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The ICG appreciates the opportunity provided by this proceeding to review the cost of
capital for utilities in Be. In the absence of an automatic adjustment mechanism, the
ICG believes that the fair return standard should be applied in accordance with criteria
established by the Commission, not when utilities decide that the market circumstances
are favourable to their shareholders.

One of the most difficult and yet one of the central issues for this proceeding will be:
have the business risks of FEI been increasing, stayed the same, or decreasing? FEI has
compared business risks to business risks in 2009. The ICG submits that it is going to be
important to consider business risks from 2005 to today.

You will hear evidence from FBCU company panel that business risks of FEI are the
same as or slightly higher than the utility faced in 2009. Gas prices are at or close to a
10 year low, and certainly lower than in 2009, and much lower than in 2006. The ICG
submits that current gas prices together with the throughput and the customer account
evidence already filed in this proceeding will not support the FBCU conclusions
regarding business risks.
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After assessing business risks, the next issue for the Commission Panel will be to
determine whether or not the fair return standard is being met. In cost of capital
proceedings, there is considerable disagreement on almost all issues, but the one notable
exception is that all participants agree that the fair return standard is not being met.

There are three approaches that the Commission Panel has been encouraged to consider
in order to determine the appropriate return on equity and capital structure that will meet
the fair return standard. Each of those three approaches relies on expert opinion, which
has been filed and will occupy most of the hearing time. The weight to give to each of
those approaches is a matter of judgement. Dr. Safir has suggested that each test be
given equal weight.

In the end, the Commission Panel will need to consider the evidence from each approach
to determine the appropriate return on equity- and capital structure. Clearly, the
estimation of a fair return is not a ssatistical exercise. Given that-regulation is imposed
for the benefit of customers, the outcome of a 'fair return" should always favour
customers.
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As well as the three approaches, the Commission Panel may also consider decisions of
other jurisdictions, especially other Canadian jurisdictions. In the past, returns on equity
as compared to other jurisdiction favoured customers, but unfortunately, since 2009,
returns on equity in BC have been materially higher than returns in other jurisdictions.
The ICG see this proceeding as an opportunity for this Commission Panel to render a
decision that once again compares favourably to other jurisdictions, thereby balancing the
interests of customers and investors.
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( In the past, the capital structure of the benchmark utility has not been as significant to
other utilities in the province as has been the rate of return. For that reason, the focus of
the ICG evidence filed in this proceeding has been rate of return evidence. The ICG
anticipates that it will be an active participant in Stage 2 of this proceeding, and that it
will then file evidence relevant to the capital structure and the rate of return of FortisBC
Inc.

In closing, let me say that this is an important proceeding for the ICG because the rates
for utility service to the ICG members, who are customers of FortisBC Inc., are
significantly higher than rates paid by any other industrial customers in BC. This will
only be aggravated by the government decision to reduce the return on equity for BC
Hydro customers. The ICG members are concerned that the rate differentials will have
significant adverse economic consequences for the service area of FortisBC Inc., and for
that reason and many others the ICG believes that a review of the cost of capital for
FortisBC Inc. is very much needed.
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