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Exhibits

This report discusses market data presented in several accompanying tables. The following is a complete list of
these tables.

Two sets of tables with data updated through Decermber 31, 2006 accompany the discussion in Part [ of this
report. These are:

Exhibits A-1 through A-8 Equity risk premiums vs. company size (eight measures of size)

Exhibits B-1 through B-§ Premiums over CAPM vs. company size (eight measures of size)

Two sets of tables with data updated through December 31, 2006 accompany the discussion in Part II of this
report. These are:

Exhibits C-1 through C-8 Relation between size and company risk (eight measures of size)

Exhibits D-1 through D-3 Equity risk premiums vs. company risk {three measures of risk)

Also, we have prepared two sets of tables that summarize the data presented in the above exhibits, These
surnmary tables are not otherwise referenced in this report:

"Premiums over Long-Term Risk-free Rate" (3-page summary of exhibits A-1 through A-8 and D-1 through D-3)

"Premiums over CAPM" (2-page summary of exhibits B-1 through B-8)
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introduction

We have previously presented historical equity risk premiums for 25 size-ranked portfolios using eight alternate
measures of company "size". Part [ of this report describes the latest revision of our study that now includes
historical data updated through the end of 2006." As with our earlier research, this study made use of the database
of the Center for Research in Security Prices (“CRSP”) at the Graduate School of Business at the University of
Chicago together with Standard & Poor’s Compustat database.

Part I of this report presents an update of data that we first published in several articles and for which we have
published prior updates.” Part IT presents data quantifying the relationship between rates of return, company size,
and fundamental measures of company risk.

Part I: Historical Equity Risk Premiums and Company Size

We sort companies by size, breaking the New York Stock Exchange (“NYSE™) universe into 25 size-ranked
portfolios and adding American Stock Exchange (“AMEX") and National Association of Securities Dealers
Automated Quotations (“NASDAQ"} listed companies. These portfolios are imited to companies with a track
record of profitable performance (we ereate a separate "high financial risk"” portfolio composed of companies that
are losing money, have high leverage, or are in bankrupicy). We use eight alternate measures of company "size",
including fundamental financial characteristics such as sales and book value. The data shows a clear inverse
relationship between size and historical rates of retum,

A number of considerations have motivated us to pursue lines of research into historical equity returns using a)
alternative measures of company size; b) methods of filtering the data to remove the effects of high financial risk;
and ¢) elimination of companies without a proven record of performance.

What is Size?

Traditionally, researchers have used market value of equity as a measure of "size" in conducting historical rate of
return research. For instance, this is the basis of the "small stock" return series published in Stocks, Bonds, Bills
and Inflation Valuation Edition (“SBBI”}. But there are various reasons for seeking alternative measures of size.

First, it has been pointed out in the financial liferature that researchers may unwittingly introduce a bias when
ranking companies by "market value.” Market value is not just a function of "size"; it is also a function of the
discount rate. Therefore, some companies will not be risky (high discount rate) because they are small, but
instead will be "small" {low market value) because they are risky. Choosing a measure of size other than market
‘value will help isolate the effects that are purely due to small size in the historical record.

' published as the Standard & Poor’s Corporate Value Consulting Risk Premium Report for Reports titled 2002 to 2004 and
as the Pricewaterhouse Coopers’ and Price Waterhouse Risk Preminm Reporis for years before 2002,

? "™New Evidence on Size Effects and Equity Returns”, Business Faluation Review, September 1996 (covering the period
1963-19943; "Size Effects and Equity Returns: An Update”, Business Valuarion Review, March 1997. Both articles are
available at www.appraisers.org, go fo “Business Valuation”.

* "New Evidence on Equity Returns and Company Risk", Business Valuation Review, September 1999 (revised March 2000),
Both arficles are available at www.appraisers.org.

* Stocks, Bonds, Rills and Inflation Valuation Edition 2007, Momingstar (formerly Ibbotson Associates) 2007,

Srp Critique of Size Related Anomalies,” Jonathan Berk, Review of Financial Studies, vol. 8, no. 2 {1993).
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Also, the market value of equity is an imperfect measure of the size of a company’s operations. Companies with
large sales or operating income may have a small market value of equity if they are highly leveraged.

The use of fundamental accounting measures (such as assets or net income) may have the practical applied benefit
of removing the need to make a "guesstimate” of size for comparative purposes. For example, such data might
eliminate certain circularities that may arise in applying size-based adjustments (where size is measured by
market value of equity and one needs to know size to chose the adjustment) to a discount rate for determining the
market value of a privately held business.

Description of the Data

This study made use of the CRSP database together with Standard & Poor's Compustat database. The population
of companies considered in our study was taken from the intersection of the CRSP universe and the Compustat
universe (that is to say, our study is limited to firms that are covered by both databases). We excluded American
Depository Receipts {ADRs) and non-operating holding companies from the data set. We also exciude financial
service companies (SIC code = 6) because some of the financial data used in our study are difficult to apply to
many companies in the financial sector {(e.g. "sales” at a commercial bank) and financial institutions support a
much higher ratio of debt to equity than is normal in other industries. Also, companies in the financial services
sector were poorly represented during the early years of the Compustat database.

The Compustat database was established in 1963 and in this study we calculated historical returns for the period
1963 through 2006. Compustat data is available for some companies going back into the 1950s, but this earlier

" data only consists of back histories for companies that were added to Compustat in 1963 or later. We begin with
1963 data in order to avoid the obvious "selection bias" that would otherwise resuit.

For each vear covered in our study, we considered only financial data for the fiscal year ending no later than
September of the previous year. For example, in allocating a eompany to a portfolio to calculate returns for
calendar vear 1995, we consider financial data through the [atest fiscal year ending September 1994 or earlier
(depending on when the company’s fiscal year ended).

Far each year since 1963, we filtered the universe of companies to exclude the following:

» Companies lacking 5 years of publicly traded price history;
Companies with sales below §1 million in any of the previous five fiscal years;

» Companies with 2 negative 5-year-average EBITDA (carnings before interest, taxes, depreciation and
amortization) for the previous five fiscal years.

Companies that pass this test have been traded for several years, have been selling at least a minimal quantity of
product, and have been able to achieve some degree of positive cash flow from operations. This screening was a
response to the argument that the "small cap” universe may consist of a disproportionate number of high-tech
comparnies, start-up companies, and recent Initial Public Offerings, and that these unseasoned companies may be
inherently riskier than companies with a track record of viable performance. The number of companies
eliminated by these criterta varies from year to year over the sample period.

Once we eliminated the companies described above, we created a separate portfolio for companies with any one
of the following characteristics:

Copyright © 2007 Duff & Phelps, LLC Distributed by
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*»  Companies identified by Compustaf as in bankruptey or in liquidation;

Companies with S-year-average net income available to common equity for the previous five years less than
zero (either in absolute terms or as a percentage of the book value of common equity);

e Companies with 5-year-average operating income for the previous five years {defined as sales minus (cost of
goods sold plus seiling, general and administrative expenses plus depreciation)} less than zero (either in
absolute tenms or as a percentage of net sales);

e Companies with negative book value of equity at any of the previous five fiscal year-ends;

» Companies with debt-to-total capital of more than 80% (with debt measured in book value terms and total
capital measured as book value of debt plus market value of equity).

These companies were excluded from our base set and placed in a separate portfolio which we refer to as the
"high financial risk" portfolio. We sought in this manner to isolate the effects of high financial risk. Otherwise,
the results might be biased for smaller companies to the extent that highly leveraged and financially distressed
companies tend to have both high returns and low market values. It is possible to imagine financially distressed
(or highty risky) companies that lack any of the above characteristics. It is also easy to imagine companies which
have one of these characteristics but which would not be considered financially distressed. Nevertheless, we are
confident that the resulting "high financial risk" portfolio is composed largely of companies whose financial
condition is significantly inferior to the average, financially "healthy" public company.

The number of companies classified as "high financial risk” varied over the sample pertod. These companies
represented approximately 25+% of the data set in recent years, but less than 5% in 1963. Certain technical
changes in methodology have resulted in a greater number of companies falling into the “high financial risk”
portfolio than in versions of this study published prior to 2000.

The exclusion of companies based on historical financial performance does not imply any unusual foresight on
the part of hypothetical investors in these portfolios. In forming portfolios to calculate returns for a given year,
we exclude companies on the basis of performance during previous years {e.g., average net income for the five
prior fiscal years), rather than current or future years. For instance, to form portfolios for 1963, we take into
account the average net income for the five fiscal years preceding September 1962. We repeat this procedure for
each year from 1963 through the latest available year.

Altogether, we have either excluded or segregated certain types of companies on the basis of past financial
performance or trading history. We adopted this approach in response to arguments that the inclusion of such
companies might introduce a bias in favor of the size effect to the extent that such companies tend to have low
market values. A critic imfamiliar with this history might question whether we are introducing a bias by
excluding such companies. We have run alternate analyses in which no company is excluded or segregated on the
basis of past history (that is, using all available non-finaneial companies) and the results are simzlar to those
reported herein.

Ranking Companies by Size

For the companies remaining in our base set, we formed portfolios of securities based upon relative size. Results
for eight alternate measures of "size" are reported in the accompanying exhibits.

For each vear, we formed portfolios by sorting all of the companies in the base set that traded on the NYSE. The
size cutoffs (or "breakpoints") were chosen so as to divide the NYSE companies evenly into 25 groups. Once the
breakpoints were chosen companies from the AMEX (available after 1962) and companies quoted on the
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NASDAQ National Market System (available after 1972) were added to these portfolios. Since NASDAQ and
AMEX companies are generally small rejative to NYSE companies, their addition to the data set produces
portfolios that are more heavily populated at the "small cap” end of the spectrum.®

The portfolios were rebalanced annually: that is, the companies were re-ranked and sorted at the beginning of
each vear. Porifolio rates of return were calculated using an equal-weighted average of the companies in the
portfolio,

Correcting for "Delisting Bias"”

An article by Tyler Shumway provided evidence that the CRSP database omits delisting returns for a large
number of companics.” These returns are missing for the month in which a company is delisted from an
exchange. Shumway collected data for a large number of companies that had been delisted for performance
reasons (such as bankruptey or insufficient capital). He found that investors incurred an average loss of about
30% after delisting. He further showed that delisting for non-performance reasons (such as mergers or changes of
exchange) tended to have a neutral impact in the month that the delisting oceurred.

We have incorporated the Shumway evidence into our rate of return calculations. In calculating rates of return,
we have imputed a 30% loss in the month of delisting in all cases in which CRSP identified the reason for
delisting as performance related, and also in all cases in which the reason for delisting was unknown.®

Measurement of the Historical Equity Risk Premium

The accompanying exhibits report average historical equity risk premiums for the period 1963 (the year that the
Compustat database was inaugurated) through 2006. A longer-run average historical equity risk premium is often
used as an indicator of the expected equity risk premium of a typical investor. Our measure of returps is based on
dividend income plus capital appreciation and represents returns after corporate taxes {(but before owner level
taxes).

To estimate historical equity risk premiums, we first calculated an average rate of return for each portfolio over
our sample period. Then, we subtracted the average income return earned on long-term Treasury bonds over the
same period (using SBAI data) to arrive at an average historical equity risk premium.

Presentation of the Results

In the accompatnying exhibits we present summary data for companies ranked by various measures of size. The
exhibits are as follows: :

® Some readers may wonder why we use NYSE brealpoints rather than ranking the entire NYSE/AMEX/NASDAQ universe.
The consistent use of NYSE breakpoints avoids an apples-to-oranges mixing of pre-1972 (pre-NASDAQ) ranking criteria
with post-1972 ranking criteria. Otherwise, for example, one would end up lumping “average” NASDAQ compantes (in
recent years) into the portfolios that contain much larger “average” NYSE companies {(in earlier years) when caleulating
average returns for the mid-sized portfolios over the full sample period. The only logical alternatives are etther to adopt our
approach or 0 exclude NASDAQ companies altogether.

7 *The Delisting Bias in CRSP data", Tyler Shumway, Journal of Finance, March 1997.

¥ This approach is consistent with updates that we have published since 1998. More recent evidence suggests that the average

“delisting” loss is less than Shumway’s original estimate. See “CRSP Delisting Returns”, April 2001, white paper prepared

by the Center for Research in Security Prices at hitpy//gsbwww.uchicago.eduresearch/crsp/news/downloads.
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Measures of Equity Size
Exhibit A-1: Market value of common equity (common stock price times number of common shares outstanding).

Exhibit A-2: Book value of common equity (does not add back the deferred tax balance).
Exhibit A-3; 5-year average net income for previous five fiscal years {net income before extraordinary items).

Measures of Company Size
Exhibit A-4: Market value of invested capital (market value of common equity plus carrying value of preferred
stock plus long-term debt (including current portion) and notes payable){("MVIC").

Exhibit A-5: Total Assets (as reported on the balance sheet).

Exhibit A-6: 5-vear average EBITDA for the previous five fiscal years (operating income before depreciation plus
non-operating income).

Exhibit A-7: Sales (net).

Exhibit A-8: Number of employees (number of employees, either at year-end or yearly average, including part-
time and seasonal workers and employees of consolidated subsidiaries; excludes contract workers
and unconsolidated subsidiaries).

The exhibits include the following statistics:

¢ Average of the sorting criteria (e.g., average number of employees) for the latest year

¢ The number of companies in each portfolio in the latest year

Beta calculated using the "sum beta" method applied to monthly returns for 1963 through the latest year (see

SBRI Valuation Edition 2007 Yearbook pp. 117-122 for a description of the “sum beta” method)

Standard deviation of annual historical equity returns

Geometric average historical equity return since 1963

Arithmetic average historical equity return since 1963

Arithmetic average historical equity risk premium over long-term Treasuries since 1963

"Smoothed” average historical equity risk premium: the fitted premium from a regression with the average

historical equity risk premium as dependent variable and the logarithm of the average sorting criteria as

independent variable. (We present the coefficients and other statistics from this regression analysis in the top

right hand corner of the exhibits.)

e Average carrying value of preferred stock plus long-term debt (including current portion) plus notes payable
{("Debt"y as a percent of MVIC since 1963

s & & & @

Each of exhibits A-1 through A-8 shows one line of data for each of the 25 size-ranked portfolios, plus a separate
tine for the "high financial risk" portfolo. In each case, the "high financial risk” statistics are drawn only from
companies for which the ranking criterion (e.g., sales, number of emplovees, etc.) is available. This gives rise to
slight variations among the exhibits for the statistics for this portfolio {not all Compustat data items are available
for all companies in all vears). Exhibit A-1 presents the most complete set of data for this category of companies.

Copyright © 2067 Duff & Phelps, 1LLC Distributed by
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For comparative purposes, we also report average returns from SBB/ series for Large Companies, Small
Companies, and Long-Term Government Bond Income Retumns for the period 1963 through the latest year.

Some Observations on the Data

By whatever measure of size we use, the result is a clear inverse relationship between size and historical equity
returns. However, when one sorts by a size measure other than market value, the relationship is slightly flattened
{compare exhibits A-1 and A-4, which use market value, with the other exhibits). The average historical equity
risk premiums for the smallest companies are generally lower when one sorts by criteria other than market value.
For the 23 size-ranked portfolios with an "arithmetic equity risk premium” in excess of the average historical
market risk premium (4.95% for 1963 through 2006), the premium incorporates a non-beta adjusted size
premium,

The historical average Debt to MVIC ratio is approximately 30% for most size categories, regardiess of the
sorting criteria. This suggests that differences in leverage do not explain the small company effect in our sample.
The leverage in the "high financial risk" portfolio is significantly higher than that of any of the other portfolios.

Premiums over CAPM

In the context of the Capital Asset Pricing Model ("CAPM™), the greater betas of the smaller companies explain
some but not all of the higher average returns in these size-ranked portfolios. This can be verified by calculating a
"Return in Excess of CAPM" using a methodology similar to that used in SBBJ 2007 Yearbook (pp. 129-142 in
the Classic Edition, pp. 129-143 in the Valuation Edition). An example of this calculation will illustrate the
method. The following example uses data for Portfolio 19 of companies ranked by Book Value of Equity from
exhibit B-2:

Portfolio beta = 1.20

Average historical market risk premium = 4.95%

{(historical large stock equity risk premium)

Indicated CAPM premium (A x B) =5.94%

Arithmetic average long-tenm Treasury income return = 7.14%
Indicated CAPM retumn (C + D) = 13.08%

Arithmetic average historical equity return = 16.88%

Return in excess of CAPM (F - E) = 3.83%.

OPMETa W

The return in excess of CAPM is often called the "size premium” or "beta-adjusted size premium"”, The size
premium is an empirically observed correction to the CAPM. This return in excess of CAPM of 3.83% compares
to a prenuium over the overall market of 4.79% (F minus D minus B}). In our exhibits we report betas calculated
using the "sum beta" method applied to monthly portfolio return data. This method yields higher betas for smaller
companies than would be obtained using ordinary least squares.

Exhibits B-1 through B-8 report calculations of premiums over CAPM for each portfolio for each of our eight
measures of size. The exhibits report the following statistics:

e Average of the sorting criteria (e.g., average number of employees) for the latest year

Comyright € 2007 Duff & Phelps, L1L.C Distributed by
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s  Beta caleulated using the “sum beta” method applied to monthly returns for 1963 through the latest year (see
SBBI Valuarion Edition 2007 Yearbook, pp. 117-122, for a description of the “sum beta™ method)
Arithmetic average historical equity return since 1963

e Arithmetic average historical equity risk premium over long-term Treasuries since 1963
Indicated CAPM premium, calculated as the beta of the portfolio multiplied by the average historical market
risk premium since 1963 (measured as the difference between SBBI Large Stock total returns and SBBJ
income returns on long-term Treasury bonds)

e Premium over CAPM, calculated by subtracting the "Indicated CAPM Premium” from the "Arithmetic Equity
Risk Premium”

s "Smoothed" Premium over CAPM: the fitted premium from a regression with the historical “Premium over
CAPM?” as dependent variable and the logarithm of the average sorting criteria as independent variable

Practical Application of the Data

This data can be used as an aid in formulating estimated required rates of return using objective measures of the
"size" of a subject company. The historical equity risk premiums reported in exhibits A-1 through A-8 have not
been adjusted to remove beta risk and, therefore, they should not be multiplied by a CAPM beta or otherwise
included in a CAPM amnalysis. The data reported in exhibits B-1 through B-8 can be used in the context of a
CAPM analysis.

A straightforward method of arriving at a discount rate would be a simple "build-up" approach using the historical
equity risk premiums over the long-term risk-free rate presented in exhibits A-1 through A-8. These premiums
incorporate the "small company" or "small stock™ effect. One could match the sales or total assets of the subject
company with the portfolios composed of companies of similar size. The smoothed premiums of these portfolios
can then be added to the yield on long-term Treasury bonds as of the valuation date to obtain benchmarks for the
reguired rate of return.

The "smoothed" average premium is the most appropriate indicator for most of the portfolio groups. At the
largest-size and smallest-size ends of the range, the average historical equity risk premiums tend to jump off of
the smoothed line, particularly for the portfolios ranked by size as measured by market value (exhibits A-1 and A-
4). For the largest companies (the first portfolio}, the observed historical relationship flattens out and the
smoothed premium may be an inappropriate indicator. For the smallest companies in our range (portfolio 25), the
smoothed average premium is likely the more appropriate indicator,

Sometimes one must estimate the required rate of return for a company that is significantly smaller than the
average size of even the smallest of our 25 portfolios. In such cases, it may be appropriate to extrapolate the
equity risk premium to smaller sizes using the slope and constant terms from the regression relationships that we
use in deriving the “smoothed” premiums. In so doing, one must be careful to remember that the logarithmic
relationship is base-10, and that the financial size data is in millions of dollars, such that the log of $10 million is
log(10), not log(10,000,000). Also, as a general rule one should be cautious about extrapolating a statistical
relationship far beyond the range of the data used in the statistical analysis.

A brief example will illustrate the use of the regression equations in estimating an equity risk premium. Assume a
company has book value of $50 million. If we insert this figure info the regression relationship reported in exhibit
A-2 ("Companies Ranked by Book Value of Equity™), we obtain the following estimate of the risk premium:

Smoothed Premium = 18.143% - 3.188% log (50) = 18.143% - 3.188% (1.699) = 12.73%
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Use of a portfolio’s average historical rate of retumn to calculate a discount rate is based (in part) upon the implicit
assumption that the risks of the subject company are quantitatively similar to the risks of the average company in
the subject portfolio. If the risks of the subject company differ materially from the average company in the
subject portfolio, then an appropriate discount rate may be lower (or higher) than a return derived from the
average equity risk premium for a given portfolio. Material differences between the expected retums for a subject
company and a given portfolio of stocks may arise due to differences in leverage (the average Debt/MVIC of the
portfolios are displayed in exhibits A-1 through A-8 and exhibits C-1 through C-8), operating risks (the average
unlevered portfolio sum beta for the portfolios are displayed in exhibits C-1 through C-8) or other fundamental
risk factors.

The premium over CAPM data presented in exhibits B-1 through B-8 can be used to make size adjustments to a
discount rate derived using the CAPM. When used in this mamner, the premium over CAPM would be added to
the CAPM calculation. That is, the premium should not be multiplied by beta, but insiead should be added to the
sum of the risk-fiee rate and the product of beta times the aggregate market risk premivm. This is similar to the
methodology recommended in SBBI Valuation Edition 2007 Yearbook, p. 60-61.

The equity risk premiums reported here are historical averages since 1963. We report the average historical
equity risk premium over the same period for the SBBI Large Company stocks (essentially the S&P 500). This
average was 4.95% over the period 1963-2006. If one’s estimate of the equity risk premium for the S&P 500 ona
forward-looking basis were materially different from the average historical equity risk premiom since 1963, it
may be reasonable to assume that the other historical portfolio returns reported here would differ on a forward-
looking basis by approximately a similar differential.” For example, assume that your current estimate of the
expected equity risk premium for Large Company stocks were 6.4%.'"° The difference between the average
historical risk premium since 1963 of 4.95% for Large Company stocks and the 6.4% forward-looking risk
premium for Large Company stocks can be added to the average equity risk premium for the portfolio (observed
or "smoothed") that matches to the size of the subject company to arrive at an adjusted forward-looking risk
premium for the subject company. This forward-looking risk premium can then be added to the risk-free rate as
of the valuation date to estimate an appropriate rate of return for the subject company. This reasoning does not
apply to the premiums over CAPM since these are based on relative performanee over the reported period.

Estimating Required Rates of Returns: An Example

In this section we will show how the data reported here can be used to estimate the required return on equity or
discount rate for a hypothetical company. Assume the subject company has the following characteristics:

Market Value of Equty £120 million
Book Value of Equity $100 million
5-year Average Net Income $10 million

‘Market Valie of Invested Capital $180 million
Total Assets $306 miltion
5-year Average EBITDA $30 mullion

Sales $250 million

? This average historical equity risk premium is consistent with the estimated equity risk premium on a forward-looking basis
at the beginning of 2007. For a more complete discussion of the differences between historical realized risk premiums and
forward-looking estimates see “Equity Risk Premium®, chapter one by Roger Grabowski and David King in The Handbook
of Business Valuation and Intellectual Property Analysis, MeGraw-Hill (2004) and chapter eight in Cost of Capital
Estimation and Applications 3 ed by Shannon Pratt and Roger Grabowski, Wiley (2007)

'® Supply side equity risk premium (arithmetic average) 1926-2006, Table 5-6, SBBI Valuation Edition 2007 Yearbook, p 98.
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Number of Employees 200

Build-Up Method

If we are using a "build-up” method, we want to determine a premium over the risk-free rate. The simplest
approach is to turn to exhibits A-1 through A-8, and, for each of the eight size characteristics, locate the portfolio
whose size is most similar o the subject company. For each guideline portfolio, the column labeled "Smoothed
Average Equity Risk Premium" gives an indicated historical risk premium over the risk-free rate. Example 1
shows the premiums indicated for our hypothetical company.

Example 1
Equity Risk Premioms over Risk-free Rate: Using Guidsline Portfolios
Premium
Company  Relevant Guidehne over Risk-
Size Exhibit  Portfolio free

Market Value of Equity $120 mil. A-1 25 13.8%
Book Value of Equity $100 mil. A-2 24 11.3%
S-year Average Net Income $10 mil. A-3 24 12.0%
Market Value of Invested Capital  $180 mil. A4 25 13.5%
Total Assets $300 mml. A-5 24 11.6%
S-year Average EBITDA 330 muil. A-6 24 11.8%
Sales $250 mil. A7 24 11.5%
Number of Employees 200 A-8 25 12.7%
Mean premium over risk-free rate 12.3%
Median premium over risk-free rate 11.9%

These premiums can be added to the risk-free rate to derive an indicated required return on equity. In deriving the
average historical equity risk premiums reported in exhibits A-1 through A-8, we have used SBBJ income return
on long-term Treasury bonds as our measure of the historical risk-free rate (7.14% for 1963 through 2006).
Therefore, a 20-year Treasury bond vield is the most appropriate measure of the risk-free rate for use with our
reported premiums.

With a risk-free rate as of the valuation date of 4.9% (say), the above premiums would indicate a required rate of
return on equity ranging from 16.2% to 18.7%, with an average of 17.2%.

As an alternative, one can estimate premiums using the regression equations that underiie the smoothed prenrium
caleulations. These equations 4re reported on exhibits A-1 through A-8. To estimate a prermum, we multiply the
logarithm of “size" by the slope coefficient, and add the constant term, as described above. In practice this
approach generally produces resuits that are very similar to those of the guideline portfolio approach presented
above (unless one is extrapolating to a company that is much smaller than the average size for the 25th portfolio).
Example 2 illustrates this approach for our hypothetical company.
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Example 2
Equity Risk Premiums over Risk-free Rate: Using Regression
Fquations
Premium

Company  Relevant Constant over Risk-

Size Exhibit  term Slopeterm log{Size) free
Market Value of Equity $120mil.  A-l 21.492% -3.814% 2.079 13.6%
Book Value of Equity $106 mil.  A-2 18.143% -3.188% 2.000 11.8%
S-year Average Net Income $10 mil. A-3 14.653% -2.920% 1.000 11.7%
Market Value of Invested Capital $180mil. A4 20953% -3.547% 2.255 13.0%
Total Assets $300mil.  A-S 18.621% -2.891% 2477 11.5%
S-year Average EBITDA $30 ml A-6 16.159% -2.900% 1.477 11.9%
Sales $250mil. A7 16.815% -2.278% 2.398 11.4%
Number of Employees 200 A8 17.424% -2.114% 2.301 12.6%
Mean premium over risk-free rate 12.2%
Median premium over risk-free rate 11.9%

One can adjust the observed premiums over the nisk-free rate for differences in financial leverage between the
average companies comprising the portfolio and the subject company. The company in the example has a
Debt/MVIC = $60 /$180 = 33% which is slightly more leverage than the average of the companies comprising
portfolio 25 of exhibits A-1 (30.67%) and A-4 (25.505%)."

But assume that the subject company had no debt in its capital structure. For example, we "unlever” the average
levered risk premium in exhibit A-1, portfolio 25, as follows:

Unlevered realized risk premium = Levered realized risk premium / [1 + (D(1-t))/E]

where the average Debt to Equity ("IVE") matio of the portfolio is based on the average Debt to MVIC for the
portfolio since 1963 and the income tax rate, t, is the estimated federal plus effective state income tax rate for the
companies comprising the portfolio companies. The income tax rate, t, we use is based on the average marginal
federal corporate income fax rate for the tax bracket with the largest taxable income each year since 1963 plus an
estimated weighted average state income tax rate.

We report unlevered average realized risk premioms for each of the eight size measures in exhibits C-1 through
C-8. The unlevered average realized risk premium for portfolio 25 in exhibit C-1 equals 13.1%. This compares
to the average levered realized risk premium of 16.23% (not smoothed) reported in exhibit A-1.

These unlevered realized risk premiums represent the rates of return on a debt-free basis; the unlevered realized
risk premiums can be used for estimating required rates of refurn for companies with no debt. The unlevered
realized risk premivms displayed in exhibits C-1 through C-8 are informative in that they generally indicate that
the market views smaller companies” operations to be more risky than the operations of larger companies (i.e.,
unlevered risk premiums increase as size decreases).

! Debt equals MVIC ($180 million) minus Market Value of Equity ($120 million).
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The unlevered realized risk premium can also be used as the first step in a relevering calculation where the subject
company's debt level differs from the average debt level of the portfolio companies. To relever the realized risk
premium, one can use the following formula:

Levered realized risk premium = Unlevered realized risk premium x {1 + (D{(1-t))/E ]

where the Debt to Equity ratio for the subject company is measured in terms of the carrying amount of Debt and
the market value of equity for the subject company and the income tax rate, {, equals the marginal income tax rate
for the subject company. "

CAPM

An alternative to the "build up” approach is the CAPM. One can adjust the indicated required return by adding a
size premium. The size premium can be considered a correction to the textbook CAPM because empirically we
observe that in the context of the CAPM, the higher betas of the small companies explain some but not all of the
higher average historical equity retumns in these portfolios. With this adjustment, the formmla for required return
becomes:

Required Return = Risk-free Rate + (Beta x Market Risk Premium) + Size Premium

The size premium can be measured using the "Premiums over CAPM" presented in exhibits B-1 through B-8. To
estimate this size prémium, we can turn to the exhibits and follow a procedure similar to what we used above
when we determined premiums over the risk-free rate. Again, the simplest approach is to find the "Smoothed
Premium over CAPM" of the guideline portfolios in a manmer similar to example 1. Example 3 illustrates this
approach for our hypothetical company.

2 See SBBI Valuation Edition 2007 Yearbook, pp 125 ~ 126. 'The unlevering and relevering of the realized risk premium will
likely result in a different result than if one unlevers and relevers guideline company betas and adds the size premiums from
exhibits B-1 through B-8, “Premium over CAPM”,
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Exhibit
B-1
B-2
B-3
B-4
B-5
B-6
B-7
B-8

Example 3
Premiums over CAPM: Using Guideline Portfolios
Company
Size
Market Value of Equity $120 mil.
Book Value of Equity $100 mil.
S-year Average Net Income $10 mal.
Market Value of Invested Capital $180 mil.
‘Total Assets $300 mil.
S-year Average EBITDA $30 mil.
Sales $250 mil.
Numiber of Employees 200

Mean premium over CAPM
Median premium over CAPM

Portfolio  over CAPM

25
24
24
25
24
24
24
25

7.0%
4.9%
5.5%
6.6%
5.1%
54%
52%
6.4%

5.8%
5.5%

If the indicated CAPM estimate before the size adjustment (Risk-free Rate + Beta x Market Risk Premium) 15
11.0% (say), then the above size premiums indicate a required rate of return on equity ranging from 15.9% to

18.0%, with an average of 16.8%.

Risk Premiun: Report
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As an alternative, we can use the regression equations reported in exhibits B-1 through B-8 to estimate premiums
over CAPM. Again, this is similar to the method presented in example 2 for determining premiums over the risk-
free rate. Example 4 illustrates the results for our hypothetical company.

Relevant Constant

Exhibit
B-1
B-2
B-3
B-4
B-3
B-6
B-7
B-8

Example 4
Premiums over CAPM: Using Regression Equations
Company
Size
Market Value of Equity $120 mil.
Book Value of Equity $100 mil.
5-year Average Net Income $10 mil.
Market Value of Invested Capital $180 mil.
Total Assets 3300 mil.
S-year Average EBITDA $30 mik.
Sales $250 mil.
Number of Employees 200
Mean preminm over CAPM
Median premium over CAPM

term
13.006%
5.364%
7.181%
11.886%
9.492%
8.061%
8.763%
10.139%

Slope term
-2.948%
-2.070%
-1.857%
-2.534%
-1.802%
-1.797%
-1.527%
-1.687%

lTog{Size)
2079
2.000
1.000
2.255
2.477
1477
2.398
2.301

Premium
over CAPM;

6.9%
525%
5.3%
6.2%
5.0%
5.4%
5.1%
6.3%

5.7%
5.4%

One can unlever the portfolio betas. For example, we "unlever” the portfolio beta in exhibit A-1, portfolio 24, as

follows:
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Unlevered portfolio beta = Levered portfolio beta / [} + (D (1-0)YE ]

where the average Debt to Equity ("IVE™) ratio of the portfolio is based on the average Debt to MVIC for the
portfolio since 1963 and the income tax rate, t, is the estimated federal plus effective state income tax rate for the
companies comprising the portfolio companies. The income tax rate, t, we use is based on the average marginal
federal corporate income tax rate for the tax bracket with the largest taxable income each year since 1963 plus an
estimated weighted average state income tax rate.

We report unlevered portfolio betas for each of the eight size measures in exhibits C-1 through C-8. The
unlevered portfolio beta for portfolio 25 in exhibit C-1 equals 1.05. This compares to the levered portfolio beta of
1.30 reported inn exhibit B-1.

Unlevered betas are often called "asset betas” in the literature as they represent the risk of the operations of the
business with the risk of financial leverage removed. The unlevered betas displayed in exhibits C-1 through C-8
are informative in that they generally indicate that the market views smaller companies’ operations to be more
risky than the operations of larger companies (i.e., unlevered betas increase as size decreases). While the
unlevered portfolio betas are informative, they would not generally be appropriate to use in estimating the beta of
a subject company. The convention for estimating the beta appropriate for a subject company is generally to use
data for a recent period (i.e., last 60 months).

The unlevering formulae discussed above and used in exhibits C-1 through C-8 for unlevering the average
realized risk premiwms and portfolio betas for portfolios 1 through 25 and the relevering formulae discussed
above assume that the business risk is fully borne by the equity capital; that is the variability of operating cash
flows have a negligible effect on the risk of the debt capital. As a first approximation, this assumption appears
reasonable for most of the companies comprising portfolios 1 through 25.

Application of the unlevering formulae to the high financial risk portfolio may be problematic for various reasons:
the book value of debt may be a bad proxy for the market value of debt for many of these companies; debtholders
have a greater share of the operating risk of the company for highly levered conmpanies; and the ability to utilize
tax shields for interest expense may be impaired for companies that are losing money.

Changes from Previously Published Versions of this Study

Readers may be interested in the difference between the data presented herein and analogous data published in
articles that appeared in 1996 and 1997 (cited above), a 1995 article ("The Size Effect and Equity Returns"
Business Valuation Review, June 1995}, as well as annual updates published on the Momingstar (formerly
Ibbotson Associates”) website since 1998:

The 1995 article reported 30-year historical averages. We currently report averages since 1963,
The 1995 article looked only at the market value of equity as a measure of size. We currently look at eight
alternate measures of size.

= The current report includes Total Assets as one of the measures of size. This replaces a Book Value of
Invested Capital measure that appeared in the 1996 and 1997 articles.

s The current report excludes newly listed companies, places many companies into a separate "high financial
risk"” portfolio, includes AMEX and NASDAQ companies, and includes only companies covered by
Compustat. The 1995 article used ali operating NY SE companies found in the CRSP database.
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+ The 1993 article used market-weighted averaging to calculate the portfolio rates of return. The current report
uses equal-weighted averaging.

s The 19935 article used natural logarithms, while the current report uses base-10 logarithms. This makes no
difference in the calculation of the "smoothed” premiums, but we have found that base-10 logs are easier to
explain than natural logs.

» The 1995 and 1996 articles included financial companies. The current report excludes financial companies
(though in our currently published versions of prior years’ reports we exclude financial companies).

»  The current report corrects for possible "delisting bias” in the CRSP database. The 1995, 1996, and 1997
articles did not make this adjustment (though in out currently published versions of prior years™ reports we
inchude this correction).

s The current report includes tables showing "Premiums over CAPM". Versions of this study before 2000 did
not include these tables (though our currently published versions of prior years” reports include these data).

o Certain revisions in methodology (rrade for technical reasons) expanded the number of companies in the
“high financial risk portfoilo” relative to versions published before 2000 (though our currently published
versions of prior years’ reports incorporate this changed methodology).

s The current report changes the method of using financial data such that no data is considered for fiscal years
ending less than three months before the formation of portfolios. Versions of this study prior to 2001 allowed
use of financial data through the previous month end (though ovr currentty published versions of prior years’
reports incorporate this changed methodology).

» The current report uses the “sum beta” method applied to monthly returns to estimate portfolio betas.
Versions before 2003 estimated betas using ordinary least squares with annual data (though our currently
published versions of prior years’ reports incorporate the “sum beta” methodology).

»  The current report includes unlevered average risk premiums and sum betas for each portfolio. Versions of
this study prior to 2005 did not include this data (though our currently published versions of prior years’
reports include these data).

s The current report incorporates various corrections and other changes that have affected the CRSP and
Compustat databases since the data in the earlier articles was generated.
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Part II: Historical Equity Risk Premiums and Company Risk

Background

We previously published the results of research correlating historical equity returns (and historical equity risk
premiums) directly with measures of company risk derived from accounting information.” These may also be cailed
*fundamental” measures of company risk to distinguish these risk measures from a stock market-based measure of
equity risk such as beta. Part If of this report presents an update of this research. This study made use of the database
of the Center for Research in Security Prices (“CRSP™) at the Graduate School of Business at the University of
Chicago together with Standard & Poor’s Compustat database.

A variety of acadernuic studies have examined the relationship between financial statement data and various aspects of
business nisk.'* Research has shown that measures of earnings volatility can be useful in explaining credit ratings,
predicting bankruptey, and explaining the CAPM beta.

Part II of this report examines three separate measures of nisk:

¢ Operating margin (the lower the operating margin, the greater the risk);
.« Coefficient of variation in operating margin (the greater the coefficient of vartation, the greater the nisk);
e Coefficient of variation in return on equity (the greater the coefficient of variation, the greater the risk).

Coefficient of variation is the standard deviation divided by the mean. It measures volatility relative to the average
value of the variable under consideration. This normalizes for differences in the magnitude of the subject variables.

In Part II we present two varieties of data. First, we display the relationship between measures of company size and
the above-mentioned measures of company risk. We do so by presenting average risk measures for each of the size-
ranked portfolios of companies that were used in exhibits A-1 through A-8 (as described in Part I of this report).

Next, we document the relationship between these risk measures and historical rates of retum. The results reported
herein suggest a positive relationship; that s, the greater the risk as measured by historical accounting information, the
greater the rate of return earned by equity investors,

We sort companies by the measure of risk, breaking the NYSE universe into 25 risk-ranked portfolios and adding
AMEX and NASDAQ compamies. These portfolios are limited to compandes with a track record of profitable
performance (we create a separate "high financial risk” portfolio composed of companies that are losing money, have
high leverage, or are in bankruptey). We use three alternate measures of company "risk", all based on fundamental
financial characteristics. The data shows a clear relationship between risk and historical rates of return.

¥ *New Evidence on Equity Retumns and Company Risk", Business Valuation Review, September 1999 (revised March
2000). These articles are available at www.appraisers.org.

'* A survey of the academic research can be found in The Analvsis and Use of Financial Statements, 3 edition, White et al.,
Wiley (2003), chapter 18.
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Size and Risk

Traditionally, appraisers have used company "size" as a factor in determining discount rates for smaller
companies. Small companies are believed to have higher required rates of return than large companies becanse
small companies inherently are more risky. The historical data (as published in SBBJ and our previous articles
and data reported herein) verifies that small companies have, in fact, earned higher rates of return over long-run
periods. Does the evidence support the claim that smaller companies inherently have greater risk? Qur previous
articles and reports have demonstrated that small companies exhibit greater risk as measured by two stock market-
based indicators: beta and price volatility, The present study goes further by demcnstratmg that as company size
decreases measures of risk calculated from financial statement data increase.’

It has been pointed out in the financial literature that researchers may be mixing a "size" effect wzth a "risk” effect
when measuring company size by "market value™.'® Market value is not just a function of "size"; it is also a
function of the discount rate. Therefore, some companies will not be risky (high discount rate) because- they are
small, but instead will be "small" (low market value) because they are risky. This motivated us to consider
alternative measures of "size" in our previous articles and reports, where we looked at measures unrelated to
market values such as Total Assets and Number of Employees. Part IT of this report goes further in documenting
indicators of risk in portfolios of stocks of small companies. It also goes beyond size and investigates the relation
between equity retumns and fundamental risk measures.

Is "size" correlated with market and fundamental risk measures?

"Exhibits C-1 through C-§ display fundamental risk measures for portfolios formed by ranking public companies
by "size". These exhibits report statistics for the same size-ranked portfolios as we described in Part I of thig
report.

Exhibit C-1 displays 25 portfolios with size measured by Market Value of Equity. The exhibit shows, for each
portfolio, the average historical equity risk preminm since 1963 (this repeats information reported in exhibit A-13.
Also shown are five measures of risk corresponding to each portfolio:

Beta (calculated using the “sum beta™ method applied to monthly returns for 1963 through the latest year);
Unlevered sum beta;

Average operating margin (since 1963);

Average coefficient of variation of operating margin (since 1963); and

Average coefficient of variation of return on book equity (since 1963).

¢ & & 85 @

We see that beta (both levered and unlevered) of the portfolios decrease (as expected) as market value of equity
increases."” We see that average operating margin increases as market value of equity increases. We see that
average coefficient of variation of operating margin and average coefficient of variation of return on book equity
decrease as market value of equity increases. Also, we see that generally the three fundamental measures of risk

* A similar point was made by Barry Goodman in a presentation at the October 1997 American Society of Appraisers’
Advanced Business Valuation Conference in San Francisco,

'€ %A Critigue of Size Related Anomalies,” Jonathan Berk, Review of Financial Studies, vol. 8, no. 2 (1995)

" In our work on "size” as reported in Part I of this report, we have determined that, in the context of the CAPM, the higher
betas of the small companies explain some but not &l of the higher average historical equity retumns in these portfolios.
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display increasing risk as size decreases, as the historical unlevered equity risk premium increases and as the
: g
unlevered beta increases.’

Exhibits C-2 through C-6 display similar resuits for five other measures of size:

Exhibit C-2: Size as measured by Book Value of Equity;

Exhibit C-3: Size as measured by 5-year-average Net Income for previous five fiscal years;
Exhibit C-4: Size as measured by Market Value of Invested Capital;

Exhibit C-3: Size as measured by Total Assets;

Exhibit C-6: Size as measured by S-year-average EBITDA for previous five fiscal years.

*® & & * B

Exhibit C-7 indicates that there is little differentiation in operating margin as size as measured by sales changes.
The coefficient of variation of operating margin and return on book equity both indicate increasing risk as size
decreases, as in the other exhibits.

Exhibit C-8 indicates that there is little differentiation in operating margin as size as measured by number of
employees changes. The coefficient of variation of operating margin and return on book equity both indicate
increasing risk as size decreases, as in the other exhibits.

Why not just use measures of "size" as the measure of risk?

First, certain measures of size (such as market value of equity) may be imperfect measures of the risk of a
company's operations. For example, a company with a large and stable operating margin may have a small and
unstable market value of equity if it is highly leveraged. In this case the risk of the underlying operations is low
while the risk to equity is high.

Second, while small size may indicate greater risk, some small companies have been able to maintain near
economic monopolies by holding a geographic or market niche such that their riskiness is less than indicated by
size, Alternatively, while larger “size” (as measured by sales, for example) may indicate less risk, some
companies may be more risky than the average of companies with similar sales. For example, assume the subject
company were expecting to emerge from reorganization following bankruptcy. The risk premium appropriate for
this company may be more accurately imputed from the pro-forma operating profit (after removing non-recurring
expenses incurred during the bankruptey} than from its size as measured by sales (i.e., the subject company may
be more risky than companies with similar sales volume).

Use of fundamental accounting measures of risk allows one to directly assess the riskiness of the subject
company. For example, if one observes that the appropriate equity risk premium for the subject company when
measuring risk by one or more fundamental risk measures is greater than the equity risk premium based on size
measures, this may be a measure of the "investment specific risk” appropriate for the subject company.”

¥ Were one to calculate the respective correlations, those statistics would relate average portfolio statistics {e.g. average size
vs. average risk) rather than correlation statistics across individual companies. At the individual company level, the
correlations are much lower.

" Valuing a Business 4™ ed., Pratt et al, Mc-Graw-Hill (20003, p 181.
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Description of the Data

In the empirical work presented in Part II, we use the same underlying data set ag was used in forming the size-based
portfolios that we describe in Part I. The reader can refer to Part I for a deseription of our methodology for
excluding certain classes of comparties based on corporate status, industry, trading history, and financial
performance. Also, Part I includes a description of the criteria used in separating certain companies into a "high
financial risk” portfolio based on indicators of poor earnings, bankruptcy, or high leverage. As in Part I, this study
made use of the CRSP database, together with Standard & Poor's Compustat database.

As described in Part I, our data set excludes or segregates cerfain companies based on past financial performance or
trading history. We have run alternate analyses in which no company is excluded or segregated on the basis of past
history (that is, using all available non-financial companies), and the resuits are similar to those reported here.

Ranking Companies by Risk

For the companies remaining in our base set, we formed portfolios of securities based upon relative risk. Results for
the three alternate measures of "risk” are reported in the accompanying exhibits.

For each year, we formed portfolios by sorting all of the companies in the base set that traded on the NYSE. The
risk cutoffs (or "breakpoints”) were chosen so as to divide the NYSE companies evenly into 25 groups. Once the
breakpoints were chosen, companies from the AMEX (available after 1962) and companies quoted on the NASDAQ
National Market System (available after 1972) were added to these portfolios.

The portfolios were rebalanced annually: that is, the companies were re-ranked and sorted at the beginning of each
year. Portfolio rates of return were calculated using an equal-weighted average retum of the companies in the
portfolio. As described in Part [, our calculation of rates of return includes a correction for the "delisting bias" in the
CRSP database.

Measurement of the Historical Equity Risk Premium

The accompanying exhibits report average statistics for the period 1963 (the year that the Compustat database was
inaugurated) through 2006. A long-run average historical equity risk premium is often used as an indicator of the
expected return of a typical investor. Our measure of returns is based on dividend income plus capital appreciation,
and so represents returns after corporate taxes (but before owner level taxes).

To estimate historical equity risk premiums, we first calculated an average rate of return for each portfolio over our
sample period. Then, we subtracted the average income return earned on long-term Treasury bonds over the same
period (using SBBI data) to arrive at an average historical equity premium.

Presentation of the Results

In the accompanying exhibits we present summary data for companies ranked by various measures of risk. The
exhibits are as follows:

Exhibit D-1:  Operating Murgin (operating income divided by sales; operating income is defined as sales minus
{cost of goods sold plus selling, general, and administrative expenses plus depreciation)) calculated
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ag the mean operating income for the five prior years divided by the mean sales for the five prior
years. Note that this composiie ratio is usually very close to a simple average of the annual ratios of
operating income to sales, except in extreme cases generally involving companies with high growth
rates.

Companies were re-ranked annually: for example, for the year 2001 we sorted companies into
portfolios according to their mean operating marging for years 1996-2000, and then calculated the
muarket return for 2001. (More precisely, in this example the statistics would be calculated for the
most recent five fiscal years ending on or before September 20600.)

Exhibit D-2:  Coefficient of Variation of Operating Margin calculated as the standard deviation of operating
margin over the prior five years divided by the mean operating margin for the same years, where
operating margin is operating mcome as defined above divided by sales. Neote that for calculating
this coefficient, average operating margin is a simple average of the annual ratios of operating
income to sales rather than the composite ratio used in exhibit D-1.

Companies were re-ranked anmally: for example, for the year 2001 we sorted companies into
portfolios according to their coefficient of variation for the vears 1996-2000, and then calculated the
market retum for 2001, (More precisely, in this example the statistics would be calculated for the
most recent five fiscal years ending on or before September 2000.)

Exhibit D-3 Coefficient of Variation of Return on Book Value of Equity calculated as the standard deviation of
return on book equity for the prior five years divided by the mean return on book equity for the
same years {where return on book equity is net income before extraordinary items minus preferred
dividends divided by book value of common equity).

Companies were re-ranked annually: for example, for the year 2001 we sorted companies into
portfolios according to their coefficient of vartation for the years 1996-2000, and then calculated the
market return for 2001, (More precisely, in this example the statistics would be calculated for the
most recent five fiscal years ending on or before September 2000.)

These exhibits include the following statistics:

*  The median of the sorting criteria for the latest year (e.g., the median average operating margin for the latest five
years before 2003). Note: The reported average risk statistics in exhibits D-1, D-2, and D-3 are not the same
numbers as reported in exhibits C-1 through C-8. In exhibits C-1 through C-8, the reported statistics are
calculated for portfolios of companies grouped according to size and are averages since 1963, In exhibits D-1,
D-2, and D=3, the reported statistics are calculated for portfolios grouped according to nisk, independent of the
"size" of the companies, and are not averages since 1963.

+ Log (base-10) of the median of the sorting criteria

e The number of compames in each portfolio i the latest year

*  Betarelative to the S&P 500 calculated using the “sum beta” method applied to monthly returns for 1963
through the latest year (see SBBI Valuation Edition 2007 Yearbook, pp. 117-122 for a description of the “sum
beta” method)

Standard deviation of historical annual equity returns
Geometric average historical equity return since 1963
Arithmetic average historical retumn since 1963
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»  Arithmetic average historical equity premium over long-term Treasuries since 1963

s "Smoothed” average historical equity risk premiuvm: the fitted premium from a regression with the historical
equity risk premium as dependent variable and the logarithm of the average sorting criteria as independent
variable

s Average Debt as a percent of the MVIC since 1963

Each exhibit shows one line of data for each of the 25 risk-ranked portfolios, plus a separate line for the "high
financial risk” portfolio. In each case, the "high financial risk” statistics are drawn only from companies for which
the ranking criterion {e.g., five-year-average operating margin, eic.) is available. This gives rise to slight variations
among the exhibits for the "high financial risk” statistics, because not all Compustat data items are available for ail
companies in all years.

For comparative purposes, we also report average returns from SBBI series for Large Companies, Small Companies,
and Long-Term Government Bond Income Returns for the period 1963 through 2006.

By each measure of risk that we use, the result is a clear relationship between risk and historical equity retwrns. The
portfolios of companies with higher risk have yielded higher rates of refurm.

The historical average Debt/MVIC ratic does not appear to be strongly correlated with either the level or the
volatility of the operating margin (exhibits D-1 and D-2). This suggests that leverage does not explain the greater
returns of the riskier portfolios. As expected, the leverage in the "high financial risk” portfolio is significantly
greater than that of any of the other portfolios. The Debt/MVIC ratio may have moderate correlation with the
volatility of return on book equity (exhibit D-3). Higher leverage may accordingly explain some of the higher
retumns exhibited by the riskier portfolios {by this measure of risk).

in our sample, the companies that are riskier according to accounting information (operating margins and
coefficients of variation) have also exhibited greater risk according to stock market-based risk statistics (betas and
standard deviations of annual returns).

Practical Application of the Data

The data presented here can be used as an aid in formulating estimated required rates of refurn using objective
measures of the "risk” of a subject company.

A straightforward method of arriving at a benchmark discount rate would be a simple "build-up” approach, using the
data to estimate a total equity risk premium. One could match, say, the operating margin of the subject company
with the portfolio composed of stocks with a similar average operating margin. The smoothed premium for this
portfolio can then be added to the yield on long-term Treasury bonds as of the valuation date, resulting ina
benchmark required rate of return. The "smoothed” average premium is a more appropriate indicator than the actual
historical observation for most of the portfolio groups. Examples 6 and 7 illustrate the application of this method for
a hypothetical company.
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Example 5

Coeflicient of Vanation of Operating Margin:
(Standard Deviation of Operating Margin)/{Average Operating Margin)

2006 2005 2004 2003 2602
Net Sales 3900 §800 $850 $750 $900
| Operating Income 3150 $120 $130 $80 $140
Operating Margin 16.7% 15.0% 15.3% 16.7% 15.6%
Standard Deviation of Op. Margin 2.3%
Average Operating Margin 14.6%
Coefficient of Variation 15.8%

Coefficient of Variation of Return on Book Value of Equity:
{Standard Deviation of ROE}{Average of ROE)

2006 2005 2004 2003 2002
Book Value $820 $710 5630 8540 $500
Net Income b4 extraordinary items $110 580 390 $ 40 $100
Return on Book Equity (ROE) 13.4% 11.3% 14.3% 7.4% 20.0%
Standard Deviation of ROE 4.6%
Average ROE 13.3%
Coefficient of Variation 34.7%

Example 5 shows, for a hypothetical company, the calculation of the mean (average) and standard deviation over the
last five fiscal years of operating margin and return on book value of equity (“ROE”). The ratio of the standard
deviation to the mean is the coefficient of variation. These risk metrics can be used in conjunction with exhibits D-1
through D-3 to estimate a premium over the risk-free rate. Example 6 illustrates the procedure.”

* For simplicity, in example 6 we use the average of the operating margins over five years (14.6%), rather than a composite
ratio of average operating income divided by average sales (the actual ranking criteria in exhibit D-1). Readers may verify
that the composite ratio is similar (14.8%), indicating an identical guideline equity risk premium over the risk-free rate.
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Exampie 6
Fquity Risk Premiums over Rigsk-free Rate: Using Guideline Portfolios
Premium
Company  Relevant Guideline over Risk-
Indicator Exhibit  Portfolio  free
Operating Margin 14.6% D-1 8 8.8%
CV{Operating Margin} 15.8% B2 15 9.4%
CV{ROE) 34.7% D-3 14 8.9%
Mean premium over risk-free rate 9.0%
Median premium over tisk-free rate 8.9%

The indicated equity risk premium can be added to the risk-free rate to get an estimate of the required rate of return
on equity. Assuming a risk-free rate of 4.9% (say) and in isolation from other considerations, the results suggest a
required return on equity in a range of 13.7% to 14.3%, with an average of 13.8%.

As an alternative, we can use the regression equations reported in exhibits D-1 through D-3 to estimate premiums
over the risk-free rate (remember that the operating margin, coefficient of variation of operating margin and
coefficient of variation of return on book value of equity are converted to logs (base-10) before multiplying by the
regression coefficients).

Practical application of this data should not be conducted in isolation from other considerations about the subject
company, its industry, or the general economic environment. For instance, a wholesale distributor might have thin
operating margins compared to the average company on the NYSE, vet those margins might exhibit unusually low
variation due to a particularly strong position in a stable market niche. Alternatively, a company’s variation of
operating income {calculated in the manner used in our study) might be uncharacteristically high due to an unusual
event several years in the past. Appropriate knowledge of the company and its industry would give useful guidance
in reconciling the historical equity risk premiums reported here and the historical equity risk premiums reported in
Part I for portfolios of companies ranked by size. Size can be an important consideration in determining an
appropriate discount rate.

The use of a portfolio’s average historical rate of retum to calculate a discount rate is based (in part) upon the
implicit assumption that the risks of the subject company are quantitatively similar to the risks of the average
company in the subject portfolio. If the risks of the subject company differ materiaily from the average company in
the subject portfolio, then an appropriate discount rate may be lower (or higher) than a return derived from the
average premium for a given portfolio. The data reported in exhibits C-1 through C-8 {(where risk statistics are
reported for each size category) may be helpful in making such a determination.

Changes from Previously Published Versions of this Study (Part Il)

¢  The current report includes average unlevered risk premiums and sum betas for each portfolio in exhibits C-1
through C-8. Prior versions did not include this data (though our currently published versions of prior years’
reports include these data).

+  Versions of our study published after 1999 have included the three separate measures of risk described in Part
I1 of this report and presented in exhibits C-1 through C-8 and exhibits D-1 through D-3 {(our currently
published versions of prior years’ reports include these data).
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s Various changes in methodology over the last several years have affected the underlying database, and these
are summarized at the end of Part L.

o In the current version of exhibits D-1 through D-3, we report medians of the sorting criteria for the most
recent year, while versions before 2003 reported the average of the medians for all years since 1963 (though
our currently published versions of prior years’ reports incorporate this change).
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Companies Ranked by Market Value of Equity

Exhibit At

Historical Equity Risk Premium; Average Since 1683
[ata for Year Ending December 31, 2066

Equity Risk Premium Study: Data thmugh December 31, 2008
Data Smocthing with Regrossion Analysis

Deperdert Voriabie: Average Premium

Independent Varable: Log of Averape Market Value of Squity

Smoothed
Potfolio  Average Log of Number fBeta  Mandard Geometric  Arthmetic  Asfwsetic  Aversge  Average
Rank MitValte  Average asof Diepviati A 51 Average Equity Risk  Eguily Risk Debly Regrassion Oulput:
bySze  Smis) Mkivalse 2008 Since 53 of Retums Retum Rewm  Prmium Premium MG Constant 21.482%
St Err of Y Est 0.995%
1 97 566 456 44 .00 16.88% 10.64% 11.90% 4.76% 2.46% 16.13% R Squared 7%
2 28,450 445 35 093 16.48% 10.88% 12.11% 4.97% 4.51% ZZ56% No. of Observations. 25
I FA L 4.23 3% a8 16.21% 879% W% 3 B4% 535%  24.85% Degrees of Freedom 23
4 12554 410 41 288 16.25% 11.78% 12.92% 5.78% 5.86% 2BIT%
5 9,454 308 38 0.36 15.80% 12.20% 13.43% B.29% §.32% 20.08% X Coeftficientis} -3514%
£ 7551 388 35 1.03 18.54%  TZes%  14.8% 1.01% 670%  2632% Std £z of Coef, 0.305%
7 Al 572 47 1.02 17.89% 1345% 14 82% 7.68% 7.37% 27.37% +-Statistic ~12.50
B 4810 388 48 1.0 18.33% 1A E0% 14.15% T.H% FE52% 25.88%
k4] 3,805 353 44 108 18.34% 13.89% 15.34% B.20% 7.79% 25.14% Smoothed Prerium = 21.492% - 1.814% “LogiMarket Vakue)
13 kR 356 44 110 18.83% 12.99% 1451% 7.37% 8.14% 24 89%
11 2787 344 42 116 18.18% 1358% 15.06% 7.92% 837 24.85%
12 2453 339 45 114 18.92% 13.685% 15.07% 7.93% B8.57% 25.41% N X
13 2188 333 45 I 2078%  1186%  1A8M% 878 881%  26.20% =% **% Smovthed Premium vs. Unzdjusted Averagel
o 15688 327 59 144 1B30%  1549%  16.48%  5.98% S.02%  26.70% s
18 1552 319 55 1.15 20.73% 13.78% 15 .63% 8.40%, 8.32% 28.25%
1% 1430 3.48 a8 1.14 21.82% 15.50% 1 54% 10.40% §.46% 25.87% % .
1 1,186 3907 51 k3| 23.08% 15.14% 17.35% 10.21% 9.77% 26.28% 4%
18 1046 3 58 2 22.51% 14.77% 16.97% 283% TO.63% 26.88%
hicd SO0 285 ad 1.24 24.0T% +4.57% 10.80% 9.85% 70.23% 26.04% §2%
20 811 2.61 87 1.28 23B0%  1AATHR JTEM% 10.66% 040% 2698% [
P4l 685 284 73 1.27 23.55% 15.01% 18.18% 11.04% 10.68% 27.18% =
22 587 275 71 1.28 24.15% 15.44% 17.83% 10.78% 11.02% 27.34% Fex
23 3By 259 i1z 1.24 243%  1851% - 8.0t% 108% Ti.62% 8% “
4 217 244 111 128 24 82% 16.86% 18.50% 12.38% 12.18% 28.40% o
25 165 202 38 1.3 30.04% 19.86% 23.37% 18.23% 13.78% 36T% % *
High fnancial risk B85 183 ITI0% 16.64% 21.77% 14.81% 46.98% =
Large Stocks (ibbotson SBBY dats) 10.85% 12.09% 4.05% %
Sroall Stocks (ibbotson SBEi data) 15.03% 17.64% 10.50% g 5 2, ofﬁmag%%lma?\%aﬁw F RS 85 55
Long-Term Treasury income (bbotson SBBE datay 7.12% T14%
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Exhibit A-2

= i} ket by Book Value of Equity

Sals for Year Endinyg December 31, 2006

Historical Equity Risk Premium: Average Since 1963

Equity Risk Presvasun Stucky: Dats through Decamber 31, 2006
Crata Smccthirg with Regressin Anulves

Dependent Variablo: Average Premium

Indapendent Variable: Log of Average Book Value of Equity

Smootfied
Portfolic  Average Logof Number Bete Standard Geomedric Arthmetic Arth A i A '
Rank Bock Val,  Averspe ssof (SumBetal Deviaion Aversge  Awerage Equity Risk Equilty Risk Dbty Regression Output:
by Swe  Seils) BookVal 2008 Siwe's3 ofRetums Retum  Retum  Premium  Premium MG Canstant 18 143%
St Eer of Y Est 0.755%
1 2Ba 4,45 38 684 18.33%  1LI4%  12.49% 5.20% 3.96%  26.9%% R Souared 87%
2 G419 397 ki:} 684 1B20%  HAS% 1R2.54% 5.20% 547%  31.40% No. of Observations 25
3 8509 382 37 0.8 1644%  1328%  14.45% T3 % 597%  33.28% Degraes of Freedom 23
4 4,505 385 K53 6ot 1856%  1208%  1328% 8.14% 6.49%  31.80%
5 3435 354 37 608 I855%  RE¥%  13.80% $.86% GB7%  30.08% X Costhicient(s} -3.188%
6 2513 3.40 4 100 1B.55%  1234%  13.80% 5.68% 7.30%  30.08% St 7 of Coef. 0.253%
L 3 £ 13 3.3 a3 0o 18.30%  1288% 13.80% £.60% 7.54%  2B.75% Statistic -12.60
8§ 1720 324 40 £05  1B37%  1398%  $4.33% EALS 7B3%  27.03%
g 1412 345 43 108 {RI19% H423%  15.76% 8.62% 8.10%  27.66% Smooted Preminm = 18.143% - 5.158% * LogiHook Value)
1 1278 391 41 103 IBEA%  1S40%  14.88% 7.84% B.24%  29.19%
1% 1,751 308 a3 108 1BEG%  1304%  146T% 7.43% 838%  2B.1%%
12 968 298 48 105 18.88%  M.96%  1651% 0.37% B.63%  26.75% -
1 802 205 43 142 A% 1361% A% T.Oe% ares  27.50% e __l Sroothed Premium vs. Unadjusted Avewge[_
1@ 758 288 59 112 1939% 14.08%  1570%  8.56% 8.96%. 27.36%
15 634 2.80 53 41 1950%  M75%  16.41% S.27% 821%  27.55% %
18 563 2.75 45 117 2082% 14.79%  18.60% 8.55% 8.37%  27.58% %
17 500 270 48 118 20174%  1485%  16.90% 0.76% 0.54%  25.980%
18 458 285 st 124 2085% 1408%  1508% 8 B4%: 9.66%  27.26% el "
1] 385 259 5 120 21ET% 1488%  16.88% 8.74% 0.90%  27.867% L.
20 346 54 52 125 2242% 1551%  IT.60%  10.46% 10.05%  2656% B
2% 29 R4S 85 12 2175%  1485%  16.90% 0.76%  10.25%  2721% Lo
22 48 2.39 82 125 2438%  1648%  1598%  11.84% 10.52%  26.52% E 5
23 ke 2.29 1 126 209%%  15.46%  1T60%  10.46% 10.85%  27.20%
24 4a 214 G 130 2% IB5E% 1835% 1% T130% 26.85% B
% 58 177 381 183 AM2%  1734%  Z104%  13.90%  1280%  2536% %
High financiat isk 285 162 37.30%  16.00%  2L90%  14.76% 47 78% =
Langa Stocks (ibbotsan S data) 10.85%  12.00% 4.95% %
Smalf Stocks {bbotson SBSI data) 15.03%  17.654%  10.50% o 8 2 28 38 38 +8 45
Log of Averope Bock Vaiue of Equity
{orm-Term Treasury neome SBR data) A% T.14%
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Companies Rarked by 5-Year Average Net Income

Exhibit A-3

Batz for Year Ending December 31, 2006

Higtorical Equity Risk Prermium: Average Since 1863

Eqguity Risk Premium Study: Data through December 3¢, 2008

Data Smuothing with Regression Araiysis
Dependent Varisbly: Aversge Prasium
independent Variabie: Log of Average Net Income

Sevothed
Pontfplio  Avernge Lag of Number Buty Sladdard Gecmetic Adthinelic Arfthmetic Awamge  Average
Rank Nettne,  Average asof (SumBeta; Devintion Average Aversge Equity Risk Souify Aisk Dbt Regression Ouput
by Size  (Smis} Netine 2006 Since 83 of Returns Return Retum  Premiom Fremium MVIC Constan 14.653%
Std Emof ¥ Est 0.705%
1 4,408 2564 37 6B 1628%  HT74%  2.04%  5.80% 401%  287T% R Squared 48%
2 1,641 i 38 6.84 1%5.25%  H80% 12.93% 5.70% S84%  284T% Na. of Qtiservatons 25
3 636 280 34 684 i548%  1289%  1373%  550% 6.47%  3080% Degrees of Fresdom 23
4 401 289 ® 098 16.07%  1310% 2% T08% 6.80%  30.54%
5 358 254 41 GO4 179FE HEs% 13a%% S01% raz% W% X Coeffcient(s} -2.920%
L} 21 243 Bl 697 1769% TRG0%  14.24% T A0% 7.55%  2925% Std E#r of Coef. 0.220%
7 213 233 k] 503 1747%  1E45%  H444% 7.30% 7.86%  27.48% +Statistic “$2.13
8 174 224 41 102 1743% H29%  582%  B4E% 8.18%  2698%
El 2 215 43 108 16EEY%  I338%  HE50% 7.45% 837%  28.30% Smouthed Premburn = 14.553% - 2.920% * LogiNet Micome}
10 H? 207 45 07 i840% 1387% HER% 7.78% 862%  25.03%
11 105 202 44 105 ITA4% 14.3%  $5.52% 836% BIS%  21.06%
12 90 1.95 &3 .05 BB MTZ% 823% 9.05% £94% 2LET% N )
1% a8 +80 44 + 05 A0 14.55%  16.00% B.86% 8.40%  27.08% o ___jSmomned Premium vs. Unadjusied AverageL
14 &8 183 44 04 2048% MI2% 16.AT% %.00% A5TH  26.08%
18 58 +.78 51 t14 2185%  1347%  15.48% 8.35% 2.80%  26.10% e
16 51 71 48 18 2155% 1625%  18.18% 11.04% 2.66% 260T% e
17 45 168 52 118 2107%  1487%  16.56% 2.45% 9.80%  25.33% =
18 39 159 57 123 228%%  1550%  17.88%  10.74% 10.01%  25.14% i
19 3 150 5 126 2304% OB 174Y% 10.28%  JOPE%  26.20% Sn
20 28 144 58 118 28I%  180F%  18.04%  10.60% 10.44%  26.85% §
21 23 138 kel 121 2330%  15.80%  1B40%  10.06%  10.70%  28.78% i
22 18 125 7 124 2288% 1628%  1849% 11.35% 1B6% ABT% Sew
3 132 110 ki 128 280%  1646%  1883% 11.60% 11.43% 25.83% i
24 8 ogz. 2 128 2426%  1550%  18.42%  10.08% 1187w 27.86% % .
25 2 o047 352 138 2138%  1TRI%  2167%  14.50% 3 SN a%
High financial risk &% 153 d7.10% 16.64%  21.77F% 14.63% A6 90% -
Large Stocks {ibhatsan SBE! datay 10.86%  12.00% £.95% ax
Smalf Stocks (febotson SES! dats) 15.03% 17.64% 10509 LT3 0.5 10 5 16 25 ExS 35 ag
Log of Average Net ncomie
Long-Term Tressury Income (ibbotson SBE datay T.12% T.14%
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Companias Ranked by Markst Value of Invested Capital

Exhibit A4

Histnrical Equity Risk Premiuns Average Since 1963
Data for Year Ending Dacember 31, 2008

Equity Risk Fremium Study: Data thwough December 31, 2008
Data Sinoathing with Regression Analysis

Cependent Variable: Average Pramium

indeperklent Vadabie: Log of Average MVIC

Seraxythed
Portiolie Average Loy o Mumber Bets Standard Geometric Arthmietic Arthmelic  Average  Average
Rank MVIC  Average asof { ) D B ! Average Fouty Risk  Beuity Risk et Regression Sutput:
by Size  (Smis.} MVIC 2008  Since B3 of Retumg Retam Relumn  Prommdum Premivon AT Constant 20.953%
St Erof ¥ £st o.846%
1 118510 507 43 £.85 16.00%  0T4% 11.8%% 4. F8% 298% 2387% R Sauared 8%
2 34,800 458 3% 0.6 16:88% 10:50% NI7% 4.83% £.80% 30.73% Na. of Observations 25
3 22,601 438 34 089 15.32% $0.04% 11.09% 4.85% 5.50% 31.83% Pegrees of Freedom 23
4 17,435 424 3G ¢85 18.3%% 11.86% 15.03% 588% 557% H31%
5 12,520 450 3 .85 1823% 12 71% 13.88% B74% E.43% 29.80% X Coeffcient(s} +3547%
& &539 308 43 100 16.768% 13.00% 14.34% 720% 6.84% 20.08% Std Err of Coet. 8.256%
¥ 7.335 387 a7 14 BAT% 1A% 15.05% FOi% V.54% 78.13% Statistic -13.77
a 5,795 376 45 1486 1R1A5% 1330% 14.82% T.68% 7815 27.98%
4 4,742 asd 4¢ 109 17.86% 12.13% 13.54% 8.40% 7.57% 27.30% Smoothed Premism = Z0.953% - 3.347% " LogiviC)
19 4,264 363 46 1497 19.03% 153.84% 15.45% 83%1% 8.08% 27 30%
11 351 355 42 108 F061% AR 14.66% TI% .38%  27.83%
12 3,280 382 43 110 18.68% 13.41% 14.90% 7.85% 8.48% 28.87% - ~
13 2,785 .44 42 142 19.65% 13.39% 15.08% 7 54% B.75% 28.28% =% JSmﬁthed Premium vs. Unadjusted AVQFBQEE
14 2338 .37 48 147 2073% 4% H08% BH% S00% B3R ;
15 2,163 334 44 146 20.3F% 14.09% 15.868% B.74% §.12% 27.17% 15
1§ 1783 35 53 122 22.158% 14.71% 15.90% D7E% G4Z%: 25.37% 18% -
17 1,554 318 56 121 20.45% 1442% 16.26% 9.45% 8.63% 23.52%
18 1,201 311 2 123 RTER I538% TTEI% 104T% 9.92%  IBETH R
19 1144 305 53 124 23.40% 14.31% 16.55% B 45% 10.11% 27.81% gm
= 1,007 360 g 122 2254% 15.05% 17.22% 10.08% 16.30% 273%
21 912 288 61 128 2437% 158T%  WOER 10M% 4% W% Ll
22 783 2.5 & 136G 24.10% 14.85% 17.37% 10.253% 10.86% 27.60% 3‘,%
-z 510 A 85 125 24.30% 16.60% 19.07%: 11.93% T1.35% 27.03%
4 aze 252 185 132 2BA5%  TATO%  BIE% ML% fAaM% 276% -
5 123 2.09 ] 1 3048%  C1042%  23500%  1585% 13558  I505% £
High financial mek &85 1,83 37T70% 16.64% 21.71% 14.63% 48.99% %
Lame Stocks (Ibtatson SHBI gata) 10.86% 12.08% 4.93% 0%
Small Stocks {ibhotson SBEB! datay 15.03% 17.84% 10.50% 10 18 8 25 30 35 48 a8 [T I3
Loty of Averzge Markel invested Capita
Long-Term: Treasury incame {ibbotsen SB8: data) 1A% T 4%
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Companies Ranked by Total Assets

Exhibit A-5

Historical Equily Risk Premium: Average Since 1863
Dt for Year Erading Devernbar 31, 2008

Equity Risk Premium Study: Data through Decembr 31, 2008
Data Sinnothing with Regression Angiysis

Beparden Varable: Avirage Premium

Inciepereiont Varsali, Log of Tolst Assety

Smooihied
Pasttioba  Average togof Number Beta  Standord Geometnc Arithmetic  Arthemetic | Average  Average
Fark  Assels  Aversge  ssof {SumBets) Deviation  Average  Averape Euuity Risk Equity Risk Dett Regrassion Cutpus
by$ie  (Smis)  Assels 2008 Shce 3 ofRewms  Rewm  Retem  Premium  Premiom MVIC Constant 18.521%
S Ervof'y Est 0.624%
1 mate 462 37 087 1658% 178 1302%  588%  441% 3255% R Squared s
2z o7& 445 3 086 1643%  H.I8%  1247%  533% 577%  3800% Noi. of Goservations 25
3 s 427 B 084 IGIEH 1241%  1359%  630% 6.27%  35.368% Degrees of Fresdom 23
4+ 3515 4142 37 o8p  17.22%  1273% 1404%  600% 6% MO
5 g2t 397 37 08Z  163T%  1347%  1481%  7.4T% T8% TR X Cosficants) -2.881%
s 7012 3.85 £ 9B 17.25%  1399%  1446%  7.37% 750%  I1E% St Erv of Coef, 0.281%
¥ 5584 375 35 100 1E4%  13.86%  1503%  7.80% T 5058% t-Statistic 27
8 4247 363 38 103 17.27%  1290%  42T%  T.13% a1 31L73%
s 378 357 37 107 18:42%  1278%  M23%  7.09% B29%  31.88% Smoothed Premium = 18.621% - 2.891% * Lag{Assets)
[T 351 20 108 19.33%  1267%  1485%  751% B47%  31.3%%
1 2708 343 £ 110 1RES%  1474% 1B50%  9.38% 870%  30.20%
1z 2380 337 42 113 20A2%  1282%  466%  7.52% BEFE  2006% - -
15 208t 3.31 3 110 1B36%  MI5%  B30% 823%  8.05%  2004% 2 Smaathed Premium vs. Unadgjusted Averagel
14 1735 324 53 117 t833%  1535%  1856%  OA% o.26% BTN
15 1536 3.49 <8 118 10.8%%  MBI%  18.40%  9.26% 0.41%  27.85% s
18 1285 341 50 12t 2010%  1658% 7% 1057%  9.63%  26.20% 1%
W 185 aqr &7 124 239TH  IBS5%  IBOI%  1L6T% 9.76%  27.45% .
18 sae 209 & 118 2028%  15.08%  1891%  077% 987%  20.93% fa
19 853 283 66 126 2080%  1375% 1563%  B49% 10955 20.08% S
20 761 285 84 123 2484%  1486%  17.98%  1002%  1059%  27.48% Em
21 569 278 84 126 2185%  1547%  1755%  1041%  T66%  26.40% 5
22 480 288 % 120 2483%  14.84%  17.45%  1081%  10487%  2642% 3o
2 80 258 a4 128 2330%.  1801%  1B38%  M.24%  1196%  2545% ¥ o
24 25 244 142 120 2893% 1A73%  1872%  158%  1057%  2487%
2B 104 202 398 136 2a44%  IB08%  2150%  1436%  1270%  2116% %
(High financial tisk 883 163 3T70% 1684w  21.07%  1483% 45 5o z.,,
Large Stocks (botson SBE! data) H0.86%  12.00% 4.95% o=
Small Stocks (hbotsan SEBI data) 503 1784% 1050% ety 28 28 WS 3§ 40 43 s8 58
tog of Tolaf Assets
Long-Tenn: Treasury Income {Ibbotson SBBI data) T12% 7.14%
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Exhibit A-8

£ Ranked by 5-Year Average EBITDA

Historical Equity Risk Premium: Average Since 1863
Data for Year Ending Decemnber 31, 2086

Bty Risk Prenium Study: Data through Decernbar 31, 2006
Data Smoothing with Regression Analysis

Depsistent Variahle: Averige Prasdym

independent Variabie: Log of Average EBITRA

Smnoted
Portioly Average Legof Number Sots  Stardurd Geomeltic Arithmetic Arthmetic  Awverage  Average
Rank EBITDA  Averags asof {SumBeta) Deviaty oy Average Equity Risk Eguity Risk Debd! Regression Output:
oy Size  (Smis) ESITDA 2006 Since 53 of Returns Retumn Ritum  Premium Premivn MViC Gonstant 16.159%
Sid Errof Y Est 0.842%
1 10,581 402 36 0.82 16.34% 12.05% 13.28% B8.11% 4.45% 26.44% R Squared 5%
2 3,136 350 37 030 15.08%  T144%  1244% §.50% 5.02%  3NATHR No. of Obsarvations 25
3 2248 335 33 988 18.21% 13.04% 14.18% 7.04% £.445% A2.70% Degrees of Freedom 23
4 1548 318 34 a.94 18.80% 1237% 13.98% 6.54% H.97% 32.49%
] +056 3.02 31 0.89 1B.42%  1387%  15.08% 7% FIg% Anuen X Coeffiientis) -2.G00%
[] a3 z282 a5 8496 17.58% 12.59% 14 33% 7 1% 765% 31.20% St Evr of Coef. 0.288%
7 687 282 38 10§ 16.54% 13.03% 14.23% T00% 7.97% 28.30% - Statistic -16.08
8 523 272 45 107 i8.02% 13.58% 15.81% A% 8.E27% 27.99%
2 426 ZE3 L4 1.03 17.49% 1213% 13.42% §88% 8.53% 2WAT% Srigothed Promigm » 16.158% - 2.900% * Log{EBITDA)
] 377 Z58 39 0.9% 17.82% 13.43% 1437T% 760% 8.60% 28.74%
1 325 23 41 103 18.02% 14.08% 15.68% 8.34% 8.88% Z8.12%
12 204 z47 4 110 W% 15a1% TR 1005% GO0% 2T W% N N
13 2 2 88 111 2041%  18.44%  17.80%  1OTS%  0.90%  28.40% . Smoothed Premium vs. Unadjusted AV&‘Q’QEL
4 21 232 43 143 20.07% 14T77% 16:54% D405 G.42% 28.55%
15 190 228 58 113 19.77% 14.36% 16.17% £97% 5.55% 27.43% 1%
16 142 257 &7 118 20.73% 15.67% 17 48% 10.35% G.56% 27.58%
17 138 244 50 118 21.20% 15.892% 17.82% 10.68% G.04%, 26.81% 2%
18 118 2.07 5a 1.7t 22 08% 13.868% 16.02% 8.84% HE15% 25.08%
13 106 203 56 1.24 22.43% 1852 1B5F% 1145% MLAB%  2150% %0‘*
20 o 188 52 124 23.64% 14.64% 17.00% S.88% 16.48% 27.95%
21 78 188 71 122 21EE% 1528% 7% 1047% fGETE 2BTIm Lo%
22 58 176 2] 149 22.45% 16.34% 18.51% M3 % 11.05% 2640% E.e%
23 48 1.88 108 1.2 2405% 1871%  10.30% 1216% H34% IR
24 31 1.50 118 1.32 24.92% 18.206% +8.80% 11.66% 11.82% 26.43% 4
25 12 .08 414 1.37 3045% 17.15% 2078% 13.64% 13.82% 2403%
High financial risk &85 183 JEIh  1864% M T 1AEY% 465 56% %
Large Stocks (Ibotson SBEI data) 10.86% 12.09% 4.95% %
Smati Stocks {ibbotson SBB! data) 15.05% 17 84% 0 50% oos S0 100 S0 TAS XE} 300 350 400 450
Log of Averags GRITDA
Long-Term Tressury Income (iabotson SBEI data) T2 TI4%

€ Duff acd Phaips, LLG
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Companies Ranked by Sales

Exhibit AT

Historical Equity Risk Premium: Aversge Since 1863
rata for Year Ending December 31, 2006

Equity Risk Premium Study: Data through December 31, 2608
Diata Smoothing wiih Regrassion Anslysks

Dependent Varialde: Average Premium

independant Variable: Lag of Average Sales

Smagthed
Podfolin  Average Log of NMumber Betz thrrietic  Arithmetic Averdge  Average
Rank Bakes  Average asof (SunBets} Deviation Average  Aversge Egilty Risk  Egolty Risk Dedgtt Regression Output:
by Size {$mis.) Saies 2008 Since 83 of Retums Retum Retum  Premium  Premium MVIC Constant 16.845%
Sut Brraf ¥ Est GOBE%
1 71487 4.85 35 043 17.56% 11.75% 1IATH 8.03% 5.785% 25 7T% R Stuatel) T2%
2 nBrer 438 38 0,88 17.58% 12.35% 137T% B.63% 5849 7.2 Mo. of Observations 25
3 14885 417 38 0.89 1648% 1380 aE% 1% FA1% 2901% Degrees of Freatom 23
4 10,851 4.4 3B 162 17.32% 14.52% 15.80% 8.58% 7.62% 20.94%
& §568 393 35 1.02 17.61% 12.83% 14 0G%: 6.85% 7.86% 31.18% X Cosfficient(s} ~2.278%
g 5,554 332 36 0.599 17.26% 14.81% 15.67% 8.893% 8.12% 30.26% $id Err of Coef, 0.205%
7 5,168 372 3@ 109 18.688% H2% 15.71% 8.57% 8.35% 28 44% -Statiybc -77Z
] 4552 348 39 1.05 17.85% 12.75% 14.14% 7.00% 8.48% 30.75%
9 3583 358 &2 1.09 20.03% 12.55% 14.68% 7.55% 8.72% 285.02% Smoothad Fremiem = 18.815% - 2.278% ~Log(Ssfes)
10 3,117 348 41 1.08 19.47% 14.58% 18.13% B00% B.86% 2974%
1 2481 339 45 115 20.89% 14.60% 18.50% 2.36% 9.09% 28.50%
12 2154 333 41 1143 20.33% 18.37% 18.20% 11.06% 8.22% 30.25% N "
13 185t 3z 4 T ZLGI% 1% 1TM% 887% 23%  3001% e MJIS‘“W&‘W Premium v, Unadjusted A“‘“‘QEL
14 1847 a2 el 140 1B.44%. 15.45% 16.89% 9.75% £.49% 20.08%
15 1462 318 54 44 2174%  1456% 1861% 8.47% 2.60%  28.91% e
16 1,228 3.09 53 118 20.27% 14.55% 15.32% 9.18% B78% 20.36% free
17 1,040 oz a1 113 20.88% 15.54% 17T 47% 10.35% 9.54% 30.11%
1@ ¢19 298 &5 121 20.95% 13.08% 15.05% 7.91% 10.96% 29 48% 4%
g ey 288 54 123 218% 14.00% 17 00% G.86% 10.24% 28.58% ém
20 885 284 58 115 21.24% 15.17% 18.03% 10.B88% HL36% 28.55% £
Fdi 859 274 0 122 22.62% 14.80% 17.08% 2.02% 10.57% ZTT7% 03““
] 434 284 8t 1.24 23.83% 14.25% 16.68% 5.54% 10.81% 27.86% 3
23 328 253 100 12T 25.55% 16.94% 19.54% 12.50% 1L.09% 28.77% had
24 24 235 135 129 24.70% 15.71% 18.26% 11.42% 11.46% #5.26% i
5 91 198 347 132 28.33% $749%  FUEE% 13.54% 12.36% 2%.92% e
Hinh financka rigk 885 183 FT0% 16.54% 217 14.63% 46,99%
=
Large Stocks fobotsan S681 data) 19.868% 12.08% £.0536 &%
Simall Stocks {Ibbotson SBBI dats) 150%3%  17.64%  10.50% ' & 28 I5 38 3% 43 45 5@ 55
£og of Siias
Long-Term Treasury income (ibbotsen SBEI data) 7.12% 7 14%
© Duff znd Phetps, LLT
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Cc Rankad by Mumber of Employses Exhiibit A8

Mistorical Eqisty Risk Pramium: Average Since 1963 Equity Risk Premium Sty Data through December 31, 2008
Dada for Year Ending Detember 31, 2006 Bt Srwecthing with Regression Analysis
Rependent Variabls: Average Premivm
Indepandent Variable: Log of Average Employees
Smenthed
Portfolio  Average Log of Number Beta Gi t ic A K A I Averag
Rank Numberof Numberof asol {Sumficta} Oeovistion Aversge Aversge Eguity Risk Bquity Risk Delt/ Regression Output:
by Size Employees Employesy 2008 Since 83 of Retums Return Refunt  Premitm  Premium WAL LConstant 1F.424%
St Errof Y E1 0.988%
1 257,181 .45 35 143 901%  1L01%  t2e6% 5.5%% 590%  2531% R Squared %
7 aBpas 465 39 100 $741%  1276%  14.00% B.95% L96%  2545% Na. of Observations 25
3 56823 475 36 104 $8.16% 13.31% MT¥% 7.55% 3% 2683% Degrees of Freedom 23
4 43,148 463 34 TO7 1138% 13T8% HET% FA3% P63 2545%
5 32380 452 43 197 18.85%  14G4%  1652% B38% 7.88% 2B56% X Coefficient(s} 2.1 14%
& 25588 4.4% 39 108 19.22%  14.07%  15.64% 8.50% &11%  28531% St Err of Coef. 0.274%
FR- ¥ 2] 4.33 a4 188 1848%  1Z1F% 1368% $54% 827%  20.64% t-Statisic -1t
8 16314 471 45 Tir 1agE%  1a62% 15.27% B13% &53% 2%
§ 1374 4.14 4z 114 2102%  1B7ER  17.63% 10.40% 866%  2047% Smoothed Premiom = 17.424% - 2.112% *Log(Employees}
19 11248 405 47 144 2078%  13.43%  15.26% 8.12% 8.86%  ZOT9%
11 9.932 400 46 119 20.92% 1480%  15.83% Y 69% 8.97% 20.50%
12 87958 382 48 112 20.88% 16.12% 17.99% 10.85% §.14% 2580% H A )
13 r2n 388 80 111 1953%  1374%  15.47% B3N G27%  20.06% {Smocthed Premiam vs. Unadjusted Average]
H 5,883 377 54 1.16 21.67% 115% 1817% S.03% 9.46% 29.53% e
5308 373 50 146 2087%  1384%  15T6%  8.62% 958%  30.H% .
i) 4,742 368 52 115 20.48% 15.98% 17.77% 10.63% §.65% 28T71% o
17 3982 380 54 122 2067%  1338% 15.56% 8.20% 9.87%  2G.98%
13 3868 156 54 118 W 54% 181% 15.80% s68% 9.89% 28.91% “h
14 2837 3.45 78 1.15 21.B4%  1450%  16.58% S.44% 14.12%  #8.39% E o
20 2410 338 78 117 23.68% 15.73% 17 80% 10.85% 10.27% 28.25% E e
21 1712 323 73 116 231% 185 TTH0R 1076% 16.58%  28.1A7T% =
rd 1367 34 8 118 2187%  1850%  1849%  11.35% 0800 21.39% § L
23 972 269 128 12§ 2221%  1581%  17.54%  10B0% 11.11%  2654% 6%
24 533 273 19 124 24.28%  1658%  1884%  1180% 11.66%  26.85% -
2% 172 228 163 128 25 Eh 17955 Z032% 13.108% 12 70% 2344%
High Snancial risk &81 183 37.81% 1667%  21.58% 14.84% A5 08%, Eed
bl
Large Stocks {ibbotson SBE! data} 1088 12.00% £.65% 28 25 £ 35 48 %5 58 55 58
Smatt Stocks (bbotson SBRE data) 15023%  17.64%  10.50% Lo of Nepviber of Employees
Long-Tenn Treasury income {thbotson SBE! data) F A% 7.14%

@ Ditf and Phelps, 1.0
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Companies Ranked by Market Value of Equity

Premium ever {APM

Exhibit B-1

Historical Equity Risk Premium: Average Since 1863
Cata for Year Ernding Decernber 31, 2008

Equity Risk Premium Study: Data through December 31, 2006
Data Smoething with Regression Anafsis
Dapendent Variable: Premium aver CAPM
Ingeperdent Vanable: Log of Aversge Market Value of Equity

Smoothet
Fortfolio Average Log Seta Ari A s Presviis Promiun
Rank Mit Value of  (SumBadg) Averpge  Equity Rigk CAPM over s Regression Ouiput:
by Size (Srvifs. ) Size  Since 83 Return  Premivm  Premium CAPM CAPM Constant 13.006%
Std Err of ¥ Est 0.992%
[ 97,566 4399 ©.90 11.90% A4T6% 4.46% 6.30% £ T% R Susired 80%
2 28,450 4,45 0.93 1241% 4.97% 4.58% 0.38% 0.52% No. of Observations 25
3 17,498 423 097 10.98% 3.84% 4.80% 6.95% 0.5%% Degroes of Freedom 23
4 12,564 419 058 12.92% 5.78% 4.84% 0.84% 6.92%
5 8,454 3.98 0.98 13.43% 5.29% ATT% 1.50% 1.28% X Coefficient(s) -2.948%
8 7551 3.88 .03 14.15% T0% 5.07% +.93% 1.58% S Eer of Coef. 0.304%
7 5,218 372 .02 14.82% T.68% 5.00% 2.66% 2.05% t-Statisfic 869
] 4810 356 199 14.15% 7.01% 5.40% 1E1% 2.21%
] 3.005 359 109 15.34% 8.20% 5.38% 2.83% 2.42% Smoothed Premium = 13.066% - 2.848% * LogiMarket Value }
19 3,170 3,50 110 14.51% 137% 5.44% 1.94% 2.69%
1 2757 344 nie 15.06% 7.92% 5.42% 2.50% 2.86%
12 2,453 338 141 15.07% 7.84% 5.43% 2.44% 3.81% . -
13 2415 153 118 13.67% 673% 5.43% 1.30% 3:20% Smoothed Premium vs. Unadjusted
14 1,566 337 144 16.12% 895% 5.65% 3.33% 3% 1% ey Average fy
15 1,552 319 115 15.83% B.45% 5.67% 2.83% 160% o .
18 1,430 316 114 17.54% 16.40% 583% &77% ar1%
17 1,186 3.07 121 17.36% 16.21% 5.96% £23% 3.94% 5 B
18 1,016 3 kW3] 15.87% 8.83% 5.98% 3.85% 4.14% 2
19 900 295 t24 16.99% 9.85% B.14% 371% 4.30% o
20 51t 29 128 17.80% 10.66% 6.30% & 34% 4.43% g o
21 885 284 127 18.18% 15.04% 6.28% £75% 4.65% 4
22 557 278 128 17.93% 10.79% 6.31% 448% 491% E =
23 389 258 1.24 18.01% 10.87% 6.16% 471% 5.37% & X
24 217 244 128 16.50% 12.36% 5.35% 801% 5.81% .
25 108 2.07 130 23.37% 16.23% 8.45% 9.78% 7.04% 2%
High fmancial sk 183 21 1% T4 .ha% 6055 5.58%, -~
Large Stocks {ibhotson SBBI data) 12.05% 4.95% $oo1E 28 5 30 28 45 45 50 55
Smak Stocks éibbosun 5881 data} 17884 10.60% Log of Average Marke! Value of Bty
Long-Term Treasury Ingome {Ihbotson SBB1 data 7.14%
@ Duff and Phetps, L1.C
© 20704 CRSPE, Center foe Resesrch is Security Prices. Graduate Schooi of Busi The University of Chicago used with p Adi rights G, WWW.CTSD, D.edy




Premium over CAPM

Exhibit 8.2

Companies Ranked by Book Value of Eatity

Historicat Equity Risk Premium: Average Since 1983
Data for Year Ending December 31, 2006

Equity Risk Preiium Study: Data through December 31, 2006
Lata ey weith R Anatysi

Dependent Varatie: Premium over CAPM

independent Veriable: Log of Avetage Book Vas of Equity

Smocthed
Porfiolio Average Log Beta  Arthmetic  Adtnetc  lndicated  Preowuwm  Precigm
Rami Boak Val of  {SumBeta) Average  Eguity Risk CAPHM vy aver Regression Dulput:
by Size (Bmils.} Size Sines 83 Rehurn Pramium Premium CAPM CAPM Constant 8.36¢%
St Errof Y Est 8.771%
1 28,120 445 954 £2.43% 5.29% 414%, 1.18% .15% R Souared 74%
rd 8419 3.47 284 12.34% 5.20% 4.17% 1.03% 1.14% MNo. of Observations 25
3 6,588 g 089 4.45% 7.31% 4.35% 292% +.48% Degrees of Freadom 23
4 4505 3.85 081 13.28% 5.14% 451% 163% £80%
5 3435 3.54 049 13.80% B8.58% 4.8%% 1.78% 2.64% X Coefficientis} -2 070%
8 2513 3.40 1.00 11.82% 6.68% 493% 1.75% 2.:82% Std Etr of Soef. 0.258%
7 z.114 333 099 13.80% 6.69% 439% 174% 2.48% +-Statistic 8401
8 1,720 3.24 145 4.33% 7.19% 521% 1.58% 2.87%
g 1412 315 108 15.76% 8.52% 5.34% 328% 2.84% Smoothed Premivm = 0.364% - 2.070% * LogfBock Valus}
10 1278 3.1t 163 14.898% 7.84%, 407% 2.76% 2.93%
1 1,151 3.06 108 14.57% 7.43% 542% 201% 3.0%%
12 966 269 108 16.51% 9.37% 5.20% 417% 3.48% - -
1 882 285 142 5.12% 7.98% 5.54% 7.44% 3.26% = | Bmootned Premium vs. Unadjusted Average]
14 758 288 1.2 15.79% $58% 555% 308% 3.40% i
% 8ad 280 143 15.41% 937% 5.50% 377% 356% 0%
18 582 2785 197 16.50% §.55% 5.80% 3.75% 3.67%
17 500 2,79 118 16.90% 9% 58T% 288% 3.78% z b a
18 456 268 1.24 15.98% £.84% 8.14% 2.70% 3.66% L
18 385 258 120 16.85% 974% 5.92% 3.83% 4 01% 4
20 a8 254 123 1T50% 10.46% 6.06% 4.40% 411% £
2 294 2.48 172 16.90% 2.75% 6.05% 271% £24% £
o) 248 239 1.25 18.98% 11.84% 6.21% 5 63% 4.43% E =
23 104 229 .26 17 80%, 10.46% 820% 4.23% £55% o
24 145 215 130 1825% 1111% 5425 4.68% 4.87%
26 58 177 133 21.04% 13.90% £.60% 7.30% 570% %
High fnancial risk 162 1.90% 14.76% 5.02% B73% -
Lalga Stotks (Ehm%san SEa: éa‘.a) 12.08% 4.05% $ -1 15 28 25 3a 35 48 45 &0
Smaf Stocks (Isbotson SBB! datay 17 .84% 10.50% Log of Average Book Velue of Eutty
Long-Term Treasury Income (Brhotson SBBI dats} T 4%
& Duff and Phelps, LLC
& 200704 CRSP®, Conter for Rasearch in Security Prices. Grad Sehool of B The U y of Chicago used with permission. All rights reserved, www.crsp.chicagogsb.edu




Comp Ranked by 5-Year Average Net incoma

Pramium gver CAPM

Exhibit B3

Historicat Equity Risk Premium: Average Since 19683
Oata for Year Ending December 31, 2066

Equily Risk Premium Study: Datz through December 31, 2006
Pata Smoolhing with Regression Anglysis

Deprendent Virable: Prosuum ver CAPRM

independent Variahle: Log of Average Net Income

Smocthed
Bortolia Average Leg Heta  ArBhmeic  Asthmefic noicaied Prermiys Pramian
Rank Net Inc. of  (SumBeta} Average  Equily Risk CAPM et aver Regression Quiput:
By Sige {Srafls) Bigey Siee 83 Retisn Prémiom Prerrium CAPM CAPM Constant T.18%%
Std Errof Y Est §.745%
1 4,408 3.64 .80 12.84% 5.80% 3.97% 1.83% 0.41% R Squared 6%
2 1,041 102 0.84 12.8%% 578% 4.15% 183% 1-58% No. of Observations 25
3 838 80 0.84 1573% £59% 4.18% 2.43% 1.98% Degreas of Freedom a3
4 45% 288 0.80 14.22% 7.08% 4.45% 2.681% 2.18%
5 35¢ 254 4.94 13.15% £01% 4.83% 1.38% 2.45% X Ceeflicientis} -1 B5T%
8 271 243 .97 14.24% 0% 4.75% 2.31% 2.68% St Err of Coet. 0.218%
7 213 232 1.03 4.44% 7.30% 5.10% 2.20% 2.88% t-Stalivtic -854
8 4 2.24 102 15.62% B.48% 5.06% 3.42% 3.02%
4 42 215 198 14.58% TAS%, 526% 2.19% 3.18% Smogthed Premium = T.18%% + 1.857% ~ Log{Ned Incoma)
10 117 207 1.87 14.92% 7.78% 5.30% 2.48% 3.34%
1 305 202 1.05 15.62% 8.38% 320% 3.16% 343%
12 a0 186 1.08 H.23% 8.09% 5.18% 391% 3.55% . -
13 e 150 105 6.60% §86% 572% 354% 355% ., Jsmmm Premium vs, Unadjusted A"e’ageL
14 (2] &: ] 1.14 B.47% 9.03% 5:63% 348% 378% ’
15 58 .76 1.14 15.48% B.35% 563% 2FE% 330% %
1§ 51 174 1.18 18.18% 11.04%: 5.88% 5.47% 4.00% %
17 a8 166 1.48 16.59% 8.45% 5.84% 3.62% 4.10% g hd
18 3y 159 123 17.88% 10.74% 6.10% 4.54% 4.23% L
19 31 £.50 126 17.48% 10.28% 6.24% 4.04% 4.40% ]
20 28 144 118 18.04% 10.80% 5.88% §02% 4.50% g -
1 23 1.26 121 18.10% 1G.86% 5.88% £.88% 457% g -
22 18 128 .24 18.49% 11.38% B.13% 5E2% 4.86% E
Z3 13 110 1.28 18:83% 11.88% 6.36% 534% 3.18% & [
4 8 6.92 128 18.12% 16.98% 6.35% L3 5.48%
25 3 647 138 2187% 14.53% 8.85% 7.58% B.30% 2
{Hgh rigk 1.83 2177 % 34.63% 8.05% 558% .
L] 25 1 15 20 z5 38 35 ag
Large Stocks (ibbotson SBBI data} 12.08% 4.85% Lisg of Avetags Net ineotad
Sial Stocks (Ibbotson SBB! datz) 17 84% 16.50%
4 ong-Term Treasury income (ibolson SBBI data) 7.14%
B Dutf and Phslps, LLD
& 200704 CREPR, Center for R b e S Prices. h School of Bus The Uisiversity of Chicago used with permission. All rights reserved. www.crsp.chicagogsb.edu




Premurn over CAPM

Exhinit B4

Companies Ranked by Market Value of Invested Capital

Histarical Equity Risk Premiunm: Average Since 1983
Data for Year Ending Decembaer 31, 2006

Eqetty Risk Premium Stady: Data through December 31, 2006
Dt Srrmefising with Regrossion Analysis

Dependent Varable: Presium ower CASM

Independent Varable: Log of Average MAC

Regression Guipst
Constant 11.888%
Sid Ere of Y Est 4507%
R Sguared Ta%
No. of Observations 25
Degrees of Freedam 23
X Coefficiantis} -2.534%
Sid Err of Cosf. 0.276%
+Statistic -2.18

Smoothed FPramium = 11.886% - 2.534% *LogiMVIC)

Long-Term Treasury income {ibbotson SB31 data)

Smoathed

Porotio Average Lag Beta  Aritimetic  Asthmetc indicated Premivem Premium

Rank MAG of  (SumBeta) Aversge  Edquity Risk CAPW over ey

by Size (Smils ) Size Sines 63 Retum Premim Pramium CAPM CABM

1 118,519 5487 0.85 11.92% 4.78% 4.19% 0.59% -0.85%

Z 35,800 4.56 086 1.77% 4.83% 4.26% 037% G.3a%,

3 2269 4.36 058 11.95% 4.85% 4.40% 0.45% G855

4 17,435 424 095 13.03% 5.88% 4.71% 1.18% 1.14%

5 12528 410 085 T3:88% 8.74% 472% 2.02% 1.50%

& 9.539 3.98 100 14.24% 7.20% 4.95% 2.25% 1.80%

7 7.338 387 1.04 15.05% T.491% 5.12% 27%% 2.09%

8 5798 3.76 106 14.82% 7.68% 527% 242% 2.35%

9 4.742 3.68 109 13.54% 6.40% 5.39% 1.00% 257%

10 4,254 3.63 1.07 15.45% 8.31% 527% 3.04% 2.69%

11 381 355 109 14.86% 1is 5.40% 2.32% 2.90%

12 3.280 3.52 110 14.98% 7.85% 5.46% ZA4t% 2.98%

13 2768 344 142 15.08% 7.94% 5.58% 2.37% 3.18%

14 2,338 3.37 197 16.05% 8.94% 5.79% 342% 3.535%

15 2,183 334 118 15.88% 8.74% 5.73% 3.01% 3.43%

kt:} 1,783 3.25 122 16.90% 9.76% B.03% 3.73% 3865%

17 1.554 3.18 121 165.20% 4.15% 5.98% 347% 3.80%

18 29 3.1 123 17 61% $0.67% £.046% 4.38% 400%

ki’ 1,144 3.08 124 18.59% 9.45% 6.15% 3.29% 4.14%

20 1,607 08 122 17 22% 10.08% £.04% 4.04% 4.28%

21 812 2,96 128 18.08% $0.84% 8.33% 4.50% 4.38%

22 703 2.85 1.30 17.37% 10.23% 8.42% 381% 457%

23 §10 271 125 19.07% 1.53% 6.19% §.74% 3.00%

# 39 252 132 19.35% % 8.53% 4.59% 5581%

5 123 208 130 Z3.00% 15.85% 6.43% 9 43% 5.58%

High financial 7isk 163 21.77% 14.83% 8.05% 8 58%
Large Slocks (fbbotson SBE! data} 12.08% 4.95%
Srrall Stocks {ibhetson SBB dete) 17.64% 18.50%
T 14%

Premium over CAFM

gSmoomed Premiym vs, Unadiusted Ave{age[__

%

13 0 36 48 &4 88
164 of Average Markel Vatue of invesied Capital

@ Duif and Phelps, LLC

Prices. Graduate Schoof of B

5 The U
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Companies Ranked by Total Assets

Premium over CAPM

Exhibit B-§

Histarcal Equity Risk Premium: Average Since 1583
Crats for Year Ending December 31, 2006

Equity Rigk Prosmium Shidy: Data through December 33, 2008
Cata ing with i Ay

Creperient Vadabis: Prentus over CA

independent Variable: Log of Aversge Book invested Capital

Smoothed
Porticlic Average 100 Bets  Angwnetic  Arithmetic Indicated Premium Premium
Rank Assels of  (SumBeta) Average Equily Risk CAPM over o Regression Guiput
by Sire {hmidn} Size Since 93 Retum Premispry Preemiurm CAPM CAPM Constant 2.487%
St Err of Y Est 0.8168%
1 82,410 442 0.87 13.02% 5.88% £068% 1.82% 0.53% R Sguaned B4%
H 27472 445 055 1247% 3.38% 4.25% 1.08% 148% No. of Obgervations %
3 18,736 437 .84 13.55% 6.38% 4.14% 2.25% 7% Degrees of Freadom 73
4 13,315 412 3] 14.04% 5.50% 457% 2.33% 2.06%
5 9,231 387 3] 14.61% 7.47% 4.55% 2.529% 2.35% X Cpefficient(s) -1.862%
5 raiz 385 .99 14.46% T.32% 4.88% 2.44% 2.56% S Err of Coef, £.280%
7 5,564 375 1.00 16.03% 7.88% 496% 2.83% 274% +-Statistic 643
& A24T 3.63 1.03 14.27% 7.13% 511% 2.62% 2.95%
1 3,738 357 1.07 14.23% 7.08% 528% 1.81% 3.05% Smuoolthed Premivm = 2.492% « 1.802% " Logfinvested Capital)
10 3253 3.51 1.08 14.65% 7.51% 532% 2.18% a16%
H 2,703 343 144 15.50% 5.36% 5.44% 2.82% 331%
12 2,360 337 1.13 14 66% 1.82% 5.59% 1.53% 3.41% P - .
13 2051 331 118 16.37% 5.23% 5.43% FE0% 3.52% 1 | Srmoothed Premium vs. Unadiusted AV&"’QEL
14 1735 334 1.42 16.96% $82% 552% A.30% 366%
15 1536 399 1.16 15.40% 5.26% 574% 3.52% A75% 0%
186 1285 an 1.21 17.71% 10.57% 500% 4.56% 3.89%
17 1,168 3.0 124 19.01% 1.87% 5.12% 5.75% 387% s ¥ *
18 880 289 119 18.51% .77% 5.90% 3.87% £ 10% 2
19 853 293 1.00 15.63% 8.45% 584% 2850 4.21% o
20 o1 285 1.23 17.15% 10.02% &10% 3.93% 4.36% L
3| 569 2.76 1.24 17.56% 10.41% 8.11% 4,30% 453% H
22 480 268 1.28 17.45% 16.34% 6.38% 3.94% 4.66% £ =
23 388 258 128 18.38% 11.24% 5.34% 4.90% 4.84% L
24 25 244 129 18.72% 11:58% 837% 5.21% 5. 10%
5 14 i0z 1.34 21.50% 14.36% 865% 7124 5.86% TR
High financial sk 183 107 14.63% BO5% 5.58% -
L snre Stocks (ibbotson SES! data) 12.09% 1.95% e = mﬁj‘fym ottt et 82 sc
Simail Stocks {ibbotson SBSI data) 17.54% 10.50%
Long-Term Treasury Income {ihbotson SBR! dala) 7.14%
& Dutf and Phalps, LLC
& 200704 CRSFE, Corer for 2 in S ity Prices. Graduste Schoot of Busl , Tha bintversily of Chicago used with permission. AH rights reserved. www.crsp.chicagogsh.edu




Companies Ranked by 5-Year Average EBITDA Premium over CAPM Exhibit B-6
Historical Equity Risk Premiurm Average Since 1953 Lauity iRisk Premium Study: Data trough Deserber 31, 2008
Diais for Year Ending Decernber 31, 2806 Duta Smoathing with Regression Analysis
Dependent Variabie: Premium over CAPM
independent Variable: Log of Average EBITDA
Smoothied
Portfolic Average Log Bela  Arigmetic | Arthmatic indicated Promium Premium
I Rark EBITDA of  (SumBatal Average  Eguity Fisk CAPR over over Regression Oulput:
by Size fhmils.} Size Sirca B3 Rehurn Presiiuen Pramism CAPS CABM Constant B.061%
Skt Err of ¥ Egt $.504%
1 10,581 402 0.82 13.25% 8.11% 4.08% 2.03% 6.83% R Squared 65%
2 3,136 3.50 0.80 12.44% 5.30% 3.97% 1.33% 1.78% No. of Observations 25
3 2,248 235 0.58 14.18% 7.04% 4.37% 267% 2.04% Degress of Freedom 2
4 1,548 349 944 13.98% B.84% 4.67% 217% 2.33%
5 1,056 162 059 15.06% 7.91% 4.38% 350% 2.83% X Confficirts) ~1.797%
8 831 282 0.9 14.32% 7.48% 4.76% 242% 2.81% Sigt Err of Conf. 0.276%
7 667 282 101 14.23% 7.09% 61% 2.08% 2.99% t-Stntistic -6.50
8 523 iy 107 15.01% T8% 5.26% 259% 3.18%
| 426 2.63 193 12.42% 6.20% 5.12% 1.46% 3.34% Smoothed Promium = B.061% - 1.797% * Log(EBTDA]
16 ar? 2.58 0.9 1477% 7.83% 4.91% 273% 3.43%
11 325 2.5% 103 15.88% B 54% B.41% 343% 3.55%
12 204 247 110 17.47% 10.03% 5.45% 4.58% 3.63% : -
@ 232 237 11 17.85% 109.75% 5.47% 5.28% 3.81% . _ISmoothed Premium vs. Unadjusted Average]
4 2% 232 113 16.54% 980% 5.57% F88% 3.89% :
15 180 2.28 113 16.41% B.G7% 5.58% 339% 397% 10%
1% 149 237 118 17.49% 10.36% 5.83% 4.553% 418%
1 138 244 118 17.82% 10.68% 5.88% 4.80% 4£21% 5 ™
18 118 287 121 16.02% B.88% 5.97% 2.91% £34% % oen
i) 106 2.63 124 18.58% 11.45% 6.11% 5.34% 4.42% e
26 a4 1.96 124 17.00% 9.86% 6.44% 3.72% 4.54% [
21 78 1.89 122 .31% 10.17% 5.04% 4.12% 4.66% £
22 58 178 119 1854% 11.37% 5.86% 5.48% 4.50% g™
23 48 168 127 19.30% 12.16% 5.28% 5.88% S507% L3
2 31 1.50 132 18.80% 1.66% 6.55% 5A1% 5.37%
.25 2 18 1.37 J0.70% 13.84% 6.79% 6.85% 6.12% 2%
High Bnancial tisk 1.63 21,1 1% 1483% 8.05% 8.56% -~
Large Stocks {Ibbotson SBE!data} 12.08% 4.95% a8 e 24 a2 i 50
Smait Stocks (ibbotson SEBL dats) 764% 10.50% Lo of Averaga BBIDA
Long-Term Treasury Income fibbotsor: SBHEY data) 118%
© Duff and Phelps, LLC
© 266704 CRSPB, Center for K 1 i 5 v Prices. Graduate School of Busi The University of Chicage used with permission. All rights d. weww.crsp.ch bady




Companies Ranked by Sales

Premium over CAPM

Exhibit B-7

Historical Equity Risk Premiurm: Average Since 1983
Diata for Yesr Ending Decernber 31, 2006

Equity Risk Premiu Study: Dats wough Decernber 31, 2006
Data Smosthing with Regression Andlysis

Uependent Varable. Premivm over CAPM

independent Variatie: Lag of Average Sales

Smoathed
Portiotio Average Log Beta  Arthmetic  Arithmetic Indicated Prewmium Premium
Ratic Sates of  (SumBsta) Average  Equity Risk CAPM aver over Regression Duiput
by Size ($mis.} Sue  Since 3 Retum  Premium  Premium CAPM CAPM Constant 8.763%
Stg Err of ¥ Est 0.954%
1 71,497 485 083 13.47% 6.03% 451% 1.42% 1.35% R Squares 524,
2 23,797 438 098 1377% 6.53% 47T% 187% 2.68% No. of Observations 25
3 14,803 417 0.99 14.86% 7.72% 490% 285% 2.39% Degreas of Freadom 23
4 0,851 404 1 15.80% 8.55% 5.02% 3.64% 760%
5 8,568 353 102 14.00% 6.95% 5.04% 1.91% 2.76% X Coefficientis} .527%
8 6,554 282 5499 16.07% 8.93% 4.89% 4.05% 2.54% 44 Bre of Coot G304%
7 5,198 372 1.09 15.71% 857% 5.40% 347% 100% t-Statistic 502
& 4552 168 1.08 14,185 7.00% 520% 1.80% 218%
g 3,593 156 108 14.60% 1.85% 539% 217% 3.33% Semoethed Premivin = 8.763% - 1.527% * Log(Sales)
10 3117 148 198 16.15% 599% 527% 372% 3.43%
1 2461 236 115 18.50% 936% 570% 367% 3.58%
12 2.154 233 113 1B.20% 1.06% 2.61% 5.45% 2.87% - -
13 1,851 327 115 17.01% 987% 570% 417% 3.17% 1% J Stmocthed Premium vs. Unadjusted AvemgeL
14 1841 a2t 110 16.89% 9.75% $42% 4.32% 3.85%
15 1462 316 114 B51% 2.47% 5.63% 285% 3.93% 1o
18 1,228 300 115 16.52% 9.18% 5664 250% 405%
17 1,040 3.02 113 17.47% 10.33% 580% 472% 416% : ¥
18 919 2.96 121 1505% 791% 5.59% 1.52% 4.24% 2 e
18 787 2.89 173 17.00% 4.96% B.11% 2755 £.36% 5
20 85 284 115 18.03% 10.89% a71% 518% 4.45% 3
21 850 274 122 7.05% $.92% £.04% 1.88% 4.58% 5
2 434 264 124 5% 2.54% 513% 3.41% 474% § ™
25 26 251 127 19.54% 12 50% £28% 6.23% £93% &
24 224 235 129 18.28% 11.12% 638% 4.75% 5.18%
5 31 1,96 132 20.68% 13.54%, 6.52% TOM,  BIT% %
LigF finansial ek 163 %) 14.63% B.05%  55% -
Large Stacks (ibboisos SBR! data} 12.00% 485% T R e ¥
Strk Stocks (bbotson SBS! dats) 1784% 10.50%
Long-Term Treasury income (bbotson SEBE data) 714%
© Duff and Phelps, LLE
© 200704 CRSPR, Centar for Research In Security Prices. School of Busi ‘The University of Chicago used with permission, Al rights reserved. www.crsp.chicagogsb.ady




Companies Ranked by Number of Employ Premium over CAPM Exhibst B-8

Historical Fauily Risk Premium; Average Since 1963 Equity Risk Premium Study: Date through December 31, 2006
Diata for Yesr Ending December 31, 2006 Data Smoothing with Regression Analysis
Dapendent Varabia, Pretdum over CAPM
independent Variable: Log of Aversge Employees
Stmoothed
Fortiolia Average Log Rets  Abthmetc  Asithmetic fesclicasted Pretais Presmuim
Rank  Mnbat of of  (SumBsta} Aversge  Egquity Risk CAPRM Giver e Regression Output
by Size  Employees Size Since B3 Retum Premium Premium CAPM CAPM Constant 10.138%
Std Errof ¥ Est 0.886%
1 2BEA61 341 143 1285% 5.52% 5.10°% G.42% 1.01% R Sguarsd :35
4 88,945 4.95 188 1409% B.85% 4.95% 2.60% 178% N, of Observations 25
3 56,523 476 194 14.73% 7.55% 5.15% 2.43% 212% Gegrees of Freedom 23
£ 43,149 463 107 14.07% 7.83% 531% 2.52% 2.32%
5 32,869 4.52 1.97 16.52% 0.38% 531% 4:07% 252% X Coefficient(s) -1.687%
B 25588 441 108 15.64% 8.50% 5.35% 3.18% 270% 5t Frr of Coef, 0.283%
7 21450 433 149 13.68% §54% 541% ERES A 283% +Satigtic 557
g 18,314 421 1.13 15.27% 8.13% 558% 2.55% 3.05%
8 13,724 4.14 1.44 17.63% 10.48% 5.62% 4.87% 3.16% Smoothed Promium = 10.139% - 1.687% * Log(Employees}
18 11,248 4,68 114 1526% B.32% 5.63% 2.40% 3.30%
1 9,832 4.00 118 16.83% 8.66% §:88% 3.81% 3.39%
12 8295 e 112 17.69% 16.85% 5.82% 5.33% 359% f 3 "
13 711 336 11 15.47% £.33% 550% 283% 363% 2 | omocthed Premium vs. Unadjusted Average}
i4 2883 3377 1.15 16.17% 6:03% 573% 3:30% 378%
15 5,399 373 1.18 $5.76% 8.62% 5.76% 2.85% 3.84% %
15 4,742 3.68 1.45 1TTT% 10.63% 5.T4% £92% 3.94%
17 3,982 360 122 15.30% B.2E% 6.03% 2.19% 4.08% 3
18 3,668 3.56 118 15.680% B.66% 5.84% 2.52% 4.12% 3 o
14 2837 345 115 18.58% 9.44% 5.67% 377% 431% %
20 2410 338 147 17.59% 10.88% 5.80% 5.05% 4.43% S 4%
21 1,712 323 1.16 17.90% 10.76% 5.74% 502% 4.68% £
22 1,367 314 1.18 18.49% +1.35% 5.83% S51% 4.85% E
23 a7z 2.99 1.2% 17.94% 10.80% 8.00% 480% 510% £ gy
z4 533 273 1.24 18.094% 11.80% B.15% 5.65% 554%
s} 172 224 1.28 20.32% 13,185, 6.35% 583% 6aT% 2%
Hhigh financial rick $E3 21.58% 14.84% 506% §.78% "
arge Stocks (ibbatson SBE data} 12.09% 495% B et hone e o Evrs
Sl Stocks {Ibbotson S8E! data) 17.64% 1050%
Long-Tetm Treasury Income dbbatson SBAI data) 7.14%
© Duff and Phelps, LLC

& 200704 CRSP®, Centor for Research in Securlty Prices. Graduate School of Business, The University of Chicago used with permission. Al righis d. www.crsp.ch Ak



Exhibit G4

Comparnies Ranked by Mariket Value of Equity: Comparative Risk Characterstics

Crata for Year Ending {Jecember 31, 2006

Portfoiio Statistes for 2006 Porifolio Statistics for 1863-2008

Portfia AvErage Log Average AvETagE A Atz Beta AVEREE Average Avarace

Rank Wit Valus of Nurvber ity Risk P o] Dbt to Marks L { Sumt i Operating CV¥{Opetating Averaga

by Siza (S} Size of Firmg Pretrinm MVIC Ve of Squity | Risk Prermiurn Since ‘83 Beta Mamgin Marginy CVROE)
1 87 568 488 44 4.8% 18.13% TR2% +.3% Q80 Q82 156% 98% 152%
2 28,450 548 35 5.0% 22.56% 28.1% 4.3% [13:x1 .80 13 1% 10.7% BI%
3 17118 423 39 38% 24 BES 33w 33% [s3:75 082 13.4% 13.4% W%
4 125854 410 1 58% 2877% 34.7% 4.9% 088 @82 12 7% 1A% A%
g 2454 388 3B B.5% 28 8w% 37.0% &% 086 089 13 7% 13.3% 208%
3 7551 388 36 TO% 28 B7% 36.7% 58% 103 a5 13.4% 127% 18.3%
7 5218 kX 47 7.7% FT3T% 3% B:A4% 182 .84 1Z.8% 138% 214%
-] 4810 368 43 7. 25 84% .8% 5.9% 168 082 12.3% 13.5% Pl
4 3,808 359 43 8.2% 25.14% 338% E.9% 1068 fi3:73 12.2% 14.2% 215%
10 317G 156 44 74% 24B%% 33% &.25% 110 093 12.0% 13.9% 22 1%
11 2,787 344 42 T.9% 24.08% EALT B.7% 110 .63 11.8% 15.0% 216%
12 2458 358 45 T.9% 28.41% 34 1% §.7% iR 094 118% 148% 20.5%
&) 2118 iz 46 &.7% 28.20% 355% 58% 118 fik: ] 11.1% 14.8% 20.8%
(23 1866 38 4% G.0% 26.70% 36.4% T E% 114 B2 11.1% 15.3% 2%
15 1,882 318 85 8.5% 25.25% 35 8% % 115 G5 1.0% 17.2% 234%
16 143 ATE 46 10 4% 25 63% 5% B.8% 14 .96 12.3% 17 8% 24.7%
17 1,186 07 51 19.2% 2E28% IBE%R 86% 121 ] 12.0% 18.3% B.1%
18 1046 a0t 58 8% REBE 3 A% 8% 121 .1 Qv 206% 28.8%
¥ 900 285 L 9.5% 26.04% 35.2% 8.2% 1.24 1.04 Q4% 208% 27.3%
20 17 a4 B7 1B7% 26.98% 35 .4% 855 128 1.06 8.1% 238% 312%
21 885 284 T3 11.0% EAE% I73% 92% 127 1.06 B8.6% 23 2% 3t8%
22 &52 278 ki 10.8% 27.34% 37.B% 8.0% 128 .08 83% 25.0% s
A3 383 Z59 iz 10.8% 2T HG% 35.3% 3% 124 143 79% 25 2% 5%
24 i 244 11 12.4% 28 .40% 38F% 10.2% 178 108 TEH 28.0% 39.4%
25 108 262 368 18.2% LT A4.2% 13.1% 1.30 105 B.2% 42.3% 570%

Note:  CVIX) = Slandsrd devistion of X divided by moon of X, cofoulsted over 5 fisoad years,  For Portfolios 1-25, calculstion user stefitory foderal tax rates plus weighied sverage effective stale tax ratos.

The gverage blendsd incorsie tix rate vead s 43.7 %,

© Duff ang Phelps, LLC

© 200704 CRSO®, Centet for Research in Security Prices. Graduats School of Business, The University of Chilcago used with permission. All rights reserved. www.crsp.chicagogsb.edu




Exhibit £-2

Companies Ranked by Book Vaiue of Equity: Comp Risk Characteristh
Data for Year Ending December 31, 2006

Portfotio Statistics for 2006 ) Portfolio Statistics for 1863-2006
Portfatic Avbrage o PVEags Averags Average AT EZE) Averigg Avatags Average
fRank Book Vailue of Number ity Rigk Debt et 1o Marker U rod { Lhrtk Operating TV{Operating Averaga
by Size Smils s Size ot Fems L Promiumn 1%l Wake of Equity § Risk Premium Sincs B3 Beta Margin Mangin} CVROE)
k 281420 443 38 8.5% 28.954% 36. 5% 4.4% o84 aro 1523% 12.48% 26.3%
3 §541% k&1 38 5% 31.39% 45 6% 4.3% .84 as? 14 71% 130% 17 4%
3 65588 362 37 T3% I3 25% 49.9% E.8% .83 n7a 122% 12.0% 15.9%
4 4505 365 3B &1% A180% 48 2% 4.9% o017 273 12.5% 127% 22 A%
8 2435 354 37 6.7% 30.03% 42 9% EaA% S.08 .80 12.8% 130 2.1%
8 2T 243 40 67% IETR 44 3% 5.4% 100 0.80 12.6% 13.3% 222%
7 2,414 333 43 8% 28 76% 40.4% E&% k- o8 130% 13.5% 22.5%
B 1720 334 40 TE% 27 23% 37 A% 80% 108 Q87 127% 14.2% 22.7%
g 1412 318 43 8E% 27 BE% 3E ALY 108 089 128% 143% 21.4%
1w 1378 EAS] 41 7.8% 25.93% 451% 4% o3 a.84 12.6% 14.7% 205%
1 181 368 43 T4% o 2B.1%% 38.5% - 8.1% T 080 11.8% 14.9% 24.3%
12 G 258 49 G4% 29.75% 42.4% TEY% 153 [1%:°.3 8% 14,43 1%
i3 2327 255 43 a0% 2750 7. 2% 6.5% 142 [13:5] 11.5% 152% 23.1%
4 758 288 &0 85% 27 38% 3.7% Ti% 112 483 8% 5. 7% 219%
18 &34 280 83 a.3% F7.55% 38.6% Ti% 111 .82 11.1% 15.7% 23.3%
18 bE3 278 48 285% 27.88% 3B.1% T .47 0487 102% 17 8% 258%
17 500 Z7a 49 F8% 5.80% 5% 8% 118 e 10.7% 170% 24.6%
18 458 268 57 B8% ZF28% AT 5% 73% 1.4 103 10.4% 10.9% 26.4%
1% 385 258 85 4% 27.87% BER 8.1% 120 084 10.0% 15.4% Z8.5%
2 M6 254 52 10.5% 26.58% W.i% 8.7% 133 102 3% 21.0% $0.0%
21 29% 248 85 9.8% 7% 3 4% 8.1% 1R2 ez 23% 22.7% 32.2%
22 46 238 a2 11.8% 28.52% ® 1% 3.9% 125 165 88% 24 2% 31.8%
23 154 223 15t 10.5% 2727% 37 5% 8.7% 126 1.04 &7% 2% 34.4%
24 143 245 120 1.3% 26.98% 36.9% 3% 1.30 1.08 §1% 76.4% WEk
25 55 117 FBT 138% 26 38% 35 8% 11.8% 133 1.42 2% 37 B% §1.3%

Note:  $VIG = Standard devistion of X divided by mean of X, calewlsted over 5 iscal years.  For Podfolios 1-25, caiculntion uses statutary fecfers! lax rals plus weightst! average effective siate tax rafes.
The average bended income tax rale used is 45.7 %.

® Duff and Phelps, LLC
© 200704 CRSP®, Centor for Research in Security Prices. Graduste School of Business, The University of Chicago used with permiission. AH rights reserved. www.crsp.chicagogsb.edu




Exhibit C-3

Companies Ranked by et income: Comparative Risk Characteristics
Data for Year Ending December 31, 2006

Portfolio Statistics for 2006 Porticlio Statistics for 1963.2006
Portfcio Average tog Averoon Average Average Average Bata Average Average Average
Rank HNat income of Number Eguily Risk Debt to Dt to Market 1 Linlevered Operating CViGparsing A
oy Size {8ersils ) Size of Firms Premiunt MC Value of Equity | Risk Premizm Since 83 Beta Margin Margin} CWRGE)

1 4408 364 37 58% 22.97% 79 8% 5.0% Q.85 069 150% 104 15.5%
2 1041 302 k3 58% 2B.AT% 2% 43% [23:23 0.6% 14.2% 10.4% 15.3%
3 BIE 280 3 B.6% 30 80% 44 5% £3% 15:23 S.68 12.5% % 18.5%
4 451 8% 38 Ti% 30.64% 44 0% 57% Q.8 873 1Z2.5% 12.0% 17.8%
3 B0 254 41 80% 28.75% 40.4% 4.5% 084 borrd 12.8% 1256% 16.4%
] 27 42 41 7% 25.75% 41.3% 6.8% .57 078 12.8% 12.4% 1265
7 213 253 3 7% 27 48% 3T R E1% 103 .88 12.3% 135% 208%
a 174 2.24 4 B.5% 5 26% 36.9% TA% 182 088 12.6%. 125% 20.1%
a 142 215 &t T.4% 28.36% 35.8% &2% 106 08¢ 11.5% 142% F0.2%
10 7 207 a5 8% 25.03% 35.2% &5% 167 G850 12.8% 13.4% 192%
11 1G5 .82 44 B4% 27.06% I A% V0% 105 o251 11.8% 1B 0% 21.2%
12 9 1.86 43 S 1% 2787% 38.2% 7 5% 1403 G87 113% 13.8% 202%
13 &3 1.80 41 B.8% 27 08% 3% 7A% 105 0.88 10.9% 14.8% 19.8%
14 €8 1.83 44 S0% 26.08% 3B3% TE% LA .85 10E8% 141% 19.9%
15 56 178 81 &4% #.10% IEI% T¥% 114 095 H0EW 16.6% Z25%
3 51 1.7 48 11.0% WLT%H 35.3% 5% 11g 1.00 10.1% 17 6% 4 8%
37 48 168 BZ 9.5% 2533% 339% 8.0% 118 106 10.0% 18.2% 25.3%
3 39 158 &7 0.7% 25.14% I36% 4% 123 104 S8% 19.5% 25 G%
3] 3 1.8 80 10.3% 26.29% I5T7% 88% 128 106 @8% 20.4% 28.4%
20 28 144 &8 10.8% 6 80% 3B.7% 1% 1.1% G8s $2% 26.5% 27 8%
¢ 23 1.36 ks 11.0% 26.78% 36 6% S1% 171 im 90% 2t8% 28.0%
22 18 125 77 11.4% BT 3B 5% 9.5% 124 103 3.7% 22E% 3%
23 13 110 08 % 2583% 34 8% 8.8% 178 108 8.5% FI% 36.1%
24 § 0.92 152 0% 27 56% 3 G% 5.1% 128 106 7.5% 287% 38.58%
25 3 .47 362 14 5% A% 38.3% T2.0% 138 1.15 B5.0% A7.7% T70.7%

Note:  CVIX) = Sfamtard dovigtion of X divided by mean of X, colculaled over 5 fiscaf vewrs.  For Portlolios 1-28, caloidation uses stetitory fedoral tax rates plus weighted suerage effective stafe tax rafes.
The average blondad intome tar rate used s 45.7 %.

© Duff and Pheips, LLEC
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Exhibit C-4

Companies Ranked by Market Value of invested Capital: Comparative Risk Characteristics

Data for Year Ending Decamber 31, 2006

Portfolio Statistics for 2008 Portfolio Statistics for 1983-2006
Postfolio PnEraE Log Auprags Aveiage Averags Average Beta Avetnge Auiragh Average
Rak VIS of Number Equily Risk Dbt to Daltin Marked | Ur Sums U Operating CVfOperating Avsrage
by Size Srnils} Size of Fimms Pramiun M Vaus of Bquity | Risk Pramium Sine 83 Beta Margin Marginy NVROE}
1 186516 507 43 48% RZBT% 29.5% 41% a.85 0.73 % 2% 0% 15.7%
2 35,500 458 £ 48% 30.73% 44.4% 7% 0.86 o069 15 8% 10.8% 17.8%
3 2u.801 438 £ 2.8% 3.64% 46 9% 9% 8.85 oF 144% 118% 19.1%
4 17,438 4.24 39 5.8% 331% 45.6% 47% as5 076 127% 11.8% 20.2%
3 12,528 418 £l £.7% 29.80% 42.8% £5% 085 iR 17.6% 12.4% 208%
g 2558 398 43 7.2% 29.06% 41.0% 55% 1.00 882 129% 12.0% 29.8%
7 7335 587 37 78% 28 1% Q% £.5% 104 9.85 126% 139% 21.0%
[ 5755 378 a5 7% 27 H6% 18.8% £.3% 108 0.88 5% 136% 214%
] 4742 368 a4 5.4% 27 % 37.6% 5% 109 0.80 12.2% 15.0% 22.3%
10 4,254 363 a8 B.3% 27.90% 387% 8.4% 1o 088 1234 15.4% 9%
b8 3,611 358 a2 7% 27 83% 38.6% 5.4% 108 080 11.8% 147% 23.0%
12 3,260 282 43 7.8% 25.67% 407% 6.4% 118 996 1% 14.4% 228%
12 2,768 344 42 7.5% 25.26% 3EE% 6.6% 112 a8 111% 15.3% 2%
14 2,339 337 48 £.5% 26.30% 3B.8% 7.5% 147 238 4% 15.7% 214%
15 2163 534 44 8.7% 27ATHR 373% 7.5% 1.46 296 10.4% 16.8% 235%
5 1,783 325 8% 2.8% H6T% 3B.9% 8.1% 122 101 98% 174% 25.0%
17 1,584 318 &6 $.2% 25.5E% 34 3% 7.7% 121 102 9.8% 19.0% 27.3%
18 1,201 EXi] 53 10.5% 28 B7% 7% B7% 123 103 9.2% 19.7% 27.4%
1% 1144 308 53 $.5% 27 B1% 35 5% 78% 124 1.03 9.3% 21.8% 28.1%
20 1.607 308 (] 16.1% 27.37% 37 6% B4 §22 101 9.3% 217% 2011
21 812 256 51 10.5% A% 37 5% 2.1% 328 166 B.8% 233% 320%
22 743 285 as 10.2% 279% 389% 8.4% 130 167 55% 24 6% 330%
23 510 278 as 14.5% 27.03% A7 o% 9.9% £25 184 7 9% 26 7% 3 1%
24 329 2.52 65 15.2% 27.26% 5% 2.3% 32 110 7% 268% W%
25 125 2.09 348 1685 25.08% BA% $3.4% 130 FRL) 65% 412% S34%

Note:  CVIT = Sfandard deviation of X divided by mean of X, caloudsted over § fiscal years.  For Portfolios 1-25, caloviation uses stotufory federal tax rafes plus weiphted sverage effective state fax rales.

The avarsge blonded imcoms tax rate used is 45.7 %,

@ Puif and Phelps, LLC
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Exhibit C-5

Companies Ranked by Toial Assets: Comparative Risk Characteristics
Data for Year Ending December 31, 2008

) Portiolio Statistics for 2006 Portighio Statistics for 1063-2006
Pertioro Average (%) Average Average Average Average Beta Ausrage { Avsrage Augrage
Featrk Angaty of Namber Equity Risk Pebt io Diobt 1 Market Untevered {Sumilets) sdsvared Oparaling Cu{Operating Averaoe
by Size [ E Sue of Firms Premium BAVIC Vatue of Equity | Risk Premium Sinco 53 Bata Mamin Margin} CVROE)

1 82,410 447 37 5.9% IE55% 48.3% &T% o.82 o468 13.0% 13.4% 20.9%
2 2787 4.45 34 £3% 38.00% 81.3% 4.0% 0.88 264 H4.0% 13.1% 20.6%
3 18,738 427 32 B.4% 3586% 55.9% 4.3% o84 264 12.1% 12 5% 10 g%
4 13,315 a% ¥ 6.4% 34.04% 51.6% 54% fik =] 472 14.8% 116% 21.8%
5 4231 agr 37 7.5% R7% 48.6% 5.9% o.42 373 11.5% 1% iy
8 7oz 385 38 T 31.51% 46 0% 5.9% Rk G479 12.0% 138% i1

7 8584 ars 2] % 30.58% A 5% 6.4% 140 a8t 11.3% 14.0% FTEE%
8 4247 163 » 7.1% 3LYI% 46.5% 1% 103 G582 11.9% 1% 3%
9 3,738 357 37 T 1% 31.89% 46 5.7% 167 G858 11.6% 5.4% 23TF%
10 3,253 381 40 T5% I3 45 7% 0% o8 o868 11.0% 15.5% 24.2%
1 2,793 343 42 9.4% I29% 414% TE% 118 &89 11.1% T4.6% 22.7%
12 2380 33 42 7.5% 28.06% 44.0% £2% 113 482 16.3% B.1% 23.6%
13 2051 k] 43 G32% 26.04% 40.9% 78% 110 0.90 W0.7% 16.5%. 23.5%
14 1,735 324 EX] G.8% 28.37% W ER &1% 11z [h: 74 8.7% EA% 24.1%
18 1536 349 48 5% 27.88% A% TT% 1.18 0.96 G2% 1H7% 26.7%
1 1285 kA 50 10.6% 28.20% 35.5% £0% 2 +.02 4% 17.9% BI%
17 1,185 o7 47 11.5% 27454 7% S8% 124 103 G4% 188% 5%
8 480 280 43 28% .93% 38.7% 81% 1.19 098 26% 18.4% 26.3%
hi] 352 283 13 B5% ABOE% 0% 7% 130 0.69 S 8% 14 7% 27 8%
20 7N 285 &4 o% 2T6% 37 .3% 83% 123 103 0% 210% 28.9%
21 55 276 84 1A% 26 40% 35.5% 8.7% 14 143 a8% 27% 31.65%
22 480 268 76 10.3% ZEAZ% 35.9% BE% 129 108 85% 23.0% %
3 380 258 84 11.2% 25.45% 38.1% G.5% 1.28 108 83% 25.1% 35.3%
24 s 244 142 11.6% 24ETH 32.8% @8% 128 1 8 1% BI% 38.4%
25 104 207 398 14.4% Z1.16% 26 Bl 12 5% 134 1.37 75% 37 9% 48.4%

Nofe:  CVIX} = Stendard devigtion of X divided by mean of X, calcufaed over 5 fiscal years.  For Portfofios 1-25, caicufstion uses stslufory fedéral tax rates blus weighted sverige offectivb sidle tax rates.
Tho aversge blended income tax rate usad is 45,7 %.
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Exhibit -8

Companies Ranked by EBITDA: Comparative Risk Characteristics
Data for Year Ending December 31, 2008

Portfoliy Statistics for 2006 . ) Porifolic Siatistics for 1853-2006
Portloio Aversge tog Averags Average Averags Average Beta Averaca Average Average
Rank EBITDA of Nurmber Eaquity Risk Debt to Dbt to Market Unk d Uinieversd Operating CV{Cparating A
By Size {$mils.) Suze of Firms Framium ARG Walue of Bouity | Risk Premium Since €3 Beta Margin Margir} CVIRCE)
1 10581 40Uz 38 B.1% 2844% 36.0% 5.1% 082 069 4.0% 5% 18.7%
2 3135 350 o &3% 32 41% 48.0% 4 2% a.80 Le£:-2 13.8% 11.8% 192%
3 2748 335 33 T0% ks 4B.6% 8% iF1 ora 12.4% 4% 15.8%
4 18 316 3 6.5% 32.49% 48.1% 54% .94 os 12.0% 12.2% 21.6%
5 1,056 30z F TA% 31.38% 487% 6.3% 089 or 12.4% 23% M.4%
8 bixad 282 35 T2% 3120% 45.3% 58% 0.95 ot 12.5% jkire 22%
7 657 282 38 T.41% 28.30% +1.4% 5.8% 181 o83 2% T16% 208%
8 522 272 45 To% 27 89% IR IR 6.5% 16F .88 2% 13E% 21.0%
g 426 263 37 6.3% 28.17% 392% 2% 183 Q.88 1% 145% 5%
16 7 258 k] 7E% 28 74% 40.3% 6.3% 0.99 ¢.5% R 13.8% 7%
1% fori-) 251 £1 B5% 29.12% 41.1% T4% 103 0.84 TE% A% 204%
12 244 2.47 A0 10.0% 27.95% 38.8% B8.3% 116 0.9t 11.3% 15.0% 27%
13 232 2.37 48 107% 28.40% 327% &8% 141 0.9% 10.7% 16.0% 2%
14 Fa 232 43 Ga% 28.55% 43 0% 7% 1.13 .93 10.4% 15.6% 233
.18 193 228 3 0% 27.15% 37 2% ¥ 5% 113 .94 10.4% 18.0% 220%
18 143 21t 47 1W0A% 27 38% IHIT% BE% 118 688 G5% 17.5% 24 1%,
1w 138 214 54 10.7% OETH W% B9% 118 058 85% 18.8% 26.8%
18 118 207 86 B.9% Z5.00% W% FE% 121 Tet 8.5% 1%.3% /2%
1% 108 202 L3 11.4% 27.69% 3BI% 8.5% 124 102 5% 1. 8% 26.9%
a0 1 1.86 52 99% 27 95% 38.0% 8.1% 124 102 5.2% 21.2% 284%
21 b3 183 Tt 102% 36.73% 36.5% 8.5% 122 162 &% 2t.7% 282%
22 &8 176 1 11.4% 2B.40% 35.9% 2.5% 1.1¢ 100 8.8% 21.9% 25.4%
23 a8 186 106 12.8% 2747% 372% 10.1% 1.27 1.06 2% 25.4% 35 2%
24 3 150 118 15.7% 26.43% 3% 8.8% 122 11 B8% 28.1% 38.8%
25 12 108 414 12.6% 24.03%, 31.6% 116% 137 17 8 &% 4% 9% 53 6%

Nt

The average bended incame tax rafe used ig 457 %,

CviX; = Standard devistion of X divicked by meen of X, calculated ovar 5 fscsl years.  For Porfolins 1-25. caltudstion uses statutory federal tax rales pius weighted average effeclive state tax rales.

© Duff and Phelps, LLEC
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Exhibit C-7

Companies Ranked by Saies: Comparative Risk Characteristics
Data for Year Ending December 31, 2008

Partiolio Statistics for 2008 Porifoiio i for 1963-2006
Forffalio ANOTgh iog Averags Avirage Averags Borpragl Hetg Evarage Average Aarige
Rank Bates of Numbar Equity Risk Diebh 16 Crai 1o Markst iinevared {Sumiteta) Unlpvared Operating CViIperating A
by Size fhmiis.} Size of Firms Pramam M Vague Of Bty | Risk Pramivm ince 83 Beta Margin Margin} CWIROE}
1 11487 488 k=S 5.0% 2877% 3T% 5.1% 083 078 92% 1368% Fa
4 23,797 438 K E6% 27 26% 37 6% 55% 088 oE8e B2 144% 23.6%
3 14,885 a1y 3 7i% 2801% 49 5% 6.3% 058 2.8 BI3% 1356% 22.5%
4 1HE51 4.04 3 87% 9.84% 3E7T% T0% 142 082 10.0% 12.8% 20.1%
& #5658 383 35 7.6% 3% 45.3% 58% 18z 0.8z G5% 143% 23.4%
8 8564 382 36 85% 3020% 43.4% T3% 0.99 Q8G 8.8% 14.9% 248%
7 8198 372 35 8E% 28.44%: 307% 0% 109 0.8 1¢.1% 14 5% A17%
8 4352 388 34 T6% 30.75% 44 4% 56% 105 1313 8.5% 15.4% 21.7%
2 3563 358 42 7H% 29.93% 42.7% B1% 108 [¥:3 e.5% 16 3% 24G%
10 37 348 41 Q0% 29.24% 41.5% 7.3% 106 a.87 B 159% 8%
1% 2,481 238 45 9.4% 29 89% 47.0% 5% 115 084 F6% 15:8% 2E0%
12 2,164 35 41 111% 30.25% 43.4% 80% 113 a8y 5% 18.7% 24.4%
13 1851 227 44 2.9% 3001% 42.8% 80% 115 0.83 3 5% 1F.5% 25.0%
14 1,541 3.2t S 97% Z908% #1.0% 8.0% 110 080 SE% 1B1% 2B <%
15 1462 318 54 5% BE1% 40 7% En 144 0.93 ST7% 18.4% 28 %
1€ 1348 3.08 53 22% 29.36% 41.6% 7.5% 118 .64 1A% 17.7% 2%
17 1,040 302 61 10.3% 0% 43.1% 4% 113 .82 10.0% 18.8% 26.6%
18 (331 2.56 83 7% 29.48% 41 5 6.4% 121 .99 10.1% 18.8% 26 g%
19 w7 289 54 55% 2B.G8% 40 8% B 1% 123 19 9.3% 20.5% BI%
sy 5] 2.84 58 16.8% 2B.55% 40.0% 0% 1% 85 9 6% 20.1% 27 .5%
1 550 2r4 B0 S.9% I aes 34% 83% 122 13 9.8% QL% 31.6%
22 434 284 B 5% 7 B8% 3832% T8N 124 103 4% W% 322%
23 326 251 160 12.8% 2B.IT% HE% 1C4% 1ET 188 HE% 24.4% 33.53%
¥ 224 238 135 TLI% 2578% 33.8% 2A% 129 1 aT% 27.3% 36.9%
5 a1 186 347 13.5% 21.92% 28.1% 11T% 1.32 114 a.9% 385% 49 3%

Mote: LV » Standard dewvistion of X divided by mean of X, calculated over 5 fiscal yoars.  For Portfolios 1-25, coloulation uses Hatitory federsl tex rales plus weighted average effective slale tax rafes.
This average blended income tax rele wsed is 45.7 %.

© Duff and Phelps, LLC
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Exhibit C-8

Companies Ranked by Empioyees: Comparative Risk Characteristics
Diata for Year Ending December 31, 2006

_ Portfolio Statistics for 2006 Portfolic Statistics for $1863-2006
Poviolio Aovgrags Log Average Auverage Avarage el Sela Average Avttane Average
Rark Sariper of of Pumtbisr Eguity Risk Debt o Dt 10 Market Urdervared { L = CWiCpersting Aeomrage
by Size Erglovess Size of Firng Praziistny WA Vahie of Equity | Rish Promium Bince B Beta Margin Margin) CVIROES
1 257,161 5.41 ] 55% 25.31% 33 9% 4% t03 c.ar 8.5% 126% 14.9%
2 88,4945 485 38 7% 25.45% 34.1% 59% 180 084 B6% 12 1% TS
3 S6.823 475 ® 7% 26.83% 38.7% 3% 1M o087 83% 13.5% 3%
4 43,149 483 36 7e% 25 45% 341% 8% 107 .80 5.5% 14.5% T3.0%
8 32,889 482 43 8.4% 26 56% 38 3% 7.E% 147 ik 9.5% 14.5% 230%
& 25588 447 3 5% 26.31% I5.7% A% 10B L) 82% 14.4% 22.3%
7 21450 433 44 8.5% 26 6% 38.3% 5.5% 108 o3 2.3% 15:5% 23.7%
-3 1834 421 45 B1% pici e 32.3% 6.7% 113 083 9.4% 18.1% 25 0%
5 13,724 414 42 10.5% RGATH 41.6% £.5% 104 892 9.2% 16.8% 25 8%
i 14,246 408 47 1% 2%.79% 42.4% 6.6% 114 [k 9.4% 17.0% 25.7%
b 3933 A5G 48 GT% 28.50% 41.8% T9% 129 1474 2.9% TR 25.9%
1z 8,285 521 46 10.8% Z8.62% 40.4% 8.9% 117 ow2 8% 16.2% 240%
13 T2 385 €3 8.3% 28.68% 41.0% 8 8% 111 Q81 9% 11 7% 25.2%
14 4,883 3.rt 54 B0% 29.93% &2 7% 7% 116 034 8T% 17 5% 24.4%
15 5,399 373 &2 48% 30.11% 331% T4% 138 1 Q.84 G.4% 18.5% 26.1%
18 4,742 age &2 106% 28.71% 40.3% 7% 148 085 S6% 15.0% 28.0%
1 3982 380 54 &2% 28.98% 42 B% 6.7% 122 059 8.2% 21.2% 29.9%
1 1668 EL 64 &7% 8% #Z27% 7% 148 056 82% 21.4% 30.0%
1 2837 345 72 4% Z.38% 3B I% 78% 118 w54 Q4% 2% 29.2%
20 2,410 3se 78 10.9% 28.28% 33.4% B.9% 147 0.5 9.5% 207% 288%
ral 1,712 323 BY 10.8% 28.17% 38.2% 4.9% 116 058 98% Z2.4% 30.7%
7 e 1,367 R4 &6 11.3% A 27.38% 37.7% 8.4% 1.18 058 7% Z5.1% N
pracs 472 289 126 10.8% 28.54% 39.9% 89% 12 104 27% 25.9% A8.3%
24 ] 273 179 11.85% 28.85% 36.7% 88% 124 104 94% B 8% JEI%
25 172 224 153 13.2% 23 44% 28.9% 11.4% 128 1.4 9.8% 37 6% 47.8%

Moter  CVIX) = Sandard devistion of X divided by mean of X, celcufated over 3 fises!l yosrs.  For Fodtfolios 1-23, coloudation usay statutory feders! fax rates plus weighted averege offective state fax rales.
The average blanded income fax rale used I 35.7 %.

@ Duff and Pheips, L1.C
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Companies Ranked by Operating Margin Exhibit {341
Historical Equity Risk Presiunn: Average Since 1963 Erpsity Risk Pratrium Study: Data through December 31, 2006
[iatg for Year Ending December 31, 2006 Data Ssmootning with Regression Analysis

Dependent Vartable: Average Premium

Independent Varabte: Log of Median Qperating Margin

Smocthad
Forttolie  Merdian Logof Number Setn  Standard Geometric Avithmetic  Anthinetic Avomge Aversge
Rark- Operating Median zsof {SumBletn) Devigtion Aversge  Avefage Equily Risk Eouify Risk Detd? Regression Outma:
by Size Margin Op Margin 2008 Since 63 of Returns Retm Return  Prensun  Premium MG Constard 2707%
S Errof Y Est 1.146%
1 BI% -G48 o4 a8z 16.60% 13.27% 14 45% 7.34% 5.85% 3022% R Squsrad 9%
2 2B4% 355 81 877 1820%  10.85%  32.11%  4.67% 665% H.I0% Ho. of Chsarvatons 25
=11 0.82 54 081  1590%  1243% 1351%  B.43% F20% 323T% Degrees of Freedom )
4 21.5% .87 5% 095 15.57% 1255% 13.78% 6.64% 7.58% 26.58%
5 | 72 38 008 ATIBN  1340%  HETPE 7.65% 789 22.48% X Cosfficient(s) 72%8%
6 17T 275 24 142 1B75%  13.48%  1500%  7.88% 8.15%  1907% Std Err of Coef. 0.786%
T e .78 Hd 11 1847%  1454% 612% BUE% 842%  1BAE% +-Statistic 221
8 144% 0,84 56 143 1901%  1287%  145T%  T.43% B.7E%  19.89%
g 135% .87 83 120 19.84%  1B73%  17T44%  10.27% BBTH  2087T% Smoatied Prermium = 2.700% - 1.316% * LogfOperating Margin}
10 25% -5 o7 120 2121% 1485%  I658% B44% 9.20%  U1.42%
11 11.8% -0.83 5% 122 2080 1248%  1438% 7M. 2.41%  2245%
1 1% 056 80 118 219B%  1423% 1611% 85T 9.62%  2204%
13 1BS% 003 53 121 2205%  14.95%  17.00% 8.86% 2.78%  2204% Smasthed Premium v, Unattjusted Averagel
14 10.0% -1.80 6 120 2250%  1545% 17 58% 10.52% 294% FEE% e
15 22% -1.03 55 THE 0 2383%  14B8%  T2P%  10.08%  10.07%  24.58% %
14 £7% 108 &3 118 0230%  16.03%  THE0%  VROBW  TO.37M  28.33%
17 83% 108 85 127 ZaE%  165T%  1003%  TRB9%  J0.52%  2B.AA% e
18 7% EXH] 83 127 2447%  1B05% BN 1L4T%  10T75H 2T EU% g
12 1.1% 435 54 130 B49%  178%  1R75%  IREI1% 71.00%  29.05% 12
20 5.6% EX1 a4 127 2550%  16.13%  1B82%  11.78%  J1.25%  30.03% E 0%
21 5.8% -1.23 106 1.28 28.70% 17.14% 18.78% 12.64% 11.82% 30.97% El
22 4.8% BEI] ] 130 EETI% IEDI%  1RI4% 00 1296% 31T0% e
5] 4% -£.3% 88 136 2573%  ITATH 2000%  1345% 1275%  3041% [
24 3.3% -£.48 72 132 2V.85% 17.85%  20.58% 14.84% 13.38% 33.30% pre
25 1.6% 171 138 128 aronv,  ledbw  19.56%  1RA4% TSGR jnSan
High francil nsk 5 TEE | F710% 1664 1.07% | A488% 45050 b
<3
1 arge Stocks fobotsorn SBBI cata) HWEg%  12.09% 4.95% T e L R
Small Stocks (botson SBB! data) 1503%  17.64%  10.50% Log o Mectian Copmaniinng Margin
Long-Term Treasury Income {fbbotsen SBEOI data) 7.18% T 4%

& Dulf and Phelps, LLC
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Companies Ranked by CW Oporating Margin}

Exhibit D2

hatorieal Equity Risk Premium: Average Since 1963
Dada for Year Ending December 31, 2006

Equity Rigk Premium Study, Data hetrggs Decembier 35, 2006
Data Smcothing with Regression Anafysis

Dependent Vanabie Average Premism

indepandant Variable: Log of Median OV Oparating Marging

Smoothed
Postiotio tog of Number Belz i Ari Averoge  Avelspe
Rank Median Median  asof {SumBeta] Devistion Average Average Equity Risk Equity isk Debt Regrivasion Ouiput:
by Siza CViOpinch) CSVIOpInCH) 2005  Sihce B3 of Retums Return Returs  Pramiom  Promium MG Consiant 12.8%1%
St B of ¥ Est &7I2%
1 181.6% 6.26 184 €43 M80%  1540%  1946%  123F%  s3ETH 2647% R Squased 85%
2 57.6% o085 141 44 2008% 17.08%  2047%  1333%  1258%  203¢% No. of Ghservations 25
3 83.2% T30 a5 138 AB0%  15.45%  1828% 11M% rreeN 2080% Degrees of Freadom 23
4 52.4% .28 87 535 27.46%  15.69%  18T0%  1156%  1156% 20I6%
3 43.6% 036 85 £33 2602%  15.62%  184B%  11.34% H.39%  2835% X Cosficient(s) 4.400%
[ 36.1% 04z 57 130 2542%  16.05%  18.85%  11T1% .09%  2841% Std Ercof Coet. 2.362%
3t 0% 47 0 125 2356% 1538%  17.80%  1086% ey 28.31% t-Statistic 1433
[ 0.3% .52 64 126 IS L% 1BA9% 1138% aak 2N
g 27.6% 055 65 120 ZEG%  16.31%  IBS3% 119% s A% Smoothed Premior = 12811% + 4100% *LogfCV Op. Margin}
10 25.1% 660 56 116 2146%  1538%  1830%  1116% 10.35%  27.12%
1% 28.4% .64 53 147 2t2e%  15.53%  17.34%  W0.0%  J020%  27.06%
12 240% 68 65 146 2020% 18.01%  1778%  10.64% teoan  27.82%
13 TEA% 474 58 114 2084%  1458%  16.41% 2% ere% LT Seoothed Prenum vs. Unadj Ave:age;
14 6.7% £478 58 114 2488% 14.76% 6% 957% 9.63%  2538% -
5 15.4% -3.82 55 112 2024%  15.74%  1754%  1040% 4% 25.42%
18 £3.8% .86 57 167 186¥%  1364%  1530% 8.16% 9.20%  26.4% b
7 £2.0% E E 161 1raE%  15.88% 1721%  10.07% 9.13%  25.68% %
8 A% 0:54 47 105 1888%  15.36%  158T% 973% 854%  2BaAT% .
Y $0.2% 0.99 57 099 1BAT% 1483%  16.28% 9.54% B4%  25.25% £
0 9.4% 103 56 699 17.89%  1384%  15.02% B.18% BEO%  24.32% g
21 01% 188 51 %l 1B50%  1405% 1523% 8.05% i 25.04% At
22 7% 118 & 080 153%A  1333%  14.30% F25% Bro%  h.98% E
23 6.0% EF] 53 880 1562%  286%  14.18% T04% 7a1%  25.65% b4
24 45% -1.33 46 083 1584%  1290%  1400% 6.86% 7 25.00% o
25 $.4% -1:5% 53 G682  1544%  1256%  1363% 6.45% 8.65%  23.30% %
High fnaricil Hisk 655 163 37.05%  1664% _ 3111% _ 14.69% ErlA =
Large Stocks (Tobotson $8B! data} t088%  1208%  498% ki *
Smak Siocks (bbotson SBEI data) WO ATEN  T050% 4 - e AE ad s
Loy f Kcdians OVl atitg Incative)
Long-Term Treaswy Income {Ibhotson SEET datg 1IP% T.14%
@& Dutt and Pheips, LLC
© 200704 CREPS, Center for Rasesrch in Security Prices. Sehoot of Bush The 3 of Chicago used with permission. All rights reserved. www.crsp.chicagogsb.edy




Companies Ranked by CV(ROE)

Exhibit D-3

Histonical Eouity Risk Premiuny. Average Since 1963
Caia for Year Ending Dlecember 31, 2008

Eguity Risk Prermium Study: Data through Decermper 31, 2008
Data Smovthing with Regression Analysis

Dependerd Variable: Averags Premium

Indeperdent Varkable: Log of Median CVROE)

Smpothed
Porttolio Log of Mumber Bata Strgland Geomedtio Ardthmetic  Arthmstio Average  Average
Rank  Madian  Modian as of {SumBetd) Deviatic Averag Average Squity Rk Squly Risk Debty Regressin Dutput:
by Size CV(ROE] CVIROE} 2006 Since 83 of Relums Retuery Return  Premium Premipn MVIC Constant 0. 158%
Sid Err 6! Y Est 0.741%
T BI2E% 0.8t 19 145 3LI6% MEM% BE% 1188% 1285% 4T3 R Squared 7%
z  273.1% 044 12 140 2862%  15.65%  18.06%  1190% 11.35%  §$331% No, of Ohservations 2%
3 1783% .28 73 138 29.52% 15.67% T8.44%: 11.30% 10.83% 31.51% Dagraes of Froedom ]
4 1A% 614 78 134 2524% 58% 1r28% 0% 10.53%  30.88%
5 1089% [¢2+29 5] 1.33 268.39% 15.75% 18.58% 11.44% 10.27% 28.533% X Coefficient{s) 27%%
8 @1.1% -Q.04 T4 130 R4.47% 14.42% 15.68% 9.84% 10.65% 28.168% St B of Coef, D.314%
7 182% 011 73 26 2420%  13.35%  15%1% 877% $86%  28.33% t-Statistic 870
8 684% -0.18 82 126 24.18%  408%  1843% 9.79% 967H  27.26%
9 59.0% -0.23 a7 t.25 2255% 15.33% 17.50% H1.36% 2.53% 26.55% Srapothed Prosium = 10.156% + 2 714% ~LogiCV ROE)
10 525% -0.28 61 1.22 23.00% 15.19% 17.4T% 10.33% 5.39% 25.30%
11 474A% -6.32 54 LI6 220%% 18.45% W% 1100% $27%  25.43%
12 42.5% -0.37 73 1312 5% 13.31% 14.93% T.I8% G.14% 25.86%
19 s00% 04t 51 443 1955%  $4.06%  1G.00% B8 S.08%  F442% Smoothed Premim ve, Unadjusted Average |
14 35H% {45 74 £.48 A% 15.12%  16.89% F56% £93%  25:00% -
15 328% -0.49 58 10 2B78%  35T% 1540% 8268% §.83%  40%
16 28.8% -0.53 42 1.8 FH.O7% 14.00% 15.81% 867% 8.72% 25.29% T
17 A% (.56 54 103 tB06%  14.14%  15.57% BAI% 862%  24.58% 5%
18 24.4% -0.81 53 1.08 tBE4A% tA14% 185V% #43% FAE%  24.50%
18 218% 086 51 656 FAS% 151 14T3% T.A8% 895%  35.27% £ s
20 19.4% -0.71 50 o8t 17.71% 13.65% 14.97% 7.83% g2t 25.80% A
21 A% 077 85 51 BO3% 431% 15.44% 5.30% §.05%  26.34% F v
22 14.7% Rk =] B0 0.87 15.02% 1364% 14.77% 7.83% 7.BE% 27.0a% z
2B 124% 082 58 GaS 547%  $389%  1ADI%  TITH 765%  25.98% R
24 2.9% B2 82 .84 16208  1AT2% 14.89% 1.75% T4 24.89% &%
25 55% ~1.28 &7 0.79 5.28% $2.59% 13.87% B.48% E71% 23.33% %
High financigl nsk (5 1.61 kaktrs 15 85% Z081% 13.67% AG B7% -
L arge Stocks fbbotson SBBE data) 10.86% 12.99% 4.85% o%
Srnalt Stocks {ibbotson SBBI dala) 15.0%% 17.84% 10.50% 45 18 B35 o0 a5 18 T8
L0g of Macar: CWRDE)
Long-Tern Treasiry income (hotson SBEI data} 7.12% T.14%
@ Dulf and Pheips, LLC
& 200704 CREPE, Gamter for R h in y Pricas. Grad Schoolof B The University of Chicago used with permission. All rights reserved. www.crsp.chicagogs.edu




Premiums over Long-Term Riskless Rate

Historical Equity Risk Premiums: Averages Since 19683
Data for Year Ending December 31, 2006

Summary Schedule {1 of 3}

Market Value of Eduity Book Vah &-Year Avergge Net income Market Value of invested Canital
Portfolio Arithmetic  Smoothed Arithmetic  Smoothed Arithmetic Smoothed Adthmatic  Smocthed
Rark by Average  Average  Aversge Average  Average  Average Average Average  Aversge Average Averaga  Aversge
Bize {$mils.} Premium  Premium {Smils.} Premitim  Premium ($rnils ¥ Premium  Pramdum {$mils.) Premivym  Premium
1 97,566 4.8% 2.8% 28120 5.3% 4.0% 4,408 58% 4.0% 116,516 4.8% 3.0%
z 28,450 5.0% 4£.8% 9,418 5.2% 55% 1.041 5.8% 568% 35,800 4.6% 4.8%
3 17,118 3.8% 8.3% 6,589 7.3% 6.0% 836 6.6% 6.5% 22,691 4.9% 5.5%
4 12,554 6.8% 5.9% 4,508 6.1% 6.5% 491 7.1% 6.8% 17,435 5.9% 58%
5 9,484 83% 5.3% 3,435 6.7% 6.9% 350 8.0% 7.2% 12,528 §.7% B.4%
B 7.551 T0% 8.7% 2,513 6.7% 7.3% 271 7.1% T75% 9,53¢ 7.2% 6.9%
7 5248 FT% 7.3% 2114 6.7% 7.5% 213 7.3% 7.8% 7,335 7.9% T2%
8 4,610 F.0% 7.5% 1,726 73% 7.8% 174 8.5% 81% 5,795 F 1% T8%
9 3,908 B8.2% 7.8% 1,412 8.6% 81% 142 7.4% & 4% 4,742 6.4% 7.9%
10 3,170 7.4% 8.1% 1278 7.8% 82% 117 T.8% 85% 4.254 B.3% ’1%
11 2,157 7.9% §.4% 1,151 T.4% B.4% 105 8.4% 8.7% 3511 T7% 8.4%
12 2,453 7.9% 3.6% 466 3.4% 8.6% 80 1% 8.9% 3,286 T.9% B8.5%
13 2,115 6.7% §.8% 892 B.0% 8.7% B0 89% 1% 2768 19% 8.7%
14 1,866 9.0% 2.0% i5a 8.6% S.0% &8 G.0% 9.3% 2338 9.9% 2.0%
15 1,552 B8.5% 9.3% o34 9.3% 8.2% 58 B4% 5% 2,163 9.7% 9.1%
16 1,430 10.4% 9.5% 563 8.6% 8.4% 51 11.0% $.7% 1,783 G.8% 9.4%
17 1,186 10.2% 5.8% 506 8.6% 9.5% 46 8.5% 9.8% 1.554 9.2% 9.6%
18 1,016 2.8% 10.0% 458 B8.8% 7% 3e 10.7% 10.0% 1,261 10.5% 8.9%
18 800 8.9% 10.2% 385 8.7% B.9% 3 10.3% 10.3% 1,144 §.4% 10.1%
20 B4 H0.7% 10.4% 348 10.5% 10.0% 28 10.8% 10.4% 1,007 10.1% 10:3%
21 684 11.0% 10.7% pracic) 9.8% 10.2% 23 11.8% 10.7% 912 108% 10.5%
22 657 10.68% 11.0% 248 11.8% 10.5% 18 11.4% 11.0% 763 10.2% 10.9%
23 349 10.8% 11.6% 194 10.5% 10.8% 13 11.7% 11.4% 810 11.8% 11.3%
24 77 12.4% 12.2% 140 M11% 11.3% 8 11.0% 12.0% 328 112% 12.0%
5 1408 16.2% 13.8% 59 13.9% 12.5% 3 14.5% 13.3% 123 158% 13.5%
Constant 0.2149 G.1814 41465 0.2095
Slope -0.0381 5.0318 50282 -0.0355
& Duff and Phelps, LLC
€ 200784 CREPS, Center for Ry h in ity Prices. duaie School of B The y of Chicsgo used with parmission. All rights reserved. www.crsp.chiicagogsbadu




Premiums over Long-Term Riskless Rate

Historcal Equily Risk Premiurns: Averages Since 1963

Data for Year Ending D

scamber 31, 2008

Summary Schaduie (2 of 3)

Total Assets &Y ITDA Saieg Number rnpl
Portinio Afithmetie  Smoothed Arithmeatic  Smoothed Arithmetic  Smoothed Arthmetic  Smoothed
Rank by Average  Average  Average . Average  Average  Average Average  Average  Aversge Avarage  Average
Size (Smils}  Premium  Premium ($més) Fremivm  Premium ($miig.)  Premium  Premium Average Premium  Premium
1 82,410 5.8% 4.4% 10,591 5.1% £.5% 71,887 6.0% 5.68% 257,161 55% 6.0%
2 FER-1 5.3% 5.8% 3,136 53% 5.0% 23,797 8.6% 6.8% 88,945 70% T0%
3 18,736 B4% 6.3% 2,248 T0% 6.4% 14,885 7.7% 7.3% 58,823 T68% 7.4%
4 13,315 £9% B.7% 1,548 £8% 6.9% 40,851 87% 7.6% 43,149 7.8% 7.6%
5 9,231 T 6% 1.2% 1,656 7.9% 7.4% 8,568 7.0% 7.8% 32,869 ©.A4% 7.9%
8 7otz 73% 7.5% 8314 T.2% 7% £,554 8.9% 8.1% 25,588 85% Bi%
7 5,564 7.9% 7.8% 867 A% 8.0% 5,188 8.5% B.3% 21,456 8.5% 8.3%
3 4,247 T1% 8.1% 523 7.9% 8.3% 4,552 7.0% B.5% 18,314 Bt% 8.5%
8 3,738 7.1% 8.3% 428 8.3% 8.5% 3.583 7.6% B.7% $3.724 10.5% 8.7%
10 3,253 7.5% 8.5% 377 7.6% B8.7% 3,117 2.0% 8.9% 11,246 81% B8.8%
i1 2,703 2.4% 8.7% 25 8.5% B8.9% 2,481 9.4% 9. 1% 9,932 87% 95%
12 2,380 T.5% 8.9% 294 10.0% 8.0% 2154 11.1% 92% 8,285 10.8% 91%
13 2,651 8.2% 9.0% 232 10.7% 9.3% 1,881 9.9% G4% 7211 83% 23%
14 1,736 3.8% 9.3% 21 8.4% B3.4% 1.541 8.7% 8.5% 5,883 8.0% 5%
15 1.536 B3% 894% 03 80% 9.6% 1,462 5.5% &.6% §,388 8.6% 25%
6 1,285 165.6% 9.6% 149 10.4% 9.9% 1,428 8.2% §.8% 4,742 10.6% G.7%
7 1,165 11.9% 4.68% 138 0% 5.9% 1,040 10.3% $8% 3,082 8.2% 6.8%
18 580 58% 10.0% 118 B8% 10.4% o919 75% 145.1% 3,668 8.7% 9.9%
19 853 8.5% 10.1% 106 11.4% 10.3% 767 8.8% 10.2% 2837 9.4% 10.1%
20 704 $0.0% 104% g1 9.5% 10.5% 685 10.8% 10.4% 2410 10.9% 10.3%
1 869 104% 10.7% 78 10.2% 10.7% 5530 28% 10.6% 1712 10.8% 10.6%
22 480 16.3% 10.8% 58 11.4% 11.1% 434 e.5% 10.8% 1367 11.3% 10.6%
23 380 11.2% 112% 48 12.2% 11.3% 326 12.8% 11.1% 972 10.8% 11.1%
24 275 11.6% 116% 31 112.7% 11.8% 224 141% 11.5% 533 11.8% 11.7%
25 104 14.4% 12 8% 12 13.6% 13.0% g1 13.5% 12.4% 172 132% 12.7%
Lonstant 0.1862 0.1616 01682 0.1742
Slope -0.0288 gl el -0.0228 -0.0211
@ D and Phelps, LES
& 200704 TREPE, Conter for Ry oh i Security Prices, o Sehool of B The y of Chicago ysed with Al righvis . veww.crsp.chi B.edu




Premiums over Long-Term Riskless Rate

Historical Equity Risk Prermiums: Averages Since 1983 Summary Schechde (3 of 3)
Data for Year Ending December 31, 2008
rating Iy i A% tiry ¥ ir, CVIRGE)

Forticlic Asritmetic Smocthed Arithmatic Smoothed Avithimetic Smocthad
Rank by Avarage Average Average Average Average Average
SBize Average Premium Pramium Average Premium Premium Average Prerium Prarmiurn

1 38 1% 73% 58% 181.6% 12.3% 13.8% B817.3% 11 7% 12.7%

2 78.4% 50% 6. 7% 87.6% 13.3% 12.6% 273.1% 11.9% 11.3%

3 23.8% 64% 72% 83.2% 11.1% 12.0% 176.3% 11.3% 10.8%

4 211% 68% T6% 52 4% 11.6% 11.7% 137.3% 10.1% 10.5%

5 18.1% TT% 7.9% 43.6% 11.3% 11.3% 1090.9% 11.4% 10.3%

1] 17.7% T8% 81% 38.1% 11.7% 11.1% 91.1% 9.8% 10.0%

7 1£.1% 2.0% 8.4% 34.0% 10.7% 10.9% ™% 8.0% 9.5%

3 14 4% 74% £8% 30.3% 11.4% 10.7% 66.4% 9.3% 8.7%

8 13 5% 10.3% 80% 21.8% 11.4% 10.5% 59.0% 10.4% 9.5%

102 12.5% 4% 9.2% 251% 11.2% 10,4% 52.5% 10.3% 9.4%

11 11.8% T 2% 9.4% 231% 10.1% 102% 47.4% 11.0% 8.3%

12 11.0% 80% 9.6% 21.0% 10.6% 10.0% 42.5% 7.8% §1%

13 10.5% 8.9% 9.8% 18.4% G.3% S8% 39.0% 8.8% $.6%

14 1G.0% 10.5% 9.9% 16.7% H.6% 8.5% 35.6% 9.8% 8.9%

15 9.2% 16.1% 10.2% 15.1% 10.4% ©.4% 326% 8.3% 8.8%

15 7% $11% 10.4% 13.8% 82% ©.3% 28.8% 8.7% B8.7%

17 B3% 11.9% 10.5% 12.7% 10.1% 8.1% 27 4% 84% 8.6%

18 T.7% 11.5% $0.8% 11.4% 9.7% B9% 24.4% 84% 8.5%

18 74% 12.68% 11.0% 10.2% *1% BT7% 21.8% 765% 8.3%

20 §.6% 11.8% 11.2% 9.4% 8.2% B.6% 19.4% T.8% 82%

21 5.8% 12.6% 116% 8.1% 8.1% 3.3% 17.0% B.3% 8.1%

22 9% 12.0% 12.2% T7.1% T 2% 8.1% 14.7% 7.8% 7.9%

23 4 1% 132% 12.8% B.0% T.0% 7.8% 121% 7.8% 7.6%

24 3.3% 13.8% 13.4% 4.6% 8.9% 7.3% 89% T7% 7.4%

25 1.9% 124% 15.4% 31% 65% B.6% 5.5% 6.5% 6.7%

Constant £.0271 0.1261 0.1018

Slope 30722 Do450 o273

& Duff and Phefps, LLG

@ F0TE CREPS, Center for Research in Security Prites. Graduate School of Business, The University of Chicago used with permission. Al rights reserved, www.crsp.chicagogsb.edu




Historical Equity Risk Premiams: Averages Since 1863
Diata for Year Ending December 31, 2006

Premiums over CAPM

Surnmary Schedule {1 of )

Markat Value of Eguity Value of Year A o Net in i Vatue of | 1 gl
Smeothed Smoocthed Smoothed Smoothed
Porifolio Premiym  Premium Premiurm  Premium Premium  Premium Premium  Premium
Rank by Average Over oves Average Cver over Average Over over Avarage Over over
Size {Smils.} CAPM CAPM {Smils.} CAPM CAPKM {Smils.) CAPM CAPM {Srmiin} CAPM CAPM
1 97 566 9.3% -17% 28120 1.2% 0.2% 4,409 1.8% (1.4% 116.519 0.6% -1.0%
2z 28,450 0.4% 1% #,418 1.0% 11% +.041 186% 1.6% 35,804 0.4% 0.3%
3 17,118 -1.0% 0.5% 8,688 28% 1.5% 636 2.4% 2.0% 22,801 0.5% 0.8%
4 12,664 0.9% 0.8% 4,505 1.6% 1.8% 441 2.6% 2.2% 17,435 1.2% 1.4%
& 8,404 1.5% 1.3% 3435 1.8% 20% 350 1.4% 2.5% 12,628 2.8% 1.5%
& 7.551 1.8% 1.6% 2513 1.8% 23% 271 2.3% 27% 8538 2.2% 1.8%
7 5,218 27% 248% 2,114 1.7% 2.56% 213 2.23% 2.8% 7,335 28% 2%
1 4,610 1.6% 22% 1,720 2.0% 27% 174 34% 35% 8796 2.4% 2.3%
] 3,008 2.8% 2.4% 1412 3.3% 2.8% 142 2.7% 32% 4742 1.6% 2.6%
0 3,170 1.9% 27% 1,278 2.8% 2.9% 117 2.5% 33% 4,254 3.8% 27%
1 2,757 2.5% 2.8% 1,181 20% 3.0% 106 32% 34% 2,511 2.3% 2.9%
12 2,453 2.4% 3.0% 966 4.3% 3.2% ] 3.6% 3.5% 3,280 24% 3.0%
13 2115 1.53% 32% 862 2.4% 3.3% 8 3.6% 3.6% 2,768 2.4% 3.2%
14 1,868 3:3% 3.4% 158 3.0% 3.4% 63 3.4% 3.8% 2,339 31% 33%
16 1,552 28% 3.6% 634 3.8% 3.6% 58 27% 35% 2,163 3.0% 3.4%
16 1,430 4.8% 3.7% 563 3.8% 3.7% 51 52% 4.0% 1.783 3.7% 36%
17 1,186 £.2% 39% 500 3.8% 3.8% 45 38% 4.1% 1,554 12% 3.8%
18 1016 3.9% 41% 448 2% 3.9% 39 4. 6% 4.2% 1.2 4.4% 4.0%
ig iy 37% 4.3% 386 38% 4.0% 2 4.0% 4.4% 1,144 3.3% 4.1%
20 §11 4.3% 4.4% 346 4.4% 4.1% 28 5.0% 4.5% 1,007 4.0% 4.3%
21 €85 4.8% 4.6% 298 I7% 4.2% 23 5.0% 47% g1z 4.6% 4.4%
22 S57 4.5% 4.9% 246 5.6% 4.4% 18 53% 45% T3 3.8% 4.7%
23 389 4.7% 54% 194 42% 4.6% 13 £.3% 8.1% 510 5.7% 5.0%
24 Frag 60% 5.8% 1448 A47% 4.9% 8 4.6% 65% 329 4.7% 55%
28 108 9.8% T.0% 2 7.3% 57% 3 TT% 6.3% 123 9.4% £.6%
Constant 0.1301 £.0638 00718 0.1188
Slope -0.0295 0.0207 £.0188 0.0283
@ Duff and Phelps, LEC
€ 200704 CRSPS, Center for Research in Security Pricss. Graduate Scheol of B The Lind ity of Chicage used with permission. AE rights reserved. www.ersp.chicagogsb.edy




Historical Equity Risk Premiums: Averages Since 1963
Data for Year Ersling December 31, 2006

Premiums over CAPM

Summary Schedule (2 of 2}

Yota Assets Yeor Ay 1 Sales My i
Sriovthed Smopothed Smaoathed Smaothed
Portfolio Premium  Pramiom Premivrm Premium Premium  Premium Premiam Premium
Rank by Average Cvar aver Average Over over Average Over over Over over
Size {Smils.} CAPM CAPM {Grmits. ) CAPM CAPM {Smils.) CAPM CAPM Average  CAPM CAPM
1 §2,41¢ 1.8% 0.56% 10,591 20% 0.8% 71,497 1.4% 14% 287,161 0.45% 1.0%
2 27877 1.1% 15% 3,136 1.3% 1.8% 23,797 1.6% 2.1% 88,845 2.0% 1.8%
3 18,736 2.2% 1.8% 2,248 27% 2.0% 14,805 2.8% 24% 56,823 Z4% 21%
% 13315 2.3% 2.1% 1,548 22% 2.3% 10,8561 3.6% 2.6% 43,148 &5% Z2.3%
5 8,234 2.9% 23% 1,856 35% 2.6% 8,568 1.6% 28% 32,869 4.1% 5%
& 7.812 2.4% 28% 831 24% 28% 6,554 4.0% 2.9% 25 589 3.2% 7%
7 5,564 25% 27% 667 2.1% 3.0% 5,168 3.2% 3.1% 21,450 1.1% 2.8%
8 4,247 2.0% 1.0% 623 2.6% 32% 4,662 18% 3.2% 16,314 25% 3.0%
o] 3,738 1.8% 3.1% 428 1.2% 3.3% 3,693 23% 33% 13,724 4.9% 3.2%
16 3,263 22% 3.2% 377 2T% 3.4% 3,117 37% 34% 11,2460 2.5% 313%
11 2,103 3.0% 3.3% 325 34% 3.5% 2,461 3.7% 3.6% 4,832 3.8% 3.4%
12 2,360 1.8% 3.4% 84 4.6% 3.6% 2,154 54% 3.7% 8,205 53% 3.5%
33 2051 5.8% 3.5% 232 5.3% 3.6% 1,851 4.2% 3.6% 721 2.8% 316%
14 1,736 4.3% 3.7% 211 3.8% 3.5% 1641 4,3% 3.9% 5883 3.3% 3.8%
15 1,538 35% 3.8% 190 3.4% 4.0% 1.462 38% 3.5% 5399 29% 3.8%
16 1.285 4.6% 3.9% 148 45% 4.2% 1.228 3.5% 4.5% 4742 8% 3.8%
17 1,185 57% £.0% 159 % 8% 4.2% 1,040 4.7% 42% 3,982 2.2% £1%
18 980 3.9% £.1% 118 29% 4.3% 344] 19% 4.2% 3,668 2.8% 4.1%
19 883 Z.8% £.2% 105 5.5% 4.4% TET 3.7% 4.4% 2.837 3.8% 4.3%
20 701 3.9% 4.4% 9t 3.7% 4.5% 685 £.2% 4.4% 2,416 5.1% 4.4%
21 569 4.3% 4.5% 78 4.1% 47% 550 3.0% 4.8% 1712 5.0% 4.7%
22 3 480 31.9% £.7% 58 5.6% 4.5% 434 3.4% 4.7% 1,287 6.5% 4 8%
23 1 380 4.9% 4.8% 46 5.8% B.4% 326 8.2% 4.9% ar2 4.8% 5.1%
24 i 215 5.2% 51% 31 8.1% 5.4% 224 4.7% 5.2% 533 5.8% 5.5%
28 164 7% 5.9% 12 6.8% 8.1% gt 7.0% 5.8% 172 6.8% 6.4%
Censtant 00049 0.0808 00876 2.1014
Slope -0.0180 -0.0180 -0.0183 0.0188
& DAt and Phelps, LLC
@ 700708 CREPE, Ceniter for Research in Security Prices. Graduate Schood of Busd Eha bink ity of used with AR rights . www.crsp.chicagopsb.aeda




