
AVISTA CORPORATION

WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION
CASE NOS. UE-991606 AND UG-991607

DIRECT TESTIMONY 
OF 

STEPHEN G. HILL
Exhibit___(SGH-T)

ON BEHALF OF
THE

WASHINGTON ATTORNEY GENERAL
PUBLIC COUNSEL

May 5, 2000



DIRECT TESTIMONY
OF

STEPHEN G. HILL
AVISTA CORPORATION

CASE NOS. UE-991606 AND UG-991607

TABLE OF CONTENTS

INTRODUCTION / SUMMARY . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1
I. ECONOMIC ENVIRONMENT. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5
II. CAPITAL STRUCTURE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14
III. METHODS OF EQUITY COST EVALUATION. . . . . . . . . . . . . . . . . . . . . . . . . . 24

A. DISCOUNTED CASH FLOW MODEL24
B. CAPITAL ASSET PRICING MODEL33
C. MODIFIED EARNINGS-PRICE RATIO ANALYSIS39
D. MARKET-TO-BOOK RATIO ANALYSIS42
E. SUMMARY44
F. FLOTATION COSTS AND OTHER ADJUSTMENTS TO THE COST
OF EQUITY45

IV. COMMENTS ON COMPANY COST OF CAPITAL TESTIMONY. . . . . . . . . . 52

Appendix A (Exhibit__(SGH-2)): Educational and work experience of S.G. Hill
Appendix B (Exhibit__(SGH-3)): Example of sustainable growth
Appendix C (Exhibit__(SGH-4)): Sample group DCF growth rate derivations
Appendix D (Exhibit__(SGH-5)): Shortcomings of the CAPM in cost of equity
estimation
Schedules (Exhibit __ (SHG-1))
Schedule 1 - Moody’s “A”-Rated Utility Bond Yields
Schedule 2 - Capital Structure, Embedded Cost Rates 
Schedule 3 - Similar-Risk Sample Selection 
Schedule 4 - DCF Growth Rate Parameters
Schedule 5 - DCF Growth Rates
Schedule 6 - DCF Dividend Yields
Schedule 7 - DCF Cost of Equity Estimates
Schedule 8 - Capital Asset Pricing Model
Schedule 9 - Proof, EPR > k, If M/B < 1.0
Schedule 10 - Modified Earnings-Price Ratio Analysis
Schedule 11 - Market-to-Book Ratio Analysis
Schedule 12 - Overall Cost of Capital
Schedule 13 - Bond Yield Differentials


