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Q.
Please state your name, title, and business address for the record.

A.
My name is James H. Vander Weide.  I am Research Professor of Finance and Economics Emeritus at the Fuqua School of Business of Duke University.  I am also President of Financial Strategy Associates, a firm that provides strategic and financial consulting services to clients in the electric, gas, insurance, telecommunications, and water industries.  My business address is 3606 Stoneybrook Drive, Durham, North Carolina.

Q.
Please summarize your educational and professional background.

A.
I graduated from Cornell University in 1966 with a Bachelor’s Degree in Economics.  I then attended Northwestern University where I earned a Ph.D. in Finance.  In January 1972, I joined the faculty of the School of Business at Duke University and was subsequently named Assistant Professor, Associate Professor, and then Professor.  

Since joining the faculty, I have taught courses in corporate finance, investment management, and management of financial institutions.  I have taught a graduate seminar on the theory of public utility pricing and lectured in executive development seminars on the cost of capital, financial analysis, capital budgeting, mergers and acquisitions, cash management, short-run financial planning, and competitive strategy.  I have also served as Program Director of several executive education programs at the Fuqua School of Business, including the Duke Advanced Management Program, the Duke Executive Program in Telecommunications, Competitive Strategies in Telecommunications, and the Duke Program for Manager Development for managers from the former Soviet Union.  I have conducted seminars and training sessions on financial analysis, financial strategy, cost of capital, cash management, depreciation policies, mergers and acquisitions, and short-run financial planning for a wide variety of U.S. and international organizations, including ABB, Accenture, Allstate, Ameritech, AT&T, Bell Atlantic, BellSouth, Carolina Power & Light, Contel, Fisons, Glaxo Wellcome, GTE, Lafarge, MidAmerican Energy, New Century Energies, Norfolk Southern, Pacific Bell Telephone, The Rank Group, Siemens, Southern New England Telephone, Swedish Management Institute, TRW, and Wolseley Plc.  In addition to my teaching and executive education activities, I have written research papers on such topics as portfolio management, the cost of capital, capital budgeting, the effect of regulation on the performance of public utilities, and cash management.  My articles have been published in American Economic Review, Financial Management, Journal of Finance, Journal of Financial and Quantitative Analysis, Journal of Bank Research, Journal of Accounting Research, Journal of Cash Management, Management Science, The Journal of Portfolio Management, Atlantic Economic Journal, Journal of Economics and Business, and Computers and Operations Research.  I have written a book titled Managing Corporate Liquidity:  An Introduction to Working Capital Management, and a chapter for The Handbook of Modern Finance, “Financial Management in the Short Run.”

Q.
Have you previously testified on financial or economic issues?

A.
Yes.  As an expert on financial and economic theory, I have testified on the cost of capital, competition, risk, incentive regulation, forward-looking economic cost, economic pricing guidelines, depreciation, accounting, valuation, and other financial and economic issues in approximately 350 cases before the U.S. Congress, the Canadian Radio-Television and Telecommunications Commission, the Federal Communications Commission, the National Telecommunications and Information Administration, the Federal Energy Regulatory Commission, the public service commissions of 40 states, the insurance commissions of five states, the Iowa State Board of Tax Review, and the National Association of Securities Dealers.  In addition, I have testified as an expert witness in proceedings before the U.S. District Court, District of Nebraska; U.S. District Court, Eastern District of North Carolina; Superior Court, North Carolina; the U.S. Bankruptcy Court, Southern District of West Virginia, and the United States District Court for the Eastern District of Michigan.
Q.
What is the purpose of your testimony?

A.
I have been asked by Northern Natural Gas Company (Northern) to prepare an independent appraisal of Northern’s cost of equity, and to recommend a rate of return on equity that is fair, that allows Northern to attract capital on reasonable terms, and that allows Northern to maintain its financial integrity.

Q.
Is Northern’s stock publicly traded?

A.
No.  Northern is a wholly-owned subsidiary of NNGC Acquisition LLC, which, in turn, is a wholly-owned subsidiary of MidAmerican Energy Holding Co.  Thus, its stock is not publicly traded.

Q.
What effect does the fact that Northern’s stock is not publicly traded have on your testimony?

A.
Since Northern’s stock is not publicly traded, I cannot estimate Northern’s cost of equity directly.  Instead, I estimate Northern’s cost of equity from stock market data for a group of proxy companies.  The use of a group of proxy companies also adds greater accuracy to my cost of equity estimate because it reduces the random noise associated with the cost of equity estimate for a single company.

Q.
What results did you obtain from your analysis of Northern’s cost of equity?

A.
As shown in Exhibit No. NNG-34, I find that Northern’s cost of equity falls in the range 10.67 percent to 16.13 percent, with a median result of 14.18 percent.

Q.
On the basis of your studies, what rate of return on equity do you recommend for Northern?

A.
I recommend a rate of return on equity for Northern equal to 14 percent.

Economic and Legal Principles

Q.
How do economists define the required rate of return, or cost of capital, associated with particular investment decisions such as the decision to invest in natural gas pipeline facilities?

A.
Economists define the cost of capital as the return investors expect to receive on alternative investments of comparable risk.

Q.
How does the cost of capital affect a firm’s investment decisions?

A.
The goal of a firm is to maximize the value of the firm.  This goal can be accomplished by accepting all investments in plant and equipment with an expected rate of return equal to or greater than the cost of capital.  Thus, a firm should continue to invest in plant and equipment only so long as the return on its investment is greater than or equal to its cost of capital.

Q.
How does the cost of capital affect investors’ willingness to invest in a company?

A.
The cost of capital measures the return investors can expect on investments of comparable risk.  The cost of capital also measures the investor’s required rate of return on investment because rational investors will not invest in a particular investment opportunity if the expected return on that opportunity is less than the cost of capital.  Thus, the cost of capital is a hurdle rate for both investors and the firm.

Q.
Do all investors have the same position in the firm?

A.
No.  Debt investors have a fixed claim on a firm’s assets and income that must be paid prior to any payment to the firm’s equity investors.  Since the firm’s equity investors have a residual claim on the firm’s assets and income, equity investments are riskier than debt investments.  Thus, the cost of equity exceeds the cost of debt.

Q.
What is the overall or average cost of capital?

A.
The overall or average cost of capital is a weighted average of the cost of debt and cost of equity, where the weights are the percentages of debt and equity in a firm’s capital structure.

Q.
Can you illustrate the calculation of the overall or weighted average cost of capital?

A.
Yes.  Assume that the cost of debt is 7 percent, the cost of equity is 13 percent, and the percentages of debt and equity in the firm’s capital structure are 50 percent and 50 percent, respectively.  Then the weighted average cost of capital is expressed by .50 times 7 percent plus .50 times 13 percent, or 10.0 percent.

Q.
How do economists define the cost of equity?

A.
Economists define the cost of equity as the return investors expect to receive on alternative equity investments of comparable risk.  Since the return on an equity investment of comparable risk is not a contractual return, the cost of equity is more difficult to measure than the cost of debt.  However, as I have already noted, there is agreement among economists that the cost of equity is greater than the cost of debt.  There is also agreement among economists that the cost of equity, like the cost of debt, is both forward looking and market based.

Q.
Does the required rate of return on an investment vary with the risk of that investment?

A.
Yes.  Since investors are averse to risk, they require a higher rate of return on investments with greater risk.

Q.
Do economists and investors consider future industry changes when they estimate the risk of a particular investment?

A.
Yes.  Economists and investors consider all the risks that a firm might incur over the future life of the company.

Q.
Are these economic principles regarding the fair return for capital recognized in any Supreme Court cases?

A.
Yes.  These economic principles, relating to the supply of and demand for capital, are recognized in two United States Supreme Court cases:  (1) Bluefield Water Works and Improvement Co. v. Public Service Commission; and (2) Federal Power Commission v. Hope Natural Gas Co.  In the Bluefield Water Works case, the Court states:

A public utility is entitled to such rates as will permit it to earn a return upon the value of the property which it employs for the convenience of the public equal to that generally being made at the same time and in the same general part of the country on investments in other business undertakings which are attended by corresponding risks and uncertainties; but it has no constitutional right to profits such as are realized or anticipated in highly profitable enterprises or speculative ventures.  The return should be reasonably sufficient to assure confidence in the financial soundness of the utility, and should be adequate, under efficient and economical management, to maintain and support its credit, and enable it to raise the money necessary for the proper discharge of its public duties. [Bluefield Water Works and Improvement Co. v. Public Service Commission 262 U.S. 679, 692 (1923)].

The Court clearly recognizes here that:  (1) a regulated firm cannot remain financially sound unless the return it is allowed the opportunity to earn on the value of its property is at least equal to the cost of capital (the principle relating to the demand for capital); and (2) a regulated firm will not be able to attract capital if it does not offer investors an opportunity to earn a return on their investment equal to the return they expect to earn on other investments of the same risk (the principle relating to the supply of capital).  In the Hope Natural Gas case, the Court reiterates the financial soundness and capital attraction principles of the Bluefield case:

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.  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.  [Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944)].

Q.
What practical difficulties arise when one attempts to apply the economic principles noted above to a regulated firm?

A.
The application of these principles to the debt and preferred stock components of a regulated firm’s capital structure is straightforward.  Several problems arise, however, when the principles are applied to common equity.  These problems stem from the fact that the cash flows to the equity investors, over any period of time, are not fixed by contract, and thus are not known with certainty.  To induce equity investors to part with their money, a firm must offer them an expected return that is commensurate with expected returns on equity investments of similar risk.  The need to measure expected returns makes the application of the above principles difficult.

Q.
How do you address these difficulties in your testimony?

A.
I address these difficulties by employing the comparable company approach to estimate Northern’s cost of equity.

Q.
What is the comparable company approach?

A.
The comparable company approach estimates Northern’s cost of equity by identifying a group of companies of similar risk.  The cost of equity is then estimated for the companies in the proxy group.

Business and Financial Risks in the Gas Pipeline Industry

Q.
What is Northern’s line of business?

A.
Northern is a natural gas pipeline company with interstate pipeline operations extending from the Texas Permian basin to Northern Minnesota and Michigan.  Northern has a network of more than 16,500 miles of pipelines and complimentary natural gas storage facilities.

Q.
What are the primary factors that affect the business and financial risks of Northern’s gas pipeline operations?

A.
The business and financial risks of Northern’s gas pipeline operations are affected by a number of economic factors, including:

1.
High Operating Leverage.  The gas pipeline business requires a large commitment to fixed costs in relation to the operating margin on sales, a situation known as high operating leverage.  The relatively high degree of fixed costs in the gas pipeline business arises from the need to invest millions of dollars in fixed pipeline facilities before gas pipeline services can be sold to customers.  High operating leverage causes operating income to be highly sensitive to revenue fluctuations.

2.
Demand Uncertainty.  The business risk of gas pipeline companies is increased by the high degree of demand uncertainty in the gas pipeline industry.  Demand uncertainty is caused by the strong dependence of natural gas demand on natural gas prices, the state of the economy, the number and availability of competitive alternatives, weather patterns, the growth in natural gas fired electric generation capacity, and the prices of substitute sources of energy.

3.
Peak Demand.  The need to invest substantial sums in fixed plant is further exacerbated by the peaking nature of natural gas usage and society’s demand for a high degree of system reliability.  The peak demand for natural gas is high relative to average sales in non‑peak periods.  Many of the business risks faced by Northern are described in the Prepared Direct Testimony filed in this proceeding by Northern witnesses Mary Kay Miller and Kent E. Miller.

4.
High Degree of Financial Leverage.  The large capital requirements for building economically efficient gas pipeline facilities, along with the traditional regulatory preference for the use of debt, have encouraged pipelines to maintain highly debt‑leveraged capital structures as compared to non‑regulated firms.  High debt leverage is a source of additional risk to pipeline stock investors because it increases the percentage of the firm’s costs that are fixed.  The use of financial leverage also reduces the firm’s interest coverage and increases vulnerability to variations in earnings.

Cost of Equity Estimation Methods

Q.
What methods did you use to estimate the cost of common equity capital for Northern?

A.
In previous testimony before the Commission, I have estimated the cost of equity using several generally-accepted methods, including the discounted cash flow (DCF) method, the ex ante risk premium method, and the ex post risk premium method.  However, Northern has asked me in this proceeding to estimate its cost of equity using only the DCF method the Commission adopted in Opinion No. 414-A, Order on Rehearing, Transcontinental Gas Pipe Line Corporation (Transco), 84 FERC ¶61,084 (July 29, 1998).  I therefore estimated Northern’s cost of equity using that method.

Discounted Cash Flow (DCF) Approach

Q.
Please describe the DCF model.

A.
The DCF model is based on the assumption that investors value an asset on the basis of the future cash flows they expect to receive from owning the asset.  Thus, investors value an investment in a bond because they expect to receive a sequence of semi-annual coupon payments over the life of the bond and a terminal payment equal to the bond’s face value at the time the bond matures.  Likewise, investors value an investment in a firm’s stock because they expect to receive a sequence of dividend payments and, perhaps, expect to sell the stock at a higher price sometime in the future.  A second fundamental principle of the DCF approach is that investors value a dollar received in the future less than a dollar received today.  A future dollar is valued less than a current dollar because investors could invest a current dollar in an interest earning account and increase their wealth.  This principle is called the time value of money.  Applying the two fundamental DCF principles noted above to an investment in a bond leads to the conclusion that investors value their investment in the bond on the basis of the present value of the bond’s future cash flows.  Thus, the price of the bond should be equal to:

Equation 1
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where:

PB
=
Bond price;

C
=
Cash value of the coupon payment (assumed for notational convenience to occur annually rather than semi‑annually);

F
=
Face value of the bond;

i
=
The rate of interest the investor could earn by investing his money in an alternative bond of equal risk; and

n
=
The number of periods before the bond matures.

Applying these same principles to an investment in a firm’s stock suggests that the price of the stock should be equal to:

Equation 2
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where:

PS
=
Current price of the firm’s stock;

D1, D2...Dn
=
Expected annual dividend per share on the firm’s stock;

Pn
=
Price per share of stock at the time the investor expects to sell the stock; and

k
=
Return the investor expects to earn on alternative investments of the same risk, i.e., the investor’s required rate of return.

Equation (2) is frequently called the annual discounted cash flow model of stock valuation.  Assuming that dividends grow at a constant annual rate, g, this equation can be solved for k, the cost of equity.  The resulting cost of equity equation is k = D1/Ps + g, where k is the cost of equity, D1 is the expected next period annual dividend, Ps is the current price of the stock, and g is the constant annual growth rate in earnings, dividends, and book value per share.  The term D1/Ps  is called the dividend yield component of the annual DCF model, and the term g is called the growth component of the annual DCF model.

Q.
Did the Commission use the annual DCF model to arrive at its conclusion in the Transco case?

A.
Yes.  The Commission used a version of the annual DCF model where the expected next period dividend, D1, is estimated by multiplying a company’s current annualized dividend, D0, by the factor, (1 + .5 g).  Thus, the Commission’s annual DCF model can be expressed by the equation:

Equation 3
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Q.
Does the Commission’s DCF approach correctly recognize that dividends are paid quarterly?

A.
No.  In multiplying the current dividend by ½ the expected future growth rate, the Commission states that it is recognizing that dividends are paid quarterly.  However, the Commission’s approach fails to recognize that there is a time value of money associated with future quarterly dividends.  Thus, the Commission’s approach fails to discount the expected future dividends over the next year for the time value of money.

Q.
Can the annual DCF model be modified to correctly model the time value of money associated with quarterly dividend payments?

A.
Yes.  The annual DCF model should be modified to recognize the time value of money associated with quarterly dividend payments.  However, since Northern has asked that I apply only the Commission’s methodology from the Transco case, I have not used my preferred quarterly DCF method to estimate Northern’s cost of equity in this proceeding.

Proxy Companies

Q.
What proxy companies did the Commission use in arriving at its cost of equity conclusion in the Transco case?

A.
The Commission used a group of six publicly-traded companies from Value Line’s diversified natural gas industry, including Coastal Corporation, El Paso Energy (now El Paso Corp.), Enron Corp, Panhandle Energy, Sonat Inc., and The Williams Companies.

Q.
Are these companies still suitable for use as proxies for the purpose of estimating Northern’s cost of equity?

A.
No.  Three of the Commission’s six proxy companies in the Transco case, Coastal, Panhandle, and Sonat, are no longer publicly traded.  The remaining three, El Paso Corp., Enron, and Williams, have encountered significant business and financial problems that make them no longer suitable as proxies for Northern.  Indeed, Enron is now bankrupt, while the bond ratings for El Paso Corp. and Williams have been downgraded to below investment grade.  In addition, El Paso Corp. and Williams have reduced their dividends to a level barely above zero.

Q.
Are there any other publicly-traded companies that receive a significant percentage of their operating income from pipeline operations?

A.
Yes.  I have identified nine publicly-traded companies that are regulated by the FERC and that receive a significant percentage of operating income from pipeline operations.  These companies include GulfTerra Energy Partners, Buckeye Partners, Enbridge Energy Partners, Kaneb Pipe Line Partners, Kinder Morgan Energy Partners, Kinder Morgan Inc., National Fuel Gas, Northern Border Partners, and TEPPCO Partners.  In a filing on behalf of Northern last year (Docket No. RP03-398-000), I also used NiSource as one of my proxy companies.  However, NiSource reduced its dividend payment in the fourth quarter of 2003.  I believe that the DCF model cannot be reliably applied to a company that has recently reduced its dividend payment.  I eliminated GulfTerra Energy Partners from consideration because it announced a merger with Enterprise Products Partners in December 2003, and current analysts growth forecasts do not represent the growth prospects of the combined company until after the merger is completed.  Thus, I used the group of eight companies shown in Exhibit No. NNG-34 as my proxy group for Northern.

Q.
Are these companies perfect proxies for Northern?

A.
No.  The universe of natural gas pipeline companies has been significantly reduced as a result of economic and financial difficulties in the industry.  As I noted above, the Commission’s previous proxy group of natural gas pipeline companies is no longer suitable because the companies are no longer publicly traded or are in severe financial difficulty.  I believe my eight publicly-traded companies with significant operating income from gas pipeline or oil pipeline operations are a reasonable proxy group for calculating Northern’s cost of equity.

Dividend Yield

Q.
How did the Commission estimate the dividend yield component of the DCF Model in the Transco case?

A.
The Commission estimated the average low and high dividend yield for each month in a six-month period.  It then adjusted the low and high dividend yields for one-half year of growth.

Q.
Do you agree with the Commission’s use of a six-month period to estimate the dividend yield component of the DCF model?

A.
No.  I prefer to use a three-month average stock price in applying the DCF method rather than the Commission’s six-month stock price.  Stock prices fluctuate daily, while financial analysts’ forecasts for a given company are generally changed less frequently, often on a quarterly basis.  Thus, to match the stock price with an earnings forecast, it is appropriate to average stock prices over a three‑month period.  Six-month stock prices fail to match analysts’ earnings forecasts.  However, in this proceeding I have chosen a six-month period to conform to the Commission’s methodology in the Transco case.

Growth Rate

Q.
How did the Commission estimate the growth rate component of the DCF model in the Transco case?

A.
The Commission estimated the growth rate component of the DCF model by giving a two-thirds weight to the analysts’ consensus growth estimates reported by I/B/E/S and a one-third weight to the average of the long-term growth in GDP forecasts of Global Insight (formerly DRI-WEFA) and EIA.

Q.
What is I/B/E/S?

A.
I/B/E/S is a firm that reports analysts’ EPS growth forecasts for a broad group of companies.  The forecasts are expressed in terms of a mean forecast and a standard deviation of forecast for each firm.  The mean forecast is used by investors as a consensus estimate of future firm performance.

Q.
Why did you use the I/B/E/S growth estimates?

A.
The I/B/E/S consensus growth rates:  (1) are widely circulated in the financial community, (2) include the projections of financial analysts who develop estimates of future EPS growth, (3) are reported on a timely basis to investors, and (4) are widely used by institutional and other investors.  In addition, I relied on analysts’ projections of future EPS growth because there is considerable empirical evidence that investors use analysts’ forecasts to estimate future earnings growth.

Q.
Have you performed any studies concerning the use of analysts’ forecasts as an estimate of investors’ expected growth rate, g?

A.
Yes, I prepared a study in conjunction with Willard T. Carleton, Karl Eller Professor of Finance at the University of Arizona, on why analysts’ forecasts are the best estimate of investors’ expectation of future long‑term growth.  This study is described in a paper entitled “Investor Growth Expectations and Stock Prices: the Analysts versus Historical Growth Extrapolation,” published in the Spring 1988 edition of The Journal of Portfolio Management.

Q.
Please summarize the results of your study.

A.
First, we performed a correlation analysis to identify the historically oriented growth rates which best described a firm’s stock price.  Then we did a regression study comparing the historical growth rates with the consensus analysts’ forecasts.  In every case, the regression equations containing the average of analysts’ forecasts statistically outperformed the regression equations containing the historical growth estimates.  These results are consistent with those found by Cragg and Malkiel, the early major research in this area.  These results are also consistent with the hypothesis that investors use analysts’ forecasts, rather than historically oriented growth calculations, in making buy and sell decisions.  They provide overwhelming evidence that the analysts’ forecasts of future growth are superior to historically oriented growth measures in predicting a firm’s stock price.

Q.
Do you typically combine the I/B/E/S growth estimate with an estimate of the long-run growth in GDP?

A.
No.  I prefer to rely entirely on the I/B/E/S growth estimates to estimate the growth component of the DCF model because my studies indicate that investors use the I/B/E/S growth rates in making stock buy and sell decisions.  However, for the purpose of this testimony, I have used the Commission’s method in the Transco case.

Flotation Costs

Q.
Is it appropriate to include flotation costs in estimating the cost of equity?

A.
Yes, it is.  However, I have not included a flotation cost allowance in my DCF analysis in this case because the Company instructed me to use the Commission’s methodology in the Transco case, and the Commission did not include a flotation cost allowance in that case.

DCF Results

Q.
Please summarize the results of your application of the Commission’s DCF method to your proxy group.

A.
As shown on Exhibit No. NNG-34, my application of the Commission’s DCF method to my proxy companies produces individual company results in the range 10.67 percent to 16.13 percent.  Based on the study reported in Exhibit No. NNG-34, I conclude that Northern’s cost of equity is in the range 13 percent to 15 percent, with a midpoint of 14.0 percent.

Q.
Does this conclude your testimony?

A.
Yes, it does.

NORTHERN NATURAL GAS COMPANY

Summary of Discounted Cash Flow Analysis for Proxy Energy Pipeline Company Group Using the Commission’s Methodology in 84 FERC ¶61,084 (July 29, 1998)

	Company Name
	Dividend
	6-Month Ave. Price
	6-Mo. Div. Yield
	Adjustment Factor
	Adjusted Div. Yield
	I/B/E/S Growth
	Global Insight (DRI-WEFA)
	EIA
	Ave. GDP Growth
	Two-Stage Growth
	Cost of Equity
	% Income Nat'l Gas Pipeline Ops
	% Income Petr'l Pipeline Ops

	Buckeye Partners
	2.55
	38.073
	6.70%
	1.027
	6.88%
	5.00%
	5.81%
	6.03%
	5.92%
	5.31%
	12.19%
	0%
	100%

	Enbridge Energy Partners
	3.70
	46.898
	7.89%
	1.032
	8.14%
	6.50%
	5.81%
	6.03%
	5.92%
	6.31%
	14.44%
	3%
	81%

	Kaneb Pipe Line Partners
	3.36
	42.561
	7.89%
	1.029
	8.12%
	5.67%
	5.81%
	6.03%
	5.92%
	5.75%
	13.87%
	0%
	98%

	Kinder Morgan Energy Partners
	2.64
	39.504
	6.68%
	1.046
	6.99%
	10.75%
	5.81%
	6.03%
	5.92%
	9.14%
	16.13%
	30%
	62%

	Kinder Morgan Inc.
	1.60
	51.501
	3.11%
	1.060
	3.29%
	15.00%
	5.81%
	6.03%
	5.92%
	11.97%
	15.27%
	79%
	0%

	National Fuel Gas
	1.08
	24.294
	4.45%
	1.030
	4.58%
	6.17%
	5.81%
	6.03%
	5.92%
	6.09%
	10.67%
	25%
	0%

	Northern Border Partners
	3.20
	41.548
	7.70%
	1.030
	7.93%
	6.00%
	5.81%
	6.03%
	5.92%
	5.97%
	13.91%
	89%
	0%

	TEPPCO Partners
	2.60
	34.507
	7.53%
	1.034
	7.79%
	7.33%
	5.81%
	6.03%
	5.92%
	6.86%
	14.65%
	36%
	64%

	Minimum
	
	
	
	
	
	
	
	
	
	
	10.67%
	
	

	Maximum
	
	
	
	
	
	
	
	
	
	
	16.13%
	
	

	Median
	
	
	
	
	
	
	
	
	
	
	14.18%
	
	


Notes:  Dividend is the annual dividend per Value Line, price is the average of the monthly high and low prices April 2003 through September 2003, I/B/E/S growth is the long-term mean growth September 2003, GDP growth is the average of the Global Insight 5.81% estimate (Winter 2003) and EIA 6.03% estimate of long-term GDP growth (December 16, 2003).  Cost of equity is calculated using the equation shown below:
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Operating Income was obtained from 2002 Form 10-K reports of the proxy group companies.  The Form 10-K reports do not employ consistent business segment presentation and the percentages shown above have been obtained by applying consistent interpretation to the information disclosed.
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