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Q. In terms of the cost of equity capital estimation techniques, can Mr. Coyne provide 1 

any information on what percentage of firms use DCF versus CAPM estimation 2 

techniques? Is he aware of any published survey results over the last 25 years that 3 

have looked at this? Are there any results specifically aimed at rate of return 4 

regulated versus non-regulated firms? 5 
 6 

A. In his 2016 presentation at The Canadian Association of Members of Public Utility 7 

Tribunals entitled Rate of Return: Where the Regulatory Rubber Meets the Road, Mr. 8 

Coyne discussed his research regarding the models used by regulatory jurisdictions in the 9 

U.S. and Canada to estimate the cost of capital for regulated utilities.  For the U.S., the 10 

results are based on the most recent return on equity decision in all 51 state jurisdictions 11 

as of April 30, 2016.  For Canada, the results reflect the most recent decisions as of April 12 

30, 2016 in Alberta, British Columbia, Newfoundland and Labrador, Nova Scotia, 13 

Ontario, Prince Edward Island and Quebec. 14 

 15 

As shown in the charts below, most U.S. regulators tend to rely on the DCF model, while 16 

many also consider the results of the CAPM method, the comparable earnings model, and 17 

other methods such as the risk premium model and authorized returns in other state 18 

jurisdictions to corroborate the reasonableness of the DCF results.  In Canada, slightly 19 

more regulators tend to prefer the CAPM method, while also considering the results of 20 

the DCF model and the risk premium analysis as tests of the reasonableness of the CAPM 21 

results. 22 
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