterprise 19.9% 18.3% 12.8% 14.9% 12.2% 19.2% 19.5% 18.8% 16.9% 15.8% 1.7% 1.1% 12.7% 13.2% 16.7% 14.3% 10.0% 11.0% 10.5%
SCANA Corp 1.7% 12.4% 12.6% 12.4% 10.9% 11.0% 11.5% 10.7% 10.5% 10.0% 10.2% 10.5% 1.1% 10.4% 11.8% 10.5% 10.0% 10.0% 10.0%
Sempra Energy 20.7% 19.4% 20.7% 15.7% 16.1% 14.1% 13.7% 13.8% 10.9% 11.4% 10.4% 9.7% 10.2% 11.2% 17.2% 11.1% 9.0% 10.5% 13.5%
Vectren Corp 13.3% 11.6% 9.9% 12.3% 9.5% 11.6% 9.9% 10.6% 9.4% 9.7% 10.6% 8.9% 10.5% 12.0% 11.2% 10.2% 11.5% 11.5% 13.0%
Wisconsin Energy (WEC Energy)  12.8% 11.8% 9.0% 11.6% 1.1% 1.1% 11.0% 10.8% 12.2% 13.0% 13.3% 13.6% 13.5% 10.0% 11.2% 12.3% 10.5% 10.5% 11.0%
Xcel Energy 2.8% 10.0% 9.8% 9.1% 9.8% 9.3% 9.7% 9.5% 9.5% 10.1% 10.4% 10.2% 10.3% 10.2% 8.6% 10.0% 10.0% 10.5% 11.0%
Average 7.7% 11.1% 10.0% 10.6% 10.8% 10.8% 11.1% 10.6% 10.4% 10.6% 10.0% 10.1% 10.7% 10.1% 10.4% 10.3% 10.0% 10.5% 11.2%
Median 10.8% 10.1% 9.8% 10.3% 9.7% 11.0% 10.1% 9.6% 9.8% 10.1% 10.3% 9.5% 10.4% 10.1% 10.2% 10.0% 9.8% 10.5% 10.5%

Source: Calculations made from data contained in Value Line Investment Survey.



PROXY COMPANIES
MARKET TO BOOK RATIOS

Schedule DCP-11
Page 2 of 2

2002-2008 2009-2015

COMPANY 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 Average Average

Parcell Proxy Group

Avista Corp 85% 94% 1% 115% 135% 127% 110% 94% 106% 119% 123% 125% 143% 141% 111% 122%
Black Hills Corp 143% 34% 134% 165% 153% 164% 124% 77% 108% 109% 121% 161% 181% 152% 131% 130%
El Paso Electric 140% 120% 148% 176% 179% 179% 134% 102% 134% 164% 163% 161% 158% 152% 154% 148%
OGE Energy 147% 154% 178% 187% 205% 197% 145% 139% 180% 197% 204% 231% 228% 185% 173% 195%
Otter Tail Corp 245% 209% 185% 183% 178% 200% 167% 108% 120% 123% 152% 196% 196% 186% 195% 154%
Pinnacle West Capital 116% 114% 130% 130% 129% 127% 100% 90% 113% 125% 141% 153% 158% 160% 121% 134%
Average 146% 121% 148% 159% 163% 166% 130% 102% 127% 140% 151% 171% 177% 163% 148% 147%
Median 142% 17% 141% 171% 166% 172% 129% 98% 17% 124% 147% 161% 170% 156% 148% 139%
Morin Proxy Group

Alliant Energy 110% 97% 12% 131% 155% 173% 131% 102% 131% 147% 162% 170% 198% 190% 116% 157%
Ameren Corp 163% 162% 161% 172% 164% 159% 122% 83% 81% 92% 106% 125% 152% 149% 158% 113%
Avista Corp 85% 94% 1% 115% 135% 127% 110% 94% 106% 119% 123% 125% 143% 141% 1% 122%
Black Hills Corp 143% 34% 134% 165% 153% 164% 124% 77% 108% 109% 121% 161% 181% 152% 131% 130%
CenterPoint Energy 116% 142% 236% 329% 312% 330% 224% 187% 158% 210% 200% 223% 227% 214% 241% 203%
CMS Energy 137% 80% 90% 125% 142% 177% 127% 17% 148% 170% 192% 218% 239% 254% 125% 191%
Consolidated Edison 144% 146% 143% 154% 149% 151% 123% 110% 124% 145% 150% 144% 143% 148% 144% 138%
Dominion Resources 158% 180% 196% 242% 229% 256% 238% 186% 207% 235% 272% 313% 362% 352% 214% 275%
DTE Energy 145% 142% 132% 140% 134% 143% 101% 91% 116% 121% 137% 153% 170% 173% 134% 137%
Duke Energy 171% 106% 139% 157% 153% 102% 102% 90% 101% 115% 120% 120% 133% 135% 133% 116%
Empire District Electric 132% 133% 144% 148% 149% 150% 122% 100% 127% 128% 124% 131% 150% 144% 140% 129%
Entergy Corp 114% 136% 156% 194% 211% 264% 229% 167% 164% 134% 133% 126% 139% 141% 186% 143%
Eversource Energy 99% 95% 106% 108% 131% 163% 128% 114% 136% 150% 143% 141% 158% 158% 119% 143%
MGE Energy 214% 223% 207% 207% 191% 178% 159% 154% 171% 182% 203% 214% 227% 217% 197% 195%
NorthWestern Corp 160% 147% 109% 105% 122% 138% 146% 159% 174% 167% 144%
PG&E Corp 149% 203% 196% 179% 201% 203% 144% 149% 148% 146% 145% 143% 147% 161% 182% 148%
Public Service Enterprise 178% 186% 191% 245% 267% 304% 250% 177% 176% 161% 154% 151% 160% 163% 232% 163%
SCANA Corp 137% 158% 171% 179% 167% 158% 141% 121% 134% 135% 152% 154% 160% 158% 159% 145%
Sempra Energy 155% 172% 178% 186% 190% 194% 151% 135% 136% 128% 153% 187% 223% 220% 175% 169%
Vectren Corp 174% 170% 175% 185% 179% 175% 157% 133% 142% 153% 160% 180% 216% 218% 174% 172%
Wisconsin Energy (WEC Energy)  129% 147% 156% 168% 182% 179% 153% 147% 171% 186% 213% 223% 249% 219% 159% 201%
Xcel Energy 113% 113% 132% 139% 150% 154% 127% 121% 135% 143% 156% 157% 165% 171% 133% 150%
Average 141% 139% 151% 175% 177% 184% 149% 125% 138% 148% 158% 169% 187% 184% 160% 158%
Median 143% 142% 156% 168% 162% 169% 130% 119% 136% 144% 151% 156% 168% 165% 153% 148%

Source: Calculations made from data contained in Value Line Investment Survey.



Schedule DCP-12

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

2002 - 2014
RETURN ON MARKET-TO
YEAR AVERAGE EQUITY BOOK RATIO
2002 8.4% 295%
2003 14.2% 278%
2004 15.0% 291%
2005 16.1% 278%
2006 17.0% 277%
2007 12.8% 284%
2008 3.0% 224%
2009 10.6% 187%
2010 14.2% 208%
2011 14.6% 207%
2012 13.5% 214%
2013 14.5% 237%
2014 14.2% 268%
Averages:
2002-2008 12.4% 275%
2009-2014 13.6% 220%

Source: Standard & Poor's Analyst's Handbook, 2015 edition.



Schedule DCP-13

Page 1 of 2
RISK INDICATORS
VALUE LINE S&P
VALUE LINE VALUE LINE FINANCIAL STOCK

COMPANY SAFETY BETA STRENGTH RANKING
Parcell Proxy Group
Avista Corp 2 0.75 A 4.00 A- 3.67
Black Hills Corp 2 0.90 A 4.00 B 3.00
El Paso Electric 2 0.70 B++ 3.67 B 3.00
OGE Energy 2 0.90 A 4.00 A- 3.67
Otter Tail Corp 2 0.85 B++ 3.67 B 3.00
Pinnacle West Capital 1 0.70 A+ 4.33 B+ 3.33

1.8 0.80 B++ 3.95 B+/A- 3.28
Morin Proxy Group
Alliant Energy 2 0.75 A 4.00 B+ 3.33
Ameren Corp 2 0.70 A 4.00 B 3.00
Avista Corp 2 0.75 A 4.00 A- 3.67
Black Hills Corp 2 0.90 A 4.00 B 3.00
CenterPoint Energy 3 0.80 B+ 3.33 B 3.00
CMS Energy 2 0.65 B++ 3.67 B 3.00
Consolidated Edison 1 0.55 A+ 4.33 B+ 3.33
Dominion Resources 2 0.70 B++ 3.67 B 3.00
DTE Energy 2 0.70 B++ 3.67 A- 3.67
Duke Energy 2 0.60 A 4.00 B 3.00
Empire District Electric 2 0.75 B++ 3.67 B+ 3.33
Entergy Corp 3 0.65 B++ 3.67 A- 3.67
Eversource Energy 1 0.70 A 4.00 A- 3.67
MGE Energy 1 0.70 A 4.00 A- 3.67
NorthWestern Corp 3 0.70 B+ 3.33 A+ 4.33
PG&E Corp 3 0.65 B+ 3.33 B 3.00
Public Service Enterprise 1 0.70 A++ 4.67 B+ 3.33
SCANA Corp 2 0.70 B++ 3.67 A 4.00
Sempra Energy 3 0.80 A 4.00 B+ 3.33
Vectren Corp 2 0.75 A 4.00 B+ 3.33
Wisconsin Energy (WEC Energy 1 0.65 A+ 4.33 A 4.00
Xcel Energy 1 0.65 A+ 4.33 A- 3.67
Average 2.0 0.70 B++ 3.89 B+ 3.42




Schedule DCP-1:
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RISK INDICATORS
VALUE LINE VALUE LINE VALUE LINE S&P
GROUP SAFETY BETA FIN STR STK RANK
S & P's 500
Composite 2.7 1.05 B++ B
Parcell Proxy Group 1.8 0.80 B++ B+/A-
Morin Proxy Group 2.0 0.70 B++ B+

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stock rankings range from D to A+, with the later representing the highest level.
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