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Itesponses to Information Requests to IGUA from SCGM 

on pages 13-16, Dr. wakrs dïscuaaea the relative busiaess rus of SCGM. 

Que6tions: 

Responses: 
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lhpams to Information Requeab to IGUA hem SCGM 

COOR 

1.2 

It i8 Dr. Waters’ conclusion fmm tho amplex intmctïom’lxtween the 
rcgulatoryprocass~tha~giisksontheonehandandbctwccathe 
regulatory procw and the long tcrm risks on the othcr that it is impos&le to 
provide a mcabgful quantifkation of the thrcc amxponents i&ntifial. Howcvcr, 
Dr.Watersdots~vc~~~tothclangbenn~sksthantotheyear-to-year 
operathg risk8. 

Tbia quc8tion cffcctivcly asks for thc wIG.ght givml to thc rislcs associatal with the 
us6 of 1~ in thc utilily’s capital stnacbm. Quandfîcaticn of dli8 fiictcr’s 
contibutim to “total ri&” is typically und&&en (at least as a first 
approximatiou) by establishing the -ca betwem 1) the risk that investors 
would be cxposcd to, as mcasurcd by thc beta vzbc (ix.. the systcmatic volatility) 

Of thC Utility’S h’U’t@ COE!IIlO~ cquity (i.C., Of thC #rmp~'S COmmOn 8h'C 
px-kes) and 2) the beta vahm whkh would makriak if the CrXQM4”8 kancial 

le~wers~tobezao.This~~beappliedto~M~ 
sincc its “shans” an not publicly tradd. Fi, it should be noted that, evcn if 
the so-callcd “tmlevamd beta” cmld ha cala&ed, them existi. dmbt as to 
whcther this sin@e iuciicatur of risk exposUe would be 8UffiCht to prqerly 

capton* inuumentinli8k6s8cciatKiwiththechc8encapital~. 

For thc ratson givcn above, Dr. Waters is amable to ru*0 the requested 
CclIlpariscm of relative ri& * 

1.3 For the rœ6om giYcll in tc8pmae to question 1.1, Dr. watus is unable tu Inakc 
tl-=P-d-- Howtvn, basai 011 his examiwdcn of Gaz M&ro’s 
c4ucces8inachicvmgitsallo~Iatcofrcaunoncolmnon CXpli~OVdlCpCIiOd 
bcgiuning in 1989 (Table 14 of bis evidauco) it is his view that Gaz M&m is at the 
lowmdofths~~utilityiisk~withrespscttotheaerieks. 



Respoms to Iofonuathm Rquests to IGUA km SCGM 

ooovl 

2 Question: 

Are thcxx any investor-owned rcgulatcd utilitiw in 1) Canada, 2) in North 
Amtricawithaa~owtdtaDcafrCnnnancommoneqaitythatisaqualto,orless 
than, what Dr. Waters rtcoxnmends in thés proasding? H SO, provide a list of such 
utilitics 6th thc long tenu Canadia Bwd pxevdling at this timt, 

There are, to Dr. Waters’ knowlaip, no utilitks in B or the U.S. for wtich 
the allowcd me of retnm is lcss than the 8.2!5-9.00 percent range ruxmmendcd 
by Dr. Waan ibr Gaz M&L Howcver, it should b notuî that Dr. Waters’ 
recommtadatianhasbeenmadcinapetiodiawhicfilongftnnintertsttatts~at 
thcirlowestlcvtlsinmorctbanaquartarcsntory.Oivmthatthisdeclinehas 
continued with little intamkpticm OVCT the past ci@ ycara in both Canada and the 
Unibd Stat~S (ses Dr. Watcxs’ evidcakcc, Figure 1A) and givcn the incr&ng 
emphasisontheuseaftheequityiisk~~m~~logy,allowtdratcsof 
nturnhaVC,aSWOUidbCexpcdtd,- ame&@ulclownw&tr4. 

Two veq ment awards, made in tbe amtcxt of curxent fosecasts of long 
tmn intmst fates are: 
1. l-ho 9.25 parant ROE established in August 1998 by the Newfoundland and 

Labrada Board of Cwnnisaioncrs of Public Utilities fm Newfoundland Li@t 
& Power Co. Lïmitcd (down Erom 10.75-11.25 peiwnt cstablisbcd in Octobcr 
19%)onthebasisofevidcnco6laiinApril1998.ThcBoazduscdafortcast 
longtermin~rateof5.75pcrccntforthe 1998tcstyear. 

2. The 9.51 percent ROE tstablishcd in August 1998 by thc Ontario Encxgy 
BoafdhrThc- GascolIlplnyLQL(downfkom1030percent 
establi8bedinApguat 1997). 
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Responses to hformation Reqmts to IGUA fhm SCGM 

3. Question: 

Plca8c umfïrm that Dr. Watas has consistently used raw or unadjustcd bctas in 
bis prwiw8 te8dmonics bcfore Canadien regubxybo8rds. Ifnot, plcasa cxplain. 
Pkase provide lïm I&EKKCS in support of thc 119~ ofraw bctas. 

Rl?SpllM: 
I ’ 



aooln 

Reqonses to Iufomtion Reqd to IGUA fkom SCGM 

4. Question: 

Phase mise Table 8 using ari~etic retums instcad of geomebic averap 
retam8. 

Response: I* 

Arithmctic rcturns data are cuntaiwd in Appcndix VI of Dr. Waters’ tcstimony. 
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Reqonses to Information Requests to IGUA from SCGM 

5. Quutïon: 

on pages 1940 of bis cvidcnce, Dr. Wams refers to the bencimuks cstablishal 
by the Camdian bond rating agemics. 

a) Pleasc provide a mpy of the benchmarkx by CBRS and DBRS. 

b) Is ti~c CERS interest covemge bemhmakbasedonpre-taxiotmstcov~ rp 
or alter-ta7c interest co~erage? 

c) Is the DBRS interest coverage benchmkbasedonpre-t&interestcovwage 
or afteetax i.nte~WYerage? 

d) DoesDr.WatcR~tfiatbondratingagtncitscxaminc~~twvenige 
ratios over xdtiple ywrs iu assessing credit quality? Altemativcly, h Dr. 
W~~CK say thatbondrating agmcies fm on “spot” intuwt merage ratios? 

Rupontes: 

a) Attachedaspartof Attmhat A (pp. A-l to A-35 ïncltive) is a publication by 
CBRS elltitled TBRS MethodoIogy of Rang De& securities of bguIa!ai 
Utilitk (Oas, Ekmic, Fipelinw ami Tekos)” prepa& for a uzmfumce 
pnsentation May 26f27,1994. In Appendk IV of this document.it is statcd that 
“...Thwe revised bcldmmb replacethe UtilQFinancial Bmcbmmks published 
in CBRs’s 1991 Utility sectcrr Indnstrg Sw. 

Ah attadd as part of Attachment A @a. A-36 to A41 inchsive) is the 
“Utilities” se-t of a DBRS publication datcd Novmbar 24.1989. 

.-- 
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Respomt?s ta Informatian Requests to IGUA from SCGM 

8OOR 

Pkaseprovidcawpyofthed ocumentsfcférulœdilltllefooblote5onpages11, 
19,26,27,40 and 48. 

Reqonse: 
I. 

Please sec Aaadment B which conmins copies of the followiag documents: 

Inclusive page 
numbexs in Testimony 
AttachmcntB refemnce Document 

B-l to B-3 
B4 to B-20 

B-21 to B-25 

B-26 to B-38 
B-39 to B-76 
B-77 to B-83 
B-84 to B-95 
B-96 to B-106 

Psgcll 
page 19 

p-26 

- Forecam, Angnet 10,1998. 
TlaXric Utility Bond ami Pre&md Stock Rat&s: A 
Mwdy’s ova%ew- 
‘TO conclu&i: Iceep 3nfhtion Low a& in Fkinciple, . - 
Elsmmk’ 
“Inflatiou~ons andRealRetumBonds” 
‘Th8Crosa-Scctionof&~cctatStock~’ 
rsBetaDeadAgainP 
‘The Bchaviour of Bquity and Dcbt Risk Remiums” 
“~theBquityRisklRmnumfromDowusi& 
Pmbability” 



Responsesi to hfomtion Requests to IGUA thm SCGM 

Plcase provide your rctum on quily -dations QIKl thc mm on eqllity 
authoxized for cacb case in whicb you baye tcstificd in dl0 last five ycal% Plcasc 
aIso provide the prwaWg yield on long-texm Canada bonda at the time of 
pfepaling timle taimonics. 

Authofized 
twumone&ly 

% 

TranQAfm UtimioQ 8.045 10.75-1126 11.876 

Alberta Powef Limitad 8.04.6 10.75-1126 

Norfhwe&m utTitia9 Unitnd 8.0-85 10.764125 

NOVA 8.0-6.6 10.75-1125 

FcolhalQ Pipe un@@ 7.76-8.2s 105-115 

we!itcoast~ 7.54.0 10.&10.7$ 

1994 
TmnsCanada Pipelines Limite6 7.s7.76 10.~1O.s 

Bc lnilitiea 7.%7.7s BcGl¶slo-105 
PNQ: 10.7&1125 
m 102510.75 

NOVA 8.S6.5 105-11~ 

Muitipipdim3 8254.76 1~.&115 

1997 
AtbaruLEbwlcutimba 8.00 10wsa 

stefltoralm~kla 6.6476 9.6e9.76 

1OW 
Newfoundand Li@t & Poww 6.76%Z6 8.26-9.m 

11.500 

11.875 

11.676 

11.760 

11.500 

ll.soo 

12250 

10.666 
11.6Qo 
11.ooo 

11.760 

12250 

10.7~Il.76 

ll.ooo 

Qn26 

sourcu; 
Bwrd/commts8bndedr;tonsatld-ofwRwatmfa 
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oroln 

a QUUtiOl¶ 

Plmse provide a summ8ry of Dr. Waters’ rate of mtum on common equity 
conclusims sud reccmmndatious for SCGM in the following format: 

DCF apphd to Utjlitics net relied upan 

EquityRl&- 
!S?E hiizb 

Market Risk Premium (MRP) 4.5% 4.5% 

Relative Ri& Adjustment (RRA) 
to MRP for Risk of Utiliti~ OS* 0-P 

Equity Risklprcmiumfor 
utilities (MRP x RRA) 2.25% 22% 

Long-Canada Yield 5.75% 6.25% 

Total &a! 2lm 

*The value ranges ihn 0.56 to 0.61 if the “cushion” of 0.2S to 0.50 percent is includui 
in the Equity Ri& Ibmium. (Sec tcstimmy of Dr. Waters, pp. S-56.) 

-.- - - 
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Reqmses to Jnfo- ReqpeHs to IGUA ihnn SCGM 

“Long tem C!anada bauds are yïeldïng mder 5.75 pmcnt as of early Septembcr 
1998. Earliex thia ye8r a Ie~el of 5.35 percent was mchm& the lowest in mox5 than 
aquarterc4mtury.” 

1. Park-tan ici des obligations long teme du Canada 10 ans ou 30 ans? 

2. Paniez-~cmr foumîr une copie des rekmcs qui vous amene a cette 
affhation? 

Plcasc note that the mponscs arc basai on thc folIowing English rcnditions of the 
quwtious posedz 

1. keyourdk&g~to 10yearor30ycar1ong~can~boIlds? 

Responses: 

1. The commeut relates t.o thc avcragc yicld on the longest mata&& avaïlable 
throughoutthcperiodwramincdIn~theIongestmaturitits~ebctnin 
thevidniryof20ytars.hisonlywitbinthelastfbwyearsthat30~matunties 
have hem isued. 
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Ibspoms to Information Recpeda to IGUA fhm SCGM 

Sohedule to AccomQrnv ReeQanse to 
SCQY Que8tlon ri to IauA 

Data 
Mar-70 

10 yean 
and ovor 

7.93 
Data 
Mar-81 

10 yeam 
and over 

13.48 
Jun-70 
sep-70 
D oc-70 
Mar-71 
Jun-71 
sip=71 
DM-71 
Mar-72 
Jun-72 
Sep-72 
Dec-72 
M u-73 
Jum73 
mp-73 
Dea- 
Mar-74 
Jun=74 
smp.74 
Dec-74 
M w-75 
Jun-76 
Sep-75 
Dec-75 
Mar-76 
Jun-76 
sep*7e 
Oea-70 
M ar-77 
Jun=77 
stop-77 
beo-77 
Mar-79 
Jun-70 
Sep-73 
Dac-73 
Mm-79 
Jun-79 
Sep-78 
D oc=79 
M Pr-60 
Jun-80 
Sep-80 

3.23 Jun-81 15.03 
7.33 S8p-SI 17.66 
6.98 DW-%l 10.27 
6.76 Mar-82 10.06 
7.30 Jun-62 16.03 
7.10 sop.02 13.49 
6.56 Dec=92 11.69 
7.24 MM=33 11.70 
7.4s Jun-93 11.56 
7.46 9ep-83 11.76 
7.12 Dec-93 12.02 
7.30 Mmr-84 13.09 
7.74 Jun-64 13.61 
7.72 sep-84 12.63 
7.70 D oo-84 11.66 
8.13 M ar-85 11.93 
0.44 JU~~S 10.88 
9.87 Sep-85 10.36 
6.77 Deo- 10.96 
6.47 MW-86 9.54 
8.88 Jun-80 9.42 
9.72 Sep-86 9.45 
9.43 Deo- a.23 
9.39 Mar-87 0.38 
3.35 Jun-67 9.78 
3.1% Sep-87 11.14 
6.47 Dec-87 10.34 
a.33 Mar-38 10.19 
8.72 Jun-66 10.13 
8.61 Sop-88 10.46 
a.77 Deo- 10.36 
9.17 Mar-83 10.43 
8.23 Jun-93 3.60 
3.15 sep-88 8.91 
9.68 Dec-88 3.83 
9.81 Mar-90 10.91 
8.73 Jun-30 10.74 

10.38 sep-30 11.64 
11.32 DeeW 10.51 
1 a.45 Mar-91 3.08 
11.29 Jun=Ql 10.36 
12.90 sap-GI 9.09 

Dea- 12.67 IDec-31 8.97 

l 

Iate 
/ar-92 

1 
10 yeam 

ond ovar 
9.28 

un-92 8.67 
l p-92 6.93 
lee-32 8.54 
lar-93 0.27 
un-83 7.96 
lep-83 7.55 
leo- 7.12 
lar-84 6.25 
un-34 9.23 
iep-94 3.04 
hC-34 9.16 
Iar-36 6.70 
un-96 6.02 
;ep-95 8.11 
bec-95 7.43 
Iar=36 7.94 
un-06 7:98 
lep-96 7.48 
,eo-96 6.77 
lar-97 6.97 
un-97 6.48 
iep-37 5.99 
leo-37 5.00 
Iar-96 6.84 
un-96 0.46 

Ulm S~IUlvNv OI?&LLmd 
--- 
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Responses to Infomnation Rcquesbr to IGUA fhm SCGM 

10. Préambukz 

Your Table 15 illus- the evoIution of the carporatc sprcads on long tcrm 
bonds. You have shown an W inthaGazMctspreadikom58to77basis 
points between JXœmher 97 and Scp-98. 

Could you provide, in format simihr to information providcd in Table 15, the 
spreadsforthe30ycarGazMctbondbttwtmDtcçmbtr 1997 and September 
1998. 

Response: 

PleaseseetheschedUeWached. 
Please nom that values havc bœn showu only for the puiod Juuc 29 - 

Octobcr 12, 1998. Values for thc first five montlu of 1998 wecc not available 
from ti sourtx utilized in constructïng Table 15. 

It should be noted that the Gaz M&o issue mamring in 2027 maturcs 29 
years hena whereas the remaining term for the bond issues of otbcr utiJitks listcd 
in Table 15 range from cmly 12 H pars (Ccmspm~s’ Gas) to 22 ycars 
flrandhdaw). ToprovidegcatcrcomparabilitytothcGazM&ro 
issueidentifitdin~q~~,~&forancwsdofu~~~~havtbeen 
providad 
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Rtspo~ to Information Rtquests to IGUA hmm SCGM 

SCHEDU TO AaXX)MPM RESPONSC TO 
SCGY QUESTION NO. 10 TO IGUA 

k yiddo 
c%z Metro, ~AS%, Nov. 19,2027 
Com.nners’ Gas, 6.65%, Nov. m2027 
TCPL 7.9036, Apr. 15.2027 
WestcoaQt 6.75%, Dec 152027 

June 2W96 Ckt.12/66 

8.15 6.76 
6.02 6.55 
6.17 6.90 
6.14 8.80 

Canada, 6.00%. Juna 1.2027 6.63 5.40 

B. Premium over Gwemmartt of Canada issue 
Gaz Metro, 7.20%, Nov. la,2027 82 136 
Conwmrrd G~IS, 6.6s%, Nov. OS, 2027 40 115 
TCPL 7.9096, Apr. 15,2027 64 150 
Wostcoest, 6.76%, Dea. 15,2027 61 120 

C. Premh ayor Gaz Modo 2027 Issue 
Consumere’ Ou, 6.65%. Nov. OS, 2021 (13) (20) 
TCPL, 7.90%, Apr. 15,2027 
Wetitax& 6X%, Dec. 15.2027 

Source: Tomnt~ Gkbsand vamlJ6 issues. 

-.- 
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Respmse to Infoxmation Reqmstto IGUA &om WD and GR4ME 

8. Vous recommtndez, dans le documeat R-3397-98, ACIG2, dot. 1 @. 2 et p.45). 
que la SCGM se voit accorder un taux & rcudcment de 8.25 a 9,0%. Votre expert 
fait une cxcellcnte d6moastration, qui nous apParat valable et tr&s perhente, a 
l’effet que cc taux de rcndcment est raisonnable et justifia Considhz-vous 
justement de libhr des ressources pour investir dans les mwurcs 
environnementales sans avoir à aaxoîtc les tarifs pour les clieuts de la SCGM tel 
que les membres & votre association? 

Please note that rhe response is baaed on the following English rcudition of the question 
poscd: 

You recommmd, in documeut R-3397-98, ACXG-2, dot. 1 (p.2 & 45) that t&c 
SCGMshouldbeawa&daratcofntunrof8.2Sto9.O%.Yourcxpcrtgavcusau 
excell~tdemonstration,whichwasvalidrrad~~thcnrtcofnturnis 
~leandjusrifieàDoyouthinkthataratcof~of8~to9.09bwill 
allow [SCGMJ to “wupn some fesuurccs to invest in “‘czLvifomrIaltal -uns” 
without collccting fees fTom the customecs of SCGM such as the membtrr; of your 
a8sociatioIl? 

Therecommcndcdrateofretumm common equity is Dr. Watezs’ esthatc of the 
me of retum requhd to maiutah the financial iutegcity of Gaz M&o’s common 
equity unck ail but thu most advczse of kaucial ma&et conciitious ovcr the 
prospcctiv~ test year- Howevar, as Dr. Waters bas uoti at pages 2 and 57 of his 
teatimony, ScoM’s dwmd capital sbucture is such that it would bc app~&ate 
to award the lowcr 4 of hi8 rscomsnendedfateof~Accordingy,ifa 
bigher valua wes awe SCGlWs prmpecdve mmuea would incIl* in Dr. 
Waters’ vicw, a portion tht could be M to envkmmcntzil matters without 
ilffc&gSC~sfinnmalintcgrity~ 
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Respomeg to Information Requests to IGUA fhm La R&ie 

Q.l: page 1 of 4 
Réfémxe: Témoignagne du Dr. Wam 

ACIG2, docament 1, page 50 a le tableau 18 

x)emande: 
1. Veuillez expliquer votre dEmarche aI3.u d’a&ndre 16 “computed cquity risk 

~rti” de 3,708 et 39% de la BCUC et NEB de SoQt X998 i la troisième 
. 

Please note that the responsc is bascd on thc following English rendition of the question 
posedi 

1. PIease expm your computatim of ~ILC ‘%omputed equity risk pmnium of 3.70% 
and 3.90% for the BCUC and thc NEB for August1998 in the third section. 

Response: 

Schedde 1 which follows below umlates the NEB and BCUC methuds 
for computing the fomxst Qovemment of Canada long tum interest rafe 
undcxlying thc determinatiou of thc rate of remn aa~ equity C‘ROJY) for the 
subscqucnt12month9.~~~isdsscnbadindrenspanstto~tstionno. 
2.) 

Schcdulea 2 and 3 show the computatlon of the ROE as of August 28, 
1998 ushg thc NEE aedBCUC met.hodoIogiea mspazcively. 

mcastnaatthatTable18copuainada~annrorinthtcomputationofthe 
~awilrd~worrldhavtprevailediftheir~~had~~gSOf 
August 28,1!998. ‘X%c comaied version ofTable 18 is includcd with this mpouse. 

un s31LxTvNv 01?~od CLV9 980 9TV XVd $O:CT BB/CT/OT 



Responsea to Information Requeds to IGUA fkom Im R&ie 

Q.l:pagc2of4 

Schedule 1 
Compntationa~afAugnet28,1998ofFo~~~Te~m 

Govemment of Caada Bmd Yleld, Based Upoa NEB aad BCUC Methodologks 

vahw foruxstto prcvail 

10 year QOV~ tofcda 
bond yield (1) 5.50% 5.70% 5.60% 

Sprcad bctwccn 10 yeat and 
30 year Canada bond yUs 
at August 28f98 
(5.80-5.71) (2) 0.09 0.09 o.og 

5.69% 
Notes: (1) ConscmusEcomnimInc.~ConscnsasF~forSurvcydatcAugust 

10.1998, p. 17. 
(2) Torouto Olobe and Mail, Aqust 29,1998. The spread bas beeu calculatcd 
onthebasisofthcvaluefœoacday,~28,1998. 

SchedpleZ 
,Y.fNEBUndertwkthe-A-281998 

1. 

3: 

4. 

5. 
6. 
7. 

;: 

Forezmt long mm baud yicld (as per Sch. 1) 
Prcviou¶ forecast (Nwm) 
Rcduction sinca pmvious fomtxt 

Rosulting reduction in cquity risk 
pmiuxn (75% of Une 3) 

Pnviously approved ROE 
Lcss: duction in equity xi!skpremiuIn 
New ROE 
Lessfomastlougtmuyield(Liue 1) 
computed equity lisk prcmium 

5.69% 

Et . 

BasedonNationalEwgyBoardletkrdatedDccu&r 5.1997 re File 475GAW11. 

LTOW am s31ulYNv 01?od3xod CLP9 EU9 9TV XVd 00:OT 86/C'I/OT 



Respouses to lufimuatlon Requests to IGUA fiwn La R&ie 

Q.kpagc3of4 

schedaIe3 
IfBCUCUndertaoktbeAnaMsAwmt28.l!9!M 

1. Forccast long term bond yicld (as pex Sch. 1) 5.69 
2. Lcss BCUC BanchmarIc Forccast is.22 

3. Initial Adjustmcnt Factor (3.56) 

4. Sliding Scale Mjustment Factor (80% ofLine 3) (2.85) 

5. AllowcdROE 
6. Bcnchmaric ROE 1225 
7. Sliding Scale Adj- Factor 
8. Resulting ROE 9.40 

9. Las: Fore~& Loug TamBondYicld 
10. ChnpukdEquity Riskbmium 

Baseci on BCUC Mer Datcd December 2,19Y7, Lette~ No. L73-97, Appadix A, Page 

CLP9 S80 BT9 XVd OO:PT 86/CT/OT 
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6.63 % 

3.04 
Q.5396 
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Q.2: page 1 of 4 
Rffikcnct: Témoignagne dn Dr. Waters 

ACIG2, document 1, page 49 

Macanisme de ren&ment (“ROE traking mechanism”) 

Demaude: 
2. Veuillez claborcr sur le fonctionuement des m&m.ismes de rend-t 

(<Lautomatic trackhg mechanism’~) employés 2 la BCUC et I’ONE. 

Plcasc note that the respanse is based on thc following English mditim of the question 
Pod 

Reqxmse: 

The National lhergy Board (“NEW’) iutro&& “automatic tracking 

3.8 m for DaAîoxl RH-2-94 dattd Mamh 19%. Iu that Dxision, the NEB 
e~cablished au ROB of 1225 paaat fœ thc year 1995 for ca& of the gas 
pi* under its jluisdiction. (DSWUWS in risks among thcse pipelines were 
reflect#i in diffcrmœs in allowui common qui@ rabs.) In tbe “ovuview’ 
Which~~ths~forDtcisiqpatpaga~itwas~~that: 

The122S%de&&utionwasbasedcmafïnding&at 
925% ls a rcasonabla estimak of thc yîeld on long-tcm~ 
GokrnmcutofCa&abondsin1995andthatarcason&la 
&-in- equity xi& pmnium for the benchmk 
pipclkeisu)okdspoin&“(empha&addal) 

The NEW point of &ptuturc for establishing the ROE in each future ycar 
wasitsforacastofth4pieldtha;twouldpreMlOn30~~v~ OfCanada 
bOlldSiIl~yspr.sgscifi~~,atpagcix,itWaSstaoad~ 

‘Thctst-ycarbondyiddfcsecastwiUbcthcavaagaofthe 
3-m ad 12-nmnthsorrt 1tQear aovmt of 
Canada forcca&pubUshed in the prcvious ycar’s Novcmbcr 
issueof~Forccasq((consemsns Economies IIE., 
Ladon, En@and) plus the actnal l&year to 30-ymr bond 
yicIdspre8din~ofthaty~.” 
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The~didnattakethcviewthat~ROEshouldbeadjusadbythe 
amount of tic diffkmlcc bcbveen the foxecast Govemlnent of cmada 30 ycar 
bondyieldandtht~adoptcdiathtcmrtntycar.Instead.theNEBdccidcdto 
multiply tbe change in the foruxst yield by a factor of 0.75. Thc rosult is that thc 
RCX would bc lowcral by only 75 basis points for csh 1.0 percent reduction in 
long tcrm bond yiclds bclow 925 percent Conversly, the ROE would bc 
incrcascdbyonly75basispointsforea&1.0pnrentincxeascinlongtmubond 
yiekis above 9.25 pe!Imlt lllustrarivo rcxmlt.9 producad by the NEB’S adjustnlcnt 
mechanism are shown beJIow. 

Rounds to Implied au-in 
Inttrcst Ratoofntumon cquity risk 
rakfofecast comInollcquity plllium 

7.00% 1056% 1050% 3.56% 
8.00% 11.31% 11.25% 3.31% 
9.25% 1225% 1225% 3.00% 
10.00% 12.81% 12.75% 2.81% 
11.00% 13.56% 13AI% 2.56% 
12.00% 14.31% 14.25% 231% 
13.00% 15.06% 15.00% 2.06% 

Source: &tasons for Decision. RH-2-94, p. 32. 
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hi., pacifie Noxthem Gas Ltd. and West Koocenay Pawer Ltd. in its Retwn ou . . comaon FknliîY a dated June 10.1994. For the 1995 year, the BCUC 
. 

intfoducedthe~ dwcribed earlkr which was subseqmtly adoptcd by 
the NEB witb the following s@ificant exception: In con-t to the NEB, the 
BCUC adoptcd a “cm~-for~~ rathœ than an “0.75~for-one” adjustment of the 
ROE to changes in the forecast iong tcnn interest rate. 

BywayQflette?datcd~ 2, 1996, the BCUC invited 
hlterestKlp&li~to cammant on rhe deairsbility of modifying the tracldng 

. ~InitoI&,thcBCUCstaW 

“...thc -on bas dc.mmhd that the current 
automatic adjPstmult nxcbdsm is p&nming favoucably 
andshouldbe&aincdforthe~ofsettingthel9!V 
ROE. The Commission is reque,sting oomlYxnt8 ffom other 
partie8 With respect to their views 011 the mechanism. In 
making this rquest, the Commissio~I notes rhat parties now 
havethraycxsofexperiuxcwiththema%nismahdthat 
Oth~~galatolybOdiCShlCaaadahavcedaptcdsimilai 

mechanisms.Two~ofpWicu.kintexestafezi)whether 
thoforecastofloqCanaciabondsmustchaqebyatleast 
50basispointstkomthepnAousyear’sf~befana 
change to the ROE is tri& and ii) whether tbe 
rclationship A a change in the forccast of long 
CanadabondsandachangeinthcROEshouldbeon(sic)a 
one-to-one bruis, as is camently dur case, or on a sliding 
scalo,asisthecaseinthem~ba(sic)Ilsodbythe 
National Baergy Board and thc Manitoba Public Utilïties 
Board.TheCommissionaL~w.ishcstoxeceivccomme~ 
OU8Uptk- fchadtothc -whicà 

parties may havam~ 

Mtertiewingthexqonscs, thcBCUCissuuiOxdcrNumhcrG49-97 
datedAprll24~1997scttingoutsevcralchan@xtoitsm&&sm,cffktivewith 
theROEtobed&Mned for199g.Thetkechangcsofmostsi~canœinthe 
corltBxt ofrhis ciiscwcm wen; 
1. Thattheybmehmarirnrateforlongterm~vermnent 0fCanadabcmdsbeset 

a 9.25 p instcad of 7.75 pmxxlk 
2. ThatthtROEchaner=by80basispointsin~totachlWbasispoints 

changeinthefcxecastlongbannGov~ ofCanad.aInmdyicldand . 3. That the automa& adjusmmnt mchaamn appIy to a mnge of 6.0 to 12.0 
pefc8ntfortbef~longmrmbondyield 

‘IlasBoard’sOrdardidnotcontGn Iea6on6. Howcvcr, the change fiom 
‘km--* to “0.8Mo-ox1e” appcars to k in rcspnse to the B.C. ntilitie~$ 
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assctions tha thcy were at a disadvantagc relative to utilities rcguktcd by the 
NEB and the Manitoba Public Utilities Boani with rtspcot to raisiug fimcls in 
financial mark% (All othcx things being equal, thc “0.8O-to-one” formula 
provides higher rates of rtbin than the “eue-me” fonnala in timcs of declining 
intœcst rates.) 

1s is Dr. Waten’ view that this position is withouf merit. The switi to the 
“0.80-tc~o&’ formula would rtsult in a oue-timc incnasc .iXlShXCpiiCCif 

invtstors~thatfuaueROEawards,shouldintercst~~~willbe 
higbcr dmn undcr the previous formula Conversely, invcstors would have to 
considcr that future ROI5 awards would bc lower undcr the ncw formula if interest 
rateswautoillcm%w. Howcver,the~goftbt-in-rate 
fiom 7.20 pont to 9.25 pcmnt did pn>vidc investon with a windfaI1 gain 
inasmuch as that adjustment, of itsclf, increased the ailowcd ROE by scnne 41 
basis points. Ibis, in tum, would bave resulkd in ~IL in- in shm pricts, all 
0thNhingsbùngequàl. 

Absent thc windfd incresse, theshanpricesofthetwopublicIytradcd 
B.C. utilities bai cxcceded their book values by s@ifmnt iwnounts, thercby 
signifying that invedtm had ahady viewcd the pmpectively allowcd ROE’s 
(andixnpli~yth8Ijosts#ntmcchanism)asexœediugthcirnqniredrata9of 
rctufn. Given that ptmpedive, no hther inccntive k requirsd to attfact additional 
invcstors shouid the utility wish to issue additional shares. The evcn higher share 
pliccre6ultiIlgfrom txmeamily higk ROE’s bcing awarded un& thc itvised 
nacchaninmwouldnsultintheutiliticsbavingtoisspafcwet~toraisaa 
given amount of fmxk Howcvrr, ncitkr the existing nor thc ncw sha&olders 
would benefit, sinœ bath the cxisting anci the new shans would be priced to yield 
only tbc hvcsto~’ rcquired rate ofretum. 
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