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RECEIVED 2024 AUG 5 9:57 AM

WaShington 1000 Maine Avenue, SW
Suite 700

Gas Washington, DC 20024
AWGL Company www.washingtongas.com
jdodge@washgas.com

August 5, 2024

VIA ELECTRONIC FILING

Brinda Westbrook-Sedgwick
Commission Secretary
Public Service Commission

of the District of Columbia
1325 “G” Street, NW, 8" Floor
Washington, D.C. 20005

Re: Formal Case No. 1180
[Washington Gas’s Application, Direct Testimony and
Supporting Exhibits — PUBLIC]

Dear Ms. Westbrook-Sedgwick:

Transmitted for filing is Washington Gas Light Company’s (“Company”)
Application for Authority to Increase Existing Rates and Charges for Gas Service
in the District of Columbia, as well as the Direct Testimony and Supporting Exhibits
of the following 15 Company witnesses (public version):

James D. Steffes, Exhibit WG (A)
Janet Burrows, Exhibit WG (B)

Dylan W. D’Ascendis, Exhibit WG (C)
Robert E. Tuoriniemi, Exhibit WG (D)
Katina L. Banks, Exhibit WG (E)
Tracey M. Smith, Exhibit WG (F)
Ronald White, Exhibit WG (G)
Kimberly Bell, Exhibit WG (H)
Frederick J. Morrow, Exhibit WG (1)
Ghislaine Quenum, Exhibit WG (J)
Eric Block, Exhibit WG (K)

Patrick Baryenbruch, Exhibit WG (L)
Thomas Burgum, Exhibit WG (M)
Paul H. Raab, Exhibit WG (N)
Andrew Lawson, Exhibit WG (O)



cC:

Excel files associated with the testimony and exhibits are being provided
via SharePoint.

Per Cettificate of Service

Sincerely,

John C. Dodge
Associate General Counsel and
Director, Regulatory Matters
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BEFORE THE
PUBLIC SERVICE COMMISSION
OF THE DISTRICT OF COLUMBIA

IN THE MATTER OF

THE APPLICATION OF WASHINGTON
GAS LIGHT COMPANY FOR
AUTHORITY TO INCREASE EXISTING
RATES AND CHARGES FOR GAS
SERVICE

Formal Case No. 1180

i e g i el g

APPLICATION OF WASHINGTON GAS LIGHT COMPANY

Pursuant to D.C. Code § 34-901 and 15 DCMR §§ 101, 104, 200-207 and 212,
Washington Gas Light Company (“Washington Gas” or “Company”) hereby requests
authority to increase charges for gas service and to revise terms and conditions related
to the provision of gas service in the District of Columbia (“Application”). The requested
rates are designed to collect approximately $45.6 million in total annual revenues, which
includes a transfer of $11.7 million from the PROJECTpipes surcharge to base rates;
therefore, the incremental amount of the base rate increase is approximately $33.9
million. The $33.9 million of new revenues reflects an overall increase of approximately
11.9% over and above current rates.

L APPLICANT
Washington Gas is a domestic corporation of the District of Columbia and the
Commonwealth of Virginia and is qualified to conduct business in the State of Maryland.
Washington Gas provides natural gas retail sales and delivery service in the District of

Columbia and adjacent metropolitan regions of Maryland and Virginia. The Company’s



retail rates in the District of Columbia are subject to regulation by the Public Service
Commission of the District of Columbia (“Commission”).
Il SERVICE
All correspondence and communications concerning this Application should be
sent to the following:

John C. Dodge

Associate General Counsel and
Director, Regulatory Matters
Washington Gas Light Company
1000 Maine Avenue, SW, Suite 700
Washington, DC 20024

jdodge@washgas.com

and

Cathy Thurston-Seignious

Supervisor, Administrative and
Associate General Counsel

1000 Maine Avenue, SW, Suite 700

Washington, DC 20024

cthurston-seignious@washgas.com

. SUMMARY OF APPLICATION
Washington Gas is filing this request to increase base rates, because the
Company is operating in the District of Columbia with insufficient cash flows from
operating activities and an insufficient return on its investments to cover its financing
costs. The current rate structure does not reflect Washington Gas’s current cost of doing
business in the District of Columbia, as explained in the supporting testimony included
with this filing. Additionally, the under-earning was reflected in the two most recent

Quarterly Earned Return filings for December 2023 and March 2024." This Application,

! Filed under docket number WGRORETR2024-01-G-1 on February 29, 2024, and WGRORETR2024-01-
G-3 on May 20, 2024, respectively.
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as well as the supporting testimony and exhibits, reflect the Company’s analysis that
current rate levels are not sufficient to provide an appropriate return on investment and
do not reflect the increased net investment and operating expenses incurred by the
Company. Approval of the requested rate relief will allow Washington Gas an opportunity
to earn a fair return on its investments and pursue its objectives and responsibilities,
including maintaining a safe and reliable system and providing support in attaining the
District of Columbia’s climate goals.

The pre-filed testimony of Company Witness James Steffes, Exhibit WG (A),
provides an overview of the Company'’s presentation, identifies the Company witnesses,
and highlights the major issues in the case. The pre-filed testimony and exhibits of the
other Washington Gas witnesses provide support for the need for a rate increase, as well
as other proposals and recommendations.

Washington Gas’s current base rates in the District of Columbia are inadequate
due to a number of factors, including, but not limited to, (1) severe under-earning; (2)
regulatory lag; (3) growth in the Company's rate base; (4) proposed new depreciation
rates; (5) changes in tax requirements; (6) inflation; and (7) cost increases in Operation
and Maintenance expenses. Given these factors, the current rate structure is not aligned
with the Company’s incurrence of costs. The rate relief requested in this Application is
needed to provide the Company a sound financial position to continue the provision of
safe and reliable service to its customers while contributing to a reduction in greenhouse
gas emissions, consistent with the District of Columbia’s climate goals.

The Company is requesting an opportunity to earn an overall rate of return of

7.874%, as supported by Company Witness Janet Burrows, Exhibit WG (B), including a



return on common equity of 10.50%, as supported by Company Witness Dylan
D’'Ascendis, Exhibit WG (C). As demonstrated by Company Witnesses Robert
Tuoriniemi, Exhibit WG (D), Katina Banks, Exhibit WG (E), Tracey Smith, Exhibit WG (F),
Dr. Ronald White, Exhibit WG (G) and Kimberly Bell, Exhibit WG (H), to achieve the
requested overall rate of return and collect revenues sufficient to meet the Company’s
cost of providing service to its District of Columbia customers, the Company requires a
revenue increase of $45.6 million,2 which is the amount of the increase in annual
revenues requested in this Application.

The Company is also proposing new depreciation rates in this case, based on a
2024 Depreciation Rate Study prepared by Company Witness White, Exhibit WG (G), for
the District of Columbia. Washington Gas is recommending primary account depreciation
rates equivalent to a composite rate of 2.75%, reflecting an increase of 0.54% over the
current rate.

Washington Gas is proposing a Weather Normalization Adjustment (“WNA?),
which is a billing adjustment factor that creates a credit or charge to firm customers’
distribution charges based on actual weather from October to May. The WNA eliminates
the variability of weather from the calculation of revenues and offers more stability to
customer bills. Company Witness Robert Tuoriniemi, Exhibit WG (D), discusses the WNA
and how it can benefit customers by providing more stable and predictable bills, and the
Company, by allowing Washington Gas an opportunity to earn its authorized rate of
return, irrespective of weather. Company Witness Andrew Lawson, Exhibit WG (O),

describes the Company’s proposed mechanism for calculating the WNA factors.

2 This includes a transfer of $11.7 million from the PROJECTpipes surcharge to base rates; therefore, the
incremental amount of the base rate increase is approximately $33.9 million.
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This Application is premised on ratemaking adjustments to a test year consisting
of the 12 months ended March 31, 2024. The Company’s selection of this test year is
consistent with the Commission’s policies and rules and, as adjusted by Washington Gas,
is representative of the period during which new rates are expected to be in effect, i.e.,
the “rate effective period” consisting of the 12-month period beginning August 1, 2025,
and ending on July 31, 2026.

Appendix |, attached to this Application, addresses the Commission’s filing
requirements for rate changes, under Chapter 2 of the Commission’s regulations.® It
cross-references the contents of this filing with the filing requirements detailed in the
Commission’s regulations. Concurrent with the filing of this Application, Washington Gas
is filing Supplemental Information pursuant to the Commission’s rules governing base
rate changes, as well as workpapers supporting the testimony and current affiliate
agreements pursuant to the Company’s merger obligations.

To reflect conditions more representative of the estimated rate effective period,
which the Company projects will be the twelve months ended July 31, 2026, Washington
Gas has proposed ratemaking adjustments for, inter alia: (1) normal weather; (2) income
taxes; (3) wages, salaries and labor; (4) PROJECTpipes and other rate base growth; (5)
inflation; and (6) general increases to operating expenses. The ratemaking adjustments,
and the proposed rate of return, are needed to provide the Company with an opportunity
to earn a reasonable return on its investments. Washington Gas continues to believe that
limiting the adjustments by following precedent where the Commission has allowed only

limited forward-looking adjustments to the test year does not fully reflect the costs and

315 DCMR § 200 ef seq.



conditions expected in the rate effective period. However, consistent with the
Commission’s decision in Washington Gas’s last base rate case, Formal Case No. 1169,
the Company has proposed limited forward-looking adjustments in this case.

Company Witness Andrew Lawson, Exhibit WG (O), presents Washington Gas'’s
rate design proposal, explains the mechanics of the WNA billing adjustment, and
introduces other tariff changes.

The Company has complied with each of the Commission'’s filing requirements and
directives; however, if the Commission’s rules or orders are interpreted to require
supplemental or different information, Washington Gas hereby respectfully requests a
waiver of the filing requirements pursuant to 15 DCMR § 146.1. Alternatively, Washington
Gas requests a reasonable opportunity to supplement this Application with the required
responsive information.

IV. NEED FOR A RATE INCREASE

The Company'’s existing rates do not provide Washington Gas an opportunity to
earn a reasonable rate of return in the District of Columbia. The supporting details and
calculation of the level of the revenue deficiency are provided in the testimony and exhibits
of Company Witnesses Robert Tuoriniemi, Exhibit WG (D), Katina Banks, Exhibit WG (E),
and Tracey Smith, Exhibit WG (F). Washington Gas last sought a general rate increase
in Formal Case No. 1169, which was filed on April 4, 2022.

V. SUMMARY OF PROPOSED TARIFF CHANGES

Proposed tariff changes are described and supported in the testimony and exhibits

of Company Witness Lawson, Exhibit WG (O). To recover the revenue requirement

identified in this proceeding, the Company is proposing a 25 percent increase in Customer



Charges for all customer classes. After deducting the increase in revenue from the
proposed Customer Charges and the revenue increase associated with changes to
General Service Provision charges, the balance of the requested revenue increase is
proposed to be collected through the Distribution Charge or Peak Usage Charge. These
proposals are designed to provide a modest movement of the existing balance of revenue
responsibility by rate component towards higher fixed cost recovery and parity of return
by customer class such that classes of customers earning below the system average rate
of return will receive a larger share of the revenue increase and customer classes earning
above the system average rate of return will receive a smaller share of the increase, as
described in the testimony of Company Witness Lawson, Exhibit WG (O).

The proposed changes in base rates for customers’ Customer and Distribution

Charges are summarized below.

The first element of a firm customer's bill is the Customer Charge, and the

proposed changes are as follows:

Current Proposed
Monthly Monthly
Customer Customer
Type of Customer Charge Charge
RESIDENTIAL
Heating/Cooling $16.55 $20.70
Non-Heating/Non-
Cooling:
Individually Metered
Apts. $12.00 $15.00
Other $13.55 $16.95

COMMERCIAL & INDUSTRIAL
Heating/Cooling:

Small $29.90 $37.40
Large $70.05 $87.55
Non-Heating/Non-
Cooling $28.50 $35.65
GROUP METERED

APARTMENTS



Heating/Cooling:

Small $28.50 $35.65
Large $70.05 $87.60
Non-Heating/Non-

Cooling $28.50 $35.65

NATURAL GAS VEHICLE SERVICE AT CUSTOMER OPERATED REFUELING LOCATIONS AND
NATURAL GAS VEHICLE DELIVERY SERVICE

All Customers $49.67 $62.10
INTERRUPTIBLE
All Customers $121.00 $151.25

COMBINED HEAT AND POWER/DISTRIBUTED GENERATION FACILITIES

All Customers $343.75 $429.70

The second element of a firm customer’s bill is the Distribution Charge per therm.

The current and proposed basic charges are:

Current Proposed
Distribution Distribution
Charge Charge
Type of Customer Per Therm Per Therm
RESIDENTIAL
All gas used during the billing month
Heating/Cooling $0.5638 $0.7778
Non-Heating/Non-
Cooling - Individually
Metered Apartments $0.6610 $0.8653
Other $0.6390 $0.9246

COMMERCIAL & INDUSTRIAL

All gas used during the billing month

Heating/Cooling:
Small $0.5821 $0.8010
Large $0.4796 $0.6063

Non-Heating/Non-
Cooling $0.4811 $0.6087

GROUP METERED
APARTMENTS $0.4930 $0.6252
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Heating/Cooling

Small
Large $0.4863 $0.6148
Non-Heating/Non-
Cooling $0.4841 $0.6124

NATURAL GAS VEHICLE SERVICE AT CUSTOMER OPERATED REFUELING LOCATIONS AND
NATURAL GAS VEHICLE DELIVERY SERVICE

All therms $0.0745 $0.1028
INTERRUPTIBLE

First 75,000 therms $0.2094 $0.2887
Over 75,000 therms $0.1932 $0.2663

COMBINED HEAT AND POWER/DISTRIBUTED GENERATION FACILITIES
All therms $0.1033 $0.1430

The third element of a Commercial & Industrial and Group Metered Apartments

firm customer’s bill is the Peak Usage Charge. The current and proposed charges are:

Present Proposed
COMMERCIAL & INDUSTRIAL
Rate per therm of peak
month usage from prior year
Annual Usage less than 3,075 therms $0.0519 $0.0692
Annual Usage 3,075 therms or more $0.0421 $0.0532
Non-Heating and Non-Cooling $0.0423 $0.0534
GROUP METERED APARTMENTS
Rate per therm of peak
month usage from prior year
Annual Usage less than 3,075 therms $0.0431 $0.0544
Annual Usage 3,075 therms or more $0.0422 $0.0533
Non-Heating and Non-Cooling $0.0423 $0.0534

COMBINED HEAT AND POWER/DISTRIBUTED GENERATION FACILITIES

Rate per therm of peak
month usage from prior year $0.0904 $0.1246
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If granted in full, the average monthly effects of the proposed increase on_the

average customer bills will be:*

Annual Average

Therm Monthly Percent
Type of Customer Usage Increase Increase
RESIDENTIAL
Heating/Cooling 627 $156.33 17.6%

Non-Heating/Non-Cooling:
Individually Metered Apts. 63 $4.07 20.8%
Other 477 $14.75 21.0%

COMMERCIAL &
INDUSTRIAL
Heating/Cooling:
Small 1,180 $30.92 18.1%
Large 20,239 $249.16 10.9%
Non-Heating/Non-Cooling 4,345 $56.46 11.3%
GROUP METERED
APARTMENTS
Heating/Cooling:
Small 1,664 $26.98 12.7%
Large 17,379 $220.62 11.1%
Non-Heating/Non-Cooling 4,518 $58.85 11.3%
INTERRUPTIBLE
Interruptible 360,105 $2,409.94 20.0%

V. PROCEDURAL SCHEDULE
Washington Gas respectfully requests that a decision on the merits of the
Company's proposed rate increase and other proposals be rendered and new rates put
into effect, by May 30, 2025. The length of time that passes before a final decision on
the adequacy of current rates is an important issue for the Company and other

stakeholders. The financial situation the Company is experiencing in the District merits

4 Increases represented are before netting the transfer of $11.7 million from the PROJECTpipes
surcharge into base rates.
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adoption of a procedural schedule that concludes within a reasonable period of time. The
Maryland Public Service Commission regularly processes cases in seven (7) months.
The Virginia State Corporation Commission (“VA SCC") allows the Company to put rates
into effect subject to a refund 150 days after the case’s filing. More relevant to the instant
case, the VA SCC allows rates subject to refund to go into effect 30 days after the case’s
filing for an expedited case, generally one that follows the precedents of the prior case.
As discussed herein, the circumstances of this case warrant a timely resolution of the
Company'’s request for rate relief.

Washington Gas requests that the Commission hold a pre-hearing conference by
August 22, 2024, and adopt a procedural schedule by August 29, 2024, with a final
decision rendered within nine (9) months of this filing® and new rates in effect by May 30,
2025. The Company requests that the Commission issue a fixed procedural schedule in
this case, identifying timeframes and deadlines for discovery, as follows:

e Discovery served on Washington Gas commences with the filing of this
Application, for the Office of the People’s Counsel for the District of Columbia
(“OPC").

e Discovery served on Washington Gas for intervenors granted party status
commences on the date the party is granted that status.

¢ Washington Gas will make its Application and supporting testimony, including its
informational filing, available online to the Commission and OPC within three (3)

business days of this filing.

5 GD 2023-02-M, Comments of Washington Gas Light Company at 16-17 (October 16, 2023).
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o Washington Gas will require the execution of a protective agreement of non-
disclosure by parties before granting access to Confidential or Attorney's Eyes-

Only information.

¢ In discovery, parties may not request information presented in the Company’s
informational filing, unless the requesting party demonstrates that the utility’s
informational filing lacks the requested information.

o Deadlines should be established for issuing discovery on the Company’s initial
filing prior to the submission of direct testimony by the intervenors.

¢ Deadline for discovery on Intervenor testimony should be established.

¢ Deadline for issuing discovery on the Company’s rebuttal testimony should be
established.

e Washington Gas does not recommend any changes to the current objection

and motion to compel practice.

With respect to discovery, once designated as a party, the party should be free to
issue discovery on the utility’s initial filing, on a rolling basis, up to the deadline for issuing
discovery. Further rounds of discovery should be allowed on a limited basis but only
pertaining directly to the intervenor's direct testimony or the Company’s rebuttal
testimony, as applicable. Reasonable allowances should be made for extensions of time,
only for good cause shown.

Appendix |l to this Application ‘provides a Proposed Procedural Schedule,

consistent with the Company’s recommendations provided herein.
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Vil. CONCLUSION
The increase in rates proposed in this case is just, reasonable and non-
discriminatory anc\i is the minimum increase needed to recover the Company'’s revenue
requirement. Accordingly, Washington Gas respectfully requests implementation of new

rates, as provided in this Application, supporting testimony, and exhibits.
Respectfully submitted,

Karen M. Hardwick
Senior Vice President and General Counsel

Efzirr\SQazs;

JOHN C. DODGE
Associate General Counsel and
Director, Regulatory Matters

Attorneys for
WASHINGTON GAS LIGHT COMPANY

1000 Maine Avenue, SW, Suite 700
Washington, D.C. 20024
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200

200.1

APPENDIX |

FILING REQUIREMENTS FOR RATE CHANGES

All rate change applications, other than tariff filings not affecting existing rates,
shall include the following information:

(a) A statement of a historical test year and the basis for choosing this test

year,;
Exhibit WG (D)
(b) A statement of a proposed test year and the basis for choosing this test
year;

Exhibit WG (D)
(c) A description of the nature and basis of the changes proposed;

Exhibits WG (A) - (O), as well as accompanying exhibits, supporting
workpapers and supplemental information

(d) A listing of the tariff pages affected by the changes proposed;
Exhibit WG (0)-4

(e) A listing of the existing rates and proposed rates for each service for
which changes are being proposed;

See Section V of this Application and Exhibit WG (O) and accompanying
exhibits

f A full statement and description of any new or revised tariff rules and
regulations;

Exhibit WG (O) and accompanying exhibits

(9) A statement listing the jurisdictional operating revenues of the utility for
the historical test year and the proposed test year;

Exhibits WG (D) and WG (E) and accompanying exhibits

(h) A listing of the total number of jurisdictional customers or accounts
served for the historical test year and the proposed test year;
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200.2

Exhibit WG (O) and accompanying exhibits

(i) A calculation of the number of jurisdictional customers or accounts in
each customer classification whose bills will be affected or a calculation
of the average effect of the proposed change on jurisdictional customers
in each customer classification based upon data for the historical test
year and the proposed test year; and

Exhibit WG (O) and accompanying exhibits

)] A calculation of the total proposed revenue change in dollars, by
customer classification, projected on an annual basis.

Exhibit WG (O) and accompanying exhibits

Whenever, in a rate change application, a party proposes to change the
ratemaking principles adopted in its most recent rate case, the party shall also
file with its §200.1 filing a statement describing each proposed change in the
ratemaking principles adopted by the Commission in the applicant's last general
rate proceeding, showing the effect of each such change upon the applicant's
request if no such changes were made.

Line

Description Revenue Supporting
Requirement Exhibit

Weather Normalization Adjustment None; this impacts WG (D) and
(“WNA") the collection of the WG (O)
revenue requirement
approved in this

case.

200.3

Any rate change application that proposes to increase a utility's jurisdictional
operating revenues by more than one percent (1%) when projected on an annual
basis shall include, in addition to the statements required by §§200.1 and 200.2
and §§201 through 213, the following information:

(a) A statement showing the utility's calculation of the jurisdictional rate of
return earned or to be earned in the historical test year and the proposed
test year;

Exhibit WG (D) and accompanying exhibits

(b) The anticipated jurisdictional rate of return to be earned when proposed
rate changes become effective;
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Exhibit WG (D) and accompanying exhibits

(c) The jurisdictional rate base(s) used in the rate of return calculation
supported, if available, by summaries of original cost or other factors
used in its determination;

Exhibit WG (D) and accompanying exhibits

(d) A summary, on a functional basis, of the book value (actual or projected)
of the utility's jurisdictional property at the close of the historical test year
and the proposed test year;

Exhibits WG (D) and (F) and accompanying exhibits

(e) A statement showing the amount of depreciation reserve, at the close of
the historical test year and the proposed test year, applicable to the
property summarized in paragraph (d);

Exhibit WG (D) and accompanying exhibits

) A statement of jurisdictional operating income, setting forth the operating
revenues and expenses by accounts, for the historical test year and the
proposed test year;

Exhibit WG (D) and Exhibit WG (E) and accompanying exhibits

(9) A brief description of and basis for any major change affecting the utility's
operating or financial condition during the proposed test year, known as
of the date of transmittal of the application, and any major change during
the rate effective period as follows:

1) Known and measurable as of the date of transmittal of the
application; or

(2) Known and which can be approximated with reasonable
accuracy as of the date of transmittal of the application. For
purposes of this section, "a major change" means one which
materially alters the utility's operating or financial condition from
that reflected in paragraphs (a) through (f); and

There are no major known changes that will materially alter the
Company’s operating or financial condition, other than that reflected
in paragraphs (a) - (f).

(h) The most recent historic balance sheet available as of the date of filing.
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Washington Gas Light Company
Condensed Balance Sheets (Unaudited)

Financial Statements
(In thousands) March 31, 2024 December 31, 2023
ASSETS
Property, Plant and Equipment
At original cost S 7,857,895 $ 7,741,800
Accumulated depreciation md amortization (1,980,110) (1,948,570)
Net property, plant and equipment 577,788 3.193,230
Current Assets
Cash and cash equivalents 11,246 16,742
Receivables (net of allowance of $20,060 and $19.461, respectively) 356,427 386,996
Gas costs and other regulatory assets 64,676 41,075
Inventory 71,406 136417
Prepaid taxes 11,844 6,751
Other prepayments 23,089 25,119
Receivables from iated compani 10,537 8278
Derivatives 14,497 5,696
Other 2,193 2,192
Total current assets T8 $35,268
Deferred Charges and Other Assets
Regulatory assets
Gas costs 8,560 51,580
Pension and other post-retirement benefits 616 626
Excess deferred taxes and other 127,068 133,640
Prepaid pension and other post-reti benefits 481,922 437,755
Operating lease right of use asset 31,664 32,595
Derivatives 39,694 27,054
Other 31,466 32,401
Total deferred charges and other sssets ,m 7;%%_
S 7,134 3 7.1
T TR TIREITITE — ——
Capitalization
Common sharcholder's equity S 2,486,842 8 2,357,771
. Long:term debt 2,133,904 2,132,323
italizati 3,620,796 390,004
Current Liabllities
Current maturities of long-term debt 3,948 3,552
Notes payable 17,929 97,544
Accounts payable and other accrucd liabitities 201,215 262,624
C deposits and advance pay 40,999 $1,774
Gas costs and other regulatory ligbilities 46,235 55,153
Accrucd taxes 50,896 36,908
Payables to associated companies 22,768 14,101
Operating lease liability 6,486 6439
Derivatives 6,438 11,271
6,293 6,659
S jabili 03,307 332003
Deferred Credits
Deferred income taxes 941,333 919,702
Accrued pensions and benefits 18,201 18,354
Asset retirement obligations 230,524 228,093
Regulatory liabilities
Accrued asset removal costs 200,829 205,894
Pension and other post-retirement benefits 206,605 202,507
Bxcess deferred taxes and other 396,353 397,299
Operating lease lisbility 40,597 41,833
Derivatives 39,000 44,547
Other 37,165 37,799
———lotal deferred redils 2020 TORTTE
Commitments and Contingencies (Note 10)
——Total Capitallation apd Lishilics 3 (82U O A A 1

The accompanying notes are an integral part of these statements.
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200.4 The historical test year is the preferred proposed test year. However, the proposed
test year may include forecasted data; Provided, that the proposed test year does not
include more than six (6) months of forecasted data.

The Company is not using a proposed test year.

200.5 When a utility submits forecasted data as part of its proposed test year data, the utility's
filing shall include, in addition to the information and data required by §§200.1 through
200.3 and §§201 through 213, as applicable, the following information:

(@) The basis for including forecasted data in the test year;

(b) Key assumptions which underlie the projected jurisdictional ratemaking data
for the proposed test year, including but not limited to, the following:

(1) Operating Revenues;
(2) Construction Program;
(3) Operating Expenses:
(A)  Fuel and interchange costs, if appropriate; and

(B) Operating and maintenance expenses (excluding those
expenses under §200.5(a);

(c) Description of the procedures employed in the preparation of the projected
data for the proposed test year; and

(d) Analyses of changes in jurisdictional rate base, jurisdictional expenses and
jurisdictional operating income between the historical test year and the
proposed test year.

The Company is not using a proposed test year.

200.6 Any request by a utility for relief from attrition shall be accompanied by the following:

(@) A demonstration of the existence and causes of attrition using the following
tests:

(1) The rate of return on investment test: a comparison of the actual and
authorized rates of return on total investment and return on equity for
the historical test year and the nine (9) years preceding the historical
test year,

(2)  The operating ratios test: a comparison, for the historical test year and
the nine (9) years preceding the historical test year, of the following:
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200.7

200.8

200.9

(b)

(c)

(d)

(A)  The actual revenues to expenses with the authorized revenues
to expenses; and

(B)  The actual revenues to actual expenses; and

(3) The revenues per net investment test: a comparison, for the historical
test year and the nine (9) years preceding the historical test year, of the
following: and

(A)  The actual revenues to investment with the authorized revenues
to investment; and

(B)  The actual revenues to actual investment;
Any other attrition tests offered by a utility to demonstrate the existence and
causes of attrition; Provided, that the utility demonstrates that such tests are
consistent with Commission orders and are relevant to the proceeding;

Testimony and exhibits demonstrating the probability of the presence of attrition
in the rate-effective period; and

Testimony and exhibits showing any factors which would likely offset, at least
in part, the presence of attrition during the rate-effective period.

Not applicable

In the attrition tests identified in §200.6, a utility shall, as applicable, do the following:

()
(b)

()
(d)

Exclude fuel, gas, and interchange costs from its expenses;

Exclude income derived from fuel, gas, and interchange costs from its
revenues;

Include income taxes as expenses; and

Adjust its data for abnormal weather.

Not applicable

When a utility's historical test year and proposed test year are the same, the utility shall
submit a single set of data.

The Company is not using a proposed test year.

If pro forma changes are included in a utility's proposed test year filing, data in that filing
shall be provided for the proposed test year on an actual as well as a pro forma basis.

The Company is not using a proposed test year.
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200.10

200.11

200.12

200.13

In cases governed by §200.3, the information specified in §§201 through 213 shall be
supplied within twenty-one (21) days after the filing of the application, unless otherwise
ordered by the Commission, but shall not be regarded as part of the evidentiary record
unless admitted into evidence.

Information has been provided with this Application

Any request for waiver of the filing requirement in this section shall be submitted at the
time of the filing of the application for a rate change. If the request for waiver is denied,
the utility shall have twenty-one (21) days after the issuance of the denial by the
Commission within which to supply the information.

Waiver requested in this Application, if applicable

One (1) copy of the required information shall be supplied to the Secretary of the
Commission, the staff, the People's Counsel, and to each applicant for intervention that
requests a copy.

Copies of this filing are being provided to these entities.

Staff and the Office of the People's Counsel may request additional copies prior to the
end of the twenty-one (21) day period.
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APPENDIX I

PROPOSED PROCEDURAL SCHEDULE

1. | Pre-Hearing Conference August 22, 2024

2. Order and Report on Pre-Hearing Conference Issued August 29, 2024

3. | WGL Supplemental Testimony and Workpapers (if September 13, 2024
necessary)

4, Deadline for Data Requests to WGL Regarding September 20, 2024
Application, Direct and Supplemental Testimony

5. Settlement and Stipulation Conference September 27, 2024

6. Parties Report on Settlement and Stipulation Conference | October 1, 2024

7. | WGL Responses to Data Requests October 4, 2024

8. Deadline to Submit Follow-Up Data Requests October 11, 2024

9. Responses to Follow-Up Data Requests October 18, 2024

10. | Direct Testimony and Exhibits of OPC and Intervenors November 1, 2024

11. | Deadline for Data Requests Regarding OPC and November 15, 2024
Intervenors Testimony

12. | All Responses to Data Requests Regarding Intervenor December 4, 2024
Testimony

13. | Deadline for Follow-Up Data Requests on OPC and December 11, 2024
Intervenor Testimony

14. | Responses to Follow-Up Data Requests Regarding OPC | December 18, 2024
and Intervenor Testimony

15. | Rebuttal Testimony and Exhibits by All Parties January 8, 2025

16. | Deadline to Submit Data Requests Relative to Rebuttal | January 22, 2025
Testimony

17. | Responses to Data Requests Relating to Rebuttal February 5, 2025
Testimony

18. | Deadline to Submit Follow-Up Data Requests on February 12, 2025
Rebuttal Testimony

19. | Responses to Follow-Up Data Requests on Rebuttal February 19, 2025
Testimony

20. | Hearings (If Applicable) February 25-26,

2025

21. | Community Hearings (Location and Time TBD) TBD

22. | Motions to Correct Transcript and Corrected Final List of | March 14, 2025
Cross-Examination Exhibits

23. | All Post-Hearing Briefs (One Brief) March 28, 2025

24. | Expected Decision May 16, 2025

25. | Rates into Effect May 30, 2025
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EXHIBIT WG (A)

WASHINGTON GAS LIGHT COMPANY
DISTRICT OF COLUMBIA
DIRECT TESTIMONY OF JAMES D. STEFFES

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS.
My name is James D. Steffes and | am Senior Vice President for
Washington Gas Light Company (“Washington Gas” or “Company”). | assumed
my current position on January 15, 2021. In this capacity | lead our Government
Affairs, Public Policy, Rates and Regulatory Affairs efforts. | also lead our Energy
Acquisition team. My business address is 1000 Maine Avenue, SW,

Washington, D.C. 20024.

. QUALIFICATIONS

PLEASE DESCRIBE YOUR PROFESSIONAL AND EDUCATIONAL
BACKGROUND.

Prior to joining Washington Gas, | was the Executive Vice President for
Direct Energy, which is a North American retail energy provider based in Houston,
Texas. In that position | was responsible for communications, regulatory affairs,
and governmental relations for a multi-state energy retailer. Previously, | held
management positions in the energy industry, including the position of Senior Vice
President, NRG Energy and President, Green Mountain Energy. | have worked in

the energy industry since 1994.
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WITNESS STEFFES

| received a Bachelor of Science degree in Foreign Service from
Georgetown University in Washington, D.C. and have a Master's in Public
Policy from the Harvard Kennedy School in Cambridge, MA.

HAVE YOU TESTIFIED PREVIOUSLY?

Yes. | have testified before the Virginia State Corporation Commission in
the Company’s 2022 base rate case (PUR-2022-00054). | have testified before
the Maryland Public Service Commission (Case No. 9056 and Case No. 9704).
| have also testified before the lllinois Commerce Commission (Case No. 05-

0159).

Il. PURPOSE OF TESTIMONY
WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY?

I will summarize the request for an annual base rate increase of
$45.6 million, of which $11.7 million is related to the revenue requirement for
capital spending associated with the Company’s accelerated replacement
program (“PROJECTpipes”) currently being collected in a customer surcharge
and being transferred into base rates in this proceeding. | support the overall
justness and reasonableness of the Company’s requested increase and provide

an overview of the Company’s testimony in this proceeding.

lil. IDENTIFICATION OF EXHIBITS
DO YOU SPONSOR ANY EXHIBITS IN SUPPORT OF YOUR TESTIMONY?
Yes. | sponsor Exhibit WG (A)-1, our 2023 Utilities Value Drivers

Scorecard.
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WITNESS STEFFES

IV. DISCUSSION OF COMPANY
PLEASE DESCRIBE WASHINGTON GAS.

Washington Gas has been providing service to customers since 1848
when it was founded through a Congressional charter, which remains in full
force today. The Company celebrated its 175" anniversary on July 8, 2023.
Washington Gas is a domestic corporation of the District of Columbia (“District”)
and the Commonwealth of Virginia and is qualified to conduct business in the
State of Maryland. As of March 31, 2024, the Company provided natural gas
service to more than 1.2 million customers system-wide, including 163,908

customers in the District.

V. DISCUSSION OF THE NEED FOR RATE RELIEF
WHAT RELIEF DOES WASHINGTON GAS SEEK IN THIS CASE?

In this filing, Washington Gas requests an annual base rate increase of
$45.6 million based on a test year consisting of the 12-month period from April
1, 2023, to March 31, 2024. The proposed base rate increase includes $11.7
million related to the revenue requirement for amounts currently being collected
pursuant to the Company’s District of Columbia accelerated replacement
program through the PROJECTpipes surcharge that is being transferred to base
rates.

WHAT ARE THE PRIMARY FACTORS DRIVING INCREASED RATES?

Several key factors contribute to the request for an increase in base
rates, including rate base growth since our prior rate case (including non-

PROJECTpipes rate base growth), general cost increases in operation and




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

WITNESS STEFFES

maintenance expenses, new depreciation rates recognizing a new 2024
Depreciation Rate Study sponsored by Company Witness White, an increase in
revenue requirement due to a tax normalization requirement from the Internal
Revenue Service based on Private Letter Rulings (PLRs) related to tax sharing
payments and Net Operating Loss Carryforwards, and an increase in our overall
authorized rate of return based on actual test year average capital structure and
an appropriate adjustment to the Company’s authorized return on equity.
PLEASE DESCRIBE THE COMPANY’S DIRECT CASE AND THE APPROACH
IT IS TAKING THROUGH ITS APPLICATION AND SUPPORTIVE
TESTIMONIES.

The Company’s direct case presents the cost of service as of the rate
effective period. Washington Gas is seeking a base rate increase due to its
current higher level of cost of providing gas utility service in the District.
Washington Gas last requested a general rate increase on April 4, 2022, in
Formal Case No. 1169, based on a test period ending December 31, 2021. The
final rates in that case were approved by the Public Service Commission of the
District of Columbia’s (“Commission”) Order No. 21939, issued on December
22, 2023. The effective date of new rates was January 19, 2024, by Order No.
21942, issued on January 11, 2024.

Washington Gas has filed this request for an increase in base rates
because the Company's most recently approved rates, which were
implemented over twenty-one (21) months after the Company filed an
application for rate relief, do not reflect the cost of doing business in the District
and, therefore, do not provide Washington Gas a reasonable opportunity to

recover its prudently incurred expenses and earn its authorized rate of return
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WITNESS STEFFES

on investments made to provide service to the Company’s customers in the
District.

Again, to reiterate, our current base rates reflect average rate base and
operating costs premised on a test year ending December 31, 2021. The
Company seeks a timely process for the Commission to consider this specific
rate matter to align our rates with the investments and spending required to
provide safe and reliable service to the District's customers.

WHEN DOES THE COMPANY PROPOSE THAT NEW RATES BE
IMPLEMENTED?

Our application seeks new rates based on the material in this case to be
implemented in May 2025.

WHAT IS THE RATE EFFECTIVE PERIOD?

The rate effective period, i.e., the initial one-year period in which the rates
approved in this proceeding will be in effect, is the 12 months, August 1, 2025,
through July 31, 2026.

DOES THE DIFFERENCE BETWEEN WHEN WASHINGTON GAS SEEKS
NEW RATES AND THE RATE EFFECTIVE PERIOD IMPACT THE REVENUE
REQUIREMENT IN THIS CASE?

In the revenue requirement determination, the rate effective period, i.e.,
the initial one-year period in which the rates approved in this proceeding will be
in effect, is the 12 months beginning August 1, 2025, through July 31, 2026.
The Company is proposing a procedural schedule that would allow it to place
new rates into effect in May 2025. The difference between that date and the

rate effective period used to develop the ratemaking adjustments in the cost of
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WITNESS STEFFES

service has little or no impact on Washington Gas’s revenue requirement
recommendation.

WHY IS THE PROPOSED PROCEDURAL SCHEDULE AND TIMELINE
OFFERED BY THE COMPANY REASONABLE?

The Company is proposing a reasonable and appropriate timeline in

litigating rate matters before the Commission. The Company is filing this rate
case with a focus on a historical test year with limited non-precedential policy
matters. In fact, Washington Gas is adopting many positions that this
Commission ruled upon in its most recent rate decision in Formal Case No.
1169. For instance, Washington Gas is not seeking forward adjustments to
betterment capital beyond the test year and is not seeking a return on
Construction Work in Progress (CWIP). Furthermore, in this case, Washington
Gas is not seeking a revenue decoupling mechanism or a surcharge related to
cost recovery for climate-related activities. Given the approach Washington Gas
is taking in this case and based on historical experience, achieving new rates
by May 2025 is reasonable.
DOES THIS TIMELINE COMPORT WITH THE COMPANY’'S
RECOMMENDATIONS RESPONDING TO THE COMMISSION NOTICE OF
INQUIRY (“NOI") REGARDING FUTURE RATE CASES ISSUED ON JULY 27,
2023, IN DOCKET GD 2023-02-M?

Yes. The Company filed Initial and Reply Comments in response to the
Commission’s NOI. In Initial Comments and subsequent Reply Comments, the
Company offered several recommendations that it believed are necessary to

engender efficiency in the ratemaking process, thereby reducing litigation costs,
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WITNESS STEFFES

which are paid for by customer. Foremost among the Company’s
recommendations is the need for the timely issuance of a procedural schedule
for the adjudication of rate cases, with fixed milestones regarding the prehearing
conference, discovery, public hearings, proceeding hearings, and briefing, as
appropriate, as well as the issuance of a final decision and new rates
implementation date.

Key to the Company’s need for a reasonable timeline, the Company
proposes that the Commission issue a procedural schedule within forty-five (45)
days of the filing of this rate case application.

WHAT INFORMATION IS THE COMPANY INCLUDING IN ITS FILING TO
FACILITATE LITIGATION OF THIS CASE ALIGNED WITH ITS COMMENTS
IN THE NOI MENTIONED ABOVE?

In its response to the Commission’s NOI, the Company offered several
recommendations related to the review of the Company’s rate applications. To
demonstrate its commitment to efficient case processing, the Company has
included the following information with its Application or in Company Witness

testimony (as seen in the following table):

INFORMATION LOCATION
Annual Reports See Compliance Filing 212.9
SEC Filings / 10-Q, 10-K See Compliance Filing 212.9
Company Prospectus See Compliance Filing 212.9

Annual Report to Shareholders See Compliance Filing 212.9

and washingtongas.com
List of post-test year adjustments | See Witness (D) testimony

List of change in manner See Witness (D) testimony
of recording accounting data
Statement of any change See Witness (D) testimony

in recording accounting data
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WHAT HARM OCCURS IF THE COMMISSION DOES NOT AUTHORIZE THE
COMPANY TO IMPLEMENT NEW RATES BY MAY 20257

Washington Gas notes that the timeline experienced in Formal Case
No.1169 was unprecedented and has resulted in inordinate regulatory lag. As
Company Witness Tuoriniemi clearly demonstrates in his testimony, there are
clear revenue deficiencies in the Company’s net operating income. And while
the Company'’s rates were adjusted in January 2024, that revenue increase
does not remedy the severe under-earning the Company experiences today.
The Company's March 2024 Quarterly Earned Return report showed the
Company earned a return on equity of 1.03 percent on a distribution-only basis.
As critical, cash flows from operating activities are still negligible. During the test
year, on a per book basis, funds from operations and cash working capital
provided only $118,340. This has a significant impact on our credit metrics,
which Company Witness Burrows highlights in her testimony. The Company
stresses the importance of the timely recovery of our investments and operating
costs through an appropriate timeline for a Commission decision on rate relief
in this rate case.

IS THE COMPANY PROPOSING A CHANGE TO ITS CURRENT
AUTHORIZED RETURN ON EQUITY?

Yes. Company Witness D’Ascendis explains why the Company is
seeking a higher Return on Equity than currently authorized. The Company
recognizes that the Commission issued an Order within the last 8 months
establishing its current authorized Return on Equity. The Company also

acknowledges that the Commission increased its authorized Return on Equity
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at that time. While the Commission did not adopt Company Witness D’Ascendis’
recommendation fully, the direction of the change was aligned with his
testimony in Formal Case No. 1169. As the testimony in this case makes clear,
there is evidence that the return necessary for Washington Gas has increased
from the period when testimony was presented in Formal Case No.1169. The
Company, therefore, recommends that the Commission recognize this evidence
as it determines the authorized Return on Equity for the Company in this rate
case.

PLEASE EXPLAIN THE COMPANY’'S APPROACH TO PROJECTpipes
COSTS IN THIS RATE CASE.

As mentioned above, the base rate increase of $45.6 million includes
$11.7 million of revenue requirement for eligible PROJECTpipes infrastructure
projects. These capital investments are initially recovered through a surcharge
mechanism called the Accelerated Pipe Replacement Plan (“ARP”) (also
referred to as the PROJECTpipes surcharge) billed to customers monthly.
These costs are transferred to base rates in a subsequent rate case proceeding
when the surcharge is reset to reflect the movement of plant into rate base. As
in Formal Case No. 1169, the Company adopts an average to end-of-period
rate base adjustment to transfer PROJECTpipes expenditures, incurred as of

March 31, 2024, to base rates.
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VI. REASONABLENESS OF THE REQUESTED INCREASE IN RATES
ARE THE RATES BEING PROPOSED BY WASHINGTON GAS JUST AND
REASONABLE?

Yes. As detailed in the Direct Testimony of Company Withess
Tuoriniemi, the Company has made significant investments in plant since the
prior test year and the Company has experienced higher operating costs that
are necessary to provide safe and reliable utility service to our customers. The
rates proposed in this proceeding will enable Washington Gas to continue to
provide value to customers, including supporting the Company’s ability to
provide safe and reliable service.

PLEASE DISCUSS HOW WASHINGTON GAS PROVIDES VALUE TO
CUSTOMERS.

The Company's value to customers results from our continued provision
of safe, reliable natural gas distribution service at a reasonable cost. This
service is delivered by and attributable to the hard work of our 1,506 employees,
with more than two hundred employees either living or working in the District.’
Our employees, with their on-going focus on safety and reliability, provide value
to customers every day. In addition, our focus on delivering our Value Drivers,
discussed more below, aligns our Company with the needs of our customers in
the District.

AS RELIABILITY AND SAFETY ARE COMPONENTS OF VALUE DELIVERED,
PLEASE DISCUSS THE COMPANY'S PERFORMANCE IN 2023.

1 As of March 31, 2024,

-10-
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I will highlight our focus on reliability and safety using three points -
reliability performance, emergency call answer performance and system
modernization.

PLEASE DESCRIBE THE COMPANY’S RELIABILITY PERFORMANCE.

Washington Gas continues to place a strong focus on reliability for our
customers. As Company Witness Morrow explains, for the twelve-months
ending March 31, 2024, the Company had a reliability percentage of 99.69%.
PLEASE DESCRIBE THE COMPANY’S PERFORMANCE ON EMERGENCY
CALLS.

The second point relates to answering emergency calls. Customers who
believe that an emergency exists, for instance if they believe they smell natural
gas, can contact Washington Gas at any time, day or night, every single day of
the year. The Company'’s target service level for emergency calls is 95% of
calls answered within 30 seconds. During the test year, April 1, 2023, to March
31, 2024, on a system-wide basis, Washington Gas received 101,328
emergency calls. Over the course of the test year, our emergency call center
representatives answered more than 99,000 of those calls within 30 seconds, a
success rate of 99.02%.

WHAT DID THE COMPANY ACHIEVE ON SYSTEM MODERNIZATION?

We continue to work to modernize our system and replace older main
and services, with significant focus through our accelerated replacement
program. In 2023, across our District service territory, we installed 3.6 miles of

new main pipe, retired 5.0 miles of aging main and remediated 1,968 service

-11-




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

WITNESS STEFFES

lines. Our focus on pipe replacement of aging infrastructure allows us to
continue to deliver gas services safely and reliably for our customers.
BEYOND SAFE AND RELIABLE SERVICE, THE COMPANY MENTIONED
REASONABLE PRICING FOR CUSTOMERS. ARE WASHINGTON GAS’
BILLS AFFORDABLE?

Washington Gas recognizes the need to maintain affordable bills for its
customers. One way to see our focus on affordability is to look at Graph 1 below,
in which Washington Gas’ average monthly bill for residential heating/cooling
customers during 2023 was slightly less than $69. This means that in 2023, our
residential heating and cooling customers’ costs were in line with 2015 levels.
While significant inflation has occurred during this period, Washington Gas has

worked hard to maintain overall bill affordability.

Graph 1: Average Residential Heating/Cooling Customer Monthly Bill

DC Residential Heating/Cooling Customer
Average Monthly Bill 2013-2023

$100.00
$90.00 |

$80.00
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WHAT IS THE RATE INCREASE FOR THE AVERAGE RESIDENTIAL
HEATING/COOLING CUSTOMER FROM THIS PROPOSED RATE CHANGE?
The Company estimates its proposed rates will result in the average
residential heating/cooling customer experiencing an increase to their total base
rate bill of approximately $15.33 monthly as shown in Exhibit WG (0)-2,
Schedule A. Because $11.7 million, or 26% of the Company’s increase is related
to the movement of PROJECTpipes costs into base rates, the approximate net
increase to the average residential heating/cooling customer is approximately
$11.40 per month. As the Commission is fully aware, based on the proposed
procedural schedule, the earliest any proposed rate increase will impact
customers will be in or after May 2025.
WHAT ELSE IS WASHINGTON GAS DOING TO MAINTAIN AFFORDABLE
ENERGY COSTS IN A PERIOD OF INCREASING INFLATION?

Washington Gas recently initiated an internal effort to organize our
activities and operations that ensures our workforce is aligned with our customer
needs, including remaining affordable. This has resulted in a reduction in the
size of the workforce during April 2024 - exclusively in the Management layer —
by over 70 positions. Although the changes impact employee costs after the end
of the test year (i.e., after March 2024), given that the total impact of these cost
reducing activities are known and measurable, they have been included as an
adjustment reflected in this case. Company Witness Smith details the savings
that are applied to our proposed revenue requirement increase and Company

Witness Tuoriniemi discusses the cost to implement these savings. Overall, this

-13-
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April 2024 action allows us to meet our customer needs while lowering the
revenue requirement in the District of Columbia by more than $1.2 million.
WILL THESE CHANGES SUPPORT CUSTOMERS AND MEET YOUR
OBLIGATIONS?

The Company constantly works toward enhancing operational efficiency
and aligning operational tactics more closely with our customers’ needs. Our
adjustments include streamlining functions and decreasing headcount when

necessary.

These changes will improve the Company’s agility, reduce operational

overlap, and help it better respond to the needs of our customers. One example
of improving our agility and responding better to our customers’ needs is the
change wherein the Company has restructured Operations and Construction
activities by appointing a senior leader responsible for these functions in the
District of Columbia (the Company has also made this change in Maryland and
Virginia). This should enhance the Company’s ability to deliver safe, reliable,
and affordable energy to the customers we serve in the District.
DURING CERTAIN PRIOR PERIODS, THE COMMISSION FOUND THAT THE
COMPANY’S CALL CENTER PERFORMANCE WAS INADEQUATE. HAS
THE COMPANY EXPERIENCED SIMILAR CUSTOMER CARE ISSUES
DURING THE TEST YEAR?

During the test year, the Company delivered solid customer service as
demonstrated by the Service Level metrics shown in the table below. In no
month during the test year did the Company’s percentage of calls answered in

30 seconds fall below 83.65%.

-14 -
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April 2023 99.18%
May 2023 95.37%
June 2023 93.88%
July 2023 94.91%
August 2023 96.29%
September 2023 87.86%
October 2023 88.73%
November 2023 87.68%
December 2023 96.00%
January 2024 92.89%
February 2024 83.65%
March 2024 91.61%

WHAT OTHER VALUE HAS THE COMPANY PROVIDED THAT THE
COMMISSION SHOULD CONSIDER IN DETERMINING THE
REASONABLENESS OF THIS RATE REQUEST?

One important focus for the Company has been on commitments to
supplier diversity. As seen by the results, the Company has embraced our
Supplier Diversity goals. One strategy has been cultivating direct relationships
with diverse suppliers, referred to as Tier One Contractors. During 2023, 56%
of diverse supplier spending was attributable to our direct relationships with Tier

One Contractors.
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The Company also established partnerships with various agencies and
organizations that support supplier diversity in the District. These collaborations
have helped to expand our network and identify qualified diverse suppliers. As
an example of this work, Washington Gas highlighted a Certified Business
Enterprise (“CBE”) in February 2024 who has contributed to our business
results and has also fostered economic growth within the community.2

The Company is progressing toward our goal of reaching a 35% diversity
spend threshold by 2028. The Company disbursed $197 million in 2022, and
$208 million in 2023, which is a diversity spend of 32.7% last year. Our
commitment to advancing supplier diversity initiatives remains strong, and we
will persist in exploring new opportunities to enhance our efforts.

Q. YOU MENTIONED YOUR “VALUE DRIVERS” ABOVE. PLEASE DESCRIBE
THE COMPANY’S VALUE DRIVERS.

A. The 2023 Utilities Value Drivers are presented in Exhibit WG (A)-1. Our

Value Drivers are developed annually to articulate how the Company will
achieve operational excellence across the enterprise to support our customers.

The 2023 Value Drivers fall into five focus areas:

o Corporate Social Responsibility: This value driver focuses on our
environmental, social and governance (‘ESG") initiatives. This
encompasses safety and environmental, diversity and inclusion,
corporate compliance, community investment and cyber/IT activities.

o Operations: This value driver focuses the Company on identifying and
implementing a series of innovative process and technology initiatives to
achieve key operational efficiencies driven through a high-performance

2 “Washington Gas Celebrates Partnership with Fort Myer Construction.” Washington Gas Press
Release, February 15, 2024. Washington, DC.
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culture. These efficiencies allow us to provide our customers with
affordable service over time.

o Customer Experience: This value driver is about providing efficient,
professional and cost-effective services to our customers, including
helping our most vulnerable customers.

o Regulatory & Public Policy: This value driver concerns how the
Company will ensure that it will work with its customers and policymakers
to have a safe, reliable and affordable energy delivery system.

o Emerging Ecosystem: This value driver focuses the Company on
developing action plans for near-term integrated strategies that are
consistent with emerging public policy related to carbon reduction and
support for customers.

HOW DO THE COMPANY'S VALUE DRIVERS SUPPORT THE
REASONABLENESS OF THE RATES PRESENTED?

Our business operations are developed consistent with the five areas
found in the Value Drivers, and they are cascaded into Individual Value Drivers
agreed to by the employee and their manager. The Value Drivers focus on the
Company’s commitment to achieving success across a broad range of metrics
and align employees with achieving for our customers.

DO THE VALUE DRIVERS AND THE SHORT-TERM INCENTIVES WORK
TOGETHER TO SUPPORT CUSTOMERS?

Yes. Performance against Individual Value Drivers and overall Company
delivery against Corporate Value Drivers support our customers by tying pay to
performance for employees through our Short-Term Incentive mechanism when
we deliver for our customers. As described more fully by Company Witness
Burgum, the rates we are proposing in this case recognize the overarching

structure of our compensation program and supporting our District customers.
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PLEASE DESCRIBE THE COMPANY'S SHORT-TERM INCENTIVE
PROGRAM AND ITS BENEFITS TO CUSTOMERS.

Washington Gas’' Short-Term Incentive (“STI”) Plan is in place to
incentivize employees to help the Company achieve its overarching strategic
objective of delivering safe, reliable, affordable energy to our customers.
Company Witness Burgum provides the details of the Company’s compensation
policy and STI Plan. Under the Company’s STI Plan, all employees of the
Company—including non-supervisory personnel, administrative personnel, and
union employees—are eligible to receive incentive compensation
commensurate with Company and individual performance outcomes outlined in
the Company’s Value Drivers. At the core of Washington Gas’s STl Plan is a

focus on safe, reliable and affordable service.

Vil. SUPPORT FOR THE DISTRICT’S CLIMATE GOALS
IS THE COMPANY MAKING ANY SPECIFIC PROPOSALS IN THIS
APPLICATION RELATED TO ADDRESSING THE DISTRICT'S CLIMATE
GOALS?

No. Given the Commission’s directive in Formal Case No. 1169 to file
such proposals in Formal Case No. 1167, the Company is not proposing any
new programs for approval within this application addressing the District's
climate goals.

WHAT IS THE COMPANY DOING TO SUPPORT THE DISTRICT’S CLIMATE
GOALS?
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A. Washington Gas reaffirms our commitment to deliver energy safely,
reliably, and affordably in an ever more sustainable way. As a manifestation of
our commitment to provide service more sustainably, we have filed comments
and program proposals in various energy efficiency and climate-related dockets
before the Commission, including Formal Case No. 1160 and Formal Case No.
1167.

In Formal Case No. 1160, we filed an Application for Approval of Energy
Efficiency (“EE”) Programs on April 28, 2023, which is pending for Commission
action. The Company’s proposed EE Program Plan consists of eight unique
programs and one initiative. The plan offers over 75 energy conservation
measures or “offerings” to Washington Gas residential and commercial
customers in the District, with a specific focus on low-income and moderate-
income customers. The Company proposes to invest approximately $13.8
million in EE programs and Workforce Development initiatives that offer energy
savings measures and resources to District of Columbia residents and
businesses.? As the implementation of these programs depends on the approval
of the Commission, the Company encourages the Commission to timely
consider its EE proposals to support our customers and to assist the District and
its residents in achieving their greenhouse gas reduction goals.

Q. IN ADDITION TO THE EE PROGRAM PROPOSAL, WHAT OTHER ACTIONS
HAS THE COMPANY TAKEN TO SUPPORT THE DISTRICT'S CLIMATE
GOALS?

3 Formal Case No. 1160, Washington Gas Light Company’s Application for Approval of Energy Efficiency
Programs (April 28, 2023).
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A. In Formal Case No. 1167, the Company filed its Climate Change Action

program with the Commission on December 15, 2021, addressing the five-year
period from 2021 — 2025. The Company’s action plan proposes to support the
District in achieving its climate goals and make solid progress toward achieving
the District's 2045 vision. The Company’s Climate Change Action Program, Part
1, identified thirteen (13) initiatives organized around four (4) program areas:
End Use and Efficiency, Infrastructure and Operations, Sourcing and Supply,
and Transportation. These program areas are aligned with the Company's
Climate Business Plan and include Transportation as a new program area given
the critical need for the decarbonization of the transportation sector within the
District.4

The Company is filing four (4) programs in Formal Case No. 1167. We
note that the programs provide the Commission with a portfolio of options that
will enhance emissions data accuracy and transparency for the District's energy
customers, streamline procedural processes, provide a robust fact-based
framework for technical discussions and determinations, and that may help
achieve emissions mitigation and reductions over time. Most significantly, the
proposed programs align generally with the seven (7) principles outlined in the
Commission’s Modernizing the Energy Delivery System for Increased
Sustainability (‘MEDSIS"”) proceeding (Formal Case No. 1130), which promotes
the development of a sustainable, well-planned, safe, reliable, secure,
affordable, interactive, and equitable energy system as the District works

towards its climate goals.

4 Formal Case No. 1167, Washington Gas Light Company's Climate Change Action Program, Part 1
(December 15, 2021).
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The table below highlights the four (4) programs:

Program Brief Description

Program I:

Study Lower Carbon Technologies and
Solutions

Support studies to assess the emissions
reduction potential and feasibility in the District
of the following technologies and solutions:
+ Networked geothermal
Sewage heat recovery
Carbon capture
Hybrid heating
In-District biomethane resources

Program Il:

Expedited Consideration for
Biomethane Infrastructure

Adopt a procedural process framework that will
allow Washington Gas to propose and develop
infrastructure necessary to interconnect
biomethane production to the distribution
system.

Program [l

Procure Carbon Neutral Credits

Allow Washington Gas to procure carbon
credits to offset Scope 3 combustion emissions.

Program IV:

Enhance Emissions Reporting
Transparency and Accuracy

Require natural gas competitive service
providers (“CSPs”) and Washington Gas to
report to the Commission the known emissions
intensity of their supplies of certified gas and
biomethane as well as the volume and type of
carbon credits procured to offset customer
emissions.

Vill. SUPPORT FOR MITIGATING CUSTOMER BILL VARIABILITY DUE TO

WEATHER DEVIATIONS

IS THE COMPANY SEEKING A REVENUE DECOUPLING MECHANISM IN
THIS RATE CASE SIMILAR TO THE ONE SOUGHT IN FORMAL CASE NO.

11697

-21-
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A. No, it is not.
IS THE COMPANY PROPOSING ANY OTHER ADJUSTMENTS TO MITIGATE
THE RISK OF WEATHER?

A. Yes. Recognizing the Commission’s statements in Formal Case No.

1169,5 the Company is seeking in this rate case to implement a Weather
Normalization Adjustment (“WNA") that provides an effective and efficient
method of risk mitigation for both customers and the Company solely due to
weather variations. The WNA assures that colder-than-normal weather or
warmer-than-normal weather will neither penalize nor reward customers or the
Company. In other words, the WNA merely ensures that deviations from the
normal weather incorporated into rates will not cause Washington Gas to either
over or under recover its cost of service. Because the weather is outside of the
control of customers and the Company, it should not be a factor in determining
the billing for distribution services and the recovery of the cost of providing
services approved by the Commission.

Q. WHAT HAS THE COMPANY USED FOR NORMAL WEATHER IN THIS
CASE?

A. Washington Gas has adopted a 30-year normal weather approach, as
ordered by the Commission in Formal Case No. 1169. This is detailed in the
testimony of Company Witness Raab. The recommended WNA is critical to
achieve reasonable revenues under this 30-year normal weather approach.

Importantly, the proposed WNA provides a proper price signal to customers

5 In the Matter of the Application of Washington Gas Light Company for Authority to Increase Existing
Rates and Charges for Natural Gas Service, Formal Case No. 1169, Order No. 21939 at 109
(December 22, 2023).
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reflecting the actual cost of distribution service. The WNA is required to provide
a reasonable opportunity for the Company to earn revenues that eliminate
weather variability and enable the Company to maintain financial integrity and
attract capital. The Company is proposing that weather deviations from October
until May be considered the “WNA Period”. Outside of these months no
adjustment will be made for weather-related revenue deviations. The WNA is
reasonable because it also aligns all parties on the objective of establishing an
appropriate normal weather to be reflected in rates.

HOW IS THE COMPANY’S PROPOSED WNA CONSTRUCTED?

Importantly, the WNA proposed by the Company has several customer-
friendly features that ensure that the WNA only adjusts for weather deviations,
and not customer efficiency gains or economic impacts. When a WNA Period
is warmer than normal (i.e., there is a shortfall in the amount collected by the
Company), the Company will accrue any shortfall due to weather deviations and
carry that balance forward until the following WNA Period, where it will
incorporate the balance into rates on a per therm basis. When a WNA Period
is colder than normal (i.e., there is an excess in the amount collected by the
Company), the crediting of these weather-driven revenues to customers will
occur within two months, providing customers with immediate bill relief. Finally,
as proposed by the Company, if any WNA Period reflects a significant deviation
from normal weather, the next WNA Period rate adjustment will be capped,
ensuring that customers are not exposed to extreme rate volatility due to the
WNA. Company Witnesses Tuoriniemi and Lawson describe more fully the

Company's proposal and the WNA mechanism.
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PLEASE SUMMARIZE WHY THE PROPOSED WNA IS IN THE PUBLIC
INTEREST AND SHOULD BE APPROVED.

The proposed WNA provides an effective and efficient method of risk
mitigation due to weather for both customers and the Company. The WNA does
not increase the authorized revenue for the Company; rather, it ensures that
Washington Gas’ experienced revenues better align with what the Commission
approves in this proceeding. The symmetrical treatment for warmer-than-normal
weather or colder-than-normal weather proposed by the Company treats all
stakeholders fairly. The mechanism will also provide near-term relief to
customers during a WNA Period where the weather has been colder-than-
normal, while spreading the impact of warmer-than-normal weather over the
subsequent WNA Period. The mechanism represents an improvement in
ratemaking and fosters greater confidence that weather will not negatively

impact nor reward customers or the Company.

IX. SUPPORT FOR TRANSPARENCY IN AFFILIATE COSTS
IS THE COMPANY FILING AN AFFILIATE COST OF SERVICE STUDY
(“ACOSS”") WITH THIS RATE APPLICATION?

Yes, it is. These materials are in alignment with discussions with external
parties, including the Apartment and Office Building Association of Metropolitan
Washington. If the Commission imposes additional requirements for the ACOSS
after the filing of this Application, the Company will file a revised ACOSS in

subsequent testimony.
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X. IDENTIFICATION OF WITNESSES

PLEASE INTRODUCE THE COMPANY’S WITNESSES AND IDENTIFY THE
ISSUES EACH ADDRESSES.

The Company supports its request for rate relief with this testimony, as

well as the prepared direct testimonies of 14 additional witnesses:

Company Witness Janet Burrows supports the proposed capital structure
and cost of capital.

Company Witness Dylan D’Ascendis proposes a reasonable rate of
return on common equity.

Company Witness Robert Tuoriniemi supports accounting and
ratemaking adjustments, as well as adoption of a Weather Normalization
Adjustment.

Company Witness Katina Banks supports revenue adjustments.
Company Witness Tracey Smith supports the Company Class Cost of
Service Study, jurisdictional allocation, and labor adjustments.

Company Witness Dr. Ronald White supports the Company’s
Depreciation Rate Study.

Company Witness Kimberly Bell supports the impact of recent Internal
Revenue Service Private Letter Rulings that necessitate a change in the
treatment of federal income tax sharing payments.

Company Witness Frederick Morrow supports certain investments that
are proposed to be recovered in base rates, including PROJECTpipes

costs transferred from the surcharge to base rates, and provides a
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summary and description of the other capital plant proposed to be
collected in base rates.

» Company Witness Ghislaine (Celine) Quenum supports the Affiliate
Cost of Service Study and presents the Cost Allocation and Inter-
Company Pricing Manual.

« Company Witness Eric Block supports inbound affiliate costs.

* Company Witness Patrick Baryenbruch presents the Affiliate Cost Study.

e Company Witness Thomas Burgum describes the Company’s
compensation framework and the value of our short-term incentive
compensation approach.

o Company Witness Paul Raab sponsors the Company's Normal Weather
Study underlying the proposed rates.

e Company Witness Andrew Lawson supports the Company’s proposed
rate design, WNA mechanism, changes to cost application for

credit/debit card fees and other tariff changes.

Xi. CONCLUSION
PLEASE SUMMARIZE YOUR PRINCIPAL CONCLUSIONS AND
RECOMMENDATIONS.

Washington Gas’ request for a base rate increase of $45.6 million is just
and reasonable. Further, the Commission should authorize the Company to
implement a Weather Normalization Adjustment to protect both customers and
the Company from unpredictable weather and provide the Company with a fair

opportunity to remove the impact of weather variability from distribution
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revenues. Finally, the Commission should authorize the Company to implement
other tariff changes proposed by the Company in these proceedings.
DOES THIS COMPLETE YOUR DIRECT TESTIMONY?

Yes, it does.
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ATTESTATION

I, JAMES D. STEFFES, whose Testimony accompanies this Attestation,

state that such testimony was prepared by me or under my supervision; that |
am familiar with the contents thereof; that the facts set forth therein are true and
correct to the best of my knowledge, information and belief; and that | adopt the

same as true and correct.

JAMES D. STEFFES//

July 30, 2024

DATE
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WASHINGTON GAS LIGHT COMPANY
District of Columbia

DIRECT TESTIMONY OF JANET BURROWS

PLEASE STATE YOUR NAME, OCCUPATION, AND BUSINESS ADDRESS.

My name is Janet Burrows. | am Vice President and Treasurer of AltaGas
Ltd. (“AltaGas”), the parent of Washington Gas Light Company (“Washington
Gas” or “the Company”). My business address is 1700, 355 4 Avenue SW,
Calgary, Alberta T2P 0J1.

. QUALIFICATIONS

PLEASE DESCRIBE YOUR PROFESSIONAL AND EDUCATIONAL
BACKGROUND.

| have been employed by AltaGas since May 2019. | assumed my current
role on August 1, 2023, following the election by AltaGas’s Board of Directors. |
am responsible for the administration and supervision of all treasury functions
across AltaGas, its affiliates, and its subsidiaries.

Prior to joining AltaGas, | worked in various finance and accounting
positions for 21 years.

| have a Bachelor of Commerce Degree from the University of Calgary. |
have a Chartered Accountant Professional Designation (CPA) in Alberta,
Canada.
HAVE YOU PREVIOUSLY SUPPORTED TESTIMONY REGARDING UTILITY
BASE RATE PROCEEDINGS?

This is my first testimony provided in support of a Washington Gas base

rate proceeding.
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ll. PURPOSE OF TESTIMONY

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

| address the reasonableness of the Company's overall cost of capital,
including the individual capital structure components apart from the return on
common equity (“ROE”), which is presented by Company Witness D’Ascendis.
Additionally, | describe the Company'’s financing strategy and plans. Finally, |
address various commitments from Formal Case No. 1142, the Company's
merger proceeding with AltaGas.

| recommend an overall rate of return of 7.874% for the Company. This
return is based upon the following capital structure and cost rates (subject to

rounding considerations), as detailed in Exhibit WG (B) - 1:

Capitalization
Description ($000) Ratio Cost Return
A B C D E=CxD

Debt
1]Long-TermDebt | $ 1,915,107 | 42.881% | 4.840% | 2.075%
2 | Short-Term Debt | $ 206,956 | 4.634% | 6.202% | 0.287%
3 | Total Debt $ 2,122,063| 47.514% 2.363%
Equity

4[CommonEquity | $ 2,344,085 | 52.486% | 10.500% | 5.511% |

5 | TOTAL | $ 4,466,148 | 100.000% | | 7.874% |

lll. [IDENTIFICATION OF EXHIBITS
DO YOU SPONSOR ANY EXHIBITS IN SUPPORT OF YOUR TESTIMONY?

Yes, | sponsor the following eight (8) exhibits:
. Exhibit WG (B)-1 The Company's Recommended Capital Structure and
Cost of Capital.
. Exhibit WG (B)-2 The Calculation of the 4 Quarter Average for Long-Term
Debt and Equity.
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. Exhibit WG (B)-3 Details of Short-Term Debt, including cost and average
daily balance calculation.

. Exhibit WG (B)-4 Details of Long-Term Debt.

. Exhibit WG (B)-5 Comparison of Capital Structure to Selected Peer
Companies.

. Exhibit WG (B)-6 Comparison of Debt Issuances Among Similarly Rated
Companies.

. Exhibit WG (B)-7 Current and Historical Credit Ratings.

. Exhibit WG (B)-8 Current Credit Rating Agency Reports.

IV. THE COMPANY'S FINANCING STRATEGY

PLEASE DISCUSS THE IMPORTANCE OF FINANCIAL PLANNING AND THE
PRIMARY OBJECTIVES OF THE COMPANY'S FINANCING STRATEGY.

Financial planning prepares the Company to satisfy its short-term and
long-term cash requirements on a timely basis so that it can meet its obligations
to customers, creditors, employees, and shareholders. A sound financing
strategy allows a company to fund its capital requirements at a reasonable cost
and to remain flexible in accessing financial markets, even during periods of
economic uncertainty or unexpected liquidity requirements.
WHEN YOU REFERENCE FLEXIBILITY AS IT RELATES TO FINANCING OR
FINANCING FLEXIBILITY, WHAT DO YOU MEAN AND WHY IS THAT
IMPORTANT?

At its core, financing flexibility means the Company has the cash available
to pay for its obligations on any day of the year and can handle most unforeseen

events (also referred to as contingencies). Financing flexibility is also the

-3-
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freedom to choose the sources of cash and the timing of when those sources are
accessed. Financing flexibility gives a company the ability to withstand adverse
circumstances in financial markets and unexpected financing needs that may
arise due to the inherent risk of unexpected cash requirements associated with
a company’s operations or factors affecting the industry in general. As examples,
the 2020 COVID-19 Pandemic and the 2008 Financial Crisis were both
substantial contractions in credit markets that the Company was able to weather
without disruption to its ability to finance its utility obligations.

WHAT FACTORS ARE CONSIDERED IN DEVELOPING A FINANCING PLAN?

The starting point in developing a company's financing plan is its capital
requirements, consisting of capital expenditures, debt servicing and refinancing
requirements, and working capital needs. These requirements are typically
satisfied by operating cash flows (which includes the impact of actual income
taxes paid), net of dividends paid to equity holders, with the balance being
financed externally. Other factors affecting a company's financial planning
include its credit ratings and the economic conditions potentially impacting its
industry.

There are complex interrelationships among these factors that must be
evaluated. For example, the return on equity, the level of equity in the capital
structure, and total interest expense all affect interest coverage ratios, a key
indicator of credit quality. A company's capital structure and its ability to service
its capital structure are closely evaluated by credit rating agencies. As noted
below, maintaining strong debt ratings is critical to ensure a reasonable cost of

debt and helps maintain customer affordability.
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PLEASE EXPLAIN HOW THE COMPANY PREPARES ITS FINANCING PLAN.

We prepare an annual and multi-year financing plan. The annual
financing plan is developed along with the annual budget for the Company. The
purpose of the annual plan is to determine financing needs of the Company
within the next year. This will determine how much of the utility’s operations can
be self-funded through operating cash flow and how much of the Company’s
capital plan and working capital requirements must be externally financed. After
the amount of external financing is determined and based on the Company’s
targeted capital structure, we determine the amount to be funded through capital
contributions (equity), and private placement notes (long-term debt). Each step
in this process is performed at the utility level and does not involve any
considerations of any Company affiliate.

The multi-year financing plan is prepared coincident with the preparation
of the strategic plan which spans three years. The purpose of this multi-year
plan is to determine the medium-term financing needs of the Company. It is
prepared in a similar manner as | described above for the annual financing plan.
This multi-year plan helps us determine when we file for additional financing
authority before the commissions and how much financing authority we should
seek.

DOES WASHINGTON GAS BASE ITS FINANCING DECISIONS AND
ANALYSIS ON THE NEEDS OF ITS PARENT?

No. As explained above, Washington Gas’ capital structure is, and has
been, set independently from its parent and is based solely on its need to fund
the utility's operations at a reasonable cost and maintain efficient access to

capital markets, as well as its regulatory commitment to maintain a common

-5-
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equity ratio between 48% to 55%. This will continue to be the case in the future,
as required by Merger Commitments 32, 35, 36, and 37 in Formal Case No.
1142.

PLEASE DESCRIBE THE MAJOR FINANCING EVENTS SINCE THE TEST
YEAR IN FORMAL CASE NO. 1169.

After the 2021 test year in Formal Case No. 1169, the Company issued
$200 million of long-term debt in 2022 and $200 million in 2023. The 2022, $200
million issuance occurred on December 29, 2022, and consisted of: $25,000,000
aggregate principal amount of its 5.25% Series 2022-A Notes due December 29,
2042 (“PP-2042"), and $175,000,000 aggregate principal amount of its 5.33%
Series 2022-B Notes due December 29, 2052 (“PP-2052"). The 2023, $200
million issuance occurred on October 19, 2023, and consisted of: $150,000,000
aggregate principal amount of its 6.06% Series 2023-A Notes due October 14,
2033 (“PP-2033"), and $50,000,000 aggregate principal amount of its 6.43%
Series 2023-B Notes due October 15, 2053 (“PP-2053").

Both issuances were priced at favorable spreads to US Treasuries based
on the Company’s A-/A ratings from S&P and Fitch respectively. Exhibit WG (B)-
6 provides a comparison for each issuance to similar issuance that occurred
around the same time. The exhibit demonstrates that the Company’s spread
was 5 basis points favorable (the average for the four issuances) to the average
of similarly rated utilities issuing around that time. Thus, it also shows there is
no negative impact on the Company’s cost of debt for these two issuances

related to the Company’s association with AltaGas Ltd.
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V. CREDIT RATINGS
WHY ARE CREDIT RATINGS IMPORTANT TO A COMPANY THAT ISSUES
DEBT SECURITIES?

Credit ratings are scoring systems applied by internationally recognized
independent organizations (including credit rating agencies such as Moody's
Investors Service (“Moody’s”), Standard & Poor’s Ratings Services (“S&P”) and
Fitch Ratings (“Fitch”)) to assess an entity’'s ability to meet its financial
obligations, including the ability to pay interest and principal when due. Each
agency applies measures and ratios to entities within government or industry
categories to give investors an indication of financial strength relative to peers
and other issuers of debt securities. Buyers of debt securities consider an
entity's credit rating when evaluating the risk of the investment. In general, the
higher a security is rated, the less risky it is to investors, resuiting in greater
flexibility and possibly lower costs for issuers across a range of market
conditions.

WHAT ARE THE CREDIT RATING SCALES OF S&P AND FITCH AND WHAT
DO THEY MEAN?

S&P maintains a letter rating scale from AAA to D (fully, AAA, AA, A, BBB,
BB, B, CCC, CC, C, D) as its credit ratings. The cutoff for investment grade is
BBB, below this credit rating starting at BB are considered speculative grade.’
For the AA to CCC portion of the scale, S&P may modify the rating by a plus or

minus sign to provide relative positions of entities within those ratings.2 The

1 S&P Global Ratings. “Guide to Credit Rating Essentials.” p. 9,
https://www.spalobal.com/ratings/_division-assets/pdfs/quide to credit_rating_essentials digital.pdf
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ratings are a measure of an entities’ ability to meet its financial commitments and
weather changes in economic conditions or circumstances. Fitch maintains a
similar ratings scale with one additional level above D called RD — Restricted
Default.3
Investment grade ratings mean there is a lower risk of an entity defaulting
on its obligations. S&P has defined the terms of investment-grade and
speculative-grade as follows:
The term “investment-grade” historically referred to bonds
and other debt securities that bank regulators and market
participants viewed as suitable investments for financial
institutions. Now the term is broadly used to describe issuers
and issues with relatively high levels of creditworthiness and
credit quality. In contrast, the term “non-investment-grade,”
or “speculative-grade,” generally refers to debt securities
where the issuer currently has the ability to repay but faces
significant uncertainties, such as adverse business or
financial circumstances that could affect credit risk.*
Q. WHAT ARE THE COMPANY'S LONG-TERM DEBT CREDIT RATINGS?
A. Washington Gas issues long-term debt primarily in the form of unsecured

notes utilizing the private placement market. The current credit rating of the

3 Fitch Ratings. “Rating Definitions.” https://www.fitchratings.com/products/rating-definitions
4 S&P Global Ratings. “Guide to Credit Rating Essentials.” p. 9,

https.//www.spalobal.com/ratings/_division-assets/pdfs/guide to credit_rating essentials _digital.pdf
-8 -
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Company'’s senior unsecured long-term debt is A- by S&P, and A by Fitch.5 On
a relative basis, Fitch is one notch above.

WHY IS AN “A” RATING VALUABLE AND ONE THE COMMISSION SHOULD
SUPPORT THROUGH ITS ACTIONS?

An A rating indicates a “strong capacity to meet financial commitments,
but somewhat susceptible to adverse economic conditions and changes in
circumstances.” Lower ratings mean the Company would be more susceptible
to business cycles and other contingencies. The Company would be less able
to weather tight credit markets, recessions, and other major economic events as
well as circumstances specific to the jurisdictions in which the Company
operates, the Company itself, or the utility industry. The financial flexibility
described above is valuable and should be preserved and supported by the
Commission. It enables the Company to provide utility service and meet its
service obligations.

A rating one level above BBB is also valuable in that the Company does
not skate close to the edge of a speculative rating. It provides a cushion for
weathering adverse circumstances. The further down the ratings scale one
goes, the less cushion there is until finally an entity hits default (a rating of D).
And this cushion and our A rating has proven valuable to our commissions and
our customers in times of financial market upheavals. In the most recent
instance, the COVID-19 pandemic, the Company did not need to take out more

costly forms of finance or incur more restrictive covenants for debt during that

5 The most recent credit reports issued by each rating agency is provided in Exhibit WG (B)-8. The
Company's historical ratings are provided in Exhibit WG (B)-7.

-9-
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period nor was there any interruption in our ability to effectively finance our on-
going investments and support our cost of service.

WHAT KEY CREDIT METRICS ARE IMPORTANT TO THE COMPANY'S
CREDIT RATING AND WHAT INFORMATION ON THESE METRICS DOES
THE COMPANY REPORT TO THE COMMISSION?

Pursuant to Merger Commitment 35 of Formal Case No. 1142, the
Company reports quarterly on the Company's consolidated Funds from
Operations (“FFQO”) / Debt, FFO / Interest, and Debt to Total Capitalization ratios.
FFO is usually calculated as net operating income plus depreciation and
amortization, deferred tax changes, and other noncash items outside of working
capital. FFO is a cash flow measure like Earnings Before Interest, Tax,
Depreciation and Amortization (“EBITDA”) or Cash Flows from Operating
Activities. The credit rating agencies can use any of these measures and adjust
them for items like capital expenditures for a variety of ratio calculations.

FFO / Debt generally measures the ability of a company to pay off its debt
using recurring cash flows from operations independent of working capital. For
the March 31, 2024 period on a book basis, the Company’s consolidated FFO /
Debt ratio was reported as 17.7%. A FFO / Debt ratio of 17.7% would indicate
it would take less than 5.6 years to service the Company’s outstanding debt.

FFO / Interest Ratio is an interest coverage ratio that measures how well
a company'’s cash flows can cover debt costs (interest expense). The larger the
ratio is the less risk there is of a default. That can be viewed again as a cushion
that insures the Company against default risk. As of our last report to the

Commission and for the test year, FFO / Interest Ratio was 3.8.

-10 -
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The final metric is Debt-to-Total-Capitalization Ratio. The Commission
has regular experience reviewing this metric as it is the capital structure of the
Company, and the Commission adopts a capital structure in setting rates. For
the credit rating agencies, this is a measure of how much leverage (debt) the
Company uses. Greater leverage creates greater credit risk as the cost to
service that debt will be larger even absent the impact this will have on the cost
rate for debt. Equally, as fixed charges that must be paid every period, it reduces
financial flexibility as it cannot be reduced or avoided. The measure as of March
31, 2024, was 46.4%. Itis important to understand that is based on the balance
of debt and total capitalization at March 31, 2024 using a GAAP basis, not an
average, not including the regulatory assets and liabilities to arrive at a regulatory
basis, nor does it have any adjustment to use daily averages of short-term debt.
WHAT WOULD HAVE BEEN THE COMPANY’'S FFO / DEBT RATIO ON A
STANDALONE BASIS FOR ITS DISTRICT OF COLUMBIA OPERATIONS?

For the March 31, 2024, period, as shown in Company Witness
Tuoriniemi's testimony, the standalone FFO / Debt ratio on a book basis for the
Company'’s District of Columbia Operations was 10.2%, which is significantly
lower than the consolidated FFO / Debt ratio. A FFO / Debt ratio of 10.2% would
mean it would take almost 9.8 years to service debt from the Company’s
operations. This longer period needed to service debt repayments would
therefore usually mean a higher credit risk and result in higher debt costs to
ratepayers. Equally, these measures are below the downgrade threshold S&P
sets for investment grade debt. Moving to a speculative credit rating would
significantly increase the cost of debt for the Company and result in higher rates

for customers.

-11 -
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WHY IS THE COMPANY’S FFO / DEBT RATIO LOWER IN THIS CASE AND
WHY IS THE RATIO LOWER ON A STAND-ALONE DC BASIS?

Warmer weather that reduces revenues in the District combined with
higher operating costs, as described by Company Witness Tuoriniemi, are the
primary drivers of the change in FFO / Debt. The Company’s rates in the District
are primarily collected volumetrically, and there is no current provision in the
Company'’s tariff that adjusts for weather variations. In the last five years,
weather was significantly warmer than the 30-year average that the Commission
adopted in Formal Case No. 1169 driving the Company’s revenues and cash
flows lower and adversely affecting FFO.6 This is an additional reason it is
necessary for this Commission to adopt the Weather Normalization Adjustment
mechanism proposed by Company Witnesses Tuoriniemi and Lawson. This will
stabilize our FFO / Debt metric to some extent. We will still be exposed to the
impact warm weather has on Asset Optimization margins.

Higher operating costs when rates do not increase timely to recover those
costs also drive FFO lower. As Company Witness Steffes details, streamlining
the procedural schedule for DC rate cases would reduce regulatory lag and
improve the FFO / Debt metric.

WHAT ARE THE COMPANY'S SHORT-TERM DEBT CREDIT RATINGS?

Washington Gas issues short-term debt primarily in the form of
Commercial Paper (“CP”). The current credit rating of the Company’s short-term
debt is A2 by S&P, and F2 by Fitch. These ratings are all at the same equivalent

tier.

8 Exhibit WG (D), the Direct Testimony of Robert E. Tuoriniemi.
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DOES THE MERGER OR ANY ONGOING AFFILIATION WITH ALTAGAS LTD.
HAVE ANY ADVERSE IMPACT ON THE COST OF DEBT FOR RECENT
ISSUANCES?

No, it does not. As | demonstrate above and discuss further below in our
most recent debt issuances, the Company is issuing at similar spreads for our
credit rating. As shown in Exhibit WG (B)-6, those spreads demonstrate there is
no adverse impact. Equally, at this point in time, no one could predict what the
Company’s credit ratings and debt cost would have been had the merger not
occurred. On a stand-alone basis, the Company would have operated the same
large capital program as it committed to prior to the merger for accelerated
replacements, and that would have reduced the Company’s credit metrics and
potentially impacted its ratings independent of any association with AltaGas Ltd.
The inflows from financing activities were already increasing pre-merger
because of the large capital spending program. Finally, S&P determines a stand-
alone credit profile of A- which is no different than the Company’s issuer credit
rating. Thus, | have not made any adjustments to cost of recent borrowings.

| have not changed the prior adjustments made to the Company’s
September 13, 2019, and December 10, 2020, MTN issuances in the Company’s

two prior rate cases.

VI. CAPITAL STRUCTURE
WHAT IS THE APPROPRIATE STARTING POINT IN DETERMINING THE
COMPANY'S CAPITALIZATION?
The appropriate starting point is the capital structure expected in the rate

effective period. Consistent with the historical precedent of this Commission in

-13 -
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using a test year actual capital structure, the Company is recommending that
capital structure adopted for ratemaking purposes be 52.486% equity and
47.514% debt. The structure is supported by the facts present during the test
year. The Company's actual, average capital structure during that period was
52.486% equity. As shown in Exhibit WG (B)-5, the capital structure peer group
mean and median equity ratio were 53.23% and 53.83% percent, respectively.
HOW ARE THE ACTUAL INDIVIDUAL DEBT COMPONENT COSTS OF
CAPITAL, THE ACTUAL CAPITAL STRUCTURE, AND ACTUAL RATE BASE
DEVELOPED, AND WHAT FACTORS IMPACT THEM?

They are developed from the Company’s financial statements, primarily
the income statement and the balance sheet, which are prepared quarterly. At
a high level, the income statement reflects the cost components of long-term
debt and short-term debt (as interest expense). Our estimate of the cost of
common equity, or ROE, is the subject of testimony from Company Witness
D’Ascendis.

PLEASE EXPLAIN EACH ADJUSTMENT MADE TO THE ACTUAL CAPITAL
COMPONENT, BEGINNING WITH LONG-TERM DEBT.

As shown on line 1 of Exhibit WG (B)-4, the unadjusted face amount of
long-term debt including current maturities was $2.026 billion as of March 31,
2024. The net result after reducing for unamortized premiums/discounts,
issuance expenses, losses on refunds and hedging is a long-term debt amount
of $2.015 billion shown on line 8 of Exhibit WG (B)-2. Using the same
methodology, | obtained adjusted net long-term debt amounts at the June 30,
2023, September 30, 2023, and December 31, 2023 periods. As shown in

Exhibit WG (B)-2 on line 8, | then averaged these amounts to arrive at $1.915

-14 -
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billion, which is my recommended long-term debt balance for ratemaking
purposes.

WHAT IS THE BASIS FOR THE AMOUNT OF SHORT-TERM DEBT IN THE
CAPITAL STRUCTURE, AS RECOMMENDED IN THIS CASE?

The amount of short-term debt outstanding varies significantly by year, by
month, and within a month as well. Consistent with past filings, | used average
short-term debt to reflect the seasonal fluctuations that occur in this capital
component and calculated the $207 million average daily balance for tweive
months ended March 31, 2024, as shown on line 13 of Exhibit WG (B)-3, page
2.

PLEASE EXPLAIN YOUR CALCULATION OF COMMON EQUITY IN EXHIBIT
WG (B)-2.

| averaged the Company’s common equity balance at the four quarters
ending between June 30, 2023, and March 31, 2024. By averaging the
Company'’s capital structure profile, | removed any bias to the capital structure
associated with seasonality that occurs with an end of period measurement. The
recommended equity balance, for this rate filing is $2.344 billion, as shown in line
9 of Exhibit WG (B)-2.

IS THE COMPANY’S CAPITAL STRUCTURE REASONABLE?

Yes, the capital structure reasonably estimates the Company’s actual cost
of financing the safe and reliable distribution of natural gas to its customers,
including those in the District of Columbia. This comports with the Commission’s
long-standing reliance on the actual capital structure for Washington Gas. This
case deals with the setting of rates for Washington Gas customers in the District

of Columbia. As such, reflecting the cost of financing those specific operations
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in the approved capital structure should be the goal of this case. It is also within
the range set by the Commission in Formal Case No. 1142,

WHAT MAIN FACTORS DROVE THE CHANGE IN THE COMPANY’S
RECOMMENDED COMMON EQUITY RATIO FROM 54.19% IN FORMAL
CASE NO. 1169 TO 52.49% IN THIS RATE PROCEEDING?

The main driver in the shift in our capital structure case-to-case was the
issuance of $400 million of long-term debt: $200 million in 2022 and $200 million
in 2023. Of the total $877 million increase in average test year capitalization,
54.72% of that increase was driven by additional debt financing versus 45.28%
being driven by the growth in common equity. The higher contribution of debt
has shifted the capital structure to greater leverage. This is in keeping with our
target capital structure used for financial planning purposes that | described
above. It is also consistent with the Commission’s prior order that set a 52%
equity and 48% debt capital structure in Formal Case No. 1169.

The necessity for external financing over this period is the same as
explained above. The Company’s internal cash generation is not sufficient to
fully cover its capital program; thus, external financing was required and will
continue to be required.

HOW DOES THE COMPANY'S CAPITAL STRUCTURE COMPARE TO THAT
OF ITS PEERS?

As shown in Exhibit WG (B)-5, the Company’s equity component of its
capital structure is very much in line with its peer group. In making this
calculation, | started with Company Witness D’'Ascendis’s peer group used in his
calculation of ROE. If a gas distribution company did not have its own balance

sheet publicly available, | used its parent company’s capital structure. This was
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the case for Atmos Energy Corporation and ONE Gas, Inc., with both having
primarily utility operations. Company Witness D’Ascendis’s peer group is limited
to those gas utilities that issue public equity. However, many utilities like
Washington Gas still issue debt and are rate independent of their parent.
Equally, evaluating our capital structure versus peers with the same credit rating
is a more relevant comparison to make as credit ratings are based upon leverage
and cash flows. Thus, | expanded the group to pull in other gas utilities with A-
ratings from S&P and had independent financial statements. The capital
structure and credit metrics peer group includes the following added companies:
NSTAR Gas Company, The Southern Connecticut Gas Company, Yankee Gas
Services Company, DTE Gas Company, and Southern Company Gas.
Consistent with how | calculated the Company’s capital structure, | used a 4-
quarter average capital structure for each of the peers.” The peer group’s simple
average common equity component is 53.23% and the median common equity
component is 53.83%. Were the Company to have been included in the sample,
the Company’s common equity ratio of 52.486% would be ranked eighth highest
out of twelve in the peer group comparison.

Comparing solely to the nine companies that also have A- credit ratings
demonstrates the Company’s leverage ratio is the second highest of this
grouping. Equally, the Company’s FFO-to-Debt measure is below the average
and median of our A- peers. This demonstrates that our leverage cannot

increase beyond 48% (or an equity ratio lower than 52%) without resulting in a

7 The data and calculation of the four-quarter average calculation is provided in Exhibit WG (B)-5.
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downgrade of our credit rating. Higher leverage would degrade our key credit
metrics and put us further out of line with our peers.
WHAT CAPITAL STRUCTURE DO YOU RECOMMEND IN THIS
PROCEEDING?

As shown in Exhibit WG (B)-1, | propose a capital structure consisting of
47.514% debt, and 52.486% common equity. This recommendation is supported
by the facts and should be adopted by the Commission in determining rates set

in this case.

VIl. COST OF CAPITAL TO THE COMPANY
WHAT WAS THE COST OF LONG-TERM DEBT AS OF MARCH 31, 20247

The cost of long-term debt (including current maturities) was 4.840%, as
shown in Exhibit WG (B)-1.

WHAT ADJUSTMENTS WERE MADE TO REFLECT GAINS AND LOSSES ON
REACQUIRED DEBT IN DETERMINING THE COST OF LONG-TERM DEBT?

Consistent with Commission practice, unamortized debt reacquisition
gains and losses are reflected in the net amount outstanding, shown in Exhibit
WG (B)-4.

WHAT OTHER ADJUSTMENTS WERE MADE IN DETERMINING THE COST
OF LONG-TERM DEBT?

Consistent with Commission practice, to calculate the cost of long-term
debt, | also included the unamortized amounts of debt issuance expenses,
issuance discounts and premiums, and hedge losses and gains.

DID YOU MAKE ANY OTHER ADJUSTMENTS TO THE COST OF LONG-
TERM DEBT?

-18 -
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Yes. | adopted the same adjustment the Company proposed for the cost
of the $300 million MTNs issued in 2019 of seven (7) basis points as presented
in its testimony for Formal Case No. 1162, and the four (4) basis points
adjustment made to the $100 million Series L-2 MTNs issued on December 10,
2020. As noted above, no adjustments were made for recent issuances.

As | have used an average for the components of the capital structure, |

adjusted the cost rate for long-term debt accordingly. Thus, when this rate is
applied to the average balance of long-term debt, the resulting total debt service
cost equates to the Company’s current requirement of $92,687,012.
HOW DID YOU DETERMINE THE PRO FORMA COST OF SHORT-TERM
DEBT, AS SHOWN IN EXHIBIT WG (B)-3, PAGE 1 AND IN YOUR
RECOMMENDED RATE MAKING CAPITAL STRUCTURE SHOWN IN EXHIBIT
WG (B)-1?

The Company'’s financing strategy includes the prudent use of short-term
debt to meet seasonal requirements and maintain financing flexibility. The
Company has a commercial paper (“CP") program that is supported by back-up
credit facilities in the form of bank revolving lines of credit.

The effective cost of issuing commercial paper includes the interest
expense on short-term debt plus the origination and maintenance fees
associated with the revolving credit agreements that are prerequisite to a viable
commercial paper program. The gross amount of facility fee expenses was
$1,055,045, as shown on Exhibit WG (B)-3, for the twelve-month period ended
March 31, 2024.

As CP rates can vary between months, | utilized the average of the last

three months as the starting point for my cost of short-term debt
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recommendation. As of March 31, 2024, this adjusted average cost of
commercial paper debt during the most recent three (3) months was 5.693%.
This interest rate, expressed on an effective yield basis and combined with the
line of credit expenses, results in a pro forma total cost of short-term debt of
6.202%.
WHAT IS THE BASIS FOR THE RETURN ON COMMON EQUITY CONTAINED
IN EXHIBIT WG (B)-1?

| have adopted the 10.50% return on common equity recommended by
Company Witness D’'Ascendis, who has conducted a detailed analysis to

determine the return on common equity required by investors.

Vill. REQUIRED RATE OF RETURN

BASED ON THE INFORMATION YOU HAVE PRESENTED, WHAT IS THE
FAIR RATE OF RETURN THAT SHOULD BE ALLOWED THE COMPANY?

The Company should be allowed a return of 7.874%, as shown in Exhibit
WG (B)-1. This rate of return will allow the Company to continue providing
service at a cost that is reasonable for the ratepayers and that will allow the
Company to attract capital on reasonable terms.
DOES THIS CONCLUDE YOUR DIRECT TESTIMONY?

Yes, it does.
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S&P Global
Ratings RatingsDirect®

Washington Gas Light Co.

July 17, 2024

Primary contac
In December 2023, Washington Gas Light Co. received decisions in two rate case proceedings y contact

in the District of Columbia (DC) and Maryland. The District of Columbia Public Service Redacted
Commission approved a $24.6 million rate increase based on a return on equity (ROE) of 9.65%

(up from 9.25%) and an equity layer of 52%. The Maryland Pubtlic Service Commission approved

a rate increase of $12.6 million based on a ROE of 9.5% (down from 9.7%). We view the

Washington rate case outcome as largely in line with our base-case expectation, though

partially offset by the length of time it took to reach a decision. We view the Maryland decision Secondary contacts
as below our base case. As such, we continue to monitor the regulatory jurisdictions. Redacted

S&P Global Ratings expects WGLC to effectively manage its regulatory risk, which supports our
view of its business risk profile. The company has a large customer base of about 1.2 million
customers across three regulatory jurisdictions and benefits from numerous regulatory
mechanisms, such as riders for aged pipe replacement, weather normalization, gas purchase
cost adjustments, and bad debt recovery. Furthermore, while its robust capital spending plan to
replace aged pipe infrastructure entails some operating risk, it also provides lower-risk rate
base growth.

Our negative outlook reflects our outlook on parent AltaGas Ltd. The negative outlook on
AltaGas reflects its increasing exposure to higher risk, nonregulated midstream businesses, and
construction risk during the Ridley Island Energy Export Facility (REEF) terminal’s build out.

We forecast credit measures will remain within our expected range for the significant
financial risk profile category. We expect WGLC's funds from operations (FFO) to debt to
average 16%-19% over our forecast period, incorporating the recent rate-case outcomes, capital
spending averaging about $530 million, continued use of existing regulatory mechanisms, and
negative discretionary cash flow. We assess the company's financial measures using our medial
volatility financial benchmark table, reflecting the company's lower-risk regulated gas
distribution utility operations and effective management of regulatory risk.

We continue to view WGLC as an insulated core subsidiary of AltaGas. insulating measures
between WGLC and AltaGas allow us to rate WGLC three notches higher than its parent,
reflecting the cumulative value of the structural and regulatory protections that insulate WGLC
from AltaGas as well as the strength of WGLC’s stand-alone credit profile.

Key insulating measures include:

e WGLC's status as a separate entity, with financial performance and funding that are highly
independent from AltaGas;

www.spglobal.com/ratingsdirect July 17,2024 1
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e Strong economic basis for AltaGas to preserve WGLC's credit strength because it generates
about 40% of the group’s EBITDA;

e Lack of cross default provisions between WGLC and AltaGas or any of its subsidiaries;
¢ Anindependent board of directors;
e Requirements by regulators for WGLC to maintain investment-grade ratings;

o Dividend restrictions if WGLC's credit rating falls below investment grade or if the dividend
reduces WGLC's equity ratio below 48%; and

o Merger commitments that allow the regulators to order AltaGas to divest WGLC if AltaGas’
financial state deteriorates.

Ratings Score Snapshot

Business risk: Excellent

L J a- a- a-

Vulnerable Excellent ® < ®
A-/Negative/A-2
Financial risk: Significant
=]
Highl Minimal Anchor Modifiers G /
levgergged i ' govern?nurgent Issuer credit rating
Recent Research

e AltaGas Ltd. Outlook Revised To Negative On Additional Midstream Investments; Ratings
Affirmed, June 7, 2024

e Tear Sheet: Washington Gas Light Co., January 23, 2024

Company Description

WGLC, a fully owned subsidiary of WGL Holdings Inc., is a fully regulated utility that provides
natural gas service to more than 1.2 million customers in the Washington, D.C.; Maryland; and
Virginia. WGL Holdings Inc. is owned by AltaGas Ltd.

Outlook

The negative outlook on WGLC reflects our outlook on AltaGas.

Downside scenario

We could lower the rating on WGLC within the next 12-24 months if we downgrade AltaGas, or
WGLC's stand-alone financial measures deteriorate, including FFO to debt of consistently below
15%.

www.spglobal.com/ratingsdirect July 17,2024 2
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Upside scenario
We could affirm the rating and revise the outlook to stable on WGLC within the outlook period if
we affirm our rating on AltaGas.
Financial Summary
Washington Gas Light Co.--Financial Summary
Period ending Sep-30-2018 Dec-31-2019 Dec-31-2020 Dec-31-2021 Dec-31-2022 Dec-31-2023
Reporting period 2018a 2019a 2020a 2021a 2022a 2023a
Display currency (mil) $ $ $ $ $ $
Revenues 1,248 1,331 1,234 1,449 1,747 1,566
EBITDA 368 334 37 392 439 539
Funds from operations (FFO) 309 254 308 313 360 442
Interest expense 76 75 76 76 89 109
Cash interest paid 62 64 66 68 80 97
Operating cash flow (OCF) 123 203 227 318 339 455
Capital expenditure 393 433 390 474 531 516
Free operating cash flow (FOCF) (270) (230) (163) (156) 191) (60)
Discretionary cash flow (DCF) (358) (359) (263) (256} (291 (160)
Cash and short-term investments 0 17 0 0 0 17
Gross available cash 0 17 0 0 0 17
Debt 1,498 1,862 1,900 1,979 2183 2,355
Common equity 1,457 1,672 1,866 2,022 212 2,358
Adjusted ratios
EBITDA margin (%) 29.5 25.1 30.0 27.0 251 34.4
Return on capital (%) 6.9 5.5 6.0 5.9 6.4 79
EBITDA interest coverage (x} 4.8 4.4 49 5.1 4.9 49
FFO cash interest coverage (x) 6.0 5.0 6.7 5.6 5.5 5.5
Debt/EBITDA (x) 41 5.6 5.1 5.1 5.0 4.4
FFO/debt (%) 20.6 13.7 16.2 165.8 16.5 18.8
OCF/debt (%) 8.2 1.0 1.9 16.1 15.5 19.3
FOCF/debt (%) (18.0) (12.4) (8.6 (7.9) (8.8) (2.6)
DCF/debt (%) (23.9) (19.4) (13.8) (12.9) (13.3) 6.8)
Peer Comparison
Washington Gas Light Co.--Peer Comparisons
Washington Gas Light Piedmont Natural ONE Gas Inc.

Co.

Gas Co. Inc.

Foreign currency issuer credit rating

A-/Negative/A-2

BBB+/Stable/A-2

A-/Stable/A-2

www.spglobal.com/ratingsdirect

July 17,2024 3
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Washington Gas Light Co.--Peer Comparisons

Local currency issuer credit rating

A-/Negative/A-2

BBB+/Stable/A-2

A-/Stable/A-2

Period Annual Annual Annual
Period ending 2023-12-31 2023-12-31 2023-12-31
Mil. $ $ $
Revenue 1,566 1,628 2,327
EBITDA 539 804 633
Funds from operations (FFO) 442 606 539
Interest 109 174 105
Cash interest paid 97 170 73
Operating cash flow (OCF) 455 756 an
Capital expenditure 516 1,028 661
Free operating cash flow (FOCF) (60) 272) 250
Discretionary cash flow (DCF) (160) (272) 103
Cash and short-term investments 7 0 19
Gross available cash 7 0 19
Debt 2,355 4,137 2,647
Equity 2,358 4,062 2,766
EBITDA margin (%) 34.4 49.4 27.2
Return on capital (%) 7.9 7.8 6.9
EBITDA interest coverage (x) 49 4.6 6.0
FFO cash interest coverage (x) 5.5 4.6 8.4
Debt/EBITDA (x) 4.4 6.1 4.2
FFO/debt (%) 18.8 14.6 204
OCF/debt (%) 19.3 18.3 34.4
FOCF/debt (%) (2.6) 6.6) 9.4
DCF/debt (%) 6.8) (6.6) 3.9

www.spglobal.com/ratingsdirect
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Washington Gas Light Co.

Rating Component Scores

Foreign currency issuer credit rating

A-/Negative/A-2

Local currency issuer credit rating

A-/Negative/A-2

Business risk Excellent
Country risk Very Low
Industry risk Very Low
Competitive position Strong

Financial risk Significant
Cash flow/leverage Significant

Anchor a-

Diversification/portfolio effect

Neutral (no impact)

Capital structure

Neutral {no impact)

Financial policy

Neutral (no impact)

Liquidity

Adequate (no impact)

Management and governance

Neutral (no impact)

Comparable rating analysis

Neutral (no impact)

Stand-alone credit profile a-

Group Credit Profile bbb-

Entity Status within Group Core, Insulated (No impact on SACP)
Related Criteria

Exhibit WG(B)-8

Page 5 of 22

Criteria | Corporates | General: Sector-Specific Corporate Methodology, April 4, 2024

Criteria | Corporates | General: Methodology: Management And Governance Credit Factors
For Corporate Entities, Jan. 7, 2024

Criteria | Corporates | General: Corporate Methodology, Jan. 7, 2024
General Criteria: Hybrid Capital: Methodology And Assumptions, March 2, 2022

General Criteria: Environmental, Social, And Governance Principles In Credit Ratings, Oct. 10,
2021

General Criteria: Group Rating Methodology, July 1, 2019
Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue
Ratings, March 28, 2018

Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For
Global Corporate Issuers, Dec. 16, 2014

General Criteria: Methodology: Industry Risk, Nov. 19, 2013
General Criteria: Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013
General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

www.spglobal.com/ratingsdirect July 17, 2024
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Copyright © 2024 by Standard & Poor's Financial Services LLC. All rights reserved.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any part thereof
(Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or retrieval system, without the
prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not be used for any unlawful or
unauthorized purposes. S&P and any third-party providers, as well as their directors, officers, shareholders, employees or agents (collectively S&P Parties) do
not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or omissions (negligent or
otherwise), regardless of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by the user. The
Content is provided on an “as is” basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT'S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In
no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or consequential damages,
costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs or losses caused by negligence) in
connection with any use of the Content even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not
statements of fact. S&P's opinions, analyses and rating acknowledgment decisions (described below) are not recommendations to purchase, hold, or sell any
securities or to make any investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update the Content following
publication in any form or format. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its
management, employees, advisors and/or clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment
advisor except where registered as such. While S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and
undertakes no duty of due diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of
reasons that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a credit
rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for certain regulatory
purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty
whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage alleged to have been
suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their respective activities.
As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures
to maintain the confidentiality of certain non-public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right
to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.spglobal.com/ratings (free of charge),
and www.ratingsdirect.com (subscription), and may be distributed through other means, including via S&P publications and third-party redistributors.
Additional information about our ratings fees is available at www.spglobal.com/usratingsfees.

STANDARD & POOR'S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.
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FitchRatings

RATING ACTION COMMENTARY
Fitch Revises AltaGas and Subs Outlook to Negative; Affirms IDRs

Tue 02 Jul, 2024 - 5:06 PM ET

Fitch Ratings - New York - 02 Jul 2024: Fitch Ratings has revised the Rating Outlook for the
Long-Term Issuer Default Rating (IDR) to Negative from Stable for AltaGas Ltd. (AltaGas),
wholly owned subsidiary WGL Holdings, Inc. (WGLH) and Washington Gas Light Company
(WGL). Fitch has also affirmed AltaGas' and WGL's Long-Term IDRs and Short-Term IDRs at
'BBBY'F3' and 'A-/'F2', respectively. Fitch has additionally affirmed WGLH's Long-Term IDR
at 'BBB.

The Negative Outlook reflects Fitch's expectation that FFO leverage will remain higher for
longer reaching 5.7x by YE 2025, inclusive of expected asset sales. AltaGas' FFO leverage
averaged 7.4x over the last four years. Elevated midstream capex along with delayed
monetization of Mountain Valley Pipeline (MVP) have weakened the credit profile.
Opportunistic expansion of its midstream business including development of Pipestone Il
and Ridley Island Energy Export Facility (REEF) will require capex of over CAD1.5 billion
from 2024-2026, funded with debt and internal cash flows. Continued expansion in the
more volatile midstream segment is a concern from a business risk perspective.

Fitch could lower AltaGas' ratings if FY 2024 FFO leverage exceeds 6x or FY 2025 leverage
exceeds 5.5x. Fitch could revise the Outlook to Stable is able to reduce FFO-leverage is
sustainably below 5.5x by in 2025 and beyond.

WGL's and WGLH's Outlooks have been revised to Negative reflecting Fitch's parent
subsidiary rating linkage (PSL) criteria.

KEY RATING DRIVERS
AltaGas and WGLH

hitps:/iwww.fitchratings.comiresearch/corporate-financeffitch-revises-altagas-subs-outlook-to-negative-affirms-idrs-02-07-2024 116
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High Leverage: AltaGas' FFO-leverage has averaged 7.4x over the last four years and stooci( Page 8 of 22
at 7.1x in 2023, considerably higher than expected. Elevated midstream capex, including
the Pipestone acquisition and subsequent development of Phase Il, and the weaker than
expected rate case in Maryland continue to pressure leverage. Fitch expects development
of projects to continue, including CAD675 million in capital requirement for AltaGas'
portion of REEF. Partially funded with debt, this spend will offset expected improvement in
leverage from cost optimization, utility customer growth averaging 1%, efficient utility

capital allocation and debt reduction from asset sales.

In 2023, AltaGas sold utility and related operations in Alaska, with the resulting proceeds of
CAD1.1 billion applied toward debt reduction. The monetization of AltaGas' share of MVP,
which Fitch expects will be completed in 2025, will also be used to lower debt. Fitch expects
deleveraging from these transactions will result in improvement in FFO leverage to 5.7x in
2025, higher than Fitch's downgrade threshold of 5.5x. Absent other concrete measures to
lower leverage, Fitch would lower the ratings.

Weak Business Mix: Fitch views the high proportion of midstream contribution tobe a
weakness as it has greater volatility than utility earnings. More stable utility operations will
contribute approximately 55%-60% of cash flow over the long term. The remainder will
largely come from partially contracted midstream operations and smaller power generation
operations, averaging between 43% and 46% over the next three years. Fitch calculates
largely debt-funded midstream capex offsets the funding from the monetization of MVP.
Non-utility operations sustained over 45% may lead to a ratings downgrade.

Volatility from Midstream Segment: Approximately 80% of midstream EBITDA is derived
from investment-grade counterparties, lending stability to cash flow. Contractual structure
has improved, with tolling levels increasing to approximately 56% of capacity starting
second quarter of 2024. Approximately 95% of global export volumes for the remainder of
2024 are either tolled or financially hedged. With shorter transportation times, AltaGas is
competitively positioned to service growing NGL (natural gas liquid) demand in Asia.

However, year-to-year cash flow is exposed to pricing differentials between the U.S. and
Asia. Failure to lock in this differential in 3Q22 squeezed butane margins, adversely
affecting midstream EBITDA. Management modified its hedging strategy by locking in a
higher percentage of firmly committed and merchant volumes and managing the propane-
butane product mix, which improved margin realization. Hedges for the year are executed
largely starting in the first quarter, and price differentials can be volatile depending upon
global market factors. For example, average hedged price for export volumes are

USD17.88/bbl for 2024, compared to USD12.17/bbl in 2023, a 47% difference in one-year.
https://iwww.fitchratings.com/research/corporate-finance/fitch-revises-altagas-subs-outlook-to-negative-affirms-idrs-02-07-2024 2/16
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Future inefficient hedging or increased exposure to market risk may result in negative
rating action.

Additional Regulatory Risks: AltaGas' diversified group of relatively low-risk U.S. gas-
distribution utilities serve approximately 1.6 million customers in parts of Maryland,
Virginia, the District of Columbia (DC) and Michigan under generally credit supportive
economic regulation. Fitch believes the regulatory compacts in Maryland and Virginia
remain balanced, although election changes in Maryland have introduced a measure of
uncertainty. Earned ROEs remain well below allowed ROEs due to regulatory lag and lack of
weather decoupling in DC and Michigan. A significant unexpected deterioration in rate
regulation could result in future credit rating downgrades.

PSL - AltaGas and WGLH: WGLH's Outlook was revised to Negative due to its PSL with
AltaGas. Fitch analyzed parent-subsidiary rating linkage between AltaGas and intermediate
holding company subsidiary WGLH by utilizing the strong subsidiary path laid out in Fitch's
"Parent and Subsidiary Linkage Rating Criteria". Legal ring-fencing and access and control
are each evaluated as open, resulting in consolidated ratings for AltaGas and WGLH.
WGLH, unlike AltaGas's utility subsidiaries, is not subject to rate regulation. Its strategy
and treasury functions are centrally managed by AltaGas.

PSL - WGLH and WGL: WGL's Outlook was revised to Negative due to its parent-subsidiary
linkage (PSL) with WGLH. There is a parent subsidiary linkage between WGLH and WGL.
Fitch determines AltaGas' Standalone Credit Profile (SCP) based upon consolidated
metrics. Fitch considers WGL to have stronger SCP than WGLH. As aresult, the linkage
between WGLH and WGL is assessed following the weak parent/strong subsidiary path.
Emphasis is placed on the subsidiary’s status as a regulated entity.

Legal ring-fencing is porous, given the general protections afforded by economic regulation,
and access and control are also porous. AltaGas centrally manages the treasury function for
all of its utility subsidiaries and is the sole source of equity; however, WGL issues its own
long-term debt. Due to the aforementioned assessment, Fitch will limit the difference
between AltaGas and any of its higher-rated regulated subsidiaries to two notches.

WGL

Rate Regulation: WGL derives approximately 80% of its earnings from its Maryland and
Virginia jurisdictional service territories. The remaining 20% is from its DC service
territory. Fitch believes rate regulation in Maryland and Virginia is generally credit
supportive although WGL's recent base rate outcome in Maryland was weak. The adoption
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WGL with a reasonable opportunity to earn its authorized ROE.

Regulation in DC is more challenging, in Fitch's view, compared with Maryland and Virginia.
There is no weather normalization in DC, nor does WGL hedge to offset for variations in
weather. DC does not have statutory time limit on rate case proceedings, test years are
historical by the time decisions are rendered and historically, ROEs have been below
national averages, although in the latest rate case they were in-line with the national
average for natural gas local distribution companies.

Maryland adopted multiyear rate plans in utility base rate filings, including forward-looking
test years. In Fitch's view, these developments underscore an improving regulatory
environment in Maryland in recent years. The approval of WGL's 2019 base rate case
settlement was indicative of a balanced regulatory environment. However, changes in the
governor's office and their impact on the Public Service Commission of Maryland (MPSC) in
2023 has, in Fitch's view, injected a measure of uncertainty regarding the direction of the
regulatory compact in Maryland and its potential impact on energy policy and utilities in the
state.

Fitch believes concerns regarding the regulatory compact in Maryland are manageable
within WGL's current rating category in the near to intermediate term. While not currently
anticipated, any meaningful deterioration in jurisdictional price regulation could trigger
credit rating downgrades.

Pipe-Replacement Programs: Cost-recovery mechanisms are in place for pipe-replacement
programs in Virginia, Maryland and DC. Infrastructure replacement capex designed to
enhance system safety and reliability is relatively uncontroversial and a key driver of WGL's
utility capex program. Fitch believes these mechanisms to be constructive mitigating
regulatory lag and enhancing pipeline system safety and resilience.

DC Rate Case: In April 2022, WGL filed a base rate case with the DC Public Service
Commission (DCPSC) requesting rates designed to increase annual revenues USD53
million, which includes a transfer of USD5.3 miillion previously approved for natural gas
system improvements. The rate increase incorporates a 10.4% authorized ROE and a
53.69% equity component of regulatory capital. The DCPSC approved a base rate increase
of USD24.7 million in December 2023, reflecting a 9.65% ROE and a 52% equity
component of regulatory capital. The decision includes a transfer of $4.7 million from the
PROJETpipes surcharge resulting in a net increase of $19.9 million.
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Virginia Rate Case: In August 2023, a settlement was filed in WGL's pending distribution x:;bs;tevy? f)?)Zg

base rate case in Virginia, authorizing a USD73 million rate increase based on a 9.65% ROE
with an equity component of 52.527%. Prior to the settlement, WGL sought a USD86.6
million rate increase based upon a 10.75% ROE. Fitch believes the settlement, is a
constructive development and includes approvals for some of WGL's low carbon efforts
amongst other initiatives.

Maryland Rate Case: WGL filed a base rate application in Maryland in May 2023
requesting an incremental USD49.4 million increase in rates based on a 10.75% authorized
ROE and an equity component of 52.599%. In December 2023, MPSC issued a final order
authorizing gas distribution base rate increase of, which was amended in the 1Q24 to
approximately $13 million at a 9.50% ROE (52.60% return on capital), which Fitch considers
restrictive.

Stable Financial Profile: Fitch expects WGL's FFO-leverage metrics will average
approximately 4.2x over the forecast, improving from 4.7x in 2023 as the rate cases are
settled to 4.0x in 2026. Financial metrics remain well below our 4.5x downgrade threshold
for the ratings given the diversity of jurisdictions and timely recovery from the pipe-
replacement program.

AltaGas is weakly positioned at its 'BBB' rating. With EBITDA of approximately CAD1.3
billion at YE 2023, it is smaller than Emera Incorporated (Emera; BBB/Negative), but larger
than Algonquin Power & Utilities Corp. (APUC; BBB/Stable). Emera and APUC had
operating EBITDA of approximately CAD2.9 billion and CAD1.0 billion, respectively, at YE
2023, Fitch estimates AltaGas' FFO leverage will average 5.8x during the next three years,
comparable with APUC's approximately 7.1x and better than Emera's 7.9x over the same
period.

Canadian utility holding company APUC benefits from regulatory diversification but owns
utilities that operate in somewhat less constructive regulatory environments, in Fitch's
view, with APUC's largest utility operating in Missouri. Fitch expects utility operations to
account for approximately 75% of consolidated APUC EBITDA. Emera de-emphasized
unregulated investments to focus on utility operations in the U.S., Canada and the
Caribbean inrecent years.

Fitch believes regulation in Emera's two largest jurisdictions, Florida and Nova Scotia, are
balanced. Emera derives roughly 95% of its earnings from regulated operations. AltaGas
generates only 55%-60% of its cash flow from regulated utility operations with the
remaining coming from partially contracted midstream operations that can be volatile.

https:/iwww.fitchratings.com/research/corporate-finance/fitch-revises-altagas-subs-outlook-to-negative-affims-idrs-02-07-2024

5/16



7/19/24, 3:09 PM Fitch Revises AltaGas and Subs Outlook to Negative; Affirms IDRs

. . . - Exhibi -
Like Emera and APUC, AltaGas's operations include significant low-risk utility operations. xP;bg;teV:/S g?)zg

AltaGas, through WGL, provides gas utility services to affluent populations in parts of
Virginia, Maryland and DC, with prospective customer growth estimated at 1% per year.
AltaGas also provides gas distribution service to parts of Michigan. Collectively, AltaGas's
U.S. utilities experienced customer growth of 1%, and approximately 70% of their
customers are residential. Emera and APUC, unlike AltaGas, have meaningful electric utility
operations.

KEY ASSUMPTIONS

--Continuation of reasonable economic regulation across AltaGas' jurisdictional service
territory;

--One percent annual customer growth at AltaGas' U.S. gas utility segment on average;

--Additional rate case filings as per management's schedule;

--Normalized annual sales at WGL in 2024-2026;

--Monetization of MVP in line with management's assumptions and the entire proceeds
used towards debt reduction;

--Midstream export volumes increasing 5%-10% over the next three years, while increasing
the proportion of export volumes from the facility to take-or-pay contracts from
merchants;

--Capex averages CAD1.3 billion per annum during 2024-2026;

--Any additional midstream capex executed in a credit-friendly manner.

AltaGas and WGLH

Factors that Could, Individually or Collectively, Lead to Stabilization of the Outlook

--FFO leverage below 6.0x by 2024 and clear line of sight to leverage below 5.5x by 2025;
and

--A financial policy that is consistent with maintaining FFO leverage below 5.5x on a
sustained basis post 2025.
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--A rating upgrade is unlikely given AltaGas' FFO leverage and business mix profile.
However, an upgrade may result from more credit-supportive regulatory trends at AltaGas'
U.S. utility business compared with Fitch's rating case;

--Stronger than expected performance at AltaGas' midstream businesses;

--Sustained FFO leverage of 4.5x or better on a consistent basis.

Factors that Could, Individually or Collectively, Lead to Negative Rating
Action/Downgrade

--FFO leverage above 6.0x in 2024, and above 5.5x in 2025 and thereafter;
--Significant deterioration across AltaGas' jurisdictional service territory;
--Additional debt-financed midstream capex resulting in higher leverage;

--Failure to raise adequate and timely financing from asset sales or other sources to
maintain leverage within Fitch's downgrade thresholds;

--Regulated businesses contributing less than 55% of cashflows on a sustained basis.
Additional Sensitivities for WGLH

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade
--An upgrade at AltaGas would result in an upgrade at WGLH.

Factors that Could, Individually or Collectively, Lead to Negative Rating
Action/Downgrade

--A downgrade of AltaGas would result in a downgrade at WGLH.
WGL

Factors that Could, Individually or Collectively, Lead to Positive Rating Action/Upgrade:
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--Continued balanced economic regulation across its jurisdictional service territory; x;;t;:av‘:lfg)zg

--Better than expected rate case outcomes;
--Sustained FFO Leverage of 3.5x or better.
Factors that Could, Individually or Collectively, Lead to Stabilization of the Outlook

--A revision of AltaGas' Outlook to Stable, given Fitch's maximum allowed two-notch
differential between the Long-Term IDRs of the entities.

Factors that Could, Individually or Collectively, Lead to Negative Rating
Action/Downgrade:

--A downgrade to AltaGas' Long-Term IDR, given Fitch's maximum allowed two-notch
differential between the Long-Term IDRs of the entities;

--Significant deterioration in WGL's currently balanced jurisdictional service territory;
--Sustained FFO Leverage of worse than 4.5x;

--Unexpected catastrophic events that could result in prolonged outages and/or large third-
party liabilities.

BEST/WORST CASE RATING SCENARIO

International scale credit ratings of Non-Financial Corporate issuers have a best-case rating
upgrade scenario (defined as the 99th percentile of rating transitions, measured in a
positive direction) of three notches over a three-year rating horizon; and a worst-case
rating downgrade scenario (defined as the 99th percentile of rating transitions, measured in
a negative direction) of four notches over three years. The complete span of best- and
worst-case scenario credit ratings for all rating categories ranges from '‘AAA' to 'D' Best-
and worst-case scenario credit ratings are based on historical performance. For more
information about the methodology used to determine sector-specific best- and worst-case
scenario credit ratings, visit https://www.fitchratings.com/site/re/10111579.

LIQUIDITY AND DEBT STRUCTURE

Adequate Liquidity: Fitch believes liquidity is adequate at AltaGas and WGL. AltaGas has a
revolving credit facility with total borrowing capacity of CAD2.3 billion revolving credit

https://www.fitchratings.comiresearch/corporate-financeffitch-revises-altagas-subs-outlook-to-negative-affirms-idrs-02-07-2024
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facility which had an availability of 2.26 billion at March 31, 2024. The company had cash xplag;tev1\/? ‘()?)2-3
and cash equivalents of CAD101 million on its balance sheet as of March 31, 2024.

Remaining maturities in 2024 include senior notes totaling CAD550 million.

CADBS8O00 million is due in 2025. WGL's USD450 million credit facility had approximately
USD337 million available as of March 31, 2024.

The revolving credit facility expires July 17, 2026. Fitch expects WGL to be cash flow
negative in 2024-2026 due to the utility's large capex program, with external funding
provided through a balanced mix of equity and debt. Maturities are manageable, with
USD294 million maturing over the next five years.

ISSUER PROFILE

AltaGas is a Canada-based energy infrastructure company with operations in the U.S. and
Canada with CAD24 billion of total assets. The company has two primary business
segments: Utilities and Midstream.

REFERENCES FOR SUBSTANTIALLY MATERIAL SOURCE CITED AS KEY DRIVER OF
RATING

The principal sources of information used in the analysis are described in the Applicable
Criteria.

Click here to access Fitch's latest quarterly Global Corporates Macro and Sector Forecasts
data file which aggregates key data points used in our credit analysis. Fitch's
macroeconomic forecasts, commodity price assumptions, default rate forecasts, sector key
performance indicators and sector-level forecasts are among the data items included.

ESG CONSIDERATIONS

The highest level of ESG credit relevance is a score of '3}, unless otherwise disclosed in this
section. A score of '3' means ESG issues are credit-neutral or have only a minimal credit
impact on the entity, either due to their nature or the way in which they are being managed
by the entity. Fitch's ESG Relevance Scores are not inputs in the rating process; they are an
observation on the relevance and materiality of ESG factors in the rating decision. For more
information on Fitch's ESG Relevance Scores, visit
https://www.fitchratings.com/topics/esg/products#esg-relevance-scores.

RATING ACTIONS
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ENTITY/DEBT RATING ¢ PRIOR &
AltaGas Ltd. . BBB Rating
LTIDR  BBB Rating Outlook Negative
Outlook
Stable
Affirmed
F3
STIDR F3 Affirmed
senior unsecured BBB
LT BBB Affirmed
preferred BB+
LT BB+ Affirmed
subordinated BB+
LT BB+ Affirmed
WGL Holdings, Inc. . ) BBB Rating
LTIDR  BBB Rating Outlook Negative
Outlook
Stable
Affirmed
F3
STIDR F3 Affirmed
senior unsecured BBB
LT BBB Affirmed
senior unsecured F3
ST F3 Affirmed
Washington Gas Light ITIDR  A-Rating Outlook Negati A-Rating
Company ating Dutiook Negative Outlook
Stable

VIEW ADDITIONAL RATING DETAILS
FITCH RATINGS ANALYSTS

Affirmed
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F2
STIDR F2 Affirmed

senior unsecured A
LT A Affirmed

senior unsecured F2
ST F2 Affirmed

VIEW ADDITIONAL RATING DETAILS

FITCH RATINGS ANALYSTS

Redacted

MEDIA CONTACTS
Redacted
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Redacted

MEDIA CONTACTS
Redacted

Additional information is available on www.fitchratings.com

PARTICIPATION STATUS

The rated entity (and/or its agents) or, in the case of structured finance, one or more of the
transaction parties participated in the rating process except that the following issuer(s), if
any, did not participate in the rating process, or provide additional information, beyond the
issuer's available public disclosure.

APPLICABLE CRITERIA

Corporate Hybrids Treatment and Notching Criteria (pub. 12 Nov 2020)
Parent and Subsidiary Linkage Rating Criteria (pub. 16 Jun 2023)
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Corporates Recovery Ratings and Instrument Ratings Criteria (pub. 13 Oct 2023) (including:,:;;\,yg 53)22

rating assumption sensitivity)

Corporate Rating Criteria (pub. 03 Nov 2023) (including rating assumption sensitivity)
Sector Navigators - Addendum to the Corporate Rating Criteria (pub. 21 Jun 2024)

APPLICABLE MODELS
Numbers in parentheses accompanying applicable model(s) contain hyperlinks to criteria
providing description of model(s).

Corporate Monitoring & Forecasting Model (COMFORT Model), v8.1.0 (1)

ADDITIONAL DISCLOSURES

Dodd-Frank Rating Information Disclosure Form
Solicitation Status

Endorsement Policy

ENDORSEMENT STATUS

AltaGas Ltd. EU Endorsed, UK Endorsed
Washington Gas Light Company EU Endorsed, UK Endorsed
WGL Holdings, inc. EU Endorsed, UK Endorsed

DISCLAIMER & DISCLOSURES

All Fitch Ratings (Fitch) credit ratings are subject to certain limitations and disclaimers.
Please read these limitations and disclaimers by following this link:
https://www.fitchratings.com/understandingcreditratings. In addition, the following
https://www.fitchratings.com/rating-definitions-document details Fitch's rating definitions
for each rating scale and rating categories, including definitions relating to default. ESMA
and the FCA are required to publish historical default rates in a central repository in
accordance with Articles 11(2) of Regulation (EC) No 1060/2009 of the European
Parliament and of the Council of 16 September 2009 and The Credit Rating Agencies
(Amendment etc.) (EU Exit) Regulations 2019 respectively.

Published ratings, criteria, and methodologies are available from this site at all times. Fitch's
code of conduct, confidentiality, conflicts of interest, affiliate firewall, compliance, and other
relevant policies and procedures are also available from the Code of Conduct section of this
site. Directors and shareholders' relevant interests are available at
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https://www.fitchratings.com/site/regulatory. Fitch may have provided another permissibll-'é(::ztevgg 55)2-2
or ancillary service to the rated entity or its related third parties. Details of permissible or
ancillary service(s) for which the lead analyst is based in an ESMA- or FCA-registered Fitch
Ratings company (or branch of such a company) can be found on the entity summary page

for this issuer on the Fitch Ratings website.

In issuing and maintaining its ratings and in making other reports (including forecast
information), Fitch relies on factual information it receives from issuers and underwriters
and from other sources Fitch believes to be credible. Fitch conducts a reasonable
investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains reasonable verification of that information from independent
sources, to the extent such sources are available for a given security or in a given
jurisdiction. The manner of Fitch's factual investigation and the scope of the third-party
verification it obtains will vary depending on the nature of the rated security and its issuer,
the requirements and practices in the jurisdiction in which the rated security is offered and
sold and/or the issuer is located, the availability and nature of relevant public information,
access to the management of the issuer and its advisers, the availability of pre-existing
third-party verifications such as audit reports, agreed-upon procedures letters, appraisals,
actuarial reports, engineering reports, legal opinions and other reports provided by third
parties, the availability of independent and competent third- party verification sources with
respect to the particular security or in the particular jurisdiction of the issuer, and a variety
of other factors. Users of Fitch's ratings and reports should understand that neither an
enhanced factual investigation nor any third-party verification can ensure that all of the
information Fitch relies on in connection with a rating or a report will be accurate and
complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the
information they provide to Fitch and to the market in offering documents and other
reports. In issuing its ratings and its reports, Fitch must rely on the work of experts,
including independent auditors with respect to financial statements and attorneys with
respect to legal and tax matters. Further, ratings and forecasts of financial and other
information are inherently forward-looking and embody assumptions and predictions
about future events that by their nature cannot be verified as facts. As a result, despite any
verification of current facts, ratings and forecasts can be affected by future events or
conditions that were not anticipated at the time a rating or forecast was issued or affirmed.
Fitch Ratings makes routine, commonly-accepted adjustments to reported financial datain
accordance with the relevant criteria and/or industry standards to provide financial metric
consistency for entities in the same sector or asset class.
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The complete span of best- and worst-case scenario credit ratings for all rating categories Page 21 of 22
ranges from 'AAA' to 'D', Fitch also provides information on best-case rating upgrade
scenarios and worst-case rating downgrade scenarios (defined as the 99th percentile of
rating transitions, measured in each direction) for international credit ratings, based on
historical performance. A simple average across asset classes presents best-case upgrades
of 4 notches and worst-case downgrades of 8 notches at the 99th percentile. For more
details on sector-specific best- and worst-case scenario credit ratings, please see Best- and

Worst-Case Measures under the Rating Performance page on Fitch’'s website.

The information in this report is provided “as is” without any representation or warranty of
any kind, and Fitch does not represent or warrant that the report or any of its contents will
meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to
the creditworthiness of a security. This opinion and reports made by Fitch are based on
established criteria and methodologies that Fitch is continuously evaluating and updating.
Therefore, ratings and reports are the collective work product of Fitch and no individual, or
group of individuals, is solely responsible for a rating or a report. The rating does not
address the risk of loss due to risks other than credit risk, unless such risk is specifically
mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have
shared authorship. Individuals identified in a Fitch report were involved in, but are not
solely responsible for, the opinions stated therein. The individuals are named for contact
purposes only. A report providing a Fitch rating is neither a prospectus nor a substitute for
the information assembled, verified and presented to investors by the issuer and its agents
in connection with the sale of the securities. Ratings may be changed or withdrawn at any
time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice
of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do
not comment on the adequacy of market price, the suitability of any security for a particular
investor, or the tax-exempt nature or taxability of payments made in respect to any security.
Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for
rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor,
for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or
the applicable currency equivalent). The assignment, publication, or dissemination of a
rating by Fitch shall not constitute a consent by Fitch to use its name as an expert in
connection with any registration statement filed under the United States securities laws,
the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities
laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
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earlier than to print subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an
Australian financial services license (AFS license no. 337123) which authorizes it to provide
credit ratings to wholesale clients only. Credit ratings information published by Fitch is not
intended to be used by persons who are retail clients within the meaning of the
Corporations Act 2001.Fitch Ratings, Inc. is registered with the U.S. Securities and
Exchange Commission as a Nationally Recognized Statistical Rating Organization (the
“NRSRO”). While certain of the NRSRO's credit rating subsidiaries are listed on ltem 3 of
Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO (see
https://www fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed
on Form NRSRO (the “non-NRSROs") and therefore credit ratings issued by those
subsidiaries are not issued on behalf of the NRSRO. However, non-NRSRO personnel may
participate in determining credit ratings issued by or on behalf of the NRSRO.

dv01, a Fitch Solutions company, and an affiliate of Fitch Ratings, may from time to time
serve as loan data agent on certain structured finance transactions rated by Fitch Ratings.

Copyright © 2024 by Fitch Ratings, Inc,, Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall
Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Reproduction or
retransmission in whole or in part is prohibited except by permission. All rights reserved.

READ LESS
SOLICITATION STATUS

The ratings above were solicited and assigned or maintained by Fitch at the request of the
rated entity/issuer or a related third party. Any exceptions follow below.

ENDORSEMENT POLICY

Fitch's international credit ratings produced outside the EU or the UK, as the case may be,
are endorsed for use by regulated entities within the EU or the UK, respectively, for
regulatory purposes, pursuant to the terms of the EU CRA Regulation or the UK Credit
Rating Agencies (Amendment etc.) (EU Exit) Regulations 2019, as the case may be. Fitch'’s
approach to endorsement in the EU and the UK can be found on Fitch’s Regulatory Affairs
page on Fitch’s website. The endorsement status of international credit ratings is provided
within the entity summary page for each rated entity and in the transaction detail pages for
structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.
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EXHIBIT WG (C)

WASHINGTON GAS LIGHT COMPANY
District of Columbia
DIRECT TESTIMONY OF DYLAN W. D’ASCENDIS
Il. INTRODUCTION AND PURPOSE

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Dylan W. D'Ascendis. My business address is 3000 Atrium
Way, Suite 200, Mount Laurel, NJ 08054.
BY WHOM AND IN WHAT CAPACITY ARE YOU EMPLOYED?

I am employed by ScottMadden, Inc. as Partner.
ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS CASE?

| am testifying on behalf of Washington Gas Light Company
(“Washington Gas” or “Company”).
PLEASE SUMMARIZE YOUR EDUCATIONAL BACKGROUND AND
RELEVANT BUSINESS EXPERIENCE.

| have offered expert testimony on behalf of investor-owned utilities before
more than 35 state regulatory commissions in the United States, the Federal
Energy Regulatory Commission, the National Energy Regulator in Canada, the
Alberta Utility Commission, one American Arbitration Association panel, and the
Superior Court of Rhode Island on issues including, but not limited to, common
equity cost rate, rate of return, valuation, capital structure, class cost of service,
and rate design.

On behalf of the American Gas Association (“AGA”), | calculate the AGA
Gas Index, which serves as the benchmark against which the performance of the
American Gas Index Fund (“AGIF”) is measured monthly. The AGA Gas Index

and AGIF are a market capitalization weighted index and mutual fund,
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respectively, comprised of the common stocks of the publicly traded corporate
members of the AGA.

I am a member of the Society of Utility and Regulatory Financial Analysts
(“SURFA”). In 2011, | was awarded the professional designation “Certified Rate
of Return Analyst” by SURFA, which is based on education, experience, and the
successful completion of a comprehensive written examination.

| am also a member of the National Association of Certified Valuation
Analysts (“NACVA”) and was awarded the professional designation “Certified
Valuation Analyst” by the NACVA in 2015.

| am a graduate of the University of Pennsylvania, where | received a
Bachelor of Arts degree in Economic History. | have also received a Master of
Business Administration with high honors and concentrations in Finance and
International Business from Rutgers University.

The details of my educational background and expert witness
appearances are shown in Exhibit WG (C)-1.

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY IN THIS
PROCEEDING?

The purpose of my direct testimony is to present evidence and provide a
recommendation regarding Washington Gas’ return on common equity (“ROE")
for its natural gas distribution operations.

HAVE YOU PREPARED EXHIBITS IN SUPPORT OF YOUR
RECOMMENDATION?
Yes. | have prepared Exhibit WG (C)-1 through Exhibit WG (C)-10.
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WHAT IS YOUR RECOMMENDED COMMON EQUITY COST RATE?

| recommend that the Commission authorize Washington Gas the
opportunity to earn a ROE of 10.50% on its jurisdictional rate base, based on its
ratemaking capital structure. The Company’s ratemaking capital structure
consists of 42.88% long-term debt, at an embedded debt cost rate of 4.84%,
4.63% short-term debt, at a cost rate of 6.20%, and 52.49% common equity at
my recommended ROE of 10.50%. The ratemaking capital structure and cost of
long-term debt is sponsored by Company Witness Janet Burrows. The overall

rate of return is summarized on page 1 of Exhibit WG (C)-2 and in Table 1 below:

Table 1: Summary of Recommended Weighted Average Cost of Capital

Cost Weighted
Type of Capital  Ratios Rate  Cost Rate

Long-Term Debt 42.88% 4.84% 2.08%

Short-Term Debt 4.63%  6.20% 0.29%
Common Equity 52.49% 10.50% 5.51%
Total 100.00% 1.88%

PLEASE SUMMARIZE YOUR RECOMMENDED ROE.

My recommended ROE of 10.50% is summarized on page 2 of Exhibit WG
(C)-2. | have assessed the market-based common equity cost rates of
companies of relatively similar, but not necessarily identical, risk to Washington
Gas. Using companies of relatively comparable risk as proxies is consistent with
the principles of fair rate of return established in the Hope’! and Bluefield?

decisions. No proxy group can be identical in risk to any single company.

Consequently, there must be an evaluation of relative risk between the Company

Federal Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591 (1944) (Hope).
Bluefield Water Works Improvement Co. v. Public Serv. Comm’n, 262 U.S. 679 (1923) (Bluefield).

-3-
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and the proxy group to determine if it is appropriate to adjust the proxy group’s

indicated rate of return.

My recommendation results from the application of several cost of common equity

models, specifically the Discounted Cash Flow (“DCF") model, the Risk Premium

Model (“‘RPM”), and the Capital Asset Pricing Model (‘CAPM"), to the market data

of a Utility Proxy Group whose selection criteria will be discussed below.

Although | have not included the results in determining the recommended ROE,

| have also applied these same models to a Non-Price Regulated Proxy Group,

which | demonstrate is similar in total risk to the Utility Proxy Group. The results

of the models based on the Non-Price Regulated Proxy Group serve as a check

on the reasonableness of my other analytical models. The results derived from

each are as follows:

Table 2: Summary of Common Equity Cost Rate

Prospective Current Interest
Interest Rate Rates
Discounted Cash Flow Model (DCF) 9.99% 9.99%
Risk Premium Model (RPM) 10.82% 10.82%
Capital Asset Pricing Model (CAPM) 11.57% 11.63%
Costof EqutyModel opled o Comparebe | pory | saoo

indicated Range of Common Equity Cost Rates
Before Adjustments

9.99% - 11.63%

Business Risk Adjustment 0.00%
Indicated Range of Common Equity Cost Rates o . o
After Adjustment

Recommended Cost of Common Equity 10.50%
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The indicated range of common equity cost rates applicable to the Utility
Proxy Group is between 9.99% and 11.63% before any Company-specific
adjustments.

To reflect Washington Gas’ specific risks, | reviewed the Company’s risks
as compared to the Utility Proxy Group, specifically, its smaller size and its
regulatory risk to determine whether a Company-specific risk adjustment was
appropriate. That review revealed an indicated upward adjustment of 0.19% to
the indicated range of ROEs, but | chose to not apply a relative risk adjustment
at this time. | also have not included flotation costs, as Washington Gas’s parent,
AltaGas, has not issued equity since the acquisition of the Company. From the
9.99% and 11.63% range of ROEs attributable to both the Utility Proxy Group
and Washington Gas, | recommend the Commission adopt an ROE of 10.50%
for ratemaking purposes.

. GENERAL PRINCIPLES
WHAT GENERAL PRINCIPLES HAVE YOU CONSIDERED IN ARRIVING AT
YOUR RECOMMENDED COMMON EQUITY COST RATE OF 10.50%7?

In unregulated industries, marketplace competition is the principal
determinant of the price of products or services. For regulated public utilities,
regulation must act as a substitute for marketplace competition. Assuring that
the utility can fulfill its obligations to the public, while providing safe and reliable
service at all times, requires a level of earnings sufficient to maintain the integrity
of presently invested capital. Sufficient earnings also permit the attraction of
needed new capital at a reasonable cost, for which the utility must compete with

other firms of comparable risk, consistent with the fair rate of return standards
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established by the U.S. Supreme Court in the previously cited Hope and Bluefield

cases.

The U.S. Supreme Court affirmed the fair rate of return standards in Hope,

when it stated:

The rate-making process under the Act, i.e., the fixing of ‘just and
reasonable’ rates, involves a balancing of the investor and the
consumer interests. Thus we stated in the Natural Gas Pipeline Co.
case that ‘regulation does not insure that the business shall
produce net revenues.’ 315 U.S. at page 590, 62 S.Ct. at page 745.
But such considerations aside, the investor interest has a legitimate
concern with the financial integrity of the company whose rates are
being regulated. From the investor or company point of view it is
important that there be enough revenue not only for operating
expenses but also for the capital costs of the business. These
include service on the debt and dividends on the stock. Cf. Chicago
& Grand Trunk R. Co. v. Wellman, 143 U.S. 339, 345, 346 12 S.Ct.
400,402. By that standard the return to the equity owner should be
commensurate with returns on investments in other enterprises
having corresponding risks. That return, moreover, should be
sufficient to assure confidence in the financial integrity of the
enterprise, so as to maintain its credit and to attract capital.®

In summary, the U.S. Supreme Court has found a return that is adequate

to attract capital at reasonable terms enables the utility to provide service while

maintaining its financial integrity. As discussed above, and in keeping with

established regulatory standards, that return should be commensurate with the

returns expected elsewhere for investments of equivalent risk.

The

Commission’s decision in this proceeding, therefore, should provide the

Company with the opportunity to earn a return that is: (1) adequate to attract

capital at reasonable cost and terms; (2) sufficient to ensure their financial

Hope, 320 U.S. 591 (1944), at 603.
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integrity; and (3) commensurate with returns on investments in enterprises having
corresponding risks.

Lastly, the required return for a regulated public utility is established on a
stand-alone basis, i.e., for the utility operating company at issue in a rate case.
Parent entities, like other investors, have capital constraints and must look at the
attractiveness of the expected risk-adjusted return of each investment alternative
in their capital budgeting process. That is, utility holding companies that own
many utility operating companies have choices as to where they will invest their
capital within the holding company family. Therefore, the opportunity cost
concept applies regardless of the source of the funding, public funding or
corporate funding.

When funding is provided by a parent entity, the return still must be
sufficient to provide an incentive to allocate equity capital to the subsidiary or
business unit rather than other internal or external investment opportunities. That
is, the regulated subsidiary must compete for capital with all the parent
company'’s affiliates, and with other, similarly situated companies. In that regard,
investors value corporate entities on a sum-of-the-parts basis and expect each
division within the parent company to provide an appropriate risk-adjusted return.

It therefore is important that the authorized ROE reflects the risks and
prospects of the utility’s operations and supports the utility’s financial integrity
from a stand-alone perspective as measured by their combined business and
financial risks. Consequently, the ROE authorized in this proceeding should be
sufficient to support the operational (i.e., business risk) and financing (i.e.,
financial risk) of the Company’s District of Columbia utility operations on a stand-

alone basis.
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WITHIN THAT BROAD FRAMEWORK, HOW IS THE COST OF CAPITAL
ESTIMATED IN REGULATORY PROCEEDINGS?

Regulated utilities primarily use common stock and long-term debt to finance
their permanent property, plant, and equipment (i.e., rate base). The fair rate of
return for a regulated utility is based on its weighted average cost of capital, in
which, as noted earlier, the costs of the individual sources of capital are weighted
by their respective book values.

The cost of capital is the return investors require to make an investment in
a firm. Investors will provide funds to a firm only if the return that they expect is
equal to, or greater than, the return that they require to accept the risk of providing
funds to the firm.

The cost of capital (that is, the combination of the costs of debt and equity)
is based on the economic principle of “opportunity costs.” Investing in any asset
(whether debt or equity securities) represents a forgone opportunity to invest in
alternative assets. For any investment to be sensible, its expected return must
be at least equal to the return expected on alternative, comparable risk
investment opportunities. Because investments with like risks should offer similar
returns, the opportunity cost of an investment should equal the return available
on an investment of comparable risk.

Whereas the cost of debt is contractually defined and can be directly
observed as the interest rate or yield on debt securities, the cost of common
equity must be estimated based on market data and various financial models.
Because the cost of common equity is premised on opportunity costs, the models
used to determine it are typically applied to a group of “comparable” or “proxy”

companies.
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In the end, the estimated cost of capital should reflect the return that
investors require in light of the subject company’s business and financial risks,
and the returns available on comparable investments.

IS THE AUTHORIZED RETURN SET IN REGULATORY PROCEEDINGS
GUARANTEED?

No, it is not. Consistent with the Hope and Bluefield standards, the rate-
setting process should provide the utility a reasonable opportunity to recover its
return of, and return on, its prudently incurred investments, but it does not
guarantee that return. While a utility may have control over some factors that
affect the ability to earn its authorized return (e.g., management performance,
operating and maintenance expenses, etc.), there are several factors beyond a
utility’s control that affect its ability to earn its authorized return. Those may
include factors such as weather, the economy, and the prevalence and
magnitude of regulatory lag.

A. Business Risk
PLEASE DEFINE BUSINESS RISK AND EXPLAIN WHY IT IS IMPORTANT
FOR DETERMINING A FAIR RATE OF RETURN.

The investor-required return on common equity reflects investors’
assessment of the total investment risk of the subject firm. Total investment risk
is often discussed in the context of business and financial risk.

Business risk reflects the uncertainty associated with owning a company’s
common stock without the company’s use of debt and/or preferred stock
financing. One way of considering the distinction between business and financial
risk is to view the former as the uncertainty of the expected earned return on

common equity, assuming the firm is financed with no debt.
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Examples of business risks generally faced by utilities include, but are not
limited to, the regulatory environment, mandatory environmental compliance
requirements, customer mix and concentration of customers, service territory
economic growth, market demand, risks and uncertainties of supply, operations,
capital intensity, size, the degree of operating leverage, emerging technologies,
the vagaries of weather, and the like, all of which have a direct bearing on
earnings.

Although analysts, including rating agencies, may categorize business
risks individually, as a practical matter, such risks are interrelated and not wholly
distinct from one another. When determining an appropriate return on common
equity, the relevant issue is where investors see the subject company in relation
to other similarly situated utility companies (i.e., the Utility Proxy Group). To the
extent investors view a company as being exposed to higher risk, the required
return will increase, and vice versa.

For regulated utilities, business risks are both long-term and near-term in
nature. Whereas near-term business risks are reflected in year-to-year variability
in earnings and cash flow brought about by economic or regulatory factors, long-
term business risks reflect the prospect of an impaired ability of investors to obtain
both a fair rate of return on, and return of, their capital. Moreover, because
utilities accept the obligation to provide safe, adequate, and reliable service at all
times (in exchange for a reasonable opportunity to earn a fair return on their
investment), they generally do not have the option to delay, defer, or reject capital
investments. Because those investments are capital-intensive, utilities generally
do not have the option to avoid raising external funds during periods of capital

market distress, if necessary.

-10-




10

1

12

13

14

15

16

17

18

19

20

21

22

23

24

25

WITNESS D’ASCENDIS

Because utilities invest in long-lived assets, long-term business risks are
of paramount concern to equity investors. That is, the risk of not recovering the
return on their investment extends far into the future. The timing and nature of
events that may lead to losses, however, also are uncertain and, consequently,
those risks and their implications for the required return on equity tend to be
difficult to quantify. Regulatory commissions (like investors who commit their
capital) must review a variety of quantitative and qualitative data and apply their
reasoned judgment to determine how long-term risks weigh in their assessment
of the market-required return on common equity.

B. Financial Risk
PLEASE DEFINE FINANCIAL RISK AND EXPLAIN WHY IT IS IMPORTANT
FOR DETERMINING A FAIR RATE OF RETURN.

Financial risk is the additional risk created by the introduction of debt and

preferred stock into the capital structure. The higher the proportion of debt and
preferred stock in the capital structure, the higher the financial risk to common
equity owners (i.e., failure to receive dividends due to default or other covenants).
Therefore, consistent with the basic financial principle of risk and return, common
equity investors require higher returns as compensation for bearing higher
financial risk.
CAN BOND AND CREDIT RATINGS BE A PROXY FOR A FIRM'S COMBINED
BUSINESS AND FINANCIAL RISKS TO EQUITY OWNERS (/.E., INVESTMENT
RISK)?

Yes, similar bond ratings/issuer credit ratings reflect, and are

representative of, similar combined business and financial risks (i.e., total risk)

-11-
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faced by bond investors.* Although specific business or financial risks may differ
between companies, the same bond/credit rating indicates that the combined
risks are roughly similar from a debtholder perspective. The caveat is that these
debtholder risk measures do not translate directly to risks for common equity.

ll. PROXY GROUP SELECTION
ARE YOU FAMILIAR WITH WASHINGTON GAS’ OPERATIONS?

Yes. Washington Gas provides natural gas distribution services to
approximately 165,000 customers in Washington, D.C.5 Washington Gas has a
long-term issuer rating of A- from S&P.6
PLEASE EXPLAIN HOW YOU CHOSE THE COMPANIES IN THE UTILITY
PROXY GROUP.

The companies selected for the Utility Proxy Group met the following
criteria:

(i) They were included in the Natural Gas Utility Group of Value Line’s
Standard Edition (May 24, 2024) (Value Line);

(i) They have 60% or greater of fiscal year 2023 total operating income
derived from, or 60% or greater of fiscal year 2023 total assets
attributable to, regulated gas distribution operations;

(iii) At the time of preparation of this testimony, they had not publicly

announced that they were involved in any major merger or acquisition

Risk distinctions within S&P’s bond rating categories are recognized by a plus or minus, e.g., an
S&P rating can be an A+, A, or A-. Similarly, risk distinction for Moody's ratings are distinguished
by numerical rating gradations, e.g., a Moody's rating can be A1, A2 and A3.

AltaGas Ltd., SEC form 40-F.

Source: S&P Global Market Intelligence. Note: Washington Gas’ Moody's rating was withdrawn
on May 3, 2023.

-12-
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activity (i.e., one publicly traded utility merging with or acquiring another)
or any other major development;

(iv) They have not cut or omitted their common dividends during the five
years ended 2023 or through the time of preparation of this testimony;

(v) They have Value Line and Bloomberg Professional Services
(Bloomberg) adjusted Beta coefficients (beta);

(vi) They have positive Value Line five-year dividends per share growth rate
projections; and

(vii) They have Value Line, Zacks, S&P Capital 1Q, or Yahoo! Finance

consensus five-year earnings per share growth rate projections.
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The following six companies met these criteria:

Table 3: Proxy Group Screening Results

Company Ticker
Atmos Energy Corporation ATO
N Resourc

R
NiSource Inc. NI
Northwest Natural Gas Company NWN
ONE Gas, Inc. 0GS
Spire Inc. SR

Q. WHY IS IT NECESSARY TO DEVELOP A
ESTIMATING THE ROE FOR THE COMPANY?

A. Because the Company is not publicly traded and does not have publicly
traded equity securities, it is necessary to develop groups of publicly traded,
comparable companies to serve as “proxies” for the Company. In addition to the
analytical necessity of doing so, the use of proxy companies is consistent with

the Hope and Bluefield comparable risk standards, as discussed above. | have

-13-
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selected two proxy groups that, in my view, are fundamentally risk-comparable to
the Company: a Utility Proxy Group and a Non-Price Regulated Proxy Group,
which is comparable in total risk to the Utility Proxy Group.”

Even when proxy groups are carefully selected, it is common for analytical
results to vary from company to company. Despite the care taken to ensure
comparability, because no two companies are identical, market expectations
regarding future risks and prospects will vary within the proxy group. It therefore
is common for analytical results to reflect a seemingly wide range, even for a
group of similarly situated companies. Atissue is how to estimate the ROE from
within that range. That determination will be best informed by employing a variety
of sound analyses that necessarily must consider the sort of quantitative and
qualitative information discussed throughout my Direct Testimony. Additionally,
a relative risk analysis between the Company and the Utility Proxy Group must
be made to determine whether or not explicit Company-specific adjustments
need to be made to the Utility Proxy Group indicated resuits.

IV. COMMON EQUITY COST RATES
IS IT IMPORTANT THAT COST OF COMMON EQUITY MODELS BE MARKET-
BASED?

Yes. As discussed previously, regulated public utilities, like the Company,
must compete for equity in capital markets along with all other companies with
commensurate risk, including non-utilities. The cost of common equity is thus

determined based on equity market expectations for the returns of those

The development of the Non-Price Regulated Proxy Group is explained in more detail in Section
Iv.

-14 -
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companies. If an individual investor is choosing to invest their capital among
companies with comparable risk, they will choose the company providing a higher
return over a company providing a lower return.

ARE YOUR COST OF COMMON EQUITY MODELS MARKET-BASED?

Yes. The DCF model is market-based in that market prices are used in
developing the dividend yield component of the model. Regarding the RPM, the
total market risk premium approach uses bond ratings and expected bond yields
that reflect the market's assessment of bond/credit risk, and the Predictive Risk
Premium Model (PRPM) uses monthly market returns in addition to expectations
of the risk-free rate. In addition, betas (), which reflect the market/systematic
risk component of equity risk premium, are derived from regression analyses of
market prices. The CAPM is market based for many of the same reasons that
the RPM is market based (i.e., the use of expected bond yields and betas).
Selection criteria for the non-price regulated companies are based on regression
analyses of market prices and reflect the market's assessment of total risk.
WHAT ANALYTICAL APPROACHES DID YOU USE TO DETERMINE THE
COMPANY’S ROE?

As discussed earlier, | have relied on the DCF model, the RPM, and the
CAPM, which | applied to the Utility Proxy Group described above. | also applied
these same models to a Non-Price Regulated Proxy Group described later in this
section.

| rely on multiple models because reasonable investors use a variety of
tools and do not rely exclusively on a single source of information or single model.
Moreover, the specific models on which | rely focus on different aspects of return

requirements and provide different insights into investors’ views of risk and return.

-15-
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The DCF model, for example, estimates the investor-required return assuming a
constant expected dividend yield and growth rate in perpetuity, while Risk
Premium-based methods (i.e., the RPM and CAPM approaches) provide the
ability to reflect investors’ views of risk, future market returns, and the relationship
between interest rates and the ROE. Just as the use of market data for the Proxy
Groups adds the reliability necessary to inform expert judgment in arriving at a
recommended common equity cost rate, the use of multiple generally accepted
common equity cost rate models also adds reliability and accuracy when arriving
at a recommended common equity cost rate.

HAS THE COMMISSION INDICATED IT MAY CONSIDER MULTIPLE
METHODS IN ESTIMATING THE COST OF EQUITY?

Yes, it has. In Order No. 18712 the Commission noted that its “preference
for the DCF model does not preclude consideration of other methods like the
CAPM and RPM for calculating cost of equity in some instances.”®

A. Discounted Cash Flow Model
WHAT IS THE THEORETICAL BASIS OF THE DCF MODEL?

The theory underlying the DCF model is that the present value of an
expected future stream of net cash flows during the investment holding period
can be determined by discounting those cash flows at the cost of capital, or the
investors’ capitalization rate. DCF theory indicates that an investor buys a stock
for an expected total return rate, which is derived from the cash flows received

from dividends and market price appreciation. Mathematically, the dividend yield

In the Matter of the Application of Washington Gas Light Company for Authority to Increase
Existing Rates and Charges for Gas Service, Formal Case No. 1137, Order No. 18712 (March 3,
2017), at P 59.

-16 -
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on market price plus a growth rate equals the capitalization rate; i.e., the total
common equity return rate expected by investors.
Ke=(Do (1+g))IP + g
where:
Ke = the required Return on Common Equity;
Do = the annualized Dividend Per Share;
P = the current stock price; and

g = the growth rate.

WHICH VERSION OF THE DCF MODEL DID YOU USE?

| used the single-stage constant growth DCF model in my analyses.
PLEASE DESCRIBE THE DIVIDEND YIELD YOU USED IN APPLYING THE
CONSTANT GROWTH DCF MODEL.

The unadjusted dividend yields are based on the proxy companies’
dividends as of May 31, 2024, divided by the average closing market price for the
60 trading days ended May 31, 2024.°
PLEASE EXPLAIN YOUR ADJUSTMENT TO THE DIVIDEND YIELD.

Because dividends are paid periodically (e.g., quarterly), as opposed to
continuously (daily), an adjustment must be made to the dividend yield. This is
often referred to as the discrete, or the Gordon Periodic, version of the DCF
model.

DCF theory calls for using the full growth rate, or D1, in calculating the

model's dividend yield component. Since the companies in the Utility Proxy

See, Column 1, page 1 of Exhibit WG (C)-3
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Group increase their quarterly dividends at various times during the year, a
reasonable assumption is to reflect one-half the annual dividend growth rate in
the dividend yield component, or Di2. Because the dividend should be
representative of the next 12-month period, this adjustment is a conservative
approach that does not overstate the dividend yield. Therefore, the actual
average dividend yields in Column 1, page 1 of Exhibit WG (C)-3 have been
adjusted upward to reflect one-half the average projected growth rate shown in
Column 6.

PLEASE EXPLAIN THE BASIS FOR THE GROWTH RATES YOU APPLY TO
THE UTILITY PROXY GROUP IN YOUR CONSTANT GROWTH DCF MODEL.

Investors are likely to rely on widely available financial information
services, such as Value Line, Zacks, S&P Capital 1Q, and Yahoo! Finance.
Investors realize that analysts have significant insight into the dynamics of the
industries and individual companies they analyze, as well as companies’ abilities
to effectively manage the effects of changing laws and regulations, and ever-
changing economic and market conditions. For these reasons, | used analysts’
five-year forecasts of earnings per share growth in my DCF analysis.

Over the long run, there can be no growth in dividends per share without
growth in earnings per share. Security analysts’ earnings expectations have a
more significant influence on market prices than dividend expectations. Thus,
using projected earnings growth rates in a DCF analysis provides a better match
between investors’ market price appreciation expectations and the growth rate

component of the DCF.
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PLEASE SUMMARIZE THE CONSTANT GROWTH DCF MODEL RESULTS.

As shown on page 1 of Exhibit WG (C)-3, for the Utility Proxy Group, the
mean result of applying the single-stage DCF model is 10.02%, the median result
is 9.95%, and the average of the two is 9.99%. In arriving at a conclusion for the
constant growth DCF-indicated common equity cost rate for the Utility Proxy
Group, | relied on an average of the mean and the median results of the DCF.
This approach takes into consideration all proxy company results while mitigating
high and low side outliers of those results.

B. The Risk Premium Model
PLEASE DESCRIBE THE THEORETICAL BASIS OF THE RPM.

The RPM is based on the fundamental financial principle of risk and return;
namely, that investors require greater returns for bearing greater risk. The RPM
recognizes that common equity capital has greater investment risk than debt
capital, as common equity shareholders are behind debt holders in any claim on
a company’s assets and earnings. As a result, investors require higher returns
from common stocks than from bonds to compensate them for bearing the
additional risk.

While it is possible to directly observe bond returns and yields, investors’
required common equity returns cannot be directly determined or observed.
According to RPM theory, one can estimate a common equity risk premium over
bonds (either historically or prospectively), and use that premium to derive a cost
rate of common equity. The cost of common equity equals the expected cost rate
for long-term debt capital, plus a risk premium over that cost rate, to compensate
common shareholders for the added risk of being unsecured and last-in-line for

any claim on the corporation’s assets and earnings upon liquidation.
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PLEASE EXPLAIN THE TOTAL MARKET APPROACH RPM.

The total market approach RPM adds a prospective public utility bond yield
to an average of: (1) an eqt;ity risk premium that is derived from a beta-adjusted
total market equity risk premium, (2) an equity risk premium based on the S&P
Utilities Index, and (3) an equity risk premium based on authorized ROEs for
natural gas distribution utilities.

PLEASE EXPLAIN THE BASIS OF THE EXPECTED BOND YIELD
APPLICABLE TO THE UTILITY PROXY GROUP.

The first step in the total market approach RPM analysis is to determine
the expected bond yield. Because both ratemaking and the cost of capital,
including the common equity cost rate, are prospective in nature, a prospective
yield on similarly-rated long-term debt is essential. Because | am unaware of any
publication that provides forecasted public utility bond yields, | relied on a
consensus forecast of about 50 economists of the expected yield on Aaa-rated
corporate bonds for the six calendar quarters ending with the third calendar
quarter of 2025, and Blue Chip’s long-term projections for 2026 to 2030, and 2031
to 2035. As shown on line 1, page 1 of Exhibit WG (C)-4, the average expected
yield on Moody’s Aaa-rated corporate bonds is 5.14%.

Because that 5.14% estimate represents a corporate bond yield and not a
utility specific bond yields, | adjusted the expected Aaa-rated corporate bond
yields to an equivalent A2-rated public utility bond yield. That resulted in an

upward adjustment of 0.51%, which represents a recent spread between Aaa-

-20-




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

WITNESS D’ASCENDIS

rated corporate bonds and A2-rated public utility bonds.'® Adding that recent
0.51% spread to the expected Aaa-rated corporate bond yield of 5.14% results
in an expected A2-rated public utility bond yield of 5.65%.

| then reviewed the average credit rating for the Utility Proxy Group from
Moody’s to determine if an adjustment to the estimated A2-rated public utility
bond was necessary. Since the Utility Proxy Group’s average Moody’s long-term
issue rating is A2, no other adjustment is needed to make the A2 prospective
bond yield applicable to the A2-rated public utility bond. The results are a 5.65%
expected bond yield applicable to the Utility Proxy Group.

Table 4: Summary of the Calculation of the Utility Proxy Group Projected Bond

Yield!!

Prospective Yield on Moody's Aaa-Rated Corporate 149
Bonds (Blue Chip) 5.14%

Adjustment to Reflect Yield Spread Between Moody's
Aaa-Rated Corporate Bonds and Moody’'s A2-Rated 0.51%
Utility Bonds

Prospective Bond Yield Applicable to the Utility Proxy o
Group 5655

DID YOU INCLUDE CURRENT INTEREST RATES IN YOUR ANALYSES?
Yes. Even though | do not agree with using current interest rates in a rate

of return analysis, | recognize that the Commission has stated its preference for

the use of current, and not projected, interest rates.'? As such, in addition to my

normal practice of relying on projected interest rates, | have also presented my

10
1
12

As shown on line 2 and explained in note 2, page 1 of Exhibit WG (C)-4.

As shown on line 3 and explained in note 2 on page 1 of Exhibit WG (C)-4.

See, Formal Case No. 1137, In the Matter of the Application of Washington Gas Light Company
for Authority to Increase Existing Rates and Charges for Gas Service, Order No. 18712, March
3, 2017, at 27.
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ROE analyses based on current interest rates. The current yield, as of May 31,
2024, on A2-rated public utility bonds is 5.69%.
PLEASE SUMMARIZE THE UTILITY BOND YIELDS APPLICABLE TO YOUR
PROXY GROUPS.

The current and prospective utility bond yields | apply in my analyses are
shown in Table 5 below and in page 1 of Exhibit WG (C)-4.

Table 5: Summary of the Proxy Group’s Utility Bond Yields'?

Prospective Bond Yields Applicable to the Proxy
Group

Current Bond Yields Applicable to the Proxy Group | 5.69%

5.65%

To develop the indicated ROE using the total market approach RPM, the
current and prospective bond yields are then added to the average of the different

equity risk premiums described below.

PLEASE EXPLAIN HOW THE BETA-DERIVED EQUITY RISK PREMIUM IS
DETERMINED.

The components of the beta-derived risk premium model are: (1) an
expected market equity risk premium over corporate bonds, and (2) the beta. The
derivation of the beta-derived equity risk premium that | applied to the Utility Proxy
Group is shown on lines 1 through 8, on page 6 of Exhibit WG (C)-4. The total
beta-derived equity risk premium | applied is based on an average of three

historical market data-based equity risk premiums, a Value Line-based equity risk

13

As shown on page 1 of Exhibit WG (C)-4.
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premium, and a combined Value Line, Bloomberg, and S&P Capital IQ-based
equity risk premium. Each of these is described below.

HOW DID YOU DERIVE A MARKET EQUITY RISK PREMIUM BASED ON
LONG-TERM HISTORICAL DATA?

To derive an historical market equity risk premium, | used the most recent
holding period returns for the large company common stocks less the average
historical yield on Moody’s Aaa/Aa-rated corporate bonds for the period 1928 to
2023.'*  Using holding period returns over a very long time is appropriate
because it is consistent with the long-term investment horizon presumed by
investing in a going concern, i.e., a company expected to operate in perpetuity.

The long-term arithmetic mean monthly total return rate on large company
common stocks was 11.91% and the long-term arithmetic mean monthly yield on
Moody's Aaa/Aa-rated corporate bonds was 5.95% from 1928 to 2023.75 As
shown on line 1 of page 6 of Exhibit WG (C)-4, subtracting the mean monthly
bond yield from the total return on large company stocks results in a long-term
historical equity risk premium of 5.96%.

| used the arithmetic mean monthly total return rates for the large company
stocks and yields (income returns) for the Moody’s Aaa/Aa corporate bonds,
because they are appropriate for the purpose of estimating the cost of capital as

noted in Kroll's Stocks, Bonds, Bills, and Inflation (“SBBI") Yearbook 2023 (“SBBI

- 2023").'6 The use of the arithmetic mean return rates and yields is appropriate

14

15
16

Source: SBBI-2023 Appendix A Tables: Morningstar Stocks, Bonds, Bills, & Inflation 1926-2022;
Bloomberg Professional.

As explained in note 1, page 9 of Exhibit WG (C)-4.

SBBI - 2023, at 193-194.

-23-




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

WITNESS D’ASCENDIS

because historical total returns and equity risk premiums provide insight into the
variance and standard deviation of returns needed by investors in estimating
future risk when making a current investment. If investors relied on the geometric
mean of historical equity risk premiums, they would have no insight into the
potential variance of future returns because the geometric mean relates the
change over many periods to a constant rate of change, thereby obviating the
year-to-year fluctuations, or variance, which is critical to risk analysis.

PLEASE EXPLAIN THE DERIVATION OF THE REGRESSION-BASED
MARKET EQUITY RISK PREMIUM.

To derive the regression-based market equity risk premium of 6.92%
(based on projected interest rates) and 6.73% (based on current interest rates),
shown on line 2, page 6 of Exhibit WG (C)-4, | used the same monthly annualized
total returns on large company common stocks relative to the monthly annualized
yields on Moody’'s Aaa/Aa-rated corporate bonds as mentioned above. The
relationship between interest rates and the market equity risk premium was
modeled using the observed monthly market equity risk premium as the
dependent variable, and the monthly yield on Moody’s Aaa/Aa-rated corporate
bonds as the independent variable. | then used a linear Ordinary Least Squares
(OLS) regression, in which the market equity risk premium is expressed as a
function of the Moody’s Aaa/Aa-rated corporate bonds yield:

RP = a + B (Raaaaa)

where:

-24 -




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

WITNESS D'ASCENDIS

RP = the market equity risk premium;

a = the regression intercept coefficient;

B = the regression slope coefficient; and

Raaana = the Moody’s Aaa/Aa rated corporate bond yield.
PLEASE EXPLAIN THE DERIVATION OF THE PRPM EQUITY RISK
PREMIUM.
The PRPM, published in the Journal of Regulatory Economics,'” was developed
from the work of Robert F. Engle, who shared the Nobel Prize in Economics in
2003 “for methods of analyzing economic time series with time-varying volatility
(ARCH)"."® Engle found that volatility changes over time and is related from one
period to the next, especially in financial markets. Engle discovered that volatility
of prices and returns clusters over time and is therefore highly predictable and
can be used to predict future levels of risk and risk premiums.

The PRPM estimates the risk-return relationship directly, as the predicted
equity risk premium is generated by predicting volatility or risk. The PRPM is not
based on an estimate of investor behavior, but rather on an evaluation of the
results of that behavior (i.e., the variance of historical equity risk premiums).

The inputs to the model are the historical monthly returns on large
company common stocks minus the monthly yields on Moody's Aaa/Aa-rated

corporate bonds during the period from January 1928 through May 2024."° Using

17

18
19

Autoregressive conditional heteroscedasticity. See “A New Approach for Estimating the Equity
Risk Premium for Public Utilities”, Pauline M. Ahern, Frank J. Hanley and Richard A. Michelfelder,
Ph.D. The Journal of Regulatory Economics (December 2011), 40:261-278.

www.nobelprize.org.
Data from January 1928 to December 2022 is from SBBI - 2023. Data from January 2023 to May

2024 is from Bloomberg.

-25-




10

1"

12

13

14

15

16

17

18

19

20

21

22

23

24

25

WITNESS D’ASCENDIS

a generalized form of ARCH, known as GARCH, the projected equity risk
premium is determined using Eviews® statistical software. When the GARCH
model is applied to the historical return data, it produces a predicted GARCH
variance series and a GARCH coefficient. Multiplying the predicted monthly
variance by the GARCH coefficient and then annualizing it?® produces the
predicted annual equity risk premium. The resulting PRPM predicted a market
equity risk premium of 8.46%.2"

PLEASE EXPLAIN THE DERIVATION OF A PROJECTED EQUITY RISK
PREMIUM BASED ON VALUE LINE DATA FOR YOUR RPM ANALYSIS.

As noted previously, because both ratemaking and the cost of capital are
prospective, a prospective market equity risk premium is needed. The derivation
of the forecasted or prospective market equity risk premium can be found in notes
5 and 6 on page 6 of Exhibit WG (C)-4. Consistent with my calculation of the
dividend yield component in my DCF analysis, this prospective market equity risk
premium is derived from an average of the three- to five-year median market price
appreciation potential by Value Line for the 13 weeks ended May 31, 2024, plus
an average of the median estimated dividend yield for the common stocks of the
1,700 firms covered in Value Line (Standard Edition).?

The average median expected price appreciation is 46%, which translates
to a 9.92% annual appreciation, and when added to the average of Value Line’s
median expected dividend yields of 2.13%, equates to a forecasted annual total

return rate on the market of 12.05%. The forecasted Moody's Aaa-rated

20
Al
22

Annualized Return = (1 + Monthly Return) 412 - 1.
Shown on line 3, page 6 of Exhibit WG (C)-4.
As explained in detail in note 1, page 2 of Exhibit WG (C)-5.
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corporate bond yield of 5.14% and the average Aaa and Aa corporate bond yield
for the three months ended May 2024 of 5.29% are deducted from the total
market return of 12.05%, resulting in equity risk premiums of 6.91% and 6.76%,
respectively, as shown on page 6, line 4 of Exhibit WG (C)-4.

PLEASE EXPLAIN THE DERIVATION OF AN EQUITY RISK PREMIUM BASED
ON THE S&P 500 COMPANIES.

Using data from Value Line, Bloomberg, and S&P Capital 1Q, | calculated
an expected total return on the S&P 500 companies using expected dividend
yields and long-term growth estimates as a proxy for capital appreciation. The
expected total return for the S&P 500 is 15.19%. Subtracting the respective yield
on Aaa-rated and Aaa/Aa-rated corporate bonds of 5.14% and 5.29%,
respectively, results in equity risk premiums of 10.05% and 9.90%, respectively.
WHAT IS YOUR CONCLUSION OF A BETA-DERIVED EQUITY RISK
PREMIUM FOR USE IN YOUR RPM ANALYSIS?

| gave equal weight to the five equity risk premiums, based on prospective
and current interest rates, in arriving at equity risk premiums of 7.66% and 7.56%,

respectively.
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Table 6: Summary of the Calculation of the Equity Risk Premium Using Total
Market Returns??

Prospective Current
Interest Iinterest
Rates Rates
Historical Spread Between Total Returns of Large
Stocks and Aaa and Aa-Rated Corporate Bond 5.96% 5.96%
Yields (1928 — 2023)
Regression Analysis on Historical Data 6.92% 6.73%
PRPM Analysis on Historical Data 8.46% 8.46%
Prospective Equity Risk Premium using Total
Market Returns from Value Line Summary & Index 6.91% 6.76%
less Aaa Corporate Bond Yields
Prospective Equity Risk Premium using Measures
of Capital Appreciation and Income Returns for the 10.05% 9.90%
S&P 500 less Aaa Corporate Bond Yields
Average 1.66% 1.56%

After calculating the average market equity risk premiums of 7.66% and
7.56%, | adjusted it by the beta to account for the risk of the Utility Proxy Group.
As discussed below, the beta is a meaningful measure of prospective relative risk
to the market as a whole and is a logical means by which to allocate a company'’s,
or proxy group’s, share of the market's total equity risk premium relative to
corporate bond yields. As shown on page 1 of Exhibit WG (C)-5, the average of
the mean and median beta for the Utility Proxy Group is 0.81. Multiplying the
0.81 average beta by the market equity risk premiums of 7.66% and 7.56% resuit
in beta-adjusted equity risk premiums for the Utility Proxy Group of 6.20% and

6.12% respectively.

HOW DID YOU DERIVE THE EQUITY RISK PREMIUM BASED ON THE S&P

UTILITY INDEX AND MOODY'S A2-RATED PUBLIC UTILITY BONDS?

| estimated three equity risk premiums based on S&P Utility Index holding

23

As shown on page 6 of Exhibit WG (C)-4.
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period returns, and one equity risk premiums based on the expected returns of
the S&P Utilities Index, using data from Value Line, Bloomberg, and S&P Capital
IQ. Turning first to the S&P Utility Index holding period returns, | derived a long-
term monthly arithmetic mean equity risk premium, between the S&P Utility Index
total returns of 10.45% and monthly A-rated public utility bond yields of 6.43%
from 1928 to 2023, to arrive at an equity risk premium of 4.02%.24 | then used
the same historical data to derive equity risk premiums of 4.81% (based on
projected interest rates) and 4.77% (based on current interest rates) based on a
regression of the monthly equity risk premiums. The final S&P Utility Index
holding period equity risk premium involved applying the PRPM using the
historical monthly equity risk premiums from January 1928 to May 2024 to arrive
at a PRPM-derived equity risk premium of 4.39% for the S&P Utility Index.

| then derived expected total returns on the S&P Utilities Index of 10.46%
using data from Value Line, Bloomberg, and S&P Capital 1Q and subtracted the
prospective A2-rated public utility bond yield (5.65%25), which results in an equity
risk premium of 4.81%. Subtracting the current A2-rated public utility bond yield
of 5.69%2 results in an equity risk premium of 4.77%. As with the market equity
risk premiums, | averaged each risk premium to arrive at my utility-specific equity
risk premiums of 4.51% (using prospective bond yields) and 4.49% (using current

bond yields).

24
25
26

As shown on line 1, page 9 of Exhibit WG (C)4.
Derived on line 3, page 1 of Exhibit WG (C)-4.
Derived on line 4, page 1 of Exhibit WG (C)-4.
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Table 7: Summary of the Calculation of the Equity Risk Premium Using S&P

Utility Index Holding Returns?

Prospective | Current
Interest Interest
Rates Rates
Historical Spread Between Total Returns of
the S&P Utilities Index and A2-Rated Utility 4.02% 4.02%
Bond Yields (1928 — 2023)
Regression Analysis on Historical Data 4.81% 4.77%
PRPM Analysis on Historical Data 4.39% 4.39%
Prospective Equity Risk Premium using
Measures of Capital Appreciation and
Income Returns for the S&P Utiities Index | 481% S17%
less A2 Public Utility Bond Yields
Average 4.51% 4.49%

HOW DID YOU DERIVE AN EQUITY RISK PREMIUM BASED ON
AUTHORIZED ROES FOR NATURAL GAS DISTRIBUTION UTILITIES?

The equity risk premiums of 4.79% and 4.77% shown on line 3 of page 5
of Exhibit WG (C)-4 are the result of a regression analysis based on regulatory
awarded ROEs related to the yields on Moody’s A2-rated public utility bonds.
That analysis is shown on page 10 of Exhibit WG (C)-4 and contains the graphical
results of a regression analysis of 834 rate cases for natural gas distribution
utilities which were fully litigated during the period from January 1, 1980 through
May 31, 2024. It shows the implicit equity risk premium relative to the yields on
A2-rated public utility bonds immediately prior to the issuance of each regulatory
decision. ltis readily discernible that there is an inverse relationship between the
yield on A2-rated public utility bonds and equity risk premiums. In other words,

as interest rates decline, the equity risk premium rises and vice versa, a result

27

As shown on page 9 of Exhibit WG (C)-4.
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consistent with financial literature on the subject.?® | used the regression results
to estimate the equity risk premium applicable to the projected yield on Moody's
A2-rated public utility bonds. Given the prospective A2-rated public utility bond
yield of 5.65%, it can be calculated that the indicated equity risk premium
applicable to that bond yield is 4.79%, which is shown on line 3, page 5 of Exhibit
WG (C)4. Additionally, given the current A2-rated public utility bond yield of
5.69%, it can be calculated that the indicated equity risk premium applicable to
that bond yield is 4.77%, which is also shown on line 3, page 5 of Exhibit WG (C)-
4.

WHAT IS YOUR CONCLUSION OF AN EQUITY RISK PREMIUM FOR USE IN
YOUR TOTAL MARKET APPROACH RPM ANALYSIS?

The equity risk premium | applied to the Utility Proxy Group is 5.17%
(based on projected interest rates) and 5.13% (based on current interest rates,
which are the averages of the beta-adjusted equity risk premium for the Utility
Proxy Group, the S&P Utilities Index, and the authorized return utility equity risk

premiums.2?

28

29

See, e.g., Robert S. Harris and Felicia C. Marston, “The Market Risk Premium: Expectational
Estimates Using Analysts’ Forecasts”, Journal of Applied Finance, Vol. 11, No. 1, 2001, at 11-12;
Eugene F. Brigham, Dilip K. Shome, and Steve R. Vinson, “The Risk Premium Approach to
Measuring a Utility's Cost of Equity”, Financial Management, Spring 1985, at 33-45.

As shown on page 5 of Exhibit WG (C)-4.
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Table 8: Summary of the Calculation of the Equity Risk Premium3°

Prospective | Current
Interest Interest
Rates Rates
Beta-Derived Equity Risk
Premium 6.20% 6.12%
S&P Utility Index-Derived o
Equity Risk Premium 4.51% e
Authorized Return Risk o
Premium 4.79% 4.77%
Average 517% 5.13%

WHAT IS THE INDICATED RPM COMMON EQUITY COST RATE BASED FOR
THE UTILITY PROXY GROUP?

As shown on line 7, page 1 of Exhibit WG (C)-4, and shown on Table 9,
below, | calculated common equity cost rates of 10.82% based on both
prospective and current interest rates for the Utility Proxy Group based on the

RPM.

Table 9: Summary of the Risk Premium Model*!

Prospective | Current
Interest Interest
Rates Rates
Moody's Utility Bond Applicable to the ° o
Respective Proxy Group 5.65% 5.69%
Equity Risk Premium 5.17% 5.13%
Indicated Cost of Common Equity 10.82% 10.82% -

C. The Capital Asset Pricing Model
PLEASE EXPLAIN THE THEORETICAL BASIS OF THE CAPM.
CAPM theory defines risk as the co-variability of a security’s returns with

the market's returns as measured by the beta (B). A beta less than 1.0 indicates

30
3

As shown on page 5 of Exhibit WG (C)-4.
As shown on page 1 of Exhibit WG (C)-4.
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lower variability than the market as a whole, while a beta greater than 1.0
indicates greater variability than the market.

The CAPM assumes that all non-market or unsystematic risk can be
eliminated through diversification. The risk that cannot be eliminated through
diversification is called market, or systematic, risk. In addition, the CAPM
presumes that investors only require compensation for systematic risk, which is
the result of macroeconomic and other events that affect the returns on all assets.
The model is applied by adding a risk-free rate of return to a market risk premium,
which is adjusted proportionately to reflect the systematic risk of the individual
security relative to the total market as measured by the beta. The traditional

CAPM model is expressed as:

Rs = Rt + B (Rm - Ry)
Where: Rs = Return rate on the common stock;
R = Risk-free rate of return;
Rm = Return rate on the market as a whole; and
B = Adjusted beta (volatility of the security relative to

the market as a whole)
Numerous tests of the CAPM have measured the extent to which security
returns and beta are related as predicted by the CAPM, confirming its validity.
The empirical CAPM (ECAPM) reflects the reality that while the resuilts of these

tests support the notion that the beta is related to security returns, the empirical
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Security Market Line (“SML") described by the CAPM formula is not as steeply
sloped as the predicted SML.32

The ECAPM reflects this empirical reality. Fama & French clearly state
regarding Figure 2, below, that “[t]he returns on the low beta portfolios are too

high, and the returns on the high beta portfolios are too low.”33
Figure 2 twipubs.seaweb.org/doifpdipius/10.1257/0895330042162430

Average Annualized Monthly Return versus Beta for Value Weight Portfolios
Formed on Prior Beta, 1928-2003

18 -
16 1
144
124

104

Average returns
predicted by the
CAPM

Average annualized monthly retarn (%)

In addition, Morin observes that while the results of these tests support the
notion that beta is related to security returns, the empirical SML described by the

CAPM formula is not as steeply sloped as the predicted SML. Morin states:

32

33

Roger A. Morin, Modern Regulatory Finance (Public Utility Reports, Inc., 2021), at page 223
(“Morin”™).
Eugene F. Fama and Kenneth R. French, “The Capital Asset Pricing Model: Theory and
Evidence”, Journal of Economic Perspectives, Vol. 18, No. 3, Summer 2004 at 33 (Fama &
French).
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With few exceptions, the empirical studies agree that ... low-beta
securities earn returns somewhat higher than the CAPM would
predict, and high-beta securities earn less than predicted.34

* % K

Therefore, the empirical evidence suggests that the expected
return on a security is related to its risk by the following
approximation:

K =  RF+x(RM-RF)+(1-x) B(RM - RF)

where x is a fraction to be determined empirically. The value of x
that best explains the observed relationship [is] Return = 0.0829 +
0.0520 B is between 0.25 and 0.30. If x = 0.25, the equation
becomes:

K = RF + 0.25(RM - RF) + 0.75 B(RM - RF)3%
Fama & French provide similar support for the ECAPM when they state:

The early tests firmly reject the Sharpe-Lintner version of the
CAPM. There is a positive relation between beta and average
return, but it is too 'flat.'... The regressions consistently find that the
intercept is greater than the average risk-free rate... and the
coefficient on beta is less than the average excess market return...
This is true in the early tests... as well as in more recent cross-
section regressions tests, like Fama and French (1992).36

Finally, Fama & French further note:

Confirming earlier evidence, the relation between beta and average
return “for the ten portfolios is much flatter than the Sharpe-Linter
CAPM predicts. The returns on low beta portfolios are too high,
and the returns on the high beta portfolios are too low. For
example, the predicted return on the portfolio with the lowest beta
is 8.3 percent per year; the actual return as 11.1 percent. The
predicted return on the portfolio with the t beta is 16.8 percent per
year; the actual is 13.7 percent.3”

35
36
37

Morin, at 207.
Morin, at 221.
Fama & French, at 32.
Fama & French, at 33.
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Clearly, the justification from Morin and Fama & French, along with their
reviews of other academic research on the CAPM, validate the use of the
ECAPM. In view of theory and practical research, | have applied both the
traditional CAPM and the ECAPM to the companies in the Utility Proxy Group
and averaged the results.

WHAT BETAS DID YOU USE IN YOUR CAPM ANALYSIS?

With respect to beta, | considered two methods of calculation: (1) the
average of the betas of the respective proxy group companies as reported by
Bloomberg, and (2) the average of the betas of the respective proxy group
companies as reported by Value Line. While both of those services adjust their
calculated (raw) betas to reflect the tendency of beta to regress to the market
mean of 1.00, Value Line calculates beta over a five-year period, while
Bloomberg’s calculation is based on two years of data.

PLEASE DESCRIBE YOUR SELECTION OF A RISK-FREE RATE OF RETURN.

As shown in column 5 on page 1 of Exhibit WG (C)-5, the risk-free rates
adopted for both applications of the CAPM are 4.41% and 4.55%. The risk-free
rate of 4.41% is based on the average of the Blue Chip consensus forecast of the
expected yields on 30-year U.S. Treasury bonds for the six quarters ending with
the third calendar quarter of 2025, and long-term projections for the years 2026
to 2030 and 2031 to 2035. The risk-free rate of 4.55% is the three-month average
as of May 2024.

WHY IS THE YIELD ON LONG-TERM TREASURY BONDS APPROPRIATE
FOR USE AS THE RISK-FREE RATE?
The yield on long-term U.S. Treasury bonds is almost risk-free and its term

is consistent with the long-term cost of capital to public utilities measured by the
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yields on A2-rated public utility bonds; the long-term investment horizon inherent
in utilities’ common stocks; and the long-term life of the jurisdictional rate base to
which the allowed fair rate of return (i.e., cost of capital) will be applied. In
contrast, short-term U.S. Treasury yields are more volatile and largely a function
of Federal Reserve monetary policy.

PLEASE EXPLAIN THE ESTIMATION OF THE EXPECTED RISK PREMIUM
FOR THE MARKET USED IN YOUR CAPM ANALYSES.

The basis of the market risk premium is explained in detail in note 1 on
Exhibit WG (C)-5. As discussed above, the market risk premium is derived from
an average of three historical data-based market risk premiums, one Value Line
data-based market risk premium, and one Bloomberg, Value Line, and S&P
Capital IQ data-based market risk premium.

The long-term income return on U.S. Government securities of 4.99% was
deducted from the monthly historical total market return of 12.16%, which results
in an historical market equity risk premium of 7.17%.%8 | applied a linear OLS
regression to the monthly annualized historical returns on the S&P 500 relative
to historical yields on long-term U.S. Government securities. That regression
analysis yielded a market equity risk premium of 7.93% (using projected interest
rates) and 7.79% (using current interest rates). The PRPM market equity risk
premium is 9.44% and is derived using the PRPM relative to the yields on long-
term U.S. Treasury securities from January 1926 through May 2024.

The Value Line-derived forecasted total market equity risk premium is

38

Sources: SBBI - 2023, at Appendix A-1 (1) through A-1 (3) and Appendix A-7 (19) through A-7
(21); Bloomberg Professional.
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derived by deducting risk-free rates of 4.41% and 4.55%, discussed above, from
the Value Line projected total annual market return of 12.05%, resulting in total
market equity risk premiums of 7.64% and 7.50%.

The S&P 500 projected market equity risk premium using Value Line,
Bloomberg, and S&P Capital 1Q data is derived by subtracting the projected risk-
free rates of 4.41% and 4.55% from the projected total return of the S&P 500 of
15.19%. The resulting market equity risk premiums are 10.78% and 10.64%,
respectively.

These five measures, when averaged, result in average total market equity
risk premiums of 8.59% (using projected interest rates) and 8.51% (using current

interest rates).

Table 10: Summary of the Calculation of the Market Risk Premium for Use in the

CAPM?3?
Prospective | Current
Interest Interest
Rates Rates
Historical Spread Between Total Returns
of Large Stocks and Long-Term 7.17% 7.17%
Government Bond Yields (1926 — 2023)
Regression Analysis on Historical Data 7.93% 7.79%
PRPM Analysis on Historical Data 9.44% 9.44%
Prospective Equity Risk Premium using
Total Market Returns from Value Line 7.64% 7.50%

Summary & Index less Projected 30-
Year Treasury Bond Yields
Prospective Equity Risk Premium using
Measures of Capital Appreciation and o o
Income Returns for the S&P 500 less 10.78% 10.64%
30-Year Treasury Bond Yields

Average 8.59% 8.51%

39

As shown on page 2 of Exhibit WG (C)-5.
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WHAT ARE THE RESULTS OF YOUR APPLICATION OF THE TRADITIONAL
AND EMPIRICAL CAPM TO THE UTILITY PROXY GROUP?

The results of my application of the CAPM and ECAPM are shown on page
1 of Exhibit WG (C)-5, and in Table 11 below.

Table 11: Summary of the Capital Asset Pricing Model4?

Prospective | Current
Interest Interest

Rates Rates

Mean 11.55% 11.62%
Median 11.58% 11.64%
Average of Mean and Median 11.57% 11.63%

Consistent with my reliance on the average of mean and median DCF
results discussed above, the indicated common equity cost rates using the

CAPM/ECAPM range from 11.57% to 11.63%.

D. Common Equity Cost Rates for a Proxy Group of Domestic, Non-

Price Regulated Companies based on the DCF, RPM, and CAPM
WHY DO YOU ALSO CONSIDER A PROXY GROUP OF DOMESTIC, NON-
PRICE REGULATED COMPANIES?

Although | am not an attorney, my interpretation of the Hope and Bluefield
cases is that the Supreme Court of the United States did not specify that
comparable risk companies had to be utilities. Since the purpose of rate
regulation is to be a substitute for marketplace competition, non-price regulated
firms operating in the competitive marketplace make an excellent proxy if they

are comparable in total risk to the Utility Proxy Group being used to estimate the

40

As shown on page 1 of Exhibit WG (C)-5.
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cost of common equity. The selection of such domestic, non-price regulated
competitive firms theoretically and empirically results in a proxy group which is
comparable in total risk to the Utility Proxy Group, since all of these companies
compete for capital in the exact same markets.

HOW DID YOU SELECT NON-PRICE REGULATED COMPANIES THAT ARE
COMPARABLE IN TOTAL RISK TO THE UTILITY PROXY GROUP?

In order to select a proxy group of domestic, non-price regulated
companies similar in total risk to the Utility Proxy Group, | relied on the betas and
related statistics derived from Value Line regression analyses of weekly market
prices over the most recent 260 weeks (i.e., five years). These selection criteria
resulted in a proxy group of 52 domestic, non-price regulated firms comparable
in total risk to the Utility Proxy Group. Total risk is the sum of non-diversifiable
market risk and diversifiable company-specific risks. The criteria used in
selecting the domestic, non-price regulated firms was:

(i) They must be covered by Value Line (Standard Edition);

(i) They must be domestic, non-price regulated companies, i.e., not
utilities;

(iii) Their unadjusted betas must lie within plus or minus two standard
deviations of the average unadjusted beta of the Utility Proxy Group;
and

(iv) The residual standard errors of the Value Line regressions which gave
rise to the unadjusted betas must lie within plus or minus two standard
deviations of the average residual standard error of the Utility Proxy

Group.

-40 -
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Betas measure market, or systematic, risk, which is not diversifiable. The

residual standard errors of the regressions measure each firm's company-
specific, diversifiable risk. Companies that have similar betas and similar residual
standard errors resulting from the same regression analyses have similar total
investment risk.
HAVE YOU PREPARED AN EXHIBIT WHICH SHOWS THE DATA FROM
WHICH YOU SELECTED THE 52 DOMESTIC, NON-PRICE REGULATED
COMPANIES THAT ARE COMPARABLE IN TOTAL RISK TO THE UTILITY
PROXY GROUP?

Yes, the basis of my selection and both proxy groups’ regression statistics
are shown in Exhibit WG (C)-6.

DID YOU CALCULATE COMMON EQUITY COST RATES USING THE DCF
MODEL, RPM, AND CAPM FOR THE NON-PRICE REGULATED PROXY
GROUP?

Yes. Because the DCF model, RPM, and CAPM have been applied in an
identical manner as described above, | will not repeat the details of the rationale
and application of each model. One exception is in the application of the RPM,
where | did not use public utility-specific equity risk premiums.

As shown on page 1 of Exhibit WG (C)-7, the results of the common equity
models applied to the Non-Price Regulated Proxy Groups — which group is

comparable in total risk to the Proxy Groups — are as follows:

-41-
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Table 12: Summary of Model Results Applied to the Non-Price Regulated Proxy

Groups*!
Prospective Current
Interest Interest
Rates Rates

Discounted Cash Flow Model 11.08% 11.08%

Risk Premium Model 12.53% 12.33%

Capital Asset Pricing Model 12.11% 12.17%

Mean 11.91% 11.86%

Median 12.11% 1217%

Average of Mean and Median 12.01% 12.02%
V. CONCLUSION OF COMMON EQUITY COST RATE BEFORE

ADJUSTMENT

WHAT IS THE INDICATED RANGE OF COMMON EQUITY COST RATES
BEFORE ADJUSTMENT?

Based on the results of the application of multiple cost of common equity
models to the Utility Proxy Group, the indicated range of common equity cost
rates are between 9.99% and 11.63% before Company-specific adjustments. |
used multiple cost of common equity models as primary tools in arriving at my
recommended common equity cost rate, because no single model is so inherently
precise that it can be relied on to the exclusion of other theoretically sound
models. Using multiple models adds reliability to the estimated common equity
cost rate, with the prudence of using muiltiple cost of common equity models
supported in both the financial literature and regulatory precedent.

As will be discussed below, Washington Gas has greater risk than the

Utility Proxy Group. Because of this, the indicated range of model results based

M

As shown on page 1 of Exhibit WG (C)-7.
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on the Utility Proxy Group must be adjusted to reflect Washington Gas’ greater
relative risk.

VI. ADJUSTMENTS TO THE COMMON EQUITY COST RATE

A. Business Risk Adjustment
WHAT COMPANY-SPECIFIC BUSINESS RISKS DID YOU CONSIDER FOR
YOUR RELATIVE RISK ANALYSIS?

As detailed below, | have considered Washington Gas' size and its
regulatory environment relative to the companies in the Utility Proxy Group.

1. Size Comparison
DOES A COMPANY’'S SMALLER SIZE RELATIVE TO THE UTILITY PROXY
GROUP COMPANIES INCREASE ITS BUSINESS RISK?

Yes. A smaller size relative to the Utility Proxy Group companies indicates
greater relative business risk for a company because, all else being equal, size
has a material bearing on risk.

Size affects business risk because smaller companies generally are less
able to cope with significant events that affect sales, revenues, and earnings. For
example, smaller companies face more risk exposure to business cycles and
economic conditions, both nationally and locally. Additionally, the loss of
revenues from a few larger customers would have a greater effect on a small
company than on a bigger company with a larger, more diverse, customer base.

As further evidence that smaller firms are riskier, investors generally
demand greater returns from smaller firms to compensate for less marketability
and liquidity of their securities. Kroll discusses the nature of the small-size

phenomenon, providing an indication of the magnitude of the size premium based
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on several measures of size. In discussing “Size as a Predictor of Equity

Returns,” Kroll states:

The size effect is based on the empirical observation that
companies of smaller size are associated with greater risk and,
therefore, have greater cost of capital [sic]. The “size” of a company
is one of the most important risk elements to consider when
developing cost of equity capital estimates for use in valuing a
business simply because size has been shown to be a predictor of
equity returns. In other words, there is a significant (negative)
relationship between size and historical equity returns - as size
decreases, returns tend to increase, and vice versa. (footnote
omitted) (emphasis in original).42

Furthermore, in “The Capital Asset Pricing Model: Theory and Evidence,”

Fama & French note size is indeed a risk factor which must be reflected when

estimating the cost of common equity. On page 38, they note:

. . . the higher average returns on small stocks and high book-to-
market stocks reflect unidentified state variables that produce
undiversifiable risks (covariances) in returns not captured in the
market return and are priced separately from market betas.*?

Based on this evidence, Fama & French proposed their three-factor model
which includes a size variable in recognition of the effect size has on the cost of
common equity.

Also, it is a basic financial principle that the use of funds invested, and not
the source of funds, is what gives rise to the risk of any investment.*4 Eugene

Brigham, a well-known authority, states:

42

43

Kroll: Cost of Capital Navigator: U.S. Cost of Capital Module, “Size as a Predictor of Equity
Returns,” at 1

Fama & French, at 25-43.

Richard A. Brealey and Steward C. Myers, Principles of Corporate Finance (McGraw-Hill Book
Company, 1996), at 204-205, 229.
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A number of researchers have observed that portfolios of small-
firms (sic) have earned consistently higher average returns than
those of large-firm stocks; this is called the “small-firm effect.” On
the surface, it would seem to be advantageous to the small firms to
provide average returns in a stock market that are higher than those
of larger firms. In reality, it is bad news for the small firm; what the
small-firm effect means is that the capital market demands
higher returns on stocks of small firms than on otherwise
similar stocks of the large firms. (emphasis added).®

Consistent with the financial principle of risk and return discussed above,
increased relative risk due to small size must be considered in the allowed rate
of return on common equity. Therefore, the Commission’s authorization of a cost
rate of common equity in this proceeding must appropriately reflect the unique
risks of Washington Gas, including its smaller relative size, which is justified and
supported above by evidence in the financial literature.

2. Regulatory Risk
IS THE REGULATORY ENVIRONMENT IN WHICH A UTILITY OPERATES AN
IMPORTANT CONSIDERATION IN DETERMINING AN APPROPRIATE ROE?

The regulatory environment is one of the most important issues
considered by both debt and equity investors in assessing the risks and prospects
of utility companies. Moody's finds the regulatory environment to be so important
that 50.00% of the factors that weigh in the Company’s ratings determination are

determined by the nature of regulation, and noted:

For rate-regulated utilities, which typically operate as a monopoly,
the regulatory environment and how the utility adapts to that
environment are the most important credit considerations. The

45

Eugene F. Brigham, Fundamentals of Financial Management, Fifth Edition (The Dryden Press,
1989), at 623.
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regulatory environment is comprised of two rating factors - the
Regulatory Framework and its corollary factor, the Ability to
Recover Costs and Earn Returns. Broadly speaking, the
Regulatory Framework is the foundation for how all the decisions
that affect utilities are made (including the setting of rates), as well
as the predictability and consistency of decision-making provided
by that foundation. The Ability to Recover Costs and Earn Returns
relates more directly to the actual decisions, including their
timeliness and the rate-setting outcomes. 6

The assessment of regulatory risk is perhaps the most important
factor in Standard & Poor's Ratings Services' analysis of a U.S.
regulated, investor-owned utility’s business risk. Each of the other
four factors we examine--markets, operations, competitiveness,
and management--can affect the quality of the regulation a utility
experiences, but we believe the fundamental regulatory
environment in the jurisdictions in which a utility operates often
influences credit quality the most.4”

ARE YOU AWARE OF SERVICES THAT RATE REGULATORY

Yes, | am. Regulatory Research Associates (RRA) provides an
assessment of the degree to which regulatory jurisdictions are constructive, or

not. As RRA explains, less constructive environments are associated with higher

RRA maintains three principal rating categories, Above Average,
Average, and Below Average, with Above Average indicating a
relatively more constructive, lower-risk regulatory environment from
an investor viewpoint, and Below Average indicating a less
constructive, higher-risk regulatory climate from an investor
viewpoint, Within the three principal rating categories, the numbers
1, 2, and 3 indicate relative position. The designation 1 indicates a
stronger (more constructive) rating; 2, a mid range rating; and, 3, a

Similarly, S&P has noted that:
Q.

ENVIRONMENTS?
A

levels of risk:
46

47

Moody's Investor Service, Rating Methodology, Regulated Electric and Gas Ulilities, June 23,
2017.
Standard & Poor's, Ultilities: Assessing U.S. Utility Regulatory Environments, November 15, 2011.
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weaker {less constructive) rating. We endeavor to maintain an
approximately equal number of ratings above the average and
below the average.*®

HAS RRA COMMENTED SPECIFICALLY ON THE REGULATORY
ENVIRONMENT IN DC?
Yes, it has. Specifically, RRA notes:

The regulatory environment in the District is relatively restrictive
from an investor viewpoint. Authorized ROEs have generally been
somewhat below industry averages when established. In addition,
the PSC's continued reliance on rate case test years that are largely
historical by the time decisions are rendered and average rate base
valuations, coupled with the rejection of timely non-rate case
recovery mechanisms to reflect new investment negatively impacts
the utilities' ability to earn the authorized return.4®

DID YOU CONDUCT AN ANALYSIS TO COMPARE WASHINGTON GAS’
REGULATORY RISK TO THE UTILITY PROXY GROUP?

Yes, | did. | examined the RRA Ranking of each regulatory jurisdiction the
Utility Proxy Companies operate in and calculated an average RRA Regulatory

ranking for each Utility Proxy Company.
WHAT DID THAT ANALYSIS REVEAL?

As shown on page 1 of Exhibit WG (C)-9, the RRA regulatory ranking study
showed that the average regulatory risk ranking of the Utility Proxy Group was
Average/2 compared to the District of Columbia ranking of Below Average/2,
which is the second lowest rating of RRA's rating scale. This shows that
Washington Gas is riskier than the Utility Proxy Group based on regulatory risk

factors. Given the restrictive nature of Washington Gas' regulatory environment,

48

Source: RRA.
Regulatory Research Associates, accessed June 7, 2024.
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as demonstrated in the comparison of the Utility Proxy Group’s average RRA
regulatory ranking to that of the Company, Washington Gas’ increased relative
risk should be considered when determining the ROE for the Company in this
proceeding.

HAVE YOU ALSO REVIEWED THE REGULATORY MECHANISMS IN PLACE
AT THE COMPANY AND THE UTILITY PROXY GROUP AS IT RELATES TO
THE COMPANY’S REGULATORY RISK COMPARED TO THE UTILITY PROXY
GROUP?

Yes, | have. It is important to remember that the cost of capital is a
comparative exercise, so if a mechanism is common throughout the companies
on which one bases their analyses, the comparative risk is zero, because any
impact of the perceived reduced risk (if any) of the mechanism(s) by investors
would be reflected in the market data of the proxy group. However, as shown on
Exhibit WG (C)-10, every single one of the proxy companies is allowed to use
forward test years (or historical test years adjusted for known and measurable
changes) in at least one of their jurisdictions. In addition, every proxy company
has some form of partial decoupling, such as fixed variable rate design and
weather normalization mechanisms.

As such, if there is any perceived risk reduction (and associated reduction
to the investor required return) with the employment of either of these rate
constructs, the strict use of a historical test year by Washington Gas and its lack
of a weather normalization adjustment is indicative of an increased level of risk
for investors as compared to the Utility Proxy Group. As discussed in Company
Witness James Steffes’ direct testimony, Washington Gas is pursuing a weather

normalization mechanism in this proceeding.
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IS THERE A WAY TO QUANTIFY A RELATIVE RISK ADJUSTMENT DUE TO
WASHINGTON GAS’ GREATER BUSINESS RISK WHEN COMPARED TO THE
UTILITY PROXY GROUP?

Yes. As a proxy for the business risk adjustment, | used the Kroll size
study. The determination is based on the size premiums for portfolios of New
York Stock Exchange, American Stock Exchange, and NASDAQ listed
companies ranked by deciles for the 1926 to 2023 period. As shown on Exhibit
WG (C)-8, the median size premium for the Utility Proxy Group with a market
capitalization of $3.862 billion falls in the 5" decile, while the Company’s
estimated market capitalization of $569 million places it in the 8™ decile. The size
premium spread between the 5" decile and the 8" decile is 0.19%. Even though
an 0.19% premium to the indicated ROE applicable to the Utility Proxy Group, |
did not apply a business risk adjustment to the Utility Proxy Group’s indicated
common equity cost rate at this time.

B. Flotation Cost Adjustment
WHAT ARE FLOTATION COSTS?

Flotation costs are those costs associated with the sale of new issuances
of common stock. They include market pressure and the mandatory unavoidable
costs of issuance (e.g., underwriting fees and out-of-pocket costs for printing,
legal, registration, etc.). For every dollar raised through debt or equity offerings,
the Company receives less than one full dollar in financing.

WHY IS IT IMPORTANT TO RECOGNIZE FLOTATION COSTS IN THE
ALLOWED COMMON EQUITY COST RATE?
It is important because there is no other mechanism in the ratemaking

paradigm through which such costs can be recognized and recovered. Because
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these costs are real, necessary, and legitimate, recovery of these costs should

be permitted. As noted by Morin:

The costs of issuing these securities are just as real as operating
and maintenance expenses or costs incurred to build utility plants,
and fair regulatory treatment must permit recovery of these costs....

The simple fact of the matter is that common equity capital is not
free....[Flotation costs] must be recovered through a rate of return
adjustment.5°

SHOULD FLOTATION COSTS BE RECOGNIZED ONLY IF THERE WAS AN
ISSUANCE DURING THE TEST YEAR OR THERE IS AN IMMINENT POST-
TEST YEAR ISSUANCE OF ADDITIONAL COMMON STOCK?

No. As noted above, there is no mechanism to recapture such costs in
the ratemaking paradigm other than an adjustment to the allowed common equity
cost rate. Flotation costs are charged to capital accounts and are not expensed
on a utility's income statement. As such, flotation costs are analogous to capital
investments, albeit negative, reflected on the balance sheet. Recovery of capital
investments relates to the expected useful lives of the investment. Since
common equity has a very long and indefinite life (assumed to be infinity in the
standard regulatory DCF model), flotation costs should be recovered through an
adjustment to common equity cost rate, even when there has not been an
issuance during the test year, or in the absence of an expected imminent
issuance of additional shares of common stock.

Historical flotation costs are a permanent loss of investment to the utility

and should be accounted for. When any company, including a utility, issues

50

Morin, at 329.
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common stock, flotation costs are incurred for legal, accounting, printing fees and
the like. For each dollar of issuing market price, a small percentage is expensed
and is permanently unavailable for investment in utility rate base. Since these
expenses are charged to capital accounts and not expensed on the income
statement, the only way to restore the full value of that dollar of issuing price with
an assumed investor required return of 10% is for the net investment, $0.95, to
earn more than 10% to net back to the investor a fair return on that dollar. In
other words, if a company issues stock at $1.00 with 5% in flotation costs, it will
net $0.95 in investment. Assuming the investor in that stock requires a 10%
return on his or her invested $1.00 (i.e., a return of $0.10), the company needs
to earn approximately 10.5% on its invested $0.95 to receive a $0.10 return.
DO THE COMMON EQUITY COST RATE MODELS YOU HAVE USED
ALREADY REFLECT INVESTORS’ ANTICIPATION OF FLOTATION COSTS?
No. All of these models assume no transaction costs. The literature is
quite clear that these costs are not reflected in the market prices paid for common
stocks. For example, Brigham and Daves confirm this and provide the
methodology utilized to calculate the flotation adjustment.5! In addition, Morin
confirms the need for such an adjustment even when no new equity issuance is
imminent.52 Consequently, it is proper to include a flotation cost adjustment when

using cost of common equity models to estimate the common equity cost rate.

51

52

Eugene F. Brigham and Phillip R. Daves, Intermediate Financial Management, 9th Edition,
Thomson/Southwestern, at p. 342
Morin, at pp. 337-339

-51-
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WITNESS D'ASCENDIS

DID YOU CALCULATE A FLOTATION COST ALLOWANCE FOR
WASHINGTON GAS IN THIS PROCEEDING?

No, | did not. Because AltaGas, Washington Gas’ parent company, has
not issued equity that was used to finance Washington Gas’s operation since its
acquisition, | have not calculated flotation costs as of May 31, 2024. However,
should AltaGas issue equity during the course of this proceeding, | reserve the
right to include flotation costs in future analyses.

ViIl. CONCLUSIONS AND RECOMMENDATION
WHAT IS YOUR RECOMMENDED ROE FOR WASHINGTON GAS?

Given the indicated ROE range applicable to the Utility Proxy Group and
Washington Gas of 9.99% to 11.63%, | conclude that an appropriate ROE for the
Company is 10.50%.
IN YOUR OPINION, IS YOUR PROPOSED ROE OF 10.50% FAIR AND
REASONABLE TO WASHINGTON GAS AND ITS CUSTOMERS?

Yes, itis.
DOES THIS CONCLUDE YOUR TESTIMONY?

Yes, it does.

-52-
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@ Resume and Testimony Listing of-
Dylan W. D’Ascendis, CRRA, CVA
scottmadden Partner

MANAGEMENT CONSULTANTS

Summary

Dylan is an experienced consultant and a Certified Rate of Retum Analyst (CRRA) and Certified Valuation Analyst
(CVA). Dylan joined ScottMadden in 2016 and is a leading expert witness with respect to cost of capital, capital
structure, and valuation. He has served as a consultant for investor-owned and municipal utilities and authorities
for 15 years. Dylan has testified as an expert witness on over 150 occasions regarding rate of retum, cost of
service, rate design, and valuation before more than 40 regulatory jurisdictions in the United States and Canada,
an American Arbitration Association panel, and the Superior Court of Rhode Island. He also maintains the
benchmark index against which the Hennessy Gas Utility Mutual Fund performance is measured. Dylan holds a
B.A. in economic history from the University of Pennsylvania and an M.B.A. with concentrations in finance and
intemational business from Rutgers University.

Areas of Specialization

Expert Witness Testimony

Rates and Regulation

Retum on Equity

Valuation

Utility Regulations

Rate Case Planning, Management, and Support
Utility Benchmarking

Recent Articles and Speeches

® “Decoupling, Risk Impacts, and the Cost of Capital.” Co-authored with Richard A. Michelfelder, Ph.D., Rutgers
University and Pauline M. Ahern. The Electricity Journal. March 2020

B “Decoupling Impact and Public Utility Conservation Investment.” Co-authored with Richard A. Michelfelder,
Ph.D., Rutgers University and Pauline M. Ahern. Energy Policy Journal. 130 (2019), 311-319

B “Establishing Altemative Proxy Groups.” Presentation before the Society of Utility and Regulatory Financial
Analysts: 51st Financial Forum. April 4, 2019. New Orleans, LA

B “Pastls Prologue: Future Test Year.” Presentation before the National Association of Water Companies 2017
Southeast Water Infrastructure Summit. May 2, 2017. Savannah, GA

B “Comparative Evaluation of the Predictive Risk Premium Model™, the Discounted Cash Flow Model and the
Capital Asset Pricing Model.” Co-authored with Richard A. Michelfelder, Ph.D., Rutgers University, Pauline M.
Ahern, and Frank J. Hanley. The Electricity Journal. May 2013

B “Decoupling: Impact on the Risk and Cost of Common Equity of Public Utility Stocks.” Presentation before the
Society of Utility and Regulatory Financial Analysts: 45th Financial Forum. April 17-18, 2013. Indianapolis, IN

Recent Assignments

B Provided expert testimony on the cost of capital for ratemaking purposes before numerous state utility
regulatory agencies

B Maintains the benchmark index against which the Hennessy Gas Utility Mutual Fund performance is
measured

B Sponsored valuation testimony for a large municipal water company in front of an American Arbitration
Association Board to justify the reasonability of their lease payments to the city

B Co-authored a valuation report on behalf of a large investor-owned utility in response to a new state
regulation which allowed the appraised value of acquired assets into rate base
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MANAGEMENT CONSULTANTS
Sponsor Date Case/Applicant Docket No. Subject
Regulatory Commission of Alaska
Alaska Power Company 08/23 | Alaska Power Company Docket No. TA909-2 / U-23-054 | Capital Structure
ENSTAR Natural Gas Company 08/22 | ENSTAR Natural Gas Company Docket No. TA334-4 Rate of Return
Cook Inlet Natural Gas Storage Cook Inlet Natural Gas Storage
Alaska, LLC 07/21 | Alaska, LLC Docket No. TA45-733 Capital Structure
Alaska Power Company; Goat Lake | Tariff Nos. TA886-2; TA6-521;
Alaska Power Company 09/20 | Hydro, Inc.; BBL Hydro, Inc. TA4-573 Capital Structure
Alaska Power Company 07/16 | Alaska Power Company Docket No. TA857-2 Rate of Return
Alberta Utilities Commission
Determination of
AltaLink, L.P., and EPCOR AltaLink, L.P, and EPCOR Cost-of-Capital
Distribution & Transmission, Inc. 02/23 | Distribution & Transmission, Inc. Proceeding ID. 27084 Parameters
AltaLink, L.P., and EPCOR AltaLink, L.P,, and EPCOR 2021 Generic Cost of Capital,
Distribution & Transmission, Inc. 01/20 | Distribution & Transmission, Inc. Proceeding ID. 24110 | Rateof Return.

Arizona Corporation Commission

Rate of Return and
Fair Value Rate
Foothills Water & Sewer, LLC 10/23 | Foothills Water & Sewer, LLC Docket No. WS-21182A-23-0292 | Base
Arizona Water Company —~ Eastern
Arizona Water Company 12/22 | Group Docket No. W-01445A-22-0286 | Rate of Return
Docket No. WS-01303A-22-
EPCOR Water Arizona, Inc. 08/22 | EPCOR Water Arizona, Inc. 0236 Rate of Return
Docket No. WS-01303A-20-
EPCOR Water Arizona, Inc. 06/20 | EPCOR Water Arizona, Inc. 0177 Rate of Return
Arizona Water Company — Western
Arizona Water Company 12119 | Group Docket No. W-01445A-19-0278 | Rate of Return
Arizona Water Company — Northem
Arizona Water Company 08/18 | Group _ Docket No. W-01445A-18-0164 | Rate of Return

Arkansas Public Service Commission

Summit Utilities Arkansas, Inc. 01/24 | Summit Utilities Arkansas, Inc. Docket No. 23-079-U Rate of Return
Southwestem Electric Power Co. 07/21 | Southwestem Electric Power Co. Docket No. 21-070-U Retum on Equity
CenterPoint Energy Resources

Corp. 05/21 | CenterPoint Arkansas Gas Docket No. 21-004-U Retum on Equity
San Gabriel Valley Water Company | 05/23 | San Gabriel Valley Water Company | Docket No. A23-05-001 Retum on Equity
Atmos Energy Corporation 08/22 | Atmos Energy Corporation Docket No. 22AL-0348G Rate of Return
Summit Utilities, Inc. 04/18 | Colorado Natural Gas Company Docket No. 18AL-0305G Rate of Return
Atmos Energy Corporation 06/17 | Atmos Energy Corporation Docket No. 17AL-0429G Rate of Return

Commission of the Canada Energy Regulator

Delaware Public Service Commission

Artesian Water Company, Inc. 04/23 | Artesian Water Company, Inc. Docket No. 23-0601 Rate of Return

Delmarva Power & Light Co. 12/22 | Delmarva Power & Light Co. Docket No. 22-0897 (Electric) Retum on Equity
Delmarva Power & Light Co. 01/22 | Delmarva Power & Light Co. Docket No. 22-002 (Gas) Retum on Equity
Delmarva Power & Light Co. 11/20 | Delmarva Power & Light Co. Docket No. 20-0149 (Electric) Retum on Equity
Delmarva Power & Light Co. 10/20 | Delmarva Power & Light Co. Docket No. 20-0150 (Gas) Retum on Equity
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Docket No.

Partner

Subject

Tidewater Utilities, Inc. 11/13 | Tidewater Utilities, Inc. Docket No. 13-466 Capital Structure

Public Service Commission of the District of Columbia

Washington Gas Light Company

Washington Gas Light Company

Formal Case No. 1169

Rate of Return

Washington Gas Light Company

Federal Energy Regulatory Commission

LS Power Grid California, LLC 10/20 | LS Power Grid California, LLC | Docket No. ER21-195-000 Rat of —

Florida Public Service Commission

Washington Gas Light Company

Formal Case No. 1162

Rate of Retum

Hawaii Resources, inc.

Illinois Commerce Comm/ssmn
Aqua lllinois, Inc.

| Laie Water Company

Aqua lllinois, Inc.

Tampa Electric Company 04/24 | Tampa Electric Company Dacket No. 20240025-El Retum on Equity
Peoples Gas System, Inc. 04/23 | Peoples Gas System, Inc. Docket No. 20230023-GU Rate of Return
Tampa Electric Company 04/21 | Tampa Electric Company Docket No. 20210034-El Retum on Equity
Peoples Gas System, Inc. 09/20 | Peoples Gas System, Inc. Docket No. 20200051-GU Rate of Return
Utilities, Inc. of Florida 06/20 | Utilities, Inc. of Florida Docket No. 20200139-WS Rate of Return
Hawaii Public Utilities Commission
Docket No. 2020-0217 /
Launiupoko Irrigation Company, Inc. | 12/20 | Launiupoko lrrigation Company, Inc. | Transferred to 2020-0089 Capital Structure
Cost of Service /
Lanai Water Company, Inc. 12119 | Lanai Water Company, Inc. Docket No. 2019-0386 Rate Design
Cost of Service /
Manele Water Resources, LLC 08/19 | Manele Water Resources, LLC Docket No. 2019-0311 Rate Design
Kaupulehu Water Company 02/18 | Kaupulehu Water Company Docket No. 2016-0363 Rate of Return
Cost of Service /
Aqua Engineers, LLC 05117 | Puhi Sewer & Water Company Docket No. 2017-0118 Rate Design
Cost of Service /

Docket No. 2016-0229

Docket No. 24-0044

Rate Design

Rate of Retun

Ameren lllinois Company d/b/a

Ameren lllinois Company d/b/a

Ameren lllinois 01/23 | Ameren lllinois Docket No. 23-0082 (Electric) Retum on Equity

Ameren lllinois Company d/b/a Ameren fllinois Company d/b/a

Ameren lllinois 01/23 | Ameren lllinois Docket No. 23-0067 (Gas) Retum on Equity

Utility Services of lllinois, Inc. 02/21 | Utility Services of lllinois, Inc. Docket No. 21-0198 Rate of Return

Ameren lllinois Company d/b/a Ameren lllinois Company d/b/a

Ameren lllinois 07/20 | Ameren lllinois Docket No. 20-0308 Retum on Equity
Cost of Service /

Utility Services of lllinois, Inc. 1117 | Utility Services of llinois, Inc. Docket No. 17-1106 Rate Design

Aqua lllingis, Inc. 04/17 | Aqua llinois, Inc. Docket No. 17-0259 Rate of Return

Utility Services of lllinois, Inc. Utility Services of llinois, Inc. Docket No. 14-0741 Rate of Retun

Indiana Utility Regulatory Commissi

Aqua Indiana, Inc. Aboite
Aqua Indiana, Inc. 03/16 | Wastewater Division Docket No. 44752 Rate of Retumn

Twin Lakes, Utilities, Inc. _
Kansas Corporation Commission

08/13

Twin Lakes, Utilities, Inc.

Docket No. 44388

Rate of Return

Atmos Energy Corporation 07/19 | Atmos Energy Corporation 19-ATMG-525RTS Rate of Return

Kentucky Public Service Commission

Bluegrass Water Utility Operating Bluegrass Water Utility Operating

Company 02/23 | Company 2022-00432 Retum on Equity
Atmos Energy Corporation 07/22 | Atmos Energy Corporation 2022-00222 PRP Rider Rate
Water Service Corporation of KY 06/22 | Water Service Corporation of KY 2022-00147 Rate of Return
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Atmos Energy Corporation 07/21 | Atmos Energy Corporation 2021-00304 PRP Rider Rate
Atmos Energy Corporation 06/21 | Atmos Energy Corporation 2021-00214 Rate of Return
Duke Energy Kentucky, Inc. 06/21 | Duke Energy Kentucky, Inc. 2021-00190 Retum on Equity
Bluegrass Water Utility Operating Bluegrass Water Utility Operating
Company 10/20 | Company 2020-00290 _ ] Retum on Equity

Louisiana Public Service Commission

Utilities, Inc. of Louisiana Utilities, Inc. of Louisiana Docket No. U-36003 Rate of Return
Southwestem Electric Power Southwestem Electric Power

Company 12/20 | Company Docket No. U-35441 Retumn on Equity
Atmos Energy Corporation 04/20 | Atmos Energy Corporation Docket No. U-35535 Rate of Return

Louisiana Water Service, Inc. 06/13 | Louisiana Water Service, Inc. Docket No. U-32848

Maine Public Utilities Commission

Rate of Return

Northern Utilities, Inc. d/b/a Unitil 05/23 | Northern Utilities, Inc. d/b/a Unitil Docket No. 2023-00051 Retum on Equity
Summit Natural Gas of Maine, Inc. 03/22 | Summit Natural Gas of Maine, Inc. | Docket No. 2022-00025 Rate of Return
The Maine Water Company 09/21 | The Maine Water Company Docket No. 2021-00053 Rate of Return
4 and Pub g e L0 0
Washington Gas Light Company 05/23 | Washington Gas Light Company Case No. 9704 Rate of Return
FirstEnergy Service Company 03/23 | Potomac Edison Company Case No. 9695 Rate of Return
Washington Gas Light Company 08/20 | Washington Gas Light Company Case No. 9651 Rate of Return
FirstEnergy Corporation 08118 | Potomac Edison Company Case No. 9490 Rate of Return
assa Depa ent of Pub g
Unitil Corporation 9/23 | Fitchburg Gas & Electric Co. (Elec.) | D.P.U.23-80 Rate of Return
Unitil Corporation 9/23 | Fitchburg Gas & Electric Co. (Gas) | D.P.U. 23-81 Rate of Return
Unitil Corporation 12119 | Fitchburg Gas & Electric Co. (Elec) | D.P.U. 19-130 Rate of Return
Unitil Corporation 12119 | Fitchburg Gas & Electric Co. (Gas) | D.P.U. 19-131 Rate of Return

Liberty Utilities d/b/a New England
Liberly Utilities 07/15 | Natural Gas Company | D.PU. 15-75 _ Rate of Return

Minnesota Public Utilities Commission
Northemn States Power Company 11/01 | Northern States Power Company Docket No. G002/GR-21-678 Retum on Equity
Northen States Power Company 10/21 | Northern States Power Company Docket No. EQ02/GR-21-630 Retum on Equity

Northem States Power Company Northern States Power Company Docket No. E002/GR-20-723 Retum on Equity
_Mississippi Public Service Commission

Great River Utility Operating Co. 07/22 | Great River Utility Operating Co. Docket No. 2022-UN-86 Rate of Return
Atmos Energy Corporation 03/19 | Atmos Energy Corporation Docket No. 2015-UN-049 Capital Structure
Atmos Energy Corporation 07/18 | Atmos Energy Corporation Docket No. 2015-UN-049 Capital Structure

Missouri Public Service Commission

Confluence Rivers Utility Operating Confluence Rivers Utility Operating | Case No. WR-2023-0006/SR-

Company, Inc. 01/23 | Company, Inc. 2023-0007 Rate of Return
Spire Missouri, Inc. 12/20 | Spire Missouri, Inc. Case No. GR-2021-0108 Retum on Equity
Indian Hills Utility Operating Indian Hills Utility Operating

Company, Inc. 10117 | Company, Inc. Case No. SR-2017-0259 Rate of Return
Raccoon Creek Utility Operating Raccoon Creek Utility Operating

Company, Inc. 09/16 | Company, Inc. Case No. SR-2016-0202 Rate of Return
Public Utilities Commission of Nevada

Southwest Gas Corporation 09/23 | Southwest Gas Corporation Docket No. 23-09012 Retum on Equity
Southwest Gas Corporation 09/21 | Southwest Gas Corporation Docket No. 21-09001 Retum on Equity

Southwest Gas Corporation 08/20 | Southwest Gas Corporation Docket No. 20-02023 Return on Equity
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Aquarion Water Company of New
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New Jersey Board of Public Utilities

Date
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Aquarion Water Company of New
Hampshire, Inc.
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Docket No. DW 20-184

Partner

~ Subject

Rate of Return

New Jersey Natural Gas Company 01/24 | New Jersey Natural Gas Company | Docket No. GR24010071 Rate of Return
Middlesex Water Company 05/23 | Middlesex Water Company Docket No. WR23050292 Rate of Return
FirstEnergy Service Company 03/23 | Jersey Central Power & Light Co. Docket No. ER23030144 Rate of Retum
Atlantic City Electric Company 02/23 | Atlantic City Electric Company Docket No. ER20120746 Retum on Equity
Middlesex Water Company 05/21 | Middlesex Water Company Docket No. WR21050813 Rate of Return
Atlantic City Electric Company 12/20 | Adlantic City Electric Company Docket No. ER20120746 Retum on Equity
FirstEnergy Service Company 02/20 | Jersey Central Power & Light Co. Docket No. ER20020146 Rate of Return
Aqua New Jersey, Inc. 12118 | Aqua New Jersey, Inc. Docket No. WR18121351 Rate of Return
Middlesex Water Company 10117 | Middlesex Water Company Docket No. WR17101049 Rate of Return
Middiesex Water Company 03/15 | Middlesex Water Company Docket No. WR15030391 Rate of Return
The Atlantic City Sewerage The Atlantic City Sewerage Cost of Service /
Company 10114 | Company Docket No. WR14101263 Rate Design
Middlesex Water Compan 11/13 | Middlesex Water Company Docket No. WR1311059 Capital Structure
g 0 FPub Requlatio 0 0

New Mexico Gas Company 09/23 | New Mexico Gas Company Case No. 23-00255-UT Retum on Equity
Southwestem Public Service Co. 11/22 | Southwestem Public Service Co. Case No. 22-00286-UT Retum on Equity

Southwestem Public Service Co.
North Carolina Utilities Commission

01721

Southwestem Public Service Co.

Case No. 20-00238-UT

Retum on Equity

Carolina Water Service, Inc. 07/22 | Carolina Water Service, Inc. Docket No. W-354 Sub 400 Rate of Return
Aqua North Carolina, Inc. 06/22 | Aqua North Carolina, Inc. Docket No. W-218 Sub 573 Rate of Return
Carolina Water Service, Inc. 07/21 | Carolina Water Service, Inc. Docket No. W-354 Sub 384 Rate of Return
Piedmont Natural Gas Co., Inc. 03/21 | Piedmont Natural Gas Co., Inc. Docket No. G-9, Sub 781 Retum on Equity
Duke Energy Carolinas, LLC 07/20 | Duke Energy Carolinas, LLC Docket No. E-7, Sub 1214 Retum on Equity
Duke Energy Progress, LLC 07/20 | Duke Energy Progress, LLC Docket No. E-2, Sub 1219 Retum on Equity
Aqua North Carolina, Inc. 12119 | Aqua North Carolina, Inc. Docket No. W-218 Sub 526 Rate of Return
Carolina Water Service, Inc. 06/19 | Carolina Water Service, Inc. Docket No. W-354 Sub 364 Rate of Return
Carolina Water Service, Inc. 09/18 | Carolina Water Service, Inc. Docket No. W-354 Sub 360 Rate of Return
Aqua North Carolina, Inc. 07118 | Aqua North Carolina, Inc. Docket No. W-218 Sub 497 Rate of Return
North Dakota Public Service Commission
Northern States Power Company 09/21 | Northern States Power Company Case No. PU-21-381 Rate of Return
Northern States Power Company 11/20 | Northem States Power Company Case No. PU-20-441 Rate of Return
Public Utilities Commission of Ohio
Aqua Ohio, Inc. 11/22 | Aqua Ohio, Inc. Case No. 22-1094-WW-AIR Rate of Retum
Duke Energy Ohio, Inc. 10/21 | Duke Energy Ohio, Inc. Case No. 21-887-EL-AIR Retum on Equity
Aqua Ohio, Inc. 07/21 | Aqua Ohio, Inc. Case No. 21-0595-WW-AIR Rate of Return
Aqua Ohio, Inc. 05/16 | Aqua Ohio, Inc. Case No. 16-0907-WW-AIR Rate of Return
Pennsylvania Public Utility Commission
Columbia Water Company 05/23 | Columbia Water Company Docket No. R-2023-3040258 Rate of Return
Borough of Ambler — Bureau of
Borough of Ambler 06/22 | Water Docket No. R-2022-3031704 Rate of Return
Citizens’ Electric Company of
Lewisburg 05/22 | C&T Enterprises Docket No. R-2022-3032369 Rate of Return
Valley Energy Company 05/22 | C&T Enterprises Docket No. R-2022-3032300 Rate of Return
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FirstEnergy 04/22 | Pennsylvania Electric Company Docket No. R-2024-3047068 Rate of Return
Community Utilities of Pennsylvania, Community Utilities of Pennsylvania,
Inc. 04/21 | Inc. Docket No. R-2021-3025207 Rate of Return
Vicinity Energy Philadelphia, Inc. 04/21 | Vicinity Energy Philadelphia, Inc. Docket No. R-2021-3024060 Rate of Return
Delaware County Regional Water Delaware County Regional Water
Control Authority 02/20 | Control Authority Docket No. A-2019-3015173 Valuation
Valley Energy, Inc. 07118 | C&T Enterprises Docket No. R-2019-3008209 Rate of Return
Wellsboro Electric Company 0719 | C&T Enterprises Docket No. R-2019-3008208 Rate of Return
Citizens’ Electric Company of
Lewisburg 0719 | C&T Enterprises Docket No. R-2019-3008212 Rate of Return
Steelton Borough Authority 01/19 | Steelton Borough Authority Docket No. A-2019-3006880 Valuation
Mahoning Township, PA 08/18 | Mahoning Township, PA Docket No. A-2018-3003519 Valuation
SUEZ Water Pennsylvania Inc. 04/18 | SUEZ Water Pennsylvania Inc. Docket No. R-2018-000834 Rate of Return
Columbia Water Company 09/17 | Columbia Water Company Docket No. R-2017-2598203 Rate of Return
Veolia Energy Philadelphia, Inc. 06/17 | Veolia Energy Philadelphia, Inc. Docket No. R-2017-2593142 Rate of Return
Emporium Water Company 07114 | Emporium Water Company Docket No. R-2014-2402324 Rate of Return
Columbia Water Company 07/13 | Columbia Water Company Docket No. R-2013-2360798 Rate of Return
Capital Structure /
Long-Term Debt

Penn Estates Utilities, Inc. 12/11 | Penn Estates, Utilities, Inc. Docket No. R-2011-2255159 Cost Rate
South Carolina Public Service Commission
Blue Granite Water Co. 12119 | Blue Granite Water Company Docket No. 2019-292-WS Rate of Return
Carolina Water Service, Inc. 02/18 | Carolina Water Service, Inc. Docket No. 2017-292-WS Rate of Return
Carolina Water Service, Inc. 06/15 | Carolina Water Service, Inc. Docket No. 2015-199-WS Rate of Return
Carolina Water Service, Inc. 11/13 | Carolina Water Service, Inc. Docket No. 2013-275-WS Rate of Return
United Utility Companies, Inc. 09/13 | United Utility Companies, Inc. Docket No. 2013-199-WS Rate of Return
Utility Services of South Carolina, Utility Services of South Carolina,
Inc. 09113 | Inc. Docket No. 2013-201-WS Rate of Return
Tega Cay Water Services, Inc. 1112 | Tega Cay Water Services, Inc. Docket No. 2012-177-WS | Capital Structure

South Dakota Pub/lc Se/wce Commission

Northern States Power Company 06/22 | Northern States Power Company Docket No. EL22-017 Rate of Return

Tennessee Public Utility Commission

Piedmont Natural Gas Company 07/20 | Piedmont Natural Gas Company Docket No. 20-00086 Retum on Equity

Public Utility Commission of Texas

Southwestem Public Service Co. 02/23 | Southwestem Public Service Co. Docket No. 54634 Retum on Equity
CSWR - Texas Utility Operating CSWR - Texas Utility Operating

Company, LLC 02/23 | Company,LLC Docket No. 54565 Rate of Retum
Oncor Electric Delivery Co. LLC 05/22 | Oncor Electric Delivery Co. LLC Docket No. 53601 Retum on Equity
Southwestem Public Service Co. 02/21 | Southwestem Public Service Co. Docket No. 51802 Retum on Equity
Southwestem Electric Power Co. Southwestem Electric Power Co. | Docket No. 51415 | Rate of Return

Texas Railroad Commission

Atmos Pipeline — Texas, a Division Atmos Pipeline — Texas, a Division
of Atmos Energy Corporation of Atmos Energy Corporation Docket No. 0S-23-00013758 Retum on Equity

Virginia State Corporation Commission
Aqua Virginia, Inc. 07/23 | Aqua Virginia, Inc. PUR-2023-00073 Rate of Return
Washington Gas Light Company 06/22 | Washington Gas Light Company PUR-2022-00054 Retum on Equity
Virginia Natural Gas, Inc. 04/21 | Virginia Natural Gas, inc. PUR-2020-00095 Retum on Equity
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Public Service Commission of West Virginia

Monongahela Power Company and

Corporation 12/20 | Cormporation PUE-2020-00039 Retum on Equity
Aqua Virginia, Inc. 07/20 | Aqua Virginia, Inc. PUR-2020-00106 Rate of Return
WGL Holdings, Inc. 07/18 | Washington Gas Light Company PUR-2018-00080 Rate of Return
Atmos Energy Corporation 05/18 | Atmos Energy Corporation PUR-2018-00014 Rate of Return
Aqua Virginia, Inc. 07/17 | Aqua Virginia, Inc. PUR-2017-00082 Rate of Return
Rate of Return/
Massanutten Public Service Corp. 08/14 | Massanutten Public Service Corp. | PUE-2014-00035 Rate Design

FirstEnergy Service Company 05/23 | The Potomac Edison Company Case No. 23-0460-E-42T Retum on Equity
Monongahela Power Company and

FirstEnergy Service Company 12/21 | The Potomac Edison Company Case No. 21-0857-E-CN (ELG) | Retum on Equity
Monongahela Power Company and

FirstEnergy Service Company 11/21 | The Potomac Edison Company Case No. 21-0813-E-P (Solar) | Retum on Equity
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Washington Gas Light Compan
Recommended Capital Structure and Cost Rates
or Ratemaking Purposes

Weighted
Type Of Capital Ratios (1) Cost Rate Cost Rate
Long-Term Debt 42.88% 4.84% (1) 2.08%
Short-Term Debt 4.63% 6.20% (1) 0.29%
Common Equity 52.49% 10.50% (2) 5.51%
Total 100.00% 7.88%

Notes:

(1) Company-provided
(2) From page 2 of this Exhibit.
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Brief Summary of Common Equity Cost Rate
Proxy Group of Six Proxy Group of Six
Natural Gas Natural Gas
Distribution Distribution
Companies using Companies using
Prospective Interest Current Interest
Line No. Principal Methods Rates Rates
1. Discounted Cash Flow Model (DCF) (1) 9.99% 9.99%
2, Risk Premium Model (RPM) (2) 10.82% 10.82%
3. Capital Asset Pricing Model (CAPM) (3) 11.57% 11.63%
Market Models Applied to Comparable Risk, Non-Price
4, Regulated Companies (4) 12.01% 12.02%
Indicated Common Equity Cost Rate before Adjustment
5. for Company-specific Risk 9.99% - 11.63%
6. Business Risk Adjustment (5) 0.00%
7. Flotation Cost Adjustment (6) 0.00%
8 Recommended Range of Common Equity Cost Rates after
’ Adjustment for Company-Specific Risk % - 9
9. Recommended Common Equity Cost Rate 10.509

Notes: (1) From page 1 of Exhibit WG (C)-3
(2) From page 1 of Exhibit WG (C)-4
(3) From page 1 of Exhibit WG (C)-5
(4) From page 1 of Exhibit WG (C)-7
(5) As discussed in Mr. D'Ascendis’ Direct Testimony, a business risk adjustment is not applicable in this
proceeding.
(6) Asdiscussed in Mr. D’Ascendis’ Direct Testimony, a flotation cost adjustment is not applicable in this proceeding.
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RECENT Trnll‘ng 174} [RELATIVE DIVD 0

ATMOS ENERGY CORP NysEaro et 116.33 R 16.8 (ol d) Feimo 092/ 2.9%

High: 474 sa2] 648 8207 936 1008[ 1152 121171063 123, X y i

TMELNESS 4 Lowotoieas | [T 808| 600| 725| 765|803 | 7ro| ‘aas| sy | tore| 1108 I Loyl
SAFETY 1 Raseomn iEceNDe

——"36:50 x Dividends p

TECHNICAL 3 Loveedazaas |- Ao Pice S 200
BETA .85 (1.00=Market) areaindicatesrecession |} | | | 1 | 1 1 T 1 = % e 160
18-Month Target Price Range o ettt (T Ay gy e o 100
Low-High  Midpoint (% to Mid) AT —— 80
$102-6148  $125 (5%) - &

7 IRINTVL Ll 40
Ann'l Totalp, """ L ! 30
Price  Gain  Retum . ols
w8 % R A i N B 0
Q [ WO I N 9 - e B
lnstltutlonal Decisions ~ [7 T L 3 I~ %TOTnI:sEIU%[lAm
02023 STOCK X

By e e Porcont 24 = T 1 . 61 ms [

o Sell 281 280 2951 traded 8 3yr. 230 55 |
| Haa000) 136508 137279 137294 5y. 296 56.1
2008 | 2009 | 2010 | 2011 (2012 | 2013 [ 2014 | 2015 [2016 [2017 [2018 [2019 |2020 [2021 | 2022 [2023 [ 2024 | 2025 | ©VALUE LINE PUB, LLCT27-29

7952 | 5369 | 5312 48.15( 38.10| 4288| 49.22| 4082 | 3223 | 2601 | 28.00 | 2432 | 2241 | 2573 | 2982 | 2879 | 27.10| 28.50 |Revenues pershA 37.15

419| 429| 464 472| 476 S614| 542| 581 619 662 724 | 757 | 803 864 930 | 10.04 | 1095| 11.75 |“Cash Flow” per sh 13.65
200 197 216 226| 210| 250 296| 3.09| 338 360| 400| 435( 472 | 512 | 560 6.10| 675! 7.20|Eamingspersh A8 835
130 132 134 136 1.38 140 148 156 | 1.68 1.80 194 210 230 | 250 272| 296| 322| 346 |Divds Decl'd pershCa 425
520 551 602 690 812 932 832| 961 1046 1072 | 1319 | 1419 | 1538 | 1487 | 17.35[ 1890 20.00| 20.25 [Cap'l Spending per sh 20,00
2260 | 2352 | 2416 24.98( 2614 | 2847 30.74 | 3148 | 3332 | 36.74 | 42.87 | 48.18 | 5395 | 59.71 | 6685 | 7320 | 7530| 78.60 |Book Value persh 83.50
9081 | 9255| 90.16| 90.30 | 00.24| 90.64| 100.39 | 101.48 | 103.93 | 106.10 | 111.27 | 119,34 | 125,88 | 132.42 | 140.90 | 148.49 | 155.00 | 158.00 | ﬁmmonEEﬁutstg" 175.00
136 125 132 144 159 159 161 175 208) 220 21.7| 232 223 18.8 18.3 18.7 | Bold figlres are Angnn’lﬁRaﬁo 16.5
82 83 84 90 1.01 89 85 88| 1.08 1.1 117 124 115 1.02 1.12 1.08 Valuel Line Relative P/E Ratio .80

48% | 53% | 47%| 42% | 41% | 35% | 31% | 29% | 24% | 23% | 22% | 21% | 2.2% | 26% | 25% | 26% Ly o Avg Ann'l Div'd Yield 3.1%
CAPITAL STRUCTURE as of 3/31/24 4940.9 | 4142.1 | 3349.9 | 2759.7 | 3115.5 | 2901.8 | 2821.1 | 3407.5 | 4201.7 | 42754 | 4200 | 4500 |Revenues ($mill) A 6500
Total Debt $7535.7 mill. Due in 5 Yrs $915.0 mill. 2008 | 3151 | 3501 | 382.7 | 4443 | 5114 | 5805 | 6656 | 7744 | 8859 | 1025 1115 | Net Profit ($milly 1475
LT Debt§7526.1 mil  Lwinterest $135.0mill  7392% [ 38.3% | 36.4% | 366% | 27.0% | 21.4% | 195% | 188% | 9.1% | 114% | 15.5% | 16.0% [Income Tax Rate 25.0%
overom b 8 59% | 76% | 105% | 139% | 143% | 17.6% | 20.6% | 19.5% | 184% | 20.7% | 244% | 24.8% [Net Profit Margin 27%
Leases, Uncapitalized Annual rentals $41.3 mill. 443% | 435% | 38.7% | 44.0% | 34.3% | 38.0% | 40.0% | 384% | 37.9% | 37.9% | 40.0% | 40.0% Long-TennDebtRaho 40.0%

565.7% | 56.5% | 61.3% | 56.0% | 65.7% | 62.0% | 60.0% | 61.6% | 62.1% | 62.1% | 60.0% | 60.0% |Common Equity Ratio 60.0%

Pid Stock None 5542.2 | 5650.2 | 5651.8 | 6965.7 | 72636 | 9279.7 | 11323 | 12837 | 15180 | 17509 | 19450 | 20700 |Total Capital ($mill 24350

. ; 6725.9 | 7430.6 | 8280.5 | 9259.2 | 10371 | 11788 | 13355 | 15064 | 17240 | 19607 | 21900 | 23000 |Net Plant ($mill) 27000

Pension Assets 8123 3 S, Sio1 6 mil. 64% | 66% | 7.2% | 64% | 69% | 61% | 55% | 55% | 54% | 55% | 65% | 65% [RetumonTotalCapl | 7.5%
Commen Stock 150,877,056 ths. 94% | 99% | 10.1% | 98% | 9.3% | 89% | 85% | 84% | 82% | 8.% | 80% | 9.0% [RetumonShr.Equiy | 10.0%
as of 5/3/24 9.4% | 99% | 101% | 98% | 93% | 89% | 85% | 84% | 82% | 81% | 90% [ 9.0% |Return on Com Equi 10.0%

. A% | 49% | 51% | 49% | 48% | 46% | 44% | 43% | 42% | 42% | 45%| 4.5% |RetainedtoComEq 5.0%

MARKET CAP: $17.6 billion (Large Cap) 50% | 51% | 50% | 50% | 48% | 48% | 49% | 49% | 49% | 49% | 49% | 49% |AUDiv'ds to NetProf 50%
cunﬁm el ) ol BUSINESS: Atmos Energy Corporation is engaged primarily in the mercial; 3.8%, industrial; and 1.7% other. The company sold Atmos
Cash Assets 51.6 154  262.5 | distribution and sale of natural gas to over three million customers Energy Marketing, 1/17. Officers and directors own approximately
Other 29961 _870.4 1169.9 | {hrough six regulated natural gas utility operations: Louisiana Divi- 5% of common stock (12/23 Proxy). President and Chisf Executive
Current Assels 3047.7 8858 14324 | gon, West Texas Division, Mid-Tex Division, Mississippi Division,  Officer: Kevin Akers. Incorporated: Texas. Address: Three Lincoln
chtSDP ayable 2;322 gggl 36;-% Colorado-Kansas Division, and Kentucky/Mid-States Division. Gas ~ Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240, Tele-
Oteher v 7202 7631 677.7 | Sales breakdown for fiscal 2023: 66.5%, residential; 28.0%, com- phone: 972-934-9227. Intemet: www.atmosenergy.com.

Current Liab. 36026 13526 10552 | Atmos Energy has performed nicely, erating income. Of course, there are no
Fix. Chg. Cov. 1238% 1059% 1070% | from an earnings standpoint, thus far guarantees that the company will receive
ANNUAL RATES  Past Past Estd'21'23| in fiscal 2024 (ends September 30th). everything it desires.
gg‘lﬂe"g°g’5") 10_1"' o 5!%% '°3763/9 Through the first half, per-share profits of The capital spending target for fiscal
Cash Brow" 65% 70% 65% | $4.93 were 12.3% hlgher than the $4.39 2024 was raised from $2.9 billion to
Eamings 95% 90% 7.0% | amount registered for the same period last $3.1 billion. The revised estimate marks
go"’(',f(e\’/‘glie ;gej’ i ;-‘5,% year. This was brought about partially by a 10.5% increase from fiscal 2023’s $2.8

- A positive rate-case outcomes. Lower bad- billion figure. Like last year, a substantial

Flscal | QUARTERLY REVENUES (3“““)‘ Fu | debt expense also helped. Furthermore, re- amount of the resources is being used to

| ads |Dec3t Mar31 Jun30 Sep30| Neor| gults were favorably impacted by legisla- enhance the safety and reliability of

2021 [9145 13190 6056 5663 [34075| tion to reduce property-tax expenses in Atmos’ natural gas distribution and trans-

2022 10128 16498 8164 7227 14201.7| Texas. But a rise in both depreciation ex- mission systems. Leadership adds that it

2023 (14840 15410 6627 5877 (42754 | henge and interest charges provided some- projects tfotal capital expenditures from

2024 111585 16472 7665 6078 (4200 | L Lot of an offset. Nevertheless, for the fiscal 2024 through fiscal 2028 to be

2025 1260 1725 865 660 |4500 entire year, it appears that the bottom line roughly $17 billion. A meaningful portion

Fiscal | EARNINGSPERSHAREA®BE | Full | 1) jncrease around 10%, to $6.75 per of the investments will continue to be

Ends Dec.dt Mar31 Jun30 Sepd0| Year | share, relative to fiscal 2023's $6.10 tally. deployed to where they are currently. As-

2021 | 171 230 78 .37 | 512| Concerning fiscal 2025, share net may suming that finances remain healthy, the

a2 | 18 237 2 51| 5601 grow another 7% or so, to $7.20, as operat- company ought to have minimal difficulty

2023 | 191 248 84 80 | 810} ing margins expand further. accomplishing these objectives.

2024 %gg ggg ;% % %g There has been action on the rate- These top-quality shares have

202 - - . filing front. During the first six months, strengthened some in price over the

Cal- | QUARTERLYDIVIDENDSPAIDCs | Full | Atmos managed to complete some regu- past six months. That’s due partly, we
endar | Mar31 Jun30 Sep.30 Dec31| Year | Jatory proceedings leading to a $138.4 mil- think, to the energy firm’s solid earnings

220 | 575 575 576 .625| 235 lion boost in annual operating income. of late. However, long-term total return

2021 | 625 626 625 68 | 256| What's more, there were ratemaking in- potential looks unspectacular. The equity

202 | 68 68 68 .74 | 218} jtiatives in progress at the conclusion of is untimely, as well.

2023 -75?5 '754“ T4 805( 303| March seeking g;e 4 million of annual op- Frederick L. Harris, 111 May 24, 2024
(A) Fiscal year ends Sept 30th. (B) Diluted | '17, 13¢. Next eamings report due earty Aug. {D In millions. , Comfan ’s Financial Strength A
shrs. Excl. nonrec. loss): '10, 5¢; "1, (C) Dividends hlslonca% paid in early March, | (E) Qtrs may not add due to change in shrs | Stock’s Price Stability 95

'18, $1.43; ‘20, 17¢ cludes discontin- June, Sept., and Dec. » Div. reinvestment plan. | outstanding. Price Growth Persistence 60

bed

2024
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RECENT Trailing: 17.3) RELATIVE DIVD 0
NEW JERSEY RES. wysean [ 44,12 o 149Gl ) emte 0.82/% 3.9%
High:[ 238] 32.1 X I ! y ! I
TIMELINESS 4 Rasey 32924 Loigu Jos| 21 Ses| 08| 37| %8| B3| 27| B3| 8| B9 %3 Target Price Ran S
SAFETY 2 Loveedamnn 5
5 - g'tgéomtli:‘:?s Rate 100
TECHNICAL 5 toverdsians A — o
BETA 1.00 (1.00=Markel) 24% -1 gpit Al SN A N P YT YT ot
18-Month Target Price Range o inccales S~ Va A AN I SN PUORRY 48
Low-High Midpoint (% to Mid) 'l I.lul.-nll I"" tyr ol l I||' o ﬁ"ﬂﬁ! y/upl ® “qoo--- »
$37$60  $49(10%) TR I )4 ”
7- AT O T G — o LIz 20
Ann'l Total L " — 16
. Price  Gain  Return [*sewe. W S PN T O™ 12
A e I ) =
» o
Instituuonal Declsnons I powe i %TO'I:&EI‘UT’%&. -8
00 30 4008 ST0CK  INDEX
to Buy 157 153 161 gﬁ;f::' 38 | iy 122 1s [
to Se 156 163 143 | traded 10 3yr. 157 55 |
Hds0) 71570 69494 70304 Syr. 40 564
2008 [ 2009 | 2010 | 2011 {2012 | 2013 | 2014 [2015 [2016 (2017 [2018 [2019 [2020 [2021 [2022 [ 2023 [2024 (2025 | ©VALUELINE PUB, LLC] 27-29
4537 3117 3205| 3630| 27.081 3838 4440 32.09| 21.90 | 26.28 | 33.24 | 29.01 | 2039 | 22.71 | 30.38 | 20.42 | 21.50 | 22.00 |Revenues pershA 25.00
1.81 158 163| 170 186 193] 273 | 252 246| 268 372 299| 330 | 336 38| 422| 455 4.60|"CashFlow" persh 525
135 120 123 129 136| 137 208| 178 161 173 | 272 186 207 | 216| 250 | 270| 295| 3.00 |Earningspersh® 3.50
56 62 68 72 a7 81 .86 93 98| 104 111 1.19 127 | 136 1.45 1.56 1.68 | 1.76 |Div'ds Deci'd per sh Cs 1.95
86 90| 105 113] 126| 133 152 376] 415| 380 439| 583 | 465 | 542| 650 513 440| 550 Cap' Spending per sh 825
864) 829| 881 936 980 1065| 11.48| 1299 | 1358 | 14.33 [ 16.18 | 17.37 | 19.26 | 17.18 | 19.00 | 2040 | 2230 23.65 |Book Value persh® 27.00
8412 83.17| 8235 62.89( 83.05| 63.32| ©4.00 | 65.19| 8588 | 86.32 | 67.69 | 89.4 | 9580 | 94.95 | 95.64 | 97.57 | 100.00 | 00.00 |Common Shs Gulsth 100.00
123] 149 150 168 168 160 11.7] 166 213| 224 156 | 243 177 175 170 | 17.7 | Boid figlros aro |Avg AnnTPIE Ratio 17.0
74 99 85( 105 107 .90 62 8| 112) 113 84 129 91 94 98 1.02 ValueiLine | Relative P/E Ratio 95
33% | 35%| 37% | 33%| 34% | 37%| 35% | 31% | 29% | 27% | 26% | 25% | 35% | 36% | 34% | 33% . Avg Ann'l Divd Yield 4.0%
CAPITAL STRUCTURE as of 3/31/24 3738.1 | 2734.0 | 1880.9 | 2268.6 | 2915.1 | 2592.0 | 1953.7 | 2156.6 | 2906.0 | 1963.0 | 2150 | 2200 {Revenues ($mill)A 2500
Total Debt $3070.8 mill. Due in 5 Yrs $580 mill. 1769 | 1537 | 1381 | 1494 | 2405 | 1750 | 1962 | 207.7 | 2403 | 2618 | 205| 300 |Net Profit ($mill 350
ILIL"gg'asfn?“zscf Tl o el $125 miL 302% | 263% | 155% | 17.0% | -~ - | NMF | 103% | 21.4% | 158% | 21.5% | 22.0% |Income Tax Rate 20%
reborgndioss v 47%| 56% | 7.3% | 66% | 82% | 67% | 10.0% | 96% | 83% | 133% | 137% | 13.6% |Net Profit Margin 14.0%
Pension Assets-9/23 $405.0 mill, 382% | 43.2% | 47.7% | 44.6% | 45.4% | 49.8% | 55.1% | 57.0% | 57.8% | 58.2% | 57.5% | 57.0% |Long-Term Debt Ratio 55.0%
Oblig. $493.7 mill, | 61.8% | 56.8% | 52.3% [ §6.4% | 54.6% | 50.2% | 44.9% | 43.0% | 42.2% | 41.8% | 42.5% | 43.0% |Common Equity Ratio 45.0%
Ptd Stock None 1564.4 | 1950.6 | 2230.1 | 2233.7 | 2599.6 | 3088.9 | 4104.2 | 3793.0 | 43026 | 47588 | 5250 | 5500 |Total Capital ($mill) 6000
1884.1 | 2128.3 | 2407.7 | 2609.7 | 2651.0 | 3041.2 | 3983.0 | 42135 | 4648.9 | 5022.1 | 5150 | 5250 | Net Plant (Smil 5550
Cotmman Stock 56,622270 ths. 121% | B6% | 68% | 7.7% | 10.1% | 64% | 56% | 65% | 56% | 55% | 55%| 55% [ReumonTotlCapl | 6.0%
18.3% | 13.9% | 11.8% | 12.1% | 16.9% | 11.3% [ 10.6% | 12.7% | 132% | 13.2% | 13.0% | 12.5% |Retum on Shr. Equity 13.0%
MARKET CAP: $4.4 billion (Mid Cap) 18.3% | 13.9% [ 11.8% | 12.1% | 16.9% | 11.3% | 106% [12.7% [ 13.2% | 13.2% | 13.0% | 12.5% [Retum on Com Equil 13.0%
CURRENT POSITION 2022 2023 3/31/24 | 11.0% | 7.0% | 48% | 5.0% | 102% | 46% | 43% [ 56% | 62% | 56% | 55% | 5.0% |RetsinedtoCom Eq 55%
Casw}\LsLéets o 10 50| 40%| 50%| 60% | 50% | 40% | 50% | 60% | 6% | 53% | 5% | S57% | 59% |AlDivdstoNetProf . | 56%
Other 755.0 5311 _548.7 | BUSINESS: New Jersey Resources Com. is a holding company vides unregulated retailwholesale natural gas and related energy
Current Assets 756.1 532.1  553.7 | providing retailwholesale energy svcs. to customers in NJ, and in  svcs. 2023 dep. rate: 2.8%. Has 1,350 empls. Oft/dir. own less
states from the Gulf Coast to New England, and Canada. New Jer- than 1% of common; BlackRock, 15.9%; Vanguard, 11.4% (12/23
Sggttsg’ayab'e 188‘1’ :‘,g};-g ;ﬁzg sey Natural Gas had 576,000 cust. at 9/30/23, Fiscal 2023 volume: Proxy). CEO, President & Director: Steven D. Westhoven. In-
Other _4485 286.56 317.3 | 128 bill. cu. ft. (23% interruptible, 50% residential, commercial & corporated: New Jersey. Address: 1415 Wyckoff Road, Wall, NJ
Current Liab. 71042 8066 789.1 | firm transportation, 27% other). N.J. Natural Energy subsidiary pro-  07719. Telephone: 732-938-1480. Web: www.njresources.com.
Fix, Chg. Cov. 545% 520% 480% | New oJersey Resources delivered a the context of a particularly strong
ANNUAL RATES  Past Past Estd'21-23| strong fiscal 2024 second-quarter per- residential construction market and ef-
dcnango persh)  10Yrs  S¥m.  020% | formance. (Fiscal year ends September ficiency incentives in its operating region.
“Caeh How'" 70% 45% 50% | 30th.) Despite a lower-than-expected reve- On a similar note, Clean Energy Ventures
Eamings 50% 25% 50% | nue figure due to falling natural gas is experiencing rapld deployment with 34
E'V"‘"a‘;‘gls 3% &% 50% | prices, the company’s cost structure al- megawatts under construction and a solar
poRvae > > < lowed earnings to remain unfettered. In- pipeline of over 870 megawatts of invest-
Fiscal | QUARTERLY REVENUES {§ mifl) A F““, deed, net financial earnings exceeded our ment opportunities. Most importantly for
Ends |Dec.31 Mar31 Jun30 Sep.30 projections, landing at $1.41 per share, sustainable earnings performances hence-
2021 |4543 8022 3676 5325 21566 well above the prior year’s tally. This forth is a new rate case progressing
2022 (6758 9123 5523 7655 |2906.0 | brings the total for the first six months of through regulatory channels that should
2023 (7236 6440 2641 313 19630 figcal 2024 to $2.15, just shy of the $2.30 amplify earnings performance substantial-
2024 (4672 €579 450 5749 (2150 | i, ¢he year before, which was boosted by a ly in fiscal 2026, if passed.
2925 680 575 460 485 \2200 unique winter storm. The performance New Jersey’s regional strength pro-
Rocel |  EARNINGSPERSHARE A5 | Full | was bolstered by significant capital invest- vides a_ solid base for sustainable
Ends |Dec31 Mar31 Jun30 Sep.30) Year | ments of more than $850 million since the growth. With a favorable regulatory back-
2021 | 48 177 d15 .07 | 216] last rate case in 2021. Too, the company’s drop characterized by a commitment to the
2022 | 69 136 do4 50 | 250| SAVEGREEN program, a large energy ef- transition to sustainable energy systems,
202 | 114 116 40 30 | 270] fejency filing, helped in catering to New infrastructure investment opportunities
000 74 1405 ;g g:g Jersey’s increasingly sustainability- are wide, which will help to grow the com-
005 | 75 145 05 . — focused regulatory climate. Despite some pany’s earnings base for the foreseeable
Ca | QUARTERLYDVIDENDSPAID ©= | Full | hroader headwinds, the company contin- future.
endar [Mar31 Jund0 Sep.30 Dec.d1| Vear| yeg to manage its operating costs well. The stock remains favorable for low
2020 | 3125 3126 3125 35| 127 We have raised our earnings outlook risk and steady income character-
2021 | 3325 3325 3325 3625 | 1.36| for the next two years. The energy serv- istics. The issue has returned about 6%
2022 | 3625 3626 3625 3625 | 145] jces segment is poised to contribute to our over the past three months but still offers
20213 3% 39 39 15| jncreased expectations due to the earlier decent value from its income component.
2024 2 42 mentioned SAVEGREEN program within Earl B. Humes May 24, 2024
iA} Flscal ear ends Sept. 30th. report due early August. (D) Includes regulalory assets in 2023: $685 Comran s Financial Strength A
Dllute eamings. Qtly. revenues and egs. | (C) Dividends historically paid in early Jan., million, $6.00/share. Stock’s Price Stability 85
may not sum to total due to rounding and April, July, and October. a Dividend reinvest- | (E) In mnlllons, adjusted for 3/15 split. Price Growth Persistence 40
change in shares outstanding Next eamings | ment plan available. Earmnings Predictability 60
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NISOURCE INC. wvse.«

RECENT
PRICE
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R 16.9 (m’ %ﬂ)

pienato 0,93 15

W as%ia |

TIMELINESS 3 Rasesanoes | High: 335

44.9
321

49.2| 269
6.0( 19.0

27.8
21.7

28.
22.

Low: 24.8
SAFETY 2 Raised 2234

LEGENDS
TECHNICAL 4 Raisea 5424
BETA .95 (1.00=Market)

18-Month Target Price Range

divided
2000 Rglaw

= (.50 x Dividends p sh
Inter
fice Strength

mahwcateslwmlon

Rate

N

30.7
247

30.5
19.6

27.8
21.1

326 | 290

238 229 | 248

29.2 Target Price Range
2027 | 2028 12029

80

Low-High  Midpoint (% to Mid)

L

/ ~

— =]

-'K"

$25640  $33(15%) i o

I~

'S

NUITHITTI
y

Hee

7007- -

T~y

Ann’l Total

Price Gain  Retun

I'--*"'ﬁ b s petuaea

e

il

50 (+75%

High
Low

17%
35 (+20%) 8%

[
wsd

2008

Ingtitutional Decisions

Hids{000) 393166 394475 413866

2008
249
256

3008
278
234

m
313

shares
253

traded

Pearcent

30

D

oty oeer®

20
10

2009 | 2010 | 2011 | 2012

2013

2014 | 2015 [2016 (2017 [2018 |2019 [2020 [2021

% TOT. RETURN 4/24

THS  VLARITH
STOCK  INDEX
1.7 1ns

3yr. 19.1 55
S5yr. 183 56.1

©VALUE LINE PUB. LLC

iyr.

2022 | 2023 | 2024 [ 2025 27-29

236
3.3
134

92

24,02
2.96
84
92

2299
319
1.06

82

2.3
298
1.05

92

1631
313
137

94

354
17.24

27426

281
17.54
276.79

288
1763
279.30

3.99
17.71
282.18

483
17.90

310.28

18.04
34
157

98

18.77

599 642

2047
360
1.67
1.02

1458
227
83
83

13.90
2n
100

64

1448
207
39
70

13.74
286
1.30

78

1363
347
131

80

11.95
3.15
132

84

12.09
326
137

88

1423
347
147

1233 | 13.80
380
1.70

1.06

1455
480
185
112

16.10
440

Revenues per sh

“Cash Flow” per sh
Earnings per sh A
Div'ds Decl'd pershBe

1.60

1.00 1.2

426
1204

457
12.60

5.03
12.82

488
13.08

472
13.36

449
1244

453

19.54 13.33

313.68

7.00
220

6.93
2N

6.32
13.14

6.50
22.15

6.75
2040

Cap'l Spending per sh
Book Value per sh ¢

316.04 | 319.11 | 323.16 | 337.02 | 372.36 | 382.14 | 391.76 | 404.30

411.10 | 446.38 Common Shs Outst’g ©

12.
73
5.7%

143
95
76%

153
97
5.7%

184
122
45%

179
1.14
3.8%

189
1.06
3.3%

2.7
119
2.7%

373
1.88
35%

232
1.2
2.8%

NMF
NMF
28%

193
1.04
3.1%

213
1.13
2.9%

18.7
96
3.4%

18.0
99
36%

19.6
118
33%

168
97
3.7%

Avg Ann'TPJE Ratio
Relative P/E Ratio
Avg Ann'l Div'd Yield

19.0
1.05
3.0%

Bold figyres are
Line

ostinjates

CAPITAL STRUCTURE as of 3/31/24
Total Debt $12970.9 mill. Due in § Yrs $4175 mill.
LT Debt $11724.6 mill. LT Interest $450 mill.

{Interest cov. eamed: 4.5x)

Leases, Uncapitalized Annual rentals $9.6 mill.
Pension Assets-12/22 $1.4 bill. Oblig. $1.4 bill.

Pid Stock $486 mill.

Ptd Div'd $42.8

Common Stock 448,305,338 shs.
as of 430/24
MARKET CAP: $12.9 billion (Large Cap)

(54% of Cap'l)

mill.

64706
530.7

4651.8
1986

44925
3281

48746
1286

51145
4783

5208.9
549.8

4681.7
562.6

4899.6
6263

58506
6482

5505.4
7163

Revenues ($milf)
Net Profit ($mill}

7250
765

36.9%

41.6% | 35.7%

71.0%

19.7%

17.0% | 18.3%

15.7%
20%

17.2%
23%

17.8%
35%

19.0% | 19.0%

25%

income Tax Rate
AFUDC % to Net Profit

19.0%

§6.8%
36.9%

60.7%
39.3%

56.9%
43.1%

59.8%
402%

63.5%
36.5%

§5.3%
37.9%

61.6%
325%

56.9%
335%

55.7%
31.6%

522%
455%

52.5% | 52.5%

40.0%

55.0%
37.5%

Long-Term Debt Ratio
Common Equity Ratio

14331
16017
§.3%

9792.0
12112
40%

10129
13068
5.0%

11832
14360
26%

12856
15543
5.1%

13843
16912
53%

14972
16620
5.0%

16131
17882
4.9%

17099
19843
38%

21192
22275
34%

21000
25750
4.0%

Total Capita) ($mill)
Net Plant (Smill)
Retum on Total Cap'l

24450
28000
4.0%

8.6%
86%

5.2%
5.2%

8.1%
8.1%

3.0%
3.0%

8.3%
9.6%

92%
9.7%

9.8%
10.4%

9.0%
10.6%

Other

Other

CUR‘I-':ENTPosmON 2022
Cash Assets

Current Assets

Accts Payable
Debt Dué

Current Liab.
Fix. Chg. Cov.

2023

2245.4
2254.0
4499.4

749.4
3072.4
1443.3

40.8
2543.5
2584.3

899.5
17919
1969.1
4660.5

255%

226%

6265.1

34% | NMF| 30% | NMF| 40% | 3.68% | 38% | 42%
61% | NMF| 63% | NMF | 60% | 64% | 67% | 64%

12.0%

9.3% | 1%
14%

28%

8.5%
10.0%

9.0%
11.0%

Retum on Shr. Equity
Retun on Com Equi
40% 4.0% |Retained to Com Eq 5.0%

64% 61% |All Div'ds to Net Prof 55%

BUSINESS: NiSource Inc. is a holding company for Northem Indi-
ana Public Service Company (NIPSCO), which supplies electricity
and gas to the northem third of Indiana. Customers: 488,833 elec-
tric in Indiana, 3,200,000 gas in Indiana, Ohio, Pennsylvania, Ken-
tucky, Virginia, Maryland, through its Columbia subsidiaries. Reve-
nue breakdown, 2024: electrical, 32%; gas, 67%; other, less than

1%. Generating capacity, coal, 69.4%; purchased & other, 30.6%.
2022 reported depreciation rates: 3.5% electric, 2.4% gas. Has
7,364 employees. Chairman: Richard L. Thompson. President &
Chief Executive Officer: Lioyd Yates. Incorporated: Indiana. Ad-
dress: 801 East 86th Avenue, Merillville, Indiana 46410. Tele-
phone: 877-647-5990. Intemet: www.nisource.com.

ANNUAL RATES Past
of change (per sh)
Revenues
“Cash Flow"
Eamings
Dividends
Book Value

10 Vu.
0%
5%

§¥rs. o
-3.5%
X 0
15.0%
3.5%
5%

Past Est'd '21-'23

9
5.5%
5.5%
9.5%
4.5%
5.0%

Cal
endar

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

Full
Year

2021
2022
2023
2024
2025

15456 9860 9594 1408.6
1873.3 11832 1089.5 1704.6
1966.0 1090.0 1027.4 1422.0
17063 1400 1200 18937
1805 1480 1270 1995

4899.6
5850.6
§505.4
6200

6550

Cal
endar

EARNINGS PER SHARE A
Mar31 Jun.30 Sep.30 Dec.3i

Full
Year

20
2022
2023
2024
2025

£ AN < S | 39
g5 12 10 80
7 19 53
8% 15 .3 57
80 20 .15 60

1.37
1.47
1.60
1.70
1.85

Cal-
endar

QUARTERLY DiVIDENDS PAID 8 =

Full
Year

2020
2021
2022
2023
2024

21 21 202
2 2 2 2
25 2% 2% 2%
2% 25 2% 02
265 265

Mar31 Jun30 Sep.30 Dec.31

84
88

94
1.00

NiSource had a strong earnings per-
formance in the first quarter of 2024.
The company continued its streak of con-
secutive quarterly growth by posting earn-
ings of $0.85 per share, a 10% increase
from the previous year. While this
matched our target, the metric shows an
outperformance considering the significant
expansion of the number of diluted shares
outstanding in the quarter, which we did
not anticipate. The shares were likely
issued in response to a large portion of
debt that came due in the quarter, reflect-
ing the utility’s challenge of financing in
the current high interest-rate environ-
ment. Still, investment is critical for the
company’s growth. Fortunately, the utility
enjoys a strong regulatory environment
across its geographies in Indiana, Ohio,
Pennsylvania and Virginia, which together
contributed to a rate-base of $18.8 billion
at the end of 2023.

Our near-term earnings targets
remain unchanged at the current
juncture. Year-end earnings per. share of
$1.70 is likely, due to our anticipation of
rate-base growth of roughly 8%-10%. The
company has plans for significant capital

expansion, including $16.4 billion aimed at
enhancing system reliability and the
transition to more sustainable energy
sources. NiSource’s track record for effi-
cient capital allocation has led to con-
sistent regulatory execution and affordable
energy for its customers, supporting a low
operating-risk profile. Too, tailwinds from
sustainable investments, such as solar
rrojects and infrastructure hardening, are
ikely to synergize with trends within the
mid-west, such as the reshoring of manu-
facturing and the increasing development
of data centers within its operating foot-
print. Economic conditions permitting, we
anticipate steady earnings growth through
to late decade.
Our stock projections reflect
NiSource’s strong prospects. Despite a
strong return of more than 12% over the
past three months, these good quality
shares still reflect appealing value to the
risk-sensitive accounts. The stock’s high
marks for Price Stability (95) pair well
with it's above-average dividend yield of
3.8% to create a strong offering to income-
style conservative investors.

May 24, 2024

(A) Dil.

EPS., Excl,
¢); 18, ($1.48). Next egs.

report due early August. Uy egs. may not
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HECENT Trailing: 16.9Y | RELATIVE
N.W. NATURAL nyse.m 38.48 [Fim 15,4 e 1) s 0.85/% 5.1%
i High: X X % .2 . 1. 8 g . g 2 . i
s § e | B8] S 3] 1] 1 ] G 3] ] 8 G BN 4 Torget PricsFangs
SAFETY 2 Rassg22y4 | LEGENDS
TECHNCAL 4 Rasedsimos 3&‘3e"¢bpmeresf Fate 128
nce Strength AN 26
BETA .85 (1.00=Marke) VS o cates recession | /' U A S S— — E— — 80
i —= I e
To¥onthTrget Prics g == [SS2Eepgeif N o
igh  Midpoint (% to Mid) Prrr st ~=] et U L pt1
$33854  $44 (15%) kL 2
7-: S 24
Ann'l Total Moo, be_ o° *
Price Gain  Retum o, E o I N e
{Iigh 75 (+95%) 22% i ] poa”™" _:g
S T ) B ) '~ % TOT, RETURN 424
Institutional Decisions THS  VLARTH®
1 STOCK INDEX
uty ’°;'§ mﬂ? ‘°,’?'; Leicontis 1y, 46 15 [T
to 123 110 90| waded 5 I 3yr. 195 55 |
HIge0) 26926 27474 28414 lIIIIIIIIIIIIIIIIlIIIII Syr. 811 564
2008 | 2009 | 2010 | 2011 | 2012 [ 2013 [2 2016 (2017 [201 2020 12021 [2022 {2023 | 2024 | 2025 | ©VALUELINE PUB. LLC| 27-28
3916 38.17( 3056 31.72| 27.14| 28.02 27.64 26.39 2361 | 2652 24.45 24.49 2520 | 2764 | 2920 3182 | 29.50| 29.25 |Revenues persh 31.25
531 520 518| 500| 494 504| 505| 49 493 ( 104| 528| 515 569 | 6147 51 583 | 5.85| 6.65|"Cash Flow" persh 7.20
257 283| 273 23%| 222 224| 216| 196| 292 d1.94| 233 | 219 | 230 | 256 | 254 259| 250| 3.00|EamingspershA 320
152 160 168 175 1.79 1.83 1.85 1.86 1.87 1.88 1.89 1.90 1.91 1.92 1.93 1.94 1.95 | 1.96 |Div'ds Decl'd per sh &= 1.98
392 509 935| 376 491| S513] 440 437 487| 743 743| 795| 948 | 949 953 870| 925 9.50(CaptSpending persh 10.00
23.71) 2488 | 26.08| 2670| 27.23| 27.77| 2812 | 2847 | 29.71 | 2585 | 2641 ! 2842 | 29.05 | 30.04 | 33.08| 3412 | 36.55| 36.60 |Book Value pershD 36.10
2650 | 2653| 2658| 26.76| 26.92| 2/.08| 27.08| 2743 | 2863 | 28.74 | 26.88 | 3047 | 3059 | 31.13 | 3553 | 3763 | 99.00| 41.00 |Common Shs Outst'qT | 45.00
18.1 15.2 170] 190 211 1941 207 237| 269 --| 266} 309 25.0 195 19.6 166 | Botd figlres are |Avg Ann'l PIE Ratio 20.0
1.08 1.01 1.08| 119 134 1.09) 1.09 1.18 14 -- 144 1.65 1.28 1.06 113 96 ValudlLine Relative P/E Ratio 1.10
33%| 37%| 36%| 39% | 38%| 42% | 41% | 40% | 33% | 3.0% | 30% | 28% | 33% | 38% | 39% | 45% L Avg Ann'l Div'd Yield 3.3%
CAPITAL STRUCTURE as of 3/31/24 7540 | 7238 | 676.0 | 7622 | 706.1 | 7464 | 773.7 | 8604 | 10374 | 11975 | 1150 | 1200 |Revenues ($mill) 1400
Total Debt $1670.3 mill. Due in § Yrs $1415 mill. 587 537 589 d556| 673 | 653 | 703 | 787 | 863| 939 975| 125 |Net Profit ($mill 145
LT Debt $1574.7 mill. LT Interest $80 mill. 415% | 900% | 409% | -- | 264% | 162% | 23.1% | %5.8% | 25.2% | 25.7% | 25.0% | 25.0% |Income Tax Rate 75.0%
(Tote nlerest coverage: 5.01) 78% | 74% | B7% | NWF | 05% | 8% | 0% | 0% | B3%| 78% | 85%| 10.3% NetProftMargn | 102%
44.8% | 425% | 44.4% | 47.9% | 48.1% | 48.2% | 49.2% | 52.8% | 51.5% | 52.6% | 50.0% | 50.0% |Long-Term Debt Ratio 50.0%
Pension Assets-12/23 $283.0 mill. 55.2% | 57.5% | 65.6% | 52.1% | 51.9% | 51.8% | 50.8% | 47.2% | 48.5% | 47.4% | 50.0% | 50.0% |Common Equity Ratio | 50.0%
Oblig. $425.5 mill. | 1389,0 | 1357.7 | 1529.8 | 1426.0 | 1468.9 | 1672.0 | 1748.8 | 1979.7 | 24216 | 2709.2 | 2850 | 3000 |Total Capital ($mif) 3250
Ptd Stock None 21216 | 21827 | 2260.9 | 2255.0 | 2421.4 | 24389 | 26548 | 28714 | 31144 | 33580 | 3500 | 3675 |Net Plant (Smif) 3900
Common Stock 38,028,137 shares 58% | 55% | 5.1% | NMF| 58% | 52% | 52% | 5.1% | 36%| 35% | a5%| 40% [ReumonTotaiCapl | 45%
as of 4/26/24 76% | 69% | 69% | NMF | 88% | 75% ( 7.9% | 84% | 7.3% | 7.3% | 70%| 8.0% [Retum on Shr. Equity 9.0%
76% | 69% | 69% | NMF| 88% | 75% | 7.9% | 84% | 7.3% | 7.3% | 70%| 8.0% |Retumon Com Equity 9.0%
MARKET CAP $1.5 billion (Small Cap) 1.1% 6% 8% | NMF| 21% | 14% | 1.7% | 24% | 21% | 1.7% | 1.5% | 3.0% |Retainedto Com Eq 3.5%
CUR&E&T POSITION 2022 2023 3/31/24 | 85% | 92% | 87% | NMF | 76% | 82% | 79% | 71% 79% | 75% | 78% | 65% |AllDiv'ds to Net Prof 62%
Cash Assets 29.3 32.9 72.4 | BUSINESS: Northwest Natural Holding Co. distributes natural gas  Pipeline system. Owns local underground storage. Rev. break-
Other 7149 5685 _465.3 | 1o 1,000 communities, 795,000 customers, in Oregon (88% of cus- down: residential, 38%; commercial, 23%; industrial, gas trans-
Current Assets 7442 601.4  537.7 | tomers) and in southwest Washington state. Principal cities served:  portation, 39%. Employs 1,380. BlackRock Inc. owns 17.6% of
Accts Payable 180.7 1454  107.9 | Portland and Eugene, OR; Vancouver, WA. Service area popula-  shares; Vanguard, 12.4%; Oft/Dir., .84% (4/24 proxy). CEO: David
Bg?etrDue ggg? %‘1‘3'3 233'3 tion: 3.7 mill. (77% in OR). Company buys gas supply from Canadi- H. Anderson. Inc.: Oregon. Address: 220 NW 2nd Ave., Portland,
Current Liab. 898:7 696:9 W:S an and U.S. producers; has transportation rights on Northwest OR 97209. Tel.: 503-226-4211. Intemet; www.nwnatural.com.
Fix. Chg. Cov. 320% 240% _535% | Northwest Natural Holdings contin- derlying operations should continue to
ANNUAL RATES  Past Past Est'd'21-23]| ues to face challenging earnings com- grow steadily based on demographic
ofchange (persh)  10Yrs,  5Y¥r. 1027 | parisons. The northwestern natural gas trends, profitability leading into the
58;’3‘;"#,’3,”.. 128://: 25% gggé utility saw its earnings decrease year- cyclical-low season 1is likely to wun-
Eamings 1.0% 26% 65% |over-year for the fourth consecutive derwhelm. Instead, the company is
Dividends 18% 5% 5% | quarter in the March period to start 2024. refocusing its efforts on infrastructure
Book Value 10% 5% 40% | Jarnings per share in the company’s hardening, including a planned $82 mil-
Car | QUARTERLYREVENUES(Smil) | rull | cyclical-peak season amounted to $1.69, lion investment that is slated for the cur-
endar_|Mar31 Jun30 Sep.30 Dec31| Year | well below our target for a flat perform- rent year as part of its rate case filings.
2021 [3159 1489 1015 2041 | 8604 | ance versus the year-prior’s $2.01 result. We expect a relief in the final stanza of the
2022 |350.3 1950 1168 3753 (10374 | The downturn in performance was primar- year with rate adjustments likely to be
2023 (4624 2379 1415 3557 119751 jly due to regulatory lag effects on its capi- resolved by November.
2024 14335 220 130 3665 [1150 | ta] jnvestments and rising cost pressures The long-term outlook here is more
2025 [460 230 135 385 [1200 | yegulting in higher pension, depreciation, nuanced. Northwest is positioned in a
Cak EARNINGS PER SHARE A Full | and interest expenses. Despite this, strong geographic market that is undergo-
endar |Mar31 Jun30 Sep.30 Dec31| Year | strengths such as a 1.7% growth in its cus- ing a heavy investment cycle into clean-
2021 | 194 d02 d67 131 | 256| tomer base, low regional unemployment, energy and energy-efficiency initiatives
2022 | 180 05 d5 136 | 254| and a peak-day delivery record of 8 million that ought to provide ample tailwinds to
2023 | 201 03 d85 121 | 259| thermal units, paint an backdrop of strong late decade. However, we also note some
2024 | 169 .05 d65 141 | 250) demand. However, we expect that cost-of- potential risks as both wildfires and seis-
025 | 210 .05 d60 145 | 300] Jjying concerns across its operating foot- mic events have the potential to cause im-
Cal- | QUARTERLYDVIDENDSPAD®s | gyl | print have led regulators to scrutinize the pairment to the company’s infrastructure.
endar |Mar31 Jun.30 Sep.30 Decd1| Year | company’s filings and tighten up on the These good quality shares offer solid
2020 | 4775 4715 A7T15 48 191| rate-base regulatory approval process, return potential and an above aver-
2021 | 48 48 48 483 | 1.92| hampering results of late. age dividend. The stock is a strong pick
2022 | 483 483 483 485 | 1.93| We've cut our near-term earnings tar- for conservative accounts, due to its Price
2023 | 485 485 485 488 | 1.94| et to reflect the likelihood of contin- Stability (85) and Financial Strength (A).
2024 | 488 488 ued regulatory challenges. While un- Earl B. Humes May 24, 2024
(A) Diluted eammgs per share. Excludes non- | {B) Dividends historically paid in mid-February, | (D) Includes intangibles. In 2023: $163 million, ComEan 's Financial Strength A
recuring items: '08, ($0.03); ‘09, $0.06; May | May, August, and November, .3¥share. Stock’s Price Stability 85
not sum due to rounding. Next eamings report | @ Dividend reinvestment plan available. Price Growth Persistence 25
due in early August. {C) In millions. Earnings Predictability 15
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RECENT Tralling: 15.8) RELATIVE DIvVD 0

ONE GAS, INC. wse.ocs e 63.81 o 16,0 (o) veam 0.88/5 4.2%

THELNESS 3 fasas 2021 |t s3] | el 23| 28| na] gof nef =3 w3l @8 Target Price Range
SAFETY 2 Newsow? LEGENDS

—_— 3900xDmdendspsh
TECHNICAL 3 masegsows | Relawe Prcs Stengh 200
BETA .85 (1.00 = Market} area indicates recession L

18-Month Target Price Range — - e | le-ceedee.-. 100
Low-High Midpoint (% to Mid) — et e et ——— s 80
$42677  $60 (-5%) WE“" 0 nl Lo 28

7- u 40
_ Ann'l Total 2 20
High 1%? &a.r';'lﬁ "1%';? sy
s, ey : hs -2
low 75 __1+20%) 6% o T et -, X TOT.RETURN 424 |
Institutional Decisions L__. Pogens®” | =" one?, THS  VLARITH:
e s 4B | porcent 21 = N STOCK  WDEX

1o Buy 158 148 159 | ghares 14 ] ad Ty, 20 15 [T
o Sell 133 153 160 fraded 7 - 3yr. -113 ss [
Hs{000) 53044 51074 52032 5y 156  56.

The shares of ONE Gas, Inc. began trad- [ 2014 [ 2015 [ 2016 2017 [2018 | 2019 |2020 [2021 | 2022 | 2023 [2024 [2025 | © VALUELINEPUB.LLC[27-29
ing “regular-way” on the New York Stock | 3492 | 2062 | 27.30 | 2043 | 31.08 | 3132 | 2878 | 3372 | 4658 | 41.95| 39.30| 42.50 |Revenues persh 70.15
Exchange on February 3, 2014. That hap-| 4s2| 4g2| 543| 59| 632 | 69| 736| 771 | 13| 904| 965 10.70|“Cash Flow” persh 13.95
pened as a result of the separation of| 207| 224| 265| 302 325| 351| 368 | 385 | 408| 414/ 400| 4.20 Eammingspersh A 5.00
ONEOK's natural gas distribution operation. | 84| 120 140 168| 184| 200 216 232 | 248| 260| 264| 268 |DivdsDecldpersh @ | 285
Regarding the details of the spinoff, on Jan- 570 | 563 581 681 750 791 887 923| 11.01| 11.79| 1195 1215 |CapiSpendingpersh | 1260
uary 31, 2014, ONEOK distributed one| 3445 | 3524 | 3612 | 3747 | 3886 | 40.35 | 42.01 | 4381 | 4669 | 4891 | 50.15| 53.55 |Book Value per sh 60.20
share of OGS common stock for every four [52.08 | 5226 | 52.08 | 5231 | 5257 | 52.77 | 53.17 | 5363 | 55.35 | 56,55 | 56.50 | 56.50 |Common Shs Outstg | 57.00
shares of ONEOK common stock held by [ 178 198 227 | 235| 231 253 217 189 | 199| 18.0| Bordfiglres are |Avg ANNTPIE Ratio 160
ONEOK shareholders of record as of the| 94| 100 19| 18] 125| 135 11| 1.02| 116 101 Vauetine |Relative P/E Ratio 1.00
close of business on January 21. It should | 23% | 27% | 28% | 24% | 25% | 23% | 27% | 32% | 31% | 35% | *™ " |ayg AnnI Divid Yiekd 3.2%
be mentioned that ONEOK did not retain |19 T 15477 | 14272 | 15396 | 16337 | 16527 | 16303 | 18086 | 25780 | 23720 | 2220 2400 |Revenues (smll) 4000
any ownership interest in the new company. | 098 | 119.0 | 140.1 | 1599 | 1722 | 1867 | 1964 | 2064 | 2217 | 2312| 225| 235 |Net Profit (Smil 285
CAPITAL STRUCTURE as of 3/31/24 38.4% | 38.0% | 37.8% | 36.4% | 23.7% | 18.7% | 17.5% | 16.3% | 17.3% | 14.9% | 15.5% | 16.0% |Income Tax Rate 20.0%
Total Debt $3128.0 mill.Due in 5 Yrs $830.0mil. | 0% | 7.7% | 9.8% | 104% [ 105% | 11.3% | 128% | 114% | 86% | 97% | 10.1% | 9.6% |Net Profit Margin 7.1%
£ Detn $2146.4 o reat $120.0 il [a0.1% [ 305% | 38.1% | 37.8% | 386% | 37.7% | 41.5% | 61.1% | 50.7% | 438% | 45.0% | 45.0% [Long-Tenn DebtRatio | 51.0%
oibiit i 50.9% | 60.5% | 61.3% | 622% | 614% | 623% | 58.5% | 38.9% | 49.3% | 56.2% | 55.0% | 55.0% |Common Equity Ratio | 49.0%
Leases, Uncapitalized Annual rentals $6.7 mill. 2995.3 | 3042.9 | 3080.7 | 31535 | 3328.1 [ 34155 | 3815.7 [ 6032.9 | 5246.2 | 4926.3 | 5150 | 5500 | Total Capital ($mill) 7000
Pfd Stock None 3293.7 | 3511.9 | 3731.6 | 4007.6 | 4283.7 | 4565.2 | 4867.1 | 5190.8 | 5628.8 | 6135.2 | 6425 6800 Net Plant ($mill) 8000
Pension Assets-12/23 $977.0mill. 44% | 47% | 52% | 58% | 59% | 64% | 60% | 39% | 50% | 59% | 55% | 55% |Retum on Totel Capl 5.5%
Common Stock 56,559, Ophg, 902, m 6.1% | 65% | 74% | 82% | 84% | 88% | 08% | 88% | 86% | 84% | 60% | 6.0% |RetumonShr.Equty | 85%
e ol 42024 61% | 65% | 74% | 82% | 84% | 88% [ 88% | 88% | 86% ) 84% | 80%| 80% [RetumonComEquty | 8.5%
MARKET CAP: $3.6 billion (Mid Cap) 7% | 1% | 35% | 37% | 37% [ 38% | 37% | 35% | 34% | 32% | 3.0%| 3.0% (Retainedto ComEq 3.5%
CURRENT POSITION 2022 2023 331724 4% | 83% | 652% | 55% | 56% | 56% | 58% | 60% 60% | 62% | 66% | 64% |AllDiv'ds to Net Prof 57%
Cas An'sLs:ets 9.7 18.8 1.5 BUSINESS: ONE Gas, Inc. provides natural gas distribution serv- & induslrial, 10.6%; other, .4%. ONE Gas has around 3,900 em-
Other 1207.9 7464 662.2 | ices to more than two million customers. There are three divisions: ployees. BlackRock owns 14.5% of common stock; The Vanguard
Current Assets 1217.6 ~765.2 ©663.7 | Oklahoma Natural Gas, Kansas Gas Service, and Texas Gas Serv-  Group, 11.6%; American Century Investment, 7.5%; officers and
Accts Payable 360.5 278.1 196.6 | ice. The company purchased 160 Bef of natural gas supply in 2023, directors, 1.5% {4/24 Proxy). CEO: Robent S. McAnnally. In-
Debt Due §72.7 8889 981.6 | compared to 165 Bcf in 2022. Total volumes delivered by customer corporated: Oklahoma. Address: 15 East Fifth Street, Tulsa, Okla-
8""9' ¢ Liab % % % (fiscal 2023): transportation, 59.3%; residential, 29.7%; commercial homa 74103. Tel.: 918-947-7000. Intamet: www.onegas.com.
Fi',‘{'%’,‘,g_ '(a;(,;,_ 540% 390% 420% | ONE Gas, Inc. began 2024 in low gear. potential and are located in one of the
ANNUAL RATES Past Past Estd21-23| First-quarter earnings per share shpped most active drilling areas in the United
dchange (persh)  10¥rs,  5YVrs. to'27-28 | about 5%, to $1.75, relative to last year’'s States. Also, supported by the solid bal-
Revenues - 70% 95% | $1.84 figure. That was traced partly to ance sheet, the company ought to continue
E%?rﬁ?\?w’ .- -é%:?, %‘5”92 higher employee-related costs, given to meet its working capital requirements,
D.v,degds .- 85% 25% |planned investments in the company’s capital expenditures, and other obligations
Book Value --  45% 45% | workforce and ongoing in-sourcing efforts. with little difficulty.

Car | QUARTERLY REVENUES @mil) | Fun | Also, sales volumes decreased and interest There are risk factors to bear in mind,
endar [Mar.31 Jun30 Sep30 Dec.31| vear | expense rose. But new rates did provide however. ONE Gas’ lack of geog-raphlc

2021 6253 3156 2739 5938 |18086| somewhat of an offset. Still, right now, it diversification leaves it somewhat more
2022 |9715 4289 3594 8182 |2578.0 | appears that the bottom line will recede susceptible to  regional  economic
2023 {10321 3981 3358 6060 (23720 | around 3% for the whole year, to $4.00 per downturns and regulations. Moreover,
2024 (7583 410 350 7017 |2220 | share, versus the $4.14 tally generated in there’s competition from other energy sup-
2025 (800 430 410 760 (2400 | 2023. But turning to 2025, a 5% recovery, pliers, including propane dealers and elec-
car EARNINGS PER SHARE A Fun | to $4.20 a share, seems plauslble That’s tric companies. Finally, pipeline ruptures,
endar |Mar31 Jun30 $ep.30 Dec.d1| Year | based, to a certain degree, on our assump- leaks, and other unfortunate occurrences
2021 | 179 56 38 112 | 385| tion that the business environment is can take a major toll on corporate profits if
202 | 183 59 44 123 | 408| generally favorable. not adequately covered by insurance.

2023 | 184 58 45 127 | 4.14| Prospects out to the end of the decade The stock has some investment ap-
2024 | 175 56 43 126 | 400| appear promising. ONE Gas remains peal. Its dividend yield is respectable in
2025 | 185 .60 48 127 | 420| the top natural gas distributor, as comparison with other equities within
Ca+ | QUARTERLYDIVIDENDSPADBs | gy | measured by number of customers, in both Value Line’s Natural Gas Utility Industry.
endar | Mar31 Jun30 Sep.30 Dee31| Year | Oklahoma and Kansas, and holds the Also, capital appreciation possibilities over
2020 54 64 54 54 | 215| number-three position in Texas. (Services the 2027-2029 horizon look worthwhile.
200 | 58 58 58 58| 242 are provided to more than two million Consider, too, the 2 (Above Average) rank
02| 62 62 6 62 | 248| residential, commercial, and transporta- for Safet; and high Price Stability score of
2023 | 65 65 65 65 | 260 tion clients at present.) Furthermore, we 90 out of 100.

2024 66 66 believe those markets have decent growth Frederick L. Harris, 111 May 24, 2024
(A) Diluted EPS. Excludes nonrecurring gain: | (B) Dividends historically paid in eardy March, Company’s Financial Strength B+
2017, $0.06. Next eamings report due eary | June, Sept., and Dec. = Dividend reinvestment Stock’s Price Stability 90
Aug. Quarterly EPS figures for 2022 don't | plan. Direct stock purchase plan. Price Growth Persistence 50
equal total due to roundlng fC) In millions. Earnings Predictability 100

ights reserved. Factual materal is oblained from sources believed to be refable and is provided without warmanlies of
INSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This is stricly for Jown intemal usg"ﬂo P To subscribe call 1-800-VALUELINE
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Page 7 of 7
RECENT Trallmg 15,7} {RELATIVE DVD 0,
SPIRE INC. wyse.s» e 62.20 R0 14,5 (et ) veno 0,807 5.0%
. High: 2 1. ! 29[ 81.1 I X I i I f
TMELINESS 3 mascozios | 100 374| Gaal ao5| B3 B3| &1 BI| N8| B3| B2l B3| us Target Price Range
SAFETY 2 Rased6203 | LEGENDS
— 26,50 x Dividends p sh
TECHNICAL 4 Rassasinzy |- Relave Pice Siengh 160
BETA 85 (1.00=Markel) ognadedaleandcares }‘2)8
18-Month Target Price Range I = sty SRR S W— — 80
Low-High Midpoint (% to Mid) I o UNAIRE .--|u' ||nl.|u il L ".W I """m a 60
$44872  $58 (-5%) o 38
7 £ . 0
Pice  Gain " Hatoe [=""d s~ R IR PV I et 2
' % o i - s s
Institutional Decisions | M*.-" oo * TOTn?;sErURNm
30223 402023 n STOCK INDEX
toBuy 142 131 140 s”,?;‘,’:;“ }Sﬂ Ir tyr. 44 1§
toSel 138 144 123 | traded [ 3yr. €9 55 |
Hgs{000) 46098 48374 48459 5yr.  -108 561
2008 | 2009 | 2010 | 2011 | 2012 [2013 [ 2014 | 2015 [2016 [2017 [2018 [2019 [2020 |2021 | 2022 [ 2023 {2024 [ 2025 | ©VALUE LINE PUB, LLC[27-29
10044 | 8549 | 77.83| 71.48| 4980 3110 3768 | 4559 | 3368 | 36.07 | 3878 | 3830 | 3596 | 4324 | 41.88 | 5012} 4520 45.65 |Revenuespersh A 51.25
422 486| 4N 462| 458| 312 387| 615| 616| 654 755| 742| 525 9.09 844 | 860 880| 9.25|"CashFlow” persh 11.00
2641 292 243| 286 279 202 235| 316| 324 | 343 433 | 352 144 496 | 395 385| 430 4.55|Eamingspersh A8 550
1.49 1.53 157 1.61 1.66 1.70 176 | 184 196 210| 225| 237 249 | 260 274 288| 3.02| 3.6 [Divds Deci'd persh Ca 3.60
257 236| 256| 302 483 400 39| 668| 642 9.08( 986 | 1615 1237 | 1209 [ 1052 1245 1370 13.90|Cap'l Spending per sh 1450
2212 2332| 2402( 2556| 2667 8200 3493 | 3630 | 38.73 | 4126 | 4451 | 4514 | 4419 | 4674 | 49.08 | 5029 | 52.65| 5575 |Book Value persh © 66.05
T21.99| 22.17] 2229] 2243] 2255 2.70] 40.18 | 43.96| 4566 | 4826 | 5067 | 5097 | 51.60 | 51.70 | 5250 | 5320 | 5450 60.00 |Common Shs Oulstg € | 6200 |
143 134 137 13.0 145 213 198 | 165 196 19.8 167 ] 228 511 13.6 175 17.3 | Bold fighres aro Angnn'fFERaho 16.0
86 .89 87 82 92 120 1.04 83| 1.03| 100 90| 121 262 J3 | 101 1.00 VeiulLine | Relative P/E Ratio 90
39% | 39%| 47% | 43% | 41% | 40% | 38% | 35% | 31% | 31% | 31% | 30% | 34% | 38% | 4.0% | 4.3% L Avg Ann’l Div'd Yield 4.1%
CAPITAL STRUCTURE as of 3/31/24 16272 | 19764 | 1537.3 | 1740.7 | 1965.0 | 1952.4 | 18554 | 22355 | 21985 | 2666.3 | 2645 2740 |Revenues ($mill) A 3550
Total Debt $4514.4 mill Due in § Yrs$2310.0mil. | 846 | 1369 | 144.2 | 1616 | 2142 | 1846 | 886 | 2717 | 2008 | 2175 | 240| 260 {Net Profit ($mill 340
LT Debt 34214 mil. LT interest $140.0mil.  7576% [ 312% [ 32.5% | %24% | - | 15.0% | 123% | 20.1% | 21.1% | 15.1% | 7.5% | 195% [Income Tax Rate 24.0%
(Totalinterest coverage: 2.4x) 5% | 69% | 94% | 9.3% | 109% | 95% | 48% | 122% | 100% | 82% | 91% | 95% {NetProfit Margin 96%
55.1% | 53.0% | 50.9% | 50.0% | 45.7% | 45.0% | 49.0% | 525% | 51.2% | 54.9% | 52.0% | 52.0% |Long-Term Debit Ratio 51.0%
Leases, Uncapitalized Annual rentals $9.8 mill. 44.9% | 47.0% | 49.1% | §0.0% | 54.3% | 49.7% | 46.1% | 432% | 44.6% | 41.3% | 44.0% | 44.0% |Common Equity Ratio | 45.0%
Pension Assets-0/23 $630.3 mil. | 3359.4 | 3345.1 | 3601.9 | 39863 | 4156.5 | 4625.6 | 4946.0 | 5697.3 | 5777.0 | 6471.3 | 7000 | 7600 |Total Capital ($mill) 9100
T (o dg:ﬂg-sﬁ?g-m“'- 2750.7 | 2941.2 | 3300.9 | 3665.2 | 39705 | 4352.0 | 4680.1 | 50557 | 53704 | 57789 | 6150 | 6530 |Net Plant ($mill 7675
Common Stock §7 747,978 sh. ST [TaN% [ 5% | 49% | 50% | 63% | 5.1% | 29% | 58% | 49%| 48% | 50%| 50% [RemonTollCapl | 55%
as of 4/28/24 56% | 87% | 82% | 81% | 95% | 73% | 35% [102% | 78% | 75% | 80%| 8.0% |Returnon Shr, Equity 8.5%
56% | 87% | 82% | 81% | 95% | 7.9% | 32% [106% | 8.0% [ 7.6% | 80% | 8.0% |Returnon Com Equity 8.5%
MARKET CAP: $3.6 billion (Mid Cap) 15% | 37% | 33% | 33% | 47% | 27% | NMF | 51% | 25% | 19% | 20% | 1.5% |Retainedto ComEq 25%
CURsF'!‘ihlI.T POSITION 2022 2023 3/31/24 | 73% | 58% | 59% | 60% | 51% [ 66% | NMF | 54% N% | 76%| 77% | 79% |All Div'ds to Net Prof 70%
Cash Assels 6.5 5.6 25.6 | BUSINESS: Spire Inc., formery known as the Laclede Group, Inc., lated operations: residential, 67%; commercial and industrial, 25%;
Other 15855 1071.3 _980.1 | is a holding company for natural gas utilities, which distributes natu- transportation, 5%; other, 3%. Officers and directors own 2.9% of
Current Assets 1592.0 1076.9 1005.7 | ral gas across Missouri, including the cities of St. Louis and Kansas common shares; American Century Companies, 15.4% (12/23
City, Alabama, and Mississippi. Has roughly 1.7 million customers. proxy). Chaimman: Edward Glotzbach; CEO: Steve Lindsey. Inc.:
focts Payavle 8174 3531 1393:8 | Acquired Missouri Gas 9/13, Alabama Gas Co 9/14. Utiity therms  Missouri. Address: 700 Market Street, St. Louis, Missouri 63101,
Other 4175 3902 363.9 | sold and transported in fiscal 2023: 3.2 bill. Revenue mix for regu- Tel.: 314-342-0500. Intemet: www.spireensrgy.com.
Current Liab. 28536 17554 16508 | Spire managed to post decent bottom- result. Concerning next year, profits might
Fix. Chg, Cov. S9SN 204 I 315% hge results in the second quarter of increase another 6% or so, to $4.55 a
ANNUAL RATES Pest  Past Esfd 21.23| fiscal 2024 (which concluded on share, assuming additional widening of op-
ggw?ﬁe(psersh) 10_1'3'% 51?-,’% t°475,22 March 31st). Indeed, earnings per share erating margins.
“Cash Flow” 80% 50% 40% |of $3.58 were 7.5% above the previous The Financial Strength rating sits at
Eamings 50% 30% 45% | year’s $3.33 tally. That was brought about, B++. When the second quarter ended, cash
g{,‘:')ﬁe\',‘gﬁe 524: 33% 5% | %o a certain extent, by the Gas Utility divi- and equivalents were $25.6 million. Fur-
: sion, which benefited partly from improved thermore, there was $1.3 billion available
F,}g:?' QUARTERLY REVENUES ($ millj* FF""| results at Spire Alabama. The Gas through a revelving credit facility expiring
Ends |Dec3! Mar31 Jun30 Sep.30) Year | Marketing segment had a better showing in July, 2027. Also, long-term debt resided
2021 15126 11048 378 2902 122365 for that period, too. at a manageable 50% of total capital, and
2022 |5554 8800 4480 3142 121985 Higher profits appear to be in store short-term obligations of almost $1.1 bil-
ggi %‘ég Hggg mg 3224 gggga for the year as a whole, as well. The lion did not seem to be a major obstacle.
2025 |79 1135 485 350 |2740 | company did get off to a slow start, with So, the company should continue to satisfy
T Y Eat first-quarter share net receding 8.4%, to its commitments, which include working
ecel | EARNINGS PER SHARE Fiscal] $1.52, relative to last year’s $1.66 figure. capital requirements and capital expendi-
gnds [Dec31 Mar31 Jun30 Sep30) Year | That was attributed partly to the fact that, tures, with minimal difficulty.
2021 1 185 355 03 d26 | 49| for hoth the Gas Marketing and Mid- The equity ought to draw the atten-
2022 | 101 32 glg ggg ggs stream divisions, fiscal 2023’s very favor- tion of some investors. Its dividend
ggg }gg g.gg 4 das 4'33 able market conditions did not reoccur. yield stacks up well con}pa'red to those of
20255 | 150 345 d16 d24 | 455| But, as mentioned, Spire’s second-quarter other stocks in Value Line’s Natural Gas
= = - & erformance was decent. Furthermore, Utility Industry. What’s more, capital ap-
Cal- | QUARTERLYDVIDENDSPAID = | Full | }ottom-line comparisons during the second preciation potential over the 2027-2029 ho-
endar |Mar31 Jun30 Sep30 Dec.d1| Year| ;¢ ought to be easier. (Losses are typical rizon looks worthwhile. Meanwhile, SR
2020 | 6225 6225 6225 6225( 24%) gyer that time frame because of the sea- shares are pegged to mimic the market
2021 | 65 65 65 65 260 [ gonality of the business.) All told, we ex- over the next six to 12 months (Timeliness
2022 '625 .625 '625 ggs gg‘é pect full-year share net to rebound about rank 3: Average).
R 88| 12%, to $4.30, versus fiscal 2023's $3.85 Frederick L. Harris, IIT May 24, 2024
(A) Fiscal year ends Sept. 30th. (B) Based on | early January, April, July, and October.  Divi- | (E) In millions. (F) Qtly. egs. may not sum due Comﬁan 's Financial Strength B++
diluted shares outslqndmg. Excludes gain from | dend reinvestment plan available. (D} Incl. to rounding or change in shares outstanding. Stock's Price Stability
discontinued operations: "08, 94¢. Next eam- | deferred charges In *23: $1,171.6 mill., Price Growth Persistence 35
ings report due late July (C) Dividends paid in | $22.02/sh. Earnings Predictability 45
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Washington Gas Light Company
Indicated Common Equity Cost Rate

Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of Six Proxy Group of Six

Natural Gas Natural Gas
Distribution Distribution
Companies using Companies using
Prospective Current Interest
Line No. Interest Rates Rates
1, Prospective Yield on Aaa Rated
Corporate Bonds (1) 514 %
2. Adjustment to Reflect Yield Spread
Between Aaa Rated Corporate
Bonds and A2 Rated Public
Utility Bonds (2) 0.51
3. Adjusted Prospective Yield on A2 Rated
Public Utility Bonds 5.65 %
4, Current Yield on A2 Rated Public Utility Bonds (3) 569 %
5. Equity Risk Premium (4) 5.17 5.13
6. Risk Premium Derived Common
Equity Cost Rate 10.82 % 10.82 %

Notes: (1) Consensus forecast of Moody's Aaa Rated Corporate bonds from Blue Chip Financial Forecasts
(see pages 7 and 8 of this Exhibit).

(2) The average yield spread of A2 rated public utility bonds over Aaa rated corporate bonds of
0.51% from page 2 of this Exhibit.

(3) Source of Information: Bloomberg Professional Services

(4) From page 5 of this Exhibit.
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Washi Gas Light C
Interest Rates and Bond Spreads for
Selected Bond Yields
(1] [2] [3]
A2 Rated
Aaa Rated Public Utility Baa2 Rated Public
Corporate Bond Bond Utility Bond
May-2024 525 % 574 % 597 %
Apr-2024 5.28 5.79 6.01
Mar-2024 5.01 5.55 5.79
Average 5.18 % 5.69 % 592 %
Selected Bond Spreads

A2 Rated Public Utility Bonds Over Aaa Rated Corporate Bonds:
0.51 % (1}

Baa2 Rated Public Utility Bonds Over A2 Rated Public Utility Bonds:
0.23 % (2}

Notes:
(1) Column [2] - Column [1].
(2) Column [3] - Column [2].

Source of Information:
Bloomberg Professional Services
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Washington Gas Light Company
Comparison of Long-Term Issuer Ratings for the
Proxy Group of Six Natural Gas Distribution Companies
Moody's Standard & Poor's
Long-Term Issuer Rating Long-Term Issuer Rating
May 2024 May 2024
Long-Term Long-Term
Proxy Group of Six Natural Gas Issuer Numerical Issuer Numerical
Distribution Companies Rating Weighting (1) Rating Weighting (1)
Atmos Energy Corporation Al 5.0 A- 7.0
New Jersey Resources Corporation Al 5.0 NR --
NiSource Inc. Baal 8.0 BBB+ 8.0
Northwest Natural Holding Company Baal 8.0 A+ 5.0
ONE Gas, Inc. A3 7.0 A- 7.0
Spire Inc. A1/A2 5.5 BBB+ 8.0
Average A2 6.4 A- 7.0

Notes:
(1) Ratings are that of the average of each company's utility operating subsidiaries.
(2) From page 4 of this Exhibit.

Source Information: =~ Moody's Investors Service
Standard & Poor's Global Utilities Rating Service
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Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings

Standard &
Moody's Bond Numerical Bond Poor's Bond
Rating Weighting Rating
Aaa 1 AAA
Aal 2 AA+
Aa2 3 AA
Aa3 4 AA-
Al 5 A+
A2 6 A
A3 7 A-
Baal 8 BBB+
Baa2 9 BBB
Baa3 10 BBB-
Bal 11 BB+
Ba2 12 BB
Ba3 13 BB-
B1 14 B+
B2 15 B

B3 16 B-
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Washington Gas Light Company
Judgment of Equity Risk Premium for the

Proxy Group of Six Natural Gas Distribution Companies

Proxy Group of Six Proxy Group of Six
Natural Gas Natural Gas
Distribution Distribution
Companies using Companies using
Line Prospective Interest Current Interest
No. Rates Rates

[ Calculated equity risk

premium based on the

total market using

the beta approach (1) 620 % 612 %
2. Mean equity risk premium

based on a study

using the holding period

returns of public utilities

with A2 rated bonds (2) 4.51 4.49
3. Predicted Equity Risk Premium

Based on Regression Analysis

of 834 Fully-Litigated Natural

Gas Distribution Cases (3) 4.79 4.77
4 Average equity risk premium 517 % 513 %

Notes: (1) From page 6 of this Exhibit.
(2) From page 9 of this Exhibit.
(3) From page 10 of this Exhibit.
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Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for the
P G £ Six N | Gas Distribution C .
Proxy Group of Six
Natural Gas Proxy Group of Six
Distribution Natural Gas
Companies using Distribution Companies
Prospective Interest using Current Interest
Line No, Equity Risk Premium Measure Rates Rates

Kroll Equity Risk Premium (1) 596 % 5.96 %
Regression on Kroll Risk Premium Data 6.92 (2) 6.73 (3)
Kroll Equity Risk Premium based on PRPM (4) 8.46 8.46
Equity Risk Premium Based on Value Line Summary and
Index 6.91 (5) 6.76 (6}
Equity Risk Premium Based on Bloomberg, Value Line, and
S&P Global Market Intelligence S&P 500 Companies 10.05 (7) 9.90 (8)
Conclusion of Equity Risk Premium 7.66 % 7.56 %
Adjusted Beta (9) 0.81 0.81
Forecasted Equity Risk Premium 6.20 % 6.12 %

Notes:

(1) Based on the arithmetic mean historical monthly returns on large company common stocks from Kroll minus the
arithmetic mean monthly yield of Moody's average Aaa and Aa2 corporate bonds from 1928-2023.

(2) This equity risk premium is based on a regression of the monthly equity risk premiums of large company common
stocks relative to Moody's average Aaa and Aa2 rated corporate bond yields from 1928-2023 referenced in Note 1
above. Using the equation generated from the regression, an expected equity risk premium is calculated using the
average consensus forecast of Aaa corporate bonds of 5.14% (from page 1 of this Exhibit).

(3) This equity risk premium is based on a regression of the monthly equity risk premiums of large company common
stocks relative to Moody's average Aaa and Aa2 rated corporate bond yields from 1928-2023 referenced in Note 1
above. Using the equation generated from the regression, an expected equity risk premium is calculated using the
three-month average Aaa and Aa2 rated corporate bond of 5.29%.

(4) The Predictive Risk Premium Model (PRPM) is discussed in the accompanying direct testimony. The Ibbotson
equity risk premium based on the PRPM is derived by applying the PRPM to the monthly risk premiums between
Ibbotson large company common stock monthly returns and average Aaa and Aa corporate monthly bond yields,
from January 1928 through May 2024.

(5) The equity risk premium based on the Value Line Summary and Index is derived by subtracting the average
consensus forecast of Aaa corporate bonds of 5.14% (from page 1 of this Exhibit) from the projected 3-5 year total
annual market return of 12.05% (described fully in note 1 on page 2 of Exhibit WG (C)-5).

(6) The equity risk premium based on the Value Line Summary and Index is derived by subtracting the current 3
month average of Aaa and Aa2 corporate bonds of 5.29% from the projected 3-5 year total annual market return
of 12.05% (described fully in note 1 on page 2 of Exhibit WG (C)-5).

(7) Using data from the Bloomberg Professional Services, Value Line, and S&P Capital IQ for the S&P 500 for the S&P
500, an expected total return of 15.19% was derived based upon expected dividend yields and long-term earnings
growth estimates as a proxy for capital appreciation. Subtracting the average consensus forecast of Aaa corporate
bonds of 5.14% results in an expected equity risk premium of 10.05%.

(8) Using data from the Bloomberg Professional Services, Value Line, and S&P Capital 1Q for the S&P 500 for the S&P
500, an expected total return of 15.19% was derived based upon expected dividend yields and long-term earnings
growth estimates as a proxy for capital appreciation. Subtracting the current 3 month average of Aaa and Aa2
corporate bonds of 5.29% results in an expected equity risk premium of 9.90%.

(9) Average of mean and median beta from Exhibit WG(C)-5.

Sources of Information:
Kroll 2023 SBBI® Yearbook
Industrial Manual and Mergent Bond Record Monthly Update.
Value Line Summary and Index
Blue Chip Financial Forecasts, May 31, 2024
S&P Capital IQ
Bloomberg Professional Services
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Consensus Forecasts of U.S. Interest Rates and Key Assumptions

History Consensus Forecasts-Quarterly Avg.
------- Average For Week Ending------  ----Average For Month--- LatestQir| 2Q 3Q 4Q 1Q 2Q 3Q

Interest Rates May 24 May17 May10 May3 Apr Mar Feb 102024 | 2024 2024 2024 2025 2025 2025
Federal Funds Rate 5.33 5.33 5.33 5.33 533 533 5.33 5.33 54 52 50 47 44 4.1
Prime Rate 8.50 8.50 8.50 8.50 8.50 850 8.50 8.50 85 84 81 78 176 113
SOFR 531 5.31 5.31 5.32 532 531 5.31 5.31 §3 53 50 47 44 41
Commercial Paper, 1-mo.  5.31 5.33 5.32 5.32 5.31 5.32 5.31 532 53 5.2 50 47 44 4.0
Treasury bill, 3-mo. 5.45 5.45 5.46 5.46 544 547 5.44 5.45 54 52 50 46 43 4.0
Treasury bill, 6-mo. 5.43 5.42 5.42 5.43 538 5.36 5.28 5.28 54 52 49 46 43 4.0
Treasury bill, 1 yr. 5.17 5.14 5.13 5.19 514 499 4.92 4.90 52 S50 47 44 42 39
Treasury note, 2 yr. 4.87 4.80 4.83 493 487 459 4.54 4.48 48 46 44 41 39 338
Treasury note, 5 yr. 4.48 4.43 4.49 4.61 456 420 4.19 4.12 45 44 42 41 39 39
Treasury note, 10 yr. 4.44 4.42 4.48 4.61 454 421 4.21 4.16 45 44 43 42 41 4.0
Treasury note, 30 yr. 4.57 4.56 4.63 4,73 466 4.36 4.38 4.33 46 45 45 44 43 43
Corporate Aaa bond 5.28 5.27 5.34 5.45 5.38 5.1 5.13 5.08 Si3TRES 2 SN 53] SRR S 1 W S0 N8 S.0
Corporate Baa bond 5.76 5.76 5.83 5.94 588 5.62 5.65 5.60 61 60 60 59 59 59
State & Local bonds 4.29 4.21 423 432 428 4.12 4.12 4.11 44 43 42 42 42 42
Home mortgage rate 6.94 7.02 7.09 7.22 6.99 682 6.78 6.75 70 69 67 65 64 6.3

History Consensus Forecasts-Quarterly

2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 20 3Q 4Q 1Q 2Q 3Q

Key Assumptions 2022 2022 2022 2023 2023 2023 2023 2024 2024 2024 2024 2025 2025 2025

Fed’s AFE $ Index 113.5 1188 1198 1155 1146 1150 116.6 1155 |117.1 117.7 1169 116.5 1162 116.0
Real GDP -0.6 27 2.6 22 2.1 49 34 1.3 22 1.7 16 18 19 20
GDP Price Index 9.1 4.4 3.9 39 1.7 33 1.6 3.0 2'8 D SRS I AN 2 E 3 2 S 212
Consumer Price Index 10.0 5.3 4.0 38 3.0 34 2.7 3.8 35 27 25 24 24 24
PCE Price Index 7.2 4.7 4.1 4.2 25 2.6 1.8 33 2.9 3NS50 B2 -3 RN 2 2 W22

Forecasts for interest rates and the Federal Reserve’s Advanced Foreign Economies Index represent averages for the quarter. Forecasts for Real GDP, GDP Price Index, CPI and
PCE Price Index are seasonally adjusted annual rates of change (saar). Individual panel members’ forecasts are on pages 4 through 9. Historical data: Treasury rates from the Fed-
eral Reserve Board's H.15; AAA-AA and A-BBB corporate bond yields from Bank of Amenica-Merrill Lynch and are 15+ years, yield to maturity; State and local bond yields
from Bank of America-Merrill Lynch, A-rated, yield to maturity; Mortgage rates from Freddie Mac, 30-year, fixed; SOFR from the New York Fed. All interest rate data are
sourced from Haver Analytics. Historical data for Fed's Major Currency Index are from FRSR H.10. Historical data for Real GDP, GDP Price Index and PCE Price Index are from
the Bureau of Economic Analysis (BEA). Consumer Price Index history is from the Department of Labor’s Bureau of Labor Statistics (BLS).

US Treasury Yield Curve
Week ended May 24, 2024 & Year Ago vs.
2Q 2024 & 3Q 2025
Consensus Forecasts

5.50 F— + 5.50
5.00 ¥ + 5.00
4.50 ¥ ) 4.50
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350 ¥ + 3.50
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Long-Range Survey:

The table below contains the results of our twice-annual long-range CONSENSUS survey. There are also Top 10 and Bottom 10 averages for each
variable. Shown are consensus estimates for the years 2025 through 2030 and averages for the five-year periods 2026-2030 and 2031-2035. Apply
these projections cautiously. Few if any economic, demographic and political forces can be evaluated accurately over such long time spans.

......................... Average For The Year

Five-Year Averagos

2028 2026 2027 2028 2029 2030 2026-2030 2031-2036

1. Federal Funds Rate CONSENSUS 4.1 34 3.2 3.2 3.3 3.3 33 3.2
Top 10 Average 45 38 3.8 38 38 38 38 38
Bottom 10 Average 3.6 3.0 2.7 2.7 27 2.7 28 2.7
2. Prime Rate CONSENSUS 71 6.5 6.4 6.4 6.4 6.3 6.4 6.3
Top 10 Average 15 6.9 6.9 6.9 6.9 6.9 69 6.8
Bottom 10 Average 6.8 6.1 59 5.8 5.8 5.7 59 5.7
3. SOFR CONSENSUS 4.0 34 3.3 3.3 3.2 3.2 33 3.2
Top 10 Average 4.3 3.7 37 3.6 36 36 36 3.6
Bottom 10 Average 38 3.1 29 28 2.8 2.7 28 2.7
4. Conmmmercial Paper, 1-Mo CONSENSUS 4.0 3.4 34 33 3.3 33 34 3.3
Top 10 Average 42 36 36 3.6 35 35 3.6 3.6
Bottom 10 Average 38 32 3.0 3.0 3.0 29 3.0 29
5. Treasury Bill Yield, 3-Mo CONSENSUS 4.0 34 33 3.2 3.2 3.2 3.2 3.2
Top 10 Average 4.4 3.7 3.7 37 37 37 37 3.7
Bottom 10 Average 3.6 3.0 2.8 2.7 2.7 27 2.8 2.6
6. Treasury Bill Yield, 6-Mo CONSENSUS 4.0 3.5 34 34 34 33 34 33
Top 10 Average 43 38 38 37 3.7 3.7 3.8 3.7
Bottom 10 Average 37 32 3.0 29 29 28 3.0 2.8
7. Treasury Bill Yield, 1-Yr CONSENSUS 4.0 3.6 3.5 3.5 3.5 3.5 3.5 3.4
Top 10 Average 43 3.9 39 39 39 39 39 3.8
Bottom 10 Average 38 34 3.2 3.1 30 3.0 3.1 3.0
8. Treasury Note Yield, 2-Yr CONSENSUS 38 3.7 3.6 3.6 3.6 3.6 3.6 3.6
Top 10 Average 4.1 4.0 4.1 4.1 4.1 4.1 4.1 4.1
Bottom 10 Average 35 33 32 3.1 3.1 3.1 32 3.0
9. Treasury Note Yield, 5-Yr CONSENSUS 3.9 3.8 38 3.9 3.9 3.9 3.9 3.9
Top 10 Average 4.2 4.2 4.3 4.3 4.5 44 43 4.5
Bottom 10 Average 3.6 35 34 33 34 34 34 33
10. Treasury Note Yield, 10-Yr  CONSENSUS 4.0 4.0 4.0 4.0 4.2 4.2 4.1 4.2
Top 10 Average 44 4.5 4.5 4.6 4.7 4.7 4.6 4.8
Bottom 10 Average 37 36 35 35 36 36 35 3.6
11. Treasury Bond Yield, 30-Yr CONSENSUS 42 4.2 4.2 43 44 4.4 43 44
Top 10 Average 4.5 4.6 4.7 438 49 4.9 4.7 4.9
Bottom 10 Average 39 39 38 3.8 38 39 38 38
12. Corporate Aaa Bond Yield CONSENSUS 5.1 5.1 5.1 5.2 53 53 5.2 5.2
Top 10 Average 5.4 54 5.6 5.7 58 5.8 5.7 5.8
Bottom 10 Average 48 4.7 4.7 4.7 4.7 4.7 4.7 47
13. Corporate Baa Bond Yield =~ CONSENSUS 6.0 6.0 6.1 6.1 6.2 6.2 6.1 6.2
Top 10 Average 6.3 6.3 6.5 6.6 6.7 6.7 6.5 6.7
Bottom 10 Average 57 57 5.6 5.6 5.6 57 5.6 57
14. State & Local Bonds Yield CONSENSUS 4.1 4.1 4.2 4.2 4.3 44 4.2 4.3
Top 10 Average 44 45 4.5 4.6 4.7 4.7 4.6 4.8
Bottom 10 Average 38 38 3.8 38 38 3.8 38 3.7
15. Home Mortgage Rate CONSENSUS 6.3 6.1 6.1 6.1 6.1 6.2 6.1 6.1
Top 10 Average 6.7 6.5 6.5 6.5 6.6 6.6 6.6 6.6
Bottom 10 Average 6.0 57 5.7 5.6 5.6 56 56 5.5

A. Fed's AFENominal $ Index CONSENSUS 115.6 114.6 114.3 113.9 113.4 112.8 113.3 112.3

Top 10 Average 116.9 116.3 115.8 115.7 115.3 115.1 115.6 114.8

Bottom 10 Average 114.2 113.0 1127 1121 1115 110.9 1120 110.1

---------------------- Year-Over-Year, % Change -----cesereccccrcannes Five-Year Averages

2026 2026 2027 2028 2029 2030 2026-2030 2031-2036

B. Real GDP CONSENSUS 1.9 2.0 2.1 2.1 2.0 2.0 2.1 2.0
Top 10 Average 23 23 23 23 23 23 23 22
Bottom 10 Average 1.6 1.8 1.9 1.8 18 18 1.8 1.8
C. GDP Chained Price Index CONSENSUS 23 22 22 2.1 22 2.1 22 2.1
Top 10 Average 2.6 24 24 23 23 23 24 23
Bottom 10 Average 2.1 20 2.0 20 2.0 2.0 20 2.0
D. Consumer Price Index CONSENSUS 24 2.2 2.2 2.2 2.2 2.2 22 22
Top 10 Average 2.7 24 24 24 24 24 24 24
Bottom 10 Average 2.1 2.1 20 20 20 20 20 20
E. PCE Price Index CONSENSUS 2.2 2.1 2.1 2.1 2.1 2.1 2.1 2.1
Top 10 Average 24 23 23 23 23 23 23 2.2
Bottom 10 Average 20 1.9 19 1.9 20 20 19 2.0



Line No.
1.
2.
3
4.
5.
Notes: (1)
(2)
(3)
(4)
(5)
(6)

7
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Projected Market Appreciation of the S&P Utility Index
Derivation of Mean Equity Risk Premium Based Studies
Using Holding Period Returns and
Projected Market Appreciation of the S&P Utility Index
Implied Equity Risk
Premium using Implied Equity Risk
Prospective Interest Premium using
Rates Current Interest Rates
Historical Equity Risk Premium (1) 4.02 % 4.02 %
Regression of Historical Equity Risk
Premium 4.81 (2) 477 (3)
Forecasted Equity Risk Premium Based on
PRPM (4) 4.39 439
Forecasted Equity Risk Premium based on
Projected Total Return on the S&P Utilities
Index (Bloomberg, Value Line, and S&P
Capital IQ Data) 481 (5) 4.77 (6)
Average Equity Risk Premium (7) 451 % 449 %

Based on S&P Public Utility Index monthly total returns and Moody's Public Utility Bond average monthly
yields from 1928-2023. Holding period returns are calculated based upon income received (dividends and
interest) plus the relative change in the market value of a security over a one-year holding period.

This equity risk premium is based on a regression of the monthly equity risk premiums of the S&P Utility
Index relative to Moody's A2 rated public utility bond yields from 1928 - 2023 referenced in note 1 above.
Using the equation generated from the regression, an expected equity risk premium is calculated using the
prospective A2 rated public utility bond yield of 5.65% (from line 3, page 1 of this Exhibit).

This equity risk premium is based on a regression of the monthly equity risk premiums of the S&P Utility
Index relative to Moody's A2 rated public utility bond yields from 1928 - 2023 referenced in note 1 above.
Using the equation generated from the regression, an expected equity risk premium is calculated using the
current A2 rated public utility bond yield of 5.69% (from line 4, page 1 of this Exhibit).

The Predictive Risk Premium Model (PRPM) is applied to the risk premium of the monthly total returns of
the S&P Utility Index and the monthly yields on Moody's A2 rated public utility bonds from January 1928 -
May 2024.

Using data from Bloomberg, Value Line, and S&P Capital [Q for the S&P Utilities Index, an expected return
of 10.46% was derived based on expected dividend yields and long-term growth estimates as a proxy for
market appreciation. Subtracting the expected A2 rated public utility bond yield of 5.65%, calculated on
line 3 of page 1 of this Exhibit results in an equity risk premium of 4.81%. (10.46% - 5.65% = 4.81%)
Using data from Bloomberg, Value Line, and S&P Capital IQ for the S&P Utilities Index, an expected return
of 10.46% was derived based on expected dividend yields and long-term growth estimates as a proxy for
market appreciation. Subtracting the current A2 rated public utility bond yield of 5.69%, calculated on line
4 of page 1 of this Exhibit results in an equity risk premium of 4.77%. (10.46% - 5.69% = 4.77%)

Average of lines 1 through 4.



10.00

8.00 -

6.00

4.00 -

Washington Gas Light Company

Equity Risk Premium (%)

Constant
7.5227 %

Constant
75227 %

Notes:

A2 Rated Moody's Bond Yield {%)

Prospective
A2 Rated
Utility Bond
Slope (1)
-0.4833 565 %
Current A2
Rated Utility
Slope Bond (2)
-0.4833 569 %

(1) From line 3 of page 1 of this Exhibit.
(2) From line 4 of page 1 of this Exhibit.

Source of Information: Regulatory Research Associates.
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Prediction of Equity Risk Premiums Relative to
Moody's A2 Rated Utility Bond Yields

y =-0.4833x + 7.5227
R? = 0.8704

Prospective
Equity Risk
Premium
479 %

Prospective
Equity Risk
Premium
477 %
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[ [2] 3] f4] [5] [6] 7 ]
Indicated
Value Line Traditional Common
Proxy Group of Six Natural Gas Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost Equity Cost
Distrit Comp Beta Adjusted Beta Beta Premium (1) Rate (2) Rate Rate Rate (4)
Atmos Energy Corporation 0.85 0.76 0.80 859 % 441 % 1128 % 11.71 % 11.50 %
New Jersey Resources Corporation 1.00 0.74 0.87 8.59 4.41 11.89 12.16 12.02
NiSource Inc. 0.95 0.77 0.86 8.59 4.41 11.80 12.10 11.95
Northwest Natural Holding Company 0.85 0.63 0.74 8.59 4.41 10.77 11.33 11.05
ONE Gas, Inc. 0.85 0.64 0.75 8.59 441 10.85 11.39 11.12
Spire Inc. 0.85 0.79 0.82 8.59 4.41 11.46 11.84 11.65
Mean 0.81 11.34 % 11.76 % 11.55 %
Median 0.81 1137 % 11.78 % 11.58 %
Average of Mean and Median 0.81 1136 % 11.77 % 11.57 %
Proxy Group of Six Natural Gas Distribution Companies Using Current Interest Rates
(1l (2] 3] (4] (8] [6] 7 {8)
Indicated
Value Line Traditional Common
Proxy Group of Six Natural Gas Adjusted Bloomberg Average Market Risk Risk-Free CAPM Cost ECAPM Cost Equity Cost
Distribution Compani Beta Adjusted Beta Beta Premium (1) Rate (3) Rate Rate Rate (4)
Atmos Energy Corporation 0.85 0.76 0.80 851 % 455 % 1135 % 11.78 % 1157 %
New Jersey Resources Corporation 1.00 0.74 0.87 8.51 4.55 11.95 12.22 12.09
NiSource Inc. 0.95 0.77 0.86 8.51 4.55 11.86 12.16 12,01
Northwest Natural Holding Company 0.85 0.63 0.74 8.51 4.55 10.84 11.40 1112
ONE Gas, Inc. 0.85 0.64 0.75 8.51 4.55 10.93 11.46 11.19
Spire Inc. 0.85 0.79 0.82 851 4.55 11,52 1191 11,71
Mean 0.81 1141 % 11.82 % 11.62
Median 0.81 11.44 % 11.84 % 11.64 %
Average of Mean and Median 0.81 1143 % 11.83 % 11.63 %

Notes on page 2 of this Exhibit.




Notes:
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(1) The market risk premium (MRP) is derived by using five different measures from four sources: Kroll, Value Line, Bloomberg, and S&P Capital IQ as

illustrated below:

Measure 1: Kroll Arithmetic Mean MRP (1926-2023)

Arithmetic Mean Monthly Returns for Large Stocks 1926-2023:
Arithmetic Mean Income Returns on Long-Term Government Bonds:
MRP based on Kroll Historical Data:

Measure 2: Application of a Regression Analysis to Kroll Historical Data
(1926-2023)

Measure 3: Application of the PRPM to Kroll Historical Data
(January 1926 - May 2024)

Measure 4: Value Line Projected MRP (Thirteen weeks ending May 31, 2024)

Total projected return on the market 3-5 years hence*:
Risk-Free Rate (see notes 2 and 3):
MRP based on Value Line Summary & [ndex:
*Forcasted 3-5 year capital appreciation plus expected dividend yield

Measure 5: Bloomberg, Value Line, and S&P Capital 1Q Projected Return on the
Market based on the S&P 500

Total return on the Market based on the S&P 500:

Risk-Free Rate (see notes 2 and 3):
MRP based on Bloomberg, Value Line, and S&P Capital IQ data

Average of all MRP Measures:

(2) For reasons explained in the Direct Testimony, the appropriate risk-free rate for cost of capital purposes is the average forecast of 30 year Treasury
Bonds per the consensus of nearly 50 economists reported in Blue Chip Financial Forecasts. (See pages 7 and 8 of Exhibit WG (C)-4.) The projection of

the risk-free rate is illustrated below:

Second Quarter 2024
Third Quarter 2024
Fourth Quarter 2024
First Quarter 2025
Second Quarter 2025
Third Quarter 2025
2026-2030
2031-203S

(3) Three-month average on 30-year Treasury bond yield ended May, 2024 as shown below:

May 2024
April 2024
March 2024

(4) Average of Column 6 and Column 7,

Sources of Information:

Value Line Summary and Index

Blue Chip Financial Forecasts, May 31, 2024
Kroll 2023 SBBI® Yearbook

S&P Capital IQ

Bloomberg Professional Services

4.60
4.50
4.50
4.40
4.30
4.30
4.30
4.40

441

4.62
4.66
4.36

4.55

%

%

%

%

Using

Prospective Using Current

Interest Rates Interest Rates
12.16 % 1216 %
4.99 4.99
717 % 717 %
793 % 779 %
944 % 9.44 %
12.05 % 12.05 %
441 4.55
7.64 % 7.50 %
1519 % 1519 %
4.41 4.55
10.78 % 10.64 %
8.59 % 851 %
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Washington Gas Light Company
Basis of Selection of the Group of Non-Price Regulated Companies

Comparable in Total Ris the Proxyv Group of Six Natural Gas Distribution Companies

The criteria for selection of the proxy group of non-price regulated companies comparable in total
risk to the proxy group of six natural gas distribution companies was that the non-price regulated
companies be domestic and reported in Value Line Investment Survey (Standard Edition).

The proxy group of non-price regulated companies was selected based on the unadjusted beta range
of 0.64 - 0.92 and residual standard error of the regression range of 2.7845 - 3.3209 of the proxy
group of six natural gas distribution companies.

These ranges are based upon plus or minus two standard deviations of the unadjusted beta and
standard error of the regression. Plus or minus three standard deviations captures 95.50% of the
distribution of unadjusted betas and residual standard errors of the regression.

The standard deviation of the Utility Proxy Group's residual standard error of the regression is
0.1341. The standard deviation of the standard error of the regression is calculated as follows:

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regressio

2N

where: N = number of observations. Since Value Line betas are derived from weekly price change
observations over a period of five years, N = 259

Thus, 01341 =  3.0527 = _3.0527
[s1s 22.7596

Source of Information: Value Line Proprietary Database, March 2024.

Value Line Investment Survey (Standard Edition).
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Washi Gas Light C
Basis of Selection of Comparable Risk
D ic Non-Price Regulated C .
1l [2] 3] (4]
Proxy Group of Six Natural Gas Value Line Unadjusted Residual Standard Standard Deviation
Distribution Companies Adjusted Beta Beta Error of the Regression of Beta
Atmos Energy Corporation 0.85 0.75 2.9055 0.0650
New Jersey Resources Corporation 0.95 0.92 3.0281 0.0678
NiSource Inc. 0.90 0.83 2.6617 0.0596
Northwest Natural Holding Company 0.85 0.71 3.3660 0.0753
ONE Gas, Inc. 0.85 0.71 3.2528 0.0728
Spire Inc. 0.85 0.74 3.1022 0.0694
Average 0.88 0.78 3.0527 0.0683

Beta Range (+/- 2 std. Devs. of Beta) 0.64 0.92

2 std. Devs. of Beta 0.14
Residual Std. Err. Range (+/- 2 std.

Devs. of the Residual Std. Err.) 2.7845 3.3209
Std. dev. of the Res. Std. Err. 0.1341
2 std. devs. of the Res. Std. Err. 0.2682

Source of Information:

Value Line Proprietary Database, March 2024.



Proxy Group of Non-Price Regulated Companies

Comparable in Total Risk to the

Proxy Group of Six Natural Gas Distribution Companies
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1 3] 4
Residual Standard Standard

Proxy Group of Fifty-Two Non-Price Value Line Unadjusted Error of the Deviation of
Regulated Companies Adjusted Beta Beta Regression Beta

3M Company 0.95 0.90 28014 0.0627
Abbott Labs, 0.90 0.79 2.9435 0.0659
AbbVie Inc. 0.85 0.71 2.9836 0.0668
Agilent Technologies 0.95 0.86 28446 0.0636
Air Products & Chem. 0.90 0.84 3.0254 0.0677
Alphabet Inc. 0.90 0.80 3.1753 0.0710
Altria Group 0.85 0.76 2.8496 0.0638
Apple Inc. 0.95 0.90 3.1817 0.0712
Archer Daniels Midl' 0.95 0.90 3.2558 0.0728
Assurant Inc. 0.90 0.79 3.0402 0.0680
AutoZone Inc. 0.95 0.88 3.2696 0.0732
Booz Allen Hamilton 0.85 0.73 3.2604 0.0730
Brady Corp. 0.95 0.90 2.8700 0.0642
BWX Technologies 0.80 0.67 3.2423 0.0725
CACIInt'l 0.90 0.79 2.9988 0.0671
Casey's Gen'l Stores 0.90 0.79 3.1675 0.0709
Cencora 0.80 0.65 2.9558 0.0661
Cisco Systems 0.85 0.74 2.8338 0.0634
CSW Industrials 0.85 0.77 3.2757 0.0733
Danaher Corp. 0.90 0.81 3.0396 0.0680
Dolby Labs. 0.95 0.86 2.9431 0.0659
Exponent, Inc. 0.95 0.88 3.3207 0.0743
Fastenal Co. 0.90 0.79 29654 0.0664
Franklin Electric 0.90 0.82 29449 0.0659
GATX Corp. 0.95 0.90 2.9590 0.0662
Henry (Jack) & Assoc 0.85 0.74 3.1969 0.0715
Hunt (J.B.) 0.95 091 3.2879 0.0736
L3Harris Technologie 0.90 0.83 3.1265 0.0704
Landstar System 0.80 0.65 2.8850 0.0646
Lockheed Martin 0.85 0.74 2.8649 0.0641
McKesson Corp. 0.85 0.70 3.1414 0.0703
Microsoft Corp. 0.90 0.78 2.8521 0.0638
MSC Industrial Direc 0.90 0.84 2.9743 0.0666
Oracle Corp. 0.85 0.70 3.1087 0.0696
O'Reilly Automotive 0.90 0.84 3.0511 0.0683
0S1 Systems 0.90 0.81 3.0233 0.0676
Packaging Corp. 0.95 0.85 2.8655 0.0641
Pfizer, Inc. 0.80 0.67 3.1656 0.0708
Philip Morris Int'l 0.95 0.87 2.8492 0.0638
Prestige Consumer 0.85 0.76 3.2454 0.0726
Selective Ins. Group 0.85 0.74 2.9866 0.0668
Sensient Techn. 0.90 0.84 28182 0.0631
Service Corp. Int'] 0.90 0.84 3.1819 0.0712
Sherwin-Williams 0.95 0.89 2.9050 0.0650
Smith (A.0.) 0.90 0.79 3.0917 0.0692
Thermo Fisher Sci. 0.85 0.76 2.8528 0.0638
UniFirst Corp. 0.90 0.81 3.0645 0.0686
UnitedHealth Group 0.95 091 3.1317 0.0701
Universal Corp. 0.80 0.68 3.2741 0.0733
VeriSign Inc. 0.90 0.80 2.8918 0.0647
Waters Corp. 0.95 0.85 3.1725 0.0710
Watsco, Inc. 0.85 0.77 3.1365 0.0702
Average 0.89 0.80 3.0441 0.0681
Proxy Group of Six Natural Gas

Distribution Companies 0.88 0.78 3.0527 0.0683

Source of Information:

Value Line Proprietary Database, March 2024.
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Washington Gas Light Company
Summary of Cost of Equity Models Applied to
Proxy Group of Non-Price Regulated Companies
omparable in Total Risk to the Proxy Grou|
Proxy Group of Fifty- Proxy Group of Fifty-
Two Non-Price Two Non-Price
Regulated Companies Regulated Companies
using Prospective using Current Interest
Principal Methods Interest Rates Rates
Discounted Cash Flow Model (DCF) (1) 11.08 % 11.08 %
Risk Premium Model (RPM) (2) 12.53 12.33
Capital Asset Pricing Model (CAPM) (3) 12.11 12.17
Mean 1191 % 1186 %
Median 1211 % 1217 %
Average of Mean and Median 1201 % 1202 %

Notes:
(1) From pages 2 of this Exhibit.
(2) From page 3 of this Exhibit.
(3) From pages 6-7 of this Exhibit.
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Washington Gas Light Company
DCF Results for the Prnxy Graup of Non-Price-ReguIated Companies Comparable in Tocal Risk to the
1] (2 [3] [4) is] (6] 7 (8]
Value Line Zack's Five Year Yahoo! Finance S&P Capital [Q Average
Proxy Group of Fifty-Two Projected Five Projected Projected Five Projected Five Projected Five Indicated
Non-Price Regulated Average Year Growth in Growth Rate in Year Growth in Year Growth in Year Growth Adjusted Common Equity
Companies Dividend Yield EPS EPS EPS EPS Rate in EPS (1} Dividend Yield Cost Rate (2)
3M Company 3.00 % 30.50 % 750 % (4.86) % (3.33) % 19.00 % 329 % 2229 % (3)
Abbott Labs. 2.02 4,00 9.00 7.50 7.67 7.04 2.09 9.13
AbbVie Inc. 3.68 4.00 6.90 6.21 7.29 6.10 379 9.89
Agilent Technologies 0.66 8.00 6.80 4.95 5.26 6.25 0.68 693
Air Products & Chem. 290 10.50 7.50 6.58 1048 877 3.03 11.80
Alphabet [nc. 0.50 12.00 17,50 18.24 17.21 16.24 054 16.78
Altria Group 898 6.00 3.20 339 376 4.09 9.16 13.25
Apple Inc, 057 6.50 12.50 9.72 10.63 9.84 0.60 10.44
Archer Daniels Midl' 3.28 7.50 NA (4.20) (2.85) 750 3.40 1090
Assurant Inc. 163 9.50 6.20 6.20 6.19 7.02 1.69 8.71
AutoZone Inc. - 1250 13.20 11.65 14.83 13.05 - NA
Booz Allen Hamilton 138 8.50 13.70 13.70 11.66 11.89 146 1335
Brady Corp. 1.56 13.00 7.70 770 8.96 934 1.63 1097
BWX Technologies 1.01 6.50 9.40 2.49 1044 7.21 1.05 8.26
CACl Intl - 7.00 10.40 6.70 1117 8.82 - NA
Casey’s Gen'l Stores 054 11.00 9.70 1031 9.74 10.19 0.57 10.76
Cencora 0.87 6.50 10.70 934 10.03 9.14 091 10.05
Cisco Systems 3.31 450 5.50 347 3.49 424 3.38 7.62
CSW Industrials 0.35 12.50 15.00 12,00 15.00 13.63 037 14.00
Danaher Corp. 0.43 7.00 8.60 7.52 793 7.76 045 8.21
Dolby Labs. 147 9.50 NA 16.00 NA 1275 156 1431
Exponent, Inc. 130 7.50 NA 15.00 NA 11.25 137 12.62
Fastenal Co. 220 9200 9.00 6.33 NA 811 2.29 10.40
Franidin Electric 0.99 7.00 12.00 13.40 12,00 1110 1.04 12.14
GATX Corp. 176 1150 NA 12.00 NA 1175 186 13.61
Henry (Jack) & Assoc 131 6.50 7.50 7.50 823 743 136 879
Hunt (J.B.) 0.96 7.50 13.60 7.60 11.29 10,00 1.01 1101
L3Harris Technologie 218 9.50 9.20 9.22 9.16 9.27 228 1155
Landstar System 073 3.00 NA 12.00 11.00 8.67 0.76 9.43
Lockheed Martin 277 9.50 4.10 348 273 495 2.84 7.79
McKesson Corp. 0.46 8.00 13.60 11.76 12.40 11.44 0.49 1193
Microsoft Corp. 0.72 14.00 16.10 15.03 13.72 1471 0.77 15.48
MSC Industrial Direc 355 5.00 NA 9.12 NA 7.06 3.68 10.74
Oracle Corp. 132 10.00 9.70 991 11.40 1025 139 11.64
0'Reilly Automotive - 10.50 13.00 11.40 13.25 12.04 - NA
0S! Systems - 10.50 11.00 8.00 1150 10.25 - NA
Packaging Corp. 2.75 9.00 2.80 (14.29) 4.94 5.58 2.83 8.41
Pfizer, Inc. 613 250 10.70 (0.49) 10.01 7.74 637 14.11
Philip Morris Intl 547 5.00 7.50 9.56 8.68 7.69 5.68 1337
Prestige Consumer - 6.00 8.00 8.00 8.50 7.63 - NA
Selective Ins, Group 1.38 16.50 16.20 17.15 17.17 16.75 150 18.25
Sensient Techn. 230 2.50 NA 3.80 15.00 7.10 238 948
Service Corp, Intl 1.68 5.50 10.10 12.00 10.12 9.43 176 1119
Sherwin-Williams 0.89 11.00 10.90 1137 1042 1092 0.94 11.86
Smith (A.0)) 149 9.00 9.00 10.00 10.00 9.50 1.56 11.06
Thermo Fisher Sci. 0.27 6.00 9.90 6.82 9.30 8.01 0.28 8.29
UniFirst Corp. 0.80 9.50 NA 7.80 NA 8.65 0.83 948
UnitedHealth Group 1.54 12.00 1250 1292 10.29 1193 163 1356
Universal Corp. 636 18,50 NA NA NA 18.50 6.95 2545 3)
VeriSign Inc. - 12,50 NA 8.00 NA 1025 - NA
Waters Corp. - 6.50 5.30 5.54 6.45 595 - NA
Watsco, Inc, 245 9.00 NA 4.42 NA 6.71 253 9.24
NA= Not Available Mean 11.18 %
Median 1097 %
Average of Mean and Median 11.08 %
Notes:
{1) Average of columns 2 through 5 excluding negative growth rates.
{2) The application of the DCF model to the domestic, non-price regulated comparable risk is to the appl of the DCF to the Utlity Proxy

Source of Information:

Groups. The dividend yield is derived by using the 60 day average price and the spot Indlca;ed dividend as of 05/31 /2024 The divid
1/2 the average projected growth rate in EPS, which is calculated by averaging the S year projected growth in EPS provided by Value Line, www.zacks.com,
www.yahoo.com, and S&P Capital IQ (excluding any negative growth rates) and then adding that growth rate to the adjusted dividend yield.

(3) Results were excluded from the final average and median as they were more than two standard deviations from the proxy group’s mean.

Value Line Investment Survey.
www.zacks.com, Downloaded on 05/31/2024
www.yahoo.com, Downloaded on 05/31/2024

S&P Capital IQ

d yield is then adj

d by



Notes:

(1)

(2)

(3)

A2 Corp. Bond Baa2 Corp.
Yield Bond Yield Spread
May 2024 5.62 % 595 % 033 %
April 2024 5.67 6.00 0.33
March 2024 5.42 5.75 0.33
Average yield spread 0.33
2/3 of spread 0.22

(4

Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model

Exhibit WG (C)-7
Page 3 of 7

Using an Adjusted Total Market Approach
Proxy Group of Fifty- Proxy Group of Fifty-
Two Non-Price Two Non-Price
Regulated Regulated
Companies using Companies using
Prospective Interest Current Interest
Rates Rates
Prospective Yield on Baa2 Rated
Corporate Bonds (1) 6.01 %
Current Yield on Baa2 Rated
Corporate Bonds (2) 5.90 %
Adjustment to Reflect Bond rating
Difference of Non-Price Regulated (0.22) (0.22)
Companies (3)
Adjusted Bond Yield 5.79 5.68
Equity Risk Premium (4) 6.74 6.65
Risk Premium Derived Common
Equity Cost Rate 1253 % 12.33 %

Average forecast of Baa corporate bonds based upon the consensus of nearly 50
economists reported in Blue Chip Financial Forecasts dated May 31, 2024 (see pages 7 and

8 of Exhibit WG (C)-4). The estimates are detailed below.

Second Quarter 2024
Third Quarter 2024
Fourth Quarter 2024
First Quarter 2025
Second Quarter 2025
Third Quarter 2025
2026-2030
2031-2035

Average

6.10 %
6.00
6.00
5.90
5.90
5.90
6.10
6.20

6.01 %

Three-month average Baa2 corporate bond yield ended April, 2024 as reported by

May-24
Apr-24
Mar-24

Average

5.95
6.00
5.75

5.90 %

The average yield spread of Baa2 rated corporate bonds over A2 corporate bonds for the
three months ending May 2024. To reflect the A3 average rating of both Non-Price
Regulated Proxy Groups, the yield on Baa corporate bonds must be adjusted by 2/3 of the

spread between A2 and Baa2 corporate bond yields as shown below:

From page 5 of this Exhibit.
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Comparison of Long-Term Issuer Ratings for the
Standard & Poor’s
Long-Term Issuer Rating Long-Term Issuer Rating
May 2024
Proxy Group of Fifty-Two Non-Price Long-Term Issuer Numerical Long-Term Issuer Numericat
Regulated Companies Rating Weighting (1) Rating Weighting (1)
3M Company A3 7.0 BBB+ 8.0
Abbott Labs. Aa3 4.0 AA- 4.0
AbbVie Inc. A3 7.0 A- 7.0
Agilent Technologies Baal 8.0 BBB+ 8.0
Air Products & Chem. A2 6.0 A 6.0
Alphabet Inc. Aa2 3.0 AA+ 2.0
Altria Group A3 7.0 BBB 9.0
Apple Inc. Aaa 1.0 AA+ 2.0
Archer Daniels Midl' A2 6.0 A 6.0
Assurant Inc. Baa2 2.0 BBB 9.0
AutoZone Inc. Baal 8.0 BBB 2.0
Booz Allen Hamilton N/A - N/A -
Brady Corp. N/A - N/A -
BWX Technologies Ba3 13.0 BB 12.0
CACI Int'l N/A -- BB+ 11.0
Casey's Gen'l Stores N/A -- N/A --
Cencora Baa2 9.0 BBB+ 8.0
Cisco Systems Al 5.0 AA- 4.0
CSW Industrials N/A - N/A -
Danaher Corp. A3 7.0 A- 7.0
Dolby Labs. N/A -- N/A --
Exponent, Inc. N/A - N/A -
Fastenal Co. N/A - N/A --
Franklin Electric N/A - N/A --
GATX Corp. Baa2 9.0 BBB 9.0
Henry (Jack) & Assoc N/A - N/A --
Hunt (J.B.) Baal 8.0 BBB+ 8.0
L3Harris Technologie Baa2 9.0 BBB 9.0
Landstar System N/A - N/A -
Lockheed Martin A2 6.0 A- 7.0
McKesson Corp. A3 7.0 BBB+ 8.0
Microsoft Corp. Aaa 1.0 AAA 1.0
MSC Industrial Direc N/A - N/A -
Oracle Corp. Baa2 9.0 BBB 9.0
O'Reilly Automotive Baal 8.0 BBB 2.0
OSI Systems N/A -- N/A --
Packaging Corp. Baa2 9.0 BBB 2.0
Pfizer, Inc. A2 6.0 A 6.0
Philip Morris Int'l A2 6.0 A- 7.0
Prestige Consumer N/A - BB 12.0
Selective Ins. Group Baa2 2.0 BBB 2.0
Sensient Techn. WR - NR --
Service Corp. Int'l Ba3 13.0 BB+ 11.0
Sherwin-Williams Baa2 9.0 BBB 9.0
Smith (A.0.) N/A - N/A -
Thermo Fisher Sci. A3 7.0 A- 7.0
UniFirst Corp. N/A - N/A -
UnitedHealth Group A2 6.0 A+ 5.0
Universal Corp. WR - BBB- 10.0
VeriSign Inc. Baa3 10.0 BBB 9.0
Waters Corp. N/A - N/A -
Watsco, Inc. N/A -~ N/A --
Average A3 7.3 BBB+ 7.6
(1) From page 4 of Exhibit WG (C})-4
Source of Information:

Bloomberg Professional Services.
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Washi Gas Light C
Derivation of Equity Risk Premium Based on the Total Market Approach
Using the Beta for

Proxy Group of Proxy Group of
Fifty-Two Non- Fifty-Two Non-
Price Regulated Price Regulated
Companies using Companies using
Prospective Current Interest
Line No, Equity Risk Premium Measure Interest Rates Rates
1. Kroll Equity Risk Premium (1) 596 % 596 %
2. Regression on Kroll Risk Premium Data 692 (2) 6.73 (3)
3. Kroll Equity Risk Premium based on PRPM (4) 8.46 8.46
4 Equity Risk Premium Based on Value Line
. Summary and Index 691 (5) 6.76 (6)
Equity Risk Premium Based on Bloomberg,
5. Value Line, and S&P Global Market Intelligence
S&P 500 Companies 10.05 (7) 9.90 (8)
6. Conclusion of Equity Risk Premium 7.66 % 756 %
7. Adjusted Beta (9) 0.88 0.88
8. Forecasted Equity Risk Premium 6.74 % 6.65 %
Notes:

(1) From note 1 of page 6 of Exhibit WG (C)-4.
(2) From note 2 of page 6 of Exhibit WG (C)-4.
(3) From note 3 of page 6 of Exhibit WG (C)-4.
(4) From note 4 of page 6 of Exhibit WG (C)-4.
(5) From note 5 of page 6 of Exhibit WG (C)-4.
(6) From note 6 of page 6 of Exhibit WG (C)-4.
(7) From note 7 of page 6 of Exhibit WG (C)-4.
(8) From note 8 of page 6 of Exhibit WG (C)-4.
(9) Average of mean and median beta from page 6 of this Exhibit.

Sources of Information:
Stocks, Bonds, Bills, and Inflation - 2023 SBBI Yearbook, Kroll.
Value Line Summary and Index.
Blue Chip Financial Forecasts, May 31, 2024
Bloomberg Professional Services.



Traditional CAPM and ECAPM

{1

Proxy Group of Fifty-Two Non- Value Line

Price Regulated Companies Adjusted Beta
3M Company 095
Abbott Labs. 0.0
AbbVie Inc. 0.85
Agilent Technologies 095
Air Products & Chem. 090
Alphabet Inc. 090
Altria Group 0.85
Apple Inc. 095
Archer Daniels Mid!l" 095
Assurant Inc. 0.90
AutoZone Inc. 095
Booz Allen Hamilton 085
Brady Corp. 095
BWX Technologies 0.80
CACl Int’] 090
Casey's Gen'l Stores 0.90
Cencora 080
Cisco Systems 0.85
CSW Industrials 085
Danaher Corp. 090
Dolby Labs. 095
Exponent, Inc. 095
Fastenal Co. 090
Franklin Electric 090
GATX Corp. 095
Henry (Jack) & Assoc 0.85
Hunt (J.B.) 095
L3Harris Technologie 090
Landstar System 0.80
Lockheed Martin 085
McKesson Corp. 0.80
Microsoft Corp. 090
MSC Industrial Direc 090
Oracle Corp. 085
O'Reilly Automotive 090
0Sl Systems 090
Packaging Corp. 095
Pfizer, Inc. 0.80
Philip Morris Int'l 095
Prestige Consumer 0.85
Selective Ins, Group 0.85
Sensient Techn. 090
Service Corp. Int'l 095
Sherwin-Williams 095
Smith (A.0.) 090
Thermo Fisher Sci. 085
UniFirst Corp. 090
UnitedHealth Group 095
Universal Corp. 0.80
VeriSign Inc. 090
Waters Corp. 095
Watsco, Inc. 085

(2}

Bloomberg
Beta

1.02
0.82
0.59
114
0.84
118
0.62
109
07
0.78
0.69
0.84
0.76
0.80
0.83
0.73
0.62
0.78
0.88
105
092
1.02
099
094
0.93
0.87
103
091
0.89
0.63
0.53
107
091
103
0.69
097
0.87
0.72
0.77
0.66
055
102
0.83
111
105
1.02
085
048
067
099
110
121

Mean

Median

Average of Mean and Median

Notes on page 7 of this Exhibit.

Results for the Proxy Group:
as Distribution

s of Non-Pric
and Prox

Using Prospective Interest Rates
13 [41 (]
Average Market Risk Risk-Free Rate
Beta Premium (1) (2)

099 859 % 441 %
0.86 859 441
0.72 859 441
1.04 859 441
0.87 8.59 441
1.03 8.59 441
0.74 859 441
1.02 859 441
083 8.59 441
0.84 8.59 441
0.82 8.59 441
0.84 8.59 44
0.86 8.59 441
0.80 8.59 44
0.86 859 441
0.81 8.59 44
071 859 441
0.81 8.59 41
0.86 859 441
098 8.59 44
093 8.59 441
098 8,59 441
095 8.59 441
092 859 441
0.94 859 441
0.86 8,59 441
099 859 41
091 8.59 441
0.85 8.59 44
0.74 859 441
0.67 8.59 441
098 8.59 441
091 859 44
094 859 441
0.80 8.59 41
093 859 441
091 8.59 441
0.76 8.59 441
0.86 8.59 441
0.76 859 441
0.70 859 441
096 8.59 441
0.89 8.59 441
1.03 8.59 441
097 8.59 441
094 8.59 441
0.88 8.59 441
0.72 8.59 441
0.73 8.59 441
095 8.59 441
1.03 8.59 441
1.03 859 441
0.88

0.88

0.88

in Total Risk to the

Exhibit WG (C)-7
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[6] 7 8]
Traditional
CAPM Cost ECAPM Cost Indicated Common
Rate Rate Equity Cost Rate (4)
1292 % 1294 % 1293 %
11.80 12.10 1195
10.60 11.20 1090
1335 13.26 1330
11.89 12.16 12.02
13.26 13.20 1323
10.77 1133 11.05
1317 1313 13.15
1154 1191 1172
11,63 11.97 11.80
1146 1184 11.65
11.63 1197 11.80
11.80 12.10 1195
11.28 11.71 1150
11.80 12,10 1195
1137 11.78 11.57
10.51 1113 10.82
1137 11.78 11,57
11.80 12,10 1195
1283 12.87 12,85
1240 12.55 1248
12.83 1287 12.85
12,57 12.68 12,63
1231 1249 12.40
1249 1262 12.55
11.80 1210 1195
1292 1294 1293
12.23 1242 1233
11.711 12.04 11.87
10,77 1133 11,05
1017 10.88 1052 (5)
1283 1287 12.85
1223 1242 1233
1249 12,62 12.55
1128 11.71 11,50
1240 1255 1248
1223 1242 1233
1094 1146 11.20
11.80 12,10 1195
1094 1146 11.20
1042 11.07 10.75
12,66 12.74 12.7¢
12.06 12.29 1218
13.26 13.20 13.23
1274 1281 12.78
1249 12.62 12,55
1197 12.23 12.10
10.60 11.20 1090
10.68 1126 1097
12,57 12.68 12,63
13.26 13.20 13.23
13.26 13.20 13.23
1196 % 12.22 % 12.12 %
1193 % 12.20 % 1210 %
1195 % 12.21 % 12.11 %
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Traditi
(1 (2 131 [4] [] (6] 71 8]
Traditional

Proxy Group of Fikty-Two Non- Value Line Bloomberg Average Market Risk Risk-Free Rate CAPM Cost ECAPM Cost Indicated Common

Price Regulated Companies Adjusted Beta Beta Beta Premium (1) 3) Rate Rate Equity Cost Rate (4)

3M Company 095 1.02 099 851 % 455 % 1297 % 1289 % 1298 %
Abbott Labs. 090 0.82 0.86 851 455 1186 12.16 12,01
AbbVie Inc. 0.85 0.59 0.72 851 4.55 1067 11.27 1097
Agilent Technologies 095 114 1.04 851 4.55 1339 1331 1335
Air Products & Chem. 090 0.84 0.87 851 4.55 1195 12.22 12,09
Alphabet Inc. 0.90 115 1.03 851 455 1331 13.25 13.28
Altria Group 0.85 0.62 0.74 851 455 10.84 11.40 1112
Apple Inc. 095 1.09 1.02 8.51 4.55 1322 13.18 13.20
Archer Daniels Midl’ 095 071 083 851 455 1161 1197 1179
Assurant Inc. 090 0.78 0.84 8.51 4.55 11.69 12,03 11.86
AutoZone Inc. 095 0.69 0.82 851 455 1152 1191 1171
Booz Allen Hamilton 085 0.84 0.84 851 455 11.69 1203 11.86
Brady Corp. 095 0.76 036 851 4.55 1186 12.16 12,01
BWX Technologies 0.80 0.80 0.80 851 4.55 1135 1178 1157
CACl Int'l 090 0.83 0.86 851 455 1186 12.16 1201
Casey's Gen'l Stores 0.90 0.73 0.81 8.51 455 1144 1184 11.64
Cencora 0.80 0.62 0.71 851 455 10.59 11.20 1090
Cisco Systems 0.85 0.78 0.81 8,51 4.55 1144 1184 1164
CSW Industrials 0.85 0.88 0.86 851 455 11.86 1216 12,01
Danaher Corp. 090 1.05 098 8.51 4.55 12.88 1293 1291
Dolby Labs, 095 092 093 851 455 1246 1261 1253
Exponent, inc. 095 1.02 098 8,51 4.55 12.88 1293 1291
Fastenal Co. 090 099 095 851 4.55 12.63 1274 12.68
Franklin Electric 090 094 092 851 4,55 1237 12.54 1246
GATX Corp. 095 093 094 851 455 12.54 12.67 1261
Heary (Jack) & Assoc 0.85 0.87 0.86 851 455 11.86 1216 12,01
Hunt (J.8.) 095 103 099 851 4.55 1297 1299 1298
L3Harris Technologie 0.90 091 091 851 455 1229 1248 1238
Landstar System 0.80 0.89 085 851 4.55 11.78 12.10 1194
Lockheed Martin 0.85 0.63 0.74 851 455 10.84 11.40 1112

McKesson Corp. 0.80 053 0.67 851 4.55 10.25 1095 1060 (5)

Microsoft Corp. 090 107 098 851 455 12.88 1293 1291
MSC Industrial Direc 0.90 091 091 851 4.55 12.29 1248 1238
Oracle Corp. 0.85 1.03 094 851 455 12,54 12,67 1261
O'Reilly Automotive 090 0.69 0.80 8,51 455 1135 11.78 1157
0S] Systems 090 097 093 8,51 4.55 1246 1261 12,53
Packaging Corp. 095 0.87 091 851 455 12.29 1248 1238
Pfizer, Inc. 0.80 0.72 0.76 8.51 455 1101 11.52 11.27
Philip Morris Int'l 095 0.77 0.86 851 4.5 1186 12,16 12,01
Prestige Consumer 0.85 0.66 0.76 851 4.55 1101 1152 1127
Selective Ins. Group 0.85 055 0.70 851 455 10.50 1114 10.82
Sensient Techn. 090 102 096 851 4.55 1271 1280 12.76
Service Corp. Int'] 095 083 0.89 851 455 1212 1235 1224
Sherwin-Williams 095 111 1.03 851 4.55 1331 1325 1328
Smith (A.0) 090 105 097 851 4.55 12.80 12.86 1283
Thermo Fisher Sci. 085 102 0.94 8.51 4.55 12,54 12,67 1261
UniFirst Corp. 090 085 0.88 8.51 455 12.03 1229 12.16
UnitedHealth Group 095 0.48 0.72 851 4.55 10.67 11.27 1097
Universal Corp. 0.80 067 0.73 8,51 4.55 10.76 1133 11.04
VeriSign Inc. 090 099 095 8.51 4.55 12,63 1274 1268
Waters Corp. 095 110 103 851 4.55 1331 13.25 13.28
Watsco, Inc. 0.85 121 1.03 851 4.55 1331 13.25 13.28

Mean 0.88 12.03 % 12.28 % 12.18 %

Median 0.88 1199 % 12.26 % 12.16 %

Average of Mean and Median 0.88 12,01 % 1227 % 12,17 %

Notes:
(1) From note 1 of page 2 of Exhibit WG (C)-S
(2) From note 2 of page 2 of Exhibit WG (C)-5
(3) From note 3 of page 2 of Exhibit WG (C)-5

(4) Average of CAPM and ECAPM cost rates.
(5) Results were excluded from the final average and median as they were more than two standard deviations from the proxy group's mean.
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Exhibit WG (C)-9

Page 1 of 1
Washington Gas Light Company
RRA Regulatory Rankings for the
Proxy Group of Six Natural Gas Distribution Companies
RRA

Regulatory
Operating Company Parent State RRA Regulatory Ranking [1] Ranking [1]
Atmos Energy ATO Colorado Average / 1 6
Atmos Energy ATO Kansas Below Average / 1 3
Atmos Energy ATO Kentucky Average / 2 5
Atmos Energy ATO Louisiana Average / 2 5
Atmos Energy ATO Mississippi Above Average / 3 7
Atmos Energy ATO Tennessee Above Average / 3 7
Atmos Energy ATO Texas Average / 1 6
Atmos Energy ATO Virginia Average /1 6
New Jersey Natural Gas NJR New Jersey Below Average / 1 3
Northern Indiana Public Service Company NI Indiana Average / 1 6
Columbia of Kentucky NI Kentucky Average / 2 S
Columbia of Maryland NI Maryland Below Average / 2 2
Columbia of Ohio NI Ohio Average / 2 5
Columbia of Pennsylvania NI Pennsylvania Above Average / 2 8
Columbia of Virginia NI Virginia Average / 1 6
Northwest Natural Gas NWN Oregon Average / 2 5
Northwest Natural Gas NWN Washington Average / 3 4
Kansas Gas Service 0GS Kansas Below Average / 1 3
Oklahoma Natural Gas 0GS Oklahoma Average / 3 4
Texas Gas Service 0GS Texas Average /1 6
Spire Alabama Inc. SR Alabama Above Average / 1 9
Spire GulfInc. SR Alabama Above Average / 1 9
Spire Mississippi Inc. SR Mississippi Above Average / 3 7
Spire Missouri East SR Missouri Average / 3 4
Spire Missouri West SR Missouri Average / 3 4
Proxy Group Company
Atmos Energy Corporation ATO Average / 1 5.63
New Jersey Resources Corporation NJR Below Average / 1 3.00
NiSource Inc. NI Average / 2 5.33
Northwest Natural Gas Company NWN Average / 2 4,50
ONE Gas, Inc. 0GS Average /3 4.33
Spire Inc. SR Above Average / 3 6.60
Proxy Group Average Average / 2 4.90
Sources:

[1] Regulatory Research Associates, as of May 31st, 2024
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ATTESTATION

|, DYLAN W. D'ASCENDIS, whose Testimony accompanies this Attestation,
state that such testimony was prepared by me or under my supervision; that |
am familiar with the contents thereof; that the facts set forth therein are true and
correct to the best of my knowledge, information and belief; and that | adopt the

same as true and correct.
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EXHIBIT WG (D)
PUBLIC
WASHINGTON GAS LIGHT COMPANY
District of Columbia

DIRECT TESTIMONY OF ROBERT E. TUORINIEMI

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS ADDRESS.

My name is Robert E. Tuoriniemi. | am the Chief Regulatory Accountant
for Washington Gas Light Company, (“Washington Gas” or the “Company”). My
business address is 6801 Industrial Road, Springfield, VA 22151.

I. QUALIFICATIONS

PLEASE DESCRIBE YOUR EDUCATION AND PROFESSIONAL
BACKGROUND.

| graduated from the University of Michigan in May 1978, with a Bachelor
of Business Administration Degree with an emphasis in Accounting. From
July 1978 through August 1988, | worked in the Detroit, Michigan, Houston,
Texas and Minneapolis, Minnesota offices of Arthur Andersen & Co.,
independent public accountants. During that time, | managed audits and
consulting projects for companies, including electric generation, transmission
and distribution, gas transmission and distribution, telephone, and steam utilities.
| also assisted in the preparation of testimony presented before several
regulatory commissions.

After a brief period with a non-utility employer, | was employed in
September 1989 as the Manager of Financial Reporting for Central Maine Power
Company (“Central Maine”), an electric utility serving central and southern

Maine. | was promoted to Comptroller in August 1995.

-1-
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PUBLIC

As Comptroller, | was Central Maine's Chief Accounting Officer and was
responsible for all accounting activities, including internal and external financial
reporting, preparation and filing of all tax returns, and cost of service
computations.

| was hired by Washington Gas in September 1996 and elected Controller
in October 1996. Since then, | have held positions as Executive Assistant to the
Chief Financial Officer and Division Head for Cost of Service. In October 2004,
| became the Chief Regulatory Accountant. During my employment at
Washington Gas, | have had responsibility for internal and external financial
reporting, tax return preparation and filing, preparation of the Company's
budgets, cash processing, cost of service computations, long-range planning,
and budgeting for Washington Gas. In 2019 and in 2021, utility revenue
accounting and energy accounting, respectively, were added to my area of
responsibility. In 2024, | also added utility derivative accounting and current
asset management.

| am a Certified Public Accountant and a member of various state and
national accounting organizations. | have also been a member of the American
Gas Association Accounting Principles Committee and General Accounting
Committee.

HAVE YOU TESTIFIED PREVIOUSLY?

Yes. | testified before the Public Service Commission of the District of
Columbia (“PSC of DC" or “Commission”), Public Service Commission of
Maryland (“PSC of MD”), the State Corporation Commission of Virginia (“SCC of
VA”), the Maine Public Utilities Commission and the Federal Energy Regulatory
Commission (“FERC").
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Il. PURPOSE OF TESTIMONY

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY?
A. The purpose of this testimony is to describe and support the test year “per

book” amounts, the adjustments to reflect the distribution-only basis, the resulting
distribution-only amounts, the ratemaking accounting adjustments, and the
resulting ratemaking amounts and to show the calculation justifying the
Company’s request for a base rate increase of $45.6 million.!

The request includes $11.7 million related to the revenue requirement for
the transfer of amounts being collected pursuant to the Company’s District of
Columbia accelerated replacement program through the PROJECTpipes
surcharge to base rates.? The request also includes the impact of new
depreciation rates included in the 2024 Depreciation Rate Study sponsored by
Company Witness White.3

My computations reflect a ratemaking rate base of $761.0 million.4
Multiplying that amount by the 7.874 percent overall rate of return developed by
Company Witness Burrows generates a required return of $59.9 million. Adding
this required return to total operating expenses, and adjusting the required return

for income taxes, results in a level of required ratemaking revenues of

1 In Formal Case No. 1093, In the Matter of the Investigation Into the Reasonableness of Washington
Gas Light Company’s Existing Rates and Charges for Gas Service, Order No. 17132 at 150-151, the
Commission directed Washington Gas to submit future rate case filings in such a manner that distribution-
only rate base, revenue, and expenses (and any adjustments thereto) are easily discernible from the
Company’s other regulated matters, such as purchased gas and transmission rate base, revenues, and
expenses.

2 Formal Case No. 1115, Application of Washington Gas Light Company for Approval of a Revised
Accelerated Pipe Replacement Program, Joint Motion and Unanimous Agreement of Stipulation and Full
Settlement, at 12 (December 10, 2014).

3 Exhibit WG (G), the Direct Testimony of Dr. Ronald E. White.

4 PROJECTpipes rate base totaling $81.6 million is included in this total.

-3-
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$257.2 million for the District of Columbia jurisdiction. Because existing rates will
generate revenues of $211.6 million, the Company is requesting an increase to
its base rate increase in annual base rate revenues of $45.6 million.
ARE THERE ANY OTHER COST OF SERVICE MATTERS YOU ADDRESS IN
THIS TESTIMONY?

Yes, there are. | address transactions with Washington Gas affiliates
included in the test year, as well as the effect of ongoing merger commitments
from Formal Case No. 1142 on the cost of service in this case. (See Section V.
Transactions With Affiliates Included In The Test Year and Section IX. Merger-
Related Commitments).

CAN YOU PROVIDE A GENERAL OUTLINE OF THE DATA YOUR
TESTIMONY COVERS AND THE CONCLUSION YOU REACH FROM
ANALYZING THE DATA?

Yes, | can. This testimony supports the financial data referred to as the
“District of Columbia Per Book” amounts, the adjustments to reflect the
distribution-only basis, the resulting distribution-only amounts, the ratemaking
accounting adjustments, and the resulting ratemaking amounts and shows the
ratemaking adjustments and the financial data for the rate effective period. The
financial data for the rate effective period (or “rate year”) is labeled the “District
of Columbia Ratemaking Amount.” This financial data substantiates the
Company’s request for a $45.6 million annual base rate increase. This request
for an increase is predicated on the following: (1) a test year consisting of the

twelve months ended (“TME”) March 31, 2024; (2) a rate effective period
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consisting of the TME July 31, 2026;5 and (3) an overall rate of return of

7.874 percent, including a return on equity (‘ROE”") of 10.50 percent. It also

includes the effects of an increase of $11.7 million related to the transfer of

amounts being collected pursuant to the Company's District of Columbia

accelerated replacement program through the PROJECTpipes surcharge to

base rates.

Q. PLEASE SUMMARIZE THE REASONS FOR THE DEFICIENCY IN THE

COMPANY’S NET OPERATING INCOME THAT CREATE THE NEED FOR AN
INCREASE IN REVENUE AND RATES.

A. Washington Gas has a long-standing commitment to provide its

customers with safe, reliable distribution service at just and reasonable rates,
which provide a reasonable return to our investors. The Company’s last base
rate increase for its District of Columbia customers was based on a test year of
the twelve months ended December 31, 2021, in Formal Case No. 1169.6 The
rates from Formal Case No. 1169 reflecting a $24.6 million” base rate revenue
increase were placed into effect on January 19, 2024,8 or more than 24 months
after the end of the test year in that case.® Order No. 21939 in Formal Case
No. 1169 provided for limited post-test year adjustments. When combined with

the lengthy procedural schedule in Formal Case No. 1169, the continued

5 The Company is proposing a procedural schedule that would allow it to place new rates into effect in
May 2025. The difference between that date and the rate effective period used to develop the ratemaking
adjustments in this cost of service has little or no impact on Washington Gas'’s revenue requirement
recommendation.

6 Formal Case No. 1169, In the Matter of the Application of Washington Gas Light Company for Authority
to Increase Existing Rates and Charges For Gas Service, Order No. 21939. (December 22, 2023)

7 The Commission approved a gross revenue increase of $24.6 million, including $4.7 million
PROJECTpipes surcharge revenue transfer to base rates.

8 Formal Case No. 1169, Order No. 21942 (January 11, 2024)

9 The test year ending March 31, 2024, does not include the full impact of the new rates approved in
Formal Case No.1169. Exhibit WG (D)-1, page 1 of 4, column C, lines 21 and 27.

-5-
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Commission practice of limiting adjustments that affect the rate effective period
results in Washington Gas continuing to earn well below the return on equity of
9.65 percent established in Formal Case No. 1169.10
Drivers of the Revenue Requirement
Q. PLEASE AQUANTIFY THE MAJOR DRIVERS OF THE REVENUE
REQUIREMENT INCREASE IN THIS CASE.

A. Exhibit WG (D)-7 presents a reconciliation of the cost of service that

underlies the rates approved in Formal Case No. 1169 compared with the cost
of service presented in this case. Following is a summary of the items that drive

the increase:

($ in Millions)
Cost of Service Formal Case No. 1169 $ 204.2
Changes in Rate Base Components
Formal Case No. 1169 Average to End of Period (“EOP”) 0.9
Rate Base Net Additions (January 2022-March 2023) EOP 8.6
Test Year Rate Base Net Additions (Average) 4.7
Total Rate Base Changes 14.2
Changes in Net Operating Income Components
Operation and Maintenance Expenses 9.7
Proposed New Depreciation Rates 7.7
Other Depreciation and Amortization Changes 3.8
General Taxes 8.4
Income Taxes 4.4

10 Formal Case No. 1169, Order No. 21939, paragraph 2, page 1 (December 22, 2023).
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Miscellaneous 0.3
Net Operating Income Changes 34.3
Chénges in Cost of Capital Components

Cost of Debt 1.7
Cost of Equity 26
Capital Structure 0.1
Cost of Capital Changes 4.4

Total Increase in Cost of Service 53.01

Cost of Service Current Case $ 257.2"2

PLEASE PROVIDE SOME PERSPECTIVE ON THE IMPACT OF THE
COMMISSION'S REVENUE INCREASE GRANTED IN FORMAL CASE
NO. 1169.

While | recognize the per book amounts only include a portion of the
$24.6 million rate increase that went into effect on January 16, 2024, the return
deficiency between the authorized 9.65 percent and the actual 3.55 percent is
6.10 percent. Using the Distribution'® amounts only column of Exhibit WG (D)-
1, page 1 of 4, column E, lines 20 and 26 which reflects the cost of service
exclusive of gas costs, the earned return on equity was 0.52 percent. If | simply
add Adjustment 1—Test Year Revenue Normalization to these amounts, | arrive
at a return on equity of 2.94 percent. This latter number reflects the full annual
revenue increase approved in Formal Case No. 1169 on a normal weather basis.

After reflecting the full approved increase in Formal Case No. 1169, the revenue

11 The difference between the growth in the cost of service of $53.0 million and the $45.6 miillion increase
in the revenue requirement represents increases in revenue since Formal Case No. 1169,

12 Exhibit WG (D)-1, Page 1 of 4, line 1, column H.

13 See the discussion below in Section IV. Summary of Testimony for a description of “Distribution
Amounts.”

-7-




© 00 ~N O O bW N -

N N N DN DN DN o e e ed e e o e e
g A W DN 2 O O O ~N OO A W N -~ O

WITNESS TUORINIEMI
PUBLIC
increase required to achieve the 9.65 percent authorized return is $26.1 million.
That is the revenue increase required simply to make the Company whole based
only on its unadjusted distribution costs and normalized revenues at Formal
Case No. 1169 rates.
HAS WASHINGTON GAS COMMUNICATED THE SEVERITY OF ITS
EARNINGS DEFICIENCY IN THE DISTRICT OF COLUMBIA TO THE
COMMISSION?

Yes, it has on multiple occasions. Formal Case No. 1169 included
substantial corroborating testimony addressing the challenges Washington Gas
faces due to lack of timely recognition of costs in rates. The Commission did not
modify its ratemaking practices sufficiently to address these challenges in its
decision in Formal Case No. 1169. While Commission Order No. 21939
discusses the Commission's continued reliance upon historical ratemaking
practices, it failed to recognize the resulting financial consequences those
practices created and continue to create.

Consequently, the $24.6 million change in base rates granted in Formal
Case No. 1169 does not remedy the severe under-earning the Company
demonstrated it was experiencing in Formal Case No. 1169 and continues to
experience today.

Further, based on the December 2023 Quarterly Earned Return report,
the Company earned a return on equity of 0.78 percent on a distribution-only

basis and 5.17 percent on a ratemaking basis.’* The March 2024 Quarterly

14 WGRORETR2024, Washington Gas - Quarterly Report on Weather Normalized Jurisdictional Earned
Return December 31, 2023-[CONFIDENTIAL] (February 29, 2024)
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Earned Return report, showed the Company earned a return on equity of 1.03
percent on a distribution-only basis and 6.15 percent on a ratemaking basis.'®
As Washington Gas has stated, a historical test year is not representative
of costs the Company faces over one year later when rates are projected to go
into effect for this case. In Formal Case No. 1162, rates went into effect one year
and three months after the end of the test period in that case. In Formal Case
No. 1169, rates went into effect two years after the end of the test period in that
case.'® As discussed by Company Witness Morrow in his Direct Testimony, the
Company manages a large capital program for the District of Columbia. The
District of Columbia, as it seeks to continually improve its community, asks
companies within its boundaries to work to minimize their impact, imposing these
policy costs on the Company and its customers. The Company contends with
general inflation including salary and wage increases and as a result, it is
impossible for rates based off an historical test year to reflect conditions one and
one quarter years later. Given these factors, the Company is filing this rate case
to ensure it has a fair opportunity to recover its costs.
WHAT DOES THE HISTORICAL TREND IN PER BOOK AND RATEMAKING
RETURN ON EQUITY REFLECT?
As shown in the table below, from Formal Case No. 11377 to the current
case, the return on equity on both a per book and a ratemaking basis have

trended downward. During the majority of the period, Washington Gas’s

15 WGRORETR2024, Washington Gas - Quarterly Report on Weather Normalized Jurisdictional Earned
Return March 31, 2023-{CONFIDENTIAL] (May 20, 2024).

16 Formal Case No. 1169, Order No. 21939. (December 22, 2023).

17 Formal Case No. 1137, In The Matter Of The Application Of Washington Gas Light Company For
Authority To Increase Existing Rates And Charges For Gas Service.
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authorized return on equity in the District of Columbia was 9.25 percent.'® The

Company never achieved this despite three rate cases during the period.®

Period?° Per Book ROE Ratemaking ROE
Sep-20152 10.70% 2.69%
Sep-2016 4.93% -3.95%
Sep-2017 5.42% 4.44%
Sep-2018%2 3.00% 7.62%
Dec-2019 5.04% 0.65%
Mar-202123 0.13% 3.23%
Dec-20212%* 3.31% 0.84%
Dec-2023%5 3.99% 5.17%
Mar-202426 3.55% 2.45%

18 Effective January 19, 2024, the authorized return on equity was 9.65 percent.

19 Formal Case No. 1137, Formal Case No. 1162, and Formal Case No. 1169.

20 Data provided for Formal Case No. 1137 and each of the fiscal year ends in 2017-2019. In 2019, the
Company moved from a September fiscal year end to December year end. Year-end data was not
assembled for 2020 during the pendency of Formal Case No. 1162,

21 From Formal Case No. 1137 Exhibit WG (D)-1, page 1 of 4 REVISED 05-31-2016.

22 |n the Quarterly Report on Weather Normalized Jurisdictional Earned Return for the twelve months
ended September 30, 2018, Washington Gas included a $6.9 million ratemaking adjustment
($5.0 million, net of income taxes) to lower operating expenses, to reflect the anticipated effect of the
Commission's decision in Order No. 18712 in Formal Case No. 1137 at 92, that netted balances and fully
amortized carrying charges on the pension and other postemployment benefits tracker through
October 2019. Actual results for the subsequent period reflected the discontinuation of the carrying cost
amortization. The reduction in expenses for the discontinuation of amortization of carrying costs was
offset by increases in other costs as demonstrated by the per book ROE in the following period, the twelve
months ended December 31, 2019, of 5.04 percent.

2 For the twelve months ended March 2021, the increase in ROE from 0.13 percent, on a per books
basis to 3.23 percent on a ratemaking basis is due to Washington Gas reflecting the $11.6 million annual
effect of the April 1, 2021, implementation of new base rates approved in Formal Case No. 1162.

24 Formal Case No. 1169, Exhibit WG (D)-1, page 1 of 4, line 27, columns D and G.

25 WGRORETR2024. (February 29,2024).

26 Exhibit WG (D)-1, page 1 of 4, line 27, columns C and G.
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