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DEMANDES DE RENSEIGNEMENTS DE L'ACIG (JEAN-BENOIT TRAHAN)
A GAZIFERE AU SUJET DU TAUX DE RENDEMENT
R-3724-2010 Phase 2

Demande #1

Référence: Preuve de Kathleen C. McShane, page 24.

Préambule:

“A small utility cannot diversify its risks to the same exttas larger utilities whose
assets, geography and economic bases are less concentrateidewgats are likely to
have greater impact on the earnings or viability of a smatletpany. The impact of
smaller size for utilities with rated debt is frequentkpibited in lower debt ratings for
these companies despite financial parameters that are stronger théargbeipeers.”

Questions:

1.1 Veuillez déposer toute analyse effectuée par Mme McShane poureapgasy
dires a l'effet que Gazifere aurait souffert de son aspeatodeentration de
maniére supérieure aux autres distributeurs canadiens au couderdeses
années.

1.2 Dans I'éventualité ou Mme McShane n’a pas effectué de tellgsanareuillez
indiquer et produire toutes informations utilisées par elle pourlu@ngue
Gazifére a souffert de son prétendu haut niveau de concentration.

1.3 Est-il de I'opinion de Mme McShane que peu importe la qualité fdamehise,
une plus petite franchise est automatiquement plus a risque ?e¥expliciter
votre réponse en excluant de celle-ci toute justification ayaiterl’accés au
financement.



Demande #2
Référence: Preuve de Kathleen C. McShane, page 24.
Préambule:

“FortisBC, which had a rate base of over $900 million in 2009, despiter beedit
metrics than Terasen Gas, the benchmark BC utility, due to @meallcommon equity
ratio of 40% and an allowed ROE that is 40 basis points higher thi@sén Gas'’s, is
rated BBB(High) by DBRS and Baa2 by Moody’'s. Terasen Gas;dmyparison, has
ratings of A by DBRS and A3 by Moody’s.”

Questions:

2.1 De l'opinion de Mme McShane, certaines caractéristiques pagtieslide
Gazifére pourraient-elles limiter la portée de cette coaipam, comme par
exemple :

2.1.1La nature de la clientele de Gazifére, qui est largem@sitientielle, et donc
considérée moins a risque gu’'une franchise ayant un plus grand niveau de
clientéle industrielle;

2.1.2La région de Gatineau qui bénéficie largement de la présennemementale
tant pour les ventes institutionnelles que pour I'impact de ce sestaur
I’économie locale et donc sur la qualité de la clientele résidentielle;

2.1.3L’aspect urbain et dense du réseau de Gazifere, qui permetindiedtaeles
économies d’échelle plus importantes que des réseaux en milieletruaghnt
une plus faible densité de population;

2.1.4Une situation économique particulierement impressionnante, ayant usu nive
d’éducation supérieure a la moyenne québécoise et un niveau de chdmage
inférieur au reste du Québec.

2.2 De l'avis de Mme McShane, est-ce que la situation de risque zéef@aest
différente de la situation qu’elle avait estimé pour les €insdossier tarifaire
ayant mené a la décision D-99-09 ? Le cas échéant, veuillez ilexplas
composantes du risque de Gaziféere qui ont connu des modificationd @9fret
aujourd’hui.



Demande #3
Référence: Preuve de Kathleen C. McShane, page 25.
Préambule:

“In the Rate 2 class (largely residential), although Gazifix® experienced significant
customer growth (close to 5% per year between 2000 and 2009), wsrigslito Rate 2
customers have only increased by 1.4% annually, as average cusisags has
declined. The average Rate 2 per customer usage in 2009 was only Wh#t dfwas at
the beginning of the decade. Reduction in per customer consumptiontsrefiec
combination of factors, including construction of more energy efficieames,
installation of more energy efficient appliances, a trend tveanstruction of more
multi-family dwellings, and Gazifere’s Demand Side Managem(DSM) program.
While Gazifere has a deferral account which provides proteétamn lost volumes
arising from its DSM program, over the longer-term, lost deligeleéad to higher unit
delivery costs, which make natural gas less competitive.”

Questions:

3.1 Veuillez démontrer, dans un exemple chiffré, votre prétentioeftetl que

pour le consommateur, le fait de consommer moins de gaz naturel pour

répondre a ses besoins implique pour lui une baisse de I'aspect itibrdpét
gaz naturel.

3.2 Est-ce que Mme McShane a fait la comparaison des gainscietfe des
équipements et des impacts des programmes d’efficacité égamgétitre les
sources d’énergie gaz naturel et électricité pour la période 200022808ui,
veuillez déposer cette comparaison.

3.3 Nous comprenons de l'opinion de Mme McShane que la croissance

significative de la clientéle chez Gazifere est contréeapar la baisse du

volume de consommation par consommateur. Ainsi, & son avis, le risque de
Gazifére n‘aurait pas changé entre 1999 et aujourd’hui, di0 a ces deux

éléments qui se compensent l'un et l'autre. Veuillez confirsnefous étes
d’accord avec notre interprétation et, en cas de désaccord, expési motifs
pour lesquels vous ne pouvez partager ce point de vue.



Demande #4
Référence : Preuve de Kathleen C. McShane, page 25 et 26.
Préambule:

“Gazifere competes with electricity for both residential aochmercial customers and
load. While natural gas has a price advantage to electricibarifere’s service area, the
price advantage is smaller than in other provinces (e.g., AlbedaOatario) due to
Québec’s relatively unique abundance of low cost hydroelectric generatiaitgand a
fixed price for heritage generation. The magnitude of the pdeantage is dependent on
the commodity price of natural gas, over which Gazifére has no comtrel price of
natural gas exhibits considerable volatility, with monthly “spottesi (based on the
Alberta Hub price) ranging from $2.55 per GJ to $10.80 per GJ irhigtast two years.
While at current commodity prices, natural gas enjoys a convgetiidvantage to
electricity, during 2008, on average, the price differential betwesral gas and
electricity in Gazifére’s residential sector was minim@las price volatility creates
uncertainty for consumers, which encourages them to take medsupssmanently
reduce energy consumption or to seek energy alternatives. A parimiaarease in the
commodity price of natural gas has the potential to erode the dtwgedvantage of
natural gas in Gazifére’'s service area. Further, sincerieldutating is easier for
developers to install in new construction, particularly in multt-wwellings, it has a
built-in advantage in new construction.”

Questions:

4.1 Veuillez indiquer, a la connaissance de Mme McShane, si d’auteseéls
doivent étre tenus en compte dans la mesure de la concurrenceéttacité
et le gaz naturel dans la franchise de Gazifere. Si oui, lesquels.

4.2 Vous discutez des éléments qui ont mené a I'ampleur de la véldiiliprix du
gaz naturel sur la base des prix spot auxquels vous faitesnedé Pourquoi
Mme McShane s’est-elle limitée a évaluer uniquement les dordesesieux
dernieres années?

4.3 Veuillez déposer les données auxquelles vous faites référencesdpsuoasde
fichier excel.

4.4 Veuillez indiquer le lien entre le prix spot du gaz naturekgbrix payé par le
consommateur résidentiel. Y-a-t-il une meilleure évaluation 'eféetl de la
volatilité du prix du gaz naturel selon vous ? Si oui, laquelle et pourquoi?

4.5 Veuillez déposer un tableau comparatif des prix spot avec besdprgaz de
réseau de Gazifére pour la période sous mécanisme incitatif.



4.6 Lorsque l'on parle de risque pour une entreprise, on parle habituellel@ent
maniere prospective. D’'un point de vue prospectif, est-ce qu’il ebaws de
Mme McShane que la volatilité vécue dans la période mentionn&preiuira
dans le futur de maniere importante et réguliére. Veuillez abepli votre
réponse.

4.7 Veuillez indiquer s'il existe des éléments, de I'avis de MneSNane, qui auront
des effets négatifs sur la position concurrentielle de I'étdgtrau Québec au
cours des prochaines années. Le cas échéant, veuillez exgidgjuantifier les
facteurs qui pourraient influer de maniére négative sur la posibncurrentielle
de I'électricité au Québec au cours des prochaines années.

4.8 Veuillez qualifier, avec preuve a l'appui au besoin, la nature dmribehe
commerciale actuelle d’'Hydro-Québec dans I'obtention du chauftians le
secteur résidentiel et commercial dans la franchise ddéGazie cas échéant,
veuillez indiquer si vous considérez la stratégie commercidlgdidd Québec
comme agressive et expliciter les motifs au soutien de votre point de vue.

4.9 Veuillez indiquer la part de marché de Gazifere dans la nousetistruction
résidentielle dans la région de Gatineau (excluez les régiongessarvies de la
franchise de Gazifére).

a. Veuillez indiquer si cette situation est identique pour le Quéhec
particuliere a la franchise de Gazifére.

i. S'’il s’agit d'un cas particulier, veuillez expliquer pourquoi.

b. Veuillez indiquer si cette situation est similaire a ce gqueretrouve chez
les autres grands distributeurs canadiens (excluant Gaz M8trmn,
veuillez indiquer quels sont les écarts entre les taux de pénetesire
les différents distributeurs et indiquer pourquoi il en est ainsi.

4.10Dans l'éventualité ou Mme McShane a fait une évaluation de Ugtisib
concurrentielle entre I'électricité et le gaz naturel pousdeteur résidentiel et
commercial afin de donner son opinion, veuillez la déposer.

4.11Mme McShane est-elle d’'avis gu'il existe une différence ingmbet entre le
secteur résidentiel et le secteur commercial de la déeedéeGaziféere au chapitre
de la situation concurrentielle avec I'électricité? Le &ahéant, veuillez
expliciter toute différence constatée a ce chapitre ensedeex secteurs de
clientéle.

4.12Veuillez indiquer pourqguoi Mme McShane ne fait pas de différentiatitne ée
secteur commercial et résidentiel dans son témoignage ssque ml’affaires de
Gazifere.



4.13Vous indiquez qu’une hausse permanente du prix du gaz naturel aurait pour eff
d’éroder I'avantage concurrentiel du gaz naturel dans la franchiSazéere.
Ce commentaire semble étre prospectif. Veuillez élaborer wget sles
probabilités de réalisation de ce scénario prospectif en temanpte des
prévisions actuelles quant a I'évolution des prix du gaz naturel peur le
prochaines années. Pour les fins de votre réponse, veuillez commenter
I'incidence possible de I'émergence de quantités importantes ddegszhiste

sur le marché Nord-Américain au cours des prochaines années.

4.14Veuillez déposer un tableau comparatif détaillé pour la période-2@000 avec
les éléments suivants :

a. La situation concurrentielle du gaz naturel dans la franchisg@agéfére
pour le secteur résidentiel;

b. Le nombre de nouveaux clients.
i. Veuillez indiquer la conclusion que vous tirez de ce tableau.

ii. Veuillez indiquer si cette information a été évaluée par Mme
McShane pour la production de son témoignage.

4.15Veuillez indiquer si l'avantage de [I'électricité au niveau lde nouvelle
construction, et plus particulierement au niveau des unités muligsteguelque
chose de nouveau ou qui a toujours existé.



Demande #5
Référence: Preuve de Kathleen C. McShane, page 26.

Préambule:

“Energy policy also favours electricity and renewable eneegiirtologies over natural
gas.”

Question

5.1 Veuillez indiquer et déposer toutes les sources dinformationséesli®u
consultées par Mme McShane aux fins de cette opinion (en identémnt
passages appropriés).



Demande #6
Référence: Preuve de Kathleen C. McShane, page 27.
Préambule:

“Gazifere has also been subject to Revenue Cap per Customer Gengive
Performance Based Regulation (CPBR) since 2006. The plan setsttlyedr revenue
requirement as the prior year’s revenue requirement per customiéplied by a
projected inflation less productivity and stretch factors, multighegbrojected test year
customers. To this sum are added or subtracted a cost of capittheatjt, pass through
items, exogenous factors and the customers’ share of productivigngsa The
performance-based methodology gives the utility an opportunity toheginer returns by
providing incentives to control costs and achieve efficiencies. Tlodbanesm includes
an asymmetric sharing mechanism; customers are creditadavghare of earnings in
excess of the allowed return, but do not bear any short-fall. In c@opato the
traditional cost of service methodology, which was based on a siaglebydget, the
five-year term performance-based methodology exposes the tdilitigher risk of not
achieving the allowed return.”

Questions:

6.1 Veuillez déposer les rendements autorisés et réels detfinatre de Gazifére
pour la période de I'actuel mécanisme incitatif.

6.2 Veuillez déposer les rendements autorisés et réels detinatre de Gazifere
pour la période du mécanisme incitatif partiel de la période préedebut
des années 2000).

6.3 Veuillez déposer les rendements autorisés et réels detinatre de Gazifere
pour la période avant 2000, soit la période en situation de colt de gstvice
possible produisez les données sur une période de 10 ans) ainsi que pour
'année 2006 qui était également sous le codt de service.



Demande #7

Préambule:

Mme McShane indique que Gazifére est plus a risque avec son méeancitatif que
sous un mode de réglementation au colt de service. Or, dans sa prewsan sur
mécanisme incitatif, & la piece GI-2, document 1, page 1, Gazifére indique :

“For Gazifere, which is a small utility with fewer than 40,000
customers, Revenue Cap per Customer model provides a fair and
transparent regulatory framework that allows the Company to
maintain a safe and reliable distribution system, satisfyomest
service quality levels, and continue to attach new customers. Th
formula based distribution revenue requirement methodology
combined with cost of service treatment of pass-through items (Y
factors) and an earnings sharing mechanism adopts the best aspects
of both cost of service and incentive based regulation.” (nos

soulignés)

Questions:

7.1

7.2

7.3

Si, de l'aveu méme de Gazifere, I'actuel mécanisme incitdibpte les
meilleures pratiques des modéles du col(t de service et des méEsnis
incitatifs, comment Mme McShane peut-elle arriver a conclure lgue
mécanisme incitatif de Gazifere est plus risqué qu’'un modéleoau de
service.

Est-ce que Mme McShane considére que des éléments de colts hors du
contrble de Gazifere font partie des éléments qui ne sont passsautes
facteurs exogénes. Si oui, veuillez indiquer lesquels et lescimpatentiels

de ces éléments sur le colt de service de Gazifere.

Veuillez soumettre tout élément analysé, étudié ou consulté queréaime
McShane a soumettre son avis a I'effet que le mécanismatihdeé Gazifere
est plus risqué qu’une situation de colt de service.



Demande #8
Référence: Preuve de Kathleen C. McShane, page 28.
Préambule:

“In summary, Gazifere is a very small gas utility, with Heg exposure to a single
resource-based industry than most of the major Canadian gas distriAI@® Gas,
Enbridge Gas, Terasen Gas, and Union Gas), and operating in an environment
characterized by significant competition with alternative sesi@f energy, particularly
electricity. With regard to the latter, only two of the fiveyjor gas distributors (Gaz
Métro and Terasen Gas) face material competitive pressiihe alternative energy
sources in their core (residential and commercial marketsjféGafaces higher business
risks relative to the major Canadian gas distribution uslitrehich translate into a higher
required common equity ratio and/or a higher common equity return.”

Questions:

8.1 Veuillez confirmer que lorsque Mme McShane parle d’'une exposition a un
secteur industriel limité a un seul type de production, elle cameside
uniguement le secteur des pates et papiers.

8.2  Veuillez préciser le secteur d’activité de chaque client imglste Gazifere
depuis 2005. Selon notre compréhension, il y aurait eu entre 11 eedf3 cli
industriels dans la franchise de Gazifere depuis 2005.

8.3 Veuillez indiquer les volumes consommés et les revenus gépéresa
clientéle industrielle de 2006 a 2009, en séparant la clientedeataur des
pates et papiers du reste de la clientéle industrielle.

8.4  Veuillez indiquer si Mme McShane a effectué une analyse éhiffiu poids
de la clientele industrielle entre les différents distributearsadiens. Si oui,
veuillez déposer les données utilisées pour émettre votre opinion tsur ce
elément de risque.



Demande de modifier les tarifs de Gazifére a compter duf'ljanvier 2011
R-3724-2010 Phase 2
DR. BOOTH’'S INFORMATION REQUESTS #1 ON GAZIFERE'S EVIDENCE
May 11, 2010

Information requests of Gazifere
IR #1

a) Please indicate whether in Gazifere’s 1998 evidence the conmeguested an
automatic ROE adjustment mechanism and whether it recommended a 75%
adjustment to forecast long Canada bond yields (please inclugamekections of
the evidence).

b) Please provide the allowed and earned return on common equity (BO&34ifere
for each year since Decision D-99-09 when it was placed on an alt@ujaistment
mechanism. The actual ROE should be before and after the impaanhyof
performance based regulation (PBR) and sharing mechanisms.

c) Please discuss in detail the variation of actual from alldR@& noted in (a) above
both before and after any PBR adjustments, particularly for amiatibns greater
than 1%.

d) Please discuss any trend noted in a) over time and whether iie@azjudgment it
has become more or less difficult for the company to earn its allowed ROE.

IR#2

a) Please provide copies of all security analyst reports thaustisGazifere since
January 1999.

b) Please provide copies of all presentation materials provided to RBRSny other
rating agency that significantly discuss Gazifere’s busineksand its impact on its
parent’s bond rating.

C) Please provide copies of any credit analyst reports that disGazsfere’s
contribution to its parent’s bond rating since 1999.

d) Please provide copies of all material change reports or othegsfithat Gazifere’s
parent has filed with any securities regulators indicating tina business risk of
Gazifere has changed since 1999.



Dr. Booth’s Information Requests #1
Gazifere 2010

Page 2
IR#3

a) Please provide a breakdown of the $ revenues of Gazifere toioé#we three major
customer classes, that is, residential, commercial and industrial since 1999.

b) Please discuss any significant changes in the customer breakdown in a) above.

C) Please indicate the concentration of the industrial load in termsagfr users and
whether any customer has reduced their demands on Gazifere spkidically
citing their desire to use lower cost alternative fuels.

d) Please provide a cost comparison of natural gas against theatt@joative fuels for
Gazifere’s industrial, commercial and residential customersofa the time of
Gazifere’s 1998 evidence and now.

IR#4

a) Please indicate the breakdown of the average rate for each custassein terms of
a fixed demand charge and a variable charge based on use, for 1999 and currently.

b) Please discuss any significant changes in the rate desigmy<&azifere since 1999
and provide an explanation for the change.

C) Please provide a table with the depreciation rate for the magses of assets as well
as the composite depreciation rate used each year since 19%%e Ptevide an
explanation for any changes in the depreciation rate used.

d) Please indicate the last time Gazifere filed a depreaiasiudy and whether its
recommendations were adopted by the Regie.

IR#5
a) Please provide for each year since 1999 the following aggregate data fieréazi

a) Net rate base;

b) Aggregate gross additions to the net rate base each year,;

C) Common equity for ratemaking purposes;

d) Debt for ratemaking purposes divided into funded and non-funded
debt;

e) The allowed ROE;

f) Actual interest charges, corporate income taxes and net income;

0) The interest coverage ratio as would be calculated by DBRS if

different from that calculated from the data in e) above,;



Dr. Booth’s Information Requests #1
Gazifere 2010

Page 3
b) Please indicate how Gazifere raises its debt and how the eetbéddrest cost is
estimated for ratemaking purposes.
C) Please discuss any problems Gazifere has experienced in raisingstapéd 999.
d) Please discuss any material factor that has changedef@ézibusiness risk since
19997
IR#6
a) Please discuss the impact of the financial crisis of 2008/9 oife@Gaz ability to
raise capital.
b) Please discuss the impact of the financial crisis of 2008/9arnfere’s parent
company’s ability to raise capital.
C) Please discuss any instance during the financial crisis veh@anadian utility was

unable to raise capital on fair and reasonable terms.



Dr. Booth’s Information Requests #1
Gazifere 2010
Page 4

Information requests of Gazifere’s expert financial withess Ms.Hdo8&

IR#7

a) In her evidence in 1998 Ms. McShane recommended an ROE adjustmenhismcha
that varied by 75% of the change in the forecast long termdaaoand yield. She
further provided an upper limit to the use of the adjustment mexrharwhen long
Canada yields reached 10%, but no lower limit:

a) Please explain why Ms. McShane now recommends a 50% adjustment
to forecast long Canada bond yield changes;
b) Please explain why she would change her 1999 recommendation given

that the forecast long Canada bond yield is only marginally be&yw
forecast in 1999 and why she had no lower limit in 19987

b) In 1998 Ms. McShane states that the equity risk premium is “stablehg Canada
bond yields below 6%, so that the fair ROE adjusts 1 to 1 with chamgjes forecast
long Canada vyield provided the equity risk premium test were murifig ‘reliable.”
What has caused Ms. McShane to believe that the equity riskymetest is not
reliable at the current point in time, ie., Summer 2010?

C) In 1998 Ms. McShane changed her 1 : 1 ROE adjustment conclusionf@ratast
long Canada bond yield changes) by weighting her comparable gsatastimony at
25%. Please indicate the Regie’s conclusions in 1999 with regard. tMdBhane’s
comparable earnings testimony.

d) Further to c) above please indicate any regulatory board thaplaesd explicit
weight on comparable earnings testimony since 1999 and provide retl@sibn
extracts.

e) Please discuss in detail why Ms. McShane has not provided compeaeahlags
testimony in her current evidence when she has done so in other recent gestimon

f) In her 1998 testimony Ms. McShane pointed out that the use of auwtoR@E
adjustment formulae in Canada had created a “wide divergenceédret@anadian
and US allowed utility allowed ROEs. Please confirm that sSheéexcommended the
use of a 75% adjustment formula and that the current divergenceebety®& and
Canadian utility allowed ROEs was entirely predictable in 1988ngihat she did not
place a lower bound on the use of an ROE adjustment mechanism.

IR#8

a) Please indicate what reviews of formula based ROE adjustmechamism Ms.
McShane has participated in since 1998, prior to the recent financial crisis of 2008/9.



Dr. Booth’s Information Requests #1
Gazifere 2010
Page 5

b) Please discuss the results of the reviews of the ROE adjptstmeehanism discussed
in a) above.

C) Please indicate whether Ms. McShane was a participant in lihertd (AEUB)
generic hearing that introduced an automatic ROE adjustment niwthan 2003
and what her recommendations were.

d) Please indicate what the AEUB decision in the generic hearimy above was in
terms of a fair ROE.

e) Please confirm that Ms. McShane participated in an Ontario PGeeaeration
hearing where the OEB confirmed the use of its ROE adjustmeahanism and
formula in a decision dated November 3, 2008.

f) Please indicate the ROE adjustment formulae in use as ofribec&1, 2008 by: the
National Energy Board, the Ontario Energy Board, the Albertagyremd Utilities
Board, the BC Utilities Commission, the Manitoba PUB, the &egi L’energie, the
Board of Commissioners of Newfoundland and Labrador.

Q) Ms. McShane states that if the Regie’s ROE formula weraeapm February 2010
to Gazifere the ROE would be 9.07%, please indicate the ROEs dllowehe
formulae referenced in f) above on the same date.

IR#9

a) In her discussion of the graph on page 8, Ms McShane blames the u$2Eof R
adjustment mechanisms for the “significant gap” between alloweBlsR® the US
and Canada, please confirm that the Alberta EUB only introduced anf&t@Hla
effective 2004, so any difference in the allowed ROEs for Albgrlities and those
in the US could not be caused by the use of an ROE formula.

b) Further to a) above please confirm that the “significant gapivdest US and
Canadian allowed ROEs occurred between 1995 and 1999 and thereafter the
difference has been relatively constant. If not why not and provide sttstipport.

C) Please confirm that ROE adjustment mechanisms have beenmrahias providing
fair and reasonable ROEs by the NEB, OEB, BCUC, Alberta EU8,Board of
Commissioners of Newfoundland and Labrador and the Regie itself swewafter
1999 so the “significant gap” referred to was not caused by @E Rdjustment
formulae, but the actions of regulators in determining that the faeruiovided fair
and reasonable ROEs. If not please explain in detail why not.



Dr. Booth’s Information Requests #1
Gazifere 2010

Page 6
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9)

IR#10

b)

d)

IR#11

In Ms. McShane’s judgement did regulators conduct a thorough refigveir ROE
adjustment formulae when they were confirmed as generatingridi reasonable
returns by the NEB, OEB, AEUB, BCUC, the Board of Commiss®nef
Newfoundland and Labrador and the Regie after 1999 and before the reaantai
crisis.

In Ms McShane;s judgement were any of the reviews of the R@Estment
mechanisms carried out in 2009 the result of factors other thiaer eit required
review (AUC) or the impact of the financial crisis. If the answeess, please provide
evidence to support the claim.

Please confirm that apart from the 2001 CIBC report which was fariorany ROE
reviews the only report referred to which was not during the finhogsis is that by
Karen Taylor of BMO in 2006.

Please confirm that the Karen Taylor referred to in g) above appointed as a
special assistant to the chair of the OEB and participated ite¢heical conference
that was prior to the OEB report and decision referred to on page 14.

Please confirm that the basic theory of regulation is thédrass possible regulation
should generate the same minimum average cost results of perfgaietion. If not
why not.

Please confirm that if a ‘stand alone’ utility is of such alémize that it would not
exist in a competitive market that its costs should not be passedratepayers. If
not please indicate any economic theory that justifies the idgaedgulation should
protect utilities that are of an inefficient scale

Further to b) above, please confirm that the qualification to Mshisit&s definition
of stand-alone on page 18 is that the utility be of a sufficieale gbat it could exist
as an independent entity. If not please explain in detail why not.

Please confirm that scale or size is a factor in bond raingsfinancial market
access. If not please indicate any references in bond ratingsrépet states that size
is not a factor in their assessment of the utility’s business risk and.rating

In her discussion of the business risk of Gazifere Ms. McShanesdex the value of
diversification and the fact that negative events are likehate@ a greater impact on
its earnings. Please indicate any negative events that haetedfi@azifere since
1998 that are not captured by a deferral mechanism.
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d)

f)

IR#12

b)

Further to a) above please indicate what negative events Mdfiade&an think of
which might affect Gazifere and which would not lead to a hednéfgre the Regie
to consider how they should be treated.

Please confirm in their rating procedures for gas and electiitest Moody’s
weights diversification as the least of the four basic groups of factors thalkst &t.

Please confirm that if Gazifere were an independent compamguild have shares
traded on a stock exchange and investors could then diversify thesbyris&ling
its shares within a diversified portfolio. If not please explain in detail why not

Please confirm that Gazifere is a part of a large Canadian utilitynigoddimpany and
indicate the overall corporate structure and the diversification which itvashie

Please confirm that FortisBC referred to on page 24 is notdapendent company
but part of a large Canadian utility holding company.

In her statement on the CAPM (page 31) Ms. McShane states (#&)dlagiplication
of the CAPM proceeds on an assumption which is directly contradigtednb
assumption underlying the model, which is that the risk free satadorrelated with
the market return. Please confirm that Ms. McShane is assunaitthé risk free rate
is a short term treasury bill rate or the expected returth@rzero beta portfolio. If
not please provide any and all references to the literature for this assumpti

Please confirm that neither Ms. McShane nor most expert finandi@esses in
Canada nor any regulatory board in Canada bases a fair m@iuen short term
treasury bill yield. If she cannot so confirm please provide eatss to board
decisions or other expert testimony which has been based on that trgasury bill
yield

Please confirm that most expert testimony and all Canadian blearsions have
been based on a forecast of the long Canada bond yield and that satthia yot
risk free since it bears both interest rate and inflation riskotl please discuss in
detail.
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IR#13

b)

IR#14

Please confirm that her assumption that the application of the CisBMIs in fair
return estimates that “move in tandem” with the risk free raiesreh the assumption
that the estimator does not adjust their estimate of the market risk premium.

Further to d) above please provide any and all evidence that Ms. Me&haware of
that indicates that in the application of the CAPM expert finandgit@messes do not
adjust their estimate of the market risk premium as a fohwstimate when applying
the CAPM.

Finally, can Ms. McShane confirm that in her use of the CAPM she use&yaltrig)
Canada bond vyield forecast of 4.7% as the risk free rate and thatanket risk
premium estimate is not the same as she used in 19987 Astaiheshhs not made
the error that she ascribes to the application of the CAPM?iif Ber use of the
CAPM is in error please explain the extent of the error.

In her discussion of the market risk premium on page 37 Ms. MeSétates that
investorsshould take into account US experience, please explain in detail midyst
the case? Is this a normative statement based on economic thétsy cShane’s
judgment? If it is based on financial theory please discuss il ttetaassumptions
she is making to take an interest rate, fair return or maietpremium from one
country to apply to another without making any adjustments.

On page 35 Ms. McShane states that “an equity invebtarld (her bold) require” is
this a different type of “should” to that in a) above?

On page 40 Ms. McShane estimates the historic Canadian mark@remsium at
1.1%-1.5% less than that in the US. How much of this difference would Ms
McShane ascribe to the following factors:

a) The tax preferences for Canadians to hold equities as discussed on
page 38, that is, the foreign property restriction and the dividend tax
credit;

b) The role of the US $ as the world’s reserve currency and hence lowe
returns on the US long treasury bond;

C) The higher returns earned on US securities in terms of the well
documented survivor bias;

d) The higher risk nature of the US economy and securities markets.
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d)
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In her discussion of the earned equity market returns on page 41, gdedise that
these are nominal (ie., actual) returns and she is using thenfoascast of future
nominal returns to estimate the market risk premium.

Is it Ms. McShane’s view that investors ignore the expectedofaieflation when
determining their fair (hnominal) rate of return, that is, thpeeted equity return was
the same when inflation was over 10% in the 1970s as it is now wheralout
2.0%? if this is her judgement please provide any citations tadigsatheory that
indicate that the expected rate of inflation has no impact on eoplider’'s required
or fair nominal rate of return.

In discussing the decline in the long Canada bond yield on page Bb&hane
indicates that the expected rate of inflation is one factoridmicaused this nominal
yield or expected rate of return to decline. Please provideerefes to the literature
that confirm that expected rates of return on bonds incorporate actekpeflation
rate.

Please indicate why Ms. McShane believes that bond investors inderpmra
expected rate of inflation into their expected nominal rate tofmeon long Canada
bonds and yet equity investors do not? Please indicate by refeoetiee literature
why Ms. McShane believes that equity investors behave differently to bond isvestor

If. Ms. McShane does believe that equity and bond investors behave diffeviht
respect to inflation, please discuss in detail why they coultsttraact differently in
terms of risk perception and why as a result yields on corporatecdaeld behave
differently from expected returns on equities during a financial crisis?

Can Ms. McShane please confirm that when the required rate of @tua bond
goes up its price falls, that is, that bond prices and interest rates arelynredeged.

Can Ms. McShane confirm that when expected inflation persisterdigased until
1981 the expected return on long Canada bonds (yield) went up causingalodses
lower realised returns on long Canada bond portfolios? If not why not.

Conversely can Ms. McShane confirm that when inflation came down do di
expected returns and yields on long Canada bonds causing very higkdregtiisns
on long Canada bond portfolios? If not why not.
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IR#16

b)

d)

Please confirm that if equity holders behaved the same waynas Hmders then
higher expected inflation would similarly caused higher expeca¢es of return
causing prices to drop and resulting in lower realised equity returns. lhyatot.

Can Ms. McShane confirm that the statement on page 42 that “theiveegat
relationship between the achieved real equity returns and inflationndbestiggest
that the expected nominal equity rates of return should be ldwaer the historic
nominal returns as a result of lower expected inflation,” igntrssbasic fact that
when inflation increases and expected nominal equity returns go up ctiiexeal or
realised returns go down. If not please explain in detail whgithple application of
financial theory as in a)-d) above does not fully explain actys¢menced returns in
Canada and confirm that nominal equity returns do in fact go up wijikcted
inflation?

On page 43-44 Ms. McShane uses the ratio of standard deviations eesarenof
risk. Recognizing that from her resume she is a Charterahéial Analyst (CFA),
can she reference one paper on the CFA syllabus that inditateshis is an
appropriate measure of risk?

Can Ms. McShane confirm then when securities have less than memfextation the
standard deviation of the portfolio is generally less than thathefindividual
securities? If not please explain in detail why not.

Can Ms. McShane confirm that 7 of the TSX sub-indexes in her Schécwee
higher average standard deviations than the TSX index, one baglwallsame
(consumer discretionary) and only the consumer staples and utiéies smaller
standard deviations? Can she also confirm that this is whatowll expect from
portfolio diversification; that the overall market is less yiskan most of the
constituents?

Can Ms. McShane confirm that her approach of using relatinelatd deviations as
a risk measure would indicate that the expected return on 7 diSfKesub indexes
would then be higher than that of the market as a whole? If not why not.

Since the market is simply the weighted average of all theirglgxes can Ms.
McShane explain how the weighted average of the expected retonmghese sub
indexes (7 of which are riskier than the market, one the same gntivonlower) can
also arithmetically be the expected market return? Thators.example, if two
securities are both riskier than the portfolio and their expectachseare 10% and
12%, how can the simple average of these two of 11% also begbetex return on
the portfolio, which is lower risk than either of them?
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b)

d)

b)

Further to e) above If the expected return on the market is taerthat of 7 of the
sub indexes, equal to one, and higher than the two low risk sub indexasg ple
indicate how much lower the expected return on the two low risk sukeisdhave to

be in order for the arithmetic to add up. Please provide a gpexdmple calculation

to support her hypothesis.

On page 48 Ms. McShane notes that utilities’ Bloomberg betasgirer than “raw”
beats. Please confirm that this is always the case when ymagavbe betas of low
risk securities with the overall market average of 1.0. If not pleaseiexygig not

Please indicate any and all Canadian regulators that haveitbkplocepted the use
of Bloomberg or other mechanically adjusted betas that avdragectual (raw) beta
with 1.0.

Since Ms. McShane thinks US data is relevant to Canadian stiitease provide
similar beta estimates to those in Table 7 for Canadian egilithere the market
return is that on the S&P500 both with and without an adjustment for the obthe
C$.

In Ms. Shane’s judgement which is the better relative rislessment for Canadian
utilities: their risk relative to the Canadian market; retatto the US market or
relative to the world market. Please support her recommendatiotheitippropriate
beta coefficients and estimate of the overall market risk premium.

Please confirm that Value Line also mechanically adjugtsabbetas with the overall
market beta of 1.0.

Please confirm that when Ms. McShane says “US regulated cosspe reasonable
proxies for estimating the cost of equity for a benchmark Canadisrdigtribution
utility” (page 50) what she really means is that they arepeproxies since she uses
the estimates without making any adjustments. If not pleaseiexyh@re she makes
adjustments in going from her US DCF estimates to her Canadian recommendations

Please indicate all studies she has done to confirm that h@rdxs are perfect
substitutes for Gazifere or provide references to any decitahfiave accepted the
use of US DCF estimates for a Canadian utility without making any adjustments.

Please indicate any and all studies Ms. McShane has done to ctivdtrthe cost of
capital is currently the same in Canada as it is in theRlE&ase indicate whether the
following variables are currently identical between the US and Canada:

a) Prime rate
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d)

IR#19

b)

IR#20

b)

b) Long US treasury yield and long Canada yield

C) The return on the real return bond in Canada and treasury indexed

securities in the US
d) The federal deficit as a % of GDP in the US and Canada
e) The long run “break-even inflation rate (BEIR) in the US and Canada

f) The dividend vyield on the S&P500 versus the TSX composite in

Canada
Please indicate whether in Ms. McShane’s judgment the ratingciagefMoody’s
and S&P) judge the risk of US and Canadian utilities to be idenincphrticular the
regulatory protection afforded utilities in both countries.

On page 54 Ms. McShane begins her discussion of historic utg#kypremia in the
US and Canada. Please confirm that these risk premia by aefirefiect the historic
risk that investors have been exposed to over this period.

Please indicate how Ms. McShane has adjusted for the followingti@tkiin risk
that have resulted from regulatory actions:

a) Introduction of forward test years;

b) The use forward averaging of the rate base;

C) The introduction of purchased gas variance accounts;

d) The removal of the merchant function

e) The removal of non-core monopoly services such as water heater

rentals from the rate base;
f) Rate rebalancing when customer mix change;
0) The movement to fixed cost rate structures from variable rates
h) The introduction of performance based regulation

Conversely is it Ms. McShane’s judgement that none of the faictdrsabove have
reduced the risk of regulated utility operations in Canada. latisever is that in her
judgement they have reduced risk, to what extent should her averéerisk
premium estimate of 4.5% be lowered as an estimate of the cunreiorward
estimate of utility risk that reflects this risk reduction?

On page 54 Ms. McShane discusses her DCF estimates based oritldS atid
indicates that they are based on IBES analyst growth foreaadtsa sustainable
growth estimate. Please indicate any and all evidence thaMiBhane is aware of
that indicates that analyst growth forecasts are unbiaseda#ss$i of future growth
rates.

In Schedule 16 Ms. McShane indicates that the average forecash gede/ffor her
US utilities is 5.9%. Please confirm that this is an infinitewgh rate and that it



Dr. Booth’s Information Requests #1
Gazifere 2010

Page 13

IR#21

b)

IR#22

IR#23

exceeds the forecast growth rate for the US economy. PleaBemcdimat if her
estimates are correct eventually the entire US econonhyavikist of utilities, since
they are forecast to grow more rapidly forever than the US economy.

With her three stage growth model Ms. McShane assumes thatutigsss will
grow at the average growth rate of US GDP of 5.0%, please praVictatistical
work that supports this assumption. In particular please provide thengsamper
share, book value per share, dividend per share and net rate basegtorsrah of
the utilities in her US proxy sample back to 1990 and the annual gratetin each.
Then please estimate a regression of the annual growth ratehiokthese variables
against the annual growth rate of US GDP and report the size obéfffecients and
the significance of the estimates.

On page 59 Ms. McShane estimates financing costs by targetingrket to book
value of 1.05-1.10. Please justify the choice of 1.05-1.1.

For all the US utilities in her US proxy group please providariaeket to book ratio
for each year back to 1990.

On page 61 Ms. McShane estimates that a stand-alone Gazdele rate a BBB
debt rating. Is this Ms. McShane’s estimate of Gaziferesgeis rating or what an
issue of secured debt by the company would rate? Please be specific.

Can Ms. McShane indicate whether in her judgement size is a factor in a bond rating?

Can Ms. McShane provide the net rate base and revenues for eiighnutier US
BBB sample in Schedule 22 and the same data for Gazifere.

In terms of the Ibbotson small cap premium can Ms. McShane cotfifatthis is for
small cap stocks that are traded in the stock market, ratmesitinal firms per se that
are part of larger firms. If the answer is yes, can Ms. Mo8 confirm that small
publicly traded firms do not have the same characteristics asioaisiof publicly
traded firms. If the answer is no, please indicate any andudies she has done to
show that small publicly traded firms in the Ibbotson small camioira work have
the same characteristics as Gazifere.

On pages 66 on Ms. McShane discusses her alternative ROE adjusinbanism,
can she confirm that the yield spread should average out over thedsusycle. That
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b)

d)

9)

h)

is, the yield spread increases during recessions and fallgdedoveries, but that
absent a huge aberrant shock, such as the financial crisis of 2008/9% @wér
business cycle, all else constant the differences from thegavspaead should equal
zero.

Further to a) above can Ms. McShane confirm that adding the ctepoetd spread
to the ROE adjustment formula simply injects volatility ane ittock into the ROE
adjustment formula without changing its value over the full business cycle.

Can Ms. McShane confirm that her suggested 50% adjustmentrigeshim the long
Canada bond yield was rejected by the NEB in 1993 when they artivbd @5%
adjustment for their multi-pipeline formula?

Can MS. McShane confirm that the NEB reviewed and confirmeddt fermula in
a 2001 TransCanada Mainline hearing and then refused to hear ROE evidenc
2004 hearing?

Can Ms. McShane redo her Schedule 28 using the start dates ¥%thadjustment
to changes in the long Canada yield as 2001 and 2004 since on these ddteR the
considered their ROE adjustment formula as delivering fair and reasé®t@ae

Can Ms. McShane confirm that with a 50% adjustment to both changhe iong
Canada bond vyield and A spreads her formula collapses to a 50% a&afjustm
changes in the A bond yield?

Can Ms. McShane confirm that the corporate bond yield is a promiskeldand not
an expected rate of return and explain what she understands as a promised yield?

Can Ms. McShane confirm that promised yields are driven by naaters than the
risk premium, for example changes in liquidity and periodic fligatquality? If not
why not.

Can Ms. McShane indicate how the Regie can extract a chaageskpremium that
might exist in a bond spread from a change in other factats & liquidity? If she
can’t, can she indicate whether in her judgement liquidity in the b@mrélet changes
lock step with liquidity changes in the equity market?
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