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Hlinols American Water Company
Summary of Cost of Capital and Fair Rate of Return

Based upon the Estimated Average Capital Structure Ending June 30, 2009

Weighted Cost
Type of Capital Ratios (1) Cost Rate Rate

Long-Term Debt 5312 % 571 % (1) 303 %
Short-Term Debt 0.22 4.81 {1) 0.01
Total Debt 53.34 ' 3.04
Preferred Stock 0.00 0.00 (N 0.00
Common Equity 46.66 11.25 (2) 5.25

Total 100.00 % 8.29 %

Notes:

(1) From Schedule D-1, page 1.

(2) Based upon informed judgment from the entire study, the principal results of which are summarized on
page 2 of this Schedule.
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lliinois Amarican Water Company
. Brief Su of Common Equity Cost Rate
Proxy Group of Thirleen
Utilities Selected Upon the
Proxy Group of Elght Basis of Least Relative
No. Principal Methods Walter Companigs Distance

Including All Results

1. Discounted Cash Flow Model (DCF) (1) 11.38 % 1072 %
2. Capital Asset Pricing Model (CAPM) (2) 11.16 12.22
3 Indicated of Commaon Equily Cost

Rate before Adjustment for

Business Risk 1127 % 11.47 %
4 Business Risk Adjustment (3) 0.10
5. Common Equity Coslt Rata after

Adjustment for Business Risk 1437 % 11.57 %
8. Indicated Common Equity Cost

Rate 11.45%

Including Only Those Resulls Greater than 8.6% and

. Less than 12.0%
7 Discounted Cash Flow Medel {DCF) (4) 11.51 % 995 %
8 Capital Asset Pricing Model (CAPM) (5) 10.97 11.29
9. Indicated of Comman Equity Cost
Rate befare Adjustment far
Business Risk 1124 % 1062 %
10 Business Risk Adjusiment (3) 0.10
11 Commen Equity Cost Rate after
Adjustment for Business Risk 11.34 % 1072 %
12 Indicated Common Equity Cost
Rata 11,13%
13 Recommended Comrmon Equity Cost Rate 11.25%

Notes: (1) From Line Na. 3 on page 1 of Schedule 12.07.
(2) From Line No. 3 on page 1 of Schedule 12.09.

(3) Business risk adjustment to reflect Hiinois American, Inc.'s greater business risk due
. to its small size relative to each proxy group as detailed in Ms. Ahern's
accompanying direct testimeny.
(4) From Line No. B on page 1 of Schedule 12 07,
(5) From Line Na. 4 on page 1 of Schedule 12.09.
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Ilinois American Water Company
Derivation of Investment Risk Adjustment Based upon
Ibbotson Associates’ Size Premia for the Decile Portfolios of the NYSE

From page 5 of this Schedule.

Line No. 1 - Line No, 2 and Line No. 1 - Line No. 3 of Columns 3 and 4, respectively. For example, the
0.21% in Column 5, Line No. 2 is derived as follows 0.21% = 2.49% - 2.28%.

~ From page 1 of Schedule 12.04.

With an estimated market capitalization of $579.569 million (based upon the proxy group of eight water
companies) and $478.1572 (based upon the proxy group of thirteen utilities selected upon the basis of
least relative distance), lllinois American Water Company falis between the 8™ and gth" deciles of the
NYSE/AMEX/NASDAQ which have an average market capitalization of $626.647 as can be gleaned
from the informaticn shown in the table on the boltom half of page 3 of this Schedule.

Average size premium applicable fo the 8" and Gth deciles of the NYSE/AMEX/NASDAQ as can be
gleaned from the information shown on page 15 of this Schedule.

From page 1 of Schedule 12.05.

With an esttmated market capitalization of $729.211 million, the proxy group of eight water companies
falis in the 8" decile of the NYSE/AMEX/NASDAQ which has an average market capitalization of
$801.171 million as shown in the table on the bottom half of page 3 of this Schedule.

Size premium applicable to the 8" decile of the NYSE/AMEX/NASDAQ as shown on page 15 of this
Schedule.

From page 1 of Schedule 12.06.

With an eslimated market capitalization of $10,122.044 miliion, the proxy group of of thirteen utilities
selected upon the basis of least relative distance falls between the 2™ and 3" deciles of the
NYSE/AMEX/NASDAQ which have an average market capitalization of $8,846.235 miliion as can be
gleaned from the information shown in the table on the bottom half of page 3 of this Schedule.

Average size premium applicable to the 2™ and 3™ deciles of the NYSE/AMEX/NASDAQ as can be
gleaned from the information shown on page 15 of this Schedule.

Source of Information: ibbotson Associates, Stocks, Bonds, Bills and ipflation - Valyation Edition — 2007

Yearbook, Morningstar, Inc., Chicago, 1L, 2007
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.Chapter ]

Firm Size and Return

The Firm Size Phenomenon

One of the most remarkable discoveries of modern finance is that of a relationship between firm
size and return. The relationship cuts across the entire size spectrum but is most evident among
smaller companies, which have higher returns on average than larger ones. Many studies have looked
at the effect of firm size on return.! In this chapter, the returns across the entire range of firm size
are examined.

Construction of the Decile Portfolios

The portfolios used in this chapter are those created by the Center for Research in Security Prices (CRSP)
at the University of Chicago’s Graduate School of Business. CRSP has refined the methodology of cre-
ating size-based portfolios and has applied this methodology to the entire universe of
NYSE/AMEX/NASDAQ-listed securities going back to 1926. ]

The New York Stock Exchange universe excludes closed-end mutual funds, preferred stocks, real
estate investment trusts, foreign stocks, American Depository Receipts, unit investment trusts, and
Americus Trusts. All companies on the NYSE are ranked by the combined market capitalization of their
eligible equity securities. The companies are then split into 10 equally poptlated groups, or deciles.
Eligible companies traded on the American Stock Exchange (AMEX) and the Nasdaq Nationa] Market
(NASDAQ) are then assigned to the appropriate deciles according to their capitalization in relation to
the NYSE breakpoints. The portfolios are rebalanced, using closing prices for the last trading day of
March, June, September, and December. Securities added during the quarter are assigned to the
appropriate portfolio when two consecutive month-end prices are available. If the final INYSE price of
a security that becomes delisted is a month-end price, then that month’s return is included in the
quarterly return of the security’s portfolio. When a month-end NYSE price is missing, the month-end
value of the security is derived from merger terms, quotations on regional exchanges, and other sources.
I a month-end value still is not determined, the last available daily price is used.

Base security returns are monthly holding period returns. All distributions are added to the month-
end prices, and appropriate price adjustments are made to account for stock splits and
dividends. The return on a portfolio for one month is calculated as the weighted average of the
retums for its individual stocks. Annual portfolio returns are calculated by compounding the monthly
portfolio returns.

Size of the Deciles

Table 7-1 reveals that the top three deciles of the NYSE/AMEX/NASDAQ account for most of the total
arket value of its stocks. Nearly two-thirds of the market value is represented by the first decile, which
currently consists of 168 stocks, while the smallest decile accounts for just over one percent of the

1 Rolf W. Banz was the first 10 documenr this phenomenon. See Banz, Rolf W, “The Relationship Between Rerurns and Market
Value of Common Stocks,” Journal of Financial Economics, Vol. g, 1981, pp. 3-18.

Morningstar, inc. 128
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Chapter 7

market value. The data in the second column of Table 7-1 are averages across all 81 years. Of course,
the proportion of market value represented by the various deciles varies from year to year.

Columns three and four give recent figures on the number of companies and their marker
capitalization, presenting a snapshot of the structure of the deciles near the end of 2006.

Table 7-1
Size-Decile Pertfolios of the NYSE/AMEX/NASDAL Size and Composition
1926 through September 30, 2006

. Recent
Historical Average Recent Decite Markst Recent
Percentage of Number of Capitafization Percentage of
Dacile Total Capitalization Companies {in thousands} Total Capitalization
1-largest 63.26% 168 $9,586,846,750 61.64%
2 13.97% 174 2,148,608,850 13.81%
3 157% 198 1,126,434,240 124%
4 4.73% 164 524,621,080 4.02%
5 3.24% 208 402,840,110 3%
B 2.38% 264 428,711,640 2.76%
. 7 1.74% 281 333,561,890 2.15%
B 1.28% 355 284,415,720 1B3%
9 1.00% 660 259,400,730 1.92%
10-Smaltest 0.82% 1.744 2818310 147%
Mid-Cap 3-5 15.54% 531 2,243,894 380 1541%
low-Cap 58 54% g 1,046,789,110 719%
Micro-Cap 9-10 : 1.83% 2404 527,619,100 3162%

Source: © 200703 CASP® Center for Rasearch in Security Prices. Graduate Schao! of Business, The University of Chicego.
Used with permission. All rights reserved. www.crsp.uchicago.edue.

Historical average percentage of totat capitalization shows the average, over the last 81 years, of the decile market values
as a percentage of tha tatal NYSE/AMEX/NASDAQ calculated each month. Numbar of companies in deciles, racent market
capitalization of deciles, and recent percentage of total capitalization are as of Septerber 30, 2008.

Table 7-2 gives the current breakpoints that define the composition of the NYSE/AMEX/NASDAQ size
deciles. The largest company and its market capitalization are presented for each decile. Table
7-3 shows the historical breakpoints for each of the three size groupings presented throughout this
chapter. Mid-cap stocks are defined here as the aggregate of deciles 3—5. Based on the most recent data
{Table 7-2), companies within this mid-cap range have market capitalizations at or below
$7,777,183,000 but greater than $1,946,588,000. Low-cap stocks include deciles 6-8 and currently
include all companies in the NYSE/AMEX/NASDAQ with market capitalizations at or below
$1,946,588,000 but greater than $626,955,000. Micro-cap stocks include deciles g-10 and include
companies with market capitalizations ar or below $626,955,000. The market capitalization of the
smallest company included in the micro-capitalization group is currently $2,247,000.

130 SBBI Valuation Edition 2007 Yearbook
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Firm Size and Retum

Tabls 7-2

Size-Decile Porifolios of the NYSE/AMEX/NASDAQ, Largest Company
and lts Market Capitalization by Decile

September 30, 2006

Market Capitalization

uof Largest Company
Decile {in thousands) Lompany Name
t-Largest $371,187,368 Exxon Mobil Corp.
2 16,820,566 £0G Resources Inc.
3 7,777,183 Xcel Energy Inc
4 4,085,184 First American Gorp /CA
5 2,848,771 Scotts Miracls Gro Ca.
6 1,946,568 OAS Technologies inc.
7 1,378,476 £5C0 Technologies tnc
B 976,624 Knofl Inc
9 626,955 Bandag Inc.
10-Smallest 314,433 M & F Worldwide Corp.

Source; Center fer Research in Secyrity Prices, University of Chicago.

Presentation of the Decile Data

Summary statistics of annual returns of the 1o deciles over 1926—2006 are presented in Table 7-4. Note
from this exhibit that both the average return and the total risk, or standard deviation of anaual returns,
tend to increase as one moves from the largest decile to the smallest. Furthermore, the
serial correlations of returns are near zero for all but the smallest two deciles. Serial correlations and
their significance will be discussed in detail later in this chapter.

Graph 7-1 depicts the growth of one dollar invested in each of three NYSE/AMEX/NASDAQ
groups broken down into mid-cap, low-cap, and micro-cap stocks. The index value of the entire
NYSE/AMEX/NASDAQ is also included. All returns presented are value-weighted based on the
market capitalizations of the deciles contained in each subgroup. The sheer magnitude of the size effect
in some years is noteworthy. While the largest stocks actually declined s percent in 1977, the
smallest stocks rose more than 2o percent. A more extreme case occurred in the depression-recovery
year of 1933, when the difference between the first and tenth decile returns was far more
substantial, with the largest stocks rising 46 percent, and the smallest stocks rising 224 percent. This
divergence in the performance of small and large company stocks is a common occurrence.

Momingstar, Inc. 131
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Chapter 7

. Table 7-3

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Largest and Smallest Company by Size Group

from 1926 t01365
Capitalization of Largest Company Capitalization of Smaflest Company
{in thousands) {in thousands}
Date Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap Micre-Cap
{Sept 30) 35 &8 10 3-5 68 910
1926 $61,430 $13,835 $4.263 $13.860 $4,278 $43
1927 $65,078 $14,522 $4,450 $14,654 $4,496 $65
1928 $81,095 $18.788 $5,119 $18.801 $5,170 $135
1929 $103,054 $24,300 $5,6850 $24.328 §5,862 BRI
1430 $66,750 $12.318 $3,356 $13,05¢ $3,359 $30
193 $43.120 38,142 $1,944 $8,222 $1,548 315
1932 $12.687 $2.208 §4648 §2,223 3469 $18
1933 $40,298 $1.280 $1,875 $7.346 §1.892 12
1934 $38.019 $6,633 s $6 669 §1.922 $89
1935 337,631 $6,548 $1,350 $6,605 $1,383 338
1936 $46,980 $11,526 $2.600 $11,563 32,801 isB
1937 §51,750 $13,635 £3.583 $13,793 $3,600 368
1938 $38,102 18,372 $2,195 §8,400 £2,200 550
193¢ $35,408 {1478 $1.884 $7 500 $1.86D $75
1940 $30.930 8,007 $1.872 $8,130 $1.928 151
. 1941 $31,338 $8,336 $2.087 $3.357 $2,100 n
1942 §26.037 $6,870 $1.779 6,875 $1,788 82
1943 s $11,403 $3.847 $11,475 $3.503 $395
1944 $4B.2 313,066 34,812 113,088 ¥4.B20 §308
1945 §55,258 $17,975 $5.424 $17.504 $6,466 §225
1945 $17.784 524,192 $10,149 $24,189 $10,168 $829
1947 $57.942 $17,735 $6,380 $17,872 $6.410 3747
1948 $67,238 $18,532 §7.329 $18,651 $7.348 $7B4
1949 $56,082 $14,549 §5.108 $14,577 $5.112 $379
1950 $66,143 $18,675 $6.225 $18,700 $6.243 $303
1951 $82517 $22,750 §7.598 322,860 37.600 $658
1952 $97,926 $26,452 $8,480 125,532 $8,551 3480
1953 £98,595 $25,374 $9,168 $25,395 18,177 §459
1954 $125,834 $29,707 38,480 $28.791 $8,502 $463
1955 $170,829 §41,681 312,444 $41,881 $12,524 $553
19586 $183,792 $45,805 $13.623 $47.103 $13,659 122
1957 $194,300 $47,658 $13.828 348,509 $13.950 $925
1958 $195,536 $46.774 $13 818 $45,871 14,015 $550
1953 $256,283 $64,110 £19,548 $54,221 319,701 31,804
1960 $262,292 $61,529 319,344 $61,596 $19,385 83
1961 £301,464 477,596 $23,562 $78,976 323,613 $2.455
15962 $250,786 $58,785 318,744 358,865 $16,952 $1.018
18683 $308.503 $71.846 $23,927 EYAR: A $24,055 $298
1964 $348,675 $79,508 $25,595 $78,537 $25,507 §223
1965 $365.675 $84,600 $26.483 $85,065 328,543 $250

Source: Center for Aesearch in Security Prices, University of Chicaga.

132 SBBI Valuation Edition 2007 Yearbook
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. Firen Size and Aetum
Table 7-3 {eontinued)

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Largest and Smallest Company by Size Group

from 1966 to 2006

Capitalization of Largest Company Capltafization of Smallest Company
(int thousands) {in thousands)
Data Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap Micra-Cap
{Sept 30} k2] 68 910 35 6-8 %10
1965 $403.137 $99.950 $34,884 $100,107 334,066 33
1867 $459,438 $118,984 $42,188 $118.635 $42,237 5381
1968 $531,306 $150,893 360,543 $151,260 $60.718 §532
1868 $518.485 $146,792 $54,353 3147 311 $54.503 $2,119
1970 $382.884 §34,754 $29.318 394,845 $29,932 3822
1871 $551,690 $147 426 $45,570 $147,.810 $45.571 $865
1972 $557,181 $143,835 $46.728 $144,263 $46,757 $1,031
1973 $431,354 $96,609 $29.352 196,710 $23.430 §561
1974 $356,876 $79.878 $23.355 $80,280 £23,400 $444
1975 T $477,054 $102.313 §30,353 $103,283 $30,334 $o40
1476 $566,296 $121,147 $34,864 $121,592 $34,901 $564
1977 £584,577 $138,196 $40,700 $139,620 $40,765 £513
14978 $580,881 $164,093 $47.977 $164,455 $48,038 $830
1979 $665,019 $177,378 '$51,197 $177,769 $51,274 $948
1980 $762.195 $199,312 $50.496 $189,315 350,544 $549
. 1881 $962,397 $264,690 $72,104 $264,783 $72.450 $1.445
1982 $770,517 $210,3 $55.336 $210,630 $56,423 $1.060
1983 $1,208,511 $353.86% $104,382 $356,238 $104,588 12,025
1984 51,075,436 $315,965 $91.004 3316,103 $81,195 $2,093
1485 - $1,440,436 £370,224 $94,875 $370,729 304,887 3760
1986 $1,857,671 $449,015 $110,617 $449 462 $110,953 $706
1987 $2,059,143 $468,948 $113419 $470,662 $113,430 $1.277
1988 1,952,926 $421,340 594,443 $421,675 $94,573 $696
1989 $2,145947 $480,975 $100,285 $483,623 $100,384 $96
1550 32,171,217 $474,06% £393,750 §474.477 $93,790 $az
1881 $2,129.863 $457 958 $87.586 $458.853 $87,733 $278
1992 $2,428.671 $500,327 $103,352 $500,345 $103,500 3510
1993 $2,705,192 $603,588 $132,105 $607,448 3137137 $602
1894 $2.470,244 $596,058 $148,104 $597,975 $148,216 3598
1895 $2,789,938 $647,210 $155,385 $647,253 $155,632 $89
1896 $3,142.657 $751,316 $193.0m $751,680 $193.015 $1,043
1997 $3.484 440 $813.923 $228,900 $B14,355 $229,058 $5B5
1558 $4.216.707 $925,688 $252.553 $926,215 $253,031 16N
1999 $4,251,74) $875,308 3220397 $875,582 $220,458 $1,502
2000 $4,143,302 $840,000 $192.083 $840,730 $192,43% $1,393
2om $5.156315  $1,108.224 $265,734 $1,108,969 $265,736 $443
2002 $4.830328  $1.116,525 $308.980 $1,124,351 $308,245 50
2003 $4,744580  $1,163,369 $328,060 $1,163,423 $329,529 $332
2004 $6,241953  $1,607,854 $505,437 $1,607,931 3506410 $1,393
2005 $7.187,244  $1.729.888 $666,393 $1,729,364 $587,243 31,079
2008 $2.777,181  $1,946,588 $626,3955 $1,947,240 $627,017 $2.247

Source: Center for Research in Security Prices, University of Chicage.
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Table 7-4
Size-Decile Porifolios of the NYSE/AMEX/NASDAQ, Summary Statistics of Annual Returns

19262006

Geomelric Arithmetic Standard Serial
Decile Mean Mean Deviation Carrelation
1-Largest 36 113 19.06 203
2 11.0 13.3 21.72 0.03
3 1.3 138 35 -0.02
4 "3 43 2578 -0.02
S 1n7 149 26.51 ~0.02
] 1.8 153 2067 .04
7 .7 156 29.80 a.01
8 119 16.6 kxjyl 004
g 121 175 3831 0.05
10-Smallest 4.0 218 45.16 815
Mid-Cap, 3-5 114 14.2 2458 ~-0.02
Low-Cap, 6-8 K] 15.7 29.34 003
Micsn-Cap, 3-10 12.8 8.8 38392 pos
NYSE/AMEX/NASDAQ 101 2.1 20,08 003

Totat Value-Weighted Index

Source; Center for Research in Security Prices, University of Chicago.

Aspects of the Firm Size Effect

The firm size phenomenon is remarkable in several ways. First, the greater risk of small stocks does not,
in the context of the capital asset pricing model (CAPM), fully account for their higher returns over the
long term. In the CAPM only systematic, or beta risk, is rewarded; small company stocks have had
returns in excess of those implied by their betas.

Second, the calendar annual return differences between small and large companies are serially
correlated. This suggests that past annual returns may be of some value in predicting future annual
returns. Such serial correlation, or autocorrelation, is practically unknown in the market for large stocks
and in most other equity markets but is evident in the size premia.

Third, the firm size effect is seasonal. For example, small company stocks outperformed large com-
pany stocks in the month of January in a large majority of the years. Such predictability is surprising and
suspicions in light of modern capital market theory. These three aspects of the firm size effect—
long-term returns in excess of systematic risk, serial correlation, and seasonality—will be analyzed
thoroughly in the following sections.
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. firm Size and Return
Graph 7-1

Size-Decile Portfolios of the NYSF/AMEX/NASDAQ: Wealth Indices of Investments in Mid-, Low-, Micro- and
Total Capitalization Stocks
Year-end 1925=$1.00
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Long-Term Returns in Excess of Systematic Risk

The capital asset pricing model {CAPM} does not fully account for the higher returns of small company
stocks. Table 7-5 shows the returns in excess of systematic risk over the past 81 years for each decile of
the NYSE/AMEX/NASDAQ. Recall that the CAPM is expressed as follows:

k,=f|+(B,XERP) N

Table 7-5 uses the CAPM to estimate the return in excess of the riskless rate and compares this estimate
to historical performance. According to the CAPM, the expected return on a security should consist of
the riskless rate plus an additional return to compensate for the systernatic risk of the security. The
return in excess of the riskless rate is estimated in the context of the CAPM by multiplying the equity
risk premium by $ {beta). The equity risk premium is the return that compensates investors for taking
on risk equal to the risk of the market as a whole (systematic risk).? Beta measures the extent to which
a security or portfolio is exposed to systematic risk.’ The beta of each decile indicates the degree to
which the decile’s return moves with that of the overall market.

A beta greater than one indicates that the security or portfolio has greater systematic risk than the
market; according to the CAPM equation, investors are compensated for taking on this additional risk.
Yet, Table 7-5 illustrates that the smaller deciles have had returns that are not fully explained by their
higher betas. This return in excess of that predicted by CAPM increases as one moves from the largest
companies in decile 1 to the smallest in decile 10. The excess return is especially pronounced for micro-
cap stocks (deciles 9—1o). This size-related phenomenon has prompted a revision to the CAPM, which
includes a size premium. Chapter 4 presents this modified CAPM theory and its application in more
detail.

This phenomenon can also be viewed graphically, as depicted in the Graph 7-2. The security
market line is based on the pure CAPM without adjustment for the size premium. Based on the risk
{or beta) of a security, the expected return lies on the security market line. However, the actual historic
returns for the smaller deciles of the NYSE/AMEX/NASDAQ lie above the line, indicating that these
deciles have had returns in excess of that which is appropriate for their systematic risk.

2 The equity risk premium is estimated by the 81-year arithmetic mean retun on large company stocks, 72.34 percent, less
the 81-year arithmetic mean income-tetam component of 20-year governmeat bonds as the historical riskless rate, in this
case 5.zt percent. (It is appropriate, however, to match the maturity, or duration, of the riskless asset with the investment
horizon.) See Chapter 5 for mort detail on equiry risk premiim estimation.

3 Historical betas were calculated using a simple regression of the monthly portéolio {decile) toral revurns in excess of the
so-day U.S. Treasury bill ratal returns versus the s&r 500 total returns in excess of the 30-day U.S. Treasury bill,
January 1926-December 2006. See Chapter § for more detail on beta estimation.
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Table 7-5
Loag-Term Returns in Excess of CAPM Estimation for Decile Portfolios of the NYSE/AMEX/NASDAQ

13262008

Realized Estimated Size Premium

Arithmetic Return in Return in {Return in

Mean Excess of Excess of Excess of

Decile Beta* Return Riskless Ratp** Riskiess Ratet CAPN]
1-Largest 0.9 11.35% 6.13% 5.49% -{.36%
2 1.04 13.25% 8.04% 7.39% 065%
3 t.10 13.85% B.64% 71.82% 0.81%
4 1.13 14.268% 507% B 04% 1.03%
5 1.16 14.92% I71% B25% 1.45%
] 118 15.33% 10.11% B.45% 167%
7 123 15.63% 10.42% B.B0% 1.62%
8 128 1661% 11.39% 812% 2.28%
9 1.34 17 .48% 12.27% 8.57% 2.10%
10-Smaltest 141 2157% 16.36% 10.09% 6.27%
Mid-Cap, 3-5 112 14.15% 8.84% 797% 0.37%
l.ow-Cap, B-B 1.22 15.67% 10.46% 8.70% 1.76%
Micro-Cap, 910 1.36 18.17% 13.56% 9.68% 3188%

“Betas are estimated from monthly portfolio total returns in excess of the 38-day U S. Treasury bill ratal return versus the S&P 500 total retums
in excess of the 30-day U.5. Treasury bill, January 1926-December 2006.

**Historical riskless rate is measured by the 81-year arithmetic mean incame return companant of 20-year government bonds (5.21 percent)

tCaleulated in the context of the CAPM by multiplying the equity risk premium by beta. The equity risk premium is estimated by the arithmetic
mean total return of the S&P 500 {12.34 percent) minus the arithmetic mean income retun component of 20-year government bands
{6.21 percent) from 1926-2066.

Graph 7-2
Security Market Line versus Size-Decile Portiolios of the NYSE/AMEX/MASDAD
1926-2006
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Further Analysis of the 10th Decile

The size premia presented thus far do a great deal to explain the return due solely to size in publicly
traded companies. However, by splitting the Toth decile into two size groupings we can get a closer look
at the smallest companies. This magnification of the smallest companies will demonstrate whether the
company size to size premia relationship continues to hold rrue.

As previously discussed, the method for detersnining the size groupings for size premia analysis
was to take the stocks traded on the WYSE and break them up into 10 deciles, after which stocks
traded on the AMEX and NASDAQ were aliocated into the same size groupings. This same method-
clogy was used to split the roth decile into two parts: roa and rob, with 1ob being the smaller of the
two. This is equivalent to breaking the stocks down into 20 size groupings, with portfolios 19 and 20
representing 1oa and zob,

Table 7-7 shows that the pattern continues; as companies get smaller their size premium increases.
There is a noticeable increase in size premium from 102 to 1ob, which can also be demonstrated
visually in Graph 7-3. This can be wseful in valuing companies that are extremely small. Table 7-6
presents the size, composition, and breakpoints of deciles 10a and 1ob. First, the recent number of com-
panies and total decile market capitalization are presented. Then the largest company and its market
capitalization are presented,

Breaking the smallest decile down lowers the significance of the results compared to results for the
roth decile taken as a whole, however. The same holds true for comparing the zoth decile with the
Micro-Cap aggregation of the gth and 1oth deciles. The more stocks included in a sample the more
significance can be placed on the results. While this is not as much of a factor with the recent years of
data, these size premia are constructed with data back to 1926. By breaking the roth decile down into
smaller components we have cut the number of stocks included in each grouping. The change over time
of the number of stocks included in the toth decile for the NYSE/AMEX/NASDAQ is presented in Table
7-8. With fewer stocks included in the analysis early on, there is a strong possibility that just a few
stocks can dominate the returas for those early years.

While the number of companies included in the 1oth decile for the early years of our analysis is
low, it is not too low to still draw meaningful results even when broken down into subdivisions 10a and
1ob. All things considered, size premia developed for deciles 10a and rob are significant and can be used
in cost of capital analysis. These size premia should greatly enhance the development of cost of capital
analysis for very small companies.

Table 7-6

Size-Decile Portfolios 10a and 10k of the NYSE/AMEX/NASDAQD,
Largest Company and Its Market Capitalization

September 30, 2006

Recent Degile Market Capitalization
Recent Number Market Capitalization of Largest Company Company
Decile of Companies (in theusands) {in thousands) tlame
103 10| 124,268,473 443 M & F Worldwide Corp,
10b 1,237 103,630,389 173,438 Great Lakes Bancorp Inc. New

Note: These numbers may not aggrepate to equal decile 10 figures.
Source: Center for Research i Sacurity Prices, University of Chicago.
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Table 7-7
Long-Term Returns in Excess of CAPM Estimation for Decite Partfolios of the NYSE/AMEBX/NASDAG,

with 10th Decile Split

1926-2006
Reatized Estimated Size Pramivm
Atithmetic Retuen in Return in [Return in
Mean Excess of Excass of Excess of
Beta® Return Risklass Rate*® Riskless Ratet CAPM]
1-Largest 031 11.35% 6.13% 6.49% ~0.36%
2 104 13.25% 8.04% 7.39% 065%
3 1.10 13.85% 8.64% 182% DB1%
4 1.13 14.28% 9.07% 8.04% +.03%
5 1.16 14.92% 971% 8.26% 7 45%
] 118 15.33% 1011% 8.45% 167%
7 1.23 1563% 10.42% 8.80% 1.52%
8 1.28 16.61% 11.39% 9.17% 2.28%
9 1.34 17.48% 12.27% 957% 2.70%
ila 143 19.74% 14.53% 10.17% 4.35%
10b-Smallest 1.38 24.78% 1857% 9.89% 3.6B%
Mid-Cap, 3-5 112 14.15% 8.94% 1.97% 197%
Low-Cap, 6-8 1.22 15.67% 10.46% 8.70% 1765%
Miero-Cap, 9-10 1.36 18.77% 13.56% 9.68% 388%

*Betas are estimated from manthly portfolio total returns in excess of the 30-day U.§ Treasury bill total return versus the S&P 500 total returns
it excess of the 30-day U S. Treasury bill, January 1926-December 2006

**"Historical riskless rats is measured by the B1-year arithmetic mean income return camponent of 20-year government bonds {5.21 percent}.

tCalculated in the context of the CAPM by multiplying the equity risk premium by beta. The eguity risk premium is estimated by the arithmetic
mean total teturn of the S&P 500 (12 34 percent} minus the arithmatic mean income return companent of 20-year government bonds
[5.21 percent) from 1926-2008.

Graph 7-3
Security Marlet Line versus Size-Decile Portfolios of the NYSE/AMEX/MNASDAQ, with 10th Dectle Split
1926-2006

30 _

2

Arithmetic Mean Return

Riskless Rate
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0.0 02 0.4 0.6 08 1.0 1.2 1.4 1.6
ta Source: Center for Research in Security Prices, University of Chicago (decile datal.
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Table 7-8

Historical Number of Companies for NYSE/AMEX/NASDAQ Decile 10
Sept. Number of Companies
1926 52°
1930 72
1940 78
1950 160
1960 109
1970 865
1380 685
1330 1814
2000 1,827
2005 1,746
2006 1,744

*The fewest number of campanies was 43 in March, 1326

Source: Center for Reseacch in Seturity Prices, University of Chicage.

Alternative Methods of Calculating the Size Premia

The size premia estimation method presented above makes several assumptions with respect to the
market benchmark and the measurement of beta. The impact of these assumptions can best be examined
by looking at some alternatives. In this section we will examine the impact on the size premia of using a
different market benchmark for estimating the equity risk premia and beta. We will also examine the
effect on the size premia study of using sum beta or an annual bera.*

Changing the Market Benchmark

In the original size premia study, the s&P 500 is used as the market benchmark in the calculation of the
realized historical equity risk premium and of each size group’s beta. The NYSE total value-weighted
index is a cormmon alternative market benchmark used to calculate beta. Table 7-9 uses this market
benchmark in the calculation of beta. In order to isolate the size cffect, we require an equity risk
preminm based on a large company stock benchmark. The NYSE deciles 1-z large company index
offers a mutually exclusive set of portfolios for the analysis of the smaller company groups: mid-cap
deciles 3-5, low-cap deciles 6-8, and micro-cap deciles 9-10. The size premia analyses using these
benchmarks are summarized in Table 7-9 and depicted graphically in Graph 7-4.

For the entire period analyzed, 1926-2006, the betas obtained using the NYSE total valve-
weighted index are higher than those obtained using the s&p so0. Since smaller companies had
higher betas using the NYSE benchmark, one would expect the size premia to shrink. However, as was
illustrated in Chapter s, the equity risk premium calculated using the NYSE deciles 1-2 benchmark
results in a value of 6.41, as opposed to 7.13 when using the s&P 500. The effect of the higher betas
and lower equity risk premium cancel each other out, and the resulting size premia in Table 7-9 are
slightly higher than those resulting from the original study.

4 Sum beta is the method of beta estimation described in Chapier ¢ that was developed to berer account for the lagged
reaction of small stocks to market movements. The sum beta methodology was developed for the same reason that the
size premia were developed; small company betas were too small 10 account for all of their excess returns.
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CORPORATE RATINGS CRITERIA

Dear Reader,
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Utilities

The utilities rating methodology encompasses two basic
components: business risk analysis and financlal analysis,
Evaluation of industry characteristics, the utility’s position
within that industry, its regulation, and Its management
provides the context for assessing a firm’s financlal condi-
tlon.

Historical analysis is a tool for {identifying strengths and
weaknesses, and provides a starting point for evaluating
financial condition. Business positlon assessment Is the
qualitative measure of a utility’s fundamental creditwor-
thiniess. It focuses on the forces that wili shape the utilitles’
future. i

The credit analysis of utilitles is quickly evolving, as
utilities are treated less as regulated monopclies and more
as entities faced with a host of challengers in a competitive
environment. Marketplace dynamics are supplanting the
power of regulation, making it ceitically important to re-
duce costs and/or market new services In order to thwart
competitors’ inroads.

Markels and service area economy

Assessing service territory begins with the economic and
demographicevaluation of the area in which the utility has
ts franchise. Strength of long-terrn demand for the product
is examined from a matroeconomic perspective. This en-
ables Standard & Poor's to evaluate the affordability of
rates and the staying power of demand.

Stendard & Poar’s bres to discern any secular consumg-
ton trends and, more Importantly, the reasons for them:
Specifle ftemns examined inciude the size and growth rate
of the market, strength of the franchise, historical and
projected sales growth, income levels and trends In popu-
Iation, employment, and per capita Incorne. A utility with
a healthy economy and customer base—as lustrated by
diverse employment opportunities, average or above-av-
erage wealth and Income stetistics, and low unemploy-

ment—~will have a greater capacity to support its opera-
tions.

For electrde and gas uttlitles, distribution by customer
class is scrutinized to assess the depth and diversity of the
utllity's customer mix. For example, heavy industrial con-
centration Is vlewed cautiously, since & utlity may have
significant exposure to cyclical volatility. Alternatively, a
large residential component ylelds a stable and more pre-
dictable revenue stream. The largest utility customers are
identlfied to determine their importance to the bottom line
and assess the risk of their Joss and potentlal adverse effect
on the utility’s finandal position. Credit concerns arise
when individual customers repressnt more then 5% of
revenues. The company or {ndustry may play a significant
role in the overall economic base of the service area. More-
over, large customers may Lurn to cogeneration or alterna-
tive power supplies to meet thelr energy needs, potentially
Jeading to reduced cash flow for the utility (even in cases
where a Jarge customer pays discounted rates and is not a
profitable account for the utility). Customer concentration
1s less significant for water and telecommunicationy utii-
tles.

Competitive position
As competitive pressures have Intensified in the uclites

indusiry, Standard & Poor's analysis has deepened to In-
chude a more thorough review of competitive position.

Electric utility competition

For electric utilities, competitive factors examined in-
clude: percentage of firm wholesale revenues that are most
vulnerable to competition; Industrial load concentration;
exposure of key customners to alternative suppiiers; com-
merdal concentrations; rates for various customer dasses;
rate design and flexibility; production costs, both marginal
and fixed; the regional capacity situation; and transmission
constraints. A regional focus {s evident, but high costs and
rates relative to natonal averages are also of significant
concern because of the potential for electricity substitutes
over time.

Mounting competition in the electric utility industry
derives from excess penerating capacity, lowes barriers to
entering the electric generating business, and marginal
costs that are below embedded costs. Standard & Poor's
has already witnessed declining prices in wholesale mar-
kets, as de facto retafl competition Is already belng seen in
several parts of the country. Standard & Poor’s belfeves
that over the coming years more and more customers will
want 2nd demand lower prices. Initial concerns focus on
the Jargest industrial loads, but other customer classes will
be increasingly vulnerable. Competition will not necessar-
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ily be driven by legislation. Other pressures will arise from
global ecompetition and improving technologles, whether
it be the declning cost of incremental generatlon or ad-
vances in transmission capacity or substitute energy
sources like the fuel cell. It is impossible to say precisely
when wide-cpen retall competition will occur; this will be
evolutionary. However, significantly greater competition
in retall markets is inevitable.

Gas utllity competition

Similarly, gas utilities are analyzed with regard to their
competitive standing in the three major areas of demand:
residentlal, commerdal, and industrial. Although regu-
lated as halders of monopoly power, natural gas utiilties
have for some time been actively competing for energy
market share with fuel ofl, electricity, coal, solar, wood, etc.
The long-term staylng power of market demand for natu-
ral ges cannot be taken for granted. In fact, as the electric
utllity Industey restructures and reduces costs, electric
power will become more cost competitive and threaten
certain gas markets. In addition, independent gas market-
ers have made greater Inroads behind the dty gate and are
competing for large gas users. Moreover, the recent trend
by state regulators to unbundie utility services is creating
opportunities for outsiders to market niche products. Dis-
tributors still have the upper hand, but those who do nat
reduce and control costs, and thus rates, could find com-
petition even more difficult.

Natural gas pipelines are judged to carry a somewhat
higher business dsk than distribution companles because
they face competition in every one of their markets. To the
extenta pipeline serves utilities versusindustral end users,
its stability is greater. Over the next five years, pipeline
cornpetition will heat up since many service contracts with
customers are expiring, Most distributor or end-use cus-
toiners are looking to recuce pipeline costs and are work-
ing to improve their load factor to do so. Thus, pipelines
will likely find it difficult to recontract all capacity in
coming years. Belng the pipeline of cholce is a function of
atfractlve transportation rates, diversity and quality of
services provided, and capacity available ineach particular
market. In all cases though, perlodic discounting of rates
to retain customers will occur and put pressure on profit-
abllity.

Water utility competition

Asthelasttrue utllity monopaly, water utilities face very
Hetle competition and there is currently no challenge to the
continuatlon of franchise areas. The only exceptions have
been cases where Investor-owned water companies have
been subject to condemnation and municipalization be-
cause of poor service or political motivations. In that re-
gard, Standard & Poor's pays close attentlon to costs and
rates In relation to nelghboring udlities and natlonal aver-
ages. {Incontrast, the privatization of publicwater facilities
has begun, albelt at a slower pace than anticipated. This Is
occurring mostly in the form of operating contracts and
public/private partnerships, and not In asset transfers.
This trend should continue as cftles look for ways to bal-
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ance their tight budgets.} Also, water utilitles are not fully
immune to the forces of competition; in a few instances
wholesale customers can access more than one supplier.

Telephone competition

The Telecommunications Act of 1986 accelerates the con-
tinuing challenge to the local exchange companies’ {LECs)
century-old monopoly in the local loop. Competitive ac-
cess providers (CAPs), both facilities-based and resellers,
are aggressively pursulng customers, generally targeting
metropolltan areas, and promising lower rates and better
service.

Mast long-distance calls are still originated and termi-
nated on: the local telephone company network. To com-
plete such a call, the long-distance provider (Including
AT&T, MCI, Spriat and a host of smaller interexchange
carrlers or “IXCs") must pay the local telephone company
a steep “access” fee to compensate the local phone comn-
pany for the use of its local network. CAPs, in contrast,
build or lease facilities that directly connect customers (o
thelr long-distance carrier, bypassing the local telephone
company and avolding access fees, and thereby can offer
lower Jong-distance rates. But the LECs are not standing
still; they are combating the loss of business to CAPs by
Jowerlng access fees, thereby reducing the economicincen-
tive for a high usage long-dlstance customer to use a CAP.,
LECs are attempting to make up for the loss of revenues
from lower access fees by Increasing basic local service
rates (or at least not lowering them), since basic service is
far less subject to competition. LECs are Imnproving oper-
atlng efficlency and marketing high margin, value-added
new services. Additionally, In the wake of the Telecommu-
nications Act, LECs will capture at least some of the inter-
LATA long-distance market. As a result of these Initiatives,
LECs continue to rebuild themselves—from the traditional
utility monopoly to leaner, more rarketing oriented or-
ganizations, ”

While LECs, and indeed all segments of the telecomnu-
nicatlons sector, face increasing competition, there are fa-
vorable industry factors that tend to offset heightened
bustnessrisk and auger for overall ratings stability for most
LECs. Importantly, telecommunications isa declining-cost
husiness. With Inereased deployment of fiber optics, the
cost of transport has fallen dramatically and digital switch-
ing hardware and software have ylelded more capable,
trouble-free and cost-efficient networks. As a result, the
cost of network matntenance has dropped sharply, as llus-
trated by the ratio of employees per 10,000 access lines, an
oft cited measurement of effidency. Ratlos as low as 25
employees per 10,000 lines are being seen, down from the
typical 40 or more employees per 10,000 ratio of only a few
years ago.

In addition, networks are far more capable. They are
increasingly digitaily switched and able to accommodate
high-speed communications. The infrastructure needed to
accornmodate switched broadband services will be built
inta telephone networks over the next few years. These
advanced networks will enable telephone companies to
look to a greater variety of high-margin, value-added serv-
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ices. In addition to those current services such as call
waiting or caller I, the delivery of hundreds of broadcast
and interactive video channels will be possible. While these
services offer the potential of new revenue streams, they
will simultaneously present a formidable challenge. LECs
wiil be entering the new {to them) arena of multimedia
entertainment and will have to develop expertise in mar-
keting and entertalnment programming acumert; such
skills stand in sharp contrast to LECs’ tradidonal strengths
in englneering and customer service.

Operations

Standard & Poor's focuses on the nature of operations
from the perspective of cost, reliability, and quality of
service. Here, emphasis is placed on those areas that re-
quire management attention in terms of ime or money and
which, If unresolved, may lead to political, regulatory, or
competitive problems.

Opaetations of electric utilities

For electrics, the status of utllity plant fnvestment fs
reviewed with regard to generating plant avallability and
utilization, and also for compliance with exlsting and con-
templated environmental and other regulatory standards.
The record of plant outages, equivalent availability, load
factors, heat rates, and capacity factors are examined. Also
Important is efficiency, as deflned by total megawatt hour
per employee and customers per employee, Transmission
Interconnections are evaluated in terms of the number of
utilities to which the utility In question has access, the cost
structures and available generating capadty of these other
utilities, and the price paid for wholesale power.

Because of mounting competition and the substantial
escalatlon in decommissioning estimates, significant
waeight is given to the operation of nudear facllities. Nu-
clear plants are becoming more vulnerable to high produc-
tion costs that make their rates uneconomic. Signiflcant
asset concentration may expase the utility to poor perform-
ance, unscheduled outages or premature shutdowns, and
large deferrals or regulatory assets that may need to be
writien off for the utility to remain competitive, Also,
nuclear facliitles tend to represent significant portions of
their operators' generating capability and assets. The loss
of a productive nuclear unit from both power supply and
rate base can Interrupt the revenue stream and create sub-
stantlal additional costs for repalrs and improvements and
replacement power. The ability to keep these stations run-
ming smoothly and economically directly influences the
ability to meet electric demand, the stability of revenues
and costs, and, by extensicn, the ability to maintain ade-
quate creditworthiness. Thus, econemic operation, safe
operation, and long-term operation are examined {n depth.
Speclfically, emphasis is placed on operation and matnte-
nance costs, busbar costs, fuel costs, refuellng outages,
forced outages, plant statistics, NRC evaluations, the po-
tential need for repalrs, operating licenses, decommission-
ing estimates and amounts held in external trusts, spent
fuel storage capacity, and management's nuclear experi-

ence. [n essence, favorable nuclear operations offer signlfi-
cant opportunities but, if a nuclear unit runs poorly or nat
at all, the attendant risks can be great,

Operations of gas utilities

For gas pipelne and distribution companies, the degree
of plant utilization, the physical condition of the mains and
lines, adequacy of storage to meet seasonal needs, "lost and
unaccounted for” gas levels, and per-unit nongas operat-
ing and construction costs are important factors. Efficiency
statistics such as load factor, operating costs per custormer,
and operating income per ernployee are also evaluated in
comparisan to other utilities and the Industry as a whole.

Operationa of water utilities

As a group, water utilities are continually upgrading
their physical plant to satlsfy regulations and to develop
additional supply. Over the next decade, water systems
will increasingly face the task of maintaining compllance,
as drinking water regulations change and Infrastructure
ages, Given that the Safe Drinking Water Act was author-
Ized in 1974, the first generation of treatment plants built
to conform with these rules are almost 20 years old. Addi-
tionally, because the focus during this period was on sat-
Isfying environmental standards, deferred maintenance of
distribution systems has been common, especially in older
urban areas. The increasing cost of supplylng treated water
argues against the high level of unaccounted for water
witnessed in the industry., Consequently, Standard &
Poor's anticipates capital plans for rebullding distrdbution
lines and major renewal and replacement efforts aimed at
treatment plants.

Operations of telephone companies

For télephone companies, cost-of-service analysis fo-
cuses on plant capability and measures of efflclency and
quality of service. Plant capability is ascertalned by looking
at such parameters as percentage of digitally switched
lines; fiber optic deployment, In particular in those por-
tlons of the plant key to network survival; and the degree
of broadband capacity flber and coaxial deployment and
broadband switching capacity. Efficlency measures in-
clude operating margins, the ratio of employees per 10,000
access lines, and the extent of network and operations
consolidation. Quality of service encompasses examina-
tion of quantitative measures, such as trouble reports and
repeat service calls, as well as an assessment of qualitative
factors, that may include service quality goals mandated
by regulators,

Regulation

Regulatory rate-setting actions are reviewed on a case-
by-vase basis with regard to the potential effect on credit-
worthiness. Regulators® authorizing high rates of return is
of little value unless the returns are earnable. Furthermore,
allowing high returns based on noncash items does not
benefit bondholders. Also, to be viewed positively, regula-
tory treatment should allow consistent performance from
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period to perlod, given the importance of Bnancial stabilicy
as a rating consideration.

The utility group meets frequently with commission and
staff members, both at Standard & Poor’s offices and at
commission headquarters, demonstrating the importance
Standard & Poor's places on the regulatory arena for credit
quality evaluation. Input from these meetings and from
review of rate orders and their impact weigh heavily in
Standard & Poor's analysis.

Standard & Poor's does not “rate” regulatory commls-
sions, State commisslons typlcally regulate a number of
diverse Industries, and regulatory approaches to different
types of companies often differ within a stngle regulatory
Jurisdiction. This makes it all but impassible to develop
inclusive “ratings" for regulators.

Standard & Poor's evaluation of regulation also encom-
passes the administrative, judicial, and legisiative proc-
esses involved in state and federal regulation. These can
affect rate-setting activities and other aspects of the busl-
ness, such as competitive entry, environmental and safety
rules, facillty siting, and securities sales,

As the utilfty industry faces an Increasingly deregulated
environment, alternatives to traditional rate-making are
becoming more critical to the abllity of utilities to effec-
tively compete, maintain earnings power, and sustain
creditor protection. Thus, Standard & Poor's focuses on
whether regulators, both state and federal, will help or
hinder utlities as they are exposed to greater compatition.
There is much that regulators can da, from allocating costs
to more captive customers to allowing pricing {lexibil-
ity—and sometimes just stepplng out of the way.

Under traditional rate-making, rates and earpings are
Hed to the amount of Invested capital and the cost of
capital, This can sometimes reward companies more for
justifying costs than for contalning them. Mareover, most
current regulatory policies do not permit utilities to be
flexible when responding to competitive pressures of a
deregulated market. Lack of flexible tariifs for electric utili-
tles may lure large customers to wheel cheaper power from
other sources.

In general, a regulatory Jurisdiction s viewed favorably
if it permits earning a return based on the ability to sustain
rates at competitive levels, In addition to performance-
based rewards or penaltes, flexible plans could include
market-based rates, price caps, Index-based prices, and
rates premised on the value of customer service. Such rates
more closely mirror the competitive environment that utili-
ties are confronting.

Electric industry reguiation

‘The abllity to enter into long-term arrangements at ne-
pgotiated rates without having to seek regulatory approval
for each contract Is also important in the electric Industry.
{While contracting at reduced rates constrains financial
performarce, it lessens the potential adverse impact in the
event of retall wheeling. Since revenue losses assodated
with this strategy are not lkely to be recovered from rate-
payers, utilities must control costs well enough to remain
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competitive if they are to sustain current levels of bond-
tiolder protection.}

Natural gas industry regulation

In the gas industry, too, several state commission policies
weigh heavily in the evaluation of regulatory support.
Examples include stabllfzation mechanisms to adjust reve-
nues for changes in weather or the economy, rate and
service unbundiing decisions, revenue and cost allocation
between sales and transportation customers, flexible in-
dustrial rates, and the general supportiveness of construe-
tion costs and gas purchases.

Water industry regulation

In all water utility activities, federal and state environ-
mental regulations continue to play a aitical role. The
legistative timetable to effect the 1986 amendments to the
Safe Drinking Water Act of 1974 was quite aggressive. But
environmental standards-setting has actually slowed over
the past couple of years dus largely to increasing sentiment
that the stringent, costly standards have not been [ustified
on the basis of public health. A moratorium on the prom-
ulgation of significant new environmental rules is antici-
pated.

Telecommunications industry regulation

Despite the advances in telecommunications deregula-
tion, analysis of regulation of telephone operators will
continue to be a key rating determinant for the foreseeable
future. The method of regulation may be either classic
rate-based rate of return or some form of price cap mecha-
nism. The most important factor Is to assess whether the
regulatory fratnework—no matter which type—provides
stffident financlal incentive to encourage the rated com-
pany to maintaln its quality of service and to upgrade its
plant to accommodate new services whilefacing increasing
competition from wireless operators and cable television
companies.

Where regulators do still set tariffs based on an author-
Ized return, Standard & Poor's strives to explore with
regulators their view of the rate-of-return components that
can materially impact reported versus regulatory earnings.
Specifically these include the allowable base upon which
the authorized return can be earned, allowable expenses,
and the authorized return. Since regulatory oversightruns
the gamut from strict, adversarial relationships with the
ragulated operating companies to highly supportive pos-
tures, Standard & Poor's probesbeyond the apparentregu-
latory environment to ascertaln the actual impact of
regulation on the rated company.

Management

Evaluating the management of a utility is of paramount
importance to the analytical process since management's
abflities and decisions affect all areas of a company's op-
erations. While regulation, the economy. and other outside
factors can influence results, it is ultimately the quality of
management that determines the success of a company.




With emerging competition, utility management will be
more dosely scrutinized by Standard & Poor's and will
become an increasingly critical component of the credit
evaluation. Management strategies can be the key determi-
nant in differentiating utllities and in establishing where
companles He on the business position spectrum. It Is
imperative that managements be adaptable, aggressive,
and proactive if their utilities are to be viable In the future;
this Is especlally Important for utilities that are currently
uncogmpetitive.

The assessment of management isaccomplished through
meetings, conversations, and reviews of company plans. It
is based on such factors as tenure, fndustry experience,
grasp of Industryissues, knowledge of customers and thelr
needs, knowledge of competitors, accounting and flnanc-
ing practices, and commitment (o credit quality. Manage-
ment’s ability and willingness to develop workable
strategies to address thelr systems’ needs, to deal with the
competitive pressures of free market, to execute reasonable
and effective long-term plans, and to be proactive In lead-
ing their utilities into the fisture are assessed. Management
quality is also Indicated by thoughitful balancing of public
and private priorities, a record of credibillty, and effective
cormumeinication with the public, regulatary bodles, and the
fnancial community. Boards of directors will recelve ever
more attention with respect ta thelr role in setting appro-
priate management Incentives.

With competition the watchwerd, Standard & Poor's
also focuses on management’s efforts to enhance financial
condition, Management can bolster bondholder protection
by taking any number of discretionary actions, such as
selling common equity, lowering the common dividend
payout, and paying down debt Also fmportant for the
electric industry will be creativity in entering into strategie
alliances and working partnerships that improve effi-
clency, such as central dispatching for a number of utilitles
or locking up at-risk customers through long-term con-
tracts or expanded flexible pricing agreements. Proactive
management teams will also seek alternatives to tradl-
tional rate-base, rate-of-return rate-making, move to adopt
higher depreciation rates for generating facilities, segment
customers by individual market preferences, and attempt
to create superior service organizations.

Ir general, management's ability to respond to mounting
competition and changes in the utllity Industry in a swilt
and appropriate manner will be necessary to maintain
credit health.

Fuel, power, and water supply

Assessment of present and prospectlve fuel and power
supply is critical to every electric utility analysis, while
gauging the long-term natural gas supply position for gas
pipeline and distribution companies and the water re-
sources of a water utility is equally important. There is no
similar analytical category for telephone utilitles.

Electric utilities
For electric utilities emphasis Is placed an generating
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reserve margins, fuel mix, fuel contract terms, demand-
side management techniques, and purchased power ar-
rangements, The adequacy of generatlng margins Is
examined nationally, reglonally, and for each individual
company. However, the reserve margin picture Is mud-
died by the imprecise nature of peak-load growth forecast-
ing, and also supply uncertainty relating to such things as
Canadian capacity availability and potential plant shut-
downs due to age, new NRC rules, acid raln remedies, fuel
shortages, problems associated with nontraditional tech-
nologies, and so forth. Even apparently ample reserves
may not be what they seem. Moreover, the quality of
capacity is just as important as the size of reserves. Com-
panles’ reserve requirements differ, depending upon indt-
vidual operating characteristics.

Fuel diversity provides flexibllity in a changing environ-
ment. Supply disruptions and price htkes can ralse rates
and ignite political and regulatory pressures that ultl-
mately lead to erosion In financial performarnce. Thus, the
abllity to alter generating sources and take advantage of
lower cost Fuels Is viewed favorably.

Dependence on any slngle luel means exposure to that
fuel's problems: electric utilities that rely on oil or gas face
the potential for shortages and rapid price Increases; utlll-
ties that own nuclear generating facilitles face escalating
costs for decommissioning; and coal-fired capacity entails
environmental problems stemming from concerns over
acid raln and the “greenhouse effect.”

Buying power from neighboring utflities, qualifying fa-
cility projects, or independent power producers rmiay be the
best cholce for a utility that faces increasing electricity
demand. There has been a growing reliance on purchased
power arrangements as an altermative to new plant con-
struction. This can be an important advantage, since the
purchasing utility avolds potential construction cost over-
runs as well as risking substantlal capital. Also, utllities can
avold the financlal risks ty pical of a multtyear construction
program that are caused by regulatory lag and prudence
reviews. Furthermore, purchased power may enhance
supply flexibility, fuel resource diversity, and maximize
load factors. Utllities that plan to meet dermand projections
with a portfollo of supply-side options also tnay be better
able to adapt to future growth uncertainties, Notwith-
standing the beneflts of purchasing, such a strategy has
risks assoclated with It. By entering Into a firm Jong-term
purchased power contract that contains a fixed-cost com-
ponent, utilities ean incur substantlal market, operating,
regulatory, and financal risks, Moreover, regulatory treat-
ment of purchased power removes any upside potental
that might help offset the risks. Uidlitles are not compen-
sated through incentlve rate-making; rather, purchased
power is recovered dollar-for-dollar as an operating ex-
pense,

To analyze the financial Impact of purchased power,
Standard & Poor’s first calculates the net present value of
future annual capacity payments (discounted at 10%). This
represents a potential debt equivalent—the off-balance-
sheet obllgation that a utility incurs when It enters into a
long-term purchased power contract. However, Standard
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& Poor’s adds to the utility's balance sheet only a portion
of this amount, recognizing that such a contractual ar-
rangement {s not entirely the equivalent of debt. What
percentage is added Is a function of Standard & Puor’s
qualitative analysis of the specific contract and the extent
to which market, operating, and regulatory risks are borne
by the utllity (the risk factor}. For uncondltional, take-or-
pay contracts, the risk factor range is from 40%-80%, with
the average hovering around 60%. A lower risk factor is
typically assigned for system purchases from coal-fired
utilides and a higher risk factor is usually designated for
unit-speclfic nuclear purchases. The range for take-and-
pay performance obligations is between 10%-50%.

Gas utilities

For gas distributlon utilities, long-term supply adequacy
obviously is eritical, but the supply role has become even
more impartant In credit analysls since the Federal Energy
Regulatory Comumission’s Order 636 eliménated the inter-
state pipeline merchant business. This thrust gas supply
responsibilities squarely on local gas distributors. Stand-
ard & Poor's has always belleved distributor management
has the expertise and wherewithal to perform the job well,
but the risks are significant since gas costs are such a large
percentage of total utility costs. In that regard, It is iImpor-
tant for utilities to get preapprovals of supply plans by state
regulators or at least keep the staff and commissioners well
informed. To minimize risks, a well-run program would
diversify gas sources among different producers or mar-
keters, different gas basins in the U.5. and Canada, and
different plpeline routes. Also, purchase contracts should
be firm, with minimal take-or-pay provisions, and have
prices tled to an industry index. A modest percentage of
fixed-price gas is not unreasonable. Contracts, whether of
gas purchases or pipellne capacity, should be intermediate
term. Staggering contract expirations (preferably annu-
ally) provides an opportunity to be an active market player.
A modest degree of reliance on spot purchases provides
fextbility, as does the use of market-based storage. Gas
storage and on-property gas resources such as Hquefled
natural gas or propane air are effective peak-day and peak-
season supply management tools.

Since pipeline companies no longer buy and sell natural
gas and are Just common carrlers, connections with varled
reserve basins and many wells within those baslns are of
great importance. Diversity of sources helps offset the risks
arising from the natural production declines eventually
experienced by all reserve basins and individual wells.
Moreover, such diversity can enhance a plpeline’s attrac-
tiveniess as a transporter of natural gas to distrfbutors and
end usersseeking to buy the most economical gas available
for their needs.

Water utilities
Nearly all water systernsthroughout the U.S. have ample
long-term water supplies. Yet to galn eormfort, Standard &
Poor's assesses the production capablifty of treatment
plants and the ability to pump water from underground
aquifers In relation to the usage dernands from consumers.
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Having adequate treated water storage facilities has be-
come important {n recent years amd has helped many
systems mest demands during pesk summer perlods. Of
Interest is whether the resources are owned by the utility
or purchased from other utilities or local authorities, Own-
Ing properties with water rights provides more supply
security. Thisis especially so in states Hke California where
water allocatlons are being reduced, particularly since re-
cent droughts and environmental issues have created
alarm. Stnce the primary cost for water companies is treat-
ment, it makeslittle difference whether caw water isowned
or bought. In fact, compliance with federal and state water
regulations is very high, and the overall cost to deliver
treated water to consumers remains relatively affordable.

Asset concentiration in the electric
utility industry

In the electric industry, Standard & Poor’s follows the
operatlons of major generating facilitlesto assess if they are
well managed or troubled. Significant dependence on one
penerating factlity or a large financlal Investment in a
single asset supgests high risk. The size or magnitude of a
particular asset relative to total generation, net plant in
service, and common equity is evaluated. Where substan-
tal assst concentration exists, the finandial profile of a
company may experience wide swings depending on the
asset's performance. Heavy asset concentratlon fs most
prevalent among utilitles with costly nuclear units.

Earnings protection

In this category, pretax cash income coverage of all inter-
est charges is the primary ratio. For this calculation, allow-
ance for funds used during construction (AFUDC} is
removed from Income and Interest expense. AFUDC and
other such noncash items do not provide any protection for
bondholders, To identify total interest expense, the analyst
reclassifies certain operating expenses. The interest com-
ponent of various off-balance-sheet cbligations, such as
leases and some purchased-powet contracts, Is included in
interest expense, This provides the most direct indicatlon
of a utility's ability to service its debt burden.

While considerable emphasls In assessing credit protec-
tion is placed on coverage ratios, this measure does not
provide the entire earnings protection picture. Alsalmpor-
tant are a company’s earned returns on both equity and
capital, measures that highlight a firm’s earnings perform-
ance. Coasideration Is given to the interaction of embed-
ded costs, financial leverage, and pretax return on capital.

Capital structure

Analyzing debt leverage goes beyond the balance sheot
and covers quasi-debt {tems and elements of hidden finan-
cial leverage. Noncapitalized leases (including sale/lease-
back obllgations), debt guarantees, recetvables financing,
and purchased-power contracts are all considered debt
equlvalents and are reflected as deht in caleulating capital
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structure ratlos. By making debt level adjustments, the
analyst can compare the degree of leverage used by each
utllity company.

Furthermore, assets are examined to identify underval-
ued or overvalued Items. Assets of questionable value are
discounted ta more accurately evaluate asset protection.

Some frms use short-term debt as a permanent plece of
thelr capltal structure. Short-term debt also is considered
part of permanent capital when it is used as a bridge to
permanent financing. Seasonal, seli-Uquidating debt is ex-
cluded fromthe permanent debt amount, but thissituation
is rare—with the exception of certaln gas utilities. Glven
the long life of almost all utflity assets, short-term debt may
expose these companies 1o Interest-rate volatility. remar-
keting risk, bank line backup risk, and regulatory exposure
that cannot be readily offset. The lower cost of shorter-term
obligations (assuming a positively sloped yield curve} {s a
positive factor that partially mitigates the risk of interest-
rate variability. As a rule of thumb, a level of short-term
deht that exceeds 10% of total capital is cause for concern.

Simtlarly, if floating-rate debt and preferred stock con-
stitute over one-third of total debt plus preferred stock, this
level is viewed as unusually high and may be cause for
concern. It might also Indicate that rmanagement Is aggres-
sive in its financial policies.

A layer of preferred stock in the capltal structure Is
usually viewed as equity—since dividendsare discretion-
ary and the subordinated claim on assats provides a cush-
ion for providers of debt capital. A preferred component
of up to 10% is typically viewed as a permanent wedge in
the capital structure of utilitles. However, as rate-of-return
regulation fs phased out, preferred stock may be viewed
by utilities—as many industdial firms would—as a tempo-
rary option for companies that are rot current taxpayers
that do not benefit from the tax deductibility of interest.
Even now, floating-rate preferred and money market per-
petual preferred are problematic; a rise in the rate due to
deteriorating credit quality tends to induce a company to
take out such preferred stock with debt. Structures that
convey tax deductibility to preferred stock have become
very popular and do generally afford such financings with
equity treatment,

Cash flow adequacy

Cash flow adequacy relates to a company’s abllity to
generate funds internally relative to its needs. It is a basic
component of credit analys!s becauss it takes cash to pay
expenses, fund capital spending, pay dividends, and make
tnterest and principal payments. Since both common and
preferred dividend payments are important to malntain
capital market access, Standard & Poor’s looks at cash flow
measures both before and after dividends are paid.

To determine cash flow adequacy, several quantitative
relationships are examined. Ernphasis is placed on cash
flow relative to debt, debt service requirernents, and capital
spending. Cash flow adequacy is evaluated withrespect to
a flrm’s abllity to meet all fixed charges, Including capacity
payments under purchased-power contracts. Despite the
conditional nature of some contracts, the purchaser is ob-
Hpated to pay a minimum capacity charge. The ratio used
ts funds from operations plus tnterest and capacity pay-
ments divided by interest plus capaclty payments.

Financial flexibility/capital atiraction

Financing flexibility Incorporates a utility’s financing
needs, plans, and alternatives, as well as its flexibility to
accomplish its financing program under stress without
damaging creditworthiness. External funding capability
complements internal cash flow. Especlally since utilitles
are so capital intenstve, a firm's ability to tap capltal mar-
kets on an ongoing basls must be considered. Debt capacity
reflects all the earlfer elements: earnings protection, debt
leverage, and cash flow adequacy. Market access at reason-
able rates is restricted If a reasonable capital structure is not
maintained and the company’s financial prospects dim.
The analyst also reviews indenture restrictions and the
impact of additional debt on covenant tests.

Standard & Poor's assesses a company's capacity and
willingness to Issue common equity. This is affected by
varlous factors, fncluding the market-to-book ratio, divi-
dend policy, and any regulatory restrictlons regarding the
compaosition of the capital structure.
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Feature Article
New Business Profile Scores Assigned for U.S. Utility and Power
Companies; Financial Guidelines Revised
tandard & Poor's Ratings Services has assigned new fite scale for US investor-owned viilities was implemented
business profile scores to U S. utility and power compa- that a comprehensive assessment of the benefits and the
nies to betier refleet the relative business 1isk ampng com- application ol the methodology has been made The princi-
panies in the sector Standard & Poor's atsp has revised its pal purposs was to determine if the methodology continues
published risk-adjursted financial guidelines. The new busi- to provide meaningfu! differentiatien of business rsk The
nass stores and financial guidelines do not represent a review indicated that while business profite scoring contin-
change to Standard & Poor’s ratings criteria or methodology,  ues to provide analytical benefits, the complete range of the
and no ratings changes are anticipated from the new busi- 10-point scale was not being utilized to the fuflest extent
ness profile scores or revised financial guidelines Standard & Pooi’s has also revised the key finantial guide-
fines that it uses as an integral part of evaluating the credit
New Business Profile Scores and Revised quality of U'S utility and power companies. These guidelines
Financial Buidelines were kst updated i June 1999 The financlal guidetines for
Standard & Peor's has always monitored ehanges in the three principal ratios {funds from operations (FFO) interest cov-
industry and alterad its business risk assessments accord- erage, FF0 [p total debt, and total debt to total capital] have
ingly This is the first time since the 10-point business pro- heen hreadenad se as to be more flexible . Pretax interest cov-
Chart 1
Distribution of Business Profile Scores
% of companlas
New Business Frofile Scrre
Chart2
‘Transmission and Distribution—Water, Gas, and Electric
'% of companies
35
0
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n
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10—
3 5 7 9 ]
Business Frofife Score
4 Back to ) ~
Table of Contents

. ' Next Page }y

Page? June?, 2004 Standard & Poor's Utilities & Porspectives




Feature Arlicle

Schedule 12.02
Page 12 of 15

4

Back to
Table of Contents

Next Page b

erage a5 a key credit ratio was eliminated.

Finally, Standard & Foor’s has segmented the utility and
power industry intn sub-sectors based on the dominant cor-
porate strategy that a company is puesving Standard &
Poor's has published a new U 8 utility and power company
ranking list that reflects these sub-sectors

‘There are numerous benefits to the reassessment Fuller
utitization of the entire 10-point scate provides a superior rela-
tive ranking of qualitative business risk A revision of the
fimancial guidelines supports the goa! of not cavsing rating
changes from the recalibration of the business profiles
Classification of cnmpanies by sub-sectors wilt ensure greater
comparability and consistenty In ratings. The usa of industry
segmentation will atso allow mors in-depth statistical analysis
of ratings distributions and rating changes

‘The reassessment does not reprasent a change to
Standard & Paor's eriteriz or methodology for determining
ratings for utility and power companies. Each business pro-
file scora should be considered as the assignment of a new
score; these scores do not represent improvement or deteri-

Chant 3

oration in our assessment of an individval company’s busi-
ness risk refative to the greviously assigned score The
financial guidalines continue tn be risk-adjusted based on
historical utility and industrial medians Segmentation into
industry sub-sectors does not imply that specific company
characteristics wilt not weigh haavily into the assigniment of
a company’s business profile scorg

Resulls

Praviously, 83% of US utility and power husiness profile
scores falt between '3 and ‘6", which clearly does not
reflrct the risk differantiation that exists in the utility and
power industry today. Since the 10-point scale was intro-
duced, the industry has transformead intp a much less
homogenaus industry, where the divergence of husiness
risk-—particulatly regarding managemant, strategy, and
degree of competitive market exposure—has created a
much wider spectrum of risk profiles Yet over the same
period, business prolite scores actually converged more
tightly sround 5 median score of '4° The new business pro-

Transmission Only—Eleetric, Gas, and Other

% bl companies

15
L

15

3

25

12 3 P

B

DBusiness Frodife Scare

Chartd
Integrated Electric, Gas, and Combination Utilities

% of companies

aL

o

Business Prafila Score

Paged June7, 2001

Standard & Poor's Utilities & Perspectives



Featwe Article

Schedule 12.02
Page 13 of 15

tile scores, as of June 2, are shown in Chart 1 The overall
median business profile score is now 'S

Talde 1 containg the revised financial gitidelines 1t is
importent to emphasize that these metrics are only guide-
lines associated with expectations for various rating fav-
els. Although credit ratio analysis is an important part of
the 1atings pocess, these three statistics are by no means
the only criticat financial measures that Standard & Poor's
uses in its analytical process We also analyze a wide
array of financial ratios that do not have published giide-
lines for each rating category.

Again, ratings analysis is not diivon solcly by thess
financial ratios, nor has it ever been In fact, the new finan-
cial guidelines that Standard & Poor’s is incorporating for
the spetified rating tategories reinfurce the anatyticat
tramework whereby other factors can outweigh the achieve-
ment of etherwise asceptable financial ratios: These factars
inclda:

@ Effectiveness of fahility and liquidity management,
Amalysis ol internal funding sources;

Chant s

& Returt on invested capital;

@ The execution record of stated business stategies,

B Accuracy of projected potormance versus actuad results,
as waell as the trand;

Assessment of management’s financial policies and atti-
tude toward credit; and

Courpurate governance practices

Charts 2 through B show husiness profite scores broken
out by industry sub-sector. The five industry subrsectors are
Transmission and distribution—Water, gas, and electric,
@ Transmission only—Electric, ges, and other,
| Integisted electiic, gas, and combination utilities,
Diversitied energy and diversified nonerergy, and
A Fnergy merchant/power developerftrading and marketing

CoMpanies.

The averange business profite scores for transmission and
distribution companies and transmission-only companies are
tower on the scale than the previous averages, while the aver-
age business profile scores for integrated utilities, diversified
energy, and energy merchants and dovelopers ale higher

Diversified Energy and Diversified Non-Energy

% ol companies
kit

Business Profile Score

Charl§

Energy Merchant/Developers/Trading and Marketing

% 0f companies
40

35
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=
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Businaes Froflle Scores
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See pages 16 to 19 for the company ranking fist of busi-
ness profile scores segmented by industry sub-sector and
ranked in order of credit rating, outlook, husiness profile
store, and relative strength

Business Profile Score Vethodoiogy

Standard & Poor’s methodology of determining corporate
utility business risk is anchered in the assessment of certain
specific characteristics that defing the sector. We assign
husiness profile sceres to each of the rated companies in the
utility and power sector on a 10-point scale, where '1° repre-
sents the lowest risk and "10° the highest risk. Business pro-

Table ¥

file scores are assigned to all rated utility and power compa-
nies, whether they are holding companies, subsidiaries, er
stand-alore eorporations For operating subsidiaties and
stand-alene comgpanies, the score is a bottom-up assess-
ment Scores lor families of companies are & composite of
the operating subsidiaties’ scores. The actual eredit rating of
a company Is analyzed, in part, by comparing the businass
profile score with the risk-adjusted financial guidelines

Far most compantes, business profile scorss are
assessed using five categories; specifically, regulation, mar-
kets, oparations, compatitiveness, and management The
emphasis placed on each category may be inffuenced by the

Revised Financial Guidelines

Funds from operations/intcrest coverage {x)

Business Pralile AR

1 3 25 25
2 4 3 3
3 45 35 35
4 9 47 42
5 55 45 45
B B 52 52
7 g 6.5 65
8 10 75 75
9 10
10 11
Funds from operationftotal deht {%}

Business Profile AR

1 20 15 15
z 28 20 20
3 30 25 25
4 35 28 28
5 40 30 30
B 45 K] 3
7 55 45 45
8 70 55 %
9 i
10 70
Totat deltftotat capital (%)

Business Pyofile AA

1 18 55 55
2 45 52 52
3 a2 50 50
4 38 45 45
b ki 42 42
8 32 40 40
7 K[ R Kt
8 25 K] K]
9 32
10 25

Page§ June 7, 2004

i:4) Bo
15 15 1
2 2 [
25 25 15 15 1
35 35 25 25 15
338 38 28 28 i8
42 42 k] 3 Z
45 45 32 32 22
85 55 15 35 25
7 7 4 4 28
8 8 5 5 3
BBE BB
10 i0 5
12 12 B
15 15 0 10 ]
20 20 12 12 8
2 22 15 15 10
28 28 18 18 12
30 0 20 20 15
a0 a0 ] 25 15
45 45 30 an 20
55 55 40 40 25
BBB BB
60 60 70
58 58 58
55 55 &5 65 0
52 52 62 62 68
50 50 £0 60 g5
48 a8 58 58 B2
45 45 ] 55 60
42 42 52 52 58
40 40 50 50 55
35 k4] 18 48 &2
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dominant strategy of the company ar other factors For
example, tor a regulated transmission and distribution com-
pany, regulation may account far 30% te 40% of the busi-
ness profile score hecause regulation can be the single-
most important credit driver for this type of company
Conversely, tompetition, which may not exist for 8 transmis-
sion and distribution company, would provide a much lowes
proportion {2.g , 5% to 15%} of the business profile score.

For certain types of companies, such as power genera-
tors, power developers, ofl and gas exploration and produe-
tion companies, or nopenergy-related holdings, where these
five components may not be appropriate, Standard & Poor's
will use other, more appropriate methodologies. Some of
these companies are assigned business profile scores that
are useful enly for relative ranking purposes.

As noted above, the business profile score for a parent
er holding eompany is a composite of the business profile
scores of its individual subsidiary companies. Again,
Standard & Poor's does not apply rigid guidelines for deter-

Page 6 June?, 2004

mining the propodtion o weighting that each subsidiary rep-
resents in the overali business profile score Instead, itis
determined hased on a number of factors Standard & Poor's
will analyze each subsidiary’s contribution to FFQ, forecast
capital expenditures, liquidity requirements, and other para-
meters, including the extent to which one subsidiary has
figher growth. The weighting is determined case-by-case B
Ronalid M. Barone
New York (1) 212-438-7562
Richard W. Cortright, Jr,
New York (1] 212-438-7665
Suzanne G. Smith
New York {1} 212-438-2106
John W, Whitlock
News York [1) 212-438-767B
Andrew Watt
New York (1) 212-438-7858
Aghur E Simonson
New York (1) 212-438-2094

Standard & Poor's Utilities & Perspectives
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. - litinois American Water Compan
Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings
Moody's Numerical Standard & Poor's
Bond Rating Bond Weighting Bond Rafing
Aaa 1 AAA
Aatl 2 AA+
Aaz 3 AA
Aa3 4 AA-
Al 5 A+
A2 8 A
A3 7 A-
Baa1 8 BBB+
Baa2 9 BBB
Baa3 10 BBB-
Ba1 11 BB+

Ba2 12 BB
Ba3 13 BB-
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lllinois American Water Company, Inc.
Capitalization and Financial Statistics

2002 - 2006, Inclusive

Notes:

{1) All capitalization and financial statistics are based upon financial statements as originally reported in
each year.

(2) Funds from aperations (as defined in Note 3) plus interest charges divided by interest charges.

{3) Funds from operations {sum of net income, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC) as a percentage of total debt.

Source of Information: lllinois American Water Company Annual Reports to the Iinois Commerce
Commission
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. Proxy Group of Eight Water Companies
Capitalization and Financial Statistics
2002 - 2008, Inclusive

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 preferrad stock reported to be outstanding.

(3) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC) plus interest charges divided by interest charges.

{4) Funds from operations {as defined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those domestic water companies: 1} which are assigned an
SIC Code of 4941 {(Water Supply Systems), 2) which have common stock actively traded; 3) which
have Zacks' forecasted long-term eamings per share (EPS) growth rate projections; 4) which
derived more than 70% of their 2006 operating revenues from water operations; and 5) which are
included in S&P’s Compustat Services, Inc. PC Plus Research Insight Database.

. The following seven companies met the above criteria:

American States Water Co.
Aqua America, Inc.

Artesian Resources, Inc.
California Water Service Group
Connecticut Water Service, Inc.
Middlasex Water Company
SJW Corp.

York Water Co.

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research
Insight Database
Company Annual Forms 10K
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Capital Structure Based upon Tatal Capital for
ihe Proxy Group of Eighl Water Companies
far the Years 2002 through 2006

5YEAR
2008 2005 2004 2003 2002 AVERAGE
American Slatas Walar Co.
Long-Tenm Qebt 4585 % 4303 % 4366 % 4621 % 4961 % 4669 %
Bhort-Tarm Debt 548 482 855 i122 710 743
Preferred Stock 200 ooo aoo 000 0.00 0.00
Cammaon Equity 4B.57 4718 47,79 43,57 43.29 4587
Tatal Capital 100.00 % 100,00 % 100,00 % 100,00 % 100,00 % 100.00 %
Agua America, Ing.
Long-Term Dabt 4853 % 4868 % 5003 % 4935 % 5036 % 4939 %
Short-Term Oebt 588 747 §5.10 647 938 686
Preferred Stack Dog o8 oog 008 006 aor
Commoan Equily 45,50 43,77 44.79 44.12 43,67
Total Capital 100,00 % 100,00 % 100.00 % 100,00 % 100.00 % 100,00 %
Arjasian Resgurcas Carp.
Long-Term Dabl 5830 % 8030 % 55856 % 5478 % 5382 % 58211 %
Shert-Tarm Gebt 803 208 7.38 |39 324 562
Preferred Stock 000 Qoo 0.00 Qo7 0.17 005
Camman Equity 3767 37.62 3B.77 3575 4277 3812
Total Capital 100.00 % 160.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Californt: er Service Groul
Long-Term Dabt 4458 % 4807 % AB.66 % 81717 % 5125 % 48 87 %
Shert-Term Debt piry oo aoo 122 7 42 173
Preferred Stock 0.50 a6 o0& 066 o7 062
Commoan Equily 54,92 §1,32 50,73 46,25 40,62 48.75
Total Capital 100.00 % 160.00 % 100.00 % 100.00 % 100.00 % 180,00 %
Connecticut Watsr Servics, Ine.
{ong-Term Dabt 43.14 % 44 44 % 4142 % 4082 % 4254 % 42 49 %
Shert-Term Debt 283 265 361 81 455 385
Preferred Stock 043 047 053 053 055 a.50
Comman Equily §3.50 52.44 54,54 52.44 5236 53.06
Tatal Capitat 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Middlssex Water Company
Long-Term Dieb 4558 % 5475 % 5136 % 5057 % 4729 % 8079 %
Shert-Term Dabt 000 168 4 B8 642 947 4 49
Prefesred Stock 149 166 179 209 218 184
Comman Equity 48.53 41.91 41,99 40,92 41.06 42 B
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.0G % 100.00 %
SJW Corp.
Long-Term Debt 4024 % 4263 % 4377 % 45 64 % 3998 % A245 %
Short-Term Dabi 380 000 o900 000 418 159
Praferred Stock oM Dnz 004 0.05 o7 004
Common Equity 55.65 §7.35 58.19 54.31 55.79 55,82
Tolal Capital 102,00 % 100.00 % 100,00 % 100.00 % 100,00 % 100.00 %
York Water Co.
Long-Term Debt 4882 % 4734 % 5194 % 41,40 % 4500 % 4650 %
Short-Term Dabl 0co 665 600 Qo7 377 380
Preferred Stock 000 Qoo 000 000 000 00
Common Equity 51.18 4601 48.08 49.53 51,23 49.20
Total Capital 100.C0 % 500.0¢ % 100.00 % 100.00 % 100.00 % 100.00 %
Proxy Group of Eight
Watel Companies
Long-Term Debt 4719 % 4928 % 48 34 % 47 58 % 47.48 % 4797 %
Shart-Term Dabt k)| B 1 3e? 624 614 445
Praferred Stock 032 035 038 043 047 039
Commeon Equity 49,48 47,20 47.61 4575 45.91 47,19
Tota! Capitat 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.60 %

Sowrce of informalion:  Standard & Poor's Compustat Serviess, Inc , PG Plus f Resaarch Insight Data Base
Company Annual Forms 10-K
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. Proxy Group of Nine Utilities Selected upon the Basis of Least Relative Distance
Capitalization and Financial Statistics
2002 - 2008, Inclusive

Notes:

(1) Al 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 long-term debt interest or preferred stock dividends booked to average
of beginning and ending long-term debt or preferred stock reported to be outstanding.

(3) Funds from operations (as defined in Note 3) plus interest charges divided by interest charges.

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

. Selection Criteria;

The basis of selection was to include those electric, gas, and combination electric and gas
utilities: 1) which are included in Standard & Poor's Compustat Services, Inc., PC Plus Database; 2)
which are most similar in risk to Aqua lllincis, Inc. based upon an analysis of the least relative distance
of eight financial and operating ratios as explained in detail in Ms. Ahern’s direct testimony; 3) which
have Zacks' long-term earnings per share (EPS) growth rate projections; 4) which pay common
dividends; and 5) which have investment grade bonds as rated by Moody's and Standard & Poor's.

The following nine utilities met the above criteria:

Alliant Energy Corp. PPL Corp.

American Electric Power Co., Inc. Progress Energy Inc.
American States Water Company SCANA Corp.

DTE Energy Company Vectren Corp.

Entergy Corp. Wisconsin Energy Corp.
FPL Group, Inc. Xcel Energy Inc.

Pinnacle West Capital Corp.

. Source of Information: Standard & Poor's Compustat Services, Inc.,, PC Plus Research
Insight Database
Company Annual Forms 10K
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Capital Structure Based upan Total Gapital for
Proxy Group of Thirteen LHllities Selecled Upen the Basls of Least Relative Distance
for the Years 2002 through 2006
5 YEAR
2006 2005 2004 2003 2002 AVERAGE
Alliant Eneray Covp.
Long-Term Debt 33.02 % 41.63 % 4522 % 44.56 % 53.37 % 4356 %
Short-Term Debt 3.89 520 1,89 2.56 6.02 3
Preferred Stock 5.41 4.91 5.44 5.87 4.84 529
Common Equity 57.68 48,26 47.45 47.0% 3577 47.23
Tolal Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Amedcan Electric Power Co.. Ing.
Long-Term Deht 59.58 % 5767 % §9.43 % 63.4B % 4980 % 5799 %
Short-Term Debt 0.08 0.05 011 1.44 14 27 319
Preferred Stock 0.26 0.28 029 0.27 4.08 1.04
Common Equity 40,08 42,00 4017 34.81 31.85 37.78
Total Capial 100.00 % 100,080 % 100.00 % 100.00 % 100.00 % 100.00 %
American States Water Co,
Long-Term Dabt 4595 % 4803 % 44 83 % 46.21 % 6589 % 4818 %
Short-Term Debt 548 482 838 11.22 622 722
Preferred Stock 000 oo0 0.00 .00 0.00 000
Common Equity 48.57 47,15 46.78 42.57 37.89 44,53
Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100,00 %
DTE Energy Company
L.ong-Term Debt 5271 % 5332 % 5717 % 58.36 % 6387 % 57.08 %
Short-Term Debl 762 647 284 2.65 301 452
Praferred Stock 0.28 063 0.83 t.12 Q.00 0.5%
Common Equily 39.38 39,58 39.06 37.87 33,12 37.80
Folal Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.06 % 100,00 %
Entergy Coip.
Long-Term Debt 52.10 % 5287 % 47.35 % 47.46 % 51.71 % 50.30 %
Short-Term Dabt 0.14 0.23 0.00 060 0.00 0.07
. Preferred Stock 1.88 2.63 232 206 225 225
Commaon Equity 45.77 4427 §0.33 50.48 468.04 47.38
Tolal Capital 100.00 % 100.00 % 100.00 % 100.06 % 100.00 % 100.00 %
FPL Group, Ing,
Long-Term Debt 5047 % 49.44 % 5354 % 5352 % 40.08 % 49.41 %
Short-Term Debt 493 6.07 285 542 14.94 6.84
Preferred Sfock 0.00 G.00 000 003 1.54 0.31
Common Equity 44,60 44,50 43.61 41.03 43.44 43.44
Total Capital 100.00 % 100.01 % 100.00 % 100,00 % 100.00 % 100.00 %
Pinnacle Wast Capilal Gorp.
Laong-Term Debt 4B.16 % 4652 % 51.45 % 5326 % 53.15 % 50.51 %
Short-Term Delbt 053 024 114 1.38 172 1.00
Preferred Stock 6.00 0.00 0.00 000 a.ao 0.00
Common Equity 51,31 53,23 47.41 45.36 45.14 48.49
Total Capital 160.00 % 95.99 % 100.00 % 100.00 % 100.01 % 100.00 %
PPL Coip,
l.ong-Term Dekbt 5865 % 6020 % 63.84 % 71.40 % 67.84 % 6439 %
Short-Term Debt 03 1.80 0.35 0.47 9.23 2.43
Preferred Stock 270 p.90 n.e8 0.BB 115 1.30
Common Equity 3B.34 a7.10 34.93 27.28 21.78 31.88
Total Capitat 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
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Source of Information:

Standard & Poor's Compustat Services, Inc., PC Plus f Research Insight Data Base

Page 4 of 6
Capital Structure Based upon Total Capital for
Proxy Group of Thirteen WUtllities Selected Upon the Basis of Least Relative Distance
for the Years 2002 throu
5 YEAR
2005 2005 2004 2003 2002 AVERAGE

Progress Energy Inc.
Laong-Term Debt 5219 % 568.76 % 53.89 % 58.89 % 5732 % 55.81 %
Short-Term Debt 0.00 0.91 373 0.02 3g7 1.73
Preferred Stock 0.59 o070 0.70 .51 053 0.61
Common Equity 47.22 41.63 41.68 40.58 38.18 41.86

Total Capital 100,00 % 100.00 % 100.00 % 100.00 % 100.00 % 100,00 %
SCANA Corp.
Long-Term Debt 47.43 % 49.36 % 5487 % 56.71 % 66 86 % 53.07 %
Shor-Term Debt 743 6.72 342 3.23 361 488
Preferred Stock 1.74 1.79 187 1.99 1.98 1.88
Common Equily 43.40 42.13 39.74 38.16 37.65 46.20

Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Vectren Corp,
Long-Term Debt 4331 % 4645 % 4140 % 4498 % 44.52 % 4413 %
Shoil-Term Debt 16.07 i1.13 16.03 11.23 17.43 14.38
Prefarred Stock 0.01 0.02 0.02 0.02 .10 0.03
Caommon Equity 40.61 42.41 42,56 4377 37.95 41.46

Total Capitat 100.00 % 100.01 % 100.00 % 100.00 % 100.00 % 100,00 %
Wisconsin Energy Carp.
Long-Term Debt 46.80 % 5269 % 53.87 % 55.51 % 5116 % 52.01 %
Short-Term Debt 12.66 682 545 9.0% 14 91 8.78
Preferred Stock 042 045 049 0.45 047 0.46
Common Equity 40.12 40.04 40.19 34.99 33.46 3776

Total Capital 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
Xcel Energy Inc.
Long-Term Debl 5088 % 51.86 % 5443 % 5561 % 69.99 % 58.55 %
Short-Term Debt 470 575 253 049 1.28 415
Preferced Stock 0.80 0.84 0.88 088 066 0.81
Common Equity 43.62 41.55 42.16 43.02 22.06 368.48

Taolal Capital 100.00 % 100,00 % 100.00 % 100.00 % 100.00 % 100.00 %
Proxy Group of Thirtaen
Utilities Selected Upon the
Basis of Laast Relative
Distance
Long-Term Debt 49.33 % 5130 % 5242 % 5461 % 55.04 % 52.54 %
Short-Term Debt 491 432 375 3.78 789 493
Preferred Stock 109 1.01 106 1.08 1.35 112
Common Equity 44.67 43,37 4278 40.53 3571 41.41

Total Capital 100.00 % 100.60 % 100.01 % 100.00 % 100.00 % 100.00 %
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Basis for the Selection of the Proxy Group of
Thirteen Utilities Selected upon the Basis of Least Relative Distance

Notes:

(1)

(2)

(3

(4)

(8

(6)

(7)

(9)

Pre-tax interest coverage represents the number of times available earnings, before income taxes,
excluding all allowance for funds used during construction (AFUDC) cover total interest charges,
average for the years 2004, 2005 and 2008.

Common equity ratio is the ratio of total common equity to total capitalization (the sum of total long-
term debt, current maturities, short-term debt, total preferred stock and total common equity),
average for the years 2004, 2005 and 2006.

Fixed asset turnover is the ratio of total operating revenues to gross utility plant, average for the
years 2004, 2005 and 2006.

AFUDC to net income is the ratio of total AFUDC to income available for common equity, average
for the years 2004, 2005 and 2006.

Cash flow as a percent of permanent capitalization is the ratio of funds from operations {(sum of net
income, depreciation, amortization, net deferred income tax and investment tax credits, less total
AFUDC) to permanent capitalization (the sum of total long-term debt, current maturities, short-ferm
debt total preferred stock and total common equity), average for the years 2004, 2005 and 2006.

Net cash flow to capital expenditures is the ratio of gross construction expenditures, excluding all
AFUDC, provided by funds from operation (as defined in Note 5), after payment of all cash
dividends, average for the years 2004, 2005 and 2006,

Funds flow interest coverage is the ratio of funds from operations (as defined in Note 5) plus total
interest charges to total interest charges, average for the years 2004, 2005 and 2006.

Operating earnings stability is an index of the variation in quarterly before-income tax operating
income for the years 2004, 2005 and 2008. It is calculated by dividing the standard error of the
estimate of a regression about a trend line by the mean. It is analogous to the coefficient of
variation.

Sum of distance is calculated as the squared distances between the eight operating / financial
ratios of each firm and Aqua illinois, Inc., summing the squared distances,-and then calculating the
square root of the summation.

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research
Insight Database
Company Annual Forms 10K and Quarterly Forms 10Q
lllinois American Water Company Annual Reparts to the lllinois
Commerce Commission and quarterly income statements
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linois American Water Company
Indicated Common Equity Cost Rate
Through Use of the Discounted Cash Flow Model

Summary of Conclusion

Proxy Group of Thirteen
Uilities Selected Upon
Proxy Group of Eight the Basis of Least
Line No. Water Companies Relative Pistance

Includes All Indicated Common Equity Cost Rates

1. Quarterly Compounded Growth
Discounted Cash Flow Mode! (1) 11.30% 10.68%
2, Quarterly Version of the
Discounted Cash Flow Model (2) 11.46% 10.75%
3. Conclusion 11.38% 10.72%
Excludes Those Indicated Common Equity Cost Rates Equal to or
Less than 8.6% and Eqgual to or Greater than 12.0% (3)
. 4, Quarterly Compounded Growth 11.52% 9.91%

Discounted Cash Flow Model (1)
5. Quarterly Version of the 11.50% 9.99%
Discounted Cash Flow Model (2)

11.51% 9.95%
6. Conclusion

Notes. {1} From page 2 of this Schedule.
{2} From page 3 of this Schedule.
{3} Seenote 7 on pages 2 and 2 of this Schedule.




“(80°Z1 |ANPayds fo | abed woy) %9°5 Jo Bpuag
Al aignd s Apoop paiel v vo piaiA aapeadsosd au sADge suiod SISBG 0SS 971 '%0L | UBUE B50] 8JB UM 5B18I 1500 Atinbe
LOLUIGS PIEINPUI SS0U) PUR (80'Z | 4mpalos Jo | 9B8ed woy) 940°0 o spuog Suan snand 5,Apoojy PaTEs v Ue piaif eagoadsord

_..0: aip anoge syuiod siseq Q0T ) ‘%Y'e VB Jaieaab ate yoiym sajel 1soo Apnbae uocuiioo paesiput asalf Ajuo sepmou) (O
o~ - lpvieuunied s L)) (9
- 0 ‘B UWNOY + 4 vlnjen (S}
<] ‘L MR , g WD (1)
M?_ Lotivi)eiyuwned + L)) (E)
k=) o L uwnjen « § uwnjo) (Z)
m o B UWINOD + Z uwnioD (L) ESION
O O
wo % %tes %02} UBLY S55] pUB
508 Ul Jo1eeil saml 1509 b votuuroy
paEatpul aseef) Auo Buiprpaut aBesany
%29°01 afiesany
%ECE %L %SEL %ilL %l L 820 §  %OSY ¥ g6°0 § 05'0Z § “tioD Afizauz wsuoosi
%EL L %LET %850 RIZE %50 05T0 $  %0ZE 4 oot $ Lley § "oy ABIeu3 UjSLOISIA
%.LL'B W%ZTT %ELL 801 %G1 5160 §  WOEYv ¥ oz’ $ - $ . “dioy vanosA
%86 %BZT [ 11 %StL %1l obF0 & WOLF ¥ L $ 0Z'6E $ oD YNVIS
%E00L WEIFT el %801 RZE L 0150 $&  %Ovdy ¥ 'z % F1%- 4 $ “au ABseug ssaufiolg
%DZ'GL %OE'E %050 %OLE %P0 §EZ0 &  %ODEl ¥ P80 $ ¥58F $ Wl Jdd
HBETL %982 %BED'L %HES'L %igL S50 & wOL9 ¥ 0T $ 0Z'0¥ $ ~dio) rendes) 1sam sjaBULY
%LO'ZL . SRI0E %trl'0 HLTT RELD 0irD §  %O¥E ¥ L $ £¥'9s $ Y ‘dN0I Ndd
%OZ'EL %OL'E %LE0 %092 %EGD 2650 $§  %080L ¥ -4 $ esoL § “tiog ABraug
%510l %S¥'T %80'4 %O L %5071 0gs0 § wOIS ¥ zi'z $ 16°08 3 Auedwind ABlsug 310
WheL'd %Ee9L %G HEZ'L %Ey'o GeT0 & %00 4 680 $ Z¥'9E $ 00 JIEM SSEIS URaley
%628 %iOT HIB'C %ghL %ag'o Q8ED §  WOLP ¥ o5t $ 800k $ "ol 0D JBMO JUNIDSIT LeaLsly
%E¥'E %eTZT %ZB'0 Rip L %080 BIED § %009 ¥ 7 $ 9%°6E $ “dion ABau3 ey
W S%zEe %0'Z} Lew) ssa| pue
o59°R UBY) JBlBald satel 156 Ajjnba uownues
paleipul 8504t Ajuo Supnpu sbelaay
%02 L i abesany obeiaay
%8901 %e2Y'T %LT0 %bEL %990 gLl §  %O0B ¥ w0 $ og'LL $ 09 JAIBM HOA
%O0T1 %e8'T %90 %' %GH'0 510§ %Oo0! ¥ 19’0 $ SL'EE ] 40D IS
%6 %iRE %280 %6} %180 L0 §  w%oo'R ¥ 690 $ 06l % ‘00 JIIBM, XBSAIPPIA
LT YL %6EE %860 %I 3060 LEZ0 & %0001 ¥ §6°0 ] SL¥E $ “SUL SANDS JSjEM INANRRBLILDS
WrE L %ALT %820 %66'L %9L'0 06Z0 ¢ whZB ¥ o'l ] Z0'sE $ dheus $SS Bl BILICJIED
%901 %16'T %980 %Ll %R0 SOL0 & WooL ¥ §9'0 % [:1h:13 $ ‘%07 59UN0saY UBISALY
USO'TY %e8'T %450 %L %$5°0 9ZL0 & %098 ¥ 0s0 $ 9L'22 $ "3t ‘eoumuns wnby
S¥lL %801 %S890 %ET'} %59'0 GEZTO0 $  %O00G ¥ ¥8°0 $ Zr'eL 3 00 JABM SIS UBINaWY
SBIUBGIG,) JSIEN UBID J0 dnoiey AXDIg
{8} 30H 1eRUUY (5} 309 {r) PIRIA "N () |moIg) [CALTES (1) S4Q BIEY MOID ECEFS Sda LO/ELILG Areding
ojpoLed 2ipoudd “lpy ojpouad A DIPOUSY opoved SdIums) Jed suswAeg  [ENUUY DRIEDIPUE DL 18NIEWY
-Buc pejeuwns3 PUBPIMG waung
SEZ 10 JBTUnN
o [ g Z g g ¥ £ z T




Schedule 12.07
Fage 3 of 3

soyEqa Auediiasy
LO0Z ‘6T Gunf puk | sunr 'L Aew “(onip3 ded-piy PUR (RS PUB UG PiBpUBlS) JonZ ‘47 udy ‘FEATIS TUSLDRESAD] SUTTOREn
TARFFAIIGT SR AAVA  (UOREULOIU! 10 J3UN0g

(8071 AINpayog Jo | eled

wous) %499 jo spueg Ann Sliand sApoo paje) v o pjeik saRoadsosd sy sacae Swred siseq DEE <9 '50LZL VB 559] B2 UOIM Seje) 1503 Anba Lol pREQIU S50Y) PUR (R0°T| BINPRYOS JO
1 stied wrou) sog°g Jo spunq Axjpn sand g Apcoyy pates v Uo plew sapaadsnid o sacge uiad $ISTG 00T ' "940° UBY) Jejeard e {RIYM EANEIIS00 Alinba UGLILGD PEIESPW S50Y) AU sepnpu| {f)
vy lguumpod+ 1)) g
"B ULM0D + £ UMDY (G}
LU, § b ()

emt—— Lel{pr 0y ivudmen s 1)) ()
{0 %556 w02 L wameD + g mumag (2)
UEH) R3] PUR 04479 LR J2)8.0 Sa 16 Aunbe " UMD « T 1UnieD (£} sEoN

UG PARIPU HEA AUt Bupnitl a8eseay

wsLor wbmsony eBeraay
%0%'6 %05 L0raTa0 Flob okt EEZ0 § |20 4:) $ ££T0 § ge'e H €220 $ £z H £TT0 1] €220 § 50T § "ouj Afaug jeay
%64 1L %OTE 10104150 20/10/30 420 |3 LTO $ 0520 -1 0sze¢ H osz0 s 05T0 $ [e4] H DEZ'D ¢ Ler ] W0y Afseug Lisunasing
WAL %OEY 2011350 20/10/80 6280 § £8Z8°0 $ [ir441] -1 SIE'G g SIED $ S0 § 'sigo H SDED § T § ‘dend uagoep
YHESE %0LY L0110/90 Fivin ] Lorp s oo 8 [l ] H oo H ove 5 rags] $ 0ZF 0 H Lird &) § [ir4=4 $ v wNwDs
%ol %Oy 20/90/20 L0/10/20 19D s LE90 s [+]8:3)] § s 3 [H{E-3 4] § oigo s 5090 $ $08'0 § [1%:4 $ U Afitaug ssaubarg
%ELEL %OeeL L0/50/20 Lo/onin SEZD 3 SE20 $ SET0 s SEZ'0 H SOE'D s SiT0 3 [7i41] s §iZ0 H ooy $ ‘e Idd
%BYTL %0L'G LOMLEID £0/1.0/30 0950 -3 0950 $ 0850 s 52570 $ [raq) 3 5250 1 SIF0 3 008D $ ozor H "o (euded e apRuild
%HEGTH %0¥'6 Flci o) L0/G180 [2cq] H oLy s albo S 040 $ olr'e & GIE0 H Si20 H 580 H 4 s U] "dneus 1S
wriet *08'01 LOMOENLD LOA0/E0 9657 H 9550 $ 9550 3 8650 b 0¥50 5 iy s oree s 0bSD H I8 § "diwg ABrejng
%iT oL HOL'S Loiplist LOSHL0 0950 s 0esD -4 0850 3 0ES0 s 0E5'0 & DES'D 3 o150 $ 5150 H e § Auediaod ASlsua 310
%ERL %00's L0mlsse Lon0rs0 a4 5 T0 ] PED $ SEZ0 S SETC s GET0 s SE20 & ST2Y 1] Ty'ee H ‘00 JBJEM SHEIS UBILALY
Yalb g %0LP 20/B0/5¢ L0/50/s0 W00 $ 0¥ 0 $ 20¥0 3 OBED 3 0BED $ 06E'0 H DBED 4 0RD H o0'or H "au] 'eQ) 1Mo SR HesUaly
%956 %00'9 L9t LO/8LIGD 880 H LEEC H 2iT0 ) REED H 2ig0 $ 24 8 BEZO g ;WO 5 856 § i Afaug eyl
(£} %0511 WOTh
Uely 559 puz %49'g eyl Jareah sajel jseo Apnbo
UBLILOD POEDIPUE 850U} Ao Buipnisuy aBelasy
%oF' 1 sbeseay afpipay
9.06°0L %008 L0ILTIS0 L0910 1280 H 1210 § glio $ g0 s L0 § 15%] § ZHD H THo s 8Lk s 00 INBM WOA
%9024 %00'01 LOKEWED L0710/80 ' 8O0 5 sat'n 5 e5L0 4 £510 3 18] H 1510 § i1 H 148+ s SLEE s e Mg
%WSL'ZL %008 2050 01080 TR0 s gLy 3 88Le $ gL s iy s £LLD $ £ H olLe 13 to'sL $ 00 191BM X852IRPIN
- lera %0001 LOIDEISD Lwswen LETO $ 1820 s ET' H &0 1 g1T0 s SEZ20 s 51%0 § §iZ0 5 SLYL g 4 SIABT FIEAA IoRIRIULOYD
49211 %0Z'8 L0EDS0 L0myse PIET s ¥LED - 062t 5 CBE'D s 0620 H 0620 H BRZO b1 9820 H Z08t g dnos SIS JTEM BALOHED
%IIOL %00°L 10musg LOBTIG0 viED $ 1230 H e $ ESLD 3 w810 £ o8L0 H oaL 3 2510 $ 191 H *thop saaunosay; uesaUy
%LOTE %086 Lomarsen 40720/80 9TLY £ azZl'o 3 zle H szl $ S0 H 5410 H SEED H SLID s 9L T 8 “oU| ‘eausLY Bnby
%iel %00'S FLIG 2071090 F2i4] 3 Fa A 3 A0 H 4] H SEZ0 s S2L0 H SETD $ raall] § (24 5 a7 JOIRAA SBIBIS UROUSWY
STedWos Jaep, 1013 Jo aneisy Axelg
WEWMET RINDT T ejER GReIn SiEG N Tig ¥or 205810 fuRdiesy
soriley Sdguusl puapnig-xg waied #3Ud JewrEl
joison Buo payewnsy puspAg Wanhs
SHEZ ey
EF o 1 or B ¥ z ] g ¥ 14 H T




