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2 Structure Cost Fee Total

3 Debt

4 Funded 86.14% 7.28% 6271%

5 Pre-funded (26.14%)

6 Deemed 60.00% 0.5% 0.300%

7 Equity

8 Funded ~12A4% 8.75% 1.062%

9 Guaranteed t~ f 47%

10 Empi.Benefits 1.72% 0% 0%

11 Deemed 40.00%

12 Total RateBase 100.00% 8.017%

13

14 Theabovecalculationindicatesthatthetargetreturnon ratebase(excludingRural

15 Iiiter~onnected& IsolatedAssets)for Hydro in thefuture shouldbelimitedto the levelof

16 8.017%~ Suchareturnon ratebasewouldprovidean interestcoverageratio of 1.28

17 [=(8;011%16.271%]excludingthe guaranteefees. Thelevel of returnon ratebase

18 proposedby Hydro is 8.322%andexceedsthe aboveestimatedrequiredreturnon rate

19 base.Themainreasonforthedifferenceis theproposedreturnon equitywhich, when

20 combinedwith the existing100basispointprovincial guaranteefee,resultsin areturnon

21 ratebasewhichis excessive.If therecommended8.017%returnon ratebaseis awarded,

22 thereturnwould providefor fair compensationto theProvincebasedon marketinvestor

23 requirementsfor riskscomparableto that of Hydro.

24

15



premiumtestandthe resultsoftheutility sample.My conclusionis that therisk

premiumwhichwould reflectthecostofequity to Hydroregulatedoperationsis in the

rangeof2.00%to 3.25%beforeconsiderationofmarketpressureand2.50%to 3.75%

with a50 basispoint allowance.

Given that thecurrentyield on 30 yearCanadabondsis 5~’26%, I would recommendthat

Hydro beallowedareturnon equity in therangeof8.50%and9.00%on adeemed

equitycomponentof40%.As discussedabove,this level ofequityreturnwould imply

thatatarget returnon ratebase(~xc1udli Ru#~tiite’i~&ijiii~cfed’& ~so1af&lAssets)of

8.0117%would beappropriateoverthemediumterm.(This targetreturnon ratebase

includesaprovision for thedebtguaranteefeepaidto theProvince.)

Doesthiscompleteyouwrittentestimony?

Yes.
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