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Water and Wastewater Cost of Capital
First Quarter 2018 (1-1-2018)

As a Investor-Owned Utility

Weighted Cost of Capital (Discount Rate)

(1) (2) (2a)
Portion of
Capital Type of Data
AUS Input
Debt 28% Market
Equity 72% Market
Total Capital r 100.0%

Growth (g)
Rate without Growth: [(1+r)/(1+g)]-1

Weighted Cost of Capital (Capitlization Rate)
(1) . (2) (2a)

Portion of
Capital Type of Data
AUS Input
Debt 28% Market
Equity 72% °© Market
Total Capital r 100.0%

Growth (g)
Rate without Growth: [(1+r)/(1+g)}-1

Weighted Cost of Capital (Rate of Return on Rate Base)

(1) (2) (2a)
Portion of
Capital Type of Data
AUS Input
Debt 40%  Embedded
Equity 60%  Embedded
Total Capital r 100.0%

Growth (g)
Rate without Growth: [(1+r)/(1+g)]-1

Water Industry cost of Capital 1-1-2018

(3) (3a)

Capital Cost  Type of Data

AUS Input
3.60% Market

8.99% Market

(3) (3a)

Capital Cost  Type of Data

AUS Input
3.62% Market

8.99% Market

(3) (3a)

Capital Cost  Type of Data

AUS Input

3.80% Embedded

8.99% Market

Cost of Capital 1-1-2018

(4)

Tax Rate

28.89%

0.0%

(4)

Tax Rate
Not Applicable

Not Applicable

(4)

Tax Rate
Not Applicable

Not Applicable

(4a)

Tax affect on
cost of capital

71.11%

100.0%

(4a)

Tax affect on
cost of capital

Not Applicable

Not Applicable

(4a)

Tax affect on
cost of capital

Not Applicable

Not Applicable

(5)

After-tax
Market

Capital Cost

2)*(3)*(4a)
0.72%

6.47%
7.19%

1.44%
5.67%

(5)

After-tax
Market

Capital Cost

2)*(3)
1.01%

6.47%
7.48%

1.44%
5.96%

(5)

After-tax
Market

Capital Cost

2)*(3)
1.52%

5.39%
6.91%

0.00% Not Applicable
6.91%
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the derived data and information herein is Morningstar, Inc. Use of raw data from Morningstar, Inc.
to produce the information herein does not necessarily constitute agreement by Morningstar, Inc. of
any investment philosophy or strategy presented in this publication. “Stocks, Bonds, Bills, and
Inflation® and “SBBI®" are registered trademarks of Morningstar, Inc. All rights reserved. Used with
permission.
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Exhibit 2.5: Basic Series
Annual Total Returns (%)

1926-2017
Large- Small- Long-term Long-term Inter-term u.s.
Cap Cap Corp Gov't Gov’i Treasury
Year Stocks Stocks Bonds Bonds Bonds Bills Inflation
1976 23.93 57.38 18.65 16.75 12.87 5.08 481
1977 -7.16 25.38 1.71 -0.69 1.41 512 6.77
1978 6.57 23.46 -0.07 -1.18 3.49 718 9.03
1979 18.61 43,46 -4.18 -1.23 4.09 10.38 13.31
1980 32.50 39.88 -2.76 -3.95 3.91 11.24 12.40
1981 -4.92 13.88 -1.24 1.86 9.45 14.71 8.94
1982 21.55 28.01 42.56 40.36 29.10 10.54 3.87
1983 22.56 39.67 6.26 0.65 7.41 8.80 3.80
1984 6.27 -6.67 16.86 15.48 14.02 9.85 3.95
1985 31.73 24.66 30.09 30.97 20.33 7.72 377
1986 18.67 6.85 19.85 24.53 15.14 6.16 1.13
1987 5.25 -9.30 -0.27 -2.71 2.90 5.47 4.41
1988 16.61 22.87 10.70 9.67 6.10 6.35 4.42
1989 31.69 10.18 16.23 18.11 13.29 8.37 4.65
1990 -3.10 -21.56 6.78 6.18 9.73 7.81 6.11
19917 30.47 44,63 19.89 19.30 15.46 5.60 3.06
1992 7.62 23.35 9.39 8.05 7.19 3.51 2.90
1993 10.08 20.98 13.19 18.24 11.24 290 2.75
1994 1.32 311 -5.76 =177 -5.14 3.90 2.67
1995 37.58 34.46 27.20 31.67 16.80 5.60 2.54
1996 22.96 17.62 1.40 -0.93 210 5.21 3.32
1997 33.36 22.78 12.95 15.85 8.38 5.26 1.70
1998 28.58 -7.31 10.76 13.06 10.21 4.86 1.61
1999 21.04 29.79 -7.45 -8.96 =177 4.68 2.68
2000 -9.10 -3.59 12.87 21.48 12.59 5.89 3.39
2001 -11.89 22.77 10.65 3.70 7.62 3.83 1.55
2002 -22.10 -13.28 16.33 17.84 12.93 1.65 2.38
2003 28.68 60.70 5.27 1.45 240 1.02 1.88
2004 10.88 18.39 8.72 8.51 2.25 1.20 3.26
2005 4917 5.69 5.87 7.81 1.36 2.98 3.42
2006 156.79 1617 3.24 1.19 314 4.80 2.54
2007 5.49 -5.22 2.60 9.88 10.05 4.66 4.08
2008 -37.00 -36.72 8.78 25.87 13.11 1.60 0.09
2009 26.46 28.09 3.02 -14.90 -2.40 0.10 2.72
2010 15.06 31.26 12.44 10.14 7.2 0.12 1.50
2011 21 -3.26 17.95 27.10 8.81 0.04 2.96
2012 16.00 18.24 10.68 343 1.66 0.06 1.74
2013 32.39 45.07 -7.07 -12.78 -3.68 0.02 1.51
2014 13.69 2.92 - 17.28 24.71 3.00 0.02 0.76
2015 1.38 -3.60 -1.02 -0.65 1.79 0.02 0.73
2016 11.96 25.65 6.70 1.75 1.92 0.20 2.07
2017 21.83 11.19 12.25 6.24 1.64 0.80 211
L/
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Exhibit 2.5: Basic Series
Annual Total Returns (%)

1926—2017
Large- Small- Long-term Long-term Inter-term U.s.
Cap Cap Corp Gov't Gov't Treasury
Year Stocks Stocks Bonds Bonds Bonds Bills Inflation
1926 11.62 0.28 7.37 777 5.38 3.27 -1.49
1927 37.49 22.10 7.44 8.93 452 312 -2.08
1928 43.61 39.69 2.84 0.70 0.92 3.56 -0.97
1929 -8.42 -57.36 3.27 3.42 6.01 475 0.20
1930 -24.90 -38.15 7.98 4.66 6.72 2.47 -6.03
1931 -43.34 -49.75 -1.85 -5.31 -2.32 1.07 -9.52
1932 -8.19 -5.39 10.82 16.84 8.81 0.96 -10.30
1933 53.99 142.87 10.38 -0.07 1.83 0.30 0.51
1934 -1.44 24.22 13.84 10.03 9.00 0.16 2.03
1935 47.67 40.79 9.61 4.98 7.01 0.17 2.99
1936 33.92 64.80 6.74 7.52 3.06 0.18 1.21
1937 -35.03 -58.01 2.75 0.23 1.56 0.31 3.10
1938 31.12 32.80 6.13 5.53 6.23 -0.02 -2.78
1939 -0.41 0.35 397 5.94 452 0.02 -0.48
1940 -9.78 -5.16 3.39 6.09 2.96 0.00 0.96
1941 -11.59 -9.00 2.73 0.93 0.50 0.06 9.72
1942 20.34 44.51 2.60 3.22 1.94 0.27 9.29
1943 25.90 88.37 2.83 2.08 2.81 0.356 3.16
1944 19.75 53.72 473 2.81 1.80 0.33 2.11
1945 36.44 73.61 4.08 10.73 2.22 0.33 2.25
1946 -8.07 -11.63 1.72 -0.10 1.00 0.35 18.16
1947 5.71 0.92 -2.34 -2.62 0.91 0.50 9.01
1948 5.50 -2.11 414 3.40 1.85 0.81 2.71
1949 18.79 19.75 3.31 6.45 232 1.10 -1.80
1950 31.71 38.75 212 0.06 0.70 120 579
1951 24.02 7.80 -2.69 -3.93 0.36 1.49 5.87
1952 18.37 3.03 3.52 1.16 1.63 1.66 0.88
1953 -0.99 -6.49 3.41 3.64 3.23 1.82 0.62
1954 52.62 60.58 5.39 7.19 2.68 0.86 -0.50
1955 31.56 20.44 0.48 -1.29 -0.65 1.57 0.37
1956 6.56 4.28 -6.81 -5.59 -0.42 2.46 2.86
1957 -10.78 -14.57 8.71 7.46 7.84 3.14 3.02
1958 43.36 64.89 -2.22 -6.09 -1.29 1.54 1.76
1959 11.96 16.40 -0.97 -2.26 -0.39 2.95 1.50
1960 ‘ 0.47 -3.29 9.07 13.78 11.76 2.66 1.48
1961 26.89 32.09 4.82 0.97 1.85 2.13 0.67
1962 -8.73 -11.90 7.95 6.89 5.56 2.73 1.22
1963 22.80 23.57 2.19 1.21 1.64 312 1.65
1964 16.48 23.52 477 3.51 4.04 3.54 1.19
1965 12.45 4175 -0.46 0.71 1.02 3.93 1.92
1966 -10.06 -7.01 0.20 3.65 4.69 476 3.35
1967 23.98 83.57 -4.95 -9.18 1.01 4.21 3.04
1968 11.06 35.97 2.57 -0.26 454 5.21 4.72
1969 -8.50 -25.05 -8.09 -5.07 -0.74 6.58 6.11
1970 3.86 -17.43 18.37 1211 16.86 6.52 5.49
1971 14.30 16.50 11.01 13.23 8.72 4.39 3.36
1972 18.99 4.43 7.26 5.69 516 3.84 3.4
1973 -14.69 -30.90 1.14 -1.11 4.67 6.93 8.80
1974 -26.47 -19.95 -3.06 4.35 5.69 8.00 12.20
1975 37.23 52.82 14.64 9.20 7.83 5.80 7.01
2-12 Chapter 2: The Long-Run Perspective
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Company Size
Decile 1 (Largest)
Large Company (Decile 1-2)
Total Return
Income Return
Capital Appreciation Return
Decile 2
Decile 3
Mid-cap Stocks (Decile 3-5)
Total Return
Income Return
Capital Appreciation Return
Decile 4

Decile 5

Decile 6

N

Low-cap Stocks (Decite 6-8)
. Total Return
Income Return
Capital Appreciation Return

Decile 7
Decile 8
Decile 9
Micro-cap Stocks (Decile 9-10)
Total Return
Income Return
Capital Appreciation Return
Decile 10
Long-term Government Bonds
_Total Return

Income Return
Capital Appreciation Return

Equity & Size Premia
Water Industry cost of Capital 1-1-2018

5:\Cap Rate\2018 Report Telephone\AUS Cap Rate 2018.xisx

Risk Premia
over Income
Arithmetic Returntong-  Size Risk Premia
Mean term over Large
Return 1926- Government  Company Risk
2017 Bonds Premia
11.19% 6.2% -0.9%
12.1% 7.1% 0.0%
4.0%
7.8%
12.89% 7.9% 0.8%
13.67% 8.7% 1.6%
13.9% 8.9% 1.8%
3.8%
9.9%
13.84% 8.8% 1.7%
14.62% 9.6% 2.5%
14.89% 9.9% 2.8%
15.3% 10.3% 3.2%
3.4%
11.7%
15.41% 10.4% 3.3%
16.08% 11.1% 4.0%
16.94% 11.9% 4.8%
18.0% 13.0% 5.9%
2.5%
15.4%
20.19% 15.2% 8.1%
6.0% 1.0%
5.0%
0.8%
Inputs

Capitalization Size

18,612,367,381  18,612,367,381
1,878,839,877  18,612,367,381
1,878,839,877 3,226,232,338
1,188,986,271 1,878,839,877
612,455,110 1,878,839,877
752,944,915 1,188,986,271
612,455,110 752,944,915
428,291,875 612,455,110
212,070,070 612,455,110
327,841,070 428,291,875
212,070,070 327,841,070
99,799,059 212,070,070
- 212,070,070
- 99,799,059

Page 3 of 21

Page 17 of 24



/\\
— )

Large Company
Total Return
Income Return
Capital Appreciation Return

Mid-cap Stocks (Decile 3-5)
Total Return
Income Return
Capital Appreciation Return

Low-cap Stocks (Decile 6-8)
Total Return
Income Return
Capital Appreciation Return

Micro-cap Stocks (Decile 9-10)
Total Return
Income Return
Capital Appreciation Return

Long-term Government Bonds
Total Return
Income Return
Capital Appreciation Return

Equity & Size Premia

\\server-aus-shs\shared\Cap Rate\2018 Report Telephone\AUS Cap Rate 2018.xlsx

Arithmetic
Mean

Return 1926-

2017
12.1%
4.0%
7.8%

13.9%
3.8%
9.9%

15.3%
3.4%
11.7%

18.0%
2.5%
- 15.4%

6.0%
5.0%
0.8%

Inputs

Water Industry cost of Capital 1-1-2018

Risk Premia
over Income
Return Long-
term
Government
Bonds
7.1%

8.9%

10.3%

13.0%

1.0%

Size Risk Premia
over Large
Company Risk

Premia

0.0%

1.8%

3.2%

5.9%

P
Capitalization Size
3,820,771,064 18,612,367,381
1,368,588,055 3,820,771,064
311,969,129 1,368,588,055
- 311,969,129
{
L
(‘QQ«?/
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Chapter 3
Basic Building Blocks of the Cost of Equity Capital —

Risk-free Rate and Equity Risk Premium

Chapter 3 is in the final process of being updated through December 31, 2017, and will be posted as soon as it is
completed, likely during the first week of March 2018.

NOTE: All of the critical year-end risk-free rate and equity risk premia data (Historical ERP, Supply-Side ERP, and
Duff & Phelps Conditional ERP) through December 31, 2017 is calculated and is available for Analysts to use in

the online Cost of Capital Navigator.

For your convenience, the Historical ERP, Supply-Side ERP, and Duff & Phelps Recommended ERP (and the
corresponding normalized risk-free rate the Duff & Phelps Recommended ERP should be used with) are listed

below, all as of December 37, 2017.

On page two of this document, we have also included a table entitled: “Duff & Phelps Recommended U.S. ERP
and Corresponding Risk-Free Rates from January 2008—Present" for your convenience.

Long-term Equity Risk Premia Estimates as of
December 31, 2017 |

Long-horizon expected equity risk premium (historical):

large company stock total returns minus long-term government bond income returns 7.07%
Long-horizon expected equity risk premium (supply-side): historical equity risk
premium minus price-to-earnings ratio calculated using three-year average earnings 6.04%
Duff & Phelps recommended equity risk premium (conditional): The Duff & Phelps
recommended ERP was developed in relation to (and should be used in conjunction with)

' 5.00%

a 3.5% “normalized" risk-free rate.

Cost of Cagital Navil aztc1:1r
age 50

Page 19 of 24

2018 Cost of Capital: Annual U.S. Guidance and Examples )
EquityChpire Bresmif Building Blocks of Cost of Equity Capital - Risk-free-Rate & Equify Risk Premium

Water Industry cost of Capital 1-1-2018



L

Table: Equity Risk Premium & Risk-free Rates

DUFF&PHELPS

December 31,2017

Duff & Phelps Recommended

For additional information, please visit

U.S. Equity Risk Premium (ERP) and duffandphelps.col ofCapital
Corresponding Risk-free Rates (R;);
January 2008-Present
Duit & Phelps
: Recommended ERP What
Date Risk-free Rate (R,) R (%) 2] Changed
Current Guldance:
September §, 2017 ~ UNTIL FURTHER NOTICE Normalized 20-year U.S. Treasury yield 3.50 5.00 ERP
November 15, 2016 - September 4, 2017 Normalized 20-year U.S. Treasury yield 3.50
January 31, 2016 - November 14, 2016 Normalized 20-year U.S. Treasury yield 4.00
Normalized 20-year U.S. Treasury yield 4.00
Normalized 20—yéar U.S. Treasury yield 4.00
Normalized 20-year U.S. Treasury yield 4.00
Normalized 20-year U.S. Treasury vield 4.00
Normalized 20-year U.S. Treasury yield 4.00
January 15, 2012 - February 27, 2013 Normalized 20-year U.S. Treasury yield 4.00
Normalized 20-year U.S. Treasury yield 4.00
September 30, 2071 - January 14, 2012 Normalized 20-year U.S. Treasury yield 4,00
July 12011 - September 29, 2011 Normalized 20-year U.S. Treasury yield 4.00
June 1,2011 - June 30, 2011
May 1, 2011 ~ May 31,2011 Normalized 20-year U.S. Treasury yield 4.00
{
Decemnber 1, 2010 - April 30, 2011
June 1, 2070 - November 30, 2010 Normalized 20-year U.S. Treasury yield 4.00
December 1, 2009 - May 31, 2010
June 1, 2009 - Novemnber 30, 2009
Normalized 20-year U.S. Treasury yield 4.50
November 1, 2008 - May 31, 2009 Normalized 20-year U.S. Treasury yield 4.50

October 27, 2008 - October 31, 2008

January 1, 2008 - October 26, 2008

2018 Cost of Capital: Annual U.S. Guidance and Examples‘

Water Industry cost of Capital 1-1-2018
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Standard

Geometric Arithmetic  Deviation of K "
: Mean Returns Mean Returns Retums v
1926-2017 (%) (%) (%) Premic
Large Company Stocks
Total Return , 10.2 12.1 19.8 71
Income Return 40 40 1.6
Capital Appreciation Return 6.0 7.8. 19.1
Small Company Stocks
Total Return 12.1 16.5 _ 317
Mid-cap Stocks (Decile 3-5)
Total Return 11.2 139 24.3
Income Return : 37 38 18
Capital Appreciation Return 7.2 9.9 236
Low-cap Stocks (Decile 6-8)
Total Return 11.6 15.3 285
Income Return 34 3.4 20
Capital Appreciation Return 8.0 1.7 279
Micro-cap Stocks (Decile 9-10) :
Total Return 12.2 18.0 38.6
Income Return 2.5 25 1.7
Capital Appreciation Return 9.7 15.4 378
Long-term Corporate Bonds .
Total Return 6.1 6.4 8.3
Long-term Government Bonds
Total Return ' 5.5 6.0 9.9
Income Return 5.0 5.0 26
Capital Appreciation Return 04 0.8 89
Intermediate-term Government Bonds
Total Return 5.1 5.2 56
Income Return . ' 4.4 4.4 29
Capital Appreciation Return 0.6 07 44
US Treasury Bills
Total Return 3.4 3.4 31
Inflation 2.9 3.0 40
2018 Cost of Capital: Annual U.S. Guidance and Examples Cost of Capital Navigator
Chapter 2: Methods for Estimating the Cost of Equity Capital 4
Equity & Size Premia ’ _ Page 7 of 21
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Summary Statistics of Annual Total Returns, Income Returns, and Capital Appreciation
Returns of Basic U.S. Asset Classes

1963-2017
Standard
Geometric Arithmetic  Deviation of
Mean Returns Mean Returns Returns
- 1963-2017 (%) (%) (%)
- Large Company Stocks
Total Return 10.3 1.7 16.5.
Income Return ‘ ' 3.1 o 31 12
Capital Appreciation Return . 7.0 8.3 16.0
Small Company Stecks
Total Return 13.6 16.2 24.3
Mid-cap Stocks (Decile 3-5)
Total Return 12.1 13.8 19.3
Income Return 2.8 2.8 14
Capital Appreciation Return 9.1 10.8 187
Low-cap Stocks (Decile 6-8)
Total Return 127 15.2 232
Income Return » 24 24 13
Capital Appreciation Return 10.2 12.6 225
Micro-cap Stocks (Decile 9-10)
Total Return 12.3 16.1 295
Income Return 1.8 1.9 1.0
Capital Appreciation Return 10.5 14.1 289
Long-term Corporate Bonds
Total Return 75 79 100
Long-term Government Bonds '
Total Return 7.1 77 mnr
Income Return 6.4 6.4 25
Capital Appreciation Return 04 1.0 10.7
. Intermediate-term Government Bonds
Total Return 6.5 6.7 6.4
Income Return 57 58 - 29
Capital Appreciation Return 05 0.6 52
US Treasury Bills .
Total Return 4.7 4.8 32
inflation . 39 39 29
( CRSP standard market-cap-weighted NYSE/NYSE MKT/NASDAQ deciles 1-10. Mid-cap stocks

represented by a market-capitalization weighted portfolioc comprised of CRSP deciles 3-5; Low-cap stocks represented by a market-
capitalization weighted portfolio comprised of CRSP deciles 6-8; Micro-cap stocks represented by a market-capitalization weighted B
portfolio comprised of CRSP deciles 9-10. Total return 1s equal to sum of three components returns: income return, capital appreciation,
and reinvestment return. Used with permission. All rights reserved. Calculations performed by Duff & Phelps, LLC.

2018 Cost of Capital: Annual U.S. Guidance and Examples Cost of Capital Navigator
Chapter 2: Methods for Estimating the Cost of Equity Capital ) 5
Equity & Size Premia Page 8 of 21
Page 22 of 24
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Summary statistics over the 1926—2017 period for CRSP NYSE/NYSE MKT/NASDAQ*® deciles 1—
10 are shown in Exhibit 4.1. As size (in this case, as measured by market cap) decreases, return
tends to increase. For example, the annual arithmetic mean return of decile 1 (the largest-cap
companies) was 11.19% over the 1926—2017 period, while the annual arithmetic mean return of
decile 10 (the smallest-cap companies) was 20.19%. Note that this increased return comes at a
price: risk (as measured by standard deviation) increases from 18.86% for decile 1 to 42.22% for
decile 10. The relationship between risk and return is a fundamental principle of finance and for
estimating the cost of capital.

Summary Statistics of Annual Returns (CRSP NYSE/NYSE MKT/NASDAQ Deciles)
1926~2017

Geometric Arithmetic Standard

' Mean Mean Deviation

Decile (%) (%) (%)
1-Largest ' 9.45% 11.19% 18.86%
2 10.65% 12.89% - 21.37%
3 11.16% 13.67% 23.24%
4 10.93% 13.84% 25.42%
5 ' 11.53% 14.62% 26.03%
6 11.48% 14.89% 26.97%
7 11.63% 15.471% 28.87%
8 11.55% 16.08% 32.84%
9 11.59% 16.94% 36.97%
10-Smallest 13.31% 20.19% 42.22%

CRSP U.S. Stock Database and CRSP U.S. Indices Database ® 2018 Center for Research in Security Prices
(CRSP®), University of Chicago Booth School of Business. CRSP NYSE/NYSE MKT/NASDAQ deciles 1-10. Used with permission. All
rights reserved. Calculations performed by Duff & Phelps, LLC

Exhibit 4.2 illustrates the size effect. As size (measured by market cap in this case) decreases,
return tends to increase. For example, an investment of $1 in CRSP decile 1 (comprised of the
largest companies) at the end of 1925 would have grown to $4,065 by the end of 2017, and an
investment in CRSP decile 6 (comprised of medium-sized companies) would have grown to
$21,937. However, an investment of $1 in CRSP decile 10 (comprised of the smallest companies)
would have grown to $98,396 over the same period. ‘ '

46 On October 1,2008, NYSE Euronext acquired the American Stock Exchange (AMEX), The "NYSE MKT" is the former American Stock
Exchange, or AMEX. The CRSP standard market-cap-based NYSE/AMEX/NASDAQ indices are now called the NYSE/NYSE MKT/
NASDAQ indices. :

Equity & Size Premia

Water Industry cost of Capital 1-1-2018
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Aggregate Market Capitalization and Company Counts of the CRSP (NYSE/NYSE MKT/
NASDAQ) Deciles and Size Groupings : '
December 31, 2017

1-Largest 63.17% 194 18,612,367,381 68.08%
2 13.94% 192 3,226,232,338 11.80%
3 7.54% 202 1,878,839,877 6.87%
4 4.73% 221 1,188,986,271 4.35%
5 3.25% 219 7562,944915 2.75%
6 2.41% 265 612,455,110 2.24%
7 1.79% 286 428,291,875 1.57%
8 1.33% 365 327,841,070 1.20%
9 1.03% 448 212,070,070 0.78%
10-Smallest 0.82% 753 99,799,059 0.37%
Mid-Cap 3-5 15.52% 642 3,820,771,064 13.98%
Low-Cap 6-8 5.52% 915 1,368,588,055 501%
Micro-Cap 9-10 1.85% - 1,201 311,869,129 1.74%

Calculated (or derived) based on data from CRSP ® 2018 Center for Research in Security Prices (CRSP®), The
University of Chicago Booth School of Business (2018). Calculations by Duff & Phelps, LLC.

In Exhibit 7.2 (next page), the largest company in each of the CRSP (NYSE/NYSE MKT/NASDAQ)
deciles and size groupings (by market capitalization) as of September 30, 2017.7 '3

13 The CRSP deciles are re-constituted and rebalanced at the end of each calendar quarter (March, June, September, and December).
These quarter-end portfolios are then followed for the subsequent three months. For example, the breakpoints in Exhibit 7 2 were a
key input in defining the companies placed in each decile at the end of September 2017; these portfolio compositions were then
used to calculate the October, November, and December 2017 returns associated with each decile.

2018 Cost of Capital: Annual U.S. Guidance and Examples Cost of Capital Navigator
Chapter 7: The CRSP Decile Studies and the Risk Premium Report Studies — A Comparison 9
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