GARY S. PRETTYMAN
Senior Director - Regulatory Business

UNITED WATER

200 OLD HOOK ROAD

HARRINGTON PARK, NJ 07640

TEL 201-784-7083

FAX 201-750-5728

EMAIL Gary.Prettyman@UnitedWater.com
WWW.UNITEDWATER.COM

Via FedEx

Ms. Luly Massaro, Clerk

Rhode Island Public Utilities Commission
89 Jefferson Boulevard

Warwick, Rl 02888

September 26, 2013

SUBJECT: United Water Rhode Island Inc.
Docket No. 4434

Dear Ms. Massaro:

Enclosed please find an original and nine (9) copies of United Water Rhode Island Inc.’s
responses to the Division’s First Set of Data Requests.

e Div. 1-1, Div. 1-4, Div. 1-5, Div. 1-6, Div. 1-7, Div. 1-9, Div. 1-10, Div. 1-11,
Div. 1-13, Div. 1-15, Div. 1-16, Div. 1-17, Div. 1-18, Div. 1-19, and Div. 1-20

Gary S. Pretty m

Senior Director — Regulatory Business




CERTIFICATION

I hereby certify that on September 26, 2013, I sent a copy of the within to all parties set forth on the
attached Service List by electronic mail and copies to Luly Massaro, Commission Clerk, by electronic mail

and regular mail.

Parties/Address E-mail Distribution Phone
United Water RI ikeoughjr@keoughsweeney.com 401-724-3600
Joseph A. Keough, Jr., Esq.

Keough & Sweeney

41 Mendon Ave.
Pawtucket, RI 02861

Gary S. Prettyman

United Water Mgmt. & Services, Inc.
200 Old Hook Road

Harrington Park, NJ 07640

gary.prettyman@United Water.com

201-784-7083

Division of Public Utilities
Christy Hetherington, Esq.
Dept. of Attorney General
150 South Main St.
Providence, RI 02903

chetherington@riag.ri.gov

Jmunoz(@riag.ri.gov

dmacrae@riag.ri.gov

401-222-2424

John Spirito, Esq.
Division of Public Utilities & Carriers

Ispirito@ripuc.state.ri.us

sscialabba@ripuc.state.ri.us

jbell@ripuc.state.ri.us

amancini(@ripuc.state.ri.us

Thomas S. Catlin

Exeter Associates, Inc.

10480 Little Patuxent Parkway
Suite 300

Columbia, MD 21044

tcatlin@exeterassociates.com

410-992-7500

Jerry Mierzwa
Exeter Associates, Inc.

imierzwa@exeterassociates.com

Matt Kahal
Exeter Associates, Inc.

mkahal@exeterassociates.com

Town of South Kingstown
Michael A. Ursillo, Esq.

South Kingstown Town Solicitor
Ursillo, Teitz & Ritch, Ltd.

2 Williams St.

Providence, RI 02903

mikeursillo@utrlaw.com

401-331-2222

Town of Narragansett

Mark A. McSally, Esq.

Kelly, Kelleher, Reilly & Simpson
28 Caswell St.

Narragansett, RT 02882

mmecsally@kkrs.com

401-789-7800

Union Fire District of So. Kingstown
Margaret L. Hogan, Esq.

Hogan & Hogan

344 Main St., Suite 200

Wakefield, RI 02879

Hogan.hogan@verizon.net

401-782-4488

File an original and nine (9) copies w/:

Luly E. Massaro, Commission Clerk
Public Utilities Commission

89 Jefferson Blvd.

Warwick, RI 02888

luly.massaro@puc.ri.gov

patricia.lucarelli@puc.ri.gov

sharon.colbycamara@puc.ri.gov

401-780-2107




GARY S. PRETTYMAN
Senior Director - Regulatory Business

UNITED WATER

200 OLD HOOK ROAD

HARRINGTON PARK, NJ 07640

TEL 201-784-7083

FAX 201-750-5728

EMAIL Gary.Prettyman@UnitedWater.com
WWW.UNITEDWATER.COM

Via FedEx

Ms. Luly Massaro, Clerk

Rhode Island Public Utilities Commission
89 Jefferson Boulevard

Warwick, RI 02888

September 30, 2013

SUBJECT: United Water Rhode Island Inc.
Docket No. 4434
Dear Ms. Massaro:

Enclosed please find an original and nine (9) copies of United Water Rhode Island Inc.’s
responses to the Division’s First Set of Data Requests.

¢ Div. 1-2; Div. 1-3; Div. 1-8; Div. 1-12; Div. 1-14

Gary S. Prett
Senior Director — Regulatory Business



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-1:  For each rate case during the past ten years, please provide a history of the rate of
return granted to United Water Rhode Island, Inc. (“UWRI” or “the Company”),
including:

(a) The overall rate of return;

(b) The return on common equity;
(¢) The capital structure ratios;
(d) The docket number; and

(e) The date of the Commission’s Order.

RESPONSE:
Docket Date Rate of Return Capitalization
Number Effective Qverall Equity Debt Equity Other
4255 1/10/12 7.76% 9.85% 45.83% 50.13% 4.04%
2873 12/15/99 8.76% 10.41% 57.22% 42.65% 0.13%

Prepared by: Prettyman



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-2:  Please provide the most recent annual report and the most recent financial statements
(i.e., balance sheet, income statement, cash flow statement) for:

(a) United Water Resources, Inc., and

(b) UWRL

RESPONSE: Please refer to the attached Consolidated Financial Statements for United Water
Resources, Inc. (Attachment 1).

No annual report is prepared for UWRI. Please refer to the attached Balance
Sheet and Income Statement (Attachment 2).

Prepared by: Prettyman
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10100
10160
1050C
10700

10800
10810

3ien
13120

13801

14200
14201

14308

15400
B0
15480

FH300

18409
18410
18580

18811
18620
18635
18636
15650
18680

19014
19013
19014
19101
W3

Assets

Utitity Plant

Utilty Plant in Serviee
Utifity Plant Hetiroments
Plant held for fulure use
Construction vwork i progress
Total water plant in service
Utitity Acsunulated Dopraciation
Hotirement wotk in prograss
Total accum prov for depreciation (Cr}
Net Utility Plant

fnvastments

121 Non-utility Propaerty
$22 Actumn Prov for Depra and Amort of Ron-utility Prop (Cr}
123 nvestment in Assoc Compenles
124 Other investments
128 Other Special Funds
Total Investments

Current & Accrued Assels

Opsrations Gash Account Gurrent
Collections

131 Cash

134 Other Spacial Deposits
Working Furds

138 Working funds i

141 Notas Recalvable
Customer Ascpunts Recsivabie Billing System
AR Cash Accrual

142 Customer Acoounts Recelvable
Aseotnts Boceivable-Other

143 Other Ascounts Recolvable

144 Aceum Prov for Uncollected Agcts {Cn)

148 Notes Ree from Assoc Comparnies

146 Accts Rec from Assoc Companias
Capital & Maintenancs aventory Nonexeaipt
Smalt Bepairs Inventory Exempt
Cherieal ventory

150 Material and Supplies

165 Frepayments

{71 interest and Dividends Racelvable
Unbilled Revenus

173 Accrued utility revamies

174 Miscellaneous Current and Accrued Assels

Total current and acerued pssets

Oeferred Dobils

181 Unamort Debt Discount and Expense

182 Extraordinary Property Loss

183 Prafiminary Survey and Investigation
Clearing Expensa. Gensral
Claaring Fringe Bonefits
Glaaring - Payroll fcorual

184 Clearing Accounts

! Deferred Penslon/QPES

Defered Tank Painting Expenss
HauDieforrad Pansion FAS158
aa-Unterred PBOP FAS1ES
ey Deforrad Tank Palnling - Amart
Doferred rate charges

186 Miscellanoous Defarred Debits
Dref, Federat ing Taxes- Qther
Dot Fedmal Incoma Taxes-Modicare Part

Det, Faderal incams Taxes-GU-Medicars Part

Def. FIT-FARINS ITC
Dof. FIT-FP1F 108 GUITC
190 Ascumulated Deterred Ingome Taxes
Totat Deferred Debits

Total assels

Frior Vartanes to Prior Yoar
Actust Yaar Asgunt
i — e AL

28,818,550.52

21,841.284.00

#.972,260.44

Pagie t&13

(118,248.31} {8,877.88) {110,358.43}
50,144.23 50,144.23 2.00
497,848.84 462,871,43 (84,222.59)
27,145,097 .28 22,345 421,86 4,796,875.492
{8516,8531.63) 16,167, 312.81} {348,210.82)
0.00 {4,534.14) 4,834,14
(6,518.221.62) (6,171.846.95) (344,304,88)
20,625 065,66 16,173.674.91 4,452,200,74
0.00 0.00 0.00
0.00 0.00 .00
0.00 0.00 0.00
Q.00 Q.60 0.00
2,60 000 0.00
0.00 0.00 0.00
14,028,114 .85} {217, 114.41} 3,809,000.24)
2,000.06 2,000.00 000
{4,024,114.65) {£15,114.41) {3,809,000.24)
040 0.00 4,00
2,350.00 2.380,00 .00
2,350.00 2,350.00 Q.00
.00 .00 0.00
358,113.86 233,758.51 184,358,358
{55,939.01} 000 {55,939.01}
302,174.85 233,758.51 548,415.34
9,301.94 {23640 9.538.43
9,301,934 {236.49) 9,530.43
000 .00 000
000 000 0.00
0.00 0.00 0.00
93,152.79 20,836.74 72.218.05
40,840,268 47.081.42 5,191,168}
14,958.94 14,474,891 544.03
148,951.99 82,383.07 £5,568.92
0.00 Q.00 .00
000 D00 0.00
$84,294.22 867,611.00 {183.316.78}
584,294 22 867,611.00 {183,318.78)
0,00 090 049
(2,877,041 .55} 970,748.68 (3,847,790.33)
o.00 000 .00
0,00 0.00 0.00
0.00 .00 0.00
8,272.00 ¢,448.00 {176.00)
{3,612.48) 15,260.73 {18,273.18)
10,824,968 15,841 .62 15,016,668}
16,084.51 37,550.38 {21,465.84)
sy 147300 {1,473.00)
133,878.98 235,735.48 196,093.00
a01,039.00 800,116.00 $00,923,60
{18,762.00) (120,208.00) 10344700
{136,332.96) {102,183.98) {36,749.00}
231,363.92 231,420.00 4392
1,410,838,62 1,048 ,262,00 g84,284.92
$8,365.00 12,428.00 593600
3464800 3,948.00 8,00
2,128,060 #,126.00 2.00
42,841.00 3417300 {1,632.00}
17.535.00 18,411,00 (876.00)
74,515.00 71,887.00 342808
1,501,136.43 - 1,154,869.35 346,247.08
18,3{2&?1 2.94 9580,747.49
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20100

23200
23210
249299

23601
23631
23641
23661
23662
faesa
23670

24301

24408
24245
24239
24pdh
24250
24261
24268
aq26g
24399

28016
25340
25303
BEADZ

25800

28203
28207
28208
28304
ki
28302
28306
28307
20308
28312

26340

Capitalization and Liabilities

Proprietary Capital

2013 Common Stock Issued

2048 Praferred Stock Issued

207 Premium on Capital Stock

208, 211 Other Paid-In Copitat

215, 216 Hetsined Earnings

Ruacquired Capital Stock (0
Total Proprietary Capital

t.ong Term Dokt

233 Advances from Assoc Companies
224 Other Lonyg Tery Debt
Yotal Long Torm Dobt

Current & Accrited Liabilities

231 Notes Payable
Accaupds Payatie - Systers
Aggounts Payable Month End Acciuat
Accounts Payabhe- Othar

232 Acouurnts Payabla

233 Noles Payable fo Assoc Companies

234 Acels Payable 1o Assoc Compantes

238 Customer Deposils
Propaety Taxes Apcrund
Sross Heoeipt Tax Aceued
Federal Incoms Tax Actruad
FIOA Tax Aacri
Faderal Unamploysent Tax Acorusd
State Unemplayrmant Tax Accrund
Salng & Use Toxas Aocrued

238 Acorued Texes

237 interest Accrued

238 Dividends Deolaved

Maturad Long Term Dabt
Employes Wihg-401K

241 Tax Collections Payable
Accrusd - Payrolt
Scoraed - Power
Acorped CGAD Charges
Accrued - Vaoatlon
Uneamed Revenus
Accnied 431K
Acgrued BT
Aseruaz Bonus, Sick & Vacation bargaining
Accrued Other

242 Misc Current and Accrusd Liabilitles

Totat Misc Currert and Acerued Liabilities

Deterred Credits

252 Customar Advances for Conslruetion
Dol Heg. Liab,-Federst-Madioars Part D
PBOP Labillty - Trustee
Daterred Compensation
Defftegliah F7T1F108-FediTC
253 Other Deferrad Cradits
Daforad 76
285 Ascurn Defarred Investment Tax Crodit
Daf, FIT-MACRHE
Def FIT Pensien Aeg Assot FAS168
Det FIT PBOP Reg Asset FAS158
Dot FIT.Othar
Def. FIT-Tank Painting
Rate Exponacs

T - AFUDC Equity
281, 262, 283 Accumulated Deforrad Incoms Taxes
Totat Delerred Credils

Operating Reserves
262 Injurles and Damages Reserve
Pansion » Accrued
263 Penslons and Benefits Resarve
265 Miscellaneous Operating Reserves
Totsl Operating Reserves

Contributions In Ald of Construction

Frior Vartancs ta Prioz Yant
5_02;::! Yaatr Ampunt
80¢,000.00 BOO,600.00 0450
§00,000.00 B05,000.00 080
0.00 .00 0.00
o00 0.00 0.00
8,024,614.21 5,024,814.21 o.00
$,854,876.54 5,758,804.07 90,872.47
800 0,00 0,00
13,378,280,.75 1128041828 98,972.47
4.00 0.00 000
. o.00 0.00 .00
000 0.00 0.00
6.00 .00 0.00
7280074 20,719.88 58,081.08
394,774.74 58,161.79 208812495
15,978,394 15,814.81 35385
433,553.02 94,485.96 339,057,868
0.00 0.00 0.00
0.00 0.90 800
.00 2.00 0.00
114,860.2% 10,249.76
{18,537 55} 4,568,702
38,007.00 173,724.00
3,745,110 (22,24}
G.00 19.48
7142 Q.00 7142
{8,760.07) 1,982.23 {10,782.30}
208,558,456 13,867.08 168,691.41
D00 £.00 0,00
.00 o.00 .00
0.60 B.o0 0.60
0.00 {1,716.02) 1,716.02
0.00 {1.716.02) 1,716.82
45,157 .56 50,428.22 {1,271.66)
33,786.53 8,695.00 25,100,583
0.00 4.143.00 {4.143.00}
H8.530.00 23,132.00 3.378.00
65,468.42 81.773.00 {13.303.58)
2,692.94 584.21 2,308,783
17.104,00 23,800.00 {3,686.00%
7.,536.00 3,00 7,588.00
13,680.58 000 13.580,58
218,048.03 192,55643 258 48060
. 961,188,431 424,203,42 536,854.69
.00 600 0.00
8,074.00 6,074,008 .00
B68,663.23 72052123 146,832.G0
$RA79.06 12 870.08 240
B3 0T6.00 52,584.00 {2.508.00)
935 192,29 791.368.29 143,824.00
42,980.00 47,848.00 {4.868.00)
$2,480.00 897,648.00 {4.688.00)
1,600,390.00 1,527.221.00 73,169.00
318,364 .60 260,041.00 35,923.00
1506700 H2073.00) 36,208,00
(43, 71800} {40,131.00) {3,587.00)
1413,213.00 A8, FAZO0 56,470.00
FOTR00 80,96200 {a52.00)
(423,128,00} (A411,857.00} {11.671.00}
{303,334.00) {251,808.00} {61.731.00)
1,118.00 1,119.80 0.00
34,008 60 30,851.00 3,257 00
1,358,017 .00 1,221.373.00 138,844.00
2,306,185.28 2,110,309.29 275,800.00
000 0.00 .00
1,808,224,00 1,178,874.00 #3,080.00
1,208,934.00 1.176,874,00 33,080.00
0.00 000 2.00
1,208,934.00 1,178,874.00 33,060.00

Page 2ol 3
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Layout 1D; BSREGO?3 Page 30f7
Untted Water Rhoda istand
Buslnesy Unlt: 00081 Gsnoral Ladgor Systam
Poriod Ending: Aug 3%, 2013 Hegulstory Balonce Sheat
Tup on ABARI3 A TR AN
Betor Vartarice ta Prive Yosr
Actual Yaar Amtount
2010¢ Contripution i Md of Constiuction 3,914,0808.08 3.308,927.95 5,900,13
Confributions in Ald of Construction 3,314,2088.08 3,308,327.95 5,960,138
Tolal capitatization and Habifities 18,249,960.43 18,200,212.94 960,747.45

fago 3 0F 3
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Buylnass Unlt: 50081
Paried Ending: Aug 31,201

TR A A R L

HEVENUES

WATER SALES REVENUE

4680.0

40108
40108
461.1
40110
Aty
461.2
40119
4016
4613
40120
40121
4614
A61.5

40138
4623
40140
482.2
ABY6S
464,0
Risalt
A165
466,90
A57.0
468.0

Unmetered Revenuy

Mater safosasidontial consurap
Htator smtes-rosidential Facit
Restdentiat
Moter sate-cormmoronl consump
téoter sala-comimarcial faolity
Commarcial
Moter sale-indusinal consump
Mator sle-industriat faoitity
Industriat
HMetor sala-public auh consumgp
tetar sute-pablic aulh fag
Public Safes
HMultipte Famity Dwellings

Tolal Motered Hevenus

Pubfic fira grotection faciit
Bublie Flre protestion

Private fire protection fadi
Private Fire protection

Other sales
Other Soles

Batas for resal:

Ealtos for ress
Sulog for Besale
Interdeparimental Sales
Gther

wsumplion

TOTAL WATER SALES

OTHER WATER REVENUES.

Liodvy
40230
402485
40258
471.0
40300
403071

A74.0

Miscollunoous sotvics
Refungs and aliowances
Ture on faes
Other fass
Miscellaneous Service Revepues
Reg Lirbilt consumplion revenus
Frag Unbill faciity chargo sev
Other Water Rovenues
Other Sewer Revenues
Othier Watsy Revenuss

TOTAL OTHER WATER REVENUES

400 - Operating Aevenues

UTILITY OPERATING EXPENSES

50100
5105
o1t
115
b
H0125
6019
803.0

21500
a80
FTOD
91800
G185
$1880

Bk, 1-2 Aturctmon ¥z

Salaries and Wages
Supervisory labor
Decct aber
Supsrisery labor ramslored
Dirzot Labor ransfercod in
Superyinory faber rans oul
Dirset Jabor irensierrad out
Employse Salarics
Officers & Olrestors
Total Salaties & Wages

Employee pensien cost
Post Relire Health Casm Acerus
Employon group hoalth & life
Employes 401K
Dihor employes bonafils
Olner Aweards
Employee Penslon & Benellts
Purchagad Water
Purchasad power
Purchased Power
Other utilitics
Fuet for Power Production
Chomicals
{hemicals
atarinl
Materisl & Supplies

Contragtusl Seryicas
Englnesring
Chutside service - nosig & audy
Accounting

Page 4 of 7
United Water Rhode tstand
Ganeral Ledger Systein
Regulatory income Statement
Curvant Prior ncrease
Yoar Year {Decreaso}

0.00

TA3188 2%

0.00

1,172, 44725

0.00

{409,601.96)

470,481.30 250 470,481.30
1,233,626.59 1172,147.25 61,479.34
200,847.08 343,051,064 {48,204.89)
78,043.48 0.0 75,043,489
375,890.51 348,051.64 27,838.87
3,937,438 500213 (2,088 84)
1,624.80 0.00 1,824 30
§,761.78 599213 {23033}
41,519.48 55,203.67 {13.764,18)
(6.246.78 2.00 15,246.78
56,666.27 55,383.67 1,482.60
0.08 0.00 0.00
1,872,185.18 1,581,574.89 80,570.47
206,016.00 #75,807.18 20,202.82
295,010.00 275,807.18 20,202,082
102,19%.08 87,815,109 14,583.90
102,199:00 8781510 14,583.90
18,018.25 2,980.44 12,087.82
15,018.26 2,980.44 12,057.82
185,22 .00 85,02
237,118.78 307 91951 195,800.73)
222,304.00 307,919.51 {85,615.51)
0.00 0.00 0.00
200 0,00 4,00
2,307,676.42 2,285,876.92 §1,799.50
714273 1007199 {2,428.26}
{2,290,48) 598,25} {3,701.28)
4,33500 507500 (740.00)
856,85 320,88 535.99
9.945,10 14,609.62 {4.924.52)
87,242.95 348,122.00 {310,079,05)
98,801.95 0,00 48,801.85
186,044.80 398,122,00 {212,077,20)
6.00 6,00 .00
186,044,580 398,122.00 (212,077.:20)
P e $OB 98200 41298162 (217,001,782}
R __2,503,666.32 2,668,868,52 {165,202.22)
179,734.63 176,100.51 258502
27358 277,380.16 (3.795.21)
X 757304 7,574.89
134.78 7.9
(65,447.70) 54,403,109} (1095457}
(34,666.57) {29,375.70) (5,200.87)
360,220.28 377,350.75 (8,126,047}
9.80 0.00 9.00
368,220.28 377,356.75 (9,138.47}
90,088.00 93,684,00 BETE0
36,864.00 41,528.00 {2.564.00)
91,806.72 85,075.56 532118
14,371.68 14,136.27 25526
4.802.92 4,806.09 (803.17)
1,101.46 450,63 £50.53
230,624.63 239,680.58 164.08
n.60 0.60 0.00
180,731,90 137.259.73 2847237
160,731.40 137,259.73 2347217
13,245.86 1582173 257647}
13,245.96 16,821.73 (3,575.77)
29,051 84 5,250.35 {5,287,51)
26,961.84 35,289.35 (5,287.51)
5,266.66 441261 84504
5,286.65 4,417,681 848.04
9.00 0,00 8.00
2,528.92 2,536.00 8792
2,623,92 2,636.00 a87.52

Page ol 4
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Hapon ID; ISREGUST
Layout ID; ISREGO9S United Water Rhode Island
Generot Ledger Systom
Bustness Unif: 60061 Regulatory lnconie Statament
Pariod Ending: Aug 21, 2003
fian e TIATID 3L012Y PR
Curront Prior Invrease
Yaar Year {Decrease}
1200 Oulsida service - logat 54418 0.00 540.18
§33.0 Legal 53018 0.00 54098
GURSE Corporate MES fpes 118 501,84 84.232,50 31,359.34
0B 1 Regulatad M&S looy 80,792.72 85.6849.10 {4.856.38)
90852 Nen-oguiated MAS foes 1,180.66 468,32 704,34
634.0 Managemsnt Foys 197,554.22 170,346.92 AFR07.30
0420 Lub Tosling Fees 6,834.15 10,336.00 {3,501.85)
£35.0 ‘Water Testing Costs 6,834,145 10,336.00 {3,501.85)
50500 Cutside contractus 15,797 .48 8,190.80 750868
U105 CUSE suppoii onsle 31,001.84 24,537 87 6483.77
50410 Outside profossional sevices 1757882 27 380,79 (1046197}
H0H25 Waste disposal - vludge 3,808,089 Q.00 3,508.0%
31260 Crulside satvico - 1S 14,814.65 2,408.32 5,209.32
41500 Culside setvite - temp halp 0.00 645,76 {8485.76}
a131Q Quiside Serv - ¥gt Feos Othor 1157274 11.374.32 208,30
21350 Cutside service « othor 10,051.28 10,626.28 {474.90}
636.0 Other - Maintenance 104,524.67 92,661,138 11,863,854
Total Contrastual Services 312,077.14 275,980.08 38,197 0%
50608 Ronts 16,000.06 2183047 {5,93047)
841.0 Hentel of Building / Real Property 16,00000 21,038.47 (5,239.47)
BG31Q Equipmant renfal [ BIE.32 {616,32)
9241¢ Office equipment tomal 2370 1,618.02 A96.9%
642.0 Rentat of Equipment 2,317.01 2,434.34 £137.33)
BQB4S Transp'n eost - other 4869318 48,556.58 (481,43
650.0 Transportation Expense 46,093.16 46,554.5% {46143}
nsyrance
656.0 Vehicle 0.00 0.00 800
B1400 Property msurancs 1,861.71 BOET 40 {85.60F
Y1450 Genoral corpaiaty inputance 25,536,328 18,082.80 8,453,572
657.0 Genersi Lisbility 27,498.03 18,140.20 9,357,853
Gi46G \Workor compansalion $1,082.20 3,614.60 31780
658.0 Workmun's Cempensation 10,032.20 9,614.60 417,60
Total Ingurancs 37,530.23 27,754.80 977543
93410 Advartising 153237 1.221.9% 31082
£60.0 Agvertising 153237 4,081.58 310.82
92000 Amoddization of Rate Cave Bxp 46,264.00 45,604.82 659,18
866.0 Reg Commission Exp - Amvort 46,264.00 48,804.82 659,18
91900 Regulatory commission supenas 6,002,803 6.0 4,002,083
667.0 Hep Commission Exp « Othor 9,002.83 0.00 2,002,093
6680 Water Resourse Conservation Exp 0.00 a.00 .00
670.0 Bad dobt Expense 0.00 .00 000
Miscellanaous Expenses
Al Detail Accounts with ‘Sewer' 4.00 o0 .80
Mizceltanoous Sewer Actts 000 0.00 0,80
Total Sewor Qosts 0.00 0.00 0.00
50855 Miscallancous expensas 21,143.0% 17,430.57 BT126%
G500 Licenses and fees 12,803.82 12612.651 61,41
HHI50 Frnge Bengdite Yronslored 7,859.2¢ (13.774.48} 91,633.69
fsiels ik Fangs Ben Tef Capital & Other {63,890 50} (55,897 54} {7,792.8¢6)
$2800 (ther mise G8A expenses 1,853.02 13.36 1.639.67
Misvallancous G&A Expense {20,341.33) {39,615.79) 19,274,956
675.0 Miscellaneotis Other {20,341.353) {39,615.79} 12,278 A5
gU500 Club and professional dues 5,406,43 5,166.24 246,14
B84 Membersiip Duss 5,40543 5,159.24 246,19
42180 Staff antgs, conts & gomings 1,815, 73 2,688.34 (77281
6782 Regiees for Conventions 1.018.73 2,688,324 {17264}
00250 Tetephons 18,218.57 18,454,03 1,849.61)
$76.3 Communication Services 15,218.57 18,068.08 1,849.51)
Q2300 Bank chargoes BO7RYL 5,892,894 688,38
B75.4 Truetas Fuss and Bank Charges §,078.72 5,382.34 686,38
§75.5 Stockholder Expanses 0.00 .00 0.00
jeishieied Difice: supplies 651209 £,380.30 128.79
40300 Othet uti 2B A 1064711 344917 718704
a2053 Amnitization of Tank Painting 28.893.00 102,183,498 {73,280.98)
92056 Amortization of OPEB Costs .00 11.784,00 (41,784.001
£75.6 Office Expenses and Utilittas 46,029.20 123,007.45 {77,778.26}
GanGs Clothing & unifonms 1,780.18 52090 989.20
02550 Salely enuipment 676,11 2,208.83 {1.530.52)
675.7 Uniferms 2,456.29 302753 {571.24)
B75.8 Direstors’ Feon and Exponses 0.00 0,00 0.40
G50 Postage & air traight 14,795.41 13,226.18 1,868.25
875.9 Postage 14,795.41 13,226.16 1,868,25
GOI50 ey & subsoriptions 1,028.268 367069 {2,644.83)
87540 Subscriptions 1,025,286 3,670.09 {2,6394.83)
675,41 Write off Prelim Survey 0.00 .00 0.00
578,12 Travsl 1,069.16 1,843,89 {7473}
876,43 Education 0.08 0.00 2.00
676,14  Charlfable Contributions 0.00 .00 0.00
Total Miscelianeous Expenses 74,652.94 137,287.33 62,614.89)
401.0  Operating Expenses 1,362,710.54 1,369,414.67 (6,704.13)
70100 Depraiation 342 842,78 328,189.27 17,893.51

fhiv. 12 AR M9
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DIV 1-2 Attachment 2

Page 6 of 7
Report D1 ISREGOG1
Layout 10: ISREGESG United Water Rhode island
Ganaral Ladger Systom
Business Unity 00061 Regutatory income Statement
Paddod Ending: Aug 31,2013
E.S{'_‘.ﬁ’,fﬂl”‘) 3 g1IE AN
Curront Prioe Inersase
Year Year {Decroasel
403.0  Depreciation Expense 342,882.78 326,180.27 17,893.51
404.0  Amortization of Utility Plant 0.00 0.00 0.00
406.0  Amortization ULt Plant Acq Adj 0,00 0.00 Qo
407.%  Amertlization Limited torm Plant 0.00 0,00 .00
07,2 Amortization Property Lossoes 0.00 0.00 0,00
407.3  Amortization Other Util Plant 000 0.00 0.00
307.4  Amort Regulatory Assels 0.00 0.00 0,00
P00 Raal solale PO0,377.23 155,186.2¢ 20,181.96
Real Estate Taxes 200,377.23 180,195.27 20,181,958
Personai Property Taxes 0.0¢ .00 000
Payrolf Taxng .08 .00 0,00
70251 FICA Taxas 34,543.99 34,789.47 345,48}
FIGA 34,843.99 34,189.47 {145.48)
70252 Faderal Unemgloyment Taxes #8377 £E0.08 RN
Fadoral Unemploymant 88377 650,96 232,79
RS State Unsmployment Yaxes 2508,52 4,313.97 29258
State Unemployment 4,804.52 4,511.97 292,58
70200 Bates and Use Tax 10408 {9az.89) 942 89
Soles & Use Tax 10,00 {932.89) 842,89
Franchise Taxes 000 000 .00
Excise taxes 0,00 GO0 0.00
70450 Gross Rageipts Tax 26,506.43 34,118.15 {2,428.78)
Gross Recalpts Toxes 28,685.43 31,118.18 {2,428.72)
Othsr - Municipal Taxes 0.0 .00 6.00
Other Miscelloneous 1axes 900 000 8.00
408.0 Taxes Other than income 269,205.94 250,120,895 19,075.9¢
BOING Currant - fodorat 112,800,060 18084200 {88.442.00
409.10 Fed Income Taxes, Ut Oper 112,400.00 180,842.00 (68,142.00)
400.11 St income Taxes, Ut Gper 0.00 6.00 000
40912  Local Income Taxes, Utll Oper 0.00 0.00 0.00
410.0  Deterred Income Tax
{o200¢ Duferced - Fedural veone Yaxe §5,213.00 14,541,800 40,872.00
43040 Fadoral 55 213.00 1454100 AD6TZ00
410.1% Siate 8.60 .80 0.00
Total Deforred Income Tax 55,213.00 14,541.00 40,672,00
4111 Prov for Deferred Income Taxes- Credit 0.00 .00 0.00
Tax Credits
Iwestmant Tax Cradit Dol 000 0.00 8,00
lowpstvsont tax cradh amod'n 3.tz {3,108.00) 15,00
investmaont Tax Crodit Restored 3.412.00 {3.108.00) {6.00)
Total Tax Credils {3,112.00} {3,306.00) {600}
TOTAL UTILITY OPERATING EXPENSE 2,439,400.26 2,137,010.89 2,260.37
NET UTILITY GPERATING INCOME (LOSS) 1164,266,06 531,857.68 (187,491,59)
OTHER OPERATING INCOME (LOSS)
4130  Income from ULl Plant Leased to Others 6.00 0.00 0.00
4140  Gains (Losses) from Disposition of Util Prep 0,00 0.00 0.00
TOTAL OTHER OPERATING INCOME (LOSS) 0,00 0.00 0.00
NON-OPERATING INCOME
4180  Revenue from Mdse & Jobbing 0.00 Q.00 0.00
4190  Interest & Dividend Income 0.00 0.00 0,00
71050 AFUDC (O Dobt 44,400,588 a4t 49,752.27
AFUDC - Debt 44,400,818 4841 A5,752.87
TL060 AFUDG (O Bquity 11967402 168259 $17,081.43
AFBDC - Equity 119,674.02 1,602.59 117,981 48
420.0  Allow for Funds Used During Constr 164,074.70 2,541,00 161,733.70
71850 Mise non apsrating inesme 40,443.02 24, 741,03 4,752,289
4210 Hon-UHillty Income 29,483,392 24,741.03 475229
TOTAL NON-OPERATING INCOME 193,588.02 27,082.03 166,485.99
HON-OPERATING DEDUCTIONS
4082 Taxes Other than Income Taxes 0.00 0,00 .00
4082 Income taxes, Othar Income & Dedustions .00 0.0 0.00
4160  Costs & Exp of Mdse & Jobbing oG 0.00 0.00
7252 Misc non oppraling dedustions 2667 1.43 25,24
71958 Ponalies 0.00 360,78 300.78)
fak il Fodaral PAC Withholding {30.00} {3.00} {25.003
Total Water {3.33} 297,21 {300.54)
Depresiation - Sewer 0,00 0,00 02,00
Total Sewer 0.00 .00 0.08
426.0  Miscellansous Non-Utility Expenses {3.33), 207.21 {300.54)
TGTAL NON-OPERATING INCOME & DEDUCTIONS 193,571,358 26,784.82 165,786.53
INTEREST EXPENSE
70800 nterant on debt o o500 so's 242,927.00 18,5200 49,405,00
11600 Othar inbarest 1,130.24 1847 954,27
Paye Iot4

O, 1-2 Attaghaintods




DIV 1-2 Attachment 2

Page 7 of 7
floport 1D: ISREGORY
Loyout 1: ISREGUSS United Water Rhode istand
Generst Ledgar System
Businoss Unl 66061 Regulatory Income Statement
Parind Eadlng: Aug 31,2037
Fien gn 99211 0124 PR
Susront Brior Ineroaso
Year Year {Decroase)
4270  Interes! Bxpense 244,057.24 193,700.97 50,356,27
428,06  Amort of Debt Discount & Expenses 0.00 0.00 0,00
429.0  Amort of Premium on Debt 0.00 200 Q.00
TOTAL INTEREST EXPENSE 244,087.24 193,700,987 50,356.27
EXTRACROINARY {TEMS
433.0  income 000 000 .00
434.0 Deductions 0,00 .00 0,00
409.3  income Taxes .00 o600 0.00
409,64  Other 8B0 00 000
TOTAL EXTRAORDINARY ITEMS 0.08 6.00 0.00
NET INCOME (LOSS) 313,88017 364,991.50 {51,001.33)
fage ol 4
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STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-3: Please identify the percent of assets devoted to regulated water utility service for
UWRI, United Waterworks, Inc. (“UWW?), United Water Resources, Inc. and the

publically-traded entity that owns United Water Resources, Inc.

RESPONSE: The publically traded entity that ultimately owns United Water Resources is Suez
Environnement S.A.

The percent of assets devoted to regulated water utility service are as follows:

UWRI - 100%

United Waterworks — 96.1%

United Water Resources Inc. — 94.5%
Suez Environnement S.A. - 7.2%

Prepared by: Prettyman



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-4;

RESPONSE:

Prepared by:

Per Schedule PMA-5, page 1 of 10, SJW Corporation is shown as having a cost of
equity of 13.52 percent compared to a water utility median of 8.91 percent.
Please explain the abnormally high cost of equity for this company. For example,

does it reflect unusually high risk?

On Schedule PMA-5, page 1 of 10, Ms. Ahern uses publically available
information, i.e. stock prices, indicated dividends and analyst projections of
growth in EPS to calculate a DCF indicated cost rate for each company. She will
not speculate as to the reasons why a company like SJW Corporation has a
relatively high DCF indicated cost rate or why a company like Middlesex Water
Company has a relatively low DCF indicated cost rate. Ms. Ahern’s use of the
median DCF indicated cost rate of 9.81% mitigates the eftect of high or low side
outliers in the indicated DCF cost rate estimates. In addition, it is not Ms.
Ahern’s testimony that STW Corporation has a cost rate of common equity of
13.52%, as it is her opinion that multiple common equity cost models must be
relied upon in determining a common equity cost rate for a single company or for
a proxy group of companies, consistent with the Efficient Market Hypothesis as
discussed in her prepared direct testimony on page 20, line 4 through page 21,
line 6 and page 40, line 19 through page 41, line 6.

Pauline M. Ahern, CRRA



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-5: Please provide all supporting data and documents used to develop the proposed
46.55 percent long-term debt/53.45 percent common equity capital structure at
March 31, 2013. This request would include the UWW balance sheet. Identify
any and all adjustments to the actual balance sheet data used to derive the 46.55

percent and 53.45 percent figures.

RESPONSE: Please see attached.

Prepared by: Prettyman



United Waterworks Inc

Consolidated Capital Structure

31-Mar-13
Item Amount Percentage
Long-term Debt $ 324,470,000 46.55%
Common Equity 372,537,970 53.45%
Total $ 697,007,970 100.00%
Common Equity
Common Stock 1,164
Paid in Capital 174,411,374
Retained Earnings 198,125,433
Total 372,537,970




UNITED WATERWORKS

Actual

COMPOSITE COST RATE OF DEBT

(1 [2] [3] [4] (5] (6l [7] (8l [9] [10] (1] [12]
Unamortized Annual  Amortization of
[a] Net Discount, Net Stated Interest Net Discount Annual Effective Weighted
Line Description Issue Maturity Amount Premium and  Proceeds Interest Expense  Premium and Cost Cost Embedded
# of Debt Date Date Qutstanding Expense (C.4+/-C.5) Rate (C.4xC.7) Expense (C.8+C.9) Rate Cost Rate
1 Medium Term Note Series A 1998 Feb-98 Feb-23 25,000,000 955,918 24,044,082 6.97% 1,742,500 97,212 1,839,712 7.65% 0.59%
2 Medium Term Note Series A 1998 Dec-98 Dec-17 5,000,000 19,152 4,980,848 6.90% 345,000 4,032 349,032 7.01% 0.11%
3 Medium Term Note Series A 1998 Feb-98 Feb-28 15,000,000 118,904 14,881,096 7.10% 1,065,000 8,016 1,073,016 7.21% 0.34%
4 Tax Exempt-Dauphin 92 TEF Series B Jun-92  Jun-17 4,185,000 17,150 4,167,850 6.70% 280,395 4,116 284,511 6.83% 0.09%
5 Tax Exempt-Boise 2001 TEF Sep-01 Sep-31 25,960,000 2,433,388 23,526,612 5.00% 1,298,000 132,132 1,430,132 6.08% 0.46%
6 Tax Exempt-DE 2002 TEF Mar-02 Mar-33 16,130,000 1,493,169 14,636,831 5.15% 830,695 74,964 905,659 6.19% 0.29%
7 Tax Exempt NY (NR) 2002 TEF Mar-02 Mar-34 11,275,000 1,116,699 10,158,301 5.15% 580,663 53,388 634,051 6.24% 0.20%
8 Tax Exempt-Dauphin 92 TEF Series A Jun-92  Jun-24 10,000,000 206,249 9,793,751 6.90% 690,000 18,480 708,480 7.23% 0.23%
9 Tax Exempt-Boise 05 TEF May-05 May-35 18,325,000 1,527,400 16,797,600 4.55% 833,788 65,460 899,248 5.35% 0.29%
10 Tax Exempt-Pennsylvania Series 2007 Feb-07 Feb-37 23,595,000 1,042,756 22,552,244 4.50% 1,061,775 43,752 1,105,527 4.90% 0.35%
11 Senior Note Series 2010 Jan-10 Jan-25 45,000,000 1,045,253 43,954,747 4.92% 2,214,000 88,800 2,302,800 5.24% 0.74%
12 Senior Note Series A Nov-07 Nov-17 15,000,000 71,232 14,928,768 5.66% 849,000 15,264 864,264 5.79% 0.28%
13 Senior Note Series B Nov-07 Nov-28 15,000,000 113,928 14,886,072 6.13% 919,500 7,272 926,772 6.23% 0.30%
14 Medium Term Note Mutual of Omaha A Oct-08  Oct-29 7,500,000 40,788 7,459,212 6.54% 490,500 2,472 492 972 6.61% 0.16%
15 Medium Term Note Mutual of Omaha B Dec-08 Dec-29 7,500,000 41,200 7,458,800 6.59% 494,250 2,472 496,722 6.66% 0.16%
16 Medium Term Note NY Life A Oct-08 Oct-18 12,500,000 47,520 12,452,480 6.21% 776,250 8,640 784,890 6.30% 0.25%
17 Medium Term Note NY Life B Dec-08 Dec-18 12,500,000 49,232 12,450,768 6.31% 788,750 8,688 797,438 6.40% 0.26%
19 Tax-Exempt-NY Series 2010A Sep-10  Sep-40 35,000,000 990,619 34,009,381 4.88% 1,706,250 36,132 1,742,382 5.12% 0.56%
20 Senior Note Series 2011 Dec-11 Dec-27 20,000,000 781,278 19,218,722 4.10% 820,000 52,968 872,968 4.54% 0.28%
21 Total Long-Term Debt 324,470,000 12,111,835 312,358,165 17,786,315 724,260 18,510,575 5.93%
22 Additional Debt Costs
23 Unamortized Costs Associated With Retired 66,456 5,616 5,616 0.002%  0.002%
Medium Term Note ($10M@8.84%)
24 Premium on Retirement of Medium Term Note 261,422 22,092 22,092 0.01% 0.01%
25 Premium on Retirement of Prudential Capital
Corp.Debt ($20M @10.05%, and $15M
@ 9.57%) 3,779,328 340,992 340,992 0.11% 0.11%
26 Unamortized Costs Associated With Retired
Jacksonville Debt ($12M @ 6.75%) 241,058 24,924 24,924 0.01% 0.01%
27 Unamortized Costs Associated With Retired
UW Westchester TEF (32.25M @ 8.85%) 25,632 8,544 8,544 0.003%  0.003%
28 Totals 16,485,731 1,126,428 18,912,743 6.05%




Report ID: BSCOR176
Layout ID: BSCOR100
Scope Definition: UWW_PRE_PUR

UWW Pre Purchase Accounting

General Ledger System
Consol'd B/S- UWWPPA
Period Ending: Mar 31, 2013
Run on 04/10/13 at 05:10 PM

Assets

- Current Month - Increase
This Last or
Year Year (Decrease)

Utility plant 1,204,601,918.29 1,263,273,797.17 (48,671,878.88)
Net Utility plant acquisition adjustment 2,101,340.55 2,646,520.16 (545,179.61)
Less accumulated depreciation & amortization (287,833,878.05) (292,892,378.05) 5,058,500.00
Construction work in progress 10,053,079.18 9,332,042.83 721,036.35
Plant held for future use 103,108.23 103,108.23 0.00
Net utility plant 929,025,568.20 972,463,090.34 (43,437,522.14)
Investments - long term consolidating companies 0.00 0.00 0.00
Investments - long term non-consolidated companies 1,616.35 1,516.35 0.00
Equity investments 100,481.00 100,693.00 (212.00)
Non-utility property & equipment 484,552.86 582,573.16 (98,020.30)
Depreciation non-utility properties 0.00 0.00 0.00
Other properties & investments 586,550.21 684,782.51 {98,232.30)
Goodwill, net 2,586,138.00 2,586,138.00 0.00
Other intangibles, net 0.00 0.00 0.00
Goodwill & other intangibles 2,586,138.00 2,586,138.00 0.00
Cash 14,049,786.74 1,797,944.69 12,251,842.05
Restricted cash 0.00 0.00 0.00
Accounts receivable - customer 26,359,797.47 37,585,732.36 (11,225,934.89)
A/R - associated companies 0.00 0.00 0.00
A/R affiliated companies 0.00 0.00 0.00
Interest and dividends receivable 0.00 0.00 0.00
Notes receivable - short term 0.00 0.00 0.00
Materials & supplies inventory 2,306,350.19 2,651,104.14 (344,753.95)
Prepaid expenses 2,078,212.43 845,900.65 1,232,311.78
Other current assets 0.00 0.00 0.00
Total current and accrued assets 44,794,146.83 42,880,681.84 1,913,464.99

Unamortized debt discount/expense 16,485,731.00 17,600,630.00 (1,114,899.00)
Prepaid employee benefits 0.00 0.00 0.00
Regulatory assets 82,125,855.87 80,166,723.37 1,959,132.50
Other deferred charges & assets 4,816,561.45 6,449,447.68 (1,632,886.23)
Notes receivable - long term 0.00 0.00 0.00
Clearing accounts 509,754.77 1,186,375.79 (676,621.02)
Non-current assets 103,937,903.09 105,403,176.84 (1,465,273.75)

Total assets

Run Date: 9/24/2013
Run Time: 11:41 AM

1,080,930,306.33

1,124,017,869.53

(43,087,563.20)

Page 1 of 2



Report ID: BSCOR176

Layout ID: BSCOR100
Scope Definition: UWW_PRE_PUR

Period Ending: Mar 31, 2013
Run on 04/10/13 at 056:10 PM

UWW Pre Purchase Accounting

General Ledger System

Consol'd B/S- UWWPPA

20100
20110
20700

Capitalization and Liabilities

Common Stock Issued
Premium on Capital Stock
Additional Paid-in Capital
Common stock
Cumulative translation adjustment
Preferred stock
Preference stock
Total capital stock
Total retained earnings
Accumulated other comprehensive income
Other Equity Noncontrolling Interest
Long term debt
Total Capitalization
Minority interest

Accounts payable
Accounts Payable - associated companies
Notes payable
Notes payable - associated companies
Current portion of long term debt
Customer deposits
Accrued taxes
Accrued interest
Preferred dividends payable
Other current liabilities
Total current liabilities

Deferred income taxes & credit
Customer advances for construction
Contribution in aid of construction
Pension and benefits
Regulatory liabilities
Other long term liabilities

Deferred income taxes & credit

Total capitalization and liabilities

Run Date: 9/24/2013
Run Time: 11:41 AM

- Current Month - Increase
This Last or
Year Year (Decrease)
1,163.83 1,163.83 0.00
45,113,982.17 45113,982.17 0.00
129,297,391.45 129,297,391.45 0.00
174,412,637.45 174,412,537.45 0.00
0.00 0.00 0.00
0.00 0.00 0.00
0.00 0.00 0.00
174,412,537.45 174,412,537.45 0.00
198,125,432.71 210,315,152.12 (12,189,719.41)
(7,403,872.00) (4,439,243.00) (2,964,629.00)
0.00 0.00 0.00
324,470,000.00 324,615,000.00 (145,000.00)
689,604,098.16 704,903,446.57 (15,299,348.41)
0.00 0.00 0.00
5,029,265.90 4,451,363.20 577,902.70
0.00 0.00 0.00
0.00 35,500,000.00 (35,500,000.00)
0.00 0.00 0.00
0.00 0.00 0.00
18,038.11 110,154.90 (92,116.79)
23,420,170.59 745,809.23 22,674,361.36
3,751,844.62 3,751,629.83 214.79
0.00 0.00 0.00
10,602,736.98 12,631,110.64 (2,028,373.66)
42,822,056.20 57,190,067.80 (14,368,011.60)
93,568,148.52 94,794,361.10 (1,226,212.58)
36,405,895.27 40,750,359.05 (4,344,463.78)
149,495,250.77 159,701,738.73 (10,206,487.96)
65,091,575.04 62,723,410.34 2,368,164.70
3,544,962.91 2,863,669.00 681,293.91
398,319.46 1,090,816.94 (692,497.48)
348,504,151.97 361,924,355.16 (13,420,203.19)
1,080,930,306.33 1,124,017,869.53 (43,087,563.20)

Page 2 of 2




STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-6;

RESPONSE:

Prepared by:

Please explain why Ms. Ahern chooses to use the consolidated capital structure of
UWW rather than that of UWRI or United Water Resources, Inc. If Ms. Ahern is
relying upon a Commission precedent, please identify. Also, please explain why

March 31, 2013 was selected.

UWRI is capitalized at 100% percent equity, which is not appropriate for
ratemaking purposes. Use of a common equity ratio of 100% would result in an
unreasonably high revenue cost of capital because there would be no income tax
shield resulting from interest expense reduction. Ms. Ahern utilizes UWW’s
consolidated capital structure because UWW is the immediate parent of UWRI
and provides all of its capital. The use of United Water Resources’ (UWR)
capital structure is inappropriate for ratemaking purposes as it does not provide
any capital to UWRI.

During the time that the rate case was being prepared, the March 31, 2013 capital
structure was the most recent quarterly data available. There were no financings
planned that would have an impact on the capital structure. As can be seen on
Attachment Div. 1-6, the capital structure percentages do not vary much between
December 31, 2012, March 31, 2013 and June 30, 2013.

Pauline M. Ahern, CRRA / Prettyman



United Waterworks Inc

Consolidated Capital Structure

United Waterworks Inc

Consolidated Capital Structure

Attachment Div 1-6

United Waterworks Inc

Consolidated Capital Structure

31-Dec-12 31-Mar-13 30-Jun-13
Item Amount Percentage Cost Item Amount Percentage Cost ltem Amount Percentage Cost

Long-term Debt $ 324,495,000 46.60% 6.06% Long-term Debt $ 324,470,000 46.55% 6.05% Long-term Debt $ 324,420,000 46.36% 6.05%
Common Equity 371,907,626 53.40% Common Equity 372,537,970 53.45% Common Equity 375,375,001 53.64%
Total $ 696,402,626 100.00% Total $ 697,007,970 100.00% Total $ 699,795,001 100.00%
Common Equity Common Equity Common Equity

Common Stock 1,164 Common Stock 1,164 Common Stock 1,164

Paid in Capital 174,411,374 Paid in Capital 174,411,374 Paid in Capital 174,411,374

Retained Earnin. 197,495,089 Retained Earning 198,125,433 Retained Earnings 200,962,463

Total 371,907,626 Total 372,537,970 Total 375,375,001



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-7: Please explain all reasons for excluding from capital structure short-term debt.

Identify any Commission precedents relied upon for this exclusion.

RESPONSE: Short-term debt is mostly used to fund interim capital projects until long-term
debt can be issued or equity infusions can be received. Additionally, short-term
debt is used to fund working capital gaps and is secured at the parent level by
United Waterworks Inc. (“UWW?”) for its twelve subsidiaries including UWRL
The use of short-term debt has been used intermittently by UWW over its history.
This debt is generally paid off when the Parent received an influx of cash for
example: through an asset sale or long-term debt issuance.

Prepared by: Pauline M. Ahern, CRRA



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.
To The Division of Public Utilities And Carriers’

Data Requests
Set 1

Div. 1-8:

RESPONSE:

Jan 2011
Feb 2011
Mar 2011
Apr 2011
May 2011
Jun 2011
Jul 2011
Aug 2011
Sep 2011
Oct 2011
Nov 2011
Dec 2011
Jan 2012
Feb 2012
Mar 2012
Apr 2012
May 2012
Jun 2012

Prepared by:

For UWW, please provide the balance of short-term debt and the interest rate each

month January 2011 — August 2013.

$26,500,000
$28,000,000
$28,000,000
$30,000,000
$33,000,000
$36,000,000
$35,000,000
$30,000,000
$62,500,000
$66,000,000
$60,000,000
$25,000,000
$40,000,000
$40,000,000
$35,500,000
$40,000,000
$35,000,000
$ 8,778,000

Prettyman

1.100%
1.100%
1.100%
1.093%
1.008%
1.066%
1.156%
1.155%
1.167%
1.245%
1.252%
1.325%
1.294%
1.267%
1.244%
1.241%
1.239%
1.240%

Jul 2012

Aug 2012
Sept 2012
Oct 2012
Nov 2012
Dec 2012
Jan 2013

Feb 2013
Mar 2013
Apr 2013
May2013
Jun 2013
Jul 2013

Aug 2013

$40,000,000
$38,036,000
$19,000,000
$10,660,000
$20,000,000
$ 3,000,000
$20,000,000
0

“¥ BB B B B B &

0
0
0
0
0
0

1.246%
1.241%
1.224%
1.214%
1.148%
1.000%
1.000%
0%
0%
0%
0%
0%
0%
0%



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-9: Please provide the documentation and calculations for the claimed embedded cost
of long-term debt of 6.05 percent. Note (1) of Schedule PMA-1 states
“Company-Provided.” Please supply this “Company-Provided” information

received by Ms. Ahern.

RESPONSE: Please see response to Div. 1-5.

Prepared by: Prettyman



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-10: Please include in this response a statement of long-term debt at March 31, 2013
which lists for UWW each long-term debt issue outstanding, the type of debt
security, the balance outstanding, date of issue, date of maturity, interest rate,
annual amortization of debt expense (including premium/discounts), and effective
cost rate. This statement should show how the embedded cost rate of 6.05 percent

was calculated.

RESPONSE: Please see response to Div. 1-5.

Prepared by: Prettyman



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-11; Please provide the same information as requested in item (10) for UWRI. In
addition, identify UWRI’s sources of long-term debt (e.g., bank borrowings,

public debt issues, affiliate borrowing, etc.).

RESPONSE: UWRI has no sources of any kind of debt. All Capital (debt + equity) for all of
United Water Works (UWW) subsidiaries is funded by UWW.

Prepared by: Prettyman



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-12: Please indicate UWRI’s current AFUDC rate and provide a workpaper showing

how it was calculated.

RESPONSE: The current AFUDC rate for UW Rhode Island is 10.42%. Please see Schedule
DIV 1-12 Attachment.

Prepared by: Prettyman



Attachment Div. 1-12

Capital Structure I Cost Rates I Weighted Costs ] Equity AFUDC
Date Of Long Term Short Term  Minority Int/ Debt Shortterm  Minority int  Equity Wghtd Wghtd Wghtd OVERALL Tax AFUDC Rate of State Tax Fed. Tax
Award Debt Debt Pref Stock Equity Cost Debt Cost Pref Stock Cost Debt Cost Min int _ Equity Cost ROE Grossup Debt Cost Equity Cost  Return Rate Rate
UW Rhode Island 1/10/2012 45.83% 4.04% 0.00% §0.13% 6.07% 1.10% 0.00% 9.85% 2.82% 0.00% 4.94% 1.76% 2.66% 2.82% 7.60% 10.42% 0.00% 35.00%



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-13: Provide the relevant portions of the Value Line, Blue Chip, and Morningstar
source documents cited as “Sources” on Schedule PMA-7, page 8 of 10, and

Schedule PMA-9, page 8 of 9.

RESPONSE: Please see Attachment DIV-1-13. The relevant part from Blue Chip Financial

Forecasts can be found at page 9 of 10 on Schedule PMA-7.

Prepared by: Pauline M. Ahern, CRRA
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Table 2-1: Total Returns, Income Retutns, and Capital Appreciation of the
Basic Asset Classes: Summary Statistics of Annual Retumns

Geometric  Arithmetic * Standard  Serial
Msan Mean Deviation _ Correl-
Series {%} {%) %) ation
Large Company Stocks . )
Total Returns 9.8 18 - 202 001
Income 41 41 1.6 0.91
Capital Appreciation 56 75 195 0.01
Ibhotson Small Company Stacks _
Total Returns 1.9 16.5 323 0.06
Mid-Cap Stocks™ ' -
Total Returns 10.9 13.7 248 -0.04
Income 39 39 1.8 0.90
Capital Appreciation 6.9 96 238 -0.04
Low-Gap Stocks*®
Total Returns ! 1.4 152 290 002
Income 35 38 20 0.90
Capital Appreciation 17 11.5 283 0.0
Micro-Cap Stocks™ ’ .
Total Returns 12.0 18.0 387 0.07
Income 25 2.5 1.7 0.91
Capital Appreciation 9.5 15.4 38.1 0.08
Long-Term Corporate Bonds
Total Returns 8.1 64 - 83 ° 009
Long-Term Government Bonds
Total Returns 5.7 6.1 9.7 -0.12
Income 5.1 51 26 0.95
Capital Appreciation 0.4 0.8 87 -0.22
Intermediate-Term Government Bonds
Total Returns 54 55 56 012
Income 4.5 4.6 29 0.96
Capital Appreciation 0.6 0.7 45 -0.16
Treasury Bifls
Tatal Returns 35 36 31 0.91
Inflation 3.0 3.1 41 064

Data from 1926-2012. Total return is equal to the sum of three component returns;
income return, capital app return, and rei return,

*Source: Momingstar and CRSP. Calculated {or Derived) based on data from CRSP
US Stock Database and CRSP US Indices Database ©2013 Center for Research
in Security Prices {CRSP®], The University of Chicage Boath Schaol of Business.
Used with permission. .

Annual Total Returns

Annual and monthly total returns for large company stocks,
small company stocks, ldng-term corporate bonds, long-
term governmenf bonds, intermediate-term government
bonds, Treasury hills, and inflation rates are for the full
B87-year time period presented in Appendix B. Those tables
can be used to compare the performance of each asset
class on both & monthly and an annual basis.

Attachment DIV 1-13
Page 2 of 21

"Real Rates versus Nominal Rates

The cost of capital embodies a number of different con-
cepts or elements of risk. Two of the most basic concepts

"in finance are real and nominal returns. The nominal return

includes both the real retum and the impact of inflation.

The real rate of interest represents the exchange rate
between current and future purchasing power. An increase
in the real rate indicates that the cost of current con-
sumption has risen in terms of future goods. It is the real
rate of interest that measures the opportunity cost of
foregoing consumption.

The relationship between real rates and nominal rates can
be expressed in the following equation:

| :[HNominal
1+Inflation

Nominat =[(1+Heal)x(1+lnﬂation)]—1

it is’important to note that the conversion of nominal
and real rates is not an additive process; rather, it is a
geometric calculation. The arithmetic sum or difference is
calculated by adding or subtracting one number from the
other. As illustrated in the above equation, the real rate
of return involves taking the geometric difference of the
nominal rate of return and the rate of inflation. Conversely,
the nominal rate of return can be determined by taking
the geometric sum of the real rate of return and the rate
of inflation. For example, if the real rate is 2.5 percent
and the inflation rate is 5.0 percent, the nominal rate of
interest is not 7.5 percent (2.6--6.0) hut 7.625 percent,
or [(1.025)%(1.05)—1]. Similarly, if the nominal rate is
7.625 percent and the inflation rate is 2.5 percent, the
real rate is not 5.125 percent (7.625—2.5) but 6.0 percent,
[(1.07625/1.025)—1].

Discount rates are most often expressed in nominat terms.
That is, they usually have an inflation estimate included
in them. Unless stated otherwise, the cost of capital data
presented in this book are expressed in nominal terms.

2013 Ibbotson® SBBI® Valuation Yearbook

Morningstar . 23
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Attachment DIV 1-13

Page 4 of 21
Table B-1
Large Company Stocks: Total Returns
from January 1926 to December 1870
Year Jan Feb Mar Apr May Jun Jul Aug Sep Oct  Nov Dec Year Jan-Dec*
1926 0.0000 -0.0385  -0.057b 0.0253 0.0179 0.0457 0.0479 0.0248 0.0252  -0.0284 0.0347 0.0196 1926 0.1162
1927 -0.0193 0.0537 0.0087 0.0201 0.0607  -0.0067 0.0670 0.0515 0.0450  -0.0502 0.0721 0.0279 1927 0.3749
1928 -0.0040 -0.0125 0.1101 0.0345 0.0187  -0.0385 0.0141 0.0803 0.0259 0.0168 0.1292 0.0049 1928 0.4361
1929 0.0583 -0.0019 -0.0012 00176 -0.0362 01140 0.0471 01028 -0.0476 -0.1973 01246  0.0282 1929 -0.0842
1930 - 0.0639 0.0259 0.0812 -0.0080 -0.0096 -0.1625° 0.0386  0.0141 -0.1282 -0.0855 -0.0089 -0.0708 1930 -0.2490
1931 0.0502 01193 -0.0675 -0.0935 01278 01421 00722 0.0182 02973  0.0896 -0.0798  -0.1400 1931 -0.4334
1932 -0.0271 00570 -0.1158 -0,1997 -0.2196 -0.0022 03815 0.3863 -0.0346 -0.1343  -0.0417  0.0565 1932 -0.0819
1933 0.0087 -0.1772 00353 0.4255 0.1683 0.1338  -0.0862 0.1206  -0.1118  -0.0855 0.1127 0.0253 1933 0.6399
1934 0.1069  -0.0322 0.0000 -0.0251 -0.0736 0.0229 -0.1132  0.0611 -0.0033 -0.0286  0.0942  -0.0010 1834 -0.0144
1935 -0.0411 -0.0341 -0.0288 0.0980 0.0409  .0.0699 0.0850 0.0280 0.0256 0.0777 0.0474 0.03%4 1835 0.4767
1936 0.0670 0.0224 0.0268 -0.0751  0.0545  0.0333  0.0701  0.0151  0.0031 0.0776  0.0134  -0.0029 1936 0.3392
1937 0.0390 0.0191 -0.0077 -0.0809 -0.0024  -0.0504 0.1045 -0.0483 -0.1403  -0.0981. -0.0866  -0.0459 1937  -0.3503
1938 0.0152 00674 -0.2487  0.1447 -0.0330 02503 00744 -0.0226 0.0186 00776  -0.0273  0.0401 1938 0.3112
1939 -0.0674 00390 -0.1333 -0.0027 00733 00612 01105 -0.0648 D0.1673 -0.0123 -0.0388  0.0270 1938 -0,0041
1940 -0.0336 0.0133  0.0124 -0.0024 -0.2289  0.0809  0.0341 0.0350 00123 00422 -0.0316  0.0009 1940 -0.0978
1941 -0.0463  -0.0060 0.0071 -0.0612 0.0183 00578 00579 0.0010 -0.0068 -0.0857 -0.0284  -0.0407 1941  -0,1159
1942 0.0161 -0.0158  -0.0852  -0.0398 0.0796 0.0221 0.0337 0.0164 0.0290 0.0678  -0.0021 0.0549 1942 0.2034
1943 0.0737 0.0583 0.0545 0.0035 0.0552 0.0223  -0.0528 0.0171 0.0263 -0.0108  -0.0654 0.0617 1843 0.2590
1944 0.0171 0.0042 00195 -0.0100 00505 0.0543 -00193 00157 -0.0008 0.0023  0.0133  0.0374 1944 0.1975
1945 0.0158 0.0683 - -0.0441 0.0902 0.0185 -0.0007 -0,0180 0.0641 0.0438 0.0322 0.0336 0.0118 1945 0.3644
1448 0.0714 -0.0641 0.0480 0.0393 0.0288 -0.0370 -0.0239 -0.0674 -0.0997 -0.0060 -0.0027 0.0457 1845  -0.0807
1947 0.0255 -0.0077  -0.0149  -0.0363 0.0014 0.0654 0.0381 -0.0203 -0.0111 0.0238 -0.0175 0.0233 1947 0.0571
1948 -0.0379 -0.0388 0.0783 0.0282 0.0879 0.0054  -0.0508 0.0158  -0.0276 0.0710  -0.0861 0.0348 1948 0.0550
1949 0.0039  -0.0296 0.0328 -0.0179 -0.0258 0.0014 00650 00219 0.0263 00340 0.0175  0.0486 1943 0.1879
1950 0.0197 0.0193 0.0070 0.0486 00509 -0.0548 00119 00443 00592 00093 0.0169 0.0513 1950 0.3
1951 0.0837 0.0157 -0.0156  0.0509 -0.0299 -0.0228 00711  0.0478 0.0013 -0.0103 0.0096  0.0424 1951 0.2402
1952 0.0181  -0.0282 0.0503 -0.0402 0.0343 00490 00196 .-0.0071 -0.0176 0.0020  0.0571 0.0382 1952 0.1837
1953 -0.0049 -0.0106 °~ -0.0212  -0.0237 00077 -0.0134 0.0273  -0.0501  0.0034 0.0540 0.0204 0.0053 1953  -0.0099
1954 0.0536 0.0111 00325 00516 00418 00031 00589 -0.0275 0.0851 -0.0167 00809  0.0534 1954 0.,6262
1955 0.0197 0.0098 -0.0030 00396 00055 00841  0.0621 -0.0025 00130 -0.0284 0.0827  0.0015 1955  0.3156
1956 -0.0347 0.0413 00710 -0.0004 -00593 0.0409 0.0530 -0.0328 -0.0440 0.0066 -0.0050  0.0370 1956 . 0.0656
1957 -0.0401 -00264 0.0215 00388 00437 00004 00131 -0.0505 -0.0802 -0.0302  0.0231 -0.0395 1957 -0.1078
1958 '0.0445  -0.0141 00328 00337 00212 00279 0.0449 0.0176 0.0501 0.0270  0.0284  0.0635 1958  0.4336
1959 0.0053 0.0049 0.0020 0.0402 0.0240  -0.0022 0.0363 -0.0102  -0.0443 0.0128 0.0186 0.0292 1859 0.1196
1960 -0.0700 0.0147 -0.0123 -0.0161 0.0326 0.0211  -0.0234 © 0.0317 -0.0580  -0.0007 0.0465 0.0479 1960 0.0047
1961 0.0845 0.0319 0.0270 0.0061 0.0239  -0.0275 0.0342 0.0243 -0.0184 0.0298 0.0447 0.0046 1961 0.2683
1962 -0.0366 00203 -0.0046 -0.0807 -0.0811 -0.0803 0.0652  0.0208 -0.0465 00064 01086  0.0153 1962 -0.0873
1963 0.0506  -0.0239 0.0370 0.0500 0.0133 -0.0188 -0.0022  0.0535 -0.0097  0.0339 -0.0046  0.0262 1963  0.2280
1964 0.0283 0.0147 0.0165 00075 00162 00178 00195 -0.0118 00301 00036 00005  0.0056 19684  0.1648
1985 0.0345 0.0031 -0.0133  0.03656 -0.0030 -0.0473  0.0147  0.0272 0.0334  0.0289  -0.003% 0.0108 1985 01245
1966 00062 -0.0131 -0.0205 0.0220 -0.0432 -0.0146 -0.0120 -0.0725 -0.0053  0.0434  0.0095  0.0002 1986 -0.1008
1967 0.0798 0.0072 0.0408 0.0437  -0.0477 0.0190  0.0468 -0.0070 0.0342  -0.0276 0.0065 0.0278 1987 0.2398
1968 -0.0425  -0.0261 00110  0.0834 00161 - 0.0105 -0.0172 00164 00400 0.0087 00531 -0.0402 1968 0.1106
1969 -0.0068 -0.0426 0.0358 0.0229 0.0026 -0.0542  -0,0587 0.0454  -0.0238 0.0458 -0,0297 -0.0177 1969 -0.0850
1970 -0.0743 0.0557 0.0044 -0.0875 -0.0578 -0.0466 0.0769  0.0478 -0.0083  0.0508  0.0598 1970 0.0388

*Compound annual return

0.0362
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Attachment DIV 1-13

Page 5 of 21
Table B-1 {Continued)
Large Company Stocks: Total Returns
from January 1971 to December 2012
Year Jan Feb Mar Apr May Juit Jul Aug Sep Oct Nov Dec Year Jan-Dec*
1971 0.0432 0.0117 0.0394 0.0389  -D.0391 0.0033  -0,0387 0.0388 -0.0044 -0.0391 0.0002 0.0888 1971 0.1430
1972 0.0206 0.0277 0.0083 0.0068 0.0197  -0.0194 0.0048 0.0369  -0.0025 0.0119 0.0481 0.0142 1972 0.1899
1973 -0.0149 -0.0352 0.0008 -0.0383 - -0.0163  -0.0040 0.0407  -0.0341 0.0442 0.0002 -0.1109 0.0198 1873 -D.14B9
1974 -0.0072 -0.0007 -0.0205 -0.0359 -0.0302 -0.0114 -0.0742 -0.0864 -0.1152 0.1681 -0.0488 -0.0156 1974 -0.2647
1975 0.1272 0.0638 0.0254  0.0510 0.0476 00477 -0.0644 -0.0176 -0.0312 0.0653  0.0282  -0.0081 1975 03723
1976 01217 -0.0084 0.0337 -0.0078 -0.0111 0.0443  -0.0048 -0.0018 0.0258 -0.0186  -0.0041 0.0561 1976 0.2393
1977 -0.0473 -0.0182  -0.0105 0.0042 -0.0196 0.0484 -0.0124 -0.0172 0.0015 -0.0389 0.0316 0.0075 1977 -0.0716
1978 -0.0574  -0.0203 0.0294 00802 00092 -0.0138 0.0883 0.0301 -0.0032 -0.0872  0.0215  0.0196 1978 0.0657
1979 0.0443  -0.0321 0.0596 0.0094 -0.0247 00435 00134 00577 00043 -0.0640 0.0475  0.0214 1979 0.1861
1980 0.0622 -0.0001 -0.0972 0.0462 ' 0.0515 0.0316 0.0696 0.0101 0.0294 0.0202 0.1065  -0.0302 1980 0.3250
1981 -0.0418 0.0174 0.0400 -0.0193 00026 -0.0063  0.0021 -0.0577 -0.0493  0.0540  0.0413  -0.0256 1981 -0.0492
1982 -0.0131 -0.0559  -0.0052 0.0452 -0.0341 -0.0150 -0.0178 0.1214 0.0125 0.1151 0.0404 0.0193 1982 0.2155
1983 0.0372 0.0228 0.0363 0.0788  -0.0087 0.0389  -0.029% 0.0150 0.0138 -0.0116 0.0211 -0.0052 1983 0.2256
1984 -0.0056 -0.0352 0.0173 00095 -0.0554 0.0217  -0.0124 0.1104 0.0002 0.0038 -0.0112 0.0263 1984 1.0627
1985 0.0779 0.0122 0.0007  -0.0009 0.0578 0.0157 00015 -0.0085 -0.0313 0.0462 0.0686 0.0484 1985 0.3173
1986 0.0056 0.0747 0.0658  -0.0113 0.0532 0.0169  -0.0559 0.0742  -0.0827 0.0577 0.0243  -0.0255 1986 0.1867
19687 0.1347 00395 00289 -0.0089 00087 00505 0.0507 00373 -0.0219 -0.2154 -0.0824  0.,0761 1987  0.0525
1988 0.0421 0.0466  -0.0309 0.0111 0.0086 0.0459  -0.0038 -0.0339 0.0426 0.0278  -0.0143 0.0174 1988 0.1661
1989 0.0732 -0.0249 0.0233 0.0519 0.0405  -0.0057 0.0803 0.0195 -0.0041  -0.0232 0.0204 0.0240 1989 0.3169
1990 -0.0671 00129  0.0265 -0.0248 0.0975 -0.0067 -0.0032 -0.0904 -0.0487 -0.0043 0.0646  0.0279 1990 -0.0310
1991 0.0436 0.0715 0.0242 00024 0043t -0.0458 00466 00237 -0.0167 00134 -0.0403 0.1144 1991 0.3047
1992 -0.0186 00130 -0.0194 00294 0.0049 -0.0149 00409 -0.0205 0.0118 00035  0.0341 0.0123 1992 0.0762
1993 0.0084 0.0136 0.0211  -0.0242 0.0268 0.0029 -0.0040 0.0379  -0.0077 0.0207  -0.0095 0.0121 1993 0.1008
1994 0.0340 -0.0271 -0.0436 0.0128 0.0164 -0.0245 0.0328 0.0410  -0.0245 00225 -0.0364 0.0148 1994 0.0132
1995 0.0259 0.0390 00295 0.0294 00400 00232 00332 0.0026 0.0422 -0.0036 0.0433  0.0193 1985  0.3758
1998 0.0340 0.0093 0.0096  0.0147  0.0258  0.0038 -0.0442  0.0211 0.0563 00276 0.0756 -0.0198 1936  0.2296
1997 0.0625 0.0078  -0.0411 0.0597 0.0609 0.0448 0.0796  -0.0560 0.0648  -0.0334 0.0463 0.0172 1997 0.3336
1998 0.011 0.0721 0.0512 0.0101  -0.0172 0.0406 -0.0106 -0.1446 0.0641 0.0813 0.0606 0.0678 1998 0.2858
1999 0.0418 -0.0311 0.0400 0.0387  -0.0236 00555 -0.0312 -0.0049 -0.0274 0.0633 0.0203 0.0589 1999 0.2104
2000 -0.0502 -0.0189 0.0978  -0.0301  -0.0205 0.0247  -0.0156 0.0621 -0.0528 -0.0042 -0.0788 0.0043 2000 -0.0910
2001 0.0355 -0.0912  -0.0634 0.0777 00067 -0.0243 -0.0098 -0.0626  -0.0808 0.0191 0.0767 0.0088 2001 -0.1189
2002 -0.0146  -0.0193 00376 -0.0606 -0.0074 -0.0712 -0.0780  0.0068 -0.1087  0.0880  0.0589  -0.0587 2002 -0.2210
2003 -0.0262 -0.0150 0.0097 0.0824 0.0527 0.0128 0.0176 0.0195 -0.0108 0.0566 0.0088 0.0524 2003 0.2868
2004 0.0184 0.0033 -0.0151  -0.0157 ° 0.0137  0.0184 -0.0331 00040 0.0108 0.0153  0.0405  0.0340 2004  0.1088
2005 -0.0244 0.0210  -0.0177 -0.0190  0.0318 0.0014  0.0372  -0.0091 0.0081 -0.0167  0,0378  0.0003 2005  0.0491
2006 0.0265 0.0027 0.0124 0.0134 -0.0288 0.0014 0.0062 0.0238 0.0258 0.0326 0.0190 0.0140 2008 0.1579
2007 0.0151  -0.0198 00112 00443 00349 00166 -0.0310 00150 0.0374 0.0183 -0.0418  -0.0068 2007  0.0549
2008 -0.0600 -0.0325 -0.0043 00487 0.0130 -0.0843 -0.0084 0.0146 -0.0891 -0.1679 -0.0718  0.0106 2008  -0.3700
2009 -0.0843  -0.1085 0.0876 00957 0.0559 0.0020 0.0756  0.0361 0.0373 -0.0186  0.0600  0.0193 2009 0.2646
2010 -0.0360 0,0310 00603 0.0158 -0.0798 -0.0523  0.0701  -0.0451 0.0892  0.0380  0.0001 0.0668 2010 0.1506
2011 0.0237 0.0343 0.0004 0.0296 -0.0113 -0.0167 -0.0203 -0.0543 -0.0703 0.1083  -0.0022 0.0102 2011 0.0211
2012 0.0448 0.0432 0.0329 -0.0083  -0.0601 00412  0.0139 00225 00258 -0.0185  0.0058  0.0091 2012 0.1600
*Compound annual return
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Table B-7
Long-Term Government Bonds: Income Returns
from January 1926 to December 1970
Year Jan Feh Mar Apr May Jun Jul Auy Sep Oct Nov Dec Year Jan-Dec*®
1926 0.0031 0.0028 0.0032 0.0030 0.0028 0.0033 0.0031 0.0031 0.0030 0.0030 0.0031 . 0.0030 | 1926 0.0373
1927 0.0030 0.0027 0.0029 0.0027 0.0028 0.0027 0.0027 0.0029 = 0.0027 0.0028 0.0027 0.0027 1927 0.0341
1928 0.0027 0.0025 0.0027 0.0026 0.0027 0.0027 0.0027 0.0029 0.0027 0.0030 0.0027 0.0029 1928 0.0322
1929 0.0029 0.0027 0.0028 0.0034 0.0030 0.0028 0.0032 0.0030 0.0032 0.0031 0.0026 0.0031 1928 0.0347
1930 0.0029 0.0026 0.0029 0.0027 0.0027 0.0028 0.0028 0.0028 0.0029 0.0027 0.0026 0.0028 1930 0.0332
1931 0.0028 0.0026 0.0029 0.0027 0.0026 0.0028 0.0027 0.0027 0.0027 0.0029 0.0031 0.0032 1931 0.0333
1932 0.0032 0.0032 0.0031 0.0030 0.0028 0.0028 0.0028 0.0028 0.0028 0.0027 0.0026 0.0027 1932 0.0363
1933 0.0027 0.0023 0.0027 0.0025 0.0028 0.0025 0.0026 0.0028 0.0025 0.0026 0.0025 0.0028 1933 0.0312
1934 0.0029 0.0024 0.0027 0.0025 0.0025 0.0024 0.0024 0.0024 0.0023 0.0027 0.0025 0.0025 1934 0.0318
1935 0.0025 0.0021 0.0022 0.0023 0.0023 0.0022 0.0024 0.0023 0.0023 0.0023 0.0024 0.0024 1935 0.0281
1936 0.0024 0.0023 0.0024 0.0022 0.0022 0.0024 0.0023 0.0023 0.0021 0.0023 0.0022 0.0022 1936 0.0277
1937 0.0021 0.0020 0.0022 0.0023 0.0022 0.0025 0.0024 0.0023 0.0023 0.0023 0.0024 0.0023 1937 0.0266
1938 0.0023 0.0021 0.0023 0.0022 0.0022  0.0021 0.0021 0.0022  0.0021 0.0022  0.0021 0.0022 1938  0.0264
1939 0.0021 0.0019 0.0021 0.0018 0.0020 0.0018 00019 0.0018 00019 0.0023  6.0020  0.0018 1938 0.0240
1940 0.0020 0.0018 0.0019 0.0018 0.0019 0.0018 0.0020 0.0013 0.0018 0.0018 0.0018 0.0017 1940 0.0223
1941 0.0018 0.0016 0.0018 00017 00017 00016 00016 00016 00016 00016  0.0014  0.0016 1941 0.0194
1942 0.0021 0.0019 0.0021 0.0020 00018  0.0021 0.0021 0.0021 0.0020  0.0021 0.0020  0.0021 1942 0.0246
1943 0.0020 0.0019 0.0021 0.0020  0.0019  0.0021 0.0021 0.0021 0.0020 00020  0.0021 0.0021 1943 0.0244
1944 0.0021 0.0020 0.0021 0.0020 0.0022 0.0020 0.0021 0.0021 0.0020 0.0021 0.0020 0.0020 1944 0.0246
1945 0.0021 0.0018 0.0020 00019 0.0019 00013 0.0018 00019 00018 00019 0.0018  0.0018 1945  0.0234
1946 0.0017 0.0015 0.0016 0.0017 0.0018 0.0016 0.0019 0.0017 0.0018 0.0019 0.0018 0.0019 1946 0.0204
1947 0.0018 0.0016 0.0018 0.0017 0.0017 0.0019 0.0018 0.0017 0.0018 0.0018 0.0017 0.0021 1947 0.0213
1948 0.0020 0.0013 0.0022 00020 0.0018  0.0021 0.0019  0.0021 0.0020 00019  0.0021 0.0020 1948  0.0240
1949 0.0020 0.0018 0.0019 00018 00020 00019 000177 00019 00017 0.0018 00017 00017 1949 0.0225
1950 0.0018 0.0016 00018 00016 00019 00017 00018 00018 00017 0.0018 0.0018  0.0018 1950  0.0212
1951 0.0020 0.0017 0.0019 00020  0.0021 0.0020 00023  0.0021 00019 . 0.0023  0.0021 0.0022 1951 0.0238
1852 0.0023 0.0021 0.0023 0.0022 0.0020 0.0022 0.0022 0.0021 0.0023 0.0023 0.0021 0.0024 1952 0.0266
1963 0.0023 0.0021 0.0025 00024 00024 00027 00025 00025 00025 00023 0.0024  0.0024 1953  0.0284
1954 0.0023 0.0022 0.0025 00022 0.0020. 0.0025 00022 00023 00022  0.0021 0.0023  0.0023 1964 0.0279
1955 0.0022 0.0022 0.0024 0.0022 0.0025 0.0023 0.0023 0.0027 0.0024 0.0025 0.0024 0.0024 1955 0.0275
1956 0.0025 0.0023 00023 00026 00026 0.0023 00026 00026 0.0025 . 00029  0.0027  0.0028 1956  0.0299
1957 0.0029 0.0025 0.0026 00029 0.0029 0.0025 0.0033 0.0030 0.0031 0.0031 0.0029  0.0028 1957  0.0344
1958 0.0027 0.0025 0.0027 0.0026 0.0024 0.0027 0.0027 0.0027 0.0032 0.0032 0.0028 0.0033 1958 0.0327
1959 0.0031 0.0031 0.0035  0.0033 0.0033 0.0036 0.0035 0.0035 0.0034 0.0035 0.0035 0.0036 1859 0.0401
1960 0.0035 0.0037 0.0036 0.0032 0.0037 0.0034 0.0032 0.0034 0.0032 0.0033 0.0032 0.0033 1960 0.0426
1961 0.0033 0.0030 0.0031 0.0031 0.0034 0.0032 0.0033 0.0033 0.0032 0.0034 0.0032 0.0031 1961 0.0383
1962 0.0037 0.0032 0.0033 0.0033 0.0032 0.0030 0.0034 0.0034 0.0030 0.0035 0.0031 0.0032 1962 0.6400
1963 0.0032 0.0029 0.0031 0.0034 0.0033 0.0030 0.0036 0.0033 0.0034 °  0.0034 0.0032 0.0036 1963 0.0389
1964 0.0035 0.0032 0.0037 0.0035 0.0032 0.0038 0.0035 0.0035 0.0034 0.0034 0.0035 0.0035 1964 0.0415
1965 0.0033 0.0032 0.0038 0.0033 0.0033 0.0038 0.0034 0.0037 0.0035 0.0034 0.0037 0.0037 1965 0.0419
1966 0.0038 0.0034 0.0040 0.0038 0.0041 0.0038 0.0038 0.0043 0.0041 0.0040 0.0038 0.0039 1966 0.0449
1967 0.0040 0.0034 0.0039 0.0035 0.0043 0.0039 0.0043 0.0042 0.0040 0.0045 0.0045 0.0044 1967 0.0459
1968 0.0050 0.0042 0.0043 0.0043 0.0046 0.0042 0.0048 0.0042 0.0044 0.0045 0.0043 0.0049 1968 0.0550
1969 0.0050 0.0048 0.0047 0.0085 0.0047 0.0055 0.0052 0.0048 0.0055 0.0057 0.0049 0.0060 1968 0.0595
1970 0.0056 0.0062 0.0056 0.0054 0.0055 0.0064 0.0059 0.0056 0.0055 0.0058 0.0053 1970 0.0674

*Compound annual return
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Table B-7 {Continued)
Long-Term Government Bonds: Income Returns
from January 1971 to December 2012
Year dJan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Year Jan-Dec*

1971 0.0051 0.0046 0.0056 00048 00047 00056 0.0052 00055 00043 00047  0.0051 0.0050 1971 0.0832
1972 0.0050 0.0047 0.0043  0.0048  0.0055  0.0049  0.0051 0.0048  0.0047  0.0052  0.0048  0.0045 1972 0.0587
1973 0.0054 0.0051 0.0056  0.0057 0.0058  0.0055  0.0061 00062 0.0055  0.0063  0.0056  0.0060 1973 0.0651
1974 0.0061 0.0055 00058  0.0068  0.0068  0.0061 0.0072  0.0085  0.0071 0.0070  0.0062  0.0067 1974 0.0727
1975 0.0068 0.0060 0.0066  0.0067 00067 0.0070 0.0068 00065 00073 00072  0.0061 0.0074 19756 0.0798
1976 0.0065 0.0060 0.0071 0.0064 0.0058 00073  0.0065 0.0068 00064  0.0061 0.0066  0.0063 1976 0.0789
1877 0.0059 0.0057 0.0065  0.0061 0.0067 00062 0.0059  0.0087  0.0061 0.0063  0.0063  0.0062 1977 0.0714
1978 0.0068 0.0060 0.0069 00083 00075 00068 00073 0.0070 0.0085 00073  0.0071 0.0068 1978 0.0790
1978 0.0078 0.0065 0.0074 0.0076  0.0077  0.0071 0.0076 00073 0.0068 00082 0.0083  0.0083 1979 0.0886
1980 0.0083 0.0084 0.0099 0.0100 _ 0.0087  0.0086  0.0084  0.0081 0.0087  0.0097  0.0091 0.0108 1980  0.0997
1981 0.0094 0.0088 0.0111 0.0101 0.0104 00108 00109 00110 00114 00117  0.0113  0.0100 1981 0.1185
1982 0.0108 0.0108 0.0124 00112  0.0101 0.0120 0.014  0.0112 00100  0.0091 0.0094  0.0093 1982  0.1350
1983 0.0087 0.008) 0.0089  0.0085  0.0081 00090 00088 00103 0.003  0.0095 00094  0.0094 1983  0.1038
1964 0.0103 0.0092 00038 0.0104 00103 00106 00116 00106 00094 00108  0.0091 0.0098 1984 01174
1985 0.0096 0.0082 0.0094 0.0102 0.0097 00080 0.0034 00085 00088  0.0088  0.0081 0.0086 1985 01125
1986 0.0073 0.0073 0.0071 0.0063 00062 00070 00066 0.0063 00065  0.0069  0.0059  0.0070 1986  0.0898
1987 0.0064 0.0059 0.0066 00065 00068 00075 00073 00075 00076 00079 00075  0.0078 1987 0.0792
1988 0.0072 0.0071 0.0072 00070 00078 0.0076  0.0071 0.0083 00076  0.0076 00070  0.007% 1988 0.0897
1989 0.0080 0.0069 00079 00070 0.0080 00070 0.0068 00066  0.0065 0.0072  0.0084  0.0064 1989  0.0881
1990 0.0073 0.0086 0.0071 0.0076 00075  0.0068  0.0074  0.0071 0.0069  0.0081 0.0071 0.0072 1990  0.0819
1881 0.0071 0.0064 00064 00076 00068 00063 0.0076 00068 0.0068 0.0085  0.0060  0.0068 1991 0.0822
1992 0.0061 0.0059 0.0067  0.0065  0.0061 00067 0.0063 00060 0.0058  0.0057  0.0061 0.0063 1992 0.0726
1993 0.0059 0.0055 0.0063 0.0057 00052 00062 0.0054 00056 00050 00048 00053  0.0055 1993 0.0717
1994 0.0055 0.0049 0.0058  0.0057  0.0083  0.0061 0.0060  0.0066  0.0061 0.0086  0.0064  0.0066 1994  0.0859
1995 0.0070 0.0059 0.0064 00058 00065 00054  0.0056  0.0057  0.0052  0.0057  0.005 0.0048 1995  0.0760
1996 0.0054 0.0048 00052 00059 00058 0.0054 00062 00057 0.0060 0.0058 00052  0.0056 1996 0.0618
1997 0.0056 0.0051 0.0059 0.0059 00058 00059 00058 00048 00058 00054 00047 00054 1897 0.0664
1998 0.0048 0.0044 0.0052 0.0049 00048 00052 0.0043 00048 0.0044 0.0042 0.0045  0.0045 1998 00583
1999 0.0042 0.0040 0.0053 0.0048 00045  0.0065  0.005% 0.0054 0.0052  0.0050  0.0056  0.0055 1999  0.0557
2000 0.0057 0.0051 DO054  0.0047 00056 00052 0.0052 0.0050 0.0046 00053 0.0048  0.0045 2000  0.0650
2001 0.0049 0.0042 0.0045 0.0047 0.0050 0.0047 0.0052 0.0046  0.0041 0.0048  0.0041 0.0046 2001 0.0653
2002 0.0048 0.0043 0.0043  0.0054  0.0049 0.0044  0.0051 0.0044 00042 0.0040  0.0040  0.0045 2002  0.0559
2003 0.0041 0.0038 0.0040 0.0040 00039 00036 0.0038  0.0042 0.0046  0.0041 0.0033  0.0047 2003 0.0480
2004 0.0042 0.0038 00043 00038 00040 00048 0.0043 00045  0.0040  0.0038 ~ 0.0041 0.0043 2004  0.0502
2005 0.0041 0.0035 0.0041 0.0033  0.0040 00035 0.0034 0.0040 0.0035 0.0039 00033  0.0033 2005  0.0489
2006 0.0040 0.0036 00038 0.0039 00048 00044 00045 0.0043 0.0039 00042  0.0039  0.0038 20086 0.0468
2007 0.0043 0.0038 0.0033  0.0042  0.0041 00040 0.0046 00042 00037 00043 00039 00037 2007 0.0486
2008 0.0040 0.0034 00037 0.0035 00037 00040 00039 0.0036 00039 00037 00036  0.0033 2008 0.0445
2008 0.0024 0.0030 00035 0.0029 00033 00038 0.0036 00036 0.0034 00033 00035  0.0034 2003 0.0347
2010 0.0036 0.0033 0.0040  0.0038 0.0034 0.0037  6.0031 0.0032 00026 00027 0.0032  0.0032 2000 0.0425
2011 0.0035 0.0032 0.0035 00034 00036 00032 00032 00033 00025 00022 00023  0.0022 2011 0.0381
2012 0.0021 0.0019 0.0022 0.0025 00022 00017 00020 00017 00016  0.0020 00019  0.0018 2012 0.0240

*Compound annual return
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MERGENT BOND RECORD 67
Corporate Bond Yield Averages
CORPORATE CORPORATE
AV. BY RATINGS BY GROUPS PUBLIC UTILITY BONDS INDUSTRIAL BONDS RAILROADBONDS
CORP. Aaa Aa A Baa’ P.U. IND. R.R. Aaa Aa A Baa Aaa Aa A Baa Aaa Aa A Baa
2008
Jan, 6.02 533 578 6.06 0.54 6.08 596 - Jan - 587 602 6.35 Jan. 5.33 568 6.0 6.73 Jan. — coenman e
Feb, 6.24 553 597 626 6.82 6.28 6.19 -~ Feb. - 604 621 6.60  Feb. 553 590 630 704  Feb.  er eeen eee e
Mar. 6.24 551 590 6.24 6.89 629 6.17 e Mar. - 599 621 6.68 Mar. 351 3806 627 7.16 Mar, - e mmem e
Apr. 6.29 555 593 630 697 636 621 - Apr. - 599 629 6.81 Apr. 555 586 631 7.2  Apr. - R
May 6.30 557 6.00 630 692 638 622 - May — 607 627 6.79 May 557 593 633 705 May - .
June 6.42 568 6.11 643 7.07 650 635 - June - 6.19 638 6.93 June 568 602 648 722  June - P
July 6.44 567 605 647 7.16 6.50 638  «---  July - 6,13 640 6.97  July 5.67 597 654 7.35 July ———— doen wmemmen
Aug. 6.42 564 601 646 7.15 6.48 635 - Aug. - 609 637 698  Aug 564 592 655 731 Aug. - T
Sept. 6.50 565 6.03 655 73] 6.59 641 -—  Sept - 613 649 7.5 Sept. 5.65 593 6.60 747  Sept.  we-- ememewee e
Oct. 7.56 628 679 758 888 770 742 -~ Oct - 695 7.56 858 Oct 628 6.63 7.60 9.17  OCl.  -erm emme e e
Nov. 765  6.42 673 7.68 9.21 7.80 749 -  Nov. - 683 7.60 898 Nov. 602 663 776 944  Nov. - e een e
Dec. 6.73 506 58! 670 845 687 659 -  Dec - 593 654 813 Dec. 506 568 685 876 Dec. e meee e e
2009
Jan. 6.39 505 584 646 814 677 641 - Jun - 601 639 790  Jan. 505 567 652 839  Jan. e memm aeen
Feb. 6.64 527 602 647 808 672 656 -~  Feb 611 630 774  Feb. 527 593 6.62 842 TFeb. s e e
Mar. 6.84 550 611 666 842 685 683 - Mar - G614 642 800 Mar. 5350 607 690 884 Mar. e - o
Apr. 6.85 539 6.17 670 839 690 6.79 - Apr. - 0620 0648 8.03 Apr. 539 6.14 0690 874 Apr. - e
May 6.79 554 624 6.67 806 683 675 .- May - 623 649 776 May 554 624 684 836 May - e eem -
June 6.52 561 612 639 750 634 649 - June e 6.3 620 730 June 561 6.1 658 7.69 June  eem eees e e
July 6.17 541 571 609 7.09 615 618 - July w563 597 6.87 July 541 578 620 730 July - s emem e
Aug. 583 526 545 S78 658 580 58 - Ang. - 533 571 636 Aug 526 556 584 679 Aug - eem e o
Sept. 5.61 513 521 556 631 560 562 - Sept - 515 553 612 Sept 513 527 558 650 Sept. - P
Oct. 5.63 515 524 557 629 564 561 - Oct. -—- 523 555 6.14 Oct 515 525 5359 6.44 Oct. . R
Nov. 5.68 519 529 5.64 632 571 564 - Now. - 533 564 6.18 Nov. 519 526 564 646 Nov., === eeem aem -
Dec. 578 526 544 577 637 58 571 ---  Dec wee 552 579 626 Dec. 526 536 574 647  Dec. - wmem owews een
2010
Jan. 5.76 526 550 576 6.25 583 569 - Jan. ---- 555 577 616 Jan. 526 544 573 6.33 Jan. f— e e e
Feb. 5.86 535 562 35.84 634 594 579 -  Feb. - 569 587 625  Feb. 535 555 580 643  Feb. e cmme wmem eeen
Mar. 5.81 527 557 580 6.27 590 571 - Mar e 564 584 622  Mar. 527 549 575 632 Mar.  emee emem e eeen
Apr. 5.80 29 557 578 625 387 571 - Apr. e 562 581 609 Apr. 529 550 574 632 Apr. - o e e
May 5.52 496 525 3549 6.05 559 544 - May - 520 550 597 May 496 5.19 547 6.13 May e e,
June 5.52 488 5.16 344 623 562 542 - June - 522 546 6.18 June 488 5.11 542 628 June - e
July 3532 472 496 525 6.01 541 523 - July 499 526 598 July 472 492 523 604 July - U
Ang. 505 449 472 500 566 510 498 - Aug e 475 301 555 Aug. 449 468 498 577 Aug - e e e
Sept. 5.05 453 472 501 566 510 500 -  Sept —— 474 501 553  Sept. 453 470 500 578  Sept. - weew e e
Oct. 5.15 468 483 509 572 3520 508 -  Oct w489 510 562 Oct 468 477 507 581  Oct.  seee wmew mmee e
Nov. 5.37 487 507 533 592 545 5290 - Nov. - 5.2 3537 585 Nov. 487 502 529 599 Nov. == .
Dec. 5.55 502 526 552 6.10 5064 546 -  Dec. - 532 556 6.04 Dec. 502 5.19 547 6.15 Dec. ewe  memm mmen eeen
2011
Jan. 556 504 526 553 609 564 546 - Jan. - 529 557 606 Jan. 5.04 522 548 6,11  Jan, e omme mmen e
Feb. 5.66 522 537 564 615 573 558 ---  Feb. - 542 568 6.0  Febh 522 531 559 6109  Feb. e o oeem e
Mar. 5.55 513 528 552 6.03 562 548 - Mar. -—-- 533 536 597 Mar. 513 522 548 6.09 Mar, - .
Apr., 536 5.6 529 5352 602 562 549 - Apr - 532 555 398 Apr. 516 525 3548 600  Apr. - eeee eeem e
May 533 496 506 529 578 538 527 - May - 508 532 574 May 496 3504 326 581  May oo e eeem e
June 5.30 499 504 526 575 533 527 - June - 504 526 567 June 499 502 525 5.82 Jupe  ---- IS,
July 530 493 503 526 576 534 525 ---  July wea 505 527 570 July 493 499 525 581  July e e meem o
Ang. 4.79 437 447 474 35306 478 479  ---- Aug. 444 469 522 Aug 437 4350 4.79 549 Aug. - [
Sept. 4.60 409 423 434 527 461 458 - Sept. - 424 448 3511 Sept.  4.09 421 459 542 Sept. === v
QOct. 4.60 398 4.16 454 537 466 454 - Qct. - 421 452 524 QOct 398 441 456 35.50 Qct. - [
Nov. 4.39 387 397 434 514 437 441 - Nov. - 392 425 493 Nov. 3.87 401 443 534 Noy, == U,
Dec. 4.47 393 403 440 525 447 447 - Dec. - 4,00 433 507 Dec. 393 406 446 543 Dec. == cmnn mmme e
2012
Jan. 445 385 401 439 523 448 441 -  Jun e 403 434 506  Jon. 385 398 443 539 Jan. e meen mmes e
Feb. 4.42 3.85 3.99 439 514 447 437 - Feb. - 402 436 502  Feb. 385 396 441 3526 Feb. - ceem mmen e
Mar. 454 399 4.14 451 523 459 450 -  Mar e 416 448 513 Mar. 399 412 453 3533 Mar - s e e
Apr. 449 396 408 444 519 453 444 - Apr wee 410 440 SIL Apr. 396 406 448 527 Apr. o s e e
May 4.33 380 391 426 507 436 430 -  May - 392 420 497 May 380 390 432 3517 May - e
June 422 364 378 404 502 426 418 - June e 379 408 491  June 364 377 418 513 June  eeem weem seew aeen
July 403 340 354 393 487 412 393 - July - 358 393 485 July 340 349 393 489  July - e e e
Aug. 409 348 3.61 399 491 418 399 - Aug - 365 400 488 Aug 348 357 398 493  Aug - e e e
Sept. 400 349 3.68 401 484 417 400 - Sept e 369 402 481  Sept. 349 3.66 400 487  Sept. - wer e e
Oct. 3.97 347 3.63 390 4.58 405 389 -  Qct w368 390 454 Oct. 347 358 389 462  Oct. e s meen aeem
Nov. 3.92 3.50 3.57 387 451 395 388 - Nov. - 360 3.84 442 Nov. 3.50 3.54 3.89 4.60 Nov, = O,
Dec. 4.05 3.6 370 398 4.63 410 399 - Dec. e 3.75 4.00 456  Dec. 3.65 3.65 396 470 Dec.  wew- .
2013
Jan, 410 380 3.87 414 473 424 444 - Jan e 390 415 466  Jan. 3.80 3.84 4.3 48]  Jan  weem emme e e
Feb. 4.27 390 395 419 485 429 425 -~ Feb - 395 418 4774  Feb. 3.90 3.95 4.20 495 Weh.  weem wmen meen meen
Mar. 419 380 3.87 414 473 424 414 - Mar ceee 390 415 466 Mar. 380 3.84 413 481 Mar, e s emee oo

Notes: Moody’s&Long-Term Corporate Bond Yield Averages have been published daily since 1929. They are derived from pricing data of egularly-replenished population of nearly 75 seasoned
corporate bonds in the US market, cach with current outstandings over $100 million. The honds have maturities as close as possible to 30 y , they are dropped from the list if their remaining life
falls below 20 years, if their ratings change. Bonds with deep discounts or steep premiums o par are generally excluded. All yields are yield-to-maturity calculated on a semi-annual basis. Each
observation is an unweighted average, with Average Corporate Yields representing the wnweighted average of the corresponding Average Industrial and Average Public Utility observations. Because
of the dearth of Aaa -rated railioad term bond issues, Moody’s& Aaa railroad bond yield average was discontinued as of December 18, 1967. Moody’s® Aaa public ulility average suspended from
Jan. 1984 thru Sept. 1984, Oct. 1984 figure for last 14 business days only. The Railroad Bond Averages were discontinued as of July 17, 1989 becanse of insufficient frequently tadable bonds, The
July figures were based on 8 business days.

Because of the dearth of Aaa rated public utility bond issucs, Moody’s Aaa public utility bond yield average was discontinued as of December 10, 2001,
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Ago 3-9-09 7-13-07 Ago 3-9-09 7-13-0 Ago 3-9-09 7-13-0
15.3 10.3 19.7 2.3% 4.0% 1.6% 60% 185% 35%

ANALYSES OF INDUSTRIES IN ALPHABETICAL ORDER WITH PAGE NUMBER
Numeral in parenthesis after the industry is rank for probable performance (next 12 months).

PAGE PAGE PAGE PAGE
Advertising (30) ..veveerrevverriiiiiiininns 2380  Electric Utility (West) (79) ... 2236 Machinery (7) coccomimecrvvsinninns Railroad (36) .....vvceessisernisriissisins
Aerospace/Defense (63) .............. 701 *Electronics (67} oooocininiine 1317 Maritime (94) ... RELT. (65) ...
Air Transport (28) .......uuummmmmssninnes 301 Engineering & Const (22) .. 1230 Medical Services (61) . Recreation (14) ....
Apparel (44) ........ .. 2101 Entertainment (13} .......... .. 2323 Med Supp Invasive (42) ........... Reinsurance (64) .
Automotive (26} .....vveeeveeeeeneeeeennnnnns 101  Entertainment Tech (38) ............ 2008 Med Supp Non-Invasive (39) ....... Restaurant (71) .......
Auto Parts (68) ....veeeeeeeeeeererieeesinnnns 980  Environmental (49) ..........coovviiiins 401 Metal Fabricating (40) ... Retail Automotive (54) ......
Bank {12) .. 1244, 2501  Financial Svcs. (Div.) (17) .. 2531  Metals & Mining (Div.) (86) . Retail Building Supply (10}
Bank (Midwest) (18} .. .775  Food Processing (41) ... ..1901  Natural Gas Utility (66) ..... Retall (Hardlines) (25) ...
Beverage (35} ....... Foreign Electronics (85) ............ 1981  Natural Gas (Div.) (73) Retail {Softlines) (92) ... .
Biotechnology (89) ... Funeral Services (20} ..... .. 1814 Newspaper (15} .............. - Retail Store (91) v
Building Materials (2) . Fum/Home Furnishings (4) ...... 1143 *Office Equip/Supplies (16} . Retail Wholesale Food (69)
Cable TV (50} ........... Healthcare Information (75) . QilfGas Distribution (88) ... Securities Brokerage (6) .............

Chemical (Basic) (78) .....

Heavy Truck & Equip (56) ............. Qilfield Sves/Equip. (89) ... *Semiconductor (70} ...........
Chemical (Diversified) (34) .

Homebulding (1) ... Packaging & Container (29) ....... 1171 *Semiconductor Equip (95) .

Chemical (Specialty) (33) ... Hotel/Gaming (43) ...... Paper/Forest Products (23} ......... 1160  Shoe (76) ...

€08l (98) v Household Products (21) . Petroleum {Integrated) (48) ........... 501  Steel (62) .....ooeciriinninns
*Computers/Peripherals (30) ....... Human Resources (8) ... Petroleum (Producing) (87) ... 2391 Telecom. Equipment (81) ..
Computer Software (72) ..... Industrial Services (37) ... Pharmacy Services (19) .............. 970 Telecom. Services (80) ...
Diversified Co. (27) ....... information Services (53) Pipeline MLPs (55) ...... ....612  Telecom. Utility (93) .....
Drug (45) .o IT Services (9) ... Power (58) +..rnennnns L1215 Theift (32) i

. 1558  Tobacco (B2} ...............

Precious Metals (37) ...
.. 110 Tolletries/Cosmetics (77) ..

E-Commerce (84) ...........
Precision Instrument (60)

Educational Services (98) ..

Insurance (Life) (5) ...
Insurance (Prop/Cas.) {31) ..

*Electrical Equipment (74) ... 1301 Internet (L3 ) J— Property Management (3) .......... 1031 Trucking (48) .........cc..
Electric Util, (Central) (57) ............. 901  Investment Co. (~) Public/Private Equity (11} ........... 2641  Water Utility (24) ..........
Electric Utility (East) (83) ... .139  Investment Co.(Foreign) (=) ......... Publishing (47) ..oeecervereccmsmmminiines 2362 Wireless Networking (52) ....ccovnnn

*Reviewed in this week's issue.
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Industries, in order of Timeliness Rank ...
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Timely Stocks (1 & 2 for Performance)
Conservative Stocks (1 & 2 for Safety) ...
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TABLE OF SUMMARY & INDEX CONTENTS

SCREENS

Stocks with Lowest P/Es
Stocks with Highest P/Es

Stocks with Highest Annual Total Returns
Stocks with Highest 3- to 5-year Dividend Yield ...
High Returns Earned on Total Capital

Bargain Basement Stocks

Untimely Stocks (5 for Performance)
Highest Dividend Yielding Non-utility Stocks

Highest Growth Stocks

Summary & Index
Page Number

16.7

The Median of Estimated

PRICE-EARNINGS RATIOS
of all stocks with earnings

The Median of Estimated

DIVIDEND YIELDS
{next 12 months) of all dividend
paying stocks under review

2.2%

26 Weeks Market Low Market High 26 Weeks Market Low Market Hi79h 26 Weeks Market Low Market H;qh
Ago 3-9-09 7-13-07 Ago 3-9-09 7-13-0 Ago 3-9-09 7-13-0
15.3 103 19.7 2.3% 4.0% 1.6% 60% 185% 35%

The Estimated Median Price

APPRECIATION POTENTIAL
of all 1700 stocks in the hgpothesized
economic environment 3 to

years hence

50%

Automotive (36) .....ccovccecvcviinnnnicnnns 101
Auto Parts (66} .....ooooovrrrercecccivininnns 980
.. 1244, 2501

...... 775

Beverage (41)
Biotechnology (76) ...
*Building Materials (2} .
Cable TV (52) ...........
Chemical {Basic) (71)
Chemical {Diversified) (27) .
Chemical {Specialty) (22) ...
Coal (97)
Computers/Peripherals (89)
Computer Software (69)
Diversified Co. (29)
Drug (35)
E-Commerce (75}
Educational Services (98) ..
Electrical Equipment (65) ...
Electric Util, (Central) (63) .
Electric Utility (East) (84)

PAGE
Advertising (38) ..ooeceverrrevvininninnns 2380
Aerospace/Defense (62) .............. M
Air Transport (33) .ooeeeeveensinccreninnnns 301
Apparel (45) ......... 2101

PAGE

Electric Utility (West) (85) ........... 2236
Electronics (70} ... . 1317
*Engineering & Const (34) . 1280
Entertainment (14) .......... .. 2323
Entertainment Tech (44) ............ 2008

Environmental (59)
Financial Sves. (Div.) (10)
Food Processing (39)
Foreign Electronics (91) ..
Funeral Services (19)
*Fum/Home Furnishings (6) .
Healthcare Information (64)
Heavy Truck & Equip (43} ...
*Homebuilding (1)
Hotel/Gaming (37)
*Household Products (11)
Human Resources (12) ...

Industrial Services (25) ......ooeeeirene 376
Information Services (20) ............. 428
T Services (4) ...

Insurance (Life) (8}
Insurance (Prop/Cas.) (30) ..
Internet (55)
*Investment Co. (-}
Investment Co.(Foreign) (~)

ANALYSES OF INDUSTRIES IN ALPHABETICAL ORDER WITH PAGE NUMBER
Numeral in parenthesis after the industry is rank for probable performance (next 12 months).

PAGE
Machinery (8) ......ocoooooviinennnnns 1701
Maritime (82) .o.voovsosorsssiinn 328

Medical Services (73) .
Med Supp Invasive (42)
Med Supp Non-Invasive (46)
Metal Fabricating (47}
Metals & Mining (Div.) (87)
Natural Gas Utility (58)
Natural Gas (Div.) (82)

Newspaper (28) ................
Office Equip/Supplies (48) 1419
Oil/Gas Distribution (74} ... 602

Oilfield Sves/Equip. (57) ...
*Packaging & Container (40) .
*Paper/Forest Products (21} .........

Petroleum (Integrated) {49) .......... 501

Petroleum (Producing) (94) .........

Pharmacy Services (18) ... .. 970
Pipeline MLPs (54) ...... . 612
*Power (61) ..o.ovvvvvviriinnns . 1215
Precious Metals (36) ... . 1558
Pracision Instrument (60} .. 110
Property Management (3} .......... 1031
Public/Private Equity (16) . . 2641
Publishing (88} .....c..ccorivsccins 2362

PAGE
Railroad (23) ..ooooovvreccrccennnnnnensssiine 337
RELT. (56) ... .1513
Recreation (13} ... .. 2301
Reinsurance (50) . . 2026
Restaurant (68) .
Retail Automotive (32)
*Retail Building Supply (7)
Retail (Hardlines) (26) .......
Retail {Softlines) (81) ...
Retail Store (86)
Retail/Wholesale Food (72)
Securities Brokerage (15} .
Semiconductor (77)
Semiconductor Equip (35) .
Shoe (79) ...
Steel (67) ...
Telecom. Equip
Telecom. Services {90}
Telecom. Utility (93)
Thiift (31) ...
Tobacco (83)
Toiletries/Cosmetics (80) ..
Trucking (51)
Water Utility (24)
Wireless Networking (53)

*Reviewed in this week's issue.

In three parts: This is Part 1, the Summary & Index. Part 2 is Selection & Opinion. Part 3 is Ratings & Reports. Volume LXVIII, No. 32.
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Summary & Index
Page Number

TABLE OF SUMMARY & INDEX CONTENTS

Industries, in AIPhADELICAI OFUBE ......icuiuiii et b s S 1
StockS, iN AIPNABEHCAI OFUBI ....iiiiiieiieeiete et e s 2-23
NOLEWOINY RANK CRANGES  «..vueiceeietess ettt sttt 24
SCREENS

Industries, in order of Timeliness Rank ................. 24 Stocks with Lowest P/ES  .cooviei e, 35
Timely Stocks in Timely Industries .........c...... 25-26 Stocks with Highest P/ES ..o, 35
Timely Stocks (1 & 2 for Performance) ............ 27-29 Stocks with Highest Annual Total Returns ............. 36
Conservative Stocks (1 & 2 for Safety) ........... 30-31 Stocks with Highest 3- to 5-year Dividend Yield ... 36
Highest Dividend Yielding Stocks .........c.cc.coooreuenn. 32 High Returns Earned on Total Capital e 37
Stocks with Highest 3- to 5-year Price Potential .... 32 Bargain Basement Stocks ...

Biggest “Free Flow” Cash Generators ................ 33 Untimely Stocks (5 for Performance)

Best Performing Stocks last 13 Weeks Highest Dividend Yielding Non-utility Stocks .......... 38
Worst Performing Stocks last 13 Weeks Highest Growth Stocks ... 39

Widest Discounts from Book Value

The Estimated Median Price

APPRECIATION POTENTIAL
of all 1700 stocks in the hgpothesized
gconomic environment 3 to 5 years hence

0

50%

26 Weeks Market Low Market Hi7qh
Ago 3-9-09 -13-0
60% 185% 35%

The Median of Estimated
DIVIDEND YIELDS
(next 12 months) of all dividend
paying stocks under review

2.2%

26 Weeks Market Low Market Hi79h
Ago 3-9-09 7-13-0
2.3% 4.0% 1.6%

The Median of Estimated

PRICE-EARNINGS RATIOS
of all stocks with earnings

16.8

26 Weeks Market Low Market High
Ago 3-9-09 7-13-07
15.2 10.3 19.7

ANALYSES OF INDUSTRIES IN ALPHABETICAL ORDER WITH PAGE NUMBER

Numeral in parenthesis after the industry is rank for probable performance (next 12 months).

PAGE AGE PAGE PAGE

Advertising (39) ....vvvrrrrivvveisiisennens 2380  Electric Utility (West) (82) ........... 2236 Machinery (7) oooooisiisssssnssnnns 1701 Railroad (16} ........cccouurvrrvmsrisssnnnnns 337
Aerospace/Defense (61) v 701 Electronics (74) .ovvnvnvnnnn 1317 Maritime {91} ......... RELT. (50} ... 1513
Air Transport (40} ..eeoeeeeeeriiiiniinin 301  Engineering & Const (37) ..1231  Medical Services (76) . Recreation (14) ....cccovvvmmmmmmmsiuinnn 2301
Apparel (36) ... ..2101  Entertainment (19) .......... .. 2323 Med Supp Invasive (31) Reinsurance (47) . 2026
AUIOMOIVE (B8) vvveveverrrrrmrmsiiiiecns 101 Entertainment Tech (53) ..2008  Med Supp Non-Invasive (43) Restaurant (59) ....... .. 345
*AULD Pars (79) .oeeeeeeeeriicsiiis 980  Environmental (64) ... 401  Metal Fabricating (45) ... Retail Automotive (23) .. 2122
Bank (12) ......... 2501  Financial Svcs. (Div.) (15) .. 2531 Metals & Mining (Div.) (80) Retail Building Supply (2) . L1134
Bank (Midwest) . 775 Food Processing (32) ... ..1901  Natural Gas Utllity (54) ..... Retall {Hardlines) (28) ...... . 2165
Beverage (38) .......... 1965  Foreign Electronics (89) . ..1981  Natural Gas (Div.) (87) Retail (Softlines) (72) ... . 2202
Biotechnology (77) wuvveeeeecvvcvisivnnnn 826 Funeral Services {11) ... . 1814 Newspaper (46) ............. Retail Store (83) ....occovverivriinnnenien 2135
Building Materials (8) ... 1101 Furn/Home Furnishings (1 1143 Office Equip/Supplies (56) Retail/Wholesale Food (75) ........ 1944
*Cable TV (57) woeeeeeerriiiiiiiiiins 1020  Healthcare Information (48) .818  Qil/Gas Distribution (60} .. Securities Brokerage (17} .......... 1781
Chemical (Basic) {71) ... 1580  Heavy Truck & Equip (78) ... 155  Qilfield Svcs/Equip. (55) .. Semiconductor (81) ......... .1344
Chemical (Diversified) (29) . 2431 Homebuilding (1) ...covvve. . 1121 Packaging & Container (41) . Semiconductor Equip (93) . 1385
Chemical (Specialty) (13) ........... 551  Hotel/Gaming (42} ...... .. 2339 Paper/Forest Products (22) Shoe (69) ... L2155
C0al (97) .oovvvvccrermrnrresenin . Household Products (9} .. . 1184 Petroleum (Integrated) (67) Steel (66) ... . 739
Computers/Peripherals (88) Human Resources (27) .. . 1629  Petrolsum (Producing) (92) ......... 2391 *Telecom. Equipme . . 944
Computer Software (58) ............. Industrial Services (25) ..vvuvveniiiin 376 *Pharmacy Services (21) ... .. 970 *Telecom. Services (94) ... . 921
Diversified Co. (30) ... Information Services (24} .............. 428  Pipeline MLPs (34) ... ...612 *Telecom. Utility (95) ... .. 1038
Drug (35) e IT Services (4} ... . 2596 Power (70) ............. 1214 Thiift (26) ............ . 1501
E-Commerce (65) ......... Insurance (Life) (8) ......... .1545  Precious Metals (96) ... .1558  Tobacco (86) .............. .. 1980
Educational Services (98) Insurance (Prop/Cas.) (33) ......cc... 754  Precision Instrument (51) ....ooeeevn. 110 *Toiletries/Cosmetics (80} ............. 1011
Electrical Equipment (62) ... Internet (52) .veeeeeeessvsrirenns .. 2615 *Property Management (3} .......... 1031 Trucking (63) ... . 317
*Electric Util. (Central) (44) ........... 901  Investment Co. (=) ... . 1201 Public/Private Equity (18) .. 2641  Water Utility (5) .......... L1173
Electric Utility (East) (84) ............ 139 Investment Co.(Foreign) () ... 413 Publishing (85) ..cccoooonvvirrimnennns 2362  Wireless Networking (49) ............. 575

*Reviewed in this week’s issue.

In three parts: This is Part 1, the Summary & Index. Part 2 is Selection & Opinion. Part 8 is Ratings & Reports. Volume LXVIII, No. 31.
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Summary & Index
Page Number

TABLE OF SUMMARY & INDEX CONTENTS

Industries, in alphabetical order
Stocks, in alphabetical order ...
Noteworthy Rank Changes

SCREENS

Industries, in order of Timeliness Rank .................. 24 Stocks with Lowest P/ES ... 35
Timely Stocks in Timely Industries ................... 25-26 Stocks with Highest P/Es ................ . 35
Timely Stocks (1 & 2 for Performance) ............. 27-29 Stocks with Highest Annual Total Returns ............. 36
Conservative Stocks (1 & 2 for Safety) ............ 30-31 Stocks with Highest 3- to 5-year Dividend Yield ... 36
Highest Dividend Yielding Stocks ... 32 High Returns Earned on Total Capital .................... 37
Stocks with Highest 3- to 5-year Price Potential .... 32 Bargain Basement Stocks ... 37
Biggest “Free Flow” Cash Generators .................. 33 Untimely Stocks (5 for Performance) ..........cccocevee 38
Best Performing Stocks last 13 Weeks .................. 33 Highest Dividend Yielding Non-utility Stocks .......... 38
Worst Performing Stocks last 13 Weeks ............... 33 Highest Growth Stocks ... 39
Widest Discounts from Book Value ....................... 34

The Estimated Median Price

APPRECIATION POTENTIAL
of all 1700 stocks in the hgpothesized
economic environment 3 to 5 years hence

(o]

50%

26 Weeks Market Low Market Hi79h
Ago 3-9-09 7-13-0
65% 185% 35%

The Median of Estimated

DIVIDEND YIELDS
(next 12 months) of all dividend
paying stocks under review

2.2%

26 Weeks Market Low Market High
Ago 7-13-0
2.3% 1.6%

The Median of Estimated

PRICE-EARNINGS RATIOS
of all stocks with earnings

16.6

26 Weeks Market Low Market High
Ago 3-9-09 7-13-07
14.9 10.3 19.7

4.0%

ANALYSES OF INDUSTRIES IN ALPHABETICAL ORDER WITH PAGE NUMBER
Numeral in parenthesis after the industry is rank for probable performance (next 12 months).

PAGE PAGE PAGE PAGE

Advertising (40) ......vveeveeeiriiriiiiinns 2380  Electric Utility (West) (78) .......... 2236 Machinery (8) .....oooooovviiiiiiinnns Railroad (13) cvvcvinivinecsririsnnnnees
*Aerospace/Defense (68) .............. 701 Electronics (82) ............. . 1317 Maritime (86) .......... R.E.LT. (35) ...

Air Transport (89) ...oeeeereevevvevrsienins 301 Engineering & Const (41) .. 1231 *Medical Services (80) . Recreation (9) ......

Apparel (20) ......... 2101  Entertainment (14) .......... .. 2323 Med Supp Invasive (26) ............... Reinsurance (65) .

Automotive (70} .ovevveeeeeeeessenenerieanins 101 Entertainment Tech (51) . ..2008  Med Supp Non-Invasive (38) Restaurant (55) .......

Auto Parts (83) wvveeevvurueseenesssseneninins 982  Environmental (48) .cooovuiriiiicrnns 401 *Metal Fabricating (39) ......ccuruens Retail Automotive (32) ..

Bank (15) .eveeeeeee .. 2501  Financial Sves. (Div.) (17) .. 2531 Metals & Mining (Div.) (88) Retail Building Supply (1) ...
*Bank (Midwest) (21) ..o 775  Food Processing (28) ...... .. 1801 Natural Gas Utlity (56} ..... Retail (Hardlines) (11} .......

Beverage (16} ... 1965  Foreign Electronics (90) ........... 1981 Natural Gas (Div.) (89) Retail (Softlines) (57) ...
*Biotechnology (58) ... .826  Funeral Services (23) ... .. 1814 Newspaper (74) ..o Retail Store (66) ............covcvvvvvene

Building Materials (4) . .. 1101 Fum/Home Furnishings (19) ... 1143 Office Equip/Supplies (71) Retail/Wholesale Food (67)

Cable TV (61) .cccccvunns .. 1021 *Healthcare Information (49) . 818  OiliGas Distribution (46) ... Securities Brokerage (42) .

Chemical (Basic) (77) ..... ... 1580  Heavy Truck & Equip (84) 155  OQilfield Svcs/Equip. (64) ... Semiconductor (75) ...........

Chemical (Diversified) (30) ......... 2431  Homebuilding (2} ....... . 1121 Packaging & Container (54) ........ 1 Semiconductor Equip (93) .

Chemical (Specialty) (18) ... 551  Hotel/Gaming (59} ..... .2339  Paper/Forest Products (12) ... 1160  Shoe (47) ...

€08l {97} ...oovvrercrcrerssismsssinnns Household Products (8) ... 1184 Petroleum (Integrated) (76) .......... 501 *Steel (81) «oovvvvnnnnirviiiinns

Computers/Peripherals (87) Human Resources (27) ... .1629  Petroleum (Producing) (92) ........ 2391 Telecom. Equipment (79) ..

Computer Software (45) ..... Industrial Services (29) ...t 376 Pharmacy Services (22) ... .. 972 Telecom. Services (95)

Diversified Co. (34} ... Information Services (10) ... 428  Pipeline MLPs (25) ...... .. 612 Telecom. Utility (94) ...

Drug (37) e IT Services (7} weeeeeeermimminns .2596  Power (72) ............. L1214 Thrift (24) .

E-Commerce (62) ...... Insurance {Life) (31) ........ .1545  Precious Metals (36) ... .. 1558  Tobacco (63) ...............

Educational Services (98) ........... *Insurance (Prop/Cas.) (36) ........... 754  Precision Instrument (52} ............. 110 Toiletries/Cosmetics (60)

Electrical Equipment (53) ........... 1301  Intemet (43) ..o .. 2615 Property Management (3) .......... 1032 Trucking (73) ............c..

Electric Util. (Central) (44) ............ 901  Investment Co. (=) .......... . 1201 Public/Private Equity (33) . .2641  Water Utility (5) ...........

Electric Utility (East) (85) .............. 139 Investment Co.(Foreign) (=} ........ 413 Publishing (91) oo 2362  Wireless Networking {50} .............

*Reviewed in this week's issue.

In three parts: This is Part 1, the Summary & Index. Part 2 is Selection & Opinion. Part 3 is Ratings & Reports. Volume LXVIII, No. 30.
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TABLE OF SUMMARY & INDEX CONTENTS Summary & Index
Page Number

INAUstries, iN AlPhADELICAI OFET ........ov ittt s 1
Stocks, in alphabetical order ... 2-23
Noteworthy Rank Changes 24-25
SCREENS
Industries, in order of Timeliness Rank ................. 24 Stocks with Lowest P/ES ... 35
Timely Stocks in Timely Industries .......... ... 25-26 Stocks with Highest P/ES ..o 35
Timely Stocks (1 & 2 for Performance) Stocks with Highest Annual Total Returns ............ 36
Conservative Stocks (1 & 2 for Safety) ... Stocks with Highest 3- to 5-year Dividend Yield .... 36
Highest Dividend Yielding Stocks ......c..cccoiviennnnne High Returns Earned on Total Capital ............. e 37
Stocks with Highest 3- to 5-year Price Potential .... 32 Bargain Basement Stocks ................. .37
Biggest “Free Flow” Cash Generators ................. 33 Untimely Stocks (5 for Performance) ............. ... 38
Best Performing Stocks last 13 Weeks ................. 33 Highest Dividend Yielding Non-utility Stocks .......... 38
Worst Performing Stocks last 13 Weeks ................ 33 Highest Growth Stocks ......cooeiivininieniiiiins 39
Widest Discounts from Book Value ..o 34
The Median of Estimated The Median of Estimated The Estimated Median Price
PRICE-EARNINGS RATIOS DIVIDEND YIELDS APPRECIATION POTENTIAL
of all stocks with earnings (next 12 months) of all dividend of all 1700 stocks in the thothesmed
paying stocks under review economic environment 3 to 5 years hence
o o
16.1 2.3% 55%
26 Weeks Market Low Market High 26 Weeks Market Low Market Hi79h 26 Weeks Market Low Market Hi79h
Ago 3-9-09 7-13-07 Ago 3-9-09 7-13-0 Ago 3-9-09 7-13-0
14.8 10.3 19.7 2.3% 4.0% 1.6% 65% 185% 35%

ANALYSES OF INDUSTRIES IN ALPHABETICAL ORDER WITH PAGE NUMBER
Numeral in parenthesis after the industry is rank for probable performance (next 12 months).

PAGE PAGE PAGE PAGE

Advertising (25} .c....coooerereriians 2380  Electric Utility (West) (73) .......... 2236 Machinery (7) ..oovveeeovsissssenns 1701 Railroad (12) oeevveerrcccsscsssinnisins

Aerospace/Defense (65) .............. 701 Electronics (85) .o 1317 Maritime (69) oo 328 REIT.(32) ...
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STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-14: Please provide all credit rating reports issued since January 1, 2012 for UWRI,

United Water Resources, Inc., and UWW.

RESPONSE: Please refer to the attached Rating Agency Reports for UWW. There are no Rating

Agency reports for either United Water Resources or UWRL

Prepared by:  Prettyman
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Summary:

United Waterworks Inc.

CreditRating:  A-/Stable/-

Rationale

The ratings on Wilmington, Del.-based water supplier United Waterworks Inc. (UWW) and Harrington Park,
N.J.-based water supplier United Water New Jersey Inc, (UWN]) reflect the consolidated credit profile of
Harrington Park, N.].-based parent United Water Resources (UWR; not rated). UWN]J and UWW account for
around 90% of UWR's consolidated revenues and 85% of consolidated funds from operations (FFO). Suez
Environnement (not rated) indirectly owns UWR through United Water Inc. (not rated).

UWN]J's and UWW's stand-alone business risk profiles are excellent, reflecting a favorable regulatory environment,
no retail competition in their service territories, geographic diversity, largely residential markets, and low operating
risk. Reliance on Suez Environnement for periodic capital infusions to fund capital-spending requirements for
infrastructure replacement and increasing compliance costs with water-quality standards somewhat temper the
company's strengths. Even though UWR gets only about 6% of its cash flows from nonregulated operations, we
view these nonregulated operations, which consist of managing and maintaining municipal water and wastewater
facilities, as having modest incremental risk, due to their low profit-margin volatility and modest expected capital

requirements.

State commissions oversee UWR's regulated operations, and supporting revenue and cash flow stability. UWR serves
more than two million people across eight states, which mitigates some of the effects of adverse weather patterns
and the regulatory climate of any particular state. Many of the company's operations benefit from cost-recovery
mechanisms to recover capital spending outside of traditional rate proceedings, rate cases based on a future test
year, and a consolidated rate structure. Adding to revenue and cash flow stability, the company's residential and

commercial customers provide a vast majority of total revenues.

UWN]J's and UWW's financial risk profile is significant. Financial measures are weak for the significant
categorization, but the low cash flow volatility inherent to the water utility operations allow for more aggressive
measures. We expect modest customer growth, and regulatory rate case proceedings to benefit cash flow over time.
In 2011, various regulated subsidiaries of UWR received rate case increases of more than $90 million. We expect
this figure to be higher in 2012, As of Sept. 30, 2011, the company showed continued improvement in its financial
metrics, with FFO to debt of 13.5% and debt to capital of about 59%. We expect financial metrics to remain
appropriate for the rating, with consolidated debt to capital of about 60% and FFO to debt of about 11% to 13%
over the next three years.

Liquidity

Standard & Poor's bases its view of UWN]J's and UWW's liquidity on the consolidated liquidity of UWR. We view
liquidity as adequate, under our corporate liquidity methodology. We expect liquidity sources will exceed projected

uses by more than 1.2x during the next 12 months.

The primary sources of liquidity include internally generated cash flow, which we expect to be between $120 million

Standard & Poor’s | Research | January 30, 2012 2
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and $140 million and a $250 million revolving credit facility from Suez Environnement. Suez is an indirect parent of
UWR and, given its prior history of capital infusion to UWR, its revenue of about €14 billion, more than €2 billion
of EBITDA, and available credit facility of more than €1.8 billion as of Dec. 31, 2010, we believe it will have
sufficient funding for the UWR revolver.

In 2012 we expect UWR's annual capital expenditures to increase to between $150 million and $200 million
although mandatory and compliance-related expenses will be lower. Distribution of about $25 million and
insignificant debt maturities also constitute uses of liquidity. UWR has historically funded its discretionary spending

with capital infusions from its parent company, Suez Environnement. Under most scenarios, we would expect this

dynamic to continue,

Outlook

The stable outlook reflects our expectation of adequate and timely rate relief and maintenance of the current
financial profile. We could lower the ratings if the regulatory environment deteriorates or rate case decisions are
significantly lower than those the company has requested, such that the company sustains FFO to debt below 10%.
Large debt-financed acquisitions or any discontinuation of Suez Environnement's capital contributions could also
lead to lower ratings. Although a positive outlook is unlikely in the near term, it could occur if financial leverage
measures materially improve, with FFO to debt increasing to between 18% and 20% and the companies' debt to

capital declining to the low-50% area for a sustained period of time.

Related Criteria And Research
Criteria: Key Credit Factors: Business And Financial Risks In the Investor-Owned Utilities Industry, Nov. 26, 2008
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Summary:

United Waterworks Inc.

Credit
Rating: A-/Stable/-

Rationale

Standard & Poor's Ratings Services’ ratings on United Waterworks Inc. (UWW) reflects the consolidated credit profile
of parent United Water Resources Inc. (UWR,; not rated). The ratings also reflect UWW's "excellent” business risk

profile and "significant” financial risk profile under our criteria.

UWW is 100% owned by Suez Environnement Co. (not rated). GDF Suez S.A. (A/Stable/A-1) owns about 35% of Suez
Environnement and consolidates it on its balance sheet because it has a controlling interest. On this basis, our rating

on UWW is the lower of its stand-alone credit quality or our rating on GDF Suez.

UWR's other major regulated subsidiary is United Water New Jersey Inc. (UWNJ; A-Stable/--) and its nonregulated
operations primarily consist of managing and maintaining municipal water and wastewater facilities. For 2011, UWNJ
and UWW accounted for around 97% of UWR's consclidated EBITDA and 95% of consolidated funds from operations

(FFO). We expect this trend to continue.

UWW's excellent business risk profile reflects the monopolistic and essential service it provides, favorable regulatory
environments, geographic diversity, largely residential markets, and low operating risk. In addition, we view UWR's
nonregulated operations, which contribute approximately 5%-10% of consolidated FFO, as having only modest

incremental risk, due to their low cash flow volatility and modest expected capital requirements.

UWR serves more than 2.5 million people across eight states (New Jersey being the biggest service territory), which
mitigates some of the effects of adverse weather patterns and the regulatory climate of any particular state. The state
commissions, which oversee UWR's regulated operations, generally support revenue and cash flow stability. Many of
the company's operations benefit from several cost-recovery mechanisms to recover expenses outside of traditional
rate proceedings, rate cases based on a future test year, and a consolidated rate structure. New Jersey recently
approved a Distribution System Improvement Charge (DSIC), which will begin to benefit the company in 2013. We
view the regulators’ policies in certain states as supportive, particularly in New Jersey, New York, Delaware, and

Pennsylvania, due to their infrastructure surcharge mechanisms.

In 2011, UWR put into effect a total of 13 rate awards (new rate decisions, surcharges, and prior approved phased-in
increases) providing for a total revenue increase of $31.6 million. This includes a $19 million rate increase that UWNJ
received in December 2011, based on a return on equity (ROE) of 10.3%, which is consistent with the average ROEs
received by regulated utilities across the US. We expect that these regulated subsidiaries will continue to implement

rate awards on a consistent basis for the recovery of their investments and expenses.

UWW's significant financial risk profile reflects UWR's consolidated financial risk profile. Consolidated financial

2
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measures are at the lower end of the significant categorization. As of Dec. 31, 2011, FFO to debt rose to 14.7%
compared with 13.0% at year-end 2010, debt to total capital improved to 54.9% compared with 55.7% at year-end
2010, and debt to EBITDA slightly weakened to 4,9x compared with 4.8x at year-end 2010. Under our baseline
forecasts, we expect that FFO to debt and debt to EBITDA will approximate 14.0% and 4.5x, respectively, over the

medium term, based on modest customer growth and continued rate increases.

We expect UWR's discretionary cash flow to be negative over the intermediate term, reflecting increased annual
capital spending of about $625 million over the next three years (2012-2014) compared with spending of about $425
million over the past three years (2009-2011). Fundamentally, we expect that UWR will continue to fund its
investments in a manner that preserves credit quality.

Liquidity

We view UWW's liquidity on a consolidated basis with that of UWR. UWR has adequate liquidity and can more than

cover its needs for the near term, even if FFO declines.

Our liquidity assessment is based on the following factors and assumptions:

o We expect the company's liquidity sources to exceed its uses by more than 1.4x over the next 12 months.

¢ Long-term debt maturities are manageable with less than $1.0 million each maturing in 2012, 2013, and 2014.

e Even if EBITDA declines by 15%, we believe net sources will be well in excess of liquidity requirements.

+ The company can absorb high-impact, low-probability events with limited need for refinancing, has the flexibility to
lower capital spending, has sound bank relationships and solid standing in the credit markets, and has generally

prudent risk management.

In our analysis, based on information available as of Dec. 31, 2011, we assumed sources of about $270 million over the
next 12 months, consisting of cash, cash from operations, and availability under its committed credit facility. We

estimate the company could use up to $190 million during the same period for capital spending and debt maturities.

Outlook

The stable outlook reflects Standard & Poor's baseline forecast that consolidated FFO to debt will generally be greater
than 14% and consolidated debt to EBITDA will approximate 4.5x. Our base-case forecast assumes continued
adequate and timely rate relief to support the company's financial measures. We could lower the ratings if the
regulatory environment deteriorates or the company’s financial measures weaken such that FFO to debt is below 14%,
debt to EBITDA is above 5.0x, and debt to total capital is above 55% on a consistent basis. Large debt-financed
acquisitions, or a material shift in the company's business mix toward nonregulated businesses could also lead to a
downgrade. Although we consider a ratings upgrade to be less likely in the near term, we could raise the ratings if
financial measures improve, with FFO to debt consistently increasing to above 17% and debt to capital decreasing to

below 47%,

3
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Rating Drivers

- Solid credit metrics for the rating

- Geographically diversified in the United States

- Adequate liquidity

- Ownership by large, global environmental services company
Corporate Profile

United Waterworks, Inc. (UW) is an intermediate holding company of twelve regulated water supply operating
companies providing water services to approximately 809,000 people located within eight states, primarily in the
northeastern U.S. UW, which reported revenue of $214 million through the twelve months ended June 30, 2012, is
among the smallest of the U.S. based investor-owned regulated water utilities rated by Moody's.

UW is the second largest wholly owned subsidiary of United Water Resources Inc. (UWR; unrated). Including
operations at UW, UWR provides water and wastewater services to approximately 2.5 million people in the United
States. UWVR is ultimately owned by the larger, Paris based, environmental services company, Suez
Environnement Company (SE: A3 senior unsecured; stable outlook). UW is ultimately held as part of SE's
international division, a segment that accounted for 29% of SE's total revenues in 2011.

SUMMARY RATING RATIONALE

UW's Baa1 senior unsecured rating reflects our expectation for relatively stable and predictable earnings and cash
flow generation from the company's diversified group of water utilities, the constructive regulatory relationships that
exist with several of those utilities and the implied support of its larger, diversified parent, SE. UW's credit metrics
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are appropriate for the current rating and while we expect this to continue there can be some variability year-to-
year based on weather conditions. Because UW has a substantial capital program the rating also incorporates an
expectation that the company will continue to actively file rate cases to include those investments in rate base as
quickly as possible. Since capital expenditures are expected to be in excess of operating cash flow, periodic
external capital infusions will be necessary as evidenced by the $15 million capital contribution received UNR in
2011. In addition, we currently view UW's short-term liquidity profile as adequate.

DETAILED RATING CONSIDERATIONS

SOLID CREDIT METRICS FOR RATING

UW has exhibited solid credit metrics historically that are appropriate for the rating. At June 30, 2012 the trailing
twelve month three year average of FFO interest coverage was a 4.0x which was at the lower end of the Arating
category. We generally view water utilities' lower business risk profile relative to other utility companies as
supportive of their slightly weaker credit metrics than their equally rated electric and gas counterparts. Reasons for
this range from the regulated nature of the water utility business to the importance of their operations in the
communities they serve and the fack of fuel or raw material cost volatility. As such, we believe UW's future credit
metrics will be reasonably well placed in the high Baa / low A category going forward assuming the current level of
regulatory support remains unchanged. It is also important to note that as a holding company UW's rating would
typically reflect some structural subordination from its operating subsidiaries; however, a strong mitigant in this
case is that the operating companies are debt free as all financing is centralized at UW.

GEOGRAPHICALLY DIVERSIFIED IN THE UNITED STATES

Like most water utilities, changes in weather patterns can have short-term effects on UW's operating results due
to changes in water demand. However, with operations in eight different states, UW has some geographic
diversification, albeit limited as the utility operations are centered primarily in the eastern U.S. (the top three service
areas include operations in Pennsylvania, Idaho, and New Rochelle, NY). In addition, we recognize there is
regulatory diversity as well and that UW's customer base, which is primarily residential, provides some added
revenue stability.

ADEQUATE LIQUIDITY FOR CAPITAL INTENSIVE INDUSTRY

The regulated water utility business in the U.S. is capital intensive. It is common for capex to be a multiple of
depreciation given the typical fong useful lives of water assets. Over the past three years, UW's capex averaged
2.3 times depreciation; however, capital spending has decreased slightly over the past few years coming down
from a high of $81 million in 2006 to $52 million for the trailing twelve months at June 30, 2012, UW is completely
reliant on the debt capital markets or its parent companies to support cash flow short-falls arising from its capital
spending. UWR maintains a committed loan facility from SE which is earmarked for UW and United Water New
Jersey (UWNJ, unrated) and is described further in the Liquidity Section. While UW was cash flow positive for the
trailing twelve months, UW required a $15 miilion capital contribution in 2011 from UWR to fund its capital spending
program. We expect UW to continue to issue incremental debt or seek capital contributions as UW adds to its rate

base.
OWNERSHIP BY LARGE, GLOBAL ENVIRONMENTAL SERVICES COMPANY

With approximately $214 million of revenues reported for the LTM period ended June 30, 2012, UW is relatively
small, which increases the risk of a material impact from any unexpected financial shock. However, this is
somewhat mitigated by UW's position within the larger UWR family. Firstly, we view the strong banking
relationships and capital market access that runs through the family organization as beneficial to UW's credit
profile. Secondly, despite the lack of any downstream guarantees or other form of explicit credit support, we
observe the equity portion of UW's capital program has been supported by UWR. Over the 2009 to 2011
timeframe, UWR has contributed in aggregate $60 million of additional capital into UW, which exceeds the roughly
$44 million in dividends paid by UW to UWR over this time frame.

Liquidity

Moody's views UW's liquidity as adequate. UW's liquidity is provided by a combination of cash on hand, operating
cash flows, contributions from its parent, short-term uncommitted credit lines and a committed line at UWR. The
company maintains several uncommitted credit lines (none of these lines extend beyond 2013) totaling $79 million.

At June 30, 2012, approximately $9 million was drawn under these facllities. UWR maintains a $250 million 365
day revolving loan facility with its ultimate parent, SE. This facility can be allocated for the benefit of UW and UWNJ
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with sublimits of $75 million and $175 million, respectively. The facility contains an evergreen clause that annually
renews the facility unless either UWR or SE choose to terminate the agreement. There were no draws under this
facility at June 30, 2012.

The company has no significant debt maturities until 2017, and the continued ownership by SE provides a potential
additional source of capital, if needed.

Rating Outlook

The stable rating outlook reflects our expectation that UW will continue to maintain credit metrics associated with
the high Baa/low Arating category and that SE will continue to support its US operations.

What Could Change the Rating - Up

An upgrade in the near-term is unlikely; however, UW could be considered for an upgrade if among other factors it
could demonstrate its ability to generate FFO to net debt on a sustainable basis in the high teens.

What Could Change the Rating - Down

Adowngrade to UW's rating or a change in outlook to negative could develop if FFO to adjusted debt were to fall to
or below 12%, or if further pressure on the rating of SE develops over time.

Other Considerations

We view UW's rating within the context of our Rating Methodology for "Global Regulated Water Utilities" published
in December 2009. The table below details parameters around certain qualitative considerations and key credit
metrics outlined in the methodology.

Rating Factor

United Waterworks, Inc.

Global Regulated Water Utilities [1][2] Current Moody's
LTM 12-18
6/30/2012 month
Forward
View As of
September
2012
Factor 1: Regulatory Framework & Asset Ownership (40%) |MeasureScore Measure {Score
a) Stability & Predictability of Regulatory Environment ' Baa Baa
b) Asset Ownership A A
¢) Cost and Investment Recovery (Ability & Timeliness) A A
A A

d) Revenue Risk
Factor 2: Operational Characteristics & Asset Risk (10%)
a) Operational Efficiency Baa Baa

b) Scale of Capital Program and Asset Condition A A
Factor 3; Stability of Business Model and Financial Structure

(10%)

a) Ability & Willingness to Pursue Opportunistic Corp. Activity Baa Baa
b) Ability & Willingness to Increase Leverage Baa Baa
c¢) Proportion of Revenues Outside Core Water and Wastewater A A
Factor 4: Key Financial Metrics (40%)

a) FFO Interest Coverage (3 Year Average) 4.0x | Baa 2.5x-4.5x | Baa
b) Debt / Capitalization (3 Year Average) 45% A 40%-55%| A

)
c¢) FFO / Net Debt (3 Year Average) 17% A 15%-25%| A
d) RCF / Capex (3 Year Average) 090x | Ba 0.5x-1.0x| Ba
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Rating:
Indicated Rating from Grid Baat Baa1
Actual Rating Assigned Baa1 7 Baal

* THIS REPRESENTS MOODY'S FORWARD VIEW; NOT THE
VIEW OF THE ISSUER; AND UNLESS NOTED IN THE TEXT
DOES NOT INCORPORATE SIGNIFICANT ACQUISITIONS OR
DIVESTITURES

[1] All ratios are calculated using Moody's Standard Adjustments. [2] As of 6/30/2012; Source: Moody's Financial
Metrics
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Summary:

United Waterworks Inc.

Credit
Rating: A-/Stable/--

Rationale

Standard & Poor's Ratings Services' ratings on United Waterworks Inc. (UWW) reflect the consolidated credit profile of
unrated parent United Water Resources Inc. (UWR). The ratings also reflect UWW's "excellent" business risk profile

and "significant” financial risk profile under our criteria.

UWW is 100% owned by UWR, which in turn is owned by Suez Environnement Co. (not rated). GDF Suez S.A.
(A/Stable/A-1) owns about 35% of Suez Environnement and consolidates it on its balance sheet because it has a
controlling interest. On this basis, our rating on UWW is the lower of its stand-alone credit quality or our rating on

GDF Suez.

UWR's other major regulated subsidiary is United Water New Jersey Inc, (UWNJ; A-Stable/--) and its nonregulated
operations primarily consist of managing and maintaining municipal water and wastewater facilities. For 2011, UWNJ
and UWW accounted for about 97% of UWR's consolidated EBITDA and 95% of consolidated funds from operations
(FFO). We expect this trend to continue,

UWW's excellent business risk profile is based on UWR's consolidated business risk profile, which is excellent,
reflecting the monopolistic and essential service it provides, favorable regulatory environments, geographic diversity,
largely residential markets, and low operating risk. UWR's nonregulated operations consist of contracted operations
and maintenance services for water and wastewater operations, forming about 5%-10% of consolidated FFO. We view
these operations as having only modest incremental risk, due to their low cash flow volatility and modest expected

capital requirements.

UWNJ serves customers in portions of New Jersey and New York. UWW serves customers in portions of Arkansas,
Pennsylvania, Delaware, [daho, and Rhode Island. In all, UWR serves more than 2.5 million people across seven
states, which mitigates some of the effects of adverse weather patterns and the regulatory climate of any particular
state. The state commissions, which oversee UWR's regulated operations, generally support revenue and cash flow
stability. Many of the company's operations benefit from several cost-recovery mechanisms to recover expenses
outside of traditional rate proceedings, including rate case filings on a future test year, and a consolidated rate
structure, New Jersey recently approved a distribution system improvement charge, which will begin to benefit the
company in 2013. We view the regulators' policies in certain states as supportive, particularly in New Jersey, New
York, Delaware, and Pennsylvania, partially due to their infrastructure surcharge mechanisms.

In 2011, UWR put into effect a total of 13 rate awards (new rate decisions, surcharges, and previously approved
phased-in increases) providing for a total revenue increase of about $32 million. This includes a $19 million rate

JANUARY 14, 2013 2
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increase that UWNJ received in December 2011, based on a return on equity (ROE) of 10.3%, which is consistent with
the average ROEs received by regulated utilities across the U.S. We expect that these regulated subsidiaries will
continue to implement rate awards on a consistent basis for the recovery of their investments and expenses.

In September 2012, UWR completed the sale of its regulated operations in Connecticut and is currently awaiting
regulatory approval to complete the divestiture of its regulated operations in Arkansas. These divestitures will not
materially affect the company's consolidated operations because they consist of only 3% of the total revenues.
Strategically, the divestitures highlight the company's proactive decision to exit from service territories that have a

relatively challenging regulatory environment.

UWW's significant financial risk profile reflects UWR's consolidated financial risk profile. Consolidated financial
measures are at the lower end of the significant categorization. For the trailing 12 months ended Sept. 30, 2012, FFO
to debt remained largely unchanged at 14.5% compared with 14.7% at year-end 2011, debt to total capital improved to
53.4% compared with 54.9% at year-end 2011, and debt to EBITDA improved slightly to 4.6x compared with 4.9x at
year-end 2011, Under our baseline forecasts, we expect that FFO to debt and debt to EBITDA will be about 14% and

4.5%, respectively, over the medium term, based on modest customer growth and continued rate increases.

We expect UWR's discretionary cash flow to be negative over the intermediate term, reflecting increased annual
capital spending of about $675 million over the next three years (2013-2015) compared with spending of about $425
million over the past three years (2009-2011). Fundamentally, we expect that UWR will continue to fund its
investments in a manner that preserves credit quality.

Liquidity

We view UWW's liquidity on a consolidated basis with that of UWR., UWR has adequate liquidity and can more than

cover its needs for the near term, even if FFO decreases.
Our liquidity assessment is based on the following factors and assumptions:

» We expect the company's liquidity sources to exceed its uses by more than 1.4x over the next 12 months.

» Long-term debt maturities are manageable, with less than $1 million each maturing in 2013, 2014, and 2015.

¢ Even if EBITDA decreases by 15%, we believe net sources will be well in excess of liquidity requirements.

¢ The company can absorb high-impact, low-probability events with limited need for refinancing, has the flexibility to
lower capital spending, has sound bank relationships and solid standing in the credit markets, and has generally

prudent risk management.

In our analysis we assumed sources of about $296 million over the next 12 months, consisting of cash from operations
and availability under its committed credit facility. We estimate the company could use up to $206 million during the

same period for capital spending and debt maturities.

Outlook

The stable outlook reflects Standard & Poor's baseline forecast that consolidated FFO to debt will generally be greater
than 14% and consolidated debt to EBITDA will be about 4.5x. Our base-case forecast assumes continued adequate

and timely rate relief to support the company's financial measures. We could lower the ratings if the regulatory
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environment deteriorates or the company's financial measures weaken such that FFO to debt is less than 14%, debt to
EBITDA is more than 5x, and debt to total capital is more than 55% on a consistent basis. Large debt-financed
acquisitions or a material shift in the company's business mix toward nonregulated businesses could also lead to a
downgrade. Although we consider an upgrade to be less likely in the near term, we could raise the ratings if financial
measures improve, with FFO to debt consistently increasing to more than 17% and debt to capital decreasing to less

than 47%.

Related Criteria And Research

¢ Liquidity Descriptors For Global Corporate Issuers, Sept. 28, 2011

¢ Business Risk/Financial Risk Matrix Expanded, May 27, 2009

Analytical Methodology, April 15, 2008

* 2008 Corporate Ratings Criteria: Ratios And Adjustments, April 15, 2008
e Assessing U.S. Utility Regulatory Environments, Nov. 7, 2007

Temporary contact numbers: Gabe Grosberg 917-232-8057; Ana Olaya-Rotonti 646-581-5949
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STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-15:

RESPONSE:

Prepared by:

Per page 5 of Ms. Ahern’s testimony, please show precisely how the indicated
cost of equity before adjustments of 10.55 percent was calculated. Specifically,

how much weight is given to each of the four methods?

The evaluation of the investors’ required rate of return on their common stock
investment, i.e., cost rate of common equity capital, is not a mechanistic,
mathematical exercise, but rather an exercise based upon informed, expert
judgment. Therefore, in an attempt to emulate investor behavior, Ms. Ahern did
not simply rely upon a mechanical calculation of the average or median of the
results of her application of multiple cost of common equity cost rate models.
Instead, in addition to considering the mean and median costs of common equity
model results, she also considered the range of these results when formulating an
indicated common equity cost rate before adjustment for the increased investment
risk of United Water Rhode Island, Inc.

Pauline M. Ahern, CRRA



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-16: Please provide the year-by-year 2013 — 2018 capital spending projections for
UWRI. Also, please describe the plan for financing these capital additions (i.¢.,

internally retained cash, debt issues, parent contributions, customer contributions,

etc.).
RESPONSE:
year 2013 2014 2015 2016 2017 2018
Net Capital
spending Plan $3,276.2 $2,350.8 $2,024.3 $974.5 $971.9 $1,031.2

The Company plans on financing these capital expenditures through a mixture of
debt, equity and internally generated funds as provided by United Waterworks.

Prepared by: McEvoy/Prettyman




STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-17: Please provide a copy of the study referenced at footnote 14, page 26 of Ms.

Ahern’s testimony.

RESPONSE: Please see Attachment DIV-1-17.

Prepared by: Pauline M. Ahern, CRRA
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Abstract  The regulatory process for setting public utilities’ allowed rate of return on
common equity has generally used the Gordon DCF, CAPM and Risk Premium spec-
ifications to estimate the cost of common equity. Despite the widely known problems
with these models, there has been little movement to adopt more recently developed
asset pricing models to provide additional evidence for estimating the cost of capital.
This paper presents, validates empirically and applies a general yet simple consump-
tion-based asset pricing specification to model the risk-return relationship for stocks
and estimate the cost of common equity for public utilities. The model is not nec-
essarily superior to other models in its practical results, yet these results do indicate
that it should be used to provide additional estimates of the cost of common equity.
Additionally, the model raises doubts as to whether assets such as utility stocks are a
consumption (business cycle) hedge.

Keywords Public utilities - Cost of capital - GARCH -
Consumption asset pricing model

JEL Classification GI12-1.94.195

P. M. Ahein - F. J. Hanley
AUS Consultants, Mt, Laurel, NJ 08054, USA
e-mail: pahern@ausinc.com

F.J. Hanley
e-mail: Fhanley @ausinc.com

R. A, Michelfelder (22)

School of Business, Rutgers University,
Camden, NJ 08102-1656, USA

e-mail: richmich@rutgers.edu

@ Springer

. Page 10f18



Attachment DIV 1-17

262 P. M. Ahern et al.

1 Introduction

Following electricity deregulation with the National Energy Policy Act of 1992, the
estimation of the cost of common equity capital remains a critical component of
the utility rate-of-return regulatory process. Since the cost of common equity is not
observable in capital markets, it must be inferred from asset pricing models. The
models that are commonly applied in regulatory proceedings are the Gordon (1974)
Discounted Cash Flow (DCF), the Capital Asset Pricing (CAPM) and Risk Premium
Models. There are other tools used to estimate the cost of common equity such as
comparable earnings or earnings-to-price ratios, but they are not asset pricing mod-
els. The empirical literature on the CAPM is vast {Fama and French (2004)} and the
CAPM is used by a number of US regulatory jurisdictions. The DCF model has not
been empirically tested to the same extent as the CAPM, yet it is considered by many
US regulatory jurisdictions.

The purpose of this paper is to present, test empirically and apply a recently devel-
oped general consumption-based asset pricing model that estimates the risk-return
relationship directly from asset pricing data and, when estimated with recently devel-
oped time series methods, produces a prediction of the equity risk premium that is
driven by its predicted volatility. The predicted risk premium is then added to a risk-
free rate of return to provide an estimate of the cost of common equity. We pre-
dict two forms of the equity risk premium with the model, the risk premium net of
the risk-free rate and the equity-to-debt risk premium (equity risk premium net of the
relevant bond yield for the company’s stock). Either can be applied to predict the com-
mon equity cost of capital for a public utility. Although the model is tested and applied
to public utilities for rate of return regulation, it can be used to estimate the cost of
capital for any stock. Section 2 reviews the asset pricing models typically used in pub-
lic utility rate cases and the generalized consumption asset pricing model we propose
to estimate the cost of common equity. Section 3 discusses the data and the empirical
testing of the consumption asset pricing model. Section 4 reviews the application of the
model and compares it with the DCF and CAPM results. Section 5 is the conclusion.

2 DCF, CAPM and consumption asset pricing model
2.1 DCF and CAPM approaches

The standard DCF model frequently used in estimative the cost rate of common equity
in regulatory proceedings is defined by the following equation:

k=Do(1+g)/Fo+e,

where k is the expected return on common equity; Dy is the current dividend per share;
g is the expected dividend per share growth rate; and Py is the current market price.
The DCF was developed by Gordon (1974) specifically for regulatory purposes.
Underlying the DCF model is the theory that the present value of an expected future
stream of net cash flows during the investment holding period can be determined

a Springer
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by discounting those cash flows at the cost of capital, or the investors’ capitaliza-
tion 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) over the investment holding
petiod. Mathematically, the expected dividend yield (Do(1 -+ g)/ Po) on market price
plus an expected growth rate equals the capitalization rate, i.e., the expected return on
common equity.

The standard DCF contains several restrictive assumptions, the most contentious
of which during utility cost of capital proceedings is typically that dividends per share
(DPS), book value per share (BVPS), earnings per share (EPS) as well as market price
grow at the same rate in perpetuity. There is also considerable contention over the
proper proxy for g, prospective or historical growth in DPS, BVPS, EPS and market
price and over what time period. In addition, although the standard DCF described
above is a single stage annual growth model, there is considerable discussion over the
use of multiple stage growth models during regulatory proceedings. Some analysts use
the discrete version and others use the continuous version of the DCF model. Solving
these models for k, the cost of common equity, results in differing equations to solve
for k. The equation above is from the discrete version. The continuous version uses the
current dividend yield and is not adjusted by g, which results in a lower estimate for k.
Because of these and other restrictive assumptions that require numerous subjective
judgments in application, it is often difficult for regulatory commissions to reconcile
the frequently large disparities in rates of return on common equity recommended by
various parties in a public utility rate case.

The CAPM model is defined by the following equation:

k=Rf+ﬂ(Rm—Rf);

where k is the expected return on common equity; Ry is the expected risk-free rate of
return; B is the expected beta; and R,, is the expected market return.

CAPM theory defines risk as the co-variability of a security’s returns with the
market’s returns or B, also known as systematic or market risk, with the market beta
being defined as 1.0. Because CAPM theory assumes that all investors hold perfectly
diversified portfolios, they are presumed to be exposed only to systematic risk and the
market (according to the model) will not reward them a risk premium for unsystematic
or non-market risk. In other words, the CAPM presumes that investors require com-
pensation only for systematic or market risks which are due to macroeconomic and
other events that affect the returns on all assets. Mathematically, the CAPM is applied
by adding a forward-looking risk-free rate of return to an expected market equity risk
premium adjusted proportionately by the expected beta to reflect the systematic risk.

As with the DCF, there is considerable contention during regulatory cost of capital
proceedings as to the proper proxies for all components of the CAPM: the Ry, the
R., as well as 8. In addition, the CAPM assumption that the market will only reward
investors for systematic or market risk is extremely restrictive when estimating the
expected return on common equity for a single asset such as a single jurisdictional
regulated operating utility. Additionally, this assumption requires that the investor
have a perfectly diversified portfolio, that is, one with no unsystematic risk. Since
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this assumption is not applicable, estimating the cost of common equity capital for a
single utility’s common equity undoubtedly will not reflect the risk actually faced by
the imperfectly diversified investor.

As will be discussed in the next section, our application of the risk premium
approach, the consumption asset pricing model and GARCH! rest on minimal
assumptions and restrictions and therefore requires considerably less judgment in its
application.

2.2 Risk premium approach, consumption asset pricing models, and GARCH

A widely used model to estimate the cost of common equity capital for public utilities
is the risk premium approach. This approach often estimates the expected rate of return
as the long-term historic mean of the realized risk premium above an historic yield
plus the current yield of the relevant bond applicable to a specific utility or peer group
of utilities. Litigants in public utility rate proceedings debate the choice of inputs to
estimate the risk premium as well as how far back to reach into history to collect data
for calculating an average that is representative of a forward-looking premium.

It is surprising that, as popular as the risk premium method is in public utility rate
cases, the intuitively appealing general consumption-based asset pricing model, with
its minimal assumptions and strong theoretical foundation, has not been applied to
estimate the cost of common equity capital for public utilities. The model provides
projections of the conditional expected risk premium on an asset based on its relation
to its predicted conditional volatility. This model generalizes the well known special
case asset pricing models such as the Merton (1973) intertemporal capital asset pricing
model, Campbell (1993) intertemporal asset pricing model, and the habit-persistence
model of Campbell and Cochrane (1999), which are special cases of the general model.
The relation of the model to their specialized cases can be found in Cochrane (2006)
and Cochrane (2007). The approach of consumption asset pricing models is to make
investment decisions that maximize investors’ utility from the consumption that they
ultimately desire, not returns,

Even if the model is not used to project directly the expected risk premium, it can,
at a minimum, be used to verify that the risk premia data chosen for estimating the cost
of capital is empirically validated by fitting the model well. The model can be used
to predict the equity risk premia net of the risk-free rate (equity risk premium) or to
predict the equity-to-debt risk premium for a firm. We perform both of these empirical
tests in this paper. The general consumption-based asset pricing model developed in
Michelfelder and Pilotte (2011) and based on Cochrane (2004) provides the relation-
ship of the ex ante risk premium to an asset’s own volatility in return:

vol [M;+1]

I [R; corri[Mii1, R; . 1
E [Mt-H] vol,{ 1,t+1] orr [ M1 1,1+1] 63

Et[Ri,t—H] - Rf,r =

1 GARCH refers to the generalized autoregressive conditional heteroskedasticity regression model which
is discussed below.
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where vol, is the conditional volatility, corr, is the conditional correlation, and M.}
is the stochastic discount factor (SDF).

The SDF is the intertemporal marginal rate of substitution in consumption, or,
My =8 U{}: "“‘ , where the U,’s are the marginal utilities of consumption in the next
period, t +1, and the current period, ¢, and 8 is the discount factor for period ¢ to 7 + 1.
Equation 1 shows that the algebraic sign of the relation between the expected risk
premium and the conditional volatility of an asset’s risk premium is determined by the
correlation between the asset’s return and the SDF. That is, the direction of the relation
between the asset return and the ratio of intertemporal marginal utilities in consump-
tion inversely determines the relation between the expected risk premium and condi-
tional volatility. When the correlation is equal to negative one, the asset’s conditional
expected risk premium is perfectly positively correlated with its conditional volatility.
A positive relation between the conditionally expected risk premium and volatility
obtains when —1 < corr; < 0. A negative relation obtains when 0 < corry < 1.
For an asset that represents a perfect hedge against shocks to the marginal utility of
consumption, with corry = 1, there will be a perfect negative correlation between the
conditionally expected risk premium and its volatility.? Therefore, estimates of the
relation between the first two conditional moments of a public utility stock’s returns
provide a direct test of the effectiveness of a public utility stock, or any asset, as a
consumption hedging asset. In Eq. 1, vol[M;411/ E/[M; ] is the slope of the mean-
variance frontier. If this slope changes over time, the estimated relation between the
stock’s risk and return will vary over time. This model can also be viewed simplisti-
cally as the projected expected risk premium as a function of its own projected risk,
given information available at time .

Note that the model allows for the expected risk premium to be negative if the asset
hedges shocks to the marginal utility of consumption. Investors are willing to accept
an expected rate of return lower than the risk-free rate of return if the pattern of vola-
tility is such that returns are expected to rise with expected reductions in consumption.
Simply, investors are willing to pay a premium for a higher level of returns volatility
that has the desired pattern of returns. These desired returns patterns have a tendency
to offset drops in consumption. Therefore, this model shows that investors may not be
averse to volatility, but rather to the timing of expected changes in returns.

Summarizing, several conclusions can be drawn from the general model of asset
pricing. First, the sign of the relation between a stock’s risk premium and conditional
volatility depends on the extent to which the stock serves as an intertemporal hedge
against shocks to the marginal utility of consumption. Second, the relation between
stock risk and return may be time-varying depending on changes in the slope of the
mean-variance frontier. Third, hedging assets have desired patterns of volatility that
result in expected rates of return that are less than the risk-free rate. We do not expect

2 A hedging asset is one that has a positive increase in returns that is coincident with a positive shock in the
ratio of intertemporal marginal utilities of consumption. Note that if we assume a concave utility function
in consumption, as consumption declines, the marginal utility of consumption rises relative to last period
marginal utifity, If we think of a decline in consumption as a contraction in the business cycle, the hedging
asset delivers positive changes in returns when the business cycle is moving into a contraction, and therefore
the asset is a business cycle hedge.
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that public utility stocks serve as a hedging asset as they are not viewed as defensive
stocks (they do not rise in value during downturns in the stock market) due to asym-
metric regulation and returns as discussed in detail in Kolbe and Tye (1990). Under
asymmetric regulation, utility regulators have a tendency to allow the return on equity
to fall below the allowed return during downturns in the business cycle and to reduce
the return should it rise above the allowed return during expansions. Therefore we
expect that the parameter estimates of the return-risk relationship to be positive as
utility stocks are hypothesized to not be hedges.

We use the GARCH model to estimate the general asset pricing model since the
GARCH model accommodates ARCH effects that improve the efficiency of the param-
eter estimates. It also provides a volatility forecasting model for the conditional vol-
atility of the asset’s risk premium. The conditional volatility projection is used, in
turn to predict the expected risk premium. We also use the GARCH-in-Mean model
(GARCH-M) since it specifies that the conditional expected risk premium is a linear
function of its conditional volatility. There is a vast body of literature that estimates
asset pricing models with the GARCH and GARCH-M methods and therefore we will
not attempt to summarize them here.

The GARCH-M model was initially developed and tested by Engle et al. (1987)
to estimate the relationship between US Treasury and corporate bond risk premia and
their expected volatilities. The GARCH-M model is specified as:

Rip1 — Rpipt = @0y + e )
o1 = By + B0t + Bagl 4 nir 3)
& -1 ~ T(0,02) @)

where R, .1 is the expected total return on the public utility stock index or individual
utility stock; R f41 is the risk-free rate of return or the yield on an index of pub-
lic utility bonds of a specified bond rating for the equity-to-debt premium; cr,z_‘_ ;18
the conditional or predicted variance of the risk premium that is conditioned on past
information (y;_1); and &, is the error term that is conditional on /;—;.

The conditional distribution of the error term is specified as the non-unitary vari-
ance T-distribution due to the thick-tailed distribution of the risk premia data. If the
error distribution is thick-tailed, using an approximating distribution that accommo-
dates thick tails improves the efficiency of the estimates. The parameter, «, is the
return-to-risk coefficient as specified in Eq. 1 as:

- __UOlt[MtJrl]

= E, [Mt—l-l] corri[Myt1, Ri 41l )

Note that the coefficient will be positive if the conditional correlation between the
SDF and the asset return is negative, indicating that the stock is not a hedging asset.
Recall that the SDF is the ratio of intertemporal marginal utilities. Assuming a concave
utility function, an upward shock in the ratio implies falling consumption, therefore
an associated rise (positive correlation) in the return (R;) would offset the reduction
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in consumption, thereby causing the sign of « to be negative. The parameter, o, is also
the ratio of risk premium to variance, or, the Sharpe ratio,

The intercept in Eq. 2 is restricted to zero as specified by the general asset pricing
model specification. The restriction on the intercept equal to zero has been found to be
robust in producing consistently positive and significant relationships between equity
risk premia and risk in GARCH-M models. This is discussed in Lanne and Saikkonen
(2006) and Lanne and Luoto (2007). We have found the same results in our model-
ing in this paper, although we have excluded these results for brevity (available upon
request). Therefore we specify the prior assumption that the intercept or the “excess”
return, i.e., the return not associated with risk to be equal to zero and drop the intercept
from the model.

The consumption asset pricing model is estimated in the empirical section of the
paper and applied in the applications section of the paper. The model is tested to (1)
determine if equity-to-debt risk premium indices for utilities of differing risk specified
by differing bond ratings are validated by the asset pricing model and therefore have
some empirical support for risk premium prediction and application to utility cost of
capital estimation, (2) determine whether equity risk premia can be predicted and fit
the model and therefore be used to estimate the cost of common equity, (3) empirically
test the consumption asset pricing model, and (4) ascertain whether utility stocks are
assets that hedge shocks to the marginal utility of consumption.

If utility stocks are hedging assets then the cost of common equity should reflect a
downward adjustment to a specified risk-free rate to reflect investors’ preferences for
a hedge and the compensation that they are willing to pay for it.

3 Data and empirical results

We use portfolios as represented by public utility stock and bond indices to estimate
the conditional return-risk relationship for the equity-to-debt premium. The equity-
to-debt risk premium data employed for estimating Eq. 1 with the GARCH-M con-
ditional return-risk regressions are monthly total returns on the Standard and Poor’s
Public Utilities Stock Index (utility portfolio), and the monthly Moody’s Public Utility
Aa, A, and Baa yields for the debt cost. We also obtained equity risk premia for the
utility portfolio using the Fama-French specified risk-free rate of return, which is the
holding period return on a 1-month US Treasury Bill. The data range from January
1928 to December 2007 with 960 observations. The return-risk relationships for the
equity-to-debt premia are risk-differentiated by their own bond rating.

As a check, we also estimate Eq. 1 with the GARCH-M for large common stock
returns using the monthly Ibbotson Large Company Common Stocks Portfolio total
returns and the Ibbotson US Long-Term Government income returns as the risk-free
rate. Additionally, as another check, we do the same for the University of Chicago’s
Center for Research in Security Prices value-weighted stock index (CRSP) using the
Fama-French risk-free rate. This is the Fama-French specification of the market eq-
uity risk premium. The data range from January 1926 to December 2007 with 984
observations for the Large Company Common Stock estimation and the data ranges
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Table 1 Descriptive statistics: public utility and large company common stocks equity-to-debt and equity
risk premia

Utility bond rating Mean Std. Dev. Skewness Kurtosis 1B
Aa 0.0037 0.0568 0.0744 10.07 2,001.2%**
A 0.0035 0.0568 0.0632 10.06 1,991.8%**
Baa 0.0031 0.0568 0.0375 10.02 1,973.6%%*
Ibbotson
Large common stocks 0.0054 0.0554 0.4300 12.84 3,954. 77k
CRSP value-weighted stock index ~ 0.0062  0.0544 0.2309 10.92 2,519, 1 %%*

The public utility equity-to-debt risk premia monthly time series is from January 1928 to December 2007
with 960 observations. The equity risk premium monthly time series for the Large Common Stocks and the
CRSP index are January 1926 to December 2007 with 984 observations, and January 1926 to December
2007 with 984 observations, respectively. The public utility stocks equity-to-debt risk premia are calculated
as the total return on the S&P Public Utilities Index of stocks minus the Moody’s Public Utility Aa, A, and
Baa Indices yields to maturity. The Large Company Common Stock equity risk premia are the monthly
total returns on the Ibbotson Large Company Common Stocks Portfolio minus the Ibbotson Long-Term
US Government Bonds Portfolio income yield. The CRSP equity risk premia, or the Fama-French market
risk premia are the CRSP total returns on the value-weighted equity index minus the 1-month holding
period return on a 1 month Treasury Bill. The Jarque-Bera (JB) statistic is a goodness-of-fit measure of the
departure of the distribution of a data series from normality, based on the levels of skewness and excess
Kurtosis. The JB statistic is x 2 distributed with 2° of freedom. *** Significant at 0.01 level, one-tailed test

from January 1928 to January 2007 with 960 observations (same as the utilities) for
the CRSP estimation.

Table 1 displays the descriptive statistics for these data. We have estimated the
mean, standard deviation, skewness and kurtosis parameters, as well as the Jarque-
Bera (JB) statistic to test the distribution of the data. The means of the utility equity-
to-debt risk premia fall as the risk (bond rating) declines. This is consistent with the
notion that larger yields are subtracted from stock returns the lower the bond rating.
Intertemporally, there is an inverse relationship between risk premia and interest rates
(See Brigham et al. (1985) and Harris et al. (2003)). The mean for risk premia will
have a tendency to be larger during low interest rate periods.

Not surprisingly, large company common stocks have the highest mean risk premia
as the majority of these firms are not rate-of-return regulated firms with a ceiling on
their ROE’s close to their cost of capital. Interestingly, the standard deviations of the
utility stock returns are similar and slightly higher than large company common stocks.
Skewness coefficients are small and positive except for Ibbotson large company com-
mon stock returns and CRSP returns that have large positive skewness. This suggests
that large unregulated stocks have a tendency to have more and larger positive shocks
in returns than do uiilities that are rate of return regulated. The kurtosis values show
that all of the risk premia are thick-tail distributed. This is also found in the significant
JB statistics that test the null hypothesis that the data are normally distributed. The null
hypothesis is rejected for all assets. The high kurtosis, low skewness, and significant
JB statistics show that the risk premia data are substantially thick-tailed, except for
non-utility stocks that are both skewed and thick-tailed. Therefore, robust estimation
methods are required to produce efficient regression estimates with non-normal data.
Additionally, although not shown but available upon request, the serial correlation and
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ARCH Lagrange Multiplier tests show that residuals from OLS regressions of risk pre-
mia on volatilities follow an ARCH process. Therefore, the GARCH-M method will
improve the efficiency of the estimates. We specify the regression error distribution
as a non-unitary variance T-distribution so that thick-tails could be accommodated in
the estimation and therefore produce increasingly efficient parameter estimates.

We used maximum likelihood estimation with the likelihood function specified
with the non-unitary-variance T-distribution as the approximating distribution of the
residuals to accommodate the thick-tailed nature of the error distribution. The equa-
tions are estimated as a system using the Marquardt iterative optimization algorithm.

The chosen software for estimating the model was EViews® version 6.0 (2007).

Table 2 shows the GARCH-M estimations for the consumption asset pricing Eq. 1.
We have estimated Eq. 1 for the utility equity risk premia using the Fama-French
risk-free rate in addition to the equity-to-debt risk premia risk-differentiated by bond
ratings and the two measures of the market equity risk premium. The chosen mea-
sure of volatility is the variance of risk premium (in contrast to other such measures
such as the standard deviation or the log of variance. Although these results are not
shown for brevity, they are robust to these other measures of volatility). The slope,
which is the predicted retarn-to-predicted risk coefficient and Sharpe ratio, is positive
and significant at the 99% level for all assets except the utility stock returns with
Baa bonds, which is significant at the 95% level. Given that all slopes are positive,
public utility stocks are not found to hedge shocks to the marginal utility of con-
sumption. Note that the reward-to-risk slope rises as bond rating rises. This sug-
gests that lower risk utility stocks provide a higher incremental risk-premium for an
increase in conditional volatility. This is consistent with other studies that find that
lower risk assets, such as shorter maturity bonds, have higher Sharpe Ratios than long-
term bonds and stocks. See Pilotte and Sterbenz (2006) and Michelfelder and Pilotte
(2011).

The variance equation shows that all GARCH coefficients (8’s) are significant at
the 1% level and the sums of g1 and B, are close to, but less than 1.0, indicating
that the residuals of the risk premium equation follow a GARCH process and that
the persistence of a volatility shock on returns and stock prices for utility stocks.is
temporary. The estimates of the non-unitary variance T-distribution degrees of free-
dom parameter are low and statistically significant, indicating that the residuals are
well approximated by the T. Similar values for the log-likelihood functions (Log-L)
show that each of the regressions has a similar goodness-of-fit. Chi-squared distributed
likelihood ratio tests (not shown but available upon request) that compare the good-
ness of fit among the T and normal specifications of the likelihood function of the
GARCH-M regressions show that the T has a significantly better fit than the normal
distribution.

The GARCH-M results for the large company common stocks portfolio are sim-
ilar to those of the utility stocks. Not surprisingly, large company common stocks
do not hedge shocks to the marginal utility of consumption and volatility shocks
temporarily affect their valuations. The exception is that the return-risk slope is sub-
stantially higher than utility stock slopes. This is partially due to the risk-free nature
of the risk-free rates used with the non-utility equity risk premia compared to the
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Table 2 Estimation of return-risk relation: public utility and large company common stocks

Utility bond rating o Bo B J:2) Log-L T dist. D.F.
Aa 1.5183*%%*  0,0000%*  0.8791%*%*  (,1031*** 1,604.4 0.9254 %4
(0.5308) (0.0000) (0.0230) (0.0219) (3.0272)
A 1.4536%%%  0,0000%*  0,8790*** 0.1033*** 1,605.0 9,938 #kak
(0.5308) (0.0000) (0.0230) (0.0220) (3.0408)
Baa 1.3318%*  0,0000%*  0.8789%**  (,1040*** 1,605.2 10.0%**
(0.5303) (0.0000) {0.0229) (0.0220) (3.0540)
Fama-French Ry 2.1428*%%  0,0000%%  0.8811%*%* 0.0979*** 1,601.0 9.8773%*%
(0.5318) (0.0000) (0.0232) 0.0212) (2.9700)
Ibbotson
Large company 27753%+%  0,0001%*¥x  (,8381*++* 0.1186*** 1,620.8 8.8457x%*
common (0.5513) (0.0000) (0.0269) (0.0332) (2.1613)
stocks
CRSP 3.3873%%%  0.0001%%* (,8330%*%* 0,1149*+* 1,598.9 8.8571##+
value-weighted (0.5673) (0.0000) (0.0270) (0.0358) (1.9505)
stock index

The results below are the GARCH-in-Mean regressions for the risk premium (Ryy; — Rf,s41) on
the conditional variance of the risk premium (0,2 1) in the mean equation. The intercept in the
mean equation is restricted to be equal to zero. The public utility equity-to-debt risk premia monthly
time series is from January 1928 to December 2007 with 960 observations. The equity risk pre-
mium monthly time series for the Large Company Common Stocks and the CRSP index are Jan-
uary 1926 to December 2007 with 984 observations, and January 1926 to December 2007 with
984 observations, respectively. The public utility stocks equity-to-debt risk premia are calculated as
the total return on the S&P Public Utilities Index of stocks minus the Moody’s Public Utility Aa,
A, and Baa Indices yields to maturity. The Large Company Common Stock equity risk premia
are the monthly total returns on the Ibbotson Large Company Common Stocks Portfolio minus the
Ibbotson Long-Term US Government Bonds Portfolio income yield. The CRSP equity risk premia, or
the Fama-French market risk premia are the CRSP total returns on the value-weighted equity index minus
the I-month holding period return on a 1 month Treasury Bill. The estimated model is:

_ .2 _ _voli[Mp4,Y .
Riyi — Ryl =oaf | + 841 wherea = E[M—u:]'w' rilMr 1, Rir1)
021 =By +ByoF + Bael +r41
The conditional distribution of the error term is the non-unitary variance T-distribution to accommodate the

kurtosis of the risk premia and error term. Standard errors are in parentheses. k% Kk ¥ denote significance
at the 0.01, 0.05, and 0.10 levels, respectively for two-tail tests

utility bond yields that reflect risk. The utility stocks slope value of 2.1428 using
the Fama-French risk-free rate is closer to the higher CRSP value of 3.3873 that
is also based on the Fama-French risk-free rate. This is inconsistent with previous
results herein and in other papers that find that Sharpe Ratios are lower for higher risk
assets unless this finding can be interpreted as utility stocks having more risk than
non-regulated stocks. The standard deviations on Table 1 suggest that utility stock
return volatilities are as high as the stock returns of non-regulated firms. However,
similar model estimates of portfolios of common stocks yield unstable results, such
as negative as well as positive return-risk slopes when the intercept is not restricted
to zero. See Campbell (1987), Glosten et al. (1993), Harvey (2001), and Whitelaw
(1994).
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Stock market results are highly sensitive to empirical model specification. Many
studies do not consider the impact of a zero-intercept prior restriction on the stability
of their results. This simple innovation has led to more consistent results in modeling
stock market risk-return relationships, and therefore we have included it in this paper.

The estimation of the consumption asset pricing model for utility stock equity-
debt risk premia shows that the use of bond-rating risk-differentiated risk premia are
validated as their risk-return relationships are well-fitted by theoretical and empirical
models of risk and return. Therefore, these data impound good representations of the
risk and reward relationship.

One concern is the intertemporal stability of the alphas. Figure 1 plots the utility
stock portfolio alpha (using the Fama-French Ry to calculate the premium) and its
standard error for 240 month rolling regressions of the model estimated with GARCH-
M in the same manner as described above to review the intertemporal stability of the
alpha. A 20-year period was used for each estimation to trade off timeliness with
sufficient observation of up and down stock market regimes and business cycles. This
resulted in 720 estimated alphas from 1947 to 2007. The results show that the utility
alpha is stable to the extent that the algebraic sign is always positive and generally
significant, therefore the nature of utility stocks are assets that are not and have never
been hedges during the second half of the twentieth century up to the present. The
value of the alpha does change substantially. The mean of the alpha is 4.40 with arange
from —0.11 (insignificantly different from 0) to 11.66. As a comparison, the alpha
for the CRSP value-weighted stock index was also estimated with rolling regressions
in the same manner and for the same time period. Figure 2 is a plot of the CRSP
alpha and standard error. Note that the general stock market alpha is similar to that of
utility stocks. They are all positive and almost all statistically significant and follow
a strikingly similar cycle. Figure 3 plots both the utility and stock market alphas and
demonstrates the similarity. The correlation coefficient between the utility and stock
market alphas is 0.88. Recalling that the alpha is a Sharpe Ratio, we see that return to
risk ratio does change substantially. This is consistent with the results in Pilotte and
Sterbenz (2006).

One other interesting observation is that the standard errors of the alphas are highly
stable over the study period and are very similar in magnitude regardless of the size of
the corresponding alpha. Whereas the alpha follows a cyclical pattern, the volatility
in alpha is highly stationary around a constant, long-run mean.

The GARCH-M model estimations of the consumption asset pricing model were
specified with variance as the measure of volatility. We also performed the same model
estimations with alternative specifications of volatility such as the standard deviation
and the log of variance and the results were not sensitive to this specification.

4 Application

We apply the model in this section to compare the cost of common equity capital esti-

mates with the DCF and CAPM models. Using EViews© Version 6.0, we estimated
the model coefficients (¢, B’s) over rolling 24 month periods ending December 2008,
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Rolling 240 Month Utility Stock Alphas 1947 - 2007
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Fig. 1 Rolling 240 month utility stock alphas 1947-2007

Rolling 240 Month CRSP Value-Weighted Alphas 1947-2007
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Fig. 2 Roiling 240 month CRSP value-weighted alphas 1947-2007

We repeated the estimation over 5, 10, 15, 20 and 79 year periods.? Predicted monthly
variances (at2+ |) were generated from these estimations to produce predicted risk pre-
miums that were calculated by multiplying the predicted variance by the “a” slope

3 We did not include the results of the 10 and 15 year estimations to abbreviate the amount of empirical
results presented since they added no material insights beyond those already presented.
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Rolling 240 Month CRSP and Utility Alphas 1947-2007
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Fig.3 Rolling 240 month CRSP and utility alphas 1947-2007

Table 3 Estimates of expected risk premia

Mean (%) Range (%) Standard deviation (%)
Average Spot Average Spot Average Spot
Ibbotson Associates data
79-years 9.59 5.76 8.74-9.96 2.62-22.60 0.32 5.24
20-years 6.77 6.94 4.99-8.50 2.24-28.95 0.95 6.88
S-years 4.20 10.25 —98.49-11.62 —100.00-39.65 22.00 26.61
S&P Utility Index
79-years 5.28 2.90 4.30-5.28 1.65-8.15 0.32 1.60
20-years 3.93 3.51 2.78-5.03 2.18-6.88 0.57 1.1t
S-years 31.82 326.63 7.77-156.97  6,12-6465.74 31.47 1283.51

coefficient. To test the stability of the predicted risk premia over time, the predicted
risk premia were calculated using either the predicted variance over each entire time
period or the last monthly (spot) predicted variance. Table 3 presents the mean pre-
dicted risk premia, the range of predicted premia and the standard deviations for each
time period. It is clear from the results that the risk premia are more stable over the roll-
ing 24 month period when calculated using the average predicted variance compared
with using the spot variance. Secondly, the 20 and 79 year means are substantially
more stable and reasonable in magnitude than the 5 year means.

Next, given the lessons from the analyses above, we apply the model to mechani-
cally* estimate the cost of common equity for 8 utility companies using the model and

4 The term “mechanically” in this context means that the resulting values have been developed in a consis-
tent manner with the same inputs across all utility stocks but no subjective judgment was used to develop
final values for each specific utility stock application.
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the DCF and CAPM as comparisons. We also calculated the realized market return
for comparison. Two publicly-traded electric, electric and gas combination, gas, and
water utilities respectively were chosen for the application. The Gordon (1974) DCF
and CAPM models are used in many utility regulatory jurisdictions in the US.

The DCF was applied using a dividend yield, Do/ Py, derived by dividing the year-
end indicated dividend per share (Dp) by the year-end spot market price (Pp). The
dividend yield is grown by the year-end I/B/E/S five year proj ected earnings per share
growth rate (g) to derive Do(1+ g)/ Po. The one-year predicted dividend yield is then
added to the I/B/E/S five-year projected EPS growth rate to obtain the DCF estimate
of the cost of common equity capital, k. This study was conducted for the 5 years
ending 2008.

The CAPM was applied by multiplying the Value Line beta (8) available at year-
end for each company by the long-term historic arithmetic mean market risk premium
(Ru — Rf). Ry — Ry is derived as the spread of the total return of large company
common stocks over the income return on long-term government bonds from the Ib-
botson SBBI 2009 Valuation Yearbook. The resulting company-specific market equity
risk premium is then added to a projected consensus estimate of the yield on 30-year
U.S. Treasury rate provided by Blue Chip Financial Forecasts as the risk-free rate (R ¢)
to obtain the CAPM result. This study was also conducted over the 5 years ending
2008.

Figures 4-11 show the histograms of the cost of common equity capital estimations
for each of the eight public utility stocks and the realized market returns in the forth-
coming year. The consumption asset pricing model appears to track more consistently
with the CAPM than with the DCF which seems to produce generally lower values
than the other methods. The consumption asset pricing model results are similar to
the CAPM. The model and the CAPM compete as the best predictor of the rate of
return on the book value of common equity (not shown but available upon request),
but none of the expected returns were good predictors of market returns. That does
not infer that they were not good predictors of expected market returns. These results
are an initial indicator that the consumption asset pricing model provides reasonable
and stable results. This paper does not suggest at this early juncture that the consump-
tion asset pricing model is superior to the CAPM or DCEF, although it is based on far
less restrictive assumptions than these other models. For example, both the DCF and
CAPM assume that markets are efficient. Many assume that the DCF requires that the
market-to-book ratio to always equal one, whereas the long-term value for the Stan-
dard and Poor’s 500 is equal to 2.34, The CAPM assumes that investors demand higher
returns for higher volatility and that the minimum required return is the risk-free rate,
whereas the consumption asset pricing model allows for investors to require returns
less than the risk-free rate for stocks that may have relatively higher volatility but are
hedging assets that have desirable return fluctuation patterns that offset downturns in
the business cycle. Unlike the CAPM, the model prices the risk to which investors are
actually exposed, whether it’s systematic risk or not. Some investors are diversified
and some are not; the model prices whatever risk to which the aggregate of investors
of the specific stock is exposed.

We find that the consumption asset pricing model should be used in combination
with other cost of common equity pricing models as additional information in the devel-
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Cost of Common Equity Results for Edison International Compared to Market Return*
B PRPM B CAPM 5 DCF B Actual saom

1223%
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157%

* Market returns calculated for the following years: 2005 -2003

Cost of Commen Equity Results for Southern Company Compared to Market Return*

¥ PRPM B CAPM R DCF B Actual
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* Market returnscalculated for the following years: 2005 -2009

Cost of Common Equity Results for Consolidated Edison Compared to Market Return*
B PRPM IS CAPM & DCF B Actual

1S65K

240%

* Market returns calculated for the following years: 2005 - 2009

Cost of Common Equity Results for PG&E Corp Compared to Market Return*

PRPM B CAPM #DCF B Actual

1365% B 1%
1292 2% 2%

a161%

* Market returns calculated for the following years: 2005 -2009

Figs. 4-11 Comparison of the cost of common equity estimates and market

opment of a cost of common equity capital recommendation. Practitioners may find
the modeling methods and the use of relatively advanced econometric methods rather
cumbersome. The software for performing these estimations is readily available from

EViews® and SAS®; two commonly available software packages at utilities, consult-
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Cost of Common Equity Resuits for National Fuel Gas Co. Compared to
Market Return*
B PRPM MCAPM i DCF M Actual

3084%
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* Market returrnscalculated for the following years: 2005 -2009

Cost of Common Equity Results for Laclede Group Compared to Market Return*
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s % 238%

~$1.26%

* Market returnscalculated for the following years: 2005-2009
Missing DCF Cost of Capital Estimates Due te Unavailable Growth Rate

Cast of Common Equity Results for California Water Service Group Compared to
Market Return *
B PRPM B CAPM 4 DCF & Actual

18.43%

181 1283%

* Market returns calculated for the following years; 2005 -2009 s

Cost of Common Equity Results for Middlesex Water Company Compared to
Market Return *

K PRPM B CAPM & OCF i Actual

11.24%
ios0% W26 gagy 1016% 026k

~1194%
* Market returnscalcutated for followlng years: 2005 -2009
Missing DCF Cost of Capital Estimate Due to Unavailable Growth Rate

Figs. 4-11 continued
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ing firms and financial firms. Recent Ph.D. and M.S. holding members of research
departments of investment and consulting firms have ready access to the model and
methods discussed in this paper, although it will require years for these tools, like any
“new” technology, to diffuse into standard use. Another problem is that the model
requires a substantial time series history on stock returns data to develop stable esti-
mates of risk premia This is problematic especially for the electric and gas utility
industries that have consolidated with many mergers in the recent past. This problem
can be addressed by developing and predicting the value-weighted risk premium of a
portfolio of similar stocks such as electric utilities that have nuclear generating assets.
The specific stock in question would be included in the returns index with a weight
based on market capitalization that would go to 0 when the stock price history is no
longer existent reaching back into the past.

5 Conclusion

The purpose of this paper is to introduce, test empirically and apply a general con-
sumption based asset pricing model that is based on a minimum of assumptions and
restrictions that can be used to predict the risk premium to be applied in estimating
the cost of common equity for public utilities in regulatory proceedings. The results
support the simple consumption-based asset pricing model that predicts the ex ante
risk premium with a conditionally predicted volatility in risk premium. The estimates
of the cost of common equity from the consumption asset pricing model compare well
with rates of return on the book value of common equity and with the CAPM, although
both the model and the CAPM results are substantially higher than the DCFE. This is
quite common in the practice of the cost of common equity in the utility industry. The
results of the model are stable and consistent over time. Therefore the model should be
considered as it provides additional evidence on the cost of common equity in general
and specifically in public utility regulatory proceedings. Secondly, the use of bond-
rated yields to predict risk differentiated equity-to-debt risk premia is supported by the
empirical evidence and therefore should be applied in estimating the cost of common
equity. Finally, the robust empirical evidence on the positive risk-return relationship
also shows that utility stocks are not a consumption hedge and are not good hedging
securities against contractions in the economy. The model and estimation methodology
presented in this paper provide a relatively simple tool to determine whether any asset
is a hedge to adverse changes in the business cycle through the level of consumption
in the economy.
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STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-18:

RESPONSE:

One of Ms. Ahern’s risk premium methods is the “PRPM” method.

(2)

(b)

(©

a)

b)

When did Ms. Ahern first begin employing this model in utility rate of
return testimony?

Please identify any other witnesses that she is aware of that have
employed and relied upon the PRPM model in developing utility cost of
equity recommendations.

Please identify any state or federal public utility rate of return decisions
that have approved or adopted this model for setting utility return on
equity.

Ms. Ahern first began employing the PRPM model in May 2012.

Frank J. Hanley and Dylan W. D’ Ascendis are also witnesses that have
employed the PRPM model.

To the best of Ms. Ahern’s knowledge, no regulatory commission has
expressly accepted or rejected the Predictive Risk Premium Model
(PRPM™) in any regulatory proceedings in which Ms. Ahern or other
AUS Consultants’ witnesses have testified to date. It has, however, also
been presented to a number of utility industry groups including the
following: The Edison Electric Institute Cost of Capital Working Group;
The NARUC Staff Subcommittee on Accounting and Finance; The
National Association of Water Companies Finance/Accounting/Taxation
and Rates and Regulations Committees; the NARUC Water Committee;
The Wall Street Utility Group; the Indiana Utility Regulatory Commission
Cost of Capital Task Force; the Financial Research Institute of the
University of Missouri Hot Topic Hotline Webinar; and the Center for
Research and Regulated Industries Annual Eastern Conference on two
occasions. The PRPM™ also formed the basis of “Comparative
Evaluation of the Predictive Risk Premium Model™” (co-authored with
Richard A. Michelfelder, Ph.D., Rutgers Univ., Dylan W. D’ Ascendis and
Frank J. Hanley (both of AUS Consultants, The Electricity Journal, May
2013), a follow-up article to the original “A New Approach for Estimating
the Equity Risk Premium for Public Utilities” provided in Attachment
DIV 1-17.

Prepared by: Pauline M. Ahern, CRRA



STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-19: Please provide Ms. Ahern’s opinion concerning UWRI’s business risk at this time
as compared to its business risk profile at the time of the Company’s last rate case
in 2011. If she believes the business risk has increased, please provide the basis

for that conclusion, including the supporting evidence.

RESPONSE: It is Ms. Ahern’s opinion that United Water Rhode Island’s business risk relative

to the proxy group has not changed since United Water Rhode Island filed its last
case in 2011, Tn both cases, Ms. Ahern " made a 55 basis point upward

adjustment for business risk.
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STATE OF RHODE ISLAND PUBLIC UTILITIES COMMISSION
DOCKET NO. 4434

Response of United Water Rhode Island, Inc.

To The Division of Public Utilities And Carriers’

Data Requests

Set 1

Div. 1-20: Is Ms. Ahern the only UWRI witness in this case sponsoring the capital structure
and cost of debt recommendations? If there is another sponsoring witness, please

identify.

RESPONSE: Yes, Ms. Ahern is the United Water Rhode Island Witness sponsoring capital

structure and cost of debt recommendations.

Prepared by:



