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Please state your name and business address,

Adam H. Gatewood, 1500 Arrowhead Road, Topeka, Kansas 66604,

Wha is your employer and what is your title?

I am the Managing Fmmancial Analyst for the Kansas Corporation Commission

(Commission).

What is your educational and professional background?

I graduated from Washburn University with a B.A. in Economics in 1987 and a
Masters of Business Administration in 1996. 1 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, Ine.’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 fiom 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.
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Q Describe the Appendices and Schedules attached to your Testimony.

A Appendices attached to my Testimony:

Appendix A:

Appendix B:

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:

Schedule AHG-2:

Schedule AHG-3:

Schedule AHG-4:

SUMMARY OF FINDINGS

Value-Line Investment Survey Economic Forecast and
I.P. Morgan Long-Term Capital Market Return
Assumptions (2014)

Value-Line Proxy Company Reports

Proxy Company Business Descriptions from
ThomsonFN (YahooFinance)

Value-Line Growth Forecasts, ThomsonkEN Growth
Forecasts and Stock Price Data

Q Please summarize your findings and recommendations.

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

cost of debt and the capital structure. 1 am recommending a 7.10% rate of return

{(ROR) for S&T based on the elements in the following table.
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Rate of Return for S&T Telephone Cooperative
Proposed by Stafl
L2 3
i Capital Costof | Weighted
; | Ratio | Capital . Cost
Long-term Debt | 45.14% 3.87% 1.75%
Common Equity  54.86% 9.75% 5.35%

Rate of Return! 7_.10%?

1) capitalization ratios of consolidated capital structure
12} Staff's recommended cost of capital
13} column 1 x column 2

Please describe S&T’s ROR request.

S&T calculated its revenue requirement using an ROR of 8.60% as detailed in the

following table,

Rate of Return
Proposed by S&T Telephone Cooperative

1 2 T3
Capital | Costof . Weighted
Ratio . Capital |  Cost
‘Long-term Debt | 45.14% 3.87% 1.75%
‘Common Equity | 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

KUST Doclkets?

This table contains the KUSTF Dockets of the past two years. Staff’s
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recommendations have been in the range of 9.75% to 10.50%. In a fully litigated
Docket, the Commission adopted Staff’s 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
| Testimony : Equity : Staff |
4‘ Dale | Ratio | ROE | Company Docket
[O10/18/20120  29.69%  10.50% Gorham Telephone Company 12-GRHT-633-KSF |
121972012, 90.00%.  10.00% Latarpe Telephone Company 12-LHPT-875-AUD
371372013 60.00%,  10.00% Craw-Kan Telephone Cooperative, Inc.  13-CRKT-268-KSF |
5/17/2013" Confidential’  10.00% Zenda Telephone Company, Tne. 13-ZENT-065-AUD |
5/23/2013  46.50%  9.75% J.B.N. Telephone Company, lnc. 13-JBNT-437-KSF |
9/24/2013,  55.83%  9.75% Peoples Telecommmmications, L1.C 13-PLTE-678-KSF
20572014’ 61.43%  9.75% Wamego Telecommunications Co. 14-WTCT-142-KSF
0/25/2014.  54.86%  9.75% S&T Telephone Cooperative, Inc, 14-S&TT-525-KSF |

My recommendation for S&T is based on my review of the capital markets at this
point in time. The analysis and testimony ! am filing in this Docket is similar to the
cost of equity analyses 1 have filed in KUSF Dockets since the Financial Crisis; the

data and inputs are reviewed and updated for each docket.

Capital Structure

Q

Has Staff reviewed the eapital structure proposed by S&T?

Yes, I reviewed the capital structure proposed by S&T in the Application and the
capital accounts data reported in S&T’s audited financial statements. The capital
structure proposed by S&T of 54.86% equity and 45.14% debt is reasonable for
setting its revenue requirement as it is a balanced capital structure consistent with

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

Q

A

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

S&T proposes to use a cost of debt of 3.87%. [ reviewed S&T’s audited financial
statements and verified that this rate accurately reflects S&T’s cost of debt. Staff

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

S&T?s Proposed Return on Equity is 12.50%

Q

How does S&T arrive at the 12.50% return?

S&T justifies its request for a 12.50% return on equity by what appears to be
rebuttal or responsive testimony filed by Curt Huttseli of Telecom Consulting
Associates (TCA) in a docket before the Public Service Commission of Utah, Mr.
Huttsell is not a witness in this docket and is not sponsoring those pages of

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

What are the short-comings of the cost of equity support S&T filed?

There are several shortcomings to S&T’s support for its 12.50% retarn on equity:
1) there is no testimony or analysis that links Dr. Huttsell’s findings in the Utah
docket to the required return for S&T; 2) there is no discussion of how S&T’s
request is consistent with previous Commission Orders such as the Order in for
LaHarpe Telephone Company Docket No. 12-LHPT-875-AUD; and 3) S&T

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

three problems is sufficient reason to disregard the request for a 12.50% return on

equity.

Cost of Equity Recommendation for S&T

Q How did you arrive at your estimate of 9.75%?

A My recommendation is based on the recent decisions issued by the Commission
and the CAPM and DCF analyses that 1 performed for this Docket. The following

table provides a summary of the results.

Staff's Cost of Eguity Estimafes

Discounted Cash Flow Analysis:
Based on nGDP growth of 4.47%:
Mean  9.88%
Min  5.71%
Max  14.63%

‘Based on growth of 2.50% (to reflect the forecasted rate of inflation)
5 i 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%

: Commission Decisions:
LaHarpe Telephone Co. { IZ-LHPT-S’?S-AUD): 10.00%

Staff's 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.
Did you analyze the adequacy of your recommendation?

Yes, Staff’s 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
Staff’s adjustments including Staff’s rate of return, Staff’s KUSF support level

provides S&T with a TIER of 5.10 based on Staff’s Pro-Forma Adjusted Intrastate
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revenue requirement (see Staff Schedule D-1). The TIER calculation appears in
Staft Schedules sponsored by Katie Figgs. These calculations are evidence that
Staff’s revenue requirement is sufficient for S&T to satisfy its lenders and
stockholders. That is, S&T will be able to make interest payments to its lenders

and will have the opportunity fo accumulate patronage capital.

Standards for Evaluating a Fair Rate of Return

Q

Please discuss legal standards used to evaluate a utility’s allowed return on

equity capital and allowed rate or return.

I discuss these standards in Appendix A, attached to my testimony. Appendix A
discusses key rulings by the United States Supreme Court that financial analysts
and policy makers rely on for guidance. My recommendation is consistent with the
decisions from the United States Supreme Court in that I have based my
recommendation on current data from the securities market and relied on data of
publicly traded companies in the rural local exchange segment of the

telecommunications industty.

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

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

In a typical rate case, the revenue requirement is only collected from a utility’s
customers, In determining an RLEC’s KUSF support, the Commission is setting a

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

sl

3) maintain the utility’s financial integrity.” 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 consumers.? 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.?
Do those principles apply to the RLECs subject fo these KUSF audits?

Yes, these principles apply equally to KUSF audits where we are defermining a
revenue requirement on a rate of return regulated service as they do for sefting

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

! Order, Docket No. 10-KCPE-415-R1TS at p.41 (Nov. 22, 2010),
? Order, Docket No, 10-KCPE-415-RTS at p.37 (Nov. 22, 2010).
® 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, Staff’s recommendation balances consumers’ interests and investors’ interests
by explicitly including data from the capital markets and forecasts of long-term

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

Economic Forecasts

Q

Do your recommendations take into consideration the current economic

environment?

Yes, my recommendations take into consideration the cwrent economic
environment and investors’ expectations. It is important that cost of capital
recommendations are built on inputs that encompass the current economic climate
so as to meet the fenets of a reasonable return expressed by the Courts (see
Appendix A). I have done that by using data derived from the markets in the DCF
and CAPM analysis. The market derived data is critical because it conveys
investors’ perceptions of the financial prospects of the companies in the proxy
group and the prospects for the broader economy. We can be confident that the

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

10
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generally accepted that rational, profit maximizing investors are forward-looking.
That is, investors price securities by using the best available information to estimate
the prospects of those investments. It is also generally accepted that our financial
markets are efficient in that securities’ prices reflect all of the public (and perhaps

non-public) information.

With this information rolled into the market prices and interest rates used in my
analysis, it is not necessary for the Commission to establish its own forecast of the
economy, The information we rely on already embodies the market’s expectations.
If the Commission is interested in a sample of the type of information regarding
what some expect is in store for the economy, I have attached economic and market

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

Forecasters,’ and L.P. Morgan Long-Term Capital Market Return Assumptions’

(Schedule AHG-1).

Return on Equity Models

Q

A

How did you estimate the cost of equity?

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/Awww.phil fib.org/research-and-data/real-time-center/survey-of-professional-forecasters/

3 1.P. Morgan Asset Management, Long-term Capital Market Return Assumptions, 2014 Edition; J.P.
Morgan Asset Management;
httpeAwww. jpmorganinstitutional. com/pagesfipmorgan/am/iafresearch_and publications/long-

term_capital _market

11
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model (CAPM) analysis. For a description of these models, sce Appendices B and

C aftached 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
because we are estimating the cost of capital for a very narrow set of
telecommunications services that fall under the umbrella of KUSF services.®
Fortunately, the Commission has recently heard extensive evidence on RLEC risk
and growth potential and, from that evidence, concluded that a 10.00% ROE was

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

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

Selecting Proxy Compantes for the Analysis

Q

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

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.

® In Kansas, Universal Service is defined by K.S.A. 66-1,187(p): "Universal service" means
telecommunications services and facilities which include: single party, two-way voice grade calling; stored

program controlled switching with vertical service capability; E911 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 industry 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 carn their allowed retuin.
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



10

11

12

13

14

15

16

17

Q

A

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

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 iis 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 fo these risks.
Schedules AHG-2 & AHG-3, Value-Line and ThomsonFN respectively, describe

the proxy companies’ general business operations.
24

‘CenturyLink, Inc :CTL .
‘Consolidated Communications  {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, 1
have not found any research material to suggest that land-line growth will be

positive or even flat,

From Siandard & Poors’:

Under our baseline economic assumptions, while we expect
revenues across the telecommunications and cable-TV sectors
fo 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 proportion
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. (p4d)

In marked contrast to a still-growing wireless industry,
landiine 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.

®6)’
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;
www standardandpoors.com/ratingsdirect

15
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This point is important when it comes to applying the DCF models to estimate the
required return on equity in KUSF audits, such as we are doing here. In applying
the DCF model, it is vital to review the growth forecasts to make certain that they
represent a realistic expectation for the future. Based on the research cited above,
we cannot simply apply a forccasted growth rate of the telecommunications
industry or telecommunications company because that would include the potential
of wireless, broadband, and cable television services, Those are not KUSF covered
services. Later in my analysis I will discuss how it is possible to estimate a growth

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

Discounted Cash Flow Analysis

Q

Please describe the DCF model you used in this analysis.

The mechanics and theory underlying the DCF models are discussed in Appendix
B, attached to my testimony. I applied the DCF model to the proxy companies
using recent stock prices and growth rate forecasts. The general form of the DCF
model incorporates the company’s dividend yield plus its anticipated dividend

growth rate.

Cost of equity = dividend yield + forecasted growth rate

How did you calculate the dividend yield?

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

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 casily calculated and seidom, if ever, controversial since the stock price and

annual dividend is readily observable.

Please explain how you estimated the growth rate used in Staff’s DCFE analysis.

The growth rate is difficult to determine, particularly for an RLEC business, mostly
because of the reasons 1 just discussed regarding negative growth rates and
declining subscribers, As [ 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 frying 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, 1 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 belicve these near-term, three-to-five year, earnings growth forecasts

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

KUSFK audits?

The short-ferm 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, earnings have been volatile, As you can see in
the following table, the proxy group exhibits historic earnings that have gone from
strongly negative to forecasts of double-digit positive growth. This volatility does
not fend itself to estimating a long-run growth rate necessary for use in DCF

analysis.

Coemparison of Forccnsl&d Eanings Gr_u_\'.nh Rates

Data for Wamego KUSF Present Case Data

Historic Eamnings . January of 2014 ; August of 2014

Growth Rates - 3toSYear | SYear | 3to5Year: 5 Year

10 Year | 5 Year Value-Ling 1IBES | Valge-Ling | IBES
:CenturyLink, Inc F.00%: -8.00% 8.00% 1.30%!: 7.50%! -2.00%
:Consolidated Comm. . na’ 5.00% 13.50%: 2.00% ES.S{)%? 2.006%
iFrontier Communications - nfa’  -19.50% 9.56%  -10.50%' 13.50%  -25.20%
{Hickory Tech Corporation® nfa. -4.60% . nfa 3,80%! nfa 3.80%
‘Shenandoah Telecomm. 12.50%; 1.00% 16.00% 24.40%] 14.56%: 24.40%
‘Telephone & Data Systems na'  -8.00% 4.00% 4,008 4.00%: -4.00%
| Windstream Corporations nfa’ -9.50% 8.50% 4.00%' -3.70%

-20.50%
*data from I/B/E/S - YahooFinance.com :

11

12

13

14

15

‘Sources: Value-Line & VB/E/S - YahooFinaﬁce

Are there other sources of growth estimates to

RLEC’s cost of eguity?

Yes, it can be helpful to examine the forecasted growth of our economy’s nominal

gross domestic product (nGDP) to provide a long-term outlook of expected

18

help us in estimating an
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economic growth. These forecasts are 25 to 75 year forecasts.

I believe the best information available for a DCI analysis of this industry is using
a forecast of the broad U.S, economy such as nGDP.® The rationale for using this
estimate in a DCF analysis is that, despite volatility of short-term corporate
carnings 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 Staff’s use of

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

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

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

® nGDP is a measure of the United States’ economic output -- the market value of alt final goods and services
made within the borders of the country in a year and includes the year-to-year effects of general price
increases or inflation,

? 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.

19
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A Yes, in two of his books devoted to the subject of asset valuation, Investment

Valuation: Tools and Technigues for Determining the Value of Any Asset, o

Edition and Damodaran on Valuation: Secwurity Analysis for Investment and

Corporate Finance, o Edition, Professor Aswath Damodaran of the Stern School

of Business at New York University discusses the nature of a 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 growth rate cannot exceed the growth rafte of the economy in
which a firm operates, but it can be lower. There is nothing that prevents
us from assuming that mature firms will become a smaller part of the
economy and it may, in fact, be the more reasonable assumption to make.
Note that the growth rafe of an economy reflects the contributions of both
voung, higher growth firms and mature, stable growth firms. If the former
grow at a rate much higher than the lgrowfh rafe of the economy, the latter
have to grow at a rate that is lower.” 0

“The growth rate of a company cannot be greater than that of the econony
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 nuich lower than
this value for individual companies. ™’

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

. . . . . 2
Management describes how they arrive at their equity market assumptions.’

“Our framework begins with underlying economic activity—real GDP

® Damodaran on Valuation: Security Analysis for Investment and Corporate Finance, 2°® Edition; Aswath
Damodaran; p.148.

" Damodaran on Valuation: Security Analysis for Investment and Corporate Finance, 2" Edition; Aswath
Damodaran; p,159,

2% ong-Term Capital Market Assumptions: 2014 Assumptions and the Thinking Behind the Numbers™;
J.P. Morgan Asset Management, p50;

http:/Awanw. jpmorganinstitutional.comy/pages/ipmorgan/am/fia/research_and publications/long-

term capital market
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growth plus inflation—which we believe ultimately drives earnings
growth in the long run.”

Thus, it becomes clear that the linkage between expected economic growth and the
growth potential of corporate earnings and dividends is more than just an academic
principle in finance; professional money managers accept the relationship between

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

Long-Run Growth Estimates

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

A I obtained estimates of long-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 Nominal GDP Growth

2014 102040

Energy Information Administration (1) f 4_._4;%
2014 LQ; 2090
OASDI Trustee's Report (2) : 4.51%
Average 4.467%
Soues: ]

1) Energy Information Administration; Annual Energy Outlook 2014 with
Projections to 2040; Real GDP 2.4% + GDP Price Index 1.8% compounded

23 2014 OASDI Trustees Report, Economic Assumpiions & Methods; Social :
Security Administration; Table V. BI & Table V.B2, Generally Reat GDP of2.1% |
+ GDP Price Index of 2.1% 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 Enefgy Quilook
Table of Comparative Real GDP Growth
Table CP'1. Comparisens of average annual Eqmmmic growth projections, 2012-40

Average annual percentage growth rates

Projection 2012-2015 | 2012-2025 | 20252040 2012-2040

AFQ20 1 (Reference case) 26 2.5 24 24
AEO2043 (Roference case) _ 26! 26, 24 25
THSGH (May 201 3) 26 251 2.4 25
OMB ¢January 2014 27, 26 -

CBO (February 2014 26, 2.5 .
INFORUM (November 2013) ] 24, 26, 23 24
Social Seeurity Administration (August 2013) 3, 2.7 22 24
IEA(2013) 2.6, 2.8 24,
FxxonMobil - 25 2.2 24
OFG (Jarmary 2013) 27, 27 25 26

.-- = not reported or not applicable.
" OMB and CBO projections end in 2024, and growth rates cited are for 2012-24, AEO projections end in 2040,

b 1EA publishes U.S. growth rates for certain intervals: 20EE-15 growthis 2,695, 200 1-20 growth is 2.8%%, and 2011-35 gowthis
2.4%. :
Sources: Comparisons of average annual ecenomic growth projections, 2012-406: AEO20E4 {Reference case): AEQ2014 Nationat
Energy Modeling System, nm REF2014.0102413A AEO2013 (Reference case): AEO2013 National Energy Modeling System, Am |
REF2013.DE02312A 1HSGE: THS Global Insight, 30-year U.S. Economic Forecast {Lexington, MA, October 2013),
http:fAvwwihs. com/products/globat-insight/index aspx (subscription site). OMB: Office of Management and Budget, Budget ofthe
United States Governmeat, Fiscal Year 2015 (Washington, DC, January 2014}, htip://www.nlitchonse. govsites/de fault/ ;
filesfombbudget/fy201 5/assets/budget pdf, CBO: Congressional Budget Office, The Budget and Froromic Qutlook: 2014 10 2024 |
(Washington, DC, Febmury 2014), hitpr/imww.cbo, govipublication’$ 5010, INFORUM: INFORUA AFO2012 Reference Case, Lift
{Long-term Interindustry Forecasting Toolj Model {College Park, M, January 2014},
http:Hinforumwebumd.edwsenices/models/ lifthiml. SSA: Social Security Administration, OASDI Trustees Repert, The Long-
Range Fconomic Assumpiions for the 2013 Trustees Report (U.S. Government Printing Ofiice, Washington, DC, May 2813},
http:/www.ssagovoact/trf2013/2013_Long-Range_ Econonmic_Assumptions.pdf. FEA (2013): International Encrgy Agency, World |
Fuergy Ouilook 2003 (Paris, France, Nowember 2013), htip:/fvwwicaorg/Texibase/nppdffstud’t 3/we 02013 pdf. ExonMobil:
Exxondobil 2014 The Outlook for Energy: A View to 2048 (Inving, TX, 2813), OEG: Oxford Econontics, 1td, 2044 Loag Term |
Forecast {Onford, United Kingdom, Jannary 2014}, hitp:/fwww.OxfordEconomics.com (subscription site).

22



10

11

12

13

14

15

16

17

18

19

20

Gatewood Direct Testimony
14-S&TT-525-KS¥

In your application of the DCF model, how did you weight the shori-term

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

I did not give any weight to the three-to-five year earnings growth forecasts

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

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

of the telecommunications industry?

For the services covered by the KUSF and the limited growth expected of those
services provided by the RLEC, 1 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 various 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 of 3.79%. Beyond the minimum
and maximum growth rates, only four of the seven are greater than zero. These
earnings growth 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

three-to-five year forecast period.

DCF Analysis Using 3 to 5 Year Earnings Growth Forecasts

 EPS  Dividend | Costof
% ; . Growih Yield Equity
‘CenturyLink, Inc CTL.  © 2.75% 5.88%  8.63%

_Consolidated Communications  CNSL - 8T5% 7.39% 16.14%
Frontier Communications FTR . -5.85%  6.78%  0.93%;
'Hickory Tech Corporation HTCO © 3.80%  4.42%  8.22%
Shenandoah Telecommunications | SHEN 19.45% 1.24%  20.69%
‘Telephone & Data Systems ™S  0.00% 1.97%  1.97%!
Windstream Corporations WIN - -235%  10.16%  7.81%
? Mean L 3.79% 541%:  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

?Forecastedi Dividend Cost of
5 ; Growth . Yield Equity :
CenturyLink, Inc ICTL & 447%  5.88% 10.35%

‘Consolidated Commmmications  CNSL 4.47%: 7.39%  11.86%
‘Frontier Communications FTR 4.47% 6.78% 11.25%.
‘Hickory Tech Corporation HTCO  4.47% 4.42%  8.89%
' Shenandoah Telecommunications SHEN  4.47%’ 124%  571%
‘Telephone & Data Systems TDS | 447% 1.97%  6.44%
 Windstream Corporations [ 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

Forecastedj. Dividend Costof
Growth | Yield Equity

CenturyLink, Inc CTL 2.50% 588% 8.38%.
Consolidated Comumunications ECNSL 2.50% 1.39% 9.89%.
Frontier Communications FTR 2.50% 6_.78%§ 9_.2_8_%%
Hickory Tech Corporation 'HTCO 2.50% 442%  6.92%.
‘Shenandoah Telecommunications SHEN 2.50%% 1.24% 3.74%5
‘Telephone & Data Systems 'TDS 2.50% 1.97% 4.47%
‘Windstream Corporations WIN 2.50%! 10.16%  12.66%
; Mean' 2.50% 541%  7.91%

What is your conclusion from the DCF analyses?

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

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

equity?

Yes, my CAPM relics on forecasted returns for the equity markets and forecasted
yields of the 10-year U.S. Treasury Bonds. [ 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.
Y y

Capital Asset Pricing Model -- Forecasted Risk Prc_miuni
Using Forecasted Market Returns & Treasury Band Yields

i

LargeCap. MidCap. ,

1) Forecasted Returns en Conimon Stocks 8.49% 2.17%:;
2) Forecasted Total Returnon 10 Year T-Bonds | 4.45% 4.45%'
3) Equity Risk Premium’ 4.04%' 4.72%
4) Beta Staff Telecom Proxy Group % 0.90 | 0.90 :
5) ;Pro.\)' Group Risk Premium 3.64%’ 4.25%
6) Forecested Yield on 10 Year T-Bonds + 4.795% 4.75%
7) Forecasted Cost of Equity : 8.39% 9.00%

i) Forecasted 10 to 15 Year Annual Return Arithmetic refuen on stocks for lu:ge;
and mid-sized companies by P Morgan Assel Managemenl 2014 Edition. :

2) Forecasted 10 to 15 Xear Annual Return Aruhmcuc return on .
mtermedlate term U.S. Bonds by J.P. Morgan Asset Management 2014 Edition .

3 Eqmt) risk premium ([-2)

4) Beta coefiecient of Telecomunications Proxy Group

5)yrow 3 xrow4 = asset spectfc risk premiun

6) Forecasted Yield on 10 year ULS. Treasury Bonds Pnrecasted by

I.P. Morgan Asset Management 2014 Edition :

73 Forecasted cost of equu) capita row 5 + row6 |

Sources: H !

J.P. Morgan Asset Managcment Long-term Capital M'lrket Return Assmnptlons,

2014 Edition; 3.P. Morgan Asset Managensent. ‘

WIWW, m«gamultmwlcom'pages-‘jmmganfamfufresearch and ;)ub[x ations/Tong-tenn capﬂal market

Staff’s 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,”> This data results in an expected

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

1 J.P. Morgan Asset Management, Long-term Capital Market Return Assumptions, 2014 Edition; 1P,

Morgan Asset Management;
http:/Avww jpmorganinstitutional.com/pages/ipmorgan/am/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

; | H
{CenturyLink, Inc ‘CTL | 075,
'Consolidated Communications  (CNSL | 070
?Frontier Communications FTR 0.85
jHickory Tech Corporation HTCO| 0.94:
' Shenandoah Telecommunications SHEN | 0.95
‘Telephone & Data Systems 'TDS 1.15
Windstream Corporations WIN 0.90
' ¢ 0.89.

In summary, both the DCF and the CAPM analyses produce results below 10.00%.
In the DCF analyses, there are observations of individual proxy companies that are
as high as 12.00% and as low as 3.00%. Even with removing the unreasonably low

observations, the average for the proxy group remains below 10.00%.

Expected Returns on Common Stock — Looking Forward & Looking Back

Q

To put your recommendsation into context, can you provide some perspective
1

on equity returns of the past and forecasted for the future?

The I. P. Morgan Asset Management report contains the expected arithmetic retn

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%." 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 investiment 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

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

" I.P. Morgan Asset Management, Long-term Capital Market Return Assumptions, 2014 Edition; J.P.
Morgan Asset Management,
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P His_t_oriéai Real Ret mms
on Commeon Stocks

Periods Geometric Arithimetic

1802102011 | 6.70%  8.20%
1870102011 . 6.50%  8.20%
Major Sub-periods
180210 1870 7.00%  8.30%
1871 to 1925 6.60% 7.90%
1926102011~ 6.40% 8.40%

| Lowest | 5
L 1966t0 1981 | -040%  1.40%
; Highest :
198210 1999 = 13.60%  14.30%
Recent ! : 3

L 2001102011 0.80% = 2.80%

Source: Rethinking the Equity Risk Premium; Long-Tenn Stock
Returns Unshaken by Bear Markets; Dr. Jeremy 1. Sicgel; The
Research Foundation of CFA Institute; p146, Table 1,

Ibbotson & Associates’ annual publication is often cited as a source for historic

returns and its findings are simifar to Dr, Siegel’s.

Cost of Capital Benchmarks
Nominal, Avithme tic Retuens

Stock Bonds Bills & Inflation Yearbook:
Historic Returas from 1926-2013
Large Cap’ 12.10%
Source: lbbotson SBBI, 2014 Classic Yearbook |

J.P. Morgan Asset Management 15 Year Forccasts

US. Large Cap 8.49%
U.S. Mid Cap 9.17%
U.S. Smail Cap 9.24%

Source; J.P. Morgan Asset Management, Capital Markets 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-earnings ratio increases. '

Dr. Siegel’s prediction for a real return 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 of 8.00% to 9.20%.°

Q Does this conclude your testimony?

A Yes.

13 Rethinking the Equity Risk Premium; Long-Term Stock Returns Unshaken by Bear Markets; Dr. Jeremy J.
Siegel; The Research Foundation of CFA Institute; pi47.

16 Survey of Professional Forecasters; Third Quarter 2014, August 15, 2014; Research Department: Federal
Reserve Bank of Philadelphia; hitp://www.philadelphiafed.org/research-and-data/.
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Standards for a Reasonable Rate of Return

Q

What is the role of rate of return in setting a revenue requirement for public
utilities?

The rate of return (ROR) earned on the utility’s net plant is part of the revenue
requirement equation. The ROR is a cost of providing the utility service, and all
reasonable costs associated with the ROR need to be included in the revenue

requirement,

Revenue Requirement = ROR (gross plant — accum. depr.} + Operating Exp. + Income Taxes

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

equation recovers the utility’s return on its net plant investment,

How is the utility’s ROR calculated?

A utility’s ROR is its weighted average cost of the capital. That is, the cost of
each of the various forms of capital supplied by investors, which includes debt,
preferred equity, common equity and any hybrid securities, multiplied by their
respective weight in the utility’s capital structure. The cost or return associated
with each of these forms of capital is unique and it is a function of risks associated

with that form of capital.

APPENDIX A -1
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What are we falking 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 econotnics, 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 Court.
Each case is the result of a public utility appealing a decision issued by a
regulatory agency: either state or federal. Through these cases, the Court 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 articulate 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
utifities should: 1) be commensurate with returns on investments of similar risk;

2) be sufficient to assure the financial integrity of the utility under econonic

APPENDIX A -2
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management; and 3) change over time with changes in the money market and
business conditions.! The Court’s decisions do not dictate precisely how fo
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

refurn 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 ts 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 Comimission of West Virginia, 262

U.S. 679, 692-3 (1923). Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 603

(1544).
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How do the Court’s decisions offer guidance to analysts and Commissioners

in setting a reasonable return on equity?

The Court’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 Court’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 conmmit 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 return on equity supposed to compensate investors for all risks

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

No, if is not. Regulators need to be cognizant of financial theory, as well as
decisions by the Court, 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

Jiterature and is prudent, profit-maximizing behavior by the investors.?
Please describe the risks inherent in investing in common stoeks.

There are two categories of risk associated with common stocks: systematic risks
that are global or macro-economic risks affecting all stocks; and wunsystematic

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 portfolic 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 imporiant for the Commission to be aware of these two categories?

Yes, if Commissions are not cognizant of these differences, they might be
persuaded o 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
unreasonably higher rates, transferring money from residential and business

consumets in the service territory to the utility’s shareholders.
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Discounted Cash Flow (DCF) Model

Q

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

your testimony?

Yes, cost of equity estimates based on the DCF model meet the legal standards
discussed in Appendix A because the model incorporates investors’ expectations
via forward-looking growth rates and encompasses current market information via
current stock prices. Using market based information ensures the cost of equity
estimate evaluates investors’ required rate of return in the current economic

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

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

equity?

Yes. The DCF model is the most widely used model for regulatory bodies setting
allowed returns, including the Kansas Corporation Commission. Regulatory
agencies may incorporate more than one model to atrive at an estimate. If more
than one is used, the DCF model is always one of the models. If only one model

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

What is the underlying basis for the DCF model?

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

diverse types of investments such as real estate, bonds, and common stocks. The

APPENDIXB -1
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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 of Investment Value. These two authors formally expressed the DCF

madel in modern economic terms.

The premise of the DCF model in the valuation of cominon 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 maodel 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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Dy(A+g)  Dy(1+g)* Dy (1+g)°
"7 (1 +Ke) (1 + Ke)? (1+Ke)3 =

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

simplified to:

_ D1+ g)
°" (Ke—g)

Where:
Py = Current Stock Price
Dy = Current Dividend
g = Growth Forecast
K, = Required refurn on equity or cost of equity
Generally stated as:
Stock Price = 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 Pividend/Stock Price) + Dividend Growth Rate
Req’d Rate of Return = dividend yield + Dividend Growth Rate
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Or
Do(1+
K, = o(1+4) + g
Py
Or frequently written as,
Ke=y+g

Where:

Ke = Investors’required rate of return or cost of equity

£= expected dividend growth rate

y= dividend yield or {annual dividend / current price)

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 assaumption 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=(I+5g)y+g

How did you calculate the dividend 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 fime or an average price taken from a

period of time?

1 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 uncertainty 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. [ believe the
research provides us with two key findings. First, earnings growth forecasts from
financial analysts are superior to extrapolating historic data.' Second, earnings

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

! On the Use of Consensus Forecasts of Growth in the Constant Growth Model: The Case of Electric
Utilities; Stephen Timme and Peter Eiscmann; Journal of Financial Management; Winter 1989; pp23-35,

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.” Published, consensus estimates, that are published carnings estimates
based on the mean or median of numerous analysts that follow a particular
company, are also a sowrce of forecasts investors frequently use in valuation

analysis of common stocks.

What growth estimates have been researched and frequently incorporated 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 of a 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.; Quarterly Journal of Business & Economics, Summer 89, Vol. 28 Issue 3,
p91, 1dp.

ArPPENDIXB -7



10

11

12

13

14

15

16

17

18

APPENDIX B
D1sCOUNTED CASH FLOW MODEL

economy because of the illogical outcome of the utility becoming larger than the

economy.’

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 earnings retained)} X (% return on book value)
Intrinsic Growth = (1-(DPS/EPS)} X (EPS/BVFPS}
Intrinsic Growth =Bx R

As the equation above shows, the intrinsic growth rate (BxR) is equal to the
fraction of carnings retained within the company to finance growth (B) multiplied
by the return a firm earns on its book value (R). For this equation, T 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?

* Damodaran on Valuation: Security Analysis for Investment and Corporate Finance, 2" Edition; Aswath
Damodaran; p148.
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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

. . 5
primary determinate of a stock’s value.

¥ James C. Van Horne, Financial Management and Policy: Ninth Edition, p30 (1992),
3 Zvi Bodie, Alex Kane, and Alan Marcus, Investments, pp. 477-81 {1989),
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Capital Asset Pricing Model Analysis

Q Please deseribe the capital asset pricing model (CAPM),

A The CAPM offers an intuitive explanation of the positive linear relationship
between risk and rates of return required by investors.] 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.

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

Rf
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

I The theoretical support for the CAPM is the work done by Harry Markowitz (“Portfolio 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 Portfolio Analysis,” Management Science, January, 1963).

APPENDIX C -1



10

11

12

i3

14

i5
16

17

18

19

20

21

22

23

24

APPENDIX C
CAPITAL 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 reports annual returns of the

S&P 500 from 1926 to the present.
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Rp
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 calenlated 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 ECONOMIC 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
118, 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 of4.0%, which
was well above the average view then
calling for an increase of 3.0%.

So, what is the true picture? 1n 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 wit, consumer spending went froma
gainof 1.2% during the initial quarter to
an increase of 2.5% over the following
three months. A bigger swing factor was
the second-quarier 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 much worse. Conversely, tis-
ing stockpiles then contributed handily
to second-guarter GDP, as increasing
optimism among some industrial and
consumer goods makers helped swell
outpul 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 . . .

We 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 move higher, as such a move
would likely restrain consumer activity.
A recent softening in the housing mar-
ket, if sustained, would logically under-
mine overall second-half performance
as well. In all, some retreat from the re-

{Continued on page 4650)

VALUE LINE FORECAST FOR THE U.S. ECONOMY
Statistical Summary for 2014-2015

GDP AND OTHER KLY MEASURES

Real Gross Domestic Product 15988 16118
Total Light Vehicie Sales (MlF, Units} 160 163
Housing Starts {Million Units) 095 105
After-Tax Profits {38311} 2004 1999
ANNUALIZED RATES OF CHANGE

Gross Domestic Product {Real} 40 35
GDP Delfator 20 22
CPl-All Urban Consumers 25 28
AVERAGE FOR THE PERIOD

National Unemployment Rate &5 6.2
Prime Rate 33 35
10-Year Treasury Note Rate 27 26

20142 20143 200464 2015:1 2015:2 2015:3 20154 2014 2015

16245 16366 16495 16634 16778 16046 16568
163 163 164 165 165 {61 164
115 120 130 135 140 L2 137
1999 1963 204 2099 219 1977 2071

32 30 32 34 35 21 33
1.8 1.8 1.7 17 1.7 1.8 1.7
26 20 1.8 L7 18 23 18

62 62 &1 60 59 64 6l
48 45 50 55 40 35 53
28 30 32 33 34 27 12
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Value Line Forecast for the U.S. Economy

ACTUAL ESTIMATED

2014: 2014:2 2014:3 2014:4 2015:1 2015:2 2015:3 2015:4
GROSS DOMESTIC PRODUCT AND ITS COMPONENTS
(2009 CHAIN WEIGHTED $) BILLEONS OF DOELARS

Final Sates 15783 15873 15991 16117 16245 16365 16494 16629
Total Consumption 10844 10911 10992 11074 11156 11230 11314 11403
MNonresidential Fixed Investment 2052 2080 2115 2156 2188 2220 2258 229
Structures 442 448 454 462 468 473 478 483
Equipment & Software 975 992 1013 1038 1058 1676 1097 118
Residential Fixed Investment 485 494 513 534 557 579 600 617
Exponts 2027 2074 2101 2132 2164 2190 2217 2244
Impars 2474 2501 2520 2551 2588 2620 2652 2691
Federal Government 7 1115 1118 1120 1118 1113 1109 1106
State & Local Governments 1750 1763 1772 1777 1781 1785 1790 1794
Gross Domestic Product 17043 17296 17532 17750 17961 18180 18416 18647
Real GDP {2009 Chain Weighted §) 15832 15988 16118 16245 16366 16495 16634 16778
PRICES AND WAGES-ANNUAL RATES OF CHANGE
GDP Deffator 1.3 2.0 2.2 1.8 1.8 1.7 1.7 1.7
CPI-All Urban Consumers 1.9 2.5 2.8 2.0 2.0 1.8 1.7 1.8
PPI-Finished Goods 3.8 50 25 2.0 1.7 1.7 1.8 2.0
Employment Cost Index—Total Comp. 1.0 2.0 23 2.3 23 25 27 2.8
Productivity -3.2 1.0 2.0 1.5 1.0 1.3 1.5 1.5
PRODUCTION AND OTHER KEY MEASURES
Industrial Prod. (% Change, Annuatized) 4.5 1.5 3.5 3.2 3.5 3.2 3.0 3.2
Factory Operating Rate (%) 76.3 76.8 77.2 77.3 77.3 77.5 77.7 77.8
Nanfarm Inven. Change (2009 Chain Weighted $) 26.9 70.0 750 65.0 50.0 50.0 50,0 50.6
Housing Starts (Mill, Units} 0.93 0.95 1.05 115 1.20 1.30 1.35 1.40
Existing House Sales (Miil. Units} 4.60 4.80 516 5.30 5.50 5.60 5.65 570
Total Light Vehicle Sales (Mill, Units) 15.6 i6.0 16.3 16,3 16.3 16.4 16.5 16.5
National Unemployment Rate (%} 6.7 6.5 6.2 6.2 6.2 6.1 6.0 5.9
Federal Budget Surplus (Unified, FY, $Bill} -241 50.0 -150 -180 -250 50.0 -150 -170
Price of Qil ($BbE,, 1.S. Refiners’ Cost) 97.63 101.20 95,00 97.77 100.00 99,00 98.00 130.00
MONEY AND INTEREST RATES
3-Month Treasury Bill Rate {%) 0.1 0.1 0.1 0.1 0.1 0.2 0.5 0.8
Federal Funds Rate (35) 6.1 0.1 0.1 a1 o1 0.2 0.5 0.7
10-Year Treasury Note Rate (%)} 2.8 2,7 2.6 2.8 3.0 3.2 3.3 3.4
Long-Term Treasury Bond Rate (%) 37 3.5 34 3.4 37 3.9 4.6 4.0
AAA Corporate Band Rate (%5} 4.4 4.3 4.2 4.2 4.3 4.4 4.5 4.6
Priene Rate (%) 33 3.3 3.5 4.0 4.5 5.0 55 6.0
INCOMES
Personal Income (Annualized % Change) 3.1 3.5 3.5 4.0 4.5 4.5 4.5 4.5
Real Disp, Inc. {Annualized % Change) 1.5 1.5 1.5 3.0 3.5 3.2 34 3.7
Personal Savings Rate (%) 4.4 4.0 4.0 4.2 4.5 4.5 4.5 4.6
After-Tax Profits (Annualized $8ill) 1906 2004 1999 1999 1963 2104 2099 2119
Yr-ta-Yr % Change 6.8 10.0 7.0 5.0 3.0 50 5.0 6.0
COMPOSITION OF REAL GDP-ANNUAL RATES
OF CHANGE
Gross Domestic Product -2.1 4.0 35 32 3.0 3.2 3.4 3.5
Final Sales -1.0 2.3 3.0 3.2 3.2 3.0 3.2 3.3
Total Consumption 1.2 25 3.0 3.0 28 29 3.0 32
Nonresidential Fixed fnvestment 1.6 5.5 7.0 8.0 6.0 6.0 7.0 7.0
Structures 2.9 53 6.0 7.0 5.0 5.0 4.0 4.0
Equipment & Software -1.0 7.0 2.0 10.0 8.0 7.0 8.0 8.0
Residential Fixed Investment -5.3 75 16.0 18.0 18.0 17.0 15.0 12.0
Exports 9.2 9.5 5.5 6.0 6.0 5.0 5.0 5.0
Imports 2.2 4.5 3.0 5.0 6.0 5.0 5.0 6.0
Federal Government -0.1 -0.8 1.0 1.0 -1.0 -1.5 -1.5 -1.0
State & Local Governments -1.3 3.1 2.0 1.0 L0 1.0 1.0 1.0

©2014 Vahue Uina Publishing LLG, Al righls reserved. Fadiaimalerialis cblzined fron sowrces beleved to be refable and is privided without varantias of any ind. THE PUBLISHER Tl
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Value Line Forecast for the U.S. Economy

ACTUAL ESTIMATED
2009 20610 2001 2012 2013 2014 2015 2016 2017 2018

GROSS BOMESTIC PRODUCT AND 1158 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 120719 12380
Nonresidential Fixed Investment 1633 1674 1803 1932 1991 2101 2246 2375 2517 2643
Structures 438 366 375 424 422 452 476 514 565 610
Equipment & Software 644 747 848 906 947 1004 1087 1163 7233 1307
Residential Fixed Investment 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 17617 1740 1748 1766 1788 1806 1829 1856
Gross Domestic Product 14418  £4958 15518 16163 16768 17405 18299 19262 20256 21281
Real GDP (2009 Chain Weighted $) 14418 14779 15021 15389 15716 16046 16568 17131 17680 18210
PRICES AND WAGES-ANNUAL RATES OF CHANGE
GOP Deiflator 0.8 1.2 2.0 1.7 14 1.8 1.7 1.8 1.9 2.0
CPE-Adl Urban Consumers 0.3 [ X4 3.1 2.1 1.5 23 1.8 1.8 20 23
PPE-Finished Goods -2.5 4.2 6.0 1.9 1.2 3.3 1.8 2.0 2.2 2.4
Employment Cost index—Total Cornp. 1.5 1.9 24 2.0 1.9 1.9 2.6 29 3.1 3.3
Productivity 3.2 3.2 0.5 1.5 .5 0.3 1.3 1.5 1.7 1.8
PRODUCTION AND OTHER KEY MEASURES
Industrial Prod. (% Change) -3 5.7 33 3.8 2.9 3.1 3.2 35 3.3 3.0
Factory Operating Rate (%) 65.7 713 739 755  76.1 76.9 77.6 78.0 78.0 78.0
Nonfarm tnven. Change (2009 Chain Weighted $) -146.0 65.9 397 687 583 59.2 50.0 50.0 45.0 40.0
Housing Starts (Mill. Units) 0.55 0.59 0.61 0.78 0.93 1.05 1.36 1.55 160 1.50
Existing House Sales Mill. Units) 4,33 4.18 4.28 4.66 5.07 4.95 5.61 5.76 5.60 5.50
Total Light Vehicle Sales {Mill. Units) 10.4 i.6 2.7 14.4 i5.5 16.1 16.4 16.7 16.6 16.5
National Unemployment Rate (%} 9.3 9.6 8.9 8.1 7.4 6.4 6.1 5.8 5.6 54
Federal Budget Surplus (Unified, FY, $Bill) 1416 -1294  -1297 -1089 680 -521 -520 -560 -500 -550
Price of Qil {$8b1,, 13.5. Refiners’ Cost) 59.20  76.70 10175 101.00 100.47 98.90  99.25 9500 9700 100.00
MONEY AND INTEREST RATES
3-Montih Treasury Bill Rate {%} 0.2 0.1 0.1 0.1 0.1 o1 0.4 2.0 3.0 3.5
Federal Funds Rate (%) 0.2 0.2 0.1 .1 0.1 o1 0.4 2.0 3.5 4.0
10-Year Treasury Note Rate {3%) 3.3 3.2 2.8 1.8 24 2.7 3.2 3.7 4.3 4.5
Long-Term Treasury Bond Rate (%) 4.1 4.3 39 29 3.5 3.5 3.9 4.4 4.8 5.0
AAA Corporate Bond Rate (%) 53 4.9 4.6 3.7 4.2 4.3 4.5 50 55 5.8
Prime Rate {%) 33 3.3 3.3 33 3.3 3.5 53 6.0 6.3 6.5
INCOMES
Personal Income (% Change) -2.8 29 6.1 4.2 2.8 3.5 4.5 5.3 5.5 5.3
Real Disp. Inc. (% Change) 0.5 i1 2.4 20 0.7 1.9 3.5 38 4.2 4.0
Personal Savings Rate (%) 6.1 5.6 5.7 5.6 4.5 4.2 4.5 5.0 5.5 6.0
After-Tax Profits {$Bill} 1199 1464 1473 1755 1845 1977 2071 2175 2306 2467
Yrto-Yr % Change 1LY 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 23 2.2 2.1 3.3 34 3.2 3.0
Final Sales -2,0 1.0 1.7 2.2 2.2 2.0 3.1 3.3 3.2 3.0
Total Consumption 1.6 2.0 2.3 i.8 2.4 2.4 2.9 3.2 3.3 3.0
Nonresidential Fixed Investment -15.6 25 7.7 7.2 3.0 5.5 6.7 6.0 6.0 5.0
Structures -18.9 -16.4 23 13.1 -0.5 7.0 53 8.0 10.0 8.0
Equipment & Software -22.9 159 13.6 6.8 4.6 6.0 8.2 7.0 6.0 6.0
Residential Fixed Investment -21.2 -25 05 135 N9 3.8 16.1 12.0 5.0 3.0
Exports -9.1 115 6.9 3.3 3.0 3.1 5.8 5.0 5.5 6.0
Imporis -13.7 12.8 55 2.3 IR 29 50 5.5 5.0 4.5
Federal Government 5.7 4.3 -2.7 -8 .57 -2.4 -0.5 -1.0 -0.5 -0.5
State & Local Governments 1.6 <27 -3.3 1.2 0.5 1.0 i.3 1.0 1.3 1.5
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cent 4.0% growth appeats likely during
the next couple of quarters, Thereafier,
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
of 3.0%-3.5% now anticipated over the
next 3 to 5 years. That would be under-
stated refative to the norms of the fast-
paced 1960s, the strong recovery in the
late-1970s, 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—which now has entered its
sixth year—has been able to press for-
ward despite the headwinds that are af-
fecting Eastern Burope 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 chaltenged. But even if
we carry on successfully, the global

risks probably will remain elevated for
some time.

SOME SPECIFICS

Economic Growth: As noted, after a
weather-impacted start, 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
investient all helped push GDP forward
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 1 and 2). 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 short 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 now, continuing inflation
stability seems a good bet. In general, we
think the expansion will last through de-
cade end, 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 recovely matures, price pressures are
logical. The Fed, in fact, has opined that
long terin, it expects inflation to return to
more nornialized levels, implying that
the drop below 2% in the Producer and
Consumer Price Indexes in 2013 was
targely transitory. Meanwhile, as wage

growth quickens in a better job market,
energy costs increase due to accelerat-
ing GDP growth globally, and the calt
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, Af this point, though, there
appears to be sufficient industrial ca-
pacity around to avoid the shortages
that confributed directly to very severe
bouts of inflation in the 1970s and ear-
Iy 1980s (Chart 3).

Interest Rates: The question here is
not whether the Fed will opt to raise
inferest rates, but rather when it will do
50. The consensus is that the lead bank
will take that step in 2015—the un-
known being ifit will doso early in the
year, as some now mainfain, or wait
undil 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
inflatton going forward, we think the
bank will hold off on any raising of
borrowing rates until about a year
from now—even as it moves to wind
up its bond-buying effort in the fourth
quarter of this year (Chart 4).

Corporate Profits: Corporate Amer-
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 outperformance is rather rare,
having been achieved just three times
since the second quarter of 2011, Also,
nine ofthe ten major sectors had high-
er growth rates than had been predict-
ed at the start of the reporting season
in iate June. On the other hand, nega-
tive guidance for the third quarter is
well ahead of positive guidance, which
is normat at this stage of the cycle, but
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is stilf something to watch for any long-
term trends.

All told, the corporate outlook remains
rather decent for the rest of this year and
into 2013, with the presumption being
that an expanding economy, continued
fow inderest rates (even with some prob-
able increases in 20135), effective cost
controls, and the current limited wage
pressures will all continne. 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, which 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 isnow in s 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 Iess than 6,500, at its bear market
nadir, to more than 17,000 at its highs
carlier 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 hasled 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 10%. 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—defies solution.

Of course, event risk is always a factor
in stock market performance and one
that even infrepid investors need to be
cognizant ofatall times. Tt is justastrue

that there are times when the stock mar-
ket is vulnerable. This is one of those
times, as equities have been roaring
ahead for years—and particularly so
during the past 18 months. And, not sut-
prisingly, the market is tired after accu-
mulating such gains, That said, itis 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 economy, and interest rates, are
still favorable. That’s even though the
Fed seems likely to move to a slightly
less accommodative stance over the
next year, So, with valuations now a bit
less frothy than at the market’s peak,
stocks appear rather attractive.

Conclusion: We are retaining our opti-
mism on the equity market, even as
the winds of international conflict con-
tinue to blow across parts of the world.
Please refer to the inside back cover
of Selection & Opinion for our statisti-
cally-based Asset Allocation Model’s
current reading.
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Model Portfolios: Recent Developments

PORTFOLIO |

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, procurement, and con-
struction company. It appears a large
acquisition, combined with the ac-
counting for costs under long-term con-
struction contracts, have left Chicago
Bridge’s earnings stream cash-poor,
True, the company has recentiy landed
a couple of projecis that should im-
prove the situation, but the market did
not seem fo take much notice. Adding
it all up, and given our near-term per-
formance orientation, we have decided
that it is best to cut our losses on this
holding.

The open slot will be taken by Lear
Corporation 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 anupward trend
since emerging from bankruptey 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 for 2015 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 view,

PORTFOLIO 1

Portfolio Il member fitel is making nice
progress expanding its product oftering.
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 of cur-
rent versions, yet offer twice the speed.
Intel has been slow to enter the tablet
market, but this is a big step forward.
Separalely, 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 ConocaPhillips
and Tofal. We're not taking action at this
time, however. A supply disruption in
Russia, Irag, or elsewhere could send oil
prices soaring. ConocoPhillips has sig-
nificantly reduced its risk profile, most
recently with a $1.5 billion sale of
Nigerian assets. As for Tatal, it is ag-
gressively culting 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 If this week.

PORTFOLIO I

Portfolio 11T and the broader market are
proving resilient once again, much
to the chagrin of Wall Street’s long-
suffering bears. Despite a host of con-
cerns overseas, from 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 improveiments in
the domestic economy, including the
labor situation. (From a historical stand-
point, major corrections seldom occur
when economic fundamentals are
sound.} In addition, corporate earnings
for the June guarter were pretty solid.
And equities still appear to be the best
deal for investors, particularly with
bond yields at multi-month lows.

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

Hormel remains one of our favorite
naimes 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 synergies stem-
ming from the $700 million Skippy
acquisition. Indeed, we expect the un-
derleveraged 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 potitical tensions in Ukraine
and the Middie 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 investment trusts, telecoms, and
utilities. Porifolio 1V has a large num-
ber of these holdings, which have
not been immune to the recent market
puliback,

Notably, our utility stocks have been
somewhat weak during the third quatter.
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, Matlel
remains a weak spot, as the toymaker
works to keep its top brands current.
Finally, shares of Ensco, acontract duill-
er, remain out of favor, Still, we are cau-
tiously holding onto this issue, which
carries an above-average Timeliness
rank and offers a dividend yield of
roughly 6%,

We are making no changes to Portfolio
1V this week,
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PORTFOLIO |3 STOCKS WITH ARBOVE-AVERAGF YEAR-AHEAD PRICE POTENTIAL
{primarily suitable for more aggressive investors)
Ratings &
Reporls Recent Time- Finaneial
Page Ticker  Company Price  liness Safety P/E  Yield% Beta  Strength Industry Name
1601 ACT Aclavis plc 20316 1 2 14.3 Nit 0.75 B++ Brug
945 ARRS  Arris Group 3064 2 3 1.2 Nil 110 B+ Telecom. Equipment
557  AVY Avery Dennison 47.83 2 3 15.2 29 1.20 A Chemical {Specialty)
1325 AvT Avnel, Inc. 41.66 2 3 9.5 15 1.20 A Electronics
947 BRCM  Broadcom Corp. ‘A’ 37.59 2 3 1.6 1.3 1.20 B++ Telecom. Equipment
2439 CE Celanese Corp. 59.10 1 3 10.5 1.7 1.50 B+e Chemical (Diversified)
2441 EMN Eastman Chemical g0.00 1 3 1.3 1.8 1.30 A Chemical (Diversified)
2215 FL Foot Locker 50,29 2 3 14,8 1.7 1.05 B++ Retail (Softlines)
806 HCA HCA Holdings 65.41 1 3 16.7 Nil 1.25 B+ Medical Services
999  LEA Lear Corp. 96.18 1 3 1.9 0.8 1.15 B+ Auto Parts
1060 MGA Magna Int'H A’ 110.93 1 3 12.5 1.4 1.20 A Auto Parts
345 NSC Norfolk Southern 102,45 2 2 156 2.2 1.05 A Railroad
2318 RCL Royal Caribbean 61.02 2 3 16.1 1.6 1.65 B+ Recreation
325 R Ryder Systern 86.74 1 3 5.2 1.7 1.30 B+ Trucking
312 LUV Southwest Airlines 2870 1 3 216 0.8 1.05 B+ Air Transport
134 TMO  Thermo Fisher Sci, 12003 2 2 17.8 0.5 1.00 A Precision Instrument
2431 TBW  Tidewater Inc. 49.67 1 3 10.9 2.4 1.10 B+ Qilfield SvesfEquip.
1940 THS TreeHouse Foods 78.89 2 3 205 il 0.60 B+ Food Processing
730 TG Triumph Group 6485 2 3 161 0.2 1.05 B++ Aerospace/Defense
1345 VSH Vishay Intertechnology 1496 2 3 i4.1 1.6 1.45 B+ Eleclronics

1o qualify for purchase in the above porifolio, a stock must have a Timeliness Rank of I or 2 and a Financial Strength Rating of at least B+. If a stock’s Timeliness rank
Salls ta 3, or lower; it will be automatically removed. Stocks in the above portfolio are selected and monitored by Charles Clark, Associate Research Director,

PORTFOLIO 11: STOCKS FOR INCOME AND POTENTIAL PRICE APPRECIATION
{primarily suifable for more conservative investors}
Ratings &
Reports Recent  Time- Financial
Page Ticker Company Price  liness Safety P/E  Yield% Beta  Strength  Industry Name
542 GAS AGL Resources 51.14 2 i 13.7 3.8 0.80 A Natural Gas Utility
707 BA Boeing 120.47 3 1 16.1 2.5 1.05 A+t AerospacefDefense
2509 CM.TO Can. Imperial Bank 100,23 3 1 18 40 0.70 At Bank
2396 COP ConocoPhillips 80.42 NR i 12.2 36 NMF At+ Petroleum {roducing
2413 ESV Ensco plc 48.86 2 3 257 6.1 1.20 B+t Cilfield Sves/Equip,
1363 INTC intel Carp, 33.13 i 1 14.8 27 0.95 Aty Semiconductor
1164 P Int'l Paper 47.80 3 3 i76 29 1.25 B+ PaperfForest Products
1923 K Kellogg 63.45 3 1 15.7 3.1 0.60 A Food Processing
1924 KRFT Kraft Feods Group 56.10 NR 2 7.4 3.7 NMF A Food Processing
1975 AP Molson Coors Brewing 72.25 3 2 6.9 2.0 0.80 B+ Beverage
1627 PFE Pfizer, inc. 28.08 3 1 15.7 3.7 0.85 Att Drug
2522 RY.TO  Royal Bank of Canada  79.64 3 2 13.4 3.7 0.75 A Bank
1936 SiM Smucker {1.M.) 102.54 3 1 17.0 2.5 Q.70 At+ Food Processing
1185 SON Sonoco Preducts 39.58 3 2 15.5 3.2 0.95 A Packaging & Container
1729  SNA Smap-on Inc. 122.28 3 2 17.6 t.d 1.10 A+ Machinery
518 TOT Totat ADR 64.09 2 1 103 5.1 1.20 At Petroleum {Integrated)
777 TRV Travelers Cos. 91.09 3 1 10.3 2.4 0.75 Aty tnsurance (Prop/Cas.)
346 UNP Union Pacific 99.67 3 1 17.4 2.0 1.00 At+ Railroad
1548 WPpC W.P. Carey Inc. 67.86 NR 3 31.0 5.4 NMF B+ R.ELT.
171 WY Weyerhaeuser Co. 32.33 NR 3 214 36 1.10 B+ PaperfForest Products

To qualify for purchase in the above portfolio, a stock st have a yield that is in the top half of the Value Line tniiverse, a Thneliness Rank of af least 3 (wnranked
stocks may be selected oceasionally), and a Safety Rank of 3 or better If a stock’s Timeliness Rank falls below 3, that stock will be automatically removed.
{(Occastonally a stock will be umanked (NR), usuwally because of a short trading history or a major corporate reorganization.) Stocks are selected and monitored by

Craig Sirois,

Editorial Analyst.
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PORTFOLIO 11: STOCKS WITH LONG-TERM PRICE GROWTH POTENTIAL
(primarile suitable for investors with a 3- to S-year horizon)
Ratings & 3-to 5-yr
Reparts Recent  Time- Appreciation

Page Ticker Company Price  liness Safety P/E  Yield% Beta Potential  Industry Namie
1579 ATt Allegheny Techn. 4028 5 3 694 1.8 1.65 0 - 60% Metals & Mining (Div)

760 ALL Allstate Corp. 60.15 3 1 it.7 1.9 0.90 60 - 90 Insurance (Prop/Cas.}
1398 AAPL  Apple Inc. 95.97 2 1 13.9 20 0.85 35 - 60  Computers/Peripherals
2507 BK Bank of New York Mellon 38.42 4 3 14.9 1.8 1.15 45 - 110 Bank

969  CV5 CVS Caremark Corp, 78.67 3 i i7.3 1.4 0.85 15 - 40  Pharmacy Services
2329 DIs Disney {Walt) 87.21 3 i 20.8 1.0 1.05 1¢ - 30  Entertainment
2308 HOG  Harley-Davidson 61.71 3 3 15.2 1.8 1.30 20 - 85  Recreation
1920 HRL  Hormel Foods 16,78 3 1 19.7 1.8 0.70 20 - 50 Food Processing

187 ISRG  Intuitive Surgical 451.53 4 3 35.9 il 0.90 -5 - 45  Med Supp Invasive
1600 MGA  Magna Intl A 10,93 i 3 12,5 1.4 1.20 0 - 55 Auto Parts
1596 MOS  Mosaic Company 46.53 3 3 15.8 2.6 1.20 40 - 105  Chemical {Basic)
2421 NOV  National Oihwell Varco 81,89 2 3 13.4 2.2 1.30 40 - 115 Oilfield SvesfEquip.
211 PYH PVH Corp. 114.27 3 3 14.7 0.1 1.30 25 - 80  Apparel
2186 PETM  PetSmart, Inc. 68.48 2 2 15.5 1.2 0.80 25 - 70 Retail (Hardlines)

416 RSG Republic Services 38.65 3 2 18.7 2.9 0.85 15 - 55  Environmenial

963 QCOM Qualcomm Inc. 7414 2 1 129 23 0.95 36 - 55  Telecom. Equipment
1006 TEN Tenneco Inc. 63.66 1 4 13.5 Nil 1.70 10 - 80  Aulo Parls

755 X U.S. Steel Corp. 35.68 1 3 60.5 0.6 1.70 -15 - 25 Steel

818 UNH  UniledHealth Group 80.22 3 i 13.8 1.9 0.85 25 - 50  Medical Services
2366 WYNN Wynn Resorls 200,20 3 3 22.6 25 1.35 5 - 60  Hotel/Gaming

_

Ts qualify for purchase in the above portfolio, a stock ninst have worthwhile and longer-term appreciadion potential. Among the factors considered for selection are
a stocks Timeliness and Safety Rank and its 3- to S-year appreciation potential. (Occasionally a stock will be unranked (NR), usually because of a short trading
history or @ major corperate reorganization.) Stocks in the above portfolio ave selected and monitored by Justiv Hellman, Editorial Analyst.

PORTFOLIO 1V: STOCKS WITH ABOVE-AVERAGE DIVIDEND YIELDS
(privarily suitable for investors interesied in curvent income)
Ratings &
Reporis Recent Time- Financial
Page Ticker Company Price liness Safety P/E  Yield% Beta  Strength [ndustry Name
922 T AT&T Inc. 34.64 2 1 12.8 54 0.75 At Telecom. Services
903  ENT Alliant Energy 55.86 3 2 15.8 3.7 0.80 A Electric Lt {Central)
1033 BY BT Group ADR 63.26 2 3 3.3 2.9 1.10 B+ Telecom. WHility
199¢ BT Brit. Amer Tobac. ADR  116.46 3 2 16.1 39 0.80 B++ Tobacco
140 ED Consol. Edison 56.10 3 t 14.7 4.6 0.60 At Electric Utility (Easf)
1593 DOW  Dow Chemical 51,80 2 3 16,7 2.9 1.40 B+ Chemical (Basic)
1594 DD Du Poni 65.49 3 1 15.8 2.9 1.10 At Chemical (Basic}
2413 ESV Ensco plc 48.86 2 3 257 6.1 1.20 Be+ Oilfield Sves/Equip.
1363 INTC  intel Corp. 33,13 1 1 14.8 2.7 0.95 Ats Semiconductor
1164 P Int'l Paper 47.80 3 3 17.6 2.9 1.25 B+ Paper/Forest Products
1194 KMB  Kimberly-Clark 107.62 3 1 18.7 3.1 0.60 At Household Products
2313 MAT Mattel, Inc. 35.24 4 2 15.8 4.3 0.90 A Recreation
364 MCD  McDonald’s Corp. 93.56 3 1 16.3 3.5 0.60 At Restaurant
1370 MCHP Microchip Technology 46.58 2 3 16.9 3.0 1.05 A Semiconductor
2613  PAYX  Paychex, Inc. 4141 4 1 231 3.7 0.90 A IT Services
1993 RAl Reynolds American 57.14 4 2 15.5 4.7 0.65 B+ Tobacco
515 RDSB  Royal Dutch Shell 'B° 84.12 2 1 1.7 4.5 1.05 At+ Petroleum (ntegrated)
1185 SON  Sonoce Products 39.58 3 2 15,5 3.2 0.95 A Packaging & Container
151 50 Southern Co. 43.22 3 2 164 5.0 0.60 A Electric Utility {East)
421 WM Waste Management 45.48 2 2 19.0 3.3 0.85 A Environmental

To qualify for purchase in the above porifolio, a stock nst lave a yield that is af least 1% above the median for the Value Line universe, a Timeliness Rank of at least
3, and @ Financial Strength Rating of at least Bt If a stock’ Thueliness Rank falls below 4, that stock will be awtomatically removed. Stocks are selected and
manitored by Adam Rosner, Senior Analyst,
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Selected Yields

3 Months Year 2 Manths Year
Recent Ago Ago Recent Ago Ago
(8/13/14)  (5/14/14)  (8/13/13) (8/13/14)  (5/14/14) (8/13/13)
TAXABLE
Market Rates Mortgage-Backed Securities
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1,69 1.75 242
Federal Funds 0.00-0.25  0.000.25  0.00-0.25 FHLMC 5.5% (Gold) 1.87 1.78 2.57
Prime Rate 3.25 3.25 3.25 ENMA 5.5% 1.70 1.66 2.25
30-day CP (A1/P1) 0.10 0.10 0.15 FINAA ARM 1.83 1.86 2.11
3-month LIBOR 0.23 0.23 0.26 Corporate Bonds
Bank CDs Financial (10-year) A 3.48 3.50 4.09
6-manth 0.05 0.06 0.08 Industriat {25/30-year} A 4.28 4,24 4.74
1-year 0.09 0.09 .10 Utility {25/30-year) A 4.14 4,22 4.59
S-year 0.51 0.53 0.62 Utility (25/30-year) Baa/BBB 4.50 4.56 5.10
U,S. Treasury Securilies Foreign Boends (10-Year}
3-month 0.03 0.02 0.05 Canada 2,07 2.29 2.63
6-month 0.05 0.05 0.07 Germany 1.03 1.36 1.81
1-year 0.08 0.08 o.11 Japan .52 0.60 0.74
5-year 1.58 1.59 1.47 United Kingdom 2.44 2.58 2.60
10-year 2.42 2.55 2.71 Preferred Stocks
10-year (inflation-protected) g 2p 0.35 0.46 Utility A 5.93 593 6.13
30-year 3.24 3.37 3.74 Financial BBB 6.48 6,42 6.47
30-year Zero 3.42 3.58 4.02 Financial Adjustable A 5.51 5.51 5.51
. . 3 s . TAX-EXEMPT
Treasury Security Yield Curve Bond Buyer Indexes
6.00% 20-Bond Index (GOs) 4.31 4,31 4.73
25-Bond Index {Revs} 4.89 4,97 5.05
5.00% - General Obligation Bonds {GQOs)
1-year Aaa 0.09 .13 0.18
4.00% | 1-year A 0.53 8.66 0.83
S-year Aza 1.20 1.28 1.37
o S5-year A 1.87 2.01 217
007 4 10-year Aaa 2.24 2.44 2.99
10-year A 341 3.62 3.83
2.00% + / 25/30-year Aaa 3.29 3.84 4.31
/ 25/30-year A 5.15 5.59 5.93
1.00% - / — Current Revenue Bonds (Revs) (25/30-Year)
A — Yenr-Ago Education AA 4.64 497 5.20
0.00% Electric AA 4.72 5.04 5.28
3 61,235 1o 30 Housing AA 5.4 5.46 5.68
Mos,  Years .
Hospital AA 5.16 5,21 5.28
Toll Road Aaa 4.45 4.62 5.02

Sowurce: Bloomberg Finance L.P

Federal Reserve Data

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

M1 (Currency+demand deposits}

M2 {M1+savings+small time deposits)

Source: United States Federal Reserve Bank

BANK RESERVES
(Two-Week Period; in Millions, Not Seasonally Adjusted)
Recent Levels

Average Levels Over the last...

8/6/14 7/23/14 Change 12 Wis. 26 Wiks. 52 Whs.
2711094 2632603 78491 2593839 2566349 2437901
260 235 25 188 149 187
2710834 2632368 78466 2593651 2566200 2437715
MONEY SUPPLY

(One-Week Period; in Billions, Seasonally Adjusted)

Recent Levels

Ann’l Growth Rates Over the Last..,

7/28/14 7/21/14 Change 3 Maos. 6 Maos, 12 Mos.
2852.2 2847.2 51 i1.2% 15.4% 11.5%
11467.7 11438.5 29.2 7.7% 7.5% 6.8%
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Closing Stock Market Averages as of Press Time

%Change %Change
8/6/2014 8/13/2014 1 week 12 months

Dow Jones Industrial Average 16443.34 16651.80 +1.3% +7.8%

Standard & Poor's 500 1920.24 1946.72 +1.4% +14.9%

N.Y. Stock Exchange Composite 1065342 10756.18 +1.0% +11.7%

MNASDAQ Composite 4355.05 443413 +1.8% +20.3%

NASDAQ 100 3874.27 3949.20 +1.9% +25.7%

Amex Major Market Index 2681.41 269013 +0.3% +15.0%

Value Line {Geometric} 483.41 488.96 +1.1% +9.3%

Value Line {Arithmetic) 4427.02 4481,07 +1.2% +13.4%

London (FT-SE 100} 6636.16 6656.68 +0.3% +0.7%

Tokyo {Nikkei) 15159.79 15213.63 +0.4% +9.7%

Russell 2000 1125,55 1141.78 +1.4% +8.5%

. s L) b
Major Insider Transactions’
PURCHASES
Latest
Full-Page Timeliness . . Shares Shares Price Recent
Report Rank Company Insider, Title Date Traded Held Range Price
2435 4 Air Products & Chent. S. Ghasemi, Chair. 81714 25,000 77,026 5131.79-5133.55 131.99
177 3 CONMED Corp. C.R. Hastman, CEO 731114 10,000 11,000 $39.25 36.53
141 3 Bominion Resources M.J, Kingten, Bir. /614 15,000 23,229 $64.87 6749
2360 - Penn Nat'l Gaming T.J. Wilmott, CEQ 8/4/14-8/5/14 50,0600 238,623 $10.44-510.46 10.90
416 3 Republic Services W.L. Nutier, Dir. 7/31/54 30,000 30,332 $38.04 38.65
1143 - Tile Shop Hidgs. WLE. Watts, Dir. BI1/14 40,000 319,514 $9.96 10.93
1939 4 Tootsie Roll tnd, L. Lewis Brent, Dir. 1310145 15,000 23,395 $26.91 27.52
SALES
Latest

Full-Page Timeliness . Shares Shares Price Recent
Report Rank Company Insider, Title Date Teaded Held Range Price
982 3 BorgWarner L), Gasparovic, V.P. B//14 60,000 79,906 561.00 61.66
i523 3 Equity Residential S. Zell, Chair, F31/14-8/4114 2,000,000 1,689,210 $64.04-565.67 64.90
2626 3 Google, Inc. 5. Brin * 8/5/14 83,334 22,818,612 5562.89-5571.36 562.73
2628 5 Linkedin J. Weiner, CEO 8/1/14-8/5114 124,875 209,611 $192,77-5205.44 213.38
2586 4 Microsoft Corp. W.H. Gates, Dir. 7/29784-7/30/14 7,589,164 MNA $43.33-544.09 43,52
721 2 Northrop Grumman W.G. Bush, Chair. 8/1/14 30,000 120,000 $123.96 123.03
2115 4 Under Armour K.A. Plank, Chair. Hitha-snfta 405,000 43,546 $66.71-568.51 68.36

¥

Beneficial owner of more than 107% of common stock.

F Inclides only large transactions in US~traded stocks; excliudes shares held in the form of limited parfnerships, excludes options & family trusis.

Major Iusider Trausnctions are obtained from Vickers Stock Research Corporation.
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Market Monitor

13-week 50-week  Last market top  Last market bottom
Valuations and Yields 8/13 8/6 range range  (5-21-2013)  (3-9-2009)
Median price-earnings ratio of VL stocks 17.9 183 17.8-189 17.0-189 17.5 10.3
F/E (using 12-mo. est'd EPS) of D) Industrials 14.5 148  14.5-152 13.6-15.8 14.0 17.3
Median dividend yield of VL stocks 2.1% 21% 2.0-21% 1.9-21% 21% 4,0%
Div'd yld. (12-mo. est.) of D) Industrials 2.4% 24%  23-24% 2.2-2.6% 2.5% 4.0%
Prime Rate 3.3% 3.3% 3.3-33% 3.3-33% 3.3% 3.3%
Fed Funds 0.1% 0.1% 0.1-0.1% 0.1-0.1% G.1% 0.2%
91-day T-bill rate 0.0% 0.0% 0.0-00% 00-G1% 0.0% 0.3%
AAA Corporate bond yield 4.1% 4.2% 41-43% 4.1-47% 3.9% 5.5%
30-year Treasury bond yteld 3.2% 3.3%  3.2-35% 3.2-4.0% 3.2% 3.7%
Bond yield minus average earnings yield 14%  -1.3% -15--1.0% -1.5--08%  -1.8% -4.3%
Market Sentiment
Short interestfavg. daily volume {5 weeks) 22.7 226 205-22.7 17.9-227 19.0 8.6
CBOE put volume/call volume 96 1.13 J7-133 0 67-1.31 91 .93

VALUE LINE ASSET ALLOCATION MODEL
{Based only on economic and financial factors)

Current (fast adjusted at market open 5/12/14)

Previous (before 5/12/14)

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

7 Best Performing Industries

Commaon Stocks 60%-70% 55%-65% Medical Services +3.8%
1 0,
Cash and Treasury lssues 40%-30% 45%-35% Precious Metals +3.7%
Steel +3.3%
Metals & Mining {Div) +2.6%
N INTEREST RATES Shoe +2.2%
4% Prime Rate Wireless Networking +2.0%
o % 30-Year Treasury Bond internet +1.9%
Federal Funds
zer Previous 7 Worst Performing Industries
1%} Recent Week Homebuilding -13.0%
Prime Rate 33% 3.3% i
o : ; ey ' w30 Treasury  3.2%  3.3% Natural Gas {Div.) -12.1%
1 2014 Y 19 e -
Q32013 042013 O Q2 2614 Q3 2014 Fed Funds 0.1% 01% Oilfield Sves/Equip. -9.2%
148 Maritime -8.9%
index: 12/30/1988 = 100
= H 0,
[ VALUE LINE UNIVERSE Entertainment -8.6%
Previous -8.59
1421 Recent Week Newspaper 8.5%
] Power -8.3%
/ Advances 144 396
136f Peclines 550 1307 The corresponding change in the Value Line
- Issues Covered 1711 1711 Arithmetic Average® is -4.1%
L Markel Value
110 , ) , . | § Tillion) 26.711 26.665
Q3 2013 Q4 20§3  QF 2014 Q2 2014 Q3 2014 -
500 CHANGES IN FINANCIAL
STRENGTH RATINGS
200 VALUE'HNE UNIVERSE Ratings &
New Highs Prior New Reports
Company Rating Rating Page
400 New Lows
. Bard (C.R.), Inc. A+y A+ 172
Previous
200 Recent Week Hill-Rom Hldgs. B+ B++ 215
New Highs 87 49
New Lows 51 107 PerkinElmer, Inc.  B¥ B++ 131
O 3 2013 Q4 2013 OF 2014 G2 2014 O3 2014 Volcano Corp. B Cir 233
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Stock Market Averages
VALUE LINE ESTIMATED P/E, YIELD, APPRECIATION POTENTIAL
VERSUS DOW JONES INDUSTRIALS (j_A_NUARY,?, 1998 - AUGUST 12, 2014) _ "
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1998 2000 2002 2004 2006 2008 2010 2012 2014
THE VALUE LINE GEOMETRIC AVERAGES . . THE DOW JONES AVERAGES
Arithmetic*
Composite Industrials  Rails  Utilities Composite Composite Industeials  Transportation  Utilities
1681 stocks 1594 stocks 9 stocks 78 stocks 1681 stocks 65 stocks 30 stocks 20 stocks 15 stocks
8/7/2014 480.71 38162 8717.48 29201 4403,20 5799.57 16368.27 7992.08 530.78
8/8/2014 485.52 385.28 8839.91 297.03 4447.90 5877.29 16553.93 8092.47 542.69
8/11/2014 488.85 388.05 8972.64 296.93 4478.93 5890.44 16569.98 8156.65 540.63
8/12/2014 486.30 385.94 B920.67 296.69 4456.28 5887.84 16560.54 8153.80 540.55
8/113/2014 488.96 388.07 89%1.96 29/.86 4481.07 5919.00 16651.80 8209.57 541.42
%Change
last 4 weeks -1.6% -1.6% -0.5% -3.1% -1,3% -2.7% -2,.8% -2.2% -3.1%
WEEKLY VALUE LINE GEOMETRIC AVERAGES® (JULY 1, 2013 - AUGUST 13, 2014}
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Officers, direclors, employees and affiffates of Valua Line, Inc. (~VLE™}, the pasent company ofValue Lina Pubilshing LLC {*VLP") and EULAV Asset Management {*EULAY™), may hold stocks that a1e raviewed or
recommended In this publication. EULAY also manages [nvestment companies and other accounts that use the rankings and tecommendations in this pudlication as pari of their investment stralegtes. These
accounts, as well as the officers, directoes, employees and sffiflates of VLI, may dispose of a security notwithstanding the fact that Tha Value Line [nvestmen? Survey {lhe “Survey™) ranks the Issuer favorably;
conversely, such accounts or persons may purchase or hold a securlfty that s poorly ranked by the Survey. Some of the investment companles managed by EULAV only held securities wilh a specified minfmum
Timeliness Aank by the Survey and dispose of lhose positions when 1he Timeliness Rank declines or s suspended. Subscribers to the Survey and iis related publications as well 2s some institutional customers
of VL will have access to all updated Ranks In the Survey by 8:00 AM each Monday. Al the same time, pertfolfo managess for EULAY vl recetve reporls providing Timeliness Raaking infermation. EULAY'S
portfollo managers slso may have access to publicly available Information that may witimately result in or Influence a change in rankings or recemmendations, such as eamnings refeases, changes in market
value or discl aof corporatetr tions. The investment companles oraccounts may frade upon suchinformatlen prior to a change in ranking.Vehile the rankings Inthe Survey are Intended to be predictive
of fuluze relative performance of an Issuers secwrities, the Survey Is not Intended to constitute a recommendation of any specific security. Any Investment decislon with respect fo any issuer covered by the
Survey should be made as part of a diversified portfolia of equity securities and indigkt of an Ivestor's pariicutar Investment objectives and circumstances.Value Line, Vatue Line logo, The Value Line Investment
Survey, Timeliness are trademarks of Value Line, Ine. *Vatue Line Arithmetic & Geometric Indices calcutated by Thomson Reuters. Information supplied by Thomson Reuders.
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Rationale

i

Inflation 223 Significant slack in the economy overall, elevated levels of unempleyment, ongoing deleveraging, and firmly anchored market expectations will keep Inflation low oversll, Reflationary central bank policies create the risk
2 core Inflation 2,26 | for higher inflatien for the outer years of the projection horizon,
oD peal GDP 250 | The cyclical picture continues to improve and economic momentum is improving, as secular challenges from an ageing pepulation and rising entitlement costs become more pressing.
4 LS. Cash 2.00 | The Federal Reserve to keap policy rates on hold for an extanded period and raise them enly gradually thereafter, Real rates to remain low by historical standards.
LS. Intermediate Treasuny?® L4.251 Yield levels to stay contzined In the near term before rising towards their higher equitibrium levels as monetary policy Is eventyally normalized. Gampened total returns due to both low Income from the low feval of yield
& 1S, Long Treasury” 3.25 |and negative marleto-market returns from rising rates.
u.s. TIPS __435 [ 1irs to outperform nominal Treasuries as longer-term expected inflation rises only moderately from gurrent levels,
& U5, Aggregate 425
U.S. Short Duration Gov't/Credit 250
it U,S, Long Duration Gov't/Credit 475 | Spreads are expected to narrow somewhas, but total returns should remain expased to rising overall yields broadly In Tine with Treasury ratess intermediate maturity securities benefit most from the curve roll-cown,
.S, Investment Grade Corporate 500
U.S. Long Corporate 500
.5, High Yield 600 any further reduction In default rates and spread narrowing wihl provide only limited protection to offset the mark-to-market pressure from rising Treasury rates. Income is expected to be the driver of returns. Halrout
1.5, teveraged Loan (8B or better) 4,50 | applied te total returns for expected loss from defauls.

World Goverament Band {ocal)

World ex-U,5. Government Bond (logal)

+ | Government bond yields to rise globally from current Jevels, leading to negative mark-to-market returns during the pericd where rates converge to equilibrium, Qutside the U.S., countries are likely to experiente &

prolonged periog of lower rates and normalization due to slower economic growth.

World ex-U.S. Government Bond (hedped)

| Higher LL.S. cash vields compared to weighted average WGBI cash yields are expected to boost returns to LS. iwvestors,

Emerping Markets Severeign Debt (hedged)

Spreads have reom to narrow, BUT total returns are at risk from rising L5, Treasury yields glven the leng index duration,

Emerging Markets Local Currency
_Soyereign Debt (unhedged)

Spreads are expected to narrew further, but total returns are expected to be constrained as overzll yields rise with U.S, Teeasury rates.

Emerging Markets Corporate Debt {thedped)

Yields are expected to rise as inflation and real rates in emerging aconomies increase ta their higher equilibrium levels over time. Total returns to be largely driven by income,

1.S. Municipal (1-15 8lend)

Spreads are expected to narrow further, but total returns are expected to be constrained as overall yields rise with U5, Treasury rates,

Syum of below building blocks (nominal carnings per share growth + dividend yield » pricesto-earnings return impact). Total returns are expected to recover over the long torm as the corporate sector outperforms the

us. Large Cap 750 domestic econony.
.S, Large Cap EPS Growth -4.50 | Real corperate earnings growth remalns robust 3¢ cempanies maintain cost discipling, while margins to drift gradually lower,
LLS. Large Cap Dividend Yield 3.00 | Dividend yield is expected to rise as companies favor payeuts over new investment.
U.S. Large Cap P/E Return Impact zere | Valuation multiples approach more recent historical averages, but upside is limited due to secular pressures and limited headline growth,
5] 0 .s.‘ r&ﬁgp .gg Mid cap companies in particular are likely to benefit from acquisition activity by larger firms, especially given the significant cash build-up on farge cap corporate balance sheets,
i
I ﬁg ';;:gz gz \Gk:g\j:th - ;:i Value is expected to outperform growth given starting valuations and more favorable sector concentrations,
Europe ex-U.K, Large Cap {ocal) B.0C | An earnings premium to nominal GDP Is expected due to the large share of globally sourced revenues. Valuations to improve from depressed levels and dividend yields to rise moderately,
Japan Large Cap (local} 4.75 | Earnings to cutperform the domestic econormy glven exposure 16 fast-growing pverseas markets, Japan to remaln 2 global underperfermer glven demegraphle challenges and the ongoing battle with detlation.
LK. Large Cap (Jocal) 8.25 | An earnings premium to nominal GBP is expected siven support from foreign-sourced reventes. Tolerance for higher inflation 1o keep valuations in check, but dividend vields are expected to rise moderately.
EAFE Equity (Jocal) 7.50 | Market capitalization weighted average of expectations for regional equity returns,
EAFE Equity (unhedged) 775 | Skight dollar depreciation against the weighted average of SAFE currencies is expected to boost returns to U.S, investors.
%ﬁ%ﬁﬁﬁﬁmggzsﬁw -~ 2.023 overall mere favorable demographics, policy flexibility and improved torporate governance should support long-run growth even with weaker economic fundamentals.
i Global Equity {unhedped) 7.75 | Market capitalization weighted average of expectations for regional equity returns.
L 1.8, Private Equity®® 8.00 | Median manager returns assumed to be in {ine with mid cap equity. Sizeable divergence expected across private investments.
4 11,5, Direct Real Estate (unlevered)™ 6.00 | Appreciation of real estate assets, lower intial property vields and low nominal GDP expectations reduce return expectation by 0.50% per annum from 2013 estimates.
1.5, Value Added Real Estate (unlevereg)™ 775 | A real estate risk assumption between core and opportunistic, seeking to enhance cash flows, eceupancy, and building renovation: histarically has given a higher vield compared to core, E
European Rea| Estate (unlevered, local)» 6.00 | Eurcpean real estate, with low nominal GDP growth, to produce muted return expectations. 1
4 U5, REITS 6.75 | Solid REIT perfermance and a slight NAY premium to direct unlevered real estate results in REIT returns that are broadly in line with the rea) asset return, 2
Global Infrastructyre™ 7.25 | Expectations for returns are based on continued interest in infrastructure cash flows with good visibility and the benefit of leverage for fow risk “bondable” assets, 2°
Hedge Fund-Diversified™ 525 Expected hedge fund returns are based on multi-variate regressions to public markets. A blend of emerging market, commodities, small cap ang LLS. aggregate bond betas to be the main driver of median manager :j
expected returns. Sizeable divergences are expected among managers. )
Hedge Fund—Event Driven™ 6.00 | Blend of emerging market, commodities, mid can, small cap, U.S. high vield and cash betas to be the main driver of median manager expected returns. Sizeable divergences are expected among managers, Ln
Hedge Fund—Long Bias™ 6.25 | Blend of commodities, emerging market equity, and large and small cap betas to be the main driver of median manager expected returns, Sizeable divergences are expected among managers. b})
Hedge Fund—Relative valugs® 475 | Blend of emerging market credit, commodities, LS. high vield and investment grade bond betas te be the main driver of median manager expected retyrns, Sizeable divergences are expected 2Mong managers. ?'<
| Hedge Fund—Macro® 5.25 | Blend of comumodities. emerging market equity and cash betas to be the main driver of median manager expected retums. Sizeable divergences are expected among managers. [}
Commadities {5pot)® 325 | Return expectation is based on the growth of nominal slobal GDP. Returns te e less robust, reflecting large supply/demand challenges. o]
??i Gold (spot) 4.25 | Expected refurn is based en the historical refatlenshlp with inflation expectations, the U.S. dellar and emerging markets,

* Data as of Septembor 20, 2013, excopt hedge funds {diversified, event driven, long bias, and relative value} as of June 30, 2012 and hedge fund (macro) as of

Moy 31, 2013,

! Return estimates are on a compoung or internal rate of retura (RR) basis, Equivalent arkhmetls averages, as weil s further information, are shown on the following page.
7 All asset class assumptions arc In total return terms, Including equlty return assumptions. All returns are in U.S, dolfar terms unless otherwise indicated.
.5, Intermediate Treasury returns dased on Barclays Capltal U5, Treasury: 7-10 Year Index.

* private cquity, hedge funds, real estate, infrastructure and commaoditles are unlike other asset categories shawn above In that there 1s no unde
investible index, Hedge fund returms are shown net of manager fees.

in these asset classes and strategies is typicadly far wides than for traditlonal asset classes,
Ser additional netes on the [oliowlag page.

# LS. Long Treasury returns based on Barclays Capital U.S. Treasury: 20+ Year Index,

[-DHYV 2[1payog

* The return estimates shown for these asset classes and strategles are our estimates of industry modians—the dispersion of returns amang managers



annualized volatility (96)

Expected

Correlation Matrix

Expected 5
compound retirn (%) z g
= k] P
:E_: H ‘% g g =
2 & § § Z % oz
LS, Inflation w0 5 2w 8 3 g .
00r 100 5 3 0 % £ & &
w2 g g o 2
030 03 0 2 F B B £ B — =
-mo-osaomosemoggfggew 5 Eg o 2
[ em[os 00 o0 am 100 5 ® ® 2 C T2 E Y S E
450-0260.000.3703703‘7L00§~?:g £ cT v E L
[ 2oofoz0 o7 o oasomozre 3 £ w3 S 8 2 & § & : 2
50|01 005 084 087 0:66 092 056 W0 = =2 g % g e E S8 2 E
700|024 009 053 047 064 082 081 07° 160 3 = g 5 T EES QE': §
2] Us. Long Corporate 12.00]-028 010 058 0,61 060 083 0.50 0S7 053 10 = S 8 g g £ % S =
15 s High vield 1275/009 010006 012039 0B 0B CWOR OB WO S T 5 4 E & 3 a
=1 115, Leveraged Loan (BB or better} 1025 013 007 019 -022 027 13002 O2 QAL OF 65100 2 E 2 o 3 g E
World Government Sond thedged) 300|035 006 085 053 049 080 063 078 051 056 007024 100 £ % ; E £ § g
| World Government Bond {unhedged) 700|012 005 059 045 067 047 060 055054 052 D006 056 100 2 2 2 & & 2
! 300032 D05 077 073 03v OF1 054 071 047 0E200402 095 051100 2 § 2 X 2 2
=| 525008 004 048 035 057 059 058 048 051 048 IO 0AT 0 OB WO S 3 2 = 5
1200|012 -0.04 037 024 065 047 044 058 (76 073 0J5 050 02 052 030 052 L00 B é‘: "E g
E?lft%ﬁehnd?;ﬁ)mm' Qurrency Sovereign | 12250 003 0.05 OI2 001 047 0AO 031 031 054 049 067 032 01 056 02 050 080 100 E 2 % g g
Emerging Markets Corporate bent (hedped) 1L.50/006 008 027 04 Q6L 055 039 051 077 OY0 074 043 010 040 617 0A0 SO 063 100 5 = B o @ E
L5, Municipal (115 Blend) | 400[-013 -004 049 035 050 063 048 054 055 051 030 024 049 036 0A7 02 048 02 040 100 3 5 S § 3 % &z
1050] 0.7 07004 011 032 015 086 DL 029 021 036 046-004 004001 006 040 D24 046 OALID B3 % 25 £ 5 % = .
1475| 0.08 006 026 -03L 018 GOA 005 002 030 024 071 044 -027 019 023 026 055 067 05 04 070 5 G & § S £ B g
T775| 011 007 025 035 020 003007 002 031 026 074 030025 014075 021 056 066 057 006 025056 100 5 3 B = = 2 ]
1975} 0.08 -0.05 031 -034 010-C04 013008 0.21 015 089 041 -031 010-025 08 048 063 0,47 002 020 052 094 100 = 5: 5 < 5 g g E3
U5, Large Cap Value 3¢l 15.50] 0.07 .05 0.2 028 06 0.05-00% 000 030 025 069 040-023 021019 027 055 067 C55 003 025 096 098 082 100 =5 % £8 3 gz < .
LS, Large Cap Growth 15.00] 0.09 007 -028 034 020 002-DO7-004 025 023 C71 048-030 0I5-026 022 053 064 054 005028 0IH 05 DN 0N 10 & § B § £ F E _ i T 3
Europe ex-U.K, LArge Cap (unhedged) 1800( 0,06 .03 -023 -028 021 009 005 0.3 036 D30 072 042021 036 017 044 061 077 07 004 026 0 e7 omiosv o7 0 2 3 5 £ § Z E g 3
= Japan Large Cap (unhedged) 1650] 005 -003 011 -012 022 016 02 012 040 035 057 039 OII 026-007 030 052 D61 049 003 OIS 045 045 061 065 062 06 100 5 w E 3 23 fr 5
5 UK. Large Cap (unhedged) 1800] 012 0.00 029 -035 020 005 000 0] 037 029 065 045028 028-024 036 0S8 072 060 006 035 057 085 076 086 OB V0T 100 T 1w ¥ § £33 2 ¢
EAFE Equity (nedped) 1450 00200 035 034 Q.05 -002 -012 003 031 027 069 052-030 002 023 0.0 053 052 053 001 09 0SL OB 0@ oW e OB Qs o0 8 & = = £ § B 3
EAFE Equity (unhedged) 1525 0.07 001 <022 -027 024 012 005 006 CAL 035 O73 046 <021 035 017 042 064 079 0,62 (.06 026 050 DES OZ1 028 OAT 096 07 094 050 100 & g g @ % Ei g
Emarglng Markets Eoulty (unhedged) 5| 2400] 007 007 038 024 OZ 0I5 008 008 039 034 070 045 0.9 030 026 036 0.66 081 063 007 029 020 052 0% 077 031086 07 085 02 09 10 8 B 8 2 $© F
Asia ex-Japan Equity (unhedged) 901 006 016 0.2 D28 017 009 011 043 033 072 046 -0J5 028 011 034 064 07 062 009 028 078 05 073 075 079 084 DB oM DAL 0BT 051003 & § 3 g . .
Global Equity (unhedged) 0.08 000 025 -030 024 0.05 001 003 038 032 075 048 -025 077 -021 035 0,63 077 062 0.05 029 094 093 (55 (93 095 055 (U3 093 091 096 00 08B 100 & B 2 £ T 3
LS. Private Equity* 0.2 -0J2 027 037 00 607 0.3 011 022 OI7 067 GA4-035 DOB-CI0 06 044 061 0A7 0.2 030 090 093 035 G20 G20 080 054 07 052 0L 075 074 037 100 = f s E 5 g
U5, Direct Rea £state (unleveredps 0,05 002 000 001 016 015 0.05 0I2 020 021 038 020 002 016 003 017 031 033 024 OIL 023 035 039 039 0,33 032 031 0.7 026 029 032 027 026 033 0I5 100 5 § 23253 %
| LS. value added Real Estare (unleveredy 006 001 005 007 013 010 004 007 017 07 035 019-003 015-002 018 029 033 024 07 013 035 037 037 037 03 035 027 03 022 035 030 029036 03¢ XV 100 3 & £ 1L g g 2
European Direct Real Estate (unleveredy 007 -0.02 006 -010 014 009 008 004 014 012 027 015-003 020 0.0 023 029 02 025 002 016 025 028 027 021 024 035 022 034 027 034 026 023 031 0 030050100 B B & & 5 2
US, REMs 0.5 -004 <106 -009 028 02 007 0.7 036 036 072 039-0.05 027-002 031 058 069 049 017 025 077 079 079 040 072 D67 056 064 D66 069 061 059 074 073060043034 100 3 & 5 T & 2
S Global Infrastrcrures D10 000 015 0I5 030 020 GJE 025 027 027 030 05 036 026 044 025 034 03 070 015 013 029 030 025 031 027 026 023 023 071 027 026 073 025 005 025 021 0045100 & 8 & I E .
j;- : Hedge Fung-Diversified™ 022 01 035 1036 045 -003-006-006 036 019 050 046034 0,06 075 013 OAL 0S5 047 003 OA7 047 O71 042 063 071 071 062 077 076 076 0AD 075 077 069 014 020 03 039 012 100 & % H : g
551 Hedge Fung-Event Drlver™ 800/ 021 000 -038 042 018-004-009-009 029 021 064 051-036 009032 07 048 047 056 002 G46 082 085 079 079 083 O51 064 035 083 085 043 079 057 085026 030 0N 050020 091100 £ & 5 2
"= Viedge Fund-Long Bias™™ 1000] 0I5 007 036 047 019 002003009 031 02 047 049 -0 014-053 022 053 085 057 000 05 0S5 085 055 054 088 07 070 059 055 090 031 057 093 086 D25 020 026 080 020 D89 09 100 = % Z
| Hedpe Fund—Rolative Value™ 600| 025 402 025 034 037 0} GOB 005 042 035 070 045 031 006 027 OJ2 D58 060 Gi66 OJ7 054 070 075 0,64 047 072 07100 075 076 036 C78 OIS O7S 071024 027028 03020 086000 085 10¢ £ £
2

Hedge Fund-—-Macro®

10.254

-002 019 002004 019 008 02C BOS 016 03

012-0.03 0.00 0.38 0.01 041 DIS 039 042

0,02 0,09 025 025 021 0.24 026 037 038 039 028 0.42 050 0.45 038 025 Q.02 0.07 007 001 0.04 05% 041 04% 030 LOO O

;Fommodtties {spot)*

15501

024 007 -013 -022 033 0LB 012 0.01 Q25 020

038 025-020 031-0.21 037 041 054 045-0.08 015 049 052 0.42 047 050 056 039 0.65 045 0.60 064 057 .60 043 043 0358 020 033 015 063 055 066 0.57 055 LOO

Gold {spot)

4,25] 19.00

003 009 025 01 045 032 034 022 025 022 015 Q.07 013 0.48 008 048 039 044 035 016 012 0.1 043 00 O 012 018 016 021 001 022 034 028 021 0,09 007 0.07 0.0% 013 013 026 1% 027 Q.23 049 052 LOO

— 0
+ o
& B
&=
=iy
=
£
s
QL
e
g
=
=3
w0

Note: All estimates on this page are in U.S, dolfar terms. Given the complex risk-reward trade-offs involved, we advise dients to rely on judament as well as guantitative eptimization approac hes In setting stratepic allocations to all the above asset classes and strategles. Please note thatall Informatlon shown s kased
on qualitative analysis. Exclusive rellance on the above is not advised. This Infermatlon is not intended as a recommendation to invest In any particular asset class or strategy or as a promise of future performance, Nete that these asset class and strategy assumptions are passive only-they to nat consider the impact
of actlve management, References to future returns are not promlses or cven estimates of actual returns a client portfolio may achleve. Assumptions, opinions and estimates are provided for Wustrative purposes only. They should not e relied upon as recommendations te buy or sell securities, Forecasts of financlal

market frends that ave based on current market condltions Constitute our judgment and are subject to change without notice. we belleve the information provided here is reliable, but do not warrant its accuracy or completeness, Thls material has been prepared for Infermatlon purposes only and 18 rot Intended to
provide, and should not be relied on for. accounting. legal or tax advice. Ser foatnetes on the prior page.
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The projections in the charts above are based on )P, Morgan Asset Management's (JPMAM) proprietary long term capital markets assumptions (10-15 years} for risk, return and correlations between major asset classes. The v A
resulting prejections include only the benchmark return associated with the pertfolio and does not incluge alphz from the underlying product strategies within each asset class, The assumptions are presented for illustrative go [~
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assumptions, and expactad returns are not meant to represent JPMAM performance. Please note al! information shown is based on assumptions, therefore, exclusive refiance on these assumptions is incomplete and not advised. .j Ly}
The individuat asset class assumptions are not a promise of future performance, Note that these asset £lass assumptions are passive-only; they do not consider the impact of active management, L'h >
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1142 1198 13.42] 1499 1552 | 1648 1819 1861 2061 [ 2402 | 2501 | 2559 2309 | 2482 | 2937 | 13| 3185 31.80 |Revenues persh 3320
381 415| 432 476| 525| 565; 633| 661 78%| 82| 869 841| 807| 744: 883} 1085} 1065 10.70 |“CashFlow” persh 11.50
142 1851 55| 140 227} 233% 240 249 307 343| 337 346 34 1407 125) 276) 260( 2.65|Eamingspersh? 315
A7 .18 .19 20 2 22 23 24 25 26| 154 280 280! 2807 2907 216] 2146| 216 [Divids Decld persh¥a 216
226| 278] 3| 35| 20| 2821 291 AA7| Z¥] 301 286 257 283] 390 | 467§ 527| 535 535|Cap'ISpendingpersh 4.30
1103 1345| 1439 1649 21557 2404| 2570 | 2754 | 2841 | 3142 3155 | 2464 | 3164 ] 3367 | 3083 3405( 3475| 3530 [Book Valua persh® 38.05
138.08 | 133957 14067 | 141.23] 14206 § 144.35 | 132.37 | 131.07 [ 113.35 | 108.49 | 10023 [ 299.18 | 30495 | 61851 | 62566 { 577.96 | 572.00 [ 568.00 {Common Shs Outslg® | 560.00
241% 256 243 22557 130 134] 29} 134} 125 145] 100 88 ] 108 382] 3IA| 127 [ sonighres are [Avg AnniPIE Ratio 150
1155 146 133! 115 It .6 &8 Ji b7 a7 60 59 B8 227 200 80| Velveline Relative P/E Ratio 95
&5 au| el oen| | mabo oz oawm| | sn | aew | oo | zew | vse | 2an| 62! YT | avg Anni Divd Yiewd 4.5%
GAPITAL STRUCTURE as of 313114 24074 | 24783 | 2447.7 | 2600.1 | 25084 { 7655.7 [ 70495 | 15351 § 18376 | 18095 | 18050 [ 16050 [Revenues (Smill) 18600
Total Debt $20240 mit. Dus In 5 Yrs $5000 il 72| 3345 3700 3543 | M 110336 | 10283 | 57307 77001 16609 | 4480 | 1480 [Net Profit {$mill) 1770
ngebfsmg‘t’fmﬂ”-L;'fngresgmm O (TSR | T8 | ITA% | STTL | W0 | 74% | 37.6% | 306% | 31.8% | 38.0% | $8.0% | 380% [Income TaxRale 1%
- : 140% [ 135% [ 15.4% | 136% | 134% [ 135% [ 14.6% | 37% | 4241 924 | 824 [ 82% [NetProfit Margln 9.5%
(Tolalinlerest coverage: 4.0%) (50% of CapT) | 44.8% 306% | 431% | 44.5% | 59.0% | 434% | 43.4% | 506% | 50.1% | 506% | 50.0% | 50.0% [Long-Term Debt Ratio 5.0%
55.1% | 60.2% | 56.8% | 55.5% | 40.0% | 56.6% | 56.9% | 494% | 49.9% { 40.5% | 30.0% | 50.5% [Common Equity Ralio [ 55.0%
Penslon Assets 1212 $12321 mil. Oblig. 61718 | 59933 | 56008 | 61436 | 64574 | 16720 § 16053 | 42183 | 38589 | 33857 | 39535 | 39840 ITota! Capltal {$mill) 38085
$1488 33414 | 33045 { 31093 | 31034 {28050 | 0097.1 | 87545 | 19435 | 1009 | 10000 | 16500 ] 18350 [Net Plant {Smil) 17500
Comman Stock 572,747,122 shares TOA| 745 BA% | V5% | 6OR | 78A | T | 26% | 37%H| 42A! 354 | 354 [Retwn on Total Capil 45%
99% 1 92% | H1.6% | 104% | $1.0% | 108% | 107% | 28% | 40% | 84% | 7.5% | 7.5% [Returnon Shr. Equity 85%
90% | 93% | 11.6% | 104% [ 11.0% : 109% | 107% | 28% 1 40% ¢ 84% | 754 | 7.5% [Returnon Com Equity 8.5%
MARKET CAP: §21.2 billlon (Large Gag} 00% | s4% [ 107% ] 95% | 63% 1 50% | 16% | NMF] NMFE 21% | 1.0%| 15% [Retalnedto ComEq 25%
CUR{E&E POSITION 2012 2013 33114 gh1 10% 8% 8% | 44% | SB[ 85% | NMF | HMF§ 78% | 83% | 834 JALDIVds fo Net Prof 8%
Cash Assets 211 168 219 | BUSINESS: Cenlurylink, Inc., formery CenturyTel, is the thied larg-  soud, 9/02; Embarq Cop., 7/09; Qwest, 411, Employs aboul
Other _3402 _ 3739 3520 est telephana company in the U8, It provides broadband, voice, 47,000, A GH.Mix. as a group ewn less than 1% of common stock;
Current Asseats 3613 3907 3748 | and wireless senvices 1o consumers and businesses across the  Capital Research Global, 12.4%; BlackRock, 6.0% {4114 Proxy).
Actls Payable 1207 9t 83 county. It also offers advanced entetainment senvices under the  Pres, & CEO: Glen F. Post Bl Inc: Loulsfana. Addr: 100
Jont Due 1206 I8 M1381 Conturylink, Prism TV, end DIRECTY brands. Acquired Verizon  CenturyLink Drive, Montos, Louisiana 71203, Tel.: 318-388-9000.
Current Liab, —A505 Z400 4Baq | wireline assels in Alabama, 7102; Verizon wireline assels in Mis-  Infernel vaww.centuryink.com,
ANNUAL RATES Past Past Estdrioriz| CenturyLink seeimms to be on the right tional network communicatlons to an in-
olchame(prsh)  10¥rs.  5Wm, 101743 | track., Management recently relterated its tegrated provider of enhanced network
Rgveg'ﬁs P 6-0;? ?g;:fé’ gg;% focus on improving its network, particular- services, including cloud hosting and IT
Ea?,fmgsm' 3% 43¢ 5% | ly the Strategic Services segment. In addi- services. Management's strategic priorities
Dividends 305% 635% -40% | tlon, the company is looking to expand its include business network solutions, cloud
Book Value 65% 20%  25% | Data Hosting business, which experienced and data hosting services, consumer
Cal- | QUARTERLY REVESUES {§ mill} Fan | @ 6.0% year-over-year increase in revenue hroadband and video, and Improving oper-
endar {Mar3{ Jun30 Sep3t Dec3t| Year | in the March term. CenturyLink continues ating efficiency. While it may take some
2011 (1698 4408 4506 4653 K531 | fo perform well despite an uneven macro- time for these efforts to fully bear fruit, we
2012 14810 4812 4571 4583 Ke3is | environment and continued pressure from expect Improvements in a roughly two- to
2013 [4513 4525 4515 4542 [18095 | competitors looking to consolidate. That three-year period. For the time being, we
2014 |4538 4500 4500 4542 {18050 | said, with the recent expenses related to are maintaining our earnings estimate for
2015 {4500 4500 4520 4530 [f8030 | the company's fiber-to-the-tower project, 2014, but have raised ocur 2015 assessment
Cal- EARNINGS PER SHARE A Fut | as well as further network upgrades, over- by a nickel, to $2.65 a shave.
endar |Mar31 Jun30 Sep.3 Dec31| Year{ head may be elevated for the near term. Share repurchases should continue,
2011 £ 48 23 .18 | 147| However, those trends should subside in for now. While the annual dividend pay-
o012 1 32 42 43 3| 155} the long run as CenturyLink begins to ful- out has hbeen lowered, management
0131 76 69 63 68 | 271 ly integrate the i cEarovermants and acqui- remains committed to repurchasing
2014 ) 8 65 65 84| 260] sittons it has ma For now, investors shares. It has completed about $1.9 billion
295 | 68 67 65 65 | 2631 should take note of the seasonal head- on its current $2.0 billlon authorization,
Cal- | GUARTERLYOIVDENDS PAIDE | gy | winds during the June period, likely due and is looking to hegin a new repurchase
endar {Mar31 Jun30 $ep.d0 Decdt] Year| to certain markets experlencing higher program after the June interim,
010 1 725 795 925 735 | 200| churn (disconnection} rates from college These shares have decent long-term
241 1 75 735 735 15 | 260| students and snowbirds. total return prospects. The 3- to 5-year
012 | 725 725 325 725 | 290 Management has laid out four stra- price appreciation potential here remains
2003 | 50 540 540 540 | 298] tegic priorvities for its network. Indeed, a tad below average at this juncture, But
2014 | 540 540 CenturyLink will continue its efforts to the income component adds appeal.
transform itself from a provider of tradi- Eugene Varghese June 20, 2014
[A) Diluted eamings. Excludes nonrecurting id in March, June, September, and Decem- | lion ($35.77/share). (0} fn miffons, adjusted for { Company’s Financial Strength Bt
ftems: '98, 21¢; 40, 54:°00, 8¢, "0, $1.01; '02: | ber. = Dividend reinvestment plan avalable.  {spiit. $1ock’s Price Stability 20
$3.34; 03, dig; 64, 4d. Next eamings r Forl Excludes one-time dividend: 03 '08, §0.633. Price Growth Persistence 50
due eary August (B) vidends historically (0) Includes intangibles. In 2013: 520,674 mit- Eamnings Predlctability 45
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— 40x CashFlon™psh 64
TECHNICAL 3 tonccedsi |- Relatie Pice Skeagh o
BETA .70 (1.00=Market} ared kndales recession Al
0179 PROJECTIONS, | — - —1 L L L e e L L b b e 32
Ann'l Tolat 24
. Price Gair; Rell:m p('i | , . L e 20
B g o o el ST e i
Tusider Decisions it 12
JASOKDJFH
b 0988882889 / :
wid 0002120132 / % TOT. RETURN 5/14 ®
Institutionat Decislons - ._,m s?c?‘& VAR .
0N 4NN 108 A : .
bey el e il oot 18 : in i Lt W Sa 83k
b iots 1684 toran| "%t B | r Il Sy, 2016 1619 I
Consolidated Communications Holdings, | 2004 | 2005 [2006 | 2007 | 2008 [ 2009 [2010 | 2011]2012 |2013 | 2014 [2015 | SVAWEUREFUB.LIC[17-19
Ine. was formed through a series of acquisi- -] 1080 1234 1118 | 1448 1372 | 1288 | 1253 [ 1263 | €501 15051 15.50 |Revenuespersh 2190
lions and mergers from 1908 to 1935, then -  85{ 3383 262 3497 372| 387 388 318} 422{ 440{ 470 ("CashFlow persh 6.65
known as llincis Consolidated Telephone ~| d83| 951 A4l a8 s i 88 A5] 3] 85| .90 |Eamings pershA 140
Company (ICTC). In 2002, IGTC was sold | 80| 55| 486§ 155| 186) 155] 85| 55| 85| 55| 155 {DivdsDed'dpersh® 1.55
by McLeodUSA with whom it merged in 1| T8 35| 18| 143 140 143 193] 288 2431 250 |CapTSpending porsh 295
1997. The new enlity was renamed Conscli- | 668 4d2) s28| 238 252 | 225 | 142 3311 369| 405] 440 |BockValuepersh® 750
dated Communications. The company went | W BN A 2048 | WET[ 876 | PET{ 085 4007 9050 4106 [CommonShs OulstaS | 4000
public in July 2005. The inital offering of |-~ | O] #B3] M5| BI| 180 21| NMF| 2431 Bordriglres are |Avg ANl PE Ratlo 185
15.6 million shares at $13 was underwritien| .- 119] 2400 4661 o1} 120 32| NMF| 37| Vvemglie  {Relative PERallo 115
by Citigroup and CreditSuisse FirstBoston, . | oodn | 7] anase fa2 | e | ed | ez | 7y | =T |AvgAnw) DA Yield $.2%
32141 3208 | 3202 | 4184 4062 | a4 | 3743 | 5005| s0l6| 610§ 635 [Revenues ($miny 875
CAFITAL STRUCTURE as of 3131114 37.8% | 20.0% | 40.2% | 30.7% ; 384% | 30.9% | 41.1% § 30.3% § 405% | 41.6% | 41.5% |Operating Margin 4.5%
Total Debt $1214.7 mill. Dusn 5 Yrs $60.0 mit. 674 6747 657 977 852 | 87113 887 210 1383 145 155 [Depreclation ($mill} 210
LT Debt §1204.9 mil g;%‘g;eg;%fjfm"" | as| w6 siat 53| 29| 80 24| 56| 26| 348|370 |NetProfit{Smil) 850
Leases, Uncapilalized Annual remﬁ‘sw mill SV NWE | 17.4% | 200% | 5585 | 32.3% | 3%60% | 36.5% | 18.9% | 36.9% | 77.5% | 37.5% [Income Tax Rate £0.0%
] RMEL 64% | 35% | 13% ) 6% | 7% | 7a% | 1% ! 49% | 565 5.8% [NetProfitMargin 6.3%
Penslon Assets 12/13 $262.2 mill. | A 84| I 73| 238|667 | 8301 a357} d300[ d40.0| d350 |Working Capl mill} 50.0
. Onlig. $337.3 ma). 5550 | 5040 8046 | 8303 8800 | #840 f 8757 { 12082 [ 12424 125 1215 {Long-TermDebt($milj { 7200
Preferred Stock None | 1092 | 150 554! 704 ms| 6701 423 | i319| 1478]  165[ 180 |She Equity (St} 300
Common Stock 40,287,654 s, -l 2wn| 60% | 38% 41% | 56% | 56% | 56% | %[ 534 | 50% [ 55% |Relum on Tolal Cap'i 6.0%
as of 4123114 - MNP 17gs | 74% | 75% | 384% | 418% |624% | 4% | 200% | 205% | 20.5% |Relumon Shr. Equily | 18.5%
MARKET CAP; $825 milllon (Smalt Cap} | RNF{ NMF| NMF | NF| NNF | NMF | NNF L NMFL NMF| NMF{ NAF |Relalned to Com Eq NMF
cuasrmaiposmon 2012 2013 33414 NME | NMF] NMF( NMF NMF | NMF) NMFJ NMF] NMF] NMF|  NMF | AIDWds to Het Prof NMF

Cash Assats 179 56 6.3 | BUSINESS: Consolidated Communications Holdings, Inc. provides  its regional fiber eptic network, and directory publishing. It also op-
Receivables 58.6 52.0 524 | communications servicas fo residantial and businass customers in  erates telemarketing, order fuffilment, tefephone senvices to county
Qther _ 320 _ 301 _ 268 | |mnols, Pennsylvania, Texas, Kansas, Misseun, and California. The  jalts and stale prisons, and mobile services. 2013 depreciation rate;
Currenl Assels 10856 879 860 company offers local and jong distanca serviee, custom calling fea-  7.8%. CEO & President: Robert J. Currey. Incorporated: Delaware,
sogttsnﬁﬂab?e 13-% g-g g-g tures, privata line senvices, dial-up and high-speed Inlemel access,  Address: 12§ South 17th Street, Matloon, [Finols 619333687, Tele-
ther 1154 f050 1032 | daital TV, carder access sexvices, network capacity services over  phone: {217} 235-3311. Infemet: wwawv.consolidated.com.
Gumrentilab 1442 4177 1208 | Barnings per share for Consoclidated Consolidated faces intense competition
ANNUAL RATES Past Past Estd’it43| Communications jumped around 17% across all parts of its business. Alse, long-
ofchange (persh)  10Vrs.  5¥is.  'i°I8 | in the first quarter of 2014, versus last term debt is nearly 90% of total capital at
Revanuss . o ;gjﬁ 5% | year’s tally. There was steady growth in present, though the aforesald refinancing
Earnings 0% 155% | data and video revenues. Also, interest ex- has extended maturities and lowered in-
Dividends - - Nt | pense dropped significantly, given a debt terest expense. Too, there's a chance that
Book Valus - 70%  1B0% | restructuring. Still, the performance of the services will be interrupted (leading to a
Cal- | QUARTERLYREVENUES{mit} | pyy | traditional wireline unit will probably loss of customers and unexpected costs)
endar |Mar3{ Jun.30 Sep.30 Decdi| Year | remain constrained by competition from due te such factors as natural disasters,
2011 | 954 926 925 938 | 3743 such entities as wireless providers and security breaches, and software defects.
2612 | 934 030 1570 1601 | 5035 cable operators. Nevertheless, share net The regulatory picture appears uncertain,
2013 ] 1515 4513 1508 {480 | 6016 stands (o advance 16% for the entire year. as well,

2014 11496 1514 154 155 610 | Regarding 2015, we look for the bottom The equity ought to attract some in-
2015 1158 158 159 160 635 | line to climb an additlonal G%, helped by wvestors. For one thing, it is currently
Cal- EARNINGS PER SHAREA kul | incremental benefits from the 2012 pur- ranked 1 {Highest) for Timeliness, That’s
endar [Mar3t Jun30 Sep.30 Dec3t] Year | chase of SureWest Communications. based, in part, on the company's good
2011 5 18 1o 7% 881 Good things seem to be in store over recent earnings momentum. What's more,
421 86 0 dot 05| 5] the 2017-2019 horvizon. The company has total-return potential out to 2017-2019
i3y 47 W L83 73 a varlety of telecom services in states of- looks appealing. Although the dividend
4 0 20 2 A AW .85 fering healthy commercial opportunities, payout ratlo is on the high side, it ought to
00 ) ¢ .2 .8 M1 8] such as Pennsylvania and California, One improve going forward, with SureWest in
cal- QUARTERLY DIVIDENDS PAID B Fuil | sector that management will continue to the fold.

endar [Mar31 Jundd Sep.30 Dec.3t| Year | focus on is broadband services, since both Frederick L. Harris, 11T June 20, 2014
2040 87 AT 387 887 1561 consumer and business demand for data- y -

2011 387 387 387 387} 155 | based services is expected to rise at a guf::?js?: !I;l' é?::m Uiebilites: 5&':;:5\:9 3!3;21:
012 3 387 387 W7 387 155| decent pace in the future. Enhanced prod- | o L Dabitias: 57%’: %
2013 [ 387 387 387 WI] 155 uct and service offerings are another plus. pel & Sauiy's o Luteen st

04 | 87 34 But there are some risks to consider, | ‘o'kngCapilalloRevenues: 5% HE
{A} Based on diuled shates. Excludes non- | outstanding or rounding. Nexi eamings report | {G) In mifions. Comipany's Financlal Sfrength CHi
recurring fax benefit: '10, 164, Exdudes gain | due eary Aug. LD} Includes intang. At 12/3113; 86435 mil, | Steck's Price Stability 85
from discontinzed operations: 13, 3¢. Quarters | (B) Divds ggid eardy February, May, August | S.share. Price Growth Persistence 55
may not equal total due o change in shares ] and November. Eamings Predictability 40
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FRONTIER COMMUN, NDQ-F1R PRIGE 5.61 RATIO 28.1 (l.!ednan i&) PfE RATIO 1.50 7 1 0
THELNESS 2 st | FOT| Y331 18] US| 0| 30| R4| 3| o| & 31| 3% % Target Prise Range
SAFETY 4 lowetynts | LEGENDS

e 30 X "Cash Flgw” p sh 32
TECHNICAL 4 towesd e | - Refalve pikce Stenggh o1
BETA .85 {1.00=Marke) 2003 ndiales recession 20
2017-19 PROJECTIONS iy 16
Prica  Gala EJtZ%'fE ity gl ey, ven™ U, 12
< m Y W A ES RN SO SR S— 10

*fl%? g { soﬂ 1m 'ﬂﬁrﬁ'{__\\ et [ i

Insider Decisions | FE i - ==t
SAsONB S Fubued. ] Sl o )

By 000000000 n 1l
Gtcs 0O 0QOCD0O00D
810000606090 % TOT. RETURN 514
Institutional Decistons | RIS

1o e ;
gy o e e Perceat 30 iy B8 04
213 221 253 | yaded 10 | F3y. 923 437 |
mfs.oannsﬁea:f 635304 644498 Ik Sy, M4 late

1998 | 199912000 2001 { 2002 | 2003 { 2004 | 2005 | 2006 {2007 011 12012 [2013 [2014 {2015 | SVALUELINEPUB.1LC|47-19

5985| 415p 678 873 945| 850] 646] 65%| 628{ 686] 119 6.78 382 5211 502} 476 465| 450 |Revenvespersh 485

133: Q07p 135 183 226 252 247} 226¢ 215 224 239| 181 105| 165{ 141 1451 145 145 [“CashFlow” persh 1.85
33 07 dii| d33| d42 A3 52 59 5 57 57 38 23 2 H 24 .20 .25 [Eamings per sh A 50
-- v. - - - -+ 250 100) 100 100 100 140 £ 15 A0 A0 A0 40 [Div'ds Deci'd persh © Al

188] 185} 202] 183] 166 9 81 8 43 95 8 82 58 a3 8 B .85 .65 1Cap' Spending per sh 70

692 7331 647| 692 4457 447 400 47| 32| 304 167T: 105F 524 | 449 4131 405| 445| 4.65{BookValuepersh B §.20
259.15| 262.08 | 26577 28120 | 28248 | 284.71 | 33963 [ 328.17 | 322.27 | 327.75 | 31131 1 312.33 | 993.85 [ 595.13 | 99841 1 999.46 [1002.50 {1003.00 {Common Shs Quist'g © | 1010.00

215 NMF -- - - 64| B3] 22| 205F 517 87 193] M8[ 312[ 309] 1B3I| Borngiresare |Avg AnntPE Ratio 150

143 NNF 1510 i3] 18| 11 1331 113 129 22| 188 197| 4i6| Walueline IRelativa PJE Ratio 1.00

-- Lgon ) 7en | 75l 7on ] o4% | 137% | 110% |100% | 92% | 02%| ST |mvpAnwiDivdYield | 534

CAPITAL STRUCTURE as of 3131/14 21830 | 2162.5 | 20254 122493 {22300 | 2117.9 | 3797.7 | 52430 § 50119 [ 47616 | 4650 | 4530 [Revenues {$mil]) 4904

’ . §63.6 | 2002 2153 | 1890 { 1827 | 1208 | 527 | 2364 ] 1366 2337 216 | 256 [Nel Profd {§mill} 350

T . B S Yis o0l [7250% | 206% | 6% | 374% [368% | %25 | 425% |54 | 0% | B6% | 180% | 3809 [Incoms Tax Rate ki3
(Total intorestooverage: 17x) | 74% | 0341 106% | 845 | 82% | 57%4 | 40% | 48% | 27% ] 494 | 454 | 55% [NetProfithargin 7.1%

No Defined Benafit Pension Plan 758% | 79.3% | 60.8% | 8263 | 00.1% | 936% | 60.5% | 64.7% [ 67.0% § 66.0% | 61.5% | 38.0% lLong-TermDebtRatic | 52.6%
242% 1 207% | 192% [ 174% | 98% | 64% [395% | 353% | 33.6% § 34.0% | 38.5% | 420% {Common Equity Ratio 47.5%

Pfd Stock None 56202 | 5041.2 | 5516.5 | 57348 | 52407 1 51217 | 13483 | 12675 | 12501 ] 11930 | 71625 [ 11155 Totat Capital {(Smill) 11620
333834 31865 | 20835 | 3335.2 | 32400 { 31335 | 75906 | 16475 | 750497 72558 | 7500 8000 {Net Plant [§mill} 8250

Common Slack 1,002,282,000 shs. 63%| 73% | 69% | 66% | a%% | 614 | 31% | 45% | a8% | 20% | 20%| 20% [RelumonTotsiCopl | 0%
120% | 19.2% | 203% | 18.9% [352% | 389% | 29% | 53% | 33% | 60% | 45% ] 55% |Return on Shr. Equily 6.5%

MARKET CAP: $5.6 billtan {Large Cap) 120% | 19.2% [ 203% § 189% 1352% | 360% | 29% | 53% | 33%| 584 45% | &5.5% [Retarn on Com Equity 6.5%
CURRENT POSITION 2012 2043 3i3tid | NMF| NMF| NMF{ NMF] KMF| NMF ] NMF | NMF G NMF[ 55% [ MNMF| MNMF |Retalnedio ComEq 6.5%
<;as$ AsLsets 13419 8800 o557 | MMF| NME| NMF| NWF{ NMF| NMFJ KMF | NMF I NMPL NMF[ NWF| NMF ANDivdstoNetProf O | 115%
Other 7453 7388 _633.8] BUSINESS: Fronlier Communications Corporation (formery  7X06. H previousty divested s public saevices businesses. Acquired
Current Assets 20872 16188 15994 | Citizens Communications) offers voice, data, high-speed Intemet, Commonweslth Telephone Enterpdses, 3/07; Verizon's locat

and satelife video services to consumers and businesses in 27 wirefine unit, 7/10. Has about 13650 employses. OfficersiDirectors

Sg%i‘s[i’agab{a g%gé gﬂg %}322 stales. [t had also provided compeliive focal exchange carder own less than 1% of common (3/14 proxy). Chaitman & CEO; Mag-

thar 6548 7164 7483 | (CLEC) services lo relall business customers and to other commu-  gle Wilderotier. inc.: DE. Addr.: 3 High Ridge Park, Stamford, CT

Current Liab. 5535 13016 13310 [ nications camiers through Eleciric Lightwave, [ne., which it so'd in 06905, Tel: 203-614-5600. Inlernsl: wwv.fronlierontine.com.

. . o . | Frontier Communications osted expected to finance the deal through a $1.9
Fix. ﬁi?_ RC:V’ 160% _155% ’d ,1125,? mixed results in the first quartgr. The hilrl,ion debt offering. The wirelinegsegment
gmnga(pefs;;ss Il;?{ﬁ. ;)\?;t Es!lo’" g 2 company reported a year-over-year sales has been facing difficulty in recent years,
Revenues 55%  -6.5% 5% | decline for the March Interim, Lower though, this deal is a positive for the com-
“Cash Flow" 30% o 0% 25% | demand trends in voice revenues and costs pany's lang-term footprint, in our view.
g"w"'(}gggs - 1?\,5”} e % | assoclated with carrier settlements from Broadband should continue to grow
Book Value DE5% 3,’035' 1.5% | the fourth quarter of 2013 contributed to aggressively in the near term. After a

cal QUARTERLY REVENUES (§ nif} o the decline, That said, the company record number of subscriber additions in
en:a-r Mar3d Jun30 Sep.30 Dec 3 Y:alr managed to offset this with healthy gains the recent quarter, we expect an uptick in
- - v ; in broadband subscriber additions, which sales for this segment. Additionally, the
gg}; 13462'6 igggg g%gg 1122332’; ggﬁg totaled a record 37,200 for the quarter, company is continuing to establish new

3013 h3054 11005 11853 13604 4781 While margins remain under pressure for partnerships as incremental sources of
2044 hi540 1185 1165 1166 |4e50 | the time being, management is focused on revenue. Despite competitive pressures
2015 W40 1140 1140 1136 4550 | improving profitability geing forward. from larger breadband network providers,
cal EARNINGS PER SHARE A . However, we maintain our 2014 share-net Frontler Communications still maintains
enga-r Mar3t Jun30 Sep30 Dec3i Y:ar estimate as elevated acquisition coests will 20 mgh speeds and higher, on more than
2011 % % i o7 2 remain due to new sales through alternate  60% of its lines. Toe, further upgrades and
w2 0 o o 02 i channels, in addition to a shift teward price increases augur well for business in
w3l 05 08 07 ‘54| lower-margin services (such as customer the near term. That said, slower trends in
041 05 06 05 o4 .ap| support). other segments and clevated near-term ex-
2045 06 07 06 .06 25 ‘,I{Jile 1;:011111.))any‘s pulichalscci: (;f AT&T's penseijs may offset broadband gains for the

ry reline business should close soon. time being.

egcaila-r Ma$.%A1RT§Er%gMgeE§.D3‘?}PAIIJZc.3i \F.é‘a”r Indeed, the $2.0 billion cash transaction These shares are ranked to outpace

2010 T @ 45 88 made last December is cxpected to close by the broader market averages in the
i1 | 188 188 188 fas) 75| early fourth quarter. Management believes mnear ferm. However, three- to five-year
M2 w0 46 A6 A0 4p1 the move to be cash flow-accretive by next price recovery potential remains modest at
3] 40 10 a0 46| 4ol year, and should help support the this juncture.

2044 1 16 .10 sustainability of its dividend. Frontier is FEugene Varghese June 20, 2014
(A} Diuted earnings. Exdl. nonrecuring share net may nol sum due to rounding. Next | quasterly dividend poticy adopled in 7404, Pay- | Gompany’s Financial Strength 8
gams:‘(losses) ‘97, $0.21; 98, (SOH) 89, eammgs report dua early August. (B} Indl. in- | menls fypically made in March, June, Seplem- | Sfock’s Price Stability 60
0.38;°02, {$2.01); '03, $0.24- 104, (50, 28] tang.: 12, $8018.7 mit. (39.00/sh.} (C) I mid. | ber, and December. Price Growh Perslstence 5
Excl. galn from disc. ops.: ‘89, SM . Quartzrly | (D} Inel. spadial dividend in '04 of $2.00, New Earnings Predictabllity 60
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TECHNICAL 3 towesdonitt |- Rt rice Srenceh
o1 spit 2104 48
BETA 95 (1.00-Narke) EIRE R LT S NN S 55755 5 A S P M O S SO EELE CLE 40
201719 PROJECTIOHS o o it recession e T B T T RS 32
Ang'l Total e - 2
High p4n5“ (-P;én |3!eau;n | i [!||=ri HETTE — 20
Low 30 (+5{§} 2% 0 T s i Rl "“1]? ,;u[ i 16
Instder Degisions T — ﬂil ﬂli% 12
T EEEY ST I I T ;
Giiws 0020100153 |t =] 5
e 0020100011 .. N % TOT. RETURN /14
Institutional Declsions © ot T N ol LA L
WA 4 10N 4 . setsty . P
L‘;g\g ég 3‘; gg SP;?:;\[ ‘!82 g : : e d e Lol ] ;g g?g lgg B
hase_sgri sera eaof V20 f gt LT MIRTTRmAL Sy 580 tste
1998 [ 1999 | 2000 2001 | 2002 | 2003 ; 2004 | 2005 | 2006 12007 [2008 [ 2009 [ 2010 2011 (2012 [2013 (2044 12015 | ©VALUELINEPUS.LLC|17-19
.- . 285] 343| 440 4657 529) 63| 727| 601t 64t 673 820) 1054 | 12021 1285| 4370 14.50 |Revenuespersh 2000
-- . T8 48 S| 46 128 144 185 204 238 244 2654 291 3387 415! 475 500 |“CashFlow” persh 600
-- .- 44 351 dis A3 45 Ab H 801 12| Q06 86 57 631 1237 130 1.55 |Earnings persh A 185
- Al A2 A2 A3 44 A5 .16 27 30 32 33 3B 33 38 Al 40 Div'ds Decl'd per sh B 42
-1 1861 1238 100 5 1491 18 Oy 1AM 28| 2|z | 3B 372| 485 3707 365 |CapTSpending persh 345
-o| 2847 330 338 4863 49T 52| 6811 643} 70| V42| 861 | 828 | 867 675| 10.60] 11.40|BookValuepersh 14.60
-- | 72557 58| 7266] 2278) 2283] D06 028 BN 063 DY) 277 | B 2085 M| 10| 2470 [CommonShs Quisly © | 25.00 |
-- - 137 157 67| 1831 252 193] 282] 162] B8] 28] 2065 192 1h6 | Beld fgfres are [Avg Ann'I PTE Ratio 200
. . 84 80 -- 45| £02) 1401 14| 2R 87| i25] M| 188!l 12 83| Valeline  Ipelative PE Ratio 125
185 29| 16w taw| era | ism | aasloasn | e | e | sen | 22wy 2swl 18| =Y Davg Aorl Divd Yield 1.1%
CAPITAL STRUCTURE as of 33114 1240 1464 16923 452} 1444 | 1606 | 1049 2504 | 2881} 3090 3307 350 |Revenues {$ml) 500
Tolal Debt $230.0 mit. Due in 5 Yrs $70.0 mil. 31.9% | 285% ) 28.6% | 428% | 523% 1 40.0% | 41.9% [ 35.4% | 38.2% | 38.5% | 39.0% | 40.0% |Operating Margln 40.0%
LT??%‘gfegﬁ il ,‘578’)("}‘8'35‘5&0 il 160 24 273| 27| 209F 326] 426 558 44| 7000 80.8| 80.0 |Depreciation {Smii) 100
(Feta O 194 of Cap) 102] 107] 180| 188| 263] 25¢) 24| 135] 166] 2061 350| 400 |NetProfit{$nil) 500
Mo Defined Bensfit Pension Pian 372 | 385% | 40.7% | 408% | 40.2% | 41.1%5 | 41.6% [ 44.1% } 4205 | 42.0% | 41.0% | 41.0% |Income Tax Rata 41.0%
85% | 7.3% | 106% ! £3.3% | 18.2% | 156% [ 105% | BA% § 5.8% | 96% | 10.6% : 11.4% [Net Profil Margin 10.0%
Leases, Uncapltalized Annuei rentels $11.6 mill 28] dtg| 98] t7e| 480 80| 258 89| 583| S4G| 70.0] 70.0 |Working Cag'l fmilly 850
Common Stock 24,036,146 shares 4784 34 28 177 30F 2841 18031 1587 | 2302 2243 250 225 {Long-Term Debt {$mill} 250
as of 424114 e 11387 1296 1352 [ 1544 | 1676 1757 § 1903 § 1977 | 2078 2343 255 275 |$hr. Equity {$mill) 350
T3] 8% 1 122% | 117% | 134% { 126% ] 61% | 50% | 47%| 7.2% 7 7.5% | 85% |Return onTote! Cap't 9.0%
9.0% | 88% | 133% [ 124% [ 15.7% | 14.3% 1107% | 68% | 80% | 12.6% | 13.8% | 14.5% [Returnon Shr. Equity 14.5%
MARKET CAP: $700 million (Smail Cap} 61% | 8% | 94% | 86% [ 118% [ 103% | 68% | 3% | 44%| 67%| €0% | 85% |Refainedto ComEq 8.5%
CURSREHT POSITION 2012 2093 3RIMA( 323 ¢ 33% | 30%; 3% | 25% | 28% | 36% | 54% ) 5% 29% | 28%: 24% ]AI Div'dstoMetProf 2%
Cash Assels 711 383 53.7 | BUSINESS: Sheaandoah Telecommurications Cempany provides  “Shenandesh Cable™. Acq. JelBroadband Holdings, 7/i0; NTC
Receivable 203 258 2551 yoice, video and dafa senvices lo end-user cuslomess and other Communications, 1$/04; cerlain cable assels and custonsers from
glher 1 A —1%% % _,1(2’_3% communications providers. Also operates a fiher optic network. Rapid Communications, 12/08. Has 682 emplys, OF, & dir. own
A“ge’:, 1‘;‘3 17 126 5 | Three pimary operating segments are: Wireless (80% of 2013 7.1% of comman stock (3/t4 Proxy). Pres. & CEO: Chrstopher E.
Dbt pug e 26 53 135 rev) as a PGS affiiala of Sprinl Nextel, Wireline (16%), including  French. Inc. VA Address: 500 Shentel Way, Edinburg, VA 22824,
Other 24.4 255 239 | focal and leng-distance telephone and DSL; and Ceble TV (24%),  Tel: 540-984-4141, Intemet: www.shentel.com.
Cutrent Ligh. 581 438 41| ghenandoah Telecom performed well transaction is recorded on Sprint's hooks.
ANNUAL RATES  Past Past Estd'10'12] to start off the year. The rural telecom The company should benefit from not hav-
ofchange(persh}  R¥s.  5¥rs, 0713 4 provider posted earnings slightly above ing a subsidy on a phone sold on Eazy Pay
58;&’]“,’;?3‘”,. }gg{g 18‘2{2 ,fggé‘,' our March-perfod estimate. The company through hentel-controlled  channels.
Earnings 125%  1.0% 145% | attributes the performance to increasing While Shenandoah did not provide any
Dividends 118::? 11.0% 352? smartphone penetration, which now details on the financial impact this could
Boak Value 100% _ 75%  7.5% | makes up about 77% of the postpaid cus- have, we do expect this to be a growth fac-
Cal- | QUARTERLY REVENUES {§ mill} Fuli | tomer hase. That sald, there was a nega- tor in the near term.
ender |Mar31 Jund0 Sep30 Decdi} Vear! tive impact from charges related to The churn rate may be hurt by the
011 | 604 616 626 665 | 251.1] network upgrades for 4G LTE data serv- loss of Assurance Wireless customers,
2012 1 688 714 729 750 | 2881} ice. However, management believes these The subsidiary began its annual
2013 | 760 715 715 788 | 90| costs should subside going forward as up- reautherization of its customer base in
2014 | 805 845 800 850 | 330 grades have been completed. We expect March, which is likely to continue through
2015 | 850 850 800 908 | 30| continued subscriber growth in the wire- the end of June. This led to a loss of about
Cal- EARNINGS PER SHARE A Full | less segment for both postpald and prepald several thousand Assurance customers
ondae {Mar3l Jun3 Sepd0 Bec3t| Year | service. Still, risks abound as the industry that may increase the companys churn
2014 43 M8 5 46| 5| remains very competitive, with major rate (@ measure of disconnections). While
2012 J9 4 s A 89} players looking to cansolidate. we expect this figure to be elevated
P T I I [i"he company should now be able to through the second period, this trend
2014 3632 3t 31 130} penefit from its Sprint Framily and should reverse in the second half of the
2015 A0 A0 .35 A0} 155 Eazy Pay services. Management pre- year. Shenandoah will likely focus on ef-
Cal- | CQUARTERLY DYIOENDSPAID® | Fulf | wviously mentioned that it would not be forts to market its network and data serv-
endar | Mar31_Jund0 89930 DecH]| Year| ghle fo offer its Framily and Eazy Pay ices to help offset these losses.
2010 - 33 33 plans untll late April. This augurs well for These shares now possess our Highest
L 331 June-period results, and going forward, rank for Timeliness (1). However, long-
A 3 3| Management noted that Sprint would term price appreclation potential is un-
gg;g . o 38 38/ relmburse Shenandoah for inventor y used derwhelming.
to satisfy customer needs, while the entire Eugene Varghese June 20, 2014
FA) Dituted earnings. Excludes gains!(losses) not sum due [0 rounding. Next eamings report Company's Financlal Strength B
rom discontinued operations: 08, (8¢); '09, | due eary August. (B} Dividends pad in early Stack’s Price Stability 35
(42¢}, 10, 6055 Y, 11, (26) Excludes noarecer- | December, {C) In mill, adj. for spits. Price Growlh Persis(ence 60
ng gain/ ): 10 ?¢) 2012 eamangs may Earnings Predictabllity 60
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REGENT PE Trafling: 184 y| RELATIVE BIVD VALU
TELEPHONESDATA SYS, wsedi26.36uNMF Gz BOTRARNVERS 20% sl
THEUNEss 3 et [ o] 2047 $27] 407} soel eie) eas) i) ma| wal mal giel o Target Price Ratgo
SAFETY 3 hewya? LEGENDS
TECHNCAL 4 Ras o R Pt Sheh 12
Resed 2014 2401 spit 505 a6
BETA 115 {1.00=Mazt) o Yes . B0
—7017-13 PROJECTIONS 216 indeales recessin Y EChLLY AR 64
Anrl Total 48
Pdtce  Galn  Reluin |, 40
M A e et T e e M = v
Insider Declsions —ull!H"!l cl /TN | A Lk | L 2
JASOHNDJFMN e ll‘[ “El lil T L D I
BBy 00000000 0w, 15
Ofes 000010000 1 \ LA LT | 12
Wit _0 22021000 g % TOT, RETURN 514
Institutional Decislons ” Jes  vsame
< ik
iy m?zg O s | percent 1 : g — {1 21 et T
B sii esian sessp| "o S ﬂﬂ [IHL By ot 819 |
1998 199912000 2001 | 2002 | 2003 [ 2004 [ 2005 | 2006 { 2007 [ 2008 [2009 12010 |2011 12012 2013 [2014 {2015 | ©VALUELINEPUR.LLC) 17-19
w5t 14| 8l 3| 240] 7zt serv| atse| 33t e} 4135] 4362 ddsd | 4304 | 40s0] 4506 4535| 47,95 |Revenues persh 5000
252| 33| 4337 484| 515| 540] ses| 745| 78| s57] 692 820 801 820| 830 065] 20| 875 [“CashFlow” persh 5.20
654 b 147 132 115 &) Ml LI 18| 283 14 163 125 168 15 128 | dd0| .15 |Eamingspersh A 1.60
20 21 B 25 2 ] 30 32 3 36 38 A A1 A3 49 Kl 54 5% [Div'ds Deci'd per sh Bw 37
419 347 357 5501 705} 625 638 573 B69| 5471 603| 583 683 $H | 922 812| 785 800 [CapTSpending persh FAL
1678 1864 3082 27.561 2387} 2493 2553 2665 2812 3070 3083 | 3281} 3375 | 3360 3016 | 4375 | 4400 4450 [BookValug persh 40.50
13336 13285 12770 ] 12740 120601 124.10] 124,06 | 42572 [ 12699 | 127.67 { 12406 [ 11511 | 11298 [ 117.90 | 107.94 | 108.76 | 107.00 | 106.00 jCormon Shs Quistg © | 104.60
--1 %92 46| 32| 273y 392 NWF| 209 3097 28 510 68| 44| 160| 38| 199| Bomdsighresare |Avg Ann'i PIE Ralio 75
-~ 223 270 475|148 223| WMF| A4t 167} Qe[ 307 142 i85 60| 202) 113 Veweline  IRelative PJE Ratio 170
son | ew| sl e en] wmml | e | wmi oew | otow | tan ]| 4w fosn | 24 208 U™ |Avg AnwlDivd Yield 11%
CAPITAL STRUGTURE as of 3/31/14 . 37204 | 3960.1 | 4364.5 § 48200 | 50920 | 8020.7 1 40858 | 51805 | 5345.3: 49012 | 4850 5000 |Revenues {$mill) 5200
I%lglegteggggziihf‘vﬁni'l-ETu?nltne fe:’trzgsggnf:'fll 4241 203 1616 ] MI2] 35| 1938} 1438 2005 | 8187 1419 o450 d16.0 |Net Profit ($mill 105
o o e 527% | 35.5% | 36.0% | 39.3% § 197% | 345% [328% | 3124 | 375% 1 43.2% | 33.0% | 33.0% |Incoma Tax Rafe 33.5%
g crosteamed: 2 ollniorost overagt: | “yyoy | sek | 37 | 74% | 19% | a9% | 20% | 39% | 15% | 29% | WME| MMF [NetProfitargin 20%
No Delined Bensfit Pansion Plan 408% | 46.4% | 385% | 26.3% ] 209% | 252% | 252% [ 250% | 27.0% | 28.0% | 28.0% | 28.0% Long-Term Debt Ratio 30.0%
434% | 46.2% | 52.5% | 63.2% ] 624% | 636% §B4.0% | 64.6% | 62.9% | 64.0% | 61.0% | 61.0% [Common Equity Ratio 58.6%
PfdStock $.8mil.  Pid Div'd $.3 mif. 72552 | 72443 | 65008 | 6210.1 | 60386 | 59353 | 59508 | 67317 | 6377.1 | 6450 | 6500 | 6600 | Tolal Capital Smil} 7600
fndl. 9,000 shares, fquidation vala of $100per | 33065 { 35052 | 35614 | 35251 | 35689 [ 35076 {36583 (37845 | 39073 | 3525 | 3550 3575 |Net Plant ($mit} 4000
i 20% 1 48% | 45% 1 84% | 30% | 49% ; 38% | 47% | 225 1541 NMF| NMF |Retumn on Total Cap'l 2.0%
Common Stock 108,743,704 shs. 13% | 66% | 45%F 87% | 25% | 54% | 38% | 51% | 20% |} 254 NMF| NMF |Retumnon Shr. Equity 0%
{Includes 7,175,248 Series A com. shs.) 135 ] 66% | 45% 1 87% | 25% | 54% | 38% | 51% | 20% !t 254 | NMF| NHF [Retumon Com Equity 25%
MARKET CAP: $2.9 billion (Mid Cap) A% | B4% | 33% 7 TEL | 12% | 38% | 25% | 38% %1 25% | NME| MNHF |Retainedto ComEq 2.5%
CUF&%!{Z&T}POSH[ON 042 2013 M4 90% | 8% | 27% | 3% Si% | MW 3% | A% 65% 1 3%% | NMF|[ NEF [AILDiv'ds to NetProf 56%
Cash Assets 856.2 8801 013.0 | BUSINESS: Telephone & Data Systems, Inc. Is a telecommunica-  ess. Off. & dir. contro) 98.7% of Series A common shares {and 56%
Other _907.2 1207.2 1076.1 | gions service company with cellular and landline operations. AS of  of voting power), BlackRock, Inc,, 9.9% of common {not Series A),
Curcent Assels 1763.4 20873 1989.1 | 12/31/13, served about 6.8 nilion cuslomers in 35 states. Cellutar  Capital Research Global Invaslors, 9.8% (4113 Proxy). President
éc%l{.gayabla 37%-% 49‘1)-;5 41‘15-2 oper. pravided 80% of '13 revenue, lelephone operalions, 20%. and CEQ: LeRoy T. Carlson, Jr. Incorporated: Delaware, Address:
O?hef ue 5461 6941 &00p | Subsidiares incude 84.0%-owned 1.8, Cellular and wholly owned 30 North 1aSalle St, Suite 4000, Chicago, lllincis 60602, Tele-
Current Liab, 0246 11918 10252 108 Telecom. *13 depreciation rate: 9.1%. About 1,500 employ-  phona: 312-630-1500. Intemel: wuaw teldia.com.
ANNUAL RATES Past Past Esrd’1042| Telephone & Data Systems has once Cellular partnerships, and acquisitions at
dchange(prsh)  0¥is.  SYrs,  te’i78 | again been active on the acquisition TDS Telecom. Although we have decided
?SSVE#L":?S . 5-5:2 ?-g‘ff; gg;’f trail. In early May, the company inked an to inctude the results of these transactions
Eaninos R e Gow | agreement to acquire substantially all of In our earnings presentation, additional
Dividends 6.0% 655% 40% | tie assets of a group of companies operat- boosts from similar sources are not guar-
Book Value 25% 40% 30% | ing as BendBroadband for $261 million. anteed. What's mare, the 84%-owned U.5.
Cal- | QUARTERCY REVENUES (§ milt) Fen | This Bend, Oregon based entity is a full- Cellular’s recent performance as rather
endar {Mar3t Jun30 Sep.d0 Desdl| Year | service communications company, offerlng underwhelming, as the company is feeling
2091 1258 1279 1335 1316 [51805) an extensive range of broadband, fiber the effects of an increasingly competitive
2012 11305 1323 1370 1346 I5353] connectivity, cable television, and tele- wireless market and the challenges that
2013 19308 1228 1i8f 1184  149012| phone service for commercial and residen- regional providers face iIn competing
204 11196 1204 {1215 1235 {4850 | tial customers in central Oregon, and gen- against the nationwide carriers. All told,
2045 (1230 245 1255 1270 {5000 | erated annual revenues of $70 million in TDS ocught to post a net loss of $0.40 a
cal EARNINGS PER SHARE A Fuy | 2013. We look for the transaction, which is  share this year, with an impravement in
endar [Mar.31 Jund0 Sep.30 Bec.3f] Year | subject to the typical regulatory approvals, the cards for the following year.
2011 F 37 80 63 d12 | 148| to close in the third quarter of this year. At present, Telephone & Data Systems
2012 48 3 21 439 75| This deal comes on the heels of the 2013 stock is not a particularly enticing
M43 | 01 142 460 608 | 1.28| acquisitions of MSN Communications, Inc. short- or long-term play. It is currently
214 | A6 d1F  d08 d33 | dd0| and Baja Broadband, LLC. ranked to run in tandem with the year-
M5 | dos 07 12 42 | di5] Meanwhile, the company is likely to  ahead market, and given that it is trading
Cal- | QUARTEREY DIVIDEKDSPAID 8a | gy | report a net loss both this year and well within our 3- to 5-year Target Price
endar [Mar3t Jun30 Sep.30 Decdi| Year| mext. Truth be told, TDS posted an im- Range, it is unlikely to curry favor with
2010 | 404 A4 404 S04 411 pressive and rather unexpected jump in long-term investors. Tog, it is important to
011 | 418 i 418 A8 47 | lirst-quarter earnings, on a 9% year-over- note that our Target Price Range is largely
242 | 423 423 423 423 49| year drop in revenues. The bottom-line im- dependent on TDS's ability to return to its
2013 | 128 128 128 28 51| provement, however, was largely the re- historical earnings growth rates, which at
4 | M ¥ sult of U.S, Cellular's divestiture transac- the moment, seems uncertain,
tion, the deconsolidation of certain U.S. Kenneth A. Nugent June 20, 2014
{A} Diuted eamings. Next eamings report arly 150.15); '02 {§19.35); '03, (50.02); '04, ($0.63). | spiit. Commeon slock, § volefsh; Series A, 10 | Company’s Financlal Strength 8
August. Exdl. gain from disc. ops.: ‘01, 41¢. B} Dividends hlstoncaﬂ)",pa:d in fate March, | volesfsh, Stock’s Price Stability 60
Exd. exira, kosses/galns: 07, 364, Exd. nfr June, Sept, & Dac. » Dvd re. plan aval. (5% Price Growth Persistence 20
gains: '88, $2.21; 99, $3.08; 00, {30.15); '01, | discount). {C} In mitfions, adjusted for stock Earnings Predictability 35
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Windslream traces its roots to Allied Tele- ] 2004 | 2005 [ 2006 20070 2008E | 2009[2010F] 2041 | 2012] 2013|2014 [2015 | OVALUELINEPUB.LLC}17-19

phone Co. of Little Rock, Arkansas formed .- - 838] w7 722 688 73| TH| 1047 1007] 880 970 |Revenuespersh 10.05
in 1943. In 1983, Alfled mesged with Mid- - -1 189) 28| 212| 200 99| 208| 269] 220] 210 215|“CashFlow" persh 255
Continent Tefephone Co. of Ohio, creating . -] 193] g8l 98 06| 66| 83| 48] 281 257 .40 |Eamingspersh A .80
ALETEL Corp. ALLTEL acquired Standard .- -] 20 40| 100] 100 08| 100| 100] 108 1001 1.00|DivdsDecdpersh Bm| 160
Group, Inc, and Aliant Communications in - |7 &8 2| &8 82 1| 187] 1A% 725] 1.25 |CapiSpending persh 110
1889, That telco purchased phone lings -- -l @l oMl 57 BO[  165F 256| 188| 1d45] 130] 145 |BookValue persh 220
from GTE, Verizon and others. On 7117/05, - - | 47680 | 454.50 {43040 | 43680 504.36] 566.30 | 583.20| 5%6.00| 603.00 | 604.00 [Gommon Shs Quistg© | 603.00
in a $9.1 bilion equily and debt dedl, - < B0} HE] 15| NI 78| 184 216 23| boMsighresare |Avg ANNIPIE Ratio 115
ALLTEL spun off ifs wireline assets, which . AR I (1 B 3 T8 142 445;  §38| 185| elelle  |Relative PE Ratlo J5
merged with VALOR Communications fo .- | s | sgw | 112%] ee%| 80% i oms| tisn| S"P™  lAvgAnniDivdYield | 11.9%
form Windstream. Since then, the COmpany "ogus e 1 20935 (31333 [ 32608 | 31715 | 20966| 37120] 42867 | 61563| 60008| 5900 | 56850 [Revenues () §100
has geown via several mulli-million doflar 8- | ‘gp53 | 9917 | 4505 4858 | 4309 | 45| 3107| 3614] 28] 1763] 180|220 |NetProft (Smi) P
Quisilions. 402% | 41.2% | 383% | 95.0% | 394% | 387 | GB5% | 369% | A3%! I80%| 380% | 38.0% [Income TaxRale 2%
CAPITAL STRUCTURE as of 33114 132% | 13.4% | 149% § 435 | 13758 | 112% | 84% | 84% | 46%F 20%| 34% | 3.8% [NetProfit Margln 69%

Total Debt $8705.3 mil. Due In 5 Yrs $3000.0 mll, [ 66% | 64% | 92.1% | 88.4% | G55% | 90.0% | 696% | 856% | 88.0%; G1.0%| 92.0% | 91.0% |Long-Term DebtRalo | 85.0%
LT Debt $65176 mi. LT Interest $6000mil. | g340 | o3y | 79% | 106 | 45% | 40| 104% | 1245 | 120%0 00| 80%! 9.0% |CommonEquityRatio | 150%

e e ntals $101.0 7, | S9576 | 3121 | 59260 | 60340 | 56105 | 6532.1] GIZ2| 10435 | 92187] 84722] 6175|8678 Yol Captal(fmil) | 8428
Penslon Assets.12/3 $859.7 mil. 30743 20536 § 30398 {40423 [ 38071 | 3092.6) 47727[ 57081 | 58627] 53658] 5030F 4700 |MetPlant{$miif} 3380
Obllg. $1210.6 mill. 1006% ; 105% ] 4% | V1A% | 1i4% 1 8.2%( 7.9% | 64% | 63%| 20% 204 25% |RetumonYotal Capli 4.5%
Pfd Stock Nore 104% 1 109% | 95.0% | 666% [1724% {4283% | 37.4% | 24.4% | 255%| 205%) 23.0% | 25.0% |Retumons$hr. Equity | 31.0%
G gf;?gg-gf;ﬁffﬁ;ﬁm;;" ABOIA ) e | 10y | 950% | 656% 1124 iosan | ard | 200w | 2su| onsu] 230% | 2503 [RetumonComEquly | 21.0%
CURREAT POéITIbN 012 2003 361 104% | 108% | 44% | NMF [ NMF] NMF| HNWF] NMF| NAF| NMF{ NMF| NMF [Retainedto ComEg NNF
SMILL) -- Ao % p 102 1025 | NMF| MNMF| OMMF| NMF|  NME] NRF|  NMF Al Bivds to Net Prof NHF
8?;“‘!‘558[5 ﬁﬁ?g ﬁgg'g wggg BUSINESS: Windstream Corp, is ong of the largest sural witeline 415,000 mites. Access lines: 3.5 mil. Has 1.35 mll, broadband and
Curent Assets W Wﬁ 11434 telecam compqnias in the WS, Provides local telephone senvice fo 426,100 digitel-TV accounts. Off. & dir. own less than 1%‘ of com;
Accls Payable 1637 3850  355.9 | ©ver three millioq cuslomers across 29 slates, Also operales long  Vanguard Group, Inc, 6.8% (414 proxy). 2013 deprediation rate:
Debt Dug 2816 850 88.7 | distance phone, Intemet, product distibution, and communication  6.6%, Has 13,434 empis. Chrmn: Dennis Foster. Pees. & CEQ:
Other 923.1 _974.7 _983.0 | and lechnology solulions, Sold direclory publishing business 1107,  J.Gardner. Inc.: DE. Addr: 4004 Rodney Parham Rd, Litle Rock,
Current Lab. 21684 14456 1427.6 ] wireless operations 12/08. Local and long-haul fiber network: AR 72212, Tel.: 501-748-7000, Intemel: waww.windstreant.com.
Fix. Chg. Cov. 216%  130%  130%

Windstream struggled to meet our in the near iferm, driven by expected price

ANNUAL RATES  Past  Past Estd 1012] share-net  estimate for the first hikes later this year, coupled with lower

of change{persh)  10¥rs. 5Yrs.  to'ii8

Revenues . 45% 2% | quarter, Indeed, March-period earnings marketing spending and employee-related
“Cash Flow” <~ 20% 20% | fell below our expectatlon by $0.08, to costs from recent restructuring efforts,
E?J:&'gggs . ;gg;}" 4-0‘.\5‘?, $0.02 a share. Management attributed along with the deployment of new 100-gig
Book Valde o0 100% 1o% | much of the decline to higher-than- solutions to help expand bandwidth. In ad-

expected advertising spending, as well as ditlon, Windstream will be looking to
Increased costs of services. That said, the transition te an IP network to help en-
company believes it can right the ship by hance its breadband network, providing
2082 | 1538 1535 1545 1538 6158 the second half of the year as these costs increased capabilities to its customers,
2013 | 1500 1506 1504 149% 6o | are expected te subside. In addition, while while pursuing alternate growth initia-
20f4 | 1465 1470 1490 4470 | s0p0} business service revenues were flat, year tives. That said, WIN is not seeking any
2015 | 1450 1450 1480 1470 | s58sg| over year, Windstream believes this seg- acquisitions in the near term, unless the

| EARNMNGS PER SHARE A ol ment to be a continuing growth factor, right opportunity arises, particularly for
eﬁga} Mar31 Jun30 Sepd0 Dec.3d Y:alr particularly as wireless carriers are its Business division. We believe better
201 B @ 47 45| neg| decommissioning their legacy circuits and cost management will help improve
2012 R Rt 28 offsetting these with fiber-to-the-tower bottom-line results for the long run,
3013 @ 05 05 09 ‘gg| revenues. However, for the time being, the though some headwinds remain in the
2414 0 07 8 68 ‘35| company will face challenges with higher Small Business and Voice segments, All in
2015 40 40 40 .40l 49| expenses and limited growth opportunities all, we have lowered our 2015 earnings es-
cal- | QUARTERLY DMVIDENDS PAR ®a | rui due to competitive pressures. We have timate by a nickel, to $0.40 a share, as the
e,,;a', Mardt Jund0 Sendd Decdd Y:ar lowered our 2014 earnings estimate by company’s cost-reduction efforts will likely

y " . " -1 $0.15, to $0.25 a share, considering the Dbear fruit gradually.

ggh} gg gg gg gg 1138 challenging operating envirenment. These timely shares offer a high yield.
a2 | 95 o5 o5 ok £00 Management remains focused on cer- However, dividends are not covered by
013§ 95 95 9% 9% tg0| tain stratepgic growth initiatives to earnings, and longterm price recovery

Cal- | GUARTERLY REVENUES {$ mill} Fult
endar [Mar31 Jun30 Sep30 Dec3i| Year

2044 j 1023 1030 1023 1240 jH4286

2044 1 5 o5 | help drive revenues. The company's En-  potential remains limited,
terprise segment should experience gains FEugene Varghese June 20, 2014
(A) Diluted eamings. Excludes net nonrecur- | January, Aprl, July and Oclober. m Dividend | wireless ops.mSF Includes DSE Comwn. and ComEanystnanclaI Strength B
ams!(!oss) , 22¢, °07, 96¢; '08, (5¢); | relnvestment plan available. (C) In milions Uéa) Lexcom {G) Ingi. NuVox and lowa Telecom be- | Stock’s Price Stabllity 80
'11 ? es | ginning 8/110. Price Growth Perslstance 30

3525, Q1 "2 (2¢) Next eamings repoﬁ Excludes d.reclor}gpubl ishing unit and i
due earﬁv August. (B} Dévidands paid in mid- | CT Comm. {E} Excludes former CT Comm. | [H) Indl. PAETEC acquisition.
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Business Descriptions Reported at YahooFinance:

CenturyLink, Inc. operates as an integrated telecommunications company in the United States.
The company operates through four segments: Consumer, Business, Wholesale, and Data
Hosting, 1t 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 services; 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)

Consolidated Communications Holdings, Inc., together with its subsidiaties, provides a range
of communications services to residential and business clients in Illinois, Texas, Pennsylvania,
California, Kansas, and Missouri. [t 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 1P-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 Communications Corporation, a communications company, provides regulated and
unregulated 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, muitiprotocol label switching, time
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division multiplexing data transport services, and optical transport 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
communications 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 of third-
party communications equipment to small, medium, and enterprise business customers; and
directorics. 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 Corporation, 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 (VolP) services to wholesale, enterprise, and
commercial business customers. Its operations include Ethernet, private line, multiprotocol label
switching networking, data center, Internet, and hosted VolP 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
Northwest Jowa communities; and competitive local exchange catrier, which offers services in
South Central Minnesota and near Des Moines, lowa. 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, North 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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Shenandoal Telecommunications Company, a diversified telecommunications holding
company, provides both regulated and unregulated 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 portions of western Maryland, and [eases 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 northern 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 headqguartered 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, sports 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-party 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, Iilinois. (Source: Yahoo!Finance.com)

Windstream Holdings, Inc. provides communications and technology solutions in the United
States. The company offers managed services and cloud computing services {o businesses, as
well as broadband, voice, and video services to consumers primarily in rural markets. Its primary
business service offerings include infegrated 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 online 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)
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WindStream Corp (WIN)
Value-Line Growth Forecasts 2010-2012 to 2017-2019 Dividends §  1.00
EPS 4.00% Yield 10.16%
DPS 0
6/20/2014 edition
I/B/E/S ThomsonFN Reported 2t YahooFinance.com Price Data
Growth Estimates WIN Industry Sector S&P 500 Date Average
Current Qtr. ~37.50% 20944.20% - 122.30% 14.20% August § 11.16
Next Qtr. -33.30% N/A 116.80%  24.00% July § 1162
This Year -45.70% 12.60% 7.20% 8.00% June §  9.87
Next Year 57.90% 12.50% 7.40% 12.90% May $ 913
Past 5 Years (per annum) -24.15% N/A N/A N/A April §  8.82
Next 5 Years (per ananum) -8.70% 8.91% 6.43% 10.04% March § 844
Price/Earnings (avg. for comparison categories) 59.16 20.55 18.58 17.13 Average § 9.84
PEG Ratio {avg. for comparison categories) -6.8 14.23 6.57 2.58
27-Aug-14
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Telephone & Data Systems (TDS)

Value-Line Growth Forecasts 2010-2012 to 2017-2019

EPS 4.00%
DPS 4.00%
6/20/2014 edition

Dividends §  0.51
Yield 1.97%

I/B/E/S ThomsonFN Reported at YahooFmance.com Price Data
Growth Estimates TDS Industry Sector  S&P 500 Date Average
Current Qtr. 0.00% 20944.20% 122.30% 14.20% August § 24.61
Next Qtr. 75.90% N/A 116.80%  24.00% July § 2490
This Year -182.60% 12.60% 7.20% 3.00% June $ 2623
Next Year 50.80% 12.50% 7.40% 12.90% May $ 2730
Past 5 Years (per annum) -24.71% N/A N/A N/A April § 27.10
Next 5 Years (per annum)} -4.00% 8.91% 6.43% 10.04% March § 25.01
Price/Earnings (ave. for comparison categories) -40.03 20.55 18.58 17.13 Average § 2586
PEG Ratio (avg. for comparison categories) 10.01 14.23 6.57 2.58

27-Aug-14
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Shenandoah Telecommunications Co. (SHEN)
Value-Line Growth Forecasts 2010-2012 to 2017-2019 Dividends § 0.36
EPS 14.50% Yield 1.24%
DPS 3.50%
6/20/2014 edition
I/B/E/S ThomsonFN Reported at YahooFinance.com Price Data
Growth Est SHEN Industry Sector S&P 500 Date Average
Growth Estimates 21.40% N/A 55.90% 14.20% August $  27.85
Next Qtr. 25.90% 64.20%  4420% 24.00% July §  2%.00
This Year 9.80% -10.10% 29.20% 8.00% June §  28.75
Next Year 17.00% 30.50% 20.20% 12.90% May $ 2729
Past 5 Years (per annum) 4.11% N/A N/A N/A April $  29.08
Next 5 Years (per annum)  24.40% 16.20% 15.77% 10.04% March § 2997
Price/Earnings (avg, for comparison categories) 20.31 11.13 12.06 17.13 Average §  28.66
PEG Ratio (avg. for comparison categories) 0.83 -5.7 0.02 2.58
27-Aug-14
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Enventis Corporation (ENVE) formerly Hickory Tech Corp. (HTCO)
Value-Line Growth Forecasts 2010-2012 to 2017-2019 Dividend $ 060
EPS n/a Yield 4.42%
DPS n/a
6/20/2014 edition
I/B/E/S ThomsonFN Reported at YahooFinance.com Price Data
Growth Estimates ‘ ENVE Industry Sector  S&P 500 Date Average
Current Qtr. N/A 20944.20%  122.30% 14.20% August $ 16.82
Next Qtr. N/A N/A 116.80% 24.00% July § 1614
This Year N/A 12.60% 7.20% 8.00% June $ 1445
Next Year N/A 12.50% 7.40% 12.90% May $§ 1263
Past 5 Years (per annum) -4.60% N/A N/A. N/A April § 1225
Next 5 Years (per annum) 3.80% 8.91% 6.43% 10.04% March $§ 13.57
Price/Earnings (avg. for comparison categories) N/A 20.55 18.58 17.13 Average § 1431
PEG Ratio (avg. for comparison categories) N/A 14.23 6.57 2.58
28-Aug-14
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Frontier Communications Corp (FTR)
Value-Line Growth Forecasts 2010-2012 to 2017-2019 Dividends $  0.40
EPS 13.50% Yield 6.78%
DPS -7.00%
6/20/2014 edition
I/B/E/S ThomsonFN Reported at YahooFinance.com Price Data
Growth Estimates FTR Industry Sector S&P 500 Date Average
Current Qtr. -16.70% 2094420%  122.30% 14.20% Angust $ 6.57
Next Q. -28.60% N/A 116.80% 24.00% July § 643
This Year  -16.70% 12.60% 7.20% 8.00% June §  5.67
Next Year -5.00% 12.50% 7.40% 12.90% May § 577
Past 5 Years (per annum) -7.65% N/A N/A N/A April $ 576
Next 5 Years (per annum)  -25.20% 8.91% 6.43% 10.04% March §  5.21
Price/Earnings (avg. for comparison categories) 33.7 20.55 18.58 17.13 Average § 590
PEG Ratio (avg. for comparison categories) ~1.34 14.23 6.57 2.58
27-Aug-14
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Consolidated Communications Holdings Inc. (CNSL)

Value-Line Growth Forecasts 2010-2012 to 2017-2019 Dividend § 1.55

EPS 15.50% Yield 7.39%
DPS nil
December 20, 2013 Value-Line Investment Survey

I/B/E/S ThomsonFN Reported at YahooFinance.com Price Data
Growth Estimates CNSL Industry Sector  S&P 500 Date Average
Current Qtr.  -23.30% 20944.20%  122.30% 14.20% August §  23.19
Next Qir. -4.30% N/A 116.80% 24.00% July $ 2221
This Year -5.00% 12.60% 7.20% 8.00% Jume § 21.14
Next Year -2.10% 12.50% 7.40% 12.90% May § 19.98
Past 5 Years (per annum) -0.15% N/A N/A N/A April § 19.56
Next 5 Years (per annum) 2.00% 8.91% 6.43% 10.04% March .§ 19.81
Price/Eamings (avg. for comparison categories) 25.11 20.55 18.58 17.13 Average $ 2098
PEG Ratio (avg. for comparison categories) 12.56 14.23 6.57 2.58

28-Aug-14




Schedule AHG - 4
14-STT-525-KSF

CenturyLink, Inc. (CTL)
Value-Line Growth Forecasts 2010-2012 to 20172019 Dividends $  2.16
EPS 7.50% Yield 5.88%
DPS -4.00%
6/20/2014 edition
I/B/E/S ThomsonFN Reported at YahooFinance.com Stock Prices
Growth Estimates CTL Industry Sector S&P 500 Date Average
Current Qtr. -3.20% 20944.20% 122.30% 14.20% August $  39.97
Next Qtr. 68.40% N/A 116.80% 24.00% July § 40.82
This Year 61.00% 12.60% 7.20% 8.00% June § 36.90
Next Year -5.30% 12.50% 7.40% 12.90% May § 36.32
Past 5 Years (per annum) -8.15% N/A N/A N/A April § 3418
Next 5 Years (per annum) -2.00% 8.91% 6.43% 10.04% March § 32.07
Price/Earnings (avg. for comparison categories) 15.44 20.55 18.58 17.13 Average $§ 36.71
PEG Ratio (avg. for comparison categories) =772 14.23 6.57 2.58
28-Aug-14




