
































































































1 light of prevailing market conditions, and also in recognition of the potential for a shift in 

2 those conditions in the near future, i.e. monetary tightening. Secondly, I have considered 

3 this recommendation when viewed against the evidence presented in Mr. Sullivan's 

4 analysis. Based on my review of his analysis, when the previously described deficiencies 

5 are accounted for and corrected, his prescribed range of results are very much in line with 

6 those I've presented in my analysis. 

7 

8 CONCLUSION 

9 

10 Q. MR. ORNELAS, WHY DO YOU BELIEVE THAT A RETURN ON EQUITY OF 9.45%, A COST OF 

11 DEBT OF 5.68%, AND AN OVERALL RETURN ON RATE BASE OF 7.77% IS JUST AND 

12 REASONABLE IN THIS PROCEEDING? 

13 A. 

14 

15 

I have based my recommendations in this proceeding on the average costs of capital 

which are currently being incurred by publicly traded gas distribution utilities under 

prevailing economic and capital market conditions. Said another way, I have analyzed the 

16 average returns that investors are currently expecting in order to provide the debt and 

17 equity capital necessary to fund the operations of regulated gas distributing utilities. This 

18 analysis has been constructed from a diverse mix of historical, current, and forecast 

19 economic and financial data which was used to assess the impacts of a multitude of risk 

20 considerations associated with WGC. 

21 

22 Ultimately, it is my opinion that these recommendations satisfy a number of important 

23 objectives that are essential in determining a reasonable rate of return in this proceeding. 

24 These include the development of an imputed capital structure that is consistent with the 

25 normal financing structures of natural gas utilities; the development of an imputed cost 

26 of debt that is consistent with the types, and costs, of debt instruments generally used to 

27 fund regulated natural gas utilities; and the development of a ROE that is consistent with 

28 similarly situated investment opportunities currently available within the public utility 
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markets, and which support the financial stability and credit quality of WGC. Therefore, 

2 I request that the Commission adopt each of these recommended capital cost 

3 components, and find that an overall rate of return of 7. 77% is in the public interest. 

4 

5 Q. DOES THIS COMPLETE YOUR TESTIMONY? 

6 A. Yes it does. 
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BEFORE THE PUBLIC SERVICE COMMISSION OF WYOMING 

IN THE MATIER OF THE APPLICATION OF 
WYOMING GAS COMPANY FOR A GENERAL 
RATE INCREASE OF $473,219 PER ANNUM, 
TO AMEND ITS RULES AND REGULATIONS, 

AND TO CONFORM ITS TARIFFS PURSUANT 
TO REVISED COMMISSION RULES AND 
REGULATIONS EFFECTIVE MARCH 21, 2016 

DOCKET NO. 30009-60-ER-16 
RECORD NO. 14566 

AFFIDAVIT, OATH AND VERIFICATION 

Anthony J. Ornelas (Affiant) being of lawful age and being first duly sworn, hereby deposes and says that: 

Affiant is a Rate Analyst with the Wyoming Office of Consumer Advocate which is a party 
intervener In the general rate Increase application pursuant to its Notice of Intervention filed on 
October 20, 2016. 

Affiant prepared and caused to be filed the foregoing testimony. Affiant has, by all necessary 
action, been duly authorized to file this testimony and make this Oath and Verification. 

Affiant hereby verifies that, based on Affiant's knowledge, all statements and Information 
contained within the testimony and all of its attached schedules are true and complete and 
constitute the recommendations of the Affiant In his official capacity as a Rate Analyst for the 
Wyoming Office of Consumer Advocate. 

Further Affiant Sayeth Not. 

Dated this 2st11 day of February, 2017. 

Anthorw J •. Of na -yst 
Wyoming O ce of Consumer Advocate 
2515 Warren Avenue, Suite 204 
Cheyenne, WY 82002 
(307) 777-5744 

STATEOFWVOMNG ) 
) SS: 

COUNTY OF LARAMIE ) 

The foregoing was acknowledged before me by Anthony J. Ornelas on this 2sttt day of February, 2017. 
Witness my hand and official seal. 

My Commission Expires: (/ - ii. V-. / 7 
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Exhibit 202.1 

Value Line Data 

I Natural Gas Utllltles I I (Value Line) Ticker 

Operating Segment I % Gas Revenues 

(Value Line) 
I S&P Moody's I Cap. Size % of Debt % of Equity I 

(MllllonsJ Value Line Value line 

Beta 

Value Line 

1 

2 

3 

4 

5 

6 

7 

8 

9 

(a) 

Atmos Energy Corp. 

Chesapeake Utilities 

Nisource, Inc. 

Northwest Natural Gas. Co. 

ONE Gas, Inc. 

South Jersey lnductrles, Inc. 

Southwest Gas 

Spire, Inc. (formerly Laclede) 

WGL Holding. Inc. 

Range(Lowl 

Range (High) 

Median 

Mean 

Notes: 

(b) (c) 

ATO NATGASUTIL 

CPK NATGASUTIL 

NI NATGASUTIL 

NWN NATGASUTIL 

OGS NATGASUTIL 

Sii NATGASUTIL 

SWX NATGASUTIL 

SR NAT GAS UTIL 

WGL NAT GAS UTIL 

Value line Investment Survey (Natural Gas Utilities· 12/02/2016) 

(d) .. . . 
67% A A2 

66% N/A N/A 

66% BBB+ Bal 

97% A+ A3 

100% A· A2 

SS% BBB+ A2 

81% BBB+ A3 

96% A· Baa2 

49% A+ A3 

One Gas, lnc.'s T capitalization Data From 10-Q for Period Ending June 30, 2016. Beta reported by Value Line. 

1 

. . 
$7,600 

$1,100 

$7,100 

$1,600 

$3,270 

$2,600 

$3,500 

$3,000 

$3,400 

$1,100 

$7,600 

$3,270 

$3,686 

. . 
42.00% 

30.00% 

63.50% 

43.00% 

39.00% 

42.50% 

49.00% 

50.00% 

41.50% 

30.00% 

63.50% 

.. 
58.00% 

70.00% 

36.50% 

57.00% 

61.00% 

57.50% 

51.00% 

50.00% 

58.50% 

36.50% 

70.00% 

.. 
0.70 

0.65 

0.73 

0.65 

0.70 

0.80 

0.75 

0.70 

0.75 

0.65 

0.80 

42.50% 57.50% 0.70 

I 44.50% 55.50% 11 0.11 I 
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1 
2 
3 
4 
5 
6 
7 
8 
9 

I Comeanr: 
lal 

southwest G11 Corp. 
ONE Gu, Inc. 

Northwest Natu~I Gu Co. 
Chesapeake Utilities 
Spl,.,, Inc. (Fomwrly LKledel 
Atmos Ent'IV COip. 
,..SOURe, Inc. 

WGl Holdlnts, Inc. 
SOUth ltrSey Industries, Inc. 

Range(low) 
Range (High) 
Median 

Mean 

Notes: 

I 0pl!t'ating Segment 

Ticker IVakleUnel 
(bl lcl 

swx NATGASUTil 

OGS NATGASUTIL 

NWN NATGASUTIL 

CPK NATGASUTil 

Sil NATGASUTil 

ATO NATGASUTil 
NI NATGASUTil 

WGl NATGASUTIL 

Sii NATGASUTIL 

One11s, Inc. · Dita from Ya'- FINnce lln<ludlnc Dividend Yleld 

WYOMING GAS CO. • DISCOUNnD CASH FLOW MODEL 
CONSTANT GROWTH· MODEL (CONSENSUS GROWTH ESTIMATUJ 

EFFECTIVE DAE OF ANALYSIS ·January 17, 2017 

..,, . ..,. ... ,._. '' ... ~- ,,.:-.................. 

Projected 
Dividends 

Value Line 

120171 
ldl 

$1.90 
$1.40 
$1.88 
$1.26 
$1.97 
$1.80 
S0.68 
$1.99 
51.15 

$0.68 
$1.99 
$1.80 

$1.56 

Opening Prke Projected 

(01/17 /20171 Dividend Yield 
(el 

$72.30 
$62.19 
$58.50 
$64.20 
$62.75 
$74.28 
$23.13 
$63.0S 
529.62 

$23.13 
$74.28 
$62.75 
$56.67 

(fl 

2.63% 
2.25% 
3.21% 
1.96% 
3.14% 
2.42% 
2.94% 
3.16% 
3.88" 

1.96% 
3.88% 

2.94" 
I 2.84% I 

1 

CNNMoney 

101/17/17) 
'Next 5Yrs' 

(Ill 

4 .00% 
5.50% 
4 .00% 
6 .00% 
4.00% 
6.35% 
8.28" 
7.15% 
10.00% 

4 .00% 
10.00% 
6.00% 

6.14" 

urnongs 

Growth Rate 
lacks 

(01/17/17) 

'Next 3-5 vrs' 
lhl 

4.45% 
5.93% 
4.00% 
6.00% 
4 .41% 
7.00% 
7.22% 
7.33% 
10.00% 

4.00% 
10.00% 
6.00% 

6.26% 

tarnmg 

Growth~te 
Yahoo 

(01/17/2017) 

'Next 5vrs' 
Ill 

4.00% 
5.50% 
4.00% 
S.80% 
4.23% 
7.30% 
9.20% 
8.00% 
6.00% 

4.00% 
9.20% 
5.80% 
6.00% 

Earnings Gfowth 
Rate 

Valllt! Line 

'19-21' 
Ill 

7.00% 
NMF 

7J)0% 
8.50% 
9 .00% 
6.50% 
1.50% 
3.50% 
3.00% 

1.50% 
9 .00% 
6.75% 
5.75% 

Exhibit 202.2 

Consensus 
Growth Est. 

(kl 
4.86% 7.49" 
5.64% 7.89" 
4.75% 7.96% 
6 .58% 8.54% 
5.41% 8.55% 
6.79% 9.21% 
6.55% 9.49" 
6.50% 9.65% 
7.25% 11.13% 

4 . 75% 7.49% 
7.25% 11.13% 
6.50% 8.55% 

I 6 .04" ii 8.88" I 
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WYOMING GAS CO. ·CAPITAL ASSET PRICING MODEL 
EFFECTIVE DATE OF ANALYSIS - January 17, 2017 

30yr - Treasury 

Beta BondVleld 

Value Line (12/16/2016) [ ~m~oy I 
(a) . - · ~ 

Chesapeake Utilities 

Northwest Natural Gas Co. 

Atmos Energy Corp. 

ONE Gas, Inc. 

Spire, Inc. (Formerly Laclede) 

NiSource, Inc. 

Southwest Gas Corp. 

WGL Holdings, Inc. 

South Jersey Industries, Inc. 

Range (Low) 

Range (High) 

Median 

Mean 

1 

(b) 

0.65 
0.65 
0.70 

0.70 

0.70 

0.73 

0.75 

0.75 

0.80 

0.70 

0.80 

0.70 

0.71 

(c) 

3.19% 

3.19% 

3.19% 

3.19% 

3.19% 

3.19% 

3.19% 

3.19% 

3.19% 

3.19% 

3.19% 

Long-Term 

Equity Risk 

Premium 

(Ex-Post) 

(d) 
6.90% 

6.90% 

6.90% 

6.90% 

6.90% 

6.90% 

6.90% 

6.90% 

6.90% 

6.90% 

6.90% 

CAPM 

(Ex-Post} 

(e) 

7.68% 

7.68% 

8.02% 

8.02% 

8.02% 

8.23% 

8.37% 

8.37% 

8.71% 

7.68% 

8.71% 

8.02% 

I s.12" I 
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1 

2 
3 
4 
5 
6 
7 
8 
9 

WYOMING GAS CO. • BUILD UP MODEL 
EFFECTIVE DATE OF ANAL VSIS • January 17, 2017 

'-.. Lll•u"6a•1v11 ... , .. ~ 1.-,• ••••••••••a• 

Capltallzatlon Size Duff & Phelps Industry 30yr - Treasury Equity Risk I I L~g·T~ 
(Mllllons) CRSP Declle Size Premla Premium Ullquldity Bond Yield Premium Build-Up Model 

ComP'"Y V•I" U.. 12016) Adi""~"'" Dull • Phol0< P<0ml"m (12/16/2016) l"-P°") (&·PG~) 
(a) (bl (c) (d) (el (el (fl (R) (ii 

Atmos Energy Corp. $7,600 3 0.86% -4.04% 2.39% 3.19% 6.90% 9.30% 
Chesapeake Utilities $1,100 7 1.62% -4.04% 2.39% 3.19% 6.90% 10.06% 
NiSource, Inc. $7,100 3 0.86% -4.04% 2.39% 3.19% 6.90% 9.30% 
Northwest Natural Gas Co. $1,600 6 1.63% -4.04% 2.39% 3.19% 6.90" 10.07% 
ONE Gas, Inc. $3,270 4 0.99% -4.04% 2.39% 3.19% 6.90% 9.43% 
South Jersey Industries, Inc. $2,600 S 1.49% -4.04% 2.39% 3.19% 6.90% 9.93% 
Southwest Gas Corp. $3,500 4 0.99% -4.04% 2.39% 3.19% 6.90% 9.43% 
Spire. Inc. (Formerly lacledel $3,000 S 1.49% -4.04% 2.39% 3.19% 6.90% 9.93% 
WGL Holdings, Inc. $3,400 4 0.99% -4.04% 2.39% 3.19% 6.90% 9.43% 

Median 
Mean 

Notes: 

0.99% 
1.21% -4 .04% 

One Gas, lnc.'s ~ Capitalization Data From 10-Q for Period Ending June 30, 2016. Beta reported by Value Line. 
Size Premia Deciles and Adjustment reported by 2016 Duff & Phelps Valuation handbookd • Guide to Cost of Capital 

1 

9.43% 

2.39% 3.19% 6.90% I 9.6s" I 
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1 
2 
3 
4 

5 
6 
7 

8 
9 
10 
11 
12 
13 
14 
15 
16 

Companv 
PPL Coro 
PIEDMONT NATURAL GAS CO. 
PORTLAND GENERAL ELECTRIC CORP 
GAS NATURAL INC 
WESTAR ENERGY 
UIL HOLDINGS CORP 
ALLETE,INC 
EXELON CORP 
EXELON CORP 
DOMINION RESOURCES 
TECO ENERGY 
FRONTIER COMMUNICATION CORP 
PG&E CORP 
HC2 HOLDINGS INC 
BLACKHILLS CORP 
BLACKHlllS CORP 

Flotatlon Cost All Comp;inles 

Type 
of 

Utility 
Elt:C 
GAS 
ELEC 
GAS 
ELEC 
ELEC 
ELEC 
ELEC 
ELEC 
ELEC 
ELEC 
TEL 

ELEC 
TEL 

ELEC 
ELEC 

WYOMING GAS CO. - FLOTATION COST ANALYSIS 

UTILITY STOCK PUBLIC OFFERINGS· 2011to2015 

Number Amount Underwriter Commission 
Vear of Offered Per Share "of Price 

Issued Shares (0001 ($000) ($) (%) 

2011 80.000 2,024,000 0.759 0.030 
2013 4.000 128,000 1.120 0.035 
2013 11,100 327,450 0.959 0.033 
2013 1,500 15,000 0.575 0.058 
2013 8,000 249,200 1.090 0.035 
2013 5,000 186,250 1.304 0.035 
2014 2,800 1,393,000 1.741 3.500 
2014 20,000 75,000 1.500 0.300 
2014 50,000 1,750.000 1.050 3.000 
2014 18,000 75,000 0.900 1.800 
2014 15,500 75,000 0.611 3.375 
2015 150,000 750,000 0.150 0.025 
2015 6,800 352,308 2.794 0.054 
2015 7,350 51,450 0.350 0.369 
2015 5,200 260,000 1.500 0.073 
2015 5,500 221,375 1.410 0.086 
16 7,933,0lJ 

1 

Exhibit 202.S 

Flotation Cost 
Estimated Per Cent WtdAvg 

Expenses (000) $000 " " 1000 61,720 3.0S" 0.78" 
350 4,830 3.77" 0.06" 
600 11,245 3.43" 0.14" 
285 1.148 7.65% 0.01" 
250 8,970 3.60% 0.11% 
250 6,770 3.63% 0.09% 
450 5,325 0.38" 0.07% 
1000 31,000 41.33" 0.39% 
600 53,100 3.03% 0.67% 

1500 17,700 23.60% 0.22% 
350 9,821 13.09" 0.12% 

2000 24,500 3.27" 0.31" 
190 19,189 5.45" 0.24% 

1900 4,473 8.69% 0.06" 
1700 9.500 3.65" 0.12% 
1200 8,955 4.05% o.u" 

Avera1e 8.23" 3.51" 


