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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On page 41, Concentric makes reference to the data used to construct Figure 2 on 
page 42, which compares the deemed vs actual long-term debt cost rate over the 
January 2010-January 2024 period, and states (bold added for emphasis): 
 

-term debt cost rate has had 
periods of being above and below the Bloomberg index,and 
averaged 40 bps higher than the index. 

 
Question(s): 
 
a) Please provide all data and workpapers (in excel format), including all formulas and 

calculations, used to prepare Figure 2, and to determine the 0.40% average 
referenced in the cited reference. 

 
b) -

10-year Government of Canada bond yields, which are then adjusted to provide 
estimates of 30-year Government of Canada yields. If not confirmed, please explain. 

 
c) Please confirm that the cited reference confirms that the deemed long-term rates 

(based on forecast yields) averaged +0.40% higher than the actual yields that 
resulted. If not confirmed, please explain.

 
d) Please confirm that the +0.40% upward bias (discussed in question (c)) documented 

by Concentric is identical to the +0.40% upward bias that is determined by Dr. 
Cleary in Appendix A of his evidence, with respect to OEB 30-year Government of 
Canada yield forecasts, versus actual yields that prevailed over the 2011-2023 
period. If not confirmed, please explain. 
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Response: 

a) Please see IGUA-AMPCO-1a, Attachment 1. 
 

b) Deemed Long-
Cost of Capital Parameter Calculations. It is the 10-year Government of Canada 
Consensus Forecast, plus the actual spread of the 30-year over 10-year 
Government of Canada bond yields, plus the actual A-rated utility bond yield spread 
over 30-year Government of Canada bond yields. 
 

c) Concentric confirms that the cited reference indicates that the actual long-term debt 
-term debt cost rate by an 

average of 40 basis points since 2010.   
 

d) Concentric confirms that, as stated in the Concentric report, the average difference 
-term debt cost rate and the Bloomberg index has 

been 40 basis points since 2010, and that that figure is approximately the same as 
 

30-year government yields from 2011-2023 to average September (November) 
Consensus forecasts. 
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Please see Exhibit N-M2-7-AMPCO/IGUA-1a_Attachment 1.xlsx on the OEB’s
RDS. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On page 11 of its evidence, Concentric states (bold added for emphasis): 

An 8.95 percent authorized ROE would be in the bottom decile of 
authorized ROEs among Canadian and U.S. utilities and would not 
satisfy the Fair Return Standard. 

 
On page 12, Concentric states (bold added for emphasis): 
 

primary finding within the 
context of this generic cost of capital proceeding is that Ontario equity 
ratios across all industry segments are lower than North American 
industry peers and fail to meet the comparable return standard 
component of the Fair Return Standard. 

 
Alberta Utilities Commission Decision 22570-D01- 2018, para. 474: 
 

As previously discussed in Section 4, the Commission will not take any 
guidance from the evidence presented about approved utility ROEs in 
other Canadian and U.S. jurisdictions. The objective of the GCOC is to 
consider the market expectation for the affected utilities and not what 
other regulators are allowing. 

Alberta Utilities Commission Decision 20622- D01-2016, para. 303: 
 

The Commission finds that the material presented by Dr. Villadsen in 
Figure 21 of her evidence simply lists the allowed ROEs and common 
equity ratios for a sample of U.S. and Canadian utilities. This 
information does not permit the Commission to address the deficiencies 
identified in the 2009 GCOC Decision such as applicable legislations 
and case law, and individual factors specific to the utility, like the 
business risk of the utility. (footnote omitted) 
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Preamble: 
 

ratio (ER) recommendations appear to rely heavily on the 
argument that since allowed ROEs and ERs in the U.S. are higher than those for 
Ontario utilities, the Ontario utility allowed ROE and ERs need to be increased. There 
are at least 25 such references i
ERs being below those allowed in the U.S., as well as 14 that reference comparisons to 
both North American and Canadian ratios. 
 
Question(s): 
 
a) Does Concentric agree that as or more important than considering allowed ROEs 

and ERs in other jurisdictions in determining the appropriate ROE and ER for 

examination of market-based evidence regarding factors that should impact earned 
ROEs, such as expected future stock market returns, government bond yields, yields 
on Ontario utility bonds, etc.? 
 

b) 
findings noted as reference for this question? If yes, please explain the basis for 
such a view. 

 
 
Response: 

a) Concentric is of the view that determining the appropriate ROE and equity ratio for 

including business risk information, macroeconomic and proxy company market 
data, and multiple approaches to estimate the cost of common equity, including the 
DCF model, the CAPM, and the Risk Premium model.  Concentric has considered 
these factors along with authorized ROEs and equity ratios of peer companies.  In 

ce, authorized ROEs and equity ratios are important 

utilities. 
 

b) equity ratios in other North 
American jurisdictions are important data points both in terms of comparability of the 
allowed return, and in understanding how investors and credit rating agencies view 
the overall regulatory environment.  A tenet of the Fair Return Standard, however, is 
that the means of arriving at a fair return are not of paramount importance, only that 

declined to put weight on the authorized ROEs and equity ratios of peer utilities in 
reaching its conclusions regarding a fair return.  Concentric believes that such an 
approach, while not wrong per se, increases the risk that the end result will not 
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comport with the comparability principle of the Fair Return Standard, because it 

investment decisions. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On page 44, Concentric discusses macroeconomic data in May 2024, which it 
compares to the same November 2009 figures. In its discussion, Concentric states (bold 
added for emphasis): 
 

As shown in the above Figure, while interest rates on 30-year 
Canadian government and utility bonds have declined since 
November 2009, most other market indicators have increased. 

 
Exhibit M4, Figure 1: 
 

and 2009 of 1.00% and -2.95% respectively, versus the 1992-2022 
average of 2.32%, which is consistent with current real GDP growth 
expectations for Canada in 2025 of 2.2% according to the Bank of 

 

2008 and 2009 of 1.34% and 1.30% respectively, versus the 1992-

with CPI expectations for Canada in 2025 of 2.2% according to the 

 
Exhibit M4, Figure 3: 
 

Index were -32.95% and +35.04% in 2008 and 2009 respectively, 
versus the 1998-2023 average of 8.4%; while in the U.S. the S&P 
500 returns for 2008 and 2009 were -36.92% and +26.45% 
respectively, versus the 1998-2023 average of 9.93%.

 
Question(s): 
 
a) Would Concentric agree that capital market conditions in Canada and the U.S. in 

November 2009 were atypical as a result of the financial crisis of 2008 and early 
2009? If not, please explain please explain why Concentric believes November 2009 
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is a typical and representative point in time for economic and capital market 
conditions in Canada and the U.S. 
 

b) Can Concentric confirm that; 
i. Long-term Government of Canada yields and Canadian A-rated utility yields 

 
ii. Long-term Canada yields have declined 0.43% since 2009? 
iii. A-rated utility yields have declined 0.55%? 
iv. The yield spread between the two yields has declined from 1.46% in 2009 to 

1.35% (slightly above the long-term average of 1.3%) today? 
v. Long-term Canada yields are used as a proxy for the risk-free rate (RF) in 

CAPM cost of equity estimates (including those provided by Concentric)? 
vi. Utility yields comprise approximately 60% of the weighted average cost of 

capital for Ontario utilities (assuming a 40% equity ratio), and are closely 
linked to their cost of equity (KE), and that this relationship is clearly defined 
in the widely used bond yield plus risk premium approach to estimating Ke? 

 
c) Would Concentric agree that the changes listed in part (b) of this question are very 

positive capital market condition changes relative to conditions in 2009, and 
positively affect Ontario utilities? If not please explain why not. 

 
 
Response: 

a) Concentric agrees that capital market conditions in 2008 and early 2009 were 
disrupted by the financial crisis.  However, that is the context in which the Ontario 
Energy Board was considering modifications to the then-existing formula, which was 
entirely dependent on changes in government bond yields.  In December 2009, the 
OEB Report in EB-2009-0084 found that the formula was not producing a fair return.  
Consequently, the Board made certain adjustments to the formula, including the 
addition of changes in the utility credit spread, as well as updating the formula 
parameters for then-
(Exhibit M2) provides a comparison of key market indicators in November 2009 

proceeding) and May 
 

 
b) Confirmed with regard to subparts (i) through (v). On (vi), utility yields are just one of 

several factors affecting the cost of capital for utilities, and as examined in 
 (see Concentric 

Report, pp. 95-98).  widely used bond yield 
plus risk premium approach to estimating Ke
one of several models used by analysts and regulators, so we would not attach the 
same degree of importance suggested in the question. 
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c) Although the Canadian government bond yields and Canadian A-rated utility bond 

yields have decreased since November 2009, and that market data is reflected in 
our ROE analysis, other factors beyond these need to be considered in determining 
if the changes in the capital market is positive.  As discussed on page 44 of 

compared to November 2009, suggesting that capital costs are higher today.  
Importantly, utility betas (both raw and adjusted) are substantially higher, which 
provides direct market evidence that investors perceive utilities to have much greater 
risk relative to the broad market today than was the case in 2009.  In addition, 
consumer price inflation is much higher in May 2024 in both Canada and the U.S. 
than it was in November 2009, and central bank policy is much more restrictive in 
response to higher inflation, as compared to November 2009 when accommodative 
monetary policy was attempting to stimulate the global economy following the Great 
Recession and financial crisis.  Furthermore, yields on U.S. Treasury bonds and A-
rated utility bonds were higher in May 2024 than in November 2009. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On page 46, Concentric provides its Canadian proxy group in Figure 4 as copied below:  

 
 
 
 
 
 
 
 
 
 
 
2024 Alberta Utilities Commission Proceeding 27084, Determination of the Cost-of 
Capital Parameters in 2024 and Beyond, November 10, 2022 (GCOC), memo to all 
parties, Appendix A  -X0256 2022-11-10 Appendix 
A - Finalized screening criteria): 
 

The following publicly traded Canadian utility holding companies are included in 
the comparator group, regardless of the screening criteria: 

o Algonquin Power & Utilities Corp.
o Canadian Utilities Ltd. 
o Emera Inc.
o Fortis Inc. 
o Hydro One Ltd.

 
2024 Alberta Utilities Commission Proceeding 27084, Determination of the Cost-of 
Capital Parameters in 2024 and Beyond, Generic cost of capital issues list and other 

-X0255 2022-11-10 AUC letter - GCOC issues list and other matters), 
page 4 (bold added for emphasis): 
 

15. While consensus was successfully reached on the majority of items 
discussed at the technical conference, certain matters remained 
outstanding and required further submissions from all parties, which the 
Commission received on November 2, 2022. The Commission has 
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reviewed these submissions and provides a ruling on each unresolved 
item below: 
(a) Inclusion of TC Energy Corporation and Enbridge Inc.  The 
Commission has determined that the comparator group will not 
include TC Energy Corporation and Enbridge Inc. Integration of 

approach for determining ROE.16 Furthermore, the associated 
business risk, form of regulation and comparability of the two 
companies is not representative of that for regulated transmission 
and distribution utilities 
majority of parties took a similar position in their November 2, 2022, 
submissions. 
 

16 Decision 22570-D01-2018: 2018 Generic Cost of Capital, Proceeding 22570, August 2, 
2018, paragraph 273. 

 
Question(s): 
 
a) Please confirm that the five Canadian utilities 

group listed above were determined to be reasonable comparable Canadian utilities 
during the 2024 Alberta Generic Cost of Capital Proceedings. 
 

b) Please confirm that during the 2024 Alberta GCOC Proceedings Mr. Coyne of 
Concentric opposed the inclusion of AltaGas Limited (a BBB- rated utility) as a 
reasonable Canadian utility comparator. 
 

c) Please confirm that at the time of the Alberta GCOC proceeding, relative to the 

had: 

i) the highest growth estimate of 8.98% versus group average of 5.27% (which 
 

ii) the second highest DCF Constant-Growth Ke estimate used by Concentric for 
its Canadian proxy group of 13.22% versus group average of 10.56% (which 

 

iii) the highest beta estimate used by Concentric for its Canadian proxy group of 

estimate); and

iv) the highest CAPM (Historical MRP) Ke estimate used by Concentric for its 
Canadian proxy group of 11.39% versus group average of 9.36% (which 
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d) Please explain why AltaGas is now included by Concentric in its Canadian Proxy 
Group for the purposes of its evidence in this proceeding. 
 

e) Please confirm that at the time of the 2024 Alberta GCOC proceeding, relative to the 
 

 

i) the highest expected dividend yield of 7.77% versus group average of 5.28% 
 

ii) the second highest DCF Constant-Growth Ke estimate used by Concentric for 
its Canadian proxy group of 12.56% versus group average of 10.56% (which 

 

iii) the second highest Beta estimate used by Concentric for its Canadian proxy 

beta estimate); and 

iv) the second highest CAPM (Historical MRP) Ke estimate used by Concentric 
for its Canadian proxy group of 9.69% versus group average of 9.36% (which 

 

 
f) Please confirm that if Concentric excluded AltaGas Limited and Enbridge Inc. from 

its Canadian proxy group in this proceeding, that: 

i) The average constant-growth DCF Ke estimate would decline 1.17% from 
10.56% to 9.39%. 

ii) The average CAPM (historical MRP) Ke estimate would decline 0.58% from 
9.36% to 8.78%.
 
If not confirmed, please explain. 

 
 
Response: 

a) Confirmed. 
 

b) Concentric adopted the North American proxy group as determined by the Alberta 
Utilities Commission and provided to the parties in Appendix B to its November 10, 
2022 letter 
group did not include AltaGas Ltd. 
 

c) Concentric is not able to confirm this information for AltaGas Ltd. because, as stated 

ROE analysis in the referenced Alberta GCOC proceeding. 
 

d) 
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Gas proxy group, and North American combined proxy group in this proceeding 
because the company meets the criteria for inclusion in the Canadian proxy group 

Ltd. has an investment grade credit rating of BBB-
group only included those companies with a credit rating of BBB+ or higher, which 

proxy group in our evidence in the GCOC proceeding in Alberta in 2023. 
 

e) See response to subpart (c) above. Because Enbridge Inc. was not included in 

confirm this information. 
 

f) Confirmed. Concentric notes that the values cited in (i) do not include the 50-bps 
flotation cost adjustment, while the values in (ii) do. In addition, we note that the 
constant-growth DCF results did not inform our final recommendation; the multi-
stage DCF results did. In addition, our recommendation was based on the North 
American Combined proxy group, not the Canadian proxy group. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 50-55, Concentric discusses the integration of Canadian and U.S. capital 
markets in order to justify its heavy reliance on U.S. utilities (it includes 19 of 25 U.S. 
utilities in its North American proxy group, which it bases all of its ROE and ER 

a 2021 assessment of country risk ratings provided by UBS. 
 
Question(s): 
 
a) Please confirm that the UBS sovereign risk ratings at the time of the 2021 

assessment referenced above were A for Canada and AA for the U.S. 
 

b) Please confirm that more recent (January 2024) data; 

i) 
 

ii)  

 
If not confirmed, please provide corrected ratings and sources therefore. 
 

c) 
Canada, but also globally. (For example, while Canadian equities generally 
represent less than 3% of world stock markets (e.g., 2.9% as of September 30, 
2021) Canadian investors (including institutions) had a domestic allocation for 
equities over 40% in 2020.2 The home bias is even more dramatic in Canadian fixed 
income markets, which similarly comprise about 3% of global fixed income markets, 
but Canadian investors had a domestic allocation for fixed income of approximately 
84%.) 
 
If not confirmed, please explain and provide empirical support for any such 
explanation. 
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d) Please confirm that U.S. yields have been higher than Canada yields for several 
years, and that this is still the case. (For example, as shown in Figure 7 of Dr. 

-term U.S. rates of one year or less were 0.6-0.7% 
above Canadian rates, while two-year U.S. rates were about 0.8% higher, with 5- 
and 10-year U.S. yields being about 0.90% higher, and 30-year yields being over 
1.1% higher.) 
 
If not confirmed, please explain. 

 
e) In light of the information cited in questions (c) and (d), does Concentric believe that 

Ontario utilities would choose to borrow at higher rates in the U.S. and suscept 
themselves to currency risk, on top of paying higher interest costs? If so, please 
elaborate on the basis for this belief. 
 

f) Please provide specific examples over the past five years of Ontario utilities 
accessing debt and/or equity capital from the U.S. that was of comparable quantity 
to the amount of debt and/or equity capital that was sourced in Canadian capital 
markets. 
 

g) Please provide specific examples over the past five years of U.S. utilities accessing 
debt and/or equity capital from Canada that was of comparable quantity to the 
amount of debt and/or equity capital that was sourced in U.S. capital markets. 

 
 
Response: 

a) Concentric confirms that the sovereign risk ratings at the time of the referenced 2021 
assessment (by the Economist Intelligence Unit) were A for Canada and AA for the 

Economist Intelligence Unit as described in Footnote 59 in Exhibit M2, not UBS.  
The sovereign risk ratings from the Economist Intelligence Unit consider a different 

consider when it assigns a sovereign credit rating. 

b) Concentric confirms (i) and (ii). 

c) 

rather than diversifying by investing in foreign equities. Systematic risk is reduced by 
investing in foreign equities because they are not fully impacted by changes in 

investors in the utility industry.  For example, as shown in the table below, there 
have been approximately two dozen acquisitions of U.S. utilities by Canadian utility 
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from Canadian investors.  
 

Figure 43: Cross-Border Utility Acquisitions 

Buyer Target 
Deal Value 

(US$Millions) 
Year 

Closed 
Canadian Buyers Acquiring U.S. Utilities Since 2000 

Enbridge Inc. Public Service Co. of NC $4,297 Pending 
Enbridge Inc. Questar Gas Co. $5,798 2024 
Enbridge Inc. East Ohio Gas Company $8,917 2024 
ENMAX Corporation Emera Maine $959 2020 
Liberty Utilities Co. St. Lawrence Gas Company, Inc. $65 2019
AltaGas WGL Holdings Inc. $6,955 2018 
Algonquin Power & Utilities Empire District Electric Co $2,349 2017 
Fortis Inc. ITC Holdings Corp $11,577 2016 
Emera Inc. TECO Energy Inc. $10,585 2016 
Caisse de dépôt et placement  IPALCO Enterprises Inc. $134 2016 
Caisse de dépôt et placement IPALCO Enterprises Inc. $247 2015 
Algonquin Power & Utilities New Hampshire Gas Corp $3 2015 
Fortis Inc. UNS Energy Corp $4,383 2014 
Algonquin Power & Utilities New England Gas Company $74 2013 
Fortis Inc. CH Energy Group Inc. $1,526 2013 
Algonquin Power & Utilities  Natural Gas Distribution 

Operations 
$141 2013 

Algonquin Power & Utilities California Pacific Electric Co. $39 2012 
AltaGas SEMCO Holding Corp $1,156 2012 
Algonquin Power & Utilities Midwest Natural Gas Distribution $124 2012 
Algonquin Power & Utilities Granite State / EnergyNorth $285 2012 
Gaz Metro LP Central Vermont Public Service $700 2012 
Emera Inc Maine & Maritimes Corporation $99 2010 
Gaz Métro LP Green Mountain Power Corp $293 2007 
NS Power Holdings Inc. Bangor Hydro-Electric Co. $365 2001 
Total U.S. Acquisitions by Canadian Utilities $61,071  

 
d) Concentric agrees that U.S. government bond yields have generally been higher than 

Canadian government bond yields for the past several years, and this continues to be 
the case as of July 2024. However, as discussed on pages 65-
report, Exhibit M2, the Financial Post recently reported that bond yields in Canada and 
the U.S. are expected to converge. This is consistent with the April forecast from 
Consensus Economics, which shows the spread between 10-year government bond 
yields in Canada and the U.S. narrowing from 70 basis points in 2025 to between 20 
and 40 basis points by the end of the decade, as shown in the table below. 
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Long-Term Forecast for 10-Year Government Bond Yields1 

     
 

        

        

 

       

e) Concentric believes corporate borrowers would borrow in one market versus 
another based on many factors beyond the difference in government bond rates, 
including credit spreads offered by investors, forward exchange rates compared 
to spot rates, underwriting commissions, etc.  Further, it is reasonable to assume 
that corporate borrowers would hedge against currency risk. 
 

f) Concentric did not conduct an exhaustive search. However, Concentric is aware 
that Hydro One files debt in US GAAP. In addition, Enbridge Inc. (the parent of 
Enbridge Gas, Inc.) is traded on both the TSX and the NYSE.  Outside of Ontario, 
Enbridge Inc. and Fortis have issued US-denominated debt. 
 

g) Concentric did not conduct an exhaustive search. Please see the response to part 
c), however, which provides several examples of Canadian and Ontario utilities 
that have acquired U.S. utilities, whereby those U.S. utilities are utilities 
accessing debt and/or equity capital from Canada.  In addition, investors may 
seek capital diversification and access to new markets, particularly as capital 
programs grow during the energy transition.  An example of this is the maple 
bond market, in which utility companies have participated.  For instance, 
Concentric is aware of NextEra issuing maple bonds in the range of C$1 billion. 

 
1  Consensus Forecasts by Consensus Economics Inc., Survey Date April 8, 2024, at 3 and 29. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 58-62, Concentric discusses its approach to estimating growth rates to be 
used in determining its constant-growth and multi-stage growth DCF estimates. On 
page 59, Concentric justifies its use of analyst growth forecasts, stating (bold added for 
emphasis):
 

Some intervenors and utility regulators in Canada have expressed 

optimistic, and LEI makes this assertion in its report in this 
proceeding
forecasts, it could create an upward bias in the estimated cost of 
capital that results from the DCF approach. To control for this concern, 
some analysts have used GDP growth as a proxy for long-term earnings 
growth. We, however, do not share the view that anal
growth rates are biased, as discussed below. 

 
On page 60, Concentric states (bold added for emphasis): 
 

Both average earnings and average dividend growth for the three North 
American proxy groups exceeded actual GDP growth over the period. 
This is unsurprising, as earnings for utilities can, and do, exceed the 
growth of the overall economy. As evidenced by the data, there is no 
fundamental basis to assume that economy-wide GDP growth with a 
mix of macroeconomic, social and business drivers serves as a limit 
on utility earnings or dividend growth. 

 
Alberta Utilities Commission Decision 2191-D01-2015, 2013 Generic Cost of Capital, 
paragraph 190 [footnote omitted, bold added for emphasis): 
 

However, the Commission is also mindful that, as both experts 
acknowledged, the GDP growth rate may be an ambitious target for 
long-run earnings growth in respect of low-risk, mature, utilities. 
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Question(s): 
 
a) During the Alberta Utilities Commission 2018 Generic Cost of Capital proceedings 

Rebuttal Evidence3 cited research by Easton and Sommers 

findings so cited? If not, please explain why not. 
 

b) Please provide all data and workpapers (in excel format), including all formulas and 
 

 
c) Please explain why Figure 10 includes EPS growth forecasts for 2027-29 (three 

years from now), and GDP growth forecasts for 2030-2034 (six years from now)? 
 
d) Please confirm that;

i. The data used to construct Figure 10 is based on data for the 25 utilities 
 

ii. 19 of these utilities are U.S. companies. 
iii. Most (if not all) of the 25 companies are holding companies and not regulated 

operating utilities.
 

If not confirmed, please explain. 
 
e) 

accentuates is the appropriate measure of growth estimates) for its sample of mainly 
U.S. and holding utility companies was 4.93% over the 2009-2023 period, while its 
estimate of GDP growth over the period was 4.59%, just 0.34% lower. If not 
confirmed, please explain. 
 

f) Please confirm that in contrast to the small difference in historical EPS growth 

of 5.27% exceeds by 
1.43%, while its average growth rate estimate for its North American proxy group of 

1.99%. If not confirmed, please explain. 
 
g) Does Mr. Coyne agree with the Alberta Utilities Commission statement excerpted in 

respect of that statement and the rationale for that view. 
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Response: 

a) No, Mr. Coyne cannot attest to the validity of the results from the Easton and Sommers 
research.  This paper was published in 2006, using data from 1993-2004, which 
precedes the regulatory reforms addressing potential conflicts of interest in equity 
analyst opinions. Concentric does not cite this paper directly in its 2018 rebuttal 
evidence in Alberta.  Mr. Coyne cites a textbook authored by Dr. Cleary and Dr. Booth 
(which cites the Easton and Sommers paper) and based on this research they advocate 
for the use of a multi-stage DCF model to mitigate this potential bias.   We point out the 

model, 
is inconsistent with the approach advocated in their own textbook. According to Dr. 

book, use of the two-stage DCF model mitigates concerns 
about analyst bias.  This is the approach Concentric has utilized in its analysis and 
recommendations in this case, whereas Dr. Cleary has not used that approach.  As 
pointed out in Mr. 
conventional approach advocated in his co-authored textbook, Dr. Cleary invents a 

This same criticism applies to Dr   
 

b) Please see IGUA-AMPCO-6(b), Attachment 1 for the requested workpaper. 
 

c) The EPS growth forecasts in Figure 10 are based on projected EPS growth rates from 
equity analysts, which typically cover the next three to five years. The GDP growth rate 
forecasts are for 2030-2034 because that is the time period covered by the report from 
Consensus Economics. The other available time period from Consensus Economics 
would be from 2025-2029. Concentric selected the 2030-2034 period because it 
provides a longer-term view of GDP growth. 

d)  Confirmed, as to subparts (a) and (b).  With respect to subpart (c), Portland General 

company.  The other proxy group companies are holding companies and not operating 
utilities by necessity, because the market data required for the ROE models is available 
at the holding company level, not the operating company level.  All the witnesses in this 
proceeding, including Dr. Cleary, have used market data for the holding companies in 
their respective proxy groups.  

e) Confirmed. 

f) Confirmed. 

g) No. Concentric does not agree that GDP growth may be an ambitious target for long-

report, Exhibit M2, demonstrates that earnings growth and dividend growth for the proxy 
group companies historically have exceeded nominal GDP growth in both Canada and 
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the U.S.  Further, Concentric has used the Multi-Stage DCF model in order to temper 
the effect of short-term earnings growth rates that may not be sustainable.  The Alberta 
Utilities Commission also has employed the Multi-Stage DCF model for this same 
reason, including in the recent October 2024 decision in Proceeding 27084. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 58-62, Concentric discusses its constant-growth and multi-stage growth DCF 
estimates, which Concentric reports in Figure 13, based on calculations reported in 
Exhibit CEA-4 and CEA-5 of its Appendix. 
 
Question(s): 
 
a) Please confirm that the average Canadian proxy group Constant-Growth DCF 

estimates provided in Figure 13 are based on an average future long-term growth 

growth of 3.84% by 1.43%. If not confirmed, please explain. 
 

b) Please confirm that the average North American proxy group Constant-Growth DCF 
estimates provided in Figure 13 are based on an average future long-term growth 

GDP growth of 3.99% by 1.99%. If not confirmed, please explain. 
 
c) Please confirm that using a long-term growth rate in the Constant-Growth DCF 

model assumes that this growth rate persists to infinity, and not just for a period of 
10 years or less. If not confirmed, please explain. 

d) Exhibit CEA-4 reports the Constant-Growth DCF Ke estimate for the North American 
proxy group of 10.59% (before flotation costs). Please confirm this 10.59% estimate 
is based on the sum of the long-term growth estimate of 5.98%, and an expected 
dividend yield (DY) of 4.61% both of which are provided in Exhibit CEA-4. If not 
confirmed please provide the correct estimates used. 

 
e) Please confirm in its multi-stage DCF model, that Concentric assumes the higher 

analyst growth rates exist for a full 5 years, then gradually decline over the following 
5 years to a stable long-term growth rate equal to its estimate of long-term nominal 
GD
will grow at rates above nominal GDP growth for 10 years, then will grow at 
estimated nominal GDP growth from year 11 to infinity. If not confirmed, please 
clarify.
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f) Exhibit CEA-5 provides the multi-stage DCF Ke estimate for the North American 
proxy group of 9.45% before flotation costs. According to Exhibit CEA-5 (and Figure 
11), this estimate is based on a growth rate of 5.98% for years 1-5, an average 
growth rate of 4.99% for years 6 through 10, followed by long-term growth of 3.99% 
from years 11 to infinity. Please confirm that the long-term growth rate that would 
also lead to a 9.45% Ke estimate (pre-flotation costs) for the North American proxy 
group in the Constant-Growth DCF model, based on an expected dividend yield 
(DY1) of 4.61% would be 4.45% (given the Constant-Growth DCF model Ke (9.45%) 
= DY1 + g = 4.61% + 4.84%). 
 
If not confirmed, please provide the correct corresponding long-term growth rate in 
the Constant-Growth DCF model that would result in a Ke estimate of 9.45% for the 
North American proxy group, based on its DY1 of 4.61%. 

 
g) Please confirm the implied long-term growth rate of 4.84% determined in part (h) 

-term nominal 
GDP growth of 3.99%. If not confirmed, please explain. 
 

h) Does Concentric agree that the analysis included in parts (f) and (g) above 
-stage 

DCF estimates provide results are equivalent to using a growth rate of 4.84% in a 
Constant-Growth D
expected North American nominal GDP growth? If not, please explain why not. 

 
 
Response: 

a)  report, Exhibit M2, our 
recommended base ROE of 10.0% is based on the average results of the multi-stage 
DCF model, the CAPM using a historical MRP, and the Risk Premium analysis.  The 
Constant Growth DCF results were not included in our ROE recommendation in this 
proceeding. 
 

b) Confirmed as to the average growth rate for the North American Combined proxy 
group. 
 

c) The Constant Growth DCF results were not included in our ROE recommendation, 
however, yes, one of the assumptions of the Constant Growth DCF model is that the 
growth rate continues in perpetuity. 

d) Confirmed for the North American Combined proxy group. 

e) This cannot be confirmed.  As shown in Exhibit CEA-5, at least one company 
(Canadian Utilities Inc.) in the North American Combined proxy group has a lower 
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EPS growth rate in Stage 1 than the GDP growth rate in Stage 3.  The short-term EPS 
growth rates for several other companies (Emera Inc. and ONE Gas Inc.) are similar 
to the long-
the Multi-Stage DCF model is intended to allow for the use of varying growth rates in 
the three stages.  The growth rate in Stage 1 is not always materially higher than the 
growth rate in Stage 3, as the question assumes. 
 

f) The Constant Growth DCF results were not included in our ROE recommendation, 
that being said, it is confirmed that the growth rate would be 4.84% (not 4.45% as 
referenced once in the question). 
 

g) The Constant Growth DCF results were not included in our ROE recommendation, 
however confirmed.   

h) 

Constant Growth DCF model.  Further, Concentric does not agree that this is the 
correct way to interpret the results of the Multi-Stage and Constant Growth DCF 
models.  This is because current stock prices for the proxy group companies are 
based on investor assumptions regarding near-term growth and longer-term growth.  

ort, it is entirely possible, if not probable, that utilities 
will realize EPS growth rates above GDP growth in the near to intermediate term as 
they make the investments necessary to facilitate the Energy Transition and to 
achieve the carbon reduction objectives of the Canadian federal and Ontario 
provincial governments. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 64-66, Concentric discusses its risk-free (RF) rate estimates that it uses in its 
CAPM Ke calculations. 
 
Question(s): 
 
a) Please provide the April 2024 Consensus Economic forecast document used to 

support these estimates, which is referenced in footnote 75 on page 65. 
 

b) Given that pages 41- -term 
debt rates (based on forecast yields) averaged +0.40% higher than the actual yields, 

-year Canada 
yields and then estimates a spread it adds to this forecast to estimate 30-year 
Canada yields. 

 
c) Please explain why Concentric added the 0.33% historical spread between 10- and 

30-year Canada bond yields, rather than the current negative spread (in Canada) 
that Concentric noted on page 64 of its evidence. 

 
d) Please confirm that in the CAPM, RF represents the actual existing risk-free asset 

that an investor can invest in today and earn the risk-free rate of return. If not 
confirmed, please explain. 

 
e) Please explain how a Canadian investor today could buy a 30-year Government of 

Canada bond promising a risk-
estimated Canadian RF), when available 30-year Canada bonds are trading at 
prices that provide a yield of 3.30%? 

 
 
Response: 

a) Please see AMPCO/IGUA-8(a), Attachment 1 for the requested report. 

b) The cost of capital is a forward-
requirements based on their expectations for interest rates, inflation, GDP growth, 
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earnings growth, utility risk as measured by beta, and other market data and 
economic indicators.  Therefore, Concentric believes it is reasonable to use 
forecasts of 30-year government bond yields rates as the risk-free rate in the CAPM 
analysis rather than historical average interest rates. 

c) The spread between 10- and 30-year Canadian government bond yields has been 
inverted in recent months.  However, more typically the yield on 30-year bonds is 
higher than the yield on 10-year bonds because investors require a higher return for 
the longer term of the security.  Because market conditions are atypical, Concentric 
has used the 10-year average spread between 10- and 30-year Canadian 
government bonds and added that to the forecast of the 10-year government bond 
from Consensus Economics.  Concentric has used this approach in our evidence 
before regulators in British Columbia, Alberta, Nova Scotia, and Newfoundland and 
Labrador. 

d) As indicated in the response to part (b) above, the estimation of the cost of equity is 
a forward-looking analysis.  Concentric believes that the risk-free rate in the CAPM 
analysis should be based on a forecast government bond yield, not a historical 
average or a recent spot yield on a particular day.  The current Ontario formula relies 
on forecast government bond yields, and other utility regulators in Canada including 
the BCUC and the AUC also rely on bond yield forecasts to set the authorized ROE. 

e) The yield on 30-year Government of Canada bonds ranged from 3.19% to 3.74% in 
the 90-day period ending June 28, 2024, so it would have been possible for an 
investor to buy 30-year bonds at 3.46% during that period.  Nevertheless, the risk-
free rate in the CAPM analysis should be based on the interest rate that investors 
are expecting during an upcoming future period, such as the next three or five years, 
not the interest rate an investor would receive today if they were to purchase a 
particular bond. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 66-68, Concentric discusses its beta estimates it uses in its CAPM Ke 
calculations. 
 
On page 66, Concentric states that: 

company beta is more likely than not to move toward the market mean 

support this assertion in footnote 77 is a 1970 article  54 years old. 

Evidence supporting the fact that utility betas do not gravitate towards one: 
 
Michelfelder and Theodossiou (2013) show empirically that utility betas do not have a 
tendency to converge to 1.0 and concluded that the adjusted betas as reported by 
Value Line are not applicable for public utilities. 
 

 
(2022) provides a chart in Figure IV of his report that estimates betas for utilities 
over the 1970-2020 period (i.e., using over 50 years of observations) that leads 
Sikes to note 
that the Value Line Adjustment is inappropriate. Clearly, utility betas have been 
consistently below 1.0 and as shown in Exhibit H of the Appendix, the historical 
sample suggests an aver

 which clearly 
shows that adjusted beta estimates are upwardly biased. 
 

 Exhibit M4, Appendix B shows that over the historical raw Beta estimates for 
Canadian Utilities over the 1995-2019 period averaged 0.40 (weekly data) and 
0.34 (monthly data), with maximums of 0.71 and 0.62 respectively and nowhere 
during this 25-year period did the Canadian Utility beta estimates even come 
close to 1.0. 

 
 Exhibit M4, Appendix B shows that over the historical raw Beta estimates for U.S. 

Utilities over the 1995-2019 period averaged 0.49 (weekly data) and 0.42 



 Filed: 2024-08-22 
 EB-2024-0063 
 Exhibit N-M2-10-AMPCO/IGUA-9 

Plus Attachments
 Page 2 of 3 

(monthly data), with maximums of 0.84 and 0.85 respectively and nowhere 
during this 25-year period did the U.S. Utility beta estimates even come close to 
1.0. 

 
Question(s): 
 
a) Please provide the Blume (1970) study referenced in footnote 77. 

 
b) Please confirm that the Blume (1970) study referenced by Concentric examines beta 

estimates for a broad variety of industries and does not focus on one particular 
industry (including utility stocks). If not confirmed, please explain. 

 
c) Given the evidence cited above that utility betas do not gravitate to one (or that utility 

sample averages never get close to one) please explain the rationale for 
 

 
d) 

-7.3 for the Canadian and North 

the proxy groups a
raw beta estimates. If Concentric is unable to locate the raw or unadjusted beta 
estimates from the initial data sources, please adjust the beta estimates using the 
formula: 

 
Raw Beta = (Adj. Beta -1/3)×(3/2) 

 
For example, the average adjusted beta of 0.84 for the Canadian proxy group would 
equate to a raw beta of 0.765 as calculated below: 

 
Raw Beta = (0.84 0.33)(3/2) = 0.765

 
Please provide all supporting data and worksheets (in excel format), with all 
accompanying formulae. 

 
 
Response: 

a) Please see AMPCO/IGUA-9(a), Attachment 1 for the requested Blume study which 
is dated March 1971.

b) Confirmed. 

c) Concentric does not agree with the characterization of the betas used in its analysis 
N-M2-10-OEB Staff-13 (a) for further 
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explanation and support for the use of adjusted betas, and note in response to (d) 

betas have increased toward 1.0, lessening the impact of the adjustment toward the 
market mean.  

d)  Please see the below, as well as AMPCO/IGUA-9(d), Attachment 1. 

 
Proxy Group Average MRP Forward-looking MRP Historical MRP 

Canadian  10.86% 12.87% 8.85% 

U.S. Electric 12.75% 15.11% 10.39% 

U.S. Gas 11.44% 13.42% 9.46% 

North American Electric 12.09% 14.30% 9.88% 

North American Gas 11.58% 13.70% 9.47% 

North American Combined 12.09% 14.30% 9.87% 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 69-70, Concentric discusses its market risk premium (MRP) estimates it uses 
in its CAPM Ke calculations, and its final CAPM Ke estimates. 
 
On page 70, Concentric states:

 
Although we have presented our CAPM results using three different 
MRPs (i.e., an average of the forward-looking and historical MRP, a 
forward-looking MRP, and an actual historical MRP), as discussed 

he CAPM 
results with the actual historical MRP. 

 
Question(s): 
 
a) Please provide the source documents, as well as workpapers including all data and 

calculations used to estimate the historical MRP estimates for Canada and the U.S. 
 

b) Please confirm that the historical MRP estimate for Canada of 5.68% is 35% higher 
than the arithmetic average estimate of 4.2% provided in the Dimson et al. (2016) 
study41 (which examines MRPs over the 1900-2015 period), and is 72% above the 
geometric average of 3.3% determined in the same study. If not confirmed please 
provide the actual percentage differences. 

 
c) Please confirm that the historical MRP estimate for the U.S. of 7.17% is 24% higher 

than the arithmetic average estimate of 5.8% provided in the Dimson et al. (2016) 
study (which examines MRPs over the 1900-2015 period), and is 63% above the 
geometric average of 4.4% determined in the same study. If not confirmed please 
provide the actual percentage differences. 

 

 
4 
12 on page 40 of that evidence.  
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d) 
those included in the Dimson et al. (2016) study, given the significant overlap of a 
large number of annual observations included in both estimates. 

 
e) Please confirm that Concentric estimates its forward-looking Canadian MRP of 

12.09% using the Constant Growth DCF Model, with calculations provided in Exhibit 
CEA-6.1 of the Appendix that uses an expected dividend yield of 3.60% and an 
expected growth rate of 11.95%, which translates into an expected market return of 
15.56%. Concentric then subtracts its RF estimate of 3.46% to arrive at a Canadian 
forward-looking MRP of 12.09%. If not confirmed, please explain. 

 
f) Please confirm that the company growth estimates used to calculate the average 

market growth expectations for the Canadian market are based on only 60 (of 230) 
company growth estimates, with 170 company growth estimates not being available. 
If not confirmed, please explain. 

 
g) Please confirm that the company growth estimates used to calculate the average 

market growth expectations for the Canadian market range from +194.72% to -
29.16%. If not confirmed, please provide the range in growth estimates for the 
companies used to estimate the market growth estimate. 

 
h) Given the lack of growth data for 170 (74%) of the 230 companies included in the 

S&P/TSX Index, as well as the wide variability in such growth estimates that are 
available, please explain why Concentric did not follow common finance practice and 
simply use its estimate of long-term nominal GDP growth of 3.84% for Canada as its 
growth estimate and combine it with the average expected S&P/TSX dividend yield 
of 3.60% to estimate the expected return on the market (which would equal 7.44%), 
and hence the MRP. 

 
i) Please confirm that Concentric estimates its forward-looking U.S. MRP of 11.30% 

using the Constant Growth Model, with calculations provided in Exhibit CEA-6.1 of 
the Appendix that uses an expected dividend yield of 1.73% and an expected growth 
rate of 13.71%, which translates into an expected market return of 15.45%. 
Concentric then subtracts its U.S. RF estimate of 4.14% to arrive at a U.S. forward-
looking MRP of 11.30%. If not confirmed, please explain. 

 
j) Please confirm that the company growth estimates used to calculate the average 

market growth expectations for the U.S. market range from +189.05% to -24.00. If 
not confirmed, please provide the range in growth estimates for the companies used 
to estimate the market growth estimate. 

 
k) Can Concentric please reconcile such high predicted growth rates in earnings (and 
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own forecast of expected nominal GDP growth rate for the Canadian and U.S. 
economies of 3.84% and 4.04% respectively? Please explain why we can expect 
corporate profits to grow at 12-14%, despite the respective economies only growing 
at an annual rates that are less than one-third of these growth figures at around 4%. 
 

l) Can Concentric please reconcile such high predicted expected market returns for 
Canadian (15.56%) and U.S. (15.45%) companies with the long-term average 
expectations of market professionals for expected market returns of 6.1% for 

evidence)? 
 
m) Please explain why Concentric disregards the forward-looking and average MRP 

CAPM Ke estimates. 
 
 
Response: 

a) Please see AMPCO/IGUA-10(a), Attachments 1-3 for the requested workpapers. 

b) Confirmed. 

c) Confirmed. 

d)  than those used by Concentric. As explained 

the values reported by Kroll, which publishes information on historical market returns 
and government bond yields.  The Canadian data cover the period from 1919-2023, 
while the U.S. data are from 1926-2023.  The historical MRP reported by Kroll is 
based on the annual return on large company stocks (i.e., the S&P 500 in the U.S. 
and the TSX in Canada) less the income-only return on 20-year government bonds, 
equal to 7.17% for the U.S. and 5.68% for Canada.  The Dimson study cited by Dr. 
Cleary used a different time period than the Kroll data that Concentric relied upon 
(1900-2015, vs. 1919-2023).  Dimson computes a real return on equities, inflation, and 

and subtract the real bond yields, all reported by Dimson, these estimates are higher 
than those used by Concentric from Kroll, resulting in an MRP of 8.8% in the U.S. and 
8.5% in Canada. 

e) Confirmed. 

f) 
there are 222 companies listed on Exhibit CEA-6.1, meaning that 162 companies do 
not have a reported growth rate from Bloomberg. 
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g) Confirmed. 

h) Concentric used the approach that has been adopted by the Federal Energy 
Regulatory Commission and several state utility regulators to calculate the forward-
looking MRP, which is to compute the total return for the broad market (in this case, 
the TSX Index) using a Constant Growth DCF model and then to subtract the risk-free 
rate. 

i) Confirmed.  The U.S. calculations are provided in Exhibit CEA-6.2. 

j) Not confirmed.  The EPS growth rates for the S&P 500 companies range from 188.0% 
to -32.44%. 

k) Concentric has considered whether the current short-term EPS projections for the 
S&P companies are sustainable over the longer-term.  That is the main reason why 
Concentric did not rely on the forward-looking MRP for either Canada or the U.S. in its 

CAPM analysis uses the historical MRP from Kroll for Canada and the U.S.
 

l) 
evidence are not consistent with the historical returns that investors have earned in 
the TSX and S&P 500 indexes over the long-term.  Concentric sees no reason to 
believe that future returns in equity markets will be substantially lower (i.e., in the 
range of 5.0% lower) than historical returns in both countries.  Nevertheless, as 
explained in the response to subpart (k), Concentric has not used the forward-looking 
MRP in its CAPM analysis in this proceeding. 

m) Concentric disregards the forward-looking MRP for the reason stated in subpart (k) 
above  that is, we have concerns with the level of short-term EPS growth rates for 
companies in the S&P 500 and TSX indexes and whether those growth rates are 
sustainable.  Concentric has used the historical MRPs for Canada and the U.S., 
although we would observe that the level of government bond yields is somewhat 
lower than the historical average yields on government bonds used by Kroll to 
calculate the historical MRP.  There is an inverse relationship between interest rates 
and the equity risk premium, which suggests that the historical MRPs from Kroll for 
Canada and the U.S. are likely somewhat understated given current expectations for 
government bond yields. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 74-79, Concentric discusses what it refers to as its risk premium analysis. 
This analysis uses the identical approach used by Mr. Coyne in the 2018 Alberta GCOC 
proceedings, which Mr. Coyne referred to as his Bond Yield Plus Risk Premium Model 
(BYPRPM) during those proceedings. 
 
In its 2018 GCOC Decision (Decision 22570-D01-2018, paras. 392-393), the Alberta 
Utilities Commission (AUC) concluded that (bold added for emphasis): 
 

The BYPRPMs of Mr. Hevert and Mr. Coyne estimate the risk premium 
component by comparing the approved ROEs to the long-term 
government bond yields in place at the time, thus capturing the inverse 
relationship. However, the Commission has two concerns with Mr. 

estimate the risk premium in excess of long-term government bond 
yields, i.e., the risk-free rate, they lose the advantage of 

spreads  
 
Second, these models use the approved ROEs of other regulators in 

although observable, the ROEs approved for the U.S. utilities are not 
strictly market data. Accordingly, the main assumption of these 
models, that the approved ROEs represent market return, does not 
hold, because the approved ROEs would be heavily influenced by the 
ROEs awarded by other regulators. 
 

Question(s): 
 
a) Please confirm that the Risk Premium approach discussed on pages 74-79 of 

during the 2018 proceedings and which is referenced in the passage cited above. If 
not confirmed please provide an exhaustive explanation of differences between that 
previous model and the current model relied on by Mr. Coyne. 
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b) 

spreads? If not, please explain why not. 
 

c) 

not, please explain why not. 
 
d) Would Mr. Coyne agree that allowed ROEs in the U.S. do not account for issues 

such as jurisdiction-specific legislation and case law, nor do they reflect Ontario 
utility-specific business risks? If not, please explain why not. 

 
 
Response: 

a) Confirmed. 

b) Regardless of whether the bond yield plus risk premium model is based on the 
relationship between government bond yields or utility bond yields, the regression 
analysis demonstrates that there is an inverse relationship between interest rates and 
the equity risk premium.  While the AUC expressed concerns with the risk premium 
model in 2018, Concentric notes that the AUC implemented an ROE formula in 
October 2023 that is based on the relationship between authorized ROEs and 
changes in government bond yields and utility credit spreads.  The recently adopted 
AUC formula is similar in many respects to the formula the OEB approved in 
December 2009.  Further, the BCUC recently issued a decision in which it based the 
authorized ROE for FortisBC Energy and FortisBC Inc. on an average of the multi-
stage DCF model, the CAPM using an average market risk premium, and the bond 
yield plus risk premium model.  With regard to the use of the risk premium model, the 
BCUC explained on page iv of Decision and Order G-236-23: 
 

market-based models like the DCF and the CAPM tend to get whipsawed by volatility in the 
market. The Panel finds that considerable weight should be given to the use of a Risk 
Premium Model for the purposes of determining the appropriate ROE for FEI and FBC 
given the recent volatility in the market and economic conditions. 
 

c) No, Concentric does not agree with those concerns.  The recent BCUC decision is 
instructive on this point.  On page 117 of Decision and Order G-236-23, the BCUC 
writes: 
 

Consequently, the Panel considers that circularity concerns alone do not justify eliminating 
reliance on the Risk Premium Model, or any particular model, for determining the 
appropriate ROE for FEI and FBC. Instead, it is a factor in the overall consideration of 
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model results. 
 

d) No model accounts for jurisdiction-specific legislation and case law. This risk is 
mitigated by the fact that our Risk Premium analysis is based on more than 900 
electric utility rate case decisions and 750 gas distribution company rate case 
decisions in the U.S. since 1992.  In addition, Concentric has presented a risk 
premium analysis based on Canadian ROE decisions dating back to 2000.  
Furthermore, the OEB previously determined in the 2009 GCOC Decision that the 
operating risks and the regulatory environment for utilities were sufficiently similar 
between Canada and the U.S. to allow for the use of U.S. companies and U.S. return 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 79-84, Concentric again returns to its heavy emphasis on awarded ROEs and 
ERs in other jurisdictions (particularly U.S. deemed ratios), and provides a summary 
table of its analysis in Figure 27 on page 80. 
 
Question(s): 
 
a) Please provide the data and workpapers (in excel format), including all formulae 

used to construct Figure 27. 
 

 evidence which Canadian utilities were included 
in these average estimates, or how the averages are determined. For example, on 

-owned 
gas distribution companies currently ranges from 8.90 percent (Energir) to 10.65 

Energy (a very small utility) is not included in Figure 27, so presumably Concentric 
may include other Canadian utilities it does not include in that figure.) 
 

b) Please confirm that the evidence provided in Figure 27 in fact shows that Ontario 

for Canadian utilities. If not confirmed, please explain.
 
 
Response: 

a) The information provided in Figure 27 for Canadian electric utilities and Canadian gas 
distributors is based on the most recent cost of capital decisions for each of those 
companies.  The Canadian mean and median returns and equity ratios reported in 
Figure 27 are based on the Canadian electric and gas companies listed in that figure.  
Please see AMPCO/IGUA-12(a), Attachment 1 for the requested workpapers 
supporting the Canadian authorizations reported in Figure 27. Please see SEC-47(b), 
CONFIDENTIAL Attachment 1 for the requested workpapers supporting the U.S. 
averages reported in Figure 27. 
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b) Confirmed.  However, the average authorized ROEs and equity ratios for U.S. electric 
and gas utilities are higher than their Canadian peers. 
competing for capital in North American capital markets, they must offer investors the 
opportunity to earn equity returns that are comparable to other North American utilities 
of similar risk (including those in the U.S.) and capital structures that result in 
comparable financial risk. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 85-94, Concentric discusses the OEB formula results over the 2010-24 
period. 
 
Question(s): 
 
a) Please provide the data and workpapers (in excel format), including all formulae 

used to construct Figures 28, 29 and 30. 
 

b) Please confirm that the evidence provided in Figure 28 and in Figure 29 in fact 
shows that awarded ROEs for Ontario utilities over the period examined were 
generally above the Canadian averages they report, and on average were higher 
than the Canadian period averages for the Canadian Electric estimate (Figure 28) 
and the Canadian Gas estimate (Figure 29). If not confirmed, please explain. 

 
c) 

since allowed ROEs in the U.S. are higher than those for Ontario utilities, the 
allowed Ontario ROEs and ERs need to be increased in order to satisfy the FRS 
(even though they are above Canadian deemed ROEs). Please confirm this reading 

 

d) Please confirm that Figure 30 shows that in 2009 the base ROE was 9.75%, and the 
base LCBF (or RF) was 4.25%, so that the allowed ROE-RF spread was 5.5% at the 
time. Similarly, the base Util Spread of 1.415% reported in Figure 30 implies a base 
A-rated utility yield of 5.665% (i.e., 4.25% + 1.415%), and an allowed ROE to A-
rated utility yield spread of 4.09%. If not confirmed, please explain. 

 
e) Please confirm that Figure 30 shows that in 2024 the allowed ROE was 9.21%, and 

the LCBF (or RF) estimate was 3.05% (i.e. 3.25% - 0.196% 10/30 spread), so that 
the allowed ROE-RF spread was 6.16% at the time (0.66% above the base ROE-RF 
spread of 5.5%). If not confirmed please explain. 

 
f) Please confirm that the 2024 Util Spread of 1.525% reported in Figure 30 implies a 

2024 A-rated utility yield of 4.575% (i.e. 3.05% + 1.525%), and an allowed ROE to A-
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rated utility yield spread of 4.64% (0.55% above the base ROE-A-yield spread of 
4.09%). If not confirmed, please explain. 

 
g) Please confirm that Figure 30 shows that over the 2010-24 period the average 

allowed ROE was 9.08%, and the average LCBF (or RF) estimate was 2.84% (i.e., 
2.44% + 0.395% 10/30 spread), so that the average allowed ROE-RF spread was 
6.24% over the period (0.74% above the base ROE-RF spread of 5.5%). If not 
confirmed please explain. 

 
h) Please confirm that the average Util spread of 1.493% reported in Figure 30 implies 

an average A-rated utility yield of 4.33% (i.e., 2.84% + 1.493%) over the period, and 
an allowed ROE A-rated utility yield spread of 4.75% (0.66% above the base ROE-
A-yield spread of 4.09%). If not confirmed, please explain. 

 
i) Please confirm that the statistics provided in questions (d)-(h) above demonstrate 

that in Ontario both allowed ROE-RF and ROE-A-yield spreads have widened since 
2009, in terms of both the 2024 spreads and the average spreads over the 2010-
2024 period. If not confirmed, please explain. 

 
 
Response: 

a) Please see AMPCO_IGUA -13(a), Attachment 1 for the requested workpapers. 

b) As shown in the workpapers for Figures 28 and 29, from 2009-2024, the average 
authorized ROE provided by the OEB formula is 9.04%, the average authorized ROE 
for Canadian electric utilities in other jurisdictions is 9.03%, and the average 
authorized ROE for Canadian gas distribution utilities in other jurisdictions is 8.83%.  
However, as also shown in the workpapers, the average authorized ROE for U.S. 
electric utilities over this same period is 9.84% and for U.S. gas distribution utilities is 
9.74%. 

c) Confirmed in part.  As stated in the Concentric report, Exhibit M2, at 87, the returns 
produced by the OEB formula are substantially lower than those for U.S. companies of 

er 
Canadian and U.S. companies to attract capital. Market data indicate that the cost of 
capital has increased for all North American utilities, including those in Ontario since 
the Board last examined this issue.  Concentric disagrees with the assertion t

and gas ROEs. 

d) Confirmed. 



 Filed: 2024-08-22 
 EB-2024-0063 
 Exhibit N-M2-10-AMPCO/IGUA-13 

Plus Attachment
 Page 3 of 3 

e) Confirmed. 

f) Confirmed. 

g) Confirmed. 

h) Confirmed 
 

i) Confirmed, and consistent with the inverse relationship between the level of bond 
yields and the equity risk premium in allowed ROEs. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 94-95, Concentric discusses the LCBF estimate used in the OEB ROE 
formula. On page 95, Concentric states: 
 

The base LCBF in the new AUC formula is based on an average of the 
forecast of the quarterly 30-year GOC bond yield for each of the four 
quarters in the coming year from three Canadian investment banks  
RBC, TD Bank, and Scotia Bank  which receives a 75% weight, and 
the current 90-day average 30-year GOC bond yield, which receives a 
25% weight. Concentric prefers this latter approach. 

 
On page 41 Concentric states (bold added for emphasis): 
 

-term debt cost rate has had 
periods of being above and below the Bloomberg index, and averaged 
40 bps higher than the index. 

 
Question(s): 
 
a)  recommendation to use 25% of actual prevailing 

yields is reflective of forecast inaccuracy. If not confirmed, please explain.
 

b) -year Canada yield 
forecasts, rather than use Consensus 10-year Canada yield forecasts, and then 
estimating a 10- vs 30-year Canada yield spread to be added to the forecast, reflects 
the fact that this spread varies through time. If not confirmed, please explain. 

 
 
Response: 

a)  recommendation is to calculate the LCBF based on a 
weighted average of the forecast provided by three Canadian banks (75% weight) 
and the current 90-day average yield on the 30-year GOC bond (25% weight).  In 
making this recommendation, there was no consideration given to whether forecasts 
were accurate or not.  Rather, this recommendation is intended to align the LCBF in 
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the Ontario formula with the way in which the AUC calculates this value in its 

approach on this issue is reasonable and gives appropriate weight to both forecast 
and current bond yields. 

b) Confirmed. Concentric agrees with LEI that it is better to use 30-year government 
bond yield forecasts from major Canadian banks to determine the LCBF in the 
Ontario formula.  The current method of using forecasts from Consensus Economics 
can be problematic because CE only provides a forecast of 10-year GOC bond 
yields.  When the spread between 10- and 30-year GOC bonds is negative, as it has 
been in recent months, the resulting 30-year GOC bond yield is distorted and does 

-term expectations that 30-year bond yields are higher than 
10-year bond yields.  
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 95-98, Concentric discusses the LCBF and Util Spread adjustment factors 
used in the OEB ROE formula. 
 
On page 95, Concentric asserts that:
 

Although the positive correlation between the utility cost of equity and 
LCBF has been historically well-noted, the strength of the relationship 
has weakened over time. 
 

On page 98, Concentric recommends changing the adjustment factors for LCBF and 
Util spread to 0.40 and 0.33 respectively, based on the results of a regression analysis 
that regresses: 
 

i. 
ROEs from almost 1,700 U.S. gas and electric rate cases decided 

 
ii. 

prevailing six-month trailing average 30- year U.S. government 
 

iii. -
-rated utility bond yield spread 

over the 30-  
 
Question(s): 
 
a) Please provide empirical support for the assertion cited at the first reference above, 

been historically well-
 

 
b) Please provide the data and workpapers used to conduct the described regression 

analysis.
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c) Please explain why Concentric believes that U.S. government bond yields, U.S. yield 
spreads, and awarded ROEs in the U.S. reflect current capital market conditions in 

changes in the LCBF and UtilBondSpread estimates included in the OEB formula. In 
particular, please detail, with supporting analysis, the relationship between allowed 
ROEs in U.S. jurisdictions and changes in capital market conditions in Canada in 
general and Ont  

 
 
Response: 

a) Concentric has examined the relationship between allowed ROEs, government bond 
yields and the utility credit spread over time.  Using the same database of U.S. gas 
and electric decisions, government bond yields and credit spreads described on 
pages 97-98 of our report, Exhibit M2, and varying the end year of the analysis from 
2009 to 2024, shows the gradual decline in the relationship between ROE and 
government bond yields over time, and that the relationship with utility credit spread is 
also gradually decreasing.    
 

 
b) Please see N-M2-10-AMPCO/IGUA-15(b), Attachment 1 CONFIDENTIAL for the 

requested data and workpapers. 

c) The relationship between U.S. allowed ROEs, government bond yields, and utility 
credit spreads will likely closely mirror the relationship between Canadian allowed 
ROEs, government bond yields, and utility credit spreads, as North American 
regulatory authorities rely, in part, the same interest-rate based models in determining 
the authorized ROE in their respective jurisdictions. In addition, there would likely not 
be enough data points to develop a sufficiently robust linear regression using 
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Canadian data points only. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 

Labrador Board of Commissioners of Public Utilities (PUB), on behalf of Newfoundland 
Power Inc. (NP) (2023 12 12, NP 2025 2026 GRA (Volume 2)). 
 

 
 

i)  

ii) Faces a significant risk due to its small size, as discussed on pages 61-63 of the 
referenced report. 

iii) Faces a significant risk due to weak macroeconomic and demographic conditions 
in Newfoundland, as discussed on pages 63-66 of the cited report. 

iv) Faces a significant risk due to potential issues with future demand and slow 
potential for growth in customer demand, as discussed on page 70 of the 
referenced report. 

 
Question(s): 
 
a) 

group of utilities that it relied upon during those proceedings. The group includes five 
of the six utilities included in its Canadian proxy group for the current proceedings 
(excluding Fortis Inc.) but also includes Algonquin Power and Utilities Corp. (which it 
also included in its evidence provided in February 2023 during the 2024 Alberta 
GCOC proceedings). Please explain why Concentric did not include Algonquin 
Power in its current Canadian proxy group. 
 

b) 
group of utilities that it relied upon during those proceedings. The group of 10 utilities 
includes 10 of the 15 included in its U.S. Electric proxy group for the current 
proceedings but excludes the following five utilities that are included in the 

Corporation, Southern Company, and Xcel Energy Inc. Please explain why 
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Concentric chose to include these additional utilities in its current U.S. Electric proxy 
group, but did not include them in its Newfoundland evidence. 

 
c) 

copied below:  
 

 
 current evidence reports a Canadian 

forward-looking MRP of 12.09% (well more than double the 4.85% estimate reported 
above), a U.S. forward-looking MRP of 11.30% (almost 1 percentage point higher 
than the 10.33% reported above), and an average MRP estimate of 9.06% (2.07 
percentage points higher than the average of 6.99% reported above). Would 
Concentric agree that these are material variations in estimates obtained only 8 
months apart and using similar processes and data? If not, please explain why not. If 

methodology? 
 

d) During the Newfoundland proceedings, Concentric recommended an allowed ROE 
for Newfoundland Power of 9.85% and an allowed ER of 45%, similar to its current 
recommendations for Ontario utilities of 10% and 45% respectively; albeit with a 
slightly lower ROE recommendation for Newfoundland Power.
 
i) Does Concentric agree that Ontario utilities do not face the risks that Concentric 

identified are facing NP? 

ii) If Concentric does agree, please explain why Concentric believes that Ontario 
utilities require the same equity thickness and a slightly higher ROE than those 
which it recommended for NP. 

 
 
Response: 

a) 

this proceeding because it did not have positive earnings growth rates from more than 
on
2024, and because Algonquin announced a reduction in its dividend in late January 
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2023.  As explained in Footnote 54, having positive EPS growth projections from at 
least two sources and consistently paying quarterly cash dividends are necessary for 
inclusion in the DCF model. 

b) Concentric used slightly more relaxed screening criteria in Ontario to select 
companies for its U.S. electric utility proxy group than we used in our recent evidence 
in Newfoundland and Labrador to obtain a larger proxy group.  In particular, as 

our ROE analysis in this proceeding that derived at least 80% of their regulated 
operating income from electric utility service during the period from 2021-2023, while 
in Newfoundland we selected U.S. companies that derived at least 90% of their 
regulated operating income from electric utility service during the period from 2020-
2022.  This change allowed for the inclusion of the additional companies in the U.S. 
electric proxy group.   

c) Yes, Concentric agrees that there are material variations in the forward-looking MRP 
derived in the Ontario proceeding as compared to the same analysis in 
Newfoundland.  However, the level of the forward-looking MRP is not a relevant 
consideration to our final recommendation because Concentric chose to rely on the 
more conservative average of the historical MRPs for Canada and the U.S. in our 
reports in both Ontario and Newfoundland. 

d) face many of the same risks as Newfoundland Power, but some risks 
are province or company specific, as detailed in both reports. As to the slightly higher 

Newfoundland Power, that is largely a function of results of the models used to 
estimate the ROE having increased as of May 2024 compared with the results of 
those same models when applied for Newfoundland Power in August 2023. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On February 1, 2023, Concentric filed a 

Corporation (27084-X0315 2023-02-01 Appendix 1 - Evidence of Concentric Energy 
Advisors). 
 
During the Alberta GCOC proceedings, Concentric recommended an allowed ROE of 
9.5% and an allowed ER of 40%, as compared to its current recommendations for 
Ontario utilities of 10% and 45% respectively. Concentric made these recommendations 
in Alberta 17 months ago based on its acknowledgement on page 92 of its Alberta 
report that its recommendations at that time were based on bringing Alberta utilities in 
alignment with the deemed equity ratios of comparable-risk electric utilities in Ontario 
and elsewhere across Canada.
 
Question(s): 
 
a) 

utilities it relied upon during those proceedings. The group includes five utilities, 
including four of the six utilities included in its Canadian proxy group for the current 
proceedings (excluding AltaGas Limited and Enbridge Inc.) but also includes 
Algonquin Power and Utilities Corp. (which it also included in its Newfoundland 
November 2023 evidence). Please explain why Concentric did not include Algonquin 
Power in its current Canadian proxy group. 
 

b) Please also explain why Concentric now decided to include AltaGas Limited in its 
Canadian proxy group, despite the position that Concentric took in the Alberta 
proceedings that AltaGas was not a reasonable Canadian comparator. 

 
c) Please explain why Concentric now decided to include Enbridge Inc. in its Canadian 

proxy group, contrary to its exclusion by Concentric as a reasonable comparator 
during those proceedings. 

 
d) 

proxy group of utilities that it relied upon during those proceedings. The group of 22 
utilities includes 11 of the 15 included in its U.S. Electric proxy group for the current 
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proceedings but it excludes the following four utilities which are included in its U.S. 
Electric proxy group for the current proceedings; Exelon Corp., NextEra Energy 
Corporation, Pinnacle West Capital Corporation, and PPL Corporation. Please 
explain why Concentric chose to include these additional utilities in its current U.S. 
Electric proxy group, but did not include them in its Alberta evidence. 

 
e) 

utilities: ALLETTE Inc., Black Hills Corporation, CenterPoint Energy, CMS Energy 
Corporation, Dominion Energy Inc., DTE Energy Corporation, MGE Energy, 
NorthWestern Corporation, Sempra Energy, Unitel Corp, and WEC Energy Group. 
Please explain why Concentric did not include these utilities in its U.S. Electric proxy 
group for these proceedings. 

 
f) 

estimates, as copied below:  
 

 
 

 current evidence reports a Canadian 
forward-looking MRP of 12.09% (well more than 30% higher than the 9.22% 
estimate reported above), a U.S. forward-looking MRP of 11.30% (3.37 percentage 
points higher than the 7.93% reported above), and an average MRP estimate of 
9.06% (1.47 percentage points higher than the average of 7.59% reported above). 
Would Concentric agree that these are material variations in estimates obtained only 
8 months apart and using similar processes and data? If not, please explain why not. 

methodology? 
 

g) Considering the references above, please explain why Concentric now believes that 
Ontario utilities require higher equity thickness and a higher allowed ROE than those 
it recommended for Alberta utilities. 

 
h) Does Concentric believe that Ontario utilities are riskier than their Alberta 

counterparts? If so, please provide evidence to support this assertion. 
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Response: 

a) Please see the response to AMPCO/IGUA-16(a). 

b) Please see the response to AMPCO/IGUA-4(d). 

c) 
Gas proxy group, and North American combined proxy group in this proceeding 
because the company meets the criteria for inclusion in the Canadian proxy group 
as described on pag
Inc. has an investment grade credit rating of BBB-
proxy group did not include Enbridge Inc. due to the fact that the company is 
primarily an oil and gas pipeline company with a relatively small percentage of 
revenues, operating income and assets dedicated to gas distribution service.  

and analysis in the GCOC proceeding in Alberta in 2023.  However, Enbridge Inc. 
has expanded its presence in gas distribution since the AUC proceeding through the 
acquisition of gas distribution companies from Dominion Energy Inc. in North 
Carolina, Ohio, Utah, Idaho and Wyoming.  This acquisition added approximately 
three million gas distribution customers to Enbridge Inc. 

d) The companies in the U.S. Electric proxy group in this proceeding were selected by 

report, Exhibit M2.  The four electric utilities identified in the question passed each of 
the stated criteria for inclusion in the proxy group.  The AUC used slightly different 
screening criteria to develop a North American proxy group of companies that it 

Proceeding 270
use in our evidence and analysis in the GCOC proceeding in Alberta in 2023.

e) The eleven U.S. companies identified in the question did not meet one or more of 
the screening criteria that Concentric used in this proceeding, as outlined on page 

included in the U.S. electric proxy group in the Ontario proceeding.  Concentric 
conducts monthly screens of utilities to determine relevant proxy groups. The proxy 
group screens set parameters for utility metrics, including but not limited to credit 
ratings, earnings growth, source of operating income, and transaction history. It is 
not uncommon for the proxy groups to change based on company specific factors. 

f) Yes, Concentric agrees that there are material variations in the forward-looking MRP 
derived in the Alberta proceeding as compared to the same analysis in the Ontario 
proceeding, although Concentric observes that more than eight months have passed 
since our ROE analysis was performed in the Alberta GCOC proceeding.  However, 
the level of the forward-looking MRP is not a relevant consideration because 
Concentric chose to rely on the more conservative average of the historical MRPs for 
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Canada and the U.S. in our reports in both Ontario and Alberta. 

g) The reference cited is onl
report for ENMAX submitted to the AUC on February 1, 2023 states:   

We have considered not only the financial metrics necessary to maintain a credit rating 

relative risk profiles, and comparable equity returns available for North American 

transmission and distribution utilities to 40.0 percent is necessary to minimally meet 
the fair return standard.  This ratio is on par with credit rating agency guidance, albeit 
at the low end of guidance for an investment-
aligned with the deemed equity ratios of comparable-risk electric utilities in Ontario and 
elsewhere across Canada.  At our recommended return of 9.5 percent, this equity 
thickness is appropriate when compared to other Canadian utilities but is still well 
below the average authorized equity ratio of 51.2 percent for investor-owned U.S. 
electric utilities in 2021 and 2022.    

Concentric emphasized in this paragraph that 40.0 percent was the minimum necessary 
to meet the FRS, at the low end of guidance for an investment-grade credit rating and still 

an authorized 40% equity ratio.  We consider this proceeding an opportunity for the OEB 
progress towards parity for 

tionale and support for 
this recommendation is provided in pages 107-
OEB Issues 11, 12 and 13. 

h) 
comparison to Alberta; they are based on a comparison to the North American peers 
as described on pages 107-
11, 12 and 13.   
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On page 128, Concentric states (bold added for emphasis): 
 

Financial risk is assessed in terms of capital structure, credit rating, 
credit metrics, and authorized return (capital structure and authorized 
return span both major risk areas, i.e., regulatory, and financial risk). 
As discussed in the previous section, 
and distribution utilities have similar deemed equity ratios as other 
electric utilities in Canada but substantially lower equity ratios 
than their U.S. counterparts
somewhat lower deemed equity ratios than other gas distribution 
companies in Canada and substantially lower equity ratios than 
their U.S. peers. On that basis and as further discussed below, we 
find that these Ontario electric and gas utilities have higher 
financial risk than the North American proxy groups. 

 
Credit metrics provide a snapshot of how a company is financed 
and to what extent fixed obligations absorb income and cash 
flows. Credit analysts focus on the potential for default on debt 
obligations and rate the financial strength of the companies they cover, 
with A range entities being more resilient.

 
On page 129, Concentric states (bold added for emphasis): 
 

Under the Fair Return Standard, the rate of return must be sufficient to 
enable regulated utilities to maintain financial soundness and to 
attract capital on reasonable terms. The utility industry is capital 
intensive, and companies require sufficient financial strength (i.e., 
sufficient equity) to access capital under a variety of economic and 
capital market conditions. An increase in the deemed equity ratio for 

ilities is therefore necessary in order to bring the financial 

peers. 
 
 



 Filed: 2024-08-22 
 EB-2024-0063 
 Exhibit N-M2-12-AMPCO/IGUA-18 

Page 2 of 2

Question(s): 
 
a) Given the importance of credit metric analysis noted in the second passage cited 

above, did Concentric attempt to provide any such analysis? If so, please file it. If 
not, please explain why not. 
 

b) The second quote above from page 129 implies that Ontario deemed ERs need to 

not financially sound, and/or are not able to attract capital on reasonable terms.
 
 
Response: 
 
a) No. The question misses the point that Concentric is emphasizing the limitation of 

credit metrics in determining the rate of return on equity. In the report, p. 129, 
Concentric continues: 
 

Importantly, ratings agencies analyze the default risk for debt holders, and they consider equity 
as a cushion for debt, but they do not focus on the residual risk to the equity shareholders. 
Oftentimes, those risks are aligned at a macro level, but there have been notable cases where 
credit ratings have not been a good measure of shareholder risk. That is the case, for example, 
where a credit rating is supported at the expense of shareholders (e.g., through dividend 
restrictions), lowering risk to creditors but increasing risk to shareholders. 

 
b) 

financial integrity and capital attraction on a forward-looking basis.  Our analysis 
demonstrates that the authorized ROEs and deemed equity ratios for Ontario utilities 
do not currently meet the comparable return principle of the Fair Return Standard.  
Failure to provide a return on invested capital that is commensurate with returns on 

reasonable returns, which will also inhibit their ability to maintain financial 
soundness. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On page 130, Concentric states (bold added for emphasis): 
 
Growth of capital spending to meet increasing demand (such as that anticipated due to 

results and the perception of risk by both equity investors and credit rating agencies. A 
fair return on equity and reasonable deemed capital structure will ensure that 
distributors are able to attract equity and debt investment on reasonable terms amid 
growing capital needs to meet demand and improve resilience and reliability. 
 
 
Question(s): 
 
a) Please explain more particularly why Concentric considers increasing demand to be 

a negative risk as opposed to a positive business consideration. 
 
b) The quote above alludes to issues facing Ontario distributors in 

that Concentric has for this assertion. 
 

Response: 
 
a) 

growth in capital spending. Please see the response to N-M2-CCC-2 for a further 

and as noted in 

electric distribution utilities related to forecasting. 
 

b) Please see the response to N-M2-12-AMPCO/IGUA-18 part (b). 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On pages 133-135, Concentric provides another of comparable equity ratios in other 
jurisdictions, with summaries provided in Figure 35 and Figure 36. On page 133, 
Concentric states (bold added for emphasis): 
 

and transmission and gas distribution utilities are generally in line with 
the average equity ratios for their Canadian counterparts but well 
below the average level for U.S. electric and gas utilities.

 
 
Question(s): 
 
a) The title for Figure 35 suggests that 

and U.S. Averages (2009-
averages in the figure. Please reproduce Figure 35 with the inclusion of Canadian 
average ERs. 
 

b) Please provide all of the data (i.e., including specifically which utilities are included 
and what their allowed ERs are) and workpapers (in excel format), including all 
formulae used to construct Figures 35 and 36.

 
 
Response: 

a) Please see Figure 35 below, reproduced to include the average deemed equity ratios 
for Canadian electric and gas utilities from 2009-2024. 
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b) Please see AMPCO/IGUA 20(b), Attachment 1, and AMPCO/IGUA 20(b), Attachments 
2  5 (Confidential) for the requested workpapers. 
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Authorized Common Equity Ratio
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Electric Distribution
ATCO Electric Ltd. 39.00 39.00 39.00 39.00 38.00 38.00 38.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
ENMAX Power Corporation 41.00 41.00 41.00 41.00 40.00 40.00 40.00 36.00 36.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
EPCOR Distribution Inc. 41.00 41.00 41.00 41.00 40.00 40.00 40.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
FortisAlberta Inc. 41.00 41.00 41.00 41.00 40.00 40.00 40.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
FortisBC Inc. 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 41.00 41.00
Maritime Electric Company Limited 40.00 40.00 42.70 41.70 43.50 43.10 41.90 40.90 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00
Newfoundland Power Inc. 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00
Nova Scotia Power Inc. 37.50 40.00 40.00 37.50 37.50 37.50 37.50 37.50 37.50 37.50 37.50 37.50 37.50 37.50 40.00 40.00
Ontario's Electricity Distributors 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00

AVERAGE 40.50 40.78 41.08 40.69 40.44 40.40 40.27 38.93 38.83 38.94 38.94 38.94 38.94 38.94 39.33 39.33
MEDIAN 40.00 40.00 41.00 41.00 40.00 40.00 40.00 37.50 37.50 37.50 37.50 37.50 37.50 37.50 40.00 40.00

Newfoundland and Labrador Hydro 20.00 20.00 20.00 20.00 20.00 20.00 25.20 25.20 25.20 25.20 25.20 25.20 25.20 25.20
Hydro-Québec Distribution 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00 35.00
Manitoba Hydro 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00 25.00
Saskatchewan Power Corporation 40.00 40.00 40.00 40.00 40.00 40.00 25.00 25.00 25.00 25.00 25.00 25.00

AVERAGE 30.00 30.00 30.00 30.00 30.00 30.00 27.55 27.55 27.55 27.55 27.55 28.40 30.10
MEDIAN 30.00 30.00 30.00 30.00 30.00 30.00 25.10 25.10 25.10 25.10 25.10 25.20 30.10

Electric Transmission
AltaLink Management Ltd. 36.00 36.00 37.00 37.00 36.00 36.00 36.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
ATCO Electric Ltd. 36.00 36.00 37.00 37.00 36.00 36.00 36.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
ENMAX Power Corporation 37.00 37.00 37.00 37.00 36.00 36.00 36.00 36.00 36.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
EPCOR Transmission Inc. 37.00 37.00 37.00 37.00 36.00 36.00 36.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
Hydro One Networks Inc. 36.50 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00

AVERAGE 36.50 37.20 37.60 37.60 36.80 36.80 36.80 37.40 37.40 37.60 37.60 37.60 37.60 37.60 37.60 37.60
MEDIAN 37.00 37.00 37.00 36.00 36.00 36.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00

British Columbia Transmission Corporation 40.70 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Hydro-Québec TransÉnergie 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00

AVERAGE 35.35 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00
MEDIAN 35.35 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00

Natural Gas Distribution
APEX Utilities 43.00 43.00 43.00 43.00 42.00 42.00 42.00 41.00 41.00 39.00 39.00 39.00 39.00 39.00 39.00 39.00
ATCO Gas 39.00 39.00 39.00 39.00 38.00 38.00 38.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00
Enbridge Gas Inc. 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 38.00 38.00
Liberty Utilities Gas New Brunswick 50.00 50.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00
FortisBC Energy Inc. 35.01 40.00 40.00 40.00 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 45.00 45.00
FortisBC Energy (Vancouver Island) Inc. 40.00 40.00 40.00 40.00 41.50 41.50 n/a n/a n/a n/a n/a n/a n/a n/a
FortisBC Energy (Whistler) Inc. 40.00 40.00 40.00 40.00 41.50 41.50 n/a n/a n/a n/a n/a n/a n/a n/a
Gaz Métro Limited Partnership 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50 38.50
Gazifère inc. 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00 40.00
Heritage Gas Limited 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00 45.00
Pacific Northern Gas Ltd. 45.00 45.00 45.00 45.00 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50
Pacific Northern Gas (N.E.) Ltd. (Fort St. John/Dawson Creek) 36.00 40.00 40.00 40.00 41.00 41.00 41.00 41.00 41.00 41.00 41.00 41.00 41.00 41.00 41.00 41.00
Pacific Northern Gas (N.E.) Ltd. (Tumbler Ridge) 36.00 40.00 40.00 40.00 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50 46.50
Union Gas Limited 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 36.00 n/a n/a n/a n/a

AVERAGE 39.97 40.89 40.54 40.54 41.14 41.14 41.08 40.92 40.92 40.75 41.18 41.18 41.18 41.18 41.95 41.95
MEDIAN 39.50 40.00 40.00 40.00 41.25 41.25 40.50 40.50 40.50 39.50 40.00 40.00 40.00 40.00 41.00 41.00

Centra Gas Manitoba Inc. 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00 30.00
SaskEnergy Inc. 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00 37.00

AVERAGE 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50
MEDIAN 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50 33.50

Concentric Energy Advisors, Inc. 8/22/2024 1:32 PM
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On page 13, Concentric, recommends the OEB should track and compare several 
indicators, as listed below: 
 

 Authorized ROEs and equity ratios in other Canadian jurisdictions (individually) 
and the U.S. by industry segment (electric, gas) as reported by Regulatory 

 
 10 and 30-year Treasury Bond Yields (Canada and the U.S.) 
 A- and BBB-Rated Utility Bond Yields (Canada and the U.S.) 
 Betas for the North American Proxy Group as defined in Section V 
 -regulated utilities. 

 
Question(s): 
 
a) With respect to the first indicator noted above - why does Concentric believe the 

OEB should track such non-market-based information? In particular, please explain; 
 

i. why awarded ROEs and ERs in other jurisdictions would impact the cost of 
capital to Ontario operating utilities and/or their business risk profile; and 

ii. how the OEB should use such information. 
 

b) With respect to the second and third indicators noted above  does Concentric 
believe the OEB should track U.S.-based yields, which do not appear in the OEB 
formula, if the majority of debt financing obtained by Ontario utilities is Canadian-
based? In particular, please explain; 

 
i. why U.S. Treasury yields and U.S. utility bond yields directly impact the cost 

of capital to Ontario operating utilities and/or their business risk profile; and 
ii. how the OEB should use such information. 

 
c) With respect to the fourth indicator noted above; 

 
i. Would Concentric agree that betas are not truly observable  reported betas 
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ii. Please explain why and how beta estimates for 19 U.S. utilities, and six 
Canadian utilities would impact the cost of capital to Ontario operating utilities 
and/or their business risk profile. 

iii. Please elaborate on how the OEB should use such information.
 
 
Response: 

a) As explained by Concentric on p. 142 of its report, Exhibit M2, Concentric 
recommends the Board take several steps to limit the potential impacts of deviations 
between the formula ROE, deemed capital structures and a fair return.  Given the 

-year rate 
plans with several years between rate cases, Concentric believes it is important for 
the Board to monitor allowed returns in other jurisdictions as a broad indicator of 
whether its formula ROE and deemed equity ratios remain competitive. 
 

b) U.S. Treasury yields are utilized as inputs to the cost of capital models used by 
experts in both Canada and the U.S. (in this proceeding, utilized by Concentric, LEI, 
and Nexus Economics) in recognition of the integration of Canadian and U.S. capital 
markets. We would expect the Board to monitor U.S. and Canadian bond yields as a 
macro indicator signaling changes in capital costs that will flow through its formula, 
as Canadian and U.S. capital markets are closely integrated as discussed in detail in 
Concen report (pp. 52-55). 
 

c) Betas for the North American proxy group are a measure of risk for the utility sector 
in relation to the broader market.  Concentric agrees that betas from typical 
investment sources, such as Value Line or Bloomberg, are estimates, based on the 
specific analysis and time periods underlying their calculations, and they do change 
over time.  Changes in these betas would signal to the OEB that utility risk, in the 
eyes of equity investors, is shifting, and they should expect these changes to flow 
through the cost of capital models used when rebasing or re-examining the results of 
its formula. We would expect the OEB to monitor these changes over time and in 
doing so be better prepared for discussions regarding utility risk in these 
proceedings and also gain a broader understanding of how these parameters are 
affecting decisions in other jurisdictions. 
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Ontario Energy Association (OEA) 
 

Answer to Interrogatory from 
Association of Major Power Consumers in Ontario (AMPCO) / Industrial Gas Users 

Association (IGUA) 
 

INTERROGATORY 
 
Reference:
 
On page 145, Concentric states (bold added for emphasis): 
 

We do not, however, see the benefit of requiring utilities to file 
specific details regarding equity and debt issuances during each year. 
This would be both administratively burdensome, and beyond typical 
reporting requirements. 

 
Question(s): 
 
a) Does Concentric agree that receipt of annual reports from utilities regarding debt 

and equity issues during the year would provide timely market-based information 
please 

explain why not? 
 

b) 
utilities. 

 
c) Does Concentric agree with LEI that Ontario utilities do not typically have a large 

number of debt issues every year (and may have no new issues in some years)? 

d) Does Concentric agree with LEI that utility equity issues are even less frequent  
occurrences than utility des issues, often with no new issues over several years? 

 
e)  

 
f) Would such information typically be included in annual financial reporting by the 

utility to its shareholder(s) and/or utility reports to potential investors? 
 
 
Response: 

a) These reports would provide evidence of the ability to attract capital, but in and of 
themselves, would provide limited value in determining the relative favorability of 
their terms, or the ability to attract all capital required.  When Concentric analyzes 
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similar debt and equity issuances, we collect data on all issues by utilities in a given 

by Concentric in response to N-M2-14-OEB Staff-23(a), we question whether 
collecting such data on Ontario utilities alone would provide value to the Board in 
determining whether the FRS continues to be met in relation to the additional filing 
requirement.     
 

b) Any new reporting requirement creates an administrative burden on both the filing 
utility and the Board.   
 

c) Concentric has not conducted comprehensive research, but as an example, EGI 
issues two to four debt instruments per year, with some years at zero, and other 
years up to 4 or 6.   
 

d) greed. 
 

e) 
data. 
 

f) It depends on the utility and its specific reporting. Details of debt and equity 
  EGI 

discloses of its debt issuance and retirement details in its annual financial 
statements as well but recognizes it may provide more detail than most utilities.  
 

 
 
 


