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Please state your name and business address. 
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Adam H. Gatewood, 1500 Arrowhead Road, Topeka, Kansas 66604. 

Who is your employer and what is your title? 

I am the Managing Financial Analyst for the Kansas Corporation Commission 

(Commission). 

What is your educational and professional backgrouncl? 

I graduated from Washburn University with a B.A. in Economics in 1987 and a 

Masters of Business Administration in 1996. I have filed testimony on cost of 

capital, capital structure, and related issues before the Commission in more than 

115 proceedings. I have also filed testimony before the Federal Energy Regulatory 

Commission. 

What is the purpose of your testimony? 

My testimony provides the Commission with an estimate of S&T Telephone 

Cooperative, Inc.'s (S&T) cost of equity, cost of debt, and rate of return that Staff 

used in setting S&T's revenue requirement and ultimately determines the support 

payment from the Kansas Universal Service Fund (KUSF). In doing so, I evaluate 

S&T's requested rate of return presented in its Application filed in September of 

2013. 

1 



1 Q 

2 A 

3 
4 

5 
6 

7 
8 

9 

10 
11 
12 

13 

14 
15 

16 
17 

Gatewood Direct Testimony 
l 4-S&TT-525-KSF 

Describe the Appendices and Schedules attached to your Testimony. 

Appendices attached to my Testimony: 

Appendix A: 

AppendixB: 

Appendix C: 

The standards used to evaluate a reasonable rate of 
return; 

A discussion of the theory and mechanics of the 
discounted cash flow (DCF) model; and 

A discussion of the theory and mechanics of the capital 
asset pricing model (CAPM). 

Schedules attached to my Testimony: 

Schedule AHG-1: Value-Line Investment Survey Economic Forecast and 
J.P. Morgan Long-Term Capital Market Return 
Assumptions (2014) 

Schedule AHG-2: Value-Line Proxy Company Reports 

Schedule AHG-3: Proxy Company Business Descriptions from 
ThomsonFN (Y ahooFinance) 

Schedule AHG-4: Value-Line Growth Forecasts, ThomsonFN Growth 
Forecasts and Stock Price Data 

18 SUMMARY OF FINDINGS 

19 Q Please summarize your findings and recommendations. 

20 A Staff and S&T disagree on the cost of equity capital. Staff and S&T agree on the 

21 cost of debt and the capital structure. I am recommending a 7.10% rate of return 

22 (ROR) for S&T based on the elements in the following table. 
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Rate of Return for S&TTelephone Cooperntive 
Proposed by Staff 

1 2 3 
Capital Cost of Weighted 
Ratio CaEital Cost 

Long-term Debt 45.14% 3.87% 1.75% 
Connnon Eguity 54.86% 9.75% 5.35% 

Rate of Return 7.10%' 

1) capitalization ratios of consolidated capital structure 
2) Stafrs recommended cost of capital 
3) column l x column 2 

Please describe S&T's ROR request. 
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S&T calculated its revenue requirement using an ROR of 8.60% as detailed in the 

following table. 

Rate of Return 
Proposed by S&TTelephone Cooperative 

2 3 
Capital Cost of Weighted 
Ratio CaEital Cost 

'Long-term Debt 45.14% 3.87% 1.75% 
1 Con11non Eguity 54.86% 12.50% 6.86% 

Rate of Return 8.60% 

Source: Application, Section 7 

How does your recommendation in this Docket compare to those in recent 

KUSF Dockets? 

This table contains the KUSF Dockets of the past two years. Staffs 
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recommendations have been in the range of 9.75% to 10.50%. In a fully litigated 

Docket, the Commission adopted Staffs recommendation of a 10.00% return on 

equity for La Harpe Telephone Company in Docket 12-LHPT-875-AUD. 

Staff Positions in Recent KUSF Dockets 

Testitnony Equity Staff i 

Date Ratio ROE ' Con!!:any Docket i 

10/18/2012. 29.69%' 10.50%; Gorhan1 Telephone Co1npany 12-GRHT-633-KSF 
12/19/2012 90.00%' 10.00%. LaHarpe Telephone Co1npany 12-LHPT-875-AUD 
3113/2013 60.00% 10.00%' Cra\v-Kan Telephone Cooperative, Inc. 13-CRKT-268-KSF 
5/17/2013' Confidential 10.00%:Zenda Telephone Co1npany, Inc. 13-ZENT-065-AUD 

• 

5123/2013 46.50% 9.75%:J.B.N. Telephone Co1npany, Inc. 13-JBNT-437-KSF 
9/24/2013 55.83% 9.75%:Peoples Telccon11nunications, LLC 13-PJTJ'-678-KSF 
2/5/2014 61.43% 9.75%1 \Vatnego Telcconununications Co. 14-Wl'CT-142-KSF 

9125/2014 54.86% 9.75%: S&T Telephone Cooperative, Inc. 14-S&TI-525-KSF 
i i i 

5 My recommendation for S&T is based on my review of the capital markets at this 

6 point in time. The analysis and testimony I am filing in this Docket is similar to the 

7 cost of equity analyses I have filed in KUSF Dockets since the Financial Crisis; the 

8 data and inputs are reviewed and updated for each docket. 

9 Capital Structure 

10 Q Has Staff reviewed the capital structure proposed by S&T? 

11 A Yes, I reviewed the capital structure proposed by S&T in the Application and the 

12 capital accounts data reported in S&T's audited financial statements. The capital 

13 structure proposed by S&T of 54.86% equity and 45.14% debt is reasonable for 

14 setting its revenue requirement as it is a balanced capital structure consistent with 

15 traditional, rate of return regulated public utility financing. 
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1 Cost of Debt 

2 Q Please discuss the cost of debt S&T proposes to use in its ROR. 

3 A S&T proposes to use a cost of debt of 3.87%. I reviewed S&T's audited financial 

4 statements and verified that this rate accurately reflects S&T's cost of debt. Staff 

5 agrees with S&T that this is a reasonable cost of debt to use in the rate of return. 

6 S&T's Proposed Return on Equity is 12.50% 

7 Q How does S&T anive at the 12.50% return? 

8 A S&T justifies its request for a 12.50% return on equity by what appears to be 

9 rebuttal or responsive testimony filed by Cu1i Huttsell of Telecom Consulting 

10 Associates (TCA) in a docket before the Public Service Commission of Utah. Mr. 

11 Huttsell is not a witness in this docket and is not sponsoring those pages of 

12 testimony; rather it appears to be sponsored by Daniel Meszler of TCA. 

13 Q What arc the short-comings of the cost of equity support S&T filed? 

14 A There are several shortcomings to S&T's support for its 12.50% return on equity: 

15 1) there is no testimony or analysis that links Dr. Huttsell's findings in the Utah 

16 docket to the required return for S&T; 2) there is no discussion of how S&T's 

17 request is consistent with previous Commission Orders such as the Order in for 

18 LaHarpe Telephone Company Docket No. 12-LHPT-875-AUD; and 3) S&T 

19 provides no explanation why the 10% allowed return granted in recent KUSF 
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1 dockets no longer reflects the conditions in the capital markets. Each one of these 

2 tlu·ee problems is sufficient reason to disregard the request for a 12.50% return on 

3 equity. 

4 Cost of Equity Recommendation for S&T 

5 Q How did you arrive at your estimate of 9. 75%? 

6 A My reconunendation is based on the recent decisions issued by the Commission 

7 and the CAPM and DCF analyses that I performed for this Docket. The following 

8 table provides a sununary of the results. 

Starrs Cost of Equity Estimates 

Discounted Cash Flo\\' Analysis: 
Based on nGDP growth of 4.47%: 

Mean 9.88% 
Min 5.71% 
Max 14.63% 

'Based on growth of2.50% (to reflect the forecasted rate of inflation) 
Mean 7.91% 

Min 3.74% 
Max 12.66% 

Based on forecasted 3 to 5 year earnings growth 
Mean 9.20% 

Min 0.93% 
Max 20.69% 

Capital Asset Pricing Model: 8.39% 
9.00% 

Con1n1ission Decisions: 
LaHarpe Telephone Co. (12-LHPT-875-AUD) 10.00% 

Storrs Recommendation: 9.75% 
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I recommend a 9.75% return on equity for S&T with a range of 9.25% to 10.25%. 

This is consistent with the Commission's findings in a recent, fully litigated rate 

case and a KUSF docket. 

There are several reasons why it is reasonable for the Commission to set S&T's 

return at a similar level. First, the economy and capital markets are comparable to 

the economy at the time of that decision. Information for that Docket was gathered 

and decisions made in the post-recession economy. Although we are further along 

in the recovery, the recovery continues with slow economic growth and low interest 

rates. Second, the Docket was fully litigated by the parties. The LaHarpe case 

included substantial questioning of the witnesses on the risks and growth prospects 

of Kansas RLECs. The Commission weighed the evidence and testimony 

presented by Staff and the Company, which had divergent views, and decided that a 

fair and reasonable return to shareholders is 10.00% for an RLEC. Third, an 

allowed return of 9.75% is supported by my DCF analyses which incorporate 

current data from the financial markets and long-term forecasts for economic 

growth. 

Diel you analyze the adequacy of your recommendation? 

Yes, Staffs Schedule D-1 calculated S&T's ability to meet its annual interest 

payments known as a times interest earned ratio (TIER). Taking into account 

Staffs adjustments including Staffs rate of return, Staffs KUSF suppo1t level 

provides S&T with a TIER of 5.10 based on Staffs Pro-Forma Adjusted Intrastate 
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revenue requirement (see Staff Schedule D-1 ). The TIER calculation appears in 

2 Staff Schedules sponsored by Katie Figgs. These calculations are evidence that 

3 Staffs revenue requirement is sufficient for S&T to satisfy its lenders and 

4 stockholders. That is, S&T will be able to make interest payments to its lenders 

5 and will have the oppotiunity to accumulate patronage capital. 

6 Standards for Evaluating a Fair Rate of Return 

7 Q Please discuss legal standards used to evaluate a utility's allowed retum on 

8 equity capital and allowed rate or return. 

9 A I discuss these standards in Appendix A, attached to my testimony. Appendix A 

10 discusses key rulings by the United States Supreme Court that financial analysts 

11 and policy makers rely on for guidance. My recommendation is consistent with the 

12 decisions from the United States Supreme Court in that I have based my 

13 recommendation on current data from the securities market and relied on data of 

14 publicly traded companies in the rural local exchange segment of the 

15 telecommunications industry. 

16 Q How does this Docket, in which the Commission is setting the level of KUSF 

17 support for an RLEC, differ from a typical rate case? 

18 A In a typical rate case, the revenue requirement is only collected from a utility's 

19 customers. In determining an RLEC's KUSF support, the Commission is setting a 

20 support level that is paid for by all Kansans -- a transfer of money from users of 

8 



1 

2 

3 Q 

4 

5 A 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q 

17 A 

18 

19 

Gatewood Direct Testimony 
14-S&TT-525-KSF 

telecommunications services to the ratepayers of the RLECs. In essence, all 

Kansans are paying a portion of the RLECs' revenue requirements. 

In authorizing an ROR, has the Commission set forth any factors it relies on 

to guide its decisions? 

Yes. In Docket No. 10-KCPE-415-RTS, the Commission stated in its Order (415 

Order), "The return on equity we authorize should: 1) fairly compensate the utility 

for its invested capital; 2) enable the utility to compete for new capital on equal 

terms with other businesses in the same geographic area having similar risks; and 

3) maintain the utility's financial integrity."1 The Commission reiterated these 

principles in its Order issued in 12-KCPE-764-RTS (764 Order) issued December 

13, 2012. In the 415 Order, the Commission also recognized its responsibility to 

balance the interests of investors seeking to earn a return on the capital they supply 

to the utility with the prices charged to utility consmners.2 In the 415 Order, the 

Commission explicitly noted that consumers' interests must be included in that 

balancing of interests, particularly in times of economic hardships.3 

Do those principles apply to the RLECs subject to these KUSF audits? 

Yes, these principles apply equally to KUSF audits where we are determining a 

revenue requirement on a rate of return regulated service as they do for setting 

revenue requirements for any other rate regulated industry. In both cases, a 

1 Order, Docket No. lO-KCPE-4 l 5-RTS at p.41 (Nov. 22, 2010). 
2 Order, Docket No. 10-KCPE-415-RTS at p.37 (Nov. 22, 2010). 
3 Order, Docket No. 10-KCPE-415-RTS at p.39 (Nov. 22, 2010). 
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regulatory agency has to balance the interests of a regulated utility and the 

consumer. In this instance, consumers' interests encompass all who contribute to 

the KUSF support. 

Does your recommendation meet the standards discussed in the 415 Order and 

764 Order? 

Yes, Staffs recommendation balances consumers' interests and investors' interests 

7 by explicitly including data from the capital markets and forecasts of long-term 

8 growth rates for the economy, thus recognizing the realities of the current economy. 

9 Economic Forecasts 

10 Q Do your recommendations take into consideration the current economic 

11 environment? 

12 A Yes, my recommendations take into consideration the cunent economic 

13 environment and investors' expectations. It is important that cost of capital 

14 recommendations are built on inputs that encompass the current economic climate 

15 so as to meet the tenets of a reasonable return expressed by the Comis (see 

16 Appendix A). I have done that by using data derived from the markets in the DCF 

17 and CAPM analysis. The market derived data is critical because it conveys 

18 investors' perceptions of the financial prospects of the companies in the proxy 

19 group and the prospects for the broader economy. We can be confident that the 

20 data from the market reflects investors' beliefs about the economy because it is 

10 
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1 generally accepted that rational, profit maximizing investors are forward-looking. 

2 That is, investors price securities by using the best available information to estimate 

3 the prospects of those investments. It is also generally accepted that our financial 

4 markets are efficient in that securities' prices reflect all of the public (and perhaps 

5 non-public) information. 

6 With this information rolled into the market prices and interest rates used in my 

7 analysis, it is not necessary for the Commission to establish its own forecast of the 

8 economy. The information we rely on already embodies the market's expectations. 

9 If the Commission is interested in a sample of the type of information regarding 

10 what some expect is in store for the economy, I have attached economic and market 

11 forecasts published by Value-Line Investment Survey, The Survey of Professional 

12 Forecasters,4 and J.P. Morgan Long-Term Capital Market Return Assumptions5 

13 (Schedule AHG-1). 

14 Return on Equity Models 

15 

16 

17 

Q How did you estimate the cost of equity? 

A I selected a group of proxy companies from the telecommunications utility industry 

and performed a discounted cash flow (DCF) analysis and capital asset pricing 

4 Survey of Professional Forecasters; Research Department: Federal Reserve Bank of Philadelphia; 
http://www.phil.frb.org/research-and-data/real-time-centcr/survey-of-professional-forecasters/ 
5 J.P. Morgan Asset Management, Long-term Capital Market Return Assumptions, 2014 Edition; J.P. 
Morgan Asset Managen1ent; 
http://1vww.jpmorganinstitutional.com/pages/jpmorgan/am/ia/research and publications/long-
tern1 capital 1narket 
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model (CAPM) analysis. For a description of these models, see Appendices B and 

C attached to my testimony. 

Please discuss the challenges you encountered in assessing the capital costs in 

these KUSF revenue requirements. 

Estimating the capital costs of RLECs in these KUSF Dockets is challenging 

6 because we are estimating the cost of capital for a very narrow set of 

7 telecommunications services that fall under the umbrella of KUSF services.6 

8 Fortunately, the Commission has recently heard extensive evidence on RLEC risk 

9 and growth potential and, from that evidence, concluded that a I 0.00% ROE was 

10 reasonable. The Commission's Order in the LaHarpe Docket, in addition to the 

11 415 Order and 764 Order provide a significant amount of guidance. 

12 Selecting Proxy Companies for the Analysis 

13 

14 

15 

16 

17 

18 

Q How did you select a proxy group for your cost of capital study? 

A I began with the telecommunication services companies followed by Value-Line 

Investment Survey and YahooFinance. From those groups, I selected companies 

that pay dividends and derive some of their revenue providing local exchange 

services. The Value-Line reports for each of the companies appear in Schedule 

AHG-2. 

6 In Kansas, Universal Service is defined by K.S.A. 66-1, I 87(p ): "Universal service" means 
teleco1n1nunications services and facilities \Vhich include: single patiy, t\VO-\Vay voice grade calling; stored 
program controlled switching with vertical service capability; E9 l l capability; tone dialing; access to 
operator services; access to directory assistance; and equal access to long distance services." 

12 
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Each of the companies in the proxy group provide local exchange services in 

addition to other services, such as digital subscriber line, cable television, and 

wireless. It would be ideal to have a group of companies soley in the business of 

providing local exchange services in rural areas, but that is not currently a realistic 

selection criteria. 

Because of these other lines of business and services, do the cost of equity 

estimates for the proxy companies include growth potential that may not apply 

to all of the RLECs' services? 

Yes, each of the proxy companies is engaged in other segments of the 

telecommunications induslly and these services have higher growth rates than 

services that are under the KUSF umbrella. In fact, just like most RLECs in 

Kansas, the members of the proxy group are losing local service, wire-line 

customers to other forms of telephony service. The proxy companies that are 

growing wire-line customers are doing so by mergers and acquisitions. 

These other services are provided in a competitive environment. The local, wire-

line services that most Kansas RLECs provide do have to compete against other 

services, but at the same time RLECs have access to state and federal subsidies to 

stabilize cash-flows, recover invested capital, and earn their allowed return. 

Support from the KUSF and USF enable local wire-line service providers to recoup 

costs of providing service and capital investments without raising local rates, thus 

reducing the risk of recovering capital investments. In addition to these subsidies, a 

13 
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local telephone company that has opted for traditional rate of return regulation in 

Kansas can file for a revenue adjustment (either through the KUSF or local rates) 

when it fails to earn its allowed return on capital. Rate of return established 

revenue streams and regulation are not an option for the business units of the proxy 

companies operating in a competitive environment, thus making those competitive 

services riskier than the KUSF supported services. 

What companies did you select for your analysis? 

I selected seven companies for the proxy group; each derive some of their business 

through local wire-line service in rural areas. Each of these companies are exposed 

to risks associated with declining wire-line penetration and modifications in 

universal service support, as RLECs in Kansas are also exposed to these risks. 

Schedules AHG-2 & AHG-3, Value-Line and ThomsonFN respectively, describe 

the proxy companies' general business operations. 

·Century Link, Inc 
Consolidated Communications 

CTL 
CNSL 

Frontier Communications FTR 
Hickory Tech Corporation HTCO 
Shenandoah Telecommunications SHEN 
Telephone & Data Systems TDS 
Windstream Corporations WIN 

Are there other unique issues for the RLEC industry? 

There is a definitive trend in the growth of land-line subscription; that trend is 

negative, and in some years, the industry has exhibited negative growth of nearly 

14 
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10%. Based on reports and industry research, that trend is likely to continue. I 

have not found any research material to suggest that land-line growth will be 

positive or even flat. 

From Standard & Poors': 

Under our baseline economic assumptions, while we expect 
revenues across the telecommunications and cable-TV sectors 
to be fairly flat on an aggregate basis, there are varying 
prospects for different segments. For the wireline subsegment, 
we anticipate generally flat to negative revenue trends as 
residential voice customers are lost to wireless and to cable 
competition, and as the pace of new digital subscriber-line 
(DSL) customer additions wanes. In contrast, prospects for the 
wireless industry are considerably better and we anticipate 
that increasing data usage, spurred by the growing propo1tion 
of smartphones, should somewhat offset lower voice yields, 
which, combined with some increase in subscribers, should 
enable the largest wireless operators to post modest revenue 
increases in 2012. (p4) 

In marked contrast to a still-growing wireless industry, 
landline telephone companies continue to see mid-single- to 
low-double-digit erosion of their residential voice customer 
base. While some of those losses are to cable telephony, the 
more important longer term issue for the wireline industry is 
the continuing, significant loss of voice access lines to 
wireless substitution, as more customers--especially younger 
ones--increasingly choose to have only a wireless device. 
(p6)7 

The capital markets recognize that the traditional wire-line services and the basic 

telephony services that fall under the KUSF umbrella are not driving the 

telecommunications industry's growth; they are likely a drag on future growth. 

7 Industry Report Card: U.S. Telecommunications And Cable: Some Islands Of Weakness In A Relatively 
Stable Sea, Standard & Poors' Ratings Direct on the Global Credit Portal, April 25, 2012; 
'"' \'\ v. standardand po ors. co nlf rati n gsd ire ct 
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1 This point is important when it comes to applying the DCF models to estimate the 

2 required return on equity in KUSF audits, such as we are doing here. In applying 

3 the DCF model, it is vital to review the growth forecasts to make certain that they 

4 represent a realistic expectation for the futm;e. Based on the research cited above, 

5 we cam1ot simply apply a forecasted growth rate of the telecommunications 

6 industry or telecommunications company because that would include the potential 

7 of wireless, broadband, and cable television services. Those are not KUSF covered 

8 services. Later in my analysis I will discuss how it is possible to estimate a growth 

9 rate for the DCF model that is realistic of KUSF services. 

10 Discounted Cash Flow Analysis 

11 Q Please describe the DCF model you used in this analysis. 

12 A The mechanics and theory underlying the DCF models are discussed in Appendix 

13 B, attached to my testimony. I applied the DCF model to the proxy companies 

14 using recent stock prices and growth rate forecasts. The general form of the DCF 

15 model incorporates the company's dividend yield plus its anticipated dividend 

16 growth rate. 

17 Cost of equity= dividend yield + forecasted growth rate 

18 Q How did you calculate the dividend yield? 

19 A I used the 2015 expected annual dividends divided by the average stock price from 

20 March 1, 2014, through August 27, 2014. The data for the stock prices and 

16 
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calculation of the dividend yields appear in Schedule AHG-4. The dividend yield 

is easily calculated and seldom, if ever, controversial since the stock price and 

annual dividend is readily observable. 

Please explain how you estimated the growth rate used in Staffs DCF analysis. 

The growth rate is difficult to determine, particularly for an RLEC business, mostly 

because of the reasons I just discussed regarding negative growth rates and 

declining subscribers. As I discuss in Appendix B, the growth rate in the DCF 

model is the growth rate investors apply to the company's dividends in perpetuity. 

The difficulty stems from trying to ascertain what growth estimate investors apply 

to the dividend stream over a very long time horizon and, in this instance, we are 

dealing with growth estimates for a specific segment of the broader 

telecommunications industry. At the broad level, the industry is growing; this 

segment of basic telephony services is not growing, it is contracting. Thus, there is 

very little growth for earnings and dividends from this sector. 

For my DCF analysis of the telecommunications service providers, I relied on two 

sources for projected earnings growth rates: Value-Line Investment Survey, which 

provides three-to-five year growth estimates; and ThomsonFN, which reports a 

consensus average of analysts' five year growth forecasts. I averaged these 

earnings growth forecasts together to arrive at a near-term growth estimate of the 

proxy companies. I also incorporated an estimate of long-term economic growth. 

Do you believe these near-term, three-to-five year, earnings growth forecasts 

17 
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are useful for estimating the cost of equity for RLECs in Kansas in these 

KUSF audits? 

The short-term earnings forecasts for the proxy group provides an interesting 

perspective even though these growth estimates are of a limited value in a DCF 

analysis of this segment of the telecommunications industry. In the broad picture 

of the telecommunications industry, eamings have been volatile. As you can see in 

the following table, the proxy group exhibits historic eamings that have gone from 

strongly negative to forecasts of double-digit positive growth. This volatility does 

not lend itself to estimating a long-rnn growth rate necessary for use in DCF 

analysis. 

' Comparison ofForccastcd Eaminl!,s Grouth Hates 

Historic Earnings 
Growth Rates 

10 Year 5 Year 
CenturyLink, Inc 1.00% -8.00% 

'.Consolidated Comm. nla' 5.00% 
'Frontier Communications n/a -19.50% 
'Hickory Tech Corporation* nla -4.60% 
Shenandoah Telecomm. 12.50% 1.00% 
Telephone & Data Systems nta· -8.00% 
\Vindstream Corporations nla -9.50% 
*data from lfB/EJS - YahooFinance.com 
Sources: Value-Line & IIBIEIS - YahooFinance 

' 

Data for \Vamego KUSF 
January of2014 

3 to 5 Year 5 Year 
Value-Line JBES 

8.00% 1.30% 
13.50% 2.00% 
9.50% 

nla 
16.00% 
4.00% 
8.50% 

-10.50% 
3.80% 

24.40% 
4.00% 

-20.50% 

Present Case Data 
August of2014 

3 to 5 Year 5 Year 
Value-Linc IBES 

7.50% -2.00% 
15.50% 2.00o/o 
13.50% -25.20% 

nta 3.80% 
14.50% 24.40% 
4.00% -4.00% 
4.00% -8.70% 

Are there other sources of growth estimates to help us in estimating an 

RLEC's cost of equity? 

Yes, it can be helpfol to examine the forecasted growth of our economy's nominal 

gross domestic product (nGDP) to provide a long-term outlook of expected 
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economic growth. These forecasts are 25 to 7 5 year forecasts. 

I believe the best information available for a DCF analysis of this industiy is using 

a forecast of the broad U.S. economy such as nGDP.8 The rationale for using this 

estimate in a DCF analysis is that, despite volatility of short-tenn corporate 

earnings or dividend forecasts, a mature industry, such as provision of basic 

telecommunications services, is likely to experience long-term growth no greater 

than that of the general economy. The Commission has found that Staffs use of 

nGDP growth forecasts in the DCF model is reasonable and appropriate.9 

9 Q Is it accepted practice to use nGDP growth estimates in the DCF model? 

10 A Yes, in valuation analyses where a long-run growth estimate is necessary to 

11 

12 

13 

14 

15 

16 

17 

estimate the value of a stream of future cash flows, it is a widely held practice to 

incorporate long-run nGDP growth estimates in the analysis. The Federal Energy 

Regulatory Commission (FERC) has required the use of long-run growth estimates 

in cost of capital studies of FERC regulated natural gas and electric transmission 

companies. This Commission has also adopted the use of long-run nGDP growth 

estimates. 

Q Is there academic support for this issue? 

8 nGDP is a measure of the United States' economic output -- the market value of all final goods and services 
made within the borders of the coun!ly in a year and includes the year-to-year effects of general price 
increases or inflation. 
9 Order Setting Annual Cost-Based Kansas Universal Fund Support For LaHarpe Telephone Company, Inc.; 
June, 26, 2013; Docket No. 12-LHPT-875-AUD; para 20. 
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Yes, in two of his books devoted to the subject of asset valuation, Investment 

Valuation: Tools and Techniques for Determining the Value of Any Asset, 2nd 

Edition and Damodaran on Valuation: Security Analysis for Investment and 

Cot])orate Finance, 211
d Edition, Professor Aswath Damodaran of the Stern School 

of Business at New York University discusses the nature ofa stable growth rate for 

DCF models. He argues for viewing nominal economic growth as the absolute 

maximum when using a stable growth model, such as the DCF model we are using. 

"The stable groll'th rate cannot exceed the growth rate of the economy in 
which a firm operates, but ii can be lower. There is nothing that prevents 
us fi'om assuming that mature firms will become a smaller part of the 
economy and it may, in fi1ct, be the more reasonable assumption to make. 
Note that the groll'th rate of an economy reflects the contributions of both 
young, higher growth firms and mature, stable groll'th firms. If the former 
gro!I' at a rate much higher than the ff/'owth rate of the economy, the latter 
have to groll' at a rate that is lower. " 0 

"The growth rate of a company cannot be greater than that of the economy 
but it can be less. Firms can become smaller over time relative to the 
economy. Thus, even though the cap on the growth rate may be the nominal 
growth rate of the economy, analysts may use growth rates much lower than 
this value/or individual companies. "11 

Professional investment managers apply these principles. J.P. Morgan Asset 

Management describes how they arrive at their equity market assumptions. 12 

"Our fi'c1111e!l'ork begins with underlying economic activity-real GDP 

10 Da1nodaran on Valuation: Security Analysis for Invest1nent and Corporate Finance, 2nd Edition; As\vath 
Damodaran; p.148. 
11 Dainodaran on Valuation: Security Analysis for Investlnent and Corporate Finance, 211

d Edition; As\vath 
Damodaran; p.159. 
12 "Long-Term Capital Market Assumptions: 2014 Assumptions and the Thinking Behind the Numbers"; 
J.P. Morgan Asset Management, p50; 
http:""''"'". j pin organ inst i tut i ona I. coni/pa ges/ j pn1organ/ a1n/ia/rcsea rch and pub Ii cations/I on g
term capital market 

20 



1 
2 

Gatewood Direct Testimony 
14-S&TT-525-KSF 

growth plus iriflation-which we believe ultimately drives earnings 
growth in the long run." 

3 Thus, it becomes clear that the linkage between expected economic growth and the 

4 growth potential of corporate earnings and dividends is more than just an academic 

5 principle in finance; professional money managers accept the relationship between 

6 GDP growth and corporate earnings growth when forming their long-nm forecasts. 

7 Long-Run Growth Estimates 

8 Q 

9 A 

10 

11 

12 

13 

How did you arrive at a long-run estimate of nGDP growth? 

I obtained estimates oflong-run growth from two sources that are likely the longest 

horizons published for such a forecast. The sources are the Energy Information 

Administration and the Social Security Administration. Weighting these two 

equally results in an average of 4.47%. 

Forecasts of Long-Run Nontinal GDP Gro\Yth 

Energy InfonnationAd1ninistration ( l) 

OASDI Trustee's Report (2) 

Average 

Sources: 

2014 to 2040 
4.42% 

2014 to 2090 
4.51% 

4.47% 

I) Energy Information Administration; Annual Energy Outlook 2014 \\ith 
Projections to 2040; Real GDP 2.4% +GDP Price Index I .8%compounded 

2) 2014 OASDl Trustees Report, Economic Assumptions & l\1ethods; Social 

Security Administration; Table V. Bl & Table V.D2. Generally Real GDP of2.1% 
+GDP Price Index of2.l % compounded annually 
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There are additional long-run GDP growth forecasts available; the two that I use 

are included in long-run growth forecasts used in DCF analyses before FERC and 

are sources that are readily available to all investors. The estimates that I use are 

similar to forecasts of real GDP published by other sources and reported by EIA in 

its Annual Energy Outlook. As you can see in the next table, all of the forecasts are 

in the range of 2.4% to 2.8%; coupled with an inflation forecast of 2.00, the 

resulting nominal GDP is similar to that forecast by the Social Security 

Administration and EIA. 

EIA 2014 Annual Ener)!y Outlook 
Table ofComparatfre Real GDP Growth 

Table CPI. Comparison;; of m'era}!;e annual economic 2rowth projections, 2012-40 

Average annual percentage growth rates 

Projeelion 2012-2015 2012-2025 2025-2040 
AE02014 (Reference case) 2.6' 2.5 2.4 
1\E02013 (Rcfer<.:!occ case) 2.6: 2.6 2.4 
UISGl(~fay2013) 2.6 2.5 2.4 

OMB (Janumy2014)' 2.7 2.6 --

CBO(Febmmv2014)' 2.6 2.5 --

INFORID.I (Nowmb.!r 2013) 2.4 2.6 2.3 
Social Security Adrninistration (August 20 I 3) 3 2.7, 2.2 

1EA(2013)b 2.6 2.8 --

E'\.-xon~fobil 2.5' 2.2 

OEG(Jan11.3I)'2013) 2.7 2.7 2.5 
-- =not reported or not applicable. 

• Q).IB and CBO projections end in 2024, andgrO\\th rates cited are for 2012-2·L AEO projections end in 2040. 

2012-2040 

b IEA publishes U.S. gt'O\\th rates for certain intenuls: 2011-15 grO\\th is 2.6'%, 2011-20 grO\\th is 2.8%, and 2011-35 gro,\th is 
2.4o/o. 

2.4 

2.5 
2.5 

2.4 
2.4 
2.4 
2.4 
2.6 

Sources: Comparison;; of aw rage annual economic gro\\1h projections, 2012-40: AE02014 (Refercnee case): AE02014 National 
Energy Modeling System, nm REF2014.Dl02413A AE02013 (Reference case): AE02013 National f:nergy Modeling System, nm 
REF2013.Dl02312A lllSGI: IHS OloOOI Insight, 30-ycar U.S. Economic Forecast (Lexington, r-.fA, October2013), 
http:f/w\\w.ihs.contfprodu,.-:ts'global-insightlindcx.aspx (subscription site). O~IB: Office ofl\fanagement and Budget, Budget of the 
United States Gon~rnmenf, Fiscal Year 2015 (\\'ashington, DC, January 2014). http:l/wwW.\~l1itehouse.go\i'sitesldefaultf 
files'omb'budgetff)·2015fassetsfbtidget.pdf. CBO; Congressional B1idget Ofllce, lhe Budget and Ecooomic Outlook: 2014 to 2024 
(\\'ashington, DC, Febnlfil)' 2014), http:ff\nvw.cbo.go\-fpublication'45010. INFORU:-0£: lNFORU\! AE02012 Refere11ce Case, Lift 
(Lo11g-ler111 l11/eri11d11slry Forecasting Tool) ,\lode! (College Park, l\ID, January 2014), 
ht1p://infonumveb.1m1d.ed11lser.icesfmodelsl lifi.lllml. SSA: Social Security Administration, OAS DI TntStecs Report, fl1e l.011g
Ra11ge l:Co110111icAHm11pffo11sforthe 2013 Trustees Report (U.S. Go\emmcnt Printing Office. \\'ashington, DC, l\fay2013), 
http:lfw•\W.ssago\1oactftrnO J 3nOl 3 _Long-Rangc_ Economic_Assumptions.pdf. JEA (2013): International Energy Agency, World 
/:i1ergy 0111look 2013 (Paris, France, No,-cmbcr 2013), http:/f\\\\w.icaorgffc:-.1basclnppdf/stud'l3/wco2013.pdf. ExxoIL\fobil; 
Exxon\fobil 201./ 1/Je 0111/ookfor Energy: A Vie1r to 20./0 (lr.ing, TX,2013), OEG: Oxford Economics, Ltd,2014 Long Tenn 
Forecast (Oxford, United Kingdom, January 2014), http;//\\,\W.OxfonlEconomics.com (subscription site). 
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In your application of the DCF model, how did you weight the short-term 

earnings per share and long-term nGDP growth rate forecasts? 

I did not give any weight to the three-to-five year earnings grov.'lh forecasts 

because it is unlikely they reflect a realistic growth estimate for RLECs. 

What do you belieye to be an appropriate estimate of growth for this segment 

of the telecommunications industl'y? 

For the services covered by the KUSF and the limited gro\\'lh expected of those 

services provided by the RLEC, I believe it is reasonable to assume a growth rate in 

the neighborhood of projected nGDP and projected rate of inflation. Based on my 

review of available industry forecasts and expectations, I doubt the RLEC industry 

can expect growth at the same level as long-run nGDP forecast. 

Please discuss the results of the DCF analyses under the Yal'ious growth rate 

assumptions. 

I performed three DCF calculations using different growth rate assumptions. The 

first calculation assumes the three-to-five year forecasted earnings growth rate. 

There is a considerable amount of variation in the forecasted earnings growth 

which ranges from -5.85% to 19.45% with a mean of3.79%. Beyond the minimum 

and maximum growth rates, only four of the seven are greater than zero. These 

earnings grov.'lh forecasts highlight the fallacy of relying on short-term earnings 

growth for a model that relies on a much longer time horizon. It is hard to fathom 
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the long-term growth rate at either extreme, continuing indefinitely beyond the 

tlll'ee-to-five year forecast period. 

DCF Analysis Using 3 to 5 Year Earnings Gro"1h Forecasts 

EPS Dividend Cost of 
Growth Yield Egui!Y 

CenturyLink, Inc CTL 2.75% 5.88% 8.63% 
Consolidated Connmmications CNSL 8.75% 7.39% 16.14% 
Frontier Co1mnunications .FIR -5.85% 6.78% 1 0.93% 
•Hickory Tech Corporation HICO 3.80% 4.42% 8.22% 
Shenandoah Teleconummications SHEN 19.45% 1.24% 20.69% 
Telephone & Data Syste1ns IDS 0.00% 1.97% 1.97% 
, \Vindstrea1n Coq~orations WIN -2.35% 10.16% 7.81% 

Mean 3.79% 5.41% 9.20% 

The next two tables incorporate growth rates based on the long-term nGDP 

forecasted growth rate of 4.47% and, roughly, the expected rate of inflation of 

2.50%. The reasoning for these two perspectives goes back to my discussion on 

the expected growth rate of the RLEC industry in Kansas in the earlier pages of my 

testimony. 

DCF Analysis using Long-Term GDP Growth Forecast 

i Forecasted Dividend Cost of 
Growth Yield Eguity 

CentmyLink, Inc 'crL 4.47% 5.88% 10.35% 
Consolidated Commmlications CNSL 4.47% 7.39% l 1.86% 
Frontier Co1nn1unications FIR 4.47% 6.78% 11.25% 
Hickory Tech Corporation 1HTCO 4.47% 4.42% 8.89% 
Shenandoah Teleco1nn1unications 'SHEN 4.47% 1.24% 5.71% 
Telephone & Data Systems TDS 4.47% 1.97% 6.44% 
Windstream CorQorations .WIN 4.47% 10.16% 14.63% 

Mean 4.47% 5.41% 9.88% 
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DCF Analyis using Long-Term Inflation Forecast as a 
Low-End of the Growth Estimate 

Forecasted. Dividend 
Growth Yield 

i Centtn)•Link, Inc CTL 2.50%' 5.88% 

; Consolidated Conununications CNSL 2.50%' 7.39% 

Frontier Co1111nunications !FTR 2.50%1 6.78% 

'Hickory Tech Corporation 'HTCO 2.50W 4.42%, 

Shenandoah Telecommunications ·SHEN 2.50%' 1.24% 

Telephone & Data Systems TDS 2.50% 1.97% 

Windstrea1n CorQorations WIN 2.50% 10.16%' 

Mean 2.50% 5.41% 

What is your conclusion from the DCF analyses? 

Cost of 

Egui!Y 
8.38%, 

9.89% 

9.28% 

6.92% 

3.74% 

4.47% 

12.66%' 

7.91%, 

I believe it is safe to conclude that the cost of equity for RLECs is less than 

10.00%. We can observe in the market that the proxy group has a dividend yield of 

5.41 %, which is the annual dividend divided by the current stock price. With a 

dividend yield of 5 .41 %, it would require investors to expect an annual growth rate 

of at least 4.60% for the cost of equity to exceed 10.00%. I have not uncovered any 

information that would support a long-term growth rate of 4.60% for the Kansas 

RLEC industry especially as it relates to the services under the KUSF umbrella. 

Capital Asset Pricing Model 

Diel you utilize a capital asset pricing model (CAPM) to estimate a cost of 

equity? 

Yes, my CAPM relies on forecasted returns for the equity markets and forecasted 

yields of the 10-year U.S. Treasury Bonds. I used this approach to capture 

investment professionals' view of future returns. This method also reduces the 
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effects of current low interest rates, which are a result of the Federal Reserve 

Board's monetary policy. By using a 10 to 15 year forecast for inputs, the model 

captures analysts' expectations without the direct effects of the Federal Reserve 

Board's current monetary policy. 

Ca11ital Asset Pricing J\lodel -- Forecasted Hisk Prcmimn 
Using Forccastcd J\la1·kct Rel urns & Tr~asury Bond Yields 

L'lfge CaQ. Mid Cao. 
I) Forecasted Returns on Common Stocks 8.49% 
2) Forecasted Total Return on I 0 Year T-Bonds 4.45% 
3) Equity Risk Premium 4.04% 
4) Beta Staff Telecom Prox1· Group x 0.90 
5) Prox)' Group Risk Premitun 3.64% 
6) Forccastcd Yield on 10 Year T-Bonds + 4.75% 
7) Forecasted Cost of Equity 8.39% 

I) Forecasted I 0 to 15 Year Annual Return Arithmetic return on stocks for large 
and mid-si7.edcompanies,by J.P. il.1organ Asset Management 2014 Edition. 

2) Forccastcd 10 to 15 Year Annual Return Arithmetic return on 
intennediate tern1 U.S. Bonds by J.P. 11organ Asset Management 2014 Edition 

3) Equity risk prcmhun (l-2) 

4) Betacoeffccient of Telecomunications Pro:>..)' Group 

5) row3 x row4 =asset specific riskpremitm 

6) Forecasted Yield on I 0 year U.S. Treasury Bonds Forecasted by 
J.P.11organ Asset 11anagcment 2014 Edition 

7) Forecastedcost of equity capital row 5 + row6 

Sources: 
J.P.11organ Asset h1anagement, Long-term Capital l-.1arket Return Assmnplions, 
2014 Edition; J.P.11organ Asset Management. 
www.jpmorganinsti:utiorulcomlpages.~morgan/am'ia/research_and_publicatiom/k'l1g-tenn_capital_markel 

9.17% 
4.45%' 
4.72%' 

0.90: 
4.25%'. 
4.75%' 
9.00% 

Staffs CAPM relies on forecasted returns on common stocks and intermediate term 

Treasury Bonds to arrive at a risk premium of 4.04% to 4.72%. The source of these 

forecasts is J.P. Morgan Asset Management. 13 This data results in an expected 

return of 8.50% to 9.00%, which is consistent with the DCF results. 

13 J.P. Morgan Asset Management, Long-term Capital Market Return Assumptions, 2014 Edition; J.P. 
Morgan Asset Management; 
http://\V\V\v.jp1norganinstitutional.coni/pages/jp1norgan/a111/ia/research and publications/long-
term capital market 
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The CAPM incorporates a beta coefficient of 0.90 indicating that the proxy group 

is slightly less risky than the broad market indexes which have a beta of 1.00. This 

fact offers further support for an allowed return for RLECs that is comparable to 

the expected return on the stock market or S&P 500 Index which in the current 

capital markets would be less than 10.00%. 

Beta Coefficients 

Century Link, Inc 
·Consolidated Communications 

CTL i 0.75 
CNSL I 0.70 

Frontier Communications FTR i 0.85 
Hickory Tech Corporation HTCO i 0.94 

. Shenandoah Telecommunications. SHEN i 0.95 
Telephone & Data Systems TDS l.l 5 
·Windstream Corporations . WIN 0.90 

6 0.89 

7 In summary, both the DCF and the CAPM analyses produce results below 10.00%. 

8 In the DCF analyses, there are observations of individual proxy companies that are 

9 as high as 12.00% and as low as 3.00%. Even with removing the unreasonably low 

IO observations, the average for the proxy group remains below I 0.00%. 

11 Expected Retums on Common Stock- Looking Forward & Looking Back 

12 Q To put your recommendation into context, can you provide some perspective 

13 on equity retums of the past and forecastecl for the future? 

14 A The J.P. Morgan Asset Management report contains the expected arithmetic return 

15 on U.S. large capitalization stocks at 8.49% for the 10 to 15 year time horizon. For 
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U.S. mid-cap stocks, the forecast is 8.49%. 14 An interesting note regarding J.P. 

Morgan's forecast is that it explicitly states it is based on a building block 

approach. For equity returns, those "building blocks" of return are: 

Inflation+ Real Earnings Growth+ Dividend Yield+/- Impact of Valuation Changes 

The "valuation changes" input would encompass changes in earnings multiples. 

This equation illustrates that investment advisors like J.P. Morgan use a "growth+ 

yield" model, which is a form of the DCF model that regulators use to estimate 

public utilities' cost of equity capital. 

A number of studies sought to measure past returns in an attempt to ascertain what 

could be expected in the future. The research performed by Dr. Jeremy J. Siegel is 

often cited on this topic. Dr. Siegel's research into asset returns goes beyond the 

1926 date often cited by Ibbotson & Associates in its Annual Yearbook. Dr. 

Siegel's starting point is the early 1800's; over the long-term, real returns on 

common stocks have been in the 6.50% to 7.00% range. 

14 J.P. Morgan Asset Management, Long-term Capital Market Return Assumptions, 2014 Edition; J.P. 
Morgan Asset Management. 
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Histo1ical Real Rch1111s 
on Conunon Stocks 

Periods : Geo111etric , Arith1netic 
1802 to 2011 6.70% 8.20% 
1870to2011 6.50% 8.20% 

~lajor S11b-periods 
1802 to 1870 7.00% 8.30% 
1871to1925 6.60% 7.90% 
1926 to 2011 6.40% 8.40% 

l..o\vest 
1966 to 1981 -0.40% 1.40% 

Highest 
1982 to 1999 13.60% 14.30% 

Recent 
2001 to2011 0.80% 2.80% 

Source: Rethinking the Equity Risk Pren1iu1n; Long-Tenn Stock 
Retunts Unshaken by Bear ~1arkets; Dr. Jere1ny J. Siegel; The 
Research Foundation of CF A Institute; pl46, Table l. 
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Ibbotson & Associates' annual publication is often cited as a source for historic 

returns and its findings are similar to Dr. Siegel's. 

' 

Cost of Capital Ilenclnnarks 
No1ninalJ 1\litl11netic Jleturns 

Stock Bonds Bills & Inflation Yearbook: 
Histoiic Returns froni 1926-2013 

Large Cap 12.10% 
Source: Ibbotson SBBI, 2014 Classic Yearbook 

J.P. i\lorgan Asset i\lanagen1cnt 15 Year Forecasts 
U.S. Large Cap 8.49% 

U.S. Mid Cap 9.17% 
U.S. Sn1all Cap 9.24% 

Source: J.P. Morgan Asset Management, Capital }.1arkets Assumptions 2014 

In a recent update, Dr. Siegel projects a real return of 6.00% to 7.00% for the next 
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decade; such returns could be higher if the market price-eamings ratio increases. 15 

Dr. Siegel's prediction for a real retum of 6.00% to 7.00%, coupled with 10 year 

projections for inflation in the 2.00% to 2.20% range, puts the nominal return in the 

range of8.00% to 9.20%.16 

Does this conclude your testimony? 

Yes. 

15 Rethinking the Equity Risk Premium; Long-Term Stock Returns Unshaken by Bear Markets; Dr. Jeremy J. 
Siegel; The Research Foundation ofCFA Institute; pl47. 
16 Survey of Professional Forecasters; Third Quatier 2014, August 15, 2014; Research Department: Federal 
Reserve Bank of Philadelphia; http://www.philadelphiafed.org/research-and-data/. 
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ALLOWED RA TES OF RETURN 

1 Stanclarcls for a Reasonable Rate of Return 

2 Q What is the role of rate of return in setting a revenue requirement for public 

3 utilities? 

4 A The rate of return (ROR) earned on the utility's net plant is part of the revenue 

5 requirement equation. The ROR is a cost of providing the utility service, and all 

6 reasonable costs associated with the ROR need to be included in the revenue 

7 requirement. 

8 

9 Revenue Requirement~ ROR (gross plant- accum. depr.) +Operating Exp.+ Income Taxes 

10 

11 As you can see in the revenue requirement formula, the ROR expressed in this 

12 equation recovers the utility's return on its net plant investment. 

13 Q How is the utility's ROR calculated? 

14 A A utility's ROR is its weighted average cost of the capital. That is, the cost of 

15 each of the various forms of capital supplied by investors, which includes debt, 

16 preferred equity, common equity and any hybrid securities, multiplied by their 

17 respective weight in the utility's capital structure. The cost or return associated 

18 with each of these forms of capital is unique and it is a function of risks associated 

19 with that form of capital. 
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ALLOWED RATES OF RETURN 

What are we talking about when we discuss a utility's rate of return or 

allowed return? 

In the broadest terms, a just and reasonable rate of return enables the utility to pay 

interest on its debt and earn a net income that is sufficient to compensate equity 

investors. 

Please discuss the standards regulators rely on to evaluate a utility's allowed 

return. 

Estimating a utility's capital costs draws on elements of economics, finance and 

accounting. The standards to gauge the fairness or reasonableness of an estimate 

have been established through cases argued at the United States Supreme Comt. 

Each case is the result of a public utility appealing a decision issued by a 

regulatory agency: either state or federal. Tlll'ough these cases, the Comi has put 

forth concepts of what constitutes a reasonable rate of return. Financial analysts 

and policy-makers rely on these decisions as a guide in estimating the appropriate 

cost of capital. The decisions issued by the Court do not atiiculate precisely how 

to estimate or model a reasonable cost of capital. Instead, the decisions provide 

critical questions for policy makers and analysts to consider in reaching their 

decision as to what is a reasonable return for a regulated utility. 

In general, the Court's decisions state that returns granted to regulated public 

utilities should: 1) be commensurate with returns on investments of similar risk; 

2) be sufficient to assure the financial integrity of the utility under economic 
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ALLOWED RATES OF RETURN 

management; and 3) change over time with changes in the money market and 

business conditions.' The Court's decisions do not dictate precisely how to 

calculate a reasonable return; they provide criteria to determine if the return 

embedded in the revenue requirement is reasonable. 

Discuss how rate of return analysts apply the standards established by the 

Court. 

For a rate of return to meet the legal standards, the return should be specific to the 

utility in question, taking into account the unique risks faced by that utility and 

the type of service it provides. The allowed return must also consider the mix of 

debt and equity capital it employs to finance its rate base and provide a reasonable 

return for each of those components. 

The costs of debt and hybrid securities generally rely on a contractual agreement 

with the investor; their cost is relatively easy to determine. The cost of preferred 

equity securities are similar to debt and have a contractual obligation for a 

dividend payment. Thus, it is relatively easy to determine the cost of these forms 

of capital since it is a stated cost. The cost of common equity capital is more 

elusive because there is no contractual obligation for the utility to pay 

shareholders a return on their investment. 

1 Smyth v. Ames, 169 U.S. 466 (1898). Wilcox v. Consolidated Gas Co., 212 U.S. 19, 48-49 (1909). 
Blue Field Water Works & Improvement Company v. Public Service Commission of West Virginia, 262 
U.S. 679, 692-3 (1923). Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603 
(1944). 
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How do the Court's decisions offer guidance to analysts and Commissioners 

in setting a reasonable return on equity? 

The Comi' s decisions provide a framework to help decision-makers understand 

the critical elements of a fair return, but the Court's decisions do not endorse or 

reject any specific financial model. There are numerous financial models 

available for analysts to estimate a utility's cost of equity capital. Regardless of 

which model is used, the analyst's recommendation has to meet the principles set 

out in the Co mi's decisions. 

Precisely, what are the financial models attempting to measure? 

The financial models are used by regulators to estimate the investors' required 

rate of return for owning the stock. The required rate of return is also referred to 

as an opportunity cost. Investors will only commit their capital to investments 

that meet their required return. Investors' required rate of return is their 

opportunity cost for investing in the utility, as opposed to using the funds for an 

alternative investment of comparable risk. Of course, risk is a vital consideration; 

the only relevant alternative investments are those that possess a comparable risk 

profile to that of the utility in question. 
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Is the retum on equity supposed to compensate investors for all risks 

associated with the investment in a utility's common stock? 

No, it is not. Regulators need to be cognizant of financial theory, as well as 

decisions by the Comt, when establishing the utility's allowed return on equity. 

Regulators must not attempt to compensate equity investors for every risk faced 

by a utility. To do so would overstate investors' required return because investors 

can and, therefore, will reduce risk by holding a broad and diverse group of 

investments with complimentary risk profiles. Prudent investors own a 

diversified portfolio of investments to reduce their exposure to risk. 

Diversification enables prudent investors to reduce risk without reducing the 

return. Diversification is implicit in cost of capital analyses because rational 

investors desire to seek out diversification as a way to achieve the greatest 

available return for the amount of risk. This is well documented in financial 

literature and is prudent, profit-maximizing behavior by the investors.2 

Please describe the risks inherent in investing in common stocks. 

There are two categories of risk associated with common stocks: systematic risk~ 

that are global or macro-economic risks affecting all stocks; and unsystematic 

risks (also known as firm specific risks) that are risks unique to a company. 

Should the allowed return on equity attempt to compensate stockholders for 

both categories of risks? 

2 Steven G. Kihm, How Improper Risk Assessment Leads to Overstated Required Returns for Utility 
Stocks (2003), attached to this testimony. 
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No. In an efficient market, investors are not compensated for unsystematic risk 

because they can eliminate that risk through diversification. The unsystematic 

risks of companies in a diversified portfolio can offset one another, leaving the 

portfolio exposed to only systematic risks, that is, those risks affecting the general 

economy. Systematic risks include macro-economic features, such as changes in 

interest rates and economic growth that affect all companies. 

Is it important for the Commission to be aware of these two categories? 

Yes, if Commissions are not cognizant of these differences, they might be 

persuaded to over-compensate equity investors by increasing the allowed returns 

to cover unsystematic risks. Some claim that there is no harm in Commissions 

increasing the allowed return above what is necessary so as to ensure that 

stockholders are adequately compensated. This practice results in poor allocation 

of resources, and it is harmful because it results in unnecessarily and 

umeasonably higher rates, transferring money from residential and business 

consumers in the service territory to the utility's shareholders. 
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1 Discounted Cash Flow (DCF) Model 

2 Q Does the DCF model meet the legal standards discussed in Appendix A of 

3 your testimony? 

4 A Yes, cost of equity estimates based on the DCF model meet the legal standards 

5 discussed in Appendix A because the model incorporates investors' expectations 

6 via forward-looking growth rates and encompasses current market information via 

7 current stock prices. Using market based information ensures the cost of equity 

8 estimate evaluates investors' required rate of return in the current economic 

9 environment, capturing risks specific to the company and the industry in question. 

10 Q Has the DCF been an accepted model for regulators to estimate the cost of 

11 equity? 

12 A Yes. The DCF model is the most widely used model for regulatory bodies setting 

13 allowed returns, including the Kansas Corporation Commission. Regulatory 

14 agencies may incorporate more than one model to arrive at an estimate. If more 

15 than one is used, the DCF model is always one of the models. If only one model 

16 is used, it is going to be the DCF model. 

17 Q What is the underlying basis for the DCF model? 

18 A The DCF model is an investment valuation model used to value different and 

19 diverse types of investments such as real estate, bonds, and common stocks. The 
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DCF model is useful to value any investment that involves regular, periodic cash 

flows. 

The notion of discounting a future receipt or payment back to the present so as to 

place a price or value on an investment probably goes back centuries. The formal 

presentation of the DCF model as we use it today dates back to the 1930's in 

Irving Fisher's book The Theory of Interest and John Burr Williams' 1938 text 

The Theory ofinvestment Value. These two authors formally expressed the DCF 

model in modern economic terms. 

The premise of the DCF model in the valuation of common stock is that investors 

determine the value of a company's common stock by discounting its future 

dividend payments back to the present. The cornerstone of the DCF model is the 

process of discounting those future cash flows back to the present at the investors' 

required rate of return. An investor's required rate of return is risk sensitive, so 

that as the risk of the investment increases so will the investors' required return. 

A higher required rate of return decreases the present value of the stream of 

dividends that equates to the price of the stock. With all other variables being 

equal, investors price the riskier of two common stocks lower because the cash 

flows or dividends are discounted back to the present at a higher rate. 

The basic form of the DCF equation that is used to price or value common stock 

is: 
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Do (1 + g) D0 (1 + g) 2 D0 (1 + g) 3 

Po= (1 +Ke) + (1 + Ke) 2 + (1 + Ke) 3 + ...... 

As this equation sums the increasing dividend payments indefinitely, it is 

simplified to: 

Where: 

P0 = Cwrent Stock P1ice 

D0 = Cwrent Dividend 

g = Growth Forecast 

p - Do(1 + g) 
o- _(_K_e ---g-) 

Ke =Required return on equity or cost of equity 

Generally stated as: 

Stock Plice =Annual Dividend/ (Req'd Rate of Return - Dividend Growth Rate) 

The equation below shows the algebraic isolation of the investors' required rate of 

return (Ke). By isolating investors' required rate of return, Ke in the equation, we 

can estimate it by knowing the stock's dividend yield and the annual dividend 

growth rate expected by investors. That form of the equation is: 

Req'd Rate of Return= (Annual Dividend/Stock P1ice) +Dividend Growth Rate 

Req'd Rate of Retum =dividend yield+ Dividend Growth Rate 
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D0 (1 + g) ](, = + g 
Po 

Or frequently written as, 

Ke=y+g 

Where: 

Ke= Investors' required rate ofretum or cost of equity 

g = expected dividend growth rate 

y = dividend yield or (a111111a/ dividend/ cwrent plice) 

The basic form of the DCF model shown above assumes the investor is paid a 

dividend at the end of each year. It is common to modify this assumption to 

account for semi-annual dividend payment and dividend growth that occurs 

during the year. This form of the DCF calculation is shown below and one that is 

routinely used at state commissions and the Federal Energy Regulatory 

Commission. Shown below is the form of the DCF model that I applied to each 

of the comparable utilities. 

Ke=(l+.Sg)y+g 

How did you calculate the cliviclencl yield (y) component of the DCF model? 
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The dividend yield (y) is the easiest of the two components to measure. It is 

calculated by dividing the stock's forward-looking annual dividend payment per 

share by its market price per share. For example, a company paying an annual 

dividend of $2.00 per share with a market price of $76.00 has a dividend yield of 

2.63%. 

What is the source of the dividend information? 

Historic and current dividend information is easily obtained from public sources. 

The DCF model requires a forward looking dividend payment which is often the 

current year's dividend payment increased by the expected growth rate or the 

forecasted growth rate for next year. 

Do you rely on a price from a point in time or an average price taken from a 

period of time? 

I use the average price from the past three months. An analyst can use stock 

prices from either a point in time or an average from a period of time. Either 

method is reasonable as long as the prices reflect the current market conditions 

and embody the information available to investors. 

Please discuss the importance of the second component, the growth rate (g), 

in the DCF equation. 

The "g" represents the anticipated growth in cash flows that investors expect to 

receive from the stock. This is a difficult and contentious issue in a DCF analysis 
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for two reasons. First, it is a key element in the DCF model because the growth 

rate has a one-for-one affect on the utility's allowed return. All other factors 

being equal, a higher growth rate results in a higher return on equity for the 

utility. Second, there is an element of subjectivity to selecting the growth rate due 

to the unce1tainty about the future earnings and dividends. It is difficult to 

uncover what growth rate estimates investors rely on when they value a stock and 

where they obtain that information. There is academic research that addresses 

this issue, but even this research provides conflicting answers. 

The appropriate growth estimate is that which is expected by the market and 

factored into investors' analyses to estimate the stock price. That is, it is the 

growth estimate investors used to determine the stock price. Determining 

precisely how investors estimate the growth rate used in evaluating common 

stocks is difficult. 

Academics have studied this question and can provide us with some guidance. 

Unfortunately, the research does not provide a definitive answer on exactly how 

to estimate or where to obtain an estimate for the growth rate. I believe the 

research provides us with two key findings. First, earnings growth forecasts from 

financial analysts are superior to extrapolating historic data. 1 Second, earnings 

forecasts from Value-Line Investment Survey are a reasonable source for those 

1 On the Use of Consensus Forecasts of Growth in the Constant Gro\\1h Model: The Case of Electric 
Utilities; Stephen Timme and Peter Eisemann; Journal of Financial Management; Winter 1989; pp23-39. 

The Superiority of Analyst Forecasts as Measures of Expectations: Evidence from Earnings; Lawrence 
Brown and Michael Rozeff; The Journal of Finance; March 1978, Vol. 23; ppl-16. 
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forecasts. 2 Published, consensus estimates, that are published earnings estimates 

based on the mean or median of numerous analysts that follow a particular 

company, are also a source of forecasts investors frequently use in valuation 

analysis of common stocks. 

What gl'owth estimates have been l'eseal'ched and frequently incol'porated in 

the DCF model? 

Earnings per share, dividends per share and intrinsic growth rates are the most 

common growth estimates incorporated into the DCF model. Most investment 

firms that publish growth forecasts publish three to five year annual earnings 

growth estimate. A few firms, such as Value-Line, publish an earnings growth 

forecast and a dividend growth forecast. A three to five year time horizon is 

about as far into the future that analysts provide. For longer time horizons, there 

are forecasts of the nation's Gross Domestic Product (GDP) that capture 

expectations for economy. As I discussed in my Direct Testimony, estimates of 

GDP growth can provide an idea of the maximum possible dividend growth rate 

for the DCF model. It's a maximum because of the unlikely scenario ofa utility's 

dividend forever growing at a faster rate than the broadest measure of the nation's 

2 The Accuracy of Long-Term Earnings Forecasts for Industrial Firms; By: Chatfield, Robert E.; Moyer, R. 
Charles; Sisneros, Phillip M.; Qua1terly Journal of Business & Economics, Summer 89, Vol. 28 Issue 3, 
p9l, l4p. 
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economy because of the illogical outcome of the utility becoming larger than the 

economy.3 

What is the intrinsic growth rate? 

The intrinsic growth rate, sometimes called a firm's internal growth rate, is 

another method of estimating a firm's long-term growth. The intrinsic growth 

rate is the product of a firm's forecasted earnings, forecasted book value, and the 

ratio of earnings that the firm does not pay out to common stockholders via 

dividends. A firm can either pay out the earnings to common stockholders as 

dividends or it can retain the earnings within the firm to finance new plant and 

equipment. 

Intrinsic Growth=(% of ea111i11gs retained) X (% retum 011 book value) 

/11tli11sic Growth = (1-(DPS/EPS)) X (EPS/BVPS} 

I11tli11sic Growth =Bx R 

As the equation above shows, the intrinsic growth rate (BxR) is equal to the 

fraction of earnings retained within the company to finance growth (B) multiplied 

by the return a firm earns on its book value (R). For this equation, I use the 

Value-Line forecast for earnings, dividends, and book value per share. 

Is there evidence to support your use of an intrinsic growth rate? 

3 Datnodaran on Valuation: Security Analysis for Invest1nent and Corporate Finance, 211
d Edition; As\vath 

Damodaran; p 148. 
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The intrinsic growth rate is regularly cited in finance textbooks as a reasonable 

method to estimate long-run, sustainable dividend growth for use in the DCF 

4 
model. Investment and finance researchers refer to the intrinsic growth rate as a 

primary determinate of a stock's value.
5 

4 James C. Van Horne, Financial Management and Policy: Ninth Edition, p30 (1992). 
5 Zvi Bodie, Alex Kane, and Alan Marcus, Investments, pp. 477-81 (1989). 

APPENDIX B - 9 



APPENDIXC 

CAPITAL ASSET PRICING MODEL 

1 Capital Asset Pricing Model Analysis 
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Please describe tile capital asset pricing model (CAPM). 

The CAPM offers an intuitive explanation of the positive linear relationship 

between risk and rates of return required by investors. I It is appealing to 

regulators because it meets the legal standards I discussed in Appendix A, as it 

incorporates current data from the financial markets and the unique risks of the 

utility in question. 

Rf 

Ke = Rf+ Beta (Rm - Rf) or 

Ke= Rf+ Beta (Rp) 

where: 

Ke = required return on equity 

Rf= return on the risk-free security 

Rm = expected return from the market 

Rp = risk premium required by investors to purchase common stocks 
instead of risk-free securities often calculated as Rm - Rf 

Beta = volatility of the security's or portfolio's return relative to the 
volatility of the market's return 

The Rf estimate is the interest rate investors believe represents a riskless return. 

Although it is a simple concept, the answer is not universally agreed upon. The 

90-day U.S. Treasury Bill yields are commonly used as the risk-free rate because 

they possess no default-risk and the time to maturity is short enough to minimize 

1 The theoretical suppmt for the CAPM is the work done by Harry Markowitz ("Po1tfolio Selection," 
Journal of Finance, March, 1952). W.F. Sharpe added the concept of a risk-free rate of return to the 
Markowitz model ("A Simplified Model of Po1tfolio Analysis," Management Science, January, 1963). 

APPENDIX C - 1 



1 

2 

3 

4 

5 

6 

7 
8 

9 

10 

11 

12 

13 

14 

15 
16 

17 

18 

19 

20 

21 

22 

23 

24 

APPENDIXC 

CAP IT AL ASSET PRICING MODEL 

risks from inflation. The U.S. Treasury Bond is also used as a risk-free rate of 

return. This is not universally accepted because the value of U.S. Treasury Bonds 

fluctuates as interest rates change. An investment in U.S. Treasury Bonds is only 

a risk-free investment if the investor plans to hold it until maturity. The risk-free 

instrument will have an effect on the results of the CAPM analysis. Whichever 

instrument is selected, it should be used consistently in the equation. 

Beta 
The beta coefficient measures the volatility of return earned by the utility's stock, 

relative to the volatility of the returns earned by the broader equity market. The 

broad equity market is frequently measured using the S&P 500 Index or Value-

Line Composite of 1700 stocks. This measure provides a look at the risk and 

volatility of a stock relative to other investments. A stock with a beta of one is 

just as volatile as the market. A stock with a beta of .50 is half as volatile as the 

market, and at 1.25, it is twenty-five percent more volatile than the market. 

Rm 
Rm is the expected return on the stock market such as the S&P 500 Index or 

Value-Line Composite of 1700 stocks. Long-run historic market returns offer 

information on investors' expectations because the historic returns of the stock 

market indexes are known and widely disseminated to investors. These historic 

returns are viewed as representative of the future because they cover a long time 

span encompassing a wide array of stock market and economic cycles. One 

source of a long-term market return is Ibbotson and Associates' annual 

publication, Stocks, Bonds, Bills and Inflation, which repotts annual returns of the 

S&P 500 from 1926 to the present. 
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The risk premium is the difference between investors' expected return from the 

stock market and their expected return from the risk-free investment over the 

same time period. The risk premium is written as Rm-Rf. The market return and 

the risk-free return should be taken from the same time period so as to measure 

the additional return required by investors to take on the risk of common stocks 

over the risk-free investment. Rp is calculated using the historic market returns 

discussed above and the historic returns on U.S. Treasury Bills or Bonds from the 

same time period. 
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VALUE LINE ECON01"1IC AND STOCK MARKET COMMENTARY 

"It was the best of times, it was the 
worst of times," to quote from the 
famed 19th century novelist Charles 
Dickens in describing the first half of 
2014. On point, the initial stanza saw the 
U.S. gross domestic product, under 
duress from a string of weather-related 
disruptions, contract 2.1 %; the April
through-June period then saw almost 
everything go right, with the consequent 
result being a GDP gain of 4.0%, which 
was well above the average view then 
calling for an increase of3.0%. 

So, what is the true picture? In our 
view, it currently lies somewhere in be
tween. One logical reason to expect a 
reversion to the mean is that personal 
spending-a core component of GDP, 
as it accounts for some two-thirds of 
total business activity-swung less 
sharply than did GDP itself in the half. 
To \Vit, consun1er spending \vent fro1n a 
gain of 1.2% during the initial quarter to 
an increase of2.5% over the following 
three months. A bigger swing factor was 
the second-quarter surge in inventories. 
Here, it should be noted that declining 
inventories had pared opening-period 

GDP, and in the process made a bad sit
uation that 1nuch \Vorse. Conversely, ris
ing stockpiles then contributed handily 
to second-quarter GDP, as increasing 
optimism among some industrial and 
consumer goods makers helped swell 
output levels. Some averaging of the 
periods, as far as inventories and GDP 
are concerned, would seem to be the 
way to look at the economy going for
ward. That said ... 

\Ve think the business advance will 
follow a fairly durable course, with 
growth exceeding 3.0% in both the cur
rent quarter and the final term of this 
year. Further, we would expect some 
broadening in the upturn by yearend, 
most specifically in the business invest
ment category. On the other hand, we 
could see pressure applied should oil 
prices 111ove higher, as such a n1ove 
would likely restrain consumer activity. 
A recent softening in the housing mar
ket, if sustained, would logically under
mine overall second-half performance 
as \veil. In all, son1e retreat fro1n the re-

(Co11ti1111ed 011 page 4680) 

VALUE LINE FORECAST FOR THE U.S. ECONOMY 

Statistical Sm111nary for 2014-2015 

2014:2 2014:3 2014:4 2015:1 2015:2 2015:3 2015:4 2014 2015 
GOP AND OTHER KEY MEASURES 
Real Gross Domestic Product 15988 r6118 16245 16366 16495 16634 16778 16046 16568 
Total light Vehicle Sales (Mill. Units) 16.0 16.3 16.3 r6.J 16.4 r6.5 16.5 16.1 16.4 
Housing Starts (Million Units) 0.95 1.05 1.15 1.20 I.JO I.JS r.40 1.02 1.11 
After-Tax Profits ($Bill.) 2004 r999 r999 1963 2104 2099 21f9 1977 2071 

ANNUAllZED RATES OF CHANGE 
Gross Domestic Producl {Real) 4.0 3.5 3.2 3.0 3.2 3.4 3.5 2.1 3,3 
GDP Deflator 2.0 2.2 1.8 1.8 1.7 1.7 1.7 1.8 1.7 
CPI-All Urban Consumers 2.5 2.8 2.0 2.0 1.8 1.7 1.8 2.3 1.8 

AVERAGE FOR THE PERIOD 
National Unemployment Rate 6.5 6.2 6.2 6.2 6.1 6.0 5.9 6.4 6.1 
Prime Rate 3.3 3.5 4.0 4.5 5.0 5.5 6.0 3.5 5.3 
lO·Year Treasury Note Rate 2.7 2.6 2.8 3.0 3.2 3.3 3.4 2.7 3.2 
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Value Line Forecast for the U.S. Economy 

ACTUAL ESTIMATED 

2014:1 2014:2 2014:3 2014:4 2015:1 2015:2 2015:3 2015:4 
GROSS DOMESTIC PRODUCT AND ITS COMPONENTS 
(2009 CHAIN WEIGHTED$) BILLIONS OF DOLLARS 
Final Sales 15783 15873 15991 16117 16245 
Total Consumption 10844 10911 10992 11074 11150 
Nonresidential Fixed lnvestJnent 2052 2080 2115 2156 2188 
Struclures 442 448 454 462 468 
Equipment & Sofuvare 975 992 1013 1038 1058 

Residential Fixed lnvestn1ent 48S 494 513 534 557 
Exports 2027 2074 2101 2132 2164 
Imports 2474 2501 2520 2551 2588 
Federal Government 1117 1115 1118 1120 1118 
State & local Governments 1750 1763 1772 1777 1781 

Gross Domestic Product 17043 17296 17532 17750 17961 
Real GDP {2009 Chain Vv'eighted $) 15832 15988 16118 16245 16366 

PRICES ANO WAGES-ANNUAL RATES OF CHANGE 
GDP Deflator 1.3 2.0 2.2 1.8 1.8 
CPI-All Urban Consumers 1.9 2.5 2.8 2.0 2.0 
PPl-finished Goods 3.8 5.0 2.5 2.0 1.7 
Employment Cost Index-Total Comp. 1.0 2.0 2.3 2.3 2.3 
Productivity -3.2 1.0 2.0 1.5 1.0 

PRODUCTION AND OTHER KEY MEASURES 
lnduslrial Prod. (0/o Change, Annualized) 4.5 1.5 3.5 3.2 3.5 
Factory Operating Rate(%,) 76.3 76.8 77.2 77.3 77.3 
Nonfarn1 lnven. Change (2009 Chain Weighted$) 26.9 70.0 75.0 65.0 50.0 
Housing Starts (/'·,\ill. Units) 0.93 0.95 1.05 1.15 1.20 
Existing House Sales (f...\ill. Units) 4.60 4.80 5.10 5.30 5.50 
Total Light Vehicle Sales (f...\ill. Units) 15.6 16.0 16.3 16.3 16.3 
National Unemployn1ent Rate (0/o) 6.7 6.5 6.2 6.2 6.2 
Federal Budget Surplus (Unified, FY, $Bill) -241 50.0 ·150 -180 -250 
Price of Oil ($Bbl., U.S. Refiners' Cos!) 97.63 101.20 99.00 97.77 100.00 

MONEY AND INTEREST RATES 
3·Month Treasury Bill Rate {0/o) 0.1 0.1 0.1 0.1 0.1 
Federal Funds Rate ('Yo) 0.1 0.1 0.1 0.1 0.1 
10-YearTreasuty Note Rate (0/o) 2.8 2.7 2.6 2.8 3.0 
Long-Tenn Treasury Bond Rate (0/o) 3.7 3.S 3.4 3.4 3.7 
MA Corporate Bond Rate (0/o) 4.4 4.3 4.2 4.2 4.3 
Prin1e Rate (0/o) 3.3 3.3 3.S 4.0 4.S 

INCOMES 
Personal Income (Annualized 0/o Change) 3.1 3.S 3.5 4.0 4.S 
Real Disp, Inc. (Annualized 0/o Change) 1.5 1.S 1.5 3.0 3.S 
Personal Savings Rate (0/o) 4.4 4.0 4.0 4.2 4.5 
After-Tax Profits (Annualized $Bill) 1906 2004 1999 1999 1963 
Yr-to-Yr'% Change 6.8 10.0 7.0 5.0 3.0 

COMPOSITION OF REAL GOP-ANNUAL RATES 
OF CHANGE 
Gross Don1estic Product -2.1 4.0 3.S 3.2 3.0 
Final Sales -1.0 2.3 3.0 3.2 3.2 
Total Consumption 1.2 2.S 3,0 3.0 2.8 
Nonresidential Fixed Investment 1.6 5.S 7.0 8.0 6.0 
Structures 2.9 5.3 6.0 7.0 5.0 
Equipment & Sofl:\vare -1.0 7.0 9.0 10,0 8.0 

Residential Fixed Investment -5.3 7.5 16.0 18.0 18.0 
Exports -9.2 9.S 5.5 6.0 6.0 
Imports 2.2 4.5 3.0 5.0 6.0 
Federal Goven1111ent -0.1 -0.8 1.0 1.0 -1.0 
State & Local Governments -1.3 3.1 2.0 1.0 1.0 
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Value Line Forecast for the U.S. Economy 

ACTUAL ESTIMATED 

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 
GROSS DOMESTIC PRODUCT AND ITS COMPONENTS 
(2009 CHAIN WEIGHTED$) BILLIONS Of DOLLARS 
final Sales 14566 14718 14979 15304 15637 15951 16453 16996 17540 18066 
Total Consumption 9843 10036 10264 10448 10700 10955 11274 11635 12019 12380 
Nonresidential Fixed Investment 1633 1674 1803 1932 1991 2101 2240 2375 2517 2643 
Structures 438 366 375 424 422 452 476 514 565 610 
Equipn1ent & Sofhvare 644 747 848 906 947 1004 1087 1163 1233 1307 

Residential Fixed lnvestn1ent 392 382 385 437 488 506 588 659 692 712 
Exports 1584 1765 1898 1960 2020 2084 2204 2314 2441 2588 
Imports 1976 2228 2358 2413 2440 2512 2638 2783 2922 3054 
Federal Government 1218 1271 1236 1214 1145 1117 1112 1100 1095 1089 
State & Local Governments 1871 1821 1761 1740 1748 1766 1788 1806 1829 1856 

Gross Domestic Product 14418 14958 15518 16163 16768 17405 18299 19262 20256 21281 
Real GDP (2009 Chain \o\'eighted $) 14418 14779 15021 15389 15710 16046 16568 17131 17680 18210 

PRICES AND WAGES-ANNUAL RATES Of CHANGE 
GDP Deflator 0.8 1.2 2.0 1.7 1.4 1.8 1.7 1.8 1.9 2.0 
CPI-All Urban Consumers -0.3 1.6 3.1 2.1 1.5 2.3 1.8 1.8 2.0 2.3 
PPl-Finished Goods -2.S 4.2 6.0 1.9 1.2 3.3 1.8 2.0 2.2 2.4 
Employment Cost Index-Total Comp. 1.5 1.9 2.1 2.0 1.9 1.9 2.6 2.9 3.1 3.3 
Productivity 3.2 3.2 0.5 1.5 0.5 0.3 1.3 1.5 1.7 1.8 

PRODUCTION AND OTHER KEY MEASURES 
Industrial Prod.(%, Change) -11.3 5.7 3.3 3.8 2.9 3.1 3.2 3.5 3.3 3.0 
Factory Operating Rate(%,) 65.7 71.3 73.9 75.5 76.1 76.9 77.6 78.0 78.0 78.0 
Nonfarm lnven. Change (2009 Chain \Veighted $) -146.0 65.9 39.7 68.7 58.3 59.2 50.0 50.0 45.0 40.0 
Housing Starts (/\.till. Units) 0.55 0.59 0.61 0.78 0.93 1.05 1.36 1.55 1.60 1.50 
Existing House Sales (i'vtill. Units) 4.33 4.18 4.28 4.66 5.07 4.95 5.61 5.70 5.60 5.50 
Total Light Vehicle Sales (J\1ill. Units) 10.4 11.6 12.7 14.4 15.S 16.1 16.4 16.7 16.6 16.5 
National Unemployn1ent Rate (o/o) 9.3 9.6 8.9 8.1 7.4 6.4 6.1 5,8 5.6 5.4 
Federal Budget Surplus (Unified, FY, $Bill) -1416 -1294 -1297 -1089 -680 -521 -520 -500 -500 -550 
Price of Oil ($Bbl., U.S. Refiners' Cost) 59.20 76.70 101.75 101.00 100.47 98.90 99.25 95.00 97.00 100.00 

MONEY AND INTEREST RATES 
3-i'-..\onth Treasury Bill Rate (0/a) 0.2 0.1 0.1 0.1 0.1 0.1 0.4 2.0 3.0 3.5 
Federal funds Rate (''lo) 0.2 0.2 0.1 0.1 0.1 0.1 0.4 2.0 3.5 4.0 
10-Year Treasury Note Rate (0/o) 3.3 3.2 2.8 1.8 2.4 2.7 3.2 3.7 4.3 4.5 
long-Tern1 Treasury Bond Rate (0/o) 4.1 4.3 3.9 2.9 3.5 3.5 3.9 4.4 4.8 5.o 
AAA Corporate Bond Rate (0/o) 5.3 4.9 4.6 3.7 4.2 4.3 4.5 5.0 5.5 5.8 
Prime Rate (0/o) 3.3 3.3 3.3 3.3 3.3 3.5 5.3 6.0 6.3 6.5 

INCOMES 
Personal lncon1e (0/a Change) -2.8 2.9 6.1 4.2 2.8 3.5 4.5 5.3 5.5 5.3 
Real Disp. Inc. (0/o Change) -0.S 1.1 2.4 2.0 0.7 1.9 3.5 3.8 4.2 4.0 
Personal Savings Rate (0/o) 6.1 5.6 5.7 5.6 4.5 4.2 4.5 5.0 5.5 6.0 
After-Tax Profits ($Bill) 1199 1464 1473 1755 1845 1977 2071 2175 2306 2467 
Yr-to-Yr o/o Change 11.7 22.2 0.6 19.2 5.1 7.2 4.8 5.0 6.0 7.0 

COMPOSITION OF REAL GDP-ANNUAL RATES 
OF CHANGE 
Gross Domestic Product -2.8 2.5 1.6 2.3 2.2 2.1 3.3 3.4 3.2 3.0 
Final Sales -2.0 1.0 1.7 2.2 2.2 2.0 3.1 3.3 3.2 1.0 
Total Consumption -1.6 2.0 2.3 1.8 2.4 2.4 2.9 3.2 3.3 3.0 
Nonresidential Fixed lnvestn1ent -15.6 2.5 7.7 7.2 3.0 5.5 6.7 6.0 6.0 5.0 
Structures -18.9 -16.4 2.3 13.1 -0.5 7.0 5.3 8.0 10.0 8.0 
Equipment & Softi.vare -22.9 15.9 13.6 6.8 4.6 6.0 8.2 7.0 6.0 6.0 

Residential Fixed lnvesttnent -21.2 -2.5 0.5 13.S 11.9 3.8 16.1 12.0 5.0 3.0 
Exports -9.1 11.5 6.9 3.3 3.0 3.1 5.8 5.0 5.5 6.0 
Imports -13.7 12.8 5.5 2.3 1.1 2.9 5.0 5.5 5.0 4.5 
Federal Government 5.7 4.3 ·2.7 -1.8 -5.7 -2.4 -0.5 -1.0 ·0.5 -0.5 
State & local Governments 1.6 -2.7 -3.3 -1.2 0.5 1.0 1.3 1.0 1.3 1.5 
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cent 4.0% growth appears likely during 
the next couple of quarters. Thereafter, 
we would expect growth to hold in the 
3.0%-3.5% range, on the assumption 
housing stays resilient, oil prices remain 
near recent levels, and the Federal 
Reserve proves able to effect a soft eco
nomic landing following the conclusion 
of its popular bond-buying efforts and 
subsequently moves to lift interest rates 
sometime in 2015. 

From there, we would expect the up cy
cle to continue through the final years of 
this decade, making it more in league 
with its predecessor of the 1990s than its 
choppier counterpart in the opening 
decade of this century. One factor favor
ing sustainability for this expansion is 
its ongoing modest scope, with growth 
of3.0%-3.5% now anticipated over the 
next 3 to 5 years. That would be under
stated relative to the norms of the fast
paced 1960s, the strong recovery in the 
late-l 970s, and the sustained up cycles 
of the 1980s and 1990s. 

There are some notable risks to this 
orderly economic progression, how
ever. And, as we opined three and six 
months ago, the focal point of this risk 
is overseas. To be sure, Washington and 
the Federal Reserve can provide occa
sional surprises, but these are typically 
manageable. For example, problems 
stemming from fiscal policy miscues 
often induce the Fed to undertake reme
dial action, such as the initiation of the 
popular bond-buying efforts a few years 
back. The situation on the foreign front 
is much less predictable and is rarely 
remedied easily. So far, our economic 
expansion-\vhich no\V has entered its 
sixth year-has been able to press for
ward despite the headwinds that are at~ 
feeling Eastern Europe and the Middle 
East, the on-again, off-again, recovery 
in Western Europe (where Italy is now 
back in recession), and the uncertain 
growth path in China. Should such dif
ficulties worsen, the durability of ourup 
cycle might be challenged. But even if 
we carry on successfully, the global 

risks probably will remain elevated for 
so1ne titne. 

SOME SPECIFICS 
Economic Growth: As noted, after a 
weather-impacted stait, in which the na
tion's gross domestic product contracted 
by a recession-like 2.1 % in the opening 
period, things turned around nicely in the 
spring. On point, notable gains in nonres
idential fixed investment, consumer ex
penditures, exports, and inventory 
investment all helped push GDP fonvard 
by a much better-than-expected 4.0% 
during the second quarter. Now, on the 
strength of stellar gains in manufacturing 
and nonmanufacturing, better trends in 
employment, and a narrowing trade def
icit, the economy should keep a decent 
share of that momentum in place during 
the back half of this year and into 2015 
(Charts 1and2). Our sense is that growth 
will average 3.0%-3.5% over the next 
four to six quarters. 

Our outlook for the following few years 
is less well defined. Much of the out
come then could be predicated on the 
course of global events, the level of suc
cess attained by the Fed in concluding its 
unprecedented monetary easing (includ
ing its bond buying during the sho1t term 
and its interest-rate policies over the 
longer stretch), and the pace and scope of 
inflation. Our sense is that occasional 
pricing pressures will evolve later in the 
decade, but, for no\v, continuing inflation 
stability seems a good bet. In general, we 
think the expansion will last through de
cade'send, with just a few wrinkles along 
the way. 

Inflation: As indicated, inflation may 
start to trend selectively higher over the 
next several years, but our sense is that 
such increases will be modest and come 
in fits and starts rather than all at once. As 
a recove1y n1atures, price pressures are 
logical. The Fed, in fact, has opined that 
long term, it expects inflation to return to 
more normalized levels, implying that 
the drop below 2% in the Producer and 
Consumer Price Indexes in 2013 was 
largely transitory. Meanwhile, as wage 

growth quickens in a better job market, 
energy costs increase due to accelerat
ing GDP growth globally, and the call 
for goods and services produced 
abroad picks up (as a likely outgrowth 
of better times), there would figure to 
be some gradual step up in pricing 
pressures. At this point, though, there 
appears to be sufficient industrial ca
pacity around to avoid the shortages 
that contributed directly to very severe 
bouts ofinflation in the 1970s and ear
ly 1980s (Chart 3). 

Interest Rates: The question here is 
not whether the Fed will opt to raise 
interest rates, but rather when it will do 
so. The consensus is that the lead bank 
will take that step in 2015-the un
known being ifit will do so early in the 
year, as son1e no\v 1naintain, or \Vait 
until midyear, as others suggest. Our 
view is that the Fed has followed a cau
tious path all along and that it will like
ly not veer from that course under the 
stewardship of the dovish Janet Yellen. 
Thus, in the absence of a flareup of 
inflation going forward, we think the 
bank will hold off on any raising of 
borrowing rates until about a year 
fron1 no\v--even as it 1noves to \Vind 
up its bond-buying effort in the fomth 
quarter of this year (Chart 4). 

Corporate Profits: CorporateAmer
ica put in a solid performance in the 
recently ended second-quarter report
ing season, with the estimated earn
ings growth rate for the period having 
been fairly close to double digits, led 
by the telecom services sector. In all, 
such improvement was better than the 
7% rate of growth that had been fore
cast at the start of the second stanza. 
Such outperfor111ance is rather rare, 
having been achieved just tln·ee times 
since the second quarter of2011. Also, 
nine oft he ten major sectors had high
er growth rates than had been predict
ed at the start of the repo1ting season 
in late June. On the other hand, nega
tive guidance for the third quarter is 
well ahead of positive guidance, which 
is normal at this stage of the cycle, but 
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is still something to watch for any long
term trends. 

All told, the corporate outlook remains 
rather decent for the rest of this year and 
into 2015, with the presumption being 
that an expanding economy, continued 
low interest rates (even with some prob
able increases in 2015), effective cost 
controls, and the current limited wage 
pressures will all continue. Of course, 
earnings have been gaining since almost 
the start of the business recovery back 
in 2009, and it is only logical to expect 
comparisons to gradually grow more 
difficult. Still, absent new business re
versals, \Vhich can often pop up, as one 
did in the first quarter, earnings should 
trend modestly higher over the next 3 to 
5 years. 

THE STOCK MARKET 
The market's up cycle is now in its sixth 
year, having begun in the final stages of 
the 2007-2009 recession. And it has 
been a bull market for the ages, with the 

Dow Jones Industrial Average rising 
from less than 6,500, at its bear market 
nadir, to more than 17 ,000 at its highs 
earlier this year. But now, global conflict 
is continuing, particularly between 
Russia and the West, and across vast 
reaches of the Middle East. The fallout 
from such ongoing strife has led to a dif
ficult stretch for our equity market. On 
point, after a poor start this year and a 
subsequent recovery to a series of all
time highs in the Dow and the S&P 500 
Index, stocks have faltered to some ex
tent. As of now, we are still well shy of 
a correction, which is usually defined as 
a cumulative drop of I 0%. Still, the 
peak-to-trough decline of more than 3% 
in the Dow is sufficient to awaken some 
fears of a correction later on, especial
ly as the likely cause of this weakness
the conflicts globally----Oefies solution. 

Of course, event risk is ahvays a factor 
in stock market performance and one 
that even intrepid investors need to be 
cognizant of at all times. It is just as true 

that there are times when the stock mar
ket is vulnerable. This is one of those 
tin1es, as equities have been roaring 
ahead for years-and particularly so 
during the past 18 months. And, not sur
prisingly, the market is tired after accu
mulating such gains. That said, it is also 
true that at some point, Wall Street like
ly will return to the fundamentals, 
which for now, as they relate to earn
ings, the econon1y, and interest rates, are 
still favorable. That's even though the 
Fed seems likely to move to a slightly 
less acconunodative stance over the 
next year. So, \Vith valuations no\v a bit 
less frothy than at the market's peak, 
stocks appear rather attractive. 

Conclusion: We are retaining our opti-
1nis111 on the equity inarket, even as 
the winds of international conflict con
tinue to blow across parts of the world. 
Please refer to the inside back cover 
of Se/ectio11 & Opinion for our statisti
cally-based Asset Allocation Model's 
current reading. 

Gross Do1I•estic Product Chart 1 Consun1cr n11cl Producer Price Indexes 

Real Annualized Percent Change - 2009 Chain-\Veighted Dollnrs 
B~--~-~~-~--~--~-~~-~ 

6 

4 

2 

o-!-J_,~l---"Lif._.LL.oj.~11~~'-JL-"-"_Ij.,-LLU_lij 

-2 

-4 

-6 

-B 

-'° -'-2"01/o~s-'-~2~0709~~20"1~0-'-•2~071 '1 -'-~20"1~2,-'-~2~0713~~20"1~4-' 
Source: U.S. Dept. of Commcn;:c 

ISM M l\tla1111fact11riug I11dcx Chart 2 
(Seasonally Adjusted) 

as,---,---,---,---~---.---,---, 
60 
55 

50 
45 
40 

35 
30 
25 
20 
15 

'° 5 

0 ~"2~oo"a~~2"0"0"9c-'-'2"0~1•0-'-•2~071'1-'-'20~1~2-'"~2"'0'-1~3c-'-'2"0~1•4~ 
Source: Institute for Supply /\.fanagemenl 

1 5% ~~--'-''_"'-"_o_-Y_,_"_r_,_"_'_"'_C_h_o~og~'---~-c_ha_n~3 

12% 

9°/o 

6o/o 

3%i _J,JJ~~~~ 0"/o+--

-3"/<> 

- 9 •y., ~=~'-o=c-'-~=-'-="""'--o=o-"-~=~=co-" 
2008 2009 2010 2011 2012 2013 2014 

2 

Selectccl I1l.terest Rates 
(In Percent) 

Chart 4 

-Federal Funds -10-Yr. Treasury Note ..... 3-Mo. Treasury Bill 

o-'--2-oo-a-""~2~0~0~9..1..~2~0~10""'~20_1_1_._2_0~1~2""'-2-o-1-3-'--20-1-4--' 

©2014 Vali.:e Ur~ Publshfl;J LLC. A1 rigNs reserved. Fact~! mater' cl is OOla'nOO from sources be~&.'ed lo 00 rr-lab!'3 and i3 JifCl.':-000 v.\tl».rt l'iarrart"es of M'J kirid. IBE PUBLISHER 
IS t10T RESPOllSIBlE FOR AIN ERRORS OR 01JJSS!ONS HEREIN. Tuts plb'."ica~OO !s str.0.:l'f for s~s oNn, non-0:trrtfMrctal, r.:emal l.M. No part of it m<!/ be repiodur..00, 
resold, stored or transmitted !1 any printed, ele<lronlc or other form, or used for generat;ng or markeFnlJ any printed or elearnnlc pubt'cation, ser..ice or product 

To subscribe call 1-BOO·VALUELINE 



Schedule AHG-1 
14-S&TT-525-KSF 

PAGE 4682 VALUE LINE SELECTION & OPINION AUGUST 22, ZU14 

Model Portfolios: Recent Developments 

PORTFOLIO I 

We are selling our position in Chicago 
Bridge & Iron this week. Although CBI 
stock remains favorably ranked for 
Timeliness, its recent performance has 
been disappointing, reflecting the mar
ket's concern over earnings quality at 
the engineering, procuren1ent, and con
struction company. It appears a large 
acquisition, co1nbined \Vith the ac
counting for costs under long-term con
struction contracts, have left Chicago 
Bridge's earnings stream cash-poor. 
True, the company has recently landed 
a couple of projects that should im
prove the situation, but the market did 
not seem to take much notice. Adding 
it all up, and given our near-term per
for1nance orientation, \Ve have decided 
that it is best to cut our losses on this 
holding. 

The open slot will be taken by Lear 
C01poration shares. The company sup
plies seating and electrical power man
agement systems to the automotive 
industry, and its revenue, earnings, and 
cash flow have been on an upward trend 
since emerging from bankruptcy in late 
2009. Meanwhile, its latest earnings 
report made for good reading, with Lear 
increasing its revenue, earnings, and 
volume forecasts for this year. At this 
juncture, the prospects for2015 look fa
vorable, as well. That said, LEA stock 
cannot be said to trading at a bargain 
price, though it has taken a bit of a 
breather lately, providing a respectable 
entry point, in our vie\V. 

PORTFOLIO II 

Pmifolio II member Intel is making nice 
progress expanding its product offering. 
The company recently unveiled a new 
manufacturing technology to produce 
super-thin chips targeting tablets and 
other wireless devices that operate with
out a cooling fan. This enables the use 
of batteries that are half the size ofcur
rent versions, yet offer twice the speed. 
Intel has been slow to enter the tablet 
market, but this is a big step forward. 
Separately, the tech giant agreed to pay 
$650 million (a drop in the bucket for 

Intel) to Avago for a business that will 
broaden its footprint in networking and 
wireless sources. The first of these an
nouncements helped the share price to 
recover from a stumble during the first 
week of August. 

The global benchmark price of oil hit a 
13-month low on August 13th, giving us 
pause on our holdings ConocoPhillips 
and Total. We're not taking action at this 
time, however. A supply disruption in 
Russia, Iraq, or elsewhere could send oil 
pdces soaring. ConocoPhillips has sig
nificantly reduced its risk profile, most 
recently with a $1.5 billion sale of 
Nigerian assets. As for Total, it is ag
gressively cutting costs, and lower oil 
prices could benefit its refining busi
ness. If oil prices continue to fall, 
though, some profit-taking would be in 
order. 

We are not making any changes to 
Portfolio II this week. 

PORTFOLIO Ill 

Portfolio III and the broader market are 
proving resilient once again, n1uch 
to the chagrin of Wall Street's long
suffering bears. Despite a host of con
cerns overseas, fro1n the crisis in 
Ukraine to signs of a slowdown in the 
euro zone, U.S. stocks are grinding their 
way back toward recent highs. This is 
likely attributable to improvements in 
the domestic economy, including the 
labor situation. (From a historical stand
point, inajor corrections seldo1n occur 
\vhen econo1nic funda1nentals are 
sound.) In addition, corporate earnings 
for the June quarter were pretty solid. 
And equities still appear to be the best 
deal for investors, particularly \Vith 
bond yields at multi-month lows. 

Against this backdrop, our group, which 
emphasizes attractively valued cmnpa
nies with good long-range prospects, 
continues to sit on a healthy year-to-date 
gain. Among the top performers of 
late have been robotic surgery leader 
Intuitive Surgical and commodity pow
erhouse US. Steel. Shares of Hormel, a 

meatpacker turned valued-added pack
aged food outfit, also continue to trade 
near record levels, as investors look to 
add quality to their portfolios. 

Hor111el re1nains one of our favorite 
names to be sure and an ideal candidate 
for conservative buy-and-hold inves
tors. Over the next few years, the com
pany should benefit from a further move 
up the value ladder and syne1gies stem
ming from the $700 million Skippy 
acquisition. Indeed, we expect the un
der leveraged peanut butter brand to 
support growth in the U.S. and key 
emerging markets, most notably China. 
We are making no changes this week. 

PORTFOLIO IV 

The U.S. stock market headed lower 
during the first days of August, but has 
since found some support. Some of the 
recent volatility may well be a reaction 
to ongoing political tensions in Ukraine 
and the Middle East, as well as concerns 
about equity valuations. Investors con
tinue to worry about the Federal 
Reserve's plans and the direction of in
terest rates. This can weigh heavily on 
higher-yielding issues, such as real es
tate investtnent trusts, teleco1ns, and 
utilities. Portfolio IV has a large mun
ber of these holdings, which have 
not been inunune to the recent market 
pullback. 

Notably, our utility stocks have been 
somewhat weak during the third quarter. 
While there have been slight declines in 
the large names, such as Southern 
Company and Consolidated Edison, 
Alliant Energy, a smaller operator, has 
slipped a bit further. Elsewhere, Mattel 
ren1ains a \Veak spot, as the toyn1aker 
works to keep its top brands current. 
Finally, shares of Ensco, a contract drill
er, ren1ainout of favor. Still, \Ve are cau
tiously holding onto this issue, which 
carries an above-average Tin1eliness 
rank and offers a dividend yield of 
roughly 6%. 

We are making no changes to Portfolio 
IV this week. 
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PORTFOLIO I: STOCKS WITH ABOVE-AVERAGE YEAR-AHEAD PRICE POTENTIAL 

Ratings & 
Reports 

Page Ticker Co1npany 

1601 ACT 
945 ARRS 
557 AYY 

1325 AVT 
947 BRCM 

2439 CE 
2441 EMN 
2215 FL 

806 HCA 
999 LEA 

1000 MGA 
345 NSC 

2318 RCL 
325 R 
312 LUY 
134 TMO 

2431 TD\.Y 

1940 THS 
730 TGI 

1345 YSH 

Actavis pie 
Arris Group 
Avery Dennison 

Avnet, Inc. 
Broadcom Corp. 'A' 

Celanese Corp. 
Eastman Chemical 
Foot Locker 

HCA Holdings 
Lear Corp. 

/\1agna lnl'I 'A' 
Norfolk Southern 
Royal Caribbean 
Ryder System 
Southwest Airlines 
Thern10 Fisher Sci. 
Tide\valer Inc. 
TreeHouse Foods 

Triun1ph Group 
Vishay Intertechnology 

(pdmarib• suitable for more aggressfre im·estors) 

Recent Ti1ne-
Price liness Safety P/E 

203.16 
30.64 
47.83 

41.66 
37.59 
59.10 
80.00 

50.29 
65.41 
96.18 

110.93 
102.45 
61.02 

86.74 
28.70 

120.03 
49.67 

78.89 
64.85 

14.96 

2 
2 

2 
2 

2 

2 
2 

1 

2 

1 
2 
2 

2 

2 
3 
3 
3 
3 

3 
3 
3 
3 

3 
3 
2 

3 
3 
3 
2 

3 

3 
3 
3 

14.3 
11.2 
15.2 

9.5 
11.6 

10.5 
11.3 
14.8 
16.7 

11.9 
12.5 
15.6 

16.1 
15.2 
21.6 

17.8 
10.9 

20.5 
11.1 
14.1 

Yield0/o Beta 

Nil 
Nil 
2.9 

1.5 
1.3 
1.7 

1.8 
1.7 
Nil 
0.8 

1.4 
2.2 
1.6 

1.7 
0.8 

0.5 
2.4 

Nil 
0.2 

1.6 

0.75 

1.10 
1.20 

1.20 
1.20 

1.50 
1.30 
1.05 
1.25 
1.15 

1.20 
1.05 
1.65 

1.30 
1.05 
1.00 

1.10 
0.60 

1.05 
1.45 

Financial 
Strength 

8++ 
B+ 
A 

A 
B++ 
B++ 
A 
B++ 
B+ 
B+ 
A 
A 
B+ 
B+ 
B+ 
A 

B+ 
B++ 
B++ 
B+ 

Industry Nan1e 

Drug 
Telecom. Equipn1ent 
Chemical (Specialty) 
Electronics 
Telecon1. Equipn1ent 
Chen1ical (Diversified) 

Chemical (Diversified) 
Retail (Softlines) 
Medical Services 
Auto Parts 

Auto Parts 
Railroad 
Recrealion 

Trucking 
Air Transport 
Precision Instrument 

Oilfield Svcs/Equip. 

Food Processing 
Aerospace/Defense 
Electronics 

1b q11alij)'forp11rchase in the above porlfo/io, a stock must ha1·e a 1imeliness Rank of 1 or 2 and a Fi11a11cial Strength Rating of at least B+. If a stocks Timeliness n111k 
falls to 3, or /011"e1; it l•,:il/ be automatically remored. Stocks 1i1 t//e abo1-e porlfo/iO are selected and 111011itored by Clttufes Clark Associate Research DirectOJ: 

PORTFOLIO II: STOCKS FOR INCOME AND POTENTIAL PRICE APPRECIATION 

(primarily suitable for more conservatfre im·estors) 
Ratings & 
Reports 

Page Ticker Coinpany 
Recent 
Price 

542 GAS 
707 BA 

2509 CM.TO 
2396 COP 

2413 ESY 
1363 INTC 
1164 IP 
1923 K 
1924 KRFT 
1975 TAP 
1627 PFE 
2522 RY.TO 

1936 SJM 
1185 SON 
1729 SNA 
518 TOT 

777 TRY 
346 UNP 

1548 WPC 
1171 WY 

AGL Resources 51.14 
Boeing 120.47 

Can. Imperial Bank 100.23 
ConocoPhillips 80.42 
Ensco pie 48.86 
Intel Corp. 33.13 
lnt'I Paper 47 .80 

Kellogg 63.45 
Kraft Foods Group 56. I 0 
fv\olson Coors Brewing 72.25 

Pfizer, Inc. 28.08 
Royal Bank of Canada 79.64 

Smucker Q.tvt) 102.59 
Sonoco Products 39.58 
Snap-on Inc. 122.28 

Total ADR 64.09 
Travelers Cos. 91.09 
Union Pacific 99.67 
\iV.P. Carey Inc. 67.86 
V\leyerhaeuser Co. 32.33 

Thne-
liness Safety 

2 
3 

3 
NR 
2 
1 

3 
3 

NR 
3 
3 
3 
3 
3 

3 
2 
3 
3 

NR 
NR 

1 

3 

3 

2 

2 

2 

2 

2 

1 

3 
3 

P/E Yield% Beta 

13.7 

16.1 
11.8 
12.2 
25.7 
14.8 
17.6 
15.7 

17.4 
16.9 
15.7 
13.4 

17.0 
15.5 
17.6 
10.3 

10.3 
17.4 

31.0 
21.4 

3.8 
2.5 

4.0 
3.6 
6.1 
2.7 
2.9 

3.1 
3.7 
2.0 

3.7 
3.7 

2.5 
3.2 
1.4 

5.1 
2.4 
2.0 
5.4 
3.6 

0.80 
1.05 

0.70 
NMF 
1.20 
0.95 
1.25 

0.60 
NMF 
0.80 

0.85 
0.75 

0.70 
0.95 
1.10 

1.20 
0.75 
1.00 

NMF 
1.10 

Financial 
Strength 

A 

A++ 
A+ 
A++ 
B++ 
A++ 
B+ 
A 

A 
B++ 
A++ 
A 
A++ 
A 

A+ 
A++ 
A++ 
A++ 
B+ 
B+ 

Industry Nan1e 

Natural Gas Utility 
Aerospace/Defense 

Bank 
Petroleun1 (Producing) 
Oilfiekl Svcs/Equip. 
Semiconductor 

Paper/forest Products 
Food Processing 

Food Processing 
Beverage 
Drug 
Bank 
Food Processing 
Packaging & Container 

J\1achinery 
Petroleum (Integrated) 
Insurance (Prop/Cas.) 
Railroad 

R.E.l.T. 
Paper/Forest Products 

To qualij}'for purchase in the aboi•e portfolio, a stock must Jm1-e a 31·elcl that is in the top half of the Value Line 1111frerse, a Timeliness Rank of at least 3 (11111u11ked 
stocks may be selected occasio11ally), and a Safely Rank of 3 or bette1: If a stock's Timeliness Rank falls below 3, that stock will be <111tomatically remoi·ed. 
(Occasionally a stock will be 11mu11ked (NR), usually because of a short trading histo1y or a major corpmute reo1ga11izatio11.) Stocks are selected and monitored by 
Craig Sirois, Editorial Analyst. 
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PORTFOLIO Ill: STOCKS WITH LONG-TERM PRICE GROWTH POTENTIAL 

Ratings & 
Reports 

(pn·marily suitable for i1n·estors with a 3- to 5-year horizon) 
3- to 5-yr 

Page Ticker Company 
Recent Time- Appreciation 
Price liness Safety P/E Yield 0/o Beta Potential Industry Na1ne 

1S79 

760 
1398 

2S07 
969 

2329 

2308 
1920 

187 
1000 

IS96 
2421 
2111 

2186 
416 

963 
1006 

7SS 

818 
2366 

ATI 
ALL 
AAPL 

BK 
CVS 
DIS 

HOG 
HRL 
ISRG 
MGA 

MOS 
NOV 
PVH 

PETM 
RSG 

QCOM 
TEN 
x 
UNH 
\<VYNN 

Allegheny Techn. 40.28 
Allstate Corp. 60.15 
Apple Inc. 95.97 
Bank of Ne\\' York Mellon 38.42 
CVS Caremark Corp. 78.67 
Disne}' (Walt) 87.21 

Harley-Davidson 61.71 
Hormel Foods 46.78 
Intuitive Surgical 451.53 
/\1agna Int'! 'A' 110.93 
/\,tosaic Company 46.53 
National Oihvell Varco 81.89 
PVH Corp. 114.27 

PetSmart, Inc. 68.48 
Republic Services 38.65 
Qualcomm Inc. 74.14 
Tenneco Inc. 63.66 
U.S. Steel Corp. 35.68 

UnitedHealth Group 80.22 
\\1ynn Resorts 200.20 

s 
3 
2 

4 

3 
3 
3 

3 
4 

1 
3 
2 

3 
2 
3 

2 

3 

3 

3 

1 

3 

1 

3 

3 
3 

3 
3 
3 
2 
2 

4 

3 
1 

3 

69.4 
11.7 
13.9 

14.9 
17.3 
20.8 
lS.2 
19.7 

3S.9 
12.S 
lS.8 

13.4 
14.7 

lS.S 
18.7 

12.9 
13.S 

60.S 
13.8 
22.6 

1.8 

1.9 
2.0 

1.8 
1.4 
1.0 

1.8 
1.8 
Nil 
1.4 

2.6 
2.2 

0.1 

1.2 
2.9 

2.3 
Nil 
0.6 

1.9 
2.S 

1.6S 

0.90 
0.8S 

1. lS 
0.8S 
1.0S 

1.30 
0.70 
0.90 
1.20 

1.20 
1.30 
1.30 

0.80 
0.8S 

0.9S 
1.70 

1.70 

0.8S 
1.3S 

0 

60 
3S 

4S 
lS 
10 

20 
20 
-S 

0 

40 
40 
2S 

2S 
lS 
30 

10 
-lS 

2S 
s 

60o/o 

90 
60 

110 
40 
30 

8S 
so 
4S 
SS 

lOS 
11S 

80 
70 
SS 

SS 

80 
2S 

so 
60 

Metals & /'.1ining (Div.) 
Insurance (Prop/Cas.) 
Computers/Peripherals 
Bank 

Pharmacy Services 
Entertainment 
Recreation 

Food Processing 
/'.·1ed Supp Invasive 
Auto Parts 
Chemical {Basic) 

Oilfield Svcs/Equip. 
Apparel 
Retail (Hardlines) 
Environmental 

Telecom. Equipment 
Auto Parls 
Steel 

Medical Services 

Hotel/Gan1ing 

Ib qualify for purchase i11 the abo\·e portfolio, a stock must luffe n·ortfnrhile and /011ger-tenn appreciatio11 potential. Among the factors considered for selectio11 are 
a stockS Timelii1ess and Safety Rank and its 3- to 5-year appreciation potenhll/. (Occasio11a/{}' a stock will be 11mu11ked (l\1R}, usually because of a short trading 
hist01)' or a major co1porate reo1ga11izatio11.) Stocks in the llbo\·e portfolio are selected and monitored by J11sti11 Hell111a11, Editorial Analyst. 

PORTFOLIO IV: STOCKS WITH ABOVE-AVERAGE DIVIDEND YIELDS 

Ratings & 
Reports 

Page Ticker Co1npany 

922 

903 
1033 

1990 
140 

1S93 
1S94 

2413 
1363 
1164 

1194 
2313 

364 
1370 
2613 

1993 
SlS 

118S 
ISl 
421 

T 
LNT 

BT 
BTI 
ED 
DOV\/ 
DD 
ESV 
INTC 

IP 
KMB 
MAT 

MCD 
MCHP 
PAYX 

RAI 
RDSB 
SON 
so 
WM 

AT&T Inc. 

Alliant Energ)' 
BT Group ADR 

Brit. Amer Tobac. ADR 
Consol. Edison 
Do\v Chemical 
Du Pont 

Ensco pie 
Intel Corp. 
lnt'I Paper 

Kimberly-Clark 
/'.·tattel, Inc. 

i\1cDonald's Corp. 
Microchip Technology 
Paychex, Inc. 

Reynolds American 
Royal Dutch Shell 'B' 
Sonoco Products 
Southern Co. 
Waste Management 

(primarf~}' suitable for inrestors interested in current income) 

Recent Time-
Price liness Safety P/E 

34.64 
SS.86 
63.26 

116.46 
S6.10 
Sl.80 

6S.49 
48.86 
33.13 

47.BO 
107.62 

35.24 

93.S6 
46.58 
41.41 

S7.14 
84.12 
39.S8 
43.22 
4S.48 

2 
3 

2 
3 

3 
2 

3 
2 

1 
3 
3 
4 

3 
2 

4 

4 

2 
3 

3 
2 

2 

3 
2 

1 
3 

3 

3 

2 

1 
3 

2 

1 
2 
2 

2 

12.8 
lS.8 

13.3 
16.1 
14.7 
16.7 

lS.8 
2S.7 

14.8 
17.6 
18.7 
lS.8 

16.3 
16.9 
23.1 
lS.S 
11.7 
lS.S 

16.4 
19.0 

Yieldo/o Beta 

S.4 

3.7 
2.9 

3.9 
4.6 
2.9 
2.9 
6.1 

2.7 
2.9 
3.1 
4.3 

3.S 
3.0 
3.7 
4.7 

4.5 
3.2 

s.o 
3.3 

0.7S 
0.80 

1.10 
0.80 

0.60 
1.40 
1.10 
1.20 

0.9S 
1.2S 
0.60 
0.90 

0.60 
1.0S 
0.90 
0.6S 

1.0S 
0.9S 

0.60 
0.8S 

Financial 
Strength 

A++ 
A 
B++ 
B++ 
A+ 
B++ 

A++ 
B++ 
A++ 
B+ 

A++ 
A 

A++ 
A 
A 
B+ 

A++ 
A 
A 
A 

Industry Na1ne 

Telecom. Services 
Electric Ulil. {Central) 

Telecom. Utility 
Tobacco 
Electric Utility (East) 
Chemical (Basic) 
Chemical (Basic) 

Oilfield Svcs/Equip. 
Semiconductor 
Paper/Forest Products 
Household Products 
Recreation 
Restaurant 

Semiconductor 
IT Services 
Tobacco 
Petroleun1 (Integrated) 
Packaging & Container 
Electric Utility (East) 

Environmental 

To qua/if)' for purchase ill the above portfolio, a stock must have a yield thar is at /east/% aboi·e the 111edia11for the Value Line 1111frerse, a 1i111e/i11ess Rank of al least 
3, and a Fi11a11cial Strength Rating of at least B+. If a stock's Timeliness Rank falls below 4, that stock ll'if/ be automatically remo\•ed. Stocks mv selected and 
monitored by Adam Rosner, Senior Analyst. · 
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TAXABLE 
Market Rates 
Discount Rate 
Federal Funds 
Prime Rate 
30-day er (Al/Pl) 
3-monlh UBOR 
Bank CDs 
6-month 
1-year 
5-year 
U.S. Treasury Securities 
3-n1onth 
6-month 
t-year 
5-}'ear 
10-year 
10--year {inflalion-prolectedJ 
30-year 
30-year Zero 

VALUE LINE SELECTION & OPINION 

Recent 
(8/13/14) 

0.75 
0.00-0.25 

3.25 
0.10 
0.23 

0.05 
0.09 
0.51 

0.03 
0.05 
0.08 
1.58 
2.42 
0.20 
3.24 
3.42 

Selected Yields 

3 Months 
Ago 

(5/14/14) 

0.75 
0.00.0.25 

3.25 
0.10 
0.23 

0.06 
0.09 
0.53 

0.02 
0.05 
0.08 
1.59 
2.55 
0.35 
3.37 
3.58 

Year 
Ago 

(8/13/13) 

0.75 
0.00-0.25 

3.25 
0.15 
0.26 

0.08 
0.10 
0.62 

0.05 
0.07 
0.11 
1.47 
2.71 
0.46 
3.74 
4.02 

Mortgage-Backed Securities 
GNMAS.S<>/o 
FHLMC 5.5% (Gold) 
FNfv1A 5.5°/0 

FNMA ARM 
Corporate Bonds 
Financial 00-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdmn 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

Treasury Security Yield Curve TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GOs) 
25-Bond Index (Revs) 

6.00% 

5.00% 

4.00% 

3.00°/o 

2.QQO,{, 

1.QQ0/o f -current 

-Year-Ago 
0.00%j,,, ....... ,...l''_j_~~~~~__JL..~~~_l~~~~:::__J 

361235 
Mos. \'ears 

10 30 

General Obligation Bonds {GOs) 
1-year Aaa 
1-year A 
5-year Aaa 
5-year A 
10-year Aaa 
10-year A 
25/30-year Aaa 
25/30-year A 
Revenue Bonds (Revs) (25/30-Year) 
Education M 
Electric AA 
Housing AA 
Hospital M 
Toll Road Aaa 

Soult'e: Bloomberg Finance LP. 

Federal Reserve Data 

BANK RESERVES 

Recent 
(8/13/14) 

1.69 
1.87 
1.70 
1.83 

3.48 
4.28 
4.14 
4.50 

2.07 
1.03 
0.52 
2.44 

5.93 
6.48 
5.51 

4.31 
4.89 

0.09 
0.53 
1.20 
1.87 
2.24 
3.41 
3.29 
5.15 

4.64 
4.72 
5.14 
5.16 
4.45 
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3 Aio11tl1s Year 
Ago Ago 

(5/14/14) (B/13/13) 

1.75 2.42 
1.78 2.57 
1.66 2.25 
1.86 2.11 

3.50 4.09 
4.24 4.74 
4.22 4.59 
4.56 5.10 

2.29 2.63 
1.36 1.81 
0.60 0.74 
2.58 2.60 

5.93 6.13 
6.42 6.47 
5.51 5.51 

4.31 4.73 
4.97 5.05 

0.13 0.18 
0.66 0.83 
1.28 1.37 
2.01 2.17 
2.44 2.99 
3.62 3.83 
3.84 4.31 
5.59 5.93 

4.97 5.20 
5.04 5.28 
5.46 5.68 
5.21 5.28 
4.62 5.02 

(1\vo-lr\leek Period; in Millions, Not Seasonally Adjusted) 
Recent levels Average Le\•els Over the Last. .. 

Excess Reserves 
Borro\ved Reserves 
Net F ree/Borro\ved Reserves 

M1 (Currency+den1and deposits) 
M2 (Ml +savings+small tin1e deposits} 

Source: United States Feden1! Rese1Te Bank 

8/6/14 
2711094 

260 
2710834 

7/23/14 
2632603 

235 
2632368 

MONEY SUPPLY 

Change 
78491 

25 
78466 

(One-VVeek Period; in Billions, Seasonally Acljusted) 
Recent Levels 

7/28/14 
2852.2 

11467.7 

7/21/14 
2847.2 

11438.5 

Change 
5.1 

29.2 

12 Wks. 26 Wks. 52 Wks. 
2593839 2566349 2437901 

188 149 187 
2593651 2566200 2437715 

Ann'I Growth Rates Over the Last ... 

3 Mos. 6 Mos. 12 Mos. 
I I .2o/o 
7.7°/o 

15.4°/o 
7.5°/o 

11.5°/o 
6.Bo/o 
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Closing Stock Market Averages as of Press Time 

0/oChange 0/oChange 
8/6/2014 8/13/2014 1 \Veek 12 1nonths 

Do\v Jones Industrial Average 16443.34 16651.80 +1.3°/o +7.Bo/o 

Standard & Poor's 500 1920.24 1946.72 + 1.4°/o + 14.9o/o 

N.Y. Stock Exchange Composite 10653.42 10756.18 +1.0°/o + 11.7o/o 

NASDAQ Composite 4355.05 4434.13 +1.8°/o +20.3o/o 

NASDAQ 100 3874.27 3949.20 +1.9% +25.7°/o 

Amex tvtajor Market Index 2681.41 2690.13 +0.3% +15.0% 

Value line (Geometric) 483.41 488.96 +1.1°/o +9.3o/o 

Value Line (Arithn1etic) 4427.02 4481.07 +1.2°/o + 13.4°/o 

London {FT-SE 100) 6636.16 6656.68 +0.3°/o +0.7o/o 

Tokyo (Nikkei) 15159.79 15213.63 +0.4°/o +9.7°/o 

Russell 2000 1125.55 1141.78 + 1.4°/o +8.So/o 

Major Insider Transactions/' 

PURCHASES 

latest 
Full-Page Ti111eliness Shares Shares Price Recent 

Report Rank Company Insider, Title Date Traded Held Range Price 

2435 4 Air Products & Chem. S. Ghasemi, Chair. 8/1/14 25,000 77,026 $131.79-$133.55 131.99 
177 3 CON1\1ED Corp. C.R. Harln1an, CEO 7/31/14 10,000 11,000 $39.25 36.53 
141 3 Dominion Resources fvl.J, Kington, Dir. 8/6/14 15,000 23,229 $64.87 67.49 

2360 Penn Nat'I Gaming T.J. V\rcfmou, CEO 8/4/14-8/5/14 50,000 238,623 s 10.44-$ l 0.46 10.90 
416 3 Republic Services W.L. Nutter, Dir. 7/31/14 30,000 30,332 $38.04 38.65 

1143 Tile Shop Hldgs. VV.E. V\latts, Dir. 8/1/14 40,000 319,814 $9.96 10.93 
1939 4 Tootsie Roll Ind. L. Lewis Brent, Dir. 7/31/14 15,000 23,395 $26.91 27.52 

SALES 

latest 
Full-Page Tilneliness Shares Shares Price Recent 
Report Rank Company Insider, Title Date Traded Held Range Price 

982 3 BorgV\larner J.J. Gasparovic, V.P. 8/6/14 60,000 79,900 $61.00 61.66 
1523 3 Equity Residential S. Zell, Chair. 7/31/14-8/4/14 2,000,000 1,689,210 $64.04-$65.67 64.90 
2626 3 Goo~e, Inc. S. Brin • 8/5/14 83,334 22,818,612 $562.89-$571.36 562.73 
2628 5 Lin ·edln J. Weiner, CEO 8/1/14-8/5/14 124,875 209,641 $192.77-$205.44 213.38 
2586 4 Microsoft Corp. W.H. Gates, Dir. 7/29/14-7/30/14 7,589,164 NA $43.33-$44.09 43.52 
721 2 Northrop Grumman \/1/,G. Bush, Chair. 8/1/14 30,000 120,000 $123.96 123.03 

2115 4 Under Arn1our K.A. Plank, Chair. 7/31/14-8/1/14 405,000 43,546 $66.71-$68.51 68.36 

* Be1uficial 01111erof more than J(y>,-6 of common stock. 
f l11c/11des only large tnmsaclions in US-traded stocks; excludes shan.'S held in the form of limite<I partnerships, excludes options & family tntsts. 

,l/ajor Insider Tra11sactio11s are obtaiued from Vickers Stock Research Corporation. 
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Market Monitor 

13-week 50-\veek Last market top last 111arket botto1n 
Valuations and Yields 8/13 8/6 range range (5-21-2013) (3-9-2009) 

Median price-earnings ratio of VL stocks 17.9 18.3 17.8-18.9 17.0-18.9 17.5 10.3 
P/E (usin~ 12-mo. est'd EPS) of DJ Industrials 14.5 14.8 14.5-15.2 13.6-15.8 14.0 17.3 
Median c ividend yield of VL stocks 2.1°/o 2.1 o/o 2.0-2.1o/o 1.9-2.1% 2.1°/o 4.0°/o 
Div'd yld. (12-mo. est.) of DJ Industrials 2.4°/o 2.4°/o 2.3 - 2.4°/o 2.2 - 2.6°/o 2.So/o 4.0°/o 
Prime Rate 3.3°/o 3.3°/o 3.3 - 3.3°/o 3.3 - 3.3°/o 3.3o/o 3.3o/o 
Fed Funds 0.1°/o 0.1°/o 0.1 -0.1°/o 0.1 -0.1°/o 0.1°/o 0.2°/o 
91-day T-bill rate O.Oo/o 0.0°/o 0.0 - O.Oo/o 0.0-0.1% O.Oo/o 0.3% 
AAA Corporate bond teld 4.1 o/o 4.2o/o 4.1 - 4.3°/o 4.1 - 4.7o/o 3.9°/o 5.5°/o 
30-year Treasury ban yield 3.2o/o 3.3°/o 3.2 - 3.5°/o 3.2 - 4.0°/o 3.2°/o 3.7°/o 
Bond yield 1ninus average earnings yield -1.4°/o -1.3°/o -1.5--1.0°/o -1.5 - -0.8°/o -1.8°/o -4.3°/o 
Market Sentiment 

Short interest/avg. daily volume (5 \Veeks} 22.7 22.6 20.5 - 22.7 17.9 - 22.7 19.0 8.6 
CBOE put volun1e/call volun1e .96 1.13 .77 - 1.13 .67 - 1.31 .91 .93 

VALUE LINE ASSET ALLOCATION MODEL 
(Based only on econo1nic and financial factors) 

INDUSTRY PRICE PERFORMANCE 
LAST SIX WEEKS ENDING 8/12/2014 

Current (last adjusted at n1arket open 5/12/14) Previous (before 5/12/14) 

Comnton Stocks 

Cash and Treasury Issues 

5% 

4%- A -. - -
3% 

2% 

1% 

0% 
03 2013 04 2013 01 2014 

148 Index: 12/3011988 = 100 

142 

136 

130 
03 2013 04 2013 01 2014 

800 

600 

400 

200 

40o/o-30°/o 

-

02 2014 03 2014 

02 2014 03 2014 

INTEREST RATES 

Prime Rate 

~~Ye~~ury__!~~ 
Federal Funds 

Prime Rate 
30-Yr. Treasury 
Fed Funds 

Previous 
Recent Week 

3.3°/o 3.3°/o 
3.2% 3.3o/o 
O.lo/o 0.1°/o 

VALUE LINE UNIVERSE 
Previous 

Recent Week 

Advances 
Declines 
Issues Covered 
Market Value 
($Trillion) 

1144 396 
550 1307 
1711 1711 

26.711 26.665 

VALUE LINE UNIVERSE 

New Highs 

Nc\v lo\VS 

Ne\V Highs 
New lo\VS 

Previous 
Recent Week 

87 49 
51 107 

7 Best Perfonning Industries 

Medical Services +3.8°/o 

Precious Metals +3.7°/o 

Steel +3.3o/o 

Metals & Mining (Div.) +2.6% 

Shoe +2.2°/o 

Wireless Net\vorking +2.0% 

Internet + 1.9°/o 

7 Worst Perfonning Industries 

Hon1ebuilding -13.0°/o 

Natural Gas (Div.) -12.1°/o 

Oilfield Svcs/Equip. -9.2°/o 

Maritin1e -8.9% 

Entertainment -8.6°/o 

Ne\vspaper -8.So/o 

Power -8.3% 

The corres~onding change in the Value Line 
Aritlunetic Average* is -4.1°/o 

CHANGES IN FINANCIAL 
STRENGTH RATINGS 

Ratings & 
Prior Nc\v Reports 

Company Rating Rating Page 

Bard (C.R.), Inc. A++ A+ 172 

Hill-Rom Hldgs. B+ B++ 215 

PerkinElmer, Inc. B+ B++ 131 

Volcano Corp. B C++ 233 
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Stock Market Averages 
VALUE LINE ESTIMATED P/E, YIELD, APPRECIATION POTENTIAL 

VERSUS DOW JONES INDUSTRIALS (JANUARY 2, 1998-AUGUST12, 2014) 

Estin1ated 

~ 
1<.:stin:1atcd I"'/J:<: 

(Lefr Scale) 

v '""'" 

Appreciatio11 
(Left Scale) 

Pote11tial 

Estin.1atcd Yicl<l 
(Left Scale) ~ 

\_. 

2 

1 

""+-....,,.,.4-.J"t--''-4'~~~ 

1998 2000 2002 2004 2006 2010 2012 2014 

THE VALUE LINE GEOMETRIC AVERAGES 
Arithmetic* 

THE DOW JONES AVERAGES 

Co1nposite Industrials Rails Utilities Co1nposite Co1nposite Industrials Transportation 
1681 stocks 1594 stocks 9 stocks 78 stocks 1681 stocks 65 stocks 30 stocks 20 stocks 

8/7/2014 480.71 381.62 8717.48 292.01 4403.20 5799.57 16368.27 7992.08 
8/8/2014 485.52 385.28 8839.91 297.03 4447.90 5877.29 16553.93 8092.47 
8/11/2014 488.85 388.05 8972.64 296.93 4478.93 5890.44 16569.98 8156.65 
8/12/2014 486.30 385.94 8920.67 296.69 4456.28 5887.84 16560.54 8153.80 
8/13/2014 488.96 388.07 8991.96 297.86 4481.07 5919.00 16651.80 8209.57 

o/oChange 
last 4 \Veeks -1.6°/o -1.6°/o -0.So/o -3, 1°/o -1,3o/o -2.7o/o -2.Bo/o -2.2°/o 

WEEKLY VALUE LINE GEOMETRIC AVERAGES' (JULY 1, 2013 -AUGUST 13, 2014) 
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Office1s, dlreclo1s, employees and affif!ales of Value Une, Inc. (-vu~), the parent company olValue Une Publ!shlng LLC (-VLP~) and EU LAV Asset Management ("EULAVH), may hold stocks that 111e revkr1M~d or 
recommended In th ls pub!lca!lon. EULAV also manages Investment companies end other eceounls that use the rankings end recommendations In this publication es part of their lnvestmenl stra!egles. These 
aCC<1unls, as well as the officers, directors, employees and alfit!ates of VU, may dispose of a security nolwlthstandfng the feel that The Value Line lnvestmenl Survey (the ~survey") ranks the Issuer favorably; 
conve1!X!ly, such eccounls or persons may purchase or hold e security Iha! Is poorly ranked b)' the Survey. Some of the Investment eompanles managed by EULAV only hold securilfes wflh a specified minimum 
Tlmel!ness Rank by the Sur\"ey end dispose of those positions when the Timeliness Rank ded!nes or Is suspended. Subscrlbe1s lo the Survey and Hs rela!ed pub!lcat!ons as well as some lnslfurtlonal custome1s 
of VLP wm have access lo all updated Ranks In the Survey by 8:00 AM each Monday. Al !he same time, porlfol!o managefs for EULAV will receive reporls providlngTimellness Ranking lnformaUon. EULAV's 
portfolio managers also may have a~ss to pub!!cly evallable Information that may ultimately result In or Influence a change In rankings or recommendations, such as earnings releases, changes In ma1kel 
va!ue or disclosure of corporate transactions. The lnvestmenl companies or ae«>Un\s may trade upon such Information pilor lo a change In ranking. While the rankings In the Survey a1e Intended lo be predictive 
of lulu re re!allve performance of an Issuer's securities, the Survay Is not Intended lo eonslitule a recommendation of an)' specific security. Any lnvestmenl decision wflh respect lo any Issuer covered by the 
Survey should be made as part of e dive1slfied portfolio of equity securities and In light of an lmestor's particular lnves!menl objectives and circumstances. Value Line, Value Line logo, The Value Line Investment 
Survey, Timeliness ere lradema1ks of Value Une, lno. 'Value Une Artthmet!c & Geometric Indices ca!cu!a!ed b)'Thomson Reulers. lnlormatlon supplied by Thomson Reuters. 
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I Expected 10·15 yearannuali:zed compound returns (<Vo)U Rationale 

~ 
Inflation 2.25 Significant slack in the economy overall. elevated levels of unemployment. ongoing deleveraging. and firmly anchored market expectations will keep inflation low overall. Reflationary central bank policies create the risk 
Core Inflation 2.25 for higher inflation for the outer years of the projection horizon. 

Real GDP 250 The cyclical picture continues to improve and economic momentum is improving. as secular challenges from an ageing population and rising entitlement costs become more pressing. 
~q)'E\ U.S. cash ~.oo The Federal Rese~e-~<'.l.M.~J~_policy rat~_()_l}ll_~d for an exte_i:!9_~-~riod and raise th~_i:i}_O_!!!.y_gradually_!~-~~~after. Real rates t()_i:_emain low by.J.!!g_ori<:al standards. 
~;1~ritl8U.S~-1ntermediate Treasury' 4.25 Yield levels to stay contained in the near term before rising towards their higher equi!ibrlum levels as monetary policy Is eventually normalized. Dampened total returns due to both low Income from the low level of yleld 
,!tt~~i~.· U.S. LongTreasury" 3.25 and negative mark-to-market returns from rising rates. 
i'}•;1l'fuii 
iiil~'\f!tJ· U.S. TIPS ~ ~.7S ~PS to outperform r]_Omlnal Treasuries ~_l_('.)_i:!ger·term expect~ lnflatlon rises onlY_!!t_l?_derately from c~!.i:~,nt levels. 
~I U.S. Aggregate 4.25 

'M - • Mltit u.s. Short Dura;ion Gov't/Credit 250 

\;~~~G·~· Long Duration Gov't/Cr~dit 4.75 Spreads are expected to narrow somewhat. but total returns should remain exposed to rising overall yields broadly \n line with Treasury rateS; intermediate maturitv securities benefit most from the curve roll-down. 
.i~ll8'.?; LL.S._l!)yestment Grade Ci:!EPO,_l'.a~e s.oo 
~rfa~u~ u.s. Lone~i:>.IY.Q@.~------ _____ S.00 - - -~f!8~ U.S. High Yield 6.00 Any further reduction In default rates and spread narrowing wlll provide only limited protection to offset the mark-to-market pressLJre from rising Treasury rates. income ls expected to be the driver of returns. Haircut 
~l.~~WJ u.s. Leveraged Loan CBB or b~tter) _4.50 applied to total returns for expected loss from defaults. 
~~.~{~ World Government Bond {local) ~75 Government bond yields to rise globally from current levels. leading to negative mark-to-market returns during the period where rates converge to equilibrium. Outside the u.s .. countries are likely to experience a 

~il~~-~tld "-us._,,~'>:.'~·"' aond '''"'" 250 prolonged period of lower rates and normalization due to slower economic growth. 

\~~;l§i\% World ~x-U_-?· Government Bond (_~jlg~) __ 3.25 Higher U.s. cash yields compared to weighted average WGSI cash yieids are expected to boost returns to U.S. investors. 
~a~1-\~! Emerg!!!g Markets ~overeign Debt Ql_~g~.Ql_ . _6.75 ::fD.r..e.~-~~ have roOITT"iQ narrow. but total return~ are at risk"i'f0m r~sing U.S. Tr(;iiSury Y.iel~~gjven the long index duration. 
[iWl%t.;,! Emerging Markets Local Currency 7.00 Spreads are expected to narrow further, but total returns are expected to be constrained as overall yields rise with U.S. Treasury rates. ;~!r\filll~; _S_oxei:e_i£1'.l_ D_e_b~JUB.b_edged) 
~K-'.;'1W~J- Emerg~g Markets Corporate Debt (hedg£!!.L 6.25 Yields are expected to rise as inflation and real rates in emerging economies increase to their higher equilibrium levels overtime. Total returns to be lai:gely driven by income. 
~\<1f"'1> u.s. Municipal (1-15 Blend) 3.7S Spreads are exPected to narrow further. but total returns are expected to be constrained as overall yields r!se with U.S. Treasury rates. -·· ------

:\fyilf)j\)j_ll 750 sum of below building blockS (nominal earnings per share growth +dividend yield +price-to-earnings return impact). Total returns are expected to recover over the longterm as the corporate sector outperforms the 
{U!i~'.0i U.S. Large Cap domestic economy. 
&ii1y·1~~1 

450 Real corporate earningS: growth remains robust as companies maintain cost discipline, while margins to drift gradually lower. \~~-~'4\l U.S. Large cap EPS Growth 
~f!tWii-01 U.S. Large Cap Dividend Yield 3.00 ~g_yield is expected to rise as compani~ favor payouts over new investment. ·-------

~\~i,f(~~.rg~_c_~p~/E RetLI.!:!)_l_~l?.~s;!: zerQ_ Valuation m!!_!~p!_e:,s_a_l?,Proach more r.~_ent historical ave:@g~. but upside i~}imited due to secl!.[~.i:_pressures and li~_i,t,e_d headline g_i:Q_'A'.!b.· 
ei~''"ll U.S. Mid Cap 7.7S 

Mid cap companies in particular are likely to benefit from acquisition activitv by larger firms. especially given the significant cash build-up on large cap corporate balance sheets. ;k~@lfu.s. small cap 750 

[~~to~ u.S. Large cap value 7.7S 
Value is expected to outperform growth given starting valuations and more favorable sector concentrations. ~\~!~It] U.S. Large cap Growth 7.25 

mt~.~,...~~9.P.~-~~_:!!.K. Large cap_~lgf~P B..:Q.9_ An earnin~_!?_r~mitim to nomina_l§pP is expectet1_~y~ to the large share_Q!.globally sourced revenues. valuat)ons to improve froi!!J!pressed l~~!~_and divideMJJ..e:!~~ to rise moderaf~'l· 
i)tlif® Japan Large t:a.IU"!ocal) 4.75_ Earn!ngs to outperform the domestic economy given exposure to fast-growing overseas markets. Japan to remain a global underperformer given demographic challenges and the ongoing battle wlth deflation. 
~l''.r/f11ffe U.K. Large C~p (local) S.25 ti:n earnin@ premium to nominal GDP is expected gi'ven sup~ort from foreign-sourced revenues. Tolerance for higher inflation to keep valuations in check.' but dividend yields are expeded to rise moderately. 

(0R~~1';", EAFE EQuity (local) 750 Market capitalization weighted average of expectations ror-regional equity rfturns. -- -· 

\~~~J~~~ EAFE ~q!:l_~ty_(unhedge~) 7.??._ _fil!ght dollar <!.e:PEe:clatlon against th.~ weighted ave@gt.~ EAFE currenc!e:~ expected to_~99_st returns to u~.· investors. 
~f,t~l? Emergl}lg~'!!l5.e~_E_9!!!!'/. Cunhedg~_<:!)_ ~Q_q_ overall more favorable demographics, policy flexlb!Htv and improved corporate e:overnance should support Jong-run growth even with weaker economic fundamentals. G;;,y&j;hl ASia ex-Japan Equitv (unhedged} 9.25 
iclilliJ!l<\~ Global EQuitv (unhedued) 7.75 Market capitalization weil?'hted ave e of expectations for reuionat e<:iuitv returns. 
fj\_)~l4F'j U.S. Private E_g':Ji!Y...,. 8.00 Median manager returns assumed to b_e in line with mid ~P eq~. Sizeable divergence expected across private l_nvestments. 
~JLi!~· Direct Real Estate (~_r:levered):>.t> . 6.00 Appreciation of real estate assets. tower intlal property yields and low nominal GDP expectations reduce return expectation by 0.50% per annum from 2013 estimates. 
_:}~11 U.S. value Added Real Estate (unlevered}"-" 7.75 Area! eStaie risk assumption between core and o~port'Unistic. seeking to enhance cas.h "flows. occupanCv-:3nd building renov3tion: historiQ:iiV"has given a hig~ield compared to core. ~ 
f~f,~tl· European Real Estate (un!evered. localr• 6.00 European real estate. with tow nominal GDP S!:owth. to produce muted return expectations. 1 

~\t~ ... (\ U.S. REITS 6.75 Solid REIT performance and a slight NAV premium to direct unlevered real estate results In REIT returns that are broadly in line with the real asset return. 00 

~;l;~l Global lnf~~E~.~-~!_e_~-------- --1:?5 ~.l?~ctations for returns are based o~ ~().ntinued inter~t i.n infrastructur~ ~~h flows with g9()~ visibility and th~ ~.~nefit of levera.s~ f()r low risk "bond(lble" assets. ~ 
f~ Hedge Fund-Diversified' .. 5.25 

"Expected hedge fun-dfeturns are b:ised ·on multi·variateregressions to Pu-bric-markets. A-ble_n_d _Of emerging m-.irke~commodities. ·smaii cap and u.S:.iggregate bond betas to be the main driver of med!an manager ~ 
expect_~ returns. S!zeabJ~_dlvergences arit_~l<P_ected among mari_(!gers. 1 

i~~~ Hedge Fund-Event Driven'"" 6.0_o_ Blend of emerg)~g market. commodities, mid cap, small ca~. U.S. hig~-i:ield and cash be}as to be the main d~yer of median mana.ger expected rc~urns. Sizeable divergences are expected among managers. i::j: 
8'~;,..-... J! -··-
1,)}~S:in Hedge Fund-Long Bias~>1- 6.25 Blend of commodities. emerging market eci!:l.!!Y. and large and small cap betas to be the main driver of median manager expected returns. Sizeable divergences are expected among managers. Vl 
r~i;.:1~, Hedge Fund-Relative Value"-" 4.75 Blend of emergi_r:g market credit. commoditi~ U.S. high yield and investment grade_ bond betas to be the main driver of median manager expected returns. Sizeable divergences are expected among ma nag~ ~ 
~~; Hedge Fund-Macro'.. · 5.25 Blend of commodities. emerging market equitv and cash betas to be the main driver of median manager expected returns. Sizeable divergences are expected among managers. UJ 
tlf,i~ Comm()dities(Spotl' 3.75 Return expectation is based on the growth of nominal global GD?. Returns to be less rpbust, reflecting_la.r.ge su~®'/demam;l_challenges. "Tj 
~~JI-M1~ Go!d (spot) 4.25 Expected return is based on the historical relationship with inflation expectations, the U.S. dollar and emerv.lnr.-: markets. 

• Data as of SeptembN 30, 2013. exwp1 hedge funds (divl'rsified. event driven. long bias, and relatiVD value) ;is or Junl' 30, 2013 and hedge !und (macro} as of 
M:'IV 31. 2013. 

' Private equity, hedge funds. reul estate. infrastructure and commodities are unlike other asset C<ltegories shown above In that there is no unde 
investible index. Hedge lund re rums are shown net or munager fees. 

' Return estimates arc on a compound or internal r;:ite of return (IRRJ b;:isis. Equivall'nt arithmetic averag~. as well as further information, ure shown on the lollowing page. 
'All asset cl;:iss assumptions arc In total return icrms, lncludlng equity return assumptions. All returns are in U.S. dollar terms unless otherwise indicatQd. 
'U.S. Intermediate Treasury returns oased on Barclays Capital U.S. Treasury: 7·10 Year lnde~. 
' U.S. Long Treasury returns based on Barclays Capital Ll.S. Treasury: 20+ Year Index. 

'The return estimates shown for these asset classes and str;:itegles are our estim;:i:es of industry medians-tM dispersion of returns among m;:inagers 
in these asset classes and strategies is typically far wider th<in for traditional asset classes. 

See ;:idditional notes on the roll owing page. 
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-;,.-;. -... ~ ~ § ~ 
U.S. Inflation 2.25 L50 LOO :::i ~ ~ 

j\fVj_t!_-5.-_Sl_sh 'ZQO 2.00 O.SO M9 LOO ;;5 ~ ~ 
~~~nu.s.1rnermedlaterreasurv' ~ 4.25 6.50-o.3o o.o3 i.oo ::i ~ 
(~~~~I us. Lone: Treasurt _4.ll 3..25 13.50 -0.33 0.01 0.$9 1.00 ::i .... 

,; 
1.00 ~ 

~i;~~ U.S. TIPS 497 4.75 6.75 0.05 -0.02: 0.62 M7 lOO 

~l1i~i u.s. Aggregate 435 4.25 4.50 ·0.26 o.oo 0.87 o:n o:n ' 
,~tillJ U.S. Short Duration Gov'VCrcdit :::~is2 2.50 2.00 -020 Q.27 Q.67 OM 0.61 0.76 1.00 ~ ~ ~ ~ £ ~ :g ~ ~ ~ } '! 
'i\1§11 u.s. LOng ouratlon Gov't/Credlt -~s.18 4.:75 9.50 -031 -o.os 0.84 0.87 0.66 092 0.56 1.00 ::i S 'ft, ~ ~ ;g :ii ,g '* ,J: ~ 
»;10--' ,. vi.-"'c:~Ec; ~.c 
&1iY U.S. Investment Grade Corporate 523 S.00 ZOO -024 ·0.09 0.53 0.47 0.64 0.82 0.61 OJ9 LOO :::i ~ ;;; E "' E "' ,§, c: §' 
'~'$ V>ti;~EwE-w,_, 
~~U.S. Long Corporate 5:67 5.00 12.00 -0.28 ·0.10 0.58 0.61 0.60 0.83 0.50 0.87 0.93 LOO :::i ~ o E ?:; E ~ !§ ;;:; 
-~ "' <.:; ~ <.:; "' ~ ~ ~ 

-~-- m~=---=•mm=-~~"1·~11-: 1~· -- 0 <.:;::; <.:1"' !'! -
\SJU.S.t.everagedLoan(BBorbetter) '5.~0 450 1025 0.13 -0.07 -OJ9-0.22 OZJ D.13-0.02 OJ2 Ml 037 0.75 LOO ~ :g >< v! 'at 3 ::!:! 

,:~1 World Government Bond (hedgccr) ~- 3:29 3.25 3.00 -035 0.06 o.ss 0.83 OA9 0.80 0.63 0.78 o.51 056 -0.07 -024 LOO ~ i ~ '3 ~ §. :;;-
"'-] ' '' ........ ..:; ""' 8 c: 

l

li+;>1worldGovemmentBond(unhcdgcd) ·3A9 3.25 7.00 -0.12 0.05 0.59 0.46 0.62 0.67 0.64 0.56 0.54 o.52 027-0.06 o.56 1.00 ~ :g ~ ~ ~ ~ 
1Jf'.- ' 0 • ""' "' :2 !litJJ World ex-U.S. Government Bond (hedi;:edl '3.29 3.25 3.00 -0.33 0.05 o:n 0.73 039 0.71 o.54 o:n. 0A7 0.52-0.04-0.22 0.95 0.51 1.00 3:: ~ ~ ~ ~ ~':!. 
~e•u E 'Eill "' "" "" 
~\~·~~ world cx-U.S. Government aond Cunhedg~ 3.58 3.25 8.25-0.08 0.04 0.48 035 OSl 0.59 O.SS 0.48 0.51 0.48 031-0.02 0.47 0.96 0.43 1.00 ... ;;; ~ =[ $> m~~l Emerging Markets sovereign Dl!bt (hedged) 7.41 6.75 12.00 -0.12 ·0.04 037 024 0.65 0.67 0.44 o.58 Q.76 0.73 0.75 0.50 032 052 0.30 0.52 1.00 ~ ·~ ~ i ~ 
;(,;;•Emerg!ngMarketsLocalCurrencvSoverelgn ·-7.69 ?.00 12.25 003 o.o5 0.12 OOl 0A7 OAO 031 031 o.54 OA9 0.67 032 OJl o.56 0.12 060 o.so 1.00 E ~ ·;:; o. "C !iJ;il Debt(unhedg~ .··' __ . ---··· ' ' ,.. ;;'.; '§ .5 ~ 
::'JtJi Emerging Markets Corporate Dl!bt Chedgedl '6.S6 625 11.50 -0.06 -o.os 0.27 OJ4 0.61 0.59 039 0.51 o:n OJO 0.74 0.63 OJ9 0.40 D.17 0.40 0.90 D.69 1.00 ::i ::;; 2}i o. "' 5 
·1;~k\u.S.Municip;i.l(l-!5Slcnd) 'J:S3 '3.75 4:00 -02-o.04 0A9 038 0.50 0.63 0.48 D.54 O.SS 0.51 0.30 024 OA9 036 0.47 0.32: 0.48 0.24 OAO 1.00 ~ ~ ~ e ~ ~ 3- ~ 
~U.S. Municipal High Yield 571 5.25 10.50 OJ7 -0.07-0.04 -0.ll 0.33 OJ9 0.06 0.12 029 0.21 0.36 OAS-0.04 0.04-0.01 Q.06 0.40 0.24 0.46 0.61 1.00 :::i :::: ~ a ~ fil, .g :;;" ...... 
~U.S. Laree C1p &49 7.50 14.75 O.OS ·O.D6 -0.26 -0.31 OJS 0.04-0.05-0.02 030 0.24 0.71 0.44 ·0.27 OJ9-023 0.26 055 0.h7 O.SS 0.04 0.27 LOO ~ ~ ~ a ~ '§ ~ ~ 

1

!'!1N US. Mid cap 9J7 7.7S 17.75 OJl -0.07 -0.29 -0.33 0.20 0.03-0.07-0.02 031 0.26 0.74 0.50-0.2? D.14 -0.25 0.21 Q.56 0.66 OS! 0.06 0.29 0.96 LOO ::i -' ~ ~ ';:, ~ "a: 
\\\ vi ~ . "' "' -= ...... 
~u-~ .••=--=-~-~-ga-~=~-a-~--m••~,;~l~a89§W 
).·., V'I ~ ~ c. 2li "' ..... llil 
f)'!f;ii U.S. U'uteCap\r.:llUI! '.',8.$4 7.75 15.50 0.07 -0.05 -0.24 -0.2$ OJ6 0.05-0.04 0.00 030 0.25 0.69 0.40-023 0.21-0J9 0.27 O.SS 0.67 0.55 0.03 0.25 0.96 0.94 0.92 1.00 ~ e !::: .5 ~ '*' ~ ~ ::l 

*;,41 U.S. W'f:C CJ.p Growth ~:SZJ. 7.25 15.00 0.09 -0.07 -0.2$ -034 020 0.02 -0.07-0.04 0.29 D.23 0.71 0.48-0.30 0.15 -0.26 022 o.53 0.64 D.54 0.05 0.28 0.96 0.95 Q.91 0.93 LOO ~ a ~ ~ '§ ~ ]_ ...... ~ ~ ' 
~~l Europeex·U.K. Large C1p (unhedgedJ ·.9:20 7.75 18.00 0.06 0.03 -O.ll •0.28 0.21 0.09 o.os 0.03 0.36 0.30 o.n Q.42 -0.21 036 -OJ7 0.44 Q.61 o:n OSJ 0.04 024 0.89 OH! 0.81 0.89 OZ'! l.00 ~ !:! g };. 'at .?: -z ~ ~ ~ 
;g,JapanLa~C;i.p(unhcdged) ·7.99 6:75 16.50 O.OS ·0.03 -OJl -0.12 022 OJ6 O.OS 0.13 0.40 0.35 OSl 0.39 -0.ll 0.26-0.09 030 0.52 0.61 OA9 0.03 OJS 0.65 0.65 Q.61 0.65 0.62 Q.69 l.00 ; ~ '§ ~ '§. .g ~ § ~ •o ~ ~ ~ ... -= c ..... "' 
~~I U.K. Large CJp (unhedged) 9.45 S.00 18.00 OJ2 0.00 -0.29 -0.35 o.20 0.05 0.00 -0.01 037 0.2? Q.68 D.48-0.28 0.28-0.24 036 0.58 0.72 0.60 O.o6 035 OZ! O.SS 0:76 Q.S6 O.SS 0.93 Ofil LOO ;:j "" ~ a 5 ::\ a 3 C 

!;~;1 EAFE Equity (hedi;:ccr) 8'0 7.75 14.50 0.04 0.01 -035 -0.34 0.05 -0.02 ·0.12-0.03 0.31 0.27 O/J9 0.52-030 0.02 -023 0.09 0.53 0.62 0.53 0.01 0.29 Q.88 o.ss Q.S2 OZ'! OE! 0.88 0.75 OZ'I lOO ~ ·~ ~ ~ ~ ~ g ; 
I~~i1 EAFE EQulty (unhed?Cd) .9.24 7.75 18.25 0.07 0.01 -022 -0.27 Q.24 0.12 0.05 0.06 OAl 035 0.73 0.46 -0.21 0.35 -OJ7 0.42 0.64 0;;9 0.62 0.06 0.28 Q,S9 0.88 0.81 o.ss OE! 096 071 Q.94 0.90 1.00 ~ ~ ~ ; ~ ~ g 
;~!\j1 Emerging Markets Equlty(unhedged) 'lt!i.0 9.00 24.00 0.07 0.07 ·OJ.8 -0.24 0.31 0.15 0.08 0.08 0.39 034 OJO 0.45 -OJ9 0.30 -OJ6 0.36 0.66 D.81 0.63 0.07 0.29 0.80 Q.S2 0.76 077 Ml Q.86 051 0.85 Q.S2 Q.89 1.00 ~ 2 ~ ~ ~ gj 
*it1 ASl<tex·Jap;i.n Equity(unhedgcd) 'Jl'.so 9.25 22.75 _l?-01 0.06 -OJ6 -0.22 0.28 D.17 0.09 OJl OA3 038 D.72 0.46 ·OJS 0.28 -0.ll 034 0.64 0.78 0.62: 0.09 0.28 0.78 0.79 Q.73 0.75 0.79 024 0.63 o.82 0.81 o.B7 095 LOO B ~ i ~ ~ ., ., 
ili::;i Global EQuitv (unhcdgcd) "9.01 7.75 16.75 o.os o.oo -0.25 -0.30 0.24 0.09 0.01 0.03 038 0.32 D.75 OAS-0.25 o.zs -0.21 035 0.63 o:n o.62 O.OS 029 0.94 093 o.ss 093 0.93 095 Q.73 093 091 D.96 0.90 o.ss 1.00 ::i ~ _a .= "f:! ~ ::1 
- V'I ~ 0 3 - = ,IT.;[~- u.s. Private EQuitv"" 10.n s.oo 22.oo 0.12 -0.12 -037 -0.39 oJo -0.07 -0.13 -o.u 022 ru1 o.6'1 0.44 -0.35 o.os-0.30 OJ6 OM 0.61 0.47 -0.02 0.30 o.90 o.93 o.95 o.89 o.89 o.so o.64 o:n D.S2 o.s1 o.76 0.74 OZl lOO ::i ::i: :a 2 ~ !'t 
}j~~tl U.S. Direct Rea! Estltc (unlevered)'I' 6.67 6.00 12.00 0.06 -0.02 o.oo -O.Ql 0.16 OJ5 0.05 OJ.2 020 0.21 038 0.20 0.02 0.16 0.03 OJ7 031 0.33 0.24 OJl 0.13 0.35 039 0.39 D.38 0.32: 031 0.27 0.28 0.29 032 0.27 0.26 0.33 0.351.00 d ~ § ~ ~ ~ ::;,, ~ 
tjf\i us. value Added Real Estlte Cunteverecr)... -SM i.15 15.50 0.06 -0.01 -0.05 -0.07 0.13 OJO 0.04 0.07 D.17 OJ7 035 OJ.9-0.03 0.15-0.02 OJS 0.29 0.33 0.24 0.07 0.13 0.35 037 037 037 0.33 0.35 0.27 0.33 032 035 030 0.2? 0.36 0.34 0:70 LOO ~ C:.: '2 ,h ~ .il ~ 
l:~i European Direct Real Estlte (unleveredl'"' ''.~89 5.75 J.5.75 0.07 -0.02 -0.06 -OJO OJ4 Q.09 O.OS O.Q4 D.14 0.12 OZ/ D.15-0.03 0.20 0.00 023 0.2? 0.32: 0.25 0.02 D.16 02S 0.28 0.27 031 024 0.35 022 0.34 OZ! 034 0.26 0.23 031 OZJ 0.50 0.50 1.00 d ~ ~ ~ § ~ @u- 8m-----=m=M==m=-=-a=--wmmmm=m-----~=~m--=~l•lll' 
'.§ti Global 1ntrastructure"" , .. 7.9'J 7.25 12.50 OJO 0.00 D.19 0.15 0.30 0.29 OJS 0.25 0.27 0.27 0.30 OJ5 Ol6 0.26 0.14 0.25 0.34 032 0.29 OJS OJ3 0.29 0.30 0.2? 0.31 027 026 0.23 023 0.21 0.27 Q.24 023 0.28 0.25 0.28 0.21 OJ5 OAS LOO ~ fill ~ .J. :,,; :i-. 

f-:: Hedge Fund-Diverslflcd"' '.:5.45 5.25 6.50 022 O.ll -033 -0.36 OJ9 -0.03-0.06-0.06 0.26 D.19 a.so 0.46-034 0.06-0.29 0.13 OAt 055 OA7 0.03 0.42 0$1 o:n. 0.62 Q.63 o:n. 0.71 0.62 o:n Q.76 0.76 o.so 0.75 o:n 0.69 OJ4 020 0.23 039 0.12 i.oo ~ fill ~ ~ 8. 
i~~ '2 .... .::~ 

--"-
' C/) 

~ 
V> 
N 
V> 

~ 
C/) 
'"rj 

J/El Hedge Fund-Even~ Drlv<!n"" 6.30 6.00 8.00 0.21 0.00 ·0.38 -0.43 OJS-0.04•0.09-0.09 0.29 0.21 0.64 0.51-0.38 0.09-032 0J7 0.48 0.62 0.56 0.02 0.46 0.8;? 0.85 0.79 0.79 0.83 Q.Sl 0.64 O.SS o.s3 0~ 0.83 0.79 D.87 0.85 0.26 030 031 0.59 0.20 0.91 LOO :c i° ,i: .lJ! 
~I Hedge Fund-LOngSias"" .6:/Z 6.25 10.00 0.15 0.02 -036 -0.42 OJ9 -0.02-0.03-0.09 031 023 0.6'1 OA9 -0.37 D.14-0.33 0.22 0.53 0.69 OS! 0.00 035 0.86 0.88 0.83 0.$4 0.88 D.87 0.70 0.89 0.88 0.90 0.91 OZ! 0.93 0.86 0.25 0.29 026 0.60 0.20 0.89 093 1.00 :c i?o ;g .... 
• '.:~¥~se Fund-Relative value... ::1.92 4.75 6.QO 0.25 -0.02 -0.2S ·0.34 032 o.u o.03 o.os o.43 0.35 0.70 0.66 -031 o.o6 -0.27 0.12 o.ss 0.60 o.66 0.17 0.54 0.70 0.75 0.64 0.6'1 0.73 0.71 0:60 OJS 0.76 0.76 0.78 0.75 0.78 o:n. 024 0.27 o.28 0.53 0.20 0.86 0.90 o.ss 1.00 ~ §_ §_ 

l

·,;,u.i Hedge Fund-Macro'" ·s;·'· 4 S.25 10.25 -0.02 OJ. 9 -0.02 -0.04 D.19 0.08 0.20 0.05 D.16 0.13 OJ.2-0.03 0.00 038 0.01 OAl OJS 0.39 0.12 0.02 O.D9 0.25 025 0.21 0.24 0.26 037 038 039 0.28 0.4-2 0.50 OAS 038 0.25 0.02 0.07 0.07 O.ll 0.04 0.59 OAl OA9 030 LOO 8 :; 

~---- •m--===m=m=====-a-mw_w_m-=w-=-=----u--ma=mm-=-=•~I 
-~- mg-=~m=-•=mmmm=m--~=-=m~=m~=~aag=m-=g-==-mm=M==-=• 
Note: All estimates on this page <ire in LJ.S. dollar tNm$. G.VC'n the complex risk-reward trade-offs involv(.>{!, we aclvise clients to ri:ly on judgmeM as well as quantitative optimization approadll"S in setting strategic allocations to <ill the a~ asset cl<l:;scs and strategics. Please note that all Information shewn Is bas(.>{! 
on qualitative an;ilvsis. Excluslvf' rel lance on t~e above is not advised. This Information is not intended as a recommendation to invest in any particular asset cl;iss or strategy or as J promise ot future performance. Note that these asset class and strategy assumptions are passive only~they do not consider the impact 
of actlve management. References to future returns are not prl'.lmlscs or even estimates o! actual returns a client portfolio may achieve. Assumptions. opinions and estimates are provided !or Illustrative purposes only. They should not be relied upon as recommcnd;:i.tion~ to buy or sell securities. Forecasts of financial 
market trends tMt arc based on current mar~N conditions consti:ute our judgment ;:i.nd are subject to change without notice. we believe the inform;:i.tion provided here is reliable, but do not w<irr.:int its accuracy or completeness. This rnatcri.:il has been prepared for Information purposes only and Is not Intended to 
provide, and should not be relied on for. accouming, leg;:i.I or tax advice. Sec footnotes on the prior p~gc. 
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For markets, the path back to normality will be 

long and winding, but we expect the process to 
complete well within our 10- to 15-year time frame. 

J.P. MORGAN ASSET MANAGEMENT 270 Park Avenue. New York, NY 10017 

The projections in the charts above are based on J.P. Morgan Asset Managemem's (JPMAM) proprietary long term capital markets assumptions (10-15 years) for risk, return and correlations between major asset classes. The 
resulting projections include only the benchmark return associated with the portfolio and does not include alpha from the underlying product strategies within each asset class. The assumptions are presented for illustrative 
purposes onlv. They must not be used. or retied upon. to make investment decisions. The assumptions are not meant to be a representation of. nor should they be interpreted as JPMAM investment recommendations. Allocations. 
assumptions. and expected returns are not meant to represent JPMAM performance. Please note all information shown is based on assumptions, therefore, exclusive reliance on these assumptions is incomplete and not advised. 
The individual asset class assumptions are not a promise of future performance. Note that these asset class assumptions are passive-only; they do not consider the impact of active management. 
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J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide. This communication may be issued by the following entities: in the united Kingdom by 
JPMorgan ASset Management (UK) Limited which is authorised and regulated by the Financial conduct Authority.: in other EU jurisdictions by JPMorgan Asset Management (Europe) s.a r.I.: in Switzerland by J.P. Morgan (Suisse) 
SA: in Hong Kong by JF Asset Management Limited. or JPMorgan Funds (Asia) Limited. or JPMorgan Asset Management Real Assets (Asia) Limited: in India by JPMorgan Asset Management India Private Limited: in Singapore by 
JPMorgan Asset Management (Singapore) Limited or JPMorgan Asset Management Real Assets (Singapore) Pte Ltd: in Australia by JPMorgan Asset Management (Australia) Limited: in Brazil by Banco J.P. Morgan S.A.: in Canada 
by JPMorgan Asset Management (Canada) Inc .• and in the United States by J.P. Morgan Investment Management 1nc .• JPMorgan Distribution Services Inc .. and J.P. Morgan Institutional Investments. Inc. member FINRA/ SIPC. 
Copyright !O 2013 JPMorgan Chase & Co. 
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CENTURYLINK. INC. NYSE-CTL 
I RECENT 

PRICE 

TIMELINESS 3 lm~ed {/11114 High: 36.8 35.5 36.5 44.1 
Low: 25.3 26.2 29.5 32.5 

SAFETY 3 ""'"''"ml LEGENDS 

3 lo.W:rOO 6'2UIH 
- 4.0 x ·cas1i flow" p sh 

TECHNICAL ~~tf.-e Price S!IOOJh 

BETA .15 (1.00- Marte!) &1ea inef.c.>/es rerossion 

2017-19 PROJECTIONS 
Ann'! Total ,, 111•1'1 .. •h 1,1 .. 11111,11"1'

1 

Price Gain Return 
High 55 f+50%! 15% l•• 40 +10% 7% 
Insider Decisions .. ... ....... 
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to8'.t/ 0 0 0 0 0 0 0 0 0 
........ .......... .. ....... 

36 93 IP/E 14 2(Trailing:119) , RATIO 1 Median: 13.0 
49.9 42.0 37.2 46.9 46.8 
39.9 20.5 23.4 14.2 31.2 
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.... jh, · .... 
" ' ' ' 111'' lull 
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RELATIVE 0 76 IOr.'D PIE RATIO , YLD 
43.4 42.0 38.2 
36.3 29.9 27.9 

-- -- -- -;;..-- ·•h•1,, ,1• --
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Target Price Ranfie 
2017 2018 20 9 

BO 
60 ----- -- --- 50 
40 
30 
25 
zo 
15 

10 ....... 0¢«.s 0 0 0 0 0 0 0 0 0 :1.,~ .. .. -; ... .. .. ........ . .... 7.5 l.:i~1 0 3 1 0 1 1 0 0 4 

ii % TOT. RETURN 5114 
Institutional Decisions ··•···· nos \\.ARITH.' ,.,.,, «inn 102-~U Percent 30 ' ... '"'"' "'"" ••• 262 263 261 shares 20 

, ,,_ 16.1 19.4 
lo~! 314 342 330 trade;:! 1ci .. 3~,.. 8.0 43.7 
1£'.fs.~1~ 432776 439787 429764 

,,,_ 77.3 161.9 

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 ~VALUE LINE PUB. LLC 7-19 
11.42 11.98 13.12 14.99 15.52 16.48 18.19 18.91 21.61 24.02 25.91 15.59 13.09 24.82 29.37 31.31 31.55 31.80 Revenues per sh 33.20 
3.81 4.15 4.32 4.76 515 5.65 6.33 6.61 7.89 811 8.69 8.61 8.07 7.44 8.88 10.65 10.65 10.70 ~cash Flovf per sh 11.5/1 
1.42 1.65 1.55 1.40 227 139 1.40 1.49 3.07 3.13 3.37 3.46 3.41 1.07 1.15 1.76 2.W 2.65 Earnings per sh A 3.15 
.17 .18 .19 .20 .11 .12 .23 .14 .15 16 1.64 2.80 2.90 2.90 2.90 2.16 2.16 2.16 Div'ds Decl'd per sh a. 2.!6 

2.25 2.79 3.20 3.59 2.70 2.62 2.91 3.17 2.77 3.01 2.88 2.52 2.83 3.90 467 5.27 5.35 5.35 Cap'! Spending per sh 4.30 
11.03 13.15 14.39 16.49 21.55 24.04 25.70 27.64 28.11 31.41 31.55 31.64 31.64 33.67 30.83 3l.05 34.75 35.30 Book Value per sh c 38.05 

138.08 139.95 140.67 141.23 14196 144.36 132.37 131.07 113.25 108.49 100.28 299.19 304.95 618.51 625.66 577.96 572.00 568.00 Common Shs Outst'g o !l-0.00 
22.1 25.6 21.3 22.5 13.0 13.4 12.9 13.4 12.5 14.5 10.0 8.9 10.9 36.1 31.4 11.7 Bold fig re.s are Avg Ann'I PIE Ratio 15.0 
1.15 1.46 1.36 1.15 .71 .76 .88 .71 .67 .77 .60 .59 .69 227 2.00 .80 Wl!i! LIM Relative PIE Ratio .95 
6~' .4% '"' .6% .7% 7" .7% .7% .7% '"' 4.6% 9.1% 7.8% 7.5% 7.4% 6.2% ~'" ·~ Avg Ann'I Div'd Yield 4.5% .. .. . . .. 

CAPITAL STRUCTURE as of3/31/14 1407.4 1479.3 2447.7 2606.1 1593.4 7655.7 7041.5 15351 18376 18095 18050 18050 Revenues ($m!11) 18600 
337.1 334.5 370.0 354.3 347.1 1033.6 1028.3 513.0 777.0 1660.9 1480 1480 Net Profit 1$mlll\ 1770 

Total Debt $20940 miU. Due In 5 Yrs $5000 mill. 38.4% 37.8% 37.4% 37.7% 37.0'/, 37.4% 37.8% 39.6% 37.8% 38.Q"/, 38.0% 38.0% Income Tax Rate 33.0% 
LT Debt$19814 mi!I. LT lnterest$1200 mm. 

14.0% 13.5% 15.1% 13.6% 13.4% 13.5% 14.6% 3.7% 4.2% 9.211 8.2% 8.2% Net Profit Margin 9.5% 
(Total interest coverage: 4.0x) (50% of Gap'I) 44.8% 39.6% 43.1% 44.5% 51.0% 43.4% 43.1% 50.6% 50.1% 5-0.6% 50.0% 5/1.0'/, long· Term Debt RaUo 45.0% 

55.1% 60.1% 56.8% 55.5% 49.0% 56.6'h 56.9% 49.4% 49.9% 49.5% 50.0% 50.5% Common Equity Ratio 55.0'J. 
Pension Assets·12112 $12321 mill. Oblig. 6171.8 5993.3 55-03.8 6143.6 6457.4 16720 16963 42183 38089 39857 39535 39880 Total Capltal (Smill} 38005 
$14881 m~l 3341.4 3304.5 3109.3 3103.4 28$5.9 0097.1 875l.5 16436 19031 19000 18500 18350 Net Plant l$mllll 115/1-0 

Common Stock 572,747, 122 shares 7.0'h 7.1% 8.4% 7.5% 6.9% 7.9% 7.7% 1.6% 3.7% 4.2'h 3.5% 3.5% Return on Total Cap' I 4.5% 
9.9% 9.2% 11.6% 10.4% 11.0% 10.9% 10.7% 2.8% 4.0% 8.4% 1.5% 7.5% Return on Shr. Equity 8.5% 
9.9% 9.3% 11.6% 10.4% 11.0% 10.9% 10.7% 26% 4.0% 8.4% 1.5% 7.5% Rel urn on Com Equity 8.5% 

MARKET CAP: $21.2 bllllon {Large Cap) 9.0% 8.4% 10.7% 9.5% 6.1% 5.0% 1.6% NMF NMF 2.1% 1.0% 1.5% Retained to Com Eq 2.5% 
CURRENT POSITION 2012 2013 3131114 9'/, 10% 8% 6% 44% 64% 85% NMF HMF 75% 83% 83% AU Div'ds lo Net Prof 68% 

~MILL} 
BUSINESS: Cen!urylink, Inc., formerly CenturyTel, Is !he third larg- souri, 9/02; Embarq Cocp., 7/09; Q.ves~ 4111. Empkiys aboul Gas Assets 211 168 219 

Other 3402 3739 3529 est telephone company in the U.S. It prov'.des broadband, voice, 47,000. All Off.IOJ. as a group Q',1.n less than 1% of common stock; 
Current Assets 3613 3907 3748 and wireless services to consumers and businesses across lhe Capital Research G!obal, 12.4%; BlackRock, 6.0% {4114 Proxy). 
Accis Payable 1207 1111 1183 country. It also offers advanced entertainrnent services under lhe Pres. & CEO: Glen F. Post Ill. Inc.: Louisiana. Mdr.: 100 
Debt Due 1205 785 1126 CenturyUnk, Prism IV, arid DIRECTV brands. Acquired Verizon Centu1yUnk Drive, Monroe, Louisiana 71203. Tel.: 318-388-9000. Other 2163 2513 2312 
Curren! Uab. 4595 4409 4621 v.ire!ine assets in Alabama, 7/02; Verizon wfreline assets in Mis- Internet \WJw.cen!urytlnk.oom. 

ANNUAL RATES Past Past Est'd '10-'12 CenturyLink seen1s to be on the right tional net\vork conununicatlons to an in-
d<iw19'{f"sh) 1GYrs. 5Yrs. lo'17.'19 track, Management recently reiterated its tegrated provider of enhanced net\\•ork 
Revenues 6.0% 3.5% 3.5% focus on in1proving its net\vork, particular- services, including cloud hoSting and IT 
"Cash Ftov/' 5.5% 1.5% 5.0% ly the Strategic Services segn1ent. In addi- services. Management's strategic priorities Earnings 1.0% -8.0% 7.5% 
Dividends 30.5% 63.5% -4.0% tion, the cornpany is looking to expand its include business net\vork solutions, cloud 
BookVa!ue 6.5% 2.0% 2.5% Data I-lasting business, \Vhich experienced and data hosting services, consumer 

Cal- QUARTERLY REVENUES($ mill.) Full a 6.0% year-over-year increase in revenue broadband and video, and hnproving oper-
endar Mar.31 Jun.30 Sep.30 Dec.31 Year in the ~1arch tenu. CenturyLink continues ating efficiency. \i\lhile it n1ay take so1ne 
2011 1698 4406 4596 4653 5351 to perform \Vell despite an uneven 1nacro- time for these efforts to fully bear fruit, \Ve 
2012 4610 4611 4571 4583 6376 environ1nent and continued pressure frorn expect improven1ents in a roughly t\vo- to 
2013 4513 4515 4515 4541 8095 co1npetitors looking to consolidate. That three-year period. For the tin1e being, \Ve 
2014 4538 4500 4500 4512 8080 said, \Vith the recent expenses related to are n1aintaining our earnings estimate for 
2015 45/IO 4500 4520 4530 8080 the con1pany's fiber-to-the-to\ver project, 2014, but have raised our 2015 assessn1ent 
Cal· EARNINGS PER SHARE A Full as \Veil as further net\vork ufigrades, over- by a nickel, to $2.65 a share. 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year head n1ay be elevated for t 1e near tenn. Share repurchases should continue, 
2011 .69 .19 .23 .18 1.07 Ho\vever, those trends should subside in for 110'\v. \i\lhlle the annual dividend pay-
2012 .31 .11 .43 .37 1.15 the long run as CenturyLink begins to ful- out has been lo\vered, n1anage1nent 
2013 .76 .69 .63 .68 1.76 ly integrate the ill':eroven1ents and acqui- ren1ains co1111nitted to repurchasing 
2014 .68 .65 .65 .64 2.60 sitions it has ina e. For no\v, investors shares. It has co111pleted about $1.9 billion 
2015 .68 .67 .65 .65 2.65 should take note of the seasonal head- on its current $2.0 billion authorization, 
Cal- QUARTERLY OMOENDS PMO 8 • Full \Vinds during the June period, likely due and is looking to begin a ne\V repurchase 

endar Mar.31 Jun.30 Seo.30 Dec.31 Year to certain markets experiencing higher progran1 after the June interhn. 
2010 .725 .725 .725 .725 2.90 churn (disconnection) rates fro1n college These shares have decent long-ter1n 
2011 .725 .725 .715 .725 1.90 students and sno\vbirds. total return prospects. The 3- to 5-year 
2012 .725 .725 .715 .725 2.90 Manage1nent has laid out four stra- price appreciation potential here ren1ains 
2013 .SlO .540 .540 .540 1.16 tegic priorities for its net'\vork. Indeed, a tad belo\V average at this juncture. But 
2014 .640 .540 CenturyLink \Vi11 continue its efforts to the incon1e con1ponent adds appeal. 

transfortn itself fron1 a provider of tradi- Eugene Varghese June 20, 2014 

(A) OMed earnings. E>clooes """"curring !::"';"March,'""· Septemhfil, am! Oerem- 1"'1 ($35.JJ/share). (0) In ml!l'oos, adjosled for •• gth BH 
items: '$8, 21¢; 'S9, 5¢; '00, 8¢; '01, $1.01; '02: r. •Dividend reinvestmentgan available. split. Stock's PrlceStabllity 90 
$3.34; '03, d1¢: '04, 46 Next earnings rer,rt Excludes one-time dMdend: 3 '08, $0.633. Price Growth Persistence 50 
due early August. (B) iv'.dends h!s!Ofica.ty {C) Includes !nlangib!es. In 2013: $20,674 mil- Earnings Predlclab!lity 45 
o 2(114 V?lue LOO Pub:isti~ llC. Aq rrcs resm'i'd_ fachldl material is OOl:a"ocd from sources befe."ed to be 161<:b'e and is JXcr,·:cted 11·:thQiA warranfes of a11 t.h:J. , , Ill•, THE PU SU SHER IS t.'OT RE PON SIBLE ORNN ERRORS OR OMISSIONS HEREIN. ~~.afoo is s!Jkt'y ru Stbsa-iber's crr.n. DOO-tOllYIEdal, ili!OO\al use. lo part I I • • • ' I 1,.,, 
d ii ffilJ re r('f(c&J.-.h:l, rMJ. Sered« tw1sm.'.ttN hi M'J prrted, &..:rtonic or d1'?r f((]l'I, or fOr gerl"1c::.ig « m.rlefuJ &'fJ rfrled or ~mi: p.«c~SJil, smice or prOOf.i. 
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40 
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14 
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16 
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% TOT. RETURN 5114 

"'" \'LAAml' 

"""' "'"' -Percenl 15 ... , 61 62 64 shares 10 

20~[l~~~~~l!l~~~ijl~~~~~ij1~~~~\j~~~~lll111~~\~~~~~~ljJj~~~~'°14 
1yr. 27.7 19.4 

~ 

"'" ,. 45 48 traded 5 3yr. "'·' 43.7 
~ 

Hlif!-1•).'\0l 19188 16642 19746 5}'1'. 2{11.6 161.9 

Consolidated Communicalions Holdin~s. 2004 2015 ~VALUE LINE PUS. LLC 7-19 
Inc. was formed through a series of acqu1si- .. 10.80 12.34 11.tS 14.19 13.72 12.88 12.53 12.63 15.01 15.05 15.5') Revenues per sh 21.90 
lions and mergers from 1908 to 1935, then .. .85 3.38 2.62 3A9 3.72 3.87 3.86 318 422 HO 4.70 "Cash Flow'' per sh MS 
known as Illinois Consolidated Telephone .. d.83 .75 .44 .18 .M .94 .88 .15 .73 .85 .90 Earnings per sh A f.40 
Company JCTC). In 2002. ICTC was sold .. .80 f.55 f.55 f.55 1.55 1.55 f.55 1.55 1.55 f.55 f.55 Div'ds Decl'd per sh B f.55 
by Mele USA 1~lh whom it merged in .. 1.ill f.28 f.14 1.63 f.43 f.40 f.43 f.93 2.68 2.45 2.5') Cap'I Spending per sh 2.95 
1997. The new entily was renamed Consoli- .. 6.69 4.42 5.28 2.38 2.52 2.25 1.42 3.31 3.69 4.05 4.40 Book Value per sh o 7.5-0 
dated Communications. The company went .. 29.78 26.00 29.44 29.49 29.61 29.76 29~7 39.88 40.07 40.W 41.00 Common Shs Ou!st'g c 40.w 
public in July 2005. The initial offering of .. .. 22.0 45.3 77.5 1,.1 19.0 21.t NI.If 24.3 "'""" res 're Avg Ann'I PIE Ratio 18.o 
15.6 million shares al $13 was undenvntten .. .. f.19 2.40 4.86 f.01 1.21 f.32 NI.If f.37 Value llM Relative PIE Ratio f.15 
by Citigroup and CredilSuisse FirstBoston. .. .. 9.4% 7.8% 11.1% 12.2% 8.7% 8.4% 9.2% 8.7% ~fir "~ Avg Ann'l Dlv'd Yield 6.2% 

.. 321.4 32il.8 329.2 418.4 400.2 383.4 374.3 503.5 001.6 610 635 Revenues ($ml11) 875 
CAPITAL STRUCTURE as of 3131114 .. 37.8% 39.9% 40.2% 39.7% 38.4% 39.9% 41.1% 39.3% 40.5% 41.0Ya 41.5% Operating Mar in 43.5% 
Total Oebt$1214.7 m~!. Due In 5 Yrs $60.0 milt .. 67.4 67.4 65.7 97.7 85.2 87.1 88.7 121.0 139.3 145 155 DepreclaUon ($milij 210 
LT Oebt$1204.9 m'!I. LT Interest $55.0 m'll. .. d4.5 20.6 11.4 5.3 24.9 28.0 26.4 5.6 29.6 34.0 37.0 Net Profit (Sm HI} 55.0 

(89% or Capital) 
Leases, Uncapitalized Annual rentals $.7 mill. 

.. NMf 17.4% 29.0% 55.8% 32.3% 30.0o/i 35.5% 18.9% 30.9% 37.5% 37.5% Income Tax Rate 4(J.(J% 

.. NMf 6.4% 3.5% 1.3% 6.1% 7.3% 7.1% 1.1% 4.9% 5.6% 5.8Ya Ne! Profit MarRin 6.3% 
Pension Assets 12113 $292.2 mill. .. 11.f 8.4 14.7 7.3 23.8 00.7 83.0 d35.7 d30.0 d40.0 d35.0 WO/king Cap'I (!mill) 50.0 

Obllg. $337.3 mill. .. 555.0 594.0 891.6 8S0.3 8SO.O 884.0 875.7 1208.2 1212.f 1215 1215 Long.Term Debt ($mllij 1200 
Preferred Stock None .. 1992 115.0 155.4 70.I 74.5 67.0 42.3 131.9 147.8 165 tao Shr, Equltv 1$m!U) 300 

Common Stock 40,287,654 shs. 
.. 2.7% 6.0% 3.8% 4.1% 5.6% 5.6% 5.6% 3.1% 5.3% 5.0% 5.5% Return on Total Cap'I 6.(J% 

as of 4123/14 .. NMF 17.9% 7.4% 7.5% 33.4% 41.8\\ 62.4% 4.3% 20.0% 20.5% 2(J.5% Return on Shr. Equity 18.5% 
MARKET CAP; $825 mllllon (Small Cap) .. NMF Nllf NMF Nllf NMf NI.If NMF NMF NMF I/MF NMF Retained to Com Eq NMF 
CURRENT POSITION 2012 2013 3131114 .. NMF NMf m.!F NI.If Nllf NI.If NMf Nllf NMF NMF NMF All Dlv'ds to Net Prof NMF 

11."''l.l Cas Assets 17.9 5.6 6.8 BUSINESS: Consolidated Communications Ho!diogs, Inc. proV«fes its regional fiber optic network, and directOfY publishing. lt also op-
Receivables 58.6 52.0 52.4 communications services lo residential and business customers in erates te:emarketing, order fu!fiilmenl, telephone services to county 
Other 32.0 30.1 26.8 Illinois, Pennsylvania, Texas, Kansas, Missouri, and California. The jah and stale prisons, and mobile services. 2013 depreciation rate: 
Current Assets 108.5 87.7 86.0 company offers local and long dis!ance service, custom cal!ing fea- 7.8%. CEO & President Robert J. Currey. Incorporated: Delaware. 
Accts Payable 19.2 4.9 7.8 lures, private line services, dial-up and high-speed Internet aocess, Address: 121 South 17th Street, Malloon, lmnois 61938·3987. Tele-
Debt Due 9.6 9.8 9.8 digital TV, carrier a<:ress seNkes, neto.vork capacity services over phone: (217) 235-3311. Internet mw.consof::dated.com. Other 115.4 103.0 103.2 
Currentllab 144.2 117.7 120.8 Earnings per share for Consolidated Consolidated faces intense competition 
ANNUAL RATES Past Past Esl'd '11-'13 Conununications jun1ped around 17% across all parts of its business. Also, long-
or°"""' "''sh) 10Yrs. 5Yrs. to'17·'19 in the first quarter of 2014, versus last term debt is nearly 90% of total capital at 
Revenues .. 1.5% 8.5% year's tally. 1'here \Vas steady gro\vth in present, lhough the aforesaid refinancing 
"Cash Flmo/' .. 3.5% 10.0"A 
Earnings .. 5.0% 15.5% data and video revenues. Also, interest ex- has extended 1natui-ities and lo\vered in-
Dividends .. .. Nil pense dropped significantly, given a debt terest expense. Too, there's a chance that 
BookVa!ue .. -7.0% 18.0% restructurlng. Still, the perfonnance of the services \Vlll be interrupted {leading to a 
Cal· QUARTERLY REVENUES($ mill.) Full traditional \Vireline unit \Vill probably loss of customers and unexpected costs) 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year remain constrained by co1npetitlon fro1n due to such factors as natural disasters, 
2011 95.4 92.6 92.5 93.8 374.3 such entities a':> \vlreless providers and security breaches, and soft\\'are defects. 
2012 93.4 93.0 157.0 160.1 503.~ cable operators. Nevertheless, share net The regulatory picture appears uncertain, 
2013 151.5 151.3 150.8 148.0 601.6 stands lo advance 16% for the entire year. as \Vell. 
2014 149.6 151.4 154 155 610 Regarding 2015, \Ve look for the botto1n The equity ought to attract son1e in-
2015 158 158 159 160 635 line to clilnb an additional 6%, helped by vestors. For one lhing, it ls currently 
Cal· EARNmGSPERSHAREA Full incren1ental benefits fro1n the 2012 pur- ranked 1 (Highest) for Tin1eliness. That's 

endar Mar.31 Jun.30 Seo,30 Dec.31 Year chase of SureWest Conununications. based, in part, on the company's good 
2011 .25 .18 .19 .20 .88 Good things seen1 to be in store over recent earnings momentu1n. What's 1nore, 
2012 .08 .09 d.01 .05 .15 the 2017-2019 horizon. The company has total-return potential out to 2017-2019 
2013 .17 .23 .28 .08 .73 a variety of telecon1 services in states of- looks appealing. Although the dividend 
2014 .2() .22 .23 .20 .85 fering healthy con1n1ercial opportunities, payout ratio is on the high side, it ought to 
2015 .21 .22 .23 .24 .90 such as Pennsylvania and California. One in1prove going for\Vard, \Vith SureVilest in 
Ca!· QUARTERLY DMD ENDS P~O B Full sector that manage111ent \Vill continue to the fold. 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year focus on is broadband services, since both Frederick L. Harris, Ill June 20, 2014 
2010 .387 .387 .387 .387 1.55 consurner and business dernand for data- CASH POSITION 5·Year Av'g 3131(14 
2011 .387 .387 .387 .387 f.55 based se1vices is expected to rise at a Current Assets to Current Liabilities: 131% 71% 
2012 .387 .387 .387 .387 1.55 decent pace in the future. Enhanced prod- Cash & Equiv's lo Current llabi1;ues: 57% 6% 2013 .387 .387 .387 .387 1.55 uct and service offerings are another plus. 
2014 .387 .387 But there are some risks to consider, Working Capital to Revenues: 6% NMF 

(A) Based on d•l<rted sh<m. Excl,des non· 0otslandio9 "' roonding. Nexl earnings report ~cl, In mrnons. l ~ 
recurring tax benefit '10, 16¢. Excludes gain due eariy Aug. D lndudes in!ar19. Al 12131113: $643.5 mm., Stock's Price Stability 85 
from disoontinued Tcrations: '13, 3¢. Quarters (B) Oiv'ds g:id earfy February, May, August . share. Price Growth Persistence 55 
may not equal Iola due lo change In shares and Novem r. Earnings Predlclabllily 40 
e 2014 Va\le Lile Pub~stl~ llC. M rrcs reseived. fi!dual material is OO!a'ned fTOOI SOO'{e5 be!ie-oed !Cl be re!'ab!e am is p:o"/.\led 11'<l>Jul. warrartes of m/i l.hd. , 
TllEPUBUSHERIStiOTRE PONS!BLE ORANYERRORSOROMISSlONSHEREIN-~"aionisstr'iCt'Jf0<~sCMn.001-comrocial.imemafuse. lopart I I I' • ; 11 • 11' • 
di rm· be r({!od!Ked, rescld. SO'.l'ed « lransmted fl prited, ~onic « ctlB: form. or for ¥i€1:<".. « ril.1rketi'"J3 ar1 • ed Cf OO:trc<fl..: .rw.<o. serk.e « f(OC<Y.l 



Schedule AHG-2 
14-S&TT-525-KSF 

FRONTIER COMMUN. NDQ-FTR IRE CENT 
PRICE 5 61 IPiE 281 (Trailing:23.4) RELATIVE 1 50'!DrlD 

, RATIO , Median: 25.0 p,~ RATIO , 1 j YlD 7.1% 
TIMELINESS 2 lcwer004/11/H High: 13.4 14.8 14.0 15.0 16.0 12.9 8.9 9.8 9.8 5.4 5.0 6.1 Target Price Range 
SAFETY 4 tcwerN1!2"2113 l-'~'O~"-;;'°'eN°'o~s'°8~.8~~11~.4~-;12.1 12.0 12.0 6.4 5.3 7.0 4.8 3.1 3.7 4.4 2017 2018 2019 

4 lrn,~.•·•<n.Jlll - lO l "Cash Flow"' p sh t--t---<--*7-'-+-+-'-+--t----+--t---+---<~--+---+--+----t-32 

BETA .85 (1.00-1.'.Jrti:a) ~areahfatesrecesskr1 · zo ~T~E~CH~N~IC~A~L'Ni~w~·~t~n'NS"'_t·~·~ .. ~·~~§~::;,""~·i=~=""="=e~=t==~t:~~n==~-=i~== '=t:=:=E::=±=:==:t:==t:=:=t::=:t=:==t:==t:=:=E'' 
2017-19 PROJECTIONS I . 16 

~~~~~~~l/>.o~c~IT~o~t·~'~~~~·~~·~,.11~,~·"I"~"'~"~"~~· .. ~·~·"~"~·~·1~·1~,'~~·~~··'.~~~~~~~~~~~~~~~~~~~~~~~~12 Price Gain Return 11 •• 1 

High 96 (+60JYJ 17% I I " ----- ----- a6
10 

LO'N {+5/o 8% Jiill II. 
Insider Decisions , "I · · ·1 -

J As ON DJ FM f'':.'."•q'!-"-J-_:"":::"~"::_•":_•":_•·1·~"".'""'"'"''"..[,.,...--.l~cc-4i-·-,C-····si•~·+t'-..._."--k-~-.fC::::'j!ft;,;'tfl~v~i lf4/''!Ju~li:"l_---J __ .j..._--f __ .j.__-J-to8'Jf 0 0 0 0 0 0 0 0 0 1- , .. • , • , . • , 4 
°", .... ~~,$ 00 00 00 00 00 00 00 00 00 "' .. ~ • .~~•.'.':' '.; j '/ [I' 3 
,,,..,... ! .·.·.-." ' - ~~. %TOT.RETURN5114 

ll~n~st~iti\u~tio~~i'~:,lo§ie~~~~s~l1~~n~s~11,,~0~11JJ§[='~'j~i~~~~~~i~!~I~ -- \ ...... ,. ···· s~ \'l=' Percenl j;r;;iti:::;;;;:;;!:ii;-="j::=j o 9 4 lo8JY 231 264 215 shares 20 1 ~,.- 53. 1 · 
loSa1 213 227 253 traded 10 · --+---J 3}f. -12.3 43.7 

I -
H'4~0l 611687 635304 644498 I S~r. 34.4 161.9 

1998 1999 2000 2001 2002 2003 2004 2005 2013 2014 2015 ©VALUELINEPUB.LLC 2006 2007 2008 2009 2010 2011 2012 7-19 
5.05 4.15 
1.33 1.07 
.33 ,07 
-- .. 

1.86 1.85 
6.92 7.33 

259.15 202.03 
27.5 NI.IF 
1.43 NMF 
.. --

6.78 
1.35 
d.11 
.. 

2.02 
6.47 

205.77 
.. 

--
--

8.73 
1.88 
d.38 

--
1.69 
6.91 

281.29 
.. 
.. 
.. 

9.45 
2'.26 
d.42 

1.66 
4.15 

281.48 

CAPITAL STRUCTURE as of 3131114 

8.59 6.46 6.59 628 6.86 7.19 6.78 3.81 5.27 5.02 4.76 4.65 4.UJ Revenues per sh 4.85 
2.52 2.17 2.26 2.15 114 2.39 1.91 1.05 1.65 1.41 1.45 1.45 1.45 "Cash Flow" per sh 1.65 

.43 .52 .59 .65 .57 .57 .38 .23 .14 .14 .24 .20 .25 Earnings per sh A .50 
" 1.50 1.00 1.00 1.00 1.00 1.00 .88 .75 .40 .40 .40 .40 Drtds Deel'd per sh 0 .40 

.98 .81 .81 .83 .98 .93 .81 .58 ·"' .80 .&t .65 ,(j,') Cap'! Spending per sh .70 
4.97 4.01 3.17 3.18 3.04 1.67 1.05 5.24 4.49 4.13 4.05 4.45 4.65 Book Value per sh 8 5.20 

284.71 339.63 318.17 31117 327.75 311.31 312.33 993.86 995.13 99<1.41 999.46 1002.50 1003.00 Common Shs Outst'g c 1010.00 
26.4 25.3 22.2 10.5 15.1 1B.7 19.3 34.8 31.2 30.9 18.3 Bold f19 res are Avg Ann'I PIE Ratio 15.0 

1.11 1.33 1.13 1.29 121 
7.5% 7Jf% 9.4% 13.7% 11.0% 

1.98 1.97 
10.0% 9.2% 

1.16 Vaf!le Lliw Relative PIE Ratio f.00 
9.2'% e.sun ~tes Avg Ann'I Div'd Yield 5.3% 

1.51 1.34 1.18 
- - 19.0% 7.6% 

1025.4 21493 2137.0 1117.9 3797.7 52430 5011.9 4761.6 4650 4650 Revenues ($mil!} 2193.0 2162.5 4900 
2153 181.7 110.8 152.7 233.7 110 250 163.0 100.1 350 189.0 

34.6% 37.4% 30.S\\ 362\\ 42.5% 
235.0 136.6 Net Profit {$mill! 

39.5% 33.0% 35.0% 3M% 38.0% Income Tax Rate Toi. Debi $8128.3 mill. Due in 5 Yrs$1500.0m:11. 25.0% 29.6% 33.0% 
LT Oebt$7762.7 mif!. LT lnterest$650.0 mrn. 

(Total interest coverafle: 1.7x) 
No Defined Benefit Pension Plan 

Pfd Stock None 

Common Stock 1,002,282,000 shs. 
as of 5/2/14 

MARKET CAP: $5.6 b!lllon (large Cap) 
CURRENT POSITION 2012 

!$Mill.) 
Cas'h Assets 1341.9 
Other 745.3 
Current Assets 2087 .2 

10.6% 8.4% 8.2% 5.7% 4.0% 4.5% 2.7% 4.9% 4.5% 5.5% Net Profit Margin 7.4% 9.3% 7.1% 
80.8% 82.6% 90.1% 93.6% 60.5% 84.7% 67.0'h 66.0'h 61.5% 58.0% long-Term Debt Ratio 75.8% 79.3% 52.5% 
19.2% 17.4% 9.9% 6.4% 39.5% 35.3% 33.0% 34.0I\ 38.5% 42.0% Common EQuitv Ratio 24.2% 20.7% 47,5% 
5516.8 5734.8 5240.7 5121.7 13193 12675 12501 11930 11625 11155 Total Capital {$mllij 5629.2 5041.1 11010 
2983.5 3335.2 3140.0 31315 7590.6 7&47.5 7504.9 7255.8 7500 8000 NetP/antf$milf> 3338.3 3186.5 8150 

6.9% 6.6% 6.9\\ 6.1% 3.1% 4.5% 3.8% 2.0\\ 2.0% 2.0'/, Return on Total Cap'l 6.3% 7.3% 3.0'h 
10.3% 18.9% 352% 35.9% 2.9% 5.3% 3.3% 6.0% 4.5% 5.5% Return on Shr. Equity 12.0% 19.2% 6.5% 
20.3% 18.9% 352% 35.9% 2.9\\ 5.3% 3.3% 5.8% 4.5% 5.5% Return on Com EQuitv 12.0% 19.2% 6.5% 

NMF NMF NMF NI.IF NI.IF NI.IF Nl.!F 5.5% NMF NMF Retained 10 Com Eq 
NMF NMF NMF NI.IF NI.IF NMF NI.IF NMF NMF NMF All Drtds lo Net Prof 0 

(A) D:!uted earnings. Exd. nonrecurring share nel may not sum due to rounding. Next quarterly dividend po!icy adopted in 7/04. Pay·.~ompany's Financial Strength B 
gams/Qosses): '97, $0.21; '98, {S0.11); '99, earnings report due earfy August (B) Ind. in- men ls typlcal:Y made in March, June, Seplem· Stock's Price Stability 60 
S0.38; '02, {$2.01); '03, $0.24; 04, ($0.28). tang.: '12, $8919.7 mill. ($9.00/sh.) (C) !n mi:!. ber, and December. Price Grow"th Persistence 5 
Exel. gain from disc. ops.: '99, $0.10. Quarterly (0) Incl. special dMdend in '04 of $2.00. New Earnings Predictability 60 
ti 2014 Va\re Lile Putif,"shflg UC. A1 f/lfiS restf\-ed. factual material is c«a'ned ~om soi.rces 00'1e'o'ed to be rtla!ie and is pra/.ded 11'lhout wanant:e5 of acy 1..hl 
THE PUBLISHER IS 1mr RESPONSIBlElORIJNERRORS OR O/,!JSS!ONS HER£1/I_ Th's p1.itt.:afoo is strk.tl'jlorsubWWSQM\ non-wmmerOa!. ifltema!use.1/opart I I I • ' : I I : I I ' I 

cl~ rr.i· be C€'j'.(MJOO:!. resold, sl((ed « transrrl:led in m pril!OO, ~m'.: Ctr clhff lam. or useJ kif ~i~-59 or rN1ht~ MJ pf.rt.;.:! or cl-2d1m;; putlo:.?Y.o1, 5€1W'ke or prOOJct. 



SHENANDOAH TELCM. NDQ-SHEN '~~ENT 29 26 Ir~ 22 5(1 .. mn9236) , RATIO , Medran: 20.0 

TIMELINESS 1-l'WH High: 9.2 11.6 17.6 16.7 25.8 28.2 28.4 21.2 19.5 
Low: 4.5 7.3 8.4 13.1 14.3 12.4 16.1 15.6 9.1 

SAFETY 3 flewm1m LEGENDS 
, .. - s.s x ~cash Flem· p sh 

TECHNICAL 3 lo.wOOWO/H • • • • Rela!J'..e Price Strengh : ·>·· .. : 
2-for·l ~<:t mt 

BETA .SS (1.00" Markel) 3-for-1@ 8JQ7 -~ "' 
2017-19 PROJECTIONS ~'" I ' J ::d afe<J h:Kates rocess.00 '\,·.· Ann'! Total 

Price Gain Return 

'~!i~. 
High 45 (+55~l 13~ ,, 

' I ''" low 30 (+5 2•, 
.lflJh 11th1l "' J '" Insider Decisions 

111 1111111 I\ "ii J A S 0 N 0 J F M 

"' ' 

l<l8'!J 0 0 0 0 0 0 0 0 0 lfT' : .::· .. Ojl6x.s 0 0 2 0 1 0 015 3 

""' 0 0 2 0 1 0 0 0 1 ,.. .. , )ff ·~;-~~:··-·: ... · .......... lnstltutlonal Decisions ·· .. · ............ ...... 
""'" Wiil 1Q~J1f Percent 12 . " '•' 

»B:ff 40 34 48 shares 8 ~ 
'• 

~J:k 35 42 33 !faded 4 8971 8674 9399 ' 
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

.. .. 2.65 3.9l 4.10 4.65 5.29 6J5 727 6.01 6.11 6.78 8.20 10.54 
-- .. .76 .88 .51 1.16 128 1.44 1.S5 2.04 2.38 2.44 2.65 1.91 
.. ·- .44 .35 d.1l .4l .45 .46 .71 .80 1.12 106 .88 .57 
.. -· .11 .12 .12 .1l .14 .15 .16 .27 .30 .32 .38 .38 
-- .. 1.00 1.26 1.00 .55 1.49 1.28 .91 1.24 2.78 225 2.35 3.1l 
-- .. 2.9-4 3.30 3.38 4.66 4.97 5.27 5.81 6.43 7.09 7.42 8.o1 829 
-- .. 2255 2259 2266 21.78 2289 23.00 1328 2351 23.63 2368 23.77 ll.84 
-- .. 1l.7 15.7 -- 16.7 19.l 26.2 19.3 23.2 16.2 18.8 21.1 26.5 
.. .. .89 .80 .. .95 1.02 1.40 1.04 1.23 .97 1.25 1.34 1.66 
.. .. 1.8% 2.1% 1.6% 1.8% 1.7% 1.3% 1.1% 1.5% 1.7% 1.6% 1.8% 2.2% 

CAPITAL STRUCTURE as of 3131114 121.0 146.4 169.2 1412 144.4 160.6 194.9 251.1 
Total Debt $230.0 mill. Due in 5 Yrs $70.0 mi!L 31.S% 28.5% 28.~h 42.8% 52.l% 47.0'h 41.9% 35.1% 
LT Debt$218.5 mill. LT Interest $8.0 mill. 19.0 22.4 27.3 292 29.9 31.6 42.6 55.8 (Total il1teres1coverage:5.8x) 

10.2 10.7 18.0 18.8 26.3 25.1 2M 13.5 (51% of Cap'I) 
No Defined Benefit Pension Plan 37.2% 38.5% 40.7% 40.8% 40.2% 41.1% 41.~% 44.1% 

8.5% 7.3% 10.6% 13.3% 18.21'i 15.6% 10.5% S.4% 
leases, UncapllallzedAnnual rentals $11.6 mill. 12.6 d1.9 9.6 17.0 48.0 2'1.0 25.9 8.9 

Common Stock 24,096,146 shares 47.9 31.4 21.9 17.7 37.0 28.4 180.3 158.7 

as of 4124114 1138 121.6 1:!.52 151.1 167.6 175.7 190.3 197.7 
7.3% 8.0% 122% 11.7% 13.1% 12.S'A 6.1% S.ifk 
9.0'h 8.8% 13.3% 12.4% 15.7% 14.3% 10.7% 6.8% 

MARKET CAP: $700 mlllfan (Small Cap) 6.1% 59% 9.4% 8.6% 11.8% 10.l'h 6.9% 3.1% 
CURRENT POSITION 2012 2013 3131114 321, 38i\ 30% 31% 25% 28% 36% 54% 

~Ylll.} 
BUSINESS: Shenandoah Te!ecommunica!i-Ons Comp-any prov'tdes Gas Assets 71.1 38.3 53.7 

Receivable 25.3 25.8 25.5 \'Oke, v'.deo and data servires lo end-user customers and other 
Other 20.0 33.8 23.1 communications providers. Also operates a fiber optic neW.'Ork. 
Current Assets 116.4 97.9 102.3 Three primary operating segments are: Wireless (60% of 2013 
Accts Payable 31.7 12.6 5.7 rev.), as a PCS affitlale of Sprint Nextel; Vflreline (16%), including Debt Due 2.0 5.8 11.5 
Other 24.4 25.5 23.9 local and long-distance telephone and OSL; and Cable TV {24%), 
Current llab. 58.1 43.9 4TI Sl1enandoah Telecon1 perfornted well 
ANNUAL RATES Past Past Est'd '10·'12 to start off the year. The rural teleco1n 
of"""" cw ''l 10Yrs. SYrs. lo'17·'19 provider posted earnings slightly above 
Revenues 11.0% 9.5% 10.0% our "t\1arch-period esthnate. The con1pany "Cash Flov/' 15.5% 10.5% 10.5% 
Earnings 12.5% 1.0% 14.5% attributes the perfor1nance to increasing 
Dividends 11.0% 11.0% 3.5% s1nartphone penetration, \Vhich nO\V 
Book Value 10.0% 7.5% 7.5% 1nakes up about 77% of the postpaid cus-
Cal· QUARTERLY REVENUES($ mill.) Full to1ner base. That said, there \Vas a nega-

endar Mar.31 Jun.30 Sea.30 Dec.31 Year tlve in1pact fron1 charges related to 
2011 60.4 61.6 62.6 66.5 251.1 nel\vork upgrades for 4G LTE data serv-
2012 66.8 71.4 72.9 75.0 266.1 ice. Ho\vever, 1nanagement believes these 
2013 76.0 77.5 77.5 78.0 309.0 costs should subside going for\vard as up-
2014 80.5 84.5 80.0 85.0 330 grades have been con1pleted. We expect 
2015 85.0 85.0 90.0 90.0 350 continued subscriber gro\vth in the \Vire-
Cal- EARNINGS PER SHARE A Full less seg1nent for both postpaid and prepaid 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year service. Still, risks abound as the industry 
2011 .13 .13 .15 .16 .57 ren1ains very cornpetitive, \Vith 1najor 
2012 .19 .24 .06 .21 .69 tlayers looking to consolidate . 
2013 .:l.5 .33 .28 . 27 1.23 he con1pany should no\V be able to 
2014 .36 .32 .31 .31 1.30 benefit fron1 its Sprint Framily and 
2015 .40 .40 .35 .40 1.55 Eazy Pay services. Managen1ent pre-
Cal· QUARTERLY DMOENDS P~O 8 Fun viously mentioned that it \Vould not be 

endar Mar.31 Jun.30 Sep.30 Oec.31 Year able to offer its Framily and Eazy Pay 
2010 -- .. -- .33 .33 plans until late April. This augurs \Vell for 
2011 -- .. -- .33 .33 June-period results, and going for\vard . 
2012 .. .. .. .33 .33 l\'1anagen1ent noted that Sprint \vould 
2013 .. -- .. .36 .36 rein1burse Shenandoah for inventory used 
2014 to satisfy customer needs, \Vhile the entire 

Schedule AHG-2 
14 S&TT-525-KSF -

RELATrlE 1 201wo 1.4% •• I 
P~ RATIO , YlD 

19.0 29.2 34.0 Tar?et Price Range 
9.0 13.1 23.0 20 7 2018 2019 

64 
48 . --. - -. --. 40 
31 

.1!1.•-. -. --. . -. -. -- 14 
10 

" 16 
,I 'I" 

11111 
11 

8 
~6 

% TOT. RETURN 5114 

·. ,"• ""' \'LAAml' 
S!OO< """ ~ .... 1 )< • 68.3 19.4 ~ .,.-1_ 3},.. 61.7 43.7 ~ 

5)". 58.0 161.9 

2012 2013 2014 2015 ©VALUE LINE PUB. LLC 7·19 
12.02 12.65 13.70 14.50 Revenues per sh 20.00 
338 4.15 4.75 500 "Cash Flow" per sh aoo 
.69 123 1.30 1.55 Earnings per sh A f.65 
.38 .36 .40 .40 Div'ds Decl'd per sh e .42 

3.72 4.85 3.70 3.65 Cap'l Spending per sh 3.45 
8.67 9.75 10.W 11.40 Book Value per sh 14.00 

23.96 24.04 24.10 14.10 Common Shs Outst'g c 25.00 
19.2 15.6 Bek/fig res are Avg Ann'! PIE Ratio 20.0 
1.22 .98 Value lfM Relative PIE Ratio 1.25 

25% 1.%\ ~"' "'~ Avg Ann'! Div'd Yield 1.1% 
188.1 309.0 330 35-0 Revenues ($ml!!) 5-00 

38.2% 38.5% 39.~la 40.0',1 Ooeratlng Marafn 40.~/, 

64.4 70.0 80.0 80.0 Depreciation {$m111) 100 
16.6 29.6 35.0 40.0 Net Profit 1$m111} 50.0 

42.0% 42.0% 41.0% 41.~!i Income Tax Rall'! 41.0% 
S.S% 9.~A 10.6% 11.4% Net Profit Maro In 10.0% 
58.3 54.0 70.0 70.0 Working Cap'l ($mlll) 85.0 

230.2 224.3 250 225 Long· Term Debt {$mlll) 250 
207.8 234.3 285 275 Shr, Eouitu t$mll~ 35-0 
4.7% 1.n 7.5% 8.5% Return on Total Cap'! 9.lYla 
8.~% 11.6';\ 13.5% 14.5% Rel urn on Shr. EoUitv 14.5% 
4.4% 6.7% 8.0% 8.5% Retained to Com Eq 8.5% 
45% m 28% 24% All Div'ds to Net Prof 21% 

~shenaridoah Cab~e". Acq. JetBroadband Holdings, 7/10; NTC 
Communications, 11!04; certain cable asse!s and customers from 
Rapld Communications, 12/08. Has 682 emplys. Off. & d!r. wn 
7.1% of common stock (3114 Proxy). Pres. & CEO: Christopher E. 
French. Inc.: VA. Address: 500 Shen!el \"lay, Edinburg, VA 22824. 
Tel.: 540-984-4141. Internet: www.shenlel.com. 

transaction is recorded on Sprint's books. 
The co111pany should benefit fron1 not hav-
ing a subsid~ on a phone sold on Eazy Pay 
through hentel-controlled channels. 
\iVhile Shenandoah did not provide any 
detalls on the financial lrnpact this could 
have, \Ve do expect this to be a gro\vth fac-
tor in the near tenn. 
The cl1urn rate 1uar. be hurt by the 
loss of Assul'ance W reless custorners. 
The subsidiary began its annual 
reauthorization of its custon1er base in 
rvtarch, \Vhich is likely to continue through 
the end of June. This led to a Joss of about 
several thousand Assurance custo1ners 
that n1ay increase the cornpany's churn 
rate (a 1neasure of disconnections). While 
\Ve expect this figure to be elevated 
through the second period, this trend 
should reverse in the second half of the 
year. Shenandoah \Vill likely focus on ef-
forts to 1narket its nehvork and data serv-
ices to help offset these losses. 
These shares no\v possess our Highest 
rank for Tin1eliness (1). Ho\vever, long-
tern1 price appreciation potential is un-
der\vhehning . 
Eugene l-'arghese June 20, 2014 

iAl DH,led eammgs. Exd<t<les gains I (l<!Sses} nol sum doe 10 toundiog. Ne~ eamitt;Js teport : ~ 
rom discontinued operations: '08, (8¢); '09, due early August. (B) Dividends patd ill early Stock's Price Stabllily 35 

(42¢); '10, ~; '11, (2¢). Excludes nonrerur- December. (CJ In m:1l., adj. for sp11ts. Price Growth Persistence 60 
ring gain I }: '10, (74). 2012 earnings may Earnings Pred!ctabl!ity 60 
c 2014 V<lue Line Pltf,,slf llC. All rigf1s re>erVed. Facti.lal rru!erial is obla·ned from soorces bcteved ro be rE:liaUe ~nd is prcr.'.ded v.~ warrMt"es (If arr lrnl. , , 
THE PUBLISHER IS NOT R~Po.'lS!BLE FORAtN ERRO.RS OR O/JJ~S!ONS HEREJI/. ~~>:-a6on~ stric!ljfor~ibe(SQ.1-ll. non--ro:Oll8"ciat.internal.use. ?iopart I 1 I ' • • 11 • I I ' 1 

it ll\l be 1· rw..M st«ed Gf - ed in arr rted 00.iJor:ic or ctflif !CJ or . for • <- u n>xi. w tn:ed or Ek<t.roo~ «u:-01\ sen-,ce Of (OOi.Jct. , " ' 



Schedule AHG-2 
14-S&TT-525-KSF 

TELEPHONE&DATA SYS. Nvse.roJ~ii~r' 26.36 l~mNMF(li~:~'l}.i) ~~~mNMF Wo
0 2.0% '· • 

TIMELINESS 

SAFETY 

TECHNICAL 

3 ''''"' 3111"4 

3 "''"""o' 
High: 29.4 39.2 40.7 50.8 67.6 60.9 33.1 34.9 34.4 29.1 31.5 28.4 Target Price Range 
Low: 16.2 28.5 33.0 32.3 48.8 19.5 20.2 26.5 17.8 19.2 20.6 21.3 2017 2018 2019 
LEGENDS 

4 Rlis«lfl10itl 
- 1.0 x ~cash ru-..r p sh t-+---J--+-·-+ ·'4-+-+---+--t--+---Jr--+---J--+--'4--+-128 

i~~:1 ~f~~~ Strcr¥J t=1==:t=::ttttt·:::t== ':::t==t===t==t==::t:==1==:t=:::t==:t==::::t::'96 BETA 1.15 (1.00-1!,rte.Q ()p!'-OflS,:"Yes ) 80 

ri~~20~117·i19;P~R~OJ~E~CT;).,~ON~~~~T~ot~al~""°"~~~~N~"'~·~"~'~~,oc~"'~
00

~~~~·~·"~''~~;~.~~~··~~~~~~~~-~-~-~-~-~-~-t·~~-~-~-~~~~~~~~~~':4:0 Price Gain Relum . . 
H~h 35 (t35%l 10~ ,11iw•11 11•11,, ,11 111 I II I ----· -··-· 32 
low 20 -25% -4°0 Iii, 1,1, 11.-,JI, 11i '1' 11111 1•111, 1 _

111 
_ 11111 ,1• 

lnslderDeclslons 1 _. ._,, 111 .11" 11., ----- ----- 24 
J A s 0 N D J F I.I .... I ,,,, -- ,' .'A II • 

toB:.rj 0 0 0 0 0 0 0 0 0 1-;.,., .:c,l-'--+--1f--+--t-c.,.+c~.ctf--t---+--'-t--+--tf--+--t--+--.c+--t-16 
~~~ g g g g J ~ g g g "'" ,"• .... """ ··"~"'' - .- ~ %TOT.RETURNS114 -l2 

lnstitull~!3De~~11~ns 1imu Percent 18 +--+-+-''4--+--+-+HI'- . ,' 5~ Vl~' _ 

:~::{ ~~ 1~~ 1;~ shares 12 
11 

_ _,_ _ _,~rr. 2~.~ !~·j _ 
ll'J"~~» 84719 85128 85662 traded 6 ' · 

11 

_i s~: -0:1 1s1:9 -

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 @VALUELINEPUB.LLC 7-19 
13.54 
2.52 
d.54 

.20 
4.19 

16.78 
133.38 

1.0% 

14.77 
3.34 

.91 

.21 
301 

18.61 
13295 

39.2 
2.23 
.6"h 

18.22 
4.33 
1.17 
.23 

3.57 
30.82 

127.70 
41.6 
2.70 
.5% 

20.32 
4.84 
1.32 
.25 

5.50 
27.56 

127.40 
34.2 
1.75 
.6% 

23.40 
5.15 
1.15 
.27 

7.05 
23.87 

127.60 
27.3 
1.49 
.9;\ 

CAPITAL STRUCTURE as of 3131114 

27.76 
5.40 

.60 

.29 
6.26 

24.9'3 
124.10 

39.2 
223 

1.2'h 

Total Debt $1721.5 mill. Due In 5 Yrs $8.-4 mill. 
LT Debi $1720.1 mill. LT Interest $95.0 mi'I. 
(LT lr1terest earned: 2.1x; total lr1terest coverage: 
2.1x) 
No Defined Benefit Pension Plan 

Pfd Stock $.8 mitt. Pfd D!v'd $.3 mi!!. 
loci. 9,000 shares, liquidation va!tle of $100 per 
share. 

Common Stock 108,749,794 shs. 
(Includes 7,175,948 Series A com. shs.) 
MARKET CAP: $2.9 bll!lon {Mid Cap) 
CURRENT POSITION 2012 2013 

($01ll.) 
Cash Assets 
Other 
Current Assets 
Accts Payable 
Debt Due 
Other 
Current Uab. 

856.2 
907.2 

1763.4 
377.3 

1.2 
546.1 
924.6 

880.1 
1207.2 
2087.3 
496.1 

1.6 
694.1 

1191.8 

3131114 

913.0 
1076.1 
1989.1 
414.0 

1.4 
609.8 

1025.2 

ANNUAL RATES Past Past Est'd '10-'12 
of~(persh) 10Yrs. 5Yrs. to'17·'19 
Revenues 8.5% 6.0% 2.5% 
"Cash Flov/' 5.5% 1.5% 2.0"/o 
Earnings - • -8.0% 4.0% 
Dividends 6.0% 5.5% 4.0% 
Book Value 2.5% 4.0% 3.0% 

Cal· QUARTERLY REVENUES($ mlll.) Full 
endar Mar.31 Jun.30 Sap.30 Dec.31 Year 
2011 ma 1219 1325 1315 5180.5 
2012 1305 1323 1370 1346 5345.3 
2013 1308 1228 1181 1184 4001.2 
2014 1196 1204 1215 1235 485-0 
2015 1230 1245 1255 1270 5000 

29.77 
5.68 

.34 

.30 
6.39 

25.53 
124.90 

NMF 
NI.IF 
.9% 

3720.4 
42.4 

52.7% 
1.1% 

49.8% 
43.4% 
7358.2 
3385.5 

20% 
1.3% 
1.3% 
.1% 
00% 

31.50 
7.15 
1.75 
.32 

5.73 
26.65 

125.72 
20.9 
1.11 
.9% 

390-0.1 
221.3 

35.5% 
5.6% 

46.1% 
46.2% 
7244.3 
3526.2 

4.8% 
6.6% 
6.6% 
5.4% 
18% 

34.38 
7.0IJ 
1.26 
. 34 

5.69 
28.12 

126.94 
30.9 
1.67 
.9% 

4364.5 
161.6 

38.0% 
3.7% 

38.5% 
52.5% 
6800.8 
3581.4 

4.5% 
4.5% 
4.5% 
3.3% 
27% 

37.76 
8.57 
263 

.30 
5.47 

30.70 
127.87 

21.8 
1.16 
.6% 

4829.0 
3432 

39.3% 
7.1% 

20.3% 
63.2% 
6210.1 
3525.1 

8.1% 
8.7% 
8.7% 
1.6'h 
13% 

41.75 
6.92 

.74 

.38 
6.03 

30.9'3 
121.90 

51.0 
307 

1.oi 

5002.0 
93.5 

19.7% 
1.8% 

28.9% 
62.-4% 
6038.6 
3568.9 

3.0% 
2.5% 
2.5% 
1.2% 
51% 

43.62 
8.20 
1.63 
.40 

5.83 
32.81 

115.11 
16.8 
1.12 

1.4% 

5020.7 
193.9 

34.5% 
3.9''/, 

25.2% 
63.6% 
5935.3 
3507.8 

4.9'h 
5.1% 
5.1% 
3.9% 
24% 

44.14 
8.01 
1.25 
.41 

6.68 
33.75 

112.99 
24.4 
1.55 

1.4% 

4986.8 
143.8 

32.8% 
2.9% 

252% 
84.0% 
5959.8 
3558.3 

3.8% 
3.8% 
3.8% 
2.5% 
33% 

43.94 
8.2\l 
1.68 
.43 

8.24 
33.60 

117.90 
16.0 
1.00 

1.6% 

5180.5 
200.5 

31.2"% 
3.9% 

25.0% 
64.6% 
6131.7 
378l.5 

4.7% 
5.1% 
5.1% 
3.8% 
24% 

BUSINESS: Te!ephone & Data Systems, Inc. Is a telerommunlca
tions service C()fl)p8ny \\ilh cellular and Jand!ine operations. As of 
12!31/13, seNed about 6.8 milffon customers in 36 states. Cel!u!ar 
oper. prov'ided 80% of '13 revenue, telephone operations, 20%. 
Suhsi<llaries ioclude 84.0%-01.vned U.S. Cellular and \\tlotty ov.ned 
TDS Te!ecom. '13 depreciation rate: 9.1%. About 10,500 employ-

Telepl1one & Data Systents has once 
again been active on the acquisition 
trail. In early May, the co1npany inked an 
agreement to acquire substantially all of 
the assets of a group of con1panies operat
ing as BendBroadband for $261 million. 
This Bend, Oregon based entity is a full
servlce con11nunicalions con1pany, offering 
an extensive range of broadband, fiber 
connectivity, cable television, and tele
phone service for con1n1ercial and residen
tial custon1crs in central Oregon, and gen
erated annual revenues of $70 1nillion in 

Cal· EARNINGSPERSHAREA Full 2013. We look for the transaction, \Vhich is 
f'e~n"da7r-rM~ac;r.30'1'--"J"'un'C.3C'O~Se~p::c.3;o0~07ec7'.3c-'1+-Y'ieC'aO-lr subject to the typical regulatory approvals, 

2011 .37 .80 .63 d.12 1.68 to close in the third quarter of this year. 
2012 .48 .39 .27 d.39 .75 This deal conies on the heels of the 2013 
2013 .01 1A2 d.09 d.06 1.28 acquisitions of MSN Con1n1unications, Inc. 
2014 .16 d.15 d.08 d.33 d.40 and Baja Broadband. LLC. 

,_2~0~15'--+-d".0~6-~.0~7-~.1=2-~d=.2~8_,_~d=.15'-l Mean\-vhile, the contpany is likely to 
Cal- QUARTERtYOIVIOEN[}SPAID e. Full report a net loss both this year and 

endar Mar.31 Jun.30 Seo.30 Dec.31 Year 11ext. Truth be told, TDS posted an hn-
F20"'1"0-¥~.1"04'-'-""'.1"04"'-".~104~~.~104=+-=.=41'-l pressive and rather unexpected jun1p in 

2011 .118 .118 .118 .118 .47 first-quarter earnings, on a 9% year-over-
2012 .123 .123 .123 .123 .49 year drop in revenues. The bottom-line ini-
2013 .128 .128 .128 .128 .51 proveinent, ho\vever, \Vas largely the re-
2014 .134 .134 suit of U.S. Cellular's divestiture transac

tion, the deconsolidation of certain U.S. 

49.52 
8.3-0 

.75 

.49 
9.22 

37.16 
107.94 

31.8 
2.02 

2.1% 
5345.3 

81.8 
37.5% 

1.5% 
27.0% 
62.9% 
6377.1 
3997.3 
2~% 

2.0% 
20'h 

.7% 
6511 

45.0iJ 
10.65 
1.28 
.51 

8.12 
43.75 

108.76 
19.9 
1.13 

2.Cfh 

4901.2 
141.9 

43.n 
2.9% 

28.0% 
61.0% 

645-0 
3525 
1.5% 
2.5% 
2.5% 
2.5% 
39% 

45.35 47.15 Revenues per sh 
9.20 9.75 MCash Flow" per sh 
d.40 d.15 Eamlngspersh A 

.54 .56 Div'ds Deel'd per she • 
7.85 8.00 Cap'! Spending per sh 

44.00 44.5-0 Book Value ~r sh 
107.1)0 106.00 Common Shs Outst'g c 
Bold f'ig res are Avg Ann'I PIE Ratio 

VMue Line Relative PIE Ratio 
eslln tes Avg Ann'I Olv'd Yield 

485-0 5000 Revenues ($mill) 
d45.0 d16.() Net Profit ($milll 

33.o-'A 33.0% Income Tax Raia 
NMF NMF Net Profit Marcin 

28.0% 28.0% long-Term Debt Ratio 
61.0% 61.0% Common Eouitv Ratio 

6500 6600 Tota! Capllal ($ml11) 
3550 3575 Net Plant i$mllfl 
NMF NMF Return on Total Cap'I 
NMF NMF Return on Shr. Equity 
NMF NMF Re tum on Com Eouitv 
NMF NMF Retained to Com Eq 
NMF NMF All Div'ds lo Ne! Prof 

5M-O 
5.20 
1.00 
.57 

7.15 
40.5-0 

104.00 
27.5 
1.70 

2.1% 

5200 
105 

33.5% 
2.0% 

30.0% 
58.Q-'la 

760/J 
4000 
2.0% 
3.0'% 
2.5% 
2.5% 
56% 

ees. Off. & dir. control 98.7% of Series A common shares (and 56% 
of voti119 power), BlackRock, Inc .. 9.9% of common {not Series A), 
Capital Research Global lnveslors, 9.8% (4113 Proxy). President 
and CEO: LeRoy T. Carlson, Jr, Incorporated: Delaware. Address: 
30 North LaSalle St., Suite 4000, Chicago, lllinois 60602. Tele
phone: 312-630-1900. Internet: V.\~w.lel<lta.com. 

Cellular partnerships, and acquisitions at 
TDS Teleco1n. Although \\'e have decided 
to include the results of these transactions 
in our earnings presentation, additional 
boosts fron1 sin1ilar sources are not guar
anteed. \.Vhat's 1norc, the 84%-o\vned U.S. 
Cellular's recent perfor1nance as rather 
under\vhehning, as the con1pany is feeling 
the effects of an increasingly con1petitive 
\Virelcss 1narket and the challenges that 
regional providers face in con1peting 
against the nation\Vide carriers. All told, 
TDS ought to post a net loss of $0.40 a 
share this year, \Vith an in1provcn1cnt in 
the cards for the follo\Vlng year. 
At present, Telephone & Data Systents 
stock is not a particularly enticing 
short- or long-ternt play. It is currently 
ranked to run in tanden1 \Vlth the year
ahead market, and given that it is trading 
\veil \Vithin our 3- to 5-year Target Price 
Range, it is unlikely to curry favor \Vith 
long-tenn investors. Too, it is hnportant to 
note that our Target Price Range is largely 
dependent on TDS's ability to return to its 
historical earnings gro\vlh rates, \Vhich at 
the 1no1nent, seems uncertain. 
Kenneth A. Nugent June 20, 2014 

{A) OJuted earnings. Nexteam!ngs report early {S0.15); '02 ($19.35); '03, (S0.02); '04, ($0.63). split. Common stock, 1 wtelsh.; Series A. 10 Company's Financial Strength B 
August Exd gain from d,sc ops· '01, 41¢ (B) DMdends his!oncaily pa'.d in late March, wtes/sh. Stock's Price Stabllity 60 
Exd extra losseslga!ns 07, 36)! Exel nlr June, Sept., & Oec. • Dlv'd re. plan ava~. (5% Price Growth Persistence 20 
gains '98, $2 21; '99, $306, '00, {$0 15), '01, discount). (C) In millions, adjusted for stock Earnings Prediclabltity 35 
o 2014 Va'ue Lrn Pulf,sfing LLC. Al liQl"ts reseNW. F3dl.laf material Is OOta'.ned from sources bef.e•ed llJ be re.~<.b'e and is pn:u;:Jed 11'thout warrant.es of arrJ lM. -· 
TI-lEPUBUSHERISNOTRESPONSIBLEl'ORAINERRORSOROMISS1Ql~SHERE!N.Th'swbocafunisstrkt'_Jfl)[subWOO's<Mn.l'IOO--WIIYOO'cial.!nternal1JSe.fl1Jpart I I I' • • 11 • 11 • • 
d it maJ oo 1epr00xed, resold, stoced u lrwsm'UW ii m1 jXfled. ~trooic cr oroo foon. c.r usN b' g.2llff<foJ" m:rl.'20C9 lnJ p-'•leJ or ~onic f'-.til:Gl~•).1. smice or µoo .... :t 



WINDSTREAM CORP. NDQ-WIN 
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PRICE 

TIMELINESS 2 i&sed@llH High: 14.4 
low: 11.1 

SAFETY 3 t\MIV29.IQ6 LEGENDS 
- 4.ox:Cas.tJfkutpsh 

TECHNICAL 3 wwoHl1811' •• -~~~Ill~ Prke Strro].h 

BETA .90 (1.00=J.Ma) ~area ina;ca;es recess.ion 
2017-19 PROJECTIONS 

Ann'I Tola! •"' Price Gain Return 
High 11 (+15l'7.\ 12% 
Low 7 {-30Yo 4% 
Insider Decisions 
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IOBu/ 0 0 0 0 0 0 0 0 0 .... ,,,.. 0 0 0 0 0 0 0 0 0 

""' 0 0 0 0 0 0 0 0 2 
Institutional Decisions 

3<m13 '""" IQnU 

9 67 Ip,~ 38 7 {Trailing:OO) • RATIO , Medtan:NMF 
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Schedule AHG-2 
14 S&TT 525 KSF 

' 
Target Price Range 
2017 2018 2019 

32 
24 
20 
16 

12 ---.. . -- -. 10 
8 ----- --... 
6 

4 
-3 

% TOT. RETURN 5114 

"" \'LARlttl' 

'"'"' ''"' " Percent 45 

:~~ ~~~ ~~ i~ii shares 30 11 -

~ 
1yr. 34.8 19.4 

~ -

'"· ·2.5 43.7 
Hld'<i'J<l~\ 294703 302535 316916 

traded 15 

'"· 86.6 161.9 
~ 

Windstream traces its roots to Allied Tele- 2004 2005 2006 007° 008' 2009 2010' 2011 2012 2013 2014 2015 OVALUE LlllE PU8. LLC 7-19 
phone Co. of Utile Rock, ArkanS8s fom1ed .. .. 6.38 7.17 7.'11 6.86 7.38 7.31 10.47 10.07 9.80 9.70 Revenues per sh 10.05 
in 1943. In 1983, Allied merged 1~1h Mid- .. .. 1.89 2.14 2.12 2.00 1.99 2.00 2.69 220 2.10 2.15 "Cash Flow'' per sh 2.55 
Continent Telephone Co. of Ohio, creating .. -- 1.03 .91! .98 .76 .66 .68 .48 .29 .25 .40 Earnings per sh A .8-0 
ALLTEL Corp. ALLTEL acquired Standard .. -- .20 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 1.00 Div'ds Decl'd per sh s • 1.00 
Group, Inc. and Aliant Communications in .. -- .78 .8() .72 .68 .82 1.20 1.87 1.40 1.25 1.25 Cap'! Spending per sh 1.10 
1999. That lelco purchased phone lines .. -- .99 1.54 .57 .6-0 1.65 256 1.88 1.45 1.30 1.45 Book Value per sh 2.20 
from GTE, Venzon and others. On 7117/06, .. -- 476.6-0 454.50 439.40 438.6-0 504.:lll 566.30 566.20 596.00 603.00 604.00 Common Shs Outst'g c 608.00 
in a $9.1 billion equily and debt deal, .. .. 13.0 14.5 11.5 11.7 17.6 18.4 21.6 29.3 &kif• res are Avg Ann'I PIE Ratio 11.5 
ALLTEL spun off its 1•Areline assels, which -- .. .70 .77 .69 .78 1.12 1.15 1.38 1.85 Value'LllH'l Relative PIE Ratlo .75 
merged vilh VALOR Communications lo -- .. 1.5% 7.0% 8.9'h 11.2% 8.6% 8.0% 9.7% 11.8% eslin '~ Avg Ann' I Div'd Yield f1.1% 
form Windskeam. Since then, the company 2933.5 2923.5 3033.3 3260.8 3171.5 2990.S 3712.0 4285.7 6158.3 6000.9 5900 5850 Revenues ($m!IJ) 6100 
has grovm via several mu!ti·million dollar ac- 380.3 381.7 450.5 465.8 434.9 334.5 310.7 381.4 28.9 176.3 180 220 Net Profit 1$mmi 280 
quisitions. 40.2% 41.2% 38.3% 35.1% 39.4% 38.7% 38.5% 36.9% 34.3% 38.0% 38.0% 38.0% Income Tax Rafe 32.0% 
CAPITAL STRUCTURE as of 3131114 13.2% 13.1% 14.9% 14.3% 13.7% 11.2% 8.4% 8.4% 4.6% 2.9% 3.1% 3.8% Net Prom Margin 6.9Y, 
Total Debt $8706.3 mTII. Due in 5 Yrs $3000.0 mll. 6.6% 6.4% 92.1% 88.4% 95.5% 96.0% 89.6% 85.6% 88.0% 91.0% 92.0% 9Ul% Long·Term Debt Ratio 85.0% 
LT Debt$8617.6 m:U. LT Interest $600.0 mm. 93.4% 93.6% 7.9% 11.6% 4.5% 4.0% 10.4% 14.4% 12.0% 9.0% 8.0% 9.0"/. Common Equitv Ratio 15.0Y, (Total interest coverage: 2.6x) 

3967.6 3727.9 5920.0 6031.0 5610.5 5532.1 8017.2 10H5 9219.7 9472.2 9175 9675 Total Capital ($mill) 9425 leases, Uncapltalized Annual rentals $101.0 mm. 
3674.3 2%3.6 3939.8 4042.3 3897.1 3992.6 4772.7 5708.1 5862.7 538i8 5030 4700 Net Plantl$m!!!l 3380 Pension Assets·12113 $959.7 mi!I. 

Obllg. $12!0.6 mill. 10()% 10.5% 9.4% 11.4% 11.4% 8.2% 7.1% 6.1% 6.3% 2.0% 2.0% 2.5% Return on Total Cap' I 4.5% 
Pfd Stock Nooe 10.4% 10Jt% 95.9% 6$.6% 172.4% 128.3% 37.4% 24.1% 25.5% 20.5% 23.0% 25.0% Return on Shr. Equity 31.0% 
Common Stock 602,659,992 shs. as of 4130114 10.4% 10.ft% 95.9'> 66.6% 172.4% 128.3" 37.4% 24.1% 25.5% 20.5% 23.0% 25.0% Return on Com Equitv 31.(1% MARKET CAP: $4.9 bl!lfon (Mid Cap) 

10.4% 10.9% 74.1% NI.IF NI.IF NMF NMF NI.IF NI.IF NMF NMF NMF Retained to Com Eq N!1F 
CURRENT POSITION 2012 2013 3131114 .. -- 23% 102% 102% NMF NMF NMF NI.IF NI.IF NMF NMF All Div'ds to Net Prof NMF ~Mill.I 
Cas Assets 158.5 57.9 80.6 BUSINESS: \'Jin<lstream Corp. is one of lhe largest rural wiceline 115,000 mites. A~ lines: 3.5 mill. Has 1.35 m·11. broadband arid Other 1141.6 1126.9 1062.8 
Current Assets 1300.1 1184.8 1143.4 telecom companies in the U.S. Prnvides local te!ephone service lo 426, 100 digital· TV accounts. Off. & dir. wn less than 1% of com; 
Accts Payable 363.7 385.9 355.9 over three million customers aaoss 29 slates. />Jso operates loog Vanguard Groop, Inc., 6.6% (4f14 proxy). 2013 depreciation rate: 
Debt Due 881.6 85.0 88.7 distance phone, Internet, product distribution, and communication 6.6%. Has 13,434 empls. Chrmn: Dennis Fosler. Pres. & CEO: 
Other 923.1 974.7 983.0 and techno!ogy solutions. So!d directory pubfishing business 11!07, J.Gardner. Inc.: DE. Addr.: 4001 Rodney Parham Rd .. little Rock, 
Current Uab. 2168.4 1445.6 1427.6 wire[ess operations 12/08. local and Jong.haul fiber net\'IOrk: AR 72212. Te!.: 501·748·7000. fn!emel:w.~w.winds!ream.com. 
Fix. Chg. C-Ov. 216% 130% 130% Windstrea111 struggled to nteet our in the near ler1n, driven by expected price 
ANNUAL RATES Past Past Est'd '10·'12 share-11et esthnate for the first hikes later this year, coupled \Vith lo\ver or mange IP" sh) 10Yrs. 5Yrs. to'17-'l9 
Revenues -- 4.5% 2.5% quarter. Indeed, ivlarch-period earnings n1arketing spending and en1ployee-related 
"Cash Fl0>v'' -- 2.0% 2.Q% fell belo\V our expectation by $0.08, to costs fron1 recent restructuring efforts, 
Earnings -- -9.5% 4.0% $0.02 a share. Manage1nent attributed along \\11th the deployn1ent of ne\V 100-gig Dividends -- 10.5% Nil 
BookVa!ue -- 10.0% 1.0"/o much of the decline to higher-than- solutions to help expand band\vidth. In ad-

QU/.RTERL Y REVENUES ($mill.) 
expected advertising spending, as \Vell as dition, Windstrean1 \Vi11 be looking to 

Cal· Full increased costs of services. That said, the transition to an IP net\vork to help en-endar Mar.31 Jun.30 Sep.30 Dec.31 Year con1pany believes it can right the ship by hance Its broadband net\vork, providing 
2011 1023 1030 1023 1210 H428$ the second half of the year as these costs increased capabilities to its custon1ers, 
2012 1538 1535 1545 1538 6156 
2013 1500 1506 1504 1491 6001 are expected to subside. In addition, \Vhile \Vhile pursuing alternate gro\Vth initia-
2014 1465 1470 1490 1470 5900 business service revenues \Vere flat, year tives. That said, WIN is not seeking any 
2015 1450 1450 1480 1470 5850 over year, Windstrean1 believes this seg- acquisitions in the near tenn, unless the 

Cal· EARNINGS PER SHARE• Full 
ment to be a continuing gro\vth factor, right opportunity arises, particularly for 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year particularly as \Vireless carriers are Its Business division. We believe better 
decon1missioning their legacy circuits and cost managen1ent \Vill help in1prove 

2011 .18 .18 .17 .15 ".88 offsetting these \Vith fiber-to-the-to\ver botto1n-line results for the long run, 2012 .13 .12 .12 .11 .48 
2013 .09 .00 .05 .09 .29 revenues. Ho\vever, for the thne being, the though so1ne head\vinds re1nain in the 
2014 .Q2 .07 .08 .08 .25 company \Vill face challenges \\•!th higher S1nall Business and Voice segn1ents. All in 
2015 .10 .10 .10 .10 .40 expenses and limited gro\vth opportunities all, \Ve have lo\vered our 2015 earnings es-

QUARTERLY DMD ENOS PAJO 8 • 
due to con1petitive pressures. We have ti1nate by a nickel, to S0.40 a share, as the 

Cal· Full lo\\rered our 2014 earnings esthnate by company's cost-reduction efforts \Vill likely endar Mar.31 Jun.30 Se".30 Dec.31 Year 
S0.15, to S0.25 a share, considering the bear fruit gradually. 

2010 .25 .25 .25 .25 1.00 challenging operating envlrontnent . These titnely shares offer a high yield. 
2011 . 25 .25 .25 .25 1.00 Manage1nent ren1ains focused on cer- Ho\vever, dividends are not covered by 2012 .25 .25 .25 .25 1.00 
2013 .25 .25 .25 .25 1.00 tain strategic gro\vth initiatives to earnings, and long-tenn price recovery 
2014 .25 .25 help drive revenues. The con1pany's En- potential re1nains lin1ited. 

terprise seg1nent should experience gains Eugene \larghese June 20, 2014 
(!'l DJ~ted earn;~, Exdt!<'es net ryoorecur- January, Apnl, July and October. • DMdend v.ire!ess opsJF~ fndu<les DSE Comm. and Comeany's Financial Strength B 
""91'"\S/(los$): . 22¢; 07, 98¢; 08, (8¢): reinvestment plan ava~ab?e. {C) In m'l!ioosuJDl Lexcom {G) ! . uVox and IO'Na Telecom be· Stoc 's Price Stab1Hty 80 
'11, 35Ji>; 01 '12 {2¢). Next eamirias report 
due ea y August (B) lli/,dends pa'. in mid-

Ex dudes direct;1: publishing unit arid !ncl es 
CT Comm. (E} xcludes former CT Comm. 

ginning 611/10. 
(HJ Ind. PAETEC acquisition. 

o 2014 Va'ue line Pubrsh'ng llC. M righ!s reserved. factual imterial is cbta'oed from sro-res Wie,'£\110 be re!ia:?e and is. f(a,*Jed v.ihout wa11ant'es of arr} fut 
THE PUBUSllER IS NOT RESPONSIBlE FORAJN ERRORS OR owss1mis HEREIN. Th's wb5afon is strkt1'j fl){ subsaiber's O\\'n, oon--roinrr1'fclal. internal l!Se. No part 
d ~may be 1evooucro, r~. s;;.red or t2'1Srr&!ed n m1 pin'.ro, Ek>:tror~: Cir om bm « US>:d la !f.l"l€l'aT,9 or ffi.11hfuJ 2r11 µinted « e«trori.: p>Ji.:.o'.--Orl. sem.e or i:irroxt. 

Price Growth Persistence 31) 
Earnings Predlclabllity 75 

To subscribe call 1·800·833·0046. 



Business Descriptions Reported at YahooFinance: 

Schedule AHG-3 
14-ST &T-525-KSF 

Ce11f111J1Li11k, Jue. operates as an integrated telecommunications company in the United States. 

The company operates through four segments: Consumer, Business, Wholesale, and Data 

Hosting. It offers local and long distance calling services; broadband services; private line, 

dedicated internet access, and digital subscriber line services; and multi-protocol label switching, 

a data networking technology that delivers service to support real time voice and video. The 
company also provides hosting services, including centralized information technology 

infrastructure; and managed services comprising cloud and traditional computing, application 
management, back-up, and storage services, as well as planning, design, implementation, and 

support services. In addition, it offers collocation, Ethernet, and facilities-based video services; 

satellite digital television; voice over internet protocol services; wireless services under Verizon 

brand name; integrated services digital network se1vices; wide area network services; and 

switched access services to wireline and wireless service providers. Further, the company 

provides data integration services, including the sale of telecommunications equipment to 

customers for use on their premises, as well as related professional services, such as network 

management, installation and maintenance of data equipment, and building of proprietary fiber

optic networks for governmental and other business customers. Additionally, CenturyLink, Inc. 

leases and subleases space in its office buildings, warehouses, and other properties. As of 

December 31, 2013, it operated approximately 13.0 million access lines in 37 states and served 

approximately 6.0 million broadband subscribers; and operated 55 data centers in North 

America, Europe, and Asia. The company was founded in 1968 and is based in Monroe, 

Louisiana. (Source: Yahoo!Finance.com) 

Co11solidated Co1111111111icatio11s Holdings, Inc., together with its subsidiaries, provides a range 

of communications services to residential and business clients in Illinois, Texas, Pennsylvania, 

California, Kansas, and Missouri. It offers a range of telecommunications services, including 

local and long-distance, high-speed broadband Internet access, video, VOiP, custom calling 

features, private line, carrier grade access, directory publishing, and Competitive Local 

Exchange Carrier services, as well as network capacity services over its regional fiber optic 

networks. The company also sells and supports telecommunications equipment, such as key, 

private branch exchange, and IP-based telephone systems to business clients. As of December 

31, 2013, it had approximately 257 thousand access lines, 123 thousand voice connections, 255 

thousand data and Internet connections, and 111 thousand video connections. The company was 

founded in 1894 and is headquartered in Mattoon, Illinois. (Source: Yahoo!Finance.com) 

Frontier Co1111111111icatio11s Co1pomtio11, a communications company, provides regulated and 

umegulated voice, data, and video services to residential, business, and wholesale customers in 

the United States. The company offers data and Internet services comprising residential services, 

such as wireline and wireless broadband, dial up Internet, portal, and e-mail products; 

commercial services, such as Ethernet, dedicated Internet, multiprotocol label switching, time 
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division multiplexing data transport services, and optical transp01t services; Frontier Secure suite 
of products for computer security and technical support; and commercial voice over Internet 
protocol services. It also provides local and long distance voice services, including local voice 
services; enhanced services, such as call forwarding, conference calling, caller identification, 
voicemail, and call waiting services; long distance network services; and packages of 
conununications services. In addition, the company offers switched access services that facilitate 
other carriers to use the company s facilities to originate and terminate their local and long 
distance voice traffic. Further, it provides satellite and terrestrial video services; a range ofthird
party communications equipment to small, medium, and enterprise business customers; and 
directories. As of December 31, 2013, Frontier Communications Corporation had 2,803,500 
residential customers; 270,800 business customers; 1,866,700 broadband subscribers; and 
385,400 video subscribers. The company was formerly known as Citizens Communications 
Company and changed its name to Frontier Communications Corporation in July 2008. Frontier 
Communications Corporation was founded in 1927 and is based in Stamford, Connecticut. 
(Source: Yahoo!Finance.com) 

Hickory Tech Co11101«1tio11, doing business as HickoryTech and Enventis, provides integrated 
communication services to business and residential customers. It operates through three 
segments: Fiber and Data, Equipment, and Telecom. The Fiber and Data segment provides data, 
Internet, voice, and voice over Internet protocol (VoIP) services to wholesale, enterprise, and 
commercial business customers. Its operations include Ethernet, private line, mnltiprotocol label 
switching networking, data center, Internet, and hosted VoIP SingleLink services. The 
Equipment segment designs and implements network solutions, such as TelePresence Video, 
Unified Communications, and data center solutions. This segment also offers advisory, 
implementation, development, and support services for equipment solutions; and Smartnet 

maintenance contracts in collaboration with Cisco systems, as well as provides single-point-of
contact for the support of applications, systems, and infrastructure. The Telecom segment offers 
bundled residential and business services, including high-speed Internet, broadband services, 
digital TV, local voice, and long distance services. This segment also operates incumbent local 
exchange carrier that provides services in 13 South Central Minnesota communities and 13 rural 
N01thwest Iowa communities; and competitive local exchange carrier, which offers services in 
South Central Minnesota and near Des Moines, Iowa. The company also provides billing and 
customer management software and related services; and operates a fiber network spanning 
approximately 4,200 fiber route miles serving Minnesota, Iowa, N01th Dakota, South Dakota, 
and Wisconsin. The company was formerly known as Hickory Tech Corporation and changed its 
name to Enventis Corporation in May 2014. Hickory Tech Corporation was founded in 1898 and 
is headquartered in Mankato, Minnesota. (Source: Yahoo!Finance.com) 
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Slte11a11doalt Teleco1111111111icatio11s Compm1y, a diversified telecommunications holding 
company, provides both regulated and umegulated telecommunications services to end-user 
customers and other telecommunications providers in Virginia, West Virginia, central 
Pennsylvania, and western Maryland. It offers a suite of voice, video, and data communications 
services. The company operates in three segments: Wireless, Cable, and Wireline. The Wireless 
segment provides digital wireless services; and wireless mobility communications network 
products and services under the Sprint brand. As of December 31, 2013, it owned 153 cell site 
towers built on leased land, leased space on 151 towers, and had 217 leases with other wireless 
communications providers. The Cable segment provides video, Internet, and voice services in 
Virginia, West Virginia and pottions of western Maryland, and leases fiber optic facilities. The 
Wireline segment provides regulated and unregulated voice services, dial-up and DSL Internet 
access, and long distance access services in Shenandoah County and portions of Rockingham, 
Frederick, Warren, and Augusta counties in Virginia, and leases fiber optic facilities throughout 

the no1thern Shenandoah Valley of Virginia, northern Virginia and adjacent areas along the 
Interstate 81 corridor. Shenandoah Telecommunications Company also offers its telephone 
service, cable television, unregulated communications equipment sales and services, and Internet 
access under the Shentel brand. The company was founded in 1902 and is headquartered in 
Edinburg, Virginia. (Source: Yahoo!Finance.com) 

Telephone and Data Systems, Inc., a diversified telecommunications service company, provides 
wireless and wireline telecommunications services in the United States. The company operates in 
three segments: Wireline, Cable, and Hosted and Managed Services. The company s wireless 
services include postpaid national plans; data and business rate plans; prepaid service plans; 
smartphone messaging, data, and Internet services; new services comprising family protector and 
an international dialing plan; multimedia services, including digital radio, Mobile TV, and 
gaming; and data services that enables customers to access news, weather, spotts information, 
games, ring tones, and other services. It also offers wireless devices, including handsets, 
modems, mobile hotspots, home phone, and tablets; and accessories comprising carrying cases, 
hands-free devices, batteries, battery chargers, memory cards, and other products. In addition, the 
company provides voice services, such as local and long-distance telephone service, voice over 
Internet protocol, voice mail, caller ID, and call forwarding services; broadband services, which 
include digital subscriber lines and other high-speed Internet data services; network access 
services; and Internet protocol television and satellite video services. Further, it offers cloud 
computing, colocation, hosted application management, and hosted and managed services; and 
planning, engineering, procurement, sales, installation, and management of information 
technology infrastructure hardware solutions, as well as printing and distribution services. As of 
December 31, 2013, the company served approximately 4.8 million wireless customers and 1.1 
million wireline connections. Telephone and Data Systems, Inc. sells its products through retail 
sales and service centers, direct sales, third-patty retailers, and independent agents, as well as 
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through Website and telesales. The company was founded in 1968 and is headquartered in 

Chicago, Illinois. (Source: Yahoo!Finance.com) 

Wi11dstrea111 Holdi11gs, Inc. provides communications and technology solutions in the United 
States. The company offers managed services and cloud computing services to businesses, as 
well as broadband, voice, and video services to consumers primarily in rural markets. Its primary 
business service offerings include integrated voice and data services, multi-site networking, data 
center services, managed services, high-speed Internet, voice services, and carrier services. The 

company also sells and leases communications equipment systems customized to business 
customers needs, as well as offers maintenance plans to support these systems. In addition, it 
provides consumer broadband services consisting of high-speed Internet access, Internet security 
services, and on line backup services; and consumer voice services consisting of basic local 
telephone services, long-distance services, and features, including call waiting, caller 

identification, call forwarding, and others. Further, the company offers consumer video services; 
owns and operates cable television franchises; and provides switched access services to long
distance companies and other local exchange carriers for access to network. Additionally, it sells 
home phones to support voice services, as well as equipment to support high-speed Internet and 
voice offerings, including broadband modems, home networking gateways, and personal 
computers. As of December 31, 2013, the company operated a network of approximately 
118,000 of fiber optic plant in fiber backbone and local service areas, as well as 26 data centers. 
Windstream Holdings, Inc. is based in Little Rock, Arkansas. (Source: Yahoo!Finance.com) 



EPS 
DPS 

WindStream Corp (WIN) 

Value-Line Growth Forecasts 2010-2012 to 2017-2019 
4.00% 

0 
612012014 edition 

IIBIEIS ThomsonFN Reported at YahooFinance.com 
Growth Estimates WlN In dust!)'. 

Current Qtr. -37.50% 20944.20% 
Next Qtr. -33.30% NIA 
This Year -45.70% 12.60% 
Next Year 57.90% 12.50% 

Past 5 Years (per annum) -24.15% NIA 
Next 5 Years (per annum) -8.70% 8.91% 

Price/Earnings (avg. for comparison categories) 59.16 20.55 

PEG Ratio (avg. for comparison categories) -6.8 14.23 
27-Aug-14 

NIA 

Sector S&PSOO 
122.30% 14.20% 
116.80% 24.00% 

7.20% 8.00% 
7.40% 12.90% 

NIA 
6.43% 10.04% 

18.58 17.13 

6.57 2.58 

Schedule AHG - 4 
14-STT-525-KSF 

Dividends $ 1.00 
Yield 10.16% 

Price Data 
Date Average 

August $ 11.16 
July $ 11.62 
June $ 9.87 
May $ 9.13 

April $ 8.82 
March $ 8.44 

Average $ 9.84 
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DPS 

Telephone & Data Systems (TDS) 

Value-Line Growth Forecasts 2010-2012 to 2017-2019 
4.00% 
4.00% 

6/20/2014 edition 

I/B/E/S ThomsonFN Reported at YahooFinance.com 

Growth Estimates TDS Indust!I 
Current Qtr. 0.00% 20944.20% 

Next Qtr. 75.90% N/A 
This Year -182.60% 12.60% 
Next Year 50.80% 12.50% 

Past 5 Years (per annum) -24.71% N/A N/A 

Next 5 Years (per annum) -4.00% 8.91% 

Price/Earnings (avg. for comparison categories) -40.03 20.55 

PEG Ratio (avg. for comparison categories) 10.01 14.23 
27-Aug-14 

Sector S&PSOO 
122.30% 14.20% 
116.80% 24.00% 

7.20% 8.00% 
7.40% 12.90% 

N/A 
6.43% 10.04% 

18.58 17.13 

6.57 2.58 

Schedule AHG - 4 
14-STT-525-KSF 

Dividends $ 0.51 
Yield 1.97% 

Price Data 
Date Average 

August $ 24.61 
July $ 24.90 
June $ 26.23 
May $ 27.30 

April $ 27.10 
March $ 25.01 

Average $ 25.86 
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612012014 edition 

Growth Est 

Shenandoah Telecommunications Co. (SHEN) 

Value-Line Growth Forecasts 2010-2012 to 2017-2019 
14.50% 
3.50% 

l/B/EIS ThomsonFN Reported at YahooFinance.com 

SHEN Industry Sector S&P 500 
Growth Estimates 21.40% NIA 55.90% 14.20% 

Next Qtr. 
This Year 
Next Year 

25.90% 64.20% 44.20% 24.00% 
9.80% -10.10% 29.20% 8.00% 

17.00% 30.50% 20.20% 12.90% 
4.11% NIA NIA NIA 

Schedule AHG - 4 
14-STT-525-KSF 

Dividends $ 0.36 
Yield 1.24% 

Price Data 
Date Average 

August $ 27.85 
July $ 29.00 
June $ 28.75 
May $ 27.29 

April $ 29.08 Past 5 Years (per annum) 

Next 5 Years (per annum) 
Price/Earnings (avg. for comparison categories) 

PEG Ratio (avg. for comparison categories) 

24.40% 
20.31 

0.83 

16.20% 
11.13 

-5.7 

15.77% 
12.06 
0.02 

l\Ao::irrh q:_ 10.04% . ---·· - 29.97 

27-Aug-14 

17.13 
2.58 

Average $ 28.66 



Enventis Corporation (ENVE) formerly Hickory Tech Corp. (HTCO) 

EPS 

DPS 

Value-Line Growth Forecasts 2010-2012 to 2017-2019 

n/a 

n/a 
612012014 edition 

1/B/EIS ThomsonFN Reported at YahooFinance.com 

Growth Estimates ENVE In dust!)'. 
Current Qtr. NI A 20944.20% 

Next Qtr. NI A NIA 
This Year NIA 12.60% 
Next Year NIA 12.50% 

Past 5 Years (per annum) -4.60% NIA 
Next 5 Years (per annum) 3.80% 8.91% 

Price/Earnings (avg. for comparison categories) NIA 20.55 
PEG Ratio (avg. for comparison categories) NIA 14.23 

28-Aug-14 

Sector S&PSOO 
122.30% 14.20% 

116.80% 24.00% 

7.20% 8.00% 

7.40% 12.90% 

NIA NIA 
6.43% 10.04% 

18.58 17.13 

6.57 2.58 

Schedule AHG - 4 
14-STT-525-KSF 

Dividend 

Yield 

$ 0.60 

4.42% 

Price Data 
Date Average 

August $ 16.82 

July $ 16.14 
June $ 14.45 

May $ 12.63 

April $ 12.25 
March $ 13.57 

Average $ 14.31 



EPS 
DPS 

Frontier Communications Corp (FTR) 

Value-Line Growth Forecasts 2010-2012 to 2017-2019 
13.50% 
-7.00% 

612012014 edition 

l/B/EIS ThomsonFN Reported at YahooFinance.com 
Growth Estimates FTR lnduSt!)'. Sector 

Current Qtr. -16.70% 20944.20% 122.30% 
NextQtr. -28.60% NIA 116.80% 
This Year -16.70% 12.60% 7.20% 
Next Year -5.00% 12.50% 7.40% 

Past 5 Years (per annum) -7.65% NIA NIA 
Next 5 Years (per annum) -25.20% 8.91% 6.43% 

Price/Earnings (avg. for comparison categories) 33.7 20.55 18.58 

PEG Ratio (avg. for comparison categories) -1.34 14.23 6.57 
27-Aug-14 

S&PSOO 
14.20% 
24.00% 

8.00% 
12.90% 

NIA 
10.04% 

17.13 

2.58 

Schedule AHG - 4 
14-STT-525-KSF 

Dividends $ 0.40 
Yield 6.78% 

Price Data 
Date Average 

August $ 6.57 
July $ 6.43 
June $ 5.67 
May $ 5.77 

April $ 5.76 
March $ 5.21 

Average $ 5.90 



Consolidated Communications Holdings Inc. (CNSL) 

EPS 
DPS 

Value-Line Growth Forecasts 2010-2012 to 2017-2019 
15.50% 

nil 
December 20, 2013 Value-Line Investment Survey 

l/B/EIS ThomsonFN Reported at YahooFinance.com 

Growth Estimates CNSL Indus!!)'. 
Current Qtr. ~23.30% 20944.20% 

Next Qtr. -4.30% NIA 
This Year -5.00% 12.60% 
Next Year -2.10% 12.50% 

Sector 
122.30% 
116.80% 

7.20% 
7.40% 

Past 5 Years (per annum) -0.15% NIA NIA 
Next 5 Years (per annum) 2.00% 8.91% 6.43% 

Price/Earnings (avg. for comparison categories) 25.11 20.55 18.58 
PEG Ratio (avjl. for comparison categories) 12.56 14.23 6.57 

28-Aug-14 

S&PSOO 
14.20% 
24.00% 

8.00% 
12.90% 

NIA 
10.04% 

17.13 
2.58 

Schedule AHG - 4 
14-STT-525-KSF 

Dividend $ 1.55 
Yield 7.39% 

Price Data 
Date Average 

August $ 23.19 
July $ 22.21 
June $ 21.14 
May $ 19.98 

April $ 19.56 
March .$ 19.81 

Average $ 20.98 



EPS 
DPS 

Century Link, Inc. (CTL) 

Value-Line Growth Forecasts 2010-2012 to 2017-2019 
7.50% 

-4.00% 
612012014 edition 

l/B/EIS ThomsonFN Reported at YahooFinance.com 
Growth Estimates CTL Indust9'. 

Current Qtr. -3.20% 20944.20% 
Next Qtr. 68.40% NIA 
This Year 61.00% 12.60% 
Next Year -5.30% 12.50% 

Past 5 Years (per armum) -8.15% NIA NIA 
Next 5 Years (per annum) -2.00% 8.91% 

Price/Earnings (avg. for comparison categories) 15.44 20.55 
PEG Ratio (avg. for comparison categories) -7.72 14.23 

28-Aug-14 

Sector S&PSOO 
122.30% 14.20% 
116.80% 24.00% 

7.20% 8.00% 
7.40% 12.90% 

NIA 
6.43% 10.04% 
18.58 17.13 
6.57 2.58 

Schedule AHG - 4 
14-STT-525-KSF 

Dividends $ 2.16 
Yield 5.88% 

Stock Prices 
Date Average 

August $ 39.97 
July $ 40.82 
June $ 36.90 
May $ 36.32 

April $ 34.18 
March $ 32.07 

Average $ 36.71 


