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To provide the Morningstar data referred to in information response 63,
PDF 351, hard copy page 1 of 2; to check if there’s additional data in
addition to that provided in the table provided as part of that IR response;
and to provide the names of the companies provided in the decile column
of table 7.1.

ATCO Electric Yukon Response:

The tables and pages of the 2015 Ibbotson SBBI Classic Yearbook, which are
referenced below, are provided in the attachment.

The Morningstar data in the response to YUB-YECL-63 is provided in Table 7-1 of the
2015 Ibbotson SBBI Classic Yearbook.

In analyzing the historical returns for companies of different sizes, Morningstar divides
companies into deciles from largest to smallest. The upper half of Table 7-5 shows the
number of companies in each decile and the total market capitalization of all companies
in each decile. The lower half of Table 7-5 shows the market capitalization of the
largest company in each decile and the name of that company. Table 7-6 provides the
arithmetic mean return and the long-term size premium for each decile. The attached
pages describe the size cut-offs (in market cap) for the companies in each decile, but it
only provides a few representative company names.

The point of this data provided by Concentric is to illustrate that investors require a size
premium for smaller companies in relationship to larger companies. Given the size and
scale of AEY, if translated to the deciles, investors would require a substantial size
premium versus those that are larger and more diversified.



Third, the size effect is seasonal. For example, small-cap
stocks outperformed large-cap stocks in January in a large
majority of the years. Such predictability is surprising and
suspicious in light of modern capital market theory. These
three aspects of the size effect—long-term returns in
axcess of systematic risk, serial correlation, and seasonal-
ity—will be analyzed thoroughly in the following sections.

Presentation of the Decile Data

Summary statistics of annual returns of the 10 deciles and
size groupings from 1926 to 2014 are presented in Table 7-1.
Note that the average return in this table tends to in-
crease as one moves from the targest decile to the smallest.

Because securities are ranked quarterly, returns on the
ninth and 10 deciles are different than those suggested by
the small-cap stock index presented in earlier
chapters. A detailed methodology for the small-cap stock
index is included in Chapter 3.

The total risk, or standard deviation of annual returns, also
increases with decreasing company size. The serial correla-
tions of returns are near zero for all but the smallest decile.

Table 7-2 is a year-by-year history of the returns for the
different size categories. Table 7-3 shows the growth of
$1.00 invested in each of the categories at year-end 1925.
Please note that decile data from CRSP was updated for the
2015 edition of the Classic Yearbook. The update resulted
in some significant differences in the decile data, most
notably in the 2014 index values in Table 7-3.

The sheer magnitude of the size effect in some years is
noteworthy. While the largest stocks actually declined in
2001, the smallest stocks rose more than 30%. A more
extreme case occurred in the depression-recovery year of
1933, when the difference between the first and 10 decile
returns was far more substantial.

The divergence in the performance of small- and large.
cap stocks is evident. In 30 of the 89 years since 1926, the
difference between the total returns of the largest stocks
(decile 1) and the smallest stocks {decile 10} has begn
greater than 25 percentage points.

Table 7-1: Size-Oecile Portfolios of the NYSE/AMEX/NASDAG

Summary Statistics of Annual Returns
Ceometric  Arithmetic  Slandard Serial

Decile ~ Mean Maan Deviation  Correlation
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5 117 148 284 003
5 115 150 273 00
7 116 155 292 00
8 _ 17 163 333 o0oe
s ne 17t 974 008
10-Smallest 135 206 428 014
MdCep M2 140 26 003
towCap 16 154 289 001
Micro 123 183 3091 008

Total Value Weighted Index 9.9 19 202 001

Data from 1926-2014 Source: Mornirgstar and CASP Calculated {or Derived) based
on data from CRSP US Stuck Database and GRSP US Indices Database ©2015 Cenler
tor Research in Securily Prices {CRSP®), The University of Chicago Beolh School of
Business Used wilh permission

Results are for quarierly reranking for the deciles Tha smali-cap sleck
summary slalistics presented in earlier chapters include a raranking of the
portfolios every live vears prior 1o 1982
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Wealth Indexes of Investments in Mid-, Low-, Micro-, and Total Capitalization Stocks
ndex (Year-End 1925 = $1 00}
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In Table 7-4, the decile returns and index values of
the NYSE/AMEX/NASDAQ population are broken down
into mid-cap, low-cap, and micro-cap stocks. Mid-cap
stocks are defined here as the aggregate of deciles three
through five. Based on the most recent data, as shown in
the bottom section of Table 7-5, companies within this
mid-cap range have market capiializations at or below
$10,105,622,000 but greater than $2,552,441,000. Low-
cap stocks include deciles 6-8, and currently include
all companies jn the NYSE/AMEX/NASDAQ with market
capitalizations at or below $2,542,913,000 but greater
than $549,056,000. Micro-cap stocks include deciles 9-10,
and include companies with market capitalizations at or
below $548,839,000. The returns and index valuss of the
entire NYSE/AMEX/NASDAQ papulation are also included.
All retums presented are value-weighted based on the
market capitalizations of the deciles cantained in each
subgraup. Graph 7-1 depicts the growth of $1.00 invested
in each of these capitalization groups as well ds the entire
NYSE/AMEX/NASDAQ.

Size of the Deciles

Table 7-5 reveals that the top three deciles of the NYSE/
AMEX/NASDAQ account for most of the total market
valug of its stocks. More than 60% of the market value
is represented by the first decile, which consists of
185 stocks, while the smallest decile accounts for less
than 1% of the market value. The data in the sec-
ond column of Table 7-5 are averages across all 89
years. Of course, the proportion of market value repre-
sented by the various deciles varies from year to year.

Columns three and four give recent figures on the
number of companies and their market capitalization,
presenting a snapshot of the structure of the deciles as of
Sept. 30, 2014.

The lower portion of Table 7-5 shows the largest firm in
each decile and its market capitalization.
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Table 7-5: Size-Docile Portfalios of the NYSE/AMEX/NASDAQ Number of Companies, Historical and Recent
Iviarket Capilalization

llistoncal Average Recent Decile Recent
Percenlage Rceent arket Pezcentage
of Telal Number of Capitalization of Total
Cupitalization Companies {in I'Muf@ o Capllallzallon
185 ~14,308,784,274 64.25%
Cies T amagia 408
19 " 1579432904 685
2 Ciomasan T as
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37 — 449325)_q5 ) 1_.95
47 - ﬂ'i ?'11 {‘ﬂ‘l ) 1 45
395 ' ’ 0.45
I . 135401 268 059
I'u‘l_(_i Cap 3- - 630 3 316,008, :‘Uf e 1439
LowCapbh 999 1068714176 594
Micro-Cap 9-10 343 309004493 134

Data [rom 1926-2014 Scurce: Morningstar and CRSP Calculated (or Derived) based on data from CRSP US Stack Database and
CASP US Indicas Catabase ©2015 Center for Research in Securily Prices (CASP®), The University of Chicago Booth School of
Business Used with permission

Hislorical average percaetage of intal capitslizalion shuws the average, aver the last 63 years, of the decite market

values as a percentage of the iotal NYSE/AMEX/NASUAQ colculaied vach month Number of cemparies in laciles,
recent market capitalization of deciles, and ecent percentags of lotal capilalization are as of Sept 30, 2014

Recent Market Capitalization

Decile S (mThomandw) Compary Name

Ilaigest _ 3591015721 _ Apple Ine '
7 _ 1272837 o Cummin Inc

3 10,105, 622 o Mur])ily il Cup T
4 5844 592 . o Alaska / Aii group. lnc

5 3,024,106 . ~ Great Plains En(wgy In*
6 2502913 Wlverine World Wide Inc
7 1,686 BB ' Wesco Alrcraft Hoidmgs Inc o
o 1010834 First Bancorp PR

9 HA8.H19 o GP&:lmtﬂgn-sCurp

10-Smallest 100,725 MV Qi Trust

Source, Mornirgslar and (ASP Calculated for Derived) based on data from CRSP US Stock Database ard CRSP US Indices Database
©2015 Center for Aesearch in Security Prices {CRSP®I, The University of Chicage Boath School of Business Used with permission
Markot capilalization ard name of largest company in each decile are as of Sept 30, 2014

1 f]8 CHaplc;} I Compa;w Size and Return

Long-Term Returns in Excess of Systematic Risk

The capital asset pricing model, or CAPM, does not fully
account for the higher returns of small-cap stocks. Tablg
7-6 shows the returns in excess of the riskiess rate over the
past 89 years for each decile of the NYSE/AMEX/NASDAQ.

The CAPM can be expressed as follcws:

kg =r; +(B 5 XERP)

where,
k¢ = the expected return for company s;
re = the expected returm of the riskless asset;

Bs = the beta of the stock uf company s; and,

ERP = the expected equity risk premium, ar the amount by which
investors expect the future return on equities to exceed that
on the riskless asset

Table 7-6 uses the CAPM to estimate the return in excess
of the riskless rate and compares this estimate to historical
perfermancs. According to the CAPM, the expected return
on a security should consist of the riskless rate plus an
additional return to compensate for the systematic risk
of the security. The return in excess of the riskless rate is
estimated in the context of the CAPM by multiplying the
equity risk premium by B {beta). The equity risk premium
is the return that compensates investors for taking on risk
egual to the risk of the market as a whole {systematic risk).
Beta measures the extent to which a security or portfolio
is exposed to systematic risk. The beta of each decile indi-
cates the degree to which the decile’s return moves with
that of the overall market.

A heta greater than one indicates that the security or port-
folio has greater systematic risk than the market; according
to the CAPM equation, investors are compensated' for
taking on this additional risk. Yet, Table 7-6 illustrates
that the smaller deciles have had returns that are not fully
explained by their higher betas. This return i excess of
that predicted by CAPM increases as one moves from the
largest companies in decile 1 to the smallest in decile
10. The excess return is especially pronounced for micro-
cap stocks (deciles 9-10). This size-related phenomenon
has prompted a revision to the CAPM, which includes a
size premium.
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ERATA Table 7-6, Graph 7-2

This phenomencn can also be viewed graphically, as
depicted in the Graph 7-2. The security market line
is based on the pure CAPM without adjusting for the
size premium. Based on the risk {or beta) of a security,
the expected return should fluctuate along the security
market line. However, the expected returns for the small-
er deciles of the NYSE/AMEX/NASDAQ lie above the
line, indicating that these deciles have had returns in
excess of those appropriate for their systematic risk.

Tahla ?-6: Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Long-Term Returns in Excass of CAPM
Actuai CAPM Size
Arith- Reluin Return  Premium
metic  inExcess in Excess  (Returnin
tean of Riskless of Riskless  Excass of
Retum Rate™* Rate' CAPM)
Decile Beta® (%) 1%) {%) {%)

Graph 7-2: Security Market Line Versus Size-Decile Portfalios of the
NYSE/AMEX/NASDAQ
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Data from 1926-2014.

“Batas are estimated from monthiy relurns in excess of the 39-day U'S. Treasury bill
total return, January 1926~December 2014,

“*Historical riskless rate measured by the 89-year arithmetic mean income return
comporent of 20-year governmant bonds (5.07%).

'Calculated in the context of the CAPM by multiplying the equity risk premium by
bata Tha equity risk premium is estimated by the arithmatic mean tctal retum of
the S&P 500 (12 07%) minus tha aiithmetic mean income retum component

of 20-year governmant bonds {5 07%) fram 1926-2014

Source: Morningslar and CRSP. Calculated (or Cerived) based on data frem CASP
US Stock Catabese and CRSP US !ndices Dalabase ©2015 Canter for Aasearch
in Security Prices [CRSP®), The University of Chicago Booth Schacl of Business,
Used with permission,
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Seriaf Correiation in Small-Cap Stock Returns

In four of the last 10 years, large-capitalization st
(deciles 1-2 of NYSE/AMEX/NASDAQ) have ou
formed small-capitalization stocks (deciles 9-10).

has led some market observers to speculate that the

no size premium. But statistical evidence suggests
periods of underperformance should be expected.
instance, large-cap stocks have outperformed small-vap
stocks in nearly half of the years since 1926. It should be
noted, however, that large-cap stacks’ average historical
outperformance has been less than the average historical
outperformance of small-cap stocks.

History tells us that small companies are riskier than large
companies. Table 7-1 [see page 100] shows the standard
deviation (a measure of risk) for each decile of the NYSE/
AMEX/NASDAQ. As one moves fram larger to smaller
deciles, the standard deviation of return grows. Investors
are compensated for taking on this additional risk by the
higher returns provided by small companies. It is important
to note, however, that the risk/return praofile is aver the long
term. If small companies did not provide higher long-term
returns, investors would be more inclined to invest in the
less-risky stocks of large companies.
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