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the tenth year, we assume the “Single-Stage” growth components transitions linearly to the 1 

terminal growth rate for each company included in the S&P 500 portfolio.  The approach used is 2 

essentially the same as the one that was used in Subsection IV.A.2, but recognizing that S&P 500 3 

companies tend to be, relatively speaking, high growth companies initially and that many are in 4 

the early stages of their existence, I have used 7.50 percent as the terminal growth rate. As was 5 

noted previously, in running the model, I have used the same Excel Macro that Mr. Cochrane 6 

had used for his Multi-Stage DCF analysis.  I simply made relevant changes to the row numbers 7 

and the column alphabets in the coding to obtain the Three-Stage ROE estimates as reported in 8 

Schedules PKC-12 and PKC-13.  The results are summarized in Table 2. 9 

Q. Can you provide additional justification for your choice of the terminal growth 10 

rate? 11 

A. Yes.  The mix of S&P 500 constituents, as is well understood, can change overtime.  In 12 

fact, as an example, TESLA got added to the mix very recently (after the Company filed its 13 

testimony); companies can also drop out.  Newly added companies to the S&P 500 index are 14 

often path-breaking and exhibit very high growth rates in their early stages of existence.  That 15 

tends to skew the growth upwards.   I find that the historical average of around 7 percent for S&P 16 

500 EPS growth rate (1960-2018, See Woolridge Testimony, DE 19-064, Bates page 75, lines 1-17 

7), and an average of 7.6 percent over 2002 to 2020,40 suggests that the chosen terminal growth 18 

rate is reasonable.   19 

Q.   What are the estimates of the cost of equity for the EnergyNorth proxy group based 20 

on Three-Stage DCF Market Returns? 21 

                                                           
40 See https://einvestingforbeginners.com/historical-eps-data-for-the-sp-500-20-years-of-average-yoy-growth/  
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A.   The last row of Table 2 reports the two estimates.  CAPM4 and CAPM5 ROE estimates 1 

are 8.13 percent and 8.06 percent, respectively. 2 

Table 2: Three-Stage DCF Market-Returns-Based CAPM ROE Estimates 
 EPS growth projection Average EPS, DPS & BVPS 

growth projections 
 CAPM4 CAPM5 
DCF Market Return (a) 9.73% 9.61% 
Risk Free Return (b) 1.27% 1.27% 
Market Beta (c)  0.999 0.996 
Risk Premium (a)-(b) 8.46% 8.34% 
Beta adjusted RP (d) = ((a)-(b))/(c) 8.47% 8.38% 
Proxy group beta (e) 0.81 0.81 
CAPM ROE estimate (b)+(e)* (d) 8.13% 8.06% 

 3 

Q.   Please summarize the findings from the CAPM analyses. 4 

A. The average of the all of the CAPM estimates is 9.64 percent.  But, when the growth 5 

estimates are based on EPS, DPS, and BVPS growth projections (CAPM1, CAPM2 and 6 

CAPM5), the average is 9.37 percent.  As noted previously, we do not recommend relying on the 7 

CAPM approach in setting the allowed return on equity, but the analyses are still useful as 8 

checks.     9 

 10 

IV.C  Conclusion 11 

Q.   What is your recommendation on the allowed rate of return on equity? 12 

A.   When we consider all methods (DCF and CAPM equally weighted), inclusive of 13 

estimations using EPS growth projections, the average ROE estimate is 9.18 percent.41  14 

                                                           
41 For all of the DCF estimations here we have applied the outlier determination screening previously discussed. 

049



  DG 20-105 Liberty Utilities (EnergyNorth) 
  Direct Testimony of Chattopadhyay 
 

50 
 

Considering all methods (DCF and CAPM weighted equally), but excluding the estimations 1 

using EPS growth projections, the average ROE is 8.95 percent. 2 

When we rely only on the DCF estimations, inclusive of estimates based solely on EPS 3 

growth projections, the average ROE estimate is 8.71 percent.  When we exclude the estimates 4 

based solely on EPS growth projection, the average ROE estimate is 8.53 percent.   5 

In view of our preferred reliance on the DCF approach, and considering how 6 

EnergyNorth/Algonquin (AQN) compares with the OCA proxy, the OCA recommends an 7 

allowed ROE of 8.90 percent.  As for a reasonable range for the allowed ROE, the OCA 8 

recommends 8.80 percent to 9.00 percent.   9 

Q.   Does this conclude your testimony? 10 

A.  Yes, it does.   11 
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