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The following references highlight, without being exhaustive, the inaccuracies, 

unsupported statements, and failures of Mr. Moul’s Rebuttal Testimony to address 

substantively the evidence presented in my Direct Testimony. 

  

Line 489-491 – Mr. Moul claims that the impact of changes in federal tax law is old news 
and has no significance in this case.   

 
Response: 
I discussed the significance of the federal tax law changes I identified in 
my Direct Testimony.  Given those favorable tax changes (and relatively 
stable riskiness of the utilities), the ROE granted to the Companies in this 
case should be much lower than the returns granted by the Commission 
prior to the changes.  The results of Mr. Moul’s analysis are inconsistent 
with that basic test of economic reasonableness.   

 
Line 509-517 – Mr. Moul implies that the Lehman Brothers Study (North Shore/Peoples 
Gas Ex. PRM 2.3) shows that financial models understate investors required return on 
equity.   

 
Response: 
The Lehman Brothers study actually examines regulatory commission 
decisions -- not the financial models, or possible subjective adjustments 
made by commissions -- in arriving at those decisions.    
         

Line 521 – Mr. Moul speculates that my analysis was not arrived at independently.   
 
Response: 
It appears that Mr. Moul is criticizing my analysis because (for the reasons 
noted in my Direct Testimony and Rebuttal Testimony) I used some of the 
same data as Mr. Moul used in his analysis.  The independence of my 
analysis is shown in my consideration of Mr. Moul’s own data in a more 
objective framework, established by the results of empirical studies 
performed by independent authors and published in the financial literature. 

 
Line 523-544 – Mr. Moul implies that my analysis ignores Value Line data.   

 



Response: 
I did use Value Line data, as noted throughout my testimony.  In fact, 
Table 5 of my Direct Testimony explicitly includes Value Line data, 
which I adjusted to remove the inappropriate mean reversion adjustments 
applied by Value Line. 

 
 
Lines 545-560 – Mr. Moul claims that analysts are not regarded as systematically biased.   

 
Response: 
Mr. Moul’s claims are conclusory.  He does not respond substantively to 
any of the five independent research sources I cited as the basis for my 
statements regarding the optimism of analysts growth rate estimates. 

 
Lines 561-575 – Mr. Moul claims that his analysis supplemented company-specific 
growth rates with longer term estimates of growth in corporate profits, and that they are 
very different from the GDP growth measures previously rejected by the Commission.   

 
Response: 
Mr. Moul is correct that GDP growth and the growth in corporate profits 
are distinct from utility growth rates. However, the differences between 
those growth rates are precisely the problem – one Mr. Moul does not 
address.  He has not explained how relatively low-risk and low-growth 
utility companies can be expected to achieve the same growth as the 
overall economy (measured through either growth in corporate profits or 
GDP).  Yet, Mr. Moul upwardly adjusts his DCF result to simulate that 
non-sustainable growth rate for the utilities. 

 
Lines 585-594 – Mr. Moul claims that my use of the fundamental growth rate variable (b 
x r) is not appropriate, because prices do not trade at a constant market-to-book multiple.   

 
Response: 
This statement demonstrates Mr. Moul’s misunderstanding, or 
misrepresentation, of the rate setting process.  Utility rates are set based 
upon the assumption that the utility is earning precisely its cost of capital 
on an annual basis (equivalent to a market-to-book ratio of 1.0).  Observed 
market-to-book ratios, whether greater or less than 1.0, are indicators of 
(and checks on) past earnings performance, but they should have no 
relevance to the determination of required equity rates of return. 

 
Line 603 –Mr. Moul claims that I am wrong and restates his position respecting the 
quarterly DCF model.   

 
Response: 
Rather than attempt to refute substantively my testimony that the quarterly 
dividend yield model upwardly biases the DCF, Mr. Moul simply claims 



that I am wrong and restates his position.  There is no identification of 
specific inaccuracies in my testimony and no explanation to support his 
claim.   

 
Lines 633-645 – Mr. Moul claims that his leverage adjustment is not related to the market 
to book ratio.   

 
Response: 
Mr. Moul makes purely rhetorical distinctions.  The clear facts and the 
mathematics show that his leverage adjustment inflates DCF results to 
account for (that is, to maintain) differences in market and book value, a 
practice the Commission has clearly rejected before. 

 
Lines 684-688 – Mr. Moul points out that Value Line and Merrill Lynch share his views 
on the appropriateness of mean reversion adjustments for utility companies.   

 
Response: 
Rather than refute the Gambola and Kahl empirical study that proves the 
mean reversion methodology is inappropriate for utility company betas, 
Mr. Moul simply restates his position.  He does not even acknowledge the 
unbiased academic research, and he asks the Commission to make its 
determination by choosing “truth by authority” over the empirical 
evidence of record.  

 
Lines 694-703 – Mr. Moul disputes my testimony that the EMRP used in the CAPM is 
much lower than EMRP calculated by analysts in traditional rate cases.   

 
Response: 
Rather than attempt to refute the vast body of evidence cited in my Direct 
Testimony on the EMRP as used in the CAPM, Mr. Moul inexplicably 
tries to tie the discredited beta mean reversion assumption to the EMRP, a 
relationship that simply does not exist.  


