
Christine O. Gregoire

ATTORNEY GENERAL OF WASHINGTON
900 Fotrrth Avenue #2000 . Seattle WA 98164-7072

July 20, 2000

VIA FEDERAL EXPRESS

Carole Washburn
WUTC
1300 S. Evergreen Pk. Dr. S.W.
PO Box 47250
Olympia, WA 98504-1250

RE: UE-991606/UG-991607 Avista Rate Case

Dear Ms. Washburn:

Enclosed please find twenty-four copies of the response of Public Counsel to Bench
Request No. 5.

Assistant Attomey General

cc: A11 Parties
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Response to Bench Request by Public Counsel

Request #: 5

Date Received: 711212000

Date Due: 112112000

Answered by: Steve Hill - (304) 562-3645

5) Please provide a copy of "Public Utilities Reports" Advance Sheets dated March 4,1994.

Response: Seeattached.



Public Uti,liti,es Reporls
Ac!"1t,ttiC'€ Sheets

News ;]t:tfi ',-1 .ilmuientary
lle,,:::t t i.'.ii'ngs ..age vii

Cost of Ec{uiiy Dererrninotioos -
$tqte Reguiufars Turn Bcck

Cholleng$-* to ihe DCF Model
iJ'/

,rtr[i,ci;r S. Cr'oss

Cost of capital detennriL..-1,)itil. -r: 'ieneraily among the more cr)IltellLlurlr

aspecE of utilify rare proceedir.ri-,; i: Jie xrgument. most otten cerlerllrr d'1

the authorized rate of rerurn i)lt r ,J',.,' ., r.l;)ty rR.OE';.

The discounfeC casil ilu,r. '' ',-.' :;',-ir,jl.,le r:lelhc(.t)lt)gy rnost irrlr.\1r;;lr-

relied upon tO eStabliSh aii'uu,r:-r ., ,'. '-. i.Il urilel] engerlcele0 Spinl':u 'l;. - il
Ovef tte teChniCal aSpeCB,-,1',:1, :;C'.i... . l, )l i;:te..lO*'e'.(r.:Clot'. :...t,.:,1 ,,, t'l -l

Shifted the fOCUS Of the del;::i,: rri'i;i.l.,l '.1 ,r tite I--Clt rtC't;l' nO iOttge- I i. -l :'

reasonabie resu-irs.

ln a rate case decllr;- ir:il ;l-. ..uI exDt ,'i.1.-;' '-/: ,)t!. ''
COmpany Of COLOTadO tesui'le:t r.ii.tl ,,ir-i,i-:' l;liTent ecl)llomlc condinott:. ,'. -,.* i'

mOdel iS nOt prOviding it;;e::i;:,i;rt,;::,.1 'r; equity esttmaies.'l-he #ri..rre. ' ')L
Y/illian Avera, argued Lhili. 'cul'r;iit. rr.:rlni rnari<es :re distcned a.s a reflui'lt ilre

Fed'Sa$emptstoigniteaiJ{,,(r\.-*'-,,iL:v/t:rl'lngshott-terninrcrestlTltrl:i',r:ausing
the DCT modei to prod,ur:e;-.r 'r:ir'.Ul[':,esiirnates mal are not subsranually
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News & Cornmeniory

higher than tlre yieids on less risky capiral investmenrs such as udiity bonds. Dr. F
Avera conciuded thar fie commission shouiC ignore fie results of DCF anaiyse; "

in setring authorizeC ROE. The commission disagresd, finding thar the DCF

rendts were consisrent wirh ihe "remarkable deciines in cost of capimi in current

markeE." Re Colorado Pub. Service Co,,148 PUR4th 1 (Colo'P'U'C'1993)'

RCE ond Fclling lnterest *crfe*

The idee rhar ,fie reascriabir iare oi rerum on equity for a utility might be

hoiding srcady, or even rising, iie.spitr: cleclines in core intercst rares has not been

well received by stare reglieLci3^

Last Ocrober. the Floiiua P;biic Service Corirmission cut the ROE for

Tampa ELectric company ircrn l: i:ercent to 11.35 percent. even though ttie

commission had founri a i2 pe:'c*r R.CE to be reasonabie in a rate case decided

only nine months eariier.

The single piece of e.ririerrce ctei by the commission in suppon of a ROE

cut was that the average yieid urn 3O-yeer bonds had deciined lrom 7.43 percem at

the time of the February i993 rare order to 5.9 percent in October 1993. Re

Tanpa Electric Co., Dkr. No. 93098?-Ei, Order l.to. PSC-93-i570-FOF-EI' Ocr

n, t993 Gia.P.S.C.).
More recendy, the Flonda ccrnmission rurned down an offer by Elorida

pgblic Utiliries Company ro cur in RCE from 13 percent to 11.75 percenl Once

again the commission ated tne drop in inrcrest raies. It said tha[ "the beilwether

30 year [easury bond rarc'' haci decl.ined significendy and that is suff beiieved

thar the acual cosr of equiiy lor $e utiiiry was significantiy lower ffian the

company's offer. Re Ftoritio, Pzii. {-itiiiries Co., i48 PUR4th 355 (F1a.P.S.C.

1993).

The rodon fiat equiqr Lil\,esiors ,ienand iess compensation when interest

rates fail was discusseri by rhe Ceiiiomia F,rblic Utilides Commission in its latest

anrrual genenc cost of cryitai r{ivle.,\i for jurisdicdonal energy urilities. The low

interest rates anci low indlui-)r1 se-Eri over the pasl several years have worked

rogether. rhe commission expiained. ';o make utility equiry a[racdve to investors

- an artracrion thag is coninned ry u:e relativeiy high maricet price-to'book

rados carrendy observed in t-he ::niiry industry.

Wi*rour iocusing cn rfre worhngs of the DCF or any other model for

esrimating the cosr of equii;v car.rilii, the comnnission noted tfiat aII of tie analyses

presened in rlre generic cosi ot capitai review proceeding yieided "rernarkably

consistent results." Even wiur the many subjecrive eiemenc involved in rurning

the furancial modeis, the resuirs consisrendy pointed to a tOO basis point drop in
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News il Ccrnmentcry

The Deparrmenr aiso nolec i:ar the LDC had reled too heaviiy on non'

market based methodoiogies * ,.1e ?a'a,cr.ri ratio rcst anci book vaiue-based DCF

- to arrive at irs ROE rccommenclanon. Sucn reiiance, tlre commission said,

faiied to account for eirher signiiicant iecrines in money costs or ciranges in fie
marker for long-term securiiles. rr.cccrriing lo the commission. d:le July 2, i993,

issue of Value Line rrcrci r:rat .J'iC'.-i i:iginal requesed i2.8 percenr ROE

rccomm.-ndanon "may be some..vh;: .;rriraisiic in iight of the current iow interest

rate environmenl" R€ Coftner,.Jlr::I ,:':cr. i:'-x Coro., 1'18 PUR4th 239 (Conn.

D.P.U.C.199:).

Beyond Methcdclogies crr.; l'l'i*crjef

The ROE ciebarc iftriii.rlj ii:urc :hi::r nenods rnci theories. Utility
reguiators must tairiv balance ii:e inigL,::,ts .:f ixteDaye$ ano sharehoioe:: under

curren[ ec onornic anc sociai cui:i.li l:i- i:,,; 
"

ln an eiecric i'ate oruer :ss)ieu ,lsr summer. 'fie Ccnnecucur deparunent

wrapped up ia ROE anaiysis ,aii;i :. .iiscussicn of the severity of ihe culrent
economic downturn in rhe siaie. lle ,iecanmenl citeC rccent Criifomia ciecisions

that reCuceri udiiry rares. ncrinu ;:;i ili;irneclicur ano Caiifomia had experienced

simiiar economic woes anribunbre :,1 ii:r'ense soenciing cuts and the closing of
miliur-v bases. The deparuneni Lcncll:crx inat in seaing ROE, it must rely on
"wha[ is" in the state, lS weri :,s .r:sf:ising nacionai irends and averages. Re

Connecicut Light & Power Cl,-.. :;"r'Pili+in 10i (i993).
A recenr Kenrucky rau :ase iin.iiies a perhaps more teiling exarnpie of

whar udlities are up against rvh*i ies-iLltrors balance the inreresu of raepayers

anci sharehoiden to arrive at &:t ;r:L-t-;cr:z=C ROE. A rareoayer inre:venor had a

simpLe way to counter ihe ieqir*ri.'i., 'i:e :rriitv for an ROE of 12.7-< percent. In
Ihe .*ords of tlte Kenruck-r il.rouc S.:l;rc: Ccmmission. ilxe wimess "exoressed

concern' aircur the itasonahiel*s:: ci -iii ;uiiiv's request ''as lie best retumhe is

abie to obrarn on a checkii:gr'sav'lr:g: ::.r:i;i:nt:s in the range of 3 to 4 prercent." Re

Eauitabie G,x Cc.. Inc., ldd,s'l-'!.::.i: .1'"1.'i';93).

Ccniinued Relionce cn ihe ,ii-lij Mccei - Recent Stqte Rote Orders

'" 'l ti'"'^'

Re Citizeru C trliiies ,_'r.. i,:-r Ftrii-,lth +95 (Anz.C.C. i993).
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