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COMPARISON BETWEEN ALLOWED EQUITY RISK PREMIUMS
FOR CANADIAN AND U.S. UTILITIES

Canadian Utilities LS. Utilities
Average Average
Allowed Long Canada  Equity Risk Allowed Long Treasury  Equity Risk
Year ROE " Yield Premium ROE Yield Premium
1990 13.66 10.688 2.97 12.69 861 408
1991 13.58 872 3.88 12.51 B.14 4.37
1992 12.99 8.68 4.3 12.06 767 4.39
1993 1218 7.88 4.33 11.37 6.59 478
1984 11.54 869 2.85 11.34 7.39 3.95
1985 1213 841 3Tz 11.51 6.85 4.66
1996 11.36 7.75 361 11.29 68.73 4.56
1997 10.88 6.68 4.22 11.34 6.58 4.76
1958 10.20 5.59 461 11.58 554 6.05
1999 8.62 572 3.80 10.74 59 4.83
2000 8.78 &M 4.07 11.41 5.88 553
2001 887 577 3.20 11.04 550 554
2002 2.59 567 3.92 11.10 541 B.eg
2003 8.70 53 439 10,98 503 5.95
2004 8.56 511 4.45 10.73 508 565
2005 948 4.38 510 10.50 452 598
2006 .07 433 474 10.39 4.93 546
200792 B8.57 4.28 4.31 10.30 4,80 540
Means:
1990-1993 13.10 9.24 3.87 12.16 7.75 4.4
1994-1398 11.22 7.42 3.80 1.4 B.62 4.80
1999-2007q2 9.44 514 4,30 10.80 524 5.56

14 2007 ROE represents results for the entire year.

Mete: For U.S. Treasury yields, 30-year maturities used through January 2002, theoretical 30-year yield fram

February 2002 to January 2005; 30-year maturities February 2002 forward.

Sources: Regulatory Research Associates; www,snl com; Various Canadian Regulatory Decisions;
Bank of Canada; Federal Ressrve; U.S, Treasury.

Source Ms. McShane OPG testimony 2008
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Canadian vs US Utility ROEs

¢ Canadian utility risk premiums increasing

— Adjustment mechanisms: 75% of change in
LTC

— Declining interest rates mean increasing risk
premiums

¢ Canadian ROEs/ risk premiums lower than
in the US

— Regulatory lag in US: far fewer rate hearings
and few automatic adjustment mechanisms

— Risk premiums automatically increase
— New awards still higher (0.50-10.0%)

¢ Is this a concern:
— CGA

— Increasing company evidence references the
13 29
gap
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End Result

¢ Rates have to be “fair and reasonable”

— Just because US utilities have “such and
such” there is no reason why Canadian
utilities have to follow suit

— Can utilities access credit on reasonable
terms?

¢ What are Canadian utility bond ratings:
debt financing

& What are Canadian utility market to book
ratios: equity financing
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Name
Miadimon (Gas & Electric Co

Alabamma Power Co.

Bostan, Edison Ce,

Central Hodson Gas & Electric Conp.
Consolideed Edison Co. of Mew Yok Inc
Conasolidated Edison Inc.
Florida Fower & Light Co.

FPL Growp ne.

Geargia Power Ca,

Gulf Power Cos

PPL Electric Utiktes Corp.
Public Servies Co. of Morth Caroling i
San Diego Gas de Electric Co
Savannah Electrie & Power Co.
SCANA Corp.

Souh Carolina Bleetric & Gis Co.
Soutem Co.

Vertren Corp
Wigeonsin Eleceric Poower Co.
Wigtoasin Power & Light Co.
Wiscongin Public Service Comp,
WEE Rasourees Comp.

Mean
Median

Debt Rating

Pr PEFEFFRFEPaREPPEPARPEARREREEET N

[ndizna Michigim Fower Ca.
[ntetsiae Pewet & Light Co.
Jersey Ceniesl Power & Light &
Blomsas City Power & Light Co.
emtucky Pewer Ca

Kentucky UnHites Ca
Louisviles Gas & Electric Co.
Ifetropolitin Edisea Ca
Mifoures Ine.
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Median US utility debt rating is
LOWER than in Canada!

Market to book ratios are very
similar

Canadian utilities have at least
as good access to capital as US
utilities

How is this possible given lower
ROEs and also tighter common
equity ratios?
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Regulatory Risk

¢ Regulatory risk: Invariably reduces risk
— Forward test year
— Commodity costs

— Removal of competitive services (water
heaters)

— Deferral accounts

— Regulatory lag

— ROE Adjustment mechanism
— Depreciation rate

¢ Dynamics of regulation: always go back to
the regulator for ex post recovery from
ratepayers: EGDI and deposits

BOOTH CAMPUT APRIL 2008



How Much Risk are Canadian
Utilities Exposed To?
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Utility Risk 1

EARNED ROE vs ALLOWED

TCPL Foothills TCPL BC (ANG) TOM
Allowed Actual Allowed Actual Allowed Actual Allowed Actual
1990 13.25 13.34 14.25 14.25 13.25 13.25 13.75 14.87
1991 13.5 13.65 14.25 14.25 13.38 13.38 13.75 13.94
1992 13.25 13.43 13.83 13.83 13.43 13.43 13.75 13.97
1993 12.25 12.31 11.73 11.73 12.08 12.08 12.25 12.5
1994 11.25 11.16 11.5 11.5 12 12 12.25 12.55
1995 12.25 12.56 12.25 12.25 12.25 12.25 12.25 12.65
1996 11.25 11.83 11.25 11.25 11.25 11.25 11.25 11.83
1997 10.67 11.15 10.67 10.67 10.67 10.67 10.67 10.94
1998 10.21 10.63 10.21 10.21 10.21 10.21 10.21 10.32
1999 9.58 9.64 9.58 9.58 9.58 9.58 9.58 9.94
2000 9.9 9.99 9.9 9.9 9.9 9.9 9.9 9.96
2001 9.61 10.01 9.61 9.61 9.61 6.86 9.61 10.21
2002 9.53 9.95 9.53 9.53 9.53 9.53 9.53 9.8
2003 9.79 10.18 9.79 9.79 9.79 8.21 9.79 10.21
2004 9.56 10.18 9.56 9.56 9.56 8.51 9.56 9.84
2005 9.46 9.66 9.46 9.46 9.46 9.46 9.46 9.82
Average 10.96 11.23 11.09 11.09 11.00 10.66 11.10 11.46
ovrearn 0.27 0.00 -0.34 0.36
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Utility Risk 2

EGDI UNION Terasen
Allowed Actual Allowed Actual Allowed Actual

1990 13.25 13.60 13.50 13.40
1991 13.13 13.29 13.50 12.50
1992 13.13 13.40 13.00 13.70 12.25 9.06
1993 12.30 14.43 12.50 14.30 na 11.91
1994 11.60 12.49 11.75 12.14 10.65 9.73
1995 11.65 12.66 11.75 12.12 12.00 12.03
1996 11.88 13.14 11.75 12.52 11.00 11.80
1997 11.50 13.00 11.00 12.26 10.25 11.27
1998 10.30 11.97 10.44 11.14 10.00 9.41
1999 9.51 10.77 9.61 10.10 9.25 10.70
2000 9.73 10.83 9.95 10.11 9.50 10.75
2001 9.54 10.03 9.95 11.45 9.25 9.38
2002 9.66 11.81 9.95 12.36 9.13 10.03
2003 9.69 13.14 9.95 12.08 9.42 10.23
2004 9.69 10.66 9.62 10.45 9.15 9.46
2005 9.57 9.46

11.01 12.17 11.21 12.04 10.15 10.44
Over 1.16 0.83 0.29 & |

Ontario utilities are weather normalised ] <y ]
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Doesn’t The Emergence of

Incentive Regulation Make Them
Riskier?
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Incentive Rate Making

¢ CRTC

— Freed up long distance

— Price cap local service
+ Inflation — productivity factor

¢ BCUC: performance based regulation PBR
¢ Regie d’Energie: Gaz Metro
¢ OEB moving to PBR

¢ Allows utility to over-earn and pass savings
on to ratepayers

¢ Mainly O&M: what happens when the utility
asks for a true up?
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Regie: Gaz Metro

Allowed vs Actual ROE
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PBR has allowed Utilities
to Over-Earn: Invariably

Increases Actual over
allowed ROEs
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COMPANY

Canadian Utilities
Emera

Enbridge

Fortis

PNG

Terasen ing "
TransCanada Fipelines

Mean
Median

TSE Gas/Electric Index
SAPITSX Utilities

COMPANY

Canadian Utilities
Emera

Enbridge

Fortle

PNG

Terasen Inc
TransCanada Pipelines

Mean
Median

TSE GasiElectric Index
S&PITSX Utilities
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0.48
na
0.35
0.35
0.51
0.40
0.40

0.41
0.40

.42
0.55

1953
0.64
0.36
0.57
0.67

el
060

0.61

0.61
0.70

0.54
na
0.53
044
0.56
0.53
0.57

0.53
0.54

0.48
0.63

0.59

0.59
062
a7
0.69
o7

0.68
0.69

0.65
Q.76

BETAS FOR REGULATED CANADIAN UTILITIES

0.48

C.46
.51
0.42
0.59
0.56

0.52
0.67

0.65

(X2
0867
0.81
0.72
0.7

0.67
0.66

.68

1886
0.55

0.44
0.37
0.30
0.53
0.52

0.46
0.52

0.52
0.65

1996

Q.70
0.68
0.62
0.58
0.53
0.69
0.68

0.64
0.68

0.58
0.77

"Raw" Betas

Five Year Period Ending:
1997 1998 1999
0.63 062 0.54
0.40 0.55 041

0.43 0.48 026
0.30 D.49 0.33
039 0.55 0.47

0.46 0.48 0.35
0.36 0.55 0.21

0.42 0.53 0.37
0.40 0.55 0.36
0.45 0.55 0.38
0.53 0.55 0.30

Adjusted Betas?
Five Year Period Ending:

1947

0.75
.80
.62
0.53
0.59
0.64
0.57

0.61
0.60

0.54
0.69

1938

073
070
0.65
0.65
0.70
0.65
0.70

0.69
0.70

0.70
070

1999

0.68
0.60
0.50
0,53
0.65
0.57
0.47

0.58
Q.57

0.59
0.53

0.38
0.27
0.7

.44

0.25
0.15

0.26
025

021
0.14

0.58
0.51
0.38
0.48

0.50
0.43

0.50
0.50

0.47
0.42

2001

.27
0.20
010
014
042

018
-0.08

014
018

0.7
-0.03

051
0.46
0.26

g1
045
028

0.43
0.45

044
0.31

2002

019
018
018
013
044

012
-0.09

011
013

014
0.08

0.46

0.21
041
0.63
041
Q.27

0.40
0.41

0.42
0.29

2003

0.05
-0.08
037
-0.06
0.37
.02
-0.38

-0.06
-0.05

NA
0.25

0.37
0.29
0.08
028
0.56
035
008

029
0.29

MA,
0186

0.02
0.01
0.2
0.01
0.49

-0.02
-0.16

0.0
0.01

013

0.35
0.33
012
0.34
0.66
0.32
0.22

0.33
0.33

024

Filed: 2007-11-30

EB-2007-0305
Exhibit C2
Tab 1
Schedule 1
Page 225 of 261
Schedule &
2005 2006
0.20 0.32
0.07 012
-0.19 022
0.21 0.486
0.54 0.54
0.06 na
115 0.3
011 0.24
0.07 0.33
A A
0.00 0.25
2005 2006
0.47 054
0.38 0.41
D.21 0.43
047 0.65
LGS 060
037 na
0.23 0.56
0.40 0.56
0.38 0.55
Y MA
033 .80
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AGL Ressurces
Consol, Edison

FPL Group

Integrys Energy

MNew Jersey Resouwrces
HICOR Inc.
Mothwies! Nat, Gas
METAR

Fledmonl Natural Gas
SCANA Camp.
Southem Ca.

Vedtren Corp,

WGL Holdings inc.

Mean
Median
Weighted Average

INDIVIDUAL COMPANY RISK DATA FOR BENCHMARK SAMFLE OF
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US ELECTRIC AND GAS UTILITMES
_Value Line
Forecast Forecast Return
Comman Equity On Average Dividend Payout
Eamings Financial Rafio Common Equity Forecast
Safety  Predictability  Strength 2M0-2012 20102012 2010-2012 Beta
2 & B 50.8% 14.2% 58.1% 08s
1 ] Akt 50.5% 2.1% TOE% o0rs
1 p:la Bk 51,08 12.4% 51.8% 0.as
2 O B+ 48 5% 11,1% 65.7% o.as
1 95 A B5.3% 10.7% 54.6% 0.80
a 75 A 89.0% 13.2% 63.5% 1.30
1 &0 A 52 0% 11.6% 60.0% 075
1 85 A 55.5% 15.7% 53.3% 0.80
2 &0 B++ 52 B% 11.2% T.0% 0.80
2 a5 A 49.00 11.1% 61.5% 0.85
1 a5 A 44.0% 13.0% Ta.0% 0.7
2 it} A 54.0% 10.5% T1.6% 0.98
1 =1 B G4, 5% 11.1% 63.9% 0.85
2 82 A 54.5% 11.9% E3.4% 0.86
1 B0 A 51.0% 11.2% B3.3% 0.85
1 86 A 50.0% 12.0% B4 .80

Research
Insight
Beta ¥

0.58
043
0.68
0.56
0.38
0.99
.44
0.64
060
0.7
0.33
.71
0.5

0.59
060
0.53

Common Equity
Ratio

42 T%
47.0%
44.6%
424%

Filed: 2007-11-30

ER-2007-04905
Exhibit C2
Tab 1
Scheduls 1
Page 232 of 261
Schedule 13
E&P Moody's Awerage
Maricoet!
Book
Business Debt Debt Ratio
Profile Rating  Rating ™ 1954:2006
4 A A3 1.78
2 A AZ 1.48
B A A2 1.88
& A AJ 1.62
2 A na 219
2 A A3 228
1 PA- A3 1.56
1 At A2 1.74
2 A A3 200
4 A A3 1.64
4 A A3 2.08
4 A BaaT1 1.1
3 Al AZ 1.7
3 A A2 1.84
3 A A3 1.76
4 A A2 1.54
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Canadian Utility Regulation

¢ Remove utility risk: almost non-existent
¢ Load up on tax deductible debt

¢ Award ROEs in line with market interest
rates

¢ Constantly monitor performance to respond
to emerging risks and pass all costs on to
rate payers

— Very good investment grade bond ratings
— Lower investment risk than highest grade US
utilities
¢ Keep average rates down

Benefits everyone: no utility wants the
removal of regulatory protection they
just want the US ROEs as well......
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