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REQUEST NO. CUB CITY 4.04 
Assume that the record in this case presented the Commission with (a) evidence that 
investors’ expectations are for an I 1  % return on equity and (b) evidence that pertinent 
economic data lead to an estimate of the market required return on equity of 8%. In Mr. 
Moul’s opinion, which would be the more appropriate authorized equity return? Fully 
explain your answer. 

RESPONSE: 

Neither. The question poses an unrealistic scenario, because it is extremely unlikely the 
evidence adduced in a rate case proceeding would produce a single point-estimate of the 
cost of equity. Rather, rate case evidence invariably produces a range of results from the 
financial models or individual proxy company results that are used to measure the cost of 
equity. From this range of results, it is necessary to select a specific point-estimate for the 
rate of return on common equity in order to calculate the utility’s cost of service to establish 
rates. It is because the rate case evidence produces a range of results that the 
Commission must exercise its discretion in selecting a specific point-estimate for the rate 
of return on common equity. In exercising its discretion, the Commission needs to be 
mindful of the types of returns that are being granted to other utilities because the subject 
utility must complete with other utilities and other firms with similar risk to attract capital. In 
order to be successful in attracting capital, it is necessary that a utility have an authorized 
retum that is comparable to that available from alternative investment opportunities having 
similar risk characteristics. In this case, where investor expectations are higher than the 
financial model results, I would expect the Commission to authorize a return higher than 
the financial model results. 


