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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 

“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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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 
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How Much Risk are Canadian 
Utilities Exposed To?
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Utility Risk 1
EARNED ROE vs ALLOWED

TCPL Foothills TCPL BC (ANG) TQM
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
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EGDI Actual v Allowed ROE
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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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BCUC Incentive Regulation

Actual vs Allowed FortisBC ROE
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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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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……


