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Despite using distinctive implementations of the DCF model, Staff and I have presented 
in our testimony DCF analyses that produce a very narrow range of unadjusted ROE 
estimates -- 8.11% to 8.23%. I fully support the analysis and ROE estimate presented in 
my direct testimony, and the similarity of my DCF result and Staff’s DCF result tends to 
validate those estimates.  The purpose of this exhibit is to identify the technical 
differences in the DCF analyses performed by me and by Staff witness Ms. Kight-
Garlisch.   
 
 
DCF Model and Inputs 
 
 All DCF analyses are based on a common formula: 
 

k = D0(1+g)/ P0 + g 
 

 Where: 
  k  =  Investors required “rate of return”, or the “cost of equity capital” 
  D0 =  The current dividend payment 

P0  =  The current stock price 
D0(1+g)/ P0 = The expected dividend yield 
g =  The expected sustainable growth rate 

 
However, the determination of the inputs to that formula varies among analysts.  In 
addition, modifications of the basic formula are sometimes offered to address 
perceived deficiencies of this basic formulation.  There are four distinct differences 
in the analytical approaches taken in my DCF analysis and Staff’s DCF analysis. 
 
1.)  Measurement Period – Staff used data for all variables from as recent as April 25, 
2007.  As explained in my Direct Testimony, to reduce the number of possible sources of 
controversy, my analysis is based upon the data presented by North Shore and Peoples 
witness Mr. Paul R. Moul, which were taken between the end of October 2006 and 
November 16, 2006.  This issue is discussed at page 12 of my Direct Testimony.  
 
2.)  Historic vs. Spot Stock Price Information – Staff used spot stock prices (i.e., taken 
on single date) for the price variable (P0) and dividend variable (D0) that was current as of 
April 25, 2007.  My analysis uses average stock and dividend data based on dividend and 
price information from a 6-month period that ended in October 2006, just as Mr. Moul’s 
testimony does.  I used information averaged over a longer time frame, as opposed to 
spot market prices, to ensure that the prices used in the DCF reflect all available 
information contained within the stock price.  There are questions concerning the 
usefulness of spot stock prices as a barometer of precise company value; they center 
around very complicated theoretical issues relating to the efficiency of the stock market 



and how accurately, or quickly, new information is reflected in prices.  Mr. Moul and Ms. 
Kight-Garlisch explore this issue in their testimonies.    
 
3.)  Growth Rate Parameter – Staff uses analysts’ growth rate estimates (g) compiled 
and presented by Zacks, Yahoo, and Reuters. For the reasons explained in my direct and 
rebuttal testimonies, I used a fundamental growth analysis based upon 5 years of historic 
data 2001-2005 to evaluate internal growth (b x r), recognizing more properly the effect 
of the expected decline in the Companies’ payout ratios.  This issue is discussed at pages 
13 to 26 of my Direct Testimony. 
 
4.)  Annual DCF Vs. Quarterly DCF – Staff uses a quarterly DCF model to adjust the 
basic DCF formula’s expected dividend yield for quarterly growth (dividend payments) 
and discounting (to capture the periodic availability of new funds).  I used an annual DCF 
approach.  The annual approach matches the Commission’s practice of granting the 
utilities an annual return on their invested equity.  And, the annual model does not give 
investors a higher equity return to compensate them for earnings opportunities on the 
periodic payments – opportunities they are free to pursue (for additional gain) when the 
payments are made.  This issue is discussed on pages 26-31 of my Direct Testimony.   


