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L. INTRODUCTION

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.

My name is Dr. Marlon F. Griffing. I am a Senior Consultant with the economic
consulting firm of PCMG & Associates Inc. (“PCMG”). My business address is 22
Brookes Drive, Gaithersburg, MD 20785.

PLEASE DESCRIBE PCMG.

PCMG was founded in 2015 to conduct research on a consulting basis into the rates,
revenues, costs and economic performance of regulated firms and industries. The firm has
a professional staff of four with expertise in economics, accounting, and cost analysis.
Most of its work involves the development, preparation, and presentation of expert witness
testimony before federal and state regulatory agencies.

HAVE YOU PREPARED A SUMMARY OF YOUR QUALIFICATIONS AND
EXPERIENCE, INCLUDING COST-OF-CAPITAL TESTIMONY IN
REGULATORY PROCEEDINGS?

Yes. Exhibit MFG-1 is a summary of my qualifications, experience, and testimony given
before state regulatory agencies regarding cost of capital.

FOR WHOM ARE YOU APPEARING IN THIS PROCEEDING?

I am appearing on behalf of Mike Hunter, Oklahoma Attorney General.

HAVE YOU PREVIOUSLY TESTIFIED BEFORE THE OKLAHOMA
CORPORATION COMMISSION, AND WERE YOUR CREDENTIALS
ACCEPTED?

Yes. I testified before the Oklahoma Corporation Commission (“Commission”) on cost of

capital issues in Cause No. PUD 201700151, and my credentials were accepted.
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WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
The purpose of my testimony is to determine a fair rate of return on common equity capital
and a fair overall rate of return for the electric utility company Oklahoma Gas and Electric
Company (“OGE” or the “Company”’). OGE is a wholly-owned subsidiary of OGE Energy
Corp.

HOW DO YOU ADDRESS RECOMMENDED RATES FOR THE COMPANY?

To arrive at recommended rates for common equity capital and overall rate of return, I

analyze the Company’s capital structure and the costs for each component of that structure.
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HOW IS YOUR TESTIMONY ORGANIZED?

My testimony is organized as follows:

First, I discuss economic considerations and legal precedents underlying the cost of
equity in regulatory proceedings.

Second, I explain how I selected the members of the Comparison Group of companies
used in my analysis.

Third, I provide an overview of the Discounted Cash Flow (“DCF”) analysis.

Fourth, I perform a DCF analysis for the Comparison Group, check it for
reasonableness, and recommend a return on equity (“ROE”) for the Company.

Fifth, I recommend a capital structure and overall rate of return for the Company.
Sixth, Ireview the Company’s rate of return analysis.

Seventh, I summarize my testimony and recommendations.
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PLEASE STATE YOUR CONCLUSIONS REGARDING THE COMPANY’S ROE
AND RATE OF RETURN.

My recommended ROE for OGE is 9.18 percent. When this number is included in the
calculation of the calculation of the rate of return for the Company, the result is a weighted-
average cost of capital of 7.25 percent.

II. THE COST OF EQUITY IN THE REGULATORY ENVIRONMENT

THE ROLE OF ECONOMIC THEORY

WHAT IS THE BASIS IN ECONOMIC THEORY FOR REGULATING CERTAIN
INDUSTRIES?

According to economic theory, the forces of supply and demand interacting in a competitive
environment produce an allocation of resources that yields an optimal mix of goods and
services. Firms and individuals maximize profits and satisfaction given the prices and incomes
that the interplay of market forces generates. This outcome is described as “economically
efficient.” Put simply, there is no better output of goods and services that can be produced
with the available resources.

DOES THE ECONOMICALLY EFFICIENT OUTCOME OCCUR IN ALL
INDUSTRIES?

No, several conditions must be present, including many buyers and sellers, identical
products, perfect information about prices, and so forth. If these conditions exist, then price
is the only way for providers of goods and services to compete in markets. If the conditions
for competition do not exist, however, then letting supply and demand work unfettered will

not produce the socially desired efficient outcome.
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WHAT CONDITION FOR COMPETITION IS MISSING IN THE RETAIL
ELECTRIC INDUSTRY IN OKLAHOMA?
The retail electric industry in Oklahoma does not have several sellers. The large size of
electric distribution systems required to provide the product means that retail electric
companies have high fixed costs. Consequently, it is difficult for firms to enter the market,
resulting in less competition than would be the case if fixed costs were lower. High fixed
costs in this context are known as a “barrier to entry.”
ARE THERE LEGAL OBSTACLES TO COMPETITION IN PUBLIC UTILITY
MARKETS?
Even if a firm is willing and able to raise the capital needed to be a viable electric
distribution company, state and local governments typically have permitting processes that
govern where and when utilities can build facilities. Thus, high start-up costs are not the
only barrier that must be overcome.
ARE THERE OTHER ASPECTS OF A VERTICALLY INTEGRATED UTILITY’S
COSTS THAT RESULT IN FEW SELLERS?
Yes. The electric industry is typically what is known as a declining-cost industry.
WHAT IS A DECLINING-COST INDUSTRY?
A declining-cost industry is one where the average cost of service declines over the range
of effective demand.
ARE PUBLIC UTILITIES DECLINING-COST INDUSTRIES?
Yes. With their high fixed costs, public utilities have high initial average costs, but as their
sales increase, the average cost drops. This fact alone does not make public utilities

declining-cost industries. In most industries, average costs fall as sales increase. However,
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in most industries, average costs start to rise at sales levels that are much less than the total
demand for the product produced in any given industry, consequently a few to many firms
can share the market. What sets public utilities apart is that their average costs continue to
decline over very high volumes of sales, up to and beyond total, or effective, market
demand. This condition creates market failure (when the market produces an outcome that
is inefficient). As a vertically integrated electric firm increases its sales and market share,
its average costs decline, and continue to do so. Thus, the firm with the largest market share
has an increasing advantage over competitors. In effect, there is not enough room in the
market for another company. The logical result is a market with one producer—often
referred to as a natural monopoly—not the many firms envisioned in the theory of
competition.

HOW HAS SOCIETY RESPONDED TO THE ABSENCE OF COMPETITION IN
PUBLIC UTILITY MARKETS?

Since sufficient competition does not exist in the markets for public utilities to ensure low
prices and adequate service, society has typically turned to regulation to achieve these
goals. The government regulators generally are charged with pursuing an outcome that
approximates the efficient outcome of the competitive model. Regulation thus is viewed as
a way to decrease prices and increase services provided by a natural monopoly. A challenge
for regulators is to set policies which ensure that the regulated firm provides an appropriate
supply of services at reasonable rates. A reasonable rate enables a public utility not only to
recover its operating expenses, depreciation, and taxes, but also to compete for funds in

capital markets.
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STANDARDS FOR FINDING A FAIR RATE OF RETURN

DO STANDARDS EXIST FOR DETERMINING A FAIR RATE OF RETURN?
Yes. Two United States Supreme Court cases are the basis for rate of return regulation in
the United States. They are the Bluefield Water Works (“Bluefield”)! and the Hope Natural
Gas (“Hope” )* cases. In Hope, the Court established the following standards for the return
on equity that must be allowed a regulated public utility to provide for a “reasonable
return”:

[T]he return to the equity owner should be commensurate with the returns

on investments in other enterprises having corresponding risks. That return,

moreover, should be sufficient to assure confidence in the financial integrity

of the enterprise, so as to maintain its credit and to attract capital.3

It can be seen from this excerpt that there are essentially three standards for determining
an appropriate return on equity from the standpoint of the equity owners of a regulated
utility. The first is the “comparable earnings” standard; i.e., that the earnings must be
“commensurate with the returns on investments in other enterprises having corresponding
risks.” The second is that earnings must be sufficient to assure “confidence in the financial

integrity of the enterprise.” The third is that earnings must allow the utility to attract capital.

! Bluefield Water Works & Improvement Co. v. Pub. Serv. Comm’n of W. Va., 262 U.S. 679 (1923).
2 Fed. Power Comm’n v. Hope Nat. Gas Co., 320 U.S. 591 (1944).

Id. at 603.

10
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HOW CAN THE COMPARABLE EARNINGS STANDARD BE APPLIED IN
ESTIMATING THE RATE OF RETURN ON EQUITY CAPITAL?

There is circularity to the comparable earnings standard because the competitive nature of
the capital markets virtually ensures that the returns to all enterprises having corresponding
risks are comparable with each other. Investors establish the price of each traded stock
based on that stock’s present and prospective earnings in comparison with the present and
prospective earnings of all other stocks and other investments available to them. If the
earnings of a firm are depressed, then investors will pay only a low price for that firm’s
stock. As a result, the return on the market value of that stock will be comparable to the
return on the market value of the stock of other companies that are highly profitable but
which, as a consequence of their profitability, have been bid up to a very high price. Thus,
if “return” is defined as the earnings of an equity investment relative to its current market
price, then the comparable earnings test becomes a nullity: all returns, adjusted for risk, are
comparable with all other returns.

HOW IS THIS CIRCULARITY TYPICALLY RESOLVED IN PUBLIC UTILITY
REGULATION?

In public utility regulation, the conventional procedure for resolving this circularity is to
identify the required equity return based on the market value of a utility’s stock. That return
is combined with the cost of debt, and the blended return to total capital is then applied to
a rate base reflective of the book value of the utility’s investment. The book value is the
accountant’s quantification of the depreciated original cost of the utility’s assets adjusted
for ratepayer contributions such as deposits and deferred taxes. Under this procedure, the

market price of a stock is used only to determine the return that investors expect from that

11
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stock. That expectation is then applied to the book value of the utility’s investment to
identify the level of earnings that regulation will allow the utility’s common shareholders
to recover.

HOW CAN THE FINANCIAL INTEGRITY AND CAPITAL ATTRACTION
STANDARDS ENUNCIATED IN #Z0/7£ BE APPLIED IN ESTIMATING THE
RATE OF RETURN ON EQUITY CAPITAL?

If a utility can earn a return on its investment comparable to that required by enterprises of
comparable risk, then it should have no difficulty in attracting capital and maintaining
credit. Investors would have no reason to pass on purchasing the common equity of such a
utility in favor of other investment opportunities. Thus, if the comparable earnings test is
met, then the financial integrity and capital attraction standards are met as well.

DOES RISK PLAY A ROLE IN THE HOPE AND BLUEFIELD CASES?

Yes. The standards in these cases require that comparable companies have “corresponding
risks.”

WHAT IS RISK?

Risk is the chance of a loss or less-than-expected return on an investment. A business, for
example, may introduce a new product with the expectation that it will sell well. There is,
of course, no guarantee that consumers will purchase the product. The risk investors attach
to the company varies inversely with their view as to the probability of the product doing
well. In general, the greater the risk of an investment, the greater the return required to

attract investors, and vice versa.

4 See Hope, 320 U.S. at 603.

12
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DOES SETTING AN ALLOWED RATE OF RETURN MEAN THAT THE
UTILITY WILL EARN THAT RETURN?

No. There is no guarantee that the utility will earn the allowed rate of return. The utility
has the reasonable opportunity to earn the allowed rate of return; in practice, the utility may
earn more or less than this return, depending on whether and how its management responds
to technological and market developments, among other matters.

WHAT SHOULD THE COMMISSION CONSIDER IN SETTING AN
APPROPRIATE RATE OF RETURN?

The Commission should look to current market conditions as it balances investor and
consumer interests. The rate of return should reflect the condition of the capital markets in
which the OGE will have to compete with other firms for funding. Historically allowed
rates and historical performances are not appropriate inputs in this forward-looking
approach. This statement does not mean that historical rates and performance are irrelevant.
They are factors because they affect investors’ views of a company’s prospects and,
therefore, the investors’ willingness to purchase its common-equity shares.

PLEASE EXPLAIN HOW THE METHODS YOU HAVE USED TO DETERMINE
THE COST OF COMMON EQUITY CAPITAL FOR THE COMPANY REFLECT
CURRENT MARKET CONDITIONS.

I used a market-oriented approach to determine the common-equity cost for the Company.
I analyzed the equity return that investors currently expect to receive from investing in
companies with risks similar to the risk of OGE. Many factors influence these investor
expectations, among them: past performance of the companies, estimates of how the

companies will perform in the future, possible technological change, tax rates, and

13
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predicted general economic conditions. As investors decide where to place their funds
among the investment options available to them, they weigh the information they have.
Then they decide how to pay to acquire common-equity shares, or to turn to the other side
of the question, what price will lead them to sell the shares. Either way, the factors are
reflected in current prices in capital markets. Thus, my analysis is forward-looking because
it relies on investors’ current assessment of what is likely to happen with their investments.
WHAT IS THE ROLE OF OPPORTUNITY COSTS IN YOUR ANALYSIS?

An opportunity cost is the value of the next best choice forgone as the result of making a
decision. Opportunity costs are central to my analysis. As investors decide where to place
their assets, they have many opportunities from which to choose in the financial markets.
Economic theory says they will choose the opportunity they think will provide them the best
return, taking into account the level of risk with which they are comfortable. Thus, for a
company to attract capital, its forward-looking fair rate of return must at least equal the
expected rate of return for the best alternative opportunity with similar risk.

HOW DO YOU KNOW WHAT EQUITY RATE OF RETURN THE COMPANY
MUST OFFER TO INVESTORS TO BE AN ATTRACTIVE OPPORTUNITY?

No one knows with certainty what specific rate of return the Company must offer to
investors that is just sufficient to make the OGE an attractive opportunity. However, various
methods based on finance theory have been derived for reliably estimating what investors
currently think that rate is. [have used the Discounted Cash Flow (“DCF’’) method, which
is widely used in utility general rate cases for determining rate of return. I use other methods
and recently authorized returns for other electric utility companies as checks on the

reasonableness of the DCF outcome.

14
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PLEASE SUMMARIZE THE DCF METHOD.

The DCF method uses the current dividend yield and the expected growth rate of this yield
to determine a required rate of return on an investment opportunity. The required rate of
return from a DCF analysis is derived from a formula for determining the net present value,
or price, of a share of stock. There are several variations of DCF, but the constant-growth
form I have selected assumes that dividends (D) are received at the end of each year, the
annual growth rate of dividends (g) is constant to infinity, and the discount rate for
dividends (k) is constant to infinity. The equation form of this constant-growth DCF model

is:

=21 +
Where:

D is the annual dividend one year from the present,

Pg is the current price of a stock share,

g is the expected growth rate of the dividend, and

k is the discount rate, which also is the fair rate of return for equity.
WHAT INFORMATION IS USED TO DEVELOP VALUES FOR THE VARIOUS
TERMS IN THE DCF EQUATION?
The annual dividend one year from now is derived by applying the growth-rate estimate (g),
adjusted for an average interval of dividend increases, to the actual current annual dividend

(Do), information that is publicly available.

15
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DOES YOUR EQUITY RATE OF RETURN ANALYSIS USE INFORMATION
SPECIFIC TO THE COMPANY?

No. As noted, OGE is an operating subsidiary of OGE Energy Corp. The Company is not
publicly traded and, therefore, no common-equity share price is available for performing a
direct DCF analysis on the Company.

DOES YOUR EQUITY RATE OF RETURN ANALYSIS USE INFORMATION FOR
OGE ENERGY CORP., THE HOLDING COMPANY?

No. OGE Energy Corp. does trade publicly and has a positive record of making dividend
payments. However, I prefer to exclude the company or its parent company upon which
ROE analysis is being performed from the analysis to avoid circularity in the calculations.
If the pool of peer companies for forming a proxy group for the ROE examination is small,
I will consider keeping a company in its own ROE analysis. In this case, there is a large set
of electric utilities to draw upon, so I have excluded OGE Energy Corp. from the ROE
analysis.

HOW DO YOU USE THE DCF ANALYSIS TO ESTIMATE THE COMPANY’S
REQUIRED RATE OF RETURN?

I perform a DCF analysis on a group of electric utilities comparable to OGE that are publicly
traded and have similar investment risk, as discussed below. The estimated rates of return
for members of this group form the basis for my estimate of a fair rate of return for the

Company.

16
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III. SELECTING THE COMPARISON GROUP

PLEASE DISCUSS YOUR PROCEDURE FOR SELECTING THE COMPARISON
GROUP.

I set out to find a group of companies that are, from the perspective of investors, similar to
OGE. Thus, I wanted firms that are electric utility companies that represent approximately
the same investment risk as does the Company.

PLEASE DESCRIBE HOW YOU FOUND SUITABLE CANDIDATE COMPANIES
FOR THE COMPARISON GROUP.

I looked at Value Line, a widely used investor service, for companies that Value Line
classifies as part of the Electric Utility Industry. The January 26, 2018 (West); February 16,
2018 (East); and March 16,2018 (Central) editions of Value Line’s Investment Survey
include 42 companies in this category.’

HOW DID YOU USE THIS INFORMATION IN YOUR SELECTION PROCESS?

I applied screens to the initial set of Value Line Electric Utility companies to ensure that the
companies included in my Comparison Group were similar in risk to the risk of the
Company.

PLEASE LIST THE CRITERIA YOU APPLIED IN THE SELECTION OF THE
COMPARISON GROUP.

I applied the following screens to the initial set of Electric Utility companies:

1. Have shares publicly traded on a stock exchange;

2. Be a U.S. firm based in the continental 48 states;

5 OGE Energy Corp. is one of the companies in the initial set of 42 companies. I excluded the company
from my analysis, however.

17
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3. Have a stable record of paying dividends;

4. Not be expected to sell, merge into or be acquired by another company, or
face unusual operating conditions;

5. Be a vertically integrated electric utility;

6. Have 75 percent or more of the three-year average of net income, net
operating income, or operating revenue be derived from regulated
electricity operations;

7. Have a S&P investment-grade credit rating: BBB- and better; and

8. Have positive growth-rate projections from expert analysts.

WHAT PURPOSE IS SERVED BY REQUIRING THAT THE COMPANIES BE

PUBLICLY TRADED?

The primary analytical tool that I use for finding a company’s ROE, the DCF model,

requires information about common equity share prices, dividends, and growth-rate

projections. The requirement that companies be publicly traded ensures that their common-
equity share prices are available.

WHAT IS THE PURPOSE OF APPLYING THE CRITERION THAT THE

COMPANIES BE BASED IN THE CONTINENTAL UNITED STATES?

I sought companies that face a business environment similar to that in which OGE operates.

The Company’s operating utility in this case is in Oklahoma and subject to state regulation,

statutes, and rules that are similar to those found in the rest of the United States. The states

of Alaska and Hawaii, although havingregulation schemes similar to those of the other

states, have business environments—due to their geography—that are substantially

18
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different from the business environment in the rest of the country. Therefore, I have limited
candidates for the Comparison Group to companies based in the 48 continental U.S. states.
DO YOU EXCLUDE ANY COMPANIES BECAUSE THEY ARE NOT BASED IN
THE CONTINENTAL UNITED STATES?

Hawaiian Electric Industries (“HEI”) is excluded because it has several service areas that
are not connected to each other or to other power networks. Therefore, the service areas
cannot share power and must maintain above-average reserve margins, causing higher
operating costs for the company. HEI also generated 69 percent of its energy from fuel oil
imports in 2017. It is vulnerable to delays in fuel deliveries to a degree not seen in other
electric utilities. Fortis, Inc. is a Canadian company and excluded because of the scope of
its operations in Canada.®

WHAT PURPOSE IS SERVED BY REQUIRING THAT THE COMPANIES HAVE
A STABLE RECORD OF PAYING DIVIDENDS?

The DCF model requires dividends as an input. If a company is not paying dividends or has
a record of cutting dividends, then its DCF analysis is not reliable. Avangrid, Inc. does not
have a long record of dividends paid in its current form of organization. Therefore, it is
excluded.’

WHY IS IT IMPORTANT THAT COMPANIES INVOLVED IN SALES,
MERGERS, OR ACQUISITIONS, BE EXCLUDED FROM YOUR ANALYSIS?
The share prices of companies involved in sales, mergers or acquisitions can be volatile.

Extreme increases in the share prices of utility companies that are part of sales, mergers, or

6 See Ex. MFG-2.

7 See id.
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acquisitions drive down the ROE results in DCF analysis, while extreme decreases in the
share prices drive up the ROE results. Neither outcome yields meaningful DCF results.
Therefore, it is appropriate to exclude such companies from theanalysis.

ARE ANY COMPANIES IN THE INITIAL SET INVOLVED IN SALES,
MERGERS, OR ACQUISITIONS?

Yes. Avista Corporation has agreed to be acquired by HydroOne (a Canadian company and
not part of the initial group); Great Plains Energy, Inc. is trying to merge with Westar
Energy, Inc.; while Dominion Resources has announced it intends to acquire SCANA
Corporation.® Therefore, I have dropped Avista, Dominion, Great Plains, SCANA, and
Westar from further consideration.

DO ANY COMPANIES IN THE INITIAL SET FACE UNUSUAL OPERATING
CONDITIONS?

Yes. Edison International and Pacific Gas & Electric (PG&E) experienced wildfires across
broad parts of their service territories in the fall of 2017. The two companies face liability
exposure due to the wildfires. There is risk that the two California utilities will have to
absorb the liabilities because the California Public Utilities Commission ruled that
SDG&E, the utility serving San Diego, had to absorb $379 million related to 2007
wildfires.” PG&E suspended its dividend payments on December 20, 2017 in response to

the exposure.'® Therefore, I have dropped these two firms from further consideration.

8 See Ex. MFG-2.
% Ex. MFG-3.
10 Ex. MFG-4.
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ARE THERE ANY COMPANIES IN THE INITIAL SET THAT ARE NOT
VERTICALLY INTEGRATED UTILITIES?

Yes. According to the S&P Global Market Intelligence website CenterPoint Energy, Inc.
has only transmission facilities. The same website identifies Exelon as vertically integrated,
but with no regulated generation. Therefore, these two companies are eliminated from
further consideration. All the other companies are vertically integrated electric utilities.!!
YOU ALSO EMPLOY AS A SCREEN THAT MORE THAN 75 PERCENT OF A
COMPANY'’S THREE-YEAR AVERAGE OF NET INCOME, NET OPERATING
INCOME, OR NET REVENUES BE DERIVED FROM REGULATED
ELECTRICITY OPERATIONS. PLEASE EXPLAIN THE PURPOSE OF THIS
CRITERION.

This criterion identifies whether the companies also are engaged predominantly in
regulated electric operations. Setting 75 percent as the standard for inclusion in the
Comparison Group ensures that the firms are operating in a similar risk environment to
OGE.

WHAT IS THE OUTCOME OF YOUR APPLICATION OF THIS SCREEN?
FirstEnergy Corp., Unitil Corporation, Vectren, Sempra, Exelon Corporation, NextEra,
MGE Energy, PPL Corporation, WEC Energy Group, DTE Energy, and PSEG Inc. do not
meet the 75 percent threshold. The highest three-year average among this group is the 69.6
percent of PSEG Inc. Allete, Inc., at 74.2 percent, also strictly does not meet the screen.

However, the three-year average percentage for Eversource Energy, the next highest

Il See Ex. MFG-5.
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company, is 75.5 percent. The 1.3 percent difference between these two electric utilities in
the three-year average percentage of net income derived from regulated electricity
operations is relatively small. Therefore, I elected to keep Allete in the group.'?
DID YOU EXCLUDE OTHER COMPANIES FROM THE COMPARISON GROUP
BECAUSE OF THE RESULTS OF APPLYING THE EARNINGS SCREEN?
Yes. I excluded Black Hills Energy and Entergy Corp. because their earnings were erratic,
negative, or both from 2015-2017.13
HOW MANY COMPANIES REMAIN UNDER CONSIDERATION FOR THE
COMPARISON GROUP?
Seventeen companies have met all the screens to this point.
WHAT IS THE PURPOSE OF USING THE S&P CREDIT RATING AS A SCREEN?
S&P’s experts incorporate financial risk and business risk into a firm’s credit rating. Within
these risk categories, S&P assesses such factors for public utilities as competitive advantage,
operating efficiency, and scale, scope, and diversity. This last set of factors includes the
effectsofautility’s markets, serviceterritories, and customerdiversityonthecompany’scash-
flow stability,andinturnonitsrisklevel. Afterconsideringall the factors, S&P assignsacredit
rating to a company. If companies have identical or similar credit ratings as determined by
expertanalysts, then theirrelativerisks are similar. As S&P states:
Creditworthiness is a multi-faceted phenomenon. Although there is no
“formula” for combining the various facets, our credit ratings attempt to

condense their combined effects into rating symbols along a simple, one-

12 See Ex. MFG-6.
13 See id.
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dimensional scale. Indeed, as discussed below, the relative importance of

the various factors may change in different situations.'*

WHAT S&P CREDIT RATING DO YOU USE AS THE BASIS OF YOUR
SCREEN?

Some operating companies for which an ROE is being calculated conduct their own
borrowing and, therefore, have S&P credit ratings separate from the credit ratings of their
parent companies. OGE has an S&P credit rating of A-.!> The OGE Energy Corp. S&P
credit rating also is A-. Therefore, I use that credit rating as the basis for my screen.

AS YOU APPLY YOUR CREDIT-RATING SCREEN, DO YOU REQUIRE THAT
ELECTRIC COMPANIES HAVE S&P RATINGS IDENTICAL TO THE RATING
THAT IS THE BASIS OF YOUR SCREEN?

No. In myapplication of the screen I balance the goal of having companies with risk similar
to that of the operating company with the goal of having a reasonable number of companies
in the Comparison Group. In the current analysis, I consider for inclusion in the
Comparison Group companies that are within two notches of OGE’s A- rating (from A+ to
BBB).'¢

WHATISTHERESULTOFAPPLYING YOURCREDIT-RATINGSCREEN?

The 17 remaining companies all have S&P credit ratings between BBB and A+. No more

companies are eliminated by the application of this screen.!’

14 Standard & Poor’s, General Criteria: Understanding Standard & Poor’s Rating Definitions, attached as
Ex. MFG-7.

15 See Ex. MFG-8, Schedule 1.

16 See Ex. MFG-8, Schedule 2.

17 See Ex. MFG-9.
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WHY DO COMPANIES HAVE TO HAVE POSITIVE DIVIDEND GROWTH-
RATE PROJECTIONS?

DCF analysis performed on them is not meaningful if the growth-rate projections are
missing or negative. All 17 remaining companies have positive growth-rate projections.
Otter Tail Corp. does not have a growth-rate estimate from Zacks, but it does positive have
growth-rate estimates from the other two sources.'® Therefore, Otter Tail is included in the
analysis, along with the other 16 companies.

PLEASE DESCRIBE THE COMPARISON GROUP AFTER YOUR SCREENING.
The Comparison Group is composed of 17 Electric Utility firms.!® Using this Comparison
Group, I will develop estimates of OGE’s required ROE.

IV. DCFOVERVIEW

WHAT IS THE PURPOSE OF A DCF ANALYSIS?

The goal of this analysis is to estimate an appropriate, forward-looking rate of return on
equity. A DCF analysis requires a determination of expected growth rates and dividend
yields in order to estimate this return.

PLEASE DISCUSS EXPECTED GROWTH RATES.

Because a DCF analysis is forward-looking, I want to estimate the expected growth rate of
dividends. Historical growth rates would be good indicators of the expected growth rate on
the following conditions:

¢ the dividend payout ratio and the realized rate of return on equity capital were constant

in the past and could be assumed to remain constant in the future; and

18 Ex. MFG-12, Schedule 1.
19 See Ex. MFG-9.
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e any growth in book equity was attributable solely to retained earnings.

If, in practice, these conditions held, then earnings per share (“EPS”), dividends per share,
and book value per share would all grow at the same rate, and the past growth rates for
these factors would be the rate at which they would grow in the future.

DO YOU USE HISTORICAL GROWTH RATES IN YOUR ANALYSIS?

No. The conditions necessary for historical growth rates to be good indicatorsof future
growth rates are rarely satisfied. Most utilities’ returns on equity and payout ratios have not
remained constant over time. Further, growth in book value has occurred not only due to
retained earnings, but also due to the issuance of new shares of common stock.
Consequently, past growth rates of earnings, dividends, and book equity are frequently
unequal. Moreover, an industry may facea changed business environment, thereby making
the past a poor basis for projecting the future. Historical growth rates can differ significantly
from forward-looking projected growth rates due to such factors as inflation rates, tax rates,
the role of an industry in the economy, and the regulatory environment. In view of these
limitations of using historical growth rates, I base my estimated growth rates on projected
growth rates as publicly provided by “Zacks Investment Research,” a respected investor
services company, Thomson Financial Network estimates provided on Yahoo! Finance, and
“The Value Line Investment Survey.”

PLEASE DISCUSS THE DIVIDEND YIELDS USED IN YOUR DCF ANALYSIS.
To estimate the required rate of return on equity capital today, I estimate the expected
dividend yield, D,/Py where Py is the price of a share of common equity today and D, is the
dividend in the next period. The use of this dividend yield assumes that dividends are

distributed at the end of each period (year). This version is known as the constant-growth
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DCF model. Since the current equity share price incorporates all market information
considered relevant by investors, generally speaking, non-recent historical prices should be
avoided in calculating the dividend yield. However, since share prices are volatile in the
short run, it is desirable to use a period of time long enough to avoid short-term aberrations
in the capital market.

WHAT PERIOD DO YOU USE TO ESTABLISH AVERAGE COMMON EQUITY
SHARE PRICES FOR THE COMPANIES IN THE COMPARISON GROUP?

I use the trading period of March 12, 2018-April 6, 2018 to find average common equity
share prices. There were 19 trading days in this four-week period: the markets were closed
March 30, 2018 for Good Friday. This period is long enough to dampen any short-term
aberrations in the capital market. It is also close to the May 2, 2018, date of this Testimony,
thus making the results timely. I used closing prices for the Comparison Group member
companies obtained at Yahoo! Finance.?

Y. DCF ANALYSIS FOR THE COMPARISON GROUP

PLEASE DISCUSS THE REQUIRED RATE OF RETURN FOR THE
COMPARISON GROUP.
To estimate the required rate of return for the group, I estimated the expected growth rate,

g, and the expected dividend yield, D,/P,.

2 See Ex. MFG-10, at 1-5.
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PLEASE DISCUSS THE EXPECTED GROWTH RATE FOR THE COMPARISON
GROUP.

As noted above, it is appropriate in this proceeding to use only the forecasted growth rates
to estimate the expected growth rate to be used in the DCF analysis. Zacks and Yahoo!
Finance provide five-year growth-rate projections for EPS and Value Line provides five-
year growth rate projections for EPS, dividends per share, and book value per share. To
maintain consistency across the sources, I used only the EPS estimates from Value Line.
WHAT INFORMATION DID YOU USE FROM ZACKS?

Tused the Zacks EPS five-year growth projections available April 6, 2018, for the individual
firms in the Comparison Group.?!

WHAT INFORMATION DID YOU USE FROM YAHOO! FINANCE?

Tused the Yahoo! Finance EPS five-year growth projections available April 6, 2018, for the
individual firms in the Comparison Group.?

WHAT INFORMATION DID YOU USE FROM VALUE LINE?

I used the Value Line EPS five-year growth projections for the individual firms in the
Comparison Group as reported by Value Line in its January 26, 2018; February 16, 2018;

and March 16, 2018 issues.?

2l See Ex. MFG-12, Schedule 1.
2 See id.
B See id.
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HOW DO YOU COMBINE THE ZACKS, YAHOO! FINANCE, AND VALUE LINE
ESTIMATES?

I weighted the Zacks, Yahoo! Finance, and Value Line EPS values equally to find my best
estimate of the expected growth rate for each company in the Comparison Group. The resuit
is a mean growth-rate component value of 5.15 percent.?*

PLEASE DISCUSS YOUR CALCULATION OF THE EXPECTED DIVIDEND
YIELD FOR THE COMPARISON GROUP.

The appropriate dividend to use in the constant-growth DCF model is the annual dividend
rate at the beginning of the next period (year). I began my estimation of the expected
dividend yield by finding the dividends that each Comparison Group member company is
currently paying as reported by Value Line in its January 28, 2016; February 16, 2018; and
March 16, 2018, issues. I multiplied those amounts by four to calculate the annualized
dividend one year from now.

DID YOU SEARCH ELSEWHERE FOR DIVIDEND REPORTS FOR THE
COMPARISON GROUP COMPANIES?

Yes. I compared these Value Line annual dividends as calculated for the member
companies with the dividends reported by Zacks on April 6, 2018. The dividends for Value
Line and Zacks were identical except for NorthWestern Corp., for which the Value Line
dividend was $2.10, while the Zacks dividend was $2.20; and for Xcel Energy, for which
the Value Line dividend was $1.44, while the Zacks dividend was $1.52.23 I used the higher

Zacks values in my analysis.

# Ex. MFG-12, Schedule 1.
% Ex. MFG-11.
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PLEASE EXPLAIN THE NEXT STEP IN CALCULATING THE EXPECTED
DIVIDEND YIELD.

I adjusted the annualized dividends for expected growth. The D, value for dividends in the
DCF model is the dividend investors expect to receive one year from the present. Hence,
the dividend will increase a year’s projected growth rate. The annualized dividend yield
for a firm is, therefore, transformed into the expected dividend yield by multiplying it by
(1 + g), which yields D;. The mean expected dividend-yield component is 3.69 percent.?®

VL FLOTATION ADJUSTMENT TO ROE

PLEASE DISCUSS FLOTATION ADJUSTMENTS.

When companies issue equity, the price paid by investors for the new shares is higher than
the revenues per share received by the company. The difference is issuance, or flotation,
costs. These costs are the fees and expenses the company must pay as part of the issuance.
The return on equity must be adjusted to recognize this difference, or a company will be
denied the reasonable opportunity to earn its required rate of return.

HAVE YOU MADE A FLOTATION ADJUSTMENT FOR THE COMPANY?

Yes. My recommended flotation cost adjustment factor is 5.00 percent.

PLEASE DESCRIBE YOUR PREFERRED APPROACH TO DETERMINING THE
FLOTATION-COST ADJUSTMENT FACTOR.

I prefer to use actual fees and expenses from recent issuances for the company whose ROE

is being analyzed. Such fees and expenses capture the flotation costs for the company.

% Ex. MFG-12, Schedule 1.
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Finding a representative average flotation cost percentage for a sample of similar
companies is a fallback position when company-specific information is not available.
WERE YOU ABLE TO USE YOUR PREFERRED APPROACH IN THIS
DOCKET?

No. OGE Energy Corp. has not made any recent issuances. The data from its older
issuances may not reflect its costs if it were to issue common equity in the present.
Therefore, using an average of flotation cost percentages for similar companies is how I
determined the flotation-cost adjustment for OGE.

HOW DID YOU DETERMINE THIS FLOTATION-ADJUSTMENT COST
FACTOR?

OGE cost of capital witness Dr. Roger Morin presents a flotation cost-adjustment of 5.00
percent. Dr. Morin’s proposed adjustment is based on evidence that shows 5.00 percent is
a typical flotation cost percentage for utility companies. I accept his proposed flotation-
cost percentage.

HOW ARE FLOTATION COSTS INCORPORATED INTO AN ROE?

The DCF return on equity is modified in the following way to incorporate the adjustment

for flotation cost:

k=211,
=P G=pP T

Where:
f is the flotation-cost percentage; and

all the other elements of the equation retain the meanings they had previously.?’

% See supra Part IV, at 15.
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In this proceeding, the expected dividend yield is multiplied by (1/(1-0.5)) to make the
flotation-cost adjustment. The result is the flotation-adjusted expected dividend yield,
which is added to the growth-rate estimate to obtain the ROE.?

DID YOU MAKE ADJUSTMENTS TO THE COMPARISON GROUP AT THIS
POINT OF YOUR ANALYSIS?

Yes. After adding the growth-rate estimates and the dividend-yield estimates for each
company to obtain the individual ROEs, I examined the ROEs for reasonableness. OGE
issued bonds on April 1, 2017, paying interest of 4.15 percent.?> Common equity returns
for companies in the Comparison Group must exceed the bond return plus compensation
for the added risk associated with equity in order to attract investors. When 250 basis points
are added to the OGE bond interest rate, the result is a return of 6.65 percent. This
percentage is my point for checking the reasonableness of Comparison Group member
companies’ returns.

WHAT WAS THE PURPOSE OF APPLYING THE 6.65 PERCENT STANDARD

TO COMPARISON GROUP COMPANIES’ INDIVIDUAL DCF ROES?

Investors demand a higher return from common equity than from debt to compensate for
the greater risk of common equity. My reasoning was that investors would demand a
greater ROE return from the Comparison Group companies compared with the OGE debt
yield, or they would choose the OGE debt over common equity investments in the

companies. Thus, OGE would not be competing with these companies for capital.

28 Ex. MFG-12, Schedule 1.
» OGE Application Package, Supplemental Package, Section F-Capital and Cost of Money W/P F-3 (Jan.
16, 2018).
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DID ANY OF THE COMPARISON GROUP COMPANIES’ ROES FAIL TO
EXCEED THE 6.65 PERCENT STANDARD?

Yes. The ROE for IDACORP, Inc. is 6.55 percent. The next lowest return for a company
was the 7.41 percent of Consolidated Edison, well above the standard. Therefore, I chose
to exclude IDACORP from further analysis of OGE’s ROE. This exclusion leaves 16
companies in the Comparison Group.>°

WHAT FINAL ROE DID YOU FIND FOR THE COMPARISON GROUP?

The 16-member Comparison Group has a final mean ROE of 9.18 percent.3! The mean
growth-rate component is 5.24 percent and the mean flotation-adjusted expected dividend
yield is 3.94 percent.

DID YOU CALCULATE ANOTHER DCF ANALYSIS FOR THE COMPARISON
GROUP?

Yes. I conducted a multi-stage DCF analysis. A multi-stage analysis assumes that the
growth rate for companies in a proxy group will not continue at the current growth rate. In
my analysis, I assumed that the long-term growth rate would be equal to the mean of the
long-term forecast for nominal gross domestic product (“GDP”’) growth of 4.00 percent
published by the Congressional Budget Office (“CBO”)*? and the 4.3 percent Reference
Case forecast for 2018-2050 published by the U.S. Energy Information Administration

(“EIA™).3

30 See Ex. MEG-12, Schedule 2.
3 Ex. MFG-12, Schedule 3.
32 Ex. MFG-12, Schedule 4.
3 Ex. MFG-12, Schedule 5.

32



10

11

12

13

14

15

16

17

18

19

20

Cause No. PUD 201700496
Oklahoma Gas and Electric Company

Responsive Testimony of Marlon F. Griffing, Ph.D.

PLEASE EXPLAIN YOUR ANALYSIS.

I calculated DCF ROEs for the Comparison Group of 16 companies with 4.00 percent and
4.30 percent substituted for the mean of the growth-rate forecasts from Zacks, Yahoo!
Finance, and Value Line. I then blended the two growth rates for each company, weighting
the analysts’ growth projections two-thirds and the forecasts of the respective federal
agencies one-third. The result is a mean ROE of 8.82 percent.*

HAVE YOU MADE ANY ADJUSTMENTS TO YOUR ROE TO ACCOMMODATE
OTHER FACTORS?

No. The DCF model incorporates factors that affect investors’ view of the world and does
not require ad hoc adjustments. The share price of common equity is the mechanism
through which most of these influences are translated. For example, if investors are
optimistic about the economy in general or about a specific company, the share price of
that company will be higher, all other things being equal. If investors have qualms about
the economy or the company, the share price will be lower. Either case affects the ROE of
the company, one making it lower and the other higher. Other factors that are incorporated
into share prices are interest-rate expectations, market volatility, and leverage of
companies. Investors will ask for common equity prices that compensate them for the
degree of risk that they believe these factors create.

HAS ANALYSIS APPEARED SINCE THE ADJUSTMENTS MADE TO THE

FEDERAL INCOME TAX RATE AND DEPRECIATION TREATMENT BY

3 Ex. MFG-12, Schedule 6.
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CONGRESS IN DECEMBER 2017 THAT ARGUES THE LEGISLATION HAS
MADE UTILITIES RISKIER?

Yes. Moody’s Investor Service Sector Comment of January 24, 2018, about the tax
legislation that Congress passed December 20, 2017, is typical. According to Moody’s, the
reduction in the corporate income-tax rate from 35 percent to 21 percent and the loss of
bonus depreciation will hurt the cash flow of utilities.>> According to this analysis, the cash-
flow reductions will cause utilities to issue more equity to compensate for the reduction in
their ability to finance capital expenditures internally.® The reduced tax rate will, therefore,
raise the risk profiles of the utilities.

DO ANY ADJUSTMENTS NEED TO BE MADE TO YOUR ROE RESULT TO
TAKE INTO ACCOUNT THE ADJUSTMENTS MADE TO THE FEDERAL
INCOME TAX RATE AND DEPRECIATION TREATMENT BY CONGRESS IN
DECEMBER 2017?

No. As noted above, the DCF model incorporates such changes. If the tax and depreciation
changes have made utilities riskier than they were previously, the response in the equity
markets would be a reduction in the share prices of utilities, all other things equal. Exhibit
MFG-12, Schedule 8 shows that share prices for the 15 electric utilities in my Comparison
Group that were also part of my Comparison Group in Cause No. PUD 201700151 have
fallen since July-August of 2017. The reduction is an average of 7.09 percent. There are
other factors that could be contributing to the price reduction, but the movement in prices

is consistent with what would be expected in conjunction with the tax and depreciation

3 Ex. MFG-12, Schedule 7.
3% See id.
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modifications. Since equity prices affect the dividend-yield component of the DCF model
ROE, investors beliefs regarding the effect of the federal tax legislation on risk are
incorporated in my DCF model ROE result.

PLEASE SUMMARIZE THE RESULTS OF YOUR DCF ANALYSIS.

My constant-growth DCF analysis ROE is 9.18 percent and my multi-stage DCF analysis
ROE is 8.82 percent.

VII. REASONABLENESS CHECK AND RECOMMENDED ROE

HAVE YOU CHECKED THE REASONABLENESS OF YOUR DCF ROE
ESTIMATE?

Yes. I checked the reasonableness of my DCF analyses’ outcomes by performing CAPM
analyses. I also compared the DCF ROEs with recent ROEs authorized in fully litigated
electric rate cases across the 48 contiguous states.

CAPM ANALYSIS

WHAT CAPM ANALYSIS DID YOU PERFORM?

. Iperformed a Capital Asset Pricing Model (“CAPM”) analysis for the 16 companies in the

Comparison Group. I also conducted empirical CAPM (“ECAPM?”) analyses on the same
companies. The ECAPM is a version of the CAPM modified to adjust for identified
shortcomings in the CAPM.

PLEASE DISCUSS THE CAPM METHOD.

The basic premise of the CAPM method is that any risk which is company-specific can be
diversified away by investors. Therefore, the only risk that matters is the systematic risk of

the stock. This systematic risk is measured by beta (B). A beta higher than 1 indicates that
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a stock will be more volatile than the market, and a beta lower than 1 indicates that a stock
will be less volatile than the market. In its simplest form, the expression for the CAPM is:
k=r+f (ky-1)
Where:

k is the required rate of return for the stock in question;

B is beta, the measure of systematic risk

r is the rate of return on a riskless asset; and

kn, 1s the required rate of return on the market portfolio.
WHAT ARE THE STRENGTHS AND WEAKNESSES OF THE CAPM METHOD?
The CAPM is theoretically sound, but its application raises some issues. The analyst using
CAPM selects a riskless asset, beta, and market risk premium. The ROE analysis can vary
considerably depending on the analyst’s choices for these variables. Thus, what at first may
seem like a straightforward model actually depends heavily on the particular input values
used by an analyst.
ARE YOU RECOMMENDING REJECTING CAPM?
No. I used the CAPM, but only to check the reasonableness of my DCFanalysis, which is
a more reliable method of measuring equity return. Because of the CAPM’s extensive
requirement for judgment in selecting each of the inputs I question its value in directly
estimating a return on equity.
PLEASE EXPLAIN THE CALCULATION OF A CAPM ROE.
First, the analyst must select the rate of return for a riskless asset. Short-term assets such as
90-day Treasury Bills are considered to be virtually riskless; the default risk is next to

nothing and the inflation risk is negligible. Equity investors, however, typically have a
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longer planning horizon than the 90-day maturity of these instruments, so the return on these
bills is not suitable for this CAPM process. Long-term Treasury bonds, on the other hand,
match the planning horizon and have yields that are closer to common equity returns. But
these instruments are subject to substantial inflation risk and, therefore, are not riskless.
Intermediate Treasury securities, those with maturities of three to five years, are a
compromise solution. The inflation risk is smaller than that for long-term bonds and the
maturity period corresponds to the time span for the EPS growth-rate estimates made by
expert analysts that are relied upon in DCF analysis. Typically, I would use the Intermediate
Treasury securities in my analysis for these reasons. However, as I explain below, I do not
use Intermediate Treasury securities in my CAPM analysis in the current docket.

ARE THERE REASONS NOT TO USE THE INTERMEDIATE TREASURY
SECURITIES IN THIS DOCKET?

Yes. Intermediate Treasury bonds’ yields since the Federal Reserve took unusual measures
to combat the Great Recession from December 2007 to June 2009 have been very low.
Therefore, I choose not to use them in the current CAPM analysis.

WHICH SECURITY DID YOU USE AS THE RISKLESS ASSET IN YOUR CAPM
ANALYSIS?

Iused the average yield on a 30-year Treasury bond from March 12, 2018, to April 6, 2018,
as my riskless asset rate. This value is 3.06 percent.” However, the 30-year Treasury bond
is not a free-risk asset. The yield on 30-year Treasury bonds incorporates a risk-premium

associated with interest rate risk, which is the premium investors must be paid to induce

37 See Ex. MFG-13, Schedule 1.
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them to forego the opportunity of possibly earning higher interest rates later. Therefore,
using 30-year Treasury bonds in a CAPM analysis results in an upward bias of the ROE.
WHAT VALUE DID YOU USE FOR BETA?

I used the betas for each of the companies in the Comparison Group provided in their
respective issues of the Value Line Investment Survey. The average beta for the 16
companies in the Comparison Group is 0.68.%8

WHAT ELSE IS INVOLVED IN YOUR CALCULATION?

I need to calculate a market rate of return. The term within parentheses in the CAPM
equation, Kp, is called the “market risk premium.” It frequently is calculated as a unit using
historical data. I do not, however, use historical data.

PLEASE EXPLAIN YOUR CALCULATION OF THE MARKET RISK
PREMIUM.

To make my CAPM analysis forward looking, I employed forecast data from Value Line
regarding the dividend yield and growth rates for the broad economy. Value Line follows
1,700 stocks in the “Value Line Universe,” incorporating more market information than
the S&P 500. Value Line forecasts the dividend yield and the 3- to 5-year appreciation
potential (45 percent) for these companies in the Value Line Summary and Index, which is
published weekly.?® The values for these two inputs are 2.0 percent and 45 percent,

respectively, in the April 13, 2018, issue.

38 Ex. MFG-13, Schedule 2.
3 See Ex. MFG-13, Schedule 3.
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WHAT METHOD DO YOU USE TO FIND THE MRP?
The appreciation potential number is used to find the estimated broad market return per
year. It is calculated by finding the annual growth rate over four years (the midpoint of the
3- to 5-year period) that produces the forecast appreciation potential. This growth rate is
9.73 percent. The forward-looking ROE for the companies is calculated by adding the 2.0
percent dividend yield to this annual growth rate, which produces a market rate of return
of 11.83 percent.
Q. WHAT IS THE NEXT STEP IN FINDING THE CAPM RETURN ON EQUITY?
The market risk premium is calculated by subtracting the yield on the 30-year Treasury
from the market rate of return. The result of this operation is 8.77 percent. This value is
multiplied by the average beta for the Comparison Group, then added to the risk-free rate,
to find the CAPM ROE.*
WHAT IS THE RESULT OF YOUR CAPM ANALYSIS?
The ROE result of my CAPM analysis is 9.01 percent.

HAVE YOU PERFORMED AN ADDITIONAL CAPM ANALYSIS?

> L P R

Yes. There is evidence that the simple CAPM underestimates the ROE for companies with
betas less than 1 and overestimates the ROE for companies with betas greater than 1. The

ECAPM has been developed to address this issue.

40 See Ex. MFG-13, Schedule 4.
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HOW DOES THE ECAPM DEAL WITH THE UNDER/OVER-ESTIMATION OF
ROE?
There are different versions of the ECAPM, but what they have in common is that by
adding an adjustment factor to the elements of the CAPM equation, they increase its
intercept and reduce its slope. In other words, the ECAPM adjustment produces an estimate
of the return on equity that has a higher floor and varies less with the measurement of beta.
This operation has the effect of increasing the ROE for companies with betas less than 1.0,
with the increase size diminishing as beta approaches 1.0.
PLEASE EXPLAIN THE ECAPM THAT YOU USE IN YOUR ANALYSIS?
The ECAPM that I use includes an adjustment factor “x,” as shown in the following
modified CAPM equation below.
k=r+xKkp-1)+(1-%X)B ky-1)
Where

x is the ECAPM adjustment factor; and

all other terms have the same meaning as in the general CAPM.*!
For the equation above, the x-term multiplied by the market risk premium increases the
intercept, while the term (1 — x) decreases the slope, relative to the CAPM.
HOW IS THE VALUE OF X DETERMINED?
The value of x is determined empirically. The suggested value for x is 0.25.> Note that x

is not a percentage.

41 See supra Part VII, at 36.
42 See Ex. MFG-13, Schedule 5.
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WHAT RESULT DO YOU GET FOR YOUR ECAPM ANALYSIS?

Using the same inputs for the risk-free rate, the MRP, and beta as I did in my CAPM
analysis, I obtained an ECAPM ROE of 9.72 percent.*

AUTHORIZED ROES COMPARISON

PLEASE EXPLAIN WHAT AUTHORIZED ROES YOU USED TO CHECK THE
REASONABLENESS OF YOUR DCF ROES.

I collected a set of authorized ROEs from other jurisdictions in fully litigated electric rate
cases from editions of SNL’s Regulatory Research Associates Regulatory Focus. SNL
publishes summaries quarterly of completed electric and natural gas rate cases from the
United States in Regulatory Focus. SNL also makes available the results of very recent rate
cases on its website. I updated my list from that source.

HOW DO YOU USE THIS SET OF AUTHORIZED ROES?

I use the recent authorized ROE:s as a basis for evaluating the reasonableness of my DCF
ROE results. I do not use it as a substitute for that analysis.

WHY ARE AUTHORIZED ROES NOT A GOOD SUBSTITUTE FOR CURRENT,
FORWARD-LOOKING DCF ANALYSIS?

Recent authorized ROE:s reflect the results of electric rate cases conducted in a variety of
environments and at different times. Test years, conditions in capital markets, general
economic indicators such as inflation rates, and so forth for previous rate cases can be
different and become outdated when compared with these factors for a current rate case.

Therefore, recent authorized ROEs should serve only to establish whether a current ROE

43 Ex. MFG-13, Schedule 4.
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result is reasonably close to what has happened, not be a substitute for forward-looking
analysis based on current conditions.

PLEASE DESCRIBE THE SET OF AUTHORIZED ROES YOU COLLECTED.
From January to March of 2018, there have been three fully litigated electric rate cases in
which authorized ROEs have been reported. 4 1n 2017, there were 18 such cases, while in
2016 there were 17 such cases.*® I rejected outcomes of settled cases because settlements
can reflect tradeoffs parties make to reach agreement. Thus, an authorized ROE in a settled
case may reflect compromise rather than strictly analysis.

PLEASE SUMMARIZE THE AUTHORIZED ROES YOU FOUND FOR 2018, 2017,
AND 2016.

The following table summarizes the authorized ROE results for all fully litigated cases in

2018, 2017, and 2016.

Year No. of Cases | Mean ROE | Median ROE | ROE Range
2018 3 9.52 9.30 9.25-10.00
2017 18 9.49 9.50 8.40-10.10
2016 17 9.43 9.50 8.64-10.00

The following table summarizes the authorized ROE results for all vertically integrated

fully litigated cases in 2018, 2017, and 2016.

4 See Ex. MFG-14, Schedule 1.
45 See id.
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Year No. of Cases | Mean ROE | Median ROE | ROE Range
2018 3 9.52 9.30 9.25-10.00
2017 10 9.62 9.50 9.20-10.10
2016 5 9.55 9.50 9.37-9.80

The mean, median and range ROE results for the fully litigated, vertically integrated cases
are based on much smaller sets of companies, so the results should be interpreted with
caution. However, they are similar to the ROE results for all fully litigated electric utility
cases. For 2018 (3 cases), the results are identical. The median ROEs also stay the same
for 2016 and 2017. The means and the low end of the ranges increase for these years.
RECOMMENDED ROE

PLEASE SUMMARIZE THE RESULTS OF YOUR ROE ANALYSES.

My constant-growth DCF analysis ROE result is 9.18 percent. My other methods, multi-
stage DCF, CAPM, and ECAPM analyses, produced ROE outcomes ranging from 8.82
percent to 9.72 percent.*

WHAT RANGE DO YOU RECOMMEND FOR THE OGE ROE?

My recommended range is 9.01 percent to 9.35 percent. The bottom of the range is my
CAPM result of 9.01 percent. I added the difference between the CAPM and the DCF
results to the DCF value of 9.18 percent to create the top of my range. This symmetrical

range is within the range of RRA ROEs authorized over the last two years.

4 Ex. MFG-14, Schedule 2.
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WHAT IS YOUR RECOMMENDED ROE FOR THE COMPANY?

Of the models, the constant-growth DCF model relies the least on analyst judgment, which
makes it my preferred method. I recommend that the Company be authorized an ROE of
9.18 percent.

PLEASE COMMENT ON YOUR RECOMMENDED ROE OF 9.18 PERCENT.
My recommended value would put OGE among the low end of ROEs for U.S. electric
operating companies, but not out of step with authorized awards elsewhere. It is important
to remember that, by definition, some authorized ROE, somewhere, will be the lowest
authorized ROE, and some ROEs will be below the mean and the median. When market-
based, forward-looking analysis supports an ROE award in the lower half of a range, as my
analysis does, it should be given due consideration. The mean or median of ROE awards
to electric utilities with similar risk should not serve as the floor for current ROE awards.
DCEF analysis and a reading of recent authorized ROEs indicate that 9.18 percent is an
appropriate ROE for OGE.

VIII. APPROPRIATE CAPITAL STRUCTURE FOR RATEMAKING

WHAT CAPITAL STRUCTURES HAS THE COMPANY PROPOSED TO USE IN
THIS GENERAL RATE CASE?

The Company has submitted a proposed capital structure in the exhibits of Dr. Morin.
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WHAT IS OGE’S PROPOSED CAPITAL STRUCTURE?
OGE’s proposed capital structure is 47.0 percent long-term debt and 53 percent common
equity. Dr. Morin states that this is the actual capital structure of OGE. OGE’s filings
support this assertion.*’
DO YOU AND DR. MORIN HAVE CONFLICTING EVIDENCE REGARDING
THE CAPITAL STRUCTURES OF THE COPANIES IN YOUR PROXY GROUPS?
Yes. I found the 2017 capital structures for the 16 companies in the Comparison Group at
S&P Global Market Intelligence.”® The results are 53.5 percent long-term debt and 46.5
percent common equity.*® These results are not consistent with the finding of Dr. Morin in
Direct Exhibit RAM-9. In this exhibit, Dr. Morin reports the 2017 third-quarter equity
percentages for the operating companies in his peer group. The mean is about 53 percent
common equity, consistent with his recommended capital structure.
DO YOU ACCEPT THE COMPANY’S PROPOSED CAPITAL-STRUCTURE
RATIOS?
No. The capital structures for the companies in the Comparison Group are quite different
from the proposed capital structure for OGE. However, OGE does show that its actual

capital structure is about 47 percent long-term debt and 53 percent common equity.

Therefore, my proposed capital structure is a hypothetical structure of 50 percent long-term

41T OGE Application Package, Supplemental Package, Section F-Capital and Cost of Money W/P F-1 (Jan.
16, 2018). The actual capital structure in the workpaper is 46.66 percent long-term debt and 53.34 percent
common equity for the test year ending September 30, 2017.

4 See Ex. MFG-14, Schedule 3.

49 CMS Energy and Southern Co. have unusually high long-term debt ratios. When they are removed from
the analysis, the mean long-term debt ratio is 51.5% and mean common-equity ratio is 48.5%.
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debt and 50 percent common equity. This hypothetical capital structure is reasonable given

the ratios for my Comparison Group companies and the Company’s actual capital structure.

IX. RECOMMENDED COST OF CAPITAL AND OVERALL RATE OF RETURN

WHAT COSTS OF CAPITAL DID YOU USE IN YOUR CALCULATION OF THE
COMPANY’S OVERALL RATE OF RETURN?

I reviewed the Company’s calculations for cost of long-term debt as part of my analysis of
the Company’s capital structure. I concluded that the cost of 5.32 percent is reasonable.>
Therefore, I have used the Company’s proposed cost for long-term debt and my
recommended ROE 9.18 percent, in place of Dr. Morin’s recommended value.’!

WHAT IS YOUR RECOMMENDATION REGARDING THE OVERALL RATE
OF RETURN (ROR) FOR THE COMPANY?

I multiply my proposed hypothetical long-term debt and common-equity ratios by their
appropriate cost rates. The sum of these weighted costs is the overall rate of return on
capital.

PLEASE SUMMARIZE YOUR RECOMMENDATIONS.

When Iinclude my recommended ROE of 9.18 percent and my capital structure, I obtain
an overall rate of return of 7.25 percent for OGE. I recommend that the Commission
approve this ROR as the representative forward-looking cost of capital for the Company’s

test year.

0 OGE Application Package, Supplemental Package, Section F-Capital and Cost of Money W/P F-3 (Jan.
16, 2018).
31 See Ex. MFG-14, Schedule4.
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X. RESPONSE TO DR. ROGER MORIN

PLEASE DESCRIBE DR. MORIN’S PROXY GROUP OF COMPANIES THAT HE
USES IN HIS ROE ANALYSIS.

Dr. Morin has 17 vertically integrated electric utilities in the Proxy Group that he uses in
his analysis.

PLEASE COMPARE THE ELECTRIC SAMPLE WITH YOUR COMPARISON
GROUP.

The Proxy Group and the Comparison Group have nine companies in common. Dr. Morin
includes eight companies that I do not, while I include eight companies that he excludes.>
WHY DID YOU EXCLUDE THE EIGHT COMPANIES THAT DR. MORIN
INCLUDES?

The eight companies are Edison International, Emera, Fortis, Hawaiian Electric, NextEra,
OGE, PPL Corp., and Westar. I excluded Edison International because its exposure to
uncompensated wildfire liability creates the chance its returns will be low; Emera because
it is not one of the companies in Value Line’s Electric Utility Industry; Fortis because it is
a Canadian company; Hawaiian Electric because its geography creates operating risks not
faced by other operating companies; NextEra and PPL Corp. because they did not meet the
standard of 75 percent of net income/net operating income/net revenues from regulated
electric utility operations; OGE because I prefer not to include the company or its parent

being analyzed in the analysis; and Westar because its proposed merger with Great Plains

52 See Ex. MFG-15.
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has not been approved. Though Dr. Morin did exclude Great Plains because of its ongoing
merger negotiations, he did not exclude Westar, which seems inconsistent.

WHAT ARE THE EIGHT COMPANIES THAT YOU INCLUDED THAT DR.
MORIN DID NOT?

The eight companies are Alliant Energy, Ameren Corp., CMS Energy, Consolidated
Edison, Duke Energy Corp., Eversource Energy, NorthWestern Corp., and Xcel Energy.
Consolidated Edison evidently does not appear in the “Moody's Investor Service, ‘2017
Outlook - Timely Cost-Recovery Drives Stable Outlook,” 11/16” that Dr. Morin used as
the starting point for his pool of companies eligible for the Proxy Group. Dr. Morin
excludes the other seven companies because they have gas operations.

WHAT IS YOUR RESPONSE TO DR. MORIN’S REASONS FOR EXCLUDING
EIGHT OF THE COMPANIES THAT YOU INCLUDE IN THE COMAPRISON
GROUP?

Consolidated Edison is included in the Value Line Electric Utilities Industry reports that I
used as my starting pool of companies. As for the seven companies excluded for having
gas operations, the screens of being vertically integrated and having 75 percent of net
income/net operating income/net revenues from regulated electric utility operations ensure
that the companies are similar in their risk profiles to OGE. If I were to exclude these
companies, the Comparison Group would be unreasonably small.

WHAT IS THE ROE RECOMMENDED BY DR. MORIN?

Dr. Morin recommended for OGE is 9.90 percent.
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WHAT METHODS DOES DR. MORIN USE TO ARRIVE AT HIS
RECOMMENDATION?
Dr. Morin uses a constant-growth DCF model, the CAPM, the ECAPM, a historical risk-
premium model, and an allowed risk-premium model in his analysis. He also includes a
flotation-cost adjustment.
PLEASE DESCRIBE DR. MORIN’S DCF ROE ANALYSIS.
Dr. Morin performs a traditional DCF analysis that is almost the same as my DCF analysis,
aside from the large differences in the memberships of our proxy groups. The assumptions
and many of the sources of data are the same.
ARE THERE OTHER DIFFERENCES BETWEEN YOUR DCF ROE ANALYSIS
AND DR. MORIN’S DCF ROE ANALYSIS?
Yes. Dr. Morin relies on dividend yields from Value Line rather than constructing his own
using dividend information and a current measure of common equity price. Since Value
Line reports the members of the Electric Utilities industry by region, rotating the regions
by month, the dividend yields for the regions are not based on prices of the same age. Thus,
the dividend yields for two of the regions are one month and two months older than the
dividend yields of the region reported most recently. In contrast, the average price for my
dividend yields are drawn from the same recent four-week period, meaning the dividend
yields reflect prices of the same age. Dr. Morin also does not combine his Value line and
Zacks growth projections within his analysis. Instead of deriving a weighted average for
the growth projections as I do, he performs separate Value Line and Zacks analyses (which
include flotation adjustments) and reports both. An observer can take an average of these

two reported results and arrive at much the same place as I do.
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PLEASE DISCUSS DR. MORIN’S DCF ROE OUTCOMES.

The two results are 9.34 percent for the Value Line analysis and 9.27 percent for the Zacks
analysis (Dr. Morin does use Value Line growth projections for Emera and Otter Tail
because Zacks does not report projections for these two companies). Dr. Morin rounds both
outcomes to 9.3 percent in his DCF summary. These results are close to my DCF ROE of
9.18 percent.

PLEASE DESCRIBE DR. MORIN’S CAPM AND ECAPM ANALYSES.

Dr. Morin also presents a CAPM analysis and an ECAPM analysis. For his CAPM
analyses, he uses historical values to develop his market risk premium and checks that
result with two other sources, one of them the same Value Line appreciation potential that
I'use in my CAPM and ECAPM analyses. Dr. Morin’s beta values come from Value Line,
as do my betas. Dr. Morin uses yield forecasts for 30-year Treasury bonds for his risk-free
rate, while I use current yields for the same instrument. The forecast value he uses is 4.4
percent, an average from several sources. This value is significantly higher than the actual
30-year Treasury bond rate observed in the market when I conducted my analysis.

DOES DR. MORIN ALSO PERFORM A RISK-PREMIUM ANALYSIS?

Yes. Dr. Morin uses time series analysis for his historical risk-premium analysis. He
computes the actual realized return on equity capital for the S&P Utility Index for each
year, using the actual stock prices and dividends of the index, and then subtracts the long-
term Treasury bond return for that year to arrive at the risk premium. Bloomberg and the
2015 Ibbotson SBBI Yearbook are the sources of the data for these calculations. The risk-

free rate is added to the risk premium to arrive at the ROE.
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PLEASE DISCUSS DR. MORIN’S ALLOWED A RISK-PREMIUM ANALYSIS.
Dr. Morin examines the relationship between authorized ROEs for electric utilities and 30-
year Treasury bonds between 1986 and 2016 in his allowed risk-premium analysis. He
develops an equation with the 30-year Treasury yield as the independent variable.
WHAT ARE THE RESULTS OF DR. MORIN’S APPLICATIONS OF CAPM,
ECAPM, HISTORICAL RISK PREMIUM, AND ALLOWED RISK PREMIUM
PROCEDURES?

Dr. Morin’s results for these four applications after flotation costs are incorporated are 9.6
percent, 10.1 percent, 10.7 percent, and 10.5 percent, respectively.

HOW DOES DR. MORIN ARRIVE AT HIS RECOMMENDED ROE OF 9.90
PERCENT?

Dr. Morin states that his recommended ROE of 9.90 percent is the average of the ROE
outcomes for his various analytical models.

DO YOU HAVE ANY COMMENTS ABOUT THE COMPANY’S ROE ANALYSIS?
Yes. Our proxy groups were slightly more than 50 percent alike, an unusually low
percentage in my experience as an analyst. Dr. Morin’s analysis is three-four months older
than mine. Prices, dividend yields, and analysts growth-rate projections have changed in
that span. Thus, the group composition and the timing difference can explain some of the
differences between our DCF outcomes. The beta values also have changed, contributing
to differences between the CAPM/ECAPM outcomes. The difference between our DCF

evaluations is the smallest among our analyses.
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WHAT ARE THE SOURCES OF DIFFERENCES THAT ACCOUNT FOR HIS
RECOMMENDED ROE BEING 9.90 PERCENT, 72 BASIS POINTS HIGHER
THAN YOUR RECOMMENDATION OF 9.18 PERCENT?

The sources of the difference are two-fold. Dr. Morin uses an average of forecast interest
rates for his CAPM/ECAPM risk-free interest rate. I use the current yield, which is lower
than the forecast rates by about 1.3 percent. This large difference in the risk-free rates
accounts for some part for Dr. Morin’s CAPM/ECAPM results being higher than mine.
More important in explaining the difference is that Dr. Morin’s recommended ROE gives
equal weight to two risk-premium analyses, which have the highest outcomes for his six
approaches to ROE. The reliability of risk-premium analysis depends upon the relationship
between interest rates and equity returns being constant over time, even allowing for
variation in the magnitude of the risk premium at different interest-rate levels. Dr. Morin’s
risk-premium models are flawed because these relationships vary, meaning the models are
not truly forward-looking.

DO YOU HAVE ANY ADDITIONAL COMMENTS ABOUT THE COMPANY’S
CAPM/ECAPM ROE ANALYSIS?

Yes. Dr. Morin’s inputs to the model for the risk-free rate inflated the ROE produced.
PLEASE EXPLAIN HOW THESE INPUTS ARE INFLATED.

Dr. Morin states that the CAPM is forward looking and is based on expectations. Therefore,

the model must be applied using data that reflects investors’ expectations. Hence, he
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justifies using forecasts of the yields on the 30-year Treasury bond, which are higher than
current yields, as his risk-free rate on those grounds.53
PLEASE COMMENT ON DR. MORIN’S RISK-FREE RATE.

A. When proponents of applying yields forecasts as the risk-free rate state that the CAPM
must reflect investor expectations, it is implicit that current yields do not reflect those
expectations. This position is not correct. The current yields of the 30-year Treasury bond
do incorporate investors’ expectations about future yields, making them a good predictor
of where future rates will be. Investors do have expectations about the effect of interest
rates on bond yields. Importantly, those beliefs affect their current decisions to buy and sell
bonds, meaning current yields of the bonds do reflect their expectations. Therefore, current
yields are a good indicator of where the market believes yields are headed.

Q. IS THERE EVIDENCE THAT FORECASTS OF 30-YEAR TREASURY YIELDS
ARE POOR PREDICTORS OF INTEREST-RATE CHANGES?

A. Yes. Blue Chip Economic Indicators (“Blue Chip”) is a well-known source of forecasts,
including forecasts for 30-year Treasury bond yields. The Blue Chip forecasts are often
cited as a basis for the risk-free rate. However, the Blue Chip forecasts since at least 2009
have always been greater than the rates that actually ensued, often by 100 basis points or
more.>* Analysts who have relied on the Blue Chip forecasts to set the risk-free rate have

made a mistake that has led to inflating their CAPM/ECAPM outcomes.

33 Dr. Morin’s Table 2 on page 31 of 57 of his Direct Testimony shows “US 30-Yr Treas. L/T Yield
Forecast” values for six forecasting bodies. He does not provide the period over which these forecasts are
expected to occur, such as within the next year or within five years.

54 See Ex. MFG-16.
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HAS DR. MORIN RELIED ON THE BLUE CHIP FORECASTS AS A BASIS FOR
HIS RISK-FREE RATE?

No. Dr. Morin does not use the Blue Chip forecasts to set his risk-free rate. He relies on six
other sources. Dr. Morin, however, has not provided any evidence of the performance in
predicting actual yields of any of his six sources. I do not have a record available of the
prediction performance of any of these sources. Therefore, it is impossible to evaluate his
sources as yield predictors. Since these sources are unsupported when it comes to
prediction accuracy, the Commission should not accept them as bases for the risk-free rate
in CAPM analysis. The poor record of the Blue Chip forecasts in predicting actual ensuing
yields demonstrates that such forecasts can significantly overstate what yields will be, and,
as a consequence, overstate the ROE outcome in a CAPM analysis.

IS THERE EVIDENCE THAT INCREASES IN THE FEDERAL FUNDS TARGET
RATE BY THE FEDERAL RESERVE OPEN MARKET COMMITTEE (FOMC)
DO NOT RESULT IN INCREASES IN CAPITAL COSTS?

Forecasting bodies often state that expected increases in the federal funds target rate is the
factor that will lead to higher yields on the 30-year Treasury bond. Recent evidence that
this assertion is true is scant. The 30-year Treasury yield was 3.06 percent on March 1,
2017.% Since that date, the FOMC has increased the federal funds target rate range by 25
basis points four times, on March 16, 2017; on June 15, 2017; on December 14, 2017; and
on March 22, 2018. The 30-year Treasury yield was 2.97 percent on March 29, 2018.

Therefore, despite four federal funds target rate increases totaling 100 basis points since

53 Ex. MFG-17.
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March 1, 2017, the 30-year Treasury’s yield was 9 basis points lower on March 29, 2018,
than it was 13 months before.’® Thus, the prospect of additional increases by the FOMC
does not mean that the increases will translate into increases in the 30-year Treasury bond
yield and to the risk-free rate.

XI. RESPONSE TO DR. RUSSELL EVANS

PLEASE IDENTIFY THE POINTS OF DR. RUSSELL EVANS’ TESTIMONY.

Dr. Evans covers more than one topic in his testimony. He addresses the following three

subjects:

e the pace of the Federal Reserve’s unwinding of its balance sheet and the effect of that
unwinding on long-term interest rates, such as that for the 30-year Treasury bond that
is proposed as the risk-free rate component in CAPM analysis;

e the implications for OGE, and the Oklahoma economy, of the Company’s authorized
ROE not enabling it to attain the optimal level of capital for its operations; and

e the role of a headquarters in an economy.

Q. PLEASE SUMMARIZE DR. EVANS’ POSITION REGARDING THE
UNWINDING BY THE FEDERAL RESERVE OF ITS BALANCE SHEET.

A. Dr. Evans notes correctly that the Federal Reserve (“Fed”) expanded its balance sheet from
$800 billion before the Great Recession of 2008-2009 to the nearly $4.5 trillion it was at

when the Fed announced its unwinding program in September 2017. Dr. Evans expresses

%6 To be clear, I am not advocating that the spot yield of 2.97 percent on March 29, 2018, should be adopted
as the risk-free rate. My proposed risk-free rate is the 3.06 average yield on the 30-year Treasury bond over
the period from March 12, 2018, to April 6, 2018. I cite the March 29, 2018, yield for the purpose of
illustrating that the federal funds rate and the 30-year Treasury yield level do not move in lockstep.
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skepticism about the Fed’s intent to gradually unwind the balance sheet, putting
“gradually” in quotation marks and stating that the policy as announced will unwind the
balance sheet at the fastest pace possible given the maturity schedule of assets. Dr. Evans
asserts this is true because effectively all maturing principal payments will be retired as of
the fall of 2018. He further asserts that the unwinding will cause long-term interest rates to
rise and that the risk of the rates rising faster than forecasted is unbalanced, with actual
rates much more likely to be higher than baseline forecasts than not. If the actual rates are
higher, he states, the appropriate risk-free rate for the CAPM may be understated by current
forecasts.

PLEASE DESCRIBE THE FED’S UNWINDING PLAN.

The Fed is unwinding its balance sheet by not reinvesting principal payments on maturing
bonds. The amounts not reinvested began at $10 billion a month in the fall of 2017 and will
reach a maximum of $50 billion a month in the fall of 2018. Thus, the reduction in the
balance sheet will peak at $600 billion a year. There are scenarios where the maximum
pace will not be reached because the volume of maturing bonds will not reach the monthly
limits set by the Fed.

HOW LONG WILL IT TAKE TO UNWIND THE FED BALANCE SHEET AT THE
MAXIMUM MONTHLY VOLUME?

Dr. Evans does not mention an important factor in giving an answer to how long it will
take the Fed to unwind the balance sheet, namely the target size at which the unwinding

will stop. The Fed will not return to an $800 billion balance sheet; a balance sheet in the

56



10

11

12

13

14

15

16

17

18

19

20

21

Cause No. PUD 201700496
Oklahoma Gas and Electric Company
Responsive Testimony of Marlon F. Griffing, Ph.D.

range of $2.3 trillion to $2.8 trillion may be the Fed’s target.’” At the maximum rate of
$600 billion a year, it would take about three more years to reach that amount.

WHAT DOES DR. EVANS SAY IS UNREALISTIC ABOUT MOST FORECASTS
OF LONG-TERM INTEREST RATES?

Dr. Evans states that most long-term interest rate forecasts assume that the unwinding will
have only modest and gradual effects on the long-term rates. He asserts that these
assumptions are difficult to justify because the Fed has never faced the task of unwinding
so much of its balance sheet, so its ability to carry out the policy is unknown.

IS THERE EVIDENCE THAT THE EFFECTS OF THE FED’S UWINDING OF
ITS BALACE SHEET ON LONG-TERM INTEREST RATES WILL NOT BE
GRADUAL?

No. Actual 30-year Treasury yields continue to be well short of six-quarter average yield
forecasts made by Blue Chip in February 1, 2017 and April 1, 2017, with one quarter and
two quarters to go before the forecast periods close. The respective forecasts were for
averages of 3.65 percent and 3.52 percent. The realized average yields so far are 2.92
percent and 2.89 percent.’

PLEASE DESCRIBE DR. EVANS’ POSITION REGARDING THE
IMPLICATIONS OF OGE’S AUTHORIZED ROE NOT ENABLING AN
OPTIMAL ALLOCATION OF RESOURCES FLOWING TO THE COMPANY.
Dr. Evans states that a misallocation of resources to a company like OGE that is large

relative to a local economy can have broad economic consequences for the local economy.

57 See Ex. MFG-18.
8 Ex. MFG-16.
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Dr. Evans identifies lost opportunities for spillover economic benefits as a consequence of
the misallocation, causing resources to fall short of the optimal amount. He cites multiplier
effects that show OGE’s impact goes beyond the direct effect of its expenditures in the
economy. He states that improved local supplier and support networks for OGE can
improve prospects for firms other than OGE and that the quality of the labor pool can
improve as a result of OGE capital investment.

HOW DO YOU RESPOND TO DR. EVANS’ STATEMENTS ABOUT THE
EFFECTS OF AN OPTIMAL ALLOCATION OF RESOURCES?

The effects that Dr. Evans discusses are all possible outcomes of OGE obtaining an optimal
allocation of resources. However, his empbhasis is all on the benefits that will flow through
the economy if OGE receives an authorized ROE that enables it to gain its optimal
allocation of resources. Unmentioned are the lost opportunities for other firms if OGE’s
ROE is too high, causing an overallocation of resources to the Company and higher than
necessary rates for the firms, which prevent them from obtaining the optimal allocation of
resources for their enterprises. They also have multiplier effects associated with their
economic activities and can create spillover benefits through their capital expenditures.
WHAT ARE SOME EXAMPLES OF ECONOMIC ENTITIES THAT COULD
LOSE OPPORTUNITIES IF OGE IS OVERALLOCATED RESOURCES?

Firms large and small, commercial and industrial enterprises, for-profits and not-for-
profits, all could be harmed if they pay electricity rates that are above the optimal level
because OGE’s ROE is higher than the ROE that would result in an optimal allocation of
resources to OGE. Manufacturers, for example, might not undertake expansions if their

profits are reduced by high rates. There would also be foregone purchases of capital
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equipment, harming the producers of that equipment. Some employees would not be hired
because the expansions do not occur, meaning they would not spend their additional
incomes on cars, groceries, clothing, or contributions to charities and their churches. In
other words, the multiplier effect stemming from the activities of these firms and
institutions would never occur.

WHAT IS THE EFFECT ON AN ECONOMY IF OGE’S ROE ENABLES IT TO
ACQUIRE AN ABOVE-OPTIMAL ALLOCATION OF RESOURCES?

It is possible that the lost opportunities for firms other than OGE, taken in aggregate if each
firm is small, can outweigh the effects of OGE’s spillover benefits if OGE’s resource
allocation exceeds the optimal mix. It is not enough to conclude that OGE activity is all
positive for an economy because its expenditures “touch” a lot of other companies through
multipliers. Other firms and individuals can also touch a lot of activity in an economy if
they are allowed to retain dollars that otherwise flow to OGE. These competing
opportunities must be weighed against one another to determine which path is best for an
economy.

PLEASE DISCUSS DR. EVANS’ POSITION REGARDING SPILLOVERS AND
CORPORATE HEADQUARTERS.

Dr. Evans states that corporate headquarters in an urban area are associated with greater
development of social capital and faster rates of economic growth. He argues that the
source of the faster economic growth is greater employee attachment to their communities,
expressed as greater trust, inclusion, sharing, and partnerships. The boost to an economy
from this social capital is in addition to the philanthropy coming from a company’s

headquarters and enhanced philanthropy by headquarters employees in their communities.
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Thus, Evans says, an underallocation of resources to a company is worse if the company
has a headquarters presence in a community than for other firms.
PLEASE DESCRIBE EXHIBIT RRE-2.
Exhibit RRE-2 purports to show that changes in headquarters counts and economic growth
are related. Evans presents columns showing the share of growth in the southwest region
of the Bureau of Economic Analysis accounted for by metropolitan southwest cities from
2001 to 2007 and from 2007 to 2014, as well as change in Headquarters count in the cities
from 2000 to 2007 and from 2007 to 2014. Evans’ claim is that the higher the change in
Headquarters count, the greater the share of economic growth claimed by a city.
DOES EXHIBIT RRE-2 SUPPORT EVANS’ ASSERTION THAT
HEADQUARTERS COUNTS IN A CITY ARE RELATED TO A REGION’S
SHARE OF ECONOMIC GROWTH?
The data in the exhibit do not support this relationship. For one thing, change in
Headquarters count is never defined. Evans’ table shows numbers such as “4” for
Oklahoma City as the change in Headquarters count from 2000 to 2007. There is no
explanation as to what “4” refers to. It might be an increase in the number of headquarters
located in Oklahoma City over those years, but there is no way to tell from the table. If it
is an increase in headquarters numbers, no allowance is made for the size of a given
headquarters. Further, there is no indication what the base Headquarters count was in the
first years of the time spans for which numbers are reported. Thus, the “4” for Oklahoma
City might be a large—or small—percentage increase in total headquarters employment
depending on what “4” means. Since the share of growth is reported as a percentage, the

Change in Headquarters count should also be reported as a percentage for the relationship
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to have meaning. For example, take Oklahoma City’s ““4.” If this number were converted
to a percentage change, either in terms of total headquarters or total headquarters
employment, and the percentage was less than the 2.7 percent of Oklahoma City’s share of
regional growth from 2001 to 2007, then Oklahoma City has performed well in regional
growth share captured in relation to change in Headquarters count. However, Exhibit RRE-
2 does not allow that conclusion, or any other conclusion, to be reached because the data
are not defined.

ARE THERE OTHER FLAWS IN EVANS’ STATEMENTS ABOUT WHAT
EXHIBIT RRE-2 SHOWS ABOUT HEADQUARTERS COUNT AND ECONOMIC
GROWTH SHARE?

Yes. Phoenix-Mesa-Scottsdale shows a share of southwest region growth of -5.1 percent
for 2007 to 2014 despite showing a change in Headquarters count of “74” for those years.
The value of “74” is the third largest change in Headquarters count for the period, trailing
only the counts of Dallas-Fort Worth-Arlington and Houston-The Woodlands-Sugarland.
Albuquerque shows a change of -0.3 percent for the same span, despite having its
Headquarters count change from “2” from 2000 to 2007, when its share of regional growth
was 2.6 percent, to “4” from 2007 to 2014. Other changes in counts for cities are related to
positive regional growth share percentages, but the changes for these two metropolitan
areas do not support a conclusion that Headquarters count change and regional growth

share percentage are directly related.
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XII. RESPONSE TO STEPHEN MERRILL

PLEASE SUMMARIZE THE POINTS THAT STEPHEN MERRILL MAKES
REGARDING OGE’S ROE.

Mr. Merrill states that OGE has difficulty earning its authorized ROE because of regulatory
lag and factors beyond its control, such as weather. He states that, due to this uncertainty
in earned ROE, OGE faces the prospect of paying higher prices for capital and loss of
confidence among credit ratings agencies. According to Mr. Merrill, inadequate authorized
ROE exacerbates these problems for OGE.

IS INCREASING OGE’S ROE AN APPROPRIATE RESPONSE TO EARNINGS
PROBLEMS DUE TO REGULATORY LAG OR VOLATILE WEATHER?

No. If OGE has earnings problems due to regulatory lag or other factors, the appropriate
response is to seek adjustments to aspects of the regulatory regime that directly address
those issues, not attempt to compensate for them with a higher ROE.

DOES MR. MERRILL’S CHART 3 DEMONSTRATE THAT DR. MORIN’S
RECOMMENDED ROE OF 990 PERCENT ALIGNS INVESTOR AND
CUSTOMER INTERESTS?

Chart 3 appears to include authorized ROEs made to U.S. vertically integrated electric
utilities since December 2015 through November 2017 in settled and fully litigated cases.
It does not show that Dr. Morin’s recommended ROE aligns investor and customer
interests. It does show that Dr. Morin’s recommendation is lower than some authorized
ROEs and higher than other authorized ROEs. These facts by themselves do not address

the alignment of investor and customer interests.
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HAVE YOU UPDATED CHART 3?
Yes. I have updated Mr. Merrill’s Chart 3, adding the authorized ROEs from six fully
litigated cases involving vertically integrated utilities.>® I have drawn these results from my
Exhibit MFG-14, Schedule 1. The decisions in these cases were issued between December
7,2017, and March 29, 2018. I do not track all cases involving vertically integrated electric
utilities, as Mr. Merrill has done. As stated above, I exclude settled cases because an
authorized ROE in a settled case may reflect a compromise between parties, with other
issues affecting the outcome of the ROE award.
WHAT DO YOUR UPDATES TO CHART 3 SHOW?
My updates show that five of the six authorized ROEs I have added to Mr. Merrill’s original
database fall below the ROE of 9.90 percent recommended by Dr. Morin. In other words,
the most recent decisions have generally been lower than OGE’s requested ROE.
Therefore, Chart 3 does not show an upward trend in authorized ROEs and does not support
Dr. Morin’s recommended ROE.

XI1II. SUMMARY

WHAT ARE THE CRITERIA THE COMMISSION SHOULD CONSIDER IN
SETTING THE COMPANY’S ROE AND ROR?

The Commission should only consider whether the ROE and ROR meet the Bluefield and
Hope criteria for a fair return. Recounting, these criteria include returns commensurate with
returns being earned on other investments with equivalent risks, rate of return sufficient to

enable the utility to attract capital, and returns sufficient to enable the regulated company

¥ See Ex. MFG-19.
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to maintain its credit rating and financial integrity. The interpretation of the Hope and
Bluefield criteria is that a company should be given the opportunity to earn an ROE and
ROR sufficient to meet these standards.

WHAT IS YOUR RECOMMENDED RETURN ON EQUITY AND OVERALL
COST OF CAPITAL?

I recommend an OGE ROE of 9.18 percent and an OGE ROR of 7.25 percent.

DOES THIS CONCLUDE YOUR TESTIMONY?

Yes. However, I reserve the right to update this testimony as may be necessary.
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AFFIDAVIT OF MARI.ON F. GRIFFING, PH.D

STATE OF MINNESOTA )
)ss

COUNTY OF ?.a)mS‘u/} )

I, Marlon F. Griffing, do hereby swear/affirm under penalty of perjury that the foregoing
testimony is true and correct to the best of my knowledge and belief.

Marlon F. Griffing
Subscribed and sworn to/affirmed before me this @ nd day of l\[\&% , 2018.

Horg. Ganed,

Notary Public

LORA J CARD

My Commission expires on | zg} g 3 .
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Mr. Brandy L. Wreath

Director of the Public Utility Division
OKLAHOMA CORPORATION COMMISSION
Jim Thorpe Building

2101 North Lincoln Boulevard
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Mr. John D. Rhea

Mr. Dominic Williams

OKLAHOMA GAS AND ELECTRIC COMPANY
P.O. Box 321, MC 1208

Oklahoma City, Oklahoma 73101
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williado@oge.com

Mr. Curtis M. Long
CONNER & WINTERS LLP
4000 One Williams Center
Tulsa, Oklahoma 74172
clong@cwlaw.com

Mr. Jack G. Clark, Jr.

CLARK, WO0OD & PATTEN, P.C.

3545 Northwest 58™ Street, Suite 400
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cclark @cswp-law.com

Mr. Thomas P. Schroedter

HALL, ESTILL, HARDWICK GABLE,
GOLDEN & NELSON, P.C.
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PCMG and Associates

Marlon Griffing, Ph.D

Education

Ph.D., M.A,, B.A., Economics, University of Nebraska-Lincoln

Position

Senior Consultant — PCMG and Associates 2015 — present
Senior Consultant — Snavely King Majoros and Associates 2013 -2014
Utilities Financial Analyst — Minnesota Department of Commerce 2003 -2013
Independent Consultant 2003

Senior Consultant — QSI Consulting 2000 —2002
Economic Analyst — Nebraska Public Service Commission 1998 — 2000

Professional Experience

Dr. Griffing holds bachelors, masters, and doctoral degrees in economics. Dr. Griffing is well
versed in microeconomics, cost/benefit analysis and econometric analysis. He has over 18 years’
experience as an expert witness and consultant, addressing the cost of capital, capital structure,
and rate design of natural-gas and electric utilities in general rate cases; reliability and supply
adequacy for natural-gas, electricity and oil-pipeline companies in certificate of need cases; and
competitive-environment issues for telecommunications utilities. Dr. Griffing testified on cost-
of-capital issues for the Minnesota Department of Commerce (DOC) from 2004-2013. He also
managed the DOC’s testimony in two oil-pipeline certificate-of-need cases and arbitrated a
telecommunications dispute for the Nebraska Public Service Commission. Dr. Griffing has
appeared over 30 times before the regulatory agencies of Maine, Minnesota, Nebraska, New
Jersey, New Mexico, Pennsylvania, and South Dakota.

Cost of Capital Appearances

1.  InRe: The Matter of the Columbia Gas of Pennsylvania for a General Rate Increase in
Distribution Gas Service (Appearance: Cost of Capital on behalf of the Pennsylvania
Office of Consumer Advocate)

Pennsylvania Public Utility Commission — Docket No. R-2018-2647577

2. Inthe Matter of the Application of Black Hills Energy Arkansas, Inc. for Approval of a
General Tariff Change in Rates and Tariffs (2018) - (Appearance: return on equity, cost of
capital on behalf of the Office of the Arkansas Attorney General)

Arkansas Public Service Commission Docket 17-071-U
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In the Matter of the Application of Oklahoma Gas and Electric Company for an Order of
the Commission Authorizing Applicant to Modify Its Rates, Charges, and Tariffs for Retail
Electric Service in Oklahoma (2017) - (Appearance: return on equity, cost of capital on
behalf of the Office of the Oklahoma Attorney General)

Oklahoma Commerce Commission Cause No. PUD 201700496

Application of Fayson Lake Water Company for the Approval of an Increase in Rates and

Other Appropriate Relief (2017) — (Appearance: cost of equity, cost of debt, capital

structure, overall rate of return on behalf of the New Jersey Division of Rate Counsel)
New Jersey Board of Public Utilities Docket No. WR17101041

Petition of Middlesex Water Company for Approval of an Increase in its Rates for Water
Service and Other Tariff Changes, and an Order Authorizing Special Accounting
Treatment of Income Tax Refund Proceeds and Future Income Tax Deductions (2017) —
(Appearance: cost of equity, cost of debt, capital structure, overall rate of return on behalf
of the New Jersey Division of Rate Counsel)

New Jersey Board of Public Utilities Docket No. WR17101049

In the Matter of the Petition of New Jersey-American Water Company, Inc. for Approval
of an Increased Tariff Rates and Charges for Water and Sewer Service, Change in
Depreciation Rates, and Other Tariff Modifications (2017) — (Appearance: cost of equity,
cost of debt, capital structure, overall rate of return on behalf of the New Jersey Division of
Rate Counsel)

New Jersey Board of Public Utilities Docket No. WR17090985

In re: Montana-Dakota Utilities Co., Application to Increase Natural Gas Rates (2017) -
(Appearance: cost of equity, cost of debt, capital structure, overall rate of return on behalf
of the North Dakota Public Service Commission Staff)

ND Public Service Commission Case No. PU-17-295

In the Matter of the Petition of Andover Utility Company, Inc. for Approval of an Increase

in Rates for Wastewater Service (2017) — (Appearance: cost of equity, cost of debt, capital

structure, overall rate of return on behalf of the New Jersey Division of Rate Counsel)
New Jersey Board of Public Utilities Docket No. WR17070726

In the Matter of the Application of Application of Public Service Company of Oklahoma,
An Oklahoma Corporation, for An Adjustment in Its Rates and Charges and the Electric
Service Rules, Regulations and Conditions for Service in the State of Oklahoma (2017) -
(Appearance: return on equity, cost of capital on behalf of the Office of the Oklahoma
Attorney General)

Oklahoma Commerce Commission Cause No. PUD 201700151

In the Matter of Petition of SUEZ Water Arlington Hills Inc. for Approval of an Increase in
Rates for Wastewater Services and other Tariff Changes (2016-2017) - (Appearance: return
on equity, cost of capital on behalf of the New Jersey Division of Rate Counsel)

New Jersey Board of Public Utilities Docket No. WR16050510
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In the Matter of Request by Emera Maine for Approval of a Rate Change (2016) -
(Appearance: cost of equity, cost of debt, capital structure, overall rate of return on behalf
of the Maine Office of the Public Advocate)

Maine Public Utilities Commission Docket No. 15-00360

ENMAX Energy Corporation (EEC) Regulated Rate Option Non-Energy Tariff
Application (2015-2016) - (Analysis: cost of capital, risk element identification on behalf
of the Alberta Utilities Consumer Advocate)

Alberta Utilities Commission Proceeding 20480

Pennsylvania Public Utilities Commission vs. West Penn Power Co., Pennsylvania Electric
Co., Pennsylvania Power Co., and Metropolitan Edison Co. (2014-2015) - (Appearance:
cost of equity, cost of debt, capital structure, overall rate of return behalf of the Office of
the Pennsylvania Consumer Advocate)

PA Docket Nos. R-2014-2428742-R-2014-2428745

In the Matter of the Application of Minnesota Energy Resources Corporation for Authority
to Increase Rates for Natural Gas Service in Minnesota (2010-2012) - (Appearance: cost of
equity, cost of debt, capital structure, overall rate of return on behalf of the Minnesota
Department of Commerce)

MN Docket No. G007,011/GR-10-977

In the Matter of the Application of Otter Tail Power Company for Authority to Increase
Rates for Electric Utility Service in Minnesota (2010-2011) - (Appearance: cost of equity,
cost of debt, capital structure, overall rate of return on behalf of the Minnesota Department
of Commerce)

MN Docket No. E017/GR-10-239

In the Matter of the Petition of Northern States Power Company, a Minnesota Corporation,
for Authority to Increase Rates for Natural Gas Service in Minnesota (2009-2010) -
(Appearance: cost of equity, cost of debt, capital structure, overall rate of return on behalf
of the Minnesota Department of Commerce)

MN Docket No. G002/GR-09-1153

In the Matter of an Application by CenterPoint Energy Resources Corp., D/B/A
CenterPoint Minnesota Gas to Increase Natural Gas Rates in Minnesota (2008-2009) -
(Appearance: cost of equity, cost of debt, capital structure, overall rate of return on behalf
of the Minnesota Department of Commerce)

MN Docket No. G0O08/GR-08-1075

In the Matter of Minnesota Energy Resources Corporation’s Application for Authority to
Increase Natural Gas Rates in Minnesota (2008-2009) - (Appearance: cost of equity, cost of
debt, capital structure, overall rate of return on behalf of the Minnesota Department of
Commerce)

MN Docket No. G007,011/GR-08-835
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In the Matter of the Petition of Northern States Power Company, a Minnesota Corporation
and Wholly Owned Subsidiary of Xcel Energy Inc., for Authority to Increase Rates for
Natural Gas Service in Minnesota (2006-2007) - (Appearance: cost of equity, cost of debt,
capital structure, overall rate of return on behalf of the Minnesota Department of
Commerce)

MN Docket No. G002/GR-06-1429

In the Matter of the Application of CenterPoint Energy Resources Corp., D/B/A
CenterPoint Energy Minnesota Gas, for Authority to Increase Natural Gas Rates in
Minnesota (2005-2006) - (Appearance: cost of equity, cost of debt, capital structure, overall
rate of return on behalf of the Minnesota Department of Commerce)

MN Docket No. G008/GR-05-1380

In the Matter of a Petition by Interstate Power and Light Company for Authority to
Increase Electric Rates in Minnesota (2005) - (Appearance: cost of equity, cost of debt,
capital structure, overall rate of return on behalf of the Minnesota Department of
Commerce)

MN Docket No. E001/GR-05-748

In the Matter of the Petition of Northern States Power Company dba Xcel Energy Request
for General Rate Increase (2004-2005) - (Appearance: cost of equity, cost of debt, capital
structure, overall rate of return on behalf of the Minnesota Department of Commerce)

MN Docket No. G002/GR-04-1511

In the Matter of the Petition of Great Plains Natural Gas Company’s Request for General
Rate Increase (2004-2005) - (Appearance: cost of equity, cost of debt, capital structure,
overall rate of return on behalf of the Minnesota Department of Commerce)

MN Docket No. G004/GR-04-1487

In the Matter of the Petition of CenterPoint Energy Minnegasco, A Division of CenterPoint
Resources Corp. for Authority to Increase Natural Gas Rates in Minnesota (2004-2005) -
(Appearance: cost of equity, cost of debt, capital structure, overall rate of return on behalf
of the Minnesota Department of Commerce)

Docket No. G008/GR-04-901
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ROE and ROR Analysis for Oklahoma Gas and Electric Cause No. PUD 201700496
Comparison Group Selection Exhibit MFG-2
Value Line Electric Utilities

West January 26, 2018; East February 16, 2018; Central March 16, 2018

Paying
Dividend Foreign company or
Three Merger or Acquisition, operating outside 48
Company Ticker Exchange Years Other countiguous states
ALLETE, Inc ALE  NYSE Yes
Alliant Energy Corporation LNT  NYSE Yes
Ameren Corporation AEE NYSE Yes
American Electric Power Co., Inc.  AEP NYSE Yes
Avangnd, Inc. AGR __ NYSE No**
it Coorsion.________AVA _R¥SE__ V& :
Black Hills Corporation BKH NYSE
CenterPoint Energy, Inc. CNP NYSE
CMS Energy Corporation CMS  NYSE

Consolidated

Edison, Inc. ED

DTE Energy Company DTE NYSE

Duke Energy Corporation DUK NYSE

El Paso Electric Company EE NYSE Yes
Entergy Corporation ETR NYSE Yes
Eversource Energy ES NYSE Yes
Exelon Corporation EXC NYSE Yes
FirstEnergy Corp. FE NYSE Yes

LN At e SNt
IDACORP, Inc IDA NYSE Yes
MGE Energy, Inc. MGEE NASDAQ Yes
NextEra Energy, Inc. NEE NYSE Yes
NorthWestemn Corporation NWE  NYSE Yes
OGE Energy Corp OGE  NYSE Yes
Otter Tail Corporation OTTR NASDAQ Yes
Suspended
December
PG&E Corporation PCG  NYSE 20, 2017
Pinnacle West Capital Corporaion  PNW  NYSE Yes
PNM Resources, Inc. PNM  NYSE Yes
Portland General Electric Company POR NYSE Yes
PPL Corporation PPL NYSE Yes
Public Service Enterpnse Group Ini PEG NYSE Yes

SCANA s S0 ey SCANATG
Sempra Energy SRE NYSE Yes Acquiring ONCOR***
Southern Company SO NYSE Yes

Unitil Corporation UTL Amex Yes

Vectren Corporation VvC NYSE Yes

WEC Energy Group, Inc. WEC NYSE Yes

XEL __NYSE____ Yes

OGE 1s eliminated because it is the parent company of OG&E

Company eliminated because it has not paid dividends for three years.

—
Comps

*See Workpapers 48 States for Exhibit MFG-2 **See Workpapers Mergers, Dividends for Exhibit MFG-2

*+*_Merger completed March 9, 2018 **+¢_Washington UTC agreement in principle

***#*.Dominion acquiring SCANA. Value line warns that SCANA dividend may be suspended.



Cause No. PUD 201700496
Exhibit MFG-3

News > Environment & Science 9
Wildfires: Utility blocked from
charging customers for wildfire costs

{(Kent Porter/The Press Democrat via AP)
Gordon Easter and finance Gail Hale embrace as they return to their home
on Hopper Lane in Coffey Park, Friday Oct. 20,2017 in Santa Rosa, Calif.

By PAUL ROGERS | progers@bayareanewsgroup.com | Bay Area News Group
PUBLISHED: November 30,2017 at 10:13 am | UPDATED: December 1,2017 at 3:28 am
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In a closely watched decision that could impact whether PG&E custemens 859 8550496
hook for billions in costs related to the Napa-Sonoma fires if the utility is foukdhikit MFG-3
fault, the California Public Utilities Commission on Thursday denied a request from

San Diego Gas & Electric to charge its ratepayers $379 million after investigators

found its power lines sparked three huge fires in 2007.

By a 5-0 vote, the commissioners said that the San Diego utility had not operated its
electrical system in a “reasonable and prudent” manner when the fires began, as
state law requires.

As aresult, the commissioners ruled, San Diego Gas & Electric’s shareholders, not its
customers, must absorb the costs.

“There’s no dispute that each of the fires was caused by SDG&E facilities,” said
Commissioner Liane Randolph. “And in each instance we find that SDG&E did not
meet its burden to show that it acted as a prudent manager.”

Over the past three months, California’s three largest utilities — PG&E, San Diego
Gas & Electric and Southern California Edison — have lobbied the commission
furiously to allow the San Diego utility to pass along the costs to its customers. With
climate change and more people moving into fire-prone areas, the utilities say, it’s
becoming more difficult for them to find enough insurance to cover the risk.

They have also noted that courts have found that utilities can be held liable if their
power lines, transformers or other equipment cause wildfires that can burn
thousands of homes and kill dozens of people, even if they were not negligent, a
legal concept known as “inverse condemnation.”

On Thursday, San Diego Gas & Electric said the fires weren’t its fault.

“SDG&E strongly disagrees with today’s decision. The CPUC got it wrong,” said Lee
Schavrien, the utility’s senior vice president and chief regulatory officer. “The 2007
wildfires were a natural disaster fueled by extreme conditions, including the worst
Santa Ana wind event this region has ever seen.”

But consumer groups and some elected officials have argued that letting utilities
pass along the costs of wildfires caused by power lines to their customers increases
the likelihood of wildfires because the monopolies would be less likely to spend
money to improve safety, to properly maintain their lines and to shut off electricity
during extreme conditions.

“I am relieved that the CPUC made the right decision to shield ratepayers from being
burdened with the costs of the 2007 San Diego wildfires that were caused because
San Diego Gas & Electric didn’t reasonably manage its power lines,” said state Sen.

Jerry Hill, D-San Mateo.
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Hill, chairman of a key state Senate subcommittee on gas, electricityanpgno. puD 201700496
transportation safety, said Thursday’s decision is important in the wake of O dixjteit’MFG-3
devastating Napa and Sonoma County wildfires.

“If the commission had sided with the utility companies, it could have set a
dangerous precedent for the future of disaster cost recovery,” Hill said.

In this Oct. 9 file photo, a firefighter sprays a hose into a Keysight
Technologies building in Santa Rosa. (AP Photo/leff Chiu)

In one of the worst disasters in modern California history, a series of fires that began
Oct. 8 in Napa, Sonoma, Mendocino and other Northern California counties burned
more than 245,000 acres, destroyed 8,900 homes and killed 44 people.

Cal Fire has not yet determined how the blazes started, but agency investigators are
looking at whether power lines owned by PG&E were at fault for some of the fires,
which were spread by windy conditions. The utility has told investors it faces
massive liabilities if it is found to have caused the fires.

According to a review of emergency radio traffic by the Bay Area News Group,
dispatchers sent fire crews to at least 10 different locations across Sonoma County
over a 90-minute period starting at 9:22 pm on Oct. 8 — the time the first fires were
reported — to respond to 911 calls and other reports of sparking wires, exploding
transformers and problems with the county’s electrical system amid high winds.

“Extreme weather and catastrophic wildfires pose real risks to our entire state,”
PG&E said in a statement Thursday after the PUC’s decision. “To address these
growing risks and those posed by the impacts of climate change, we must work
together to find the right solutions. Wildfires and the way they are treated currently
have real-world and potentially long-term impacts on the operations, risk
management and financial standing of every energy company in the state.”

PG&E’s share price has fallen 22 percent since the October fires. It has $800 million
in liability insurance to cover the fires, but on Monday in a regulatory filing it noted
that state Insurance Commissioner Dave Jones estimated four weeks ago that the
insured losses from the California wildfires so far total $3 billion.

“The estimate does not account for uninsured losses, interest, attorneys’ fees, fire
suppression costs, evacuation costs, medical expenses, personal injury and wrongful
death damages or other costs,” PG&E said in the documents filed with the Securities
and Exchange Commission.

An aerial view from Oct. 14,2017 shows the devastation of the Coffey Park
neighborhood after a wildfire swept through it in Santa Rosa, Calif. (AP
Photo/Marcio Jose Sanchez,) (AP Photo/Marcio Jose Sanchez)
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The San Diego fires a decade ago were massive. Cause No. PUD 201700496

Exhibit MFG-3
The Witch and Guejito fires in October 2007 combined to burn 197,000 acres. They

killed two people, injured 40 firefighters and destroyed 1,141 homes and 239
vehicles. The Rice fire that same month burned 9,472 acres and destroyed 206
homes. It was caused by a dead tree limb falling on power lines.

The PUC ruled that San Diego Gas & Electric did not trim back trees as required by
state law in the Rice fire — and that the utility was at fault in the other two. In the
Witch fire, the power line that caused the fire shorted three times in three hours,
investigators found, creating sparks, and it took the utility more than six hours to
turn off its electricity.

After the fires, the utility faced $5.6 billion in legal claims. It settled approximately
2,500 lawsuits from people who suffered damages, bringing its costs down to $2.4
billion. The $379 million it sought to charge ratepayers are costs not covered by its
insurance.

In August, two PUC administrative law judges disagreed with the utility’s claim that
the fires were beyond its control. The judges, S. Pat Tsen and Sasha Goldberg,
concluded that the utility “did not reasonably manage and operate its facilities” and
thus could not pass along costs to ratepayers.

PUC commissioners agreed Thursday, upholding their ruling, although PUC
President Michael Picker called it “a close call” and said the state Legislature should
pass a law to allow the commission to divide up liability when there are multiple
causes in fires sparked by power lines.

“The result here is quite clear. We can’t apply a standard that provides an incentive
for a utility to act imprudently or unreasonably,” said Commissioner Cliff
Rechtschaffen. “That would send precisely the wrong signals to the utilities.”
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Dividend Payments

On December 20, 2017, the Board of Diractors of PG&E Corporation determined to suspend the quarterly
cash dividend on the Corporation’s comman stock, beginning with the fourth quarter of 2017, citing
uncertainty related to causes and potential liabilities associated with the extraordinary October 2017 Northem
[California wildfires.

in addition, the Board of Directors of the Corporation’s utility subsidiary, Pacific Gas and Electric Company,
determined to suspend the dividend on the utility's preferred stock, beginning with the three-month period
ending Jan. 31, 2018, citing the same uncertainty.

No causes have yet been identified for any of the unprecedented wildfires, which continue to be the subject of
ongoing investigations.

However, California is one of the only states in the country in which courts have applied inverse
condemnation to events caused by utility equipment. This means that if a utility's equipment is found to have
been a substantial cause of the damage in an event such as a wildfire — even if the utility has followed
established inspection and safety rules — the utility may still be liable for property damages and attorneys’
fees associated with that event.

“After extensive consideration and in light of the uncertainty associated with the causes and potential
liabilities associated with these wildfires as well as state policy uncertainties, the PG&E boards determined
that suspending the common and preferred stock dividends is prudent with respect to cash conservation and
is in the best long-term interests of the companies, our customers and our shareholders,” said PG&E
Corporation Chair of the Board Richard C. Kelly.

“We fully recognize the importance of dividends and intend to revisit the issue as we get more clarity. In the
meantime, PG&E is committed to working with state policymakers to address the negative investment
environment that strict liability under inverse condemnation is creating for California’s utilities. This ultimately
hurts our customers and the state. The company also remains committed to supporting recovery and
rebuilding efforts by those communities that were impacted by these devastating fires,” he said.

Dividend and Stock Split History

PAYMENT DATE

Year January April July October

2018 -

Dividends were suspended on December 20, 2017.

2017 $.490 $.490 $.530 $.530
2016 $.455 $.455 $.490 $.490
2015 $.455 $.455 $.455 $.455
2014 $.455 $.455 $.455 $.455
2013 $.455 §$.455 $.455 $.455
2012 $.455 $.455 $.455 $.455
2011 $.455 $.455 $.455 $.455
2010 $.420 $.455 $.455 $.455
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S&P Global (/en_us/web/guest/home)
Ratings

General Criteria: Understanding S&P Global
Ratings' Rating Definitions

03-Jun-2009 14:39 EDT

View Analyst Contact Information
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Appendix IV

Appendix V

Revisions And Updates

Related Criteria And Research

(Editor's Note: We're republishing this anticle following our periodic review completed on Feb. 23, 2018. See the "Revisions And Updates" section for details.)

Executive Summary

S&P Globai Ratings’ credit ratings are designed primarily to provide relative rankings among issuers and obligations of overall creditworthiness; the ratings are
not measures of absolute default probability. Creditworthiness encompasses likelihood of default, and also includes (i) payment priority, (ii) recovery, and i)
credit stability.

In addition, our rating symbols are intended to connote the same general level of creditworthiness for issuers and bonds in different sectors and at different
times. In order to promote the comparability of ratings across sectors, geographies, and over time, we are introducing stress scenarios associated with each
rating category. These stress scenarios will be an important tool for calibrating our criteria to help maintain comparability. The scenarios will not become part of
the rating definitions. Nor wil} they be the sole or primary drivers of our criteria.

S&P Global Ratings Is committed to taking action to help restare confidence in ratings. As one example, over the past year, we have launched a number of
initiatives designed to foster greater transparency in our analytics and processes. These initiatives have included publishing "what-if* scenario analyses
discussing factors that could cause ratings to change, more explicit discussions of the assumptions we used in forming our opinions, and changes we have
made to our rating criteria for several asset classes resulting from macroeconomic developments and ongoing performance data.

By providing more information and data about ratings, we can help market participants better understand how we develop our ratings and — whether they agree
or disagree with our assessment — act accordingly.

This article is designed to help market participants better understand what our credit ratings mean. Although the official definitions appear outwardly 1o be very
simple, they embody multiple factors that compose the overall assessment of creditworthiness.

S&P Global Ratings has striven to maintain comparability of ratings across sectors. This has been done by relating alf ratings to comman default behavior and
measurement and by common approaches to risk analysis. In the spirit of promoting greater transparency, S&P Global Ratings is now articulating a set of
economic stress scenarios enumerated in Appendix IV, which we intend to use as benchmarks for enhancing the consistency and comparability of ratings across
sectors and over time. Each scenario describes particular conditions of economic stress, which we associate with a particular rating level, as described in the
appendix. Credits rated in each category are intended to be able to withstand particular conditions of economic stress without defaulting (though they might be
downgraded significantly as economic stresses Increase).

This publication intends to promote greater understanding of ratings and help investors attribute clearer meanings to different rating categories.
Key Attributes Of S&P Global Ratings' Credit Ratings
Rank ordering of creditworthiness

Our credit ratings express forward-looking opinions about the creditworthiness of issuers and obligations (see Appendix | for a description of "issuer” and
"issue" ratings). More specifically, our credit ratings express a relative ranking of creditworthiness. Issuers and obligations with higher ratings are judged by us
to be more creditworthy than Issuers and obligations with lower credit ratings. (See Appendix lll for a relevant excerpt from the rating definitions.)
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Creditworthiness is a multi-faceted phenomenon. Although there is no “"formula” for combining the various facets, our credit ratings attempt to condense their
combined effects into rating symbols along a simple, one-dimensional scale. Indeed, as discussed below, the relative importance of the various factors may
change in different situations.

The term creditworthiness refers to the question of whether a bond or other financial instrument will be paid according to its contractual terms. At first blush,
the idea of creditworthiness seems entirely straightforward. However, delving beneath the outward simplicity reveals the true multi-dimensional nature.

Primary factor -- likelihood of default

in our view, likelihood of default Is the centerpiece of creditworthiness. That means likelihood of default--encompassing both capacity and willingness to pay--
is the single most important factor in our assessment of the creditworthiness af an issuer or an obligation. Therefore, consistent with our goal of achieving a
rank ordering of creditworthiness, higher ratings on issuers and obligations reflect our expectation that the rated issuer or obligation should default less
frequently than issuers and obligations with lower ratings, all other things being equal.

Although we emphasize the rank ordering of default likelihood, we do not view the rating categories soiely in relative terms. We associate each successively
higher rating category with the ability to withstand succe§sively more stressful economic environments, which we view as less likely to occur. We associate
issuers and obligations rated in the highest categories with the ability to withstand extreme or severe stress in absolute terms without defaulting. Conversely,
we associate issuers and obligations rated in lower categories with vulnerability to mild or modest stress. (See Appendix IV for stress scenarios by rating level
that we intend to use in promoting ratings comparability. Appendix V contains a listing of historical examples of stress conditions, including the magnitude of
stress that we associate with each.)

Looking to absolute stress levels is part of how we try to achieve comparability of ratings across different types of securities, different times, different
currencies, and different regions. That is, we strive to make our rating symbois correspond to the same approximate level of creditworthiness wherever they
appear. Thus, when we use a given rating symbol, we intend to connote roughly the same level of creditworthiness to the widely disparate Issuers on a global

basis, such as a Canadian mining company, a japanese financial institution, a Wisconsin school district, a British mortgage-backed security, or a sovereign
nation.

We intend to use the hypothetical stress scenarios described in Appendix IV as benchmarks for calibrating our criteria across different sectors and over time.
The scenarios will not become part of the rating definitions. Nor will they be the sole or primary drivers of our criteria. However, they will be an important too}
for calibrating our criteria to heip maintain comparability across sectors and over time. That is, we will consider the stress scenarios in the process of
associating both qualitative and quantitative factors with different rating categories. For example, for corporate credits we will consider the stress scenarios
(along with everything else that we now cansider) in assessing the fevels of leverage and profitability that we associate with credits in different rating categories.
Likewise, for structured finance issues, we will consider the stress scenarios in assessing the levels of credit support that we associate with the different rating
categories.

The scenarios represent hypothetical stress conditions corresponding to each rating category. The scenario for a particular category would reflect a level of
stress that credits rated in that category should, in our view, be able to withstand without defaulting (though they might be downgraded to levels near default).
Significantly, the scenarios do not supplant consideration of sector-specific and company-specific risk factors in our criteria or in assigning individual ratings.
Rather, they apply in addition to such factors. We do not expect that adopting the stress scenarios, in itself, will cause a significant number of rating changes in
the near term. That is, aithough rating changes are occurring as we update our criteria over time, we do not expect that adopting the stress scenarios, in and of
itself, will cause additional changes ar changes of greater magnitude.

Still, we do not attach specific probabilities to particular types of potential economic environments. Therefore, we do not ascribe a specific "default probability"
to each rating category. On the contrary, we recognize that the observed default rates for all rating categories rise and fall as the economic environment
progresses through periods of expansion and contraction (see note 1). Moreover, any given economic cycle generally does not produce the same degree of
stress in all sectors and regions. Accordingly, only over the very long term (e.g., covering multiple economic cycles), would we expect to be able to observe
whether similarly rated issuers from different market segments actually experience similar long-term default frequencies. These observations inform future
changes to our criteria and analytics.

Secondary credit factors

Beyond likelihood of default, there are other factors that may be relevant. For example, one such factor is the payment priority of an obligation following
default. Our ratings reflect the impact of payment priority in a very visible way: When a corporation issues both senior and subordinated debt, we usually assign
a lower rating to the subordinate debt. For most issuers, the likelihood of default is exactly the same for hoth senior and subordinated debt because both
default at the same rime when an issuer goes into bankruptcy. A further example is the "structural subordination” of a holding company's debt to the debt of its
operating subsidiaries. (See "Reflecting Subordination Risk in Corporate Issue Ratings (/en_US/web/guest/article/~ /view/sourceld/10486915),” published March
28, 2018.)

Another secondary factor Is the projected recovery that an investor would expect to receive If an obligation defaults. For example, our ratings on speculative-
grade corporate obligations reflect adjustments for the expected recovery following default. (See “Recovery Rating Criteria For Speculative-Grade Corporate
Issuers (/en_US/web/guest/article/-/view/sourceld/9831306)," published Dec. 7, 2016.) (See note 2.)

A third secondary factor is credit stability. Some types of issuers and obligations are prone to displaying a period of gradual decay before they default. Others
may be more vulnerable to sudden deterioration or default. In essence, some types of credits tend to give a warning before they default, while others do not. in
addition, the likelihood of default for some types of credits may suddenly change because of changes in key aspects of the economic or business environment.
For other credits, the likelihood of default may be less sensitive to changing conditions. Both kinds of differences are described by the term "credit stability.”
Differing degrees of stability constitute differences in creditworthiness (see "Standard & Poor's To Explicitly Recognize Credit Stability As An Important Rating
Factor (/en_US/web/guest/article/~/view/sourceld/5024324)," published Oct. 15, 2008).

Creditworthiness is complex and while there is no formula for combining the different factors into an overall assessment, the criteria does provide a guide in
considering these factors. Payment priority and recovery apply more often in the context of rating specific obligations than in rating issuers. Also, payment
priority and recovery have increasing significance as likelihood of default increases (i.e., at lower rating levels). In contrast, credit stability has increasing
significance as likelihood of default decreases (i.e., at higher rating levels). In addition, the relative importance of the several factors may wax or wane with

changes in market conditions and the econamic environment. The rating criteria for different types of credits details the specifics of how payment priority,
recovery, and stability factor into our analysis.
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S&P Global
Ratings

(/en_US/web/guest/home)
Oklahoma Gas & Electric Co.
Regulatory Disclosure

Rating Type: Local Currency LT
Publication Date: 05-Mar-2018 12:00 EST

Symbol, Number, or Score in the Rating Scale Used to Denote Credit
Rating Categories and Notches as Required by Paragraph (a)(1)(ii)

(A)of Rule 17g-7

Rating Information

Regulatory CreditWatch/ CreditWatch/

RatngiiiRatingjpate Identifiers Outlook Outlook Date

A- 02-May-2013 EE Negative 05-Mar-2018

Procedure or Methodology Used to Determine the Credit Rating as

required by Paragraph (a)(1)(ii)(B)of Rule 17g-7

The following criteria were used in determining this credit rating:
Criteria | Corporates | General: Reflecting Subordination Risk in Corporate
Issue Ratings (/en_US/web/guest/article/-/view/sourceld/10212700)

Criteria | Corporates | Industrials: Key Credit Factors For The Midstream
Energy Industry (/en_US/web/guest/article/-/view/sourceld/8362492)

Criteria | Corporates | General: Methodology And Assumptions: Liquidity
Descriptors For Global Corporate Issuers (/en_US/web/guest/article/-
/view/sourceld/8956570)

Criteria | Corporates | Utilities: Key Credit Factors For The ¥egulated Utilities



ROE and ROR Analysis for OGE Energy Cause No. PUD 201700496
Comparison Group Selection Exhibit MFG-8, Schedule 2
SNL Global Market Intelligence Database, March 18, 2018

S&P Credit

Company Ticker Rating
ALLETE, Inc. ALE BBB+
Alliant Energy Corporation LNT A-
Ameren Corporation AEE BBB+
American Electric Power AEP A-
CMS Energy Corporation CMS BBB+
Consolidated Edison, Inc. ED A-
Duke Energy DUK A-
El Paso Electric EE BBB
Eversource Energy ES A+
IDACORP, Inc. IDA BBB
NorthWestern Corporation NWE BBB
Otter Tail Corp. OTTR BBB
Pinnacle West Capital Corporatic PNW A-
PNM Resources, Inc. PNM BBB+
Portland General Electric Compa POR BBB
Southern Co. SO A-
Xcel Energy Inc. XEL A-
OGE Energy Corp. OGE A-
OG&E* A-

*.See Exhibit MFG-8, Schedule 1
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ROE and ROR Analysis for Oklahoma Gas and Electric Cause No. PUD 201700496

Comparison Group Exhibit MFG-11
Annual Dividends
Value Line Reports: West January 26, 2018; Zacks Reports April 6,2018

East February 16, 2018; Central March 16, 2018

Name Value Line Zacks Highest Dividend
ALLETE, Inc. $ 224 $ 224 $ 2.24
Alliant Energy Corporation $ 1.34 $ 1.34 3 1.34
Ameren Corporation $ 1.83 $ 1.83 $ 1.83
American Electric Power, PSO $ 2.48 $ 2.48 $ 2.48
CMS Energy Corporation $ 1.43 $ 1.43 $ 1.43
Consolidated Edison, Inc. $ 2.86 $ 2.86 $ 2.86
Duke Energy $ 3.56 $ 3.56 $ 3.56
El Paso Electric $ 1.34 $ 1.34 $ 1.34
Eversource Energy $ 2.02 $ 2.02 $ 2.02
IDACORP, Inc. $ 2.36 $ 2.36 $ 2.36
NorthWestern Corporation $ 2.10 $ 2.20 $ 2.20
Otter Tail Corp. $ 1.34 $ 1.34 $ 1.34
Pinnacle West Capital Corporation $ 2.78 $ 2.78 $ 2.78
PNM Resources, Inc. $ 1.06 $ 1.06 $ 1.06
Portland General Electric Company $ 1.36 $ 1.36 $ 1.36
Southern Co. $ 2.32 $ 2.32 $ 2.32
Xcel Energy Inc. $ 1.44 $ 1.52 $ 1.52

*-PG&E suspended its dividend fourth quarter 2017 due to uncertainty related to extraordinary October 2017 wildfires.
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ROE and ROR Analysis for Oklahoma Gas and Electric
Comparison Group

Common Equity Share Prices: March 5-29, 2018

DCF with Zacks, Yahoo! Finance, and Value Line EPS
Growth-Rate Estimates: June 2017-August 2017

A B

Yahoo!
Finance
Zacks EPS EPS

Growth Growth EPS Growth Growth Rate

Company Name Rate (%) Rates (%)
ALLETE, Inc.* 6.60% 6.00%
Alliant Energy Corporation* 5.30% 5.45%
Ameren Corporation* 6.92% 6.37%
American Electric Power * 5.39% 5.63%
CMS Energy Corporation* 6.43% 7.04%
Consolidated Edison, Inc.*** 4.00% 3.11%
Duke Energy*** 3.69% 4.24%
El Paso Electric** 5.10% 5.20%
Eversource Energy*** 5.75% 5.65%
IDACORP, Inc.** 4.07% 3.10%
NorthWestern Corporation** 237% 3.12%
Otter Tail Corp.* NA 9.00%
Pinnacle West Capital Corp.** 2.97% 3.63%
PNM Resources, Inc.** 5.36% 4.30%
Portland General Electric** 2.92% 3.50%
Southern Co. *** 4.50% 2.70%
Xcel Energy Inc.** 5.84% 6.15%
G H

Dividend Expected
Yield Dividend

Company Name (Rate/Price) Yield
ALLETE, Inc.* 3.16% 3.34%
Alliant Energy Corporation* 334% 3.53%
Ameren Corporation* 3.29% 3.52%
American Electric Power * 3.67% 3.86%
CMS Energy Corporation* 3.23% 3.46%
Consolidated Edison, Inc.*** 3.71% 3.84%
Duke Energy*** 4.63% 4.82%
El Paso Electric** 2.70% 2.84%
Eversource Energy*** 347% 3.68%
IDACORP, Inc.** 2.75% 2.85%
NorthWestern Corporation** 4.19% 4.33%
Otter Tail Corp.* 3.11% 3.36%
Pinnacle West Capital Corp.** 3.55% 3.69%
PNM Resources, Inc.** 2.84% 301%
Portland General Electric** 3.40% 3.54%
Southern Co *** 5.25% 5.45%
Xcel Energy Inc.** 3.41% 3.60%

Mean 3.51% 3.69%

(o)
LZACKS- T VU,

Finance-

Value Line
Value Line Mean

Rates (%) (%)
4.50% 5.70%
6.50% 5.75%
7.50% 6.93%
4.50% 5.17%
8.50% 7.32%
3.00% 337%
4.50% 4.14%
5.00% 5.10%
6.50% 597%
3.50% 3.56%
4.50% 3.33%
7.00% 8.00%
5.50% 4.03%
7.50% 5.72%
6.00% 4.14%
4.00% 3.73%
4.50% 5.50%
Mean 5.15%
1 J

Flotation- Mean

Adjusted Required
Expected Rate of

Dividend Return on
Yield Equity
352% 922%
371% 9.46%
371% 10.64%
4.06% 9.23%
3.65% 10.97%
4.04% 7.41%
5.07% 9.21%
2.98% 8.08%
3.87% 9.84%
3.00% 6.55%
4.56% 7.89%
3.53% 11.53%
3.88% 7.92%
3.16% 8.88%
3.73% 7.87%
5.74% 9.47%
3.79% 9.29%
3.88% 9.03%

A: Zacks website, April 6, 2018. See Exhibit MFG-12, Sch | Workpapers.

B: Yahoo! Finance website, April 6. See Exhibit MFG-12, Sch 1 Workpapers.
C: Electric Utilities (West), January 26, 2018**; Electric Utilities (East), February 16, 2018***; and Electric Utilities (Central), March 16, 2018*,
and Zacks Report, April 6, 2018. See Exhibit MFG-12, Sch 1 Workpapers.
E: Yahoo! Finance website; March 12-April 6, 2018 (19 trading days). See MFG-10, Sch 1, Pages 1-5
F: Higher of Value Line Investment Survey: Electric Utilities (West), January 26, 2018**; Electric Utilities (East), February 16,

2018***; and Electric Utilities (Central), March 16, 2018*; and Zacks Report, April 6, 2018 See Exhibit MFG-11

D:(A+B+C)3 G: F/E H: G*(1+D)

I: H/( 1-.05)
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Average of
Closing Prices
70.83
40.16
55.58
67.62
4430
77.06
76.95
49.68
58.15
85.88
5248
4312
7841
37.29
39.96
4416
44 54

LI I - - TR~ T - - < T~ o = - - A

Annualized

LR BB Il I I ]

J:D+I1

Dividend

224
1.34
1.83
248
1.43
286
3.56
1.34
202
236
220
1.34
278
1.06
1.36
232
152

Cause No. PUD 201700496
Exhibit MFG-12, Schedule 1
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ROE and ROR Analysis for Oklahoma Gas and Electric Cause No. PUD 201700496
Comparison Group Exhibit MFG-12, Schedule 3
Common Equity Share Prices: March 12, 2018-April 6, 2018

DCF with Value Line Dividends and Zacks, Yahoo! Finance, and Value Line

EPS Growth-Rate Estimates: January-April 2018

A B C D E F
Yahoo! Zacks-Yahoo!
Finance Finance-

Zacks EPS EPS Value Line  Value Line
Growth Growth EPS Growth Mean Growth Average of  Annualized

Company Name Rate (%) Rates (%) Rates (%) Rate (%)  Closing Prices  Dividend

ALLETE, Inc.* 6.60% 6.00% 4.50% 5.70% $ 7083 $ 224
Alliant Energy Corporation* 5.30% 545% 6.50% 5.75% $ 4016 % 1.34
Ameren Corporation* 6.92% 6.37% 7.50% 6.93% $ 5558 $ 1.83
American Electric Power * 5.39% 5.63% 4.50% 5.17% $ 6762 $ 248
CMS Energy Corporation* 6.43% 7.04% 8.50% 7.32% $ 4430 % 143
Consolidated Edison, Inc.*** 4.00% 311% 3.00% 3.37% $ 7706 $ 2.86
Duke Energy*** 3.69% 4.24% 4.50% 4.14% $ 7695 $ 356
El Paso Electric** 5.10% 5.20% 5.00% 5.10% $ 4968 § 1.34
Eversource Energy*** 5.75% 5.65% 6.50% 5.97% $ 5815 § 202
NorthWestern Corporation** 237% 3.12% 4.50% 3.33% $ 5248 § 220
Otter Tail Corp.* NA 9.00% 7.00% 8.00% $ 4312 § 1.34
Pinnacle West Capital Corp.** 297% 3.63% 5.50% 4.03% 5 7841 $ 278
PNM Resources, Inc.** 5.36% 4.30% 7.50% 5.72% $ 3729 § 1.06
Portland General Electric** 2.92% 3.50% 6.00% 4.14% $ 399 $ 136
Southern Co.*** 4.50% 2.70% 4.00% 3.73% $ 4416 § 232
Xcel Energy Inc.** 5.84% 6.15% 4.50% 5.50% $ 4454 § 1,52

Mean 5.24%
G H I J
Flotation- Mean

Adjusted Required
Dividend  Expected  Expected Rate of
Yield Dividend  Dividend Return on

Company Name (Rate/Price) Yield Yield Equity
ALLETE, Inc.* 3.16% 3.34% 3.52% 9.22%
Alliant Energy Corporation* 3.34% 3.53% 3.71% 9.46%
Ameren Corporation* 3.29% 3.52% 3.71% 10.64%
American Electric Power * 3.67% 3.86% 4.06% 9.23%
CMS Energy Corporation* 3.23% 3.46% 3.65% 10.97%
Consolidated Edison, Inc.*** 3.71% 3.84% 4.04% 7.41%
Duke Energy*** 4.63% 4.82% 5.07% 921%
El Paso Electric** 2.70% 2.84% 2.98% 8.08%
Eversource Energy*** 347% 3.68% 3.87% 9.84%
NorthWestern Corporation** 4.19% 4.33% 4.56% 7.89%
Otter Tail Corp.* 3.11% 3.36% 3.53% 11.53%
Pinnacle West Capital Corp.** 3.55% 3.69% 3.88% 7.92%
PNM Resources, Inc.** 2.84% 3.01% 3.16% 8.88%
Portland General Electric** 3.40% 3.54% 3.73% 7.87%
Southern Co.*** 5.25% 5.45% 5.74% 9.47%
Xcel Energy Inc.** 341% 3.60% 3.79% 9.29%

Mean 3.56% 3.74% 3.94% 9.18%

A: Zacks website, April 6, 2018. See Exhibit MFG-12, Sch 1 Workpapers.

B: Yahoo! Finance website, April 6. See Exhibit MFG-12, Sch 1 Workpapers.

C: C: Electric Utilities (West), January 26, 2018**, Electric Utilities (East), February 16, 2018***; and Electric Utilities (Central),
March 16, 2018*; and Zacks Report, April 6, 2018. See Exhibit MFG-12, Sch | Workpapers

E: Yahoo! Finance website, March 12-April 6, 2018 (19 trading days). See MFG-10, Sch 1, Pages 1-5

F: Higher of Value Line Investment Survey: Electric Utilities (West), January 26, 2018**, Electric Utilities (East), February 16,
2018***, and Electric Utilities (Central), March 16, 2018*; and Zacks Report, April 6, 2018. See Exhibit MFG-11,
D:(A+B+0)3 G. FIE H: G*(1+D) I H/(1-.05) J: D+1
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Cause No. PUD 201700496

. ; Exhibit MFG-12, Schedule 5

Different macroeconomic assumptions address the encrgy
implications of the uncertainty—

Gross domestic product Population Price index (2017 =1.0)
trillion 2009 dollars millions GDP chain-type price index
2017
' 2017 " 500 35 2017
‘{16story | projections history | projections history | projections
! |

3.0

400 f

§ f 25 |
30 i !
300
25 ; E 2.0 :
20 ] ! |
200 | 1.5 !
15 High Economic
[ Growth { 1.0
10 | Reference case } |
i Low Economic 100 ] l
5 i Growth E 05 I
0o —1 : . 0 —1 . — 00 — : .
2010 2030 2050 2010 2030 2050 2010 2030 2050
U.S Energy Information Admumnistration #AEO2018 | wwweia.goviaeo (:27\)
_“ o T o oo catiesd sy Ty oy oy

—inherent in future economic growth trends

» The Reference, High Economic Growth, and Low Economic Growth cases illustrate three possible paths
for U.S. economic growth. The High Economic Growth case assumes higher annual growth and lower
annual inflation rates (2.6% and 2.2%, respectively) than in the Reference case (2.0% and 2.3%,
respectively), while the Low Economic Growth case assumes lower annual growth and higher annual
inflation rates (1.5% and 3.7%, respectively) than in the Reference case.

* In general, higher economic growth (as measured by gross domestic product) leads to greater
investment, increased consumption of goods and services, more trade, and greater energy consumption.

+ Differences among the cases reflect different expectations for growth in population, labor force, capital
stock, and productivity. These changes affect growth rates in household formation, industrial activity, and
amounts of travel, as well as investment decisions about energy production.

= All three economic growth cases assume smooth economic growth and do not anticipate business cycles
or large economic shocks.

11.S. Energy Information Adminstration #AEQ2018 | www.eia goviaeo {28
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ROE and ROR Analysis for Oklahoma Gas and Electric

Comparison Group

Common Equity Share Prices: Marrch 12, 2018-April 6, 2018

DCF with Value Line Dividends and Zacks, Yahoo! Finance, and Value Line
EPS Growth-Rate Estimates: January-April 2018

A B C
LZACKS- Y 4N0V:
Yahoo! Finance-
Finance Value Line
Zacks EPS EPS Value Line Mesan
Growth Growth EPS Growth Growth Rate
Company Name Rate (%) Rates (%) Rates (%) (%)
ALLETE, Inc.* 6.60% 6.00% 4.50% 5.70%
Alliant Energy Corporation* 5.30% 5.45% 6.50% 5.75%
Ameren Corporation* 6.92% 637% 7.50% 6.93%
American Electric Power * 5.39% 5.63% 4.50% 5.17%
CMS Energy Corporation* 6.43% 7.04% 8.50% 7.32%
Consolidated Edison, Inc. *** 4.00% 3.11% 3.00% 3.37%
Duke Energy*** 3.69% 4.24% 4.50% 4.14%
El Paso Electric** 5.10% 5.20% 5.00% 5.10%
Eversource Energy*** 5.75% 5.65% 6.50% 5.97%
NorthWestern Corporation** 237% 3.12% 4.50% 333%
Otter Tail Corp.* NA 9.00% 7.00% 8.00%
Pinnacle West Capital Corp. ** 297% 363% 5.50% 4.03%
PNM Resources, Inc ** 5.36% 4.30% 7.50% 5.72%
Portland General Electric** 2.92% 3.50% 6.00% 4.14%
Southern Co.*** 4.50% 2.70% 4.00% 3.73%
Xcel Energy Inc.** 5.84% 6.15% 4.50% 5.50%
Mean 5.24%
1 J K L
Long-Run
Flotation-  Projected Weighted
Adjusted EPS Weighted Cost of
Expected Growth
Dividend Rate= Growth Run Rate =
Company Name Yield 4.0% Rate, 4.0% 4.0%
ALLETE, Inc.* 3.52% 4.00% 5.13% 8.65%
Alliant Energy Corporation* 371% 4.00% 5.17% 8.88%
Ameren Corporation* 371% 4.00% 5.95% 9.66%
American Electric Power * 4.06% 4.00% 4.78% 8.84%
CMS Energy Corporation* 3.65% 4.00% 6.22% 9.86%
Consolidated Edison, Inc *** 4.04% 4.00% 3.58% 7.62%
Duke Energy*** 507% 4.00% 4.10% 9.17%
El Paso Electric** 298% 4.00% 4.73% 7.72%
Eversource Energy*** 387% 4.00% 531% 9.19%
NorthWestern Corporation** 4.56% 4.00% 3.55% 8.11%
Otter Tail Corp.* 3.53% 4.00% 6.67% 10.20%
Pinnacle West Capital Corp. ** 3.88% 4.00% 4.02% 7.91%
PNM Resources, Inc.** 3.16% 4.00% 5.15% 831%
Portland General Electric** 3.73% 4.00% 4.09% 7.82%
Southern Co *** 5.74% 4.00% 382% 9.56%
Xcel Energy Inc ** 3.79% 4.00% 5.00% 8.79%
Mean  3.94% 8.77%

A: Zacks website, April 6, 2018. See Exhibit MFG-12, Sch 1 Workpapers.
B: Yahoo! Finance website, April 6. See Exhibit MFG-12, Sch 1 Workpapers.

Average of
Closing Prices
70.83
40.16
55.58
67.62
44.30
77.06
76.95
49.68
5815
5248
43.12
7841
3729
39.96
4416
44.54

R I I I I T~ T - T - O T - I B I T I -

Long-Run

=4.3%
4.30%
4.30%
4.30%
4.30%
4.30%
4.30%
4.30%
4.30%
4.30%
4.30%
4.30%
430%
4.30%
4.30%
4.30%
4.30%

Annualized Dividend Yield

LoBR UGB G-I I ]

Dividend
224
1.34
1.83
248
143
286
3.56
1.34
202
220
1.34
278
1.06
1.36
232
1.52

Weighted

Projected Equity, Long- Projected EPS  Projected
Growth Rate Growth Rate,

4.3%

523%
527%
6.05%
4.88%
6.32%
3.68%
4.20%
4.83%
541%
3.65%
6.77%
4.12%
5.25%
4.19%
392%
5.10%

C: Electric Utilities (West), January 26, 2018**; Electric Utilities (East), February 16, 2018***; and Electric Utilities (Central),

March 16, 2018*; and Zacks Report, April 6, 2018. See Exhibit MFG-12, Sch 1 Workpapers.

E: Yahoo! Finance website; March 12-April 6, 2018 (19 trading days). See MFG-10, Sch 1, Pages 1-5
F: Higher of Value Line Investment Survey: Electric Utilities (West), January 26, 2018**; Electric Utilities (East), February 16, 2018***; and
Electric Utilities (Central), March 16, 2018*; and Zacks Report, April 6,2018. See Exhibit MFG-11
J: Congressional Budget Office, An Update to the Budget and Economic Outlook: 2017 to 2027, June 2017, www.cbo gov/publication/52801

M: Energy Information Administration, Annual Energy Outlook 2018, Macroeconomic Indicators (Real GDP Growth + GDP Chain-Type Index

Increase 2018-2050), https://www.eia.gov/analysis/projection-data. php#annualproj

K:=2/3*D+ 1/3%]
L:=1+K

D:=(A+B+C)3
G:=F/E

H: = G*(1+(0.5*]))
I: HA(1-0.05)
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N:=2/3*D + 1/3*M

O:=1+N

Cause No. PUD 201700496
Exhibit MFG-12, Schedule 6

G H
Expected
(Rate/Price) Dividend Yield
3.16% 334%
3.34% 3.53%
3.29% 3.52%
3.67% 3.86%
3.23% 3.46%
3.71% 3.84%
4.63% 4.82%
2.70% 284%
3.47% 3.68%
4.19% 433%
3.11% 3.36%
3.55% 3.69%
2.84% 3.01%
3.40% 3.54%
5.25% 5.45%
341% 3.60%
3.56% 3.74%
o
Weighted Cost
of Equity, Long-
Run Rate =

4.3%

8.75%

8.98%

9.76%

8.94%

9.96%

7.72%

9.27%

7.82%

9.29%

821%

10.30%

8.01%

8.41%

7.92%

9.66%

8.89%

8.87%

8.82%
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INFRASTRUCTURE AND PROJECT FINANCE

Regulated Utilities - US

Tax reform is credit negative for sector, but
impact varies by company

The wide-ranging tax legislation passed by the US Congress on December 20, 2017 cut the
statutory corporate tax rate to 21% from 35%. The legislation was broadly credit positive for
corporate cash flows but for regulated investor-owned utilities, which include electric, gas
and water utilities, the effect was the opposite.

» The legislation is credit negative for investor-owned utilities. A lower tax rate will
reduce the difference between the amount that utilities collect from rate payers to cover
taxes and their payments to tax authorities, reducing cash flow.

» Tax reform is neutral for earnings but negative for cash flow. Utilities collect
revenue based on book tax but cash tax is much lower. A lower tax rate lowers revenue,
while loss of bonus depreciation increases cash tax.

» Cash flow to debt ratio could decline by 150-250 basis points. We estimate that
regulated utilities could experience a decline in the ratio of cash flow from operations
pre-working capital to debt (CFO pre-WC/debt) of 150 bps to 250 bps, assuming no
corrective action is taken.

» Utilities with weaker than expected financials are most affected. The potential
for lower cash flows hurts the credit profile of numerous regulated utilities that already
have weakening financial projections. Major holding companies affected include American
Electric Power Company (AEP, Baal stable), Consolidated Edison, Inc. (ConEd A3
negative), Dominion Energy (Dominion, Baa2 negative), Duke Energy Corporation (Duke,
Baal negative), Entergy Corporation (Entergy, Baa2 negative) and The Southern Company
(Southern, Baa2 negative).

» Most utilities are still well positioned within their credit profiles.The vast majority
of utilities and their holding companies are well positioned within their credit profiles
thanks to supportive regulatory relationships and a capital structure balanced between
both debt and equity.

..............................................................................................................
..............................................................................................................
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Tax reform negatively affects utility cash flows

For the investor-owned utilities sector, the 2017 tax reform legislation will have an overall negative credit impact on regulated
operating companies and their holding companies. Moody's calculates that the recent changes in tax laws will dilute a utility's ratio of
cash flow before changes in working capital to debt by approximately 150-250 basis points on average, depending to some degree on
the size of the company's capital expenditure program.

Although the regulated utility sector is carved out in terms of the treatment of interest deductibility and expensing of capital
expenditures, from an earnings perspective the effect on regulated entities is neutral because savings on the lower tax expense are
passed on to their customers, as required by regulation. However, from a cash flow perspective, the legislation is credit negative.

Investor-owned utilities' rates, revenue and profits are heavily regulated. The rate regulators allow utilities to charge customers based
on a cost-plus model, with tax expense being one of the pass-through items. In practice, regulated utilities collect revenues from
customers based on book tax expense but typically pay much less tax in cash. Under the new tax regime, utilities will collect less
revenue associated with tax expenses and pay out more cash tax, squeezing its cash flows.

With the lower tax rate and the loss of bonus depreciation treatment, utility cash flows will be negatively affected by three tax
dynamics:

1. Afallin the tax rate means that regulated entities will collect less revenue from customers for the purpose of tax expense
compensation. Going to a tax rate of 21% from 35% represents about a 40% fall in revenue collection related to tax expense.
Although this revenue is ultimately paid out as an expense, under the new law utilities will lose the timing benefit, thereby
reducing cash that may have been carried over many years.

2. The loss of bonus depreciation treatment means that most utilities will start paying cash tax in 2019 or 2020, earlier than under
the current tax law. The loss of bonus depreciation treatment means that utilities can claim less in depreciation expenses and will
therefore have higher taxable income. We still expect utilities to pay little or no cash tax in 2018 because most have significant
accumulated net operating losses driven by past claims of bonus depreciation.

3. Lowering the tax rate also means that utilities will have over-collected for tax expense in the past because they charged for future
tax expense, assuming a 35% tax rate. As utilities refund the excess collection to customers, it will reduce cash flows, likely spread
out over the remaining life of the assets associated with the depreciation.

Significant credit deterioration for many utilities

Since the tax reform was passed at the end of last year, numerous utilities will experience a weakening in their credit profiles because
of declining financial metrics (see Exhibit 1). Major holding companies affected include AEP, ConEd, Dominion, Duke, Entergy and
Southern.

This publication does rot announcs a creldit rating action. For any credit ratings referenced in this publication, piease see the ratings tab on the issuer/entity page on
www.noodys.com for the most updated credit rating action mformation and rating history

ey
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Exhibit 1
Utilities with weakened, or weakening, financial profiles due to tax reform

CFO pre-WC / Debt CFO Pre-WC / Debt Downgrade
Company Senior Unsecured Rating 3-yr Avg as of 3Q17 2018-2019!" Guidance

Holding Companies
Consolidated Edison, inc. A3/ Negative 21.2% 15-18% 18%
American Electric Power Company, Inc. Baal / Stable o 20.8% 15-17% 15%
Duke Energy Corporation Baa1/ Negative 14.7% 13-15% 5%
Dominion Energy, Inc. T Baa2/Negatve  12.9% 12-15% 15%
Entergy Corporation Baa2 / Negative 18.0% 13-15% 15%
Southern Company (The) Baa2 / Negative 13.8% 13-15% 15%

Vertically Integrated P
Alabama Power Company A1/ Negative 257% 20-22% 22%
Public Service Company of Oklahoma A3/ Negative 18.2% 15-18% 19%
Avista Corp. Baa1l / Negative 20.6% - 15-17% 17%
Southwestern Public Service Company Baa1 / Negative 22.2% 16-18% 18%

Local Distribution Companies
New Jersey Natural Gas Company Aa2 / Negativel® 25.3% 17-20% 20%

~ Brooklyn Union Gas Company, The A2 / Negative 12.2% T1417% 17%
KeySpan Gas East Corporation A2 / Negative 15.8% 15-18% 17%
Piedmont Natural Gas Company, Inc. ‘A2 / Negative 20.9% 14-17% 17%
ONE Gas, Inc A2/ Negative 22.0% 16-19% 20%
South Jersey Gas Company A2 / Negative 18.1% 15-17% 20%

"~ Wisconsin Gas LLC A2/ Negative 25.5% 16-19%  19%
Questar Gas Company A2 / Negative 22.2% ' 17-20% 20%
Northwest Natural Gas Company A3/ Negative 18.3% 14-17% 16%

Transmission & Distribution
Consolidated Edison Company of New York, Inc. A2 / Negative 21.7% 19-21% 20%
Orange and Rockland Utilities, Inc. A3/ Negative 19.8% 15-17% 17%

Water
American Water Works Company, Inc.”! A3 / Negative 17.2% 14-16% 15%

[1] 2018-2019 Moody's estimates are pro forma for tax reform and do not incorporate current rate plan collection at 35%.
[2] Senior Secured Rating.

[3] The Regulated Water Utilities Methodology uses FFO to net debt as a key cash flow metric

Source: Moody's Investors Service

Tax reform mainly affects companies that already had limited cushion in their credit profile. The tax reform usually resulted in a further
150-250 bps drop in CFO pre-WC/debt.

Moody's expects that most utilities will attempt to manage any negative financial implications of tax reform through regulatory
channels. Corporate financial policies could also change. The actions taken by utilities will be incorporated into our credit analysis on a
prospective basis. It is conceivable that some companies will sufficiently defend their credit profiles.

In practice, we believe that most companies will actively manage their cash flow to debt ratios by issuing more equity or obtaining
relief by working through regulatory channels. For example, to offset a decline in cash flow, utilities could propose to regulators
additional investments that benefit customers or accelerate recovery of regulatory assets. Some of the corporate measures could have

_— e e e T e e e e
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a more immediate boost to projected metrics than certain regulatory provisions, which may take time to approve and implement. They
could also propose to increase the equity layer in rates or the level of the authorized return on equity. In these cases, a cooperative
regulatory relationship matters most for a given utility.

The majority of US regulated utilities and utility holding companies continue to maintain stable credit profiles despite weakening
financials. Some of the larger holding companies in this category include PPL Corp. (Baaz2 stable), Fortis Inc. (Baa3 stable) and Xcel
Energy, Inc. (A3 stable) and Alliant Energy Corporation (Baal stable). We did not take action on NiSource, Inc. (Baa2 stable), despite the
fact that they are weakly positioned even before the tax reform, because we believe that the management will address their financial
ratios sufficiently in a timely manner to strengthen their credit profile.

Several companies were already on negative outlook or on review for downgrade before the effects of tax reform occurred, including
Emera Inc. (Baa3 negative), Georgia Power Company (A3 negative), NorthWestern Corporation (Baal negative), OGE Energy Corp (A3
negative), SCANA Corporation (SCANA, Baa3 RUR-down), Sempra Energy (Baal negative), WEC Energy Group, Inc. (A3 negative), and
WGL Holdings, Inc. (A3 negative).

4 24 january 2018 1 6§clzgulated Utilities - US - Tax reform is credit negative for sectar, but impact varies by company



ROE and ROR Analysis for Oklahoma Gas and Electric Cause No. PUD 201700496
Comparison Group Exhibit MFG-12, Schedule 8
Common Equity Share Prices

Changes in Common-Equity Share Prices among Selected Electric Utilities

Companies in both the Cause No. PUD Average of Closing Prices, Average of Closing Prices,  Difference in Percentage Change
101700151 and Cause No. PUD Cause No. 17-151: July Cause No. 17-496: March Average of from Cause No. 17-151
201700496 Comparison Groups 24,2017-August 18,2018 12, 2018-April 6, 2018 Closing Prices  to Cause No. 17-496
ALLETE, Inc $ 7371 § 7083 $ (2.88) -3.91%
Alhant Energy Corporation 3 4125 § 40.16 $ (1.09) -2.64%
Ameren Corporation $ 5749 § 5558 § (1.91) -3.32%
CMS Energy Corporation $ 4710 $ 4430 § 2.79) -5.93%
Consolidated Edison, Inc $ 8288 § 7706 $ (5.82) -7.02%
Duke Energy $ 8573 § 7695 $ 8.77) -10.23%
El Paso Electric Company $ 5305 §$ 4968 $ (3.37) -6.36%
Eversource Energy 3 6164 $ 5815 §$ (3.49) -5.66%
IDACORP, Inc $ 8698 $ 8588 $ (1.10) -1.27%
NorthWestern Corporation $ 5986 % 5248 % (7.37) -12.32%
Pinnacle West Capital Corporation $ 8797 § 7841 % 9.57) -10.87%
PNM Resources, Inc $ 4070 § 3729 % (341) -8.38%
Portland General Electric Company $ 4566 $ 3996 §$ (5.70) -12.48%
Southern Co. $ 4841 § 4416 $ (4.25) -8.78%
Xcel Energy Inc. $ 4799 §$ 4454 § (3.45) -7.19%

Mean -1.09%
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ROE and ROR Analysis for Oklahoma Gas and Electric Cause No. PUD 201700496
CAPM Analysis for OGE Energy Exhibit MFG-13, Schedule 2
Beta calculation for Comparison Group

Value Line Betas:

-Comparison

Company Name Group
ALLETE, Inc. 0.75
Alliant Energy Corporation 0.70
Ameren Corporation 0.65
American Electric Power, PSO 0.65
CMS Energy Corporation 0.65
Consolidated Edison, Inc. 0.50
Duke Energy 0.60
El Paso Electric 0.80
Eversource Energy 0.70
NorthWestern Corporation 0.70
Otter Tail Corp. 0.85
Pinnacle West Capital Corporation 0.70
PNM Resources, Inc. 0.75
Portland General Electric Company 0.70
Southern Co. 0.55
Xcel Energy Inc. 0.60

Mean 0.68

104



Cause No. PUD 201700496

File at the front of the
Ratings & Reports
binder. Last week's
Summary & Index
should be removed.

April 6, 2018

TABLE OF SUMMARY & INDEX CONTENTS Summary & Index
Page Number

Industries, in AIPhADELICAI OFTEE .......coiiiii ettt et e e e s besseessesssassesasassnesssessereesnnssnns 1
Stocks, iN AIPhADELICAI OFABT ......cceiiiiii st e s st esaaeesessabbssrnsentbesssessessnsessntes 2-23
Noteworthy Bank ChanGES .....c.coiiiiiiiiiie e e st e st st s e eab e ereesbessbesraestesnerssasssenssassanssenns 24
SCREENS
Industries, in order of Timeliness Rank .................. 24 Stocks with Lowest P/ES ......coceeviiviceecnviinennininne 35
Timely Stocks in Timely Industries .................... 25-26 Stocks with Highest P/ES ......coccovvvviccvvininiecinenne 35
Timely Stocks (1 & 2 for Performance) ............. 27-29 Stocks with Highest Annual Total Returns ............. 36
Conservative Stocks {1 & 2 for Safety) ............. 30-31 Stocks with Highest 3- to 5-year Dividend Yield .... 36
Highest Dividend Yielding Stocks .........cccocvineeene 32 High Returns Earned on Total Capital .................... 37
Stocks with High 3- to 5-year Price Potential ......... 32 Bargain Basement Stocks .........cocccrvevneeneenennninnnn, 37
Biggest “Free Flow” Cash Generators ................... 33 Untimely Stocks (5 for Performance) ..........ccccvueue. 38
Best Performing Stocks last 13 Weeks .................. 33 Highest Dividend Yielding Non-utility Stocks .......... 38
Worst Performing Stocks last 13 Weeks ................ 33 Highest Growth Stocks ....cccoveevivinseceesiriicciniens 39
Widest Discounts from Book Value ..........ccceeee 34
The Median of Estimated The Median of Estimated The Estimated Median Price
PRICE-EARNINGS RATIOS DIVIDEND YIELDS APPRECIATION POTENTIAL
of all stocks with earnings (next 12 months) of all div dend of all 1700 stocks in the Value Line
paymg stocks under review universe in the hypotheSIZed

economic environment 3 to 5 years hence

18.4 2.0% 45%

26 Weeks Market Low Market High 26 Weeks Market Low Market High

-0 98- Wee M Low Market ngh
Ago 3-9-09 1-26-18 Ago 3-9-09 1 26018 26 ks Market

Ago 3-9-09 1-26-18
o 103 241 e iy 1.8% 309% 185% 20%

ANALYSES OF INDUSTRIES IN ALPHABETICAL ORDER WITH PAGE NUMBER
Numeral in parenthesis after the industry is rank for probable performance (next 12 months).

PAGE

Advertising (33) ...cocoeerercnsssnenn Electric Utility (West) (78) 2223  Investment Co.(Foreign) (~) Railroad (48) .......cocvmricrrreisrsiscens
Aerospace/Defense (65) Electronics (45) ....vv.vvvvvrvrscerminnens 1317 Machinery (18) .............. .. 1701 *RE.T. (90) ...

Air Transport (42) ..... Engineering & Const (87) ........... 1231 Maritime (36} .............. Recreation (32) ...

Apparel (69} ......... Entertainment (51) ..........cccocoes 2327  Medical Services (40) ...... Reinsurance (97) .

Automotive (27) ... Entertainment Tech (89) 2009  Med Supp Invasive (38) ............. Restaurant (44) .......

Auto Parts (4) ....... Environmental (61) .......c.covveerrmveenns 409  Med Supp Non-Invasive (26) Retail Automotive (11) ........ccccce.
SET P ) — Financial Sves. (Div.) (22) .......... 2534  Metal Fabricating (79) ...........c.cc.e Retail Building Supply (60) ..........
Bank (Midwest} {17) .. Food Processing (72) 1901 *Metals & Mining (Div.) {71} ........1 Retail (Hardlines) (56) .............
Beverage (54) ............ Foreign Electronics (9) . 1985  Natural Gas Ulility (6) ...... Retail (Softlines) {37) ..
Biotechnology (84) ......... Funeral Services (24) Natural Gas (Div.) {50} Retail Store (19} ..

Brokers & Exchanges (31) .......... Fum/Home Furnishings (41) ...... 1147 Newspaper (81) .....c........ RetailWholesale Food (47)
Building Materials (5} ..... Heatthcare Information (62) .......... 822  Office Equip/Supplies (73) Semiconductor (7) ...
Cable TV (74) ........... Heavy Truck & Equip (30) ............ 150  Oil/Gas Distribution (58 Semiconductor Equip (1)
*Chemical (Basic) {77) ..... Homebuilding }10 .............. 1123 OQilfield Sves/Equip. (94) .............. Shoe (59) ....vvvcrrvveersernaens
Chemical (Diversified) (2) ... Hotel/Gaming (35) ........c.ccorcorens 2351 Packa?:ng&Container (23) Steel (13) .eovvvevvrcerrracrnns
Chemical (Specialty} (14) Household Products (88} ............. 1188  Paper/Forest Products (16 Telecom. Equipment {86) ...

Telecom. Services (57) ......
Telecom. Utility (81) ......

Computers/Peripherals (25) ........ 1394 *Human Resources (15) .............. 1634  Petroleum (Integrated) (67
Computer Software (28) .............. 2586  Industrial Services (46) ... ..378  Petroleum (Producing) (43) ..

Diversified Co. (55) ... .. 1738 Information Services (29) ............. 433  Phamacy Services (3} .... *Thrift (93) ....
*Drug (82) wvcvorsrrncnnes ... 1605  IT Services (12} ... .2609  Pipeline MLPs (80) Tobacco (68)
E-Commerce (34) . ... 1814 *Insurance (Life) (75) .1551  Power(92) ....... Toiletries/Cosme!
Educational Services { 2000 Insurance (Prop/Cas.) ... 786 *Precious Metals { Trucking (39) ...

Electrical Equipment (52) 1301 Intemet (76) .......cccoernre .2633  Precision Instrument (3 Water Utility (49} ...........
Electric Util. (Central) (8) ... .901  Investment Banking (20) ............ 1806  Public/Private Equity (64) ........... Wireless Networking (85) ..............
Electric Utility (East) (66) ............. 137 Investment Co. (=) wuvevvnvrveisonn 1203 Publishing (85) ....cccccovnnivisennn *Reviewed in this week's issue.

In three parts: This is Part 1, the Summary & Index. Part 2 is Selection & Opinion. Part 3 is Ratings & Reports. Volume LXXIII, No. 34.
Published weekly by VALUE LINE PUBLISHING LLC, 551 Fifth Avenue, New York, NY 10176
© 2018 Value Line, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. THE PUBLISHER 1S NOT

RESPONSIBLE FOR ANY ERAORS OR OMISSIONS HEREIN. This publication is strictly for each subscriber's own, non-commercial, intemal use. No part of this publication may be
reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

See back cover for important disclosures.

105



901

404 WdVvDd
2DIYM

%CL6 =3
Al =X

(-9 g (- )+ (- ") X+ 1=y

suopemafed (NdVIA) VO [edudury

%106 =3 404 NdVDO
7 3INpayds ‘c1-DAN NQIUXF ‘dnoln) uosuiedwio)) pasiasy 10] BJ2q UBSLE SUITT anjeA 89°0 =g
winpwaid st 1R %LL8 =(1-")
1 3Inpayds ‘€ 1-DAN HqIyxg ‘aFesoAe 8107 ‘9 [Udy-T] Yot [1ig Anseai], Jea X-0g %90°¢ =1
%LL'S (%90°€ - %€8°1 1) wniwaid JySL 1NIBA orjojuod JevJeW Ay} Ul UINJal JO el palinbas =y
%E8°11 (%EL'6 + %0°T) NS 15BII0J SUIT AN[BA
%EL'6 (00°1 - . ,St'1) 918t YImou3 Jeak-f 19SSE SSOPYSHI B UO UINJaJ JO Bl =1
€ 3NpP3YS ‘¢ 1-DAN HAYXT-%
sieak ¢-¢ ‘fenuajod uonerdaidde jodIew oG Su 913105ds-)20]S 10 S11BWRISAS oY) ‘B12q = ¢
SPIa1A PUBPIAIP %0°C
+BIEp 1580310] 8107 ‘€1 [1dV Xapu] 79 Arewrung aul anjeA 30035 o1j19ads ayi J0J uinjal Jo 9l pasinbal = 3 Iy M
BIR(T Ul an[BA 10J 91BY YIMOID) pazijenuuy Jea A - (@-"y)d+1=7

¥ AIMPaYdSs ‘€T-DAN NHQIYXT
96¥00L10T ANd "ON Isne)

uonemded JAdV)D) [2POIAl Suidlid Jassy [ende)

A0 Jo uonemde)
sisAjeuy JAAVD
J11)99[7 pue seq) ewoyepQ 10 sisA[euy YOA pue 40A



U0 IOTIN[JUT [BABWMSGNS B ALY SI0ISIAW 9jqEXE)-uou 2Tse| =y pue M..uﬂub on““_“uE
Apane|as am s101s9Au; [ SjquNE) w2 oqisneid simb sty siomw funoos
uo Juipen Jo swnowe ofrey A19A uy o3uSus SI0)SIAUY 1{O0S e ‘PILIIZUOS am
(spuny femnw pus 31 0p ‘spuny uoysuad) sioisaauy [EUORIASUL 3jqEXEI-UoU s Jo) 8
1oedut} 0 Sey 3wodut PUIPIAIP pue sured [midus uo uaping x® ap jo Suamoy ayy,

2

"se13q pasnfpeun £q paimdes jou w2018 Aignn jo
Anamisuas aer 1sa1ayu; Joj soresuadwon seaq pasnipe jo asn a 1oy ¢ 3aydeyy
WoIJ [[8021 ‘JIACION *AIussadau arm syuaunsnipe yiog “Juaunsnfpe (srxe
[E1U0ZLI0Y) B13q  J0U PUT JUSUNSNIPE (SIXE [EORIOA) WIS © St WJVD
o ‘19 andty o) yoeq Suruagey PayILIGpUN A sEIRq S JI parEISIApUN
St SINLMOAs BISq-M0] JOJ WmAI AP ‘pasn sI WAVIH 24 JT UG 'SY00is
8124-MO[ JOJ WAl A SALISIAPUN [INS NJVD 3 *A[iminsoe pajewnsa si
ejaq s, Auedwos v 31 uoag ‘Fuoud josse JO samnjeay uredss om) vow:ano
sEaq paisnipe jo asn ) pue WAVOH 24 “20UspiA9 feowndwo peuu uo
Paseq WdYD o £q paroipard usy Janeyy 51 Joapen WNJAI-YSU POAIRSqO oy
180} UONMIZ0001 [PULI0] € ST WAV SUL “9WWnsa WAVD oy Aq peonpad
et ey} amoy Ajenio st SoILmoas w19 Y31y U0 wimar paadya i jey) jouy
3 WOy SnolAqO ST SIYJ, '§19q UT *asealsap Jo Jsealoul Juaunsnfpe ue jou st
WAVOH 3t ‘Aj[ejuourepung ‘snosuous si jusumam snyy *Bununoa-ajqnop w
SHnsar sisAjeue WJVOH U ‘puan yons o) pasnipe Apeai[e am seiaq our|
ANEA DUIS ‘PUR ‘FWN A0 ('] JO IN[BA UBSW ) premo) ssaxdar o) 3.8
Jo £auapuay 3y o) mofe o) st WdVDH 1 Sursn oy uosuar ap asneaaq st
s, “Tiaquioojg pur aury anjeA £q parddns sso) se yons *wEraq paisnipe Jo
50 3Ap ym usisucout ST WAVIH 24 Jo asn 2y jey) pandre savy amog

*1-9 9jdwexg 235 ‘eyde Swikpioads o) dANBUINE UR SY

%0V =

%Y + %L + %0'G =

(%S — %21) 08'0 X SL°0 + (%SG — %ZL) 520 + %G = ¥

*8Mof[oJ e gp0°[ | Jo Apeumsa Ainbs Jo 1500 B sppark 9A0qe (9-9) uonenba
Wavd [eotndusy SUL 08°0 JO M3q © pus ‘%, Jo winpmasd ysu jeNmEWw B
%S JO N RUY-YSU v Awnsse ‘WJVIH AP Jo uonsondde ay swnsnyy o,
' SWINI paprpaud
VD 3 0 13s0[2 )1 Sunq pue Jjo-apen wmal-ysu WIVIH 24 Jo adojs ot
Suuadaas ‘s10)3aAu1 2|qeXT) J0f WIMyAs pannbai atp paswarsap aaey Lewt 7opg
I Pajosu2 AWOd puapiAIp pure sured feideo uo uaping xu atp jo Suuomo)

A Jar0alojy "waunsnipe eydje aneatasuod v Lidde o) sjqeuoseal st u
‘ST “PAI$3) U33q SBY YoIYM UOTSIZA 2aIJ-3ST ULLa}-1oys s wey) adojs 108

.ﬁ..

3

C¥ — "FSL0 + (¥ — "WSTO + o = ¥
:5311009q uonenbe ap ‘0 = X J1
‘0£°0 PR ST'0 USIMIRG 51 § 0ZSO'0 + 6280°0 = WMSY dISUONEIAI POAISSGO
surejdxa 3539 1Ep ¥ Jo anjea 3y, "Aqeounditia paufuu3)3p 3q O} UOKIRL) B ST X AIM
G - Mg — D+ (- M =N
suonewmxoxdde Sumogjoy A £q YSU SN 01 patelRL S1
£1umaas 8 uo wnyas paeadxa oy ey sisadnsg Piag [eomndue o ‘AU0JAY ] ‘%8
Jo /g O 350|2 51 diysuonejal syl Jo adofs AN 1Y) PUB ‘%8 JO (/] 0 ‘BT Mmoqe
£q 2101 Y-S AP SPIIIXD WG PuUB WA U3AMISq dnysuonsial pIAIIsqo Hp
3o 1daasaiut o “Apris Jo pottad o Buump gog sem wnRud YSU JTEW AP et
pus a9 Kjaewsrxosdde sem pouad uonewInss ) J9AC IyeI FII-YSU B JEL) UIALD)
g 02500 + 6780°0 = WY
:Aq uamB sem pR61-9Z61 Pouad aip 1940 maq pure
Apnses 8 uo um paedxe o) usemieq digsuoneial aiy) ey punoj oym (6861)
uuo Aq Aprys © st WAV 3t Jo AuIpEA S UO 0UIPIAS [ROLIGUIS o Jo [aldAL

sy st eyl ‘WAVOd 2 Fuisa Jo 1592 pantsap oW Jo swos selodioow
Apeale 2)e 22y-ySU WL-POYS © GBI Jatpes el say-ysu uum-Juof e Jo
asn aY) asnesaq ST ST, SN panSas 58 Yons 0] 83eq-mof Joj [endes
JO 1503 3Y) JO BWHSI JIMO] € 0) SpB3| eydfe 10] an[eA Iamof B Jo asn 3],
‘Kreownda parewmisa 18Y) UBY) JaMO[ TRUMSWIOS §I 857—d5 ] Jo aSurs eydpe uy

2'S-9 uonenby

30 WAVOAH oy woxy fqeysinIunsipat ase jew sinsal ssonpaad 9-9 uonenby

‘winnwiasd JSU Jeyews A) puB IRI JAJ-YSU IR JO SAN[EA IJGBUOSEAL JIAQ
(9-9) (4 - "R)9SL0+ (*H — ") G20+ =M

:unoj snewderd alow

Suimortoy oy o} seonpat ¢-9 uonenbyg ‘ajur say-ysu ayy pug wnpuaxd ysu
Ja)Ieul Y JO San[eA J|qRUOSE2I JOJ PUB 57— [ Jo a3ums ap w eydie ue Jog

%02 (6861) UkOW

%8V (5861) Jnyisy pue wesepung ‘Nbusiad
%Y0'S O) %ED' L (og81) uisog pue Awemsewey ‘;abuaquezi
%L1'8 O %2E'S (6L61) & Y pue sefiequazin
%8S'EL O} %8001 (2661} yosueid pue ewe-
%9E'6 01 %BO'Y (2261} Yiegon pue euiey
%¥e'2Zl O %196 (2261) B8joyog pue uesuer ‘iByosld
%I'E O %IEC— (ce61) soyosiy

eydie jo eBuey soyiny

HOL10Vd YHJTV 3HL NO 3ON3AIAT TYIILldNE
Z-937avl

© pue dosyur JayBiy € sBY NIV 3 JO uotsIaA 3)mI 2ag-ysu uLd)-Fuo|
- = . asuBuld Asojejnfey meN

S[8poW Guidld Jessy eaBuely 9 seidey

S 3INpayds ‘g-DAN NQIyxg
96¥00L 10T ANd ON 3she)




ROE and ROR Analysis for Oklahoma Gas and Electric
Summary of Authorized ROEs in Fully Litigated Electric Rate Cases, 1/1/2016-3/29/2018

Cause No. PUD 201700496
Exhibit MFG-14, Schedule 1

Source: SNL Regulatory Research Associates Regulatory Focus

Return on
Original Cost LD
Rate Case Date of Decision Rga te (%) Returnon  Test Year
State Campany Docket Service Type CaseType  Date Filed Decision Type Equity {%)  End Date
2018
Michigan Consumers C-U-18322 Electric Vertically Fully
Energy Co. Integrated 3/31/2017  3/29/2018 Litigated 5.89 10.00 09/2018
Minnesota ALLETE D-E-015/GR-16-66 Electric Verticall Full
{Minnesota - 11/2/2006  3/12/2018 .7 7.06 9.25 12/2017
Integrated Litigated
Power)
Oklahoma Public Service  Ca-PUD20170015: Electric Vertically Fully
Co. of OK Integrated 6/30/2017  1/31/2018 Litigated 6.88 9.30 12/2016
Mean 9.52 9.52
Median 9.30 9.30
Range 9.25-10.00 9.25-10.00
All Vertically
Integrated
2017
N Verti
Nevada evada Power , 17.06003 Electric ertically 6/5/2017 12/29/2017 T 7.95 9,40 12/2016
Co. Integrated Litigated
Texas Southwestern  D-46449 Electric Verticall Full 7.18 8.60 06/2016
Electric Power erticaly 12/16/2016 12/14/2017 ' Y
Co integrated Litigated
Wisconsin Northern States D-4220-UR-123  Electric Verticall Full 7.56 9.80 12/2018
ertically ully
Power Co - Wi Elec
(Etec) Integrated 5/4/2017  12/7/2017 Litigated
lllinoi A Winois D-17-0197 Electric 7.04 8.40 12/2016
nots . Distribution  4/13/2017  12/6/2017 "W /
Litigated
Ilinoi Commonwealth D-17-0196 Electric 6.47 8, 12/2016
fnois X Distrbution  4/13/2017  12/6/2017 WY 2 /
Edison Co. Litigated
Massachusetts NSTAR Electric  DPU 17-05 Electric Fully 7.33 10.00 06/2016
istributi 1/17/2017 11/30/2017
Co. {NSTAR) Distribution 1171 130/2017 4 ioated
Massachusetts Western DPU 17-05 Electric Full 7.26 10.00 06/2016
Massachusetts  (WMECO) Distribution  1/17/2017 11/30/2017 -
. Litigated
Electric
Maryland Potomac Electric C-9443 Electric Ful 7.43 9.50 04/2017
Power Co. Distribution  3/24/2017 10/20/2017 .
Litigated
Hawaii Maui Electric D-2014-0318 Electric Vertically Fully NA NA NA
12/30/2014 8/4/2017
Company Ltd Integrated 130/ /4/ Litigated
District of  Potomac Electric ¢ |)5q Electric Distribution  6/30/2016  7/24/2017 TV 7.46 9.50 03/2016
Columbia Power Co. Litigated
. . Kansas City ) Vertically Fully
-ER-. - 7/1/20 . g
Missouri Power & Light C-ER-2016-0285 Electric Integrated /1/2016 5/3/2017 Litigated 7.43 9.50 12/2015
. . Kansas City . Vertically Fully
™M C-ER-2016-0073 Elect 7/1/201 X 9.20 12/2015
ssourt Power & Light 3 ectric Integrated 71/2016 s/3/2017 Litigated 8.46 /
Oklahoma  OGE PUD201500273  Electric Vertically 12/18/2015  3/20/2017 TV 7.69 9.50 06/01/15
Integrated Litigated
. . . Vertically Fully
-15- lect . X
Minnesota Otter Tail GR-15-1033 Electric Integrated 2/16/2016 3/2/2017 Litigated 7.51 9.41 12/2016
Michigan ~ Consumers C-U-17990 Electric Vertically 3/1/2016  2/28/2017 "W 594 10.10 08/2017
€ Energy Co. Integrated Litigated i i
Marylang ~ DeimarvaPower . o o4 Electric Distribution  7/20/2016  2/15/2017 "W 6.74 9.60 03/2016
i & Light Co. Litigated : :
Maryland ~ DemarvaPower ¢ g p0q Electric Distribution  7/20/2016  2/15/2017 W 7.77 9.30 03/2017
& Light Co. Litigated
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ROE and ROR Analysis for Oklahoma Gas and Electric

Summary of Authorized ROE:s in Fully Litigated Electric Rate Cases, 1/1/2016-3/29/2018

2017
(continued)

Michigan

2016

Colorado

Maine
Connecticut
Connecticut
lllinois

lllinois

Maryland

Oklahoma

Wisconsin

Massachusetts

New Mexico

Michigan

Washington
Arizona
New Mexico
Maryland

Massachusetts

DTE Electric Co.

Black Hills
Colorado Electric

Emera Maine

United
llluminating Co.
United
lluminating Co.

Ameren |llinois

Commonwealth
Edison Co.

Potomac Electric
Power Co.

Public Service
Co. of OK
Madison Gas
and Electric Co.
Massachusetts
Electric
Company
Public Service
Co. of NM

Upper Peninsula
Power Company

PacifiCorp

UNS Electric

El Paso Electric
Co.

Baltimore Gas
and Electric Co.
Fitchburg Gas &
Electric Light

C-U-18014

D-16AL-0326E

2015-00360
D-16-06-04
D-16-06-05
D-16-0262

D-16-0259

C-9418
Ca-
PUD201500208

D-3270-UR-121
(Elec)

C-15-00261-UT

€-15-00127-UT
C-9406 (elec)

DPU 15-80

Electric

Electric

Electric

Electric

Electric

Electric

Electric

Electric

Electric

Electric

Electric

Electric

Electric

Electric

Vertically
Integrated

Vertically
Integrated

Distribution

Distribution

Distribution

Distribution

Distribution

Vertically
Integrated
Vertically
Integrated

Vertically
Integrated

Vertically
Integrated

Distribution

Distribution

2/1/2016

5/3/2016

7/1/2016
7/1/2016
4/15/2016

4/13/2016
4/19/2016

7/1/2015

4/8/2016

8/27/2015

5/11/2015
11/6/2015

6/16/2015

109

1/31/2017

12/19/2016

12/19/2016

12/14/2016

12/14/2016

12/6/2016

12/6/2016

11/15/2016

11/10/2016

11/9/2016

9/1/3016

9/28/2016

9/8/2016

9/1/2016

8/18/2016

6/8/2016

6/3/2016

4/29/2016

Fully
Litigated

Fully
Litigated

Fully
Litigated
Fully
Litigated
Fully
Litigated
Fully
Litigated
Fully
Litigated

Fully
Litigated

Fully
Litigated
Fully
Litigated

Fully
Litigated

Fully
Litigated

Fully
Litigated
Fully
Litigated
Fully
Litigated
Fully
Litigated
Fully
Litigated

5.55

Mean

Median
Range

7.47

7.22

7.67

7.28

8.46

Mean

Median
Range

Cause No. PUD 201700496
Exhibit MFG-14, Schedule 1

10.10

9.49
9.50

8.40-10.10

All

9.37

9.00

9.10

9.25

8.64

8.64

9.55

9.50

9.80

9.80

9.58

10.00

8.50

9.50

9.48

9.75

9.80

9.43
9.50

8.64-10.00

All

07/2017

9.62
9.50
9.20-10.10

Vertically
Integrated

12/2015

12/14/17
12/2015
12/2015
12/2015

12/2015

12/2015

01/2015

12/2017

06/15/17

09/2016

12/16/17

06/15/17
12/14/17
12/2014
11/2015

12/2014

9.55
9.50
9.37-9.80

Vertically
Integrated
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ROE and ROR Analysis for Oklahoma Gas and Electric
ROR with Recommended ROE

Ratio
Long-Term Debt 50.00%
Common Equity 50.00%

100%

Overall Rate of Return

Recommended

Cost
532%
9.18%

WACC
2.66%
4.59%

7.25%

Cause No. PUD 201700496
Exhibit MFG-14, Schedule 4

The recommended common equity cost of 9.18 percent is based on the ROE analysis performed in Exhibits MFG-12, Schedules 1-8 and MFG-
13, Schedules 1-5, the results of which are summarized in Exhibit MFG 14, Schedule 2. This analysis is augmented by the summary of
authonized ROEs in recent fully Iitigated electric rate cases reported in SNL Regulatory Research Associates Regulatory Focus and presented

in Exhibit MFG-14, Schedule 1

The long-term debt cost is that proposed by Oklahoma Gas and Electric. The capital structure is a hypothetical structure that takes into account
the actual capital structure presented by the Company in the testimony of Dr. Roger A. Morin and Donald Rowlett, and the analysis performed

in Exhibit MFG-14, Schedule 3.

Ratio
Long-Term Debt 50.00%
Common Equity 50.00%

100%

Overall Rate of Return

Top of Range

Cost
5.32%
9.35%

WACC
2.66%
4.68%

7.34%

Ratio
50.00%
50.00%

100%

Bottom of Range

Cost
532%
9.01%

WACC
2.66%
451%

7.17%



9-OdN VDA ‘€-DAN ‘T-DAN SHQIYXT 39S~ x

q2900 jo Auedwod juared
sure|d

18210 Yum suonerodau
IaB1ow Buo3uQ

proysaty;

s3urures pajen3al

924G/ 139W Jou s20(J
proysaiy

s3urures pajen3al

924G/ 199U J0U S30(]
suonesado

uo Ayder30a3 Jo 193})0 0}
anp ysu uj 9jqeredwiod JoN
paseq-epeue)

saniun

Ansnpuj o11309[q aul]
anfe A Suowe paisi| JION

400
JeISO M

d10D 1dd

A312uq BIFIXaN

9111997 UBlEMEH

S0,
elowy

el

‘suopyesado o11393[2 pajejngal

WO} PaALISP Jojeolpul suruIes Jayjoue Jo Swooul

32U Jo Jusoiad G/ JO piepuels ay) 199wl op pue sajuedwod
Ansnpuj oLa9[q aul anjeA a2y jo ed ase sajueduiod
W31 3y [ Jo [ 3Ted ‘T-NVY NQIUXT 193110 39S«

suonesado sen
suonerado sen

suonesado sen

suotjeiado sen

1|

s,APOOJA] Ul papnjout JON

suoijeiado sen
suonjeiado sen

‘ouf A81euyq 90X
WI21Sa M YHON

%w._ocm Q2INO0SISA]

A31aug ong

uosIpg pajepijosuo)

A312ug SIND
uoneiodio)) ualowy

Auedwo) wiaynog
[elouan) puejHod
$201n0s2Y ANJ

1S9 M dorUUL]

[leL 1910

d4d00vdl

o03|3 osed |9
ARV

Anpiqen] aayprim JeuonjeUI3)U] UOSIPT suonelado sen AB1ouq eIy 1oMOd d11199[ uedLISW Y
»xdnoao) uostedwo) (g) dnoan »dnoian £xoag wouy (g) dnoan (¢) dnoao) AxoaJ uLIOI\
W04} UOISN[IX 10] UOSBY Axo0a1J utiofy AjuQ UOISN[IX J0J UOSEIY uostredwo)) uiggrain pue dnoar) uosteduo)

ST-DAN NqIyxy

96¥00L10T d1d "ON 3sne)

ul SaIN() NI

AuQ ux samH() ALY

Suyyao ur sanimQ A9

dnoin) £xo1J uLiojj] sa dnouas) uosriedmo)
A3 pue seD ewoyep|Q 10) sis[euy YOA pPue FOA



ROE and ROR Analysis for Oklahoma Gas and Electric Cause No. PUD 201700496
Blue Chip Financial Forecasts Exhibit MFG-16
Forecasted Interest Rates vs. Actual Interest Rates
Available Ahern Cases

ROR with Recommended ROE

Blue Chip 30-  30-Year
Year Treasury  Treasury

Ahern Forecasts Sources Forecast Actual 30-Year Treasury Actual Averages

2009Q3-2010Q4 2009Q3 2009Q4 2010Q1 2010Q2 2010Q3 2010Q4
Blue Chip September 1, 2009 4.67% 4.28% 4.32% 4.34% 4.62% 4.37% 3.86% 4.17%
South Carolina PSC, Docket No. Difference -0.39%

2009-479-W/S, United Utility
Companies, Direct Testimony,
Pages 41-42, February 2010

20112Q-2012Q3 2011Q2 2011Q3 2011Q4 2012Q1 2012Q2 2012Q3
Blue Chip June 1, 2011 4.78% 3.32% 4.34% 3.69% 3.04% 3.14% 2.94% 2.74%
Missouri PSC, Case Nos. WR-2011- Difference -1.46%
0337, SR-2011-0338, Direct
Testimony, Page 52 and Schedule
PMA-10, Page 7 of 8, June 30, 2011

2013Q2-2014Q3 2013Q2 2013Q3 2013Q4 2014Q1 2014Q2 2014Q3
Blue Chip January 1, 2013 3.60% 3.51% 3.14% 3.71% 3.79% 3.68% 3.44% 3.27%
New Hampshire PUC, DOCKET NO. Difference -0.09%

DW 12-085, Rebuttal Testimony,
Page 23, March 6, 2013
2014Q2-2015Q3, 2016-2020,

and 2021-2025 201402 2014Q3 2014Q4 2015Q1 201502 2015Q3
Blue Chip June 1, 2014 4.33% 2.93% 3.44% 3.27% 2.97% 2.55% 2.88% 2.96%
Delaware PSC, PSC Docket No. 13- Difference -1.40% 2016 2017 2018Q1
466, Rebuttal Testimony, Page 9, 2.60% 2.90% 3.03%

Pages 19-20, Exhibit No. T-6R,
Schedule 9, Pages 20, 21, and 24 of
37, June 25, 2014.

2015Q1-2016Q2, 2016-2020,

and 2021-2025 2015Q1 2015Q2 2015Q3 2015Q4 2016Q1 2016Q2
8lue Chip January 1, 2015 3.94% 2.81% 2.55% 2.88% 2.96% 2.96% 2.72% 2.57%
New Jersey Board of Public Utiities,  Difference -1.13% 2016 2017 2018Q1
Docket No. WR15020269, Prepared 2.60% 2.90% 3.03%

Testimony, Page 27, February 27,
2015Q4-2017Q1, 2017-2021,

and 2022-2026 2015Q4 2016Q1 2016Q2 2016Q3 2016Q4 2017Q1
Blue Chip December 1, 2015 3.70% 2.85% 2.96% 2.72% 2.57% 2.28% 2.83% 3.05%
Delaware PSC, PSC Docket No. 16- Difference -0.85% 2017  2018Q1
0163, Prepared Testimony, Page 28, 2.90% 3.03%

February S, 2016.
2016Q1-2017Q2, 2017-2021,

and 2022-2026 2016Q1 2016Q2 2016Q3 2016Q4 2017Q1 2017Q2
8Blue Chip February 1, 2016 3.75% 2.84% 2.72% 2.57% 2.28% 2.83% 3.05% 2.90%
New York PSC, Case No. 16-W- Difference -0.91% 2017 2018Q1
0130, Testimony, Page 7, Page 34, 2.90% 3.03%

February 26, 2016.
2017Q1-2018Q2, 2018-2022,

and 2023-2027 2017Q1 2017Q2 2017Q3 2017Q4 2018Q1 2018Q12
Blue Chip February 1, 2017 3.65% 2.92% 3.05% 2.90% 2.82% 2.82% 3.03%
New Jersey Board of Public Utilities,  Difference -0.73%
Case No. 16W16060510, Rebuttal
Testimony, PRT-2, Page 32,
February 26, 2016.

2017Q2-2018Q3 2017Q2 2017Q3 2017Q4* 2018Q1 2018Q2 2018Q3
Blue Chip April 1, 2017** 3.52% 2.89% 2.90% 2.82% 2.82% 3.03% - -
North Dakota PSC, Docket No. PU- Difference -0.63%
17-295, Direct Testimony, Schedule
8, page 1 of 2, July 21, 2017

2019-2023 2019 2020 2021 2022 2023

Blue Chip June 1, 2017** 4.30% NA - - - = -
North Dakota PSC, Docket No. PU- Difference NA
17-295, Direct Testimony, Page 11,
July 21, 2017

** ). Stephen Gaske Testimony
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ROE and ROR Analysis for Oklahoma Gas and Electric

30-Year Treasury Interest Rates, March 1, 2017-March 29, 2018

Sources:

Cause No.

PUD 201700496
Exhibit MFG-17

30-year Treasurys: http://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/TextView.aspx?
data=yieldYear&year=2014

Federal funds rate: https://www.federalreserve.gov/monetarypolicy/openmarket.htm

Bold type indicates days the Federal Reserve's Open Market Committee met or the federal funds target rate changed.

Date
1/3/2017
1/4/2017
1/5/2017
1/6/2017
1/9/2017

1/10/2017
1/11/2017
1/12/2017
1/13/2017
111712017
1/18/2017
1/19/2017
1/20/2017
1/23/2017
1/24/2017
1/25/2017
1/26/2017
1/27/2017
1/30/2017
1/31/2017
2/1/2017
2/2/2017
2/3/2017
2/6/2017
2/712017
2/8/2017
2/9/2017
2/10/2017
2/13/2017
2/14/2017
2/15/2017
2/16/2017
2/17/2017
2/21/2017
2/22/2017
2/23/2017
2/24/2017
2/2712017
2/28/2017
3/1/2017
3/2/2017
3/3/2017
3/6/2017
3/7/2017
3/8/2017
3/9/2017
3/10/2017
3/13/2017

30-year
Treasury
rate
3.04
3.05
2.96
3.00
2.97
2.97
2.96
3.01
2.99
293
3.00
3.04
3.05
2.99
3.05
3.10
3.08
3.06
3.08
3.0
3.08
3.09
311
3.05
3.02
2.96
3.02
3.01
3.03
3.07
3.09
3.05
3.03
3.04
3.04
3.02
2.95
2.98
2.97
3.06
3.09
3.08
3.10
3.11
3.15
3.19
3.16
3.20

FOMC
Hold

Federal
Funds rate
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
0.50-0.75
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Date
4/3/2017
4/4/2017
4/5/2017
4/6/2017
41712017

4/10/2017
4/11/2017
4/12/2017
4/132017
4/1712017
4/18/2017
4/19/2017
4/20/2017
4/21/2017
4/24/2017
472512017
4/26/2017
472712017
4/28/2017
5/172017
5/2/2017
5/3/2017
5/4/2017
5/512017
5/8/2017
51912017
5/10/2017
5/11/2017
5/12/2017
5/15/2017
5/16/2017
5/17/2017
5/18/2017
5/19/2017
5122/2017
52312017
5/24/2017
512512017
5/26/2017
5/30/2017
5/31/2017
6/1/2017
6/2/2017
6/5/2017
6/6/2017
6/7/2017
6/8/2017
6/9/2017

30-year
Treasury
rate
2.98
2.99
298
2.99
3.00
2.99
293
292
2.89
292
2.84
2.87
2.89
2.89
293
2.99
2.97
2.96
2.96
3.00
297
2.97
3.00
2.99
3.02
3.04
3.03
3.03
2.98
3.00
2.99
291
2.90
2.90
291
295
2.92
2.92
2.92
2.88
2.87
2.87
2.80
2.84
2.81
2.84
2.85
2.86

FOMC
Hold

Federal
Funds rate
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00



ROE and ROR Analysis for Oklahoma Gas and Electric

30-Year Treasury Interest Rates, March 1, 2017-March 29, 2018

3/14/2017
3/15/2017
3/16/2017
3/1712017
3/20/2017
3/21/2017
3/22/2017
3/23/2017
3/24/2017
312712017
3/28/2017
3/29/2017
3/30/2017
3/31/2017

2017Q1 Mean

Date
7/3/2017
7/5/2017
71612017
771712017

771072017
7/112017
711212017
7/13/2017
771412017
711772017
7/18/2017
7/19/2017
7/20/2017
7/2172017
712412017
7/25/2017
7/26/2017
7/27/2017
7/28/2017
713172017
8/1/2017
8/2/2017
8/3/2017
8/4/2017
81712017
8/8/2017
8/9/2017
8/10/2017
8/11/2017
8/14/2017
8/15/2017
8/16/2017
8/17/2017
8/18/2017
8/21/2017
8/22/2017
8/23/2017

3.17
3.11
3.14
3.1
3.08
3.04
3.02
3.02
3.00
2.98
3.02
2.99
3.03
3.02

3.05

Treasury

2.86
2.85
2.90
2.93
2.93
2.92
2.89
2.92
291
2.89
2.85
2.85
2.83
2.81
2.83
291
2.89
293
2.89
2.89
2.86
2.85
2.81
2.84
2.84
2.86
2.82
2.79
2.79
2.81
2.84
2.81
2.78
2.78
2.77
279
275

FOMC
Raise

FOMC
Hold

0.50-0.75
0.50-0.75
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00
0.75-1.00

Funds rate

1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25

116

6/12/2017
6/13/2017
6/14/2017
6/15/2017
6/16/2017
6/19/2017
6/20/2017
6/21/2017
6/22/2017
6/23/2017
6/26/2017
6/27/2017
6/28/2017
6/29/2017
6/30/2017

2017Q2 Mean

Date
10/2/2017
10/3/2017
10/4/2017
10/5/2017
10/6/2017

10/10/2017
10/11/2017
10/12/2017
10/13/2017
10/16/2017
10/17/2017
10/18/2017
10/19/2017
10/20/2017
10/23/2017
10/24/2017
10/25/2017
10/26/2017
10/27/2017
10/30/2017
10/31/2017
11/1/2017
11/2/2017
11/3/2017
11/6/2017
11/7/2017
11/8/2017
11/9/2017
11/10/2017
11/13/2017
11/14/2017
11/15/2017
11/16/2017
11/17/2017
11/20/2017
11/21/2017
1172272017

2.86
2.87
2.79
2.78
278
279
2.74
2.73
272
271
2.70
275
2.77
2.82
2.84

2.90

Treasury

2.87
2.87
2.87
2.89
291
2.88
2.88
2.86
2.81
2.82
2.80
2.85
2.83
2.89
2.89
2.92
2.95
2.96
2.93
2.88
2.88
2.85
2.83
2.82
2.80
2.77
2.79
2.81
2.88
2.87
284
271
2.81
2.78
2.78
2.76
2.75

Cause No.

FOMC
Raise

FOMC
Hold

PUD 201700496
Exhibit MFG-17

0.75-1.00
0.75-1.00
0.75-1.00
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25

Funds rate
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
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30-Year Treasury Interest Rates, March 1, 2017-March 29, 2018

8/24/2017
8/25/2017
8/28/2017
8/29/2017
8/30/2017
8/31/2017
9/172017
9/5/2017
9/6/2017
91112017
9/8/2017
9/11/2017
9/12/2017
9/13/2017
9/14/2017
9/15/2017
9/18/2017
9/19/2017
9/20/2017
9/21/2017
92212017
92512017
9/26/2017
9272017
9/28/2017
9/29/2017

2017Q3 Mean

2017 Mean

122018
1/3/2018
1/4/2018
1/5/2018
1/8/2018
1/9/2018
1/10/2018
1/11/2018
1/12/2018
1/16/2018
1/17/2018
1/18/2018
1/19/2018
1/22/2018
1/23/2018
1/24/2018
1/25/2018
1/26/2018
172972018
1/30/2018
1/31/2018
2/1/2018
21212018

271
2.75
2.76
2.74
2.75
273
271
2.69
272
2.66
2.67
2.5
2.78
2.79
2717
2.77
2.80
2.81
2.82
2.80
2.80
2.76
2.78
2.86
2.87
2.86

2.82

2.89

FOMC
Hold

2.81
2.78
2.79
2.81
2.81
2.88
2.88
291
2.85
2.83
2.84
2.90
291
293
2.90
293
2.89
291
2.94
2.98 FOMC
2.95 Hold
3.01
3.08

1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25

1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
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11/24/2017
11/27/2017
11/28/2017
11/29/2017
11/30/2017
12/172017
12/4/2017
12/5/2017
12/6/2017
12/7/2017
12/812017
12/11/2017
12/12/2017
12/13/2017
12/14/2017
12/15/2017
12/18/2017
12/19/2017
12/20/2017
12/21/2017
12/22/2017
12/24/2017
12/25/2017
12/26/2017
12/27/2017
12/28/2017
12/29/2017
12/31/2017

2017Q4 Mean

2.76
2.76
2.77
2.81
2.83
2.76
277
2.73
271
2.76
277
277
2.79
2.74
271
2.68
2.74
2.82
2.88
2.84
2.83
2.83
2.83
2.82
2.75
2.76
2.74
2.74

2.82

Cause No.

FOMC
Raise

PUD 201700496
Exhibit MFG-17

1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.00-1.25
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
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30-Year Treasury Interest Rates, March 1, 2017-March 29, 2018

2/5/12018
2/6/2018
21712018
2/8/2018
2/9/2018
2/12/2018
2/13/2018
2/14/2018
2/15/2018
2/16/2018
2/20/2018
2/212018
2/22/2018
2/23/2018
2/26/2018
2/27/2018
2/28/2018
3/1/2018
3/2/2018
3/5/2018
3/6/2018
3/7/2018
3/8/2018
3/9/2018
3/12/2018
3/13/2018
3/14/2018
3/15/2018
3/16/2018
3/19/2018
3/20/2018
3/21/2018
3/22/2018
3/23/2018
3/26/2018
3/27/2018
3/28/2018
3/29/2018

2018Q1 Mean

3.03

3.04
3.06
3.12
3.14
3.14
3.14
3.11
3.18
3.15
3.13
3.15
3.22
3.21
3.16
3.15
3.17
3.13
3.09
3.14
3.16
3.14
3.15
3.13
3.16
3.13
3.10
3.05
3.05
3.08
3.09
3.12
3.12
3.06
3.06
3.08
3.03
3.01
2.97

FOMC
Raise

1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.25-1.50
1.50-1.75
1.50-1.75
1.50-1.75
1.50-1.75
1.50-1.75
1.50-1.75
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WHERE CAN INVESTORS SEEK PREDICTABLE INCOME?

€ 01700496
Exhibjt MFG-18

@ PGIM

THE FED

ECONOMY | WORLD ECONOMY | USECONOMY | THEFED | CENTRAL BANKS | JOBS | GDP OUTLOOK

Fed could cut its balance sheet
in half, Bernanke says

» The Fed is scheduled to conclude its two-day meeting this Wednesday, but is
not expected to raise interest rates until at least June.

o "| think they're aiming for something in the vicinity of $2.3 to $2.8 trillion,
something like that,” former Fed Chair Ben Bernanke said Monday on CNBC's
"Squawk Box."

» March meeting minutes showed the Fed intends to cut the size of the balance
sheet this year.

Evelyn Cheng | @chengevelyn
Published 9:44 AM ET Mon, 1 May 2017 | Updated 10:14 AM ET Mon, 1 May 2017

M oNnec

Ben Bernanke: Defending Fed's
balance sheet

Former Federal Reserve Chairman Ben Bernanke says the central
bankcould reduce its $4.5 trillion balance sheet by as much as half.

"I think they’re aiming for something in the vicinity of $2.3 to $2.8
trillion, something like that,” he said Monday on CNBC's "Squawk Box."

Bernanke did not expect the Fed would return its balance sheet to
precrisis levels of less than $1 trillion.

During the financial crisis, the monetary-policy setting Federal Open
Market Committee bought a massive amount of assets and cut short-
term interest rates to near zero in an effort to stimulate the economy.
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ROE and ROR Analysis for Oklahoma Gas and Electric

Summary of ROE Analyses and Recommended ROE, Merrill Updated

Company Name

Wisconsin Public Service Corp.
DTE Electric Co.

Portland General Electric Co.
Southwestern Public Service Co
Avista Corp.

PacifiCorp

Avista Corp.

Entergy Arkansas Inc.
Indianapolis Power & Light Co.
El Paso Electric Co.

Northern IN Public Sve Co.
Kingsport Power Company
UNS Electric Inc.

PacifiCorp

Upper Peninsula Power Co.
Public Service Co. of NM
Madison Gas and Electric Co.
Public Service Co. of OK
Wisconsin Power and Light Co
Florida Power & Light Co.
Liberty Utilities CalPeco Ele
Duke Energy Progress LLC
Black Hills Colorado Electric
Virginia Electric & Power Co.
Sierra Pacific Power Co.
Avista Corp.

MDU Resources Group Inc.
DTE Electric Co.

Tucson Electric Power Co.
Consumers Energy Co.

Otter Tail Power Co.
Oklahoma Gas and Electric Co.
Gulf Power Co.

Kansas City Power & Light
Northern States Power Co. - MN
Oklahoma Gas and Electric Co.
MDU Resources Group Inc.
Kentucky Utilities Co.
Louisville Gas & Electric Co.
Arizona Public Service Co.
Pacific Gas & Electric Co

San Diego Gas & Electric Co.
Southern California Edison Co.
Tampa Electric Co.

Northern States Power Co - WI*
Southwestern Electric Power Co*
Nevada Power Co.*

Public Service Co. of OK*

ALLETE (Minnesota Power)*
Consumers Energy Co.*

*_Fully Litigated.

Docket #

D-4220-UR-121 (Elec)
C-U-17767
D-UE-294

D-43695
C-AVU-E-15-05
D-20000-469-ER-15
D-UE-150204
D-15-015-U
Ca-44576
C-15-00127-UT
Ca-44688
D-16-00001
D-E-04204A-15-0142
D-UE-152253
C-U-17895
C-15-00261-UT
D-3270-UR-121 (Elec)
Ca-PUD201500208
D-6680-UR-120 (Elec)
D-160021-El
A-15-05-008
D-2016-227-E
D-16AL-0326E
D-E-22, Sub 532
D-16-06006
C-AVU-E-16-03
D-20004-117-ER-16
C-U-18014
D-E-01933A-15-0322
C-U-17990
D-E-017/GR-15-1033
Ca-PUD201500273
D-160186-E!
C-ER-2016-0285
D-E-002/GR-15-826
D-16-052-U
C-PU-16-666
C-2016-00370
C-2016-00371 (elec.)
D-E-01345A-16-0036

Advise No. 3887-G/5148-E

Advice No. 3120-E
Advice No. 3665-E
D-20170210
D-4220-UR-123 (Elec)
D-46449

D-17-06003
Ca-PUD201700151
D-E-015/GR-16-664
C-U-18322

Type

Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated
Vertically Integrated

Vertically Integrated

Vertically Integrated

Vertically Integrated

Vertically Integrated

Vertically Integrated
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Exhibit MFG-19

Date Awarded ROEs Average
12/3/2015 10.00% 9.76%
12/11/2015 10.30% 9.76%
12/15/2015 9.60% 9.76%
12/17/2015 9.70% 9.76%
12/18/2015 9.50% 9.76%
12/30/2015 9.50% 9.76%
1/6/2016 9.50% 9.76%
2/23/2016 9.75% 9.76%
3/16/2016 9.85% 9.76%
6/8/2016 9.48% 9.76%
7/18/2016 9.98% 9.76%
8/9/2016 9.85% 9.76%
8/18/2016 9.50% 9.76%
9/1/2016 9.50% 9.76%
9/8/2016 10.00% 9.76%
9/28/2016 9.58% 9.76%
11/9/2016 9.80% 9.76%
11/10/2016 9.50% 9.76%
11/18/2016 10.00% 9.76%
11/29/2016 10.55% 9.76%
12/1/2016 10.00% 9.76%
12/7/2016 10.10% 9.76%
12/19/2016 9.37% 9.76%
12/22/2016 9.90% 9.76%
12/22/2016 9.60% 9.76%
12/28/2016 9.50% 9.76%
1/18/2017 9.45% 9.76%
1/31/2017 10.10% 9.76%
2/24/2017 9.75% 9.76%
2/28/2017 10.10% 9.76%
3/2/2017 9.41% 9.76%
3/20/2017 9.50% 9.76%
4742017 10.25% 9.76%
5/3/2017 9.50% 9.76%
5/11/2017 9.20% 9.76%
5/18/2017 9.50% 9.76%
6/16/2017 9.65% 9.76%
6/22/2017 9.70% 9.76%
6/22/2017 9.70% 9.76%
8/15/2017 10.00% 9.76%
10/26/2017 10.25% 9.76%
10/26/2017 10.20% 9.76%
10/26/2017 10.30% 9.76%
11/6/2017 10.25% 9.76%
12/7/2017 9.80% 9.76%
12/14/2017 9.60% 9.76%
12/29/2017 9.40% 8.76%
1/31/2018 9.30% 8.76%
3/12/2018 9.25% 9.76%
3/29/2018 10.00% 9.76%
|Average | 9.76%|
Median 9.70%
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ROE and ROR Analysis for Oklahoma Gas and Electric
Summary of ROE Analyses and Recommended ROE, Merrill Updated

Cause No. PUD 201700496
Exhibit MFG-19

Awarded ROEs for Vertically Integrated Electric Utilities Since Dec 2015 -
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