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GARBAGE OUT: THE 

UNRELIABILITY OF DCF 

EXTREMES 



 Yahoo! Finance reported a 5-year consensus analyst 

estimated growth rate of 10.96% 

YAHOO GROWTH ESTIMATE FOR POR 

http://finance.yahoo.com/q/ae?s=POR+Analyst+Estimate, 9/22/2014 
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10.96% 



 Reuters reported the same mean growth rate of 10.96%, and 

provided further details for how that number was calculated.  

 Reuters believed that one analyst had a whopping 20.43% 

growth rate, which drove the mean value.  

 

REUTERS GROWTH ESTIMATE FOR POR 

http://www.reuters.com/finance/stocks/analyst?symbol=POR, 9/22/2014 

3 

20.43% 



 The 20.43% estimate was not based on an analyst estimate, 

but a calculation based on a misunderstanding of a data file 

provided by Deutsche Bank . 

 Reuters incorrectly used an unadjusted 2013 EPS values as 

base to calculate a three-year (rather than five -year) EPS 

growth rate. 

 Reuters stated its IBES database “should have excluded [the 

20.43%] but it was missed to exclude.”  

 

BUT REUTERS WAS WRONG! 

http://www.reuters.com/finance/stocks/analyst?symbol=POR, 9/22/2014 
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 Yahoo’s growth rate 

drove POR’s implied 

cost of equity way up, 

so it set the top of the 

range of 

reasonableness. 

POR DROVE DCF RESULTS 
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12.58% 
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Red Bar – POR using incorrect growth rate 
Blue Bar – POR using correct growth rate 

Histogram of DCF Results 

POR WAS A CLEAR OUTLIER 
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ERRORS IN REUTERS DATA ABOUND 

Reuters Report for Southern Company, 1/31/2014 
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45% 

!?!? 



 Where Yahoo’s “5 Year” earnings -per-share growth rates are 

imputed (with errors) from Year 3 estimates. 

THOMSON REUTERS’ BANGALORE OFFICE 
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Histogram of DCF Results 

HOW TO FIND A JUST AND REASONABLE 

END RESULT GIVEN SUCH DOUBT? 

 

 I f  some Yahoo EPSGs are unreliable,  especially the highest,  can it  be 
reasonable to base ROEs mainly on the single highest proxy EPSG?  
 

 Do FERC pre-tr ial procedures al low fair  opportunit ies to discover such 
errors? 

 

10.99% - “75-yard line” 
based on incorrect POR 
cost of equity 
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WHAT SHOULD DRIVE ROE: EQUITY’S 

COST GIVEN GLUTTED CAPITAL SUPPLY  
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