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VI. RATE OF RETURN  

E.  Cost of Common Equity  

1.  Overview 

In an approach designed to narrow the cost of equity issues in this case, GCI’s expert 

Christopher Thomas performed a critical analysis of the Companies’ cost of equity analyses, 

performed by their witness Paul Moul.  Rather than performing separate estimation analyses, Mr. 

Thomas accepted Mr. Moul’s proxy groups and analysis results as a starting point for his review.  

Mr. Thomas then corrected the Companies’ analyses to remove the effects of adjustments and 

methods the Commission has regularly rejected in recent past orders, as well as the effect of 

analytical steps that are at odds with governing legal precedents.  As a result of making those 

corrections, Mr. Thomas was able to recommend a range of cost of equity estimates that 

conforms to this Commission’s past decisions on cost of equity determinations.  See generally 

CUB-City Init. Br. at 29-50.  Since Mr. Thomas recommended a return at the lower end of his 
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range of return estimates, GCI recommends that the Commission approve revenue requirements 

for the Companies at the low ends of his respective ranges.  CUB-City Init. Br. at 5. 

In addition to the flaws in Moul’s estimation analyses identified by Thomas, Staff 

(through its expert Michael McNally and in its brief) discussed additional (more technical) flaws 

that undermine Moul’s analyses.  See, e.g., Staff Init. Br. at 80 (VIX), 83 (weighting of growth 

estimates), and 85-88 (academic research on size adjustment).  Staff also presented its own 

estimation analyses.  Id. at 64.  Together, Mr. Thomas’ and Mr. McNally’s substantive criticisms 

of Mr. Moul’s analyses are more than sufficient to demonstrate that the Companies’ estimates 

should not be used by the Commission in its determination of the Companies’ cost of equity. 

The independent analyses of GCI and Staff are consistent, and mutually validating in 

their resulting cost of equity estimates.  Mr. Moul’s estimates -- in contrast -- are shown to be 

outliers, lacking a basis in accepted methodology, and unreliable.  The Companies’ Initial Brief 

relies on many of the same arguments Mr. Moul made in testimony.  Consequently, its 

arguments (like Mr. Moul’s testimony) fail to refute the significant effect of the methodological 

errors and deficiencies identified by GCI and Staff.   

2. The Companies’ “Context” Arguments 

The Companies contend that their “proposed costs of capital are based on the realities of 

their actual capital structures and the financial conditions that are likely to exist in 2012.” NS-

PGL Init. Br. at 84.  That is an appealing story, but it is not an accurate story. 

The Companies’ conception of “reality” is severely distorted.  The Companies argue that 

any divergence from Mr. Moul’s specific cost of equity estimate ignores “reality.”  “When 

models and reality diverge, as they do here, the only conclusion is that the models are imperfect, 

not that the models should control over reality.”  NS-PGL Init. Br. at 91.   
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The Commission relies on financial models because the relevant reality -- utility 

subsidiaries' cost of equity -- is not directly observable.  The Companies “urge the Commission 

to choose reality over opinion.”  NS-PGL Init. Br. at 92.  GCI agrees.  The question for the 

Commission is whether reality is most reliably captured by the results of respected financial 

models using objective market data – GCI and Staff - or by model results modified to incorporate 

one analyst’s subjective perceptions of market reality – the Companies.  “Mr. Moul considered 

information available to and typically relied on by investors and financial analysts, and applied 

his judgment to the operation and results of the models.”  NS-PGL Init. Br. at 84.  Mr. Moul 

“duplicates” the operation of the market with a subjective adjustment for which he provides no 

methodology for Commission validation of his results.  CUB-City Init. Br. at 33.  Nonetheless, 

the Companies assume that Mr. Moul’s subjective perception of market reality is correct, and the 

only one that matters.   

The Companies find comfort in their observation that their proposed cost of equity “is 

based on the analyses and recommendation of . . . [Mr.] Moul, who followed the same 

methodology and used the same mathematical models that he followed and used in the Utilities’ 

last two rate cases.”  NS-PGL Init. Br. at 84.  What the Companies fail to mention is that that 

significant portions of Mr. Moul’s analyses in those cases were rejected by the Commission.  

Using “the same methodology” (including his excessive use of subjective adjustments to his 

model results) is an explicit refusal to accept the Commission’s guidance in his estimation 

analyses.   

Under the guise of providing “context”, the Companies devote almost a dozen pages of 

their brief to another attempt to influence the Commission’s decision making with advice to 

please rating agencies and comparisons to other commission actions.   See NS-PGL Init. Br. at 
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84-94.  The Companies warn that any return in the ballpark of Staff’s or GCI’s proposals “would 

send a strong negative signal to the financial markets.”  NS-PGL Init. Br. at 86.  Both 

Companies’ witnesses, Mr. Moul and Steve Fetter, embrace subjective interpretations of these 

bare comparisons to “authorized returns for other companies, in other jurisdictions, at other  

times representing other market environments.”  Staff Init. Br. at 69.   

Since the financial markets tend to view any decrease in company earnings as a negative 

-- even where it is wholly warranted by the evidence in the case or is legally required by law - 

signals to financial markets are clearly not a proper standard for assessing the Commission’s 

determination.  The “real-world financial market data” (NS-PGL Init. Br. at 90) presented by the 

Companies is not relevant data by the standards of the Commission.  This Commission has 

regularly, repeatedly, and consistently rejected such considerations as irrelevant to its record-

based determination of the cost of equity for any particular Illinois utility.   

Moreover, Ms. Abbott’s testimony regarding the negative regulatory climate 
regarding Illinois utilities overlooks the fact that this Commission has been, for a 
long period of time, dedicated to ensuring that, only reasonable and legally-
recognizable, costs are passed on to ratepayers.  The fact that this Commission 
does not compare favorably to some other state regulatory commissions in similar 
positions is merely demonstrative of this Commission’s efforts on behalf of the 
consuming public to ensure that all costs that are passed on to the general rate-
paying public are reasonable.  

In re Commonwealth Edison Company, ICC Docket 10-0138, Order at 49 (December 15, 2010). 

The Commission should rely instead on the objective assessments of GCI and Staff.  A 

utility can’t simply adopt the cost of equity set for other utilities scattered around the country for 

which the facts and circumstances are not necessarily similar.  In re Commonwealth Edison 

Company, ICC Docket 05-0597, Order at 154 (July 26, 2006).  Rather, pursuant to Section 9-201 
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of the Public Utilities Act, each utility must prove in each rate case that its proposed cost of 

equity is just and reasonable.  Id. 

3. The Companies’ Criticisms of GCI’s (Thomas’) Analysis 

Mr. Thomas made specific adjustments to Mr. Moul’s results to correct only for methods 

and adjustments this Commission has rejected, with the result that certain flaws were removed 

from the Companies’ cost of equity estimate.  Despite Mr. Thomas’s clear delineation of the 

specific adjustments and his basis for each (and parallel discussions in CUB-City’s brief), the 

Companies’ Initial Brief responds directly to GCI’s criticisms of Mr. Moul’s cost of equity 

analyses mainly through a simplistic rhetorical device.  The Companies’ brief lists each of the 

corrections Mr. Thomas made to Moul’s analyses as a defect in Thomas’ analysis.  NS-PGL Init. 

Br. at 121.  No additional discussion was presented in that context.   

The Companies observe: “Although GCI started with Mr. Moul’s models, every 

adjustment it made to them had the effect of reducing their results.”  Id.  Because the Companies 

do not ascribe any substantive meaning to that observation, the relevance for the Commission is 

unclear.  In fact, the only question then remaining is, “So what?”  If the Companies mean Mr. 

Thomas is biased, what must the Commission conclude from Mr. Moul’s adjustments?  It is 

equally true that in every instance of a departure from clear Commission direction that GCI 

identified, Mr. Moul’s departures had the effect of increasing his model results.  See CUB-City 

Init. Br. at 50.  Moreover, unlike Mr. Thomas’ adjustments, which were based on and consistent 

with prior Commission decisions, the foundation for Mr. Moul’s adjustments is his refusal to 

accept the Commission’s repeated, consistent determinations rejecting his improper adjustments.   

The Companies also argue that “[a]ny party taking the position that the Utilities’ ROEs 

should be reduced by over 300 basis points cannot be taken seriously.”  Apparently the absurdity 



 7

of that starting point is of no concern to the Companies.  The Companies begin with an 

unjustified and impermissible presumption that their proposed cost of equity is the correct 

estimate.  Staff makes a similar observation. 

Likewise, his claim that his conclusion is supported by the fact that his DCF 
results are low relative to his risk premium and CAPM results is erroneous.  That 
fallacious reasoning assumes the conclusion as to what the appropriate cost of 
common equity is.  In fact, his “outlier” argument rests on a comparison of his 
DCF result to results that were inappropriately inflated through techniques that 
have been repeatedly rejected by the Commission.   

 
Staff Init. Br. at 78.   

Based on his review of Mr. Moul's analyses, Mr. McNally also identified departures from 

Commission directives in the Companies' analyses.  Staff identified the same flaws as those 

identified (and corrected in most instances) by Mr. Thomas.   

The most significant flaws in Mr. Moul‘s analysis of the Companies’ cost of 
common equity are his (1) inclusion in his recommendation of the results of an 
inappropriate risk premium model; (2) exclusion of his DCF results from his 
recommendation; (3) inappropriate manipulation of his growth rate estimate; (4) 
inclusion of an unwarranted leverage adjustment in his DCF and CAPM 
estimates; and (5) inclusion of an unwarranted size premium adjustment in his 
CAPM estimate.   

 
Staff Init. Br. at 75-76.  Substantively, Mr. Thomas and Mr. McNally make very consistent 

criticism of Mr. Moul’s return boosting adjustments.  In GCI’s view, that is powerful evidence of 

the unambiguous clarity of the Commission’s prior decisions respecting the upward adjustments 

and dubious methodologies Mr. Moul incorporated in his estimates.   

Though they have slightly different perspectives and took dissimilar approaches in this 

case, the essential similarity of the Staff and GCI assessments of the Companies’ analyses is 

easily seen.  Consider their congruent positions in brief on the following flaws in the Companies’ 

cost of equity analyses: 
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>  Moul’s proxy groups   CUB-City Init. Br. at 38-39; Staff Init. Br. at 70 

>  Development of CAPM   CUB-City Init. Br. at 45-48; Staff Init. Br. at 66  

>  Leverage adjustments   CUB-City Init. Br. at 40-41; Staff Init. Br. at 84-85  

>  Size adjustment    CUB-City Init. Br. at 36; Staff Init. Br. at 85-86  

>  DCF growth rates    CUB-City Init. Br. at 42-44; Staff Init. Br. at 81-84 

The enormity of the Companies’ departures from Commission precedent presents a bold, 

unjustified departure from the Commission’s orders.   

4. The Companies’ Criticism of Staff’s Arguments 

GCI is aware that the similarity of their arguments respecting Mr. Moul’s analyses makes 

the Companies’ arguments in response to Staff arguably relevant to GCI’s positions as well.  

GCI therefore supplements Staff’s well-reasoned presentation on the defects in Mr. Moul’s 

analyses that both GCI and Staff submit warrant rejection of the Companies recommended cost 

of equity.   

Beyond the flaws in his methods highlighted by Mr. Thomas, which are defined by prior 

Commission decisions, Mr. Moul’s analyses are infused with a level of subjectivity and a focus 

on subjective investor perceptions that make his analyses an unreliable basis for the 

Commission’s cost of equity determination.  See CUB-City Init. Br. at 33-34.  Mr. Moul’s 

adjustments to the results of traditionally relied upon models and his selection of upwardly 

biased model inputs are based on unverifiable personal opinions about the reliability of model 

results and speculation about the subjective perceptions of investors.  

Q  And you employ this judgment with respect to the results of the models, 
not just the inputs? 

A  Correct. 
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Q  So after you have run your models and you have a result you use your 
impressions of the market sentiment to make adjustments as you see fit to 
the results of the models? 

A  I do that, plus I might do -- make additional judgments as to the reliability 
of the final outcomes . . . . 

 
Aug 31, 2011 Tr. at 437-8. 

Mr. Moul’s leverage adjustment and his rejection or adjustment of model results he 

deems inconsistent with market sentiment or common sense (defined by regulatory return 

awards) illustrate starkly the indefensibility of Commission reliance on such analyses.  Mr. Moul 

cannot provide either a sound theoretical basis for his adjustments or a coherent explanation for 

his quantification of his impressions of “market sentiment” for either of these subjective 

modifications.  CUB-City Init. Br. at 31.  “Even where Mr. Moul purports to rely on quantifiable 

market data like financial ratios (see PGL Ex. 3.0 at 8), Mr. Moul has provided no 

industry-accepted method for translating such data into valid adjustments . . . .”  CUB-City Init. 

Br. at 33.  These subjective adjustments, which cannot be independently replicated, do not meet 

the standard the Companies offer as a test of Staff’s principal components analysis.   

“In affirming the district court’s decision that the analysis was insufficiently 
reliable, the Tenth Circuit relied  upon the fact that in performing his principal 
components analysis, the expert was required to make discretionary decisions 
about which data to enter into his calculations and the methodology to be used, 
and that those discretionary decisions had not been “tested or peer reviewed.”  

 
NS-PGL Init. Br. at 110 (emphasis added), citing Attorney General of Oklahoma v. Tyson Foods, 

Inc., 565 F.3d 769 (10th Cir. 2009).  Staff independently concluded that “Moul‘s approach 

needlessly and inappropriately emphasizes the analyst‘s potentially biased judgment in place of 

the collective judgment of investors.”  Staff Init. Br. at 74.   
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The Commission’s task is to determine the market required return on equity investments 

in the Companies -- not the information available to investors.  The market required return is the 

result of the interaction of that information available to investors, the financial environment, how 

investors react to available information, and all other factors that influence the market required 

return.  How investors subjectively felt or what they thought, though interesting to contemplate, 

is not the task at hand.  Mr. Moul testified that he regards the equity market as an efficient 

economic mechanism that absorbs and acts on available information in an economically rational 

manner.   Aug 31, 2011 Tr. at 432-433.  Mr. Moul’s adjustments assume precisely the opposite -- 

that the market has not taken account of factors bearing on his subjective impressions of “market 

sentiment,” “common sense,” and “what is being done in the regulatory arena generally.”  Id. at 

431, 441.   

Mr. Moul presented similarly flawed analyses in the Companies’ 2007 rate case, where 

the Commission indicated that he had exceeded the level of subjective input into analyses that 

the Commission would tolerate in cost of equity studies.   

While all cost of equity analyses require the application of judgment, this 
particular approach is primarily a matter of judgment and we are unwilling to rely 
on such a subjective analysis.    

 
 In re North Shore Gas, Dkt. 07-0241/07-0242 (consol.), Order at 93-94, (Feb. 5, 2008).  Just as 

in that case, the Companies have presented no evidence for concluding that only Mr. Moul has 

noticed the factors for which he adjusts the results of accepted models and analytical methods 

using objective market data.   

Proxy Groups.  GCI challenged the risk comparability of Mr. Moul’s Gas Group, and 

noted that his Combination Group was even less representative of the Companies’ risk.  Mr. 

Moul agrees that his proxy group is not of comparable risk to the Companies.  According to the 
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Companies, “Mr. Moul assembled a group of publicly-traded natural gas utilities to serve as the 

‘Gas Group’ by conducting a ‘fundamental risk analysis’ to determine whether the investment 

risk of the Gas Group and the Utilities was similar” and that he concluded that the risk of the Gas 

Group was lower. NS-PGL Init. Br. at 104.  Of the three experts using Mr. Moul’s Gas Group, 

only Mr. Moul views the group as less risky than the companies or proposes upward adjustments 

to the proxy group results.  Mr. Moul apparently believes that when he uses proxy groups that 

are not of comparable risk to the Companies, he is free to make subjective adjustments to the 

financial model results and to declare the results unacceptable because they differ from the 

results for an even less representative proxy group.  However, both GCI and Staff noticed that 

the Companies have (a) the double benefit of a revenue assurance mechanism like Rider VBA 

and a large percentage of costs collected through fixed monthly charges and (b) capital structures 

with higher equity ratios than the proxy group.  Those factors led both Mr. Thomas and Mr. 

McNally to conclude the Gas Group is likely more risky, with the result that both recommend the 

Commission adjust the Gas Group cost of equity estimates downward.   

The Commission has stated its policy preference for DCF and CAPM model results using 

objective market data, and where necessary proxy firms of comparable risk.  Compare NS-PGL 

Init. Br. at 110 (emphasis added), citing Attorney General of Oklahoma v. Tyson Foods, Inc., 565 

F.3d 769 (10th Cir. 2009); Illinois Rules of Evidence, Rule 702.  Assembling a proxy group that 

is not of comparable risk to the firm being studied, so that the results of the model analysis can 

be adjusted, is not accepted methodology.  Mr. Moul’s subjective modifications to industry 

accepted analytical procedure discredit his analyses and justify the Commission giving his 

recommendation little or no weight.   

DCF Growth Rates.  To justify Mr. Moul’s exclusion from consideration of his low DCF 
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result, the Companies pointed to “unique circumstances at play in today’s unsettled economy are 

causing the DCF model to generate unreliably low measures.”  NS-PGL Init. Br. at 116.  

Specifically, the Companies make the following unfounded or contradictory assertions in 

generating its artificially boosted cost of equity estimates.   

·  "Growth in stock prices while growth rates are falling is an anomalous situation 
that cannot be sustained." Id.   

 
The Companies cite no record evidence to support this assertion.  The Companies do not 

discuss the possibilities that a firm is earning more than its real cost of capital or a perception 

that a utility’s stock is safer relative to other investments.  In adverse financial environments, 

such factors could prompt a “flight to quality” or a “flight to safety” (respectively) as described 

by Mr. Moul.  NS-PGL Ex. 3.13D at 16-17, 4.  An increased demand for the firm’s stock could 

push up its price, despite an “unsettled economy.”   

·  “Growth prospects for natural gas utilities have eroded significantly due to the 
economic recession . . . .”  NS-PGL Init. Br. at 116.   

 
This is why GCI and Staff both criticized Mr. Moul for using an unjustifiably high 

growth rate in his DCF analyses, including the multi-stage DCF he retained.  Staff observed 

several choices in Mr. Moul’s analysis that are inconsistent with his assertion of eroding growth 

prospects, confirming Mr. Thomas’ claim of an “upward bias” and further undermining the 

credibility of his estimates.  Staff observed that Mr. Moul substituted the higher Morningstar 

growth estimate for the Value Line estimate he used previously, and gave that “unsustainably 

high”  “clear outlier” more than twice the weight given to his other estimates (IBES and Zacks).  

GCI Ex. 5.0 at 19:425; Staff Init. Br. at 81-83.   

·  “[D]ividend yields among the Gas Group remain low due to the low interest 
rate environment.”  NS-PGL Init. Br. at 116.   
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This simple effect of low interest rates merely describes an economic reality, not an 

anomaly that justifies rejection of his DCF result because it is too low.  “The low growth rates 

and low interest rate environment Mr. Moul cites simply indicates that the cost of capital is low.  

A relatively low cost of capital is not a reasonable rationale for dismissing the results of a model 

that reflects those low costs.”  Staff Init. Br. at 78.   

·  “In each case, the Combination Group DCF results are higher . . . .” NS-PGL 
Init. Br. at 116.   

 
Finally, the Companies compare differences between DCF results in different cases to 

justify their selective exclusion of results they dislike.  NS-PGL Init. Br. at 117.  The 

comparisons themselves are meaningless.  If the cost of equity results of previous cases were a 

proper standard for (or determinant of) the appropriate returns in subsequent cases, there would 

be no need for new analyses.  The Public Utilities Act’s requirement for record based decisions 

precludes the approach that the Companies suggest.   

There is a contradiction between Mr. Moul’s discarding of his low DCF result and his 

justification for the proliferation of models and methods he presents.  Mr. Moul testifies that 

“each of the methods used to measure the cost of equity contains certain incomplete and/or 

overly restrictive assumptions and constraints that are not optimal.”  PGL Ex. 3.0R at 13:278.  

On that basis, he states “I favor considering the results from a variety of methods.”  Id.  He goes 

on to eliminate one particular result -- the lowest cost of equity estimate, which means that by his 

own standard, it is now more likely that incomplete or suboptimal assumptions and constraints 

go uncorrected.  See CUB-City Init. Br. at 44-45; GCI Ex. 5.0 at 21-22 (Mr. Thomas’ 

explanation why the DCF has special reliability in low growth environments).   

Peeking at the results of the models, then picking a single (unfavorable) result to 
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eliminate from consideration-- as Mr. Moul did -- is far more arbitrary and vulnerable to 

subjective bias than the model choices made in advance by GCI and Staff.  See NS-PGL Init. Br. 

at 92-94 (criticizing Staff and GCI analytical approaches).  A competent analyst does adjust the 

models used to match the environment in which the cost of equity is being estimated – a factor 

considered by the very analysts Mr. Moul cites.  Mr. Moul has ignored the Commission’s 

guidance by persistently presenting the same analyses.  The Commission has been equally 

consistent in rejecting those aspects of his analyses that Mr. Thomas identified and corrected.  

Mr. Moul has applied his “analyst’s judgment” in greater measure to the results of the models, an 

analytical approach that is “primarily a matter of judgment” much more “susceptible to 

manipulation.”  See NS-PGL Init. Br. at 91.  The Commission should reject Mr. Moul’s 

subjective adjustments, as it has when it encountered such flawed analyses in the past.  “Moul‘s 

approach needlessly and inappropriately emphasizes the analyst‘s potentially biased judgment in 

place of the collective judgment of investors.”  Staff Init. Br. at 74.   

Staff reached a similar conclusion when presented with Mr. Moul’s argument that the 

difference between his DCF and CAPM results justifies his elimination of the DCF result from 

his cost of equity estimation.  See Staff Init. Br. at 79.  Staff observes that in the Companies’ last 

rate case, though the difference between Mr. Moul‘s CAPM and DCF estimates “(1.93%) was 

greater than it is in this proceeding (1.54%)”, he did not eliminate the DCF estimate.  Id.   

Yet, now he alleges that the difference renders his DCF results invalid. Staff Ex. 
5.0 Corrected, p. 26.  His previous acceptance of DCF results when the argument 
he provides for excluding them in this case would have been much more 
applicable betrays that argument as disingenuous.   

 
Id. 

Leverage Adjustment.  The Companies make the same arguments for a leverage 
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adjustment that they have made in past cases.  The Commission has examined and rejected those 

arguments before; and it should reject them again.  The substantive defects identified by the 

Commission in prior cases remain and are discussed by the GCI and Staff cost of equity experts.  

In addition, Mr. Moul’s own testimony on estimating a utility’s cost of common equity 

undermines the proposed leverage adjustment.   

The premise of Mr. Moul’s leverage adjustment is that equity market prices do not reflect 

the Companies’ book capital structure or this Commission’s regular practice of applying the 

authorized return book value rate base in setting rates: “A utility’s market required return is 

based on a market value capital structure.”  NS-PGL Init. Br. at 120.  But what evidence is there 

of this proposition other than Moul's assertion?  Indeed, Mr. Moul has accepted that the equity 

market is a mechanism that absorbs and uses such information in setting market prices.  He also 

confirmed his belief that it has worked with respect to this particular factor: 

Q Do you believe that investors in the equity markets haven't yet caught on 
to that Commission applies its authorized returns to book values? 
A Oh, they know that. 
 
Q Okay. 
 
A  I mean, in this jurisdiction or any other original-cost jurisdiction. 
 

Aug 31, Tr. at 462.  According to Mr. Moul his leverage adjustment would duplicate a response 

the market should already have made.   

Moreover, even if, arguendo, the market had missed this information, Mr. Moul has not 

revealed whether any or all of the companies in his proxy groups share the regulatory application 

of return to book capital he criticizes.  Thus, whether any adjustment or a partial adjustment is 

needed under such hypothetical circumstances is unknowable.  Mr. Moul’s proposed leverage 

adjustment is one that he cannot explain to the Commission “by expressing it in the terms of any 
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particular relationship of market price to book value,” making it essentially beyond validation.  

PGL Ex. 3.0R at 26:564.     

The Companies claim that “without a leverage adjustment, and again holding all else 

equal, the utility cannot earn its total cost of equity. “ NS-PGL Init. Br. at 119.  What this 

adjustment shows is that Mr. Moul is improperly focused on the return to an investor on the price 

paid for equity shares in post-issuance transactions, instead of (as the law requires) the return to 

the utility on the amount actually invested in providing service.  Mr. Moul agreed that those two 

returns are not the same.  Aug 31 Tr. at 458.  This Commission has recognized that the investor 

focused leverage adjustment being proposed by Mr. Moul is mathematically equivalent to an 

unleveraged return on a leveraged rate base.  See CUB-City Init. Br. at 41.  An adjustment that 

artificially boosts the rate base amount used to set rates is unlawful.  220 ILCS 5/9-211 (“The 

Commission, in any determination of rates or charges, shall include in a utility's rate base only 

the value of such investment which is both prudently incurred and used and useful in providing 

service to public utility customers.”). 

Beta Estimates.  In contesting Staff’s derivation of a beta for his CAPM model, the 

Companies argue that “the object of the [CAPM] exercise is to determine the investor required 

return on equity, separately calculated betas are not necessary as no investor could possibly rely 

on them.”  Once again, Mr. Moul’s subjectivity overwhelms his model analyses.  The purpose of 

cost of equity analyses is to capture the total effect of the objective and subjective decisions 

made by investors in the market -- not to capture the subjective dispositions of investors.  

Whether individual investors could rely on a particular calculation is irrelevant; the beta is meant 

to be a reflection of the market -- the sum effect of all investors’ past decisions, not a marketing 

device to influence individual investor decisions.    
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