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1 (9:03am.) 1 know.

2 CHAIRMAN: 2 DR. VANDER WEIDE:

3 Q. Undertakings, okay. 3 A. |think so.

4 MR.HAYES: 4 KELLY, Q.C.

5 Q. Yes, good morning, Mr. Chair. We have four 5 Q. Thank you, Mr. Chairman. Dr. Vander Weide,
6 undertakingsto filetoday. Thefirst two 6 you prepared areport in this matter which is

7 were prepared by Ms. McShane. Undertaking No. 7 found in Volume 3 of the company’s material.

8 2, asit cameup in thelist, is an update of 8 Do you adopt that written evidence as your

9 Ms. McShane's Table 8to include data for 9 testimony in this matter?
10 January 2013, and that’ s filed this morning. 10 DR. VANDER WEIDE:
11 Undertaking No. 4, I'll just give you the 11 A. Yes | do.
12 referenceto that. It'sthetranscript of 12 KELLY, Q.C.:
13 January 14th at page 99. Undertaking No. 4 13 Q. Arethere any changeswhich you wish to make?
14 from the transcript of January 14th at page 14 DR.VANDER WEIDE:
15 179 to provide the average risk premium when 15  A. No, there are not.
16 treasury yields were below four percent, 16 KELLY,QC:
17 outside the period from September 2008 to 17 Q. Thank you. If | take you over to page five of
18 March 2009. That’sfiled. 18 that report, we'll just have a quick review of
19 Undertaking No. 8 is with respect to the 19 your quaifications. | understand that you
20 renegotiation of the Company’s revolving 20 are currently aresearch professor of finance
21 credit facility and the material adverse 21 and economicsat Duke University of Fugua
22 change clause that was removed from the 22 School of Business, if | pronounced that
23 agreement at one point, and that’ s filed. 23 correctly?
24 And aswell, Undertaking No. 10 from the 24 DR.VANDER WEIDE:
25 transcript of January 15th, page 153, to 25 A. Fuqua

Page 2 Page 4

1 provide the most recent presentation of 1 KELLY,Q.C.:

2 Newfoundland Power given to DBRSand Moody’s 2 Q. Fugua. You'realsothe president of Financia
3 in 2011, and those are filed this morning. 3 Strategy Associates, a firm that provides

4 That'sit, Mr. Chair. 4 strategic and financial consulting services?

5 CHAIRMAN: 5 DR. VANDER WEIDE:

6 Q. Okay. Now, you haveto be sworn, sir. 6 A. Yes, that'scorrect.

7 KELLY,Q.C. 7 KELLY, Q.C.:

8 Q. Thank you, Mr. Chair. The next witnessis Dr. 8 Q. And you have a PhD in finance from
9 James Vander Weide. 9 Northwestern University. You've been a
10 DR. JAMESVANDER WEIDE, SWORN 10 professor, and now research professor, at
11 KELLY, Q.C: 11 Duke. You'vepublished extensively in the
12 Q. Thank you, Mr. Chairman. 12 areas of finance and economicsand taught
13 CHAIRMAN: 13 courses at Duke for approximately 35 years?
14 Q. | have toaskyou first theorigin of your 14 DR.VANDER WEIDE:

15 name. Isit Dutch or German, or is therea 15 A. Yes

16 difference? 16 KELLY, Q.C.:

17 DR.VANDER WEIDE: 17 Q. And | understand you have an extensive
18 A. It'sDutch. 18 experience with us utilities and Us

19 CHAIRMAN: 19 regulation, aswell asin Canada. I'll ded
20 Q. Dutch, okay. 20 with the Canadian testimony first. |
21 DR.VANDER WEIDE: 21 understand you’ ve appeared before the National
22 A. | came fromatown which was most entirely 22 Energy Board, the Ontario Energy Board, the BC
23 Dutch in the midwest. 23 Utilities Commission, the Alberta Utilities
24 CHAIRMAN: 24 Commission and the CRTC?
25 Q. Okay. Very industrious people, the Dutch, you 25 DR. VANDER WEIDE:
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1 A. Yes, that's correct. 1 DR. VANDER WEIDE:
2 KELLY, Q.C. 2 A Wadl, | used two groups because there are
3 Q. Okay. And I'mcertainly not goingto go 3 advantages and disadvantages of both groups.
4 through all of the United States ones, but | 4 The advantage of the BMO cM basket of
5 understand you've appeared in amost 400 5 utilitiesisthat it includesonly utilities
6 hearings in North Americain total, including 6 that have extensive involvement in regulated
7 43 Statesin the United States of America? 7 utility operations. The disadvantage is that
8 DR. VANDER WEIDE: 8 data for those companies are not available for
9 A. That'scorrect. 9 as long of aperiod as for the S&P/TsSX
10 KELLY,Q.C: 10 utilities. The primary disadvantage of the
11 Q. Andthe Federal Energy Regulatory Commission 11 S& P/Tsx tilities isthat it includes only
12 Or FERC? 12 several companies, approximately three, that
13 DR. VANDER WEIDE: 13 have extensive proportion of their assets
14 A. Yes. 14 devoted to regulated utility services.
15 KELLY, Q.C: 15 Although they’'recalled utility and power
16 Q. And other non-energy related entities as well? 16 companies, most of them are unregulated power
17 DR.VANDER WEIDE: 17 companies. The only advantage isthat datais
18 A. Yes, that'scorrect. 18 availablefor a longer period of time for
19 KELLY,Q.C: 19 those companies.
20 Q. Okay. Now with that by way of introduction, 20 KELLY, Q.C.:
21 during the course of this we'll discuss a 21 Q. Okay. Now youindicated you used two groups
22 number of topics. | want you to address your 22 of usuutilitiesaswell. Why do you use two
23 comparable risk utilities, the cost of equity 23 groups of us utilities?
24 methods and results that you use and then as 24 DR.VANDER WEIDE:
25 we get further along, I’ll get you to give us 25 A. lusetwo groupsof usutilitiesfor several
Page 6 Page 8
1 some comments on Dr. Booth' s testimony and Mr. 1 reasons. First, | don't really think there's
2 MacDonad's testimony, the reports that 2 achoice but to look at us utilities because
3 they’vefiled. Soif we start with comparable 3 even the BMO cM basket of Canadian utilities
4 utilities, how do you analyze Newfoundiand 4 includes only two companies that have over 80
5 Power’s cost of equity? 5 percent of their assets devoted to regulated
6 DR.VANDER WEIDE: 6 utility service, and so we would really only
7  A. | analyze Newfoundland Power’s cost of equity 7 have a sample of two companies that are
8 by applying several cost of equity methods to 8 primarily regulated utilities. For the us
9 several groups of comparable risk companies. 9 companies, there' savery much larger sample
10 I then evaluate the results of each of these 10 of companies with over 80 percent of their
11 methods to obtain a recommended cost of equity 11 assets devoted to regulated utility service
12 for Newfoundland Power. 12 and when | say companies, | mean publicly
13 KELLY, Q.C: 13 traded companies, because we need publicly
14 Q. Now inyour report, you consider two groups of 14 traded companies to estimate the cost of
15 Canadian utilities and two groups of us 15 equity. We aso, for the us tilities, can
16 utilities. What groups of Canadian utilities 16 obtain reasonable estimates of growth ratesto
17 do you use for your analysis? 17 use in estimating the cost of equity. Whereas
18 DR. VANDER WEIDE: 18 these data are not generaly available for
19  A. | used thefive Canadian utilitiesincluded in 19 Canadian utilities. And historical return
20 the BMO cM basket of Canadian utilitiesand | 20 datafor the usutilities are available for
21 used the ten utility and power companies 21 much longer period of time.
22 included in the S& P/Tsx utility index. 22 KELLY,Q.C.:
23 KELLY, Q.C. 23 Q. We'vehad afair bit of discussion inthis
24 Q. Okay. Why do you use two groups of Canadian 24 hearing already about business and financial
25 utilities? What's the benefit of that? 25 risks. Can you help the Board with
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1 understanding are there differences in 1 Why do you apply your cost of equity methods
2 business and financial risks between Canadian 2 to one or more groups of these comparable risk
3 and us utilities? 3 utilities rather than simply look at the
4 DR. VANDER WEIDE: 4 utility itself?
5 A. |l don'treadly believethere are, and let me 5 DR. VANDER WEIDE:
6 start out by saying that | don't really think 6 A. Well, each of the cost of equity methods, the
7 that it’'s easy to measure businessrisk. We 7 discounted cash flow, the risk premium and the
8 don’'t have a precise measure that we can say 8 capital asset pricing model, require estimates
9 thisis the measure of businessrisk. We can 9 of unknown quantities, such as Betas or growth
10 only look at it and evaluate it and get some 10 rates or risk premiums, that are essentially
11 approximate feel for it. But considering 11 uncertain. We can estimate them, but there's
12 that, | believe that they are comparablein 12 some uncertainty associated with those
13 risk, in businessrisk, because they rely on 13 estimates. If you estimate the cost of equity
14 similar technologies to transmit and deliver 14 for a single company or even avery small
15 electricity. They have very similar cost 15 group of companies, there's afairly wide
16 structures which involve a heavy proportion of 16 range around that cost of equity estimate.
17 fixed costs and a smaller proportion of 17 But if you use a larger sample of companies,
18 variable costs. They're regulated under 18 you can reduce the uncertainty around the cost
19 similar cost of service philosophies and 19 of equity estimate because unusualy high
20 they’'re based on a fair rate of return 20 results for one company can be offset by
21 principlesand the only magjor differenceis 21 unusually low results for another company and
22 that there’' s quite a difference in financial 22 you're essentially looking at the average of
23 risk between the Canadian and us utilitiesin 23 the comparable companies and you can have more
24 general. The Canadian utilities tend to have 24 confidence inthat average thelarger the
25 much lower equity ratios and higher debt 25 group.
Page 10 Page 12
1 ratios than the us utilities. 1(9:15am.)
2 KELLY, QC: 2 KELLY, QC:
3 Q. Sodo theCanadian utilities havea higher 3 Q. Okay. Now that explainswhy you don’t just
4 financial risk than the American utilities? 4 look at the utility alone. Can you takeit a
5 DR. VANDER WEIDE: 5 step further and explain why you then apply it
6 A. Yes, Canadian utilities generally have a 6 to several different groups of utilities?
7 higher financial risk and their business risk 7 DR. VANDER WEIDE:
8 is approximately the same. 8 A. Yes |applyit tosevera different groups
9 KELLY, Q.C: 9 of utilities because estimating risk also
10 Q. Okay. Isthere-- what about the average bond 10 involves uncertainty. Risk cannot be measured
11 ratings of the Canadian and Us groups that you 11 precisely. And so by looking at several
12 use, how do they compare? 12 groups of utilities, | can assess the impact
13 DR. VANDER WEIDE: 13 of different definitions of risk comparability
14 A. Wdl, the average bond rating for my larger 14 on the cost of equity estimates to see whether
15 group of us utilitiesis BBB+ and the average 15 it matters how we measure risk.
16 bond rating for my smaller group of us 16 KELLY, Q.C.
17 utilitiesisin the range BBB+to A-. For the 17 Q. Okay. Now let’ sturn next then to the methods
18 purpose of estimating the cost of equity, bond 18 that you used to do your analysis here. Would
19 ratings of BBB+ or A- are approximately the 19 you explain that to the Board, what methods
20 same. Equity investors don't redly 20 you used to estimate your cost of equity?
21 distinguish in terms of their required return 21 DR. VANDER WEIDE:
22 for companiesin that range of bond ratings, 22 A. Yes. | used three generally accepted cost of
23 in my opinion. 23 equity methods, the DCF or the discounted cash
24 KELLY,Q.C: 24 flow, the risk premium and the capital asset
25 Q. Okay. Sowe have these various groups then. 25 pricing model. The bcF method is based on the
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1 assumption that the stock priceis equal to 1 don’'t -- I recommend not giving any weight to
2 the discounted value of the future cash flows 2 the results of the capwm.
3 that investors expect to receive from 3 KELLY,Q.C.:
4 investingin astock. Therisk premiumis 4 Q. Andyou explainthat further tothe Board?
5 based on the premise that the required return 5 What' s your evidence that cAPM underestimates
6 on equity is equal to the interest rate on a 6 the cost of equity for utilities?
7 bond, plus an additional risk premium required 7 DR. VANDER WEIDE:
8 to compensate the investor for the additional 8 A. Theevidencecan be described by looking at
9 risk of investing in stocks compared to bonds. 9 how the BETA component isestimated in the
10 And the capital asset pricing model assumes 10 CAPM. The BETA component isestimated by
11 that the required returnisequa to arisk 11 dividing the expected risk premium on the
12 freerate plus the product of a risk factor 12 utility or group of utilities by the expected
13 called BETA and the expected risk premium on 13 risk premium on the market asawhole. So
14 the market portfolio of all securities. 14 it'sthe expected risk premium on utilities
15 KELLY, Q.C: 15 compared to or divided by the risk premium on
16 Q. Okay. Now based on thenyour DCF, risk 16 the market as awhole.
17 premium and CAPM methods applied to your 17 Now although utilities are frequently
18 comparable risk companies, what was your 18 considered to be less risky than the market as
19 conclusion regarding your comparable risk 19 a whole, and | would agree with that, my
20 companies cost of equity? 20 evidence looking at historical datafor a
21 DR.VANDER WEIDE: 21 period from 30to 60 years of evidence on
22 A. Based on my application of the bcF, the Ex 22 expected risk -- on actually earned returns
23 Post risk premium and the Ex Ante Risk premium 23 and risk premiums on utility stocksin Canada
24 methodsto my proxy groups of utilities, | 24 compared to the S& P/Tsx composite indicates
25 conclude that my comparable utilities have a 25 that the actual earned risk premium over 30 to
Page 14 Page 16
1 cost of equity of 10.4 percent. | aso 1 60 years on Canadian utilities exceeds their
2 obtained acapm result in the range 8.05 to 2 actual or earned risk premium on the S& P/TsSX
3 9.3 percent. However, | give no weight to the 3 composite. To me, this suggests that either
4 results of the CAPM. 4 the S& P/Tsx composite is not a good measure of
5 KELLY, Q.C. 5 the market basket of all securities or we have
6 Q. Chris, canwejust go to page 45 and pull up 6 significantly underestimated the BETA and the
7 thetable inthe middle of that page? Dr. 7 BETA should be greater than one, which | don’t
8 Vander Weide, does that table summarize your 8 really hold to, or three, the capm just
9 conclusions with respect to bcF Ex Post Risk 9 doesn’t work for Canadian utilities.
10 premium and Ex Ante Risk premium and the 10 And with regard to usutilities, the
11 average? 11 model works better, but the average historical
12 DR. VANDER WEIDE: 12 ratio of the risk premium on utilitiesto the
13 A. Yes, it showsthat the range of my results was 13 risk premium on the market S& P 500 is alittle
14 from9.9to 11.1 and that the average result 14 over 90 percent, indicating that if you areto
15 was 10.4. 15 use the CAPM you ought to at least use a BETA
16 KELLY, Q.C.: 16 that’salot closer to one, in the range of a
17 Q. Okay. Now you said to the Board a few moments 17 .9, than aBETA of .5 or .6.
18 ago that you did a capital asset pricing model 18 KELLY, Q.C:
19 analysis but you didn’t put any weight on it. 19 Q. Andyou discuss indetail inyour report,
20 Could you explain to the Board why not? 20 beginning at page 30 and -- sorry, 39 and
21 DR.VANDER WEIDE: 21 running through to about page 45. When you
22 A. Yes. | present alot of evidencein my 22 did your capm calculation that you told us
23 testimony that the capPm significantly 23 about afew minutes ago, what BETA did you use
24 underestimates the cost of equity for 24 in that?
25 utilities and because of that evidence, | 25 DR. VANDER WEIDE:
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1 A. | talked about arange of 8.05 t0 9.3. That 1 and natural gas utilities. So, since the 45

2 was for us utilities. 2 percent is less than the 49 percent, |

3 KELLY,Q.C.: 3 assessed -- | concluded that it was a

4 Q. Okay. 4 reasonable equity ratio.

5 DR. VANDER WEIDE: 5 KELLY, Q.C.

6 A. Andbecause of theevidence that the CAPM 6 Q. Okay. So can you summarize the specific

7 doesn’'t apply to Canadian utilities, and for 7 recommendation that you are makingto the

8 the lower end of that range, | used at BETA of 8 Board in relation to Newfoundland Power’ s cost

9 .73 which isthe published BETA by ValueLine, 9 of equity?

10 and for the higher end of that range, | used a 10 DR. VANDER WEIDE:
11 BETA of .92 which was the historical risk 11  A. Yes. | recommend that Newfoundland Power be
12 premium on the utilities divided by the 12 allowed to earn areturn of 10.4 percent on an
13 historical risk premium on the market index. 13 equity ratio of 45 percent.
14 KELLY, Q.C. 14 KELLY,Q.C.
15 Q. Okay. And for the reasons you’ ve explained, 15 Q. Now I want to come back to Dr. Booth's report
16 you actually thenput no weight on that 16 for a few more moments. Oneof theissues
17 calculation? 17 that he raisesis whether usutility cost of
18 DR. VANDER WEIDE: 18 equity are reliable indicators of Canadian
19 A. That'scorrect. 19 utility cost of equity and he arguesthat in
20 KELLY, Q.C.: 20 his opinion us utilitiesare more risky than
21 Q. Okay. Now in Dr. Booth’'stestimony, herelies |21 Canadian. Can| get you to speak to that
22 on the cAPM to estimate Newfoundland Power’'s |22 issue?
23 cost of equity. Doesthe explanation that 23 DR. VANDER WEIDE:
24 you've given apply to hiscapm methodology as {24  A. Yes. Dr. Booth makes two points with regard
25 well? 25 to the us utilities. First, he saysthat, in
Page 18 Page 20

1 DR. VANDER WEIDE: 1 his opinion, usfinancial marketsin general

2 A. Yes, it does. Dr. Booth estimates 2 are more risky than Canadian financia

3 Newfoundland Power’s cost of equity as-- and 3 markets. Second, he says that Canadian

4 relies entirely on the cAPM to arrive at his 4 regulators provide greater regulatory

5 estimate and he uses a BETA of approximately 5 protection than usregulators. And then

6 .5 up to .6, and my studies indicate that over 6 third, he saysthat Canadian utilities are

7 the last 30 to 60 years, the actual historical 7 considerably lessrisky than us utilities.

8 risk premiums on the Canadian utilities are 8 KELLY,Q.C.:

9 greater than the historical risk premiumson 9 Q. Let'stake the financial market discussion
10 the S& P/Tsx composite suggesting that a -- 10 first. Have you examined the riskiness of the
11 that rather than being only half asrisky as 11 usfinancial markets compared to Canadian?
12 Dr. Booth assumes, the Canadian data indicates 12 DR. VANDER WEIDE:

13 that the BETA should actually be greater than 13 A. Yes, | have. I've looked extensively at the

14 oneor that thecapm just doesn't work for 14 returns on the S& P 500 compared to the returns
15 Canadian utilities. 15 on the S&P/Tsx composite and over virtually
16 KELLY, Q.C.: 16 any timeperiod, the standard deviations,

17 Q. Now, if | can switch gears alittle bit, how 17 which isameasure of variahility of returns

18 did you assess Newfoundland Power's 18 which isalso used as ameasure of risk, is

19 recommended common equity ratio of 45 percent? 19 approximately the same for the Canadian market
20 DR.VANDER WEIDE: 20 asfor theusmarket. There'savery dight

21 A. | assessed Newfoundland Power’s common equity 21 difference, but it's not satistically

22 ratio by comparing their common -- their 22 significant, and that includes also for even

23 recommended equity ratio to the average 23 the more recent periods of financia

24 approved equity ratio for us utilities, which 24 difficulties. The Canadian returns have

25 is approximately 49 percent for both electric 25 pretty well been in line with the usreturns
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1 interms of both moving up and down during 1 clause or similar clauses. The best way isto

2 approximately the same yearsand having the 2 look at risk in the marketplace. And for the

3 same degree of volatility. 3 public traded us utilities and Canadian

4 KELLY,Q.C: 4 utilities, I've examined the variability in

5 Q. Okay. Nowinyour report, you discussthe 5 their returns over considerable periods of

6 relatively -- the relative regulatory 6 time. Generaly, the variability of returns

7 protections between Canada and the United 7 are very -- are dightly lower for us

8 States, appreciating there are multiple 8 utilities as measured by the standard

9 jurisdictionsin the United States, things 9 deviation than it is for Canadian utilities,
10 like cost adjustment, revenue stabilization 10 but similar to the standard deviations of
11 mechanisms, et cetera. How do they compare? 11 returns on the two market indices, the
12 DR. VANDER WEIDE: 12 differencein returns isnot statistically
13 A. Wdl, dthough| didn't do a detailed study 13 significant. Sol would conclude that, as
14 where | looked at every utility, because 14 judged by the marketplacein termsof the
15 that’ s very expensive and time consuming, as 15 variability of returns, the usutilities are
16 we discussed earlier, I’ ve been involved over 16 comparableto the publicly traded Canadian
17 the last 30 years in regulation in 17 utilities.
18 approximately 43 States, and I'll say that for 18 (9:30am.)
19 many years, therewere more cost adjustment 19 KELLY,Q.C:
20 mechanisms and rate stabilization mechanisms 20 Q. Now Dr. Booth comes to arecommended return of
21 in Canada than inthe us, but there s been 21 7.5 percent, applying hiscaPm methodology.
22 quite a change over the last number of years 22 WEe ve talked alittle bit about that already.
23 and the usutilities are not only focusing 23 I’d like you to address the componentsin Dr.
24 more on regulatory operationsthan they had 24 Booth’s analysis and have you comment on that.
25 for many years and that now most of them are 25 DR. VANDER WEIDE:

Page 22 Page 24

1 primarily focused on regulated activities, but 1 A. Yes. Dr. Booth usesarisk freerate of three

2 in addition -- and by primarily, | mean more 2 percent and aBETA in the range of .45 to .55

3 than 80 percent of their assets are devoted to 3 and arisk premium on the market in the range

4 regulated activities. But in addition, they 4 fiveto six percent and he arrives at CAPM

5 have a wide variety of cost adjustment and 5 resultsin the range5.75 t0 6.8 percent,

6 rate stabilization mechanisms and that’s not 6 including a50 basis point adjustment for

7 only from my general experience but also from 7 financial flexibility. His results prior to

8 -- by comparing their bond ratings, because 8 that were lower. To his 5.75to 6.8 percent

9 bond ratings include an anaysis of the 9 CAPM results, Dr. Booth adds a 40 basis point
10 regulatory protections that the companies 10 premium to reflect the higher average credit
11 have, and as I’ ve suggested, the bond ratings 11 spreads between corporate bonds and government
12 for my comparable groups of utilities are 12 bondsand a80 basis point risk premium to
13 approximately the same as the Canadian utility 13 reflect the impact of what he calls Operation
14 bond ratings. 14 Twist, and which is commonly called Operation
15 KELLY, Q.C.: 15 Twist, which were efforts by the us and
16 Q. Okay. Now let'shave our next discussion 16 Canadian monetary authorities to reduce
17 about the relative riskiness of usutilities 17 government interest rates.
18 versus Canadian utilities. We talked about 18 KELLY, Q.C.:
19 the financial markets. How do the utilities 19 Q. How do you interpret these adjustments, in
20 compare between Canada and the United States? |20 particular this 120 basis point adjustment for
21 Have you looked at that issue? 21 these factors you just mentioned?
22 DR. VANDER WEIDE: 22 DR. VANDER WEIDE:
23 A. Yes. Thebest way to assessrisk is not by 23 A. | interpret Dr. Booth’s 120 basis point
24 just looking at individua items, such as 24 additional risk premium to his cCAPM results as
25 whether you have a weather normalization 25 animplicit admission that the risk premium
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1 tendsto increase when interest rates come 1 considerably higher than hiscapPM results,
2 down. Sincewe're ina low interest rate 2 underestimates Newfoundland Power’s cost of
3 environment right now, Dr. Booth has found 3 equity.
4 that his CAPM results are too low, so he's 4 KELLY,Q.C.:
5 added a 120 basis point risk premium 5 Q. Okay. Canl get you finaly then to comment
6 suggesting that the actual risk premium today, 6 on Mr. MacDonald' s approach that he takes, the
7 in hisopinion, is higher in thislow interest 7 test he does, and get you to comment on his
8 rate environment than it was previoudly. 8 conclusions?
9 KELLY, QC: 9 DR. VANDER WEIDE:
10 Q. Now doesDr. Booth aso report ona DCF, 10 A. Yes. Mr. MacDonald applies three cost of
11 discounted cash flow, analysis that he does on 11 equity methods to arrive at his recommended
12 utilities? 12 8.91 percent cost of equity on a 45 percent
13 DR. VANDER WEIDE: 13 equity ratio, and his three methods are the
14 A. Yes. Dr. Booth reports DCFresults for the 14 capital asset pricing model, the discounted
15 S& P electric and natural gas utilities based 15 cash flow and the equity risk premium. His
16 on composite data for the S& P electric and S&P |16 three results: for the CAPM, he gets aresult
17 natural gas utility industries. 17 of 6.84 percent; for his DCF, he gets aresult
18 KELLY, Q.C.. 18 of 9.63 percent; and for thisrisk premium, he
19 Q. Okay. Canyouexplain theresults that he 19 getsaresult of 10.26 percent. | agree with
20 arrives at and get you to comment on those? 20 Dr. -- Mr. MacDonad then gives equal weight
21 DR. VANDER WEIDE: 21 to each of thesethreeresultsto arrive at
22 A. Yes. Dr.Booth'sresults are -- based on the 22 his 8.91 percent ROE recommendation.
23 DCF, are significantly higher than his results 23 KELLY, Q.C:
24 for the capm. For example, for his electric 24 Q. Doyou agreewith the decision to give equal
25 utilities, he obtains amedian DCF result of 25 weight?
Page 26 Page 28
1 8.73 percent prior to adding a 50 basis point 1 DR. VANDER WEIDE:
2 adjustment for financial flexibility, and that 2 A. No. For thereasonsthat I've suggested, |
3 would correspond toa 9.23 percent after 3 feel that hisrisk premium and DCF results are
4 adjusting for financial -- after adding an 4 quite reasonable, but his capm result of 6.84
5 adjustment for financial flexibility. This 5 percent significantly  underestimates
6 result is not only higher than his capm result 6 Newfoundland Power’s cost of equity because of
7 by 173 basis point or CAPM recommendation of 7 the evidence that I’ ve provided that the CAPM
8 seven and ahalf percent, but on the other 8 does not work well for both Canadian and us
9 hand, it's significantly less than the allowed 9 utilities. If he had given weight only to his
10 rates of return on equity for usutilities. 10 DCFand risk premium results, he would have
11 Specifically, he beginsin 1993 and goes 11 obtained results that were very much closer to
12 through 2011 and for his electric utilitiesin 12 my recommended ROE.
13 every single year his DCF result is 13 KELLY, Q.C.
14 significantly less than the allowed rate of 14 Q. Dr. Vander Weide, does that conclude your
15 return for Us utilitiesin those years, and 15 testimony?
16 overal, his 8.73 result prior to this 50 16 DR. VANDER WEIDE:
17 basis point cost adjustment is less than the 9 17 A. Yes, itdoes.
18 -- 10.94 percent average allowed ROE for Us 18 KELLY, Q.C..
19 utilities during this period. 19 Q. Thank you very much.
20 KELLY,Q.C. 20 MR. JOHNSON:
21 Q. What conclusion do you draw from thefactthat |21 Q. Good morning again, Dr. Vander Weide.
22 itis -- that theresult islessthan the 22 DR. VANDER WEIDE:
23 returns? 23 A. Good morning.
24 DR. VANDER WEIDE: 24 MR. JOHNSON:
25  A. | conclude that even his DCF result, which is 25 Q. If I could direct your attention to page 45 of
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1 your report where you set out in Table 3 the 1 DR. VANDER WEIDE:
2 summary of your cost of equity results? 2 A Yes
3 DR. VANDER WEIDE: 3 MR. JOHNSON:
4 A Yes 4 Q. Okay. Now in terms of weighting, the
5 MR. JOHNSON: 5 weighting that you apply to your three, do you
6 Q. Dr.Vander Weide, there you have your DCF or 6 weight your three equally or not?
7 your discounted cash flow model whichisbased | 7 DR. VANDER WEIDE:
8 solely on your United States samples. Is that 8 A. Yes |do.
9 correct? 9 MR. JOHNSON:
10 DR. VANDER WEIDE: 10 Q. Soeach getsathird weight and you add up to
1  A. Yes 11 10.4? |Isthat correct?
12 MR. JOHNSON: 12 DR. VANDER WEIDE:
13 Q. Andthat givesyou the 10.2 percent? 13 A. Yes
14 DR. VANDER WEIDE: 14 MR. JOHNSON:
15 A. That’s correct. 15 Q. Soessentially then, would it befair to say
16 MR. JOHNSON: 16 that two-thirds of your results were United
17 Q. Andyour Ex Post Risk Premium, that is-- what |17 States based?
18 that wasreally waswhat Ms. McShane talked 18 DR. VANDER WEIDE:
19 about in terms of the historic utility 19 A. Yes, it would.
20 approach, correct? That's another name for 20 MR. JOHNSON:
21 it? 21 Q. Anditwould befair to say that two-thirds of
22 DR. VANDER WEIDE: 22 your results are discounted cash flow based?
23 A. | wasn't here when she used those words. I've 23 DR. VANDER WEIDE:
24 --and it isbased on historical dataand in 24 A. | don't believe that would be a fair
25 this case, it’s historica datafor Canadian 25 characterization. They both -- the first one,
Page 30 Page 32
1 utilities. 1 the discounted cash flow, is certainly what it
2 MR. JOHNSON: 2 says, discounted cash flow. The Ex Ante Risk
3 Q. Didyounot read thetranscript of when Ms. 3 Premium, although it usesa discounted cash
4 McShane testified in this proceeding? 4 flow model to estimate therisk premium, to
5 DR. VANDER WEIDE: 5 say it's DCF based is not a fair
6 A. No, I didnot. 6 characterization of what it does.
7 MR. JOHNSON: 7 MR. JOHNSON:
8 Q. Okay. Shesaid that your Ex Post Risk Premium 8 Q. Well,whatisitbasedinifit'snot -
9 was what she calls historic utility. 9 DR. VANDER WEIDE:
10 DR. VANDER WEIDE: 10 A. lwasn'tfinished with my answer yet.
11 A. I'll accept that. 11 MR. JOHNSON:
12 MR. JOHNSON: 12 Q. Sure, go ahead.
13 Q. Okay. And thatis entirely based on the 13 DR. VANDER WEIDE:
14 Canadian historic returns of the BmMo and the 14 A. Itlooksat the risk premium over many months
15 TsX utility index? Isthat right? 15 since thelate 1990s and compares that risk
16 DR.VANDER WEIDE: 16 premium to the level of interest rates at that
17  A. Yes 17 point -- at each of those pointsin time, and
18 MR. JOHNSON: 18 looks at whether the risk premium increases or
19 Q. Okay. Now,the Ex Ante, that'sDCF based 19 decreases as interest rates go down and it
20 again, right? 20 demonstrates that the risk premium increases
21 DR.VANDER WEIDE: 21 when interest rates go down and thus it's
22 A. That'scorrect. 22 essentially a-- it's considerably different
23 MR. JOHNSON: 23 than a straight discounted cash flow method.
24 Q. And that's based entirely on your United 24 MR. JOHNSON:
25 States samples? 25 Q. Waell, it employs the discounted cash flow
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1 method, doesit not? 1 these three results.
2 DR. VANDER WEIDE: 2 MR. JOHNSON:
3 A. Itemploysit asone part of the process, but 3 Q. Yes, andyou've said that, but my proposition
4 it adds considerable information to that 4 to you was that you are undeniably using us
5 estimate asit evolves over time. 5 datain both discounted cash flow and your Ex
6 MR. JOHNSON: 6 Ante Risk Premium. Isn't that right?
7 Q. Andinany event, it isentirely based on your 7 DR. VANDER WEIDE:
8 United States samples, right? 8 A Yes
9 DR. VANDER WEIDE: 9 MR. JOHNSON:
10 A. Yes 10 Q. Right. Andtheresult of those two tests,
11 MR. JOHNSON: 11 when you average them, produces acost of
12 Q. Now,in terms of the Ex Post or what Ms. 12 equity result that is 70 basis points higher
13 McShane cals the historic method, that 13 than that produced by your using only Canada
14 produces aresult inyour Table 3of 9.9 14 data. That’s correct too, isit not?
15 percent, which would bethe lowest of the 15 DR. VANDER WEIDE:
16 three that are produced, and your other two 16 A. That'scorrect as afactual matter, but if one
17 approaches, being your United States data 17 IS going to interpret that difference, | don't
18 based approaches of bcFand Ex Ante, they 18 believe one can draw any significant
19 average out, do they not, to be about 10.6 or 19 conclusions from that difference because the
20 10.65? Would that be correct? 20 difference reflects only the variability in
21 DR. VANDER WEIDE: 21 results that one obtains from any one method.
22 A. | haven't calculated the average. | would 22 It doesn’t reflect differencesin the risk of
23 assume that it would be about -- looks to me 23 Canadian utilities versus us utilities.
24 like a 10.5. 24 MR. JOHNSON:
25 MR. JOHNSON: 25 Q. Andthat position of yours is based entirely
Page 34 Page 36
1 Q. Wouldyou not add your 10.2 toyour 11.1, 1 on the premise that there are no differences
2 divideit by two? 2 between a Canadian utility and a United States
3 DR. VANDER WEIDE: 3 utility?
4 A. Oh, I'msorry, | was looking at the 9.9. 4 DR. VANDER WEIDE:
5 Okay, 10.2t0 11.1, yeah, okay, 10.6 to 10.65. 5 A. No,that's absolutely incorrect. Thereare
6 MR. JOHNSON: 6 differences, but interms of total risk,
7 Q. Yes, okay. So your two US data based methods 7 there' s not any difference other than the fact
8 produce a cost of equity result that is70 8 that Canadian utilities have higher financial
9 basis points higher than that produced by the 9 risk than us utilities.
10 test using only Canadian data, correct? 10 MR. JOHNSON:
11 DR. VANDER WEIDE: 11 Q. Wouldyouregard a70 basis point spread as
12 A. Yes, but | wouldn't relate that to the use of 12 being material ?
13 usdata versus Canadian data at all. Each of 13 DR. VANDER WEIDE:
14 these are estimates of the cost of equity. As 14 A. If one weretodraw aconclusionthat a70
15 I’ve suggested, | believe that the us 15 basis point difference, it might be material.
16 utilities are comparable in risk to the 16 One would have to consider the context. |If
17 Canadian utilities. There are only two 17 oneislooking at several methods to estimate
18 Canadian utility companiesthat -- publicly 18 the cost of equity for the same or comparable
19 traded Canadian companies that have a 19 risk utilities, thenit's not unusua to
20 significant percentage of assets devoted to 20 obtain a 70 basis point spread in the methods
21 regulated utility operations. 21 that are used to estimate the cost of equity.
22 MR. JOHNSON: 22 For example, Dr. Booth obtains CAPM resultsin
23 Q. Dr.Vander Weide - 23 the range of five something to 6.80 and he
24 DR. VANDER WEIDE: 24 gets DCF results that are over nine. That'sa
25 A. And | believe that one should equally weight 25 much larger spread than the results reported
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1 here. 1 MR. JOHNSON:
2 (9:45am.) 2 Q. Right. And when you say greater weight,
3 MR. JOHNSON: 3 greater than weight that they would giveto
4 Q. Yes, butmy question toyouiswhether a70 4 what?
5 basis point spread is material. 5 DR. VANDER WEIDE:
6 DR. VANDER WEIDE: 6 A. Than -- well, a the present time, US
7 A. And|’m suggesting no, not in the context in 7 regulatory commissions are giving very little
8 which I’'m using it here to estimate the cost 8 weight to the capMm, as judged by the fact that
9 of equity for comparable risk utilities. 9 the average allowed returns are in the range
10 MR. JOHNSON: 10 10to 10.5 and the caPMm is producing results
11 Q. Now, Dr. Vander Weide, let us ook at your bcrF 11 inthe range of eight to eight and a half.
12 estimates alittle more closely. And | take 12 They obviously give very little weight to the
13 it the DCF approach isthe approach that is 13 CAPM.
14 most widely used in the United States before 14 MR. JOHNSON:
15 regulatory proceedings. Isthat correct? 15 Q. Andsothere-
16 DR. VANDER WEIDE: 16 DR. VANDER WEIDE:
17 A. Yesiitis 17 A. But, they giveweight to bothrisk premium
18 MR. JOHNSON: 18 results and DCF results and those numbers are
19 Q. Itgetswhat amount of theweight typicaly, 19 used primarily to arrive at the 10to 10 and a
20 in your testimony in the United States, Dr. 20 half percent allowed returns.
21 Vander Weide? 21 MR. JOHNSON:
22 DR.VANDER WEIDE: 22 Q. Andof the-- youindicated they're giving
23 A. Inmy testimony, it would -- | have never 23 weight to DCF and the risk premium results and
24 calculated numerical value for that weight. | 24 the risk premium results are derived through
25 would say approximately it's about a one-third 25 DCF?
Page 38 Page 40
1 weight. 1 DR. VANDER WEIDE:
2 MR. JOHNSON: 2 A. No. Sometimes, fairly frequently, they're
3 Q. Inyour testimony? 3 derived through historical risk premium
4 DR. VANDER WEIDE: 4 resultsaswell and | think, as many utility
5 A Yes 5 regulators, they alsolook -- and sometimes
6 MR. JOHNSON: 6 they look at risk premiums related to allowed
7 Q. Butit'stwo-thirds-- well, you quibble with 7 rates of return. That is, they look at
8 the fact that your Ex Anteis DCF based, so 8 allowed rates of return since maybe the mid
9 you're just saying you just view your 9 1980s, which is about the longest period of
10 weighting on DCF as being a third? 10 timewhich that dataisavailable, and they
11 DR. VANDER WEIDE: 11 compareit to interest rates to get an allowed
12 A Yes 12 risk premium, if you will, and then just like
13 MR. JOHNSON: 13 | do with the DCF, they look at the
14 Q. Inthisproceeding? 14 statistical relationship between the allowed
15 DR. VANDER WEIDE: 15 risk premium and the interest rate, and they
16 A. Yes 16 find that when interest rates go down, the
17 MR. JOHNSON: 17 allowed risk premium tendsto go up, and so
18 Q. Okay. In theUnited Statesgeneraly, in 18 they use the statistical relationship found
19 termsof your experience before regulatory 19 through aregression analysis, which isjust
20 boards there, they would place weight on DCF 20 exactly what I’ ve done with my DCF -- with my
21 method predominantly, would they? 21 Ex Ante Risk Premium and they usethat to
22 DR. VANDER WEIDE: 22 forecast arequired risk premium based on
23 A. They would -- generaly in the us, the 23 alowed returnsand then they add that to a
24 regulatory commissions give greater weight to 24 current or forecasted interest rate to develop
25 the DCF than to other cost of equity methods. 25 acost of equity.
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1 MR. JOHNSON: 1 A, Ilcan'trecall. It'sbeen along time though,
2 Q. How about comparable earnings? Arethey using | 2 I will say that. | would not be able to put a
3 that down there? 3 number on it.
4 DR. VANDER WEIDE: 4 MR. JOHNSON:
5 A. | have seen comparable earnings used in 5 Q. Now, haveyou filed testimony recently in the
6 withess testimonies, but | don’'t see much 6 United States? And if you have, would your
7 weight assigned to comparable earnings. 7 results on cost of equity be like we have here
8 MR. JOHNSON: 8 and as you've presented, except for the
9 Q. Doyouuseit? 9 Canadian utility inputs that you use for Ex
10 DR. VANDER WEIDE: 10 Post Risk Premium approach?
11 A. | do not present evidence on comparable 11 DR. VANDER WEIDE:
12 earnings. | note however that there has 12 A. Yes
13 aways been a disconnect between financial 13 MR. JOHNSON:
14 theory and regulatory practice and that 14 Q. Sowewould belooking at the same number? If
15 financial theory suggests that once you'd 15 you were looking at the results without the
16 calculate the cost of equity in the 16 Canadian numbers, what would they be?
17 marketplace and apply it to a capital 17 DR.VANDER WEIDE:
18 structure, that’s a market value capital 18 A. They would be approximately the same. Of
19 structure, that’s a capital structure based on 19 course there' s differencesin period of time
20 the market valuesof equity and the market 20 when it's done, but my results would be
21 values of debt, and that capital structure 21 approximately the same as here.
22 generally has a much higher equity ratio than 22 MR. JOHNSON:
23 the book values of equity ratio. The 23 Q. Soitwould be approximately 10.6 then, 10.65?
24 justification for comparable earnings are that 24 DR.VANDER WEIDE:
25 it'sinconsistent to apply a market base cost 25  A. Waéll, no, | would use the Ex Post Risk Premium
Page 42 Page 44
1 of equity to abook value capital structure. 1 applied to usuutilities and the discounted
2 Although everybody recognizes that 2 cash flow and the Ex Ante Risk Premium and
3 inconsistency, many timesit's done anyway and 3 depending on what month or what time that |
4 0 that'swhat | tend to do, but it is 4 did that test, it would bea result that’s
5 inconsistent and that’swhat the comparable 5 similar to what I'm -- to my 10.4 or 10.5,
6 earnings method is designed to do isto adjust 6 10.6, in that range.
7 for that inconsistency by applying a -- 7 MR. JOHNSON:
8 recognizing that the capital structure is 8 Q. Dr.Vander Weide, could | ask you to undertake
9 goingto bebook value based in regulatory 9 tofileyour last case in the United States,
10 practice, looking at book rates of return on 10 including all your written testimony, where
11 equity and comparing the two. 11 you set out a summary of your cost of equity
12 MR. JOHNSON: 12 results? Could you undertake to do that for
13 Q. Soina long roundabout way, you do not use 13 us?
14 comparable earnings testimony. When isthe 14 DR. VANDER WEIDE:
15 last time you used it, if you have? 15 A. Yes
16 DR. VANDER WEIDE: 16 MR. JOHNSON:
17 A. lcan't--1don't--1 can't recal when the 17 Q. Thank you. Now -
18 last timeis. 18 KELLY, Q.C.:
19 MR. JOHNSON: 19 Q. Canl just ask for clarification? Do you want
20 Q. Withinthelast five years? 20 the whole testimony or just the summary of the
21 DR. VANDER WEIDE: 21 results?
22 A. No. 22 MR. JOHNSON:
23 MR. JOHNSON: 23 Q. Thewhole testimony. Dr.Vander Weide, in
24 Q. Ten? 24 terms of your straight on discounted cash flow
25 DR. VANDER WEIDE: 25 test that resultsin 10.2, | think we have to
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1 look at your Exhibit 6 and 7 for that. So 1 future growth expectations. And Dr. Vander
2 Exhibit 6 givesasummary of discounted cash 2 Weide' s studiesindicate that analyst EPSor
3 flow analysis for comprehensive group of Us 3 earnings per share growth forecast are the
4 utilities, which we'll come to, and Exhibit 7 4 best proxies for investors future growth
5 givesyour summary of discounted cash flow 5 expectations.
6 analysis for uUs utilities with mostly 6 Now, so you didn't examine the annual
7 regulated assets and an S& P bond rating equal 7 dividend and earnings per share data for your
8 to or greater than BBB. Now Dr. Vander Weide, 8 proxy companies since 1990, aswe had asked
9 you might recall in the request for 9 for some information from you. And you know,
10 information process that we had to embark on 10 it strikes us, Dr. Vander Weide, that you were
11 in this case, that we asked you to provide, in 11 simply asked for the data so we could assess
12 relation to your United States DCF estimates 12 and the Board could assess in its
13 at pages 30 to 32 of your report, for -- what 13 deliberations whether the historic record of
14 we asked you, and there' s no need to go to 32, 14 whether or not your sample of utilities has
15 we asked youto provide, in CA-NP-267, the 15 been able to grow their dividends at the same
16 following: for each firm in Exhibit 6 - 16 rate as GDP or more or lesswould have been
17 KELLY, Q.C.: 17 relevant to know because otherwise how would
18 Q. Just wait until - 18 the Board be able to determine whether the
19 MR. JOHNSON: 19 forecasts are optimistic or not. That’swhat
20 Q. Okay. Part Cwas-- do you have that there, 20 we were driving at with the question. And so,
21 Doctor? 21 do you have any suggestion as to how, in the
22 DR. VANDER WEIDE: 22 absence of knowing whether your companies
23 A. Yes, it'shidden on my screen right now. If 23 actually met these expectations, whether we
24 you could put it up alittle bit? Okay. 24 can say it was doable or not?
25 MR. JOHNSON: 25 (10:00 am.)
Page 46 Page 48
1 Q. Okay. Andwereferenced the United StateSDCF | 1 DR. VANDER WEIDE:
2 estimates at pages 30 and 32. 2 A. Yes, you could go to publicly available
3 DR. VANDER WEIDE: 3 sources of information and gather the data
4 A Right. 4 yourself.
5 MR. JOHNSON: 5 MR. JOHNSON:
6 Q. And Part C of the question was: "for each firm 6 Q. Wereyou here when we put to Ms. McShane her
7 in Exhibit 6, please provide usthe past five- 7 answer from the 2011 Alberta Utilities
8 year growth experience and compare it to the 8 Commission hearing, that the average compound
9 forecast five-year growth forecast." And 9 dividend growth rate for her sampleof us
10 then, we asked "please providethe annual 10 utilities was 2.7 percent?
11 dividend and earnings per share for each firm 11 DR.VANDER WEIDE:
12 in Exhibit 6 from 1990 or the latest period 12 A. No, | wasn't.
13 available" And your answer to those requests 13 MR. JOHNSON:
14 for information was that you did not examine 14 Q. Didyou read it inthe transcript?
15 historical dividend growth datafor -- "Dr. 15 DR. VANDER WEIDE:
16 Vander Weide did not examine historical 16 A. No, | didn't read the transcript of her cross.
17 dividend growth data for his proxy companies,” |17 MR. JOHNSON:
18 because you statethe DCF model requires 18 Q. Okay. Ms. McShane provided - we put to Ms.
19 estimates of investors future growth 19 M cShane a document that she provided in answer
20 expectations. 20 at the Auc hearing, which showed that the
21 And then Part D indicates for the 21 average compound divided growth rate for her
22 information that we asked there that you did 22 sample of usuutilitiesfrom that proceeding
23 not examine historical dividend growth data 23 was 2.7 percent, which was markedly below what
24 for his proxy companies, again becauseyou say |24 the GDP growth rate had been over the period
25 the DCF model requires estimates of investors 25 from, | believe itwas 1990to 2010. So
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1 you're not familiar with that? 1 DR. VANDER WEIDE:
2 DR. VANDER WEIDE: 2 A. Yes
3 A. No 3 MR. JOHNSON:
4 MR. JOHNSON: 4 Q. Andinthis IR, you'll seethe referenceis
5 Q. Okay. Perhapswe could bring it up, the Auc 5 analyst growth estimates. That’s particular
6 document. 6 pages of her report in Schedule 13, and the
7 MS. GLYNN: 7 question that was asked that | want to bring
8 Q. The2011? 8 your attention to to fill in the context isa
9 MR. JOHNSON: 9 question, Part |, where the Canadian
10 Q. Yes 10 Association of Petroleum Producers wanted Ms.
11 MS. GLYNN: 11 McShaneto provide atable of the average
12 Q. Sothat would be Information Item #9. 12 arithmetic and compound growth rates for
13 MR. JOHNSON: 13 dividend, earnings, and book value per share
14 Q. Thank you. | think we'rereferring to the 14 for each utility in H, and we have alist of
15 cross aid. 15 them over at the end, since 1990, and compare
16 MS. GLYNN: 16 these with the same growth rate for us Gbp and
17 Q. Oh, sorry. 17 discussin detail whether these utilities have
18 MR. JOHNSON: 18 grown their dividends, earnings, and book
19 Q. That wasn't acrossaid, but the - yeah, yeah. 19 values at the GDP growth rate over the last 20
20 That was the IR from the Alberta proceeding. 20 years, and the chart a the end of the
21 MR.HAYES: 21 document, or thetable, | should say, at the
22 Q. Do you want the generic cost of capital 22 end of the document iswhat we addressed on
23 decision? 23 cross-examination with Ms. McShane. I'm
24 MR. JOHNSON: 24 looking for the us ones for a second.
25 Q. No,itwas her IRreply inthe Auc hearing, 25 DR. VANDER WEIDE:

Page 50 Page 52
1 and remember you asked us to - 1 A. Thisisthelast page of the -
2 KELLY, QC: 2 MR. JOHNSON:
3 Q. Oh,I see yeah. 3 Q. No, it'sthe caApPP MsShane ROE 211, Attachment
4 MR. JOHNSON: 4 1. Itlookslike this.
5 Q. Yeah 5 DR. VANDER WEIDE:
6 MS. GLYNN: 6 A. Yes, | believel’mlooking at the same thing.
7 Q. That'sUndertaking #7. 7 MR. JOHNSON:
8 MR. JOHNSON: 8 Q. Okay, andit has Consolidated Edison, New
9 Q. #I. 9 Jersey Resources, Northwest -
10 MS. GLYNN: 10 DR. VANDER WEIDE:
11 Q. Ithink everybody has the hard copy before 11 A. Oh, | was lookingat one like that for
12 them. 12 Canadian utilities.
13 MR. JOHNSON: 13 MR. JOHNSON:
14 Q. Okay, al right. Dr. Vander Weide, what this 14 Q. Right.
15 document is, first of all, isan IR request 15 DR. VANDER WEIDE:
16 from capp, I think it's the Canadian 16 A. Okay, 1990 to 2010?
17 Association of Petroleum Producers, to Ms. 17 MR. JOHNSON:
18 McShane in the 2011 generic cost of capital 18 Q. Yes and justtake amoment to familiarize
19 proceeding before the Alberta Utilities 19 yourself with it.
20 Commission. | don't know if you testified in 20 DR. VANDER WEIDE:
21 that one or not, did you? 21 A. Yes
22 DR. VANDER WEIDE: 22 MR. JOHNSON:
23 A. Notinthe 2011, no. 23 Q. You'refamiliar with this attachment, right?
24 MR. JOHNSON: 24 DR. VANDER WEIDE:
25 Q. No, 2009, | believe you did. 25 A. No.
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1 MR. JOHNSON: 1 DR. VANDER WEIDE:

2 Q. Wereyou not examined on thisin December? 2 A lthink | gaveyou away a little earlier.

3 DR. VANDER WEIDE: 3 Y ou could get the data and take alook at it.

4 A. | might have been, but | don’'t recall it. 4 MR. JOHNSON:

5 MR. JOHNSON: 5 Q. Okay. Youdon't havethat data?

6 Q. YouwereinBcin December testifying before 6 DR. VANDER WEIDE:

7 the Bc Utilities Commission? 7 A. | don't have that data, no.

8 DR. VANDER WEIDE: 8 MR. JOHNSON:

9 A. Yes 9 Q. And!| understand interms of the DCF model
10 MR. JOHNSON: 10 that you areputting forward, Mr. Vander
11 Q. You saw it then. Dr. Vander Weide, this 11 Weide, that you are using a constant growth
12 attachment, as you can see, was put to Ms. 12 model ?

13 McShane with a view to getting at whether the 13 DR. VANDER WEIDE:
14 compound dividend growth rate for her sample (14 A. Yes.
15 of usutilities, some of which are quite 15 MR. JOHNSON:
16 common, | think fiveor six of these are 16 Q. And you're familiar Ms. McShane used a
17 common to this proceeding, whether the 17 constant growth and then atapered model to
18 historical track record established that they 18 the three stage, you're familiar with that?
19 actually met those estimates for growth and as 19 DR. VANDER WEIDE:
20 you can see at the period, it goesfrom 1990 20 A. Yes
21 to 2010, and the arithmetic GDP growth rate 21 MR. JOHNSON:
22 and compound GDP growth rate, 4.7 percent for 22 Q. Andsoyour constant growth model is on the
23 compound growth, and when we see the 23 assumption that the short term analyst growth
24 arithmetic average growth for dividends per 24 forecast, they’'re going to go on in
25 share, the sample average was2.7. So it 25 perpetuity, correct?

Page 54 Page 56

1 didn't keep up with Gbpover that 20 year 1 DR. VANDER WEIDE:

2 period, okay. Do you accept that? 2 A. That'scorrect.

3 DR. VANDER WEIDE: 3 MR. JOHNSON:

4 A. | accept that' swhat it says, yes. 4 Q. Right,and if we could go back now to your

5 MR. JOHNSON: 5 Exhibit 6, and if we look at your companies,

6 Q. Okay, and aswe understand it, the "D" in your 6 the Great Plains Energy Company in Exhibit 6,

7 pcrformula, that actually does stands for 7 and | think that would be #13, say. Thisis

8 dividends, right? 8 illustrative, | suppose, that Great Plains has

9 DR. VANDER WEIDE: 9 - that's some person, some anayst have
10 A. The"D" standsfor dividends, earnings, and 10 provided a growth forecast for Great Plains of
11 book value per share. Because of the 11 9.75 percent. That'sright?

12 discounted cashflow moddl, they all grow at 12 DR. VANDER WEIDE:

13 the same rate. 13  A. Yes.

14 MR. JOHNSON: 14 MR. JOHNSON:

15 Q. Now, it was established through this document, 15 Q. Okay, and that growth forecast, that is meant
16 we put toyou, Dr. Vander Weide, that Ms. 16 to be a perpetual number that just goes on out
17 McShane's us sample, some of which are 17 and doesn’t stop?

18 populated by companies that she’ s using again 18 DR. VANDER WEIDE:

19 in this proceeding, simply werenot ableto 19 A. I'mnot surel understand the question. Are
20 grow their dividends at the Gbp growth rate 20 you asking whether the analyst meant it to be
21 and, of course, you have not provided datato 21 a-

22 thisBoard of Commissioners so that we can 22 MR. JOHNSON:

23 determine whether your companies have actually 23 Q. Inyour DCFanalysis, the one step in the bDcr
24 achieved compound GDP growth, so we' ve no way 24 analysis that you make, the assumption is that
25 to check that assertion, do we? 25 all these growth rates go on forever?
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1 DR. VANDER WEIDE: 1 growth rate, and the price has to be
2 A. Although that istrue for the companiesasa 2 consistent with the growth - with the
3 whole, | don’'t necessarily assumethat for 3 assumptions that are used to generate the
4 each company because, as| indicated earlier, 4 growth rate. | have done extensive studies,
5 the DCF result for anindividual company is 5 and so have many others, that demonstrate that
6 subject to a great deal of uncertainty. 6 stock prices respond or move in- are more
7 MR. JOHNSON: 7 highly correlated in a statistical sense with
8 Q. Uh-hm. 8 analyst’ s earnings growth forecasts than they
9 DR. VANDER WEIDE: 9 are with historical book value growth,
10 A. Theanalyst may have - be optimistic or they 10 historical earnings growth, or historical
11 may be pessimistic, and it may not be what all 11 dividend growth, or even what's called
12 investorswould consider to be areasonable 12 sometimes, and Dr. Booth cals it, a
13 growth forecast, but there arealso growth 13 sustainable growth rate. Stock prices, if
14 forecastsin here for Exelon, for instance, of 14 they’'re highly correlated with analyst's
15 2.4 percent. | don’t use the DCF result for 15 growth forecast, that suggests that that’s the
16 Great Plainsas my estimated cost of equity. 16 information that’sincluded in stock prices.
17 | use the average result for all the companies 17 They move in sync with analyst’s growth rates,
18 because again the growth rates are estimated 18 and if analyst’s growth rates are optimistic,
19 with uncertainty. Some may be high and some |19 for whatever reason, then prices are likely to
20 may be low, but | believethe average isa 20 be optimistic a'so in hindsight, and if one
21 reasonable estimate of the cost of equity. 21 says, well, we ought to use what in someone’'s
22 MR. JOHNSON: 22 opinion is areasonable growth rate as opposed
23 Q. The document that we put to youthat Ms. 23 to what stock investors actually use, then to
24 McShane provided in that 2011 proceeding 24 be consistent, one ought to adjust the stock
25 showed the average - as| say, five or six of 25 price downward to reflect a reasonable
Page 58 Page 60
1 those companies are within her sample, but 1 forecast of future growth. If investorsare
2 their arithmetic average growth rate was just 2 using analyst’s growth rates to make stock by
3 2.7 percent. 3 and sell decisions, and it'sthe analyst's
4 (10:15am.) 4 growth rates that are reflected in the stock
5 MR. HAYES: 5 prices, then they haveto be used in the DCF
6 Q. Excuse me, Mr. Johnson, we do have that 6 model if one isgoing to usethe same stock
7 electronically now if you want to go through 7 prices. If you want to use some other growth
8 it. Wereyou going back to it? 8 rate, thenyou ought to adjust the price
9 MR. JOHNSON: 9 downward as well.
10 Q. lwasn'tgoing back toit, just raising the 10 MR. JOHNSON:
11 point, butthat document talked about 2.7 11 Q. Sowould you accept if - and you choose not to
12 percent and in terms of actually what did, in 12 illustrate what a three stage or a constant
13 fact, happen over that long period. So does 13 growth model would provide in your testimony.
14 that cause you any pause, Dr. Vander Weide, in |14 So your practice is to use constant growth in
15 terms of putting forward a DCF recommendation |15 your evidence?
16 that’s based on perpetual growth when we 16 DR. VANDER WEIDE:
17 actually have some evidence that a number of 17 A. That'smy general practice. Although | didn’t
18 these compani es were not able to achieve more 18 doitin thiscase, | haveattimes inthe
19 than 2.7 percent, not even enough to achieve 19 past looked at the results of a three stage
20 the compound growth rate in the United States 20 DCF analysis to see whether those growth rates
21 of 4.7? Doesthat causae you any pause? 21 are consistent with the stock prices and with
22 DR. VANDER WEIDE: 22 the risk assessments of the companies, and |
23 A. No. TheDcFmodd requirestheuse of the 23 have found that many times, at least the times
24 growth rates that are used by investors 24 | looked at it in the past, the results of a
25 because the bcF model requires apriceand a 25 multi-stage growth rate produces results that
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1 areinconsistent with estimates of risk. 1 A. | believe they could. | haven't done that

2 MR. JOHNSON: 2 calculation.

3 Q. Would you accept that your number, your 3 MR. JOHNSON:

4 constant number, would obviously fall, would 4 Q. Okay.

5 it not, if put to a sustained growth 5 DR. VANDER WEIDE:

6 methodology or the three stage, so that we'd 6 A. AndI don’'t believe that would be my estimate

7 have atapering effect? 7 of the cost of equity.

8 DR. VANDER WEIDE: 8 MR. JOHNSON:

9 A. Well,itwould for - some companies would - 9 Q. No, we understand that. If welook at Exhibit
10 I'm just looking at the growth rates in 10 6 again, and look at, say, the DCF estimate
11 Exhibit 6. Obviously, for acompany like 11 for Consolidated Edison, company #7, which
12 First Energy, there would be a tapering 12 gives agrowth rate of 3.15 percent, and then
13 effect. For acompany like Exelon, the three 13 as we touched on already, we have company #13
14 stage result would be higher because the Gbp 14 being Great Plainsat 9.75 percent, just for
15 growth rate would be higher than the short 15 illustrative purposes. | mean, Dr. Vander
16 term, than the analyst’s growth rate. So some 16 Weide, do you think that thisis areasonable
17 of these would go up and some would go down, 17 range for DCF estimates that the actual
18 but again the important thing is that these 18 investor required return would vary by this
19 are the growth rates that are included in the 19 much, because we would be talking about an
20 stock prices and the two should be used 20 investor - and these companies are supposed to
21 together, or if you're going to adjust the 21 be more or less alike, according to you, | do
22 growth rates, you ought to adjust the stock 22 believe, the Consolidated Edison’s model
23 prices. 23 result would be 7.4 percent, but Great Plains
24 MR. JOHNSON: 24 would be 14.6 percent?
25 Q. Dr.Vander Weide, | believe, and Ms. McShane's 25 DR. VANDER WEIDE:

Page 62 Page 64

1 report which you would have read, indicated 1 A Firstof dl,| disagreewith youin your

2 that her discounted cashflow estimate 2 characterization that each of these single

3 decreased from the constant model, which 3 results are an estimate of the cost of equity.

4 produced about 9.4 percent. It went down to 4 They'renot. They'rea DCFresult for one

5 9.1 percent using the three stage approach, so 5 company. Asl’ve dready suggested, the

6 a 30 basis point drop. Do you recall seeing 6 growth rates are estimated with some

7 that in her report? 7 uncertainty, and | don’t believe that the DcF

8 DR. VANDER WEIDE: 8 result for one company providesa reliable

9 A. | skimmed through her report, but | didn’t 9 estimate of the cost of equity. Just like if
10 read it serioudly, and | don’t recall what the 10 onewereto apply the DCFresult of the two
11 difference was. 11 Canadian utilities that have a significant
12 MR. JOHNSON: 12 percentage of assets devoted to regulated
13 Q. Okay, takeit, if you would, subject to check 13 operations, you wouldn’t get a reasonable
14 that her report demonstrates that by employing 14 estimate or areliable estimate of the cost of
15 the constant - the constant model was 9.4 15 equity. You haveto usea reasonably large
16 percent and using the three stage, it was 9.1, 16 sample and take the average, and so | don’t
17 so a 30 basis point spread. Would you expect 17 useany - | don't believethat any of those
18 your numbers similarly to come down by about |18 individual results are the cost of equity for
19 that much if it was subjected to a constant 19 any one of thoseindividual companies. |
20 growth model ? 20 would recommend the 10.3 for al of them
21 DR. VANDER WEIDE: 21 because that’ s the most reliable estimate for
22 A. | believethey could - 22 the group of companies with comparable risk.
23 MR. JOHNSON: 23 MR. JOHNSON:
24 Q. Or subjected to athree stage, I'm sorry. 24 Q. SoDr.Vander Weide, your Exhibit 6 doesn’t
25 DR. VANDER WEIDE: 25 show your average for the companies, but |
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1 take it that your average is about 5.2 1 . | have no idea whether it would or would not.
2 percent, would you takethat? That's the 2 | don't think it's a reasonable way to
3 average growth rate, I’ m sorry. 3 estimate the growth rate.
4 DR. VANDER WEIDE: 4 MR. JOHNSON:
5 A. | would take that, subject to check. 5 Q. Let's turn to the Ex Post risk premium
6 MR. JOHNSON: 6 results, and again if we could have the table
7 Q. Okay, and your average growth rate for Exhibit 7 in front of us, it might be helpful, page 45.
8 7 is5.1 percent. Would you take that, 8 Dr. Vander Weide, in terms of - just to circle
9 subject to check as well? 9 back for amoment. This type of constant
10 DR. VANDER WEIDE: 10 growth forecast model that you’ ve used in this
11 A. Yes 11 case, you've similarly provided the same type
12 MR. JOHNSON: 12 of model with the perpetual forecast before
13 Q. Okay. Dr.Vander Weide, the sustainable 13 the Alberta Board, did you not?
14 growth approach that Ms. McShane used, there |14 DR. VANDER WEIDE:
15 was evidence before this Board that indicated 15 . | believel did.
16 that when her sample was used in relation to 16 MR. JOHNSON:
17 the sustainable growth method, that her bcr 17 Q. And what did the Alberta Board indicate
18 estimate dropped from the three stage again by 18 regarding the proposition that there would be
19 about 50 basis points using sustainable growth 19 - that the investor would expect those sorts
20 for her United States utilities, because her 20 of growth rates going on into the future? Did
21 three stage number was 9.1, but when 21 they accept the constant growth model in 2009?
22 sustainable growth was used, her number 22 DR. VANDER WEIDE:
23 dropped to 8.6 for her United States 23 . I’'msorry, I'm alittle confused. Y ou started
24 utilities. Would you expect asimilar drop in 24 me thinking about the Ex Post risk premium,
25 terms of magnitude with your sample? 25 and | thought that your previous question was
Page 66 Page 68
1 DR. VANDER WEIDE: 1 about the Ex Post risk premium.
2 A. |l don'trealy have any ideawhat it would do. 2 MR. JOHNSON:
3 | don't use the sustainable growth rate 3 Q. Itwas, andl just circled back, yeah. Before
4 because the sustainable growth rate, (1) is 4 going to the Ex Post risk premium result, |
5 circular, it involves a- let me defineit, a 5 just wanted to circle back to the 2009 before
6 sustainable growth rate is based on 6 the Alberta Board. | understood that the
7 multiplying the rate of return on equity by 7 Board was not prepared to accept growth rates
8 the retention ratio, and the rate of return on 8 in excess of GDP.
9 equity is determined in the regulatory 9 DR. VANDER WEIDE:
10 process. So it'sassumed that you know the 10 . I don’t recall whether they did or did not.
11 result of the regulatory process before you 11 MR. JOHNSON:
12 estimate the growth rate, which isridiculous 12 Q. Okay. Maybel’ll check thatin the break.
13 because the growth rate is going to be used to 13 Now going on then to the Ex Post risk premium
14 estimate the cost of equity which would feed 14 results, Dr. Vander Weide, we see- and we
15 back into the final result. So it's a 15 should actually go to page 35 as opposed to
16 circular process, and the sustainable growth 16 45, I'm sorry. We see herein Table 2 that
17 rates do not - are not highly correlated with 17 you are taking databoth from Standards &
18 stock prices asare the analyst’s growth 18 Poors Tsx utilitiesindex, and the BMO basket,
19 rates. So | don't use the sustainable growth 19 | think, isthe way you expressed it, is that
20 rate to estimate the cost of equity. 20 right?
21 MR. JOHNSON: 21 DR. VANDER WEIDE:
22 Q. Andyou -so youdon't havea view as to 22 A. Yes
23 whether yours would drop if the sustainable 23 MR. JOHNSON:
24 growth rate was employed on your samples? 24 Q. Andyou'retaking that information to come up
25 DR. VANDER WEIDE: 25 with the average stock returns over those two
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1 periods, 1956 to 2011, inthe caseof the 1 percent in terms of risk premium compared to
2 Standard & Poors Tsx utilities, and a shorter 2 only 4.7 percent over thelonger period of
3 period, from 1983 to 2011 in relation to the 3 1956 to 2011, and it strikesone as being a
4 small basket, and | understand in terms of the 4 large difference, four basis points - 4
5 bond yield, the average bond yield column, 5 percent more in terms of the risk premium over
6 that those bond yields are reported from the 6 that shorter period. Dr. Vander Weide, could
7 Canadian Ingtitute of Actuaries, that’s where 7 you - given the large difference, could you
8 that information comes from? 8 offer the Board your insight asto why this Ex
9 DR. VANDER WEIDE: 9 Post risk premium over the last 30 yearsis so
10 A. No, | don’tthink so. Let melook at that. 10 large?
11 MR. JOHNSON: 11 DR. VANDER WEIDE:
12 Q. Okay. 12 A. I don'tthink | have an explanation. I’ m just
13 DR. VANDER WEIDE: 13 looking at the data as it exists.
14 A. In answer 100, | indicate that | use the 14 (10:30 am.)
15 interest rate data and long term Canada bonds 15 MR. JOHNSON:
16 reported by the Bank of Canada. 16 Q. Soyou canoffer noinsight at all asto why
17 MR. JOHNSON: 17 the risk premium over the last 30 years would
18 Q. Okay. Now inthistable, it appears that you 18 be nearly - close on double the previous risk
19 are deducting the bond yield from the average 19 premium?
20 stock return, and so over that lengthy period 20 DR. VANDER WEIDE:
21 from 1956 to 2011, you take the average stock 21 A. | have my doubts about the S & P/TsX utilities
22 return of up around 12 percent and deduct the 22 because again they don’t really - although
23 average bond yield of 7, to come up with your 23 they're called utilities, they aren’t really a
24 risk premium of 4.7, and that Standard and 24 group of utilities and that raises some doubt,
25 Poors Tsx utilities would be alarger group of 25 but, no, I’'m suggesting that these are the Ex
Page 70 Page 72
1 companies, | take it? 1 Post results and | don’t know why they would
2 DR. VANDER WEIDE: 2 be that much different.
3 A. A larger group of companies, but not alarger 3 MR. JOHNSON:
4 group of utilities. A smaller group of 4 Q. Butl understand they're not just Ex Post,
5 utilities because there are - those are mostly 5 these are meant to be reasonable proxies for
6 power companies. 6 the future, are they not?
7 MR. JOHNSON: 7 DR. VANDER WEIDE:
8 Q. Okay,andintermsof thesmaller dataset in 8 A. They are meant to be a- well, they were used
9 terms of the smaller basket, 1983, you take an 9 to estimate the cost of equity, and so, yes,
10 average stock return of 16 percent, deduct the 10 they are meant to represent investor's
11 average bond yieldto comeup witha risk 11 expectations of what a required risk premium
12 premium of 8.8 percent, and then essentially 12 would be.
13 you add the two risk premiums together, divide |13 MR. JOHNSON:
14 it by two, and arrive a your 6.7 percent risk 14 Q. Okay, and were you here during the cross-
15 premium. That’s the mechanics of it? 15 examination of Ms. McShane, Dr. Vander Weide?
16 DR. VANDER WEIDE: 16 DR. VANDER WEIDE:
17  A. Yes. 17 A. Only for avery short time.
18 MR. JOHNSON: 18 MR. JOHNSON:
19 Q. And youveweighted each of these periods 19 Q. Wereyou herewhen shesaid that up until
20 equally, | understand, Dr. Vander Weide? 20 2007, her historical utility risk premium or
21 DR.VANDER WEIDE: 21 your Ex Post risk premium, was based on her
2 A Yes 22 subtracting returnsfrom returns, and not
23 MR. JOHNSON: 23 yields from returns? Were you here when she
24 Q. And, obviously, we seethat the more recent 24 stated that?
25 data from over the last 30 years is 8.8 25 DR. VANDER WEIDE:
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1 A. No, | wasnot. 1 the inference?
2 MR. JOHNSON: 2 DR. VANDER WEIDE:
3 Q. Shestated that up until 2007, what she would 3 A. No, | didn't say therewould be problemsif
4 actually do and she did before thisBoard in 4 one used a shorter period of time. What I’ve
5 2007, and previousto that in 2002, for that 5 said is that if you're goingto estimate a
6 matter, was that she would not subtract the 6 risk premium over the interest rate - over the
7 average bondyield from the average stock 7 risk free rate, one ought to use the yield on
8 return. Shewould not do that. Infact, up 8 the bonds because that's the only interest
9 until 2007 what she would do was she would 9 rate that' s risk free, and one aso ought to
10 subtract returns from returns, okay, and did 10 use the longest period of data available and
11 you similarly used to use adifferent method 11 that's what I’ve done for the Canadian
12 than this, and similar to what Ms. McShane 12 utilities.
13 described? 13 MR. JOHNSON:
14 DR.VANDER WEIDE: 14 Q. Butyou've put equal weight onthe longer
15 A. Tothebest of my recall, when | have sought 15 period with the shorter period?
16 to estimate therisk premium over the risk 16 DR.VANDER WEIDE:
17 freerate, which I’'m doing here, | have always 17 A. Yes, andI've explained why that is, because
18 -again I'vebeen in400 some cases, so | 18 the companies that have the longest period of
19 can't guaranteeit, but | believe that what 19 data are also not utilities, most of them are
20 I’ve done isalways used the bond yield when 20 power companies that have different risks than
21 I’m seeking to estimate the risk premium over 21 utilities.
22 arisk freeinstrument, such as government 22 MR. JOHNSON:
23 bonds, because the bond yield isthe only 23 Q. Werethey power companies from the period 1956
24 interest rate that’srisk free over this 24 to 19837
25 period of time. The returnis highly risky. 25 DR. VANDER WEIDE:
Page 74 Page 76
1 However, if for other reasons - I’'m not 1 A, ldon'tknow exactly what companies werein
2 looking at arisk free security. Then there 2 there from *56 to ’83. | know that right now,
3 are times when I've looked at the bond 3 | give the individua companies in my
4 returns. 4 testimony and | show their mix of businesses
5 MR. JOHNSON: 5 as well, and percent of regulated assets.
6 Q. Sowe might see evidence of yourswhichwould | 6 There could well have been a- | would assume
7 be consistent with how Ms. McShane used to do 7 that there were a different set of companies,
8 it, that’ s what you' re saying? 8 just like the companiesin the Standard &
9 DR. VANDER WEIDE: 9 Poors indices vary over time. As some
10 A. Ifl were-well, consistent - not if | used 10 companies become appropriate and others are no
11 government securities, | would use therisk 11 longer appropriate, | would assume these would
12 free rate. If | were using utility bond 12 change aswell.
13 returns or looking at yields on utilities, | 13 MR. JOHNSON:
14 might use bond returns, but | would also use a 14 Q. Sointerms of theyield on the long Canada
15 longer period of time. | would use a period 15 bond, Dr. Vander Weide, istheyield on the
16 of time from, say, the 1930s because there’'sa 16 long Canada bond the investor’ s expected rate
17 longer period of datafor utilitiesin the us. 17 of return based on the expected cashflows of
18 My recall is that for utilitiesit makesno 18 the bond if held to maturity?
19 difference whether you use bond returns or 19 DR. VANDER WEIDE:
20 bond yields from the period - for avery long 20 A. Yes
21 period of time. You get about the same 21 MR. JOHNSON:
22 results one way or the other. 22 Q. Okay, and what would happenif investorsdo
23 MR. JOHNSON: 23 not hold the bond to maturity and the interest
24 Q. So| guessthere would be problemsthen if you 24 rates change?
25 used a shorter period of time. Would that be 25 DR. VANDER WEIDE:
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1 A. They would experience capital gains and 1 were sky high?
2 losses, which because those capital gains and 2 DR. VANDER WEIDE:
3 losses are highly uncertain, would make those 3 A. Possibly, yes.
4 risky investments in those bonds. 4 MR. JOHNSON:
5 MR. JOHNSON: 5 Q. Yeah, and Dr. Booth has prepared a graph of
6 Q. Okay. Solet’ssupposethen that welook at 6 thelong term Canadabond yieldsand this
7 the return earned by bond investors over the 7 would be one of the documents that we
8 next year, okay. If interest rates change, 8 indicated we were going to put to Dr. Vander
9 what happens if the interest rates increased? 9 Weide.
10 DR. VANDER WEIDE: 10 MS. GLYNN:
11 A. They would experience a capital loss. 11 Q. That would be Information Item #18.
12 MR. JOHNSON: 12 MR. JOHNSON:
13 Q. That would be because bond prices are falling? 13 Q. Dr.Vander Weide, just to ask you, thislong
14 DR. VANDER WEIDE: 14 term Canada bond, this column, thisissimilar
15 A. Yes 15 to what your exhibit wasin the Bcuc casein
16 MR. JOHNSON: 16 December, right?
17 Q. And theninvestors get lower returns than 17 DR. VANDER WEIDE:
18 expected. 18 A. Yes
19 DR. VANDER WEIDE: 19 MR. JOHNSON:
20 A. Yes 20 Q. That'sright. Now Dr. Booth has provided us
21 MR. JOHNSON: 21 with a graph which graphs thelong Canada
22 Q. Andon theother hand, again over the next 22 yield from 1956 all theway upto 2011, and
23 year if the interest rates decrease, bond 23 you redlly see a graphic presentation of what
24 pricesincrease and then bond investors get 24 happened over that period with the long Canada
25 higher returns than expected? 25 yield, obvioudly.
Page 78 Page 80
1 DR. VANDER WEIDE: 1 DR. VANDER WEIDE:
2 A. Yes 2 A. Yes
3 MR. JOHNSON: 3 MR. JOHNSON:
4 Q. Ifwelook to Exhibit 8, Exhibit 8 showsthe 4 Q. Andaswe seeon that graph, Dr. Vander Weide,
5 experienced risk premiums on the Standard and 5 the long Canada bonds peaked at that year, as
6 Poors/Tsx Canadian utilities stock index over 6 we noted up around - average year about 15.22
7 the long period, 1956 to 2011, and | just draw 7 percent, and then they had been pretty much
8 your attention to theyield long term Canada 8 declining ever since on that downward pattern
9 bond column, Dr. Vander Weide, anddoyou see | 9 or slope, agreed?
10 anything remarkable in terms of therun up in 10 DR. VANDER WEIDE:
11 the long Canada bond yield back in the early 11 A. ldo.
12 1980sin Canada? 12 (10:45am.)
13 DR. VANDER WEIDE: 13 MR. JOHNSON:
14 A. What | seeisthe same thing that you see, is 14 Q. Tothe point that, as we'rein here today,
15 that they went up. 15 they stand at about 2.5 percent or so?
16 MR. JOHNSON: 16 DR. VANDER WEIDE:
17 Q. And, | mean, asl seeit, in 1981 theyield on 17 A. Yes
18 the long term Canadian bond, that’s the 18 MR. JOHNSON:
19 averageyield, | takeit, is 15.22 percent, is 19 Q. And sothroughout this period, the one year
20 that correct? 20 returns, the one year returns earned from long
21 DR.VANDER WEIDE: 21 Canada - from holding long Canada bonds, on
2 A Yes 22 average, have been better than expected, would
23 MR. JOHNSON: 23 that be fair?
24 Q. Butit would have been perhaps higher in 1981 24 DR.VANDER WEIDE:
25 during various periods when interest rates 25 A. Yes, | would say that's the case, and that's
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1 why | would not use returnson long Canada 1 MR. JOHNSON:
2 bonds because they weren’t risk free, they 2 Q. And - you have no difficulty. You're
3 were highly risky. 3 confirming that this datais okay with you?
4 MR. JOHNSON: 4 DR. VANDER WEIDE:
5 Q. Now onthe next page of this document, this 5 A. Well, | haven't checkedit. I'm confirming
6 document is nothing other than an 6 that | don't recall objecting to it in BC, but
7 encapsulation of information taken from 7 I haven't checked the data onthe- onthe
8 Exhibits 8, 9, and 15 of your report, and as 8 Tsx, for instance, | haven’t checked it, but
9 well thelong term Canadayield column, the 9 I'm assuming for the purpose of cross-
10 source for that isthe Canadian Institute of 10 examination that it is correct.
11 Actuaries, okay. You'refamiliar withthis 11 MR. JOHNSON:
12 document aswell? 12 Q. Soyou're preparedto accept it subject to
13 DR. VANDER WEIDE: 13 your checking it?
14 A, Yes 14 DR. VANDER WEIDE:
15 MR. JOHNSON: 15 A. Yes
16 Q. Right, and you will seethat what Dr. Booth 16 MR. JOHNSON:
17 has added ishe'saso added, | believe, the 17 Q. Okay, and you will confirm that this similar
18 one year return on the long Canada bond 18 table was provided to you in December?
19 return. So we see the first column is 1956, 19 DR. VANDER WEIDE:
20 long term Canadayield, the utility return, 20 A. Yes.
21 and then the bond return, and then the next 21 MR. JOHNSON:
22 column was supposed to bewhat the TSx earned. |22 Q. Now what we' ve next done, Dr. Vander Weide, is
23 MS. GLYNN: 23 provided afurther page which sets out -
24 Q. Mr. Johnson, the Commissioners don’t havethe |24 MS. GLYNN:
25 hard copy there yet. 25 Q. Thisonewill be entered as Information Item #
Page 82 Page 84
1 MR. JOHNSON: 1 20.
2 Q. Oh,I'mterribly sorry. 2 MR. JOHNSON:
3 MS.GLYNN: 3 Q. Thank youvery much. This aid shows Table 2
4 Q. That'sokay. Sothat's entered as Information 4 taken from your report at page 35, and just
5 Item #19. 5 take a second to make sure that it's
6 MR. JOHNSON: 6 consistent with your table.
7 Q. Sowe havetheyearsfrom 1956 onward, we have 7 DR. VANDER WEIDE:
8 the long term Canadayield in the next column, 8 A. With my table on what page again?
9 the utility return, then the bond returns, 9 MR. JOHNSON:
10 that bond return column is from the Canadian 10 Q. Onpage 35.
11 Ingtitute of Actuaries, and then what we have 11 DR. VANDER WEIDE:
12 is how the Tsx did in terms of the return, and 12 A. Okay. Yes.
13 then the BMO column, which only picks upin 13 MR. JOHNSON:
14 1983, would be the - would equate basically to 14 Q. Andthen what we've prepared isa revised
15 the small basket, | believe, of utilities, 15 table - | shouldn’t say "we", it's Dr. Booth
16 right? 16 prepared arevised table whereinstead of
17 DR.VANDER WEIDE: 17 contrasting the average Ex Post return on the
18 A. Yes. 18 utility index with the annual yield on the
19 MR. JOHNSON: 19 long Canada bond, what we’ ve done is compared
20 Q. Okay. Ithink you wereaswell given this 20 return with return, theway that Ms. McShane
21 datain British Columbia’s, subject to check, 21 used to do it up until 2007, and in thisway,
22 and you had no difficulty with the data 22 Dr. Vander Weide, the impact of interest rate
23 presented, right? 23 declinesin both the utility return and the
24 DR.VANDER WEIDE: 24 bond return can be seen. Sofirst, canyou
25 A. No. 25 see that the utility returnfrom 1956 is
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1 exactly the same asin your table, asisthe 1 utilities far exceeds the risk premium on the
2 BMO return from 1983, becauseit’'s the same 2 composite.
3 data, right? 3 MR. JOHNSON:
4 DR.VANDER WEIDE: 4 Q. But we're nottalking about capm at the
5 A Yes 5 moment. What we're doing is looking at -
6 MR. JOHNSON: 6 we're looking at therisk premium using this
7 Q. Okay. However, you see that the average bond 7 historic method, | thought.
8 return is higher than the average bond yield 8 DR. VANDER WEIDE:
9 by about .63 percent. So comparing returnsto 9 A. Andthat’sexactly what | was looking at when
10 returns, the historic risk premiumisnot 4.7, 10 | discussed the impact of it.
11 but 4.03 percent. Now | don’t expect you, Dr. 11 MR. JOHNSON:
12 Vander Weide, in light of your comments, to 12 Q. Andthen over the period 1983 to 2011, we see
13 accept this, but if there’'s any calculation 13 for the TSX composite - so that’s basically 30
14 errors, let usknow, okay. For theBMOtime 14 years. We're seeing astock return of 1@
15 period from 1983, the bond returnis 11.10 15 and a bond return on average - average out to
16 percent because, as | understand it, thiswas 16 11 percent, which would indicate anegative
17 the period when interest ratesreally came 17 risk premium for the TSX composite. Do you
18 down over that period of time. So comparing 18 see what we're talking about there, Dr. Vander
19 returns with returns, the utility risk premium 19 Weide?
20 drops from your 8.8 percent up in your Table 2 20 DR. VANDER WEIDE:
21 down to 4.91 percent, according to these 21 A. Yes
22 calculations. Again | want to verify with you 22 MR. JOHNSON:
23 the accuracy of the calculations. Can you 23 Q. Andwould itbe -it's obviously not your
24 take a second to verify that? 24 judgment, is it, that utilitiessince 1956
25 KELLY, Q.C.: 25 have been riskier than the TSx composite?
Page 86 Page 88
1 Q. That's not really a fair question. The 1 DR. VANDER WEIDE:
2 witness can takeit, subject to check, but 2 A. No,it'smy judgment that the capm does not
3 asking the manto do themathin hishead, 3 apply to Canadian utilities.
4 that’ s not appropriate. 4 MR. JOHNSON:
5 MR. JOHNSON: 5 Q. Butwhat specifically doesthis information
6 Q. Okay. Now you donot report onthe TsSx 6 have to do with CAPM? | mean, we are putting
7 compositeindex inyour Table 2, but we've 7 to you historic utilitiesin the fashion that
8 added information on the Tsx composite for the 8 Ms. McShane used to do it before this Board as
9 purposes of the revised table, but that data 9 shedid in 2002, 2007, nothing about CAPM,
10 actually appears from your Exhibit 15, right, 10 doesn't fall under capm, and we see that
11 the TsX return data? Just confirm. 11 looking at the historic risk premiums that
12 DR. VANDER WEIDE: 12 they appear not to be constant with what one
13  A. Yes 13 would consider the relative risk between
14 MR. JOHNSON: 14 utilities and general companies on the TSX.
15 Q. Okay. Soover the period from 1956 to 2011, 15 DR. VANDER WEIDE:
16 the risk premium on the TSX compositewas2.57 |16 A. That initself is a statement about the CAPM,
17 percent, or basically about 1.5 percent less 17 and that’ swhy | drew the conclusion. If you
18 than for the utilities, accordingto these 18 want tolook atthe relative risk of the
19 calculations, right? 19 utilitiesto the composite, that's what the
20 DR. VANDER WEIDE: 20 CAPM does, and the CAPM, as Dr. Booth used it,
21 A. Yes to methat just - eventhough | don’t 21 assumed that the betawas .5 and, infact,
22 agree with using bond returns, that just 22 over thelast 30to 60 years, the utilities
23 brings home once again the fact that the cAPm 23 had higher risk premiums than the composite,
24 doesn’'t apply to the Canadian market. Even 24 which is absolutely contrary to the capm and
25 using bond returns, the risk premium on the 25 to abeta .5.
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1 MR. JOHNSON: 1 risk premium going forward would be, correct?
2 Q. |l guesswe'reat the break, Mr. Chairman, if 2 DR. VANDER WEIDE:
3 we could. 3 A. Thiswas oneof my tests, what the cost of
4 CHAIRMAN: 4 equity should be for this company.
5 Q. Okay, we'll take abreak until 11:30. 5 MR. JOHNSON:
6 (RECESS- 10:58am. ) 6 Q. Right,and isityour professiona judgment
7 (RESUME - 11:30am. ) 7 that this Board should regard the risk
8 MR. JOHNSON: 8 premiums that were achieved over the 1983 to
9 Q. Dr.Vander Weide, till on the screen for 9 2011 period for these utilities as offering
10 everybody to see, that over the period, 1983 10 guidance as to what they should determine the
11 to 2011, BMoO utilities group, that basket, had 11 risk premium is in the case of Newfoundland
12 returns that averaged 16 percent, and over the 12 Power?
13 same period, the entire TSx composite had a 13 DR. VANDER WEIDE:
14 return of 10.6 intherevised Table 2, 10. 6 14 . Incombination with the information on the
15 percent. Dr. Vander Weide, is it your 15 period, 1956 to 2011, yes.
16 judgment that over this period the BMO 16 MR. JOHNSON:
17 utilities warranted an additional 5.4 percent 17 Q. Dr.Vander Weide, do you accept that utility
18 premium over the entire stock market on the 18 returns are sensitive to interest rates, and
19 TSX? 19 that the higher returns on utility stocks have
20 DR. VANDER WEIDE: 20 been - have, in part, reflected declining
21 A. I’'mnot sure what you mean by warranted. This |21 interest rates similar to the returns on
22 iswhat, in fact, happened. | don’t know now 22 bonds?
23 to interpret whether they warranted it or not. 23 DR. VANDER WEIDE:
24 MR. JOHNSON: 24 . | have not studied what caused those returns
25 Q. Butitshould betaken-it's your evidence 25 to be what they were inthe 1983to 2011
Page 90 Page 92
1 and your judgment that what transpired over 1 period. I've reported what they are, and |
2 that period of time should guide the Board in 2 believe they would influence investors, but |
3 terms of its determination of what the future 3 note that | also looked at the period 1956 to
4 utility risk premium would be? 4 2011, and there are some issues with that as
5 DR. VANDER WEIDE: 5 well because the Tsx utilitiesare not pure
6 A. Wdll, I think if you want to look at Canadian 6 utilities, they’re mostly power companies.
7 utilities, thisisthe best evidence you have, 7 There are several utilitiesin there, but not
8 and thisis aperiod that goes from 30 to 60 8 pure utilities for sure, and thisis the best
9 years. That'savery long period of time and 9 evidence | have on required risk premiums for
10 they were both increasing and decreasing 10 Canadian utilities.
11 interest rates environments, including the 11 MR. JOHNSON:
12 period ' 56 to 2011, and in both periods, not 12 Q. Andtheseresults that are produced by this
13 just the period from ' 83 to the present, but 13 model, you don't exercise any further judgment
14 in the period from '56 to 2011, the TSX 14 in terms of trying to understand what
15 utilities had a significantly higher risk 15 happened, other than to report the number and
16 premium than the Tsx composite. To me, the 16 say thisisthe risk premium?
17 way it should guide the Commission is that the 17 DR. VANDER WEIDE:
18 CAPM does not work for Canadian utilities. 18 A. Wdl,what | don’'t do, | don’t try to pick sub
19 MR. JOHNSON: 19 periods. | takethelongest period of time
20 Q. Butwithall duerespect, Dr. Vander Weide, 20 for which thereisdata, and | do that for
21 you have put forward arisk premium test based 21 both indices, 1956 to 2011, and 1983 to 2011,
22 on historic returns, okay, and Dr. Vander 22 and | think taking the average of those
23 Weide, as| understand it, correct meif I'm 23 provides a reasonable estimate of the cost of
24 wrong, but you put forward that analysisto 24 equity, which when used in combination with my
25 tell the Board what your view would be of the 25 other methods provides a reasonable estimate
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1 of the required return for Newfoundland Power. 1 concerned with the potential upward biasin
2 MR. JOHNSON: 2 analysts growth estimates’. That’'s the
3 Q. lindicated, Dr. Vander Weide, that | would - 3 passage that | was bringing you to, and, in
4 inrelation to our previous discussion about 4 fact, that 2009 case was one that you
5 analyst forecast, | wanted to actually bring 5 participated in with Ms. McShane, correct?
6 you to the passagethat | was referring to 6 DR. VANDER WEIDE:
7 that | had in mind from the Alberta Utility 7 A. Yes it is,and| would notethat thereis
8 Commission, and that’ sthe 2011 decision, if 8 evidence that investors at least make
9 we could bringit up, where the Alberta 9 investment decisions based onthe analysts
10 Utility Commission referred to what their 10 forecast in the sense that | described
11 feelings were about analyst forecasts as 11 earlier, that stock prices are highly
12 testified to in 2009 before them. 12 correlated with changesin analysts forecast
13 MS. GLYNN: 13 and they are not highly correlated with
14 Q. The 2009 decision? 14 changesin historical growth rates, such as
15 MR. JOHNSON: 15 historical growth in dividends or historical
16 Q. 2011, Paragraph 86. 16 growth in earnings or book value.
17 MS. GLYNN: 17 MR. JOHNSON:
18 Q. For 2011, that’s Information Item #9. 18 Q. Sowouldyou - doyou share the observation
19 MR. JOHNSON: 19 that as long as investors believe the
20 Q. Okay, yeah, paragraph 86. 20 optimistic forecast, that they will price the
21 DR. VANDER WEIDE: 21 securities lower?
22 A. Thiswasa2011 one that wasjust up. 22 DR. VANDER WEIDE:
23 MR.HAYES: 23 A. I’'msorry, | didn't hear that whole question.
24 Q. 2011? 24 MR. JOHNSON:
25 MR. JOHNSON: 25 Q. Okay. Do you agree with the observation that
Page 94 Page 96
1 Q. Yes, that's correct, paragraph 86. 1 aslong asinvestors believe the optimistic
2 MR.HAYES: 2 forecast, that they would price the securities
3 Q. That's the onewhere the electronic copy 3 lower, resulting inalower dividend yield,
4 doesn’'t have the page. 4 and that the DCF test would still be an
5 MR. JOHNSON: 5 unbiased estimate of investor required
6 Q. Okay. I've gota copy here. Dr. Vander 6 returns?
7 Weide, if it would be okay, | would like to 7 DR. VANDER WEIDE:
8 read to you what they said at paragraph 86. 8 A. | believe it was meant to say that if
9 It statesin paragraph 86, "In 2009, the 9 investors believethe optimistic forecast,
10 Commission expressed concern about the 10 they would price the securities higher,
11 potential upward bias in analysts growth 11 resulting in alower dividend yield.
12 estimates. However, Ms. McShanearguedthat |12 MR. JOHNSON:
13 aslong asinvestors believe the optimistic 13 Q. Butit’'sthe same argument, though?
14 forecast, they would price the securities 14 DR. VANDER WEIDE:
15 lower resulting in alower dividend yield and 15 A. Itisthe same argument, but thefactisthe
16 the DCF test would still be an unbiased 16 DCFmodel is based on the assumption that
17 estimate of investor required returns. She 17 pricesare equal to the discounted present
18 indicated that this proposition had been 18 value of future cashflows, and those prices,
19 successfully tested and described three tests, 19 we have shown, reflect analysts growth
20 including the fact such growth estimates have 20 forecasts. Soif you're going to use prices
21 averaged less than GDP growth. In the 21 that reflect analysts growth forecast, you
22 Commission’sview, thisline of reasoning does |22 ought to use the analysts growth forecast to
23 not resolve theissue because there's no 23 estimate the growth component of the DCF
24 evidence that investors believe optimistic 24 model.
25 forecasts; therefore, the Commission remains 25 MR. JOHNSON:
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1 Q. Would that have been a similar position that 1 least two analyst included intheiBS mean
2 you' ve taken before the Alberta Board? 2 growth forecast". So again that would be
3 DR. VANDER WEIDE: 3 integral to the DCF sort of analysis?
4 A. ldon'tthink itwas- |I'm not sure it was 4 DR. VANDER WEIDE:
5 examined before the AlbertaBoard. | don’'t 5 A. | believe that I’ve answered your questions
6 recall. It's been some time now. 6 about the DCF.
7 (11:45am.) 7 MR. JOHNSON:
8 MR. JOHNSON: 8 Q. At Exhibit 10, Dr. Vander Weide, this isan
9 Q. Right. Dr. Vander Weide, I'd like to turn to 9 exhibit where you were showing data from
10 Ex Ante risk premium, and just to clear up an 10 September, 1999, up to June of 2012, where you
11 confusion because we had some discussion asto |11 have DcF bond yield, risk premium set out, and
12 whether thiswas DCF based, and I’d liketo 12 if 1 could bring youto March or April of
13 bring you to Question 105, which is at page 36 13 2009, which would be line 115 in this
14 of your written report. The question at 105 14 analysis.
15 is, "How do you estimate the forward-looking 15 DR. VANDER WEIDE:
16 required equity risk premium onan equity 16 A. Yes, I'mthere.
17 investment in utility stocksin each month of 17 MR. JOHNSON:
18 your study period”, and your answer is, "My 18 Q. InMarchof 2009, we're talking about aDCF
19 estimate of the required equity risk premium 19 return of 12.5 percent based on a 3.78 bond
20 is based on studies of the discounted cashflow 20 yield, which givesrise to an 8 percent risk
21 expected return on comparable groups of 21 premium, 8.72 risk premium is around March of
22 utilitiesin each month of my study period, 22 2009, but that risk premium, that would be -
23 compared to theinterest rate onlong term 23 that would be next then, it seemsto me,
24 government bonds'. So there’'s no doubt that 24 compared to June, 2012 to show some contrasts,
25 DCFisintegral to your Ex Anterisk premium 25 whichisat line 154. At that point in June
Page 98 Page 100
1 estimate, right? 1 of 2012, bCF 9.3 percent on a 2.3 percent bond
2 DR. VANDER WEIDE: 2 yield, and we're seeing the risk premium has
3 A. No, there'sno doubt about that. What | was 3 dropped down to 6.99 percent from the previous
4 pointing out earlier wasthat thisisn't the 4 8.72 percent existing as of March of 2009, and
5 samething as just aDCF estimate, however. 5 indeed over that - between those two periods
6 It doesn’t just look at the latest DCF resuilt, 6 aswell, we've observed that the DCF return
7 it looks at the risk premiums over the entire 7 has gone from 12.5 percent down to 9.3
8 period and then looks at the relationship of 8 percent, a difference of 320 basis points, Dr.
9 those risk premiums to interest rates viaa 9 Vander Weide. Do we gather from thisthat the
10 statistical analysis that shows that the risk 10 risk premium has dropped, ashas the DCF
11 premiumstend to increase when interest rates 11 expected return, over thisinterval of time?
12 decline. 12 DR. VANDER WEIDE:
13 MR. JOHNSON: 13 A. I think that would be overstating the case.
14 Q. Dr.Vander Weide, youindicated at Question 14 As| discussed thismorning, the DCF results
15 106, you ask yourself what comparable 15 likeany other results, the CAPM, or risk
16 utilities do you use in your forward-looking 16 premium results, are estimated with some
17 equity risk premium studies, and you indicate 17 degree of uncertainty. So like the situation
18 you use two sets of comparable us utilities, 18 where | was looking at alarge group of
19 natural gas utilities company group and 19 companies, | don’'t put extensive weight on the
20 electric utilities company group, and then you 20 DCF result in any one period. Rather, | look
21 go on to say that, "You select all utilities 21 at the relationship between the bcF result and
22 in Standard and Poors natural gas company 22 the interest rates over the entire period. My
23 group that paid dividends during each quarter 23 final estimateis - | don’'t have an estimated
24 and did not decrease dividendsduring any 24 cost of equity for any month. | have a
25 quarter of the past two years, and have at 25 relationship between the DCFrate of return
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1 and the interest rate, which shows that the 1 premiums and interest rates.

2 risk premium tendsto increase over this 2 MR. JOHNSON:

3 period of time when interest rates decline. 3 Q. Dr. Vander Weide, has the cost of equity

4 MR. JOHNSON: 4 capital declined since 20097

5 Q. | thought when | was looking at your Exhibit 5 DR. VANDER WEIDE:

6 10 that we see DCF, we see bond yield, we see 6 A. | can'trecall what my estimate wasin 2009.

7 risk premium, that you were calculating for us 7 I’d haveto look at that again using al of m

8 over these periods of timewhat the risk 8 methods as of that time. | don’t- again |

9 premium was, and are you suggesting that the 9 don’'t just look at aDcFresult. | look at
10 risk premium has not declined from March of 10 several results because of the uncertainty in
11 20097 11 the estimates using any one method.

12 DR. VANDER WEIDE: 12 MR. JOHNSON:

13 A. Let'sbeclear. | wasgiving you an estimate 13 Q. Dr. Vander Weide, you are not a casual

14 of the risk premium in each of those periods, 14 observer of financia markets, you hold a PhD,

15 not what it was - thisisn't like a historical 15 you area professor at a very well known

16 return where we know what the historical 16 university in the United States. Would it not

17 return was. Thisisan estimate of therisk 17 be your sense that relative to March of 2009,

18 premium in each period. Those estimates of 18 the cost of equity has declined, as have the

19 the risk premium have declined since March of 19 risk premium?

20 "09, but in general, from the beginning of the 20 DR. VANDER WEIDE:

21 period to now therisk premiums have gone up 21 A. Wéll, when you got to the last--1 was ready to

22 when interest rates have declined. 22 say yesuntil you got to the last part. |

23 MR. JOHNSON: 23 believe the cost of equity hasdeclined. |

24 Q. Butwe havenot seenthat happen over the 24 believe the risk, the required risk premium

25 period from March to June becausewe'veseen |25 has increased, so that the cost of equity has
Page 102 Page 104

1 the interest rates decline from, | think, 3.78 1 not declined by nearly as much as the interest

2 onthe long bond yield in March of 2009 at 2 rate and | believe that--and there was not

3 line 15, and its declined to 2.31 as of June 3 much controversy about that since Dr. Booth

4 of 2012, and over that period we' ve seen the 4 himself added 180 basis pointsor 120 basis

5 risk premium estimates drop as well over that 5 pointsto his CAPM results because interest

6 period of time. 6 rates are low right now and the risk premium

7 DR. VANDER WEIDE: 7 is higher when interest rates are low.

8 A. If youpick aparticular period, not all of 8 MR. JOHNSON:

9 the points will alwayslie onthe best fit 9 Q. Dr.Vander Weide, do you recall providing cost
10 regression line. The best fit regression line 10 of capital testimony for Terasen Gasin 2009
11 showsyou the general relationship over the 11 before the British Columbia Utilities
12 entire period, and | would suggest, by the 12 Commission?

13 way, that it's not really contested that the 13 DR. VANDER WEIDE:

14 risk premium increases when interest rates 14 A. |l don'trecall what dateit was. | remember
15 decline. Indeed, as| mentioned summary, Dr. 15 testifying for Union Gas.

16 Booth’s own upward adjustment to a CAPM result |16 MR. JOHNSON:

17 indicates that he believesit as well, that 17 Q. No, itwasn't Union Gas, it was Terasen Gas.
18 when interest rates are low, the risk premium 18 DR. VANDER WEIDE:

19 needs to be higher, and this isaformal way 19 A. Oh, Terasen Gas, I’'m sorry, yes.

20 to estimate that relationship statistically 20 MR. JOHNSON:

21 between the risk premium and interest rates. 21 Q. Yes, andjust at page--if I could go to your
22 This kind of statistical relationship has 22 report at page 116, down towardsthe very
23 appeared in the literature. 1t's a common way 23 bottom of that page, you seeyou sponsored
24 todoit, and it' swidely accepted that there 24 testimony on behaf of Terasen Gas
25 is an inverse relationship between risk 25 Incorporated in B.C. in May of 2009.
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1 DR. VANDER WEIDE: 1 Q. Now, Dr. Vander Weide, if | could ask you to
2 A Yes 2 turn up CA-195? Thisis references testimony
3 MR. JOHNSON: 3 that you provided on behalf of Newfoundland
4 Q. Andcanyou recall that you recommended for 4 Power in March of 2012. This passageis not
5 Terasen Gas at that time areturn on equity of 5 included in your present report and the
6 11 percent? 6 question is: Does regulation create
7 DR. VANDER WEIDE: 7 uncertainty for electric utilities? And you
8 A. | cannot recall what it was. 8 state: "Yes, investor’s perceptions of the
9 MR. JOHNSON: 9 business and financial risk of electric
10 Q. Canyou filewith usby way of an undertaking 10 utilitiesare strongly influenced by their
11 the evidence, including all exhibits that you 11 views of the quality of regulation. Investors
12 filed before the British Columbia Utilities 12 are painfully aware that regulators in some
13 Commission on behalf of Terasen in May of 13 jurisdictions have been unwilling at timesto
14 20097 14 set rates that allow companies an opportunity
15 DR. VANDER WEIDE: 15 to recover their cost of servicein atimely
16 A. I'dbehappy to, for the purpose of crossl 16 manner and earn afair and reasonable return
17 would accept your characterization that it was 17 oninvestment. Asa result of the perceived
18 11 and we could discussit or | could provide 18 increasein regulatory risk, investors will
19 the testimony. 19 demand a higher rate of return of electric
20 MR. JOHNSON: 20 utilities operating in those jurisdictions.
21 Q. If you could provide the testimony that would 21 On the other hand, if investors perceived that
22 befine. 22 regulators will provide a reasonable
23 DR. VANDER WEIDE: 23 opportunity for the company to maintain its
24 A. Okay. 24 financial integrity and earn afair rate of
25 MR. JOHNSON: 25 return on its investment, investors will
Page 106 Page 108
1 Q. Thankyou. Andyou recal, sir, that more 1 review regulatory risk as minimum." And |
2 recently than that you testified for what is 2 asked you in the question to confirm how long
3 now called FeI, which isthe former Terasen 3 either this exact answer or comment or one
4 Gas, correct? 4 practically identical has been used by you in
5 DR. VANDER WEIDE: 5 cases for which you provided cost of capital
6 A Yes 6 evidence, but you indicated that you can't
7 MR. JOHNSON: 7 determine inwhich cases you've made this
8 Q. Andyou provided testimony before the Bcucin 8 exact answer because you don't maintain any
9 August of 2012? 9 records. So,and| takeitthat you still
10 DR. VANDER WEIDE: 10 can't tell us how long you’ ve been making that
11  A. Yes 11 statement in your typical evidence?
12 MR. JOHNSON: 12 DR. VANDER WEIDE:
13 Q. Andyou recommended 10.5 percent, did you not, 13 A. That'scorrect.
14 for FEI? 14 MR. JOHNSON:
15 DR. VANDER WEIDE: 15 Q. What were you talking about in terms of
16 A. | believethat’s correct. 16 investors being painfully aware that
17 MR. JOHNSON: 17 regulatorsin some jurisdictions have been
18 Q. That'sright, so we'll--you' re accepting a 50 18 unwilling at times to set rates and allow them
19 basis point difference in the cost of equity, 19 to recover their cost of servicein atimely
20 | assume since 2009 to August of 2012, are 20 manner? What wasthe painful awareness that
21 you? 21 you're referring to?
22 DR.VANDER WEIDE: 22 DR. VANDER WEIDE:
23  A. Yes. 23 A. That the regulators--one, was that the
24 (12:00 p.m.) 24 regulators may grant an allowed return that
25 MR. JOHNSON: 25 was less than a reasonable estimate of the
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1 cost of equity which | believe has in fact 1 MR. JOHNSON:
2 occurred in many Canadian jurisdictions, and 2 Q. Soonthat definition regulatory risk outin
3 another isthat there are times when they’re 3 Albertawouldn’t be minimal in any case where
4 not granted an opportunity to earn their 4 you've provided testimony where you thought
5 required rate of return. 5 the utility should have gotten a higher return
6 MR. JOHNSON: 6 than the commission ordered, that would be in
7 Q. Andso itwould be, therewould be pain, | 7 your definition regulatory risk?
8 take it, from not getting as much as the 8 DR. VANDER WEIDE:
9 utility wanted, is that one of the pains 9 A. Not necessarily, but what distinguishes--that
10 you're talking about? And in addition, 10 would be one part of it, but it’snot all of
11 getting what the Board ordered, but not being 11 it, what distinguishes the jurisdictions that
12 ableto earn it? 12 you're talking about isacomparison to the
13 DR. VANDER WEIDE: 13 allowed rates return in the Us, those allowed
14 A. Thosewould be two factors, yes. 14 rates return are independent of my judgment,
15 MR. JOHNSON: 15 they’rewhat regulators have determined the
16 Q. Andinterms of the investors being painfully 16 rates return to be, the fair rates returnto
17 aware that regulators in some jurisdictions, | 17 beand they have been, over the last three
18 mean, are there examples that stick out in 18 years, intherange of 10.1 to 10.5 percent.
19 your mind in the United States, for example, 19 That's similar to my recommendation in this
20 where investors have been hurt by regulatory 20 proceeding whichis 10.4 percent, but beside
21 action? 21 that, the company is currently alowed to earn
22 DR. VANDER WEIDE: 22 areturn that is significantly below the range
23 A. Youreasking meon thespot torecall an 23 of 10.1t0 10.5. | agree with the usallowed
24 example, that’s pretty difficult to do. 24 return record that those are--that those are
25 MR. JOHNSON: 25 similar to my current recommended allowed rate
Page 110 Page 112
1 Q. Wdl there sbeen utilities failedin the 1 of return--my assessment of the fair return,
2 United States, for instance? 2 but they are significantly higher than the
3 DR. VANDER WEIDE: 3 company’s alowed rate of return in
4 A. Yes, those werevery unusual circumstances, 4 Newfoundland.
5 but yes. 5 MR. JOHNSON:
6 MR. JOHNSON: 6 Q. Sojustsol can understand this concept, if
7 Q. Andit's never happened in Canada, to your 7 this Board were to determine that Newfoundland
8 knowledge, hasit? 8 Power should not be entitled to a return of
9 DR. VANDER WEIDE: 9 10.4, 10.5, whatever you're suggesting, and
10 A. No, but | don't believe that investors expect 10 instead something lessthan that, that would
11 it to occur in the usright now. 11 constitute regulatory risk by your definition
12 MR. JOHNSON: 12 for Newfoundland Power?
13 Q. Andl wasabit surprised, Dr. Vander Weide, 13 DR. VANDER WEIDE:
14 that you are of the view that you do not 14 A Yes
15 believe that Newfoundland Power’sregulatory |15 MR. JOHNSON:
16 risk as being minimal and I’d like to ask you 16 Q. Andwhat would be--soin order for a utility
17 why not? Andit'snotinthat passage, but 17 not to have regulatory risk, they would have
18 it's--you’ve indicated in reply to CA-199 that 18 to be given areturn that you agreed with, or
19 you do not view Newfoundland Power’s 19 a higher return?
20 regulatory risk as being minimal. 20 DR. VANDER WEIDE:
21 DR. VANDER WEIDE: 21 A. No, asl just suggested, one could have, if
22 A. Yes, and | gave my reason therethat | don't 22 you didn’t agree with my particular estimate,
23 believe that--1 believe that in Newfoundland 23 you could look at other evidence, such as
24 Power’ s allowed returns below isfair return, 24 alowed ratesof return onequity for Us
25 right now. 25 utilities, those would be regulatory allowed
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1 rates of return and also | guess the--whether 1 utilitiesand as | have suggested those have
2 you agree with my estimate or not, it still is 2 been approximately equal over many, many
3 arisk that whatever theinvestor’srequired 3 years. S0 the returns in the marketplace show
4 returnis, if they don’t get that, they will 4 that the risk of Canadian utilitiesand uUs
5 consider that they didn’t have an opportunity 5 utilities are approximately the same. One
6 to earn their required return. 6 could also look at their capital structures,
7 MR. JOHNSON: 7 for example, and assess financial risk. One
8 Q. Couldl turn you to 202 where| asked "What 8 could look--I"'m alittle less comfortable with
9 are the five least supportive regulatory 9 bond ratings becausethey reflect more the
10 jurisdictionsin the United States and what 10 risk of bond holders, rather than
11 are the current allowed returns on equity for 11 stockholders, but even if you look at the bond
12 electric utilitiesin these jurisdictions?” 12 ratings, you would find out that my samples of
13 DR. VANDER WEIDE: 13 us utilities are comparable inrisk to the
14  A. | havethat. 14 Canadian utilities.
15 MR. JOHNSON: 15 MR. JOHNSON:
16 Q. Okay. Andyou have provided thisdata on 16 Q. So fundamentally, Dr. Vander Weide, you
17 utilities that operate in thedistrict of 17 believethat the United States and Canadian
18 Columbia, Illinois, Maryland, New Jersey, New |18 utilities have similar business risks on
19 Y ork, and Texas and these companieswould be |19 average, right?
20 in the least supportive regulatory 20 DR. VANDER WEIDE:
21 jurisdictionsin the United States? 21 A. | believethat it's arguable that they do. |
22 DR. VANDER WEIDE: 22 believe that--1 feel more strongly that their
23 A. Yes 23 total risk issimilar.
24 MR. JOHNSON: 24 MR. JOHNSON:
25 Q. Okay. Andyou indicate that this data, along 25 Q. So you'dbe prepared to concede that the
Page 114 Page 116
1 with the data provided in response to CA-203 1 average Canadian utility may in fact have less
2 in which you point out the five most 2 business risk than the us utility?
3 regulatory supportive jurisdictions in the 3 DR. VANDER WEIDE:
4 United States, but wewon't go there for a 4 A. | think the answer to that isyes, but | would
5 second, isthat "the allowed ROEis amajor 5 say that it'svery hard to assess business
6 determinant of regulatory rate making and that 6 risk because we don't have measures of
7 is companiesin jurisdictions with relatively 7 business risk that are numerical to say what’s
8 low ROEs are considered by sNL Financial to 8 higher and what’ s lower. We have measures of
9 have low regulatory support and high 9 total return in the marketplace, which | have
10 regulatory risk; whereas companies in 10 looked at and shown that they’re the same. We
11 jurisdictions with relatively high ROES are 11 can look at variousindicators, but those are
12 considered by SNL Financial to have high 12 just indicators. At best we can do is
13 regulatory support and thuslow regulatory 13 estimate the business risk.
14 risk.” Andso if wekey it off by the high 14 MR. JOHNSON:
15 allowed return and just leave it at that, is 15 Q. What would be the indicators?
16 that the end of the analysisfor whether the 16 DR. VANDER WEIDE:
17 risk is high or not for an equity investor? 17  A. Youknow, we could, for instance, look at bond
18 DR. VANDER WEIDE: 18 rating agencies assessment’s of business and
19 A. No, that’s one of therisks. The other--there 19 financial risk and we might say that okay, the
20 are other aspectsof risks, one isand it 20 bond rating agencies perhaps think that on a
21 depends on the way you frame the question, if 21 business risk basis Canadian utilitiesare a
22 you're looking at are Canadian utilities more 22 little lessrisky than us utilities, but then
23 or lessrisky than us utilities, if that’s the 23 we would have to combine that with the
24 question, then you could look at the 24 financial risk indicators that the bond rating
25 variability of returnsfor Canadian and us 25 agencies used and we'd say well, on that
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1 basis, Canadian utilitiesare a little more 1 assessment. What | would say isthat one
2 risky than us utilitiesand we combine those 2 ought to try to assessthe total risk of the
3 into abond rating and say perhaps from the 3 US companies, both business and financial
4 perspective of bond investors thetwo are 4 risk, compared to especially the comparable
5 approximate, they have about the same bond 5 companies that are being used and compared to
6 ratings, as especially my group, which isthe 6 the Canadian companies.
7 most important--what’ s really important is not 7 MR. JOHNSON:
8 to say in general are Us utilities more risky, 8 Q. Soyou have not thought about the difference
9 what’s important isto say what are the 9 in business risks between transmission, gas
10 comparable companies being used and arethey, |10 distribution or electric distribution or
11 asawhole, on average, more or lessrisky and 11 vertically integrated, enough -
12 the bond ratings would indicate that they are 12 DR. VANDER WEIDE:
13 approximately the same. 13 A. No, | didn’t say that, | said | thought about
14 MR. JOHNSON: 14 it but | don't believe that there's a
15 Q. Dr. Vander Weide, you indicated when you 15 numerical measure that onecan useto say
16 started that long exposition that there were 16 definitively which of those are more risky
17 indicators that you could look to of business 17 than the other.
18 risk and then you went to one indicator, which 18 MR. JOHNSON:
19 was bond rating, but | would like to bring you 19 Q. Okay, so yougo thento theindicator you
20 back, what are the other indicators that we 20 talked about the bond rating, and of course,
21 might look to to assess the differences 21 you believethat us utilities have higher
22 between the two countriesin business risk? 22 financial risks on average than Canadian
23 DR. VANDER WEIDE: 23 utilities, right?
24 A. Well | talk about in my testimony the various 24 DR. VANDER WEIDE:
25 cost adjustment mechanisms and rate 25 A. Yes
Page 118 Page 120
1 stabilization mechanisms and athough | 1 MR. JOHNSON:
2 mentioned earlier | didn't study them in 2 Q. Andthat'samoreof a-
3 detail, from my years of experience working in 3 DR. VANDER WEIDE:
4 the utility field in the us, r'veindicated 4 A. Yes, that's correct.
5 that for many yearsthe usdid not havethe 5 MR. JOHNSON:
6 same regulatory support kinds of factors, but 6 Q. And more of ademonstrable thing because that
7 inthe last--since approximately 2007 they 7 arises out of their capital structure.
8 have greatly increased the kinds of cost 8 DR. VANDER WEIDE:
9 adjustment mechanisms and rate stabilization 9 A Yes
10 mechanisms. 10 MR. JOHNSON:
11 MR. JOHNSON: 11 Q. Okay, and Dr. Vander Weide, you werein fact
12 Q. Do you accept the proposition that gas, that 12 surprised, were you not, to learn in 2009 that
13 transmission would be the lowest risk and then 13 Canadian utilities over average have higher
14 next lowest would be distribution, next lowest 14 credit ratingsthan American utilities on
15 would be gas distribution and then the higher 15 average, you were surprised to learn that,
16 up again would be vertically integrated? 16 weren’'t you?
17 DR. VANDER WEIDE: 17 DR. VANDER WEIDE:
18 A. | think that’'s very difficult to assessand | 18 A. | don't believe--I haven’t seen evidence that
19 don't havea judgment on that. | don't 19 they do on average. |I've seen somethat are
20 believe, although | know it's popular in 20 higher, I’ve seen some that are consistent
21 Canada to make very fine distinctions between 21 with mine. | believethat from my sample of
22 the different linesof business, | would 22 companiesthe averageis BBB+t0 A-and |
23 suggest that there are different business 23 don't really think from an equity investor
24 risks associated with each of those lines of 24 standpoint there’'s much differencein risk
25 business and that it s difficult to make the 25 between aBBB+ and A- bond rating.
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1 MR. JOHNSON: 1 have since seen information that there’'s not
2 Q. Could! turnyour attention to cA-NP-211? And 2 that much difference between Canadian
3 this question we asked "in reply to CA-NP-270 3 utilities and us utilitiesin general, and not
4 from the March 2012 Newfoundland Power Cost of 4 only that, but | provide evidence in my direct
5 Capital matter, thereis an extract taken from 5 testimony that the cost of equity for
6 the Alberta Utilities Commission 2009 Generic 6 companies with different bond -- the allowed
7 Cost of Capital decision of November 12th, 7 rates of return for companies with different
8 2009, and at page 53 of the decision of the 8 bond ratings is not material, that bond rating
9 AUC, thereisan exchange between Commission 9 isnot an indicator of cost of equity. Soll
10 counsel and Dr. Vander Weide" and it goes like 10 don't believe, from an equity perspective,
11 this "Question: Thank you, sir. Sir, if 11 that a difference between a BBB+ and an A- has
12 Canadian and us utilities have similar 12 any effect on the cost of equity.
13 businessrisk but different financial risk, 13 MR. JOHNSON:
14 wouldn’t you have Canadian” -- | think it 14 Q. But factorsthat Moody’s, for instance, would
15 should be "wouldn’t Canadian utilities have to 15 take into account in determining that the
16 have lower credit ratings than comparable 16 business environment and regulatory
17 utilities in the United States?" 17 environment is more supportive in terms of,
18 And your answer was"I’'m looking at the 18 for instance, in Newfoundland Power’s case,
19 question again. I'm not a credit rating 19 whether it be deferral accounts or the fact
20 expert, so it’ s difficult for me to comment on 20 that they can have, you know, costs past
21 what credit ratings! would expect them to 21 through -- you get a general sense of them
22 have with the same degree of understanding as 22 saying the environment is a bit more friendly,
23 say a Susan Abbott would have who has alot of 23 but you take that as not indicating anything
24 years experience working for credit rating 24 that would assist the equity investor?
25 agencies. Based on thefinancial metrics 25 DR. VANDER WEIDE:
Page 122 Page 124
1 aone, | would-- | am surprised that the 1 A. No, I look atsome of those factors myself.
2 Canadian utilities have dlightly higher credit 2 What 1I'm saying isyou can't look at one
3 ratings than the us utilities because the 3 factor in isolation and reach a conclusion
4 financial metrics are quite a bit lower, even 4 about the relativerisk of usand Canadian
5 for what | consider similar businesses. | 5 utilities. You haveto consider all of the
6 don't know how to explain it. I'm just 6 risk factors, including financial risk,
7 surprised atit, butl don't know how to 7 including the variability of returns inthe
8 explainit." 8 marketplace, and then you have to ask
9 Now Dr. Vander Weide, would one possible 9 yourself, asthe bottom line, well, even if
10 -- if the ratings are meant to cover, 10 Canadian utilities werelessrisky, which |
11 encapsulate an overall risk, would one 11 don’'t believe they are, how can | estimate the
12 possible explanation bethat in fact people 12 cost of equity when there are only two
13 like Moody’s are right when they say that 13 Canadian utilities that have -- publicly
14 generally the business and regulatory 14 traded Canadian utilities that have a
15 environment is more supportivein Canadathan |15 significant percentage of regulated asset.
16 itisin the United States? 16 MR. JOHNSON:
17 DR. VANDER WEIDE: 17 Q. Sothenwe're into sample selection and you
18 A. | don't necessarily believe that they are 18 usetwo groups. In termsof your American
19 right, from an equity investor standpoint, but 19 companies, you have a comprehensive grouping,
20 the most important thing isnot just the 20 and as | understand it, in order to be within
21 businessrisk, it'sthe total risk and the 21 the comprehensive grouping, Yyou just
22 bond rating -- | was given -- | was pointing - 22 essentially needed to bea uUselectric or
23 - | was given apparently bond ratings for 23 natural gas business. Would that be right?
24 particular groups that appeared that it was 24 DR. VANDER WEIDE:
25 dlightly higher for Canadian utilities. | 25  A. With an investment grade credit rating.
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1 MR. JOHNSON: 1 ranks of one, two or three."
2 Q. Okay. Andit had to have -- would have to pay 2 MR. JOHNSON:
3 dividends? 3 Q. I'll have to -- and thenyou look for an
4 DR. VANDER WEIDE: 4 investment grade. They had to have an
5 A. Right. 5 investment grade as well, Dr. Vander Weide?
6 MR. JOHNSON: 6 DR. VANDER WEIDE:
7 Q. And hadto have at least two analysts? 7 A. Yes
8 DR. VANDER WEIDE: 8 MR. JOHNSON:
9 A Yes 9 Q. Andwhy was that important?
10 MR. JOHNSON: 10 DR. VANDER WEIDE:
11 Q. Andithad to have asafety ranking of one, 11  A. Because dthough | don't think that bond
12 two or three, | think you indicate inyour 12 ratings themselves are perfect indicators of
13 evidence? 13 risk, | do believe there’'s a break at whether
14 DR. VANDER WEIDE: 14 your investment grade or not, and asl --
15 A. Yes 15 those that are below investment grade are --
16 MR. JOHNSON: 16 there' s no doubt that they’ re more risky than
17 Q. Andfor instance, asafety ranking of three, 17 companies that are above investment grade. In
18 who provides the safety ranking? 18 fact, most pension plans or university
19 DR. VANDER WEIDE: 19 endowments or such investment -- managers of
20 A. Vaueline 20 investment portfolios have legal guidelines
21 MR. JOHNSON: 21 that say that they have torestrict their
22 Q. Vaueline, and how dothey definewhat a 22 investments in bonds to bonds that are
23 company with asafety -- with a ranking of 23 investment grade bond ratings. That's a
24 three would be? 24 definite cut-off in Us financia markets, as
25 DR. VANDER WEIDE: 25 whether you' re investment grade or you're not,
Page 126 Page 128
1 A. | forget exactly what their criteriais, but | 1 and investment grade isBBB- or above. Non-
2 do know that they suggest that conservative 2 investment grade isBBB- or below -- oris
3 investors limit their selection of stocksto 3 below BBB-.
4 companies with safety ranks of one, two or 4 MR. JOHNSON:
5 three. And so, | believe that they would say 5 Q. Okay. And then for your more screened group,
6 that if you had a portfolio of securitiesand 6 you provide -- you have a further condition
7 you limited them to safety ranks of one, two 7 that the companies would haveto meet, |
8 or three, that would be a conservative 8 understand.
9 investment and so that’ swhat | did. 9 DR. VANDER WEIDE:
10 MR. JOHNSON: 10 A. Two conditions. One, that they have 80
11 Q. Butthe safety rank of three, | took that to 11 percent of their assets, at least 80 percent
12 mean, and I'll find it -- perhaps!’ll get a 12 devoted to utility regulation, and the second
13 chanceto find it, but | took safety rank to 13 -- to assets that are regulated by utilities,
14 three to be an average risk company. 14 and second, that they have BBB or above bond
15 DR. VANDER WEIDE: 15 ratings.
16 A. That isan average risk company, yes. 16 MR. JOHNSON:
17 MR. JOHNSON: 17 Q. But other than that, you don’'t consider actual
18 Q. Soitwould be an average -- not conservative, 18 unregulated earningsas being a screening
19 an average risk company would be a rank of 19 measure or other unregulated activities, other
20 three? 20 than the 20 percent asset test?
21 DR. VANDER WEIDE: 21 DR. VANDER WEIDE:
22 A. Vauelinestates, and I’m virtually quoting 22 A. Waéll, there are problems with each indicator,
23 it because | remember it very well, "we 23 if you're going to look at earnings or assets
24 recommend that conservative investors limit 24 or revenues. TheEEl usesassets astheir
25 their investments to companies with safety 25 indicator and that dataisfairly easy to get
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1 and so that’'swhat | use. | don’t believe 1 aren’t any unregulated businesses when there
2 it'sa-- | think the best indicator that one 2 really are. But the best way todoitisto
3 could haveisif you could look at the market 3 look atthe total risk, rather than just
4 values of theinvestments in each business 4 regulated and unregulated.
5 segment. That would show how the market views 5 MR. JOHNSON:
6 the value of each of those businesses. The 6 Q. |takeityou are in absolute agreement with
7 problem isone can't get that information 7 this Board that the chosen -- that it’s not
8 because the segments aren’t market traded. 8 enough that the chosen comparables are the
9 Other than that, you only have indicators. 9 best available and that if the dataisto be
10 Y ou don’'t have hard and fast estimates of what 10 relied on, it must be shown to be areasonable
11 percentage of the businessisin each segment. 11 proxy or that reasonable adjustments can be
12 MR. JOHNSON: 12 made to account for the differences? That was
13 Q. For instance, through some of the cross- 13 what the Board stated in P.U. 43. You'rein
14 examination of Ms. McShane yesterday, there 14 absolute agreement with that?
15 were certain of her companies that had fairly 15 DR. VANDER WEIDE:
16 significant unregulated income over the last 16 A. I’'minagreement with that and that’swhy, in
17 few years. She provided uswith an RFi reply 17 this case, | provided a second group that also
18 on that. Sometimesit would be 30 percent in 18 had to have 80 percent of assets devoted to
19 ayear, could be 25. But that, to you, would 19 regulated service and had to have bond ratings
20 not be a material consideration in terms of 20 of BBB or aplus. In fact, they had bond
21 the comparability to Newfoundland Power, which 21 ratings of BBB+to A- which isabout as high
22 has no unregulated earnings? 22 asit getsfor regulated utilities.
23 DR. VANDER WEIDE: 23 MR. JOHNSON:
24 A. Wel, let me first say again that there are 24 Q. AndDr. Vander Weide, inthiscase, you're
25 only two Canadian utilitiesthat are market 25 obviously not making any adjustments whatever
Page 130 Page 132
1 traded that would meet the criterion of having 1 to the us data that you reported in your test,
2 80 percent assets or any percent of earnings. 2 right?
3 MR. JOHNSON: 3 DR. VANDER WEIDE:
4 Q. Yes, and I’'m aware of that. I'm aware of that 4 A. | considered making adjustments, but | didn’t
5 issue. But my questionis, besides that 5 believe that there was a difference in risk.
6 point, isit not a relevant consideration in 6 MR. JOHNSON:
7 trying to get at what an appropriate return on 7 Q. And so there' s no need to make adjustments, so
8 equity isfor Newfoundland Power to consider 8 your recommendation to the Board is "look,
9 that companies that have significant 9 take thisdataasitisand apply it and use
10 unregulated earnings, whereas Newfoundland |10 it, don't adjust it. There are no differences
11 Power doesn’'t have any unregulated earnings, 11 on the overall between these companies'?
12 it might be adifferent consideration for an 12 DR. VANDER WEIDE:
13 equity investor? 13 A. Yes
14 (12:30 p.m.) 14 MR. JOHNSON:
15 DR. VANDER WEIDE: 15 Q. Okay. Now Ms. McShane stated, and she
16 A. | believethat assetsisabetter way to do 16 participated in aprevious case before the
17 it, although | don’t think that's perfect. 17 Board in 2009, and she eliminated a number of
18 The best way would be market values, if you 18 companies from her 2009 sample and the
19 had those. Earnings, the problem could be you 19 companies that she eliminated were Dominion,
20 might have negative earnings or zero earnings 20 Duke Energy, FPL NextEra, | think there’' s been
21 at your unregulated businessesand then you 21 some sort of amalgamation or something there,
22 would look like you were 100 percent regulated |22 New Jersey Resources, NSTAR, and Scana, and of
23 earnings, but you had alot of assetsin those 23 these companies, Dr. Vander Weide, Scanaisin
24 unregulated businesses. So earnings has the 24 your comprehensive sample, correct?
25 difficulty that you might indicate that there 25 DR. VANDER WEIDE:
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1 A. Yes. It'spronounced Scana, butitisinmy - 1 but they have operations ina variety of
2 MR. JOHNSON: 2 States.
3 Q. Scana, okay. AndDuke Energy isin your 3 MR. JOHNSON:
4 comprehensive sample? 4 Q. How about PNM Resources as No. 21?
5 DR. VANDER WEIDE: 5 DR. VANDER WEIDE:
6 A. Yes 6 A. What'syour question about them?
7 MR. JOHNSON: 7 MR. JOHNSON:
8 Q. AndasisDominion? 8 Q. Arethey avertically integrated company or
9 DR. VANDER WEIDE: 9 what are they?
10 A. Yes 10 DR. VANDER WEIDE:
11 MR. JOHNSON: 11 A. PNM, you want meto refer to my data on them
12 Q. AsisFrL NextEra? 12 or are you asking me -- is thisaquiz of my
13 DR. VANDER WEIDE: 13 recall of all these companies?
14 A. Yes 14 MR. JOHNSON:
15 MR. JOHNSON: 15 Q. Wadll, I’'mlooking at NiSource, I'm looking at
16 Q. ISNSTAR another company that you have? | 16 PNM and another one that interests me is
17 couldn’'t seeit there, but | didn’t know if it 17 Hawaiian Electric, No. 14.
18 was. | didn't seeit under NSTARaNd | was 18 DR. VANDER WEIDE:
19 wondering if there had been a corporate name 19 A. Right.
20 change. 20 MR. JOHNSON:
21 DR. VANDER WEIDE: 21 Q. Andthereason why it interests meis because
22 A. Well, | believethey’ve been acquired since 22 your report is dated September 2012 and |
23 that time. 23 don’'t know if you’re aware of apublication
24 MR. JOHNSON: 24 that Standard and Poors put out on April 20th,
25 Q. NSTAR has been acquired by whom? 25 2012, which isat cA-NP-351. Could you turn
Page 134 Page 136
1 DR. VANDER WEIDE: 1 tothat? In particular, if we could go to the
2 A lthink --1 forget whether it's Northeast 2 attachment?
3 Utilities or whom. It was aNew England 3 DR. VANDER WEIDE:
4 company that acquired NSTAR but | can't -- as 4 A. | haveonepage inthisbook. That's al |
5 I’m gitting here. Maybe at a different point 5 have and that’ s the verbal answer.
6 intime, 1 would remember. Right at this 6 MR. JOHNSON:
7 moment, | don't. 7 Q. Okay. There'sadocument behind that.
8 MR. JOHNSON: 8 DR. VANDER WEIDE:
9 Q. Okay. Dr.Vander Weide, in Exhibit 5, | see 9 A. CA-NP-351inthebook that | have just hasthe
10 you use a company No. 16 called NiSource. 10 answer. It doesn't have that document.
11 DR. VANDER WEIDE: 11 MR. JOHNSON:
12 A. Yes, that'sin my larger group. 12 Q. We havethe document on the screen though, |
13 MR. JOHNSON: 13 think. Do you seeit on the screen, sir?
14 Q. Yeah, and that’s No. 16? 14 DR. VANDER WEIDE:
15 DR. VANDER WEIDE: 15 A. | seethe cover page on the screen.
16 A. Yes 16 MR. JOHNSON:
17 MR. JOHNSON: 17 Q. Okay. This isaStandard and Poor’s report
18 Q. Andwhat sort of company is NiSource? 18 entitled us Regulated Utilities: Strongest to
19 DR. VANDER WEIDE: 19 Weakest, dated April 20th, 2012.
20 A. NiSourceis acombination electric, gasand 20 DR. VANDER WEIDE:
21 pipeline company. 21 A. Yes
22 MR. JOHNSON: 22 MR. JOHNSON:
23 Q. Where do they operate out of? 23 Q. AndDr. Vander Weide, if you go in another
24 DR. VANDER WEIDE: 24 page, or onthe screen, | know it’s -- you
25 A. They are -- their headquartersisin Indiana, 25 can't do it right there now, but the gentleman
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1 will help us. This is headed up "the 1 perhaps -
2 following list ranks all the rated companies 2 MS.GLYNN:
3 in the United States regulated electric, gas 3 Q. How long would you require, Mr. Johnson?
4 and water utility sectorsfrom strongest to 4 MR. JOHNSON:
5 weakest, based on rating and outlook. We 5 Q. Maybe about ten minutes. Would that be okay?
6 further rank companies with the same rating 6 CHAIRMAN:
7 and outlook by our opinion of credit quality 7 Q. Sure
8 based primarily on business risks for 8 MR. JOHNSON:
9 investment grade companies and primarily on 9 Q. Thank you.
10 financial risk for speculative grade 10 (BREAK - 12:40p.m. )
11 companies." Andthen| won't read the rest, 11 (RESUME - 1:00 p.m. )
12 but they provide aranking -- have you seen 12 MR. JOHNSON:
13 this document before? 13 Q. Mr. Chairman, | have nothing further for Dr.
14 DR. VANDER WEIDE: 14 Vander Weide.
15 A. | believel have. 15 CHAIRMAN:
16 MR. JOHNSON: 16 Q. Okay. Madame.
17 Q. Yes. And thisdocument, Dr. Vander Weide, if 17 GREENE, Q.C.:
18 you would accept, subject to check, contains 18 Q. Good afternoon, Dr. Vander Weide.
19 227 different companiesin the United States 19 DR. VANDER WEIDE:
20 and provides their ranking. And if you could 20 A. Good afternoon.
21 go in to page seven, the last page, about ten 21 GREENE, Q.C:
22 companies down, you see NiSource? 22 Q. | do have some questionsfor you on the same
23 DR. VANDER WEIDE: 23 and on different topics covered by Mr.
24 A. Yes. 24 Johnson.
25 MR. JOHNSON: 25 DR. VANDER WEIDE:

Page 138 Page 140
1 Q. Out of the 227, that one ranks 209 and if you 1 A. Okay.
2 go acouple down past Duquesne Light Holdings | 2 GREENE, Q.C.
3 into PNM Resources, it's 211, and then 3 Q. Thefirst arearelatesto your assessment of
4 Hawaiian Electricis 214. And these, of 4 financial risk, and here, if we goto the
5 course, would be companies that you would 5 bottom of page 12 of your evidence. It starts
6 consider as being comparable to Newfoundland 6 there, | believe. It's question 29.
7 Power? 7 DR. VANDER WEIDE:
8 DR. VANDER WEIDE: 8 A. Yes
9 A. Forthe purpose of estimating the cost of 9 GREENE, Q.C.:
10 equity, | believe that the average risk of my 10 Q. Andactudly, if you go back to the previous
11 entire group is comparableto Newfoundland 11 page, please, 28. Okay. I'm not sureif you
12 Power. | don't believe that all of the 12 were present when we talked with Ms. McShane
13 companiesare. Asl indicated, the average 13 about the assessment of financial risk and
14 Moody’s -- or the average S& P bond rating for 14 what you would take into consideration in
15 my entire group isBBB+ and for my smaller 15 looking at the financial risk of a company.
16 group, the average S& P bond rating is -- and 16 DR. VANDER WEIDE:
17 itis inthe rangeBBB+ to A- and my DCF 17 A. Yes
18 reflectsthe averagerisk of the companies, 18 GREENE, Q.C.:
19 not the results of any one company. 19 Q. Andwhenyou look at your -- first, what do
20 MR. JOHNSON: 20 you take into account? You have started to
21 Q. Thecompaniesthat you'reusingin -- | think 21 talk about it there in your evidence on
22 what | would like to -- what’ s it pushing for 22 question 28 and 29, but what are the factors
23 20to 1. 1 wonder if I could ask for just a 23 you consider in assessing the financial risk
24 brief break to seewhere | amand see what 24 of acompany?
25 other further notes| have to seeif | can 25 DR. VANDER WEIDE:
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1 A, Wdl, | would normally think of risk as-- 1 GREENE, Q.C.:
2 financia risk as something that increases the 2 Q. So again, it would go to the capital
3 variability inthe return on equity as a 3 structure, would it, even the size?
4 result of leveragein the capital structure, 4 DR. VANDER WEIDE:
5 and that is normally how finance people 5 A. Wdll, no, they -- yeah, by capitalization, |
6 consider it. So, and | define business risk 6 mean the market value of the equity.
7 asthe variability in the operating return 7 GREENE, Q.C.:
8 which isthe return before interest or taxes 8 Q. Okay.
9 and so, financial leverage, financial risk, | 9 DR. VANDER WEIDE:
10 think are primarily related, from the equity 10 A. For companiesthat have high market -- that
11 investors point, to the dead equity ratio. 11 arelarge, in other words.
12 From a bond investor standpoint, they care 12 GREENE, Q.C.:
13 also about whether you're covering the 13 Q. | wanted now to moveto the question of bond
14 interest or especially whether you' re covering 14 ratingsand how you have used them inyour
15 the interest and not only just coveringit, 15 opinion. | wonder hereif we couldgo to
16 but covering it with cash. And so they would 16 question 64 and 65?
17 look at cash flow coverage, cash flow to debt, 17 DR. VANDER WEIDE:
18 which would be an indicator of not only that 18 A. Yes
19 you could pay the interest, but that you could 19 GREENE, Q.C.:
20 pay the principal on the debt and they look at 20 Q. Andinresponsetothe questionin 65, which
21 the rate of return that’ s being earned. 21 is"do you have evidence that bond ratings are
22 GREENE, Q.C. 22 apoor indicator of therisk of investingin a
23 Q. Andif you scroll down, please, your answer to 23 company’s equity?' and without taking you
24 guestion 297 24 through the full answer, your answer isyes,
25 DR. VANDER WEIDE: 25 from your perspective, bond ratings are not a
Page 142 Page 144
1 A Yes 1 -- asyou say, they’re a poor indicator, and |
2 GREENE, Q.C.: 2 believe in cross-examination this morning with
3 Q. Which is where you refer to the equity 3 Mr. Johnson, you used the phrase as well that
4 investor when assessing thefinancial risk 4 you'reless comfortablein looking at bond
5 does primarily look at the capital structure 5 ratingswhen you'relooking at it from the
6 of the utility? 6 perspective of an equity investor?
7 DR. VANDER WEIDE: 7 DR. VANDER WEIDE:
8 A. Yes 8 A. Yes
9 GREENE, Q.C.: 9 GREENE, QC::
10 Q. Ms. McShane, in her evidence yesterday, and 10 Q. And I wonder, again you may not have been here
11 I’m not sure if you were here for this portion 11 yesterday for Ms. McShan€' s cross-examination
12 of it, explained that in assessing financial 12 on this point, but | believe her evidence,
13 risk, she alsowould look at such other 13 paraphrasing it, wasthat it ishelpful to
14 factors asthe size of the business, the 14 look at what bond ratings are, even if you're
15 credit metricsand the bond ratings. Would 15 the equity investor, and | wanted you, if you
16 you take those factorsinto account from the 16 could explain, one, your opinion in more
17 perspective of an equity investor? 17 detail, and then how you do use bond ratings
18 DR. VANDER WEIDE: 18 when you come to the selection of the
19 A. Very definitely the size. | normally think of 19 companies and why you' ve done so?
20 it more asbusiness risk, but | think one 20 DR.VANDER WEIDE:
21 could also think of it as financia risk, and 21 A. Okay. Let mefocuson thereturn on equity
22 it's been shown that the required returns on 22 first. | don't believe that bond ratingsin
23 companies with small market capitalization are 23 and of themselves measure therisk that an
24 higher than the required returns on equity for 24 equity investor looks at. | think that what
25 companies with large capitalization. 25 equity investors primarily look atis the
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1 company investment grade or non-investment 1 seems like the cause and effect is just the
2 grade company, and then they look at risk as 2 opposite. That rather than have alower bond
3 measured -- after that, they look at risk as 3 rating giving ahigher required return, it
4 measured in the marketplace. As| indicatein 4 seems like if, for whatever reason, the
5 answer to 65, the allowed rates of return on 5 regulator gives alower alowed return and a
6 equity don't really depend on the bond rating. 6 lower equity ratio that the company gets a
7 So until you get down to near the below 7 lower bond rating and that makes some sense
8 investment grade level, and that's evidence 8 because the lower isthealowed return and
9 that it doesn't really reflect on the return o 9 the lower isthe equity ratio, the worse are
10 equity. But, bond ratings are very important 10 your credit metrics going to be. And so, you
11 from a regulatory perspective because in 11 see that the cause and effect goes more from
12 addition to earning a fair rate of return, 12 the returnsalowed and the equity ratios
13 regulators who follow the fair rate of return 13 alowed to the lower bond ratings.
14 standard have to be concerned with the 14 So that’ s the reason why I'm reluctant to
15 financial health of the company and their 15 think of bond ratings asan indicator of
16 ability to attract capital. And bond ratings 16 equity risk, because that’s what my experience
17 more rel ate to those second and third elements 17 has been, that it doesn’t affect either the
18 in the fair return standard than to the 18 cost of equity or the allowed return on
19 required return on equity. Namely that if -- 19 equity.
20 and especially in Canada, if you have alower 20 GREENE, Q.C.:
21 bond rating, it'sgoing to be difficult in 21 Q. However, wecan't totally ignore bond ratings.
22 difficult markets. You may have ahard time 22 Y ou have -- we do take -- the regulator should
23 attracting capital and maintaining your 23 take it into account, as you have in providing
24 financial stability. 24 your opinion?
25 And theremay be other aspects of your 25 DR. VANDER WEIDE:
Page 146 Page 148
1 question | didn't respond to yet. I've 1 A. Absolutely, and so, they have to take it into
2 forgotten the whole question at this point, 2 account in order to ensure financial integrity
3 frankly. 3 and access to capital, which are the other two
4 GREENE, Q.C.: 4 standards inthe fair return standard and
5 Q. Onewaswhy you have-- and | think you have 5 especially in Canada, and where there’ s not an
6 answered this part, but one was asto why you 6 active market for bonds of lower ratings,
7 believe bond ratings are a poor indicator of 7 lower rated companies, and also, | think it
8 the risk as viewed by the equity investor and 8 gives some indication of how the financial
9 why you areless comfortable when you talk 9 community looks at the company.
10 only about bond ratings. 10 GREENE, Q.C.:
11 DR. VANDER WEIDE: 11 Q. Sointhat perspective, it may be of interest
12 A. Okay. 12 to the equity investor becauseitis how an
13 GREENE, Q.C.: 13 independent third party does view -
14 Q. Which wasless comfortable was the phraseyou |14 DR. VANDER WEIDE:
15 used this morning in your cross. 15 A. It'sindependent, but it's more important by
16 DR. VANDER WEIDE: 16 far to the bond investor thanto the equity
17 A. Yes. Partly having beenin several hundred 17 investor.
18 regulatory proceeding, I've been well aware 18 GREENE, Q.C.:
19 that bond -- that companieswith different 19 Q. And moving now to another topic which |
20 bond ratings do not have either higher 20 understand your opinion and your
21 required returns as measured by the cost of 21 recommendation to the Board is that thereis
22 equity indicators, nor do they get higher 22 no difference between Canadaand the uswith
23 alowed rates of return, aslong asthey’'re 23 if you get the appropriate proxy group, the
24 investment grade. Infact, if anything, if 24 results for an analysisfor the us companies
25 you look at that Table 1 on that page 23, it 25 provides valid information that can be relied
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Page 149

Page 151

1 onto setthe ROEfor thisBoard here for 1 DR. VANDER WEIDE:

2 Newfoundland Power. So in essence, there’ s no 2 A. Again, | think I'd be reluctant to talk about

3 real difference between the Canadian 3 right and wrong, because there seemsto be

4 environment and the us environment, whether 4 some moral aspect to right and wrong.

5 it's on businessrisk, financial risk or even 5 GREENE, Q.C.:

6 the regulatory risk, because al of them 6 Q. Well, we have been better -- the usregulators

7 together, the total risk of three, on your 7 have been better at determining what an

8 view, are similar for Canadian utilities and 8 appropriate fair returnisfor utilitiesin

9 us utilities? 9 theus?

10 DR. VANDER WEIDE: 10 DR. VANDER WEIDE:

11 A. That'scorrect. 11 A. My feelingisthat they have, yes.

12 GREENE, Q.C.: 12 GREENE, Q.C.:

13 Q. And | guessone thing that puzzles me, and we 13 Q. Okay. So that'show you would explain that

14 can go to -- first, we can either go to some 14 difference that | observe when | look at what

15 exhibitsor do you accept that historically 15 the allowed returns have been?

16 when you look at the allowed returns in the Us 16 DR. VANDER WEIDE:

17 for us utilities, they have trendedto be 17 A. Wdl, I think therewas a time when uUs

18 higher than for Canadian utilities? That's 18 utilitieswere morerisky. Asl say, there's

19 the allowed returns. 19 been quite -- at |east with regard to business

20 DR. VANDER WEIDE: 20 risk, particularly there were more Us

21 A. Yes 21 utilities that were diversified and that has

22 GREENE, Q.C. 22 been reduced considerably, and some years

23 Q. Okay. And| guessif -- how do you explain 23 back, especially prior to the financial

24 then if they areequal intermsof therisk 24 crisis, there were fewer cost adjustment

25 and the environments are the same, isit that 25 mechanisms and revenue stabilization
Page 150 Page 152

1 the Canadian regulators have got it wrong 1 mechanisms. There' s been quite arapid change

2 because the ROEs that they allow are too low, 2 inthat. Most us utilitiesare divesting

3 sowe've donea very bad jobin Canada of 3 their unregulated operations, as is

4 estimating the fair returns and the Us has got 4 represented by the very large number with over

5 it right? Because your recommendation is 5 80 percent regulated assets, and they are

6 higher than what the allowed returns are by 6 increasingly quite rapidly increasing the

7 Canadian regulatory boards in recent times. 7 number of cost adjustment and revenue

8 DR. VANDER WEIDE: 8 stabilization mechanisms.

9 A. Yes ldon'tthink I've been experienced in 9 GREENE, Q.C.:

10 the Canadian regulatory circles long enough -- 10 Q. Soif they arebecoming lessrisky, will we

11 it's been mainly the last, since about 2009 -- 11 see the allowed returns in the us dropping?

12 to say -- to make comments on Canadian 12 DR. VANDER WEIDE:

13 regulation. Theonly thing | can say isthat, 13 . I 'think we have the latest information and

14 as| explain inmy testimony, the alowed 14 that information is what I’ve givenin my

15 returns are less than what | think is the cost 15 testimony and that it'sin therangeof 10. 1

16 of equity. It's lessthan afair rate of 16 to 10.5. Thoseincorporate the recent -- all

17 return on equity and | present evidence to 17 the recent changes.

18 that effect in my direct testimony. 18 GREENE, Q.C.:

19 GREENE, Q.C.: 19 Q. Andl believeyou already respondedto Mr.

20 Q. And generadly, in your opinion, the Us 20 Johnson that in your view the cost of equity

21 regulators, with their higher allowed ROES -- 21 in the us, aswell asin Canada, has fallen by

22 and | know I’'m speaking generaly, but itisa 22 at least 50 basis points | believe from 2009

23 trend when you look at the data-- they have 23 to currently?

24 tended to get it more right than we havein 24 DR. VANDER WEIDE:

25 Canada? 25 A. My opinion isthat thecost of equity has
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1 declined but it’s still higher than what the 1 market and book values through the financial
2 alowed rate of return isin Canada. 2 flexibility allowanceof 50 basis points.
3 GREENE, Q.C.: 3 That wouldn't give you nearly aslarge of an
4 Q. Thelast area of questions relatesto the 4 effect asthe use of market value equity and
5 alowancefor thefinancial flexibility and 5 debt inthe capital structure, but at least
6 you have, in your opinion, included a 6 recognizesthat stock pricesare generaly
7 recommendation of 50 basis points. Isthat 7 higher than the book value of the equity and
8 correct? 8 to maintain the company’s ability to attract
9 DR. VANDER WEIDE: 9 capital in the marketplace at market prices
10 A. Yes 10 one needsto allow alittle bit of apremium
11 GREENE, Q.C.: 11 over the cost of equity as determined in the
12 Q. Andif we could go now to an RFI, PUB-CA-36? 12 marketplace.
13 DR. VANDER WEIDE: 13 GREENE, Q.C.:
14  A. Let'ssee, wherewould that be? 14 Q. Anditisyour opinion that 50 basis pointsis
15 GREENE, Q.C.: 15 adequate to cover those issues that you just
16 Q. Oh,I'm sorry,it's not-- | gaveyou the 16 raised?
17 wrong reference. It'sPUB-NP-91. So that’s 17 DR. VANDER WEIDE:
18 PUB-NP-91, and it was just -- we did ask you a 18 A. Tome, | think thetruly correct way to do it
19 question with respect to your opinion with 19 would be to use a market value capital
20 respect to financial flexibility. 20 structure. As| indicate here, in Canada,
21 (1:15p.m.) 21 it's been fairly consistent to use a 50 basis
22 DR. VANDER WEIDE: 22 point allowance and | applaud at least the
23  A. Yes 23 effort to give some recognition to the
24 GREENE, Q.C.: 24 difference between market values and book
25 Q. And I wonder if you could explain why do -- 25 values.
Page 154 Page 156
1 why isit necessary to make the adjustment for 1 GREENE, Q.C:
2 financial flexibility first? 2 Q. Okay. Thankyou, Dr.Vander Weide. That
3 DR. VANDER WEIDE: 3 concludes my questions.
4 A. Therearetwo reasons. Oneisthat companies 4 CHAIRMAN:
5 experience floatation costs when they issue 5 Q. Doyouhaveany -
6 new equity and they have to be compensated for 6 KELLY,Q.C:
7 those floatation costs in the rate of return 7 Q. No, Mr. Chairman.
8 normally. And as| suggest in my answer here, 8 CHAIRMAN:
9 that generally comes to between 20 and 25 9 Q. Okay. I think we're finished with you, sir.
10 basis points. In addition, the financial risk 10 Thank you very much.
11 really should reflect the capital structure of 11 DR.VANDER WEIDE:
12 the company measured in terms of market 12 A. Thank you very much.
13 values. All financia textbooks discuss 13 MS.GLYNN:
14 financia risk in terms of market values of 14 Q. Mr. Chair, wewould like to take a short five-
15 debt and equity, not book values. And so 15 minute break. We do need to discuss the rest
16 there’'snormally some adjustment to reflect 16 of the schedule for today.
17 that difference. Oneway to do it would be to 17 CHAIRMAN:
18 actually allow the return on equity to be 18 Q. Okay.
19 applied to the market value of equity and use 19 (BREAK -1:20p.m. )
20 amarket value capital structure to calculate 20 (RESUME - 1:29 p.m. )
21 the weighted average cost of capital and the 21 MR. JOHNSON:
22 NEB did that several yearsago for TQMm, | 22 Q. Mr. Chairman, Commissioners, my witnesswhois
23 believe. 23 now on the stand is Dr. Lawrence Booth and
24 The other way would be to at least give 24 he'sgoing to provide evidence on cost of
25 some allowancefor the difference between 25 capital.
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1 DR. LAWRENCE BOOTH, SWORN 1 just a question of whether or not the utility
2 MR. JOHNSON: 2 had earned its allowed rate of return. And
3 Q. Dr. Booth, you have prepared testimony in this 3 the long run is alot more subjective because
4 proceeding entitted Fair Return for 4 that's where the amount of regulatory
5 Newfoundland Power dated November 2012? 5 protection may not beable to protect the
6 DR.BOOTH: 6 utility. So inthe short run, for every
7 A ldid. 7 hearing I’ ve been in for at least the last ten
8 MR. JOHNSON: 8 years, I’ ve asked the utility to provideits
9 Q. Dr. Booth, would you please provide your brief 9 allowed ROE and its actual ROE because that’s
10 background, experience and qualifications, 10 where you can actually see the output from all
11 Sir? 11 the amount of regulatory protection in Canada,
12 DR. BOOTH: 12 the deferral accounts and forward test years
13 A. I’'maprofessor of finance at the University 13 and everything else.
14 of Toronto where | hold the cIT Chair in 14 So when | look at Newfoundland Power, |
15 structured finance, achair I’ve held since 15 look to the datathat’sbeforeyou andit’'s
16 1999. For 21 years,| was chair of the 16 quite evident that NP isable to earn its
17 finance group at the University of Toronto, a 17 allowed ROE. There' s no significant problems
18 time when we increased our international 18 that have emerged for at least the last ten
19 ranking to be ranked in the top ten globally, 19 plusyearsintermsof the company’s ability
20 both by Business Week and the Financial Times. |20 to meet its allowed ROE.
21 MR. JOHNSON: 21 This does not mean to say that the
22 Q. Dr. Booth, in addition to that, the 22 company is without risk. | talk in my
23 Commissionerswill be ableto see your more 23 testimony about TransCanada Mainline. The
24 full qualifications at the end of your report 24 TransCanada Mainline has a similar experience
25 in one of the appendices, correct? 25 of meeting itsallowed ROE, except for the
Page 158 Page 160
1 DR. BOOTH: 1 fact that the underlying risk faced by the
2 A. Correct. 2 Mainline has changed dramatically dueto a
3 MR. JOHNSON: 3 changein gas supply basinsin North America.
4 Q. AndDr. Booth, do you have any corrections or 4 And in particular, throughout 2012, there was
5 updates that you wish to make to your 5 amajor hearing before the National Energy
6 testimony? 6 Board concerned about how to deal with the
7 DR.BOOTH: 7 fundamental changes in the risk facing the
8 A. | have no material changes. There was one 8 Mainline.
9 typographical error where by mistake instead 9 So it’s not simply enough to look at the
10 of 2010, | had 20010, but | can’'t find that at 10 ability to earn the allowed ROE. Y ou have to
11 the moment, but nothing of any substance. 11 look at theselong run competitive factors,
12 MR. JOHNSON: 12 whether or not in 10 or 20 or 30 yearstime
13 Q. Okay. And Dr. Booth, will you confirm that 13 there'll still be amarket for the commodity
14 you now adopt your evidence asfiled in this 14 that’s being distributed by, for example,
15 proceeding? 15 electric distributor and whether the utility
16 DR. BOOTH: 16 can actually return-- get areturn of its
17 A. My evidence and the answers to the 17 capital aswell asreturn on capital. So the
18 interrogatory requests, the information, RFIS. 18 ability to earn allowed ROE is basically just
19 MR. JOHNSON: 19 the return on capital and what's more
20 Q. Indeed. Dr. Booth, how would you judge the 20 important isin thelong run, the ability to
21 business risk of Newfoundland Power? 21 get a return of capital. That's what's
22 DR.BOOTH: 22 severely in jeopardy for the TransCanada
23 A. When | look at utilities, | look at both the 23 Mainline at the moment.
24 short run and thelong run dimension. The 24 | see no threats in terms of Newfoundland
25 short runis actually very objective. It's 25 Power, ssimply because there are no substitutes
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1 for the delivery of electricity on theisland. 1 out at that time that | wasn't going to change

2 S0 unless there' s some fundamental change that 2 my recommendation for the common equity ratio.

3 destroys the demand for electricity, | see no 3 Now three yearslater, the Governor of the

4 long run problems in terms of the return of 4 Bank of Canadahas indicated the financial

5 capital and in terms of the return on capital, 5 system in Canada is firing on al four

6 Newfoundland Power isvery similar to every 6 cylinders - sorry, al cylinders, and when we

7 other utility in Canada. 7 look at Newfoundland Power, | can see no

8 I’ve got thisinformation in the report 8 reason why it has a 45 percent common equity

9 related to Nova Scotia Power and you heard a 9 ratio when its sister companies in the Fortis
10 couple of daysago that Ms. McShane putsNova |10 Group of Companies all have 40 to 41 percent,
11 Scotia Power as the highest risk becauseit’s 11 and | look at other regulated electric
12 an integrated electric utility, which means 12 companiesin Canada and they all have lower
13 they have generation, and until recently, | 13 common equity. What | recommend is that we
14 would have agreed with the judgment that Nova |14 takethisdowly. I'm not recommending that
15 Scotia Power was riskier than Newfoundland 15 immediately 5 percent in common equity we
16 Power. But two years ago, they put in place a 16 replace with debt. I’'m recommending that the
17 fuel adjustment mechanism that essentially all 17 5 percent in equity be replaced with 5 percent
18 the coststo generate electricity in Nova 18 preferred shares. | regard that as a halfway
19 Scotia are now passed through to rate payers 19 house between going to the same common equity
20 and for the last two yearsthat that’'s been in 20 ratios, for example, of Fortis Alberta, but |
21 effect, Nova Scotia Power has earned the high 21 regard that as areasonably prudent moveto
22 point of itsrange in terms of allowable ROE. 22 move Newfoundland Power’s common equity ratio
23 So when you look at these utilities, you 23 down to be in line with that of other
24 can sort of argue at length about the minutia 24 regulated utilitiesin Canada. | can’t see
25 different components of the risk faced by the 25 any objective reason why Newfoundland Power

Page 162 Page 164

1 utility, but I’ ve experienced alot of rate 1 should have a higher common equity ratio.

2 casesand essentially, it’'sthe regulators 2 (L:45p.m)

3 that have responded to al of those 3 MR. JOHNSON:

4 differences across different utilities. This 4 Q. Areyou recommending 5 percent retractable

5 is the specific policy beforethe Alberta 5 preferreds?

6 Utilities Commission, where they specifically 6 DR.BOOTH:

7 adjust the common equity ratio to offset the 7 A. No. | notice that Ms. Perry mentioned

8 business risk differences, but it's aso 8 retractable preferred shares, and to be fair

9 evident in the degree of deferral accounts and 9 to her, after | talk about my recommendation,
10 regulatory protection. 10 | give aquotefor thecost of retractable
11 So | tend to look at the output of all of 11 preferred shares, but | would not, in general,
12 this and essentially regard Newfoundland Power |12 recommend a particular type of debt that the
13 as very similarto every other regulated 13 company issues, whether it issues unsecured
14 utility in Canada. It'svery difficult to 14 debt, secured debt, medium term notes of
15 objectively seesignificant differences of 15 whatever, and | wouldn’t particularly
16 risk across them. 16 recommend atype of preferred shares. | gave
17 MR. JOHNSON: 17 that reference simply because the cost of
18 Q. Dr. Booth, why are you recommending that 18 retractable preferredswas in the Nesbitt
19 Newfoundland Power’s common equity ratio be |19 Burns BMO report that | had available. In the
20 reduced from 45 percent to 40 percent? 20 beginning of November, Fortis issued 200
21 DR.BOOTH: 21 million dollars of redeemable preferred shares
22 A. When | provided testimony to you three years 22 where basicaly thefirst fiveyearshas a
23 ago, as | had discussed, we had not yet fully 23 fixed rate, and then they’ re redeemabl e after
24 emerged from the worst recession and theworst |24 five years at the company’s option. | would
25 financial crisisin 70 years, and | pointed 25 have no problem with Newfoundland Power
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1 issuing redeemable preferred shares, 1 thereis simply that the compound rate of
2 retractable preferred shares. What | would 2 return extracts from the annual fluctuations
3 like to see isthat the company have the 3 in the rate of return. So | go through in my
4 option to be ableto redeem those preferred 4 discussion Appendix B, if you got a stock
5 sharesin, say, fiveyears time because | do 5 that's worth $100.00 and it doubles to
6 seethat asthe capital marketsimprove, the 6 $200.00, you get 100 percent rate of return.
7 need to go to this halfway houseisgoing to 7 The next year if it drops by 50 percent back
8 be removed and in the long run, | would expect 8 to $100.00, you lose 50 percent. The
9 Newfoundland Power to havethe same capital 9 arithmetic average of those two, plus a
10 structure as other utilities, 40 percent 10 hundred or minus 50 isplus 25 percent. Yet
11 common equity and about 60 percent debt. So | 11 the stockholder or the investor at the end of
12 view this asahalfway house, and | wouldn’t 12 that says, well, | haven't earned anything, |
13 like to see Newfoundland Power issue preferred |13 started out with 100, finished with 100. The
14 sharesthat it could not at some subsequent 14 compound rate of return takes out those annual
15 date redeem. 15 fluctuations. So when welook at pensions,
16 MR. JOHNSON: 16 for example, welook at these long run rates
17 Q. Dr.Booth, how would you normally assessthe |17 of return, compound rates of return. When
18 fair return on equity? 18 we're looking to regulate utilities and when
19 DR. BOOTH: 19 we're doing capital budgeting or investment,
20 A. Normally, and | would definewhat normally 20 we look at the expected rate of return over a
21 means, you look at utilities and you look at 21 oneyear horizon. So wetend tolook at
22 the risk premium for the utilities based upon 22 arithmetic rates of return. Soin Canada,
23 the market risk premium and based upon the 23 long run compound rates of return 10 percent,
24 relative risk ranking of the utilities. So 24 asthey haveinthe us. One year expected
25 when | ook at - and here I’ll qualify. There 25 ratesof return are closer to about 11.22
Page 166 Page 168
1 were several comments by Dr. Vander Weide 1 percent, and generally, the difference is
2 about caPM. It seemed like every opportunity 2 about 150 to 200 basis points. If we subtract
3 he was saying, CAPM, CAPM, and | start out, 3 out the similar experience of a bond investor,
4 thisisnot CAPM, it's aquestion of looking 4 the average - therisk premium earned on an
5 at the historic datain terms of what returns 5 arithmetic basis has been just over 4.5
6 are being earned. So the next - who's 6 percent in Canada, 5.7 percent in the United
7 controlling the computer. Okay, fine. Soll 7 States, and that’salittle bit low at the
8 start out with looking at historic returnsin 8 moment because as most of us are aware, the
9 the usand Canada, and | note that Dr. Vander 9 equity markets haven’t been particularly good
10 Weide looks at the same thing, looks at 10 relative to the bond market over thelast ten
11 historic returns. We tend to look at the 11 years. If you believe in experienced returns
12 capital market as awhole to extract or get 12 and you believe you can usethose without
13 away from particular experiences, particular 13 judgment, the experienced returns indicate
14 sub-sectors of the economy. Soyou might 14 that (&) the risk premium in Canada has been
15 expect, for example, energy to have very high 15 about 4.5 percent, and (b) the us has
16 rates return for the last ten years given the 16 experienced significantly higher risk
17 significant increases in oil prices and 17 premiums, and if you look at the bottom -
18 commodity prices. Welook at the capital 18 perhaps | didn't copy it, but if you look at
19 market as awhole because these individual 19 my testimony on this Schedule 8 in Appendix B,
20 risks get diversified away inthe capita 20 the observed evidence is a us capital market,
21 market. So when we look at Canada, the 21 the equity market has been riskier than the
22 evidenceisthat thelong runreturn on the 22 Canadian capital market. Not by a lot, but
23 TSX equities has been about 11.22 percent on 23 enough to make adifference. Sol tendto
24 an arithmetic basis. On acompound basis, 24 look at the us economy as being, | hate to say
25 it's been 9.65 percent and the difference 25 it, more competitive than in Canada. We have
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1 alot of protectionin Canada, not just to 1 respondents, and one of the interesting things
2 regulated utilities, but right across the 2 islooking at the us where he has the most
3 Board. We've traditionally had a lot of 3 respondents, you can see the decline they’ve
4 restrictionsin Canadain terms of investing 4 got from this survey basically from the 6.3
5 capital within Canada. We've had restrictions 5 percent average market risk premium in 2008,
6 on Canadian outflowsin terms of pensions. So 6 through to the latest one, summer 2012 at %
7 the record, the historic reflects that degree 7 percent. Sowhat I've been doing sinc2008
8 of protection within Canada. Some of that is 8 and 2009, saying, well, I have my judgment, |
9 now being removed. In particular, pension 9 think the market risk premium has been about 5
10 funds can now invest in international equities 10 percent, but I’'m not going to fight 7, 000
11 without any restriction, whereas as recently 11 respondents to a survey when they judge it to
12 asfour or five years ago we had arestriction 12 bealittle bit higher. SoI’'musinga5to 6
13 in pension funds. There are dtill 13 percent market risk premium, which reflects
14 restrictionsin terms of taxes, withholding 14 the opinion of not just me, but the opinion of
15 taxes and things, but | think alot of these 15 what | would say is the broader financial
16 differences are being removed, which iswhy 16 community. The second element intermsof a
17 generally I’'ve moved my market risk premium 17 normal assessment of risk is the beta
18 estimatesup. | think thelong run equity 18 coefficient, and let’ s get some thingsreally
19 return in Canada reflects the impact of those 19 straight, the beta coefficient measures how
20 restrictions, which have now basically been 20 closely a security moves with the market. |If
21 removed, but when we look at this, we' ve got 21 the beta coefficient is zero, it means you can
22 to sort of say, well, this islong run, this 22 hold that security and there isno market
23 is an average risk premium over the last 75/80 23 risk. The market goes up, security generally
24 years; does this reflect what’ s going forward, 24 doesn't change. The market goes down, the
25 and there in my testimony - oh, | do have the 25 security generally doesn’t change. If you got
Page 170 Page 172
1 volatility there. So it just indicates 1 ahigh beta portfolio, it means, in effect,
2 historic volatility in Canada as being lower 2 that when the security market, the capital
3 thanin the United States. Let'ssee- | 3 market, goes up, that security would tend to
4 think we’ ve gone one too far. 4 go up more than the other securities, and
5 MR. JOHNSON: 5 similarly when the market crashes, that
6 Q. Isitthenext- 6 security would go down more than other
7 DR.BOOTH: 7 securities. This is the standard way of
8 A. I'msurel had the Fernandez survey. In 2008, 8 measuring the risk of securities from a
9 when | came here, | had the latest results by 9 capital market perspective. It'saway in
10 Fernandez at thelESE Business School in 10 which we look at securities for any investor
11 Barcelona. It started to survey professors of 11 that holds more than about a dozenor 20
12 finance in terms of what they felt the market 12 securities, because aslong as you hold more
13 risk premium was, and | saidto you, don’t 13 than about 20 securities, and they’re not all
14 necessarily believe me, believe the answers of 14 bank stocks or they’re not all utilities, or
15 hundreds and hundreds of university professors |15 they’'re not all tech stocks, aslong asyou
16 across North America.  Since then, he's 16 hold a diversified portfolio, what matters to
17 expanded hissurvey -infact, | think he's 17 you ismarket risk, and whenwe look at
18 intending to sell it sooner or later once he 18 utilities, what we see, and thisisjust the
19 gets enough people who are using it, but he's 19 average utility beta with or without
20 expanded that survey to include not just 20 TransAlta, and whether or not TransAlta is
21 university professors, but also financia 21 dtill a utility, it depends upon your
22 analysts working for investment banks and 22 perspective because they’ ve essentially sold
23 companies doing capital budgeting decisions 23 their transmission grid to AltaLink about - |
24 wherethe need the cost of capital. That 24 think it's about ten years ago, and the bulk
25 survey has now thousands - | think 7,000 plus 25 of their income is coming from long term power
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1 purchase contractsin Alberta because they're 1 risk of holding utilities at about 45 to 55
2 till one of the major generatorsin Alberta, 2 percent of the market, even though the current
3 and all of that output is being sold on - 3 beta estimates are significantly lower than
4 amost al output on power purchase contracts. 4 what I’ m using for my forward estimates.
5 So when you look at that, what you seeis that 5 MR. JOHNSON:
6 utilities were reasonably stable at about .5, 6 Q. Fortherecord, that was Appendix C, Schedule
7 alittle bit more until the financial crisis, 7 3 that you were just referring to, and you're
8 and then we see adramatic drop. Sometimes | 8 now going to talk about Appendix C, page 11.
9 get very clever cross-examination where they 9 Dr. Booth, do you wish me to proceed now or
10 say, look, this is what your estimates 10 are you finished?
11 indicate. Thisisexactly what the estimates 11 DR. BOOTH:
12 indicate. These arejust estimates. These 12 A. I'mdtill going.
13 are estimates of what exactly happened over 13 MR. JOHNSON:
14 that five year period. Why the betas 14 Q. Dr.Vander Weide criticized your -
15 collapsed for the utilities was because 15 DR. BOOTH:
16 they’re low risk. The stock market collapsed 16 A. | haven’'t finished answering that question, to
17 and the prices for utilities didn’t collapse. 17 be honest.
18 So during that period they demonstrated their 18 MR. JOHNSON:
19 low risk status. So as the effect of the 19 Q. Oh,I'msorry, I'm sorry.
20 horrific financia crisisthat we went through 20 DR.BOOTH:
21 in 2008 and 2009 disappears, the effect of 21 A. Utility witnesses tend to use adjusted betas,
22 that in the estimation wind gradually 22 which means they basically takethe actual
23 disappears as well. It's that old Zen 23 beta that we observe, and as we went through
24 philosophy about, "does atree that fallsin a 24 with Ms. McShane, there's very little
25 forest make any noise if there’ s no one there 25 difference of opinion between Ms. McShane and
Page 174 Page 176
1 tohear it". It'sthe sameinthese beta 1 | what the actual betas are. The questionis
2 estimates. You look at afive year window to 2 what do we do with them. Ms. McShane adjust
3 estimate whether there’ s any risk. If nothing 3 themto 1, and shesaid that’'s the standard
4 happensin that five year window, you don't 4 practice. Itisn't the standard practice, and
5 estimateit, and thereason why the betas 5 to cope with that, what I’ve done here in
6 collapse was because something very 6 addition to my beta estimates, I’ ve captured
7 significant happened. Lehman Brothers went 7 the beta estimates from the Royal Bank of
8 bankrupt, the us basically precipitated a 8 Canada, the beta estimates from Google, and
9 global financial crisis because of the 9 the beta estimates from Yahoo for the us
10 collapse of itsfinancial system, and that’s 10 utilities. Wemight look at that and say,
11 picked up inthe betaestimates throughout 11 well, Google, Y ahoo, that’s something my son
12 that period when we had a severe financial 12 uses, they’ re not serious, but, infact, the
13 crisis. Asthe financial crisis disappears, 13 data comes from Standard and Poors Compustat
14 the impact of that on the holding of utility 14 Capital 1Q, and they’re very, very reliable
15 stocks disappears, and impact onthe beta 15 providers of financial data because they get
16 coefficients disappear, but it doesn’t mean 16 the data from the same place as everybody
17 that the low risk status of utilities 17 else. | present these simply to indicate that
18 disappears just because we don’'t have a 18 most people, or at least alarge number of
19 financial crisisin the collapse during afive 19 basic data providers, do not adjust betasin
20 year estimation period. So asthe effect of 20 the way that Vaue Line adjust them, and they
21 thefinancial crisis disappeared, the betas 21 do not adjust betasin the way that most
22 for utilities have tended to go back. | look 22 utility witnessesindicate. That doesn’t mean
23 upon betas, | don't use these actual estimates 23 to say they shouldn’t be adjusted. | adjust
24 - | look upon betas going forward. | seeno 24 mine. | usejudgment to suggest wherethe
25 reason to change my long run estimate of the 25 forward beta is, but the empirical research
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1 that we've got on bet adjustment techniques 1 return to an arithmetic return. 1n Appendix
2 for utilities isthey don’t adjust towards 2 B, I show how to do that. Generally, you add
3 one, they adjust towards the average beta of 3 150 to 200 basis points. So TD Economics says
4 utilitiesor the averagerisk of utilities, 4 long run return of 7 percent, which means 8.5
5 which makes sense, not towardsthe market. 5 to 9 percent for the capital market. When you
6 Nobody expects Canadian utilities, Emera or 6 start looking at what is afair rate of
7 Fortis, to become equivalent to the rest of 7 return, you have to start with what isafair
8 the Canadian capital market. That would mean 8 rate of returnfor the capital market asa
9 that the regulatorsaren’t doing their job, 9 whole, and then you work back to work out the
10 and | just can’t see that happening. 10 relative risk of autility. We're not looking
11 MR. JOHNSON: 11 at lower long runrates of returnin the
12 Q. Dr.Booth, Dr. Vander Weide criticizes your 12 equity market. If weweren't, we wouldn’t
13 CAPM estimates. What is your response? 13 have a pension crisis in Canada, and we
14 DR. BOOTH: 14 wouldn’t have apension crisis in the United
15 A. You haveto separate capMm from what | regard 15 States. Incidentally, 1 work for pension
16 as benchmark returns. There’'stwo components |16 funds aswell as | work and provide testimony
17 tothe capm. Thefirst of all iswhat isthe 17 inregulator hearings. Here I'm constantly
18 market risk premium, or moreto the point, 18 criticized for beingtoo low. Surprise,
19 what is the expected return on the capital 19 surprise, when I do work for pension funds,
20 market as awhole. You thenlook at do betas 20 they criticize me for being too high. They
21 measure everything that’ s necessary to assess 21 think my estimate of thelong run return on
22 the relativerisk of the utility. In my 22 the capital market that I’'m using herein my
23 testimony, I'vegot the estimatesfrom TD 23 market risk premiums aretoo high. In fact,
24 Economics, I’ve got Estimates from the Royal 24 you haveto think about the fact that if
25 Bank of Canada, three years ago | had 25 utilities in Canada earned 10.5 percent
Page 178 Page 180
1 estimates from Mercer - inan information 1 recommended by company witnesses here, what do
2 request, we got estimates from Mercer for 2 you think that would do if that was a
3 currently. These are estimates of what isthe 3 redlistic estimate of thelong run rates of
4 long run expected rate of return on the equity 4 return earned for equity fundsin Canada, what
5 market. That benchmarks everything we do. TD 5 it would do for defined benefit plans. If
6 Economics says the long run return on the 6 that was abelievable estimate, we wouldn’t
7 equity market is about 7 percent. Three years 7 have any problems inour pension funds in
8 ago, Mercer said it was 8.5 percent. There's 8 Canada, nor would they have inthe United
9 no question that the estimates put forward by 9 States. So that’swhy | say when we look at
10 independent people that arelooking at what 10 CAPM, we have to separate out what is nothing
11 can we expect in the equity market have come 11 to do with capm, whichis just along run
12 down significantly over the last three years. 12 return on the equity market, and then how do
13 Why are these estimatesimportant; they’'re 13 you convert that to arelative risk for a
14 important because every single person in 14 utility. Thereis absolutely no denying that
15 Canada who has a defined benefit pension plan, 15 utilities are low risk. | don’t think anybody
16 somebody has to go through and work out from 16 would say utilitiesare riskier than the
17 these assets, can we generate enough incometo 17 capital market. Soit’'s merely aquestion of
18 pay for the liabilities on that pension fund. 18 how low risk are they, and how much you bid
19 That'swhy Mercer does this. TD Economics 19 down to say 9 percent on the equity market as
20 don’'t say why they do it, but my opinion would 20 awhole, to arate of return consistent with a
21 bethat's primarily for looking at pension 21 low risk stature of utilities, and here the
22 plans and the long run performance on 22 risk of utilities has changed over the last 40
23 investments. To convert that to something 23 years. I'm sure membersof this Commission
24 useful for arate of return hearing, we have 24 are probably awarethat we used to have
25 to convert that compound or long run rate of 25 historic test yearsin Canada, but asfar as
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1 I’m aware, there’sno significant utility in 1 seethat huge spike and the Kansas City Fed
2 Canada on historic test year. Fuel pass 2 has a stress index that shows a similar spike.
3 throughs, forward test years, al of these 3 What that indicates, that's an amalgam of
4 measures have reduced the risk facing 4 indicators of stress within the financial
5 utilities. In fact, if you look at my 5 system, it'snot just the short-term spreads
6 testimony in Appendix C, you'll see that when 6 that | document or the long-term spreads, it
7 we go back to the 60s and 70s, utilities were 7 a so indicates things like are the banks under
8 ahigher risk than they are now, and that's 8 stress, what' s happening to bank stock prices,
9 because we didn’'t have the amount of regulated 9 those sorts of things. And what is remarkable
10 protection that utilities are deserving now. 10 isthe huge stressthefinancial system was
11 So you can't look back at theselong run 11 under during the financial crisis, and you can
12 returnson utilities and say, well, they've 12 see by the time the company evidence wasfiled
13 been to high and they don't reflect capital 13 in 2009, | think it was May 2009, things were
14 market conditions. What they do reflect isa 14 improving, but there was till a huge stress
15 much higher risk 30/40 years ago. 15 in the financial system. By the time that we
16 MR. JOHNSON: 16 had this hearing in 2009, the us economy had
17 Q. Dr.Booth, the term "normal" has been used. 17 started to grow, Canada was beginning to come
18 What do you mean by normal? 18 out of recession and there was enormous
19 DR. BOOTH: 19 measures taken by the central banks to
20 A. Mr. Chairman asked thisof Ms. McShane. | do |20 increase the liquidity and the state of the
21 not regard current - the only thing abnormal 21 financial marks, and you can seethat in the
22 about Canadian capital markets at the moment 22 fact that that financial stress dropped
23 arethe depressed nature of thelong term 23 dramatically. Positive indicates stress;
24 Canada bond yields. The Canadian capital 24 negative indicates loose or easy financial
25 market at the moment, asthe government has 25 market conditions. And we've had easy
Page 182 Page 184
1 said, isfiring on all cylinders. The equity 1 financial market conditions since then because
2 market has recovered. There' s absolutely no 2 of the actions of policy makers. So we have
3 problem accessing capital in Canada, either 3 easy financia conditions, we' ve recovered
4 the bond market or the long market, but we 4 from the financia crisis. Theonly thing
5 have very depressing long Canada bond yields. 5 that’ s different isthis very low long Canada
6 | would talk about my operation, Twist 6 bond yieldsand I'll talk about operation
7 Adjustment. | regard any long term bond yield 7 Twist later on, but the fact is when you look
8 for the Government of Canada below about 3.8 8 at long Canada bond yields of 2.5 percent, you
9 percent, as indicating abnormal, unusual 9 have tosay, well if I'm in thetop tax
10 capital market conditions, and here, | think, 10 bracket in Canada, 46 percent--for convenience
11 Ms. McShane and | are entirely in agreement. 11 let’scall it 50 percent, that 2.5 percent is
12 She used 4 percent ... (TECHNICAL DIFFICULTY) 12 fully taxable, | get 1.25 percent. Inflation
13 (OFF RECORD) 13 is 2 percent, which means buying long Canada
14 (RESUME - 2:00 p.m.) 14 bonds at the moment for any taxable investor
15 MR. JOHNSON: 15 means you're guaranteed to lose.75 of a
16 Q. Okay, the next graph youwant to see, Dr. 16 percent in purchasing power for 30 years, that
17 Booth. 17 is not an equilibrium interest rate, it's not
18 DR. BOOTH: 18 an interest rate as| would discuss that is
19 A. Canadian Financial Conditions Index. 19 determined by ordinary investors. It's an
20 MR. JOHNSON: 20 interest rate that’s determined by what the
21 Q. Okay, and that’sfrom Booth testimony, page 21 Royal Bank of Canada calls the global policy
22 30. Sothe questioniswhat do you mean by 22 marker, which is basically the Federal Reserve
23 "normal"? 23 Board and the European Central Bank, not the
24 DR. BOOTH: 24 Bank of Canada because the Bank of Canada
25 A. Okay, so when wewere herein 2009, you can 25 hasn't intervened to that extent in the
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1 Canadian financial markets. So what | mean by 1 that to basically mimic what regulators were
2 normal is everything, what we haveat the 2 doing during the financial crisisin the full
3 moment, except in long Canada bond yieldswell | 3 knowledge that over a businesscycle this
4 above 2.5 percent, | say 3.8 percent, Ms. 4 credit spread adjustment should average out to
5 McShane says 4 percent, but | don’'t regard 5 zero. You'relooking at the differencein the
6 that difference as being material. 6 credit spread for A rated bonds from average
7 MR. JOHNSON: 7 and by definition over along period of time,
8 Q. Okay. Dr. Booth, what did you recommend in 8 that becomes zero. So | recommended that
9 2010 for an automatic adjustment formula? 9 before the NEB and the Regie, it does make a
10 DR. BOOTH: 10 difference. Thisdata-
11 A. Beforethiscommissionin 2009, | talked about 11 MR. JOHNSON:
12 liquidity of the bond market and the fact that 12 Q. Just for the record you're referring to
13 the board should ook through the then high 13 testimony now at page 68?
14 corporate bond yields because we didn’'t have 14 DR. BOOTH:
15 any way of assessing how much informationis |15 A. That'scorrect. Thisisthe data provided by
16 there in corporate bond yields to assess risk 16 Ms. McShane, the ATCIis theforecast long
17 from an equity perspective. A lot of it was 17 Canada bond yield used by the National Energy
18 liquidity simply because the trading floors of 18 Board to set its ROE, the spread is Ms.
19 a lot of the banks was selling off bonds 19 McShane's estimate of the spread and | use
20 because they needed to generate cash urgently 20 this data simply to focus on the big issues,
21 to survive becausethe amount of financial 21 rather than focusing on data. So NEB isthe
22 stress, in the us financial system in 22 actual National Energy Board allowed ROE and
23 particular, was huge, so most of the banks 23 Booth issimply the NEB formula plus a fifty
24 stopped holding inventory of bonds and making |24 percent adjustment to credit spreads. And the
25 amarket, they were selling the bondsin order 25 importance of thisissimply that in 2009 we
Page 186 Page 188
1 to generate cash and survive. Since that time 1 did have a lot of financia stress and
2 and since looking at the decisionsthat were 2 universally utilities were saying the long
3 made during 2009, we have information for the 3 Canada bond yield was going down, allowed ROES
4 Bank of Canada that about 37 percent of the 4 going down, borrowing costs are going up. The
5 spread in corporate bonds is due to 5 automatic adjustment formulaisn't working.
6 predictions of default and risk. The bulk of 6 Andto some extent that wastrue, it wasa
7 it is dueto liquidity, so that answers 7 period when there was intense stress in the
8 something that | couldn’t answer three years 8 financial system.  Adding this spread
9 ago. Also since then we've had an assessment 9 adjustment adjusts for that problem that was
10 that corporate bond spreadsto provide some 10 put forward in 2008 and 2009. We can see that
11 information and then almost universally in 11 if the NEB had allowed this credit spread in
12 2009, when | ook at regulated decisions, they 12 2009, you would have had a pick up of 82 basis
13 looked to credit spreads. This board mentions 13 points for the 2009 test year, because by 2008
14 credit spreads, the Auc specifically mentions 14 you werethen getting alot of financial
15 50 basis pointsincreasein credit spreads. 15 stress. Lehman failedin September of 2008.
16 So before the Regie in 2010, before the 16 If they' re then done in 2009, the spreads were
17 National Energy Board, Ms. McShaneand | both |17 still high and you would have gotten an
18 recommended an automatic adjustment formula. |18 alowed RoOEoOf 8.92 percent, and that is
19 Ms. McShane recommended a 50 percent 19 within 8 basis points of what this Board
20 adjustment to forecast long Canada bond yields 20 allowed Newfoundland Power for 2010 and as Ms.
21 and 50 percent adjustment to credit spreads, 21 Perry said, she didn’t regard 8 basis points
22 similar to Mr. MacDonald. | recommended the 22 asmateria. | would say that if this Board
23 continued 75 percent adjustment to forecast 23 or if you used aformula like thisfor 2010,
24 long Canadabond yields and added the 50 24 the result would have been very close to what
25 percent adjustment to credit spreads. | did 25 this Board actualy allowed in terms of fair

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 185 - Page 188




January 17, 2013

Multi-Page™

NL Power Inc. 2013 GRA

Page 189 Page 191
1 ROE, might have been 10 basis points 1 France has been downgraded from AAA,
2 difference. So into 2010, both Ms. McShane 2 practically every country in Europe, except
3 and | believethat an automatic adjustment 3 Germany in the uk have been downgraded. And
4 formulagave valid answers intermsof the 4 then in August 2011, the Federa Reserve did
5 fair ROE, and the Regie, the NEB hearing never 5 something that was a bit of a surprise, they
6 went through a hearing, it was settled between 6 came out and said we will engage in
7 the parties. Inthe Regie, itdidgo toa 7 quantitative easing. Now, as economists we
8 decision and if you go to the next graph, the 8 have lots of fancy words for certain things,
9 Regie accepted my formula and | think they 9 but thisbasicaly meant they're going to
10 accepted it mainly because when you look at 10 print money. They'rejust goingto print
11 the decision, they said accepting Booth's 11 money and buy government bonds, and right now
12 formula, if you back test it, they didn't use 12 the Us Federal Reserve is committed to buy 85
13 the words "back test it", but it basicaly 13 billion dollars of securities every month,
14 goes back and except for this minor 14 that's about 45 billion dollars worth of
15 fluctuation caused by the businesscycle, it 15 mortgage back securities and 40 billion
16 gives the same award, so the Regie would have 16 dollars worth of government securities. So 85
17 gone, given with its previous formula, which 17 billion dollars a month of money is being
18 istosay it doesn't say that was the Regie 18 injected into the usfinancial system by the
19 decided in 2005 was wrong or what it decided 19 Federal Reserve. If youmultiply by 12,
20 in 2000 was wrong, so it’s important that when 20 you're looking at atrillion dollarsayear,
21 you use a formulaor you changeit, that it 21 that’ s more than the us deficit. It'sraised
22 actually gives the similar sort of results 22 huge controversy within the United Statesin
23 that were regarded as fair and reasonable when 23 terms of futureinflation, but what it has
24 the Board sat down and gaveits decision on 24 done was specifically to twist the yield curve
25 what afair ROEwas. The Regie rejected Ms. 25 and by that we mean to push down long-term
Page 190 Page 192
1 McShane' sformula becauseit didn't go back 1 borrowing rates, usually monetary policy only
2 and give similar ROESto what the Regie had 2 works on what we call the short end of the
3 decided was fair and reasonable. So that was 3 yield curve, the money market. This was
4 one criteriathat the Regie pointed out. And 4 specifically done to lower long-term borrowing
5 the second one, as|’ve aready pointed out, 5 rates, and the reason for that was simply to
6 isthat during the financia crisis, thisdid 6 get mortgage rates down in the United States,
7 give an extra return similar to what 7 to bail out the us housing sector, so people
8 regulators were given in the aftermath of the 8 could renegotiate their mortgages and put more
9 financial crisis. 9 money into their pockets and basically stop
10 MR. JOHNSON: 10 the flood of foreclosures and the problemsin
11 Q. Andyou werereferring to Booth testimony, 11 the ushousing market. This has changed
12 page 69 in that graph, in your comments. Dr. 12 everything over thelast 18 months. If we
13 Booth, what, if anything, changed in 20117 13 look at the next slide, thiswas the Royal
14 DR.BOOTH: 14 Bank of Canada’s forecast, June, 2011, so this
15 A. Theworld. Theworld changesin 2011. If 15 was immediately before these tumultuous
16 under cross-examination in 2009 Mr. Kelly had |16 events, when | said the world changed. And |
17 asked me, "Dr. Booth, doyou think the us 17 bring this up for two reasons, the first isif
18 government isgoing to be downgraded from 18 you look at the 30 year rate in Canada, RBC at
19 AAA?' | would have said "No, it's never going 19 that time was pointing out or was forecasting
20 to happen.” InJuly of 2011, S&P downgraded |20 the long term Bond yields in Canada would get
21 the United States government below AAA, that 21 back to the high 4.5, 5 percent range.
22 wasn't the only impact, the euro crisis 22 Essentially it was a back to normal forecast,
23 started buzzing and we basically had 18 months |23 expected the economy to recover, interest
24 to two years of problemsin the euro crisis 24 rates to increase because the need for
25 that have dramatically increased tension. 25 stimulus would be removed and that Canada
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1 would be back to normal. They aso 1 investment because we get the dividends and we
2 forecasted, if you notice that us interest 2 get the dividend tax credit which makesthe
3 rates would be significantly higher and that’s 3 after tax cost of investors holding preferred
4 been a prominent feature of the capital 4 shares, it's a very attractive investment.
5 markets for basically the last seven or eight 5 It's not attractive for foreign investors
6 years. The basic opportunity costin the 6 because they don't get the dividend tax credit
7 capital market is thelong-term government 7 and they have to pay withholding tax when the
8 bond yield and that’ s been consistently higher 8 dividend flows outside of Canada. So
9 inthe us than it hasin Canada since we've 9 preferred shares are essentially amade in
10 solved our financial problems. It's one of 10 Canadainterest rate. It'snot affected by
11 the reasons why | look at the usand say, 11 al theseforeign investors comingin and
12 well, evenif the utilitiesare exactly the 12 buying government Canadabonds and you can
13 samein risk, they’ re coming from a us capita 13 clearly seethat in July theyield onthose
14 market and rates of return are higher in the 14 preferred shares relative to long term
15 Us, not just historically intermsof risk 15 government of Canada bonds increased. So how
16 premiums, but also objectively interms of 16 much do | put asthe impact to the global
17 current interest rates. Andthis is not 17 policy maker? 1 think long term yields on the
18 something you need an expert witness on, all 18 Canadian bond market are at least 80 basis
19 you haveto doispick upanewspaper. So 19 points less than they should be, but for the
20 what we saw inthe summer of 2011 was that 20 actions of the global policy maker. | would
21 this world changed completely. Long-term 21 regard about 3.8 percent as acyclicaly low
22 interest rates collapsed and that’s why when | 22 valuefor the government Canada bond yield,
23 look at what’s going on at the moment, you can 23 consistent with the stage inthe business
24 see that interest rates roundabout 4, 4.5 24 cycle. | donot regard 2.5 or even forecast
25 percent and then in the summer of 2011, they 25 rates of 3 percent asbeing that useful. So
Page 194 Page 196
1 dramatically dropped and they’'re now down to 1 when | look at an adjustment mechanism, |
2 2.5 percent. | don’t regard 2.5 percent as 2 would regard a 50 percent adjustment to
3 what | call and equilibrium interest rate 3 corporate spreads as being reasonable. It's
4 determined by investorstrading off risk and 4 been accepted by the Regie, by the Ontario
5 return, which is the basic underlying 5 Energy Board, is what exactly Ms. McShane
6 principle between, for the capital asset 6 recommends. Theonly adjustment I’ve made
7 pricing model, it reflects the actions of the 7 since 2010is1’ve put afloor on that because
8 Federal Reserve and the European Central Bank 8 | don’t think that any forecast long Canada
9 and the fact that Canadais aAAA country, has 9 bond yield below 3.8 percent or so reflects a
10 had a significant influx of foreign--Central 10 trade off or risk versesreturn by ordinary
11 Bank money, sovereign risk money coming into 11 investors. It reflects global policy makers
12 Canada by Government of Canadabonds. So | 12 and the actions of the central banks. And |
13 would not come and say that Newfoundland Power 13 don’'t think those should directly influence
14 should havea fair ROE determined by the 14 the fair rate of return for a utility.
15 actions of the Federal Reserve or other 15 MR. JOHNSON:
16 investorsinvesting in long term Canada bonds. 16 Q. Doctor, andfor the recordthat you were
17 What | would look at is how much of the change 17 speaking then of that graph which appears at
18 in the long term bond has been caused by the 18 your testimony at page 55. Dr. Booth, what
19 actions of these global policy makers. When | 19 value toyou place on estimates from the
20 look at what's happened since the summer of 20 United States financial marketsin general and
21 2011, the orange line is the spread on A bonds 21 inus utilitiesin particular?
22 and that basically hasn’'t changed very much. 22 DR.BOOTH:
23 The purpleline istheyield on the Toronto 23 A. Firstof all whenwe come up with estimates,
24 Stock Exchange preferred share index. 24 we aways make adjustments. That’s what the
25 Preferred shares are distinctly a Canadian 25 CAPM is, it'san adjustment. You look at the
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1 long run return on the capital market and then 1 Canadian utilities. So beforetheBcuc in
2 you adjust it, downwardsfor therelatively 2 2009, | said you can use US evidence, but you
3 low risk of utilities. You can draw estimates 3 haveto adjust, and at that timel said us
4 from any capital market and aslong asyou 4 estimates need to be downward adjusted by 90
5 make the appropriate adjustments, then they’re 5 to 100 basis points. Theus downwardly--
6 useful. That’swhat other regulators have 6 sorry, the Bcuc downwardly adjusts Ms.
7 said. It's not aquestion that USevidence 7 McShane’ sDCF estimates by 50 to 100 basis
8 isn't useful, it can be useful, but the 8 points and the basis of the downward
9 questionis do you take it without making 9 adjustment was the fact that | felt that long
10 adjustments or you make adjustments. Inmy 10 term bond yields were higher in the us, the
11 judgment, there’ s three things in looking at 11 market risk premium was higher in the usand
12 us, first of all undeniably long term bond 12 probably the relativerisk of utilities is
13 yields are higher in the United States, 13 higher in the us. So the issue is not whether
14 government treasury yieldsare at least 50 14 you can get information from the us, the
15 basis points than they are in Canada, so you 15 question is whether a reasonable person would
16 start out saying, well the rate of return 16 look at that and feel that there is
17 should be higher in the Us. Y ou then look at 17 adjustments that need to be made. In my
18 market risk premiums, historic evidence of the 18 judgment the Usisa riskier capital market,
19 market risk premiums being higher in the us. 19 they’re more competitive than weareand |
20 | think alot of that has gone away, how much 20 don’'t regard that as a bad thing. | mentioned
21 of itisgone away is difficult to work out, 21 three years ago that the Bank of Canada or our
22 but certainly if you believe past experience 22 Canadian banks were extremely stable, recently
23 isuseful for the future, undeniably market 23 the governor of the Bank of Canada was
24 risk premiums are being higher in the United 24 appointed as the financial stability Board
25 States. Thirdly, you look at the relative 25 before the Bank for International Settlements
Page 198 Page 200
1 risk. When | look at the betas for us, what 1 and he’ s now been appointed to the governor of
2 I’vedoneis look at the companies that Ms. 2 the Bank of England. | can’t conceive of aus
3 McShane in the past has regarded as low risk, 3 regulator being moved to Switzerland or to be
4 the companies that Dr. Vilbret has regarded as 4 head of the Bislooking at bank regulation.
5 low risk and Dr. Vilbret works for a company 5 usbank regulation failed in 2009, there's
6 called Brattle Group, and | took the 6 absolutely no question about that. Anit’'s an
7 intersection of those and | did that to get 7 attitude in the United States that they allow
8 the very lowest risk Usutilities because 8 competition which we generally don't do in
9 amost every Uswitness that has come into 9 Canada. We have enough competition, but we
10 Canada has admitted that usutilities are 10 regulate things alot more than they do in the
11 riskier, so they formed low risk samples. Dr. 11 United States. So, | think that--1 have no
12 Vilbret does this, Ms. McShane does this. And 12 problem with looking at us evidence as long as
13 inmy appendix C, | look at the betas of the 13 you make the appropriate adjustments to make
14 lowest of the low risk and they’re equivalent 14 it relevant to the Canadian experience. And
15 towhat they arein Canada. That does not 15 inthisyou haveto recognize our government
16 mean to say that atypical usutility isthe 16 moved into surplusin 1997 after a huge
17 same as atypical usutility in Canada. What 17 recession in the mid '90swhen we got our
18 it meansisif you do enough screens, you can 18 deficits under control. The ushas yet to do
19 come down to some group that is equivalent in 19 that. Europeisgoing throughthat at the
20 risk to Canada and that’s about five or six 20 moment. The benefit that we' ve got from that
21 companies that Ms. McShane has used. In this 21 has been low interest ratesin Canada. And
22 hearing she has broadened her sasmple and on 22 disregarding that benefit, | don’t think makes
23 her estimates the risks of those us utilities 23 any sense whatsoever.
24 istwicetherisk of the Canadian utilities, 24 MR. JOHNSON:
25 their beta co-efficients are twice the 25 Q. Dr.Booth, what isyou rover recommendation in
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1 this proceeding? 1KELLY, Q.C:
2 DR.BOOTH: 2 Q. Fortoday.
3 A. My overal recommendation is that Newfoundland 3 CHAIRMAN:
4 Power is atypical Canadian utility that 4 Q. Okay, we're adjourned.
5 protected by regulation and | don’t say that
6 in anegative way; | think of that asagood
7 way. Thefliptothatis that when we lower
8 the risk of regulating utilities, the overall
9 cost of capital goes down and that’s a benefit
10 to ratepayers. | hear uswitnesses coming in
11 and basically saying, well, weignored the
12 regulated protection, we want US rates return,
13 USROES, Uscommon equity ratios. | would
14 judge that to the be the fact that would get
15 theworst of the bargain. We'd get al the
16 protection that protectsthe utility and yet
17 we don’t get the benefit of the lower overall
18 cost of capital. | judge Newfoundland Power
19 to be typical to that and | would judge this
20 Board, to be absolutely honest, to be typical
21 of a Canadian regulatory Board. Y ou can see
22 that in the extensive use of deferral accounts
23 right the way across Canada. | would say it's
24 about time that we recognize the fact that
25 Newfoundland Power has an extensive--has a
Page 202 Page 204
1 common equity ratio that extends the typical 1 CERTIFICATE
2 ratefor electric utility in Canadaand | 2 I, Judy Moss, do hereby that the foregoing is
3 would recommend the five percent common equity 3 atrueand correct transcript of ahearing in the
4 be replaced with preferred shares; that this 4  matter of Newfoundland Power Inc.’s General Rate
5 Board puts in place an adjustment mechanism 5  Application heard on the 17th day of January, 2013
6 and there’ s no reason why there shouldn’'t be a 6 a the officesof the Board of Commissioners of
7 reasonable adjustment mechanism and that the 7  Public Utilities, St. John's, Newfoundland and
8 Board recognize that ratesreturn, allowed 8  Labrador and was transcribed by me to the best of
9 ROES are lower in Canada than they arein the 9  my ability by means of a sound apparatus.
10 United States. 10 Dated at St. John's, NL this
11 MR. JOHNSON: 11 17th day of January, 2013
12 Q. Doesthat conclude? Thank you. 12 Judy Moss
13 CHAIRMAN: 13 Discoveries Unlimited Inc.
14 Q. Sir?
15 MS. GLYNN:
16 Q. Mr. Chair, we had talked about starting some
17 cross-examination, but | think we went abit
18 longer than we -
19 KELLY,Q.C.:
20 Q. Yeah, that waskind of assuming that we were
21 going to finish the chief around two.
22 MS.GLYNN:

23 Q. Sol think we can conclude for today.
24 CHAIRMAN:
25 Q. Wantto adjourn?
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