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INTRODUCTION

A. Withess Identification

Please state your name and business address.
My name is Dylan W. D’Ascendis. My business address is 3000 Atrium Way,

Suite 241, Mount Laurel, NJ 08054.

By whom are you employed and in what capacity?

I am a Director at ScottMadden, Inc.

B. Background and Qualifications

Please summarize your professional experience and educational
background.

[ offer expert testimony on behalf of investor-owned utilities on a variety of
regulatory subjects including rate of return issues. | have previously testified to
rate of return before regulatory commissions on nineteen separate occasions in
eleven different regulatory jurisdictions, including Missouri. 1 am a graduate of
the University of Pennsylvania, where | received a Bachelor of Arts degree in
Economic History. I also hold a Master of Business Administration from Rutgers
University with a concentration in Finance and International Business, which was
conferred with high honors. | am a Certified Rate of Return Analyst ("CRRA")
and a Certified Valuation Analyst (“CVA”}). My {full professional qualifications are

provided in Appendix A.
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PURPOSE OF TESTIMONY

What is the purpose of your testimony in this proceeding?

The purpose of my testimony is to testify on behalf of Indian Hills Utility Operating
Company (“Indian Hills” or the “Company”) about the appropriate capital structure
and corresponding cost rates that the Company should be afforded the

opportunity to earn on its jurisdictional rate base.

Have you prepared an exhibit in support of your recommendation?
Yes. | have prepared Schedule DWD-01, which consists of Sub-Schedules

DWD-1 through DWD-9.

SUMMARY

What is your recommended cost of capital for Indian Hills?

I recommend that the Missouri Public Service Commission (“MO PSC” or the
“Commission”) authorize the Company the opportunity to earn weighted average
cost of capital ("'WACC”) of 14.28%. My recommended capital structure consists
of 77.12% long-term debt at an embedded debt cost rate of 14.00%, and 22.88%
common equity at my recommended common equity cost rate’ of 15.20%. The
overall rate of refurn is summarized on page 1 of Sub-Schedule DWD-1 and in

Table 1 below:

I will also refer to the cost of common equity as return on equity (“ROE")
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Table 1: Summary of Overall Rate of Return

Type of Capital Ratios Cost Rate Weighted Cost Rate
Long-Term Debt  77.12% 14.00% 10.80%
Commoh Equity 22.88% 15.20% 3.48%

Total 100.00% 14.28%

Do you have any general comments regarding the Missouri Public Service
Commission (“MOPSC” or the “Commission”) Staff's (“Staff”) cost of
capital recommendation in this case?

Yes. The Staff recommended WACC of 12.37%, derived using a hypothetical
capital structure of 65.00% long-term debi at a cost rate of 14.00% and 35.00%
common equity at a cost rate of 9.34%, is inadequate for ratemaking purposes.
It is inadequate because, first, Staff's recommended hypothetical capital structure
is based on a faulty premise that Indian Hills can receive traditional utility
financing from commercial lenders. As will be discussed in detail by Mr. Josiah
Cox in his direct testimony, Indian Hills currently cannot be traditionally financed,
and because of this, Staff's assumption for their capital structure is incorrect.
Second, Staff's recommended ROE ignores the basic financial precept that debt
invesiments are less risky than equity investments. In other proceedings before
this Commission, Staff uses a “rule of thumb” test for ROE recommendations
which simply adds a 3.00% to 4.00% risk premium to the yield to maturity of the
subject company’s cost of long-term debt.? While | do not agree with the method,
if Staff followed their “rule of thumb” cost of equity mode! for Indian Hills' actual

cost of long-term debt of 14.00%, indicated ROEs of 17.00% and 18.00% would

For example, Missouri Public Service Commission Staff Report, Cost of Service: Spire Missour,
Inc. Case Nos. GR-2017-0215 and GR-2017-0216, September 2017.
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result.’ As it stands currently, the Staff’s own ROE recommendation for Indian

Hills clearly fails their own reasonableness check.

Indian Hills’ request for relief is both reasonable and conservative given
the CGompany’s significant risks compared to other water utilities and is consistent

regarding the relative riskiness of long-term debt versus common equity.

CAPITAL STRUCTURE AND COST OF LONG-TERM DEBT

What capital structure ratios do you recommend he employed in
developing an overall fair rate of return appropriate for the Company?

| recommend the use of Indian Hills’ actual capital structure consisting of 77.12%
long-term debt and 22.88% common equity as shown on page 1 of Sub-

Schedule DWD-1.

What capital structure is Staff recommending in this proceeding?
Staff is recommending a hypothetical capital struciure of 65% long-term debt and

35% common equity in this proceeding.

Is the Staff recommended hypothetical capital structure appropriate in this
proceeding?
No. | As mentioned abdve, the hypotheﬁbé! capital structure recommended by

Staff is based on the faulty premise that Indian Hills is traditionally financed. As

In this proceeding, Staff applied the 3%-4% equity premium indicated by the “rule of thumb”
method to a recent BB bond yield of 5.34% instead of the Company's long-term debt cost rate of
14.00%. What is prescribed in the "rule of thumb" method is to use the target company's long-
term debt cost rate. See, John D. Stowse, Thomas R. Robinson, Jerald E. Pinto and Dennis W.
Mcleavey, Analysis of Equily Investments: Valuation, Association for Investment Management
and Research, 2002, p. 54. 1 would also note that Staif has agreed to Indian Hills' requested cost
of long-term debt in this proceeding.
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discussed in detail in Mr. Cox’ direct testimony, the operations of Indian Hills

cannot be traditionally financed.

How has the Commission recently ruled regarding actual capital structures
in small utility rate cases?

In a Report and Order in Case No. WR-2016-0064, issued on July 12, 20186, this
Commission authorized the actual capital structure of Hillcrest Uiility Operating
Company, Inc.,* which cohéisted of 81.00% long-term debt and 19.00% common

equity. The Commission stated:

The Commission concludes that in calculating Hillcrest's cost of
capital and cost of debt, the appropriate capital structure to use is
the actual capital structure of Hiilcrest as of September 2015, which
was 19% equity and 81% debt.

Staff in that case recommended a hypothetical capital structure consisting

of 75% long-term debt and 25%.

Given the above, is Staff’'s recommendation of a hypothetical capital
structure in this proceeding reasonable?

No. Staff should have used Indian Hills’ actual capital structure in its analysis.

Is the level of debt proposed in this case already approved by the
Commission?
Yes. The original indebtedness Indian Hills sought was authorized in File No.

WQO-2016-0045.

Hitlcrest Utiiity Operating Company is a sister company to Indian Hills.
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What cost rate for long-term debt is most appropriate for use in a cost of
capitai determination for Indian Hills?

A long-term debt cost rate of 14.00% is reasonable and appropriate and is the
actual cost of long-term debt outstanding for the Company. Staff does not object

to this cost rate.

Is long-term debt available to Indian Hills at a lower cost rate than 14%?
No. As mentioned previously and discussed in Messrs. Cox’ and Thaman's
testimonies, the operations of small water utilities like Indian Hills cannot attract

traditional financing from commercial lenders.

COST OF COMMON EQUITY

Please summarize your recommended common equity cost raie.

My recommended common equity cost rate of 15.20% is summarized on page 2
of Sub-Schedule DWD-1. 1 have assessed the market-based common equity
cost rates of companies of relatively similar, but not necessarily identical, risk to
Indian Hills. Using companies of relatively comparable risk as proxies to derive
a return on common equity is consistent with the principles of fair rate of return
established in the Hope® and Bluefield® cases. No proxy group can be dentical
in risk to any single cémpany, so there must be an evaluation of relative risk
between the company and the proxy group to see if it is appropriate to make

adjustments fo the proxy group’s indicated rate of return.

Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 {(1944).
Biuefield Water Works Improvement Co. v. Public Serv. Comm’'n, 262 U.S. 679 {1922).
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My recommendation results from the application of several cost of
common equity models, specifically the Discounted Cash Flow ("DCF”) model,
the Risk Premium Model ("RPM"), and the Capital Asset Pricing Model (“*CAPM?),
to the market data of a proxy group of eight water companies (“Utility Proxy
Group”) whose selection criteria will be discussed below. In addition, | also
applied the DCF, RPM, and CAPM 1o a proxy group of domestic, non-price
regulated companies comparable in total risk to the Utility Proxy Group (“Non-
Price Regulated Proxy Group”).

The results derived from each are as follows:

Table 2: Summary of Common Equity Cost Rate

Utility Proxy
Group
Discounted Cash Flow Model 8.63%
Risk Premium Model 10.75
Capital Asset Pricing Model 10.21
Cost of Equity Models Applied to
Comparable Risk, Non-Price
Regulated Companies 11.38
Indicated Common Equity
Cost Rate Before Adjustments 10.35%
Financial Risk AdjuStment 2.49
Size Risk Adjustment 2.38
Indicated Common Equity
Cost Rate after Adjustment 15.22%
Recommended Common Equity
Cost Rate after Adjustment 15.20%

After analyzing the indicated common equity cost rates derived by these

models, | conclude that a common equity cost rate of 10.35% for the Company is
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indicated before any Company-specific adjustments. | then adjusted the
indicated common equity cost rate upward by 2.49% and 2.38% to reflect Indian
Hills’ significantly greater financial risk and size risk relative to the Ulility Proxy
Group, respectively which resulied in a financial and size risk adjusied indicated
common equity cost rate of 15.22%. After rounding down to the nearest five
basis points, 15.20% is my recommendation for the Commission to adopt for use

in setting rates for the Company.

GENERAL PRINCIPLES

What general principles have you considered in arriving at your
recommended common equity cost rate of 15.20%?

In unregulated industries, the competition of the marketplace is the principal
determinant of the price of products or services. For regulated public utilities,
regulation must act as a substitute for markeiplace competition. Assuring that
the utility can fulfill its obligations to the public while providing safe and reliable
service at all times requires a level of earnings sufficient to maintain the integrity
of presently invested capital. Sufficient earnings also permit the attraction of
needed new capital at a reasonable cost, for which the utility must compete with
other firms of comparable risk, consisient with the fair rate of return standards
established by the U.S. Supreme Court in the previously cited Hope and Bluefield
cases. Consequently, marketplace data must be relied on in assessing a
common equity cost rate appropriate for ratemaking purposes. Just as the use of
the market data for the proxy group adds reliability to the informed expert

judgment used in arriving at a recommended common equity cost rate, the use of
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multipie generally accepted common equity cost rate models also adds reliability

and accuracy when arriving at a recommended common equity cost rate.

A. Business Risk

Please define business risk and explain why it is important to the
determination of a fair rate of return.
Business risk is the riskiness of a company's common stock without the use of
debt and/or preferred capital. Examples of such general business risks faced by
all utilities {i.e., electric, natural gas distribution, and water) include size, the
quality of management, the regulatory environment in which they operate,
customer mix and concentration of customers, service territory growth, and
capital intensity. All of these have a direct bearing on earnings.

Consistent with the basic financial principle of risk and return, business
risk is important to the determination of a fair rate of return because the higher

the level of risk, the higher the raie of return investors demand.

What business risks does the water industry face in general?

Increasingly stringent standards plus aging infrastructure necessitate additional
capital investment in the distribution and treatmeni of water, exacerbating the
pressure on free cash flows arising from Increased capital expenditures for
infrastructure repair and replacement. The significant amount of capital
investment and, hence, high capital intensity, is a major risk factor for the water

utility industry.
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Value Line Investment Survey (“Value Line") observes the following about

the water utility industry:
In the most recent report card by the American Society of
Civil Engineers (ACSC), the nation’s drinking water and

wastewater infrastructure received grades of D and D+,
respectively.

ok

Even with the higher capital spending, much more work
needs to be done. According to the ACSC report, much of
the one million miles of pipes that carry drinking water
across the country is in dire need of repair as some pipes
are approaching 100 years old.

*k*

Overall, the Water Utility Industry is in decent shape. Every
company is in the process of rebuilding an antiquated
system, which will require fremendous amounts of capital.
Fortunately, regulators are working with the companies to
gradually replace the antiquated infrastructure.’

The water industry also experiences low depreciation rates. Depreciation
rates are one of the principal sources of internal cash flows for all utilities
(through a utility’s depreciation expense), and are vital to a company to fund
ongoing replacements and repairs of the system. Water utilities’ assets have
long lives, and therefore have long capital recovery periods. As such, they face
greater risk due to inflation, which results in a higher replacement cost per doliar
of net plant.

Substantial capital expenditures, as noted by Value Line, will require

significant financing. The three sources of financing typically used are debt,

Value Line Investment Survey, July 14, 2017,

10



10

11

12

13

14

5

16

17

18

19

20

21

22

equity (common and preferred), and cash flow. All three are intricately linked to
the opportunity to earn a sufficient rate of return as well as the ability to achieve
that return. Consistent with Hope and Bluefield, the return must be sufficient to
maintain credit quaiity as well as enable the attraction of necessary new capital,
be it debt or equity capital. If unable to raise debt or equity capital, the utility
must turn to either retained earnings or free cash flow,® both of which are directly
linked to earning a sufficient rate of return. The level of free cash flow represents
a company’s ability to meet the needs of its debt and equity holders. |f either
retained earnings or free cash flow is inadequate, it will be nearly impossible for
the utility to attract the needed new capital to invest in new infrastructure to
ensure quality service to its customers. An insufficient rate of return can be
financially devastating for utilities and a public safety issue for their customers.
The water utility industry’s high degree of capital intensity and low
depreciation rates, coupied with the need for substantial infrastructure capital
spending, require regulatory suppost in the form of adequate and timely rate
relief, particularly a sufficient authorized return on common equity, so that the

industry can successfully meet the challenges it faces.

B. Financial Risk

Please define financial risk and explain why it is important to the
determination of a fair rate of return.
Financial risk is the additional risk creatied by the infroduction of debt and

preferred stock into the capital structure. The higher the proportion of debt and

Free Cash Flow = Operating Cash Flow (funds from operationg) minus Capital Expenditures.

11
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preferred stock in the capital structure, the higher the financial risk (/.. likelihood
of default). Therefore, consistent with the basic financial principle of risk and
return, investors demand a higher common equity return as compensation for

bearing higher default risk.

How does your proposed ratemaking common equity ratio of 22.88% for
Indian Hills compare with the total equity ratios maintained by the
companies in your Utility Proxy Group?

My proposed ratemaking common equity ratio of 22.88% for Indian Hills is
substantially outside of the range of total equity ratios maintained, on average, by
the companies in the Utility Proxy Group on which | base my recommended
common equity cost rate, indicating extraordinary relative risk. As shown on
page 2 of Sub-Schedule DWD-2, the common equity ratios of the Utility Proxy
Group range from 45.17% to 60.60%, with a midpoint of 52.89% and an average
of 53.75% in 2016.

Can bond and credit ratings be a proxy for the combined business and
financial risks (i.e., investment risk of an enterprise)?

Yes, similar bond ratings/issuer credit ratings refiect, and are representative of,
similar combined business and financial risks (i.e., total risk) faced by bond
investors.® Although specific business or financial risks may differ between
companies, the same bond/credit rating indicates that the combined risks are

roughly similar, albeit not necessarily equal, as the purpose of the bond/credit

Risk distinctions within S&P’s bond rating calegories are recognized by a plus or minus, i.e.,
within the A category, an S&P rating can be at A+, A, or A-, Similarly, risk distinctions for Moody's
ratings are distinguished by numerical rating gradations, i.e., within the A category, a Moody's
rating can be A1, A2 and A3.

12
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rating process is to assess credit quality or credit risk and not common equity

risk.

Do rating agencies reflect company size in their bond ratings?
No. Neither S&P nor Moody's have minimum company size requirements for any
given rating level. This means, all else equal, a relative size analysis needs to be

conducted for companies with similar bond ratings.

[INDIAN HILLS UTILITY OPERATING COMPANY, INC.

Please describe Indian Hills’ operations.

The original Indian Hills drinking water system was constructed approximately
fifty years ago. Indian Hilis currently serves approximately 700 water customers
in and immediately surrounding indian Hills subdivision, a residential/recreational
lake development near Cuba, Missouri in Crawford County. Indian Hills was
recently purchased by Indian Hills Utility Operating Company, Inc. on March 31,

2016. Indian Hills is not publicly-traded.

What condition was the Indian Hills’ system in when it was acquired last
year?

As explained further in detail in Mr, Cox’ testimony, the original system was in a
state of significant disrepair that centered around six major enforcement issues
or schedules of compliance associated with the system’s existing operation
before Indian Hills bought the water assets. Additionally, the water system was
found to be out of compliance by the Missouri Depariment of Natural Resources

("MDNR") on twenty-seven different measures.

13
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After acquisition of Indian Hills, have significant improvements been made

to the water system?

Yes.

As explained in greater detail by Mr. Cox, approximately $1.8 million of

improvements were made to the system from the time of acquisition to February

2017.

PROXY GROUP SELECTION

Piease explain how you chose your proxy group of eight water companies.

The basis of selection for the Utility Proxy Group was to select those companies

which meet the following criteria:

(iv)

(vi)

(Vi)

They are included in the Water Utility Group of Value Line's Standard
Edition (July 14, 2017);

They have 70% or greater of 2016 total operating income and 70% or
greater of 2016 total assets attributable o regulated water operations;

At the time of the preparation of this testimony, they had not publicly
announced that they were involved in any major merger or acquisition
activity {(/.e., one publicly-traded utility merging with or acquiring another);
They have not cut or omitted their common dividends during the five years
ending 2016 or through the time of the preparation of this testimony;

They have Value Line and Bloomberg adju.sted betas;

They have a positive Value Line five-year dividends per share (DPS)
growth rate projection; and

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

year earnings per share (EPS) growth rate projections.

14
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IX.

The following eight companies met these criteria: American States Water
Co., American Water Works Co., inc.,, Aqua America, Inc., California Water
Service Corp., Connecticut Water Service, Inc., Middlesex Water Co., SJW

Corp., and York Water Co.

Please describe Sub-Schedule DWD-2, page 1.

Page 1 of Sub-Schedule DWD-2 contains comparative capitalization and
financial statistics for the eight water companies identified above for the years
2012 to 2016.

During the five-year period ending 2016, the historically achieved average
earnings rate on book common equity for the group averaged 10.56%. The
average common equity ratio based on total permanent capital (excluding short-
term debt) was 53.13%, and the average dividend payout ratio was 56.73%.

Total debt to earnings before interest, taxes, depreciation, and
amortization ("EBITDA”) for the years 2012 to 2016 ranges between 3.40 and
3.83, with an average of 3.63. Funds from operations to total debt range from

20.86% 1o 25.95%, with an average of 23.18%.

COMMON EQUITY COST RATE MODELS

Are ybtir Gost of common equity models market-based models?

Yes. The DCF model is market-based because market prices are used in
developing the dividend yield component of the model. The RPM is market-
based because the bond ratings and expected bond vyields used in the
application of the RPM reflect the market's assessment of bond/credit risk. In

addition, the use of beta coefficients () to determine the equity risk premium

15
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reflects the market’'s assessment of market/systematic risk since beta coefficients
are derived from regression analyses of market prices. The Predictive Risk
Premium Model ("“PRPM” uses monthly market returns in addition to
expeciations of ihe risk-free rate. The CAPM is market-based for many of the
same reasons that the RPM is market-based (i.e., the use of expected bond
yields and betas). Selection of the comparable risk non-price regulated
companies is market-based because it is based on statistics which result from

regression analyses of market prices and reflect the market’s assessment of total

risk.

A. Discounted Cash Flow Model

What is the theoretical basis of the DCF model?

The theory underlying the DCF model is that the present value of an expected
future stream of net cash flows during the investment holding period can be
determined by discounting those cash flows at the cost of capital, or the
investors’ capitalization rate. DCF theory indicates that an investor buys a stock
for an expected total return rate which is derived from cash flows received in the
form of dividends plus appreciation in market price (the expected growth rate).
Mathematically, the dividend yield on market price plus a growth rate equals the

capitalization rate, i.e., the total common equity return rate expected by investors.

Which version of the DCF model do you use?

I use the single-stage constant growth DCF model.

16
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Please describe the dividend yield you used in your application of the DCF
model.

The unadjusted dividend yields are based on the proxy companies’ dividends as
of August 31, 2017, divided by the average of closing market prices for the 60

trading days ending August 31, 2017."°

Please explain your adjustment to the dividend yield.

Because dividends are paid periodically (quarterly), as opposed to continuously
(daily), an adjustment must be made to the dividend yield. This is often referred
to as the discrete, or the Gordon Periodic, version of the DCF model.

DCF theory calls for the use of the full growth rate, or Dy, in calculating the
dividend yield component of the model. Since the various companies in the
Utility Proxy Group increase their quarterly dividend at various times during the
year, a reasonable assumption is to reflect one-half the annual dividend growth
rate in the dividend vyield component, or Dy, Because the dividend should be
representative of the next twelve-month period, my adjustment is a conservative
approach that does not overstate the dividend yield. Therefore, the actual
average dividend yields in Column 1 on page 1 of Sub-Schedule DWD-3 have
been adjusted upward to reflect one-half the average projecied growth rate

shown in Column 6,

10

See Sub-Schedule DWD-3, page 1, column 1.

17
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Please explain the basis of the growth rates you apply to the Utility Proxy
Group in your DCF model.

Investors with more limited resources than institutional investors are likely to rely
on widely available financial information services, such as Value Line, Reuters,
Zacks, and Yahoo! Finance. Investors realize that analysts have significant
insight into the dynamics of the industries and individual companies they analyze,
as well as companies’ abilities to effectively manage the effects of changing laws
and regulations and ever-changing economic and market conditions. For these
reasons, | use analysts' five-year forecasts of earnings per share (“EPS”) growth
in my DCF analysis.

Over the long run, there can be no growth in dividends per share ("DPS”)
without growth in EPS. Security analysts’ earnings expectations have a more
significant influence on market prices than dividend expectations. Thus, the use
of earnings growth rates in a DCF analysis provides a better matching between
investors’ market price appreciation expectations and the growth rate component

of the DCF.

Please summarize the DCF model results.

As shown on page 1 of Sub-Schedule DWD-3, the mean result of the application
of the singie-stage DCF model is 8.77%, the median result is 8.48%, and the
average of the two is 8.63% for the Utility Proxy Group. In arriving at a
conclusion for the DCF-indicated common equity cost rate for the Utility Proxy

Group, | have relied on an average of the mean and the median results of the

18
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DCF. This approach takes into consideration all of the proxy companies’ results

while mitigating the high and low outliers of those individual resuits.

B. The Risk Premium Model

Please describe the theoretical basis of the RPM.

The RPM is based on the fundamental financial principle of risk and return,
namely, that investors require greater returns for bearing greater risk. The RPM
recognizes that common equity capital has greater investment risk than debt
capital, as common equity shareholders are behind debt holders in any claim on
a company’s assets and earnings. As a result, investors require higher returns
from common stocks than from investment in bonds, to compensate them for
bearing the additional risk.

While it is possible to directly observe bond returns and yields, investors’
required common equity return cannot be directly determined or observed.
According to RPM theory, one can estimate a common equity risk premium over
bonds (either historically or prospectively), and use that premium to derive a cost
rate of common equity. The cost of common equity eguals the expected cost
raie for long-term debt capital plus a risk premium over that cost rate to
compensate common shareholders for the added risk of being unsecured and
last-in-line for any claim on the corporation’s assets and earnings in the event of

a liquidation.

19
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Piease explain how you derived your indicated cost of common equity
based on the RPM.

| relied on the results of the application of fwo risk premium methods. The first
method is the PRPM, while the second method is a risk premium model using a

total market approach.

Please explain the PRPM.

The PRPM, published in the Journal of Regulatory Economics (“JRE’).'" was
developed from the work of Robert F. Engle, who shared the Nobel Prize in
Economics in 2003 “for methods of analyzing economic time series with time-
varying volatility (“ARCH")"."? Engle found that volatility changes over time and is
related from one period to the next, especially in financial markets. Engle
discovered that the volatility in prices and returns clusters over time and is
therefore highly predictable and can be used to predict future levels of risk and
risk premiums.

The PRPM estimates the risk / return relationship direcily, as the predicted
equity risk premium is generated by the prediction of volatility or risk. The PRPM
is not based on an estimate of investor behavior, but rather on the evaluation of
the results of that behavior (/.e., the variance of historical equity risk premiums).

The inputs to the model are the historical returns on the common shares

of each company in the Utility Proxy Group minus the historical monthly yield on

Autoregressive conditional heleroscedasticily. See “A New Approach for Estimating the Equity
Risk Premium for Public Utilities”, Pauline M. Ahern, Frank J. Hanley and Richard A. Michelfelder,
Ph.D. The Journal of Regulatory Economics (December 2011), 40:261-278,

www.nobelprize.org.
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long-term U.S. Treasury securities through August 2017. Using a generalized
form of ARCH, known as GARCH, | calcuiate each Utility Proxy Group
company's projected equity risk premium using Eviews® statistical software.
When the GARCH Model is applied to the historical return data, it produces a
predicted GARCH variance series' and a GARCH coefficient'®. Multiplying the
predicted monthly variance by the GARCH coefficient and annualizing it *°
produces the predicted annual equity risk premium. | then add the forecasted
30-year U.S. Treasury Bond yield, 3.56%'°, to each company's PRPM-derived

equity risk premium to arrive at an indicated cost of common equity. The 30-

year Treasury yield is a consensus forecast derived from the Blue Chip Financial

Forecasts {“Blue Chip”)'’. The mean PRPM indicated common equity cost rate

for the Ultility Proxy Group is 12.06%, the median is 11.55%, and the average of
the two is 11.81%. Consistent with my reliance on the average of the median
and mean resuits of the DCF, | will rely on the average of the mean and median
results of the Utility Proxy Group PRPM to calculate a cost of common equiity rate

of 11.81%.

Piease explain the total market approach RPM.
The total market approach RPM adds a prospective public utility bond yield to an

average of 1) an equity risk premium that is derived from a beta-adjusted total

Nustrated on Columns 1 and 2 of page 2 of Sub-Schedule DWD-4.

lustrated on Column 4 of page 2 of Sub-Schedule DWD-4.

Annualized Return = (1+Monthly Return)*12 - 1

See column 6 of page 2 of Sub-Schedule DWD-4.

Biue Chip Financial Forecasts, June 1, 2017 at p. 14 and September 1, 2017, at p. 2.
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market equity risk premium, and 2) an equity risk premium based on the S&P

Utilities Index.

Please explain the basis of the expected bond yield of 4.89% applicable to
the Utility Proxy Group.
The first step in the total market approach RPM analysis is to determine the
expected bond vield. Because both ratemaking and the cost of capital (including
common equity cost rate) are prospective in nature, a prospective yield on
similarly-rated long-term debt is essential. | rely on a consensus forecast of
about 50 economists of the expected yield on Aaa-rated corporate bonds for the
six calendar quarters ending with the fourth calendar quarter of 2018 and the
long-term projections for 2019 to 2023 and 2024 to 2028 from Blue Chip. As
shown on Line No. 1 of page 3 of Sub-Schedule DWD-4, the average expected
yield on Moody’s Aaa-rated corporate bonds is 4.57%. In order o derive an
expected yield on A2 rated-public utility bonds, | make an upward adjustment of
0.26%, which represents a recent spread between Aaa corporate bonds and A2-
rated public utility bonds, in order to adjust the expected Aaa corporate bond
yield to an equivalent Moody’s A2-rated public utility bond.' Adding that recent
0.26% spread to the expected Aaa corporate bond yield of 4.57% resuits in an
expected A2 public utility bond of 4.83%.

Since the Utility Proxy Group’s average Moody's long-term issuer rating is
A2/A3, another adjustment to the expected A2 public utility bond yield is needed

to reflect the difference in bond ratings. An upward adjustment of 0.06%, which

As shown on Line Ne. 2 and explained in note 2 of page 3 of Sub-Schedule DWD-4,
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represents one-sixth of a recent spread beiween A2 and A3 public utility bond
yields, is necessary to make the A2 prospective bond yield applicable to an
A2/A3 public utility bond.'® Adding the 0.06% to the 4.83% prospective A2 public
utility bond yield results in a 4.89% expected bond yield for the Utility Proxy

Group.

Please explain the derivation of the beta-derived equity risk premium.

The components of the beta derived risk premium model are 1) an expected
market equity risk premium over corporate bonds and 2) the beta coefficient.
The derivation of the beta-derived equity risk premium that | apply to the Utility
Proxy Group is shown on lines 1 through 11 of page 8 of Sub-Schedule DWD-4.
The total beta-derived equity risk premium 1 apply is based on an average of: 1)
Historical data-based equity risk premiums; 2} Value Line-based equity risk
premiums; and 3) Bloomberg-based equity risk premium. Each of these is

described in turn.

How did you derive a market equity risk premium based on long-term
historical data?

To derive a historical market equity risk premium, | used the most recent hoiding

Iperiod returns for the iarge”c'ompany:'commbn stocks from the 2017 Stocks,

Bonds, Bills, and Inflation (“SBBI”)} Yearbook (“SBBI — 2017")* less the average

historical yield on Moody's Aaa/Aa-rated corporate bonds for the period 1928 to

2016. The use of holding period returns over a very long period of time is

19

20

As shown on Line No. 4 and explained in note 3 on page 3 of Sub-Schedule DWD-4.
SBBI Appendix A Tables: Morningstar Stocks, Bonds, Bills, & inflation 1926-2016.
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appropriate because it is consistent with the long-term invesiment horizon
presumed by investing in a going concern, i.e., a company expected to operate in
perpetuity.

SBBl's long-term arithmetic mean monthly total return rate on large
company common stocks was 11.69% and the long-term arithmetic mean
monthly yield on Moody’s Aaa/Aa-rated corporate bonds was 6.13%.2' As shown
on line 1 of page 8 of Sub-Schedule DWD-4, subtracting the mean monthly bond
yield from the total return on large company stocks results in a long-term
historical equity risk premium of 5.56%.

I used the arithmetic mean monthly total return rates for the large
company stocks and yields (income returns) for the Moody's Aaa/Aa corporate
bonds, because they are appropriate for the purpose of estimating the cost of
capital as noted in SBB] - 2017.2 The use of the arithmetic mean return rates
and yields is appropriate because historical total returns and equity risk
premiums provide insight into the variance and standard deviation of returns
needed by investors in estimating fuiure risk when making a current investment.
if investors relied on the geometric mean of historical equity risk premiums, they
would have no insight info the potential variance of future returns because the
géor.nét.ric fﬁean i'élétes the changé.over m.any periéds to a constant rate of
change, thereby obviating the year-to-year fluctuations, or variance, which is

critical to risk analysis.

21

22

As explained in note 1 on page 8 of Sub-Schedule DWD-4.
SBBI-2017, at 10-22.
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Please explain the derivation of a PRPM equity risk premium.

| used the same PRPM approach described previously to develop another equity
risk premium estimate. The inputs to the model are the historical monthly returns
on large company common stocks minus the monthly yields on Aaa/Aa corporate
bonds during the period from January 1928 through August 2017.2% Using the
previously discussed generalized form of ARCH, known as GARCH, the
projected equity risk premium is determined using Eviews® statistical software.

The resulting PRPM predicted market equity risk premium is 5.96%.

Please explain the derivation of the regression-based market equity risk
premium.

To derive the regression analysis-derived market equity risk premium of 7.41%,
shown on line 2 of page 8 of Sub-Schedule DWD-4, | used the same monthly
annualized total returns on large company common stocks relative to the monthly
annualized yields on Moody’s Aaa/Aa corporate bonds as mentioned above. The
relationship between interest rates and the market equity risk premium was
modeled using the observed monthly market equity risk premium as the
dependent variable, and the monthly yield on Moody’s Aaa/Aa corporate bonds
as the independent variable. | used a linear Ordinary Least Squares (“OLS")
regression, in which the market equity risk premium is expressed as a function of
the Moody’s Aaa/Aa corporate bonds yield:

RP =a+ B (RAaajAa)

23

24

Data from January 1926-December 2016 is from SBBI — 2017. Data from January — August 2017
is from Bloomberg Professional Services.

Shown on Line No. 3 on page 8 of Sub-Schedule DWD-4.
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The average historical data-based equity risk premium is 6.31%, which is

shown on line 4 of page 8 of Sub-Schedule DWD-4.

Please explain the derivation of a projected equity risk premium based on
Value Line data for your RPM analysis.
Because both ratemaking and the cost of capital, including the cost rate of
common equity, are prospective, a prospective market equity risk premium is
essential. The derivation of the forecasted or prospective market equity risk
premium can be found in note 4 on page 8 of Sub-Schedule DWD-4. Consistent
with my calculation of the dividend yield component in my DCF analysis, this
prospective market equity risk premium is derived from an average of the three-
to five-year median market ptice appreciation potential by Value Line for the
thirteen weeks ending September 1, 2017, plus an average of the median
estimated dividend yield for the common stocks of the 1,700 firms covered in
Value Line's Standard Edition.”®

The average median expected price appreciation is 34%, which translates
to a 7.59% annual appreciation, and, when added to the average of Value Line's
median expected dividend yields of 2.05%, equates {0 a forecasted annual {otal
return rate on the market of 9.64%. The forecasted Aaa bond vyield of 4.57% is
deducted from the total market return of 9.64%, resulting in an equity risk

premium of 5.07%, shown on page 8, line 5 of Sub-Schedule DWD-4.

25

As explained in detail in page 2, note 1 of Sub-Schedule DWD-5.
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Please explain the derivation of an equity risk premium based on the S&P
500 companies.
Using data from Value Line, | calculate an expected fotal return on the S&P 500
using ekpected dividend yields and Iong-térm growth estimates as a proxy for
capital appreciation. The expecied total feturn for the S&P 500 is 14.13%.
Subtracting the prospective yield on Aaa Corporate bonds of 4.57% results in an
9.56% projected equity risk premium.

The average Value Line-based Equity risk premium is 7.32%, which is

shown on Line No. 7 on page 8 of Sub-Schedule DWD-4.

Please explain the derivation of an equity risk premium based on
Bloomberg data.

Using data from Bloomberg Professional Services, | calculate an expected total
return on the S&P 500 using expected dividend vields and long-term growth
estimates as a proxy for capital appreciation, identical to the method described
above. The expecied total return for the S&P 500 is 13.65%. Subtracting the
prospective yieid on Aaa Corporate bonds of 4.57% results in an 9.08%

projected equity risk premium.

What is your conclusion of a beta-derived equity risk premium for use in
your RPM analysis?
| give equal weight to equity risk premiums based on each source, historical,

Value Line, and Bloomberg in arriving at my conclusion of 7.57%.%°

26

7.57% = (6.31% + 7.32% + 8.08%)/3. See Line No. 9 on page 8 of Sub-Schedule DWD-4,
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After calculating the average market equity risk premium of 7.57%, 1 adjust
it by beta to account for the risk of the Utility Proxy Group. As discussed below,
the beta coefficient is a meaningful measure of prospective relative risk to the
market as a whole and is a logical means by which to allocate a company’s or
proxy group's share of the market's total equity risk premium relative to corporate
bond yields. As shown on page 1 of Sub-Schedule DWD-5, the average of the
mean and median beta coefficient for the Utility Proxy Group is 0.74. Multiplying
the beta coefficient of the Utility Proxy Group of 0.74 by the market equity risk
premium of 7.57% resulis in a beta-adjusted equity risk premium of 5.60% for the

Utility Proxy Group.

How did you derive the equity risk premium based on the S&P Utility Index
and Moody’s A-rated public utility bonds?

| estimate three equity risk premiums based S&P Utility Index holding returns,
and two equity risk premiums based on the expected returns of the S&P Ultilities
Index, using Value Line and Bloomberg data, respectively. Turning first to the
S&P Ulility Index holding period returns, | derive a long-term monthly arithmetic
mean equity risk premium between the S&P Utility Index total returns of 10.57%
and monthly A-rated public utility bond yields of 6.61% from 1928 to 2016 to
arrive at an equity risk premium of 3.96%.%" | then apply the PRPM using the
historical monthly equity risk premiums from January 1928 to August 2017 to
arrive at a PRPM-derived equity risk premium of 4.03% for the S&P Utility Index.

The final S&P Ultility Index holding period equity risk premium uses the same

27

As shown on Line Ne. 1 on page 12 of Sub-Schedule DWD-4.
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historical data stated above to derive an equity risk premium of 5.62% based on
a regression of the monthly equity risk premiums. The average of the three S&P

Utilities Index holding return equity risk premiums is 4.53%.

| then derive expected total returns on the S&P Utilities Index of 8.98%
and 8.10% using data from Value Line and Bloomberg Professional Services,
respectively, and subiract the prospective A2-raied public utility bond vyield
(4.83%%), which results in risk premiums of 4.15% and 3.27%, respectively. As
with the market equity risk premiums, | average the risk premium based on each
source (i.e., Historical, Value Line, and Bloomberg) to arrive at my utility-specific

equity risk premium of 3.98%.%°

What is your conclusion of an equity risk premium for use in your total
market approach RPM analysis?

The equity risk premium | apply to the Utility Proxy Group is 4.79%, which is the
average of the beta-derived and the S&P utility equity risk premiums of 5.60%

and 3.98%, respsctively.®

What is the indicated RPM common equity cost rate based on the total
market approach?

As shown on Line No. 7 on Sub-Schedule DWD-4, page 3, | calculate a common
equity cost rate of 3.68% for the Utility Proxy Group based on the total market

approach of the RPM.

28

29

30

Derived on Line No. 3 of page 3 of Sub-Schedule DWD-4.
3.98% = (4.53% + 4.15% + 3.27%)/3.
As shown on page 7 of Sub-Schedule DWD-4.
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What are the results of your application of the PRPM and the total market
approach RPM?

As shown on page 1 of Sub-Schedule DWD-4, the indicated RPM-derived
common equity cost rate is 10.75%, which gives equal weight to the PRPM

(11.81%} and the adjusted market approach resulis (9.68%).

C. The Capital Asset Pricing Model

Please explain the theoretical basis of the CAPM.

CAPM theory defines risk as the co-variability of a security’s returns with the
market's returns as measured by the beta coefficient (B). A beta coefficient less
than 1.0 indicates lower variability than the market as a whole, while a beta
coefficient greater than 1.0 indicates greater variability than the market.

The CAPM assumes that all other risk (i.e., all non-market or unsystematic
risk) can be eliminated through diversification. The risk that cannot be eliminated
through diversification is called market, or systematic, risk. In addition, the
CAPM presumes that investors require compensation only for systematic risk
which is the result of macroeconomic and other events that affect the returns on
all assets. The model is applied by adding a risk-free rate of return to a market
risk premium, which is adjusted proportionately to reflect the systematic risk of
the individual security relative to the total market as measured by the beta

coefficient. The traditional CAPM model is expressed as:

Rs = Ri + B(Rm - Ry)
Where: Rs = Return rate on the common stock
Ry = Risk-free rate of return
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Rm Return rate on the market as a whole

Adjusted beta coefficient (volatility of the
security relative to the market as a whole)

ko]
1l

Numerous tests of the CAPM have measured the extent to which security
returns and beta coefficients are related as predicted by the CAPM, confirming its
validity. The empirical CAPM ("ECAPM”) reflects the reality that while the resulis
of these tests support the notion that the beta coefficient is related to security
returns, the empirical Security Market Line ("SML”) described by the CAPM
formula is not as steeply sloped as the predicted SML.*' In view of theory and
practical research, 1 have applied both the traditional CAPM and the ECAPM to

the companies in the Utility Proxy Group and averaged the results.

What beta coefficients did you use in your CAPM analysis?

With respect to the beta coefficient, | considered two methods of calculation: the
average of the Beta coefficients of the Utility Proxy Group companies reported by
Bloomberg Professional Services, and the average of the Beta coefficients of the
Utility Proxy Group companies as reported by Value Line. While both of those
services adjust their calculated (or “raw”) Beta coefficients to reflect the tendency
of the Beta coefficient to regress to the market mean of 1.00, Value Line
calculates the Beta coeffici.ént over a ﬁve-year pericd, while Bloomberg's

calculation is based on two years of data.

31

Roger A. Morin, New Regulatory Finance (Public Utility Reports, Inc., 20086), at p. 175.
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Please describe your selection of a risk-free rate of return.

As shown in column 5 on page 1 of Sub-Schedule DWD-5, the risk-free rate
adopted for both applications of the CAPM is 3.56%. This risk-free rate of 3.56%
is based on the average of the Blue Chip consensus forecast of the expected
yields on 30-year U.S. Treasury bonds for the six quarters ending with the fourth
calendar quarier of 2018 and long-term projections for the years 2019 io 2023

and 2024 to 2028.

Why is the yield on long-term U.S. Treasury Bonds appropriate for use as
the risk-free rate?

The yield on long-term U.S. Treasury Bonds is almost risk-free and its term is
consistent with the long-term cost of capital to public utilities measured by the
yields on A-rated public utility bonds; the long-term investment horizon inherent
in utilities’ common stocks; and the long-term life of the jurisdictional rate base to
which the allowed fair rate of return (i.e., cost of capital) will be applied. In
contrast, short-term U.S. Treasury yields are more volatile and largely a function

of Federal Reserve monetary policy.

Please explain the estimation of the expected risk premium for the market
used in yvour CAPM analyses.

The basis of the market risk premium is explained in detail in Note 1 on Sub-
Schedule DWD-5. As discussed previously, the market risk premium is derived
from an average of:

1) Historical data-based market risk premiums;

2) Value Line data-based market risk premiums;
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3) Bloomberg data-based market risk premium;

The long-term income return on U.S. Government Securities of 5.17% was
deducted from the SBBI-2017 monthly historical total market return of 11.97%,
which resuits in an historical market equity risk premium of 6.80%.% The PRPM
market equity risk premium is 6.75%, and is derived using the PRPM relative to
the yields on long-term U.S. Treasury securities from January 1926 through
August 2017. | applied a linear OLS regression to the monthly annualized
historical returns on the S&P 500 relative to historical yields on long-term U.S.
Government Securities from SBBI-2017. That regression analysis yielded a
market equity risk premium of 8.62%. The average of the historical data-based
market risk premiums is 7.39%.%

The Value Line-derived forecasted iotal market equity risk premium is
derived by deducting the forecasted risk-free rate of 3.56%, discussed above,
from the Value Line projected total annual market return of 9.64%, resulting in a
forecasted total market equity risk premium of 6.08%. The S&P 500 projected
market equity risk premium using Value Line data is derived by subtracting the
projected risk-free rate of 3.56% from the projected total return of the S&P 500 of
14.13%. The resulting market equity risk premium is 10.57%. The average
Value Line market risk premium is 8.33%.>

The S&P 500 projected market equity risk premium using Bloomberg data

is derived by subtracting the projected risk-free rate of 3.56% from the projected

32

33

SBBI - 2016, at pp. 3-5 and 21-23.
7.39% = (6.80% + 8.62% + 6.75%)/3.
8.33% = (6.08% + 10.57%)/2.

33



10

11

12
13

14

15

16

17

18

20

21

total return of the S&P 500 of 13.65%. The resulting market equity risk premium
is 10.09%.
These three sources ({historical, Value Line, and Bloomberg), when

averaged, result in an average total market equity risk premium of 8.60%.%

What are the results of your application of the traditional and empirical
CAPM to the Utility Proxy Group?

As shown on page 1 of Sub-Schedule DWD-5, the mean result of my
CAPM/ECAPM analyses is 10.21%, the median is 10.21%, and the average of
the two is 10.21%. Consistent with my reliance on the average of mean and
median DCF results discussed above, the indicated common equity cost rate

using the CAPM/ECAPM is 10.21%.

D. Common Equity Cost Rates for a Proxy Group of Domestic, Non-
Price Regulated Companies Based on the DCF, RPM, and CAPM

Why do you also consider a proxy group of domestic, non-price regulated
companies?

In the Hope and Bluefield cases, the U.S. Supreme Court did not specify that
comparable risk companies had to be uiiliies. Since the purpose of rate
regulation is to be a substitute for the competition of the marketplace, non-price
regulated firms operating in the competitive marketplace make an excellent proxy
if they are comparable in total risk to the Utility Proxy Group being used to

estimate the cost of common equity. The selection of such domestic, non-price-

35

8.60% = (7.39% + 8.33% + 10.09%)/3.
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regulated competitive firms theoretically and empirically results in a proxy group

which is comparable in total risk to the Utility Proxy Group.

How did you select unregulated companies that are comparable in total risk
to the regulated public Utility Proxy Group?
In order to select a proxy group of domestic, non-price regulated companies
similar in total risk to the Utility Proxy Group, | rely on the beta coefficients and
related statistics derived from Value Line regression analyses of weekly market
prices over the most recent 260 weeks (i.e., five years). Using these selection
criteria resulis in a proxy group of seventeen domestic, non-price regulated firms
comparable in total risk to the Utility Proxy Group. Total risk is the sum of non-
diversifiable market risk and diversifiable company-specific risks. The criteria
used in the selection of the domaestic, non-price regulated firms were:
1) They must be covered by Value Line Investment Survey (Standard
Edition);
2) They must be domestic, non-price reguiated companies, /.e., non-utilities;
3) Their beta coefficients must lie within plus or minus two standard
deviations of the average unadjusted beta of the Utility Proxy Group; and
4) The residual standard errors of the Value Line regressions which gave rise
to the unadjusted beta coefficients must lie within plus or minus two
standard deviations of the average residual standard error of the Utility
Proxy Group.
Beta coefficients are a measure of market, or systematic, risk, which is not

diversifiable. The residual standard errors of the regressions were used to
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measure each firm’s company-specific, diversifiable risk. Companies that have
similar betas and similar residual standard errors resulting from the same

regression analyses have similar tolal investment risk.

Have you prepared a Sub-Schedule which shows the data from which you
selected the seventeen domestic, non-price regulated companies that are
comparable in total risk to the Utility Proxy Group?

Yes, the basis of my selection and both proxy groups’ regression statistics are

shown in Sub-Schedule DWD-8.

Did you calculate common equity cost rales using the DCF, RPM, and
CAPM for the Non-Price Regulated Proxy Group?

Yes. Because the DCF, RPM, and CAPM have been applied in an identical
manner as described above, | will not repeat the details of the rationale and
application of each model. An exception is that, in the application of the RPM, |
did not use public utility-specific equity risk premiums, nor have | applied the
PRPM to the individual companies.

Page 2 of Sub-Schedule DWD-7 contains the derivation of the DCF cost
rates. As shown, the indicated common equity cost rate using the DCF for the
Non-Price Regulated Proxy Group comparable in total risk to the Ultility Proxy
Group, is 12.73%.

Pages 3 through 5 contain the data and calculations that support the
11.18% RPM cost rate. As shown on Line No. 1 of page 3 of Sub-Schedule
DWD-7, the consensus prospective yield on Moody's Baa rated corporate bonds

for the six quarters ending in the fourth quarter of 2018 and for the years 2019 to
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2023 and 2024 to 2028 is 5.33%.% Since the Non-Price Regulated Proxy Group
has an average Moody's long-term issuer rating of A2/A3, a downward
adjustment of 0.36% to the projected Baa corporate bond yield is necessary to
reflect the difference in ratings® which results in a projected A2/A3 corporate
bond yield of 4.97%.

When the beta-adjusted risk premium of 6.21%°® relative to the Non-Price
Regulated Proxy Group is added to the prospective A2/A3 rated corporate bond
yield of 4.97%, the indicated RPM cost rate is 11.18%.

Page 6 contains the inputs and calculations that support my indicated

CAPM/ECAPM cost rate of 10.79%.

How is the cost rate of common equity based on the Non-Price Regulated
Proxy Group comparable in total risk to the Utility Proxy Group?

As shown on page 1 of Sub-Schedule DWD-7, the results of the DCF, RPM, and
CAPM applied to the Non-Price Regulated Proxy Group comparable in total risk
to the Utility Proxy Group are 12.73%, 11.18%, and 10.79%, respectively. The
average of the mean and median of these models is 11.38%, which | use as the

indicated common equity cost rate for the Non-Price Regulated Proxy Group.

Blue Chip Financial Forecasts, September 1, 2017, at p. 2 and June 1, 2017, at p. 14.
As demonstrated in line 2 and described in note 2 of page 3 of Sub-Schedule DWD-7.
Derived on page 5 of Sub-Schedule DWD-7.
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CONCLUSION OF COMMON EQUITY COST RATE BEFORE ADJUSTMENT

What is the indicated common equity cost rate before adjustment?

Based on the results of the application of multiple cost of common equity models
to the Utility Proxy Group and the Non-Price Regulated Proxy Group, the
indicated cost of equity before adjustments is 10.35%. 1| use multiple cost of
common equity models as primary fools in arriving at my recommended common
equity cost rate, because no single model is so inherently precise that it can be
relied on solely to the exclusion of other theoretically sound models. The use of
muitiple models adds reliability fo the estimation of the common equity cost rate,
and the prudence of using multiple cost of common equity models is supported in
both the financial literature and regulatory precedent.

Based on these common equity cost rate results, | conclude that a
common equity cost rate of 10.35% is reasonable and appropriate for the
Company before any adjustment is made for relative risk between the Company
and the Ultility Proxy Group. The 10.35% indicated ROE is the approximate
average of the mean and median results produced by my application of the

models as explained above.

ADJUSTMENT TO THE COMMON EQUITY COST RATE

A. Financial Risk Adjustment

Does Indian Hills have increased financial risk relative to the Utility Proxy
Group?
Yes. The Company has significanily greater financial risk than the average

company in the Utility Proxy Group because of its highly leveraged debt ratio
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compared with the Utility Proxy Group. When Indian Hills was purchased in
March 2016, their net book value was $43,966.%° As mentioned above and
detailed by Mr. Cox in his direct testimony, the Company spent approximately
$1.8 million in rate base investments in the eleven months subsequent to the
acquisition to get the Company back into regulatory compliance. Because of
this, the Indian Hills’ rate base is almost entirely comprised of the current capital
expenditures in the past eleven months. Additionally, of that $1.8 million capital
spend, $1.45 million was financed with debt capital, which indicates a debt ratio
of approximately 80%. This indicated debt ratio is more highly leveraged than
that of the average Utility Proxy Group company, which is 46.13% in fiscal
2016.%

How does one measure the relationship between leverage and risk?

| relied on the Modigliani / Miller leverage adjustment to measure the relationship
between leverage and financial risk. Franco Modigliani and Merton Miller®’

demonstrated that the cost of common equity may be expressed as:

ke, =K,y +k =k, )A=-T)D/ E) Equation [1]

where

keu = Cost of common equity for an unlevered firm

39

40

41

Staff determined value at the time of acquisition.

As shown on Sub-Schedule DWD-2.

F. Modigliani and M. Miller, “The Cost of Capital, Corporation Finance, and the Theory of Investment®, The
American Economic Review 48 No. 3, June 1958,261-287; F. Modigliani and M. Milter, “Corporate Income
Taxes and the Cost of Capital: A Correction”, The American Economic Review 53 No. 3, June 1963, at 433-
443,
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KeL = Cost of common equity for a levered firm

Kg = Cost of debt (interest rate)
D = Level of debt

E = Level of equity

T = Income {ax rate

Equation [1] expresses the cost of common equity for a levered firm as the
cost of common equity for an unlevered firm, which reflects business risk only,
plus a premium for financial risk. Financial risk, or leverage, has an effect on the
cost of capital, including the cost of common equity: the greater the degree of
financial leverage, the greater the concentration of business risk on common
shareholders, increasing their required return to compensate them for bearing
that risk. Indications of the magnitude of the effect upon common equity cost
rate due to financial leverage is given by the Modigliani/Miller ("M&M”) method as

shown on page 1 of Sub-Schedule DWD-8.

The M&M method holds the pretax WACC constant regardless of capital
structure. As shown and explained on page 1 of Sub-Schedule DWD-8, applying
the M&M method resulis in an indicated effect upon common equity cost rate is
2.49% relative to the common equity cost rate based on the Company’s actual
capital structure. In other words, applying the indicated common equity cost rate
of 10.35% (which reflects the financial risk of the average Uiility Proxy Group
company capital structure), results in a pretax WACC of 15.62%" as shown in

the top half of page 1 of Sub-Schedule DWD-8. Applying that 15.62% WACC to

42

This WACG includes the implied 14.00% Indian Hills long-term debt cost rate.
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Indian Hills’ actual capital structure, which contains greater financial risk than the
average proxy group company, results in a common equity cost rate of 12.84%
which properly reflects the increased financial risk of the Company's capital
structure as shown in the lower half of page 1. The indicated effect on common
equity cost rate is the difference between the 10.35% and 12.84% common

equity cost rates, 2.49%.%

B. Business Risk Adjustment

Does Indian Hills have increased business risk relative to the proxy group?
Yes. The Company has greater relative risk than the average company in the
Utility Proxy Group because of its smaller size compared with the group.

Please explain the risk associated with small size.

Both the financial and academic communities have long accepted the proposition
that the Cost of Equity for small firms is subject to a “size effect.”** While
empirical evidence of the size effect often is based on studies of industries
beyond regulated utilities, utility analysts also have noted the risks associated
with smail market capitalizations. Specifically, Ibbotson Associates noted: “For
small utilities, investors face additional obstacles, such as a smaller customer
base, limited financial resources, and a fack of diversification across customers,
energy sources, and geography. These obstacles imply the need for a higher

investor return.”® Further evidence of the risk effects of size include the fact that

43

44

45

2.49% = (12.84% - 10.356%).

See Mario Levis, The record on small companies: A review of the evidence, Journal of Asset
Management, March 2002, at 368-397, for a review of literature relating to the size efiect.

Michael Annin, Equity and the Small-Stock Effect, Public Utilities Fortnightly, October 15, 1995,
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investors demand greater returns to compensate for the lack of marketability and
liquidity of the securities of smaller firms. As discussed below, relative to the
proxy group Indian Hills' operations are both substantially smaller in size and less
diversified.

Is there a way to quantify a relative risk adjustment due to Indian Hills’
higher business risk relative to the Utility Proxy Group?

Yes. The Company has greater business risk than the companies in the Utility

Proxy Group as discussed above. Duff & Phelps’ (“D&P”) 2017 Vajuation

Handbook Guide to Cost of Capital — Market Results through 2016 (“D&P 2017")

presents a Size Study based on the relationship of various measures of size and
return.*® Relative to the relationship between average annual return and the

various measures of size, D&P state:

The size of a company is one of the most important risk
elements to consider when developing cost of equity
estimates for use In valuing a firm. Traditionally, researchers
have used market value of equity {i.e., “market capitalization” or
“market cap”) as a measure of size in conducting historical rate of
return research. For example, the Center for Research in Security
Prices (CRSP) “deciles” are developed by sorting U.S. companies
by market capitalization. Another example is the Fama-French
“Small Minus Big” (SMB) series, which is the difference in return of
“small” stocks minus "big” (i.e., large) stocks, as defined by market
capitalization. (emphasis added)*’

The Size Study uses the following eight measures of size, all of which
have empirically shown that over the long-term, the smaller the company, the

higher the risk:

48

47

Market value of equity, book value of equity, 5-year average net income, market value of invested
capital, total assets, 5-year average EBITDA, sales number of employees, and the average of all

of these size measures.
D&P 2017, at p. 10-1.
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» Market Value of Common Equity (or total capital if no debt / equity);
* Book Value of Common Equity;

» Net Income (five-year average);

*  Market Value of Invested Capital,

» Total Assets (Invested Capital);

=  Earnings Before Interest, Taxes, Depreciation & Amortization
(“EBITDA") (five-year average);

= Sales / Operating Revenues; and
= Number of Employees.

I used the D&P Size Study o determine the approximate magnitude of
any necessary risk premium due to the size of Indian Hills relative to the Utility
Proxy Group. Sub-Schedule DWD-9 shows the relative size of Indian Hills
compared with the water proxy group. Indicated size adjustments based on

these relative measures range from 1.34% to 3.94%. averaging 2.38%.

As a result, it is necessary to upwardly adjust the indicated common equity
cost rate of 10.35% to reflect Indian Hills’ greater risk due to its higher relative
business risk. The average size premium from the D&P Size Study indicates an
upward adjustment 2.38%, which 1 will apply to Indian Hills" indicated common

equity cost rate.

What is the indicated cost of common equity after your adjustments for
financial and size risk?

After applying the 2.49% and 2.38% financial and size risk adjustments to the
indicated cost of common equity of 10.35%, a financial and size-adjusted cost of

common equity of 15.22% results.
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CONCLUSION OF COST OF CAPITAL

What is your recommended WACC for Indian Hills?

| recommend that the Commission authorize the Company the opportunity to
earmn a WACC of 14.28% based on its actual capital structure as of the end of the
test year. The capital structure consisis of 77.12% long-term debt at an
embedded debt cost rate of 14.00% and 22.88% common equity at my
recommended common equity cost rate of 15.20%. This capital structure and
common equity cost rate reflect Indian Hills’ significant investment risk compared
to the Utility Proxy Group due to its necessary, significant investment in the water
system after its acquisition on March 31, 2016 to get the system into

environmental compliance.*®

Staff's recommended WACC of 12.37% ignores the current options for
raising capital available to Indian Hills and also ignores the basic financial
precept that common equity is a riskier investment than long-term debt,

necessitating a higher investor-required return.

My overall rate of return of 14.28% provides enough operating income to
service the Company's debt and compensate its equity investors, and is

consistent with established financial precepts

Does that conclude your direct testimony?

Yes, it does.

48

As menticned above Indian Hills' 2016 capital expenditures of approximately $1.8 million
represent almost all of its net book value.
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rﬁm Appendix A
. Professional Qualifications of

scottmadden Dytan W. D’Ascendis, CRRA, CVA

WMANAGEMENT CONSULTANTS

Summary

Dylan is an experienced consultant and a Cerlified Rate of Return Analyst {CRRA) and Certified
Valuation Analyst (CVA). He has served as a consuliant for investor-owned and municipal utilities and
authorities for 9 years, Dylan has extensive experience in rate of return analyses, class cost of service,
rate design, and valuation for regulated public utilittes. He has testified as an expert witness in the
subjects of rate of return, cost of service, rate design, and valuation before 13 regulatory commissions in
the U.S. and an American Arbitration Assoclation panel.

He aiso maintains the benchmark index against which the Hennessy Gas Utllity Mutual Fund
performance is measured. He serves on the Rates and Regutatory Committee of the National Association
of Water Companies (NAWC}).

Areas of Specialization

B Regulation and Rates Capitai Market Risk # Rate of Return
g Ulilities & Financial Modeling # Cost of Service
# Mulual Fund Benchmarking # Valualion B Rate Design

# Capital Market Risk # Regulatory Strategy and

Rate Case Support

Recent Expert Testimony Submission/Appearances

Jurisdiction Topic
# Regulatory Commission of Alaska Return on Common Equity & Capital Structure
New Jersey Board of Public Utilities Cost of Service, Rate Design
Pennsylvania Public Utility Commission Return on Commeon Equity
& South Carolina Public Service Commission Return on Common Equity
B American Arbitration Association Valuation
Recent Assignments

# Provided expert testimony on the cost of capital for ratemaking purposes before numerous state utility
regulatory agencies

% Maintains the benchmark index against which the Hennessy Gas Utility Mutual Fund performance is
measured

B Sponsored valuation testimony for a large municipal water company in front of an American
Arbifration Association Board to justify the reasonability of their lease payments to the City

# Co-authored a valuation report on behalf of a large investor-owned utility company in response to a
new siate regulation which allowed the appraised value of acquired assets into rate base

Recent Publications and Speeches

#  Co-Author of: "The Impact of Decoupling on the Cost of Capital of Public Utilities”, co-authored with
Richard A. Michelfelder, Ph.D., Rutgers University and Pauline M. Ahern. (Forthcoming)

B ‘“Pastis Prologue: Future Test Year", Presentation before the National Association of Water
Companies 2017 Southeast Water Infrastructure Summit, May 2, 2017, Savannah, GA.

¥ Co-author of: “Comparative Evaluation of the Predictive Risk Premium Model™, the Discounted Cash
Flow Mode! and the Capital Asset Pricing Model”, co-authored with Richard A. Michelfelder, Ph.D.,
Rutgers University, Pauline M. Ahern, and Frank J. Hanley, The Electricity Journal, May, 2013.

# “Decoupling: Impact on the Risk and Cost of Common Equity of Public Utility Stocks”, before the
Society of Utility and Regulatory Financial Analysts: 45th Financial Forum, Aprit 17-18, 2013,
Indianapolis, iN.
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&y Professional Qualifications of
scottmadden Dylan W, D'Ascendis, CRRA, CVA
MANAGEMENT CONSULTANTS
SPONSOR DATE | CAsE/APRLICANT | Docker No. | sussect
-Regulatory Commission of Alas}

Alaska Power Company

07118

Alaska PbWer Company

Docket No. TAGS7-2 [ Rate of Return

_Delaware Public Service Commission:

Tidewater Utilifies, Inc. ]

-

1113

Tudewétér Utilities, Inc. .

T Docket No. 13466 [ Capital Structure

-Hawaii Public Utilities Commission

Cost of Service / Rate

Aqua Engineers, 1LLC 05/17 Puhi Sewer & Water Company Docket No. 2017-0118 Design
Cost of Service / Rate
Hawaii Resources, Inc. 0%/16 L.aie Water Company Docket No. 2018-0229 Design

“Hllinois Commerce Commission:

Agua lilinois, Inc.

0417

Aqua flinois, Inc.

Docket No. 170259 Rate of Retarn

Utility Services of liinois, Inc,

04/15

Utility Services of Ilfinois, Inc.

Docket No. 14-0741 Rate of Return

Indiana Utility Regulatory Commissiol

Agqua Indiana, Inc.

03/16

Agua Indiana, Inc. Abcite Wastewater Division

Docket No. 44752 Rate of Return

Twin Lakes, Utilities, Inc,

08/13

Twin Lakes, Utilities, Inc.

Docket No. 44388 Rate of Return

- Louisiana Public Service Commission

Louisiana Water Service, Inc.

0613

I

Louisiana Water Service, Inc.

[ Docket No. U-32848 [ Rate of Retum

Liberty Utilittes dfb/a New England Natural Gas

Liberty Utilities Q7115 Company Docket No. 15-75 Rate of Return
Missouri Public Service Commissio . i

Raccoon Creek Utility Operating Company, Inc. | - 09/16 Raccoon Creek Utility Operating Company, Inc. Docket No, SR-2016-0202 Rate of Return
| New Jersey Board of Public Utilities B

Middlesex Water Company 01017

Middlesex Water Company 03/15 Middlesex Water Company Docket No. WR15030391 Rate of Return

o Cost of Service / Rate

The Aflantic City Sewerage Company P 1014 The Atlantic City Sewerage Company Docket No. WR14101263 Design

Middlesex Water Company 11113 Middlesex Water Company Docket No, WR1311G59 Capital Structure
 Public Utilities Commission of Ohio

Agua Ohio, Inc.

05/16
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MANAGEMENT CONSULTANTS

SPONSOR | Date | CaserappLicant | Docker No. | SussecT
‘Pennsylvania Public Utility Commission = | | | |
Columbia Water Company 0917
Veolia Energy Philadelphta, Inc. oen7 Veclia Energy Philadelphia, Inc. Docket No, R-2017-2593142 Rate of Return
Emporium Water Company 0714 Emporium Water Company Docket No. R-2014-2402324 Rate of Return
Columbia Water Company 07113 Columbia Water Company Docket No. R-2013-2360798 Rate of Return
Capital Structure / Long-
Penn Estates Utilities, Inc. 12111 Penn Estates, Utifities, inc. Docket No, R-2011-2255159 Term Debt Cost Rate
“South Carolina Public Service Commission
Carolina Water Service, Inc. 06/15
Carolina Water Service, Inc. 1113 Carolina Water Service, Inc. Docket No. 2013-275-WS Rate of Return
United Utility Companies, Inc. 0913 United Utility Companies, Inc, Docket No. 2013-199-WS Rate of Return
Utility Services of South Carolina, Inc. 0913 Utility Services of South Carolina, Inc. Docket No. 2013-201-WS Rate of Retumn
Tega Cay Water Services, Inc. 1112 Tega Cay Water Services, Inc. Docket No, 2012-177-WS Capital Structure
'Virginia State Corporation Commission
Aqua Virginia, Inc. i
Rate of Return / Rate
Massanutten Public Service Corp. 08/14 Massanutien Public Service Corp. PUE-2014-00035 Design
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Indian Hilis Utility Operating Company. Inc.

Recommended Capital Structure and Cost Rates
for Ratemaking Purposes
Estimated at December 31, 2017

Type Of Capital Ratios (1) Cost Rate
Long-Term Debt 77.12% 14.00% (1)
Common Equity 22.88% 15.20% (2)
Total 100.00%

Notes:

(1) Company-Provided.
{2) From page 2 of this Sub-Schedule.

Schedule DWD-01
Sub-Schedule DWD-1
Page 1 of 2

Weighted Cost
Rate

10.80%

3.48%

14.28%




Schedule DWD-01
Sub-Schedule DWD-1

Page 2 of 2
Indian Hills Utility Operating Company, Inc
Brief Summary of Cornmon Equity Cost Rate
Proxy Group of Eight
Line No. Principal Methods Water Companies
1. Discounted Cash Flow Model {DCF) (1) 8.63 %
2. Risk Premium Model (RPM) (2} 10.75
3. Capital Asset Pricing Model (CAPM) (3) 10.21
Market Models Applied to Comparable Risk, Non-Price
4, Regulated Companies (4) 11.38
5 Indicated Common Equity Cost Rate before Adjustment
’ for Business Risks 1035 %

6, Financial Risk Adjustment (5) 2.49
7. Size Risk Adjustment (6) 2.38
8. Indicated Common Equity Cost Rate 15.22 %
9. Recommended Common Equity Cost Rate 15.20 %

Notes: (1) From Sub-Schedule DWD-3,
(2) From page 1 of Sub-Schedule DWD-4.
(3) From page 1 of Sub-Schedule DWD-5.
{4) From page 1 of Sub-Schedule DWD-7,
{5) From Sub-Schedule DWD-8
(6) From Sub-Schedule DWD-9,



CA ON STATISTICS

AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL

SHORT-TERM DEBT
TOTAL CAPITAL EMPLOYED

INDICATED AVERAGE CAPITAL COST RATES {2
TOTAL DEBT
PREFERRED STOCK

CAPITAL STRUCTU 10S
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT
PREFERRED STOCK
COMMON EQUITY
TOTAL

BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT-TERM
PREFERRED STOCK
COMMON EQUITY

TOTAL

FINANCIAL STATISTICS

FINANCIAL RATIOS - MARKET BASE]
EARNINGS / PRICE RATIO
MARKET / AVERAGE BOOK RATIO

DIVIDEND YIELD
DIVIDEND PAYOUT RATICO

RATE OF RETHRN ON AVERAGE BOOK COMMON EQLHTY
TOTAL DEBT /EBITDA (3

EUNDS FROM OPERATIONS / TOTAL DEBT (4

TOTAL DEBT / TOTAL CAFITAL

Notes:

Proxy Group of Eight Water Companies
CAPITALIZATIGN AND FINANCIAL STATISTICS (1)

2012 - 2016, Inclusive

$2,399.854

$137.724

$2537.578

473 %
542 %

46,13 %

53.75
100.00 %

401 %
274,64
2,17
55.72
10.83 %
3.63 X
2217 %

48,59 %

2015 2014 2013
(MILLIONS OF DOLLARS)
$2,269.476 $2,156.407 $2,058,747
$95,003 $72.459 $95,589
$2,364.479 $2,220.866 $2,154.336
489 % 5.01 % 519 9
542 % 530 % 551 %
46.25 % 4571 % 46.24 %
0.12 0.13 0.16
53.63 54.16 53.60
100,00 % 100.00 % 10008 %
47,63 % 47.00 % 47.77 %
0.12 0.13 0.15
52,25 5287 52.08
100,00 % 100,00 55 100,00 %
472 % 544 9% 484 %%
22446 212,84 20633
2.66 2.76 2.08
56.71 5246 58.35
1040 % 1138 % 10.08 %
3.64 X 340 X 3.65 X
2405 % 2595 % 2285 %
47,63 % 47.00 % 47.77 %

Schedule DWD-01
Sub-Schedule DWD-2

Page 1of2
2012
$1,998.358
$60.594
$2,058.952
536 %
5.53 9%
'EA
B 'E
49.32 % 46.73 0%
0.18 0.14
50,50 5313
00.00 %  100.00 %
50.87 % 4837 %
0.17 0.14
48,96 5149
10000 %  100.00 %
547 % 490 %
187.65 22118
3.17 2.73
60.42 56,73
10.12 % 1056 %
383 X 363 X
20.86 % 2318 %
50,87 9% 4837 %

{1} All capitalization and financial statistics for the group are the arithmetic average of the achieved results for
each individual company in the group, and are based upen financial statements as originatly reported in
each year.

(2} Computed by relating actual total debt interest or preferred stock dividends booked to average of beginning
and ending total debt or preferred steck reported to be outstanding.
{3) Total debt relative to EBITDA (Earnings before Interest, fncome Taxes, Depreciation and Amortization).

(4) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC) plus interest charges as a percentage of total deht.

Source of Information: Company Annual Forms 10-K



Schedule DWD-01

Sub-Schedule DWD-2
Page 2 of 2
Capital Structu on Tatal Per ital for the
Proxy Group of Eight Water Companies
2012 - 2016, Inclusive
5 YEAR
2016 2015 2014 2013 2012  AVERAGE
American States Water Co.
Long-Term Debt 3940 % 4115 % 3915 9% 40.30 % 4249 % 40,50 %
Preferred Stock 0.00 0.00 .00 0.00 0.00 0.00
Common Equity 6(.60 58.85 60.85 59.70 5751 59.50
Total Capital 100.00 % 100.00 % 10000 % 100.00 % 10000 %  100.00 %
American Water Works Company Inc.
Long-Term Debt 5474 % 5389 % 5270 % 5242 % 5430 % 53.61 %
Preferred Stock 0.09 011 0.15 0.17 0.21 0.15
Common Equity 45.17 46.00 47.15 4741 4549 46.24
Total Capital 100.00 % 10000 % 100.00 %  100.00 % 100.00 %  100.00 %
Aqua America Inc
Long-Term Debt 5081 % 50.76 % 4945 % 50.32 % 5341 % 5095 %
Preferred Stock 0.00 0.00 0.00 0.01 0.01 0.00
Common Equity 49.19 49.24 50.55 49.67 46.58 49.05
Total Capital 10000 % 100.00 % 10000 %  100.00 % 10000 %  100.00 %
California Water Service Group_
Long-Term Debt 4583 % 4469 % 4046 % 4203 % 5039 % 44.68 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 54.17 55.31 59.54 57.97 49.61 55.32
Total Capital 100.00 % 100.00 % _100.00 % 10000 % 100.00 %  100.00 %
Connecticut ¥ Lvice kn
Long-Term Debt 46.02 % 4454 % 4591 % 4734 9% 4903 % 46,57 %
Preferred Stock 0.18 0.19 0.20 0.20 0.21 0.20
Common Equity 53.80 55.27 53.89 52.46 50.76 53.23
Total Capital 100.00 % 100.00 % 100.00 % 100.00 9% 100.00 %  100.00 %
Middlesex Water Co
Long-Term Debt 3891 % 4044 % 4155 % 41.36 % 4353 % 4116 %
Preferred Stock 0.67 0.69 0.71 0.88 1.02 0.79
Common Equity 60.42 58.87 57.74 57.76 5545 58.05
Total Capital 100.00 % 10000 % 100.00 % 10000 % 100,00 % 10000 %
SIW Corp
Long-Terim Debt 50,69 % 5003 % 5166 % 51.09 % 5539 % 5177 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Comman Equity 49,31 49.97 48,34 489 44.61 48.23
Total Capital 100,00 9% 100.00 % 100,00 % 100.00 % 100.00 % 10000 %
York Water Co.
Long-Term Debt 42,60 % 4446 % 4481 % 4507 % 4598 % 44,58 %
Preferred Stock 0,00 0.00 0.00 0.00 0.00 .00
Commen Equity 57.40 55.54 55.19 54,93 54,02 5542
Total Capital 100.00 % 10000 % 100.00 % 100.00 % 100.00 % 10000 %
Proxy Group of Eight Water Companies
Long-Term Debt 46,13 % 4625 % 4571 % 46.24 % 4932 % 46,73 %
Preferred Stock 0.12 0.12 0.13 0.16 0.18 0.14
Common Equity 53.75 53.63 54.16 53.60 50.50 53.13
Total Capital 100,00 % 100.00 % 100.00 % 10000 % 100.060 %  1060.00 %

Source of Information
Annual Forims 10-K




Indian Hilts Utility Operating Company. [nc.
[ndicated Common Equity Cost Rate Using the Discounted Cash Flow Model for

Droxy Groyp of Eight Watcer Companjes
1] 2] 3] [4] {51 6] 7] (8]
Yahoo!
Valuc Line Finance
Projected Reuters Mean Zack's Five Projected Average Indicated
Average Five Year Consensus Year Projected Five Year Projected Five Common
Dividend Growth in Projected Five Year Growth Rate Growth in Year Growth Adjusted Dividend Equity Cost
Proxy Group of Eight Water Companices Yield (1) EPS (2) Growth Rate in EPS in EPS EPS in EPS (3) Yield (4) Rate (5)
American States Water Co. 2.09 % 650 % 445 % 500 % 445 % 510 % 2,14 % 7.24 %
Amcrican Water Works Company Inc 2.06 850 852 7.40 7.03 7.86 2,14 10.00
Agua Arterica Inc 2,45 7.00 7.50 6.30 550 6,58 2.53 %11
California Water Service Group 1.92 9.00 NA 5.50 9.70 8.07 2.00 10.07
Connecticut Water Scrvice Inc 2.10 4,50 6,00 6.00 6.00 5.63 216 7.79
Middlesex Water Co. 2.18 8.50 NA NA 2.70 5.60 2.24 7.84
S/W Corp 1.67 3.00 NA NA 14.00 8,50 1.74 10.24
York Water Co. 1.84 7.00 NA NA 4.90 5.95 1.89 7.84
Average B8.77 %
Median 848 %
Average of Mecan and Median B.63 %

NA= Not Available

Notes:
(1) Indicated dividend at 08/31/2017 divided by the average closing price of the last 60 trading days ending 08/31/2017 for
each company.
(2) From pages 2 through 9 of this Sub-Schedule,
(3) Average of columns 2 through 5 excluding negative growth rates.
(4) This reflects a growth rate component cqual to one-half the conclusion of growth rate (frem column 6} x column

1 to reflect the periodic payment of dividends {Gordon Model) as opposed to the continuous payment. Thus, for
Amecrican States Water Co., 2.09% x (1+{ 1/2 x 5.10%) } = 2.14%.

(5) Column 6 + column 7,

Seurce of Information: Value Line Tnvestment Survey
www,reuters.com Downloaded on 08/31/201°
www.zacks.com Downloaded on 08/31/2017
www,yahoo.com Downioaded on 08/31/2017
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Schedule DWD-01
Sub-Schedule DWD-3
Page 2 of &
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bt 434132314 % TOTRETURNSHT |
institutional Declslons TS VLARITH®
wpe bt poreeny 24 —t— 1yr. ST.I%CS '{‘é‘g
] 88 sy 80 fhares 1571 o] i | _ syw. 627 203 I
Histi 23554 24607 20052 TN AL G RD Sy M8 914
2001|2002} 2003 | 2004 { 2005 | 2006 2007 [ 2008 | 2009 [2010 {2011 {2042 {2013 {2014 (2015 {2016 2017 [ 2018 { ©VALGELINE PUB. LLC] 20-22
653 689 609 681 7.03% 788 B7h[ 921 O7A} WM 1142 12220 1219} 12471 1256 1992 1240 1265 |Revenues persh 1595
126 427 104 491} 1321 14 1851 189 170 211 213 248) 265 287 281 270 Z85] 3.05|“CashFlow™ persh 3.85
B7 &7 | 53 5B &7 81 .18 81 141) 412 141] 181 157 180 162| 1700 1.80|EamingspershA 235
43 44 A4 A4 A5 AR A 5 El A2 ks B 16 8 87 81 .98L 1.05 | Div'd Decl'd persh@s 1.3
T VET | 281y ZTd| 18| 145 223 Z09% 2327 298| 0 252) 1891 238( 355| 305( 3.5 Captopending pef sh 60
681 7.02| 688 V81| V86| &3 L77| 887 940 1043 | 1084 | 1180 | 1272 | 1324 | 2771 1352] 14.20] 14.85 |Book Value persh 16.60
24| 03| 30421 50| 3E0[ 10| HAB| 3AE0; I706) 37% [ 3190 B3| Bri | BB | 5| 3657 70| 36.50 |Common Shs OULTgT | FL.00
7] 183 318 A& 218 Tyl 240] 228 22T w7 184 WMI| 72| R 46| 756 | poid fighres ere |Avg AnnTPIE Ratio Ho
&) 100 182 123] 117} 180] 127} 13 1411 100 k) k] ) 9081 124y 135 Vewelle  IRelafive PiE Ratio 130
3g% | 3%l 35%) 36% | 3% | 25%| 25| 2mp| 28w | s | 3w | A [ 2w | 26% | 22% | 22% |  UTRTavg AnniDivid Viel 28%
CAPITAL STRUCTURE as of ¥3117 W0t4| 387 | 30| 969 4193 | 4659 | 4721 4658 | 4586 | 4364 455 | 465 |Revenues (§mill) 550
Total Debt $417.3 mill. Due In 5 Yrs $41.7 mét. 2801 B3| 205 414 0| s 27| 611 605] 50T| 620) 660 [HetProfit {Smil} 8.0
LFDebtSInOmA. LT nterest 5.%”-”"‘*“ 426% | 318% | 5% | B3 [ 4175 | W% | Ba% | Bh% | B4% | BB | 5% | B.0% [leome Tax Rate B.0%
(9% P Bo% ] BO% ) 3% ) GB% | 20% | 25% .- -- ] 25% 1 5% | 15W| 200 |AFUDC % to Net Profit 2.54%
Leases, Uncapitalized: Annual rentals $2.5 mid, 45.9% | 462% 1 459% [ 44.3% | A54% | 422% [ 306% | 394% | 41.9% | 204% | 40.0% | 4263 [Long-Term DebtRatio [ 435%
Pension Assels-$2/16 $150.8 m3, 53.4% ) 538% | G410 | S07% | SA6% | 57.8% | 602% [B0.5% | 585% | 606% | 60.0% | 58.0% iCommonEquity Ratio | 56.5%
Oblig, $180.4 mi, 5694 [ 5170 66501 Gir4 | 7401 7870 | 8184 Bizb| 7915 8153, B870) %35 |Tolal Capitel (sl 1160
P1d Steck None, 7754 | 8253 50641 8550 | BOG5 | OWTR | 0315 | 10035 | w0008 | 11508 1 1200 1250 bt Plank {§mill 1400
Common Stotk 35,516,192 sh. 67% | 64% | 58% | 1% | (1% | &34 | 65% | 654 | 04| B6% | 85% | BS% RewmontolalCapl | 90%
as of 4128147 93 86% | B2% [ 11.0% | 10.3% | 11.9% | 127 [120% | 13.0% | 121% | 12.0% | 12.0% [Retum on Shr. Equity 14.0%
93% | 86% | 82% | 11.0% [ 103% [ 1.8% | 127%  120% [ 13.0% | 12.1% | 12.0% | 720% (Retumon Com Equity | #4.0%
MARKET GAP: $1.8 billlon {ldId Cap} 39% ) 3% 3% | 58% | 53% | 66% | 684 | 57% | BO%| 53% | &0%| 55% jRetainedto ComEq 6.0%
CUR&I}E{!{T POSITION 2095 2096 3M3N7§ 583% | 64% | 6i% | 47% | 40% | 45% [ 47% | 53% 54% | B8%| 56| 584 1!4!] Div'ds (o Met Prof 514
Cash Assels 4.4 4 B | BUSINESS: Amercan Stales Water Co. operales as a holding Lake and in areas of San Bernardine County. Soid Chaparral City
Accls Receivable 188 200 155 company. Through its principal subsidiaty, Go'den State Waler Waler of Arizona (6/11). Has 738 employees. BiackRock, Inc. owns
géhrgm Assets 123; % %_19 Company, it suppies wa'er to 261,002 customers in 75 cities end  15.7% of out shares; Vanguard, 9.5%; off & dir. 1.5%. (4117
Accts Payable 506 43.7 73 10 counties. Senvice areas nciude the greater medropeitan areas of  Proxy). Chairman: Lloyd Ross. President & Chiaf Executive Officer;
Debt Duga i 283 003 o5 | Los Angskes and Orange Counties. The company also provides Robart J. Sprowis. Inc: CA. Address: 630 East Footh#l Bhvd., San
Other 448 439 45.1 | eeclic utiRy services to 23,240 customers in the city of Big Bear Dimas, CA 91773. Teh 909-394-3600. Internet wwiw.aswater.com.
Current Liab. 235 1778 BY | American States Water's profits are as the process unfolds. This segment is
ANNUAL RATES Past Past Estd’14'i6| on the upswing. The company's per- now responsible for about 20% of Amer-
gmﬂ@e(wsm 10255. ., 5;{% ‘0305';52 share earnings have been stuck in a tight ican Water's net income, and we think this
e 75¢  §8% o4 | range close to $1.60 over the past four percentage will continue to rise in the
Eamings 100% 95 5% | years. A combination of rate relief and a coming years,
g?ﬂ.okde\? i gg}z 12-3:2 ;-g?ﬁ greater contribution from the nonregu- There is not too much activity on the
e - e % 1 lated business should enable share net to regulatory front. Earlier this year, Gold-
cal [ QUARTERLY REVEKUES [§ mill} Fult { reach $1.70 in 2017, and $1.80 in 2018. en State Water filed a cost of capital ap-
endar | Mar3t Jun, 30 Sep.30 Dec. 31| Year | Finances will likely weaken but plication with California regulators, A rul-
2014 1020 1156 1383 1009 | 4858 remain strong. through early next ing. which will determine rates for 2018, is
2015 11008 1148. 1330..1101 | 4588 decade. The company uses less leverage expected by yearend, A legal dispute
2016 | 935 1120 1238 1068 | 434 than any of its peers and is one of the two regarding the Ojat Water System also
017 1 988 115 12 106 | 455 | yy(iljties in the group that carries an {A} seems io be nearing a resolution. To settle
018, 100 HE 132 115 | 48 | Financial Strength rating. Capital spend- all legal claims, Golden State has agreed
Cal- EARNINGS PER SHARE & Full | ing will be meaningful, but net onerous, to sell the assets for $34.5 million in cash.
endar [Mar3f Jun.30 Sep. 30 Dec. 31| Yeari over the next five-year period. So, while The sale would result in company taking
w4 1 28 3 5 3| 157 certain financial metrics may decline, the an $8 million pretax profit, which is ex-
2015 | 32 41 8 31| 180} balance sheet should remain sound. cluded from our earnings presentation,
W16 | 26 45 59 30| 18| The nonregulated sector offers the These timely shares have had a nice
mr | B4 I 0] company additional upside potential. run, of late. Despite its defensive nature,
018 4 35 47 .60 38 180 Through its ASUS subsidiary, American AWR has risen 9% in value since our April
Cal- | QUARTERLYDIVDEKOSPAOEe | Eull | States has been an active bidder in the report. By comparison, the S&P 500 was
endar i Mar3t Jund0 Sep3d Decdl| Year| orivatization of the water systems of U.S. up only 3% over the same time frame. The
W3 | 4775 4775 2025 20251 78| military bases. The most recent win was equity is now trading near the midpoint of
W4 1 W2 2025 213 213 831 for the Elgin Air Force Base. The 50-year our 2020-2022 Target Price Range, which
015 ¢ 213 13 24 2A 871 contract was for a total of $510 million. means that it has limited long-term ap-
2016 | 24 24 24 242 | 81| ASUS now services about 10 installations peal.
087 3 242 242 and will continue to bid on new contracts James A. Flood July 14, 2017
{A) Primery earnings. Excludes ronrecurring | (B} Dividends historicaly paid in eary March, | (C) In mions, adjusted for spiit Company's Financlal Strength A
ainsl{losses)y 04, 74 '05, 13¢; '06, 34; 08, | June, September, and December. = Divd rein- Stock's Price Stability 80
?14;:).‘ 10, (238); "1, 10¢. Next eamings report § vesiment plan availabis. Price Growth Pessistence 75
2 Earnings Predictabllity 20

due mid

August.
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RECENT PiE TraEng: 9.0 [RELATIVE 1 BIVD 0/
AMER'CAN WATERNYSE-AWK- mee 16,07 [jim 256 desie )| perao 1,29 o 2.2 0
. High:| 23.7] 230} 258 328| 304 451 552 612| 852 829
TIKELINESS g Rsed 23017 low | 185; 62| 194| 252| 318| 370) 411| 484 | 58| 700 Targot Price Rangs
SAFETY Hew H2503 LEGENDS
—— 0.5 ¥ Dividends
TECHHICAL 3 RassdTien " by rgfseu{f;%f ”;éﬂ
BETA .66 [1.00=darket) s Ve ) e[ [ A
702022 PROJECTIONS [ 208 Pes povessn T IS — 64
Ann'l Total P i ™ L N 8
l + ] % T ki
e ORE 5% M'{ : 2
Insider Decisions T I e A
SOHKDJFMAM I TR *
BBy 001000000 peom ety S 16
000009307 L1z
(B3 000001202 % TOT. RETURN 617
Institutional Decisions I THS VL ARITHS
S 0N% H - SIOCK RDEX
hey 25 38 28 dhaes 14 IIETARRCERER] T Wosr me L
traded T ‘ : it : - -
RS 142186 145668 160388 i L AT A s A T Sy 1867 814
2001 | 2002 | 2003 { 2004 | 2005 | 2006 2007¢ | 2008 12008 [ 2010 {2011 [2012 |2013 [2014 [2015 120616 | 2017 {2018 | ©VALUELINEPUB. LG 20-22
- . . - --1 13068 1384 146%| 1383 | 1549, 1518 | 1625 ] 1628 | 1678 | 17.72| 18.54{ 10.40| 2045 |Revenues persh 23.05
- . -- -- .- 650 dar| z87) 2800 354 313i 474 43 475 5131 526\ S58F) 820 “CashFlow” persh 745
-- - = - der; d2.14 1107 125, 15 1721 218 206 | 23% 264 262| 305 3.5 Eamingspersh & 415
- . . - -- -~ A0 82 58 | 12 B4 12 133 147 161 1.76 |Divid Decl'd persh B 235
- - 431 4747 631] 450 438| 5277 52| 580 833] 651 736] 675 6.70[Cap'lSpending persh 640
- ~o| 2385| 2839 2564 | 2281 | 2359 2441 | 251 | 2652 | 27139 | 2825] 2924 3.60| 3240 |BookValuepersh © 3945
- - -- -1 160.00 | 15060 | TEOGO [ 174.63 | (7500 | 17565 | 176.89 [ 178.25 | 179.46 | 178.28 | 176,10 | 178.50 | 179.06 | Common Shs Oulsty © | 151,50
- . - -- -- -] 89 6] 146] T68] 167 199 0] 05| 277 Bordfgfres are |Avg AnnilPIE Ralio 180
- - -- -- . B AL NI ) A3 1050 106 %42 105 03| 148 V"‘;:—::: Relative PIE Ratio 115
-- - -- . S 18R 4Z%| 3% | 34% | 34% | 20% | 26% | 25% | 20% & Avg Ann'? Div'd Yield 31%
CAPITAL STRUCTURE as o[&ml‘:]’ 2142 | 23369 | 2440.7 | 2710.7 | 26662 | 2876.9 | 20019 | 30113 | 31590 | 33020 | 3465 3665 |Revenues (Smilf} 4325
Igtglgteg;ggg%?gamﬂ- fTuT llnsY‘rg 3533903&?3""’" 6323 1672 ) 2009) 2678 | 349 | 3743 | 3693 | 4298 | 4760 4680 | 545 580 |Met Profit ($mil) 780
T Teres ] St me. - UTEETT g% | 404% [ 595% (407 [ 365% [ 304% T 300% | 22 | 3.5% | 380% {income Tax Rafe 3654
{52% of Cap') " & ’ 0
-- -- -- -- -1 82% | 51% --f S| td% | 200 | 25% TAFUDC % to Net Profif 3.5%
Leases, Uncapltalized: Annual rerials $14.0 mll, | 50.0% | 53.1% | 56.8% | 55.8% | 567% | 5395 | 524% |524% | 53.7% 1 524% | B4.0% | 55.0% longTemDebiRatle | 540%
Panslon Assels 1216 31443.0 m ‘ 49.9% | 46.5% | 43.1% | 43.2% [ 44.2% | 46.1% | 476% | 474% | 46.2% | 475% | 46.0% | 45.0%4 |Common Equity Ralio 46.04%
Oblig. $1864.0 mil. 9245.7 | 87502 | 289.0 | 956713 | 9560.3 | 06355 | 9040.7 | 10084 | T0G1 | 16867 [ #1900 | 12850 Tolal Capilal (§milly 16000
Pid Stock $0.0mil. Pl Div'd $.5 mdl 63180 | 93918 | 10524 | 11058 ) 11021 | 11730 | 42301 | 12000 | 13633 | 14092 | 45675 | 16400 |Net Plan ($reil) 13500
Common Stock 178,161,126 shs. RuP| 875 | 38% | 44% | 48% ) 54% | 51% | 6% | 57%| 56% | 60% | 6% [RetomonTolalCapl | 63%
s otdaniy Wit | ton| 76| oh| 170 as | 6% | o7 | ox| oo | fomi| 100% Reumencomruy | 105
& 6% | B5% % B4% [ 8% & 4% ) 80% ) 10. . eturn on Com Equity ,
) ’ WM 0% | 18% | 283 | 3b6% 1 36% | 4T% | 43% | A% 44% | 45% ) 454 (RetainedtoComEg 4.5%
g:;‘::;f”- $13.8 billion ﬂafﬁ: ;ﬂspl l L | o] Sen| e Sra| 4| S| S| S| S| S AIDWdswRetPiol | 8T
AL FOSITION 2015 BUSINESS: Amefican Waler Wicks Gompany, inc. is the largest  New Jersey is its largest market accounting for 25.4% of reguia‘ed
Cash Assels 45.0 75.0 78.0 1 investor-vwned waler and was'ewater uthly in the U.S,, providing  revenues. Has 6,800 employees. The Vanguard Group, cwns 9.6%
ACH?S Receivable %g?g gggg gggg services to over 15 mikon peopls in over 47 states and Canada,  of outstanding shares; BlackRock, Inc., 8.2%; officers & directors,
b ol t Asset 570 840 7670 (Regufated presgnce in 16 states.) Nonregulated business assisls  less than 1.6%. (3/17 Proxy). President & CEQ: Susan N. Story.
A;";"Pa tﬁ: 126‘0 154'0 '~ | municipaities and miftary bases with the maintenance and upkeep Chat.: Goorge MacKenzio. Address: 1025 Laurel Oak Road, Voor-
Debt Dueya 6820 14230 45540 | 25 well Regulaled operations made up 86.5% of 2016 revenues. hees, NJ (443 Tel: 856-346-8200. Internet www.amwater.com.
gﬁhe' Lish ng—‘g 5%-;% % American Water Works' operating dend growth since 2008. (Last year was an
went Deb. " : —| strategy continues to be quite suc- exception, as an unusual expense related
ANNUAL RATES Past  Past Esd"14'16] cessful. The U.S. water industry consists to a chemical spill caused a negative year-
@change (persh) fo¥re  SYR WAR | of thousands of small municipally run dis-  over-year comparison) All told, we expect
evenues 0%  35%  45% . N A . ' s or
“Cash Flow" 230% 85% 6.6% | tricts that operate independently. DLllE to Amzebrlcan \gategs sl:iar(‘a}’ net to climb 16%
Eamings -- 10%  85% | an industry-wide deferral of capital ex- in 2017, to $3.05, and 7% in 2018, to $3.25.
E;,";‘fme 15% 318% 12:2:’,/2 Penditure;, many of these systems do not What's more, we estimate that ths’ compa-
- irave the required financial wherewithal to ny’s bottom line will increase 8.5% yearly
eg::r Mgﬂ;fgﬁvﬁe":?oﬁgfgﬂ ‘F;!allf repi;:-xce tthgir_]_t:aginﬁ tlpipula:.liges t}anci‘ '}f}rougiliﬁe:riy; next deé?de.h -
: - | wastewater facilities. As the behemoth o e u y is spending heavily to up-
014 1 6790 78 8451 74 01LY the publicly traded entities {AWK's mar- grade its infrastructure, The capital
g}g _'ﬁggg ;ggg g%g gggg ;ngg? ket capitalization is more than dtmbl;a that budget for 2017 is about $1.2 billion, Over
- . g : ¥ of the second largest water utility), the the next three- to five-year pull, this figure
W7 1560 G70 965 854 | 365 company is always buying up these small- should be almost $6 billion.
8 | 810 “920 1045890 0 3659 | er water authorities. Because of the huge Despite all of the company's positive
Cal- EARINGS PER SHARE A Fulf | amount of synergies prevalent in this in- attributes, we think more attractive
endar | #2731 Jun. 30 Sep. 30 Dec. 31| Year dustry, AWK can absorb new water stock selections can be found else-
2014 3 62 8 52| 238 yuthorities and make them much more ef- where. Investors have been pouring large
gg}g jé % % g? ggg fictent. By spending to improve the asset amounts of funds into the Water Utility
. : ‘ . 22| base and service to customers, it gets on Industry in the recent past. This has lead
ggg g’; g :gg ?f ggg regulators good side. This policy has to the group wurning in a solid perform-
co @mrenivwmr'ms PAID;’:- F. " enabled the company to increase external- ance, even though these are defensive
al- ull b iy by almost 2% annually. stocks and we are currently in a bull mar-
endar |Mar31 Jun30 Sep30 Decdl) Year! Amprican Water has about the best ket Indeed, the yield on this income stock
2014 | 28 S 3 31| 121] earnings growth prospects in the is now onky 20 basis points higher than the
gg:g gl .gﬁs .3?5 -g;s }43? water utility group. The acquisition and Value Line median. Moreover, long term
: ‘ - : AT cost-cutting strategy has enabled the comn-  total return potential is now subpar.
T [ 35 45 i i i vi
pany to post impressive earnings and divi- James A. Flood July 14, 2017
(A} Déuted earnings. Excludes nofivecuring 2014, Next eamings report due mid-August { menl avafable. (C} In mions. (B) Inchudes in. | Company's Finantlal Strength B+
losses: 08, §4.62, 09, $2.63; "1, $0.07. Dis- | Guarterly eamings do not sum in "16 due to | tangibles. In 12H6: $1.345 biien, §75%share. | Stock’s Price Stability 160
continued operations: ‘06, (30.04); *11, 30.03; | rounding. {B) Dividends pai in March, June, | [E} Pro forma numbers for ‘06 & '07. Price Growth Persistence 90
12, (80.10); "13,(30.01). GAAP used as of | Seplember, and December.  Div. reinvast- Earnings Predictability 9%

kind,

To subscribe call 1800-VALUELINE
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SONDJFMAMES [ wttd—T f il R
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Ofers D 70076770 o et
%1 10000000 0! % TOT.RETURHENT [0
Instilutional Decisions HS  VLARTHS
wAtE Bty saEn A STOCK BDEX
oy m o w mlEs b T ——— S
ity sozge: | V299 5 J[J[ [ﬁ[ﬂﬂﬂhﬁﬁlﬂ{ﬁﬂﬂfﬂ;ﬁﬁ: 5p. 888 914 |
2001200212003 | 2004 | 2005 | 2006 | 2007 [ 2008 | 2003 | 2010 | 2011 [2012 |2013 |2014 {2015 | 2016 | 2017 {2048 | OVALUELINE PUB.1LC| 20-22
2161 2281 238 218( 303) 323 361 3T 38| 420 410 432 432 437 4811 462] 470 500 |Revenuespersh 605
£ 76 a7 87 97) 1o 190 6! 128 142] 145] 151 18] 189 187 207] 215 2.25 |“CashFlow™ parsh 275
Al 43 A 51 57 6 A7 58 B2 1 Eic] 87 116] 120 114 132} 138 1.45 |Eamningspersh A 1.85
24 2% 2 28 3 3 38 A A Al 5 B 58 B3 ] 74 £ .85 | Div'd Decl'd per sh B 1.16
87 S| s 1B 147 164 143] 188 166| 1E] 1@ 1@ | 17| 18| Z7 161 208 275 |CapTSpending persh 2.2%
332 349 4271 41, bBD4( 557f 585 626 650 681] 721! 7180| 883) 9% 978 | 1043) 1110] 1175 |Book Value persh 14.85
14247 | 14749 [ 154377 156.97 | 16127 | 165411 16575 | 16921 { 170.61 [ 17246 T 17360 [ 17543 [ 177.93 | 17858 [ 17654 | 17739 | 175.00 | 476.50 | Common $hs Qutsty © | 185.00
B 238 By B B[ MTT RO AHE|] BT W] T3] N[ AZ| W8 35| 35| pordrgfres are |Avg AnnTPIE Ratio 2.0
121] 129 140 133 169| 1873 10| 150 54| 134} 13| 139 149 109 148] 125| Veweiine Relative PIE Ratio 1.30
25% | 28%] 25%| 23%] i8nl 1M | 21% | 28% [ A% | 3% [ 28% | 28% | 24% | 25% | 26% | 23% | U mvg AnwiDivd Yeld 29%
CAPITAL STRUCTURE as of 331117 60051 6270 67051 7269 | 7120 | 7578 | 7686 | 7799 8142 8188 8401 830 | Revenues ($mill) 1085
T013199b§$1944,5{n?1. Due Ia 5 Yrs 8430.5 mél. 9301 679 10441 1240 14481 1530 2050 2139 | 20181 2342 2451 260 | Het Profit ($mifl} 5
LT Dett $1767.5 mi LT]";;;*;‘;‘O?}:%:TT@- W% | 307% | 394% | 2% | 3255 | 0% | 1005 | 105% | 65%| 52% | 90% | 0.0% |Income Tax Rate T0.0%
- - -- s -- S 1% 24% [ 3% | 38% | 35% | 3.0% |AFUDC % to Net Profit 354
Penslon Assets-12/46 §242.4 mit. Bo4% | 5A1% | BSB% | 566% | 527% | 52T% | 48.9% | 485% | 50.3% | 4B.4% | 47.0% [ 49.0}7 [Long-TermDebtRabio | 51.0%
Oblig. $30B.2m#. | 446% | 450% | 44.4% | 434% | 47.3% | 47.3% | 51.1% | 595% | 40.7% | 516% | 53.0% | 51.0% [Common Equity Ratio 49.0%
EM Stoc%sNon§1 o . 2191.4 123066 [ 24855 | 2706.2 26468 | 29207 | 0056 | 3260 | 34605 3877 3735|4700 [Total Capilal (Smid) 5500
ety 111,601,658 shares 27928 | #0974 | 39273 | 11693 | 36129 39362 | 41673 | 244020 | £6885 | 50015 | 5080 | 5275 |Net Phant ($mi) 5600
59| 87 S6h| 58% | BHA| 66% | 0% | 78% | 68% | 7B%| 75%( 7.5% |Retwmon Yoial Capl 7.5%
1% | 93% | 94% | 106% | 116% | 11.0% [ 134% | 128% | 07% | 127% | 125% | 125% |Return on Shr. Equity 12.5%
MARKET GAP: $5.9 billlon (Large Cap} 07% | 93% | 04% 1 106% [ 19.6% (1108 {134% {129% | 173! 1274 | 128%] 1254 [Relom onComEquity | 125%
CU?)}&S POSITION 2015  20%6 331M7 | 3% 28% | 274y 37% | 46% | 43% | BT | 61% | 474 56% | 554 ] 50% |Retainedio ComEq 5%
- Bl T0A ) T4 6% 0% | 61% | 50% | 5% 60| S6% | S8M (| 59% |ANDAGs to Nel Prof §2%
Cash Assets 3.2 37 4.4
Recelvables 991 974 894 | BUSINESS: Aqua Amernca, Inc. is the holing company for waler  16%; industral, wastewaler & other, 25%. Off. & dir. oam less than
'(')"{'h‘*mw {AvgCst) 1%‘.}, ]gg 1:9 and waslewater uities that serve approximately three méfon rest- 1% of the commen stock; Vangurad Group, 8.9%:; Blackroek, g,
Current Assets 1—25-3 57 —m gents in Pennsyivania, Ohie, Nonh €Carofna, IEnois, Texas, New  8.1%; State Steel Capital, 6.0% (X17 Proxy). President & Chief
Acsis Payable 55'5 59'9 50'2 Jersgy, Florida, Indiana, and fve other states. Has 1,551 employ- Executive Offcer Christopher Franiin. Incorporated: Pennsylva-
Debl Dus 523  157.9  447.0 1 ees. Acquired AquaSource, 7/13; Noith Maine Utites, 7/15; and  nia. Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsyiva.
Other Bs4 _ B44 804 | others. Water supply revenues 2016; residential, 5%%; commercial,  nda 18010, Tel.: 610-525-1400. Internet: wa'w.aqUaamenca.com.
Current Lizb. 1952 W5 276 Aqua America should enjoy decent ternal growth. Since there are thousands
ANKUAL RATES P.?fst Past Est'd'14-16| near-term bottom line growth. We of small municipal water districts that
g::fi?ﬁgf % 104‘3% 5“&/, t°g°,j¢? think the company’s share earnings can cant fund the large capital expenditures
“Cash Flow" 5% T0% 60% | rise almost 3% to $1.38, in 2017. The gain required, these entities have been selling
Earpings 8.5% 11 0%  1.0% ) is more impressive than it sounds due to a themselves te bigger utilities. There is a
Dividends 80% 80%  9.0% | Qifficyit 2016 comparison. In 2018, once tremendous ampunt of redundancies in-
Book Value 1.0% 75% 6.5% : h s ; o ) .
GUARTERLY REVERUES (4] - gggfa:tn,ssihtiasm earnings will probably rise vo!;'ed in lEhls lglriusttrj,',l d}l_’l{d econt(})r_mes; of
Cal. 6 to $1.45. scale can be substantial. Hence, this stra-
endar [Mor3i Jun3D Sep3D Dec31| Year Capital spending will be greater than tegy, which has been the modus operandi
014 11827 1853 2105 1914 } 77881 previously estimated. Last April, we of industry titan American Water Works
Wie (125 &5 20 K0d | Bag| Lo e b e AteetEn Sy opeat
! - : - 21 year and next wou e million and hares of Aqua America y a
gg}; ;%8 g;g gg ‘E’%Z g£ $400 millien, respectively. Management to accounts that must own a water
A recently stated that $450 million will be wutility. While we believe AWK is the best
eﬁ;; Mar&?ﬂgﬁﬁgﬂ}’eg&s”ﬁEDﬂM ;U" spent in 2017 and we are assuming the 1un company in the industry, WTR seems
- : p- - £a7 t same amount will be required in 2018, to offer more on a value basis. The divi-
%;g %‘; g; %g %; ﬁg The balance sheet is capable of hand- dend growth prospects are higher than the
: : - : 1 1ling the greater outlays. As one of only group average through 2020-2022. This
gg;? % 345 H %?. ;gs two water utilities that carries an {A) FI- usually means that investors must accept
18 | 31 38 47 a1 | f4s] nancial Strength rating, Aqua should be a yield that is below the group norm. That
- 3 able to fund the increased outlays without is not the case with WIR, however. It has
eggl‘r M‘a};u:?rflﬁmm%som& '31 \f:a"r taking on too much debt and weakening a high yield and offers annual dividend in-
ol JURsY Sep &, its strong financial position. creases of about 9% through early next
2013 | 14 14 452 152 58| Aqua should benefit from the con- decade. Long-term total return potential
2014 | 152 152 165 .65 1 8 gelidation taking place in the indus- might not stack up well against the lalue
015 | 165 165 78 178 | 890 try As th d biggest publicly traded 1 jne median, but it 6 attractive th
. : : - . ry. As the second biggest publicly trade ine median, but it is more attractive than
%{g };?3 };?3 19131831 TAL vater utility, we expect the company to most eguities in this sector,
: : make tuck-in acquisitions to help spur ex- _James A, Flood July 14, 2017
(AZ) Dituted egs. Excl. nonrec. gains: ‘01, 2¢; | mid-August. [C) In miEons, adjusted for stock sphts, Company’s Financial Strength A
02, 4¢. 03, 3¢; 12, 18f. Excl gain from disc. SB) Dividends historicatly paid in earty March, Steck's Price Stability 95
operations: '12, 7¢; '13, 8¢ 714, 11¢. May net June, Sept. & Dec. » Dive. reinvestment plan Price Growth Persistence K

sum due
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RECENT RE Trafing: 33.§ YIRELATIYE DX 0/
CALIFORNIA WATERNYSEM R 36.85 i 27.3 (M) e 1.38 % 2.0 m
waness 3 wwaravs | 09 3] 2] B3] 61| 98] 3] 2| ] Bs| %9 B3 B Togt bl ange
SAFETY 3 losseddony | LEGENDS
— 133 1 Dividends 4
TECHMCAL 3 Lowedingny | dhided by oo L
BETA 75 (100~ Nake) 2ot st it AT ~ i
7020-22 PROJECTIONS e bt ¥ ] e I I 32
. Annl Total T b K 24
H@ nge (“’%aény Rfﬂg/m i f “'; e T TR T T T LT Ill"limwlpIll 'I.!J" 20
o 30 307 9% pwindn e 1
Insider Declsions b T 12
SONDJFMANM y L S
By 111111111 B B at i Trows o 8
Ofcs D DOOGD2200 " g
8l 000000101 % TOT. RETURN 6117
Institutional Declslons THS  VLARTH®
STCK | WTEX
ohy 75 sy op| bemeent 18- e : T
i 73 82 83 | traded 6 FATINE| (T 3y, B2 23 [
| Hdsi 33965 34200 38886 My by 1293 914
2001 | 2002 | 2003 | 2004 | 2005 [ 2006 | 2007 [ 2008 [ 2009 | 2010 {2011 2012 (2013 12014 [2015 } 2016 | 2017 | 2018 | ©YALUE UXE PUB.LLC] 20-22
813| B67| 8.18| 859 872| BI0| 688) 080 | 1082 1905 | 1200 ) 1334 | 1223 1250 | 1228 | 1270 13.25] 13.90 [Revenues persh .0
10 132] 1260 4421 152] 136 1560 186( 187 193 207 | 23:2{ 221 2471 222¢ 23! 2651 2.80|“CashFlow" persh 315
A7 8 51 RE) T4 &7 75 85 8 8 B 102 162 19 B 101| 135|145 Earnings persh A 1.75
56 56 56 57 57 55 55 .59 59 13 62 63 il .5 67 59 a2 .75 | Divid Decl'd persh Be 49
204 281 219 e7] 201 214] fRA[ Z41] 2s6| 297 283 I08[ 258 2w 389 477] 38| 3.65 [Cap'lSpending persh 3.63
648 656 72| 783| 780 907| 925 972 043) 1045 1076 | 1128 | 2541 1391 | 13411 1375 | 14201 14.45 |Book Value persh® 16.00
3036 3036) 3366] 3673 I6T8| 4131 4133 41457 4153 | 4167 4182 ] 4198 ] 4774 | 4781 4788 4797 48.25| 48.50 {Common Shs Ouistyg P [ 50.00
arf el 21 i) 28] BI| HBI[ 193] WI| WI| AI|] 1797 AI| 97| 248] 1.6 Botdfigres sre |Avg Ann'TP/E Ralio 210
139 108 260 66| 133] 158 139 49| 131{ 29| 134] 14| 143| M| 125| 156 Vewslie  [Relative PIE Ratio 145
44%1 45w | 42| aen| saw| 28% | 30% | 3wl a1 | 32| 34% ) 35% | 31% | 28% | 28%| 23| MU |AvgAnnI Divd Yield 25%
CAPITAL STRUCTURE as of 331117 3614 | 4103 4484 4604+ 5018 | £60.0 | 5841 | 5975 | 5883 | 6044 | &640| 675 |Revenues {$mill) E 735
Total Debt $687.9 mil. Duein5 Yrs $174.0 md, 312 98| 408| 37, 361| 428| 473 £67| 450] 487{ 656| 70.0 |RelProfit{§mif) 8.0
LT Debt $521.7 mit. LT '"‘“&i‘jﬁ-gam% 0G5 I | 035 | 2055 | L05% | 375% | 300 | 3307 | 0% | S55% | 35.0% | 250% [Incomd Tax Rate 0%
® P 83% | B6R | 76% | 42% | 76% | 8% | 43% | 27% | 43% | 6% | S0% | 504 'AFUDC %to Net Proft 5.0%
Pension Assets-12/6 $376.5 mél. 4203 | 416% | 47.3% | 524% | 51.7% | 47.8% [ 41.6% [401% | 44.4% | 446% | 45.0% | 4509 \Long-Term DeblRatio | 43.0%
Ohlig. §564.8 mi. 566% | 584% | 52.9% | 47.6% | 483% | 522% | 554% | 598% | 65.6% | 554% | 55.0% | 5.0 |Commen Equity Ratho 51.0%
PId Stock None 67401 6904 | 7949 947 9315 9082 | 1024977 10468 [ 11544 [ 11912 1250 1275 {Tolal Capitat {Smill) 1400
10102 1 19124 | 11981 [ 12843 | 13881 | 14571 [ 1615.8 | 15004 | 1701.8 | 1859.3 | 1900 | 1930 {Het Plant (§mif)) 2000
Common Stock 48,022,000 shs. 5% | 1% | 65% | 55% | 555 | G55 | 605 | 67% | bzn| 55% | 6.5%| 65% RetumonTotalCapl | 7.6%
1% | 88% | 96% | 85% | B 90% | 79% | 91% | 7.0% | 74% | 0.5% | 10.0% |Retwmn on Shr. Equity 1.0%
81% | 00% | 96% | 86% | BOW | Q0% | 79% [ 91% | 70% | 74% | 954 | 10.03 |ReturnonComEquly | {404
MARKET CAP: $1.8 billion (Mid Cap) RB% | 385 | 38W| 30% | 23% | 34% | 34% | 4% | 20%| 24%| 45% | 50% |[Relainedto ComEq 5.0%
CURSFK!LE{{'SPOSNON 15 016 ¥3AY WAl 61% | B | 68% . % | o2% | % | 55% | Ti%| 68% | 53% | 5% JAILDidsioNetProf 56%
Cash Assels 8.8 255 12.0 | BUSINESS: California Waler Service Group piovides regiiated and  quired Rio Grande Corp: West Hawaii Utfties (2/08) Revenue
Othar 188 1166 _116.2 | noneguiated water service fo 482400 customers in 106 com-  breakdown, “16: residental, 72%; business, 20%; industrial, 4%;
Current Assels 1276 421 12821 munties in the state of Calformia. Actounts for over 95% of total  public authorities, 3%; other 1%, Cff. and dir. own 1% of commen
'BCC&SDPaYabie 23‘2‘ 15;% 1%8% customers. Also operales in Washington, New Mexico, and Hawail.  stock (4717 proxy). Has 1,163 employees. Pres. and CEO: Martin
031&( ue M5 4B 570 | Maln service areas: San Ffancisco Bay area, Sacramento Vafey, A Krepeinicki Inc.: DE. Addr. 1720 North First 5t, San Jese, CA
Cument Liab. 1485 7502 2034 | Salinas Vafey, San Joaquin Vafey & parls of Los Angeles. Ac- 051124598, Tel.: 408-367-8200. Inleinel www.cabvalergroup.com.
California Water Service Group was right direction.
ANNUAL RATESPast  Past Estd'14'16 { unable to pick up where it left off. Capital spending ought to ramp up
gﬁé’@e(w*) 19:%, §fis. W2 | Sybsequent to a stellar fourth-quarter per- considerably through late decade, ac-
e 505 3'5595’ gggg formance, the West Coast water provider companied by a greater potential for
Eamings 40%  30% 90% | delivered lukewarm results to begin 2017, acquisitions. Over the span of two to
Divigands | i 0B G9% | First-quarter share net of $0.02 missed three years, CWT has more than $600 mil-
- . 7?1 our mark by $0.03, as positives from rate lion at its disposal to invest on infrastruc-
Cal- | QUARTERLYREVENUES(imil)® § Fyll | increases and lower operating expenses ture upgrades and system improvements.
endar [ Mard) Jund) Sepd8 Dec31| Yesr| were partly offset by higher depreciation Management has also indicated a desire to
2014 1105 1584-. 181.2. 1374 | 5975 and interest ctosts, as well as a decrease in strategically pursue bolt-on acquisitions,
2015 | 1220 1444 1835 1384 | 5883 | accrued unbilled revenues. To that end, should the opportunity arise. Lastly, the
2006 1217 1524 1843 1500 [ €024 the top line was essentially flat, year to company has entered into a longterm
(1220 165 198 155 1 640 | year, at $122 millien. On a brightér note, agreement with the Department of
016 |14 170 205 160 | 675 drought conditions ave starting to ease, Defense to acquire water assets and pro-
Cak EARNINGS PER SHARE A ful | and associated spending has noticeably vide service to Travis Air Force Base com-
endar |Mar31 Jun30 Sep30 Decldi| Year] declined. Once long-term water use regu- mencing in 2018,
2014 | dNd B 70 24| 119] lations are set, we believe CWT will Neutrally ranked CWT shares have
M5 (03 2t 52 8 | 84} benefit from its recent rate hikes and in- treaded water since our April review.
2016 | 02 24 48 311 1013 creased water usage. At recent levels, the valuation is still rath-
o 02 8 & 32| 13 Decent top- and bottom-line expan- er lofty, but the dividend yield is on par
018 | 07 38 .67 B 145) gion is on the horizon, Revenues are with the Value Line median. Atlthough we
cal. | QUARFERLYDIWIDEKDSPAIDBw | Full | poised to advance at a 5% clip this year, think better days lie ahead and near-term
endar [Mar3! Jundd Sep.30 Decdt| Year| \while profit growth will likely be more earnings prospects are bright, we advise
2083 [ 16 46 16 .16 84| substantial, at about 33%. Lower overall investors to exercise patience at this junc-
2044 | 1625 1625 1625 .1625| 85| costs, rate increases, and improved operat- ture, On top of that, capital gains potential
2015 | 1675 1875 1675 675 67) ing conditions are key inputs. For 2018, over the 3- to 5-year stretch leaves much
e ;A7 T8 T8 A728| 89| vear-over-year growth will probably be to be desired,
W} s 18 less pronounced, but still trending in the Nicholas F Patrikis July M, 2017
(A} Basic EPS, Exel. nonrecuring gain {ioss): | May, Aug., and Nov. = Divd refnvestment plan {D; In mifions, adjusted for spiils. Company's Financlat Strength B+
01, 2¢; 02, 4¢; "1, 4¢. Next earnings repoit [ avaiabla. E£) Excludes non-reg. rev. Stock's Price Stability g5
Price Growth Persistence 35

dus late AugusL
(B} Dividends historicatly pa‘d in late Feb.,
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RECEKT PE TraZing: 264 Y| RECATVE 0/
CONNEGTICUT WATER ipaares 5" 57.00(ho 25.9(dsciifil 1,318 21
Ll b R EH R R A Tt e Range
SAFETY Hea U1B1Y _I:_E_GII??SEJDl‘SDé‘ﬁij &
TECHNICAL 3 Resed i hued by et Rate = 8
+ o Rebahve Price Strengih i 50
BEYA 65 (1.00=Mirts LS Vs s e TANUTL LT £0
202022 PROJECTIONS R il 3
Ann'l Total g0 M)
Pice Galn  Retun b UG E it 20
Hor 60 sy 4% ",."‘l‘f- iz — ——1 5
Low 4D (30%) -5% [rdtae ] TTW | — 2
Insider Decisions o T8 Aty AL 15
SOKDJFMAM N S N
wBy DDDOODOOD i 10
W 000050000 75
institutional Declsions %TOT.T!!;;ETU}E{I&L
RS s Q| porcant 12 — Ty siek e o
ity W a2 s B oy . T T—Jaw 772 3 |
Posild 5226 5436 B170 i |;]][Ii|]1 I S5y. 1205 @14
200112002 [ 2003 | 2004 | 2005 [ 2006 2007 {2008 [ 2009|2040 /2011 2012 2013 ;2014 [2015 | 2016 [2047 [2048 | SVALUE LIE PUB.LLC|Z0-22
583 577 591] 604| 581 568 705] 72| 683| 75| 793 947 82| 845 858 877 000] 9.60 |Revenuespersh 1280
178 1781 1897 181] 162 152{ 190 185y 1o3( 2p4¢ 211! 284) 263 2071 348] 331 340 3.50|“CashFlow” persh 385
143 112, 1a8] 116 28 B 101 18] 419 1435 43| 1881 1881 192 | 204 28| 2200 235 |EamingspershA 2.65
50 B1 i) B4 85 Bl 87 ki M 52 84 % )1 105) 4127 1.18] 1.24{Div'd Decl'd pershPa 148
18 1981 T49] T80 18| 1% 2z 244 3/ 306] 261 279 3| 4114 5831 £50] 435]Cap'lSpending per sh kL
0251 1006| 10461 1094 1952 160 1195 12237 1267 13.05) 1360 2005 1782 ) 1883 | 2001] 2088 20.70| 21.65 |Book Valugpersh P 250
TES| 784 7971 e0¥| Bii| B 63| 4| 65| 666| 646 6bo | 1104 | MAZ| 11.98] 1125] 14.78| 1200 |CommonShsOulstg® | 7250
5[ 243 B5[ 228 286| B0| 230| 24| B4] A7| 230) 194| B&| W5; 16| 233 bokinhgiresare |Avg ANNIPIE Ralio 180
140] 133 134 121y 182 187 22| 13| 1237 132 144 123} 103 2 88| 12| Vewstiee | Refative PfE Ratio 1.2
335 0% 30| BB 4% 6% 36% ) 36% ) 41% ) 39% ) 36% ) 32% ) 32% ) 3ow | 29%) 2w * eS| avg Anl Div'd Yield 2.8%
GAPITAL STRUCTURE a3 of 33117 590 613 594 664 694 B3B| BI5| 40| 40| 5AY 106 115 | Revenues ($mill} 150
Tota Debt $210.8 mé. Due in § Yrs $19.8 m. 88{ 047 12; 98] 99| 136} 183 43) 28| 34| 60| 280 |NetProfii{Smill 28
LT Bebt 52055 mil gggtgeg;?;] il A% | Z10h | 5% | Borh | 4105 | T20% | B0 | 1A% | 355 | 9% 1@k | 20.0% |Income Tax Rate 7%.0%
® P - 1.7% .- -- S AT 0% | 24% | 23| 5% | 30% | 2.5% |AFUDC % to Het Profit 25%
Leases, Uncapna"zed: Annual rentels $.3 mal. 478% | 4605 1 B06% | 48.8% { BA2% | 490% | 4690 | 457% | 440% | 454% | 46.5% | d1.0% LUI\Q'TG"'H Dbt Ratio 46.5%
Penslon Assets-12/16 362.7 mil. 51.8% | 52.7% | 48.1% | 50.2% | 465% | 60.8% | 528% | 54.4% | 55.7% | 544% | 53.5% i 53.0% |Common Equity Ratio 53.5%
Oblig. $79.3 mid. 12| 1885 | 2213 | 255| 2542 3646 | 3736 | 3868 4024 433B] 475 450 [Total Capital {Smill 535
28430 23 /21 W42 E24) 44781 M9 5068 | BA63 | 6044] 6157 B35 |NetPlant (Smif) 675
Pfd Stock S08ml.  Pfd Blvd NMF 55% | 594 | 55% | 54% | AG% | 48% | 59% | 64% | 65% | 634 | 6.0%| 6.5% [RetumonTolalCapl | 7.0% |
Common Steck 11,564,346 shs, ars | 80h| 03%! 86% | B3% | v¥A | 92% 1104% [ 101% | 09% | 10.0% | 11.0% |Returnon Shr. Equity 11.5%
b BRI 84% | 94% | B7% | B3% | WA 9 1074 | 104% | 99% | 10.0% | 11.0% |Relumon ComEquity | 11.5%
HARKET CAP; $650 millon (Small Cap) 16%] ten] 23] 185 ] 145 ] 280 | 38% | 48% | 49%1 46%| 45%| 50% [RetalnedloComEq 5.5%
CURSFEELIS?OS!TION W5 2016 T | 8| Tn | TOR | B1% | ®B | 62 | 59% | 3% | G2 B4%| S4% | 53% (Al Div'ds fo Net Prot 53%
Cash Assets T 1.6 3.0 | BUSINESS: Cornecticut Water Servics, Inc. B a nen-operabng  Janwary, 2012; Biddeford and Saco Water, December, 2012;
Accounts Recelvable 110 13.0 116 | holding company, whose income is derved from eamings of its  Haritage Village, February, 2017. knc.: Conn.. Has 266 employess.
Other — 153 148 _ 1B5| yhotowned subsidiary companies (regulated waler uBites). In  Chaiman/PresidentChief Execulive Officer: Eric W. Thornburg. OF
g”";’g Assbezls ﬁg ﬁgj 3;2 2016, 95% of net income was derived from these activiies, Pro-  ficers and dhrectors own 2.5% of the common stck; BlackRock,
i bk 28 4B £p | vides waler services to 440,000 pacple In 79 municipa¥iies through-  InG., 7.2% (4117 proxy). Address: 93 West Main Street, Cinton, CT
Other 229 7.1 40 | out Connecticut and Maine. Acquired The Maine Waler Company, 08413. Tefephone: (860) 669-8636. Intamel www.ciwater.com.
Current Liad. %8 51 _ 58] Connecticut Water Service completed the March period, to $0.36 a share. For
AHNUAL RATES  Past Past Est'd14't6| its purchase of The Avon Water Com- this year and next, we remain optimistic
RbhaﬂQG(WSh] 0Yrs. 5Y’3; W' | pany. The cash-and-stock deal reflects a that a high single-digit rate of growth is
e Ak 3% IUE | total enterprise value of just over $40 mil- achievable for both the top and bottom
Eamings B.0% 120%  45% | lon. Approval by the Connecticut Public lines.
Divideds 2o% 20w 45% | Utilities Regulatory Authority was Elevated capital spending and acqui-
ook Value 60% 0% 25% | received in April, and the deal is in effect sitions are likely fo be the main
Cal- | OQUARTERLYREVENUESUmiL) | Fut | as of July lst. Avon serves about 4,800 growth drivers through decade’s end.
endor |Mar3t Jun.30 Sep. 38 Dec.31 Year| water customers across several com- %onnecticut has guided an investment
014 | 203 24 275 207 9.0 munities and will retain its name, service budget of more than $55 million for 2017,
2015 | 200 266. 284 2101 %0 locations, and employees. This deal comes and is poised to reap the rewards of
26 (248 21 RS N5 | NI shortly after its addition of Heritage Vil- qualifying infrastructure upgrades and re-
W7 | 25 285 R0 203 1| age (February, 2017), a transaction that is  placements through WICA and WISC.
2018 | 250 300 350 250 | 11§ atready contributing to its financials. Furthermore, we expect several small-to-
Cal EARKIMGS PER SRARE A Fill | Connecticut’s first-quarter showing is midsize acquisitions to surface in the com-
endar [ Maz3i Jun. 30 Sep. 30 Dec.3t; Year | encouraging. Revenues of $22.5 million, ing years, as CTWS' balance sheet is fun-
W45 21 & 98 2| 182 while slightly below our call improved damentally sound and can support addi-
s %77 19 A 2041 nicely, year over year. This result was tional tuck-in purchases.
wie | 28 8 8 071 208! aided by recovery costs for completed in- Short-term-minded investors may find
ggz; g? ;g gg gg igg frastructure upgrades (WICA), ]ngher something to like here, The issue is now
- - . : water surcharges {WISC), specifically in ranked to outperform the year-ahead
Cal- | QUARTERLYDIVIDEKDSPAIDEBs | rui) | Maine, and the abovementioned benefit of broader market averages {Timeliness: 2).
endar |Mar3! Jundd Sep3d Decdt] Yest | Heritage Village. Meanwhile, operating However, the recent valuation gives us
2013 | 2425 2425 2475 M475| 981 costs declined 50 basis points compared to pause. Shares of CTWS are already trad-
2014 1 2475 2475 2575 2515| 101} the previous year, thanks to lower pension ing near the high end of cur 3- to 5-year
2015 | 2675 2678 2675 2675 105| and compensation expenses, as well as a Target Price Range, thus limiting their ap-
016 | 215 7825 2825 2825 112 continued overall focus on cost reduction. peal over the pull to 2020-2022.
217 | 2825 2975 As a result, profitability rose sharply for Nicholas P FPatrikis July 14, 2017
A) Diuted eamings. Next earnings report dus [vestment plan avaitabla. ComEanys Financlal Strength B+
‘e August, C) In miZons Stock's Price Stability €0
Price Growth Persistence 50

B} Dmdends hislorically paid in mid-March, [ (D) Includes intangities. [n 2016: $30.4 mil

June, September, and Deaember. u Div'd rein-
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RECENT PE Trefing; 29.6) RELATIVE BYD cy
MIDDLESEX WATER NDQ-MSEX PRICE 40.28 RATQ 26 g(lteo‘can: 70 /| PIE RATIO 1.36 2 1
1 2
mueLwess A e | (0| 2| RE] 1301 R 37| 168 78| TR ORI 3 %5 B3 Target Price Range
SAFETY 2 fentiint LEGENDS
3 B i - &f@émﬁﬁ Rite 64
T P i = resosrsses 43
! e
703022 PROJECTIONS | Cgﬁ?:@dam?hfféfes rpe&ssvcn FEAR T B L O I E YT P qg
Ann Total L L 24
Pice  Gain  Relum l SN [ TTTYY, WO N (LIMT 26
{*_'2'93 gg (ﬁgm %: L o "" atl el T T 16
Insider Declslons e e — 12
SONDJFMAM s o e S . )
©By 000DDOOCTD
000000070 R e 6
B4 02 1001100 % TOT, RETURH 617 k
Institutional Decislons { 311-2& “_":%n{
0By i i e Percent 2 ) 1. 66 B3 [
s 56 62 51| yaded 4 [T 3y. 1038 23 [
Hfsicn 7405 7874 9400 1 Sy, 1452 914
2001|2002 ] 2003 | 2004 | 2005 | 2006 | 2007 | 2008 {2009 [ 2010 | 2041 {2012 |2013 2014 (2015 | 2016 [2017 (2018 | ©VALUELINE PUB.LLC|20-22
587 58] 612] &25] 644| 616| 650 679| 675 660| 650 683 49| 72| 777 B4A6) &35 B.65|Revenues persh .40
118) 1200 145 1:} 1383} 13 149) 153} 140} 135) 146) 186 172} 184 197 247] 235] 250 )*CashFlow™ persh 10
£8 I3 51 13 71 8 &1 R} 12 R B 20 103 113 12| 138] 45| 1.60 Eamingspersh” 2.05
62 43 B 5 &7 ) L) 70 7 12 73 74 1 76 .18 81 8 57 {Div'd Decl'd persh B 1.02
125] 159] 18| 25 218 2H Te6| 212 48| 1@ 150 138 1#& | 14D 1881 299 1 1.90 1Cap'l Spencding per sh 205
7| 739 7E0F 802 82| 952 1005| 1003) 033 | 1143 ] 1127 ] 1148 1182 | 1224 | 1274 1340 1395 14.35 |BookVahe persh 16.45
VAT | 1036 10481 TH[ 11581 13.47| 1325|1340 152 1557 | 1500 | 1582 | 1586 1612 (0.03 | 16.30| T6.50| 16.15 |CommonShs OUStgS | 17.00
#eF 235 N0 | T[] 27| 28 198 20| 78] 277 208) 97| 185 181} 256 | Boid fighres are |Avg Ann'EPIE Ratio FIK]
128 128} 171 1397 145 123 4450 119 140 143( 136 132 M or i 135 Valae Line Relative P/E Ralio 130
AB% | TR 35% | 4% 5% 3% | SR | 40% . 47| 43| 40% ) 40% | 37% | AT% | 33H| 23% estimates Avg Ann'l Divd Yield 24%
CAPITAL STRUCTURE as of 313117 5.1 910§ 8127 {027 102f | 1104 ] 1948 171 | 1260 1329 138 143 | Revenues {$miff) 160
Total Debt §156.8 mA. Due In 5 Yrs $32.1 mil. 18] 122| 00| 1434 1341 1447 166 184 2007 227 | 250| 270 |NetProt($mil) 350
LT Debt $(36.2 mil. e_'ﬂ'g)e'“‘ 4.0l 6% | W75 | 5415 | W01% | 317h | 03 | 361% |$50% | 355 | 350% | T0% | 36.0% [income Tax Rate 0%
et o ot Cap) | ol -l esn| ein| 34w | fou | 174 19%) 27| 20%| 20% AFUDCHioHetProft | 25%
45.0% | 456% 48.6“n 43.1% | 423% | 41.5% [ 404% | 405% | 384% | 37.8% | 37.5% [ 3754 iLong-Term DebtRatio &
Pension Assets-12/16 $50.4 mit, 496% | 51.6% | 52.1% | 55.8% | 56.6% | 57.4% | 58.7% | 58.5% | 598% | 61.5% | 62.0% | 620% iCommon Equily Ratio 62.0%
_ Obilg.5786 mA). 2688 | 2594 2679 | 3105 3725 3165 | 3214 | 3358 | 54| 3554 G| 385 | Total Capitaf ($mil) 455
Pfd Stock §2.4 m2l. PId Dive: 5.1 ma, 308 | 3663 | 3765| 4059) 4722 | 4352 | 4465 | 2654 | 4818 5178 | 52| 535 |HetPrant smil) 575
Common Stock 16,303,741 shs. 56% | 58% | 50w | 57%| 52% | 54% | 59% | 63% | 68%| 74% [ 754 7.5% RetumonTotalCapl | 80%
as of 43017 B6% | B6% [ 7O0% (| 81% | 75% | 7% | 874 [ 0.2% | 96% | 103% | 10.5% | 11.0% |{Retum on Shr. Equity 12.5%
87% | BUn) T0%| 82% | 75% [ 7% | 8.7% | 03% | 96%| 103% | 14.0% | 1£0% [RefurnonComEqulty | 125%
1851 20% A% 2% 0% 0 1A% | 24 F 3k 0 38% | 43% | 50%| 5.0% |Releinedfo ComEg 6.0
MARKEY CAP: $650 miKlon (Smalt Cap) o] 78%| 8% | 78% | 67| 8% | 3% | o7% | 63%| 8% | S6%| B4% |AUDWOstoNstProf | 504
CUR&%_T POSITION 2015 2016 3f1h7 BUSINESS: Middksex Water Company engages in the ownerskip 20186, the Middlesex System accounted for 60% of oparating reve-
Cash Assels 3.5 3.9 5.8 | and operation of reguiated water utfity systems in New Jersey, Det  nues. At 12/31/16, the company had 309 employees. Incorporated:
Other 209 228 _ 2141 auare, and Pennsylvania. It also opsraes water and wastewaler NJ. President, CEQ, and Chairman: Dennis W. Dell Officers &
Current Assels 254 T 267 T 270 | systems under contract on behalf of municipal and private cients i direclors oan 3.5% of the common stock; BlackRock Instisona)
ggc'slijabie g; }gg zgg NJ and DE. Its Middiesex System provides water services 1o 61,000  Trust Co., 7.2% (47 proxy). Add.: 1500 Ronson Road, Isefn, NJ
Other e 131 166 169 | retadl customers, prmarily in Midd'esex County, New Jersey. In 08830 Tel: 732-634-150C. Inlernet: www.middlesaxwater.com.
Curent Liab. 283 "~ 471 495 | Middlesex Water Company posted revenue outlook, to $138 millton. At this
ARRUAL RATES Past Past Estd'14-16] weaker-than-anticipated financial re. time, our $1.50 per share earnings es-
ofthange (prrsh) WY 5¥m. b2 sults for the March quarter. Indeed, the timate remains.
Revenues | 20% % ?g;‘f first few months of the year historically Infrastructure upgrades ought to be
Eammgsv 50% 80% s5% | leaves MSEX prone to lighter customer the priority going forward. Under its
Dividends 15% 15%  4.5% | water usage due to the colder weather. recently established RENEW program
Baok Value 40% 30% 45% | Thus, unpredictable top-and bottom-line (part of its overall spending initiatives),
Cal: QUARTERLY REVENUES (§ mit} Fuir | results are not unconmamon early in the the company plans to allocate neavly $12
endar | Mar3t Jun, 30 Sep. 30 Dec. 31| Year| year, especially considering the company million in each of the next three years to
4] 271 232 327 284 | 117.1 largely operates in the Northeast région of bolster its water transmission capabHities
015 1 288 317 M7 308 + #26d the U5, an area that is no stranger to by replacing old water mains, valves, and
016 | 306 327 38 318 [ 1324 volatile temperatures and weather condi- services lines throughout New Jersey.
017 | 301 340 380 349 | 138 | tions. Year over year, first-quarter reve- Moreover, total capital spending is poised
2008 | 330 370 4080 350 | 145 | nues contracted modestly, to $30.1 million, to exceed $200 million by the end of the
Cal- EARKMNGS PER SHARE A Full [ owing to weaker consumption from New decade, as upgrades to its distribution and
endar |HWar3t Jun.30 Sep.30 Dec.3t| Year| Jersey residents and commercial opera- preduction systems, along with some in-
2016 | 26 2@ 42 2| 113] tors. However, its customer base expanded [ormation technology updates are neces-
5 (2 31 41 28| 1.22] in its Delaware System. Earnings slipped sary for the long haul.
2016 | 29 2B 5 18] 138 on an annual basis, as well. Middlesex The dividend yield is about average at
07| r & 8 3| 18] delivered share profits of $0.27 for the pe- the recent quotation. Middlesex shares
018 ; 33 8 87 32| 18| yigd, two pennies less than the previous have increased sharply in price since early
Cat QUARTERLY DViDENDS PAJID Ba Fult 2016, pulling its annual dividend yield
endar [Mar3i Jun30 Sep.dd Dec.dt| Year {*Ve are tempering our 2017 top-line closer to that of the Value Line median.
2013 | 1875 1675 1875 19 75| expectation, while keeping intact our Investors would be better served look-
2014 | 49 19 19 9% 76| bottom-line forecast. While comparisons ing elsewhere. This issue is unfavorably
5 | o5 A5 w5 esr 78 through yearend will likely be decent, its ranked (4) for the year-ahead, and offers
2016 | 19375 19875 19875 21123  B!| weaker first-quarter showing has spurred limited upside out to 2020-2022,
w2125 21126 us to shave $2 milon from our full-year Nicholas P Patrikis July 14, 2017
[A) D2uted earnings. Next eamings repart due (B) Diidends historicalty pald in mid-Feb., { (G) In m¥ons, adjusted for spit Company's Financlat Strength B++
eanly August. May, Aug., and Novembers Divd reinvestment Stock's Price Stabllity 0
plan avallable, Price Growth Persistence 40
Earnings Predictability 85
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RECENT PiE Traiting: 13.3 Y RELATNE BV 0/
SJW GROUPNYSE-SJW mce 49,91 faano 22,7 (umn: m) ren 1,150 1.7%
: High:| 453] 430 351] 304] 2820 28 9 4] 337 357| 569 y i

THELESS 3 Rosciwainy | [ 21.3—r27.3 oo 93| B8 B8] 28| 24 B Bi| B3| &2 Target Price Range
SKEETY 3 Mt LEGENDS s

o 3 = L Ra, i
TECHHICAL 3 Loswdbto | ik o Feret R I
BETA 70 {100 Nais) b R = I I I I D S YU N N S ikl Mdis o
202022 PROJECTIONS. | bt s - P B YV N D N 5

Ann't Total zea infcdes refessh lll[ M BES
o T8 wsn 12 gt %

Heh 18 (Nﬁ} % L STV N T L A u
Insidor Decisions L L e L N :

SONDJFUA MF“E'_— x A — e 16
KBy DODOOQOODODO0DDEC M L WV | It L 12
Gfers OO 00BCGEB O ( z s ot
el 211311000 | % TOT.RETURN 61 [ 3
Institutional Decisions L THS YL ARTHY

s e AT percent 15— smc; ’1"’? -

BBy 50 81 83| chares 10 T T 11y, 2. B8 I
toSed 70 52 52| yaged 5 ] I R il T 13y, 937 203
RSSO D513 0218 10726 A It Syr. 1321 914
2001 [ 2002} 2003 ] 2004 | 2005 ] 2006 | 2007 [ 2008 [ 2002 {2010 [2011 {2042 [2013 12014 (2015 12016 {2017 {2018 | ©YALUE UNE PUB. LIC)20-22

745 797 820 914 086| 40.35( 1125] 1242 1168 | 1962 1285 ) 1401 [ 1373 1576 { 14977 1661 76.45| 7#5.90 |Revenuves persh 15.55
1491 15851 175 1887 2.4 23 23] 24 221 238 280 287 280 442 386 476 440] 440 |*Cash Flow” persh 490
R 18 81 87 1423 118 104 108 8 BB 1487 112 254 180 257 2#0| 235 |EamingspershA 75
A3 A6 49 54 53 57 61 55 1] 65 ] i T3 RE] 18 B 67 83 | biv'd Decl'd per sh Be .12
763 20m| 3JAT| 23T 28| 387 6&z| 3| 37| 5ES[ 376 BaE7| 488 502 524 695 600 5350 Cap'iSpending persh 500
8471 8401 841| 10419 10720 12487 1280 1389 | 1366 | 375 | 1420 4711 1592 | 1775 1883 | 2061 | 21.20| 21.60 |Book Value persh 23.90
1827 1827 627 16.27| 16.27] 1623 1836 898 ( 1850 1855| 1850 867 | 2047 X023 | X8| 2046 2007 2200 [Common Shs OutsTg® | 2300
185 173 B4 8E| BT BS| WA B2 BT 281 A2 04[] 43| 112 6.6 157 | Bokd figjres are |Avg AV P/E Ratlo 220
85 84 BB M) 105 1% 177 158 91 18] 13| 130 1% 59 B4 83| Vvaeline Relative P/E Ratio 140

04| 34%| 35%| 30| 24w zom| trm| 2% | 28w | 2% | 2em | s0% | 27 | 26% | 25% ) 20|  SPE ayo Ann'i Divd Yield 18%
CAPITAL STRUCTURE as of 334/7 66| 22037 211511 2156 | 2300 15| 2769 3147 3051 3397 M5 350 |Revenues ($mifl) 450
Total Debt 5433‘5_.mﬁ. Due I 5 Yrs $14 3 mel, 193( 202 182 1581 28{ 23] 25| 518 o) 528 480] 520 )Net Profit {Smill 83.0
LT Debt 34334 mil. LV Interest fg?,-,“ ey | 94| %055 | 4% Tk 411 | 40 | Wra [325% | 1% | B85 | 30K | W% [Income Tax Rale 0%

" P 275 23] 20% -- -- - -~ .- | 208 10% | 15| 1.5% [AFUDC % to Hel Profit 1.5%

Leases, Uncapitallzed: Annual rentals $6.6 mill. A7 | 46.0% 1 4048 1 5373 | 56.6% | 55.0% | 51.4% | B18% | A06% | 50.7% | 49.0% | 48.5% {Long-Term Debt Ratio 43.0%

52.3% | B4.0% | 506% | 46.3% | 43.4%; 1 45.0% | 48.9% | 484% } 50.2% | 49.3% | 51.0% | 51.5% Common Equity Rafio 51.6%

Pension Assets-12/16 5113.0 mal, 4532 4709 4996 | 5507 ( 6070 | 6102 €562 | 1445 7646 8550, 4810 925 |Tofal Capital {$mil) 1075

BId Stook None Oblig. $174.1 mél 6455 | 6842 7185 | 7855 | 7562 | 836} 6967 | OR3D | 10368 | 11464 ) 12001 1250 | Net Plant ($mill 1325
’ 574 | 5Bn ) 4% | 43% ) 40 50% | 66% | 83% | B3%)| 74% 1 65% | 65% Retun onTotal Capl T.0%

Common Stotk 20,498,733 shs. B8Z% | BO%| BU% [ 62| T9% | BA% | 7.5 [144% | 98% | 125% | 10.5% | 11.0% |Return on Shr, Equity 11,5%
BRA| B0 | B0% | 62% | TOW | BA% ] TH | 144% | 00% ) 125% | 10.5% | 1104 |Return on Com Equity 11.5%

MARKEY CAP: $1.0 bilion {Mid Cap} 5% [ 33% | 12%] 12¥ | 319 | 335 | 28% [102% | 57%| B8%! 65% | 6.5% |RetainedtoComEq T.0%
CUR&E{H POSITION 2045 2016 303417 67% 1 S¥h | B0 | B0%h | Bi%h | 5%% | 6% | 20% AZn | 3% | 40| 40% |ANDiv'ds (o Net Prof 41%
Cash Assets 52 283 7.1 | BUSINESS: SIW Group engeges in the producbion, purchase, offers nonregulated water-related services and owns and operates
Accis Receivable 164 164 285 | storage, purification, distibution, and retal sale of waler. It provides  commercial real estate investments. Has aboul 408 employees. Of
Other 58 518 _“3';; waler service to approwimalely 228,000 connections with a fotal  ficers and directors (including Nancy 0. Moss) own 26.8% of out-
g“";"; Asﬁf zgg ?9»_"; ;37 popilation of roughly pne mifion pacple in the San Jose area end  standing shares (317 proxy). Chaiman & CE.O.: Richard Roth,
03%1 Duag'a 85 143 "1 1 13,000 connections that reathes about 39,000 residents in the re-  Inc.: California. Address: 11D West Tayiot Sireet, San Jose, CA
Other 2653 306 30.0 | gion between San Amtonio and Austin, Tewes. The company also 95110, Telephona: (408) 279-7800. inlemel: ww.8lwaler.com.
Current Liab, 798_ 838 SB[ gIW Group's top line increased hand- net came in at $0.18, drastically lower
AWHUALRATES Past  Past Estd'i4'46| somely in the first quarter. On an an- than our expectation, spurring us to shave
of change (per sh) 0¥, 5Y:s.° wAR2 | nual basis, revenues advanced about 13%, a nickel from our 2017 bottom-line es-
nggg'ﬁé‘,f ?35” 12-89;? :zig’i-/ﬁ to $69 million, besting our $65 million call. timate, to $2.20 a share.

.Uh 0% i R . .

Eamings .0% 5% 0% | Higher cumulative rates from the latest Nevertheless, we are maintaining our
ﬁ“ﬁe{)ds gg::’w g-ﬂ% 6.0% | California rate case decision was the main sanguine long-term outlook. In our
Book Value 5% 65% 49% | driver in the outperformance, supple- view, some of the abovementioned opera-

cal. | CUARTERLYREVENVESmil} | pun | mented by half a million in recorded reve- tional headwinds should dissipate in the
endar |Mardt Jun. 3D Sep.30 Dec. 3| Year | nues in  its  Water  Conservation coming years. Meanwhile, we think a pick-

2014 1 546 704 1254 633 | 3199 Memorandum Account {this figure can up in West Coast water consumption is

2015 1 624 724, 830 8§76 b 5 change drastically quarter to quarter). probable. Lasthy, the company's robust

2016 § 611 869 123 794 | B39¥ These positives easily outweighed lower capital spending Initiatives Fappl‘oximately

17 4 630 900 166 860 | M5 customer water usage during the period $300 mitlion to upgrade infrastructure and

W | 660 920 103 870 | 30| (51.6 million). All told, we are tacking $5 water systems) ought to help boost operat-
rCai- EARNMGS PER SHARE A Full | million onto our current-year revenue es- ing margins through decade’s end.
endar [Mar3! Jun.30 Sep.30 Bec.31i Year | timnate, to $345 million. SJW shares have been raised one

04| 0 34 188 28| 254] But profits are being squeezed, at the notch for Timeliness, to 3 (Average).

ws | A B 4 8| 18] moment. Indeed, the company has been However, the stock’s recent valuation

06 | 16 82 8 67| 25| ynder pressure from several angles in leaves much to be desired. The dividend

5T ) 18 65 75 21 200 pecent months, Specifically, water prod-  yield (1,7%) is 30 basis points below that

we | 27 67 78 63| 2B orion expenses, including higher per-unit  of the broader market average, and among

Cal. | QUARTERLYDVOENDSPAID®a | Full | costs for purchased water and rising the lower returners in its peer group. Fur-
endar {Mar3i Jund0 Sep3t Decd!] Yesr | groundwater extraction and energy ex- thermore, much of the gains we envision

2013 1 1825 1825 1825 18251 73| penses, continue to be a factor. On the op- over the pull to 2020-2022 appear to al-

014 | 1875 875 4815 9815 | 78| erating front, SIJW is experiencing loftier ready be reflected in the stock price. Thus,

2015 [ 1930 1930 1950 960[ 78] depreciation expenses, surging administra-  Investors would be wise to wait for a more

w6 | 2025 2005 2025 A2 81} tive costs, and unexpectedly higher proper- attractive entry point.

17 |2 2105 ty taxes. As a result, March-period share MNicholas P Patrikis July 14, 2017
(A) Diuted eamings. Excludes nonrecurring | August. Quarterly eamings may nol add due o [ vestment plan svatiable, . Company’s Financlal Strength B+
losses: '03, $1.97; 04, $3.78; '05, $1.09; 06, | rounding. {C) In mizons, adjsted for stock spits. Stock’s Price Stabllity 75
$16.36; 08, $1.22; 10, §0.46. GAAP account- | {B) Dividends historicaly paid in eary March, Price Growth Persistence 25
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RECENT PE Trading: 379 Y| RELATIVE DD BG/
YORK WATER NDQ-YORW PRICE 35.25 RATIO 34.2 Wadian: 240 /| PTE RATO 1.73 Y 1. 0
High:f 21.0; 185 165| 18.0) 180| 181 185| 220 243 267| 398| 399 i
THEUNESS 4 Raenny | fion i 153 15.5| 62| 97| 128 58| 168| 1r6) 83| 07| 38| 37 Targot Prco Range
SAFETY 3 rewstmns | LEGENDS
e $.10 % D
TECHMICAL 3 Loversei? b el o
BETA 50 {1.00-Narket) 3502 it 906 - 40
A2 PROFECTIONS | it B et s e 32
Ann] Tota " Teed ceprrdrznce
Price e} Return — TS T T %3
Insider Declsions '*}u_:_‘ T ' o 1
SONDJFMAM e, S
why 0001111132 et r T 8
00019000013 P T »
b 000000000 % TOT, RETURN 617
Institutional Decisfons THS WL ARTH
Wi e 1T SIEK  INDEX
BBy s 26 am| oceat 12 ] ty. 8 188 [
o5 35 34 33 | traded 4 H 3y, 190 03 O
Hee™l) 4033 4284 5127 estleate ] TR Sy, 119.2 914
2001 ] 200212003 | 2004 | 2005 [ 2006 [ 2007 [ 2008 [ 2000 | 2010 [ 2011 [2012 [2013 [2014 [2015:2016 [2017 | 2018 | @ VALUE LiNE PUB. LLC]20.22
206] 205 217} 218| 258) 25| 279 289% 285| 307 38| 321 327 | 353 368 370 285| 495 |Revenuespersh 5.65
5 57 85 £5 19 I Bs 85 854 1071 163y 1121 1491 138 1454 t421 1.68) 170 |"CashFlow™ persh 205
43 A0 &7 49 56 55 5 51 B4 7 Kl 1n ke 89 97 82| 103} 1.10 |Eamings persh A 140
M 35 37 i) A2 43 48 43 51 5 A3 54 55 A7 60 .63 66 70 |Divid Decl'd persh B 90
15 B 107 2500 1edp 18| 189 237] 118 8 18 Ed J6|7TAC] 14T 103 5[ 1.25 |CapTSpending per sh 85
379| 39| 408] 4657 485f SB4| 597 644 692; 79| v45. T73| 798| B845| B5f) B88| 9.10| 8.55 |BookVahepersh 11.00
048] 055] 963| 0337 1020 T120] N7 137 1256] 1263 1279 1292 1298 | 1283 | 1281] 1285 13.00] 1275 [CommonShs Quistg © | 12.00
176 2681 245 257 3| 3zZ| 33] 45 A9 7| ZB9| 234| 23| 21| 235] 328 sordfigyres are [Avg Ann'l PE Ralio F7X]
8] 47| 140) 1368 140 168 161 148 146 132 4501 $55| 148 1227 118 172 ‘f"“"xj Line | Relative PiE Ratio 140
44| 33| B2%| M 264 | 25% | 8% | 35% | 36% i 355 | 3% 3% | 26% | 28% | 28%| 21%| UT®F  |Avg AnniDivid Yiek 28%
CAPITAL STRUCTURE as of 331117 AT 328 30| 30| 406| H14] 424 460 | 471 47| 500|530 IRevenues [$mill} 63.0
Total Debt $84.6 mil. Due In5Yrs $30.5 mil. 64 64 15 89 91 83 97 [ M5 125] 18| 135 140 RetProfit (Smil) 17.0
LTDebt $84.6mill LT Interest $5.4 mil 5% | 1% | 310% | B5% | 9635 | 376% | 3765 | B985 | 215% | 31.3% | 30.0% | 30.0% Income Tax Rale 254
@hofcepy | 365 1% | | 125} (44| 1A% | SH ) 18K | 6%, 19% | 184 154 IAFUDChtoNelProBt | 10%
Penslon Assets 12/16 $35.5 mi. 4655 | EA5% | 4505 | 4835 [ ET1% | 4605 | 45.1% |S4B% | 44.4% | 4265 | 42.5% | 44.0% [Long-Term DebtRate | 45.0%
Oblig. $40.8 mil. 53.5% | 46.5% | 64.3% ; 51.7% | 520% | 54.0% | S4.9% [ 66.2% | 65.6% | 574% | 56.5% | 56.0% |Common Equity Ratio 55,04
P15 Stock Non 12571 1534 160401 /64| 8027 1648 ) 1884 1694 ) 1263} 1387 210 215 { Tota Capital {$mill} 240
& 19161 2114 | 2220 | 2284 2330 | 2403 | 2442 | 232 | 2614 2109 P15} 260 1 Het Plant {$mill} 5
Common Stock 12,643,000 shs. 67%| 674 [ 62% | 65%  64% | 64% | 65% | 74 | TEW| 7241 75% | 75% ReumonTolalCal | 80%
95% [ 92% ] BE% ] 98% 1 95% | 93% | 63% [11.0% | 1155 [ 104% | 11.5% | 11.5% [Retumon Shr. Equity | 125%
MARKET CAP: §450 milllon {Smalt Cap) 95% | 92% | B6% | 98% | 95% | 83% | 93% [11.0% | 115% | 104% | 14.5% | 11.5% |Retura on Com Equity 12.5%
CURRENT POSITION 20%5 2086 331117 | 1781 14% | 198 | 275 | 25% | 24% | 24% | 38% | 44% | 34% | 4.0% | 40% |Retainedto ComEq 4.5%
cat L) 28 42 S S e Ten| Tam| MR | T | W% | 5 62| 67%| 64| 64% ANDNds tolet Prof 64%
Accounts Receivable 3.5 43 4.0 £ BUSINESS: The York Waler Company is the oldest investor-owned  nues; commerdial and indusirial (20%), other (8%). It also provides
{’)‘{%}'W {Avg. Cost) 4-2 3-5 3? reguialed water uility in the United Stales. It has operated contin.  sawer b¥ng services, Incoiporated: PA York had 105 ful-fme em-
e —a 1 uously since 1816. As of December 31, 2046, the company's aver- ployses at 123116, PresentCEQ; Jeffrey R Rines. Of
ggg'g:;?;? 1:3 15? gg age daily avadabfity was 354 m¥ion gafons and s service e fearsfdicectors own 1.1% of the common stock (317 proxy). Ad-
Debi D ' .. - - | loty had an estimated population of 196,000. Has more than 67,000 dtess: 130 East Market Streel, York, Pennsyivania 17401, Tele-
Other ue‘ a4 4 5 4.7 | customers, Residential customers accounted for 63% of 2016 reve-  phone: (717) 845-3601. Inlerael: waw.yorkwater.com.
Current Lisb. _ %2 B2 York Water was unable to generate greater qualifying expenditures {first-
ANNUAL RATES Past  Past Estd'14'16| any meaningful growth in the first quarter capex rose three times, year over
ofchange fersh)  to¥e 5;’;-% ‘°’?2°!;73 quarter. Year over year, its top- and year) Looking forward, the company's
g;ash Elow” g_‘{s,%’é B. ﬂ',-’z 90%? ls)gtg{))m-liﬁe figures ctnf 3111.3 milli;)rlti ar;d {Jlaglzgo re_l[x]r;p ut;;l'spending to e'lppr_oximat;a-
amings .55 .04 % .20 a share, respectively, were relatively ly million this year remains in reach,
g'ovci?ce\?glie ggz" ggﬁg Zg:z Rattish. March-period revenues were like- with next year's investment allocation
‘ . ly hetd back due to lower consumption slowing slightly, to $16 million. Moreover,
Cgiv Mm?iR{;ERLYS%E\éENU?o“g:%)3 \fUll éeasonality). more than offsetting positive capital spending on pipes, facilities, and
endar fhard] Jun. oV vep. %2t | contributions from its recent acquisition of pumping stations ought to help Eift operat-
g}g }?g Hg ;gg Hg i?:‘ West York Borough sewer. Meanwhile, its  ing margins this year and next. - -
- 2, 4. 16 1 3l penny improvement on the bottom line can At this juncture, the issue does nof fit
e 13 118 126 18 45;6 largely be atiributed to a lower effective the needs of income-seekers quite like
gg}; ,};g ;gg ;ig ;‘;g “g tax rate (discussed below), as operating it has in the past. As a result of the
: EARNN(}S PERS}.{ARE" - costs in the first quarter were nearly 40% stock's year-and-a-half-long run-up  in
Cal- Full [ of total revenues. price, YORW shares presently offer a yield
endor | War31 Jun. 30 Sep. 30 Dec. 31| Year | We still think the company is on track that is below the broader market average,
gg;g ;g g g S? gg‘ to post soltd gains this year. However, even though the company has raised its
- . : : 21 we are lowering our estimates. We now annual payout, year after year,
gg’ig :123 2235 ??I} 22% 1-%% look for revenues of $50 million, or a 5% Based on our %‘unelmess Ranking Sys-
2088 | 2% 3 39| 1gp] @nnual advance, and earnings of $1.03 a tem, York stock is an unfavorable se-
c éUAR?ERLYD(VTDE;éDSPMD.B '“ share, representing a 12% improvement lectfipn for re(la)tive year-ahead price
al- Full | pver the prior-year tally, erformance {4}). What's more, appreci-
endar | Mar3t Jun30 Sep3) Decdt| Yeat| yyjpoper capital expenditures should at;on potential three to five years hence is
2013 | 138 .38 138 138 | 552 ¢rigger favorable tax deductions un- unenticing. as much of the gains we
22314 §431 -143; }ggi ~}431 ggj der the IRS tangible property rules. foresee over that time frame have already
201g 345?’5) g&ﬁ '1552 1%83 627 We are beginning to see this bear fruit, as been factored into the price. Thus, we ad-
017 | e ew : 7 York’s effective tax rate in the first vise investors to take a pass, for now.
) ’ quarter declined significantly thanks to Nicholas F Patrikis July 14, 2017
g\} Diuted earnings. Next earnings report dua | (€) In mifions, adjusted for splits. Compan, gs Finaneial Strength B+
te Avgust, Stock’s Price Stabllity 70
}JB) Diidends historicaly pald in iate- Price Growth Persistence 55
ecember, February, June‘ and September. Eatnings Predictabllity 95
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Indian Hills Utility Operating Company, Inc.

Summary of Risk Premium Models for the

Proxy Group of Eight Water Companies

Proxy Group of
Eight Water
Companies
Predictive Risk
Premium Model
(PRPM] (1} 11.81 %
Risk Premium Using
an Adjusted Total
Market Approach (2) 9.68 %
Average 10.75 %
Notes:

(1} From page 2 of this Sub-Schedule.
{2) From page 3 of this Sub-Schedule.



Indian Hills Utility O ing C I
Indicated ROE
Derived by the Predictive Risk P jum Model (1)

(1 (2] (3] 14] £5] {6] [
LT Average Spot Average Predicted
Predicted Predicted Predicted GARCH Risk Risk-Free Indicated
Proxy Group of Eight Water Companies Variahice Variance Variance Coefficient Premium {2) Rate (3) ROE (4)

American States Water Co. 0.39% 0.32% 0.35% 1.75220 7.61% 3.56% 11.17%

American Water Works Company Inc NMF NMF NMF 5.62006 NMF 3.56% NMF
Aqua America Inc 0.45% 0.24% 0.35% 2.28087 10.01% 3.56% 13.57%
California Water Service Group 0.32% 0.29% 0.30% 1.93020 7.17% 3.56% 10.73%
Connecticut Water Service Inc 0.29% 0.22% 0.26% 1.88384 6.04% 3.56% 9.60%
Middlesex Water Co. 0.29% 0.43% 0.36% 2.01400 9.06% 3.56% 12.62%
SJW Corp 0.42% 0.41% 0.41% 1.56705 7.99% 3.56% 11.55%
York Water Co. 0.47% 0.42% 0.44% 2.09126 11.62% 3.56% 15.18%
Average 12.06%
Median 11.55%
Average of Mean and Median 11.81%

Notes:

1

@)
3
{4}

NMF = Not Meaningful Figure

The Predictive Risk Premium Model uses historical data to generate a predicted variance and a GARCH
coefficient. The historical data used are the equity risk premiums for the first available trading month as

reported by Bloomberg Professional Service.

(1+(Column [3] * Column [4]F %) - 1.

From note 2 on page 2 of Sub-Schedule DWD-5,

Column [5] + Column [6].

P-aMa 3npBLIS-ang
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Line No.

Notes:

(1)
(2)
(3)

(4)

Indian Hills Utility Operating Company, Inc,

Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model

Using an Adjusted Total Market A

Prospective Yield on Aaa Rated
Corporate Bonds (1)

Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate
Bonds and A Rated Public
Utility Bonds

Adjusted Prospective Yield on A Rated
Public Utility Bonds

Adjustment to Reflect Bond
Rating Difference of Proxy Group

Adjusted Prospective Bond Yield
Equity Risk Premium (4)

Risk Premium Derived Common
Equity Cost Rate

roach

Schedute DWD-01
Sub-Schedule DWD-4

Page 3 of 12

Proxy Group of
Eight Water
Companies

4.57

0.26

4.83

.06

4.89

4,79

9.68

%

(2

%

(3)

%

%

Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue

Chip Financial Forecasts (see pages 10-11 of this Sub-Schedule).
The average yield spread of A rated public utility bonds over Aaa

rated corporate bonds of 0.26% from page 4 of this Sub-Schedule.

Adjustment to reflect the A2 / A3 Moody's LT issuer rating of the

proxy group of eight water companies as shown on page 5 of this Sub-
Schedule, The 0.06% upward adjustment is derived by taking 1/6 of
the spread between A2 and A3 Public Utility Bonds {1/6 * 0.37% =

0.06%) as derived firom page 4 of this Sub-Schedule.

From page 7 of this Sub-Schedule.
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Indian Hills Utility Operating Company, Inc.
Interest Rates and Bond Spreads for
Moody's Corporate and Pubilic Utility Bonds
Selected Bond Yields
[1} [2] [3]
Aaa Rated A Rated Public Baa Rated Public
Corporate Bond Utility Bond Utility Bond
Aug-2017 3.63 % 3.86 % 423 %
Jul-2017 3.70 3.99 4,36
Jun-2017 3.68 3.94 432
Average 3.67 % 3.93 % 430 %
Selected Bond Spreads
A Rated Public Utility Bonds Over Aaa Rated Corporate Bonds:
0.26 % (1)

Baa Rated Public Utility Bonds Over A Rated Public Utility Bonds;
0.37 % (2)

Notes:
(1) Column [2] - Column [1].
(2} Column [3]} - Column [2].

Source of Information:
Bloomberg Professional Service
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Page 5 of 12
Indian Hills tility Operating C any, n
Comparison of Long-Term Issuer Ratings for
Proxy Group of Eight Water Companies
Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
August 2017 August 2017
Long-Term Long-Term
Issuer Numerical Issuer Numerical
Proxy Group of Eight Water Companies Rating Weighting(1) Rating Wheighting(1)
American States Water Co. (2) AZ 6.0 A+ 5.0
American Water Works Company Inc (3) A3 7.0 A 6.0
Aqua America Inc (4) NR - A+ 5.0
California Water Service Group (5} NR -- A+ 5.0
Connecticut Water Service Inc (6) NR -- A 6.0
Middlesex Water Co. NR -- A 6.0
SJW Corp (7) NR -- A 6.0
York Water Co. NR - - A- 7.0
Average A2/A3 6.5 A 5.8

Notes:

{1) From page 6 of this Sub-Schedule.

(2} Ratings that of Golden State Water Company.

{3) Ratings that of New Jersey and Pennsylvania American Water Companies.
{4) Ratings that of Aqua Pennsylvania, Inc.

(5] Ratings that of California Water Service Company.

{6) Ratings that of Connecticut Water Company.

(7} Ratings that of San Jose Water Company.

Source Informatien: Moody's Investors Service
Standard & Poor's Global Utilities Rating Service
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Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings

Moody's Bond Numerical Bond Standard & Poor's
Rating Weighting Bond Rating
Aaa 1 AAA
Aal 2 AA+
AaZ 3 AA
Aa3 4 AA-
Al 5 A+
A2 6 A
A3 7 A-
Baal 8 BBB+
BaaZ g BBB
Baa3 10 BBB-
Bal 11 BB+
Ba2 12 BB
Ba3 13 BB-
B1 14 B+
B2 15 B

B3 16 B-
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Indian Hills Utility Operating Company, Inc,
Judgment of Equity Risk Premium for

Proxy Group of Eight Water Companies

Line Proxy Group of Eight
No. Water Companies

1. Calculated equity risk
premium based on the
total market using
the beta approach (1) 5.60 %

2. Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with A rated bonds (2) 3.98

3. Average equity risk premium 4.79 %

Notes: (1) From page 8 of this Sub-Schedule,
(2) From page 12 of this Sub-Schedule.
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Page 8 of 12
indian Hills Utility Cperating Company, Inc.
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for the
Proxy Group of Eight Water Companies
Proxy Group of
Eight Water
Line No. Equity Risk Premium Measure Companies
Ibbotson-Based Equity Risk Premiums:
1. Ibbotson Equity Risk Premium (1} 5.56 %
2. Regression on Ibbotson Risk Premium Data {2) 7.41
3. [bbotson Equity Risk Premium based on PRPM {3) 5.96
4, Average Ibbotson Equity Risk Premium 6.31
Value Line-Based Equity Risk Premiumg;
s Equity Risk Premium Based on Value Line
) Summary and Index {4) 5.07
6 Equity Risk Premium Based on Value Line
' S&P 500 Companies {5) 9.56
7. Average Value Line Equity Risk Premium 7.32
Bloomberg-Based Equity Risk Premium:
Equity Risk Premium Based on Bloomberg
8. S&P 500 Companies (6) 9.08
9, Conclusion of Equity Risk Premium (7) 757 %
10. Adjusted Beta (8) 0.74
11, Forecasted Equity Risk Premium 560 %

Notes provided on page 9 of this Sub-Schedule.



Notes:

(1)

(2)

(3)

(4)

{5)

(6)

N
(8)

Schedule DWD-01
Sub-Schedule DWD-4
Page 2 of 12

Indian Hills Utility Operating Company, Inc,
Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for the
Proxy Group of Eight Water Companies

Based on the arithmetic mean historical monthly returns on large company common
stocks from tbhotson® SBBI® 2017 Market Report minus the arithmetic mean monthly
yield of Moody's average Aaa and Aa corporate bonds from 1926-2016.

This equity risk premium is based on a regression of the monthly equity risk premiums
of large company common stocks relative to Moody's average Aaa and Aa rated
corporate bond yields from 1928-2016 referenced in Note 1 above.

The Predictive Risk Premium Model (PRPM] is discussed in the accompanying direct
testimony. The Ibbotson equity risk premium based on the PRPM is derived by applying
the PRPM to the monthly risk premiums between lbbotson large company common
stock monthly returns and average Aaa and Aa corporate monthly bond yields, from
january 1928 through August 2017,

The equity risk premium based on the Value Line Summary and Index is derived by
subtracting the average consensus forecast of Aaa corporate bonds of 4.57% (from
page 3 of this Sub-Schedule) from the projected 3-5 year total annual market return of
9.64% (described fully in note 1 on page 2 of Sub-Schedule DPWD-5}.

Using data from Value Line for the S&P 500, an expected total return of 14.13% was
derived based upon expected dividend yields and long-term earnings growth estimates
as a proxy for capital appreciation. Subtracting the average consensus forecast of Aaa
corporate bonds of 4.57% results in an expected equity risk premium of 9.56%.

Using data from the Bloomberg Professional Service for the S&P 500, an expected total
return of 13.65% was derived based upon expected dividend yields and long-term
earnings growth estimates as a proxy for capital appreciation. Subtracting the average
consensus forecast of Aaa corporate bonds of 4.57% results in an expected equity risk
premium of 9.08%,

Average oflines 4, 7, and 8.
Average of mean and median beta from Sub-Schedule DWD-5,

Sources of Information;

Stocks, Bonds, Bills, and Inflation - 2017 SBBI Yearbook, John Wiley & Sons, inc.
Industrial Manual and Mergent Bond Record Monthly Update,

Value Line Summary and Index '

Blue Chip Financial Forecasts, June 1, 2017 and September 1, 2017

Bloomberg Professional Seivices
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Interest Rates
Federal Funds Rate
Prime Rate
LIBOR, 3-mo.

Comunercial Paper, 1-mo.

Treasury bill, 3-mo,
Treasury bill, 6-mo.
Treasury bill, 1 yr.
Treasury note, 2 yr.
Treasury note, 5 yr.
Treasury note, 10 yr,
Treasury note, 30 yt.
Corporate Aaa bond
Corporate Baa bond
State & Local bonds
Hoeme mortgage rate

Key Assumptions

Major Currency Index
Real GDP

GDP Price Index
Consumer Price Index

Schedule DWD-01
Sub-Schedule DWD-4
Page 10 of 12

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions’

------- Average For Week Ending------
Aug 18 Augll Augd Jul 28
1.16 116 1.15 116
4.25 4.25 4.25 4,25
1.32 1.31 1.31 1.31
1.09 1.11 1.10 1.1
1.02 1.04 1.08 1.13
1.13 1.15 1.14 1.13
1.24 1.22 1.23 L.23
1.33 1.34 .35 1.37
1.78 1.80 1.81 1.85
2.22 2.24 2.27 2.30
2.80 2.82 2.85 2.89
3.77 3.77 3.77 3.79
4.36 4.35 4.34 4.36
333 3.35 3.39 3.38
3.89 3.90 3.93 3.92
---------------------------------------- History---
¢ 4Q 1Q 2Q
2015 2015 2016 2016
91.8 93.1 93.3 89.6
1.6 0.5 0.6 2.2
1.4 0.8 0.3 2.4
1.5 0.4 0.1 2.3

HASHO Y- -mm e oo o oo Consensus Fmecasts—Qual fcrlv Avg

--—-Average For Month--- Latest Qtr[73Q" : i

I Jun May 202017 | 2017
1.15 1.03 0,90 0.94

425 413 4.00 4.04

1.31 1.26 1.18 1.20

1.10 1.00 0.84 0.89

1.09 1.00 0.90 0.90

1.13 1.1 1.03 1.03

1.23 1.20 1.12 1.12

1.38 1.33 1.31 1.29

1.88 L.77 1.85 1.82

232 2.19 231 2,27

289 28] 297 291

3.8 381 3.59 393

439 439 4,57 4.52

343 3.37 3.51 348

397 390 4,01 3.99

3Q 40 1Q 2Q
2016 2016 2017 2017

90.3 93.7 94.4 93.0

2.8 1.8 1.2 2.0

L4 2.0 2.0 1.0

1.8 3.0 11 -0.3

Forecasts for interest rates and the Federal Reserve’s Major Currency Index represent averages for the guarter. Forecasts for Reat GDP GDP Price ]ndC\ and Consumer Price
Index are seasonally-adjusted annual rates of change (saar). Individual panel members® forecasts are on pages 4 through 9, Historical data: Treasury rates from the Federal Re-
serve Board's H.E5; AAA-AA and A-BBB corporate bond yields from Bank of America-Merill Lynch and are 13+ years, yield 1o maturity; State and local bord yields from
Bank of America-Mermill Lynch, A-rated, yield to maturity; Mortgage mies from Freddie Mac, 30-year, fixed; LIBOR quotes from Intercontinental Exchange, All interest rate
data is sourced from Haver Analytics. Historical data for Fed’s Major Currency Index is from FRSR H.10. Historical data for Real GDP and GDP Chained Price Index are from
the Bureau of Economic Analysis (BEA). Consumer Price Index (CPE) history is from the Department of Labor’s Bureau of Labor Statistics (BLS).

U.S. Treasury Yield Curve

Week ended August 18, 2017 and Year Ago vs.

30 2017 and 4Q 2018 Consensus F oracasts

4.00 4.50
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2.50 : g CONseNnsus 3Q 2077 | 3.00
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Long-Range Survey:

Schedule DWD-01
Sub-Schedule DWD-4
Page 11 0f 12

The table below contains the results of our twice-annual long-range CONSENSUS survey. There are aiso Top 10 and Bottom 10 averages for each
variable. Shown are consensus estimates for the years 2019 through 2023 and averages for the five-year periods 2019-2023 and 2024-2028. Apply
these projections cautiously, Few if any economic, demographic and political forces can be evaluated accurately over such long time spans.

Intercst Rates
1. Federal Funds Rate

2, Prime Rate

3.11BOR, 3-Mo.

4. Commercial Paper, 1-Mo.

5. Treasury Bill Yield, 3-Mo.

6. Treasury Bill Yield, 6-Mo.

7. Treasury Bill Yield, I-YT.

8. Treasury Note Yield, 2-Yr.

10. Treasury Note Yield, 5-Yr.

11. Treasury Note Yield, 10-YT.

12, Treasury Bond Yield, 30-vr.

13. Corporate Aaa Bond Yield

3. Corporate Baa Bond Yiekd

14, State & Local Bonds Yield

15, Home Mortgage Rate

AL FRB - Major Currency Index

B. Real GDP

C. GIDP Chained Price lndex

. Consumer Price Index

CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Avempge

Bottom 10 Avemge
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Avemage

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Avemge

Bottom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Avemge
CONSENSUS

Top 10 Average

Bottom 10 Average
CONSENSUS

Top 10 Average

Boitom 10 Average
CONSENSUS

Top 10 Average

Bottom 10 Average

CONSENSUS
Top 10 Average
Bottom 10 Avemge
CONSENSUS
Taop 10 Average
Bottom 10 Average
CONSENSLS
Top 10 Average
Bottom 10 Average

——-Average For The Year

Five-Year Averages

2019 2020 2021 2022 2023 20192023 2024-2028
2.6 2.9 2.9 2.9 29 2.8 3.0
31 35 34 35 3.5 34 3.5
2.0 2.3 2.3 2.3 24 2.3 24
5.6 59 5.9 5.9 5.9 58 6.0
6.1 6.5 6.5 6.5 6.5 6.4 6.5
5.0 5.3 53 5.2 53 5.2 5.4
2.9 31 3.2 31 3.2 3.1 3.2
34 3.7 3.7 3.7 3.8 3.7 38
2.4 2.6 2.6 2.5 2.6 25 2.6
2.7 3.0 3.0 3.0 3.1 3.0 3.1
3.2 35 3.5 3.6 3.6 35 3.6
2.2 2.5 2.5 2.4 2.5 2.4 2.6
25 28 28 2.8 29 28 29
31 34 3.4 34 3.5 33 3.5
1,9 2.2 2.3 2.2 23 2.2 2.3
2.6 2.9 3.0 3.0 3.0 2.9 3.0
32 36 3.5 36 3.6 35 3.6
2.0 24 2.4 2.4 2.4 2.3 24
2.8 3.1 3.1 31 31 3.0 3.2
34 3.7 3.7 3.7 3.7 3.6 3.7
2.1 2.5 2.5 2.5 2.5 2.4 2.5
2.9 3.2 33 i3 33 32 33
35 39 39 3.9 39 38 4.0
2.3 2.6 2.7 2.6 26 26 2.7
33 35 3.5 3.6 3.6 35 3.6
3.9 4.2 4.2 4.2 4.2 4.1 4.3
2.7 2.9 29 3.0 3.0 2.9 3.0
3.6 38 38 39 3.9 3.8 39
4.2 4.5 44 4.5 4.5 44 4.6
29 3.0 3.3 3.2 33 3.1 3.3
4.2 4.3 4.4 4.4 4.4 4.3 4.5
49 5.0 50 5.0 50 5.0 5.1
3.5 3.7 3.7 3.8 3.8 3.7 3.8
5.2 54 5.4 5.4 5.5 54 5.5
5.7 59 59 6.0 5.9 59 6.0
4.7 49 4.9 4.9 5.0 4.9 5.1
6.1 6.3 6.3 6.3 6.3 6.3 6.4
6.8 7.0 6.9 7.0 6.9 6.9 7.0
5.5 5.6 5.7 5.6 5.8 5.6 5.7
4.6 4.7 4.7 4.7 4.7 4.7 4.8
51 53 5.2 53 53 52 53
4.2 42 42 4.1 4.1 42 4.2
5.3 5.5 5.5 5.5 5.5 5.4 5.6
59 6.2 6.1 6.2 6.1 6.1 6.2
4.6 4.8 4.8 4.7 4.9 48 4.9

93.8 93.2 923. 923.0 92.7 93,2 92.5
96.5 96.6 96.9 97.1 97.2 96.9 97.1
91.0 89.7 89.2 88.7 88.1 893 88.1

———VYear-Over-Year, % Change— Five-Year Averages

2019 2020 2021 2022 2023 20192023 2024-2028
2.2 20 20 2.0 2.0 2.0 2.1
26 24 24 24 23 24 23
1.7 16 16 1.6 1.6 1.6 1.8
2.2 21 2.1 2.0 2.0 2.1 2.0
25 23 23 22 2.2 23 2.3
19 19 1.9 1.9 1.7 1.8 1.9
23 23 23 23 2.2 2.2 2.2
26 26 25 25 24 2.5 2.4
19 20 20 2.1 1.8 2.0 20



Line No,

Notes:
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Indian Hills Utility Operating Contpany, Inc,

Derivation of Mean Equity Risk Premium Based Studies
Using Holding Period Returns and
Proj Mark reciati he S&P Utility In

Implied Equity Risk

Premium
Equity Risk Premium based on S&P Utility Index
Holding Period Returns [1}:
Historical Equity Risk Premium 396 %
Repression of Historical Equity Risk Premium
(2} 5.62
Forecasted Equity Risk Premium Based on
PRPM {3) 4.03
Average Equity Risk Premium Using S&P
Holding Period Returns 453 %
Equity Risk Premium based on Projected Market
Appreciation of the S&P Utility Index
Forecasted Equity Risk Premium based ont
Projected ‘Total Return on the S&P Utilities
Index (Value Line Data} (4) 4,15
—_——r——e——————e—
Forecasted Equity Risk Premium based on
Projected Total Return on the S&P Utilities
Index (Bloomberg Data) (5) 3.27
Average Equity Risk Premium (6} 398 %

n

2

(3

4

(53

(63

Based on S&P Public tility Index monthly total returns and Moody's Public Utility
Bond average monthly yields from 1928-2016. Holding period returns are
calculated based upon income received {dividends and interest) plus the relative
change in the market value of a security over a one-year hoiding period.

This equity risk premium is based on a regression of the monthly equity risk
premiums of the S&P Utility Index relative to Moody's A rated public utility bond
yields from 1928 - 2016 referenced in note 1 above,

The Predictive Risk Premium Model (PRPM) is applied to the risk premium of the
monthly total returns of tite S&P Utility Index and the meonthly yields on Moody's A
rated public utility bonds from January 1928 - August 2017.

Usingdata fram Value Line for the S&P Utilities Index, an expeacted return of 8.98%
was derived based on expected dividend yields and long-term growth estimatesas a
proxy for market appreciation. Subtracting the expected A rated public utility bond
yield of 4.839%, calculated on line 3 of page 3 of this Sub-Schedule results inan
equity risk premium of 4.15%. (8.98% - 4.83% = 4.15%)

Using data from Bloomberg Professional Service for the S&P Utilities Index, an
expected return of 8.10% was derived based on expected dividend yields and long-
term growth estimates as a proxy for market appreciation, Subtracting the expected
Arated public utility bond yield of 4.83%, calculated on line 3 of page 3 of this Sub-
Schedule resuits in an equity risk premium of 3.27%, (8.10% - 4.83% = 3.27%)

Average of Lines 4 through 6,



i

[11 (2] [3] [4] {s] (6] 171 [8]
Indicated
Vatlue Line Traditional Common
Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost Equity Cost
Proxy Group of Eight Water Companies Beta Adjusted Beta Beta Premium (1) Rate (2} Rate Rate Rate [3)
American States Water Co. 0.75 0.71 0.73 860 % 356 % 984 % 1042 % 1013 %
American Water Works Company Inc 0.60 0.57 0.59 8.60 3.56 8.63 952 9.08
Aqua America Inc 0.70 0.62 0.66 8.60 3.56 924 9.97 9.60
California Water Service Group 0.75 0.75 0.75 8.60 3.56 10.01 10.55 10.28
Connecticut Water Service Inc 0.65 0.70 0.68 8.60 3.56 9.41 10,10 9.75
Middlesex Water Co. 0.75 0.94 0.85 8.60 3.56 10.87 11.19 11.03
SJW Corp 0.70 0.84 0.77 8.60 3.56 10.18 10.68 1043
York Water Co. (.80 1.00 0.90 8.60 3.56 11.30 11.52 11.41
Mean 0.74 9.94 % 10.49 % 10.21 %
Median 0.74 992 % 1048 9% 1021 %
Average of Mean and Median 0.74 9.93 10.49 10.21 %

Notes on page 2 of this Sub-Schedule.
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Schedule DWD-H
Sub-Schedule DWD-5
Page 2 of 2

Indian Hills Utility Operating Company, Inc,

otes to Accompany the ication of the CAPM a CAPM
Notes:

(1) The marketrisk premium (MRP) is derived by using six different measures frem three sources: Ibbotson, Value Line, and
Bloomberg as illustrated below:

Historical Data timates:

Measure 1: Iobotson Arithmetic Mean MRP (1926-2016)

Arithmetic Mean Monthly Returns for Large Stocks 1926-20146: 1197 %
Arithmetic Mean Income Returns on Long-Term Government Bonds: 5.17
MRP based on Ibbetson Historical Data: 680 %

Measure 2: Application of a Regression Analysis to [bbotson Historical Data

(1926-2016) 8,62 %
—_—
Measure 3: Application of the PRPM to Ibbotson Historical Data:
{January 1926 - August 2017) 6.75 %
Average Historical Data MRP 739 %

Value Line MRP Estimates:

Measure 4: Value Line Projected MRP (Thirteen weeks ending September 01, 2017)

Total projected return on the market 3-5 years hence®: 9.64 %
Projected Risk-Free Rate {see note 2): 3.56
MRP based on Value Line Summary & Index: 608 %

*Forcasted 3-5 year capital appreciation pius expected dividend yield

Measure 5: Value Line Projected Return on the Market based on the S&P 500

Total return on the Market based on the S&P 50(: 14,13 %

Projected Risk-Free Rate (see note 2): 3.56

MRP based on Value Line data 10.57 %
Average Yalue Line MRP: B.33 %

Measure 6: Bloomberg Projected MRP

Total return on the Market based on the S&P 500; 13.65 %

Projected Risk-Free Rate (see note 2); 3.56
MRP based on Bloomberg data 10.08 %

Average of Value Ling, |bbotson, and Bloomberg MRP: B8.60 %
———

(2) For reasons explained in the direct testimony, the appropriate risk-free rate for cost of capital purposes is the average forecast of
30 year Treasury Bonds per the consensus of nearly 50 economists reported in Blue Chip Financial Forecasts, (See pages 10-11
of Sub-Schedule DWD-4.) The projection of the risk-free rate is illustrated below:

Third Quarter 2017 291 %
Fourth Quarter 2017 3.06
First Quarter 2018 3.24
Second Quarter 2018 3,36
Third Quarter 2018 350
Fourth Quarter 2018 3.59
2019-2023 4.30
2024-2028 4,50

356 %
(3) Average of Celuma 6 and Column 7,

Sources of Information:
Value Line Summary and Index
Blue Chip Financial Forecasts, June 1, 2017 and September 1, 2017
Stocks, Bonds, Bills, and Inflation - 2017 SBBI Yearbook, fjohn Wiley & Sons, Inc.
Bloomberg Professionat Services



Schedule DWD-01
Sub-Schedule DWD-6
Page 1 0f 3

Indian Hills Operating Company, Inc,
Basis of Selection of the Group of Non-Price Regulated Companies

Comparable in Total Risk to the Utility Proxy Giroup

The criteria for selection of the proxy group of seventeen non-price regulated companies
was that the non-price regulated companies be domestic and reported in Value Line

Investment Survey (Standard Edition).

The proxy group of seventeen non-price regulated companies were then selected based on
the unadjusted betarange of 0.34 - 0.70 and residual standard error of the regression range of
2.3533 - 2.8069 of the water proxy group.

These ranges are based upon plus or minus two standard deviations of the unadjusted
beta and standard error of the regression. Plus or minus two standard deviations captures
95.50% of the distribution of unadjusted betas and residual standard errors of the regression.

The standard deviation of the water industry’s residual standard error of the regression is
0.1134. The standard deviation of the standard error of the regression is calculated as follows:

Standard Deviation of the Std. Err. of the Regr, = Standard Error of the Regression

2N

where: N=  number of observations. Since Value Line betas are derived from weekly price
change observations over a period of five years, N = 259

Thus, 0.1134 = 2.5801 = 2.5801
\/518 22,7596

Source of Information: Value Line, Inc., June 2017
Value Line Investinent Survey (Standard Edition)




Schedule DWD-01
Sub-Schedule DWD-8

Page 2 of 3
ndi ills Utility Operating Company. Inc.
Basis of Selection of Comparable Risk
Domestic Nop-Price Regulated Companies
[1] [z} {3] [4]
Residual
Value Line Standard Standard
Adjusted Unadjusted Error of the Deviation
Proxy Group of Eight Water Companies Beta Beta Regression of Beta
American States Water Co, 0.75 0.58 2.7924 0.0973
American Water Works Company Inc 0.60 0.39 1.983% 0.0691
Aqua America Inc 0.70 0.47 2.2248 0.0775
California Water Service Group 0.75 0.56 2.5374 0.0884
Connecticut Water Service Inc 0.65 .41 2.3746 0.0827
Middlesex Water Co. 0.75 0.57 2.8058 0.0978
SJW Corp 0.70 0.53 2.9297 0.1021
York Water Co. 0.80 0.62 2,9920 0.1042
Average 0.71 0.52 2.5801 0.0839

Beta Range (+/- 2 std. Devs. of Beta) 0.34 0.70
2 std. Devs. of Beta 0.18

Residual Std. Err. Range {+/- 2 std.

Devs. of the Residual Std. Err.) 2.3533 2.8069
Std, dev. of the Res. Std. Err. 0.1134
2 std. devs. of the Res. Std. Err, 0.2268

Source of Information: Valueline Proprietary Database, June 2017



Schedule DWD-01

Sub-Schedule DWD-6

Page 3 0f 3
Indian Hills Utility Operating Company, Inc,
Proxy Group of Non-Price Regulated Companies
Comparable in Total Risk to the
Proxy Group of Eight Water Companies
(1] [2] [3] [4]
Residual
Standard Standard

Proxy Group of Seventeen Non-Price VL Adjusted Unadjusted Error of the Deviation of
Regulated Companies Beta Beta Regression Beta
ABM Industries Inc. 0.80 0.65 2.4419 0.0851
Bright Horizons Fami 0.85 0.70 24641 0.0949
Cheesecake Factory 0.85 0.70 2.5709 0.0896
CBOE Holdings 0.70 0.50 2.5345 0.0883
Chemed Corp. 0.85 0.70 2.8000 0.0976
CME Group 0,75 0.60 2.4401 0.0850
Forrester Research 0.70 0.53 2.7803 0.0969
Genpact Limited 0.75 0.57 27009 0.0941
Hormel Foods 0.75 0.58 2.4245 0.0845
Intercontinental Exc 0.80 0.63 23619 0.0823
Lancaster Colony (.80 0.65 2.3708 0.0826
Lilly (El{) 0.75 0.60 2.5343 0.0883
Mercury General 0.70 0.53 2.5576 0.0891
O'Reilly Automotive 0.80 (.69 2.6083 0.0909
Pinnacle Foods 0.80 0.67 2.5855 0.1007
Target Corp. 0.80 0.67 2.5354 0.0883
WD-40 Co. 0.80 0.64 24838 0.0865
Average 0.78 0.62 2.5400 0.0900
Proxy Group of Eight Water

Companies 0,71 0.52 2.5801 0.0899

Source of Information:

Valueline Proprietary Database, June 2017
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Sub-Schedule DWD-7
Page 1 0f6

Indian Hills Utility Operating Company, Inc,
Summary of Cost of Equity Models Applied to

Proxy Group of Seventeen Non-Price Regulated Companies
Comparable in Total Risk to the

Proxy Group of Eight Water Companies

Proxy Group of
Seventeen Non-
Price Regulated

Principal Methods Companies
Discounted Cash Flow Model (DCF) {1) 12.73 %
Risk Premium Model (RPM) (2} 11.18
Capital Asset Pricing Model (CAPM) (3) 10.79
Mean 11.57 %
Median 11.18 %
Average of Mean and Median 11.38 %

Notes:
(1) From page 2 of this Sub-Schedule.
(2) From page 3 of this Sub-Schedule.
{3) From page 6 of this Sub-Schedule.



[+

DCF Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to the
p g F Eight W C )

(21 (3] [4] [51 [61 71 (8}
Value Line Reuters Mean Zack's Five Yahoo! Finance Average
Proxy Group of Seventeen Projected Five Consensus Projected Year Projected Projected Five Projected Five Adjusted Indicated
Non-Price Regulated Average Year Growth in Five Year Growth Growth Rate in Year Growth in Year Growth Dividend Common Equity
Companles Dividend Yield EPS Rate in EPS EPS EPS Rate in EPS Yield Cost Rate {1)
ABM Industries Inc. 1.58 % 1450 % NA % NA % 510 % 980 % 1.66 % 1146 %
Bright Horizons Fami - 19.50 17.19 20.00 NA 18.90 - NA
Cheesecake Factory 177 8.50 10.55 14.30 10.55 1098 1.87 12.85
CBOE Holdings 1.15 12.50 NA 16.80 18,28 13.86 1.24 17.10
Chemed Corp, 0.56 13.50 NA 10.00 NA 11.75 0.59 12.34
CME Group 2.12 8.5¢ 8.90 10.60 8.90 923 2,22 11.45
Forrester Research 1.50 10,00 12.00 12.00 12.00 11.50 2.01 13.51
Genpact Limited 0.85 13.00 1112 10.00 11,12 1131 0.90 12,21
Hormel Foods 2.02 10.50 3.94 9.30 3.95 6.92 2.09 9.01
Intercontinental Exc 1.22 12.00 13.45 11.00 13.45 12.48 1.30 13.78
Lancaster Colony 179 7.00 NA NA 3.00 5.00 .82 683
Lilly (Eli) 2.54 11.00 11.25 10.60 11.25 11.03 2.68 13.71
Mercury General 4.43 14.00 26,50 26,50 26,50 23.38 495 28.33
O'Reilly Automotive - 13.00 14,14 13.80 14.14 13.77 - NA
Pinnacle Foods 2.16 NA 11,03 9.30 11.03 10.45 2.27 12.72
Target Corp, 4.56 4.50 (3.33) 4.70 (3.33) 4.60 466 8.26
WD-40 Co. 1.81 8.00 NA 10.00 13.00 10.33 1.90 12.23
Mean 13.12 %
Median

Source of Information:

NA= Not Available

Average of Mear and Median

NMF= Not Meaningful Figure

1234 %

1273 %

(1} Theapplication of the DCF model to the domestic, non-price regluated comparable risk companies is identical to the application of the DCF te the atility proxy group. The
dividend yield is derived by using the 60 day average price and the spot indicated dividend as of August 31, 2017, The dividend yicld is then adjusted by 1/2 the average
projected growth rate in EPS, which is calculated by averaging the 5 year prejected growth in EPS provided by Value Line, www.reuters.com, www.zacks,com, and
www.yahoo.com (excluding any negative growth rates) and then adding that growth rate to the adjusted dividend yield,

Value Line Investment Survey:
www.reuters.com Downloaded on 08/31/2017
www.zacks,com Downloaded on 08/31/2017
www.yahoo.com Downloaded on 08/31/2017
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Notes:

(1)

{2)

ility Qperatin
Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
reach

Using an Adjus

0Om

ket A

Prospective Yield on Baa Rated

Corporate Bonds (1)

Adjustment to Reflect Bond rating
Difference of Non-Price Regulated

Companies (2)

Adjusted Prospective Bond Yield

Equity Risk Premium {3}

Risk Premium Derived Cominon

Equity Cost Rate

J

Schedule DWD-01

Sub-Schedule DWD-7

Page 3 0f6

Proxy Group of
Seventeen Non-
Price Regulated

Companies

5.33 %

£0.36)

4.97

6.21

11,18 %

Average forecast of Baa corporate bonds based upon the consensus of
nearly 50 economists reported in Blue Chip Financial Forecasts dated
June 1, 2017 and September 1, 2017 (see pages 10 and 11 of Sub-

Schedule DWD-4). The estimates are detailed below.

Third Quarter 2017
Fourth Quarter 2017
First Quarter 2018
Second Quarter 2018
Third Quarter 2018
Fourth Quarter 2018
2019-2023
2024-2028

Average

4.49
4.70
493
512
529
5.44
6.30
640

5.33

The average yield spread of Baa rated corporate bonds over A
corporate bonds for the three months ending August 2017 . Toreflect
the A2/A3 average rating of the non-utility proxy group, the
prosepctive yield on Baa corporate bonds must be adjusted by 5/6 of
the spread between A and Baa corporate bond yields as shown below:

A Corp. Baa Corp.
Bond Yield Bond Yield Spread
Aug-2017 388 % 431 % 0.43
jul-2017 3.98 4,39 0.41
fun-2017 3.93 4.37 0.44
Average yield spread 0.43
5/6 of spread 0.36

{3) From page 5 of this Sub-Schedule.

%

%

%

%
%
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Page 4 of 6
ndian Hi ili erating Company, Inc.
Comparison of Long-Term Issuer Ratings for the
Proxy Group of Seventeen Non-Price Regulated Companies of Comparable risk to the
Proxy Group of Eight Water Companies
Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
August 2017 August 2017
Long- Long-
Term Numerical Term Numerical

Proxy Group of Seventeen Non- Issuer Weighting Issuer Weighting
Price Regulated Companies Rating {1) Rating 1
ABM Industries Inc. NR -- NR -
Bright Horizons Fami NR - NR --
Cheesecake Factory NR - NR -
CBOE Holdings Baal 8.0 BBB+ 8.0
Chemed Corp. WR -- NR -
CME Group Aa3 4.0 AA- 4.0
Forrester Research NR - NR --
Genpact Limited NR - BBB- 10.0
Hormel Foods Al 5.0 A 6.0
Intercontinental Exc A2 6.0 A 6.0
Lancaster Colony NR -- NR --
Lilty (Eli) A2 6.0 AA- 4.0
Mercury General BaaZ 9.0 NR -
O'Reilly Automotive Baal 8.0 BBB+ 8.0
Pinnacle Foods NR - BB- 13.0
Target Corp. A2 6.0 A 6.0
WD-40 Co. NR - NR -
Average A2/A3 6.5 A- 7.2

Notes:
(1} From page 6 of Sub-Schedule DWD-4,

Source of mformation:
Bloomberg Professional Services



Line No,

10.

L

Notes:

Indian Hills Utility Operating Company, Inc,

Schedule DWD-01
Sub-Schedule DWD-7

Derivation of Equity Risk Premnium Based on the Total Market Appreach

Using the Beta for

Proxy Group of Seventeen Non-Price Regulated Companies of Comparable risk to the

vy Grou Eight Water Companies

Equity Risk Premium Measure

1bbotson-Ba Equity Risk Premiums:;

Ibbotson Equity Risk Premium (1)
Regression cn Ibbotson Risk Premium Data (2}
Ibhotson Equity Risk Premium based on PRPM (3)

Average Ibbotson Equity Risk Premium

Value Line-Based Equity Risk Premiums:

(1)
2
&)
(4)
(5
{6)
{7
(8

Equity Risk Premium Based on Value Line
Summary and Index {4)

Equity Risk Premium Based on Yalue Line S&P
500 Companies (5)

Average Yalue Line Equity Risk Premium
- Equity Risk Premium:;

Equity Risk Premium Based on Bloomberg
8&P 500 Companies (6)

Conclusion of Equity Risk Premium (7)
Adjusted Beta (8)

Ferecasted Equity Risk Premium

From note 1 of page 9 of Sub-Schedule DWD-4,
Frem note 2 of page 9 of Sub-Schedule DAWD-4,
From note 3 of page 9 of Sub-Schedule DWD-4,
From note 4 of page 9 of Sub-Schedule DWD-4,
From note 5 of page 9 of Sub-Schedule DWD-4.
From note 6 of page 9 of Sub-Schedule DWD-4.
Average of lines 4, 7, and 8.

Average of mean and median beta from page 6 of this Sub-Schedule.

Sources of Information:
Stocks, Bonds, Bills, and Inflation - 2017 $BBi Yearbook, John Wiley & Sons, Inc.

Yalue Line Summary and Index

Blue Chip Financial Forecasts, june 1, 2017 and September 1, 2017

Bloomberg Professional Services

Proxy Group of

Seventeen Non-

Price Regulated
Companies

556 %
7.41
5.96

6.31

5.07

2.56

7.32

9.08
757 %
0.82

621 %

Page 5 of 6



lndian Hills Utility Operating I

Traditional CAPM and ECAPM Results for the Proxy Group of Non-Price-Regulated Companies Comparable in Total Risk to the

Proxy Group of Eight Water Companies
1 [2] [3] (4] [5] i6} [7] (8]
Indicated
Value Line Traditional Common
Proxy Group of Seventeen Non- Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost Equity Cost
Price Regulated Companies Beta Beta Beta Premium (1} Rate (2] Rate Rate Rate [3)
ABM Industries {nc. 0.80 091 0.86 860 % 356 % 1096 % 11.26 % 11.11 %
Bright Horizons Fami 0.85 1.03 0.94 8.60 3.56 11,65 11,77 11.71
Cheesecake Factory 0.75 0.84 0.79 8.60 3.56 10.35 10.81 10.58
CBOE Holdings 0.70 0.79 0.74 8.60 3.56 9.92 10.48 10,20
Chemed Corp. 0.85 1.09 0.97 8.60 3.56 11.90 11.97 11.94
CME Group 0.75 0.90 0.83 8.60 3.56 10.70 11.06 10.88
Forrester Research 0.70 1.06 0.88 8.60 3.56 11.13 11.39 11.26
Genpact Limited 0.70 0.76 0.73 8.60 3.56 9.84 10.42 10.13
Hormel Foods 0.75 0.60 0.67 8.60 3.56 9.32 10.03 9.68
[ntercontinental Exc 0.80 0.89 0.85 8.60 3.56 10.87 11.19 11.03
Lancaster Colony 0.80 0.76 0.78 8.60 3.56 10.27 10.74 10.51
Lilly (Eli) 0.75 0.77 0.76 8.60 3.56 10.10 10.61 10.35
Mercury General 070 0.95 0.82 8.60 3.56 10.61 11.00 10.81
0'Reilly Automotive Q.80 0.94 0.87 8.60 3.56 11.04 11.32 11.18
Pinnacle Foods 0.80 0.73 0.76 8.60 3.56 10.10 10.61 10.35
Target Corp. 0.80 0.85 0.82 8.60 3.56 10.61 11.00 10.81
WD-40 Co. 0.80 .79 .79 8.60 3.56 10.35 1081 10.58
Mean .82 10.57 % 1097 % 10.77 %
Median 0.82 10.61 % 11.00 % 1081 %
Average of Mean and Median 0.82 10.59 % 10.99 % 10.79 %

Notes:

{1) From Sub-Schedule WD-5, note 1.
{2) From Sub-Schedule DWD-5, note 2.
{3) Average of CAPM and ECAPM cost rates.
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Notes:

(1}
(2}
{2
4
{51
(6
(7}

(8)
9

Schedule DWD-01
Suh-Schedule DWD-8

Page 1 of 1
Company Cost of Capital Calculation
Indicated Return on Common Equity based on
Differences in Leverage
Woeighted Ay f Capitat
[A] (8] [c) D] [}
Pre-Tax
Weighted Weighted

Description Weight (%) (1) Cost Cost {2) Cost
ROE Applicable to the Proxy Group of Eight Water Companies
Long-Term Debt 46,13% 14.00% {3) 6.46% 6.46%
Eguity 53.87% 10.35% (4} 5.58% 9.16% (5)
Weighted Average Cost of Capital 12,04% 15.62%

Pre-Tax

Weighted Weighted
Weight (%) {6) Cost Cost (2] Cost

ROE Applicabie to Indian Hills Capital Structure
Long-Term Debt 77.12% 14.00% {3 10.80% 14.80%
Common Equity 22.88% 12.84% (9 2.94% (8) 4.82% (7}
Weighted Average Cost of Capital 13.73% 15.62%

Indicated Financial Risk Adjustment 2.490%

Average capital structure maintained by the Proxy Group of Eqight Water Utilities used to derive the indicated cost of
common equity.

Column {B] * Column [C].

Actual cost of long-term debt of Indian Hills.

Indicated common equity cost rate derived from the market data of the Proxy Greup of Eight Water Companies from page 2
of Sub-Schedule DWD-1,

Assuming a composite Federal and State income tax rate of 39.06%, the pre-tax weighted cost of common equity based on the
recommended common equity cost rate of 10.35% and average proxy group capital structure is: 9.16%. 9.16% = 5.58%/(1 -
0.3906).

Fromi page 1 of Sub-Schedule DWD-1

Pre-tax weighted cost rate of common equity equals the pre-tax overall weighted cost rate {15.62%) minus the weighted cost
rate of debt {10.80%). 15.62% - 10.80% = 4.82%.

Pre-tax weighted overall cost of capital multiplied by (1 - effective tax rate), 4.82%x (1 - 39.06%) = 2.94%

Weighted cost of common equity calculated as the pre-tax weighted cost of commen equity, 2.94%, divided by the Company's
actual equity ratio, 22.88%. 12.84%=2.94%/ 22.88%.



1ndiny Bills, ety Operatip Compayloc
Portfolio Ranks by Size and Risk Promiums over GAPM Results
15 Compiad by Duifand Pheips 2017 Guide te Cost ol Capital

Bt Bz B3 L= B
5yr
Average Mit Smoothud Average Smoothed Average Net Smoothed Smoothed Total Assots Smoethed
Portfolla Rank Value (in Pramium Book Val, {in Promium tne. {in Promium MVIC (in Promlum {in Premium over
by Shxe $mitlions) aver CAPM Smifliens) aver CAPM $mdllians) over CAPM $mulllions} over CAPM $mlllions) CAPM
1 3 238279 =1.78% s 67532 0.98% 3 10401 054% $ 277921 -1.02% § 101117 52.00%
z 60,613 -0,1.46% 21,719 1.08% 2,747 1.48% 77365 0.289% 51,936 1.39%
3 35,630 0,47% 14074 1.95% 1,735 181% 16,877 0.79% 35110 1.6%%
4 23,756 0.95% 2,200 2.22% 1,183 2.08% 32,471 1.16% 25,351 1.95%
5 17471 1.32% 6,875 2,40% 852 2.31% 24,248 1.45% 18,141 2.20%
[3 13871 1.59% 5488 2.54% 627 2.53% 18,506 1,73% 14,376 2.30%
7 11,594 1.80% 4,580 2,65% 516 2.67% 15426 191% 11,035 2,59%
4 RE63 2.04% 3,716 2,78% 408 2.84% 13457 2.05% 9,004 2.74%,
2 TR 227% 3212 2.89% 340 297% 10762 2.28% 7.861 2855,
10 6182 240, 2,586 3.01% 295 3.07% B.G58 2,50 6,771 2.96%
11 5,637 2.66% 2,266 3.09% 244 3.21% 7453 2.65% 5710 3.09%
12 4,791 2,85% 2012 3.16% 213 331% 6,455 2.79% 4,998 3.19%
13 33815 3.09% 1,751 3,25% 185 341% 5,460 2.96% 4,290 331%
i4 3,129 3.28% 1,500 334% 160 3.51% 4,718 3.11% 3,662 3.43%
15 2897 3.A5% 1,303 343% 141 3.60% 4043 3.27% 3,160 3.55%
16 2508 3.62% 1174 3.50% 119 3.73% 3541 3409 2,735 3.66%
17 2130 3.81% L1030 3.58% 100 385% 3.075 3.55% 2,345 3.78%
18 1,842 3.99% 8al 3.69% a4 397% 2,587 372% 1927 3.93%
19 L5814 S 17 711 3.61% 67 A4,14% 2,109 293% 1,621 A06%
20 L1313 4.39% 577 3,91% 52 431% 1496 4.15% 1363 A.19%
21 1,023 4,69% 479 4.05% 42 4,470 1323 440% 1,069 4,38%
22 731 5.08% 3B5 4,19% 34 4,62% 1,014 467% ;108 4.60%:
23 532 SA6Y ix] 4.34% 24 4.86% 738 4.99%, 600 4824
24 370 5.8%% 207 457 15 5.20% 512 5369 429 5.o8%
25 121 722 76 5.19% ) 5.02% 163 G52% 161 5.83%
Portfolio Partfolio Portfolio Portfolio Partlolic
-1 ¥alue Ranking B-2 Valur Raniking, B-3 Valye Ranking 3-4 Valye Ranking B-5 ¥aluo Ronking
Proxy Group of Elpht Water
Cotrpnnies 3 3383 14 $ 1152 16 3 104 17 3 4769 14 k3 3961 13-14
Indinn Hills Utillty
Operating Campany, Inc. 13 1.30 25 $ 0.43 25 NA Na $ 294 sy $ 223 25
Indicated Risk Premium
Relative to Ms, Froatly's
Water Proxy Group 3.94% L.69% NA 3.41% 2,46%
Indicnted Size Risk Premium 238%

Sources of Information:

DulT & Phelps 2017 Valuation Handbook Exhibit B-1 threupgh B-8

SNL Financial
Company Form 10-K

B B7 L
& yr Avernge Smoothed Smoothad Avetige Smoothed
EBITDA (in Premivm Sales (in Premium Numbet of Premium
$millions, aver CAPM $millions)  _over CAPM Employces aver CAPM
3 zzabz 087%  § 123591 0.88% 341,434 0.43%
&905 1.65% 38382 1.75% 107 466 1.40%
4,343 1.96% 22,044 217% 64,944 1.82%
3,136 2.17% 17,114 2.35% 46,747 2.0%%
2192 2.41% 13.286 2.51% 34,256 2,35%
1632 2.60% 10376 273% 26,505 2.57%
1,338 2.74% 8400 2.88% 22,447 LI
1,133 2.85% 977 3.02% 18,550 2.86%
934 297% 5938 3.14% 15489 30z%
799 3.084% 5106 3.25% 13,344 3.14%
667 3204 4435 3.36% 11,841 3.24%
578 3.29% 3740 3.48% 10,389 3.35%
478 3.42% 3,184 3.60% 9,004 347%
411 3.52% 2771 3.71% 7.588 3.61%
n 359% 2509 178% 6511 3,74%
327 3.67% 2276 3.85% 3710 3.85%
287 3.76% 1580 3.96% 4908 3.98%
253 3.84% 1.57% 4.08% 4194 4,11%
211 3.96% 1412 R21% 3,507 4.26%
164 4.13% 1181 434 20908 A42%
125 A31% 696 449% 2,328 1.60%
a4 449, 797 $.63% 1,797 4.82%
74 A.66% 589 SBG% 1281 5,10%
51 4.90% 407 5.13% 871 5.42%
17 5.63% 129 5,99 305 6,30%
Portfolio Partfolie Portfollo
_B-GYalue Ranking B-7 ¥alue Ranking B-8 ¥nlue Ranking
$ 302 16-17 3 723 21-22 1417 22-13
NA NA 5 0.07 25 6 25
NA A3% 134%
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