
 
 
 
 
 
May 3, 2012 
 
 
 
British Columbia Utilities Commission 
6th Floor, 900 Howe Street 
Vancouver, BC 
V6Z 2N3 
 
Attention:  Ms. Alanna Gillis, Acting Commission Secretary 
 
Dear Ms. Gillis: 
 
 
Re: Generic Cost of Capital Proceeding  

Fortis BC Utilities (comprised of FortisBC Inc., FortisBC Energy Inc., FortisBC 
Energy (Vancouver Island) Inc., and FortisBC Energy (Whistler) Inc.) 

Submission on the Preliminary Minimum Filing Requirements  

 
On April 19, 2012, the British Columbia Utilities Commission (the “Commission” or “BCUC”) 

issued Order No. G-50-12 (the “Order”), providing a list of further procedural matters to be 

considered in the Generic Cost of Capital Proceeding (the “GCOC” or the “Proceeding”).  The 

list contains five procedural matters, including “Preliminary Minimum Filing Requirements for 

Affected Utilities” (the “Preliminary Minimum Filing Requirements”), eligibility and allocation of 

Participant Assistance/Costs Awards, and regulatory timetables before and after May 9, 2012.  

With respect to the Preliminary Minimum Filing Requirements, the Order further itemizes 

evidence or documents that the Commission expects the Affected Utilities to submit that are 

utility-specific and relate in general to matters concerning return on equity, capital structure, 

benchmark utility and “deemed capital structure,” and “deemed debt.”  The Order establishes 

different time frames for responding to the listed procedural matters.  Specifically, the Order 

requires participants in the GCOC to file comments on the “Preliminary Minimum Filing 

Requirements” by May 3, 2012, and on remaining matters by May 9, 2012. 

 

FortisBC Inc., FortisBC Energy Inc., FortisBC Energy (Vancouver Island) Inc., and FortisBC 

Energy (Whistler) Inc. (collectively “FortisBC Utilities”, the “Companies”, or “we” in this 

submission) hereby submit the following comments to address certain specific items outlined in 

the Preliminary Minimum Filing Requirements.  We will file our submissions on the other matters 

in due course.  

 
We believe that we can provide much of the evidence and most of the documents listed in the 

Preliminary Minimum Filing Requirements.  However, as addressed in Part A of our letter, we 
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require some minor clarification on several items.  We have also noted in Part C of our letter 

information that we do not believe we can provide and suggest that such information not be part 

of the Final Minimum Filing Requirements.  Our most significant concern, addressed in Part B, 

is that we remain unclear regarding (a) the role, if any, of evidence regarding FEI business and 

financial risks in this generic proceeding, and (b) how to address some of the “Other Filing 

Requirements” when the identity of the benchmark has yet to be established.  Our uncertainty 

on these more fundamental points is an impediment to preparing our evidence, and thus we are 

respectfully seeking clarification from the Commission at this time.  

 
A. MINOR POINTS OF CLARIFICATION 
 

1. COMPANY-RELATED DOCUMENTS:  Item Number 4 
 

4.  All Prospectuses of Debt Offerings of the utility and/or its corporate parent within the 
last five years, if applicable: 

a. Monthly (month end) spread data (market yield minus the yield on a Government 
of Canada bond with a similar time to maturity remaining) from 2008 to present 
date for a representative long-term bond issued by the utility: 

i.  The time to maturity of both the utility bond and the government bond, 

ii.  The trading liquidity of both bonds, 

iii.  The ratings on the bond for each quarter, 

iv. For the latest placement of bond, the spread over the corresponding 
Government bond yields, the current spread and the maturity date. 

 
The Companies seek clarification on the meaning of “trading liquidity” as that term is used in 
4(a)(ii).  The Companies are uncertain as to what specific measure of trading liquidity is being 
sought.  To the extent the desired information is available, we would expect to be able to 
provide it.   
 

2. OTHER FILING REQUIREMENTS:  Capital Structure Matters:  Item Number 6 
 

6.  Change in business risks as a result of changes to business profile. 
 
The Companies seek clarification on the meaning of “business profile” as it is unclear what 
information or evidence that the Commission wants to obtain.  It appears to us that this is 
already dealt with under items 2 and 3 of “ROE Matters”.  If something different is intended, we 
request clarification. 
 

3. OTHER FILING REQUIREMENTS: Capital Structure Matters: Item Number 7 
 
7.  Generic company-specific adjustments for: effective income tax rates, size of utility, 

level of contributed assets, and other utility-specific or sector-specific factors. 
 
The Companies seek clarification on four items.  First, we do not understand what is meant by 
„generic company-specific adjustments‟ as the request is for generic, yet company-specific 
information, which appears inconsistent. Second, the request also refers to utility-specific and 
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sector-specific factors without defining either utility or sector.  Third, we request clarification as 
to what is meant by „adjustments‟. Is this intended to mean adjustments to capital structure, or 
some other adjustment?  Fourth, we are not familiar with what is meant by „level of contributed 
assets‟.   

 
 

 
B. SIGNIFICANT EVIDENTIARY ISSUES 
 
We are seeking clarification on two points that, depending on the Commission‟s response, will 

have a significant impact on what evidence is prepared by the participating utilities.  We 

respectfully submit that these issues must be resolved at this time to ensure a fair and efficient 

process. 

 

1. The Role of Company Specific Evidence in the GCOC 

The Companies recognize that this is not a proceeding for determining FEI‟s cost of capital, but 

rather a generic hearing to establish the cost of capital of a benchmark low-risk utility.  We 

recognize that the Commission has suggested that the low-risk benchmark utility might be a 

“hypothetical” or “FEI-like” utility based on a “set of low risk, high grade benchmark” utilities.  

The Commission has also determined that the equity risk premium of individual utilities will be 

addressed in subsequent proceedings.1  However, at the same time, the Commission is seeking 

some company-specific evidence, and this is what is giving rise to our confusion.  Notably:  

 

 the Commission is requesting company-specific information in respect of all affected 

utilities (i.e. the “Company Related Documents”).   

 Item 2(b) under ROE Matters, which asks for a description of changes in business risk of 

“a utility” in the past 5 years could only apply to a real utility, not a hypothetical one.  

 the same is true for Item 3(c) under ROE Matters, which asks for a description of 

changes in “the utility‟s” business and operations since the 2009 Decision.   

 Item 6 under Capital Structure Matters, which asks for a description of “change in 

business risks as a result of changes to business profile” similarly could only apply to a 

real utility, not a hypothetical one.   

 

We therefore respectfully request confirmation that the Commission intends for us to take the 

following approach:    

 

(a) The Companies will, in addition to providing all of the listed Company-Related 

Documents, put forward evidence describing the characteristics and business risk of 

FortisBC Energy Inc. (in its current, pre-amalgamation state).  Items 2, 3 and 6 

                                                 
1
 See Commission Order No, G-47-12, page 7. 
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referenced above will be addressed in reference to FEI only.  This evidence will be used 

as a reference point for determining the ROE and capital structure for a “benchmark low 

risk” utility (which may or may not share the same characteristics and risk profile with 

FEI).  

(b) The Companies should not, apart from providing all of the listed Company-Related 

Documents, provide evidence regarding the attributes of FortisBC Inc., FortisBC Energy 

(Vancouver Island) Inc. or FortisBC Energy (Whistler) Inc., the riskiness of these entities 

relative to pre-amalgamation FEI or the hypothetical entity, or any company-specific 

information in response to Items 2, 3 and 6 referenced above.  This proceeding will 

address only the factors in the determination of risk premium for each of these utilities 

and not determine their actual risk premium.2    

 
If the Commission intends something different, we respectfully ask that the Commission advise 

us of what is the intended role of company-specific evidence, and clarify what is intended by the 

references to “a utility” and “the utility” under “Other Filing Requirements”. 

 

2. The Process for Identifying The Benchmark 

The Companies had proposed in our March 21, 2012 submission to devote the initial part of the 

GCOC proceeding to determining the characteristics of a benchmark utility and identifying which 

utility, if any, is the most appropriate benchmark utility in BC for the future determination of 

allowed ROE and capital structure.  The rationale for proposing the phased approach was that 

the ROE and capital structure of any utility - whether the benchmark or otherwise, hypothetical 

or real - can only be determined with reference to the attributes and characteristics of that utility 

and the business and financial risk it faces.  The Commission‟s Order No. G-47-12, which does 

not appear to contemplate phasing, gives rise to a need for clarification of the Commission‟s 

expectations regarding the contents of our evidence.   

 

In particular, we cannot provide a number of the items listed under “Other Filing Requirements” 

unless we are told or identify ourselves the characteristics of, and business and financial risk 

facing, the benchmark, specifically:  

 

 Proposed Benchmark ROE going forward from 2013 and, if applicable, beyond. (ROE 
Matters, Item 1) 

 Proposed capital structure/equity component for a benchmark low risk utility in 2013 and, 
if applicable, beyond.  (Capital Structure Matters, Item 1) 

 Investment and business risks and any other risks faced by the utility‟s shareholders and 
customers.  (Capital Structure Matters, Item 3) 

 Equity analyst investment reports on comparable utilities.  (ROE Matters, Item 13) [The 
obstacle being that the point of comparison does not yet exist.] 

                                                 
2
 See Commission Order No. G-47-12, page 8. 
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 Credit ratings and reports on comparable utilities that the credit ratings are based on and 
credit metrics (including interest coverage ratio and funds from operations coverage 
ratio, and the funds from operations to debt ratio.  (Capital Structure Matters, Item 4) 
[The obstacle again being that the point of comparison does not yet exist.] 

 

We still believe that it is more efficient to devote the first part of the proceeding to defining the 

benchmark.  Alternatively, we request that the Commission provide an outline or key 

characteristics of a reasonable Benchmark at this time to allow evidence to be prepared that will 

be responsive to the requirements.  We are concerned that, without this guidance, the 

participants might provide evidence that is not as helpful to the resolution of the matters in 

issue.   

 

If it is not the Commission‟s intent to address the hearing in phases or to provide guidance at 

this time, at a minimum we need clarification as to whether the Commission‟s expectation is that 

we will: 

 

(a) identify in our filing what we consider to be the appropriate benchmark (whether a 

hypothetical utility or FEI);  

(b) describe the characteristics and risk facing the benchmark we have selected; and  

(c) address the above “Other Filing Requirements” only in respect of the benchmark we 

have selected.   

 
Another alternative would be for the information to be provided for both FEI (pre-amalgamation) 

and some other low-risk hypothetical entity that we identify in our evidence.  We can provide the 

necessary evidence regardless of which option was intended, but we require clarity in advance 

so that we can prepare the evidence accordingly.   

 

 

C. FILING REQUIREMENTS THAT MAY NOT BE FEASIBLE  

 

The Companies have identified certain of the Preliminary Filing Requirements it does not 

believe it, nor its experts, will be able to provide.  This information is as follows: 

 

 Price to Book Value Inputs (ROE Matters, Item 9) – We do not believe we can provide 
forecast ROE and estimate of the ROE that can be earned by a purchaser of 
investments as this involves market forecasts of securities. 

 Equity analyst investment reports (ROE Matters, Item 13) – These reports are prepared 
by investment analysts and are proprietary and may not be made publically available.  
We can request such reports, but we are not certain we can provide 

 Credit Ratings and Reports (Capital Structure Matters, Item 7 – credit ratings are 
available to the extent they are public, and we will only be able to provide public ratings.  
Rating reports are proprietary and available by subscription service only and rating 
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agencies may place restrictions on the distribution of such reports.  We can request such 
reports, but we may be unable to provide the reports. 

 

As we do not believe we have the ability to provide the information, we request that these items 

are removed from the Final Minimum Filing Requirements. 

 

CONCLUSION 

 
In conclusion, we appreciate the opportunity to seek clarification on the above matters.  We 
believe that an efficient process requires that the uncertainty we have identified be resolved at 
the outset.  Our ability to develop pertinent and helpful evidence depends on first having a clear 
understanding of the Commission‟s expectations.    
 
 
Yours very truly, 
 
on behalf of the FORTISBC UTILITIES 
 
 
 
Original signed by:  Diane Roy 
 
 

For: Roger Dall‟Antonia 
 
 
cc (email only): Registered Parties 

 




