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DOCKET NO. 20250029-GU
WITNESS: D’ASCENDIS

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
PREPARED DIRECT TESTIMONY
OF
DYLAN D’ASCENDIS

ON BEHALF OF PEOPLES GAS SYSTEM, INC.

INTRODUCTION

Please state your name, address, occupation, and employer.

My name 1is Dylan D’Ascendis. My business address 1is 1820
Chapel Avenue W., Suite 300, Cherry Hill, NJ 08003. I am

employed by ScottMadden, Inc. as a Partner.

Please provide a brief outline of your educational background

and relevant business experience.

I am a graduate of the University of Pennsylvania, where I
received a Bachelor of Arts degree in Economic History. I
also received a Master of Business Administration with high
honors and concentrations in Finance and International

Business from Rutgers University.

I have offered expert testimony on behalf of investor-owned
utilities before more than 40 state regulatory commissions in

the United States, the Federal Energy Regulatory Commission,
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the Alberta Utility Commission, an American Arbitration
Association panel, and the Superior Court of Rhode Island on
issues including, but not limited to, common equity cost rate,
rate of return, valuation, capital structure, class cost of

service, and rate design.

On behalf of the American Gas Association (“AGA”), I calculate
the AGA Gas Index, which serves as the benchmark against which
the performance of the American Gas Index Fund (“AGIF”) is
measured on a monthly basis. The AGA Gas Index and AGIF are
a market capitalization weighted index and mutual fund,
respectively, comprised of the common stocks of the publicly

traded corporate members of the AGA.

I am a member of the Society of Utility and Regulatory
Financial Analysts (“SURFA"). In 2011, I was awarded the
professional designation “Certified Rate of Return Analyst”
by SURFA, which is based on education, experience, and the

successful completion of a comprehensive written examination.

I am also a member of the National Association of Certified
Valuation Analysts (“NACVA”) and was awarded the professional
designation “Certified Valuation Analyst” by the NACVA in

2015.
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The details of my educational background and expert witness
appearances are provided in Document No. 12 to my direct

testimony.

What is the purpose of your prepared direct testimony in this

proceeding?

The purpose of my direct testimony is to present evidence,
provide the Florida Public Service Commission (“Commission”)
with a recommendation regarding Peoples Gas System, Inc.’s
(“Peoples” or the “company”) return on common equity (“ROE”)
for its natural gas operations, and to provide an assessment
of the capital structure to be used for ratemaking purposes,
as proposed in the direct testimony of Peoples witness Andrew

Nichols.

Did you prepare any exhibits in support of your prepared

direct testimony?

Yes. Exhibit No. DD-1 was prepared by me or under my
direction and supervision. My analyses and conclusions are
supported by the data presented in Document Nos. 1 through 12

of my exhibit, entitled:

Document No. 1 Summary of Common Equity Cost Rate
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IT.

Document

Document

Document

Document

Document

Document

Document

Document

Document

Document

Document

SUMMARY

What is your

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

10

11

12

Financial Profile of the Utility Proxy
Group
Application of the Discounted Cash Flow
Model

Application of the Risk Premium Model
Application of the Capital Asset Pricing
Model

for the Non-Price

Basis of Selection

Regulated Companies Comparable 1in Total
Risk to the Utility Proxy Group
Application of Cost of Common Equity Models
to the Non-Price Regulated Proxy Group
Derivation of the Flotation Cost Adjustment
to the Cost of Common Equity

Derivation of the Indicated Size Premium
for Peoples Relative to the Utility Proxy
Group

Referenced Endnotes for the Prepared Direct
Testimony of Dylan W. D'Ascendis

Fama & French - Figure 2

Resume and Testimony Listing of Dylan W.

D’ Ascendis

recommended common equity cost rate?
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I recommend that the Commission authorize Peoples the
opportunity to earn an ROE of 11.10 percent on its
jurisdictional rate base, based on its proposed ratemaking
capital structure. The company’s reguested ratemaking
capital structure consists of 41.69 percent long-term debt
and 54.70 percent common equity, to which my recommended ROE
of 11.10 percent would apply. That common equity ratio is
consistent with the company’s historical equity ratios, and
the equity ratios maintained by the Utility Proxy Group
(discussed below) and their operating subsidiary utility
companies. The overall rate of return is summarized on page

1 of Document No. 1.

Please summarize your recommended ROE.

My recommended ROE of 11.10 percent is summarized on page 2
of Document No. 1. I have assessed the market-based common
equity cost rates of companies of relatively similar, but not
necessarily identical, risk to Peoples. Using companies of
relatively comparable risk as proxies is consistent with the
principles of fair rate of return established by the U.S.
Supreme Court in two cases: (1) Federal Power Comm’n v. Hope
Natural Gas Co., 320 U.S. 591 (1944) (“Hope”); and (2)
Bluefield Water Works Improvement Co. v. Public Serv. Comm’n,

262 U.S. 679 (1923) (“Bluefield”). No proxy group can be
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identical in risk to any single company. Consequently, there
must be an evaluation of relative risk between the company
and the proxy group to determine if it 1s appropriate to

adjust the proxy group’s indicated rate of return.

My recommendation results from the application of several
cost of common equity models, specifically the Discounted
Cash Flow (“DCF”) model, the Risk Premium Model (“RPM”), and
the Capital Asset Pricing Model (“CAPM”), to the market data
of a proxy group of seven natural gas distribution utilities
(“Utility Proxy Group”) whose selection criteria will be
discussed below. In addition, I applied the DCF model, RPM,
and CAPM to a Non-Price Regulated Proxy Group similar in total
risk to the Utility Proxy Group. To be conservative, I did
not consider the analytical results applied to my Non-Price
Regulated Proxy Group in the determination of my recommended
range. The results derived from each are summarized on page

2 of Document No. 1.

As shown in Document No. 1, I adjusted the indicated common
equity cost rate to reflect the effect of flotation costs, as
well as Peoples’ specific business risks. These adjustments
resulted in a company-specific indicated range of common
equity cost rates between 10.78 percent and 11.46 percent.

The indicated range of ROEs applicable to the Utility Proxy
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IIT.

Group excluding the Predictive Risk Premium Model (“PRPM”)
from the calculation of the market risk premium 1is 10.78
percent to 11.45 percent. Given the Utility Proxy Group and
company-specific ranges of common equity cost rates, I
recommend the Commission adopt an ROE of 11.10 percent for

ratemaking purposes in this case.

GENERAL PRINCIPLES
What general principles have you considered in arriving at

your recommended common equity cost rate of 11.10 percent?

In unregulated industries, marketplace competition is the
principal determinant of the price of products or services.
For regulated public utilities, regulation must act as a
substitute for marketplace competition. Assuring that the
utility can fulfill its obligations to the public, while
providing safe and reliable service at all times, requires a
level of earnings sufficient to maintain the integrity of
presently invested capital. Sufficient earnings also permit
the attraction of needed new capital at a reasonable cost,
for which the utility must compete with other companies of
comparable risk, consistent with the fair rate of return
standards established by the U.S. Supreme Court i1in the

previously cited Hope and Bluefield cases.
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The U.S.

Supreme Court affirmed the fair rate of return

standards in Hope when it stated:

The rate-making process under the Act, i.e., the
fixing of ‘just and reasonable’ rates, involves a
balancing of the investor and the consumer

interests.

Thus we stated in the Natural Gas Pipeline Co. Case
that ‘regulation does not insure that the business
shall produce net revenues.’ 315 U.S. at page 590,
62 S.Ct. at page 745. But such considerations
aside, the 1investor interest has a legitimate
concern with the financial integrity of the company
whose rates are being regulated. From the investor
or company point of view it is important that there
be enough revenue not only for operating expenses
but also for the capital costs of the business.
These include service on the debt and dividends on
the stock. Cf. Chicago & Grand Trunk R. Co. V.
Wellman, 143 U.S. 339, 345, 346 12 S.Ct. 400,402.
By that standard the return to the equity owner
should be commensurate with returns on investments
in other enterprises having corresponding risks.
That return, moreover, should be sufficient to

assure confidence in the financial integrity of the
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enterprise, so as to maintain its credit and to

attract capital.!?

In summary, the U.S. Supreme Court has found a return that is
adequate to attract capital at reasonable terms enables the
utility to provide service while maintaining its financial
integrity. As discussed above, and 1in keeping with
established regulatory standards, that return should be
commensurate with the returns expected elsewhere for
investments of equivalent risk. The Commission’s decision in
this proceeding, therefore, should provide the company with
the opportunity to earn a return that is: (1) adequate to
attract capital at reasonable cost and terms; (2) sufficient
to ensure its financial integrity; and (3) commensurate with
returns on investments in enterprises having corresponding

risks.

Lastly, the required return for a regulated public utility is
established on a stand-alone basis, i.e., for the utility
operating company at issue in a rate case. Parent entities,
like other investors, have capital constraints and must look
at the attractiveness of the expected risk-adjusted return of
each investment alternative 1in their capital Dbudgeting
process. That is, utility holding companies that own many

utility operating companies have choices as to where they
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will invest their capital within the holding company family.
Therefore, the opportunity cost concept applies regardless of
the source of the funding, public funding or corporate

funding.

It therefore is important that the authorized ROE reflects
the risks and prospects of the utility’s operations and
supports the utility’s financial integrity from a stand-alone
perspective, as measured by 1its combined business and
financial risks. Consequently, the ROE authorized in this
proceeding should be sufficient to support the operational
(i.e., business risk) and financing (i.e., financial risk) of

the company’s utility subsidiary on a stand-alone basis.

Within that broad framework, how 1is the cost of capital

estimated in regulatory proceedings?

Regulated utilities primarily use common stock and long-term
debt to finance their permanent property, plant, and
equipment (i.e., rate base). The fair rate of return for a
regulated utility is based on its weighted average cost of
capital, 1in which, as noted earlier, the <costs of the
individual sources of capital are weighted by their

respective book values.

10
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The cost of capital 1s the return investors require to make
an investment in a company. Investors will provide funds to
a firm only if the return that they expect is equal to, or
greater than, the return that they require to accept the risk

of providing funds to the firm.

The cost of capital (i.e., the combination of the costs of
debt and equity) 1s based on the economic principle of
“opportunity costs.” Investing in any asset (whether debt or
equity securities) represents a forgone opportunity to invest
in alternative assets. For any investment to be sensible,
its expected return must be at least equal to the return
expected on alternative, comparable risk investment
opportunities. Because investments with 1like risks should
offer similar returns, the opportunity cost of an investment
should equal the return available on an investment of

comparable risk.

Whereas the cost of debt is contractually defined and can be
directly observed as the interest rate or vyield on debt
securities, the cost of common equity must be estimated based
on market data and various financial models. Because the
cost of common equity 1is premised on opportunity costs, the
models used to determine it are typically applied to a group

of “comparable” or “proxy” companies.

11
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In the end, the estimated cost of capital should reflect the
return that investors require 1in 1light of the subject
company’s business and financial risks, and the returns

available on comparable investments.

Is the authorized return set 1in regulatory proceedings

guaranteed?

No, it 1is not. Consistent with the Hope and Bluefield
standards, the ratemaking process should provide the utility
a reasonable opportunity to recover its return of, and return
on, 1ts reasonably incurred investments, but it does not
guarantee that return. While a utility may have control over
some factors that affect the ability to earn its authorized
return (e.g., management performance, operating and
maintenance expenses, etc.), there are several factors beyond
a utility’s control that affect its ability to earn its
authorized return. Those may include factors such as weather,
the economy, and the prevalence and magnitude of regulatory

lag.

BUSINESS RISK

Please define business risk and explain why it is important

for determining a fair rate of return.

12
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The 1investor-required return on common equity reflects
investors’ assessment of the total investment risk of the
subject firm. Total 1investment risk is often discussed in

the context of business and financial risk.?

Business risk reflects the uncertainty associated with owning
a company’s common stock without the company’s use of debt
and/or preferred stock financing. One way of considering the
distinction between business and financial risk is to view
the former as the uncertainty of the expected earned return

on common equity, assuming the firm is financed with no debt.

Examples of business risks generally faced by wutilities
include, but are not limited to, the regulatory environment,
mandatory environmental compliance requirements, customer mix
and concentration of customers, service territory economic
growth, market demand, risks and uncertainties of supply,
operations, capital intensity, size, the degree of operating
leverage, emerging technologies, the vagaries of weather, and

the like, all of which have a direct bearing on earnings.

Although analysts, including ratings agencies, may categorize
business risks individually, as a practical matter, such
risks are interrelated and not wholly distinct from one

another. When determining an appropriate return on common

13
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equity, the relevant issue is where investors see the subject
company 1in relation to other similarly situated utility
companies (e.g., those in the Utility Proxy Group). To the
extent investors view a company as being exposed to higher

risk, the required return will increase, and vice versa.

For regulated utilities, business risks are both long-term
and near-term in nature. Whereas near-term business risks
are reflected in year-to-year variability in earnings and
cash flow brought about by economic or regulatory factors,
long-term business risks reflect the prospect of an impaired
ability of investors to obtain both a fair rate of return on,
and return of, their capital. Moreover, because utilities
accept the obligation to provide safe, adequate, and reliable
service at all times (in exchange for a reasonable opportunity
to earn a fair return on their investment), they generally do
not have the option to delay, defer, or reject capital
investments. Since those investments are capital-intensive,
utilities generally do not have the option to avoid raising
external funds during periods of capital market distress, if

necessary.

Because utilities invest 1in long-lived assets, long-term
business risks are of paramount concern to equity investors.

That is, the risk of not recovering the return on their

14
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investment extends far into the future. The timing and nature
of events that may lead to losses, however, also are uncertain
and, consequently, those risks and their implications for the
required return on equity tend to be difficult to gquantify.
Regulatory commissions (like investors who commit their
capital) must review a variety of quantitative and
qualitative data and apply their reasoned Jjudgment to
determine how long-term risks weigh in their assessment of

the market-regquired return on common equity.

FINANCIAL RISK

Please define financial risk and explain why it is important

for determining a fair rate of return.

Financial ©risk 1s the additional risk <created by the
introduction of debt and preferred stock into the capital
structure. The higher the proportion of debt and preferred
stock in the capital structure, the higher the financial risk
to common equity owners (i.e., failure to receive dividends
due to default or other covenants). Therefore, consistent
with the basic financial principle of risk and return, common
equity investors require higher returns as compensation for

bearing higher financial risk.

Can bond and credit ratings be a proxy for a firm’s combined

15
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IvV.

business and financial risks to equity owners (i.e.,

investment risk)?

Yes, similar bond ratings/issuer credit ratings reflect, and
are representative of, similar combined Dbusiness and
financial risks (i.e., total risk) faced by bond investors.?
Although specific business or financial risks may differ
between companies, the same bond/credit rating indicates that
the combined risks are roughly similar from a debtholder
perspective. The caveat 1s that these debtholder risk

measures do not translate directly to risks for common equity.

Do ratings agencies account for company size in their bond

ratings?

No. ©Neither Standard & Poor’s Ratings Services (“S&P”) nor
Moody’s Investors Service (“"Moody’s”) have minimum company
size requirements for any given rating level. This means,
all else being equal, a relative size analysis must be
conducted for equity investments in companies with similar

bond ratings.

PEOPLES AND THE UTILITY PROXY GROUP

Are you familiar with Peoples’ operations?

16
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Yes. Peoples, a wholly owned subsidiary of TECO Gas
Operations, Inc. whose ultimate parent is Emera Incorporated
(“Emera”), provides natural gas distribution service to
approximately 508,000 residential, commercial, industrial and
electric power generation customers in the state of Florida.?
Peoples has a long-term issuer rating of A- from Fitch
Ratings; the company is not rated by Moody’s or S&P. Emera
has electric generation, transmission and distribution
operations, natural gas transmission and distribution
operations, and non-regulated energy marketing operations in
the U.S., Canada, and Caribbean Islands.® Emera is publicly

traded on the Toronto Stock Exchange under ticker symbol EMA.

Why i1s it necessary to develop a proxy group when estimating

the ROE for the company?

Because the company is not publicly traded and does not have
publicly traded equity securities, it is necessary to develop
groups of publicly traded, comparable companies to serve as
“proxies” for the company. In addition to the analytical
necessity of doing so, the wuse of proxy companies 1is
consistent with the Hope and Bluefield comparable risk
standards, as discussed above. I have selected two proxy
groups that, in my view, are fundamentally risk-comparable to

the company: a Utility Proxy Group, and a Non-Price Regulated

17




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Proxy Group that is comparable in total risk to the Utility

Proxy Group.?

Even when proxy groups are carefully selected, it is common
for analytical results to wvary from company to company.
Despite the care taken to ensure comparability, because no
two companies are identical, market expectations regarding
future risks and prospects will vary within the proxy group.
It therefore is common for analytical results to reflect a
seemingly wide range, even for a group of similarly situated
companies. At issue is how to estimate the ROE from within
that range. That determination will be best informed by
employing a variety of sound analyses that necessarily must
consider the sort of quantitative and gqualitative information
discussed throughout my direct testimony. Additionally, a
relative risk analysis between the company and the Utility
Proxy Group must be made to determine whether or not explicit
company-specific adjustments need to be made to the Utility

Proxy Group’s indicated results.

Please explain how you selected the companies in the Utility

Proxy Group.

The companies selected for the Utility Proxy Group met the

following criteria:

18




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

e They were included in the Natural Gas Utility Group of
Value Line’s Standard Edition (“Walue Line”);

e They have 60 percent or greater of fiscal year 2023 total
operating income derived from, and 60 percent or greater
of fiscal vyear 2023 total assets attributable to,
regulated gas distribution operations;

e At the time of preparation of this testimony, they had
not publicly announced that they were involved in any
major merger or acquisition activity (i.e., one publicly-
traded utility merging with or acquiring another) or any
other major development;

¢ They have not cut or omitted their common dividends during
the five vyears ended 2023 or through the time of
preparation of this testimony;

e They have Value Line and Bloomberg Professional Services
(“"Bloomberg”) adjusted Beta coefficients (“beta”):;

e They have positive Value Line five-year dividends per
share (“DPS”) growth rate projections; and

e They have Value Line, Zacks, or S&P Capital IQ consensus
five-year earnings per share ("EPS") growth rate

projections.

Please identify the companies that met the above-stated

criteria.

19
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The following seven companies met these criteria: Atmos
Energy Corporation (Ticker: ATO); New Jersey Resources
Corporation (Ticker: NJR); NiSource Inc. (Ticker: NI);
Northwest Natural Gas Company (Ticker: NWN); ONE Gas, Inc.
(Ticker: 0GS); Southwest Gas Holdings, Inc. (Ticker: SWX) and

Spire Inc. (Ticker: SR).

Please describe Document No. 2, page 1.

Page 1 of Document No. 2 contains comparative capitalization
and financial statistics for the Utility Proxy Group for the

five years from 2019 to 2023.

During the five-year period ending December 31, 2023, the
historically achieved average earnings rate on book common
equity for the group was 8.41 percent, the average common
equity ratio based on total permanent capital (excluding
short-term debt) was 48.03 percent, and the average dividend

payout ratio was 67.03 percent.

Total debt to earnings before interest, taxes, depreciation,
and amortization for the years 2019 to 2023 ranges between
4.81 and 5.72 times, with an average of 5.34 times. Funds
from operations to total debt range from 11.51 percent to

27.32 percent, with an average of 15.50 percent.

20
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CAPITAL STRUCTURE

What is Peoples’ requested capital structure?

Peoples’ requested capital structure consists of 41.69
percent long-term debt and 54.70 percent common equity, as
shown in my Document No. 1 that is based on data included in

the company’s MFR Schedule G-3, page 2.

What are the typical sources of capital commonly considered

in establishing a utility’s capital structure?

Common equity and long-term debt are commonly considered in
establishing a utility’s capital structure, because they are
the typical sources of capital financing for a utility’s rate

base.

Please explain.

Long-lived assets are typically financed with long-lived
securities, so that the overall term structure of the
utility’s long-term liabilities (both debt and equity)
closely match the life of the assets being financed. As
stated by Brigham and Houston:

In practice, firms don’t finance each specific

asset with a type of capital that has a maturity

21
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equal to the asset’s 1life. However, academic
studies do show that most firms tend to finance
short-term assets from short-term sources and long-

term assets from long-term sources.’

Whereas short-term debt has a maturity of one year or less,
long-term debt may have maturities of 30 years or longer.
Although there are practical financing constraints, such as
the need to “stagger” long-term debt maturities, the general
objective is to extend the average life of long-term debt.
Still, long-term debt has a finite life, which is likely to
be less than the life of the assets included in rate Dbase.
Common equity, on the other hand, is outstanding into
perpetuity. Thus, common equity more accurately matches the
life of the going concern of the utility, which is also
assumed to operate in perpetuity. Consequently, it is both
typical and important for wutilities to have significant

proportions of common equity in their capital structures.

Why 1is it dimportant that the company’s requested capital
structure, consisting of 41.69 percent long-term debt and
54.70 percent common equity, be authorized in this

proceeding?

In order to continue to provide safe and reliable service to

22
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its customers, Peoples must meet the needs and serve the
interests of its various stakeholders, including its
customers, shareholders, and bondholders. The interests of
these stakeholder groups are aligned with maintaining a
healthy Dbalance sheet, strong c¢redit ratings, and a
supportive regulatory environment, so that the company has
access to capital on reasonable terms 1in order to make

necessary investments.

Safe and reliable service cannot be maintained at a reasonable
cost i1f utilities do not have the financial flexibility and
strength to access competitive financing markets on
reasonable terms. The authorization of a capital structure
that understates the company’s actual common equity will
weaken the financial condition of its operations and
adversely impact the company’s ability to address expenses
and investments, to the detriment of customers and
shareholders. Safe and reliable service for customers cannot
be sustained over the 1long term 1f the interests of
shareholders and bondholders are minimized such that the

public interest is not optimized.

How does the company’s regquested common equity ratio of 54.70
percent compare with the common equity ratios maintained by

the Utility Proxy Group?

23
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The company’s requested ratemaking common equity ratio of
54,70 percent is reasonable and consistent with the range of

common equity ratios maintained by the Utility Proxy Group.

As shown on page 2 of Document No. 2, common equity ratios
for the Utility Proxy Group range from 40.23 percent to 62.38
percent for fiscal year 2023.8 1 also considered Value Line
projected capital structures for the Utility Proxy Group for
2027-2029. That analysis showed a range of projected common
equity ratios between 44.00 percent and 60.00 percent for the
Utility Proxy Group (see, pages 2 through 8 of Document No.

3).

In addition to comparing the company’s proposed common equity
ratio with common equity ratios currently and expected to be
maintained by the Utility Proxy Group, I also compared the
company’s proposed common equity ratio with the equity ratios
maintained by the operating subsidiaries of the Utility Proxy
Group. As shown on page 3 of Document No. 2, common egquity
ratios of the operating utility subsidiaries of the companies
in the Utility Proxy Group range from 37.70 percent to 60.41

percent for fiscal year 2023.

Given the range of equity ratios present within the Utility

Proxy Group, 1is the equity ratio of 54.70 percent proposed by
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VI.

Peoples appropriate for ratemaking purposes?

Yes, it is. The company’s equity ratio of 54.70 percent is
appropriate for ratemaking purposes in the current proceeding
because it is within the range of the common equity ratios
currently maintained, and expected to be maintained, by the

Utility Proxy Group and their utility operating subsidiaries.

COMMON EQUITY COST RATE MODEL
Is it important that cost of common equity models be market-

based?

Yes. While a public utility operates a regulated business
within the states in which it operates, it still must compete
for equity in capital markets along with all other companies
of comparable risk, which includes non-utilities. The cost
of common equity is thus determined based on equity market
expectations for the returns of those companies. If an
individual investor is choosing to invest their capital among
companies of comparable risk, they will choose a company
providing a higher return over a company providing a lower

return.

Are your cost of common equity models market-based?
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Yes. The DCF model uses market prices in developing the
model’s dividend yield component. The RPM uses bond ratings
and expected bond yields that reflect the market’s assessment
of bond/credit risk. In addition, betas (), which reflect
the market/systematic risk component of equity risk premium,
are derived from regression analyses of market prices. The
Predictive Risk Premium Model (“PRPM”) uses monthly market
returns in addition to expectations of the risk-free rate.
The CAPM is market-based for many of the same reasons that
the RPM is market-based (i.e., the use of expected bond yields
and betas). Selection criteria for comparable risk, non-
price regulated companies are based on regression analyses of
market prices and reflect the market’s assessment of total

risk.

What analytical approaches did you use to determine the

company’s ROE?

As discussed earlier, I have relied on the DCF model, the
RPM, and the CAPM, which I applied to the Utility Proxy Group
described above. I also applied these same models to a Non-

Price Regulated Proxy Group described later in this section.

I rely on these models because reasonable investors use a

variety of tools and do not rely exclusively on a single
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source of information or single model. Moreover, the models
on which I rely focus on different aspects of return
requirements and provide different insights to investors’
views of risk and return. The DCF model, for example,
estimates the investor-required return assuming a constant
expected dividend vyield and growth rate in perpetuity, while
Risk Premium-based methods (i.e., the RPM and CAPM
approaches) provide the ability to reflect investors’ views
of risk, future market returns, and the relationship between
interest rates and the cost of common equity. Just as the
use of market data for the Utility Proxy Group adds the
reliability necessary to inform expert judgment in arriving
at a recommended common equity cost rate, the use of multiple
generally accepted common equity cost rate models also adds
reliability and accuracy when arriving at a recommended

common equity cost rate.

Has the Commission approved the use of multiple methods in
determining the cost of equity during past rate cases of

Peoples?

Yes. In Docket No. 20080318-GU, the Commission stated that
there are several models which satisfy the terms for
determining a fair rate of return as laid out by Hope and

Bluefield:
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While the logic of the legal and economic concepts
of a fair rate of return are fairly straight
forward, the actual implementation of these
concepts 1s more controversial. Unlike the cost
rate on debt that is fixed and known due to its
contractual terms, the cost of equity must be
estimated. Financial models have been developed to
estimate the investor-required ROE for a company.
Market-based approaches such as the Discounted Cash
Flow (DCF) model and the Capital Asset Pricing
Model (CAPM) are generally recognized as being
consistent with the market-based standards of a
fair return enunciated in Hope, 320 U.S. 591 and

Bluefield, 262 U.S. 679. [Emphasis added]?

More recently, in Order No. PSC-2023-0388-FOF-GU, issued on
December 27, 2023, the Commission considered the results of
the witnesses DCF, CAPM, and RPM analyses to determine the
appropriate range of ROEs in which to set Peoples’ authorized

return.1o

DISCOUNTED CASH FLOW

What is the theoretical basis of the DCF model?

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

investors), as depicted in the formula below:

Ke = (Do (1+9))/P + g

Where:

Ke the required return on common equity;

Dy the annualized dividend per share;

P = the current stock price; and

g = the growth rate.

Which version of the DCF model did you use?

I relied on the single-stage constant growth DCF model in my

analyses.

Please describe the dividend vyield vyou used in applying the

constant growth DCF model.
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The unadjusted dividend vyields are Dbased on the proxy
companies’ dividends as of January 15, 2025, divided by the
average closing market price for the 60 trading days ended

January 15, 2025 (see, Column 1, page 1 of Document No. 3).

Please explain your adjustment to the dividend yield.

Because dividends are paid periodically (e.g., quarterly), as
opposed to continuously (daily), an adjustment must be made
to the dividend vyield. This is often referred to as the

discrete, or the Gordon Periodic, version of the DCF model.

DCF theory calls for using the full growth rate, or Di, in
calculating the model’s dividend yield component. Since the
companies in the Utility Proxy Group increase their quarterly
dividends at various times during the vyear, a reasonable
assumption i1s to reflect one-half the annual dividend growth
rate in the dividend yield component, or Di,s. Because the
dividend should be representative of the next 12-month
period, this adjustment is a conservative approach that does
not overstate the dividend vyield. Therefore, the actual
average dividend yields in Column 1, page 1 of Document No.
3 have been adjusted upward to reflect one-half the average

projected growth rate shown in Column 5.
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Please explain the basis for the growth rates you apply to

the Utility Proxy Group in your constant growth DCF model.

Investors are likely to rely on widely available financial
information services, such as Value Line, Zacks, and S&P
Capital IQ. Investors realize that analysts have significant
insight into the dynamics of the industries and individual
companies they analyze, as well as companies’ abilities to
effectively manage the effects of changing laws and
regulations, and ever-changing economic and market
conditions. For these reasons, I used analysts’ five-year

forecasts of earnings per share growth in my DCF analysis.

Over the long run, there can be no growth in dividends per
share without growth 1in earnings per share. Security
analysts’ earnings expectations have a more significant
influence on market prices than dividend expectations. Thus,
using projected earnings growth rates in a DCF analysis
provides a better match between 1investors’ market price
appreciation expectations and the growth rate component of

the DCF.

Please summarize the constant growth DCF model results.

As shown on page 1 of Document No. 3, the application of the
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constant growth DCF model to the Utility Proxy Group results
in a range of indicated ROEs from 6.64 percent to 11.74
percent. The mean of those results is 10.49 percent, the
median result is 10.50 percent, and the average of the two is

10.50 percent.

In arriving at a conclusion for the constant growth DCF-
indicated common equity cost rate for the Utility Proxy Group,
I relied on an average of the mean and the median results of
the DCF, specifically 10.50 percent, applicable to the
Utility Proxy Group. This approach takes into consideration
all proxy company results while mitigating high and low side

outliers of those results.

THE RISK PREMIUM MODEL

Please describe the theoretical basis of the Risk Premium

Model.

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

a result, investors require higher returns from common stocks
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than from bonds to compensate them for bearing the additional

risk.

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

assets and earnings upon ligquidation.

Please explain the total market approach RPM.

The total market approach RPM adds a prospective public
utility bond yield to an average of: (1) an equity risk
premium that is derived from a beta-adjusted total market
equity risk premium, (2) an equity risk premium based on the
S&P Utilities Index, and (3) an equity risk premium based on

authorized ROEs for natural gas distribution utilities.

Please explain how you determined the expected bond yield
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applicable to the Utility Proxy Group.

The first step in the total market approach RPM analysis is
to determine the expected bond vyield. Because Dboth
ratemaking and the cost of capital, including the common
equity cost rate, are prospective in nature, a prospective
yield on similarly rated long-term debt is essential. I
relied on a consensus forecast of about 50 economists of the
expected vyield on Aaa-rated corporate bonds for the six
calendar quarters ending with the first calendar quarter of
2026, and Blue Chip’s long-term projections for 2026 to 2030
and 2031 to 2035. As shown on line 1, page 1 of Document
No. 4, the average expected yield on Moody’s Aaa-rated

corporate bonds is 5.18 percent.

Because that 5.18 percent estimate represents a corporate
bond yield and not a utility specific bond yield, I adjusted
the expected Aaa-rated corporate bond yield to an egquivalent
A2-rated public utility bond vyield, I made an upward
adjustment of 0.42 percent, which represents a recent spread
between Aaa-rated corporate bonds and A2-rated public
utility bonds (as shown on line 2 and explained in note 2
on page 1 of Document No. 4). Adding that recent 0.42
percent spread to the expected Aaa-rated corporate bond

yield of 5.18 percent results in an expected AZ2-rated public
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utility bond yield of 5.60 percent.

I then reviewed the average credit rating for the Utility
Proxy Group from Moody’s to determine if an adjustment to
the estimated A2-rated public utility bond was necessary.
Since the Utility Proxy Group’s average Moody’s long-term
issuer rating is A3, another adjustment to the expected A2-
rated public utility bond 1is needed to reflect this
difference in bond ratings. An upward adjustment of 0.06
percent, which represents one-third of a recent spread
between A2-rated and A3-rated public utility bond yields,
is necessary to make the A2 prospective Dbond vyield
applicable to an A3-rated public utility bond (as shown on
line 4 and explained in note 3 on page 1 of Document No. 4).
Adding the 0.06 percent to the 5.60 percent prospective A2-
rated public utility bond yield results in a 5.66 percent
expected bond yield applicable to the Utility Proxy Group

as shown on page 1 of Document No. 4.

To develop the total market approach RPM estimate of the
appropriate return on equity, this prospective bond yield
is then added to the average of the three different equity

risk premiums, which I now discuss, in turn.

Please explain how the beta-derived equity risk premium is
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determined.

The components of the beta-derived risk premium model are:
(1) an expected market equity risk premium over corporate
bonds, and (2) the beta. The derivation of the beta-derived
equity risk premium that I applied to the Utility Proxy Group
is shown on lines 1 through 8, on page 6 of Document No. 4.
The total beta-derived equity risk premium I applied is based
on an average of three historical market data-based equity
risk premiums, two Value Line-based equity risk premiums, and
a Bloomberg-based equity risk premium. Fach of these 1is

described below.

How did you derive a market equity risk premium based on long-

term historical data?

To derive an historical market equity risk premium, I used
the most recent holding period returns for the large company
common stocks less the average historical yield on Moody’s
RAaa/Aa-rated corporate bonds for the period 1928 to 2023.
The use of holding period returns over a very long period of
time is appropriate because it is consistent with the long-
term investment horizon presumed by 1investing in a going

concern, i.e., a company expected to operate in perpetuity.
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The long-term arithmetic mean monthly total return rate on
large company common stocks was 12.05 percent and the long-
term arithmetic mean monthly yield on Moody’s RAaa/Aa-rated
corporate bonds was 5.95 percent. As shown on line 1, page
6 of Document No. 4, subtracting the mean monthly bond yield
from the total return on large company stocks results in a

long-term historical equity risk premium of 6.10 percent.

I used the arithmetic mean monthly total return rates for the
large company stocks and yields (income returns) for the
Moody’s Aaa/Aa-rated corporate bonds, because they are
appropriate for the purpose of estimating the cost of capital
as noted in Kroll’s Stocks, Bonds, Bills, and Inflation
("SBBI”) Yearbook 2023 (“SBBI - 20237).1. The use of the
arithmetic mean return rates and vyields 1is appropriate
because historical total returns and equity risk premiums
provide insight into the variance and standard deviation of
returns needed by investors in estimating future risk when
making a current investment. If investors relied on the
geometric mean of historical equity risk premiums, they would
have no insight into the potential variance of future returns;

the geometric mean relates the change over many periods to a

constant rate of change, thereby obviating the year-to-year

fluctuations, or variance, which is «c¢ritical to risk

analysis.

37




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Q.

Please explain the derivation of the regression-based market

equity risk premium.

To derive the regression-based market equity risk premium of
7.03 percent shown on line 2, page 6 of Document No. 4, I
used the same monthly annualized total returns on large
company common stocks relative to the monthly annualized
yields on Moody’s Aaa/Aa-rated corporate bonds as mentioned
above. I modeled the relationship between interest rates and
the market equity risk premium using the observed monthly
market equity risk premium as the dependent variable, and the
monthly yield on Moody’s RAaa/Aa-rated corporate bonds as the
independent wvariable. I then used a linear Ordinary Least
Squares (“OLS”) regression, 1in which the market equity risk
premium is expressed as a function of the Moody’s RAaa/Aa-

rated corporate bond yield:

RP = o + B (Rpaa/na)
Where:
RP = the market equity risk premium;

o = the regression intercept coefficient;

P = the regression slope coefficient; and
Raza/aa = the Moody’s BRaa/RAa-rated corporate bond
yield.

Please explain the derivation of the PRPM equity risk premium.
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The PRPM, published in the Journal of Regulatory Economics,!?
was developed from the work of Robert F. Engle, who shared
the Nobel Prize in Economics in 2003 “for methods of analyzing
economic time series with time-varying volatility” or
autoregressive conditional heteroskedasticity ("ARCH”) 3w
Engle found that volatility changes over time and is related
from one period to the next, especially in financial markets.
Engle discovered that volatility of prices and returns
clusters over time and is, therefore, highly predictable and
can be used to predict future levels of risk and risk

premiums.

The PRPM estimates the risk-return relationship directly, as
the predicted equity risk premium is generated by predicting
volatility or risk. The PRPM is not based on an estimate of
investor behavior, but rather on an evaluation of the results
of that behavior (i.e., the variance of historical equity

risk premiums).

The inputs to the model are the historical returns on large
company stocks minus the historical monthly yield on Moody’s
RAaa/Aa-rated corporate bonds from January 1928 through
December 2024. Using a generalized form of ARCH, known as
generalized autoregressive conditiocnal heteroskedasticity

("GARCH”), I calculated each of the projected equity risk
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premium using Eviews©®© statistical software. When the GARCH
model is applied to the historical return data, it produces
a predicted GARCH variance series and a GARCH coefficient.
Multiplying the predicted monthly wvariance by the GARCH
coefficient and then annualizing it produces the predicted
annual equity risk premium. The resulting PRPM predicted a

market equity risk premium of 7.56%.14

Please explain the derivation of projected equity risk
premiums based on the Value Line Summary & Index for your RPM

analysis.

As noted above, because both ratemaking and the cost of
capital are prospective, a prospective market equity risk
premium is needed. The derivation of the forecasted or
prospective market equity risk premium can be found in note
4, page 6 of Document No. 4. Consistent with my calculation
of the dividend vyield component in my DCF analysis, this
prospective market equity risk premium is derived from an
average of the three- to five-year median market price
appreciation potential by Value Line for the 13 weeks ended
January 17, 2025, plus an average of the median estimated
dividend vyield for the common stocks of the 1,700 firms
covered in Value Line (Standard Edition) (as explained in

detail in note 1, page 2 of Document No. b5).
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The average median expected price appreciation is 40 percent,
which translates to a 8.78 percent annual appreciation, and
when added to the average of Value Line’s median expected
dividend vyields of 2.01 percent, equates to a forecasted
annual total return rate on the market of 10.79 percent. The
forecasted Moody’s Aaa-rated corporate bond yield of 5.18
percent 1s deducted from the total market return of 10.79
percent, resulting in an equity risk premium of 5.61 percent,

as shown on line 4, page 6 of Document No. 4.

Please explain the derivation of an equity risk premium based

on the S&P 500 companies.

Using data from Value Line, Bloomberg, and S&P Capital IQ, I
calculated an expected total return on the S&P 500 companies
using expected dividend yields and long-term growth estimates
as a proxy for capital appreciation. The expected total
return for the S&P 500 1is 16.33 percent. Subtracting the
prospective vyield on Moody’s Aaa-rated corporate bonds of
5.18 percent results in a 11.15 percent projected equity risk

premium.

What is your conclusion of a beta-derived equity risk premium

for use in your RPM analysis?
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I gave equal weight to all five equity risk premiums based on
each source (historical, Value Line Summary & Index, and
aggregate Value Line, Bloomberg, and S&P Capital IQ Market
DCF) 1in arriving at a 7.49 percent equity risk premium, as

shown on page 6 of Document No. 4.

After calculating the average market equity risk premium of
7.49 percent, I adjusted it by beta to account for the risk
of the Utility Proxy Group. As discussed below, beta is a
meaningful measure of prospective relative risk to the market
as a whole, and is a logical way to allocate a company’s, or
proxy group’s, share of the market’s total equity risk premium
relative to corporate bond yields. As shown on page 1 of
Document No. 5, the average of the mean and median beta for
the Utility Proxy Group is 0.79. Multiplying this beta by
the market equity risk premium of 7.49 percent results in a
beta-adjusted equity risk premium for the Utility Proxy Group

of 5.92 percent.

How did you derive the equity risk premium based on the S&P

Utility Index and Moody’s A2-rated public utility bonds?

I estimated three equity risk premiums based on S&P Utility
Index holding period returns, and one equity risk premiums

based on the expected returns of the S&P Utilities Index,
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using Value Line, Bloomberg, and S&P Capital IQ data. Turning
first to the S&P Utility Index holding period returns, I
derived a long-term monthly arithmetic mean equity risk
premium between the S&P Utility Index total returns of 10.59
percent and monthly Moody’s A2-rated public utility bond
yields of 6.42 percent from 1928 to 2024, to arrive at an
equity risk premium of 4.16 percent (as shown on line 1, page
9 of Document No. 4). I then used the same historical data
to derive an equity risk premium of 4.91 percent based on a
regression of the monthly equity risk premiums. The final
S&P Utility Index holding period equity risk premium involved
applying the PRPM using the historical monthly equity risk
premiums from January 1928 to December 2024 to arrive at a
PRPM-derived equity risk premium of 4.72 percent for the S&P

Utility Index.

I then derived an expected total return on the S&P Utilities
Index of 11.14 percent using data from Value Line, Bloomberg,
and S&P Capital IQ and subtracted the prospective Moody’'s A2-
rated public utility bond yield of 5.60 percent (derived on
line 3, page 1 of Document No. 4). This resulted in equity
risk premium of 5.54 percent. As with the market equity risk
premiums, I averaged the four risk premiums to arrive at my
utility-specific equity risk premium of 4.83 percent, as

shown on page 9 of Document No. 4.
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How did you derive an equity risk premium of 4.79 percent

based on authorized ROEs for gas utilities?

The equity risk premium of 4.79 percent shown on page 10 of
Document No. 4 is the result of a regression analysis based
on regulatory awarded ROEs related to the yields on Moody'’s
A?2-rated public utility bonds, and contains the graphical
results of a regression analysis of 848 rate cases for
distribution natural gas wutilities, which were fully
litigated during the period from January 1, 1980 through
January 15, 2025. It shows the implicit equity risk premium
relative to the yields on A2-rated public utility bonds
immediately prior to the issuance of each regulatory
decision. It is readily discernible that there is an inverse
relationship between the vyield on A2-rated public utility
bonds and equity risk premiums. In other words, as interest
rates decline, the equity risk premium rises and vice versa,
a result consistent with financial 1literature on the
subject.1® I used the regression results to estimate the
equity risk premium applicable to the projected yield on
Moody’s A2-rated public utility bonds. Given the expected
A2-rated utility bond vyield of 5.60 percent, it can be
calculated that the indicated equity risk premium applicable

to that bond yield is 4.79 percent.
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What is your conclusion of equity risk premium for use in

your total market approcach RPM for the Utility Proxy Group?

The equity risk premium I applied to the Utility Proxy Group
is 5.18 percent, which is the average of the beta-adjusted
equity risk premium for the Utility Proxy Group, the S&P
Utilities 1Index, and the authorized return utility equity
risk premiums of 5.92 percent, 4.83 percent, and 4.7% percent,

respectively, as shown on page 5 of Document No. 4.

What is the indicated RPM common equity cost rate based on

the total market approach?

As shown on line 7, page 1 of Document No. 4, I calculated a
common equity cost rate of 10.84 percent for the Utility Proxy
Group based on the total market approach RPM, or 10.85 percent

excluding the PRPM equity risk premium.

THE CAPITAL ASSET PRICING MODEL

Please explain the theoretical basis of the CAPM.

CAPM theory defines risk as the co-variability of a security’s
returns with the market’s returns as measured by the beta
(BY. A beta less than 1.0 indicates lower variability than

the market as a whole, while a beta greater than 1.0 indicates
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greater variability than the market.

The CAPM assumes that all non-market or unsystematic risk can
be eliminated through diversification. The risk that cannot
be eliminated through diversification is called market, or
systematic, risk. In addition, the CAPM presumes that
investors only require compensation for systematic risk,
which is the result of macroeconomic and other events that
affect the returns on all assets. The model is applied by
adding a risk-free rate of return to a market risk premium,
which is adjusted proportionately to reflect the systematic
risk of the individual security relative to the total market
as measured by the beta. The traditional CAPM model 1is

expressed as:

Rs = Re + B (Rm - Rg)
Where:
Rs = Return rate on the common stock;
Rf = Risk-free rate of return;
Rn = Return rate on the market as a whole; and
B = Adjusted beta (volatility of the security

relative to the market as a whole).

Numerous tests of the CAPM have measured the extent to which
security returns and beta are related as predicted by the

CAPM, confirming its validity. The empirical CAPM (“ECAPM”)
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reflects the reality that while the results of these tests
support the notion that the beta is related to security
returns, the empirical Security Market Line (“SML”) described
by the CAPM formula is not as steeply sloped as the predicted

SML.1% The ECAPM reflects this empirical reality.

The ECAPM is a well-established model that has been relied on
in both academic and regulatory settings. Fama & French
clearly state regarding the figure in Document No. 11, below,
that “[t]lhe returns on the low beta portfolios are too high,

and the returns on the high beta portfolios are too low.”!/

In addition, Morin observes that while the results of these
tests support the notion that beta is related to security
returns, the empirical SML described by the CAPM formula is
not as steeply sloped as the predicted SML. Morin states:

With few exceptions, the empirical studies agree

that .. low-beta securities earn returns somewhat

higher than the CAPM would predict, and high-beta

securities earn less than predicted.!®

* * *

Therefore, the empirical evidence suggests that the

expected return on a security is related to its

risk by the following approximation:

K = RF + x (RM - RF) + (l-x) P (RM - RF)
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where x is a fraction to be determined empirically.
The value of x that best explains the observed
relationship [is] Return = 0.0829 + 0.0520 p is
between 0.25 and 0.30. If x = 0.25, the equation
becomes:

K = RF + 0.25(RM - RF) + 0.75 B(RM - RF)1!®

Fama & French provide similar support for the ECAPM when they

state:
The early tests firmly reject the Sharpe-Lintner
version of the CAPM. There is a positive relation
between beta and average return, but it is too
'flat.'.. The regressions consistently find that the
intercept 1is greater than the average risk-free
rate.. and the coefficient on beta is less than the
average excess market return.. This 1is true in the
early tests.. as well as 1in more recent cross-
section regressions tests, like Fama and French

(1992) .20

Finally, Fama & French further note:
Confirming earlier evidence, the relation between
beta and average return "for the ten portfolios is
much flatter than the Sharpe-Linter CAPM predicts.

The returns on low beta portfolios are too high,
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and the returns on the high beta portfolios are too
low. For example, the predicted return on the
portfolio with the lowest beta is 8.3 percent per
year; the actual return as 11.1 percent. The
predicted return on the portfolio with the t beta
is 16.8 percent per vyear; the actual is 13.7

percent.?!

Clearly, the justification from Morin and Fama & French, along
with their reviews of other academic research on the CAPM,
validate the use of the ECAPM. In view of theory and
practical research, I have applied both the traditional CAPM
and the ECAPM to the companies in the Utility Proxy Group and

averaged the results.

What betas did you use in your CAPM analysis?

With respect to beta, I considered two methods of calculation:
(1) the average of the betas of the respective proxy group
companies as reported by Bloomberg, and (2) the average of
the betas of the respective proxy group companies as reported
by Value Line. While Dboth of those services adjust their
calculated (or “raw”) betas to reflect the tendency of beta
to regress to the market mean of 1.00, Value Line calculates

beta over a five-year period, while Bloomberg’s calculation
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is based on two years of data.

Please describe your selection of a risk-free rate of return.

As discussed previously, the risk-free rate adopted for both
applications of the CAPM is 4.44 percent. This risk-free
rate 1is based on the average of the Blue Chip consensus
forecast of the expected yields on 30-year U.S. Treasury bonds
for the six quarters ending with the second calendar guarter
of 2026, and long-term projections for the years 2026 to 2030

and 2031 to 2035.

Please explain the estimation of the expected risk premium

for the market used in your CAPM analysis.

The basis of the market risk premium is explained in detail
in note 1 on page 2 of Document No. 5. As discussed above,
the market risk premium is derived from an average of three
historical data-based market risk premiums, one Value Line
data-based market risk premium, and one Value line,

Bloomberg, and S&P Capital IQ data-based market risk premium.

The long-term income return on U.S. Government securities of
4.99 percent was deducted from the monthly historical total

market return of 12.29 percent, which results in an historical
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market equity risk premium of 7.31 percent. I applied a
linear OLS regression to the monthly annualized historical
returns on the S&P 500 relative to historical yields on long-
term U.S. Government securities. That regression analysis
yielded a market equity risk premium of 8.06 percent. The
PRPM market equity risk premium is 8.45 percent and is derived
using the PRPM relative to the vyields on long-term U.S.
Treasury securities from January 1926 through December 2024,

as shown on page 2 of Document No. 5.

The Value Line-derived forecasted total market equity risk
premium is derived by deducting the forecasted risk-free rate
of 4.44 percent, discussed above, from the Value Line
projected total annual market return of 10.72 percent,
resulting in a forecasted total market equity risk premium of

6.35 percent.

The S&P 500 projected market equity risk premium using Value
Line, Bloomberg, and S&P Capital IQ data 1s derived by
subtracting the projected risk-free rate of 4.44 percent from
the projected total return of the S&P 500 of 16.33 percent.

The resulting market equity risk premium is 11.89 percent.

These five market risk premium measures, when averaged,

result in an average total market equity risk premium of 8.41
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percent. Excluding the PRPM from the calculation of the

market risk premium produces an 8.40 percent estimate.

What are the results of your application of the traditional

and empirical CAPM to the Utility Proxy Group-?

As shown on page 1 of Document No. 5, the mean result of my
CAPM/ECAPM applied to the Utility Proxy Group 1is 11.20
percent, the median is 11.16 percent, and the average of the
two is 11.18 percent. Excluding the PRPM from the calculation
of the market risk premium, the mean result of my CAPM/ECAPM
applied to the Utility Proxy Group is 11.19 percent, the
median is 11.15 percent, and the average of the two is 11.17
percent. Consistent with my reliance on the average of mean
and median DCF results discussed above, the indicated common
equity cost rate for each group using the CAPM/ECAPM is 11.18

percent and 11.17 percent excluding the PRPM.

COMMON EQUITY COST RATES FOR A PROXY GROUP OF DOMESTIC,

NON-PRICE REGULATED COMPANIES BASED ON THE DCF, RPM, AND

CAPM

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

regulated companies?

Although I am not an attorney, my interpretation of the Hope
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and Bluefield cases 1s that they did not specify that
comparable risk companies had to be utilities. Since the
purpose of rate regulation 1is to be a substitute for
marketplace competition, non-price regulated firms operating
in the competitive marketplace make an excellent proxy if
they are comparable in total risk to the Utility Proxy Group
being used to estimate the cost of common equity. The
selection of such domestic, non-price regulated competitive
firms theoretically and empirically results in a proxy group
which is comparable in total risk to the Utility Proxy Group,
since all of these companies compete for capital in the exact

same markets.

How did you select non-price regulated companies that are

comparable in total risk to the Utility Proxy Group?

In order to select a proxy dgroup of domestic, non-price
regulated companies similar in total risk to the Utility Proxy
Group, I relied on betas and related statistics derived from
Value Line regression analyses of weekly market prices over
the most recent 260 weeks (i.e., five years). As shown on
Document No. 6, these selection criteria resulted in a proxy
group of 49 domestic, non-price regulated firms comparable in
total risk to the Utility Proxy Group. Total risk is the sum

of non-diversifiable market risk and diversifiable company-
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specific risks. The criteria used in selecting the domestic,

non-price regulated firms were:

¢ They must be covered by Value Line (Standard Edition);

e They must be domestic, non-price regulated companies,
i.e., not utilities;

¢ Their unadjusted betas must lie within plus or minus two
standard deviations of the average unadjusted beta of the
Utility Proxy Group; and

¢ The residual standard errors of the Value Line
regressions, which gave rise to the unadjusted betas, must
lie within plus or minus two standard deviations of the
average residual standard error of the Utility Proxy

Group.

Betas measure market, or systematic, risk, which is not

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

similar residual standard errors resulting from the same

regression analyses have similar total investment risk.

Did you calculate the common equity cost rate using the DCF

model, the RPM, and the CAPM for the Non-Price Regulated Proxy

Group?
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Yes. Because the DCF model, RPM, and CAPM have been applied
in an identical manner as described above, I will not repeat
the details of the rationale and application of each model.
One exception is in the application of the RPM, where I did

not use public utility-specific equity risk premiums.

Page 2 of Document No. 7 derives the constant growth DCF model
common eqgquity cost rate. As shown, the indicated common
equity cost rate, using the constant growth DCF for the Non-
Price Regulated Proxy Group comparable in total risk to the

Utility Proxy Group, is 11.37 percent.

Pages 3 through 5 of Document No. 7 contain the data and
calculations that support the 12.44 percent RPM common equity
cost rates (12.42 percent excluding the PRPM). As shown on
line 1, page 3 of Document No. 7, the consensus prospective
yield on Moody’s Baa2-rated corporate bonds for the six
gquarters ending in the second quarter of 2026, and for the
years 2026 to 2030 and 2031 to 2035, is 6.01 percent.??2 Since
the Non-Price Regulated Proxy Group has an average Moody'’s
long-term issuer rating of Baal, a downward adjustment of
0.09 percent to the projected Baa2-rated corporate bond yield
is necessary to reflect a difference in ratings which results
in a projected Baal-rated corporate bond yield of 5.92

percent.
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When beta-adjusted risk premiums of 6.52 percent and 6.50
excluding the PRPM (as derived on page 5 of Document No. 7)
relative to the Non-Price Regulated Proxy Group are added to
the adjusted prospective Baal bond yield of 5.92 percent, the
indicated RPM common equity cost rates are 12.44 percent and

12.42 percent, respectively.

Page 6 of Document No. 7 contains the inputs and calculations
that support my indicated CAPM/ECAPM common equity cost rate
of 11.86 percent. Page 7 of Document No. 7 contains the
inputs and calculations that support my indicated CAPM/ECAPM

common equity cost rate of 11.85 percent excluding the PRPM.

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

Proxy Group?

As shown on page 1 of Document No. 7, the results of the
common equity models applied to the Non-Price Regulated Proxy
Group - which group is comparable in total risk to the Utility
Proxy Group - are as follows: 11.37 percent (DCF), 12.44
percent (RPM), and 11.86 percent (CAPM). Excluding the PRPM
the estimates are as follows: 11.37 percent (DCF), 12.42

percent (RPM), and 11.85 percent (CAPM).
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VII.

The average of the mean and median of these models is 11.88
percent and 11.87 percent excluding the PRPM, which I used as
the indicated common equity cost rates for the Non-Price
Regulated Proxy Group. To be conservative, I do not consider
the results of this analysis directly in my determination of
the reasonable range of ROEs attributable to the Utility Proxy

Group.

RANGE OF COMMON EQUITY COST RATES BEFORE ADJUSTMENTS
What 1is the range of indicated common equity cost rates

produced by your ROE models?

By applying multiple cost of common equity models to the
Utility Proxy Group and the Non-Price Regulated Proxy Group,
the indicated range of common equity cost rates attributable
to the Utility Proxy Group before any relative risk
adjustments 1is between 10.50 percent and 11.18 percent, as
shown on Document No. 1, page 2 (between 10.50 percent and
11.17 percent excluding the PRPM). I used multiple cost of
common equity models as primary tools in arriving at my
recommended common equity cost rate, because no single model
is so 1inherently precise that it can be relied on to the
exclusion of other theoretically sound models. Using
multiple models adds reliability to the estimated common

equity cost rate, with the prudence of using multiple cost of
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VIII.

common equity models supported in both the financial

literature and regulatory precedent.

As will be discussed below, Peoples has greater risk than the
Utility Proxy Group. Because of this, the indicated range of
model results based on the Utility Proxy Group must be

adjusted to reflect Peoples’ greater relative risk.

ADJUSTMENTS TO THE COMMON EQUITY COST RATE
What company-specific business risks did you consider for

your relative risk analysis?

As detailed below, I have considered flotation costs. I also

considered Peoples’ smaller relative size.

FLOTATION COSTS

What are flotation costs?

Flotation costs are those costs associated with the sale of
new issuances of common stock. They include market pressure
and the mandatory unavoidable costs of issuance (e.qg.,
underwriting fees and out-of-pocket costs for printing,
legal, registration, etc.). For every dollar raised through
debt or equity offerings, the company receives less than one

full dollar in financing.
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Has the Commission supported the use of flotation cost

adjustments in past rate proceedings?

Yes. In Peoples’ recent 2023 rate proceeding the Commission

noted:
In PGS’s last rate case in 2008, we did not make a
specific adjustment for flotation costs, but in our
order we stated that we have traditionally recognized
a reasonable adjustment for flotation costs in the
determination of the investor required return...We find
witness D’Ascendis’s method to determine the flotation
cost 1is credible and provided persuasive evidence for
his recommendation to include a flotation cost of 9

basis points.?3

Why is 1t important to recognize flotation costs in the

allowed common equity cost rate?

It is important because there is no other mechanism in the
ratemaking paradigm through which such costs can be
recognized and recovered. Because these costs are real,
necessary, and legitimate, recovery of these costs should be
permitted. As noted by Morin:

The costs of issuing these securities are just as

real as operating and maintenance expenses or costs
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incurred to build utility plants, and fair
regulatory treatment must permit the recovery of
these costs...

The simple fact of the matter is that common equity
capital is not free...[Flotation costs] must be

recovered through a rate of return adjustment.??

Should flotation costs be recognized whether or not there is

a stock issuance of additional shares during the test year?

Yes. As noted above, there is no mechanism to recapture such
costs in the ratemaking paradigm other than an adjustment to
the allowed common equity cost rate. Flotation costs are
charged to capital accounts and are not expensed on a
utility’s income statement. As such, flotation costs are
analogous to capital investments, albeit negative, reflected
on the balance sheet. Recovery of capital investments relates
to the expected useful lives of the investment. Since common
equity has a very long and indefinite 1life (assumed to be
infinity in the standard regulatory DCF model), flotation
costs should be recovered through an adjustment to common
equity cost rate, even when there has not been an issuance
during the test vyear, or 1in the absence of an expected

imminent issuance of additional shares of common stock.
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Historical flotation costs are a permanent loss of investment
to the utility and should be accounted for. When any company,
including a utility, issues common stock, flotation costs are
incurred for legal, accounting, printing fees and the like.
For each dollar of issuing market price, a small percentage
is expensed and is permanently unavailable for investment in
utility rate base. Since these expenses are charged to
capital accounts and not expensed on the income statement,
the only way to restore the full wvalue of that dollar of
issuing price with an assumed investor required return of
10.00 percent is for the net investment, $0.95, to earn more
than 10.00 percent to net back to the investor a fair return
on that dollar. 1In other words, if a company issues stock at
$1.00 with 5.00 percent in flotation costs, it will net $0.95
in investment. Assuming the investor in that stock requires
a 10.00 percent return on his or her invested $1.00 (i.e., a
return of $0.10), the company needs to earn approximately

10.5 percent on its invested $0.95 to receive a $0.10 return.

Do the common equity cost rate models you have used already

reflect investors’ anticipation of flotation costs?

No. All of these models assume no transaction costs. The
literature is gquite clear that these costs are not reflected

in the market prices paid for common stocks. For example,
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Brigham and Daves confirm this and provide the methodology
utilized to calculate the flotation adjustment.?2° In
addition, Morin confirms the need for such an adjustment even
when no new equity issuance is imminent.?® Consequently, it
is proper to include a flotation cost adjustment when using
cost of common equity models to estimate the common equity

cost rate.

How did you calculate the flotation cost allowance?

I modified the DCF calculation to provide a dividend yield
that would reimburse investors for 1ssuance costs 1in
accordance with the method cited in literature by Brigham and
Daves, as well as by Morin. The flotation cost adjustment
recognizes the actual costs of issuing equity that were
incurred by Peoples’ parent, Emera, in its equity issuances
since 2016 when 1t acquired Peoples. Based on the issuance
costs shown on Document No. 8, an adjustment of 0.08 percent
is required to reflect the flotation costs applicable to the

Utility Proxy Group.

SIZE ADJUSTMENT

Does Peoples’ smaller size relative to the Utility Proxy Group

companies increase its business risk?
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Yes. Peoples’ smaller size relative to the Utility Proxy
Group companies indicates greater relative business risk for
the company because, all else being equal, size has a material

bearing on risk.

Size affects Dbusiness 1risk Dbecause smaller companies
generally are less able to cope with significant events that
affect sales, revenues, and earnings. For example, smaller
companies face more risk exposure to business cycles and
economic conditions, both nationally and locally.
Additionally, the loss of revenues from a few larger customers
would have a greater effect on a small company than on a

bigger company with a larger, more diverse, customer base.

As further evidence that smaller firms are riskier, investors
generally demand greater returns from smaller firms to
compensate for less marketability and ligquidity of their
securities. Kroll’s Cost of Capital Navigator: U.S. Cost of
Capital Module (“Kroll”) discusses the nature of the small-
size phenomenon, providing an indication of the magnitude of
the size premium based on several measures of size. In
discussing “Size as a Predictor of Equity Returns,” Kroll
states:
The size effect 1s Dbased on the empirical

observation that companies of smaller size are
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associated with greater risk and, therefore, have
greater cost of capital [sic]. The “size” of a
company is one of the most important risk elements
to consider when developing cost of equity capital
estimates for use 1n wvaluing a business simply
because size has been shown to be a predictor of
egquity returns. In other words, there 1is a
significant (negative) relationship between size
and historical equity returns - as size decreases,
returns tend to increase, and vice versa. [Footnote

omitted] [Emphasis in originall].?”

Furthermore, in The Capital Asset Pricing Model: Theory and
Evidence, Fama & French note size is indeed a risk factor
which must be reflected when estimating the cost of common
equity. On page 38, they note:
the higher average returns on small stocks
and high book-to-market stocks reflect unidentified
state variables that produce undiversifiable risks
(covariances) in returns not captured in the market
return and are priced separately from market

betas. 28

Based on this evidence, Fama & French proposed their three-

factor model which includes a size variable in recognition of
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the effect size has on the cost of common equity.

Also, 1t is a basic financial principle that the use of funds
invested, and not the source of funds, is what gives rise to
the risk of any investment.?? Eugene Brigham, a well-known
authority, states:
A  number of researchers have observed that
portfolios of small-firms (sic) have earned
consistently higher average returns than those of
large-firm stocks; this is called the “small-firm
effect.” On the surface, 1t would seem to be
advantageous to the small firms to provide average
returns in a stock market that are higher than those
of larger firms. In reality, it is bad news for
the small firm; what the small-firm effect means is
that the capital market demands higher returns on
stocks of small firms than on otherwise similar

stocks of the large firms. [Emphasis added]?3°

Consistent with the financial principle of risk and return
discussed above, increased relative risk due to small size
must be considered in the allowed rate of return on common
equity. Therefore, the Commission’s authorization of a cost
rate of common equity in this proceeding must appropriately

reflect the unique risks of Peoples, including its smaller
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relative size, which is Jjustified and supported above by

evidence in the financial literature.

Is there a way to quantify a relative risk adjustment due to

Peoples’ smaller size relative to the Utility Proxy Group-?

Yes. Peoples has greater relative risk than the average
utility in the Utility Proxy Group because of its smaller
size compared with the utilities in those groups, as measured
by an estimated market capitalization of common equity for

the company.

As shown 1in page 1 of Document No. 8, Peoples’ estimated
market capitalization 1is approximately $2.693 billion,
compared with the market capitalization of the average
companies in the Utility Proxy Group of approximately $8.011
billion as of January 15, 2025. The average company in the
Utility Proxy Group have a market capitalization of 3.0 times

the size of Peoples’ estimated market capitalization.

As a result, it is necessary to upwardly adjust the indicated
range of common equity cost rates attributable to the Utility
Proxy Group to reflect the company’s greater risk due to their
smaller relative size. The determination is based on the

size premiums for portfolios of New York Stock Exchange,
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American Stock Exchange, and NASDAQ listed companies ranked
by deciles for the 1926 to 2024 period. The average size
premium for the Utility Proxy Group with a market
capitalization of $8,011.11 million falls in the 3rd decile,
while the Company’s estimated market capitalization of
$2,692.85 million places it in the 6th decile. The size
premium spread between the 3rd decile and the 6th decile is
0.60 percent. Even though a 0.60 percent upward size
adjustment is indicated, I applied a size premium of 0.20
percent to the company’s indicated common equity cost rate in

order to be conservative.

Since Peoples is an indirectly owned operating subsidiary of
Emera, why 1s the size of the total company not more
appropriate to use when determining a business risk

adjustment?

The return derived 1in this proceeding will not apply to
Emera’s operations as a whole, but only to Pecoples. Emera is
the sum of its constituent parts, including those constituent
parts’ ROEs. Potential investors in Emera are aware that it
is a combination of operations in each state, and that each
state’s operations experience the operating risks specific to
their Jjurisdiction. The market’s expectation of Emera’s

return 1s commensurate with the realities of Emera’s
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composite operations 1in each of the states in which it

operates.

What 1s vyour conclusion regarding an adjustment for the

company’s specific business risks?

Based on my analysis, a business risk adjustment of 0.20
percent 1s appropriate for Peoples to account for the
company’s smaller size. Even though my analysis of the
company’s smaller size relative to the Utility Proxy Group
indicates an upward size adjustment of 0.60 percent, I
conservatively applied an overall business risk adjustment of
0.20 percent to the results as shown on page 2 of Document

No. 1.

Please summarize your adjustments to the indicated ranges of

ROEs applicable to the Utility Proxy Group.

The summary of my adjustments for the company-specific
business risks and flotation costs to the indicated ranges of
ROEs applicable to the Utility Proxy Group are summarized in
page 2 of Document No. 1. As shown, the range of ROEs
applicable to the company is between 10.78 percent and 11.46
percent, or 10.78 percent and 11.45 percent excluding the

PRPM.

68




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

IX.

CONCLUSION

What is your recommended ROE for Peoples?

Given the indicated ROE range applicable to the company of

10.78 percent to 11.46 percent (10.78 percent to 11.45 percent

excluding the PRPM), I conclude that an appropriate ROE for

the company is 11.10 percent.

In your opinion, 1s your proposed ROE of 11.10 percent fair

and reasonable to Peoples and its customers?

Yes, it is.

In your opinion, 1is Peoples’ proposed capital structure

consisting of 41.69 percent long-term debt and 54.70 percent

common equity fair and reasonable?

Yes, it is.

Does this conclude your prepared direct testimony?

Yes.
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DOCKET NO. 20250029-GU
EXHIBIT NO. DD-1
WITNESS: D'ASCENDIS
DOCUMENT NO. 1

PAGE 2 OF 2

FILED: 03/31/2025

Peoples Gas System
Brief Summarv of Common Equity Cost Rate

Proxy Group of Seven
Proxy Group of Seven Natural Gas Companies
Line No. Principal Methods Natural Gas Companies (exc. PRPM)
1. Discounted Cash Flow Model (DCF) (1) 10.50% 10.50%
2. Risk Premium Model (RPM) (2) 10.84% 10.85%
3. Capital Asset Pricing Model (CAPM) (3) 11.18% 11.17%
4. Market Models Applied to Comparable Risk, Non-Price
Regulated Companies (4) 11.88% 11.87%
5 Indicated Common Equity Cost Rate before Adjustment for
’ Unique Risk 10.50% - 11.18% 10.50%-11.17%
6. Size Adjustment (5) 0.20% 0.20%
7. Credit Risk Adjustment (6) 0.00% 0.00%
8. Flotation Cost Adjustment (7) 0.08% 0.08%
9. Indicated Common Equity Cost Rate after Adjustment 10.78% - 11.46% 10.78%-11.45%
10. Recommended Common Equity Cost Rate 11.10% 11.10%

Notes: (1) From page 1 of Document No. 3.

(2) From page 1 of Document No. 4.

(3) From page 1 of Document No. 5.

(4) From page 1 of Document No. 7.

(5) Size adjustment to reflect the Company's smaller size compared to the Utility Proxy Group's as detailed in the accompanying
Direct Testimony.

(6) The company does not have a credit rating from Moody's. However, it's A- rating from Fitch Ratings is consistent with an A3
rating from Moody's. No credit risk adjustment is necessary as the bond rating of the company (A- from Fitch Ratings) is
identical to the average credit rating of the utility proxy group (A3).

(7) From Document No. 9.
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Proxy Group of Seven Natural Gas Companies
CAPITALIZATION AND FINANCIAL STATISTICS (1)
2019 - 2023, Inclusive

2023 2022 2021 2020 2019
(MILLIONS OF DOLLARS)

Capitalization Statistics
Amount of Capital Employed

Total Permanent Capital $9,183.685 $8,210.117 $7,442.590 $6,654.657 $5,863.473

Short-Term Debt $745.215 $823.046 $628.829 $300.871 $554.766

Total Capital Employed $9,928.900 $9,033.163 $8,071.419 $6,955.528 $6,418.239
Indicated Average Capital Cost Rates (2

Total Debt 4.10 % 3.17 % 290 % 339 % 3.74 %

Preferred Stock 5.22 % 4.84 % 5.33 % 6.19 % 4.60 %

SYEAR
Capital Structure Ratios AVERAGE
Based on Total Permanent Capital:

Long-Term Debt 52.23 % 51.17 % 51.57 % 50.16 % 46.87 % 50.40 %

Preferred Stock 0.86 1.84 1.98 1.53 1.65 1.57

Common Equity 46.90 46.99 46.45 48.31 51.48 48.03

Total 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Based on Total Capital:

Total Debt, Including Short-Term Debt 5491 % 55.90 % 56.25 % 53.27 % 51.14 % 5430 %

Preferred Stock 0.75 1.64 1.87 1.42 1.44 1.42

Common Equity 44.34 42.46 41.89 45.30 47.41 44.28

Total 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Financial Statistics
Financial Ratios - Market Based

Earnings / Price Ratio 542 % 418 % 5.24 % 385 % 397 % 453 %

Market / Average Book Ratio 156.78 180.83 170.62 184.68 219.63 182.51

Dividend Yield 3.79 3.29 3.46 3.14 2.60 3.26

Dividend Payout Ratio 70.31 58.56 61.19 78.10 67.01 67.03
Rate of Return on Average Book Common Equity 8.63 % 8.06 % 9.49 % 7.11 % 874 % 841 %
Total Debt / EBITDA (3 5.18 x 5.39 x 5.59 x 5.72 x 481 x 5.34 x
Funds from Operations / Total Debt (4) 27.32 % 11.51 % 9.24 % 14.20 % 15.23 % 15.50 %
Total Debt / Total Capital 5491 % 55.90 % 56.25 % 53.27 % 51.14 % 54.29 %

Notes:
(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results for each individual company in
the group, and are based upon financial statements as originally reported in each year.

(2) Computed by relating actual total debt interest or preferred stock dividends booked to average of beginning and ending total debt or
preferred stock reported to be outstanding.

(3) Total debtrelative to EBITDA (Earnings before Interest, Income Taxes, Depreciation and Amortization).

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

Source of Information: Company Annual Forms 10-K
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Capital Structure Based upon Total Permanent Capital for the
Proxy Group of Seven Natural Gas Companies
2019 - 2023, Inclusive

5 YEAR
2023 2022 2021 2020 2019 AVERAGE
Atmos Energy Corporation
Long-Term Debt 3762 % 37.96 % 39.35 % 40.02 % 38.03 % 38.60 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 62.38 62.04 60.65 59.98 61.97 61.40
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %
New Jersey Resources Corporation
Long-Term Debt 59.16 % 58.49 % 57.81 % 55.35 % 50.11 % 56.18 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 40.84 41.51 42.19 44.65 49.89 43.82
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %
NiSource Inc.
Long-Term Debt 57.26 % 55.77 % 57.09 % 61.64 % 56.79 % 57.71 %
Preferred Stock 2.51 9.03 9.55 5.87 6.35 6.66
Common Equity 40.23 35.20 33.36 32.49 36.85 35.63
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %
Northwest Natural Holding Company
Long-Term Debt 5511 % 53.21 % 52.12 % 51.81 % 50.43 % 52.54 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 44.89 46.79 47.88 48.19 49.57 47.46
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %
ONE Gas, Inc.
Long-Term Debt 44.05 % 4210 % 41.74 % 41.76 % 37.65 % 41.46 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 55.95 57.90 58.26 58.24 62.35 58.54
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %
Southwest Gas Holdings, Inc.
Long-Term Debt 5843 % 59.25 % 59.90 % 50.90 % 49.58 % 55.61 %
Preferred Stock 0.00 0.00 0.00 0.00 0.00 0.00
Common Equity 41.57 40.75 40.10 49.10 50.42 44.39
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %
Spire Inc.
Long-Term Debt 54.01 % 51.42 % 52.98 % 49.62 % 45.49 % 50.70 %
Preferred Stock 3.52 3.84 4.28 4.83 5.19 4.33
Common Equity 42.46 44.74 42.74 45.55 49.32 44.96
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %
Proxy Group of Seven Natural Gas Companies
Long-Term Debt 5223 % 51.17 % 51.57 % 50.16 % 46.87 % 50.40 %
Preferred Stock 0.86 1.84 1.98 1.53 1.65 1.57
Common Equity 46.90 46.99 46.45 48.31 51.48 48.03
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %  100.00 %

Source of Information
Annual Forms 10-K
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Peoples Gas System
Operating Subsidiary Company Capital Structures of the

Proxy Group of Seven Natural Gas Companies

2023
Parent
Company Common Total
Company Name Ticker Equity Total Debt Capital
Atmos Energy Corporation ATO 60.41% 39.59% 100.00%
New Jersey Natural Gas Company NJR 37.70% 62.30% 100.00%
Northern Indiana Public Service Company NI 59.26% 40.74% 100.00%
Northwest Natural Gas Company NWN 45.77% 54.23% 100.00%
ONE Gas, Inc. 0GS 47.40% 52.60% 100.00%
Southwest Gas Corporation SWX 47.62% 52.38% 100.00%
Spire Alabama Inc. SR 50.89% 49.11% 100.00%
Spire Missouri Inc. SR 44.21% 55.79% 100.00%
Average 49.16% 50.84%
Maximum 60.41% 62.30%
Minimum 37.70% 39.59%

Source: S&P Global Market Intelligence.
Company Financial Statements.
Northern Indiana Public Service Company is from FERC financial Report Form Form No. 1.
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Indicated Common Equity Cost Rate Using the Discounted Cash Flow Model for the
Proxy Group of Seven Natural Gas Companies

[1] [2] [3] [4] [5] [6] [7]
Value Line Zack's Five Average
Projected Year S&P Capital 1Q Projected Indicated
Average Five Year Projected Projected Five Five Year Adjusted Common
Proxy Group of Seven Natural Gas Dividend Yield Growth in Growth Rate Year Growth Growth in Dividend Equity Cost
Companies (1) EPS(2) in EPS in EPS EPS (3) Yield (4) Rate (5)
Atmos Energy Corporation 245 % 7.00 % 7.00 % 7.51 % 717 % 254 % 971 %
New Jersey Resources Corporation 3.79 5.00 NA 5.60 5.30 3.89 9.19
NiSource Inc. 2.92 9.50 7.50 7.78 8.26 3.04 11.30
Northwest Natural Holding Company 4.81 6.50 NA 4.83 5.66 4.95 10.61
ONE Gas, Inc. 3.64 3.50 2.90 2.45 2.95 3.69 6.64 (6)
Southwest Gas Holdings, Inc. 3.36 10.00 6.50 8.21 8.24 3.50 11.74
Spire Inc. 4.66 4.50 5.80 6.50 5.60 4.79 10.39
Average 1049 %
Median 10.50 %
Average of Mean and Median 10.50 %

NA= Not Available

Notes:

(1) Indicated dividend at 01/15/2025 divided by the average closing price of the last 60 trading days ending
01/15/2025 for each company.

(2) From pages 2 through 8 of this Document No..

(3) Average of columns 2 through 4 excluding negative growth rates.

(4) Thisreflects a growth rate component equal to one-half the conclusion of growth rate (from column 5) x
column 1 to reflect the periodic payment of dividends (Gordon Model) as opposed to the continuous
payment. Thus, for Atmos Energy Corporation, 2.45% x (1+(1/2x 7.17%) ) = 2.54%.

(5) Column 5 + Column 6.

(6) Results were excluded from the final average and median as they were more than two standard deviations
from the proxy group's mean.

Source of Information: Value Line Investment Survey

www.zacks.com Downloaded on 01/15/2025
S&P Capital 1Q
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Peoples Gas System
Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of
Proxy Group of Seven Natural Gas
Seven Natural Gas Companies (excl.

Line No. Companies PRPM)
1. Prospective Yield on Aaa Rated
Corporate Bonds (1) 518 % 518 %
2. Adjustment to Reflect Yield Spread

Between Aaa Rated Corporate
Bonds and A2 Rated Public

Utility Bonds (2) 0.42 0.42
3. Adjusted Prospective Yield on A2 Rated

Public Utility Bonds 560 % 560 %
4. Adjustment to Reflect Bond

Rating Difference of Proxy Group (3) 0.06 0.06
5. Adjusted Bond Yield 566 % 566 %
6. Equity Risk Premium (4) 5.18 5.19
7. Risk Premium Derived Common

Equity Cost Rate 10.84 % 10.85 %

Notes: (1) Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue Chip Financial
Forecasts (see pages 7 and 8 of this Document).

(2) The average yield spread of A2 rated public utility bonds over Aaa rated corporate
bonds of 0.42% from page 2 of this Document.

(3) Adjustment to reflect the A3 Moody's LT issuer rating of the Utility Proxy Group as
shown on page 3 of this Document No.. The 0.06% upward adjustment is derived by
taking 1/3 of the spread between A2 and Baa2 Public Utility Bonds { 1/3 * 0.19% =
0.06%) as derived from page 2 of this Document.

(4) From page 5 of this Document.
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Peoples Gas System
Comparison of Long-Term Issuer Ratings for the

Proxy Group of Seven Natural Gas Companies

Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
January 2025 January 2025

Proxy Group of Seven Natural Gas Long-Term Issuer Numerical Long-Term Issuer Numerical
Companies Rating (1) Weighting (2) Rating (1) Weighting (2)
Atmos Energy Corporation Al 5.0 A- 7.0
New Jersey Resources Corporation Al 5.0 NR --
NiSource Inc. Baal 8.0 BBB+ 8.0
Northwest Natural Holding Company Baal 8.0 A+ 5.0
ONE Gas, Inc. A3 7.0 A- 7.0
Southwest Gas Holdings, Inc. Baal 8.0 BBB 9.0
Spire Inc. A1/A2 55 BBB+ 8.0

Average A3 6.6 A- 7.3

Notes:
(1) Ratings are that of the average of each proxy company's utility operating subsidiaries.
(2) From page 4 of this Document.

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

Numerical Standard &
Moody's Bond Bond Poor's Bond
Rating Weighting Rating
Aaa 1 AAA
Aal 2 AA+
Aa2 3 AA
Aa3 4 AA-
Al 5 A+
A2 6 A
A3 7 A-
Baal 8 BBB+
BaaZ2 9 BBB
Baa3 10 BBB-
Bal 11 BB+
Ba2 12 BB
Ba3 13 BB-
B1 14 B+
B2 15 B
B3 16 B-
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Peoples Gas System
Judgment of Equity Risk Premium for the

Proxy Group of Seven Natural Gas Companies

Proxy Group of
Proxy Group of Seven Natural Gas
Line Seven Natural Gas Companies (excl.
No. Companies PRPM)
1. Calculated equity risk premium
based on the total market using
the beta approach (1) 592 % 590 %
2. Mean equity risk premium
based on a study using the
holding period returns of public
utilities with A2 rated bonds (2) 4.83 4.87
3. Predicted Equity Risk Premium
Based on Regression Analysis
of 848 Fully-Litigated Natural Gas Cases (3) 4.79 4.79
4. Average equity risk premium 518 % 519 %

Notes: (1) From page 6 of this Document.
(2) From page 9 of this Document.
(3) From page 10 of this Document.
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Peoples Gas System
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for the
Proxy Group of Seven Natural Gas Companies

Proxy Group of Seven
Proxy Group of Seven  Natural Gas Companies

Line No. Equity Risk Premium Measure Natural Gas Companies (excl. PRPM)
1. Kroll Equity Risk Premium (1) 610 % 610 %
2. Regression on Kroll Risk Premium Data (2) 7.03 7.03
3. Kroll Equity Risk Premium based on PRPM (3) 7.56 NA
4 Equity Risk Premium Based on Value Line Summary
and Index (4) 5.61 5.61
Equity Risk Premium Based on Bloomberg, Value Line,
5. and S&P Global Market Intelligence S&P 500
Companies (5) 11.15 11.15
6. Conclusion of Equity Risk Premium 749 % 747 %
7. Adjusted Beta (6) 0.79 0.79
8. Forecasted Equity Risk Premium 592 % 590 %

Notes:
(1) Based on the arithmetic mean historical monthly returns on large company common stocks from Kroll 2023
SBBI® Yearbook and Bloomberg Professional Services minus the arithmetic mean monthly yield of Moody's
average Aaa and Aa2 corporate bonds from 1928-2024.

(2) This equity risk premium is based on a regression of the monthly equity risk premiums of large company
common stocks relative to Moody's average Aaa and AaZ2 rated corporate bond yields from 1928-2024
referenced in Note 1 above. Using the equation generated from the regression, an expected equity risk premium
is calculated using the average consensus forecast of Aaa corporate bonds of 5.18% (from page 1 of this
Document).

(3) The Predictive Risk Premium Model (PRPM) is discussed in the accompanying direct testimony. The Ibbotson
equity risk premium based on the PRPM is derived by applying the PRPM to the monthly risk premiums
between Ibbotson large company common stock monthly returns and average Aaa and Aa corporate monthly
bond yields, from January 1928 through December 2024.

(4) The equity risk premium based on the Value Line Summary and Index is derived by subtracting the average
consensus forecast of Aaa corporate bonds of 5.18% (from page 1 of this Document No.) from the projected 3-5
year total annual market return of 10.79% (described fully in note 1 on page 2 of Document No. 5).

(5) Using data from the Bloomberg Professional Services, Value Line, and S&P Global Market Intelligence for the
S&P 500, an expected total return of 16.33% was derived based upon expected dividend yields as a proxy for
income returns and long-term earnings growth estimates as a proxy for capital appreciation. Subtracting the
average consensus forecast of Aaa corporate bonds of 5.18% results in an expected equity risk premium of

(6) Average of mean and median beta from Document No. 5.

Sources of Information:
Kroll 2023 SBBI® Yearbook
Industrial Manual and Mergent Bond Record Monthly Update.
Value Line Summary and Index
Blue Chip Financial Forecasts, November 27, 2024 and December 30, 2024
S&P Capital IQ
Bloomberg Professional Services
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Projected Market Appreciation of the S&P Utility Index
Derivation of Mean Equity Risk Premium Based Studies

Using Holding Period Returns and
Projected Market Appreciation of the S&P Utility Index

Implied Equity Risk
Implied Equity Risk Premium (excl.
Line No. Premium PRPM)
1. Historical Equity Risk Premium (1) 416 % 416 %
5 Regression of Historical Equity Risk Premium
' (2) 4.91 491
3 Forecasted Equity Risk Premium Based on
PRPM (3) 4.72 NA
Forecasted Equity Risk Premium based on
Projected Total Return on the S&P Utilities
4, Index (Bloomberg, Value Line, and S&P Capital
IQ Data) (4)
5.54 5.54
5. Average Equity Risk Premium (5) 483 % 487 %

Notes: (1) Based on S&P Public Utility Index monthly total returns and Moody's Public Utility Bond average
monthly yields from 1928-2024. Holding period returns are calculated based upon income
received (dividends and interest) plus the relative change in the market value of a security over a
one-year holding period.

(2) This equity risk premium is based on a regression of the monthly equity risk premiums of the S&P

Utility Index relative to Moody's A2 rated public utility bond yields from 1928 - 2024 referenced
in note 1 above. Using the equation generated from the regression, an expected equity risk
premium is calculated using the prospective A2 rated public utility bond yield of 5.60% (from line
3, page 1 of this Document).

(3) The Predictive Risk Premium Model (PRPM) is applied to the risk premium of the monthly total
returns of the S&P Utility Index and the monthly yields on Moody's A2 rated public utility bonds
from January 1928 through December 2024.

(4) Using data from Bloomberg, Value Line, and S&P Capital IQ for the S&P Utilities Index, an expected
return of 11.14% was derived based on expected dividend yields as a proxy for income returns
and long-term growth estimates as a proxy for market appreciation. Subtracting the expected A2
rated public utility bond yield of 5.60%, calculated on line 3 of page 1 of this Document results in
an equity risk premium of 5.54%. (11.14% - 5.60% = 5.54%).

(5) Average of lines 1 through 4.
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Peoples Gas System
Indicated Common Equity Cost Rate Through Use

of the Traditional Capital Asset Pricing Model {CAPM) and Empirical Capital Asset Pricing Model (ECAPM

Proxy Group of Seven Natural Gas Companies

96

[1]

[2]

3]

[4]

[5]

[6]

[7]

[8]

Value Line Bloomberg Traditional Indicated
Proxy Group of Seven Natural Gas Adjusted Adjusted Average Market Risk Risk-Free CAPM Cost ECAPM Cost Common Equity
Companies Beta Beta Beta Premium (1) Rate {2) Rate Rate Cost Rate (3)
Atmos Energy Corporation 0.90 0.60 0.75 841 % 444 % 10.75 % 11.27 % 11.01 %
New Jersey Resources Corporation 1.00 0.62 0.81 8.41 4.44 11.25 11.65 11.45
NiSource Inc. 0.95 0.56 0.76 8.41 4.44 10.83 11.34 11.09
Northwest Natural Holding Company 0.85 0.73 0.79 8.41 4.44 11.09 11.53 11.31
ONE Gas, Inc. 0.85 0.66 0.76 8.41 4.44 10.83 11.34 11.09
Southwest Gas Holdings, Inc. 0.95 0.80 0.88 8.41 4.44 11.84 12.09 11.97 (4)
Spire Inc. 0.90 0.66 0.78 8.41 4.44 11.00 11.46 11.23
Mean 0.79 11.09 % 11.53 % 11.20 %
Median 0.78 11.00 % 11.46 % 11.16 %
Average of Mean and Median 0.79 11.05 % 11.50 % 11.18 %
Results Excluding PRPM MRP
[1] [2] 3] [4] [5] [6] [7] [8]
Value Line Bloomberg Traditional Indicated
Proxy Group of Seven Natural Gas Adjusted Adjusted Average Market Risk Risk-Free CAPM Cost ECAPM Cost Common Equity
Companies Beta Beta Beta Premium (1) Rate {2) Rate Rate Cost Rate (3)
Atmos Energy Corporation 0.90 0.60 0.75 8.40 % 444 % 10.74 % 11.27 % 11.00 %
New Jersey Resources Corporation 1.00 0.62 0.81 8.40 4.44 11.24 11.64 11.44
NiSource Inc. 0.95 0.56 0.76 8.40 4.44 10.82 11.33 11.08
Northwest Natural Holding Company 0.85 0.73 0.79 8.40 4.44 11.08 11.52 11.30
ONE Gas, Inc. 0.85 0.66 0.76 8.40 4.44 10.82 11.33 11.08
Southwest Gas Holdings, Inc. 0.95 0.80 0.88 8.40 4.44 11.83 12.08 11.96 (4)
Spire Inc. 0.90 0.66 0.78 8.40 4.44 10.99 11.45 11.22
Mean 0.79 11.08 % 11.52 % 11.19 %
Median 0.78 10.99 % 1145 % 11.15 %
Average of Mean and Median 0.79 11.04 % 1149 % 11.17 %

Notes on page 2 of this Document.
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Peoples Gas System
Notes to Accompany the Application of the CAPM and ECAPM

Notes:
(1) The market risk premium (MRP) is derived by using five different measures from four sources: Kroll, Value Line, Bloomberg,
and S&P Capital 1Q as illustrated below:

Measure 1: Kroll Arithmetic Mean MRP (1926-2024)

Arithmetic Mean Monthly Returns for Large Stocks 1926-2024: 12.29 %
Arithmetic Mean Income Returns on Long-Term Government Bonds: 4.99
MRP based on Kroll Historical Data: 731 %

Measure 2: Application of a Regression Analysis to Kroll Historical Data
(1926-2024) 8.06 %

Measure 3: Application of the PRPM to Kroll Historical Data
(January 1928 through December 2024) 8.45 %

Measure 4: Value Line Projected MRP (Thirteen weeks ending January 17, 2025)

Total projected return on the market 3-5 years hence*: 10.79 %
Risk-Free Rate (see note 2): 4.44
MRP based on Value Line Summary & Index: 6.35 %

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

Measure 5: Bloomberg, Value Line, and S&P Capital IQ Projected Return on
the Market based on the S&P 500

Total return on the Market based on the S&P 500: 16.33 %
Risk-Free Rate (see note 2): 4.44

MRP based on Bloomberg, Value Line, and S&P Capital IQ data 11.89 %

Average of all MRP Measures: 841 %

Average MRP Excluding the PRPM MRP: 840 %

(2) For reasons explained in the Direct Testimony, the appropriate risk-free rate for cost of capital purposes is the average
forecast of 30 year Treasury Bonds per the consensus of nearly 50 economists reported in Blue Chip Financial Forecasts. (See
pages 7 and 8 of Document No. 4.) The projection of the risk-free rate is illustrated below:

First Quarter 2025 4.60 %
Second Quarter 2025 4.50
Third Quarter 2025 4.50
Fourth Quarter 2025 4.50
First Quarter 2026 4.50
Second Quarter 2026 4.40
2026-2030 4.30
2031-2035 4.20

444 %

(3) Average of Column 6 and Column 7.

(4) Results were excluded from the final average and median as they were more than two standard deviations from the
proxy group's mean.

Sources of Information:

Value Line Summary and Index

Blue Chip Financial Forecasts, November 27, 2024 and December 30, 2024
Kroll 2023 SBBI® Yearbook

S&P Capital 1Q

Bloomberg Professional Services
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Basis of Selection of Comparable Risk
Domestic Non-Price Regulated Companies

(1] (2] (3] (4]

Proxy Group of Seven Natural Gas Value Line Unadjusted Residual Standard Error Standard Deviation of
Companies Adjusted Beta Beta of the Regression Beta
Atmos Energy Corporation 0.85 0.75 2.8989 0.0647
New Jersey Resources Corporation 0.95 0.91 3.0464 0.0680
NiSource Inc. 0.90 0.83 2.6470 0.0591
Northwest Natural Holding Company 0.85 0.71 3.3761 0.0754
ONE Gas, Inc. 0.85 0.71 3.2540 0.0726
Southwest Gas Holdings, Inc. 0.90 0.80 3.4852 0.0778
Spire Inc. 0.85 0.74 3.0953 0.0691
Average 0.88 0.78 3.1147 0.0695
Beta Range (+/- 2 std. Devs. of Beta) 0.64 0.92
2 std. Devs. of Beta 0.14

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

Devs. of the Residual Std. Err.) 2.8409 3.3885
Std. dev. of the Res. Std. Err. 0.1369
2 std. devs. of the Res. Std. Err. 0.2738
Source of Information: Value Line Proprietary Database, December 2024,
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Proxy Group of Non-Price Regulated Companies
Comparable in Total Risk to the
Proxy Group of Seven Natural Gas Companies

(11 [2] 131 [4]

Proxy Group of Forty-Nine Non-Price Regulated Value Line Unadjusted Residual Standard Standard Deviation of
Companies Adjusted Beta Beta Error of the Regression Beta

Abbott Labs. 0.90 0.79 2.9573 0.0660
AbbVie Inc. 0.85 0.70 3.1365 0.0700
Air Products & Chem. 0.90 0.83 3.0324 0.0677
Alphabet Inc. 0.90 0.81 3.1907 0.0712
Altria Group 0.85 0.76 2.8948 0.0646
Apple Inc. 0.95 0.91 3.2127 0.0717
Assurant Inc. 0.90 0.79 3.0394 0.0679
AutoZone Inc. 0.95 0.88 3.2399 0.0723
Booz Allen Hamilton 0.85 0.74 3.2930 0.0735
Brady Corp. 0.95 0.90 2.8860 0.0644
BWX Technologies 0.80 0.68 3.2662 0.0729
CACI Int']l 0.90 0.80 3.0359 0.0678
Casey's Gen'l Stores 0.90 0.79 3.1661 0.0707
Cencora 0.80 0.66 2.9646 0.0662
CSW Industrials 0.90 0.77 3.2779 0.0732
CVS Health 0.90 0.79 3.3646 0.0751
Danaher Corp. 0.90 0.81 3.0286 0.0676
Dolby Labs. 0.95 0.87 2.9508 0.0659
Exponent, Inc. 0.95 0.88 3.3456 0.0747
Fastenal Co. 0.90 0.80 2.9253 0.0653
Franklin Electric 0.90 0.82 2.9333 0.0655
GATX Corp. 0.95 0.90 2.9875 0.0667
Henry (Jack) & Assoc 0.85 0.74 3.1928 0.0713
Hunt (].B.) 0.95 0.91 3.2647 0.0729
Huntington Ingalls 0.95 0.89 3.3736 0.0753
L3Harris Technologie 0.90 0.83 3.1556 0.0711
Landstar System 0.80 0.65 2.8665 0.0640
Lockheed Martin 0.85 0.75 2.8741 0.0642
McKesson Corp. 0.85 0.70 3.1485 0.0703
Microsoft Corp. 0.90 0.78 2.8520 0.0637
MSC Industrial Direc 0.90 0.84 2.9545 0.0660
Oracle Corp. 0.85 0.70 3.0995 0.0692
O'Reilly Automotive 0.90 0.84 3.0259 0.0676
OSI Systems 0.90 0.81 3.2160 0.0718
Packaging Corp. 0.95 0.85 2.8607 0.0639
Pfizer, Inc. 0.80 0.67 3.1709 0.0708
Philip Morris Int'l 0.95 0.87 2.8750 0.0642
Prestige Consumer 0.85 0.75 3.3470 0.0747
Selective Ins. Group 0.85 0.74 2.9941 0.0668
Service Corp. Int'l 0.90 0.84 3.1842 0.0711
Sherwin-Williams 0.95 0.90 2.9254 0.0653
Smith (A.0.) 0.90 0.79 3.0828 0.0688
Thermo Fisher Sci. 0.85 0.77 2.8565 0.0638
UniFirst Corp. 0.90 0.81 3.0115 0.0672
UnitedHealth Group 0.95 0.90 3.1445 0.0702
Universal Corp. 0.80 0.68 3.2233 0.0720
VeriSign Inc. 0.90 0.80 2.8857 0.0644
Waters Corp. 0.95 0.86 3.2280 0.0721
Watsco, Inc. 0.85 0.76 3.1218 0.0697
Average 0.89 0.80 3.0829 0.0688
Proxy Group of Seven Natural Gas Companies 0.88 0.78 3.1147 0.0695
Source of Information: Value Line Proprietary Database, December 2024.
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Summary of Cost of Equity Models Applied to
Proxy Group of Non-Price Regulated Companies
Comparable in Total Risk to the
Proxy Group of Seven Natural Gas Companies

Proxy Group of Forty-Nine Proxy Group of Forty-Nine

Non-Price Regulated Non-Price Regulated
Principal Methods Companies Companies (excl. PRPM)
Discounted Cash Flow Model (DCF) (1) 1137 % 1137 %
Risk Premium Model (RPM) (2) 12.44 12.42
Capital Asset Pricing Model (CAPM) (3) 11.86 11.85
Mean 1189 % 11.88 %
Median 1186 % 1185 %
Average of Mean and Median 11.88 % 11.87 %

Notes:
(1) From page 2 of this Document.
(2) From page 3 of this Document.
(3) From page 6 of this Document.
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[1]

[2]

Value Line

[3]

Zack's Five

[4]

S&P Capital 1Q
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[5]

Average

D'ASCENDIS

03/31/2025

Average Projected Five Year Projected Projected Five Projected Five Adjusted Indicated
Proxy Group of Forty-Nine Non-Price Dividend Year Growth in Growth Ratein  Year Growth in Year Growth Dividend Common Equity
Regulated Companies Yield EPS EPS EPS Rate in EPS (1) Yield Cost Rate (2)
Abbott Labs. 205 % 4.00 % 910 % 858 % 7.23 % 212 % 9.35 %
AbbVie Inc. 3.63 4.00 8.30 8.03 6.78 3.75 10.53
Air Products & Chem. 227 10.50 7.80 11.76 10.02 2.38 12.40
Alphabet Inc. 0.44 13.50 17.80 16.40 15.90 0.47 16.37
Altria Group 7.59 6.00 3.60 4.35 4.65 7.77 12.42
Apple Inc. 0.42 9.00 13.70 9.52 10.74 0.44 11.18
Assurant Inc. 1.52 9.50 NA NA 9.50 1.59 11.09
AutoZone Inc. - 11.50 11.80 12.73 12.01 - NA
Booz Allen Hamilton 1.36 10.00 13.30 13.15 12.15 1.44 13.59
Brady Corp. 1.30 15.50 NA 11.00 13.25 1.39 14.64
BWX Technologies 0.79 9.00 9.30 10.55 9.62 0.83 10.45
CACl Int'l - 4.50 13.80 13.77 10.69 - NA
Casey's Gen'l Stores 0.49 12.00 12.60 12.53 12.38 0.52 12.90
Cencora 0.93 6.50 10.40 9.10 8.67 0.97 9.64
CSW Industrials 0.25 13.50 NA 15.00 14.25 0.27 14.52
CVS Health 5.02 1.50 10.90 12.76 8.39 5.23 13.62
Danaher Corp. 0.45 2.00 6.70 6.51 5.07 0.46 5.53
Dolby Labs. 172 9.50 NA NA 9.50 1.80 11.30
Exponent, Inc. 116 7.00 NA NA 7.00 1.20 8.20
Fastenal Co. 1.99 9.00 8.30 7.90 8.40 2.07 10.47
Franklin Electric 0.97 7.50 12.00 12.00 10.50 1.02 11.52
GATX Corp. 1.52 10.50 NA NA 10.50 1.60 12.10
Henry (Jack) & Assoc 1.24 6.50 9.20 8.65 8.12 1.29 9.41
Hunt ().B.) 0.95 6.00 8.10 9.71 7.94 0.99 8.93
Huntington Ingalls 2.66 10.00 7.40 7.36 8.25 277 11.02
L3Harris Technologie 1.98 11.00 8.70 8.89 9.53 2.07 11.60
Landstar System 0.80 5.00 NA 11.00 8.00 0.83 8.83
Lockheed Martin 253 9.50 4.40 3.10 5.67 2.60 8.27
McKesson Corp. 0.49 10.00 14.10 13.77 12.62 0.52 13.14
Microsoft Corp. 0.78 14.50 14.60 13.26 14.12 0.84 14.96
MSC Industrial Direc 4.15 0.50 NA NA 0.50 4.16 4.66 (3)
Oracle Corp. 091 10.00 10.20 11.16 10.45 0.96 11.41
O'Reilly Automotive - 10.50 12.10 11.92 11.51 - NA
0S] Systems - 10.50 12.90 14.05 12.48 - NA
Packaging Corp. 214 9.00 9.00 13.53 10.51 2.25 12.76
Pfizer, Inc. 6.46 2.50 14.20 8.22 8.31 6.73 15.04
Philip Morris Int'l 4.27 5.00 8.60 10.39 8.00 4.44 12.44
Prestige Consumer - 5.50 8.00 8.00 7.17 - NA
Selective Ins. Group 1.59 17.50 NA 16.40 16.95 1.72 18.67 (3)
Service Corp. Int'l 1.46 4.50 9.70 9.75 7.98 1.52 9.50
Sherwin-Williams 0.78 12.00 11.00 9.51 10.84 0.82 11.66
Smith (A.0.) 1.87 9.00 10.00 11.00 10.00 1.96 11.96
Thermo Fisher Sci. 0.29 6.00 6.50 8.30 6.93 0.30 7.23
UniFirst Corp. 0.73 7.00 NA NA 7.00 0.76 7.76
UnitedHealth Group 1.51 12.00 12.30 14.98 13.09 1.61 14.70
Universal Corp. 6.02 13.50 NA NA 13.50 6.43 19.93 (3)
VeriSign Inc. - 12.00 NA NA 12.00 - NA
Waters Corp. - 6.50 4.40 7.33 6.08 - NA
Watsco, Inc. 214 7.00 NA NA 7.00 221 9.21
NA = Not Available Mean 11.32 %
Median 11.41 o
Average of Mean and Median %

Source of Information:

Notes:

(1) Average of columns 2 through 4 excluding negative growth rates and extreme positive values.

11.37

(2) The application of the DCF model to the domestic, non-price regulated comparable risk companies is identical to the application of
the DCF to the Utility Proxy Group. The dividend yield is derived by using the 60 day average price and the spot indicated dividend
as of 1/15/2025. The dividend yield is then adjusted by 1/2 the average projected growth rate in EPS, which is calculated by
averaging the 5 year projected growth in EPS provided by Value Line, www.zacks.com, and S&P Capital 1Q (excluding any negative

growth rates) and then adding that growth rate to the adjusted dividend yield.

(3) Results were excluded from the final average and median as they were more than two standard deviations from the proxy group's

mean.

Value Line Investment

Survey.

www.zacks.com, Downloaded on 01/15/2025

S&P Capital 1Q
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Using an Adjusted Total Market Approach

Proxy Group of
Forty-Nine Non-
Price Regulated
Companies (excl.

Proxy Group of
Forty-Nine Non-
Price Regulated

Line No. Companies PRPM)
1. Prospective Yield on Baa2 Rated
Corporate Bonds (1) 6.01 % 6.01
2. Adjustment to Reflect Bond rating
Difference of Non-Price Regulated (0.09) (0.09)
Companies (2)
3. Adjusted Bond Yield 5.92 5.92
4, Equity Risk Premium (3) 6.52 6.50
5. Risk Premium Derived Common
Equity Cost Rate 12.44 % 12.42
Notes: (1) Average forecast of Baa corporate bonds based upon the consensus of nearly 50 economists reported

in Blue Chip Financial Forecasts dated November 27, 2024 and December 30, 2024 (see pages 7 and 8

of Document No. 4). The estimates are detailed below.

First Quarter 2025
Second Quarter 2025
Third Quarter 2025
Fourth Quarter 2025
First Quarter 2026
Second Quarter 2026
2026-2030
2031-2035

Average

2

6.00
6.00
6.00
6.10
6.10
6.00
6.00
5.90

%

6.01 %

The average yield spread of BaaZ rated corporate bonds over A2 corporate bonds for the three

months ending December 2024. To reflect the Baal average rating of the Non-Price Regulated Proxy
Group, the yield on the Baa corporate bond must be adjusted by 1/3 of the spread between A2 and

Baa2 corporate bond yields as shown below:

A2 Corp. Bond Yield Baa2 Corp. Bond Yield

Spread

Dec-24 553 % 580 %

Nov-24 5.50 5.78

Oct-24 5.33 5.63
Average yield spread

1/3 of spread

(3) From page 5 of this Document.
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Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
January 2025 January 2025

Proxy Group of Forty-Nine Non-Price Regulated Long-Term Numerical Long-Term Numerical
Companies Issuer Rating Weighting (1) Issuer Rating Weighting (1)
Abbott Labs. Aa3 4.0 AA- 4.0
AbbVie Inc. Baal 8.0 BBB+ 8.0
Air Products & Chem. A2 6.0 A 6.0
Alphabet Inc. Aa2 3.0 AA+ 2.0
Altria Group A3 7.0 BBB 9.0
Apple Inc. Baal 8.0 BBB+ 8.0
Assurant Inc. Baa2 9.0 BBB 9.0
AutoZone Inc. A2 6.0 A 6.0
Booz Allen Hamilton NA - NA -
Brady Corp. NA -- NA --
BWX Technologies NA -- NA --
CACI Int'] NA - BB+ 11.0
Casey's Gen'l Stores NA -- NA --
Cencora Baa2 9.0 BBB 9.0
CSW Industrials NA - NA -
CVS Health NA - NA -
Danaher Corp. A3 7.0 A- 7.0
Dolby Labs. NA -- NA --
Exponent, Inc. NA - NA -
Fastenal Co. NA - NA -
Franklin Electric NA - NA -
GATX Corp. Baa2 9.0 BBB 9.0
Henry (Jack) & Assoc NA -- NA --
Hunt (J.B.) Baal 8.0 BBB 9.0
Huntington Ingalls A2 6.0 A 6.0
L3Harris Technologie NA -- NA --
Landstar System NA -- NA --
Lockheed Martin A2 6.0 A- 7.0
McKesson Corp. A3 7.0 BBB+ 8.0
Microsoft Corp. Aaa 1.0 AAA 1.0
MSC Industrial Direc NA - NA -
Oracle Corp. Baa2 9.0 BBB 9.0
O'Reilly Automotive Baal 8.0 BBB 9.0
0SI Systems NA - NA -
Packaging Corp. Baa2 9.0 BBB 9.0
Pfizer, Inc. A2 6.0 A 6.0
Philip Morris Int'] Baa2 9.0 BBB 9.0
Prestige Consumer NA - NA -
Selective Ins. Group WR -- A+ 5.0
Service Corp. Int'] Ba3 13.0 BB+ 11.0
Sherwin-Williams Baa2 9.0 BBB 9.0
Smith (A.0.) NA - NA -
Thermo Fisher Sci. Baa2 9.0 BBB 9.0
UniFirst Corp. Baa2 9.0 BBB 9.0
UnitedHealth Group Baa2 9.0 BBB 9.0
Universal Corp. Baa2 9.0 BBB 9.0
VeriSign Inc. Baa2 9.0 BBB 9.0
Waters Corp. Baa3 10.0 BBB- 10.0
Watsco, Inc. Baa3 10.0 BBB- 10.0

Electric CEM Proxy Group Average Baal 7.7 BBB+ 7.8

Source of Information:
Bloomberg Professional Services.

Notes:
(1) From page 4 of Document No. 4.
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Peoples Gas System
Derivation of Equity Risk Premium Based on the Total Market Approach

Using the Beta for
Non-Price Regulated Companies of Comparable risk to the
Proxy Group of Seven Natural Gas Companies

Proxy Group of Forty- Proxy Group of Forty-
Nine Non-Price Regulated Nine Non-Price Regulated

Equity Risk Premium Measure Companies Companies (excl. PRPM)
Kroll Equity Risk Premium (1) 6.10 % 6.10 %
Regression on Kroll Risk Premium Data (2) 7.03 7.03
Kroll Equity Risk Premium based on PRPM (3) 7.56 NA

Equity Risk Premium Based on Value Line Summary
and Index (4) 5.61 5.61

Equity Risk Premium Based on Bloomberg, Value Line,
and S&P Global Market Intelligence S&P 500 Companies

5) 11.15 11.15
Conclusion of Equity Risk Premium 749 % 747 %
Adjusted Beta (6) 0.87 0.87
Forecasted Equity Risk Premium 6.52 % 6.50 %

From note 1 of page 6 of Document No.
From note 2 of page 6 of Document No.
From note 3 of page 6 of Document No.
From note 4 of page 6 of Document No.
From note 5 of page 6 of Document No. 4.

Average of mean and median beta from page 6 of this Document.

Ll

Sources of Information:

Stocks, Bonds, Bills, and Inflation - 2023 SBBI Yearbook, Kroll.

Value Line Summary and Index.

Blue Chip Financial Forecasts, November 27, 2024 and December 30, 2024.
Bloomberg Professional Services.
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Proxy Group of Seven Natural Gas Companies

Peoples Gas System
Traditional CAPM and ECAPM Results for the Proxy Groups of Non-Price-Regulated Companies Comparable in Total Risk to the

Proxy Group of Forty-Nine Non-Price d Co!
[1] [2] [3] [4] [5]
Proxy Group of Forty-Nine Non-Price Value Line Bloomberg Average Market Risk Risk-Free Rate
lated Cc i Adjusted Beta Beta Beta Premium (1 2
Abbott Labs. 0.90 0.66 0.78 841 % 444 %

AbbVie Inc. 0.80 1.02 091 841 4.44
Air Products & Chem. 0.90 081 086 841 4.44
Alphabet Inc. 0.90 1.04 097 841 4.44
Altria Group 0.85 047 0.66 841 4.44
Apple Inc. 095 1.02 0.99 841 4.44
Assurant Inc. 0.90 0.79 0.85 841 444
AutoZone Inc. 0.90 081 086 841 4.44
Booz Allen Hamilton 0.85 0.96 091 8.41 444
Brady Corp. 095 0.69 082 841 4.44
BWX Technologies 0.85 0.69 0.77 841 444
CACI Int'l 0.90 0.84 087 841 4.44
Casey's Gen'l Stores 0.90 0.63 0.77 841 444
Cencora 0.80 0.57 0.68 841 444
CSW Industrials 0.90 122 1.06 841 4.44
CVS Health 0.90 122 1.06 841 4.44
Danaher Corp. 0.90 0.88 0.89 8.41 4.44
Dolby Labs. 095 091 093 841 4.44
Exponent, Inc. 0.95 1.16 1.06 8.41 4.44
Fastenal Co. 0.85 096 091 841 4.44
Franklin Electric 0.90 1.04 097 841 4.44
GATX Corp. 095 1.04 0.99 841 4.44
Henry (Jack) & Assoc 0.85 0.74 0.80 841 4.44
Hunt (J.B.) 095 0.67 081 841 4.44
Huntington Ingalls 0.95 1.08 1.02 841 444
L3Harris Technologie 0.95 0.74 0.85 841 444
Landstar System 0.80 096 0.88 8.41 4.44
Lockheed Martin 0.85 0.44 0.64 8.41 444
McKesson Corp. 0.85 0.64 0.74 8.41 4.44
Microsoft Corp. 0.90 1.03 097 8.41 4.44
MSC Industrial Direc 0.90 091 091 841 4.44
Qracle Corp. 0.85 1.27 1.06 841 444
O'Reilly Automotive 0.90 0.59 0.74 841 4.44
QSI Systems 0.90 117 1.03 841 4.44
Packaging Corp. 0.95 0.78 0.86 841 444
Pfizer, Inc. 0.80 0.50 0.65 841 4.44
Philip Morris Int'l 0.90 0.78 0.84 841 4.44
Prestige Consumer 0.90 1.17 1.03 8.41 4.44
Selective Ins. Group 0.90 1.03 097 8.41 4.44
Service Corp. Int'l 0.95 0.94 0.94 841 444
Sherwin-Williams 095 112 1.04 841 4.44
Smith (A.0) 0.90 1.00 095 841 4.44
Thermo Fisher Sci. 0.85 0.58 0.72 8.41 444
UniFirst Corp. 0.90 0.58 0.74 841 4.44
UnitedHealth Group 0.95 0.58 0.77 841 444
Universal Corp. 0.85 0.58 0.72 841 444
VeriSign Inc. 0.90 0.58 0.74 841 4.44
Waters Corp. 0.95 0.69 0.82 8.41 4.44
Watsco, Inc. 0.90 0.69 0.79 841 4.44

Mean 0.87

Median 0.86

Average of Mean and Median 0.87

Notes:

(1) From note 1 of page 2 of Document No. 5.
(2) From note 2 of page 2 of Document No. 5.
(3) Average of CAPM and ECAPM cost rates.
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[6] [7] [8]
Traditional
CAPM Cost ECAPM Cost Indicated Common
Rate Rate Equity Cost Rate (3
11.00 % 1146 % 1123 %
12.09 12.28 12.19
11.67 1197 11.82
12.60 12.66 12.63
9.99 10.71 10.35
12.77 12.79 12.78
11.59 1191 11.75
11.67 1197 11.82
12.09 12.28 12.19
11.34 11.72 1153
1092 1140 1116
1176 1203 11.89
1092 1140 1116
10.16 10.83 10.50
1336 1323 13.29
1336 1323 13.29
1193 1216 12.04
1226 1241 12.34
1336 1323 13.29
12.09 12.28 12.19
12.60 12.66 12.63
12.77 12.79 12.78
1117 11.59 11.38
11.25 11.65 11.45
13.02 1298 13.00
11.59 1191 11.75
11.84 12.09 11.97
9.82 10.58 10.20
10.66 11.21 10.94
12.60 12.66 12.63
12.09 12.28 12.19
1336 1323 13.29
10.66 11.21 10.94
13.10 13.04 13.07
11.67 1197 11.82
991 10.64 10.28
11.51 11.84 11.67
13.10 13.04 13.07
12.60 12.66 12.63
12.35 1247 1241
13.19 13.10 13.15
1243 1254 12.48
10.50 11.09 10.79
10.66 11.21 10.94
1092 1140 1116
10.50 11.09 10.79
10.66 11.21 10.94
11.34 11.72 1153
11.09 11.53 11.31
11.75 % 1203 % 1189 %
1167 % 1197 % 1182 %
1171 % 1200 % 1186 %
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Traditional CAPM and ECAPM Results (excl. PRPM MRP) for the Proxy Groups of Non-Price-Regulated Companies Comparable in Total Risk to the

Proxy Group of Seven Natural Gas Companies

Proxy Group of Forty-Nine Non-Price lated Co
[1] [2] [3] [4] [5]
Proxy Group of Forty-Nine Non-Price Value Line Bloomberg Average Market Risk Risk-Free Rate
lated Cc i Adjusted Beta Beta Beta Premium (1 2
Abbott Labs. 0.90 0.66 0.78 840 % 444 %

AbbVie Inc. 0.80 1.02 091 8.40 4.44
Air Products & Chem. 0.90 081 086 8.40 4.44
Alphabet Inc. 0.90 1.04 097 8.40 4.44
Altria Group 0.85 047 0.66 8.40 4.44
Apple Inc. 095 1.02 0.99 8.40 4.44
Assurant Inc. 0.90 0.79 0.85 8.40 444
AutoZone Inc. 0.90 081 086 8.40 4.44
Booz Allen Hamilton 0.85 0.96 091 8.40 444
Brady Corp. 095 0.69 082 8.40 4.44
BWX Technologies 0.85 0.69 0.77 8.40 444
CACI Int'l 0.90 0.84 087 8.40 4.44
Casey's Gen'l Stores 0.90 0.63 0.77 8.40 444
Cencora 0.80 0.57 0.68 8.40 444
CSW Industrials 0.90 122 1.06 8.40 4.44
CVS Health 0.90 122 1.06 8.40 4.44
Danaher Corp. 0.90 0.88 0.89 8.40 4.44
Dolby Labs. 095 091 093 8.40 4.44
Exponent, Inc. 0.95 1.16 1.06 8.40 4.44
Fastenal Co. 0.85 096 091 8.40 4.44
Franklin Electric 0.90 1.04 097 8.40 4.44
GATX Corp. 095 1.04 0.99 8.40 4.44
Henry (Jack) & Assoc 0.85 0.74 0.80 8.40 4.44
Hunt (J.B.) 095 0.67 081 8.40 4.44
Huntington Ingalls 0.95 1.08 1.02 8.40 444
L3Harris Technologie 0.95 0.74 0.85 8.40 444
Landstar System 0.80 096 0.88 8.40 4.44
Lockheed Martin 0.85 0.44 0.64 8.40 444
McKesson Corp. 0.85 0.64 0.74 8.40 4.44
Microsoft Corp. 0.90 1.03 097 8.40 4.44
MSC Industrial Direc 0.90 091 091 8.40 4.44
Qracle Corp. 0.85 1.27 1.06 8.40 444
O'Reilly Automotive 0.90 0.59 0.74 8.40 4.44
QSI Systems 0.90 117 1.03 8.40 4.44
Packaging Corp. 0.95 0.78 0.86 8.40 444
Pfizer, Inc. 0.80 0.50 0.65 8.40 4.44
Philip Morris Int'l 0.90 0.78 0.84 8.40 4.44
Prestige Consumer 0.90 1.17 1.03 8.40 4.44
Selective Ins. Group 0.90 1.03 097 8.40 4.44
Service Corp. Int'l 0.95 0.94 0.94 8.40 444
Sherwin-Williams 095 112 1.04 8.40 4.44
Smith (A.0) 0.90 1.00 095 8.40 4.44
Thermo Fisher Sci. 0.85 0.58 0.72 8.40 444
UniFirst Corp. 0.90 0.58 0.74 8.40 4.44
UnitedHealth Group 0.95 0.58 0.77 8.40 444
Universal Corp. 0.85 0.58 0.72 8.40 444
VeriSign Inc. 0.90 0.58 0.74 8.40 4.44
Waters Corp. 0.95 0.69 0.82 8.40 4.44
Watsco, Inc. 0.90 0.69 0.79 8.40 4.44

Mean 0.87

Median 0.86

Average of Mean and Median 0.87

Notes:
(1) From note 1 of page 2 of Document No. 5.
(2) From note 2 of page 2 of Document No. 5.
(3) Average of CAPM and ECAPM cost rates.
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[6] [7] [8]
Traditional
CAPM Cost ECAPM Cost Indicated Common
Rate Rate Equity Cost Rate (3
1099 % 1145 % 1122 %
12.08 1227 12.18
11.66 1196 11.81
12.59 12.65 12.62
9.98 10.70 10.34
1276 1278 12.77
11.58 1190 11.74
11.66 1196 11.81
12.08 1227 12.18
1133 11.71 1152
1091 11.39 11.15
11.75 12.02 11.89
1091 11.39 11.15
10.15 10.82 10.49
13.34 1322 13.28
13.34 1322 13.28
1192 12.15 12.03
12.25 1240 12.33
13.34 1322 13.28
12.08 1227 12.18
12.59 12.65 12.62
1276 1278 12.77
1116 11.58 11.37
11.24 11.64 11.44
13.01 1297 12.99
11.58 1190 11.74
11.83 12.08 11.96
9.82 1057 10.19
10.66 11.20 10.93
12.59 12.65 12.62
12.08 1227 12.18
13.34 1322 13.28
10.66 11.20 10.93
13.09 13.03 13.06
11.66 1196 11.81
9.90 10.64 10.27
11.50 11.83 11.66
13.09 13.03 13.06
12.59 12.65 12.62
12.34 1246 12.40
13.18 13.09 13.13
1242 12,53 12.47
10.49 11.08 10.78
10.66 11.20 10.93
1091 11.39 11.15
10.49 11.08 10.78
10.66 11.20 10.93
1133 11.71 1152
11.08 11.52 11.30
1174 % 1202 % 1188 %
1166 % 1196 % 1181 %
1170 % 1199 % 11.85 %
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Line

No.

Kroll Associates’ Size Premia for the Decile Portfolios of the NYSE/AMEX/NASDAQ

Peoples Gas System

Derivation of Investment Risk Adjustment Based upon

Peoples Gas System

Proxy Group of Seven Natural Gas Companies

Notes:

(0
(2)

3
4

(1 [2]

[3]

[4]

Applicable Decile of Spread from
Market Capitalization on January 15, the NYSE/AMEX/ Applicable Size Applicable Size
2025 (1) NASDAQ (2) Premium (3) Premium (4)
( millions ) (times larger)
$ 2,692.848 6 1.21%
$ 8,011.105 3.0 x 3 0.61% 0.60%
[A] [B] [l (D]
Size Premium
Market Market (Return in
Capitalization of Capitalization of Excess of
Decile Smallest Company Largest Company CAPM)*
( millions ) ( millions )
Largest 1 $ 36,942.976 $  2,662,326.048 -0.06%
2 14,910.719 36,391.113 0.46%
3 7,493.607 14,820.048 0.61%
4 4,622.261 7,461.284 0.64%
5 3,011.224 4,621.785 0.95%
6 1,864.293 3,010.806 1.21%
7 1,050.083 1,862.491 1.39%
8 555.880 1,046.037 1.14%
9 213.039 554.523 1.99%
Smallest 10 1.576 212.644 4.70%

*From 2024 Kroll Cost of Capital Navigator

From page 2 of this Document.

Gleaned from Columns [B] and [C] on the bottom of this page. The appropriate decile (Column [A])

corresponds to the market capitalization of the proxy group, which is found in Column [1].

Corresponding risk premium to the decile is provided in Column [D] on the bottom of this page.
Line No. 1 Column [3] - Line No. 2 Column [3]. For example, the 0.60% in Column [4], Line No. 2 is derived

as follows 0.60% = 1.21% - 0.61%.
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Peoples Gas System
Market Capitalization of Peoples Gas System and the

Proxy Group of Seven Natural Gas Companies

[1] [2] [31 [4] [51 [6]
Book Value per Closing Stock Market-to- Market
Common Stock Shares Share at Fiscal Total Common Equity Market Price on Book Ratio on Capitalization on
Outstanding at Fiscal Year End 2023 at Fiscal Year End January 15, January 15, January 15, 2025
Company Exchange Year End 2023 (1) 2023 2025 2025 (2) (3)
( millions } ( millions } ( millions }
Peoples Gas System NA NA 1,615.386 (4) NA
Based upon Proxy Group of Seven Natural
Gas Companies 1667 (5) $ 2,692.848
Proxy Group of Seven Natural Gas
Companies
Atmos Energy Corporation NYSE 148.493 $ 73.203 $ 10,870.06 $ 141.080 1927 % $ 20949362
New Jersey Resources Corporation NYSE 97.584 $ 20.400 1,990.74 46.470 227.8 4,534,750
NiSource Inc. NYSE 447.382 $ 17.398 7,783.50 36.910 2122 16,512.857
Northwest Natural Holding Company NYSE 37.631 $ 34.116 1,283.84 39.360 115.4 1,481.156
ONE Gas, Inc. NYSE 56.546 $ 48914 2,765.88 70.890 144.9 4,008.541
Southwest Gas Holdings, Inc. NYSE 71.564 $ 46.253 3,310.04 69.830 151.0 4,997.297
Spire Inc. NYSE 53.170 $ 54.867 2,917.30 67.590 123.2 3,593.775
Average 130.339 $ 42.164 $ 4,417.336 $ 67.447 166.7 % $ 8,011.105

NA= Not Available

Notes: (1) Column 3 / Column 1.
(2} Column 4 / Column 2.
(3} Column 1 * Column 4.
(4} Requested rate base multiplied by the requested common equity ratio.
(5} The market-to-book ratio of Peoples Gas System on January 15, 2025 is assumed to be equal to the market-to-book ratio of Proxy Group of
Seven Natural Gas Companies on January 15, 2025 as appropriate.
(6) Column [3] multiplied by Column [5].

Source of Information: 2023 Annual Forms 10-K
Bloomberg Professional
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