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Union Gas Equity Structure Example

Existing Capital Structure (Ex. E1/1, p. 3 applied to settled rate base)

Long Term Debt 61.66% $2,289,983 6.53% $149,536

Short Term Debt ‐0.89% ‐$33,054 1.31% ‐$433

Total Debt 60.77% $2,256,929 6.61% $149,103

Preferred Equity 3.23% $119,959 3.05% $3,659

Common Equity 36.00% $1,336,999 9.58% $128,085

Total Equity 39.23% $1,456,958 9.04% $131,743

Total Capital 100.00% $3,713,887 7.56% $280,846

As Currently Proposed (from Settlement Agreement)

Long Term Debt 60.17% $2,234,646 6.53% $145,922

Short Term Debt ‐2.92% ‐$108,446 1.31% ‐$1,421

Total Debt 57.25% $2,126,200 6.80% $144,502

Preferred Equity 2.75% $102,132 3.05% $3,115

Common Equity 40.00% $1,485,555 9.58% $142,316

Total Equity 42.75% $1,587,687 9.16% $145,431

Total Capital 100.00% $3,713,887 7.81% $289,933

Conventional 60/40 Split (Based on Electricity Distributors)

Long Term Debt 56.00% $2,079,777 6.53% $135,809

Short Term Debt 4.00% $148,555 1.31% $1,946

Total Debt 60.00% $2,228,332 6.18% $137,755

Preferred Equity 2.75% $102,132 3.05% $3,115

Common Equity 37.25% $1,383,423 9.58% $132,532

Total Equity 40.00% $1,485,555 9.13% $135,647

Total Capital 100.00% $3,713,887 7.36% $273,402
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 MR. JANIGAN:  Now, I wonder if you could turn over to 1 

page 21? 2 

 MR. FETTER:  I'm there. 3 

 MR. JANIGAN:  And if you look at the answer to an 4 

interrogatory of Board Staff, Union indicates here in part 5 

b) of the answer that it is unlikely that going to 6 

40 percent equity will be sufficient to result in a rating 7 

upgrade or significantly impact the cost of debt. 8 

 So if the credit quality is not going to be increased 9 

to the point where the cost of debt is going to be reduced, 10 

where are the benefits going to be reaped by the ratepayer? 11 

 MR. FETTER:  We don't live in a static world.  Credit 12 

quality can vary within a certain credit rating level, 13 

regardless of whether it leads to an upgrade or a 14 

downgrade. 15 

 I feel strongly that creating a credit profile which 16 

can withstand unforeseen events, such as we saw in 2008 and 17 

2009 during the worldwide financial crisis, which Dr. 18 

Carpenter also did not predict -- I think it is important 19 

for every utility to be able to withstand such stress, and 20 

so even though this response to an IR states that there 21 

might not be immediate change as measured by an upgrade, it 22 

does not mean that Union Gas's credit quality has not 23 

improved and puts itself in a better stead on behalf of 24 

both its customers and its investors. 25 

 MR. JANIGAN:  But as the time rolls on, that change 26 

that you have recommended costs customers $17 million a 27 

year.  When are they going to get it back? 28 
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 MR. FETTER:  They will get it back if there is a 1 

financial crisis during which they're able to finance -- 2 

have access to the financial markets on a reasonable level, 3 

and also to just have access to the capital markets. 4 

 As we saw in 2008/2009, the commercial paper markets 5 

basically closed down for everyone for a short period of 6 

time. 7 

 MR. JANIGAN:  I wonder if you could turn over the page 8 

to page 22, the interrogatory J.E-2-1-1. 9 

 The interrogatory asks: 10 

"Please indicate all cases in the last 5 years 11 

where Union Gas has had to defer or abandon 12 

expenditures needed to provide service due to an 13 

inability to raise the necessary capital under 14 

reasonable terms and conditions." 15 

 The answer is: 16 

"Union has not had a specific case where the 17 

Company has not been able to issue debt to 18 

finance capital investment within the last five 19 

years.  Previously, there have been situations 20 

when the Company was limited by the interest 21 

coverage test to the timing and the amount of the 22 

debt issue." 23 

 And second part of that: 24 

"What will be the impact on Union's ability to 25 

raise capital if the Board do not approve Union's 26 

proposed rate structure?" 27 

 The answer is: 28 
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