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SCHEDULE 9
CALCULATION OF CAPITAL ASSET PRICING MODEL COST OF EQUITY

USING DCF ESTIMATE OF THE EXPECTED RATE OF RETURN
ON THE MARKET PORTFOLIO

FILED WITH
Executive Secretary

October 10, 2014
IOWA UTILITIES BOARD

Line
1 Risk-free Rate 4.85% | Forecast 20-year Treasury Bond Yield
2 Beta 0.75 | Average Beta Electric Utilities
3 DCF S&P 500 12.2% | DCF Cost of Equity S&P 500 (see following)
4 Risk Premium 7.4%
5 Beta x Risk Premium 5.51%
6 Flotation 0.21%
7 Model Result 10.6%
Line
1 Risk-free Rate 4.85% | Forecast 20-year Treasury Bond Yield
2 Beta 0.87 | See Schedule 7
3 DCF S&P 500 12.2% | DCF Cost of Equity S&P 500 (see following)
4 Risk Premium 7.4%
5 Beta x Risk Premium 6.39%
6 Flotation 0.21%
7 Model Result 11.5%

Value Line beta for comparable companies from Value Line Investment Analyzer; 0.87 beta value from comparison of historical
utility stock returns compared to historical returns on S&P 500 (see previous schedules). Treasury bond yield forecast from Value
Line EIA forecast data. Value Line forecasts a yield on 10-year Treasury notes equal to 4.5 percent. The current spread between the
average Aug 2014 yield on 10-year Treasury notes (2.42 percent) and 20-year Treasury bonds (2.94 percent) is 52 basis points.
Adding 52 basis points to Value Line’s 4.5 percent forecasted yield on 10-year Treasury notes produces a forecasted yield of
5.02 percent for 20-year Treasury bonds (see Value Line Investment Survey, Selection & Opinion, Aug. 22, 2014). EIA forecasts a
yield of 4.16 percent on 10-year Treasury notes. Adding the 52 basis point spread between 10-year Treasury notes and 20-year
Treasury bonds to the EIA forecast of 4.16 percent for 10-year Treasury notes produces an EIA forecast for 20-year Treasury bonds
equal to 4.68 percent. The average of the forecasts is 4.85 percent (5.02 percent using Value Line data and 4.68 percent using EIA
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SCHEDULE 9 (CONTINUED)
SUMMARY OF DISCOUNTED CASH FLOW ANALYSIS
FOR S&P 500 COMPANIES

FORECAST
STOCK [ ANNUAL OF DCF MARKET
LINE | COMPANY PRICE | DIVIDEND FUTURE MODEL | CAP $
Po Do EARNINGS | RESULT | (MILS)
GROWTH

1 3M 143.44 3.42 11.97% 14.7% 93,722
2 ABBOTT LABORATORIES 41.53 0.88 10.60% 13.0% 64,509
3 ABBVIE 54.43 1.68 9.23% 12.6% 91,091
4 ADT 34.38 0.80 9.27% 11.8% 6,388
5 AETNA 80.67 0.90 9.95% 11.2% 29,932
6 AIR PRDS.& CHEMS. 130.18 3.08 9.77% 12.4% 28,035
7 AIRGAS 108.65 2.20 11.18% 13.4% 8,136
8 ALTERA 34.06 0.72 10.02% 12.4% 11,085
9 ALTRIA GROUP 42.12 2.08 7.57% 13.0% 86,994
10 AMERICAN EXPRESS 91.74 1.04 9.60% 10.8% 92,527
11 AMERICAN INTL.GP. 54.45 0.50 11.80% 12.8% 78,978
12 AMGEN 123.35 2.44 9.72% 11.9% 105,730
13 ANADARKO PETROLEUM 107.97 1.08 12.97% 14.1% 53,986
14 ANALOG DEVICES 52.41 1.48 11.67% 14.9% 15,598
15 AON CLASS A 87.97 1.00 11.82% 13.1% 25,185
16 APPLE 95.36 1.88 12.24% 14.5% 604,774
17 AT&T 35.48 1.84 5.00% 10.6% 179,954
18 AUTOMATIC DATA PROC. 80.70 1.92 10.33% 13.0% 40,209
19 AVERY DENNISON 49.40 1.40 8.23% 11.3% 4,528
20 BALL 62.59 0.52 9.77% 10.7% 9,123
21 BAXTER INTL. 74.37 2.08 8.04% 11.1% 40,777
22 BECTON DICKINSON 118.06 2.18 8.94% 11.0% 22,067
23 BOEING 127.39 2.92 10.38% 12.9% 92,397
24 CRBARD 146.62 0.88 13.97% 14.7% 11,135
25 CARDINAL HEALTH 70.61 1.37 10.36% 12.5% 25,411
26 CF INDUSTRIES HDG. 246.44 6.00 8.38% 11.0% 12,492
27 CH ROBINSON WWD. 64.64 1.40 10.10% 12.5% 9,820
28 CIGNA 92.53 0.04 10.73% 10.8% 24,886
29 CINTAS 63.65 0.77 10.35% 11.7% 7,890
30 CISCO SYSTEMS 25.01 0.76 7.33% 10.6% 127,123
31 CITIGROUP 48.95 0.04 11.19% 11.3% 157,148
32 CLOROX 89.93 2.96 7.00% 10.6% 11,588
33 CME GROUP 72.83 1.88 11.67% 14.6% 25,541
34 CMS ENERGY 29.92 1.08 6.80% 10.7% 8,296
35 COCA COLA ENTS. 47.18 1.00 11.47% 13.9% 11,243
36 COLGATE-PALM. 66.90 1.44 8.74% 11.1% 58,452
37 CONOCOPHILLIPS 82.74 2.92 6.66% 10.5% 97,123
38 COSTCO WHOLESALE 117.84 1.42 10.20% 11.5% 55,300
39 COVIDIEN 85.63 1.28 9.21% 10.9% 41,141
40 CSX 30.36 0.64 9.60% 11.9% 30,987
41 DANAHER 77.19 0.40 12.34% 12.9% 53,904
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FORECAST
STOCK | ANNUAL OF DCF | MARKET
LINE | COMPANY PRICE | DIVIDEND | FUTURE | MODEL | CAP $
Po Do EARNINGS | RESULT | (MILS)
GROWTH

42 | DEERE 88.47 2.40 8.00% |  11.0% 29,383
43 | DENTSPLY INTL. 47.29 0.26 10.10% | 10.7% 6,706
44 | DOW CHEMICAL 52.21 1.48 10.03% |  13.2% 63,717
45 gﬁgEE,PER SNAPPLE 59.82 1.64 7.63% | 10.6% 12,236
46 | E DU PONT DE NEMOURS 65.97 1.80 7.76% | 10.7% 59,683
47 | EATON 73.33 1.96 11.12% | 14.1% 32,409
48 | EMC 27.96 0.46 10.08% |  11.9% 59,856
49 | EMERSON ELECTRIC 65.85 172 9.28% |  12.2% 45,371
50 | EOG RES. 111.83 0.67 1203% | 12.7% 55,846
51 | ESTEE LAUDER COS.A' 75.30 0.80 12.14% | 13.3% 17,420
52 | FLUOR 75.78 0.84 12.94% | 14.2% 11,061
53 | FMC 69.74 0.60 11.72% | 12.7% 8,462
54 | GENERAL DYNAMICS 118.84 2.48 8.07% |  10.3% 42,599
55 | GENERAL ELECTRIC 26.25 0.88 7.16% | 10.8% | 260,380
56 | GENERAL MILLS 52.81 1.64 6.88% |  10.2% 32,473
57 | HERSHEY 94.25 214 9.86% | 12.4% 14,799
58 | HONEYWELL INTL. 94.45 1.80 10.63% | 12.8% 73,841
59 | HUMANA 126.17 112 9.58% |  10.6% 19,893
60 | INTEL 3183 0.90 8.82% | 11.9% | 173,384
61 ENUTSES%EONAL 187.12 4.40 8.78% | 11.4% | 191,079
62 | INTL.FLAVORS & FRAG. 101.95 1.88 10.77% | 12.8% 8,037
63 | INTUIT 81.73 1.00 13.09% | 145% 24,011
64 | JUNIPER NETWORKS 23.93 0.40 12.96% | 14.9% 10,711
65 | KEYCORP 13.83 0.26 9.48% |  11.6% 12,147
66 | KRAFT FOODS GROUP 58.33 2.10 747% | 11.4% 34,545
67 | KROGER 49.49 0.66 10.24% | 11.7% 25,360
68 | L BRANDS 59.60 136 1113% | 13.7% 18,933
69 | LINCOLN NATIONAL 51.84 0.64 11.00% | 12.4% 14,158
70 | LINEAR TECHNOLOGY 45.70 1.08 11.06% | 13.7% 10,855
71 | LOCKHEED MARTIN 165.98 5.32 9.40% |  12.9% 55,413
72 | MACY'S 58.82 1.25 11.84% | 14.2% 21,156
73 | MARSH & MCLENNAN 51.71 112 1243% | 14.9% 28,691
74 | MCKESSON 189.41 0.96 13.90% |  145% 45,285
75 MSTAF'?I%%"NNSON 92.72 1.50 9.82% |  11.6% 19,497
76 | MICROSOFT 42.77 112 750% | 10.3% | 385915
77 | MONSANTO 120.34 1.96 1313% | 15.0% 59,284
78 | MOSAIC 48.27 1.00 853% |  10.8% 15,719
79 | MURPHY OIL 63.96 1.40 9.77% | 12.2% 10,358
80 | NETAPP 38.03 0.66 10.94% | 12.9% 13,457
81 | NEWELL RUBBERMAID 31.65 0.68 9.93% | 12.3% 9,389
82 | NIKE'B' 77.28 0.96 1335% |  14.8% 56,965
83 | NORDSTROM 68.27 132 10.35% | 125% 13,246
84 | NORFOLK SOUTHERN 103.41 2.28 11.05% | 135% 33,425
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FORECAST
STOCK | ANNUAL OF DCF | MARKET

LINE | COMPANY PRICE | DIVIDEND | FUTURE | MODEL | CAP $

P, Do EARNINGS | RESULT | (MILS)

GROWTH

85 | ORACLE 40.99 0.48 9.42% | 107% | 181,358
86 | PALL 82.97 1.10 1177% | 13.3% 8,987
87 | PATTERSON COMPANIES 39.70 0.80 11.33% | 13.6% 4,253
88 | PAYCHEX 41.29 152 962% | 13.7% | 15282
89 | PEPSICO 89.97 2.62 743% | 106% | 138,308
90 | PERKINELMER 45.95 0.28 1025% | 109% 5,090
91 | PERRIGO 146.60 0.42 11.20% |  116% | 19523
92 | PETSMART 64.56 0.78 1063% | 12.0% 6,083
93 | PG&E 26.21 182 6.44% | 107% | 22,067
94 | PHILIP MORRIS INTL. 85.54 400 6.83% | 119% | 131516
95 | PPG INDUSTRIES 205.50 2.68 12.90% | 144% | 27,906
9% | PRAXAIR 130.98 2.60 11.07% | 133% | 38,782
97 | PREC.CASTPARTS 248.10 0.02 1278% | 128% | 34,759
98 | PRINCIPAL FINL.GP. 50.61 136 11.70% | 147% | 15830
99 | PROCTER & GAMBLE 80.33 257 872% | 122% | 226412
100 | PRUDENTIAL FINL. 87.97 2.12 957% | 122% | 41,110
101 | PVH 116.97 0.15 1213% | 123% | 10427
102 | QUEST DIAGNOSTICS 60.71 132 966% |  121% 9,066
103 | RALPH LAUREN CLA 159.45 1.80 950% | 10.7% | 10,668
104 | RAYTHEON B 94.37 2.42 1098% | 139% | 31352
105 | REPUBLIC SVS. A 37.62 112 863% | 119% | 13,968
106 | ROCKWELL AUTOMATION | 12065 2.32 11.25% | 134% | 15968
107 | ROCKWELL COLLINS 77.08 120 860% | 103% | 10,369
108 | ROPER INDS.NEW 146.44 0.80 1330% | 139% | 14,820
109 | ROSS STORES 67.47 0.80 1150% | 128% | 15800
110 | SCRIPPS PETWORKS 80.80 0.80 13.63% |  14.8% 8,319
111 | STJUDE MEDICAL 66.95 108 1020% | 120% | 18451
112 | SN0 viDE 81.00 140 830% |  10.2% 16,046
113 | STRYKER 83.05 122 895% | 106% | 31767
114 | SUNTRUST BANKS 38.83 0.80 960% | 119% | 20685
115 | SYsco 36.98 116 747% | 109% | 22450
116 | TEXAS INSTRUMENTS 47.35 120 1000% | 128% | 51232
117 | JHERMIO FISHER 12025 0.60 1238% |  129% | 49,364
118 | TIFFANY & CO 100.22 152 1250% | 142% | 13,070
119 | TIME WARNER 75.21 127 1277% | 147% | 64,908
120 | ToX 54.72 0.70 11.07% | 125% | 41,369
121 | UNITED PARCEL SER.'B' 10047 268 11.07% | 141% | 68,954
122 | UNITED TECHNOLOGIES 112.07 2.36 11.18% | 135% | 99,257
123 | UNITEDHEALTH GROUP 82.39 150 036% | 114% | 84,774
124 | VF 62.28 1.05 11.85% | 13.7% | 27,048
125 | VALERO ENERGY 51.84 1.10 790% | 102% | 26,905
126 | SR NS 50.00 2.20 6.37% | 11.1% | 202,080
127 | VIACOM B' 84.90 132 1247% | 142% | 29,855
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FORECAST
STOCK [ ANNUAL OF DCF MARKET
LINE | COMPANY PRICE | DIVIDEND FUTURE MODEL | CAP $
Po Do EARNINGS | RESULT | (MILS)
GROWTH
128 | WAL MART STORES 75.62 1.92 7.55% 10.3% 246,554
129 | WASTE MANAGEMENT 44.85 1.50 7.50% 11.1% 22,061
130 | WELLPOINT 110.26 1.75 9.94% 11.7% 32,855
131 | WELLS FARGO & CO 51.45 1.40 9.69% 12.7% 268,955
132 | WESTERN UNION 17.11 0.50 10.50% 13.8% 9,123
133 | WHOLE FOODS MARKET 38.86 0.48 12.65% 14.0% 13,955
134 | XILINX 44.28 1.16 10.20% 13.1% 11,461
135 | XYLEM 37.58 0.51 12.60% 14.1% 6,818
136 | ZOETIS 32.68 0.29 12.76% 13.8% 18,163
137 Market-weighted Average 12.2%

Notes: In applying the DCF model to the S&P 500, | included in the DCF analysis only those companies in the S&P 500 group which
pay a dividend, have a positive growth rate, and have at least three analysts’ long-term growth estimates. | also conservatively
eliminate those 25% of companies with the highest and lowest DCF results.

Do
Po

g
k

Thomson Reuters.

(| doi+0)s

Current dividend per Thomson Reuters.
Average of the monthly high and low stock prices during the three months ending August 2014 per

0

I/B/E/S forecast of future earnings growth August 2014.
Cost of equity using the quarterly version of the DCF model shown below:

+(1+g)% -1
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