


OK Tax Commission AUS Cost of Capital

WACC 9.77% 12.98%

Capital Structure
  -Debt 36.60% 38%
  -Equity 63.40% 62%

Beta 1.04 1.40 (1)

Equity Rate 12.55% 14.64%
After flotation costs 12.55% 15.20% (2)
After Illiquidity adjustment 12.55% 16.23% (3)

Debt Rate 5.03% 7.62% (4)
After flotation costs 5.03% 7.69%

(1) The Tax Commission's beta under estimates the risk associated with Level 3. The list of companies
used by the Tax Commision are not comparable to Level 3 in business risk, size, safety, cash flow
or product mix.

(2) Flotation costs are a necessary addition to reflect the true cost of equity.

(3) An illiquidity adjustment as explained in the attached article, "Adjusting Discount Rates to Reflect 
Illiquidity", is a required addition to reflect the true cost of equity capital.

(4) 7.62% accurately reflects the S & P "B" rated bonds yields for the universe of "B" rated bonds.
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