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DIRECT TESTIMONY

ANN E. BULKLEY

L WITNESS IDENTIFICATION AND QUALIFICATIONS

Please state your name, affiliation, and business address.
My name is Ann E. Bulkley. I am employed by Concentric Energy Advisors, Inc.
{(“Concentric™) as a Senior Vice President. My business address is 293 Boston

Post Road West, Suite 500, Marlborough, Massachusetts 01752.

On whose behalf are you submitting this testimony?
I am subinitting this testimony on behalf of Missouri-American Water Company
(“MAWC” or the “Company”), a wholly-owned subsidiary of American Water

Works Company, Inc. (‘AWW?”).

Please describe your background and professional experience in the energy
and utility industries.

I hold a Bachelor’s degree in Economics and Finance from Simmons College and
a Master’s degree in Economics from Boston University, with more than 20 years

of experience consulting to the energy industry. I have advised numerous energy
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and utility clients on a wide range of financial and economic issues with primary
concentrations in valuation and utility rate matters. Many of these assignments
have included the determination of the cost of capital for valuation and
ratemaking purposes. My qualifications and testimony listing are presented in

more detail in Attachment A.

Please describe Concentric’s activities in energy and utility engagements,

Concentric provides financial and economic advisory services to many and
various energy and utility clients across North America. Our regulatory,
economic, and market analysis services include utility ratemaking and regulatory
advisory services; energy market assessments; market entry and exit analysis;
corporate and business unit strategy development; demand forecasting; resource
planning; and energy contract negotiations. Our financial advisory activities
include buy- and sell-side merger, acquisition, and divestiture assignments; due
diligence and valuation assignments; project and corporate finance services; and
transaction support services. In addition, we provide litigation support services
on a wide range of financial and economic issues on behalf of clients throughout

Norith America.

Page 4 MAWC — DT-AEB




10

11

12

13

14

15

i6

17

18

19

20

IL PURPOSE AND OVERVIEW OF TESTIMONY

What is the purpose of your Direct Testimony?

The purpose of my Direct Testimony is to present evidence and provide a
recommendation regarding MAWC’s authorized return on equity (“ROE” or “cost
of equity™) and to assess the reasonableness of its proposed capital structure for
ratemaking purposes. My analyses and recommendations are supported by the

data presented in Schedules AEB-1 through AEB-10.

Please provide a brief overview of the analysis that led to your ROE
recommendation.

In developing my ROE recommendation, I applied the Constant Growth
Discounted Cash Flow (“DCF”) model and the Capital Asset Pricing Model
(“CAPM™). In addition to these analyses, I also considered the Value Line
projected ROEs for the proxy group companies, and a Constant Growth DCF
analysis based on projected dividend yields and share prices. My ROE
recommendation also considers the following factors: (1) the risk associated with
MAWC’s capital expenditure program relative to the proxy group companies; (2)
the effect of environmental regulations on water and wastewater utilities and the
costs associated with compliance; and (3) the effect of regulatory lag on the

ability of MAWC fto earn its authorized ROE, and the Company’s proposals to
Page 5 MAWC - DT-AEB



reduce regulatory lag by way of a forecast test period through June 30, 2019 and a
Revenue Stabilization Mechanism. Although I did not make any specific
adjustments to my ROE estimates for the foregoing factors, I considered each of
them when determining where the Company’s ROE should fall within the range
of analytical results. Finally, I compared MAWC’s proposed capital structure to

the actual capital structures of the proxy group companies.

Please summarize your analytical results,

My analytical results are summarized in Table 1.
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Table 1: Summary of Cost of Equity Results

Forward-Looking CAPM Results
2017-2018 2019-2023
Cwrrent Risk- | Projected Risk- | Projected Risk- Mean
Free Rate Free Rate Free Rate Result
(2.95%) {3.48%) (4.30%)
Including AWW!
Bloomberg Beta 10.64% 10.78% 10.99% 10.80%
Value Line Beta 10.39% 10.54% 10.78% 10.57%
Excluding AWW?
Bloomberg Beta 10.89% 11.02% 11.21% 11.04%
Value Line Beta 10.48% 10.63% 10.86% 10.66%

See Schedule AEB-6.
See Schedule AEB-7.
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Mean Low

Mean

Mean High

Constant Growth DCF — 90 Day Average’

Including AWW 6.78% 8.85% 11.43%
Excluding AWW 6.43% 8.62% 10.88%
Constant Growth DCF — Projected DCF Model 2020-20224
Mean Low Mean Mean High
Including AWW 7.31% 9.38% 11.97%
Excluding AWW 6.89% 9.08% 11.34%
Value Line Projected Equity Returns 2020-2022°
Low Mean High
Including AWW 10.50% 11.94% 14.00%
Excluding AWW 11.00% 12.14% 14.00%

As shown in Schedule AEB-1, the DCF model is producing individual company
results as low as 4.82 percent, or 44 basis points lower than MAWC’s embedded
cost of long-term debt of 5.26 percent for the 13-month average test year ending
June 30, 2019.6 There is more risk associated with owning common equity than
debt because sharcholders are the residual claimants on the firm’s earnings and

assets.  As such, the return to equity holders must be higher than the return to

bond helders.

=NV SO e

See Schedule AEB-1.
See Schedule AEB-2.

Source: Value Line Investment Survey, Water Industry, April 14, 2017, at 1782-1790.
Source: Company provided data.
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In addition, as discussed in more detail in Section IV of my Direct Testimony,
there are concerns among investors and regulators that the DCF model is not
producing reasonable results at this time due to anomalous conditions in capital
markets. For that reason, my ROE recominendation also considers the results of a
forward-looking CAPM analysis and the projected ROEs for the water utilities in
the proxy group, as published by Value Line. In addition, I consider company-

specific risk factors, and current and prospective capital market conditions.

What is your conclusion regarding the appropriate authorized ROE for
MAW(C in this proceeding?

A reasonable range of ROE estimates for MAWC is from 10.00 percent to 10.80
percent. Considering the business and financial risk factors facing MAWC, 1
believe that an ROE of 10.80 percent is reasonable and appropriate. The required
ROE should be a forward-looking estimate; therefore, the analyses supporting my
recommendation rely on forward-looking inputs and assumptions (e.g., projected
analyst growth rates in the DCF model, forecasted risk-free rate and Market Risk
Premium in the CAPM analysis, etc...}. 1 also take into consideration capital
market conditions, including the effect of the current low interest rate
environment on utility stock valuations and dividend yields, and the market’s

expectation for higher interest rates.
Page 9 MAWC — DT-AEB
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How is the remainder of your Direct Testimony organized?

The remainder of my Direct Testimony is organized in seven sections. Section
ITI reviews the regulatory guidelines pertinent to the development of the cost of
capital. Section IV discusses the current and prospective capital market conditions
and the effect of those conditions on MAWC’s cost of equity. Section V explains
my selection of a proxy group of water utilities. Section VI describes my
analyses and the analytical basis for the recommendation of the appropriate ROE
for MAWC. Section V]I provides a discussion of specific business and financial
risks that have a direct bearing on the Company’s authorized ROE in this case.
Section VIII provides an assessment of the reasonableness of MAWC’s proposed
capital structure relative to the proxy group. Section IX presents my conclusions

and recomimendations.

IHI. REGULATORY GUIDELINES
Please describe the principles that guide the establishment of the cost of
capital for a regulated utility.
The United States Supreme Court’s Hope and Bluefield decisions established the
standards for determining the fairness or reasonableness of a utility’s authorized

ROE. Among the standards established by the Court in those cases are: (1)
Page 10 MAWC - DT-AEB
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consistency with other businesses having similar or comparable risks; (2}
adequacy of the return to support credit quality and access to capital; and (3) the
principle that the specific means of airiving at a fair return are not important, only

that the end result leads to just and reasonable rates.’

Has the Missouri Public Service Commission (“Commission™) provided
similar guidance in establishing the appropriate return on common equity?

Yes. The Commission follows the precedents of the Hope and Bluefield cases and
acknowledges that utility investors are entitled to a fair and reasonable return.

This position was set forth by the Commission as follows:

1} A “just and reasonable” rate is one that is fair to both the utility and its
customers; it is no more than is sufficient to “keep public utilty plants in
proper repair for effective public service, and ... to insure to the investors a

reasonable return upon funds invested.”®

Bluefield, 262 U.S. at 692-93; Hope, 320 U.S,, at 603.

In the Matter of Missouri Gas Energy and its Tariff Filing to Implement a General Rate Increase for
Natural Gas Service, Report and Order, Missouri Public Service Commission, Case No. GR-2009-
0355, February 10, 2010, at 7.
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Why is it important for a utility to be allowed the opportunity to earn a
return that is adequate to attract capital at reasonable terms?

A return that is adequate to attract capital at reasonable terms enables MAWC to
continuing providing safe, reliable water and wastewater service while
maintaining its financial integrity. That return should be commensurate with
returns expected elsewhere in the market for investments of equivalent risk. If it
is not, debt and equity investors will seek alternative investment opportunities for
which the expected return reflects the perceived risks, thereby inhibiting

MAWC’s ability to attract capital at reasonable cost.

What are your conclusions regarding regulatory guidelines?

The ratemaking process is premised on the principle that, in order for investors
and companies to commit the capital needed to provide safe and reliable utility
services, a utility must have the opportunity to recover the return of, and the
market-required return on, its invested capital. Because utility operations are
capital-intensive, regulatory decisions should enable the utility to attract capital at
reasonable terms; doing so balances the long-term interests of the utility and its
customers.

The financial community carefully monitors the current and expected financial

condition of utility companies, and the regulatory framework within which they
Page 12 MAWC — DT-AEB
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operate. In that respect, the regulatory framework is one of the most important
factors in both debt and equity investors’ assessments of risk. The Commission’s
order in this case, therefore, should establish rates that provide MAWC with the
opportunity to earn a ROE that is: (1) adequate to attract capital at reasonable
terms; (2) sufficient to ensure its financial integrity; and (3) commensurate with
returns on investments in enterprises with similar risk. To the extent the
Company is authorized the opportunity to earn its market-based cost of capital,

the proper balance is achieved between customers’ and shareholders® interests.

1V. CAPITAL MARKET CONDITIONS

Why is it important to analyze capital market conditions?

The ROE estimation models rely on market data that are either specific to the
proxy group, in the case of the DCEF model, or the expectations of market risk, in
the case of the CAPM. The results of the ROE estimation models can be affected
by prevailing market conditions at the time the analysis is performed. Because
the ROE established in a rate proceeding is intended to be forward-looking, the
analyst uses current and projected market data, specifically stock prices,
dividends, growth rates and interest rates in the ROE estimation models to
estimate the required return for the subject company. As discussed in the

remainder of this section, analysts and regulatory commissions have concluded
Page 13 MAWC - DT-AEB
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that current market conditions are anomalous and that these conditions have
affected the results of the ROE estimation models. As a result, it is important to
consider the effect of these conditions on the ROE estimation models when
determining the appropriate range and recommended ROE for a future period. In
this case, the test period is July 1, 2017 through June 30, 2019, which extends
more than a year in the future. Therefore, it is very important to consider

projected market data to estimate the return for that forward-looking period.

What factors are affecting the cost of equity for regulated utilities in the
current and prospective capital markets?

The cost of equity for regulated utility companies is being affected by several
factors in the current and prospective capital markets, including: (1) the current
low interest rate environment and the corresponding effect on valuations and
dividend yields of utility stocks relative to historical levels; and (2) the market’s
expectation for higher interest rates. In this section, [ discuss each of these factors
and how it affects the models used to estimate the cost of equity for regulated

utilities.
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How has the Federal Reserve’s monetary policy affected capital markets in
recent years?

Extraordinary and persistent federal intervention in capital markets artificially
lowered government bond yiclds after the Great Recession of 2008-09, as the
Federal Open Market Committee (“FOMC”) used monetary policy (both
reductions in short-term interest rates and purchases of Treasury bonds and
mortgage-backed securities) to stimulate the U.S. economy. As a result of very
low returns on short-term government bonds, yield-seeking investors have been
forced into longer-term instruments, bidding up prices and reducing yiclds on
those investments. As investors have moved along the risk spectrum in search of
yields that meet their return requirements, there has been increased demand for

dividend-paying equities, such as water utility stocks.

How has the period of abnormally low interest rates affected the valnations
and dividend yields of water utility shares?

The Federal Reserve’s accommodative monetary policy has caused investors to
seek alternatives to the historically low interest rates available on Treasury bonds.
As a result of this search for higher yield, the share prices for many common
stocks, especially dividend-paying stocks such as utilities, have been driven

higher while the dividend yields (which are computed by dividing the dividend
Page 15 MAWC — DT-AEB
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payment by the stock price) have decreased to levels well below the historical
average. As shown in Chart I, yields on 30-year Treasury bonds have declined by
106 basis points since 2009 when the Federal Reserve began to actively manage
interest rates as a result of the Great Recession, while dividend yields on water

utilities have declined by 146 basis points over this period.

Chart 1: Dividend Yields for Water Utility Stocks

2009
2010
2014
2015
2016
2017

2011
2012
2013

EEA Dividend Yield — ewg— USGG30YR

How are higher stock valuations and lower dividend yields for utility
companies affecting the results of the DCF model?
During periods when stock valuations and dividend yields are not being distorted

by the level of interest rates, the DCF model adequately reflects market conditions
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and investor expectations, However, in the current market environment, the DCF
model results are distorted by the historically low level of interest rates and the
higher valuation of utility stocks. Value Line recently commented on the low
dividend yields and high valuations for water utilities:

Indeed, the industry’s strong run has lowered the yield on an
average water utility stock to a level close to the Value Line
median. The yield spread between water stocks and other dividend
paying equities in the Value Line Investment Survey is near an all-
time low. Thus, we find it hard to recommend these stocks
because they appear to be more than fully valued.

As a result of the substantial rise in stock prices, the yield on these
stocks has dropped substantially. As we went to press, the average
dividend yield for the nine members of the industry was 2.15%, a
measly 15 basis points higher than the average stock we follow.
Scarcity is one of the reasons water stocks trade at a premium as
the industry’s market cap is relatively small: There are two large
cap stocks, two medium cap stocks, and the remaining five are all
small caps. For example, should institutional investors choose to
enter this sector to diversify out of electric or gas utilities, they
have to pay a higher relative price because there are so few equities
to choose from.’

In order to assess how low interest rates are affecting the dividend yields for
utility stocks, I compared the Standard & Poor’s (“S&P”) Utilities index (which
includes American Water Works, the parent company of MAWC) to the yield on

the 30-yecar Treasury bond since 2007. As shown in Chart 2, the S&P Utilities

9 Source: Value Line Investment Survey, Water Industry, April 14, 2017, at 1781,
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index has increased steadily as yields on 30-year Treasury bonds have declined in

response to federal monetary policy.

Chart 2;: S&P Utilities Return and U.S. Treasury Bond Yields - 2007 - 2017
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Have regulators in other jurisdictions recently responded to the historically
low dividend yields for utility companies and the corresponding effect on the
DCF model?
Yes. Understanding the important role that dividend yields play in the DCF
model, the Federal Energy Regulatory Commission (“FERC”) recently
determined that anomalous capital market conditions have caused the DCF model
to understate equity costs for regulated utilities at this time. In Opinion No. 531,
the FERC noted:
There is ‘model risk® associated with the excessive reliance or
mechanical application of a model when the surrounding
conditions are outside of the normal range. ‘Model risk’ is the risk
that a theoretical model that is used to value real world transactions

fails to predict or represent the real phenomenon that is being
modeled.'”

In Opinion No. 531, the FERC noted that the low interest rates and bond yields
that persisted throughout the analytical period that was relied on (study period)
resulted in anomalous market conditions and recognized the need to move away
from the midpoint of the DCF analysis. In that case, the FERC relied on the
CAPM and other risk premium methodologies to inform its judgment to set the

return above the midpoint of the DCF results.

10 FERC Docket No. EL11-66-001, Opinion No. 531, footnote 286. While Opinion No. 531 was recently
remanded to the FERC by the D.C. Circuit Court, the Court’s decision did not question the finding by
the FERC that capital market conditions were anomalous.

Page 19 MAWC - DT-AEB



In Opinion No. 551, issued in September 2016, the FERC recognized that those
anomalous market conditions continued into the study period and again concluded
that it was necessary to rely on ROE estimation methodologies other than the

DCF model to set the appropriate ROE:
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Though the Commission noted certain economic conditions in
Opinion No. 531, the principle argument was based on low interest
rates and bond yields, conditions that persisted throughout the
study period. Consequently, we find that capital market conditions
are still anomalous as described above...!!

Hkdek

Because the evidence in this proceeding indicates that capital
markets continue to reflect the type of unusual conditions that the
Commission identified in Opinion No. 531, we remain concerned
that a mechanical application of the DCF methodology would
result in a return inconsistent with Hope and Bluefield."*

*hkk

As the Commission found in Opinion No. 531, under these
circumstances, we have less confidence that the midpoint of the
zone of reasonableness in this proceeding accurately reflects the
equity returns necessary to meet the Hope and Bluefield capital
attraction standards. We therefore find it necessary and reasonable
to consider additional record evidence, including evidence of
alternative methodologies.., 3

Yields on 10-year Treasury bonds are currently well below 3.00 percent, which is
the level that FERC has determined represents “anomalous™ capital market

conditions. In summary, the results of the DCF model are understating the cost of

FERC Docket No. EL14-12-002, Opinion No. 551, at para 121.
Id., at para 122,

Iid
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equity under current market conditions due to the low interest rate environment
that has reduced dividend yields and raised valuations on utility shares to
unsustainable levels. Consequently, it is necessary to consider the results of other
Risk Premium models, such as the CAPM, in order to determine where to set the

appropriate return.

What evidence is there that the inferest rate environment is shifting?

Based on stronger conditions in employment markets, a relatively stable inflation
rate, steady economic growth, and increased houschold spending, the Federal
Reserve raised the short term borrowing rate by 25 basis points at both the March
and June 2017 meetings. Since December 2015, the Federal Reserve has
increased interest rates four times, bringing the federal funds rate to the range of
1.00 percent to 1.25 percent. As the economy continues to expand, the Federal
Reserve is expected to continue increasing short-term interest rates to sustain the
desired balance between unemployment and consumer price inflation.'* The
Federal Reserve has indicated that it intends to raise short-term interest rates

gradually in 25 basis point increments to the federal funds rate over time'® and in

1 Federal Open Market Committee, Federal Reserve press release, March 15, 2017,
15 FOMC, Federal Reserve press release, June 14, 2017,
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March 2017, projected it would raise interest rates three times in 2017 and three

times again in 2018.'¢

What is the financial market’s perspective on the future path of interest
rates?

According to the May 2017 issue of Blue Chip Financial Forecasts, 100 percent of
those surveyed expect the Federal Reserve will raise short-term interest rates
again at either the June or September 2017 meetings.”” In response to the
question regarding the amount of the additional increase in short-term interest
rates by the Federal Reserve in 2017, 7 percent of those surveyed expect an
additional increase of 25 basis points, 77 percent expect an additional increase of
50 basis points, and 16 percent expect an additional increase of 75 basis points.'®
In response to the same question for 2018, 13 percent of those surveyed expect

the Federal Reserve to increase interest rates by 50 basis points, 44 percent expect

Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents under
their individual assessments of projected appropriate monetary policy, March 2017. Advance release
of table 1 of the Summary of Economic Projections to be released with FOMC minutes. For release at
2:00 p.m., EDT, March 15, 2017,

Blue Chip Financial Forecasts, Vol. 36, Issue No. 5, May 1, 2017,
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an increase of 75 basis points, and 38 percent expect an increase of 100 basis

points.'’

What effect do rising interest rates have on the cost of equity?

As interest rates increase, the calculated cost of equity for the proxy companies
using the Constant Growth DCF model is likely to be a conservative estimate of
investors’ required return because the dividend yield is calculated based on stock
prices when interest rates were substantially lower. As such, rising interest rates
support the selection of a return toward the upper end of a reasonable range of
ROE estimates that are based on current market data, Alternatively, my CAPM

analysis includes estimated returns based on near-term projected interest rates.

What conclusions do you draw from your analysis of capital market
conditions?

My main conclusions are that the accommodative monetary policy of the Federal
Reserve has driven dividend yields to historically and unsustainably low levels

and that the DCF model, is, therefore, currently understating the forward-looking

i9

Id
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cost of equity.”® Accordingly, it is important to give weight to the results of
alternative financial models, such as the CAPM, in establishing the authorized

ROE in this proceeding.

V. PROXY GROUP SELECTION

Why have you used a group of proxy companies to estimate the cost of equity
for MAWC?

In this proceeding, I am estimating the cost of equity for MAWC, which is a
rate-regulated subsidiary of AWW. Since the ROE is a market-based concept,
and given the fact that MAWC’s operations do not make up the entirety of a
publicly traded entity, it is necessary to establish a group of companies that is
both publicly traded and comparable to the Company in certain fundamental
business and financial respects to serve as its “proxy” for purposes of the ROE
estimation process. The proxy companies used in my analyses all possess a set of
operating and financial risk characteristics that are substantially comparable to
MAWTC, and, therefore, provide a reasonable basis for deriving the appropriate

ROE.

3 As the FOMC tightens monetary policy and increases interest rates, it is likely utility dividend yields
will increase.
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Please provide a brief profile of MAWC.

MAWC, a wholly-owned subsidiary of AWW, provides water distribution service
and wastewater service to approximately 477,200 customers in Missouri.?! The
Company generally accesses debt markets through American Water Capital Corp.
(“AWCC”). The current credit ratings on senior unsecured debt for AWW and
AWCC are as follows: (1) S&P - A (Outlook: Stable); and (2} Moody’s - A3

(Outlook: Stable).?

How did you select the companies in your proxy group?
I began with the group of nine U.S. utilities that Value Line classifies as Water
Utilities, and I simultancously applied the following screening criteria to select
companies that:
* pay consistent quarterly cash dividends because companies that do not
cannot be analyzed using the Constant Growth DCF model;
* have positive long-term earnings growth forecasts from at least two
sources;
¢ have investment grade long-term issuer ratings from either S&P or

Moody’s; and

' Source: Company provided data.
* Source: Amercian Water Works Company, Inc., 2016 SEC Form 10-K, issued February 2017, at 57.

)
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* derive more than 80 percent of their total operating income from regulated

water operations.

Did you include American Water Works in your analysis?

While my general practice is to exclude the subject company, or its parent holding
company, from the proxy group, given the small number of companies classified
by Value Line as Water Utilities and given the fact that Missouri is one of sixteen
states served by AWW, 1 have presented my ROE results both including and

excluding AWW.

What is the composition of your proxy group?

The screening criteria discussed above resulted in a proxy group consisting of the

companies in Table 2.
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Table 2: Proxy Group

Company Ticker
American States Water Company AWR
American Water Works Company, Inc. AWK
Aqua American, Inc. WTR
California Water Service Group CWT
Connecticut Water Service Inc. CTWS
Middiesex Water Company MSEX
SIW Corporation SIw
York Water Company YORW

Why is it appropriate to rely on a water proxy group for the water and
wastewater operations of MAWC?

MAWC’s business operations are predominantly water distribution service.
Therefore, it is appropriate to rely on a proxy group of publicly traded water
companies to establish the ROE for the Company’s water distribution service. |
have also relied on that same proxy group to establish the ROE for the wastewater
distribution service. There is an insufficient number of publicly traded
wastewater utilities to develop a proxy group from that universe. The business
operations and overall risk factors of the water utilities are more similar to

wastewater operations than to any other regulated utility. Therefore, I believe that
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the water utility proxy group is the most comparable to the wastewater operations

from a risk perspective.

VI. COST OF EQUITY ESTIMATION

Please briefly discuss the ROE in the context of the regulated rate of return
(“ROR"),

The overall ROR for a regulated utility is based on its weighted average cost of
capital, in which the costs of the individual sources of capital are weighted by
their respective book values. While the costs of debt and preferred stock can be
directly observed, the cost of equity is market-based and, therefore, must be

estimated based on observable market data.

How is the required ROE determined?

The required ROE is estimated by using multiple analytical techniques that rely
on market-based data to quantify investor expectations regarding required equity
returns, adjusted for certain incremental costs and risks. Quantitative models
produce a range of reasonable results from which the market-required ROE is
selected. That selection must be based on a comprehensive review of relevant
data and information, and does not necessarily lend itself to a strict mathematical

solution. The key consideration in determining the cost of equity is to ensure that
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the methodologies employed reasonably reflect investors® views of the financial
markets in general and of the subject company (in the context of the proxy group)

in particular,

What methods did you use to estimate MAWC’s cost of equity?

I considered the results of the Constant Growth DCF model and the CAPM, 1
also considered the Value Line projected ROEs for the proxy group companies,
and the results of a forward-looking DCF analysis using projected dividend yields
and projected share prices published by Value Line. I believe that a reasonable
ROE estimate considers alternative methodologies, observable market data, and

the reasonableness of their individual and collective resuits.

Why is it important to use more than one analytical approach?

It is important to use more than one analytical approach because the cost of equity
is not directly observable, and, therefore, it must be estimated based on both
quantitative and qualitative information. In estimating the cost of equity, analysts
and investors are inclined to gather and evaluate as much relevant data as can be
reasonably analyzed. A number of models have been developed to estimate the
cost of equity. Analysts and academics understand that ROE models are tools to

be used in the ROE estimation process and that strict adherence to any single
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approach, or the results of any single approach, can lead to flawed or irrelevant
conclusions, Consistent with the Hope finding, it is the analytical result, not the

methodology, which is controlling in arriving at ROE determinations.

A, Constant Growth DCF Model

Are DCF models widely used to estimate the ROE for regulated utilities?

Yes. DCF models are widely used in regulatory proceedings and have sound
theoretical bases, although neither the DCF model nor any other model can be
applied without considerable judgment in the selection of data and the
interpretation of results. As discussed in Section IV of my Direct Testimony,
analysts are projecting that the currently high stock market valuations and low
dividend yields for water utility companies are not sustainable. This is raising
concerns among analysts and regulators that the DCF model is understating the

cost of equity at this time.

Please describe the DCF approach.
The DCF approach is based on the theory that a stock’s current price represents
the present value of all expected future cash flows. In its most general form, the

DCF model is expressed as follows:
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fo= (1+]c)+(1+k)2 +"'+(1+k)°° 1]

Where Po represents the current stock price, D1...Doo are all expected future
dividends, and k is the discount rate, or required ROE. Equation [1] is a standard
present value calculation that can be simplified and rearranged into the following

form:

k= Do(1+g)+g
% 2]

Equation [2] is often referred to as the Constant Growth DCF model in which the
first term is the expected dividend yield and the second term is the expected long-

term growth rate.

What assumptions are required for the Constant Growth DCF model?

The Constant Growth DCF model requires the following assumptions: (1) a
constant growth rate for earnings and dividends; (2) a stable dividend payout
ratio; (3) a constant price-to-earnings (“P/E”) ratio; and (4) a discount rate greater
than the expected growth rate. To the extent any of these assumptions is violated,

considered judgment and/or specific adjustments should be applied to the results.
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What market data did you use to calculate the dividend yield in your
Constant Growth DCF model?

The dividend yield in my Constant Growth DCF model is based on the proxy
companies’ current annual dividend and average closing stock prices over the 30-,

90-, and 180-trading days as of May 31, 2017.

Why did you use three averaging periods for stock prices?

It is important to use an average of trading days to calculate the price term in the
DCF model to ensure that the calculated ROE is not skewed by anomalous events
that may affect stock prices on any given trading day. The averaging period
should be reasonably representative of expected capital market conditions over
the long term. In my view, the use of the 30-, 90-, and 180-day averaging periods

reasonably balances those considerations.

Did you make any adjustments to the dividend yield to account for periodic
growth in dividends?

Yes. Since utility companies tend to increase their quarterly dividends at different
times throughout the year, it is reasonable to assume that dividend increases will
be evenly distributed over calendar quarters. Given that assumption, it is

reasonable to apply one-half of the expected annual dividend growth rate for
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purposes of calculating the expected dividend yield component of the DCF model.
This adjustment ensures that the expected first year dividend yield is, on average,
representative of the coming twelve-month period, and does not overstate the

aggregated dividends to be paid during that time.

Why is it important to select apprepriate measures of long-term growth in
applying the DCF model?

In its Constant Growth form, the DCF model (i.e., Equation [2]} assumes a single
long-term growth rate in perpetuity. In order to reduce the long-term growth rate
to a single measure, one must assume that the dividend payout ratio remains
constant and that earnings per share, dividends per share, and book value per
share all grow at the same constant rate. Over the long run, however, dividend
growth can only be sustained by earnings growth. For example, earnings growth
rates tend to be least influenced by capital allocation decisions that companies
may make in response to near-term changes in the business environment, Since
such decisions may directly affect near-term dividend payout ratios, estimates of
carnings growth are more indicative of long-term investor expectations than are

dividend or book value growth estimates.
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What sources of long-term growth rates did you rely on in your Constant
Growth DCF model?

My Constant Growth DCF model incorporates the following sources of long-term
earnings growth rates: 1) consensus estimates from Zacks Investment Research;
2) consensus estimates from Thomson First Call (provided by Yahoo! Finance);
3) consensus estimates from Thomson Reuters; and 4) long-term earnings growth

estimates from Value Line.

How did you calculate the expected dividend yield?
I adjusted the dividend yield to reflect the growth rate that was being used in that
particular scenario. This ensures that the growth rate used in the dividend yield

calculation and the growth rate used as the “g” term of the DCF model are

internally consistent.

Please summarize the results of your Constant Growth DCF analyses.

The results of the Constant Growth DCF analysis are shown in Table 3.

Page 34 MAWC — DT-AEB



10

11

12

Table 3: Summary of Constant Growth DCF Results

Mean Low Mean Mean High
Constant Growth DCF — Including AWW
30-Day Average 6.77% 8.84% 11.42%
90-Day Average 6.78% 8.85% 11.43%
180-Day Average 6.81% 8.88% 11.46%
Constant Growth DCF — Excluding AWW
30-Day Average 6.42% 8.61% 10.87%
90-Day Average 6.43% 8.62% 10.88%
180-Day Aveage 6.46% 8.65% 10.90%

How did you calculate the range of results for the Constant Growth DCF

modei?

I calculated the low DCF result using the minimum growth rate (i.e., the lowest of
the Thomson First Call, Thomson Reuters, Zacks, and Value Line earnings
growth rates) for each of the proxy group companies. Thus, the low result reflects
the minimum DCF result for the proxy group.
calculate the high results, using the highest growth rate for each proxy group

company. The mean results were calculated using the average growth rates from

all sources.

I used a similar approach to
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What are your conclusions about the results of the Constant Growth DCF
mode!?

As discussed previously, one primary assumption of the DCF model is a constant
P/E ratio. That assumption is heavily influenced by the market price of utility
stocks. To the extent utility valuations are high and may not be sustainable, it is
important to consider the results of the DCF model with caution. As shown in
Chart 2 above, the average dividend yield for the proxy group has declined from
3.56 percent in 2009 to 2.10 percent in 2017 due primarily to the low interest rate
environment for government bonds. By comparison, the dividend yield on the 90-
day average DCF analysis is 2.12 percent, which is at the bottom of the range of
dividend yields for water utilities since 2009. While I have given weight to the
results of the Constant Growth DCF model, my recommendation also gives

weight to the results of other ROE estimation models.

Have you considered the results of any other DCF analyses?

Yes, I have considered two additional DCF analyses: 1) a projected Constant
Growth DCF model; and 2) the expected returns on equity for the proxy group
companies. Because analysts have indicated that utility stocks may cwrently be
at unsustainably high prices due to market conditions, I considered the results of a

projected Constant Growth DCF model. Under this DCF analysis, the dividend
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yield is calculated using Value Line’s projected average share prices and
dividends for the period from 2020-2022, while the long-term growth rate is
based on the same five-year projected EPS growth rates used in the Constant
Growth DCF model. As shown in Schedule AEB-2, the projected DCF analysis
produces a mean DCF result of 9.38 percent and a mean high result of 11.97
percent (including AWW) and 9.08 percent and 11.34 percent (excluding AWW).
Relying on Value Line’s projected dividend yields and share prices in 2020-2022,
the mean results of the Constant Growth DCF model increase by 54 basis points
(i.e., 9.38 percent vs. 8.84 percent shown in Schedules AEB-1 and AEB-2).%

I have also considered the expected returns on equity as reported by Value Line
for each of the proxy group companies in 2017 and for the period from 2020-
2022. As shown in Table 4 (also see Schedule AEB-3), the proxy group
companies are expected to earn average returns on equity of 10.88 percent in 2017
and 11.94 percent from 2020-2022 (including AWW) and 11.00 percent in 2017
and 12.14 percent from 2020-2022 (excluding AWW), This demonstrates that
investors are expecting substantially higher returns on equity for the water utilities

than what is suggested by the DCF model.

This comparison includes the results of Amercian Water Works.
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Table 4: Value Line Projected Returns on Equity**

Company Ticker 2017 2020-2022
American States Water Co AWR 12.00% 14.00%
American Water Works Co. Inc. AWK 10.00% 10.50%
Aqua America, Inc. WTR 12.50% 12.50%
California Water Service, Inc. CWT 9.50% 11.00%
Connecticut Water Service, Inc. CTWS 10.00% 11.00%
Middlesex Water Company MSEX 11.00% 12.50%
SIW Corporation Shw 10.50% 11.50%
York Water Company YORW 11.50% 12.50%
Mean 10.88% 11.94%
Mean excl, AWK 11.00% 12.14%

B. CAPM Analysis

Please briefly describe the Capital Asset Pricing Model.

The CAPM is a risk premium approach that estimates the cost of equity for a

given security as a function of a risk-free return plus a risk premium to

compensate investors for the non-diversifiable or “systematic” risk of that

security. Systematic risk is the risk inherent in the entire market or market

segment. This form of risk cannot be diversified away using a portfolio of assets.

12

4

Source: Value Line Investment Survey, Water Utilities, April, 14, 2017, at 1782-1790.
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Non-systematic risk is the risk of a specific company that can be mitigated
through portfolio diversification.
The CAPM is defined by four components, each of which must theoretically be a
forward-looking estimate:

Ko=rptflnn=re) o

Where:

Ke = the required market ROE;

f = Beta coefficient of an individual security;

rr= the risk-free ROR; and

tm = the required return on the market as a whole.
In this specification, the term (rm — rf) represents the Market Risk Premium,
According to the theory underlying the CAPM, since unsystematic risk can be
diversified away, investors should only be concerned with systematic risk.
Systematic risk is measured by Beta. Beta is a measure of the volatility of a

security as compared to the market as a whole. Beta is defined as:

Covariance(re, rm)
T : [4]
Variance(rm)

B =

The variance of the market return (i.e.,, Variance (rm}) is a measure of the

uncertainty of the general market. The covariance between the return on a
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specific security and the general market (i.e.,, Covariance (re, tm}) reflects the
extent to which the return on that security will respond to a given change in the
general market return. Thus, Beta represents the risk of the security relative to the

general market.

What risk-free rate did you use in your CAPM analyses?

I relied on three sources for my estimate of the risk-free rate: (1) the current
30-day average yield on 30-year U.S. Treasury bonds (ie., 2.95%);% (2) the
projected 30-year U.S. Treasury bond yield for 2017 through 2018 (i.e., 3.48%);2¢
and (3) the projected 30-year U.S. Treasury bond yield for 2019 through 2023

(ie., 4.30%).7

What Beta coefficients did you use in your CAPM analyses?

As shown in Schedule AEB-3, T used the average Beta coefficients for the proxy
group companies as reported by Value Line and Bloomberg. Value Line’s
calculation is based on five years of weekly returns relative to the New York

Stock Exchange Composite Index. The Bloomberg Betas are calculated based on

Bloomberg Professional, as of May 31, 2017,
Blue Chip Financial Forecasts, Vol. 36, No. 6, June 1, 2017, at 2.
Id, at 14,
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two years of weekly returns relative to the New York Stock Exchange Composite

Index.

How did you estimate the Market Risk Premium in the CAPM?

I estimated the Market Risk Premium based on the expected total return on the
S&P 500 Index less the 30-year Treasury bond yield. The expected total return
on the S&P 500 Index is calculated using thé Constant Growth DCF model for the
companies in the S&P 500 Index. As shown in Schedule AEB-5, based on an
estimated dividend yield of 2.01 percent and a long-term ecarnings growth rate of
11.27 percent, the estimated total market return for the S&P 500 Index is 13.39
percent. The implied Market Risk Premia over the current and projected yields on

the 30-year U.S. Treasury bond range from 9.09 percent to 10.44 percent.

What are the results of your CAPM analyses?
As shown in Table 5 (see also Schedules AEB-4 and AEB-5), my CAPM analyses
produce a range of returns from [0.39 percent to 10.99 percent (including AWW)

and from 10.48 percent to 11.21 percent (exlcuding AWW).
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Table 5: Forward-Looking CAPM Results

Forward-Looking CAPM Results
2017-2018 2019-2023
Current Risk- | Projected Risk- | Projected Risk- Mean
Free Rate Free Rate Free Rate Result
(2.95%) (3.48%) (4.30%)
Including AWW
Bloomberg Beta 10.64% 10.78% 10.99% 10.80%
Value Line Beta 10.39% 10.54% 10.78% 10.57%
Excluding AWW
Bloomberg Beta 10.89% 11.02% 11.21% 11.04%
Value Line Beta 10.48% 10.63% 10.86% 10.66%

VII. BUSINESS RISKS

Do the mean DCF and CAPM results for the proxy group, taken alone,
provide an appropriate estimate of the cost of equity for MAWC?

No. These mean results provide only a range of the appropriate estimate of
MAWC’s cost of equity. Several additional factors must be considered when
determining where MAWC’s cost of equity falls within the range of results.
These factors, discussed below, should be considered with respect to their overall

effect on MAWC’s risk profile relative to the proxy group.

Page 42 MAWC - DT-AEB



10

i1

12

13

14

15

16

17

18

19

20

A, Risks Associated with Capital Expenditure Progam
Please summarize MAWC’s capital expenditure program.
MAWC projects that the Company will spend approximately $1.084 billion on
capital investments for the period from 2018-2022, including significant
investment to replace aging infrastructure necessary to meet the needs of its

customers and to comply with various regulations.

How is MAWC’s risk profile affected by its substantial capital expenditure
program?

As with any utility faced with substantial capital expenditures, MAWC’s risk
profile is adversely affected in two significant and related ways: (1) the
heightened level of investment increases the risk of under-recovery, or delayed
recovery, of the invested capital; and (2) an inadequate return would put

downward pressure on key credit metrics,

Do credit rating agencies recognize the risks associated with elevated capital
expenditures?

Yes. From a credit perspective, the additional pressure on cash flows associated
with high levels of capital expenditures exerts corresponding pressure on credit

metrics and, therefore, credit ratings. A July 2014 report from S&P explains:
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[TThere is little doubt that the U.S. electric industry needs to make
record capital expenditures to comply with the proposed carbon
pollution rules over the next several years, while maintaining
safety standards and grid stability. We believe the higher capital
spending and subsequent rise in debt levels could strain these
companies’ financial measures, resulting in an almost consistent
negative discretionary cash flow throughout this higher
construction period. To meet the higher capital spending
requirements, companies will require ongoing and steady access to
the capital markets, necessitating that the industry maintains its
high credit quality. We expect that utilities will continue to
effectively manage their regulatory risk by using various creative
means to recover their costs and to finance their necessary higher
spending.?®

While this S&P report refers to electric utilitics, the same applies to water
utilities. To the extent that MAWC’s rates do not permit it to recover its full cost
of doing business, the Company will face increased recovery risk and thus
increased pressure on its credit metrics. In an August 2016 report, S&P explains

the importance of regulatory support for large capital projects:

When applicable, a jurisdiction’s willingness to support large
capital projects with cash during construction is an important
aspect of our analysis. This is especially true when the project
represents a major addition to rate base and entails long lead times
and technological risks that make it susceptible to construction
delays. Broad support for all capital spending is the most credit-
sustaining, Support for only specific types of capital spending,
such as specific environmental projects or system integrity plans, is
less so, but still favorable for creditors. Allowance of a cash return
on construction work-in-progress or similar ratemaking methods

3 S&P, Ratings Direct, “U.S. Regulated Electric Utilities® Annual Capital Spending is Poised to Eclipse
$100 Billion,” July 2014.
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historically were extraordinary measures for use in unusual
circumstances, but when construction costs are rising, cash flow
support could be crucial to maintain credit quality through the
spending program. Even more favorable are those jurisdictions
that present an opportunity for a higher return on capital projects as
an incentive to investors.?”

Have credit rating agencies commented specifically on AWW’s capital
spending program?
Yes, both S&P and Moody’s have observed that AWW has significant capital
spending requirements. S&P states:
The Company’s geographic diversity, reliability, and efficiency
further support its business risk profile. AWK’s elevated capital
spending requirements for infrastructure replacement, increased

compliance costs to meet water quality standards, and reliance on
acquisitions to provide growth partially offset these strengths.™

Similarly, Moody’s comments that one credit challenge for AWW is that it

operates in a “highly capital intensive industry with an old asset base.”!

in
Bl

S&P Global Ratings, “Assessing U.S. Investor-Owned Utility Regulatory Environments,” August 10,
2016, at 7.

S&P Global Ratings, “Summary: American Water Works Company, Inc.,” August 10, 2016, at 3.
Moody’s Investors Service, Credit Opinion “American Water Works, Company, Inc.,” August 10,
2016, at 2.
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Have you conducted any analysis of the Company’s projected capital
expenditures for water and wastewater services relative to the proxy
companies?

Yes. I compared the ratio of projected capital expenditures from 2018 through
2022 to net utility plant as of December 31, 2016, for MAWC with each of the
proxy group companies. Chart 3 demonstrates that MAWC’s ratio of projected
capital expenditures to net plant is higher than any of the seven proxy group
companies (excluding AWK). Furthermore, as shown in Schedule AEB-8,
MAWC’s ratio of capital spending to net plant of 63.4 percent is well above the
proxy group median of 40.4 percent, suggesting that the Company faces greater

risk as compared to the proxy group.
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Does MAWC have an infrastructure replacement program?

YORW

M AWK - MO

A. Yes. MAWC has historically had an Infrastructure System Replacement
Surcharge (“ISRS”) that allowed the Company to recover the cost of
infrastructure replacement in St. Louis County that occurred between rate cases
through a fracking mechanism.®> MAWC has been allowed to recover
approximately 30-35 percent of its total capital investments through the ISRS in
rate case years and 50-55 percent in non-rate case years. The authority of the

Commission to grant the ISRS is a matter of litigation as of the date that this

32 American Water Works Company, Inc., Securities and Exchange Commission Form 10-K, December

31,

2016, at 107.
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testimony is being prepared. Therefore, while some portion of the MAWC capital
program is expected to be recovered through the ISRS, there is some risk that the
tracker will be denied by the Missouri Supreme Court® In addition to the
uncertainty related to the validity of the ISRS, the remaining amount of capital
investment that was not included in that tracking mechanism would not be
included in rates until the rate proceeding following the in-service date of the

investment.

Do the proxy group companies also have the ability to recover capital
investments through a distribution system infrastructure surcharge?
Yes. As shown in Schedule AEB-9, the proxy companies, excluding AWK, have

a distribution system infrastructure charge in approximately 54 percent of their

What are your conclusions regarding the effect of MAWC’s capital spending

MAWC’s projected capital expenditures are significant relative to the Company’s

current level of rate base investment and relative to the proxy group companies.

Q.
A.
operating jurisdictions.
Q.
program on its risk profile?
A.
¥ oM
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Timely cost recovery is needed in order to maintain credit metrics at a level
consistent with the current credit ratings. The financial community recognizes the
additional risks associated with substantial capital expenditures. In my view,

those factors support an ROE above the proxy group mean.

B. Risks Associated with Environmental and Water Quality Regulation
Please provide an overview of the risks associated with environmental and
regulations for MAWC,

Water supply utilities are subject to a complex array of regulations at the federal,
state and river basin commission levels with respect to water quantity, water
quality and other environmental aspects of their facilities and operations.

The testimony of Company Witness Bruce W. Aiton provides a detailed
description of the environmental and regulatory risks facing water and wastewater
utilities. As discussed in Mr. Aiton’s direct testimony, MAWC faces risks related
to the the cost associated with adopting programs fo mitigate the potential
exposwre to lead in drinking water and also related to increased regulation of
disinfectant byproducts. In addition, Mr. Aiton’s testimony addresses the
significant state and Federal environmental regulations that affect the operation of
wastewater systems. In particular, at the Federal level, the wastewater operations

are regulated under the Clean Water Act and many EPA regulations that are
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related to this Act. At the state level, Missouri has recently increased the
regulation of waterways that increases regulation of discharge from wastewater

systems.

How do these more stringent regulations potentially impact the cost of
capital for water utilities?

More stringent environmental regulations for both water and wastewater
operations create the potential need for additional investments in order to comply
with the new standards. In addition, there is significant uncertainty regarding
which regulations will be approved by the EPA, and how regulations will change
over time, which serves to increase uncertainty among investors. Higher costs
could become a key credit issue for regulated water utilities given the importance
of managing customer rate increases. This has implications for relations with
regulators, as well as economic and political ramifications that could heighten
business risk. Any rating actions would likely not occur until there is further
clarity from a utility about environmental regulations and recovery of compliance

COSsts.
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What is your conclusion with respect to the effect of the risk associated with
environmental regulations and water quality regulations on MAWC’s cost of
equity?

MAWC has significant risk and uncertainty associated with envirommental and
water quality regulations, and the recovery of costs to comply with those
regulations. It is clear that the financial community recognizes the additional
risks to credit quality associated with the capital investment required to meet
environmental and water quality regulations. In my view, those factors in
addition to the magnitude of the capital program that the Company has planned to

ensure compliance, support an ROE above the proxy group mean.

C. Risk related to Regulatory Lag

Please discuss the effect of regulatory lag on earnings attrition.

Regulatory lag occurs when a regulated utility is not able to recover its just and
reasonable costs of providing service to customers on a timely basis. Regulatory
lag is reflected in a utility’s financial performance through earnings attrition,
which is the inability of the utility to earn its authorized ROE due to delays in the
recovery of allowable costs that have been incurred to provide regulated service to

customelrs.
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Please summarize MAWC’s proposals with respect to regunlatory lag.

MAWTC is proposing to rely on a test period from July 1, 2017 through June 30,
2019, which extends almost two years in the future. In addition, as discussed in
the Direct Testimony of Company Witness John M. Watkins, MAWC is
proposing to implement a revenue stabilization mechanism (“RSM”), which is
designed to stabilize fluctuations in the Company’s revenues caused by factors
such as weather conditions or failure to meet sales forecasts due to reduced

demand.

Why is MAWC proposing these alternative ratemaking mechanisms?

As shown in Schedule GPR-6 to Company witness Greg Roach’s testimony,
MAWC has not earned its authorized revenue in nine of the ten years from 2007
through 2016. Over that time period, MAWC’s total underearnings is estimated
to be $88.6 million. The projected test year and the RSM would provide MAWC a

more reasonable opportunity to earn its authorized return.

How do MAWC’s proposals affect the Company’s overall risk profile?
For purposes of evaluating whether the these factors affect the auhorized ROE of
MAWC, the relevant question is whether other companies in the proxy group are

allowed to use a forecast test year or have similar mechanisms that reduce
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volumetric risk. As shown in Schedule AEB-9, approximately 57 percent of the
operating companies held by the proxy group have forward test periods, which
serve to mitigate risk related to regulatory lag. In addition, another 19 percent of
the operating companies have protection against volumetric risk (i.e., revenue
stabilization mechanisms, revenue decoupling, etc.). The evidence demonstrates
that the proxy companies have implemented some form of alternative ratemaking
mechanism to increase the companies® ability to achieve the revenue requirement
that was authorized by the regulatory commission. Therefore, the returns for the

proxy companies already reflect any risk-reducing features of these mechanisms.

VIII. CAPITAL STRUCTURE

What is the Company’s proposed capital structure?
MAWC is proposing a capital structure comprised of 51.03 percent common

equity 48.92% long-term debt, and 0.05% preferred stock.

Have you conducted any analysis to determine a reasonable equity ratio for

MAWC?

Yes, I reviewed the capital structures of the proxy companies.
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Why is it appropriate to consider the equity ratio for the proxy companies?

The determination of the ROE is based on the expected return for a proxy group
of companies that are comparable to MAWC. The equity ratio is a measure of the
financial risk of the company, and the authorized ROE is the return to compensate
investors for that risk. If the Commission is going to rely on the ROE estimates
for the proxy companies to establish the authorized ROE for MAWC, it is
important that the financial risk of MAWC be similar to the financial risk of the
proxy group. This is accomplished when the equity ratio of the subject company

(in this case MAWC) is within the range established by the proxy group.

How did you conduct your analysis of the proxy group capital structures?

I calculated the mean and median proportions of common equity and long-term
debt®® over the past five years (2012-2016) for each of the proxy group
companies. As shown in Schedule AEB-10, the mean and median common
equity ratios for the proxy group (excluding AWW} at December 31, 2016 were
55.03 percent and 54.17 percent, respectively, within a range from 49.31 percent
to 60.60 percent. Including AWW, the mean equity ratio for the proxy group is

53.97 percent. MAWC’s proposed common equity ratio of 51.03 percent is near

3 Long-term debt includes the current portion of long-term debt, assuming that the current portion would
be refinanced with debt at maturity,
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the lower end of the range for the proxy group, and below the mean and median
common equity ratios for the proxy group. On that basis, MAWC has somewhat

higher financial risk than the proxy group companies.

Please explain why it is appropriate to use the actual capital structure of
MAWC rather than the consolidated capital structure of AWW for
ratemaking purposes.

The determination of the ROE and capital structure in this proceeding are for
ratemaking purposes for MAWC and therefore should be based on the stand-alone
capital structure of MAWC. According to the stand-alone principle, the various
equity and debt cost rates and capital structure components should be set as if the
operating utility company were going to the financial market to raise capital on its
own merits.  Furthermore, as discussed previously, because my ROE
recommendation for MAWC is based on a proxy group of risk comparable
companies, it is appropriate to also consider the subject company’s equity ratio in

comparison to the average equity ratio for that same proxy group of companies.
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What would be the effect of relying on an equity ratio significantly below the
average equity ratio for the proxy group?

As discussed previously, the equity ratio is an important indicator of financial risk
for a regulated utility such as MAWC. To the extent the authorized equity ratio is
significantly lower than the average of the proxy group, the financial risk of
MAWC is higher than the benchmark group. Therefore, it would be necessary to
compensate investors for the greater financial risk associated with a lower equity

ratio through an increase in the authorized ROE.

How would you estimated the adjustment that would be necessary if the
AWW capital structure was used instead of the MAWC proposed capital
structure?

MAWC’s proposed capital structure and ROE results in a Weighted Average
Cost of Capital (“WACC”) of 8.07 percent (51.03% x 10.8% + 0.05% X 9.70% +
48.92% x 5.24%= 8.07%). Adjusting the equity ratio in the Company’s proposal,
from the 51.03% proposed to the AWW consolidated equity ratio of 45.17
percent, reduces the WACC to 7.75 percent. In order to establish a WACC of 8.07
percent at the lower equity ratio, it would be necessary to increase the ROE by 71

basis points (45.17% x 11.51% + 0.05% X 9.70% + 54.78% x 5.24%= 8.07%).
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What is your conclusion with regard to MAWC’s proposed capital
structure?

Based on my review of the equity ratios of the proxy companies, MAWC’s
proposed common equity ratio of 51.03 percent is reasonable, if not conservative,

relative to the proxy group.

IX. CONCLUSIONS AND RECOMMENDATION

What is your conclusion regarding a fair ROK for MAWC?

Based on the various quantitative analyses summarized in Table 6 and the
qualitative analyses presented in my Direct Testimony, a reasonable range of
ROE results for MAWC is from 10.00 percent to 10.80 percent. I recommend
that the Commission set the Company’s authorized rate of return on common
equity at 10.80 percent. A return at the high end of the range of results takes into
account MAWC’s company-specific risks relative to the proxy group, as
discussed in my Direct Testimony. In addition, the recommended ROE takes into
consideration the anomalous conditions in the capital markets that are causing the
DCF model to understate the cost of equity, including the effect of the current low
interest rate environment on utility stock valuations and dividend yields, and the
market’s expectation for higher interest rates during the period in which the rates

established in this proceeding would be in effect,
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Table 6: Summary of Analytical Results

Forward-Looking CAPM Results
2017-2018 20192023
Current Risk- | Projected Risk- | Projected Risk- Mean
Free Rate Free Rate Free Rate Result
(2.95%) (3.48%) (4.30%)
Including AWW?35
Bloomberg Beta 10.64% 10.78% 10.99% 10.80%
Value Line Beta 10.39% 10.54% 10.78% 10.57%
Excluding AWW3
Bloomberg Beta 10.89% 11.02% 11.21% 11.04%
Value Line Beta 10.48% 10.63% 10.86% 10.66%

33 See Schedule AEB-6.
3¢ See Schedule AEB-7.
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Mean Low Mean Mean High
Constant Growth DCF — 90 Day Average®’

Including AWW 6.78% 8.85% 11.43%
Excluding AWW 6.43% 8.62% 10.88%
Constant Growth DCF — Projected DCF Model 2020-2022%8
Mean Low Mean Mean High
Including AWW 7.31% 0.38% 11.97%
Excluding AWW 6.89% 9.08% 11.34%
Value Line Projected Equity Returns 2020-2022%
Low Mean High
Including AWW 10.50% 11.94% 14.06%
Excluding AWW 11.00% 12.14% 14.00%

What is your conclusion regarding MAWC’s proposed capital structure?
My conclusion is that MAWC’s proposed capital structure consisting of 51.03
percent common equity and 48.97 percent long-term debt is reasonable, if not

conservative, as compared to the proxy group companies and should be adopted.

Q. Does this conclude your Direct Testimony?

Yes.

37 See Schedule AEB-1.

3% See Schedule AEB-2.
3 Source: Value Line Investment Survey, Water Industry, April 14, 2017, at 1782-1790.
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Ann E. Bulkley
Senior Vice President

Ms. Bulkley more than two decades of management and economic consulting experience in the
energy industry. Ms. Bulkiey has extensive state and federal regulatory experience on both electric
and natural gas issues including rate of return, cost of equity and capital structure issues. Ms. Bulkley
has advised clients seeking to acquire utility assets, providing valuation services including an
understanding of regulation, market expected returns, and the assessment of utility risk factors. Ms.
Bulkley has assisted clients with valuations of public utility and industrial properties for ratemaking,
purchase and sale considerations, ad valorem tax assessments, and accounting and financial
purposes. In addition, Ms. Bulkley has experience in the areas of contract and business unit
valuation, strategic aliances, market restructuring and regulatory and litigation support.

REPRESENTATIVE PROJECT EXPERIENCE

Regulatory Analysis and Ratemaking

Ms. Bulkley has provided a range of advisory services relating to regulatory policy analysis and many
aspects of utility ratemaking. Specific services have included: cost of capital and return on equity
testimony, cost of service and rate design analysis and testimony, development of ratemaking
strategies; development of merchant function exit strategies; analysis and program development to
address residual energy supply and/or provider of last resort obligations; stranded costs assessment
and recovery; performance-based ratemaking analysis and design; and many aspects of traditional
utility ratemaking {e.g., rate design, rate base valuation).

Cost of Capital

Ms. Bulkley has provided expert testimony on the cost of capital testimony before several state
regulatory commissions. In addition, Ms. Bulkley has prepared and provided supporting analysis
for atleast forty Federal and State regulatory proceedings over the past seven years. Ms, Bulkley’s
expert testimony experience includes:

» Northern States Power Company: Before the North Dakota Public Service Commission,
provided expert testimony on the cost of capital for the company’s North Dakota electric
utility operations.

¢ WE Energies: Before the Michigan Public Service Commission, provided expert testimony
in support of the company’s cost of capital for its electric utility operations.

» Atmos Energy: Provided expert testimony in support of the company’s return on equity
and capital structure before the Public Utilities Commission for the State of Colorado.

e UNS Electric: Provided expert testimony in support of the company’s return on equity
and capital structure before the Arizona Corporation Commission.

e Portland Natural Gas Transmission: Provided testimony strategy as well as analytical
support for cost of capital testimony before the Federal Energy Regulatory Commission.
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In addition to the specific cases listed above, Ms. Bulkley has provided testimony strategy
as well as analytical support on cost of capital in several cases in the following states:
Arizona, Colorado, Connecticut, Massachusetts, Minnesota, New Mexico, New York, North
Carolina, South Carolina, South Dakota, Virginia, and Utah,

Valuation

Ms. Bulkley has provided valuation services to utility clients, unregulated generators and private
equity clients for a variety of purpoeses including ratemaking, fair value, ad valorem tax, litigation
and damages, and acquisition. Ms. Bulkley’s appraisal practices are consistent with the national
standards established by the Uniform Standards of Professional Appraisal Practice. In addition,
Ms. Bulkley has relied on other simulation based valuation methodologies,

Representative projects/clients have included:

Northern Indiana Fuel and Light: Provided expert testimony regarding the fair value of
the company’s natural gas distribution system assets. Valuation relied on cost approach.
Kcokomo Gas: Provided expert testimony regarding the fair value of the company’s natural
gas distribution system assets. Valuation relied on cost approach.

Prepared fair value rate base analyses for Northern Indiana Public Service Company for
several electric rate proceedings. Valuation approaches used in this project included
income, cost and comparable sales approaches.

Confidential Utility Client: Prepared valuation of fossil and nuclear generation assets for
financing purposes for regulated utility client.

Prepared a valuation of a portfolio of generation assets for a large energy utility to be
used for strategic planning purposes, Valuation approach included an income approach,
a real options analysis and a risk analysis.

Assisted clients in the restructuring of NUG contracts through the valuation of the
underlying assets. Performed analysis to determine the option value of a plant in a
competitively priced electricity market following the settlement of the NUG contract.
Prepared market valuations of several purchase power contracts for large electric
ptilities in the sale of purchase power contracts. Assignment included an assessment of
the regional power market, analysis of the underlying purchase power contracts, a
traditional discounted cash flow valuation approach, as well as a risk analysis. Analyzed
bids from potential acquirers using income and risk analysis approached. Prepared an
assessment of the credit issues and value at risk for the selling utility.

Prepared appraisal of a portfolio of generating facilities for a large electric utility to be
used for financing purposes.

Prepared an appraisal of a fleet of fossil generating assets for a large electric utility to
establish the value of assels transferred from utility property.

Conducted due diligence on an electric transmission and distribution system as part of a
buy-side due diligence team.

Provided analytical support for and prepared appraisal reports of generation assets to be
used in ad valorem tax disputes.
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e Provided analytical support and prepared testimony regarding the valuation of electric
distribution system assets in five communities in a condemnation proceeding.

e Valued purchase power agreements in the transfer of assets to a deregulated electric
market,

Ratemaking

Ms. Bulkley has assisted several clients with analysis to support investor-owned and municipal
utility clients in the preparation of rate cases. Sample engagements include:

s Assisted several investor-owned and municipal clients on cost allocation and rate design
issues including the development of expert testimony supporting recommended rate
alternatives.

e  Worked with Canadian regulatory staff to establish filing requirements for a rate review
of a newly regulated electric utility. Analyzed and evaluated rate application. Attended
hearings and conducted investigation of rate application for regulatory staff. Prepared,
supported and defended recommendations for revenue requirements and rates for the
company. Developed rates for gas utility for transportation program and ancillary
services.

Strategic and Financial Advisory Services

Ms, Bulkley has assisted several clients across North America with analytically based strategic
planning, due diligence and financial advisory services.

Representative projects include:
s Preparation of feasibility studies for bond issuances for municipal and district steam clients,

s Assisted in the development of a generation strategy for an electric utility. Analyzed various
NERC regions to identify potential market entry points. Evaluated potential competitors and
alliance partners, Assisted in the development of gas and electric price forecasts. Developed
a framework for the implementation of a risk management program.

¢ Assisted clients in identifying potential joint venture opportunities and alliance partners.
Contacted interviewed, and evaluated potential alliance candidates based on company-
established criteria for several LDCs and marketing companies. Worked with several LDCs
and unregulated marketing companies to establish alliances to enter into the retail energy
market. Prepared testimony in support of several merger cases and participated in the
regulatory process to obtain approval for these mergers.

e Assisted clients in several buy-side due diligence efforts, providing regulatory insight and
developing valuation recommendations for acquisitions of both electric and gas properties.

PROFESSIONAL HISTORY
Concentric Energy Advisors, Inc. (2002 - Present)

Senior Vice President
Vice President
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Assistant Vice President
Project Manager

Navigant Consulting, Inc. (1995 - 2002)
Project Manager

Cahners Publishing Company (1995)
Economist

EDUCATION
M.A,, Economics, Boston University, 1995

B.A, Economics and Finance, Simmons College, 1991
Certified General Appraiser licensed in the Commonwealth of Massachusetts
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SPONSOR DATE

CASE/APPLICANT

DOCKET /!

CASENO.

SUBJECT

‘Arizona Corporation Commission” .

Tucson Electric Power Contpany

Docket No, E-01933A-15-0322

Return cn Equity

Tucson Electric 11/15

Power Company

UNS Electric 12/12 UNS Electric Docket No. E-04204A-12-0504 Return on Equity |
UNS Electric 05/15 UNS Electric Docket No. E-04204A-15-0142 Return on Equity

Arkansas Public Service Comniission”

Arkansas Oklahoma 10/13

Gas Corporation

Arkansas Oklahoma Gas Corporation

Docket No.

. 13-078-U

Return on Equity

“Colorado Public Utilities Commission -

Atmos Energy Corporation

Docket No

. 13AL-0496G

Return on Equity

Atmos Energy 05713

Corporation

Atinos Energy 04/14 Atmos Energy Corporation Docket No, 14AL-0300G Return on Equity
Corporation .

Atmos Energy 05/15 Atmos Energy Corporation Docket No. 15AL-0299G Return on Equity
Corporaon. ¢t | b

Connecticul Public Uiities Rogulatory Authority

The United
HHuminating
Company

07/16

The United liuminating Company

Docket No

. 16-06-04

Retuwrn on Equity

‘Pederal Energy Regulatory Commission

Taligrass Interstate 16/15

Gas Transmission

Taligrass Interstate Gas Transmission

RP16-137

Return on Equity
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SPONSOR

DATE

CASE/APPLICANT

DOCKET /CASE No.

SuBjECT

Indiana Utility Regulatory Commissfon

Indianapolis Power and Light Company

Cause No. 44576

Indianapolis Power 09/15 Fair Value
and Light Company Cause No. 44602

Indianapolis Power 12/16 Indianapolis Power and Light Company | Cause No.44893 Fair Value
and Light Company

Kokomo Gas and Fuej 09/10 Kokomo Gas and Fuel Company Cause No, 43942 Fair Value
Company

Northern Indiana 09/10 Northern Indiana Fuel and Light Cause No, 43943 Fair Value
Fuel and Light Company, Inc,

Company, Inc.

Northern Indiana 10/15 Northern Indiana Public Service Cause No. 44688 Fair Value
Public Service Company

Company

Kansas Corporatioh Commission

Atmos Energy
Corporation

08/15

Atmos Energy Corporation

Docket No. 16-ATMG-079-RTS

Return on Equity

Massachusetts Departmerit of Public Utilities

Unitil Corporation

01/04

Fitehburg Gas and Electric

DTE 03-52

Integrated Resource Plan; Gas
Demand Forecast

Michigan Public Service Commission” = -

Wisconsin Electric
Power Company

12/11

Wisconsin Electric Power Company

Case No. U-16830

Return on Equity

Michigan Tax Tribunal

Covert Township

New Covert Generating Co., LLC.

Docket No. 399578

Valuation of Electric
Generation Assets
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SPONSOR

DATE

CASE/APPLICANT

DOCKET /CASENO.

SuB{ECT

blic Regulation Commission

Southwestern Public

Service Company

06/15 Southwestern Public Service Company | Case No,-15-001398-UT Return on Equity
Service Company
Southwestern Public 10/15 Southwestern Public Service Company | Case No.-15-00296-UT Return on Equity
Service Company
Southwestern Public 12/16 Southwestern Public Service Company | Case No. - 16-00269-UT Return on Equity

New York State Department of Public Service ./

Case No. 16-G-0369

Return on Equity

Corning Natural Gas 06/16 Corning Naturat Gas Corporation

Corporation

KeySpan Energy 01/16 KeySpan Energy Delivery Case No. 15-G-0059 Return on Equity
Defivery

National Fuel Gas 04/16 Nationat Fuel Gas Company Case No, 16-G-0257 Return on Equity
Company

New York State 05/15 New York State Electric and Gas Case No. 15-G-0284 Return on Equity
Electric and Gas Company

Company

North Dakota Public Service Commission

Northern States Power Company

C-PU-10-657

Return on Equity

Northern States 12/10

Power Company

Northern States 12/12 Naorthern States Power Company C-PU-12-813 Return on Equity
Power Company

:"Ok_l:__a:hk_)i_il_a_'C_éfpﬂrétidn"tbhirhi's"éion' '

Arkansas Oklahoma
Gas Corporation

01/13

Arkansas Oktahoma Gas Corporation

Cause No. PUD 201200236

Return on Equity
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SPONSOR DATE CASE/APPLICANT DOCKET fCASE No. SUBJECT

“Public Utility Cominission of Texas

Southwestern Public 01714 Southwestern Public Service Company | DocketNo. 42004 Return on Equity
Service Company

:South Dakota Public Dtilities Commission . =70

Northern States 06/14 Northern States Power Company Docket No. EL14-058 Return on Equity
Poewer Company
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30-DAY CONSTANT GROWTH DCF
] [2] ] I4 8l ] I7] L)} 9 [19) [31] [12) [13] [14]
Yahco!
Expscted Value Line  Finance Zacks Average
Annuakzed  Stock Dovidend Dihidend Eamings Eamings Eamngd Rewlers  Reuters  Reuters Groaih
Company Dividend Price Yield Yied Graath Groath Groath Hah Low Mean Rale Low# RCE Mean RGE High ROE

Amencan States Vizter Co AWR 5$097 $44.87 2,16% 221% 6.60% 5.05% 4.06% 6.10% 4.00% 5.05% §,15% 6.20% 7.36% B8.73%
American Water AWK $1.66 §77.64 2.14% 2.23% 8.50% 7.0 7.80% 13.00% 7.00% §.76% 8,19% 9.21% 10.42% 16.28%
Agua Amenca, Inc. WTR 077 §3237 236% 2.454% 700% 5.25% 6.50% 9.00% 5.00% B50% 6.06% 7.4£2% 8.50% 11.47%
Calfornla Waler Service Group CWT $0.72 $35.15 205% 2,14% 9.00% 2.10% 5003 9.70% 9.70% 2.70% . B11% 10,74% 11.85%
Connacticut Water Service, Inc. CTWS £1.1¢ $53.54 220% 228% 4.50% 5.15% 6.00% 6.00% 4.30% 5.15% 6.57% 748% 8.25%
hiddesex Water Company WSEX $0.85 §3623 233% 240% 8.60% 2.70% Afa n'a n/a n'a 5085 B8.00% 10.93%
SNV Corporation ShW $0.87 $48.57 1.79% 1.87% 3.00% 14.00% nfa na na na 4.82% 10,37% 16.92%
York Wwater Company YORW $0.64 $34.78 1.84% 1.80% 7.00% 4.80% nfa I"L_'_:i_' n/a na 5.95% 5,793 7.85% 8.91%
Maan 211% 2.18% £.75% 6.51% 5.80% 8.76% £.00% 7.03% BE£6% 8I7% B.84% 11.42%
Mean exchsdng AVK 21% 2.18% 6.50% £.88% 5.38% 7.00% 5,755 £.60% 6.44% 6.42% 8&81% 10.87%

Notes:

{1] Source: Bioombaig Professienal

{2] Source: Bloomberg Prafessional, equals 30-day average as of May 31, 2017

[3] Equals [1)/[2]

[4] Equals [3] % (1 + 0.50 x [8])

[5] Source: Vake Line

[8] Source: Yahoo! Finance

[7] Source: Zatks

[8] Source: Reulers

[] Bource: Retdars

[10] Seurce: Reuters

[11) Equals Average {5), [6]. (7], [10D

[42] Equals [3] x {1 + 0.50 x Mintmum ([5), [8]. [7], [8]. [8]) + Minmum (5]. (6], [7).[8]. [¥D
[$3] Equals [4] + [11]

[14] Equals [3] % {1 + 0.50 x Maximum ([5). [5]. [7], [8], [9]) + Mawimum (5], [6}, [7], [8]. {5}
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i [2) ] bl 5 5 I7] I8 IE] [19) [1] 17 [13] [14]
Yahoo!
Expected Valueime Finance Zacks Average
Annuafzed Stock  Dividend Dhddend Eamings Eamings Eamings Reuters  Reuters  Reuvters  Growth
Company Dividend Prica Yield Yield Groath  Groath  Groath High Low Mean Rate Low ROE Mean ROE Hgh ROE

American Stales Water Co AWR 087 4420 2.19% 2.28% 6,50% 5.05% 4.00% 6.10% 4.00% 5.05% 5.15% 6.23% 7404 8.76%
American Waler AWK $1.66 $76.25 2.18% 2.27% 8.50% 7,70% 780% 13.00% T.00% 8.76% 8.19% 925% 10465  15.323%
Agqua America, Ine. WTR $0.77 §31.67 242% 2.50% 7.00% 5.25% 550% 2.00% 5.00% 6.50% B.05% 748% B.55% 11.53%
Casfornia Water Service Group CWT 50.72 §35.18 2.05% 2.13% 9,00% 9,70% 6.003%: e70% e.70% 2.70% BB 8.11% 10.713%  11.85%
Connecticut Weter Senvice, Inc. CTV/S $1.1e $53.84 2.21% 227% 4.50% 5,16% B.00% 5.00% 4.30% 5.15% 5.20% 6.56% 147% B.25%
Hiddesex Viater Company MSBEX $0.85 538.565 2.31% 237% 8.50% 2,70% na na ne n‘a 5.60% 5.04% 7.97% 16.80%
SN Corporaten S $0.87 §45.60 1.79% 1.87% 3.00% 14.00% na n'a n'a n‘a 8.50% 4.82% 10.37% 16.92%
York Water Company YORW $0.64 $34.97 1.83% 189% 7.00% 4.90% n'a wa na n'a 5.95% 6.78% 7.84% B8.90%
Mean 215 2.19% 6.75% 6.81% 6.8a% B8.76% 6.00% 7.03% B.66% B8,78% 8.85% 11.43%
Mean exciuding AWK 2.11% 2.18% 6.50% 6.68% 5.38% 7.70% 5.75% £.60% 6.44% BA3% 862% 10.85%

Notes:

1] Seurce: Bloomberg Professional

[2] Seurce: Bioombarg Professional, equals S0-day average &5 of May 34, 2017

[3) Equals [1]) 7 ]2]

[4] Equats [3] x (1 + C.50 % [8])

|5 Source: Vakse Line

(6] Source: Yahoo! Finznce

[7] Seurce: Zacks

18] Source: Reuters

[9] Swuree: Reuters

{10} Source: Reulers

[11] Equals Average (15]. [8]. T73. [10D

[12] Equals [3]x (1 + 0.80 x Mavmum (5], [6], [7). [8]. {8]) + Minkmum (5], 8], [71.18). (D)
[12] Equals [4] + [11]

[14] Equals [3] x {t + 0.50 x Madimum ([5]. [6]. [7]. !8]. (8D + Maximum (5], (). [7]. |3} [}
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[i] 12 (E)] (4] [5) i8] [ [8 9l 1i0) 1] 112 (13 i14)
Yahoo!
Expected Value Ling Finante Zagis Average
Annualzed  Stock Dividend Diwdend Earnings Eamings Earmings Redlers  Reuters  Rewuters  Growth
Cornpany Dividend  ~ Price Yield Yield Gronath Groath  Grosth High Low Mean Rate  Low ROE Mean ROE High ROE
Amerian States Water Co AR 50,97 §42.93 225% 231% B50% 5.05% 4.00% 5.10% 4.00% 5.05% 5.16% 6.30% 7.46% 883
Amenican Viater AN 51,65 §74.50 223% 2.32% 5.50% TH0% 780% 13.003% 7.00%% 3.76% 8.19% 8.31% 10.51% 15374
Agqua America, int. WIR 50,77 $30.79 2.48% 2.56% T.00%A 5.25% 5504 8.00% 5.00% 6.50% 6.08% 7.655% 8.62% 11605
Cablomia Water Service Group CWT 30,72 $34,07 2.11% 220% 2.00% 2.0% 6.00% 8.70% 2.70% 9,70% §B60% 8.18% 10.80% 11.92%
Conneclicut Yater Senics, Ine. CTWS 31,19 §53.34 2.23% 2.29% 4.50% £.15% 6.00% §.060% 4.30% 515% 5.20% 6.58% 749% 8.30%
Middiesex Water Company MSEX 50,85 $37.33 2.26% 2.33% 8.50% 276% n'a n'a wa na 560% 4.99% 7.93% 10.86%
S Corporation S5 5087 $49,10 1.77% 1.85% 300% 14.00% n'a n'a va wa §.50% 4.80% 10.35% 15.90%
Yors Water Comparny YORW 5064 $34.30 1.8735 1.92% 7.00% 4.80% n'a n'a na n‘a 5,05% 6.81% 7.87% 8.83%
Mean 2.15% 2224 B.15% 6.81% 585% B.76% B.00% 7.03% 6.66% 6.81% 8.85% 11.45%
Mean Exchuding AVVK 2.14% 221% 8.50% 6.68% £.38% 7.70% 5.75% B.60% 6.44% 6.46%% B65% i6.90%
Notes:

-Il] Source: Bloomberg Professional

|2] Source: Bioombarg Professional. equals 180-day average as of May 31, 2017

(3] Equais (1] /(2]

14] Equals [3] x {1 + 0.50 x [8])
{5] Seurce: Vakie Line

{6] Seurce: Yahoo! Finance
[7] Source: Zacks

18] Source: Reuters

{9] Source: Reuters

[10] Source: Reuters

[11] Equals Average ([5], [6]. [7]. (10}
[12] Equals [3] x {1 + 0.50 x hmimum (5], [6}. (7], [8). (2] + Minmun (5], [6]. [73[8]. 19D
[13] Equals 4]+ [$1]

[14] Equals {3] x {1 + 0.50 x Masimum ([5}, 8], [7), [8}, [8D + Maxenum (). (8], [7]. (8}, {9D
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PROECTED CONSTANT GROWTH DOF — ALLYWATER COUPANIES
(U] 2 3 4] I5) i i 181 9 119 f1} it4 i13) AR} Hsl i16]
Anroadzed ., . Yateo!
Bk Prive {2020 - 2022
Divedend ek Pk ! Vaue bie  Frmawe 2achs Reuters Averaza
2020~ Dy'dend Eamrgs  Eamrngs Exvnng Gtoath
Corpary 2022) Hgh Lew Mzan Yiald Groath Groath Groath Hzh Low Mean Rate Los ROE M ROE H3h RGE

Amarcan Blales Water Co AVVR §$1.33 $35.00 $40.00 $47.50 2845 292% [0 7.05% 4DFA 6.10% 400% 5.03% 515% 8.65% 8.07% 0.43%
Arrarcan Waler ANK 52,35 55000 5009 47500 3% kot 8.50% TI0% TED% 13.00% T.00% B76% a15% 1024% 11.45% 16.34%
Agua Ararica ine, WIR 5115 $45.00 £35.03 $30400 283% 255% T.00% 525% 550% Q00% 5004 6.50% B.05% T55% e02% 1200%
Calferr'a Water Sanica Group CWT 1082 $50.00 $30.00 $40.00 244% 255% Q0P 5.70% 6007 Q.70 8T0H BTOY: E.60% 8,555 14.18% 1230%
Connectatitiener Sarvice, bnc, CTWS $1.40 $50.00 $40.00 $50.00 280% 287% 450% 515% £.00% B(25% 4.35% 515% 520% T16% 8.07% ERER
Vdfzsex Witer Company MSEX .02 §$30.62 53503 4250 240% 247% 8.60% 2705 nfa 'z nfa n'a SEG% S13% 8.07% 1.00%
82N Corparston SI 312 $75.00 §50.00 $6250 1.78% 187% W% 14 03% a r’a ria nfa BEGY% 482% 10.37% 15.92%
York Wiater Comrpany TORW §9.82 §40.09 $25.02 83250 277% 285% T3 4.55% nfa rég rda rda 5.65% T74% BEA 8587%
Wrean 2E8% 27i% B7E% B&1% 5.E5% B.76% al5% T43% B.E5% 3% 8.78% 11.97%
Wesn eacd AV 283% 2654 6.50% BES% 5.356% T0% 875% EBI% Gd4% 645% S05% 1134%

[1] Sourca: Valie Lire 8z'ad Aprd 14, 2047
[2] Stiree Vale Lima daed Apcd 14, 2057
[3) $swrce Vale Line dated Aprd 14, 2017
[4] Seurce: Vatoe Line dted April 14, 2047

[F}Eques {1]/[4)

[B}Equas [§]x (1 + 259 x 13D

71 Source: Value Lire

{8] Source: Yahao! France

(8] Source Zazks

[10] Sxrce: Rediss

[11} Source: Resters

[12} Source: Reuters

[13] Equals Averae 471 16]. [8) 112

§72) Equas [SFx (1 + 050 x Mavmamn (7). [8). [3). [10] 141D + Wrvmers (7] [8] (53 [1G) IHD

18] Equa’s 6]+ 3]

T14] Equa's [5)x (4 + Q.60 ¥ Magm ([7) 8] [9). [101 [ 4]y « Maxirun 7} (8] (2] {10] [11]



VALUE LINE ROE PROJECTIONS

Company Ticker 2017 2020-2022

American States Water Co AWR 12.00% 14.00%
American Water Works Co, Inc. AWK 10.00% 10.50%
Aqua America, Inc. WTR 12.50% 12.50%
California Water Service Group CwrT 9.50% 11.00%
Connecticut Water Service, Inc. CTWS 10.00% 11.00%
Middlesex Water Company MSEX 11.00% 12.50%
SJW Corporation SJW 10.50% 11.50%
York Water Company YORW 11.50% 12.50%
Mean 10.88% 11.94%

Mean excl AWK 11.00% 12.14%

Source: Value Line Reports, April 14, 2017

Schedule AEB-3
Page 1 of 1
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PROXY COMPANY
BETAS
(1] 2]
Bloomberg Value Line
American States Water Co AWR 0.72 0.75
American Water AWK 0.57 0.65
Aqua America, inc. WTR 0.81 0.70
California Water Service Group CWT 0.74 0.75
Connecticut Water Service, Inc. CTWS 0.64 0.65
Middlesex Water Company MSEX 0.89 0.75
SJW Corporation SJw 0.81 0.70
York Water Company YORW 0.92 0.75
Mean 0.736 0.713
Mean excl AWK 0.761 0.721
Notes:

[1} Source: Bloomberg Professional, May 31, 2017

[2] Source: Value Line; dated April 14, 2017
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IARKET RISK PREMIUM DERIVED FROM ANALYSTS' LONG-TERM GROWTH ESTHIATES

[1] Estimated Weighted Average Dividend Yistd

[2] Estimated Weighted Average Leng-Term Growih Rate

[3] S&P 500 Eslimated Required Market Return

STANDARD AND PQOR'S 500 INDEX
[4] I5] 2] L] (8]
Cap-Weighted
Weaight in Cugrent Cap-Welghted Long-Term Long-Term
Name Ticker Index Dividend Yielg Dividend Yield Growth Est. Growth Est

LyondetiBasell industries NV LYB 0.15% 4.47% 0.01% 8.50% 0.01%
American Express Co AXP 0.32% 1.66% 0.01% 7.25% - 0.02%
Verizon Communications Ine VZ 0.88% 4.85% 0.04% 1.62% 0.01%
Breadcom itd AVGO 0.45% 1.70% 0.01% 15.64% 0.07%
Bosing CofThe BA 0.53% 3.03% 0.023% 14.57% 0.08%
Caterpillar Inc CAT 0.29% 2.42% Q.01% 7.64% 0.02%
JPl4organ Chase & Co Jem 1.36% 2.43% 0.03% 8.43% 0.11%
Chevron Corp CvX 0.91% 4.17% 0.04% 48.63% 0.44%
Cota-Cola CofTha KO 0.90% 3.26% 0.03% 5.16% 0.05%
AbbVie Inc ABBV 0.49% 3.88% 0.02% 10.97% 0.05%
Walt Disney Co/The DIS 0.76% 1.45% 0.01% B.60% 0.07%
Exira Space Storage Inc EXR 0.05% 4.03% 0.00% 6.41% Q.00%
Ef du Pont de Nemours & Co DD 0.32% 1.93% 0,01% 6.90% 0.02%
Exxon Mobil Corp XOM 1.58% 3.83% 0.05% 10.04% G.16%
Phili ps 65 PSX 0.18% 3.68% 0.01% 16.53% 0.03%
General Electric Co GE 1.10% 3.51% 0.04% 10.03% 0.11%
HP iInc HFQ 0.15% 2,83% 0.C0% 1.93% 0.00%
Home Depot Ine/The HD 0.85% 2.32% 0.02% 13.25% 0.11%
Internationzl Business Machines Corp 1BM 0.67% 3.93% 0.03% £.05% 0.04%
Concho Resources lne CX0 0.03% n/a nfa -1.89% 0.00%
Johnson & Johnson JNS 1.60% 2.62% 0.04% £5.42% 0,10%
McDonald's Corp MCD 0.57% 2.48% 0.01% 9.93% 0.06%
Merck & Co Inc HRK 0.83% 2.88% 0.02% 5.55% 0.05%
3 Co [RHELE] 0.57% 2.30% 0.01% 7.87% 0.04%
American Water Works Co Inc AWK 0.06% 2.12% 0.00% 7.00% 0.00%
Bank of Amarica Corp BAC 1.04% 1.34% 0.01% 14.95% 0.15%
CSRAInG CSRA 0.02% 1.33% 0.00% 7.50% 0.00%
Pfizer Inc PFE 0.80% 3.92% 0.04% 5.00% 0.05%
Procter & Gamble CofThe PG 1.G5% 313% 0.03% 7.50% 0.08%
AT&T inc T 1.10% 5.09% 0.06% 4.50% 0.05%
Travelers Cos Ine/The TRV 0.16% 231% 0.00% 6,88% 0.01%
United Technologies Corp UTX 0.45% 2.18% 0.01% 8.56% 0.04%
Analog Devices Inc ADI 0.15% 2.10% 0.00% 11.76% 0.02%
Wal-hiart Stores Inc WAT 1.19% 2.60% 0.03% 5.14% 0.06%
Cisoo Systems Inc €sco 0.73% 3.68% 0,03% 7.35% C.05%
Intet Gorp INTC 0.78% 3.02% 0.02% 7.87% 0.06%
General Biotors Co GM 0.24% 4,48% 0.01% 10.23% 0.02%
Microsoft Corp MSFT 2.50% 2.23% 0.05% 30.48% 0.26%
Doflar General Corp DG 0.08% 1.42% 0.00% 9.40% 0.01%
Kinder Meorgan Inc/DE K 0.19% 2.67% 0.01% 9.85% 0.02%
Citigroup Inc c 0.77% 1.06% 0.01% 4.43% 0.03%
American {nternationsl Group Inc AlG 0.27% 2.01% 0.01% 11.00% 0.03%
Haneywall International inc HON 0.47% 2.00% 0.01% 9.05% 0.04%
Altria Group tnc MO 0.88% 3.23% 0.02% 7.97% 0.05%
HCA Hokings Inc HCA 0.14% na nfa 11.18% 0,02%
Undsr Armaur Inc UAA 0,02% nfa a 16.48% 0.00%
Intemnational Paper Co P 0.10% 3.50% 0.00% 7.0004 0.01%
Hewlett Packard Enterprise Co HPE 0.14% 1.38% C.00% -2.47% 0.00%
Abbett Laboratories ABT 0.37% 2.32% 0.01% 10.63% 0.04%
Aftac Inc AFL 0.14% 2.28% 0.00% 3,30% 0.00%
Air Prodhicts & Chemicals Inc APD 0.15% 2.64% 0.00% 8.78% 0.01%
Royal Caribbean Cruises Ltd RCL 0.11% 1.74% 0.00% 18.43% 0.02%
American Electric Pewer Ce Inc AEP 0.18% 3.28% 0.01% 4.00% 0.01%
Hess Corp HES$ 0.07% 2.18% 0.00% -31.26% ~0.02%
Anadarko Petroleum Corp APG 0.13% 0.40% 0.00% -2.25% 0.00%
Aon PLC AON 0.16% 1.10% 0.00% 11,08% 0.02%
Apache Corp APA 0.08% 2.14% 0.00% -16.24% 0.01%
Azcher-Daniels-hidland Co ADM 0.91% 3.08% 0.00% 10.00% 0.01%
Automatic Data Processing lnc ADP 0.21% 2.23% 0.00% 11.10% 0.02%
Verisk Analylics Inc VRSK 0.06% nfa n/a 9.88% 0.01%
AutoZone fnc AZ0 0.08% n/a nfa 12.80% 0.01%
Avery Dennison Corp AVY 0.03% 214% 0.00% 7.90% 0.00%
Baker Hughes lnc BHE 0.11% 1.23% C.00% 33.00% Q.04%
Ball Cotp BLlL 0.07% 0.58% 0,00% 8.00% 0.01%
Bank of New York Mellon Corp/The BK 0.23% 1.61% 0.00% 14.73% 0.03%
CR Bard Inz BCR 0.10% 0.34% 0.00% 9.30% 0.01%
Baxter International ins BAX 0.15% 1.08% 0.00% 13.08% 0.02%
Becton Dickinson and Co BDX 0.20% 1.54% 0.00% 10.47% 0.02%
Berkshire Hathaway Inc BRK/B 1.0%% nfa nfa nfa na
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Best Buy Co Inc BBY 0.08% 2.29% C.00% 13.28% 0.01%
HaR Block Ine HRB 0.03% 3.32% 0.00% 11.00% 0.00%
Boston Scientific Corp BSX 0.17% nfa n/a 10.54% 0.02%
Bristol-hdyers Squibb Co BMY 0.41% 2.88% 0.01% 9.10% 0.04%
Fortune Brards Home & Securty Inc FBHS 0.05% 1.14% 0.00% 12.48% 0.01%
Brown-Forman Corp BF/B 0.05% 1.41% 0.00% 1.53% 0.00%
Cabot O & Gas Corp COG 0.05% 0.80% 0.00% 40.65% 0.02%
Campbell Soup Co CPB 0.08% 2.43% 0.00% 5.49% 0.00%
Kansas City Southarn KSU 0.05% 1.39% 0.00% 12.70% 0.01%
Advanced Micre Devices Inc AMD G.05% nfa n/a 5.00% 0.00%
Camival Corp ceL 0.16% 2.50% 0.00% 13.55% 0.02%
Qorve inc CQRVO 0.05% ns nfa 13.24% 0.01%
Centurylink nc CTL 0.06% 8.656% 0.01% 0.46% G.00%
Cigna Corp Ct 0,19% 0,02% 0.00% 12.87% 0.02%
UDR inc UDR 0.05% 3.21% 0.00% 5.48% 0.00%
Clorox CofThe CLX 0.08% 2.48% 0.00% 7.14% 0.01%
CMS Energy Corp CcMS 0.06% 2.81% 0.00% 8.83% 0.00%
Colgate-Paimolive Co CGL 0.31% 2.10% C.01% 8.10% 0.03%
Comsiica Ing CHA 0.06% 1.52% 0.00% 10.97% 0.01%
CAlnc CA 0.06% 3.21% 0.00% 4.20% 0.00%
Conagra Brands Inc CAG 0.08% 2.08% C.00% 8.65% 0.01%
Consolidated Edison Inc ED 0.92% 3.33% 0.00% 427% 0.01%
SL Green Realty Corp SLG 0.05% 3.07% 0.00% 0.27% 0.00%
Coming Inc GLW 0.12% 2.13% D.00% 9.19% 0.01%
Cummins kne CMlt 0.12% 2.60% 0.00% 10.20% 0.01%
Danzher Corp DHR O.27% 0.66% D.00% 9.62% 0.03%
Targst Corp TGT 0.14% 4.35% 0.01% -1.49% 0.00%
Deere & Co DE 0,18% 1.95% 0.00% 8.20% 0.01%
Dominion Resources inc/VA D 0.24% 3.74% 0.01% 5.23% Q.01%
Dover Corp Dov 0.05% 2.13% 0.00% 13.63% G.01%
CBOE Roldings Inc CBOE 0,04% 1.16% 0.00% 20.00% 0.01%
Dow Chemical CofThe Dow 0.35% 2.97% 0.01% 6.12% 0.02%
Duke Energy Corp DUK 0.28% 3.99% 0.01% 5.53% 0.02%
Eaton Corp PLC ETN 0.16% 3.10% 0.00% 10.20% 0.02%
Ecolsh Inc ECL 0,18% 1,11% 0.00% 12.96% 0.02%
ParkinElmer Inc Prd 0.03% 0.44% 0.00% 8.10% 0.00%
Emerson Electric Co EMR 0.18% 3,25% G.o1% 7.07% 0.01%
ECG Resources Inc EOG 0.24% 0.74% 0.00% -26.71% £.06%
Entergy Corp ETR 0.07% 4,40% 0.00% -3.83% 0,00%
Equifax inc EFX 0.08% 1.14% 0.00% 9.00% 0.01%
EQT Corp EQT 0.04% 0.22% 0,00% na nfa
XL Group Ltd XL 0.05% 2% 0.00% 9.00% 0.00%
Garner Inc m 0.05% nfa nfa 13.75% 0.01%
FedEx Corp FDX 0.24% 0.83% 0.00% 13.67% 0.03%
hacy's inc & 0.03% 6,43% 0.00% 0.85% 0.00%
FMC Corp FMC 0.05% 0.88% 0.00% 12.00% 0.01%
Ford Motor Co F 0.20% 5.40% 0.01% 3.82% 0.01%
NexiEra Energy Inc NEE 0.31% 2.78% 0.01% B.67% 0.02%
Frankén Resources Inc BEN 0.51% 1.91% 0.00% 10.00% 0.01%
Freeport-hichMoRan Inc FCX 0.08% nfa nia 17.33% 0.01%
TEGNA Inc TGNA 0.02% 1.84% 0.00% 5.50% 0.00%
Gap Inc/The GPS 0.04% 4.09% 0.00% 5.03% 0.00%
General Dynamics Corp GD 0.28% 1.65% 0.00% 8.40% 0.02%
Generat Mils Inc GIS 0.15% 3.38% 0.01% 8.13% 0.01%
Genuine Parts Co GPC 0.06% 292% 0.00% 10.32% Q.01%
WW Grainger Inc Gy 0.05% 297% 0.00% 12.28% 001%
Haltburten Co HAL 0.18% 1.59% 0.00% nfa r'a
Harley-Bavidsen inc HOG 0.04% 2.75% 0.00% 8.80% 0.00%
Harris Corp HRS 0.06% 1.89% 0.00% na na
HCP Inc HOP 0.07% 4.72% 0.00% -2.14% 0.00%
Hslmetich & Payns Inc HP 0.03% 5.32% 0.00% -1.80% 0.00%
Forlive Corp FTV 0.10% 0.45% Q.00% 8.70% 0.01%
Harshey CofThe HSY 0.08% 2.14% 0.00% 9.97% 0.01%
Synetvony Financial SYF 0.10% 1.94% 0.00% 8.20% 0.01%
Hormel Foods Corp HRL 0.08% 2.02% 0.00% 5.60% 0.00%
Arnthur J Gallagher & Co AJG &.05% 2.75% 0.00% 9.95% 0.000%
Mondelaz International tne MDLZ G.33% 1.63% 0.0t%4 10.42% 0.03%
CenterPoint Energy Inc CNP 0,08% 3.74% 0.00% 6.53% Q.00%
Humana Ing HUM 0.16% 0.68% 0.00% 12.53% 0.02%
Wiis Towers Watson PLC WLETW 0,09% 1.45% 0.00% 12.85% 0.01%
liingis Tool Works inc w 0.23% 1.84% 0.00% 8.40% 0.02%
Ingerscl-Rand PLC R 0.11% 1.79% 0.00% 10.26% 0.01%
Foot Locker Inc FL 0.04% 2.09% 0.00% B41% 0.00%
Interpublic Group of Cos Inc/The IPG 0.05% 2,88% 0.00% 9,21% 0.00%
international Flavors & Fragrances Inc IFF 0.05% 1.86% C.C0% 7.90% 0.00%
Jacobs Engineering Group Inc JEC 0.03% 1.14% 0.00% 10.54% 0,00%
Hanasbrands Inc HBi 0.03% 291% 0.00% 13.80% 0.00%
KeBogg Co K 0.12% 2.51% 0.00% 6.46% 2.01%

Perrigo Co PLC PRGC 0.05% 0.88% 0.00% 1.21% 0.00%
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Kimbedy-Clark Corp KMB 0.21% 2,99% 0.01% 8.75% 0.01%
Kimco Realty Corp Kitd 0.03% 6.16% 0.00% 7.82% 0.00%
Kohl's Corp KSS 0.03% 8.72% 0.00% 5.58% 0.00%
Oracle Corp QORCL 0.87% 1.87% 0.01% 8.08% 0.08%
Hroger Cofthe KR 0.13% 161% 0.00% 6.80% 0.01%
Leggelt & Platt Inc LEG 0.03% 2.77% 0.00% 19.00% 0.01%
Lennar Cop LEN 0.05% 031% 0.00% 10.08% 0.00%
Leucadia Naticnal Corp LUK 0.04% 1.03% 0.00% 18.00% 0.01%
EliLitty & Co LLY 0.41% 2.61% 0.01% 12.88% 0.05%
L Brands Inc LB 0.07% 4.65% 0.00% 6.73% 0.00%
Charter Communications Inc CHTR 0.43% nfa nia 19.30% 0.08%
Linceln National Corp LNC 0.07% 1.78% 0.00% 8.28% 0.01%
L.oaws Corp E 0.07% 0.53% 0.00% na n/a
Lowe's Cos Inc LOW 0.31% 1.78% 0.01% 15.67% 0.05%
Host Hotals & Resorts Ine HST 0.05% 4.45% 0.00% 4.35% Q.00%
Marsh & Mclennan Cos inc MMC 0.18% 1.93% 0.00% 11.78% 0.02%
Masco Corp MAS 0.06% 1.07% 0.00% 13.68% 0.01%
Liattel Inc MAT 0.04% 6.63% 0,00% 13.00% Q.00%
S&P Global Inc SPGI 0.17% 1.15% 0.00% 10.00% 0.02%
Medtropic PLC MDT 0.54% 2.04% 0.01% 5,34% 0,03%
CVS RHealth Corp cvs 0.35% 2.60% 0.01% 11.87% 0.04%
Micron Technolegy Inc 1au 0,16% nfa nfa 10.00% 0.02%
KMotorola Solutions Inc K581 0.05% 2.25% 0.00% 2.80% 0.00%
Purphy Ofl Corp MUR 0.02% 4.10% 0.00% na nfa
Mylan Nv YL 0.10% nfa nia 12.00% 0.01%
Laboratory Comp of America Holdings iH 0.07% na na 10.03% 0.01%
Newel Brands Inc NWL 0.12% 1.74% 0.00% 11.96% 0.01%
Newmont Miring Corp NEM 0.08% 0.59% 0.00% -12.85% -0.01%
Twenty-First Century Fox Inc FOXA 0.13% 1.33% 0.00% 9.60% 0.01%
NIKE Inc NKE 0.33% 1.358% Q.00% 14.58% 0.04%
NiSoures Inc NI 0.04% 268% 0.00% 6.98% 0.00%
Noble Energy Inc NBL 0.08% 1.38% 0.00% 10.59% Q.01%
Notfolk Southern Corp NSC 0.17% 1.87% 0.00% 12.75% 0.02%
Eversource Energy ES 0.08% 3.06% G.00% 6.10% G.01%
Nerthrog Grumman Corp NOC 0.21% 1.54% C.00% 7.26% 0.02%
Wels Farge & Co WFC 1.19% 2.97% 0.04% 13.41% G.16%
Nucor Corp NUE 0.09% 2.60% 0.00% 5.55% 0.00%
PVH Corp PVH 0.04% 0.14% 0.00% 8.32% 0.00%
Qccldental Petroleum Corg [$) 44 0.21% 5.16% 0.C1% -3.28% D.01%
Omnicom Group Inc OMC 0.08% 283% 0.00% 8.81% 0.01%
ONEOQK Ine OKE 0.05% 4.85% 0.00% 25.10% 0.01%
Raymeond James Financial {nc RJF 0.05% 1.22% 0.00% 17.00% 0.01%
PG&E Corp PCG 0.16% 3.10% D.01% 3.70% 0.01%
Parker-Hannifin Corp PH 0.10% 1.68% 0.00% 10.27% 0.01%
PPL Corp PPL 0.13% 3.95% 0.00% 1.80% 0.00%
PepsiCo Inc PEP 0.78% 2.76% 0.02% 6.40% 0.05%
Exalon Corp EXC 0.16% 3.61% 0.01% 4.00% 0.01%
ConocoPhiiips coP 0.26% 2.37% 0.01% 7.00% 0.02%
PulteGroup Inc PHM 0.03% 1.58% 0.00% 17.50% 0.01%
Pinnacle West Capital Corp PNW 0.05% 2.97% 0.00% 5.90% 0.00%
PNC Financia! Services Group Inc/The PNC 0.27% 1.85% 0.00% 6.65% 0.02%
PPG Industries inc PPG 0.13% 1.50% 0.00% B.14% 0.01%
Praxa¥ Inc PX 0.18% 2.38% 0.00% 11.30% 0.02%
Progressive Corp/The PGR 0.11% 1.60% 0.00% 11.08% 0.01%
Public Sefvice Enterprise Group Inc PEG 0.11% 3.83% 0.00% 3.20% 0.00%
Raytheon Co RTN 0.22% 1.85% 0.00% 7.83% 0.02%
Robert Half International Inc RHI 0.03% 207% 0.00% 8.00% 0.00%
Ryder System lnc R 0.02% 265% 0.00% 15.00% 0.00%
SCANA Corp SCG 4.05% 3.59% 0.00% 6.00% 0.00%
Edison International EIX 0.12% 2.66% 0.00% 6.18% 0.01%
Schlumberger Ltd SLB 0.45% 2.87% 001% 44.77% 0.20%
Charles Scinwab Corp/The SCHW 0.24% 0.83% 0.00% 20.22% 0.05%
Shenvin-Wiliams CofThe SHW 0.14% 1.02% 0.00% 1C.59% 0.02%
JH Smucker CofThe Sk 0.07% 2.35% 0.00% 6.20% 0.00%
Snap-on inc SNA 0.04% 1.76% 0.00% 9.55% 0.00%
AMETEX inc AME 0.07% 0.59% 0.00% 9.86% 0.01%
Southern Co/The S0 0,23% 4,58% 0.01% 4.65% 0.01%
BB&T Corp BBT 0.16% 2.88% 0.00% 8.41% 0.01%
Southwest Airfines Co Luv 0.17% 0.83% 0.00% 8.27% 0.01%
Stanley Black & Dacker inc SWK 0.10% 1.69% 0.00% 11.00% 0.01%
Public Storage PSA 8.17% 371% 0.01% 5.75% 0.01%
SunTrust Banks Inc S§TI 0.12% 1.95% 0.00% 8.20% Q.01%
Sysco Cop SYY 0.14% 2.42% 0.00% §.92% 0.01%
Tesoro Cop TS0 0.05% 2.64% 0.00% 168.80% 0.01%
Texas Instruments knc TXN 0.38% 2.42% 0.01% 10.43% 0.04%
Texiron Inc TXT 0.06% 0.17% 0.00% 9.16% 0.01%
Thermo Fisher Scientific Inc T™O 0.31% 0.35% 0.00% 11.78% 0.04%
Tifany & Co TIF 0.05% 2.30% 0.00% 9.90% 0.00%
TJX Cos IncfThe TJX 0.22% 1.66% 0.00% 11.70% 0.03%
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Torchmark Gorp THK Q.04% 0.79% 0.00% 7.57% 0.00%
Total System Services Inc 188 0.05% 0.67% 0.00% 11.00% 0.01%
Jehnson Controls Internationat ple Jei 0.18% 2.39% 0.00% 11.33% 0.02%
Uka Beauty Inc ULTA 0.09% nla nia 21.83% 0.02%
Union Pacific Corp UNP 0.41% 2.18% 0.01% 9.58% 0.04%
UnitedHealth Greup iInc UNH 0.78% 1.43% 0.01% 12.96% 0.10%
Unum Group UNM 0.05% 2.05% 0.00% 6.53% 0.00%
Marathon Qil Corp MRO 0.05% 1.54% G.00% B.60% 0.00%
Varian Medical Systems Inc VAR 0.04% nfa nfa 8.00% 0.00%
Ventas inc VTR 0.11% 4,66% C.01% 4.07% 0.00%
VF Corp VFC 0.10% 312% 0.00% T.91% 0.01%
Vornado Realty Trust VNO 0.08% 3,08% 0,C0% 3.91% 0.04%
Vulcan Matenals Co VNG 0.08% 0.80% 0.00% 25.81% 0.02%
Weyerhaeuser Co WY 0.42% 3.76% 0.00% 7.50% 0.01%
Whirlpool Corp WHR Q.06% 2.37% 0.00% 15.88% 0.01%
Wilkams Cos ine/The WaiB 011% 4,20% 0.00% 15.50% G.02%
WEC Energy Group Inc WEC 0.09% 3.31% 0.00% B.70% G.01%
Xerox Corp XRX 0.03% 3.54% 0.00% 1.80% 0.00%
Adobe Systems Inc ADBE 0.33% n/a n/a 17.48% 0.06%
AES Corp/VA AES 0.04% 4.11% 0.00% 7.50% 0.00%
Amegan Inc AMGN 0.53% 2.98% 0.02% 4.86% 0,03%
Apple Inc AAPL 3.70% 1.65% 0.06% 10.43% 0.39%
Autodesk inc ADSK 0.11% nfa na 71.51% 0.08%
Cintas Cotp CTAS 0.08% 1.06% 0.00% 11.08% 0.01%
Comcasi Corp CMCSA 0.92% 1.51% C.01% 10.81% 0.10%
Molsen Coors Brewing Co TAP 0,09% 1.753% 0.00% 6.80% 0.01%
KLA-Tencor Corp KLAC 0.08% 2.08% 0.00% 4.80% 0,00%
Harriott Internationa! IneMSD MAR 0,18% 1.23% 0.00% 14.768% 0.03%
McCormick & Co Inc/MD MKC 0.05% 1.81% 0.00% na wa
Nordstrom Inc JWN 0.03% 3.54% 0.00% 7.93% 0.00%
PACCAR Inc PCAR 0.10% 1.69% 0.00% 6.73% 0.01%
Costco Wholesale Corp COST 0.37% 1.11% 0.00% 10.47% 0.04%
Stryxer Corp SYK 0.25% 1.19% 0.00% 8.04% 0.02%
Tyson Foods In¢ TSN 0.08% 1.57% 0.00% 7.40% 0.01%
Applied Materials Inc ARAT 0.23% 0.87% 0.00% 18.97% 0.04%
Time Warner Inc TWX 0.36% 1.62% 0.01% 9.30% 0.03%
Bed Bath & Beyend inc BBBY 0.02% 1.74% 0.00% 5.64% 0.00%
American Airlines Group Inc AL 0.11% 0.83% 0.00% 0.11% 0.00%
Cardinal Health Inc CAH 0.19% 2.49% 0,00% 7.74% 0.01%
Celgene Corp CELG 0.41% nfa nfa 20.51% 0.09%
Cemer Corp CERN 0.10% nfa nfa 12,43% 0.01%
Cincinnati Financial Corp CINF 0.05% 2.85% 0.00% nfa nfa
DR Horton inc DHI 0.06% 1.22% 0,00% 11.77% 0.01%
Flowserve Corp FILS 0.03% 1.57% 0.00% 11.74% 0.00%
Electronic Arts Inc EA 0.16% /a nia S.40% 0.02%
Express Seripts Holding Co ESRX 0.16% n/a nfa 11.98% 0.02%
Expaditors Intematienal of Washington Inc EXPD 0.04% 1.57% 0.00% 8.80% 0.00%
Fastenal Co FAST 0.06% 297% 0.00% 14.55% 0.01%
M&T Bank Corp MTB 0.11% 1.92% 0.00% B.57% 0.01%
Fiserv Inc Fisv 0.12% nfa wa 10.13% 0.01%
Fifth Third Bancorp FITB 0.08% 2.36% 0.00% 1.40% 0.00%
Gilead Seiences Inc GiLD 0.30% 3.21% 0.01% «2.84% 0.01%
Hastio Ine HAS 0.08% 2A7% 0.00% 9.63% 0.01%
Huntington Bancsharaes Ine/OH HBAN 0.08% 2.55% 0.00% 10.43% 0.01%
Weltiower Inc HCN 0.12% 4.80% 0.01% 4.45% 0.01%
Biogen Inc BllB 0.24% na na 7.08% 0.02%
Range Resources Corp RRC ¢.03% 0.35% 0.00% -13.43% 0.00%
Northemn Trust Corp NTRS 0.09% 1.74% 0.00% 13.12% 0.01%
Paychex Inc PAYX 0.10% 3.11% 0.00% 9.00% 0.01%
People’s United Financial Inc PBCT 0.03% 4.16% 0.00% 2.00% 0.00%
Patterson Cos Inc PDCG 0.02% 2.36% 0.00% 2.69% 0.00%
QUALCOMM Inc acom 0.39% 3.98% D.02% 8.40% 0.03%
Roper Technologias Ine ROP 0.11% 0.62% 0.00% 12.87% 0.01%
Ross Stores knc ROST 0,12% 1.00% 0.00% 12.51% 0.01%
IDEXX Laboratories Inc [E0) 44 0.07% nfa na 10.42% 0.01%
AutoNatien Inc AN 0.02% rfa na 7.92% 0.00%
Starbucks Corp SBUX 0.43% 1.57% 0.01% 17.30% 0.07%
KeyCoip KEY 0.09% 2,18% 0.00% 7.42% 0.01%
Staples Inc SPLS 0.03% 5.29% 0.00% 1.27% 0.00%
State Street Corp 8TT 0.14% 1.87% 0.00% 11.28% 0.02%
US Bancorp usB 0.40% 2.20% 0.01% 8.54% 0.03%
Symantec Corp SYIC 0.09% 0.99% 0.00% 1.77% 0.01%
T Rowe Price Group Inc TROW 0.08% 3.24% D.00% 11.72% 0.01%
Waste Management Inc Wh 0.15% 2,33% £.00% 10.77% 0.02%
CBS Cop CBS 0.10% 1.18% 0.00% 12.64% 0.01%
Allergen PLC AGN 035% 1.25% 0.00% 13.30% 0.05%
Whole Foods Market Inc WFM 0.05% 2.08% 0.00% 6.65% 0.00%
Constellation Brands Inc STZ 15% 1.14% 0.00% 15,95% 0.02%
Xilinx Inc XLNX 0.08% 2.10% 0.00% 8.55% 0.01%
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DENTSPLY SIRONA Inc XRAY 0.07% 0.55% 0.00% 9.53% 0.01%
Zions Bancotporation ZION 0.04% 0.80% 0.00% 8.00% 0.00%
Alaska Air Group Inc ALK 0.05% 1.38% 0.00% 1.77% o01%
Invesco Ltd {174 0.08% 3.65% 0.00% 11.75% 0.01%
Intuit Inc INTU 0.97% 0.97% 0.00% 15.60% 0.03%
Morgan Slantey MS 0.36% 1.92% 0.01% 15.80% 0.06%
Microchip Technalogy Inc MCHP 0.08% 1.74% 0.00% 15.08% 0.01%
Chubb Etd cB 0.31% 1.98% Q.01% 10.63% 0.63%
Hologic Inc HOLX 0.06% nia na 10.52% 0.01%
Chesapeake Energy Corp CHK 0.02% nfa nfa -13.42% 0.00%
Citizens Financial Group Inc CFG 0.08% 1.64% 0.00% 18.13% Q.02%
O'Reilly Automotive inc ORLY 0.10% nfa nfa 18.27% Q.02%
Alistate CofpfThe ALL 0.15% 1.7%% 0.00% 10.60% Q.02%
FLIR Systems Inc FLIR 0.02% 1.58% G.00% nfa nfa
Equity Residential EQR 0.11% 3.10% 0.00% 570% G.01%
BorgWarmner inc BWA, 0.04% 1.32% G.00% €,22% 0.00%
Newfiekl Exploration Ca NFX 0.03% na nia 18.69% 0.01%
Incyte Corp INCY 0.12% nfa nla 41.56% 0.03%
Simon Propenty Group Inc SPG 0.22% 4.54% 0,01% 7.684% 0.02%
Eastman Chemical Co EMN 0.05% 2.55% 0.00% 6.97% 0.00%
AvalonBay Communities Inc AVB 0.12% 2.97% 0.00% 6.87% 0.01%
Prudential Financiat Inc PRU 0.21% 2.86% 0.01% 9.70% 0,02%
United Parcel Service Inc urPs 0.34% 3.13% D.01% 8.50% 0.03%
Apariment Investment & Management Co Al 0.03% 3.35% 0.00% 6.53% 0,00%
Walgreens Boots Alfance Inc WBA 0.41% 1.85% 0.01% 11.00% 0.04%
IcKesson Corp MCK 0.16% 0.68% 0.00% 8,70% 0.01%
Lockheed Marlin Corp LT 0.38% 2.59% 0.01% 6.33% 0.02%
AmernisourceBergen Corp ABC 0.09% 1.59% 0.00% 9,45% 0.01%
Capital One Financial Corp COF 0.17% 2.08% 0.C0% 5.76% 0.01%
Waters Corp WAT 0.07% nfa nfa 7.55% 0.01%
Doltar Tree Inc DLTR 0.09% nia nfa 15,30% 0.01%
Darden Restaurants Inc DRI 0.05% 2.52% 0.00% 8.69% 0.00%
Netapp Inc NTAP 0.05% 1.98% 0.00% 7.39% 0.00%
Citrix Systems nc GTXS 0.08% nfa nfa 12.73% 0.01%
Goodyear Tire & Rubber CofThe GT 0.04% 1.24% 0.00% n/a nfa
DXC Technelogy Co DXC 0.10% 0.83% 0.00% nfa na
DaVita Inc DVA 0.05% nfa nfa 7.60% 0.00%
Hariford Financial Services Group Inc/The HIG 0.08% 1.88% 0.00% 9.50% 0.01%
fron Mountain Inc IRM 0.04% 6.30% 0.00% 12.80% 0.01%
Estee Lauger Cos Inc/The EL 0.10% 1.44% 0.00% 10.45% 0.01%
Yahoo! Inc YHOO 0.22% nfa rja 10.53% 0.02%
Principal Financial Group Inc PFG 0.08% 2.92% 0.00% 0.64% 0.01%
Stericycle Inc SRCL 0.03% nfa nfa 9.18% Q.00%
Universal Health Services tnc UHS 0.05% 0.35% 0.00% G.49% 0.00%
E‘TRADE Financial Corp ETFC 0.04% nfa na 16.17% C.01%
Skyworks Selutions Inc SWKS 0.09% 1.05% 0.00% 14.35% C.01%
National Qitwell Varco Ine NOY 0.05% 0.61% C.00% na nfa
Quest Diagnoslics inc DGX 0.07% 1.65% 0.00% B.64% ¢.01%
Activision Blizzard inc ATVI .21% 0.51% 0.00% 10.92% 0.02%
Rockwell Automation Ine ROK 0.09% 1.92% 0.00% 11.21% 0.01%
Kraft Heinz CofThe KHC 0.52% 2.60% 0.01% 8.39% 0.04%
American Tower Corp AMT 0.26% 1.85% 0.00% 19.73% 0.05%
Regensron Pharmaceuticals Inc REGN 0.22% nla n/a 1977% 0.04%
Amazon.com Inc AMZN 2.21% na nfz 34.40% 0.76%
Ralph Lauren Cotp RE 0.02% 2.95% 0.00% 1,79% 0.00%
Boston Properties Inc BXP 0,09% 2.47% 0.00% 5.80% 0.01%
Amphenol Corp APH 0.11% 0.65% 0.00% 10,03% 0.01%
Arconic Ine ARNG 0.05% 0.87% 0.00% 13.16% 0.01%
Pioneer Natural Resources Co PXD 0.13% 0.05% 0.00% 15.00% 0.02%
Vaiero Energy Corp ViOD 0.13% 4.56% 0.01% 13.15% 0.02%
Synopsys Inc SNPS 0.05% na nfa 9.03% 0.040%%
L3 Technolegies Inc LLL 0.06% 1.78% 0.00% 6.57% 0.00%
Western Union CofThe Wit 0.04% 3.68% 0.00% 4.72% 0.00%
CH Rebinson Worldvwida Inc CHRW 0.04% 2.69% 0.00% 9.28% 0.00%
Accenture PLC ACN 0.36% 1.94% 0.01% 10.07% 0.04%
TransOigm Group Inc TDG 0.06% nfa nfa B8.22% a.01%
Yur! Brands Inc YUM 0.12% 1.65% 0.00% 12.62% 0.01%
Prologis Inc PLD 0.14% 3.17% 0.00% 4.82% G.01%
FirsiEnergy Corp FE 0.06% 4.92% C.00% 0.40% 0.00%
VeriSign Inc VRSN 0.04% n/a na 2.30% 0.00%
Quanta Services Inc PWR 0.02% nfa e 16.80% 0.00%
Henry Schein inc HSiIC 0.07% nia nfa 10.23% 0.01%
Ameren Corp AEE 0.06% 3.10% 0.00% 5.80% 0.00%
Scripps Networks Interactive inc SNi 0.03% 1.81% 0.00% 7.56% 0.00%
NVIDIA Corp NVEA 0.40% 0.39% 0.00% 9.56% 0.04%
Sealed Air Coip SEE 0.04% 1.44% 0.00% 2.51% 0.00%
Cognizant Technology Solutions Corp CTSH 0.18% 0.90% 0.00% 14,03% 0.03%
Intuitive Surgical Inc ISRG 0.16% nfa nfa 9.73% 0.02%
Affiliated hianagers Group Ine AMG 0.22% 1.38% 0.00% 11.61% 0.03%
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Aetna inc AET 0.04% 0.52% 0.00% 15.57% 0.01%
Republic Services Inc RSG 0.10% 2.01% D.00% 9.48% 0.01%
eBay Inc EBAY O17% nfa n‘a 9.63% 0.02%
Goldman Sachs Group Inc/The GS G.39% 1.42% 0.01% 7.16% 0.03%
Sempra Energy SRE 0.14% 2.62% C.00% 12.15% 0.02%
Moady's Corp MCO 0.11% 1.28% 0.00% 8.00% 0.01%
Priceline Greup IncfThe PCLN 0.43% nfa n/a 16.75% 0.07%
F5 Networks Inc FFIV 0.04% nfa n/a 12.17% 0.00%
Akamal Technologies e AKAM 0.04% nla nfa 14.18% 0.01%
Reynatds American Inc RAJ 0.45% 3.03% 0.01% 8.868% 0.04%
Daven Energy Corp DWN 0.08% 0.71% 0.00% 37.66% 0.03%
Alphabet Inc GOOGL 1.36% n'a nfa 15.34% 0.21%
Red Hat Inc RHT 0.07% nfa na 14.92% 0.01%
Alegion PLC ALLE 0.33% nfa na 41,30% 0.13%
Netflo Ine: NFLX G.03% 0.81% 0.00% 13.10% 0.00%
Agiant Technologies Inc A 0.09% 0.88% 0.00% 10.20% 0.01%
Anthem Inc ANTHM 0.22% 143% 0.00% 9.49% 0.02%
CHME Group inc CME 0.19% 2.25% 0.00% 9.84% 0.02%
Juniger Networks tnc JNPR 0.05% 1.36% 0.00% 9.15% 0.00%
BlackRock Inc BLK 0.31% 2.44% 0.01% 13.16% 0.04%
DTE Energy Co DTE 0.08% 3.01% 0.00% 6.00% 0.O1%
Nasdag Inc NDAG 0.05% 2.25% 0.00% 8.35% 0.00%
Philip Morris International inc P 0.85% 3.47% 0.03% 9.96% 0.08%
szlesforce,com inc CRM 0.30% nfa n/a 27.90% 0.08%
Ketlife Inc MET 0.25% 3.16% 0.O1% 7.14% 0.02%
Urder Armour Inc UA 0.24% 1.84% 0.00% 10.10% 0.02%
Fonsanto Co MON 0.02% nfa n's 11.28% 0.00%
Coach Inc COH 0.06% 2.92% 0.00% 12.60% 0.01%
Fluor Corp FLR 0.03% 1.87% 0.00% 17.50% 0.01%
C8X Corp Cs8X 0.23% 1.48% 0.00% 11.06% 0.03%
Edwards Lifesciences Corp EW 0.11% rfa n/a 16.68% 0.02%
Amerigrise Financlal Inc AP 0.09% 2.75% 0.00% 6.40% 0.01%
Xeel Energy Inc XEL 0.11% 3.01% 0.00% 5.90% 0.01%
Rockwell Cofins Ine coL 0.08% 1.21% 0.00% 9.80% 0.01%
TechnipFMC PLC FTt 0.06% nfa n/a 4.30% 0.00%
Zimmer Biomet Holdings I ZBH 0.11% 0.81% 0.00% 8.38% 0,01%
CBRE Group Inc CBG 0.05% nfa n/a 10.23% 0.03%
Mastercard fnc A 0.02% 2.58% 0.00% 3.53% 0.00%
Signet Jawelers Ltd 8IG 0.60% 072% 0.00% 14.50% 0.08%
Cardax inc Krax 0.05% n/a nfa 13.42% 0.01%
Intercontinental Exchange Ine ICE 0.97% 1.33% 0.00% 11.06% 0.02%
Fidality National information Services Inc FIS 0.13% 1,35% 0.00% 9.08% 0,61%
Chipolie Mexican Grifl Inc CMG G.06% nfa wa 34.67% 0.02%
Wynn Resosts Ltd WYNN 0.068% 1.55% 0.00% 19.80% 0.01%
Assurant Inc AlZ 0.02% 2,16% G.00% 21.41% Q.01%
NRG Energy Inc NRG 0.02% 0.75% 0.00% -15.70% 0.00%
Regions Financial Corp RF 0.13% nla na 20.30% 0.03%
Monster Baverage Corp MNST 0.08% 202% 0.00% 9.76% 0.01%
Teradata Corp TDC 0.02% nfa na 3.39% 0.00%
Mosaic CofThe MOS 0.04% 2.65% 0.00% 16,35% 0.01%
ExpediaInc EXPE 0.09% 0.78% 0.00% 19.34% 0.02%
Discovery Communications Ing DISCA ¢.02% na nfa 14,10% 0.00%
CF Industrias Holdings inc CF 0.03% 4.46% 0.00% 6.00% 0.00%
Viacom Inc VIAB 0.068% 2.30% C.GO% 1.58% 0.00%
Wyndham Worldwide Corp WYN 1.55% nfa nfa 15.34% 0.24%
Alphabet Inc GO0G 0.05% 2.30% 0.00% 13.90% C.01%
Mead Johnson Nutrition Co MJIN 0.08% 1.85% 0.00% 4.65% 0.00%
Cooper Cos inc/The cQo 0,13% 2.03% 0.00% 6.75% 0.01%
TE Connectivity Ltd TEL 0.05% 0.03% 0.00% 12.00% 0.01%
Discover Financial Services DFs 0.10% 2.04% 0.00% 5.70% 0.01%
TripAdvisor inc TRIP 0.02% na na 15.14% 0.00%
Dr Pepper Snapple Group inc DPS 0.08% 2.50% 0,00% 8.58% 0.01%
Visa Inc v 0.82% 0.69% 8.01% 16.00% 0.13%
Mid-America Apartment Communities Inc RSAA 0.05% 3.41% 0.00% na va

Xylem tnc/NyY XYL 0.04% 1.38% 0.00% 12.90% 0.01%
Marathon Petrolsum Corp MPC 0.93% 2.77% 0.00% 10.00% 0.01%
Level 3 Communications inc LVLT 0.03% 1.96% 0.00% 14.10% 0,00%
Tractor Supply Co TSCO 0.10% nfa ra 5.00% 0.00%
Meltlker-Toledo International Ine MTD 0.07% nfa r/a 12.24% 0,01%
Albemarie Corp ALB 0.06% 1.13% 0.00% 11.70% 0.01%
Transocean Lid RIG 0.02% nfa n'a -25.20% 0.00%
Essex Property Trust Inc ESS 0.06% 272% 0.00% 7.15% 0.01%
GGP Inc GGP 0.08% 3.95% 0.00% 5.90% 0.01%
Realty Income Corp o} 0.07% 4.61% 0.00% 5.07% 0.00%
Sespate Technolegy PLC STX 0.06% 5.78% 0.00% 13.27% 0.01%
¥estRock Co WRK Q.06% 2.94% 0.00% 7.88% 0.01%
Wastern Digital Corp woe 0.12% 2.22% 0.00% 14.62% 0.02%
Chureh & Dwight Co Inc CHD 0.06% 1.47% 0.C0% 8.53% 0.01%
Federal Realty Investment Trust FRY 0.04% 3.19% 0.00% 68.36% 0.00%
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Twenty-First Century Fox Inc FOX G.10% 1.34% 0.00% 9.60% 0,01%
Aftlant Energy Corp LNT C.04% 3045 0.00% 6.43% 0.00%
JB Hurt Transport Services Inc JBHT 0.04% 1.08% 0.00% 13.43% 0.01%
Lam Research Corp LRCX 0.12% 1.16% 0.00% 20.88% 0.02%
Mohawk Industries [nc MHK 0.08% nfa nfa 7.04% 0.01%
Pentair PLC PNR 0.06% 2.08% 0.00% £.28% 0.00%
Vertex Pharmaceuticals Inc VRTX 0.14% nfa n/a 69.80% D.10%
Fatebook Inc FB 1.66% nfa nia 27.35% 0.45%
United Renials tnc URI 0.04% nfa nfa 17.76% 0.01%
Alexandria Real Estate Equities Inc ARE 0.05% 2,85% 0,00% 7.08% 0.00%
Un#ed Continental Holdings Inc UAL 0.12% nfa n‘a 1.91% 0.00%
Defta Ar Lines Inc DAL 0.02% 4.44% 0,00% 8.00% 0.00%
Navient Corp NAVE 0.17% 1.65% 0.00% 11.38% G.02%
Mallinckredt PLC INK 0.02% nfa nfa 68.50% 0.00%
News Corp NWS 0.01% 1.46% 0.00% 13.06% G.00%
Centene Corp CRC 0.06% nfa nfa 13.22% 0.01%
Regency Centers Corp REG 0.05% 3.48% 0.00% 8.80% 0.00%
Macerich CofThe MAC 0.04% 4.95% 0.00% 7.87% 0,00%
Martin [Mariatta Materials Ine MR 0.07% 0.75% 0.00% 21.84% 0.01%
Envision Heakhcare Corg EVHC 0.03% na nfa 8,06% 0,00%
PayPal Heldings Inc PYPL 0.28% nfa na 19.55% 0.06%
Coty Inc COTY 0.07% 2.64% 0.00% 2.01% 0.00%
DISH Network Cerp DISH 0.07% nla n'a 4.85% 0.00%
Alexion Pharmaceuticals inc ALXN 0.10% nfa nfa 20,93% 0.02%
News Comp HWSA 0.02% 1.49% 0.00% 13.05% 0.00%
Gioba! Payments knc GPN 0.06% 0.06% 0.00% 13,00% 0.01%
Crown Castle Inlernational Corp CCH 0.17% 3.74% 0.01% 19.97% 0.03%
Deiphi Autemotive PLC OLPH 0.11% 1.32% 0.00% 11.88% 0.01%
Advance Auto Parts Inc AAP 0.05% 0.18% 0.C0% 14.85% 0.01%
tichae| Kers Holdings Ltd KORS 0.02% nfa nfa 2.40% 0.00%
tumina Ine ILMN 0.12% n/a n/a 14.57% 0.02%
Acuity Brands Inc AY] 0.03% 0.32% 0.00% 20.00% 0.01%
Altiance Data Systems Corp ADS 0.05% 0,85% 0.00% 14.50% 0.01%
LKQ Corp LKQ 0.05% nia nia 13.05% 0.01%
Nielsen Holdings PLC NLSN 0.06% 3,53% 0.00% 10.00% 0.01%
Garmin Lid GRIN 0.05% 3.92% 0.00% 5. 710% Q.00%
Cimarex Energy Co AEC 0.05% 0,30% 0.00% 43.05% 0.02%
Zeelis Inc ZT8 0.14% 0.67% 0.00% 12.76% 0.02%
Digital Realty Trust Inc DLR 0,18% 1.81% 0.00% 40.87% 0.06%
Equinix Inc EQIX 0.0%% 3.15% 0.00% 5.49% 0.00%
Discovery Communications Inc DISCK 0.03% nlfa na 14.10% 0.00%

Noles:

[1] Equals Sum ([6])
[2] Equals Sum ([8])
[3] Equals {[1] x {1 + {0.5 x [2]))) +12]

14] Equals waight in S&P 500 based on market capitalization

[5] Source: Bloomberg Professionat
6] Equals [4] x [5)
7] Source: Blosmberg Professional
(8] Equals [4] x [7]
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CAPITAL ASSET PRICING MODEL
K2Ry +B(Rn ~Ry)
{4] 5] {61 {7] 18]
Market
Risk-Free Market Risk
Rate Beta Return Premium ROE
(Ry) ) (Ra)  (Ro=-Ri) (K
Proxy Group Average Bloomberg Beta
Current 30-day average of 30-year U.S. Treasury bond yield [1] 2.95% 0.736 13.39% 10.44% 10.64%
Near-term projecied 30-year U.S. Treasury bond yield (23 2017 - Q3 2018} {2] 3.48% 0.736 13.39% 9.91% 10.78%
Projected 30-year LLS. Treasury bond yield (2019 - 2023} [3] 4.30% 0.736 13,39% 9,08% 10.89%
Average 10.80%
Proxy Group Average Value Line Beta
Cuirent 30-day average of 30-year U.S, Treasury bond yield [1] 2.95% 0.713 13.39% 10.44% 10.38%
Near-term projected 30-year U.S. Treasury bend yield {Q3 2017 - Q3 2018) [2) 3.48% 0.793 13.39% 9.91% 10.54%
Projected 30-year U.S. Treasury bond vield (201$ - 2023) [3] 4.30% 0.713 13.39% 9.09% 10.78%
Average 10.57%
Overall Average 10.69%

Notes:

[1] Seurce: Bloomberg Professionat as of May 31, 2017

[2] Scurce: Blue Chip Financial Forecasts, Vol. 36, No. 6, June 1, 2017, at 2
[3} Source: Blue Chip Financial Forecasts, Vol. 36, No. 6, June 1, 2017, at 14
[4] See Notes [1], [2], and [3]

[5] Source: Exhibit AEB-4

[6] Source: Exhibit AEB-5

[7] Equals [6] - [4]

[8] Equals [4] + [5] x [7]
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CAPITAL ASSET PRICING MODEL EXCLUDING AWK
K=R;+8(Rn - Ry)
[4] [5] [6] {7] [8]
Market
Risk-Free Market Risk
Rate Beta Retumn Premium ROE
(Ry) B (Rr) {Rm = Ry) ()
Proxy Group Average Bloomberg Beta
Current 30-day average of 30-year U.S. Treasury bond yield [1} 2.95% 0.761 13.39% 10.44% 10.89%
Near-term projected 30-year U.S. Treasury bond yield (Q3 2017 - Q3 2018} {2] 3.48% 0.761 13.39% 9.91% 11.02%
Projected 30-year U.S. Treasury bond yiefd (2019 - 2023) [3} 4.30% 0.761 13.39% 9.08% 11.21%
Average 11.04%
Proxy Group Average Value Line Beta
Current 30-day average of 3C-year U.S. Treasury bond yield [1] 2.95% 0.721 13.39% 10.44% 10.48%
Near-term projected 30-year U.S. Treasury bond yield {Q3 2017 - Q3 2018) [2] 3.48% 0.721 13.38% 8.91% 10.63%
Projected 30-year U.S. Treasury bond yield (2019 - 2023) [3] 4.30% 0.721 13.39% 9.09% 10.86%
Average 10.66%
Overalt Average 10.85%

Notes:

[1] Source: Bloomberg Professional as of May 31, 2017

[2] Source: Blue Chip Financial Forecasts, Vol. 36, No. 6, June 1, 2017, at 2
[3] Source: Blue Chip Financial Forecasts, Vol. 36, No. 6, June 1, 2017, at 14
[4] See Notes [1], [2], and [3]

[5] Source: Exhibit AEB-4

[6] Source: Exhibit AEB-5

[7] Equals [6] - [4]

[8] Eguals [4] + [5] x [7]
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Infrastructure Revenue
Replacement Future Stabilization or
Company Ticker State Surchage Test Year Decoupling Citations [1]
American States Water Co AWR
California Yes Yes 2016 Annual Report, page 8
American Water AWK 2016 10-K, pages 3and 6
New Jersey Yes
Pennsylvania Yes Yes
llinois Yes Yes Yes
Missouri Yes
Indiana Yes Yes
California Yes Yes
West Virginia Yes
Georgia
Hawaii Yes
jowa
Kentucky Yes
Maryland
Michigan
New York Yas Yes Yes
Tennessee Yes Yes
Virginia Yes
Aqua America, Inc, WTR 2016 10-K, page 8
Pennsylvania Yes Yes
OChio Yes Yes
Texas
llinois Yes Yes
North Carolina Yes
New Jersey Yes
Indiana Yes Yes
Virginia Yes
California Water Service Group CWT 2016 10-K, page 9
California Yes Yes
New Mexico Yes
Washington
Hawaii Yes
Conneclicut Water Senvice, Inc. CTWS 2016 10-K, pages 7-8
Connecticut Yes Yes
Maine Yes
Middlesex Water Company MSEX 2016 10-K, page &
New Jersey Yes
Delaware Yes
Pennsylvania Yes Yes
SJW Corporation Saw 2016 10-K, page 3
California Yes Yes
Texas
York Water Company YORW 2016 10-K page 4
Pennsylvania Yes Yes
Total Number of Jurisdictions (Y} 20 21 7
Total Number of Jurisdictions 37 37 a7
Percent of Jurisdictions 54.05% 56,76% 18.92%
Total Number of Jurisdictions (excl AWK} (Y) 12 12 4
Total Number of Jurisdictions (excl AWK} 21 21 21
Percent of Jurisdictions {excl. AWK) 57.14% 57.14% 19.05%

[1] The following report was used if the 10-K did not have sufficient detail:
"Alternative Regulation and Ratemaking Approaches for Water Companies,” September 23, 2013, The Brattle Group
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CAPITAL STRUCTURE CF PROXY GROUP COMPANIES

Company Name Ticker 2016 2015 2014 2013 2012 5Year Average
American States Waler Co. AWR
Common Equity B50.60% 59.19% 60.85% 59.70% 57.61% 59.57%
Preferred Stock 0.00% 0.00% 0.00% 0.00% 0.60% 0.00%
Long-Term Debt 38.40% 40.81% 3%.15% 40.30% 42.49% 40.43%
Total Capltal 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Agua America [nc. WTR
Common Eguity 49.48% 40.57% 50.55% 49,36% 46.56% 49.12%
Preferred Stock 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Long-Term Deb! 50.51% 50.43% 49,45% 50.61% 53.42% 50.88%
Total Capital 100,00% 100.G0% 100.00% 100.00% 100.00% 100.00%
Celifornia Water Service Group CWT
Lommen Equity 54.17% 55.54% 59.54% 57.97% 49,61% 65,36%
Preferred Stock 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Long-Term Debt 45.83% 44.45% 40.46% 42.03% 50.39% 44.64%
Total Capital 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Connecticut Water Service Inc, CTWS
Common Equity 53.80% 58.07% 53,80% 52,36% 50.66% 53.34%
Preferred Stock 0.18% D.19% 0.20% D.20% 0.21% 0.20%
Long-Term Debt 45.02% 43.74% 48.00% 47.44% 49.13% 4B.4T%
Tolel Capital 100.00% 100.00% 100.00% 100.00% 100.00% 1C0.00%
Middlasex Water Co, MSEX
Commen Equity 80.41% 59.43% 57.74% 57.75% 55,458% 68,16%
Preferred Stock 0.67% 0.70% 0.71% 0.88% 1.02% G.80%
Long-Temn Debt 38.81% 39.87% 41.54% 41.36% 43.63% 41.04%
Total Capilal 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
SIW Cerp. Sow
Common Equity 49.31% 50,20% 48.34% 48.91% 44.61% 48.27%
Preferred Stock 0.00% D.00% 0.00% 0.00% 0.00% 0.00%
Long-Term Debt 50.69% 45.80% 51.66% £1.04% £6.39% 51.73%
Tolal Capital 100.00% 100.00% 100.00% 100.00% 100.00% 1C0.00%
York Water Co. YORW
Commen Equity 57.40% 56.33% 53.19% 54.83% B4.02% 55.567%
Preferred Stock 0.00% 0.06% 0.00% 0.00% 0.00% G.00%
Leng-Termn Cebt 42.60% 43.67% 44.81% 45,07% 45.88% 44.43%
Tetal Capital 100,00% 100,00% 100.00% 100.00% $00.00% 100.00%
Proxy Groun Mean exduding AWW
Common Equify 55.03% 58.19% 55.14% 54.43% 51.20% 54.20%
Preferred Stock 0.12% 0. 138% 0.13% 0.16% 0.18% 0.14%
Long-Term Debt A4.85% 44.68% 44.72% 45.42% 48.62% 45.66%
Total Capital 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Proxy Group Median excluding AW
Commeon Equity 54.17% 56.07% 55.19% 54,63% 50,66% 54.20%
Praferred Stock 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Long-Temn Debt 45.83% 43.74% 44.81% 45,07 % 49.13% 45.72%
Tolal Capital 100.00% 90.81% 100.00% 100.00% 98.79% 99.92%
American Yater AWK
Lommen Equity 45.17% 46.00% 47.18% 47.41% 45.48% 46.25%
Preferred Stock 0.08% 0.14% 0.14% 0.17% 0.20% 0.14%
Long-Term Debt 54.74% 53.893% 52.68% 52.42% 54,32% 53.61%
Total Capital 100.00% 100,00% 100.00% 1090.00% 100.00% 100.00%

Proxy Group Mean including AWW

Common Equity 63.79% 54.04% 54,156% £3.56% $0.49% 53.21%
Preferred Stock 0.12% C.13% 0.13% 0.16% 0.18% 0.14%
Long-Term Deabt 46.09% 45,83% 45.72% 46.20% 49.33% 46.65%

Totat Capital 100.00% 100.00% 100.00% 100.00% 100.00% 100.08%

Seurca: Company 10-K's and annual reports





