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Exhibit No. (TKW-1)

UNITED STATES OF AMERICA
BEFORE THE
FEDERAL ENERGY REGULATORY COMMISSION
)
Paiute Pipeline Company ) Docket No. RP09- -000
)
Prepared Direct Testimony
of
THEODORE K. WOOD
INTRODUCTION
0. 1 Please state your name and business address.
A. 1 My name is Theodore K. Wood, and my business address 1is
5241 Spring Mountain Road, Las Vegas, Nevada 89150-0002.
2 By whom are you employed and in what capacity?
A. 2 I am employed by Southwest Gas Corporation (Southwest or

the Company) as Senior Manager in the Treasury Services
Department.

Q. 3 Does Appendix A summarize your educational background and
business experience?

A. 3 Yes, it does.

Q. 4 Have vyou previously testified before any regulatory
commissions?

A. 4 Yes. I previously testified before the California Public
Utilities Commission (CPUC), the Arizona Corporation
Commission (ACC) and the Public Utilities Commission of
Nevada (PUCN). I have also provided written testimony to
the Federal Energy Regulatory Commission (FERC or

Commission).
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What is the purpose of your prepared direct testimony in
this proceeding?

The purpose of my prepared direct testimony is to support
Paiute Pipeline Company’s (Paiute) overall requested rate
of return in this proceeding. Specifically, my testimony
details the development of the requested «capital
structure, an estimation of a fair and reasonable rate of
return on common equity, and the embedded cost of
long-term debt wused for determining the appropriate
weighted average cost of capital for Paiute. My testimony
is comprised of three sections: (I) the development and
use of an appropriate capital structure for ratemaking,
(IT) the estimation of the cost of common equity, and
(ITI) the development of the embedded cost of long-term
debt.

Are you sponsoring any schedules and exhibits in support
of your prepared direct testimony?

Yes. I am sponsoring the schedules under Statement F and
the financial supporting Exhibits No.  (TKW-2) through
No.  (TKW-8), which are attached to my testimony. These
schedules were prepared by me or under my supervision.
What is the overall rate of return necessary for Paiute
to have the opportunity to earn on its investment in
natural gas transmission facilities?

An overall rate of return of 10.89 percent is reasonable

in this proceeding. This rate of return is developed as
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follows:
Paiute Pipeline Company
Component Ratio Cost Weighted Cost
Long-Term Debt 45.60% 7.39% 3.37%
Common Equity 54.40% 13.83% 7.52%
Total 100.00% 10.89%

Why is this rate of return appropriate and necessary for
Paiute?
This rate of return is necessary in order to maintain the
Company’s financial integrity, to allow the Company to
attract new capital and to permit equity holders the
opportunity to earn a fair and reascnable rate of return.
Moreover, this rate of return will meet the
standard of reasonableness set forth by the United States

Supreme Court in Bluefield Water Works & Improvement Co.

v. Public Service Commission of West Virginia, 262

U.S. 679 (1923) (Bluefield). The court ruled in that case
that:

The return should be reasonably sufficient to
assure confidence in the financial soundness
of the utility, and should be adequate, under
efficient and economical management, to
maintain and support its credit and enable it
to raise the money necessary for the proper
discharge of its public duties.

Furthermore, this rate of return will meet the
comparability standard set by the court in the Federal

Power Commission v. Hope Natural Gas Company, 320

U.S. 591 (1944) (Hope). In that case, the court ruled:
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the return to the equity owner should be
commensurate with returns on investments in
other enterprises having corresponding risks.

Please summarize your testimony.

The first part of my testimony discusses the development
of the capital structure requested by Paiute, which is a
hypothetical capital structure comprised of 54.4 percent
common equity and 45.6 percent long-term debt. Since
Paiute does not issue its own equity or debt and does not
have its own bond rating, the capital structure for
Paiute must be imputed. The use of its parent company’s
capital structure, Southwest, is not appropriate since it
has a significantly lower common equity ratio relative to
the average of the proxy group. A hypothetical capital
structure was developed based on the average capital
structures of the proxy group companies used to estimate
the cost of equity.

The second part of my testimony discusses the
methodology for estimating the cost of common equity for
Paiute. A proxy group of five natural gas transmission
companies was used to estimate the cost of equity. The
Commission-accepted Discounted Cash Flow (DCF)
methodology 1is applied to the set of proxy group
companies to estimate the cost of equity. The resulting
median estimated cost of common equity was 13.33 percent.
However, because of the recent change in capital market
conditions and Paiute’s higher level of investment risk

due to the evergreen status of many of its service

Form No. 155.0 (03/2001) Word -4-



-

o ©OW 00 N o o s~ 0N

agreements, the requested return on common equity was
adjusted upward by 50 basis points, to 13.83 percent.

The third and last part of my testimony discusses
the development of the embedded cost of long-term debt.
Southwest’s embedded long-term debt cost 1s used as a
proxy for the debt cost for Paiute. Southwest’s cost of
long-term debt at the end of the test period
(August 31, 2009) is estimated to be 7.39 percent.

Combining the recommended capital structure weights
with the estimated cost of common equity and the embedded
cost of long-term debt results in an overall requested
allowed rate of return of 10.89 percent.

In summary, the recommended hypothetical capital
structure, together with the recommended cost of equity
and embedded debt cost, are essential to provide Paiute
with an opportunity to earn a fair and reasonable overall
rate of return. The requested rate of return in this
proceeding is fair to both customers and shareholders,
and it properly reflects the risks and returns
appropriate for Paiute’s natural gas transportation and

storage properties.

I. CAPITAL STRUCTURE

Q. 10

What is the capital structure Paiute 1is proposing for
developing a rate of return in this proceeding?

Paiute is proposing a hypothetical capital structure of
54.4 percent common equity and 45.6 percent long-term

debt.
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Has the Commission set any guidelines for determining a
company’s capital structure?

Yes. The current methodology to determine the appropriate
capital structure for ratemaking was set out by the
Commission in Opinion No. 414-A, Order on Rehearing,

Transcontinental Gas Pipe Line Corporation, 84 FERC

961,084 (1998). In Opinions No. 414 and 414-A, the
Commission modified the capital structure methodology
that was previously defined by the Commission in Opinion

No. 7 (Kentucky West Virginia Gas Company, 2 FERC,

961,139 (1978)), which had established a three-step
process for determining a capital structure for a
regulated pipeline.

First

If possible, the Commission would prefer that the
regulated pipeline use an actual capital structure to
develop a rate of return.

Second

If the regulated pipeline 1is wholly-owned and
financed by the parent, or has an “atypical” capital
structure which would result in excessive costs to the
consumer, or inadequate returns to the investors, then
the actual capital structure of the parent company should
be considered.

Third
If the parent company and the regulated pipeline

“subsidiary” risks are not essentially the same and this
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would also result in inappropriate costs to the consumer,
the Commission would consider the use of a hypothetical
capital structure.

In Opinion 414-A, the Commission stated that it
would prefer to wutilize the pipeline’s own capital
structure and will do so i1f the applicant issues its own
non-guaranteed debt and has its own bond rating. The
Commission will wutilize an imputed capital structure
(most often that of the corporate parent) 1if the record
in a particular case reveals that the pipeline’s own
equity ratio is so far outside the range of other equity
ratios approved by the Commission and the range of proxy
company equity ratios that it 1s wunreasonable. The
Commission will no longer use the difference in business
risk between the pipeline and the parent as a factor in
applying a hypothetical capital structure, but rather if
the use of the parent’s capital structure will result in
an anomalous rate of return. The standard to be applied
by the Commission remains whether the capital structure
will produce just and reasonable rates. In order to meet
this standard, the pipeline must demonstrate that its
proposed equity ratio is not excessive as compared to
equity ratios approved by the Commission in other recent
cases and in comparison with the equity ratios of the
proxy group companies.

Considering this criteria, do the facts and circumstances

surrounding Paiute necessitate the use of a hypothetical
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capital structure in this proceeding?
Yes. First, it is not possible for Paiute to use an
actual capital structure because Paiute has not publicly
issued any equity nor has outstanding any non-guaranteed
debt issued to a third party. Paiute has relied upon its
parent corporation, Southwest, for its financing needs.
Second, the use of Southwest’s capital structure,
containing a significantly higher 1level of financial
leverage than the average of the proxy group, would
result in an anomalous rate of return for Paiute, absent
a significant increase 1in allowed return on common
equity. Southwest’s actual capital structure at November

30, 2008, was as follows:

Long-Term Debt 52.1%
Preferred Equity 4.2%
Common Equity 43.7%

Total 100.0%

For the proxy group, the development of which is
detailed infra, the average permanent capital structure

of the proxy group as of September 30, 2008 was as

follows:
Long-Term Debt 45.6%
Preferred Equity 0.0%
Common Equity 54.4%

Total 100.0%

Based on the significant difference in Southwest’s
capital structure which, relative to the proxy group,
contains higher financial risk for Southwest, the use of

a hypothetical capital structure is warranted.
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Please explain the differences between the operational
profiles of Paiute and Southwest.
Paiute 1is a small interstate pipeline that receives gas
near the Nevada/Idaho border. It transports gas 1in a
southwesterly direction for approximately 300 miles to
the Reno/Carson City area. Paiute serves parts of
northern California as well as parts of northern Nevada.
Southwest 1is a diversified company consisting of
multi-jurisdictional natural gas distribution operations
in three states (Arizona, California, and Nevada), where
it serves approximately 1.8 million customers, a
wholly-owned construction subsidiary, Northern Pipeline
Construction Company, and a natural gas pipeline company,
Paiute Pipeline Company. The operational profile and the
capital structure of Southwest 1s a function of the
operating environment and past financial performance in
each of the Company’s regulatory jurisdictions and of its
non-regulated subsidiary.
Please discuss Southwest’s operating environment.
Consideration of Southwest’s operating environment should
be given for why it 1s not appropriate to employ
Southwest’s capital structure for Paiute in this
proceeding. Southwest has been, and continues to be, one
of the fastest growing local gas distribution companies
in the nation, which has required significant amounts of
capital expenditures. This, combined with declining

average customer usage and the impact from regulatory
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lag, has resulted in sub-standard financial results, all
of which have impeded Southwest’s ability in improving
its financial condition. To put into perspective the
rapid level of growth experienced by Southwest during the
ten-year period 1998 to 2007, Southwest has made
approximately $2.5 billion in capital expenditures and
has added about 662,000 new customers. During the same
time period, the average realized rate of return on
equity has been 8.1 percent. Currently, Southwest’s long-
term unsecured credit ratings are “BBB” from Fitch, Inc.
(Fitch), “Baa3” from Moody’s Investor Services (Moody’s)
and “BBB-” from Standard & Poor’s (S&P). The Moody’s and
S&P ratings are at the lowest investment grade rating,
while the Fitch rating is one level above the threshold
for an investment grade rating.

While Southwest has made improvements in its
capital structure during this time, its bond ratings by
the major rating agencies remain Jjust above non-
investment grade (junk bond status). The challenges faced
by Southwest are reflected in recent comments by Moody’s,
which stated:

Due to the regulatory lag and gaps in the
company’s rate design in Arizona and Nevada,
this has placed Southwest among the Ilowest
rated investment grade gas utility companies.1

Please briefly describe the modern financial theory

1 Moody’s Investor Services, Credit Opinion: Southwest Gas Corporation, June

21,

2007.
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concerning capital structure, the cost of equity, and the
overall cost of capital.
To gain an understanding of the relationship between
capital structure, the cost of equity, and the overall
cost of capital, it is best to start with the classic
Modigliani-Miller (MM) proposition that the cost of
capital of a firm is independent of 1its capital
structure. This proposition is based on perfect market
conditions where there are no taxes and no bankruptcy.
For example, assume a firm 1is financed only by
equity and has a 10 percent cost of equity, therefore it
would have a cost of capital equal to 10 percent. If the
firm elected to employ lower cost debt and changed its
capital structure to be 40 percent debt and 60 percent
equity, and the cost of debt was 7 percent, what happens
to the cost of equity and the overall cost of capital?
Under the MM proposition, the overall cost of capital
would remain the same, at 10 percent, and the cost of
equity would increase to 12 percent. Now if the firm
increased the ratio to 50 percent debt and 50 percent
equity, assume the cost of debt increases to 7.25 percent
due to the increased amount of leverage, the cost of
equity would increase to 12.75 percent and the overall
cost of capital would remain at 10 percent. The
calculations of the weighted cost of capital for these

examples are shown as follows:
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Weighted

Component Weight Rate Rate
Equity 100.00% 10.00% 10.00%
Debt 0.00% 0.00% 0.00%
Total 100.00% 10.00%
Weighted

Component Weight Rate Rate
Equity 60.00% 12.00% 7.20%
Debt 40.00% 7.00% 2.80%
Total 100.00% 10.00%
Weighted

Component Weight Rate Rate
Equity 50.00% 12.75% 6.38%
Debt 50.00% 7.25% 3.62%
Total 100.00% 10.00%

What can be seen from these examples 1s that
capital structure does affect the cost of debt and
equity, however the changes in those costs are exactly
offset by changes 1in the weights of each capital
structure component. The costs of both debt and equity
increase with greater amounts of debt because both debt
holders and shareholders are exposed to greater risk. The
key insight provided by the MM theory is that the cost of
capital is a function of the risk of the firm’s assets
and the “law of one price” should hold, as the cost of
capital is based on the level of risk of the firm's
assets and not how it is financed.

The modern theory of capital structure, which
includes taxes and bankruptcy, says the cost of capital
is not constant, but becomes a U-shaped curve. Under what

is known as the “static trade-off theory,” the cost of
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capital begins to decline as debt is first used in the
capital structure due to the tax-deductibility of
interest, and reaches a minimum value at the point the
increased risk and costs of financial distress begin to
exceed the tax deductibility of interest benefit and
increase the overall cost of capital. With the static
trade-off theory there exists an optimal capital
structure which results in the minimum cost of capital
and the maximum firm value. The important point of both
theories is that there is a dynamic relationship between
capital structure, the costs of the individual types of
capital, and the resulting overall cost of capital. It is
universally accepted that the cost of equity increases as
the amount of leverage is increased on the balance sheet.
Can you explain why it 1is not wvalid, based on modern
finance theory, to employ Southwest’s actual capital
structure with the estimated required return on common
equity based on the proxy group companies used to
estimate the cost of common equity for Paiute?

Given the relationship between capital structure and the
cost of equity previously discussed, the difference in
Southwest’s actual capital structure relative to the
proxy group's average, results in a significantly higher
level of financial risk used for Paiute. Absent any
adjustment for the difference in financial risk, applying
the estimated required return on equity derived from the

proxy group with Southwest’s actual capital structure is
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inappropriate, as the required return on common equity is
positively related to the debt-to-equity ratio of the
firm. A prominent finance scholar, Stewart Myers, who has
published a number of studies on capital structure
theory, states the following:

The cost of equity does depend on capital
structure. Comparisons of cost of equity
estimates or allowed or actual returns make
sense only if differences in financial leverage
are accounted for. When a given utility’s debt
ratio increases, the cost of equity also
increases and the allowed return must be
adjusted upwards. This adjustment 1is required
to preserve a fair return to equity investors.?

Similarly, Bradford Cornell states:

...the cost of equity capital depends on the
investment risk of the equity, which depends,
in turn, on the company’s capital structure.
More highly levered companies will have
riskier equity and higher cost of equity
capital. If the dividend discount model is to
be applied to a “comparable” company, the
appraiser must verify that the comparable
company has a similar capital structure. If it
does not, the cost of capital estimated for
the comparable cannot be applied to the
appraisal target without an adjustment to
reflect the impact of leverage on risk.?

In addition, the standards cited in the Bluefield
and Hope cases support this test of comparability in the
level of risk and rate of return.

For utility ratemaking, what kinds of risk—adjustments

2 Stewart C. Myers, “Capital Structure and the Cost of Capital for Regulated
Companies,” prepared for The New York Energy Collaborative, December 4, 1992.
3 Bradford Cornell, Corporate Valuation, 1993, McGraw Hill, NY, p.199.
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can be made to account for the differences in financial
risk as compared to the proxy group?
For ratemaking purposes, to adjust for the differences in
the financial risk of Southwest compared to that of the
proxy group, there are three possible adjustments. They
are:
1. Employ a risk-adjusted hypothetical capital
structure;
2. Employ a risk-adjusted allowed rate of return
on common equity; or
3. Employ a partial risk adjustment to both the
capital structure and the allowed ROE.

Paiute 1is recommending alternative number 1, to
employ a risk-adjusted capital structure. The recommended
capital structure employed 1is the average <capital
structure of the proxy group. The use of a hypothetical
capital structure allows for the proper setting of rates
solely for the natural gas transmission and storage
assets of Paiute. Further, this treatment is consistent
with the Hope and Bluefield standards.

Has the Commission previously accepted the use of a
hypothetical capital structure based on the average of
the proxy group?

Yes. In the decision for High Island Offshore System,

L.L.C., 110 FERC q 61,043 (2005), the Commission accepted
the use of a hypothetical capital structure rather than

employ the capital structure of the parent company,
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GulfTerra. The Commission accepted the use of a
hypothetical capital structure, which was proposed by
FERC Staff, that was based on the average capital
structure of the proxy group companies used in the DCF
model analysis to estimate the cost of common equity.
The hypothetical capital structure used was 50.8 percent
debt and 49.2 percent common equity. In the decision the
Commission stated:

The Commission also affirms the ALJ's decision

to adopt a hypothetical capital structure

based on the average equity ratio of the same

proxy group Staff uses for its DCF analysis.

As the ALJ found, this assures a match between

the financial risk inherent in the DCF

analysis used to develop the return on equity

and the hypothetical capital structure. *

There exists Commission precedent to employ the
average proxy group capital structure of similar natural
gas pipelines when employing a hypothetical capital
structure.

Please describe the hypothetical capital structure used
for developing a rate of return for this proceeding.

The capital structure wused in this proceeding (as
reflected in Statement F-2, Sheet 1 of 1) is 45.6 percent
long-term debt and 54.4 percent common equity. This
capital structure is appropriate for a comparable company

engaged in the transportation and storage of customer-

owned interstate natural gas, were it an independent

4 High Island Offshore System, L.L.C., 110 FERC 9 61,043 at P 147 (2005).
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company.

How was the hypothetical capital structure determined for
this proceeding?

In addition to the precedent of prior Commission
decisions, important factors were considered when
developing the hypothetical capital structure for this
proceeding including comparisons to other gas
transmission companies.

A review of the proxy group companies utilized to
estimate the cost of common equity shows common equity
ratios ranging from 37 percent to 74 percent as of
September 30, 2008, with the average common equity ratio
for the proxy group being 54.4 percent (see Exhibit
No.  (TKW-2)).

Please summarize your testimony concerniﬁg the
appropriate capital structure to be used in developing an
appropriate rate of return for Paiute in this proceeding.
Paiute, in this ratemaking proceeding, 1is proposing a
hypothetical capital structure for the development of the
overall rate of return. While acknowledging the
Commission's general preference for using the actual
capital structures of interstate pipelines in general
rate proceedings, Paiute supports the need to use a
hypothetical capital structure for the following reasons:
(1) Paiute 1is wholly-owned and financed by its parent
company and does not maintain a capital structure of its

own; and (2) there is a significant difference in the
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parent’s actual capital structure compared to that of the
proxy group used to estimate the cost of common equity
for Paiute. Paiute developed a comparable and reasonable
capital structure in this filing using the average equity
ratios of publicly-traded interstate natural gas
pipelines. The use of a hypothetical capital structure
that 1is based on the proxy group average capital
structure provides for a more comparable 1level of
financial risk in conjunction with the DCF model used to

estimate the cost of common equity.

II. ESTIMATED COST OF COMMON EQUITY

Q. 22

Please describe what the cost of common equity represents
and how it is estimated.

The cost of common equity capital represents the rate of
return equity investors require in order to invest in a
particular asset. The cost of equity has the following
key attributes: (1) it is an opportunity cost; (2) it is
an expected return which is forward-looking; (3) it is
determined in the capital markets; (4) it 1s generally
measured as a nominal rate; and (5) it should be based on
both the risk of the asset and the amount of debt used to
finance the asset. Since the cost of equity capital 1is
not directly observable, it must be estimated. In order
to estimate the cost of common equity for Paiute, a proxy
group of natural gas transmission companies, which are
comparable in investment risk, is utilized to estimate a

reasonable range of estimates for Paiute’s required
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return on common equity.

A. Proxy Group

Q.

23

23

What is the Commission’s current policy regarding the
development of a proxy group used to estimate the cost of
common equity for a natural gas pipeline?

The Commission has recently established new proxy group
policies for determining gas and oil pipeline return on
common equity. On April 17, 2008, the Commission issued
a policy statement ° which allowed, for the first time,
pipelines that were organized as Master Limited
Partnerships (MLPs) to be included in the proxy group for
natural gas pipelines. This change in policy is 1in
response to the structural changes in the industry that
have occurred over time, which have resulted in fewer
natural gas companies that met the prior Commission
criteria used for establishing an acceptable proxy group.
Also, during the course of the proceeding (Docket No.
PL07-2-000) that established the new proxy group policy,
the U.S. Court of Appeals for the D.C. Circuit Court

issued its opinion in Petal Gas Storage, L.L.C. V. FERC®.

This decision vacated and remanded the Commission’s
determination of the selected proxy group companies used
to estimate the cost of common equity in the prior

ratemaking order for HIOS and Petal Gas Storage. In

5 Composition of Proxy Groups for Determining Gas and Oil Pipeline Return on
Eguity, 123 FERC 1 61,048.

6 Petal Gas Storage, L.L.C. v. FERC, 496 F.3d 695 (D.C. Cir. 2007) (Petal v.
FERC) .
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doing so,

the U.S Court of Appeals stated the importance

to rely on companies of similar risk to the target

company,

stating:

That proxy group arrangements must be risk-
appropriate is the common theme 1in each
argument. The principle is well-established.
See Hope Natural Gas Co., 320 U.S. at 603
(“"[Tlhe return to the equity owner should be
commensurate with returns on investments in
other enterprises having corresponding
risks.”); CAPP I, 254 F.3d at 293 (“[A]
utility must offer a risk-adjusted expected

rate

of return sufficient to attract

investors.”). The principle captures what
proxy groups do, namely, provide market-
determined stock and dividend figures from
public companies comparable to a target
company for which those figures are available.
CAPP I, 254 F.3d at 293-94. Market-determined
stock figures reflect a company’s risk level

and,

when combined with dividend wvalues,

permit calculation of the “risk-adjusted
expected rate of return sufficient to attract
investors.” ’

In addition, the U.S. Court of Appeals stated:

What matters is that the overall proxy group
arrangement makes sense in terms of relative
risk and, even more importantly, terms of the
statutory command to set “just and reasonable”
rates, 15 U.S.C. §717c, that are “commensurate

with

returns on investment in other

enterprises having corresponding risks” and
“sufficient to assure confidence in the
financial integrity of the enterprise

[and]

maintain its credit and . . . attract

capital,” Hope Natural Gas Co., 320 U.S. at

603.8

7 Ibid, p. 5.

8 Ibid, p. 7.
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The new Commission proxy group policy statement 1is
consistent with the decision in Petal, with the
Commission asserting:

It is crucial that firms in the proxy group be
comparable to the regulated firm whose rate is
being determined. In other words, as the court

emphasized in Petal, the proxy group must be

“risk-appropriate”.”®

Has the Commission applied the new proxy group policy in
establishing an authorized ROE for a natural gas
pipeline?

Yes. On January 15, 2009, the Commission issued Opinion
No. 486-B, Order on Rehearing, Proposed Settlement and

Paper Hearing, Kern River Gas Transmission Company, 126

FERC 961,034 (2009) which established an authorized
return on equity applying the new proxy group policy for
Kern River Gas Transmission Company. In the decision,
the Commission established a proxy group consisting of
three MLPs and two corporations. In developing the proxy
group for this case, the Commission stated it would
prefer to include MLPs or corporations which have at
least 50 percent of the firm’s assets or operating income
from natural gas pipeline operations over the most recent
three-year period. The other requirement for developing a
proxy group identified by the Commission 1s that it

should consist of at least four and preferably a minimum

9 Composition of Proxy Groups for Determining Gas and Oil Pipeline Return on

Equity, 123 FERC ¥ 61,048, p. 20.
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of five members. The Commission recognized that having a

larger proxy group increases the statistical accuracy in

estimating the cost of common equity, but only if the
additional companies are representative of the natural
gas pipeline business.

Please discuss how the proxy group for Paiute was

determined.

A proxy group of five natural gas pipelines was used in

estimating the cost of common equity. The following

criteria were used to select the companies for the proxy
group:

(1) natural gas pipelines (MLPs or corporations) that
are publicly traded and have not cut nor omitted
cash dividends or distribution payments in the past
year (2008); and

(2) natural gas pipelines, which  have ownership
interest in natural gas pipelines regulated by the
Commission and had 2007 operating revenues
generated from the transportation and storage of
natural gas equal to or greater than 50 percent.

The five natural gas pipelines are:

Natural Gas Pipelines:

° Boardwalk Pipeline Partners, L.P.
. El Paso Pipeline Partners, L.P.

. Kinder Morgan Energy Partner, L.P.
. Spectra Energy Partners, L.P.

. TC Pipelines, L.P.
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Exhibit No. (TKW-2) through Exhibit No. (TKW-

4) display the capital structures, the natural gas
pipeline operation statistics, and bond ratings for each
of the five proxy group companies. The average permanent
capital structure of the proxy group as of September 30,
2008 was 54.4 ©percent common equity, 0.0 percent
preferred equity and 45.6 percent long-term debt.

B. Discounted Cash Flow (DCF) Model

Q. 26 Please describe the finance theory behind the DCF model.

A. 26 Using the DCF model for estimating the return on equity
is similar to finding the internal rate of return (IRR)
or yield-to-maturity (YTM) for a bond, in which the IRR
is the discount rate that equates the current price of
the bond with the discounted coupon payments plus the
discounted face value of the bond upon maturity. In the
case of common stock, it is the discount rate that
equates the current price of the stock to the discounted
future dividend payments plus the discounted expected
value of the stock. The sources of return to the
stockholder are the dividends and appreciation of the
stock price.

The single-stage DCF model 1is derived from the
Gordon Growth Model or Constant Growth Model for the
valuation of common stock shown as follows:
Po = D1 / (ke - 9)
where:

Py = the current market price of the stock
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D1 expected dividends per share for the next year

ke

the annual required rate of return on equity
g = expected annual constant growth rate in dividends
The equation can be solved for the required return
on equity as shown below:
ke = D1/Po + g
The resulting formula states that the cost of
equity is equal to the sum of the expected dividend yield
and the expected growth rate in dividends. The key
variable for the model is the growth rate investors
expect.
Please describe the methodology for the DCF model used to
estimate the cost of common equity for Paiute.
The methodology for the DCF model wused was the
methodology originally set out by the Commission in

Opinion No. 414-A, Order on Rehearing, Transcontinental

Gas Pipe Line Corporation, 84 FERC 961,084 (1998) and as

modified for the inclusion of MLPs in the new proxy group

policy statement, Composition of Proxy Groups for

Determining Gas and 0Oil Pipeline Return on Equity, 123

FERC ¢ 61,048 (2008). The DCF methodology relied on by
FERC for estimating the cost of equity capital for
natural gas pipelines 1s a two-step growth DCF model,
where the growth rate employed is a weighted average rate
derived from both a short-term and a long-term growth
rate estimate. The short-term growth rate 1is based on

investment analysts’ projections of the five-year growth

Form No. 155.0 (03/2001) Word -24-



O © 00 N O g b~ W N -

N RN N D N N DN = 2 a4 a @A 2 a2 a a2
\lO')U'I-hCONAO(OCO\ICDCﬂ-bOJN—‘

28

28

rate in earnings per share (EPS) and the long-term growth
rate 1s the long-term growth rate of the economy
represented by the Gross Domestic Product (GDP) growth
rate. For MLPs, the long-term growth rate is 50 percent

of the long-term GDP growth rate. *°

The five-year EPS
growth rate is given a two-thirds weight and the long-
term GDP growth rate is given a one-third weight to
derive a single growth rate to be employed in the DCF
model.
Please describe how the DCF model was applied to derive
the cost of common equity for Paiute.
To apply the two-step DCF model, we need to determine the
expected dividend yield and the expected growth rate in
dividends for each firm in the proxy group. The
Commission preferred form of the DCF model used is:
ke = Do(1+0.5g) /Py + g

The expected dividend yield, represented by
Do (140.5g) /Py, which is the average of the continuous and
discrete dividend yield, was obtained by taking the
current dividend yield, D¢/Pp, and multiplying it by
1 plus one-half of the expected growth rate, 0.5 x g. For
the current dividend, Dy was determined wusing the
annualized dividends paid during the six-month period
August 1, 2008 - January 31, 2009. The average daily high

and low stock prices for the six-month period of August

10 Ibid, p. 45.
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1, 2008 - January 31, 2009 were used for the stock price,
Po.

The expected growth rate in dividends, g, was
calculated wusing the weighted average of short-term
earnings per share growth rates and the long-term GDP
growth rate estimate, where the short-term growth
estimate was given a two-thirds weight and the long-term
growth estimate was given a one-third weight. The
earnings growth rates utilized are the five-year earnings
growth rates for each company provided by the Bloomberg
earnings estimates platform (BEst) !'. For the long-term
growth rate, the long-term GDP growth forecast was
obtained by averaging macroeconomic forecast data
provided from the Energy Information Administration’s

Annual Energy Outlook 2009 and the Social Security

Administration’s 2008 OASDI Trustees Report. The average

annual long-term growth rate in nominal GDP was
calculated to be 4.39 percent. Since the proxy group
consists solely of MLPs, the long-term growth rate used
was 50 percent of the long-term GDP growth rate, which is
2.20 percent (4.39 percent x 50 percent = 2.20 percent).

Q. 29 What were the results of the DCF model?

11 The Commission’s stated preference for the source of the 5-year earnings
growth rate is the forecast published by the Institutional Broker’s
Estimate System (IBES). A subscription to Bloomberg no longer includes
the IBES earnings estimates. As represented Dby Bloomberg, the
Bloomberg BEst earnings estimates are generated using a very similar
methodology of aggregating earnings forecasts from over 530 brokers and
independent research houses. As a result, the Bloomberg BEst and IBES
earnings estimates should result in very similar earnings forecasts.
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The DCF model produced a high estimate of 14.67 percent
and a low of 12.8 percent, with a mean of 13.66 percent
and a median of 13.33 percent for the proxy group’s
estimated cost of common equity capital. The results are
displayed in Exhibit No.  (TKW-5), Sheet 1 of 2.

Are there any additional factors to consider in
determining where Paiute’s return should be placed within
the range of the DCF model results?

Yes. The two additional factors to be considered are: (1)
the substantial changes 1in capital market conditions
during the past-six months; and (2) Paiute’s
significantly high contract risk.

How have capital market conditions changed during the
six-month period used for the inputs into the DCF model?
During the six-month period August 1, 2008 to January 31,
2009, global capital market conditions have and continue
to experience a serious crisis, which includes a
dislocation in the financial sector, accompanied by a
severe credit contraction, significant declines in global
equity prices, and an unprecedented level of volatility.
The table below highlights the changes 1in some key

capital market measures during this six-month period.
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Change in Capital Market Conditions
August 2008 - January 2009

7/31/2008 1/30/2009 Change % Change
S&P 500 Index 1,267.38 825.88 (441.50) -34.8%
Dow Jones Utility Average 484.88 369.70 (115.18) -23.8%
30-Year Gas Trans. BBB Bond Yields 7.14% 8.26% 1.12% 15.71%
10-Year US Treasury Note 3.95% 2.84% -1.11% -28.0%
Credit Spread 3.19% 5.42% 2.23% 69.8%
CBOE S&P 500 Volatility Index 22.99% 44.84% 21.85% 95.0%

32

Source: Bloomberg

As can be seen from the table, the S&P 500 Index has
declined 34.8 percent and the Dow Jones Utility Average
has declined 23.8 percent. During the same time period,
the equity prices of the proxy group on average have
declined approximately 15.7 percent. In addition, the
credit spread for gas transmission bonds has widened
significantly. All of this reflects a substantial
increase in the cost of capital. As a result, the DCF
model results based on the past six months of prices do
not accurately reflect current capital market conditions.
Using the last three months of data, the DCF model mean
and median cost of common equity estimates for the proxy
group are 14.29 and 13.67, respectively. See Exhibit
No. (TKW-5), Sheet 2 of 2.

Please explain Paiute’s higher investment risk due to the
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evergreen status of many of its service agreements.

The explanation of Paiute’s high degree of contract risk
is contained in the direct testimony of Paiute witness
Edward C. McMurtrie, pages 12-14.

What is your recommended cost of common equity for
Paiute?

The Commission has established the use of the median
estimate to be used in setting the rate of return for the
average risk pipeline company. In determining where to
set the allowed return on common equity, the Commission
examines a pipeline’s relative risk, focusing on risks
faced by the pipeline attributable to circumstances
outside the control of the pipeline’s management.? While
some consideration should be given for the unprecedented
change in capital market conditions during the six-month
period wused for the DCF model, which signifies a
substantial increase in the cost of capital, substantial
consideration should also be given for Paiute’s
significantly high contract risk. Based on DCF model
results and consideration of additional risk factors, I
conclude that 13.83 percent is an appropriate figure for

the cost of common equity.

EMBEDDED COST OF LONG-TERM DEBT

34

Please describe the development of the cost of debt for

Paiute.

12 Opinion No. 414-A, Order on Rehearing, Transcontinental Gas Pipe Line

Corporation, 84 FERC 961,084 (1998) p. 33-34.
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The embedded cost of long-term debt of Southwest was used
as a proxy for the hypothetical cost of debt for Paiute,
which it might have incurred over time to fund its
investment in pipeline and storage assets. Using a
hypothetical embedded <cost is consistent with the
original cost principle of ratemaking, which applies the
overall cost of capital to an original cost rate base.

Is the wuse of Southwest's cost of wutility debt a
reasonable proxy for Paiute's cost of debt?

Yes, it is. In fact, it is a conservative measure for the
hypothetical embedded cost of debt for Paiute. Paiute
began transporting gas in August 1988. Since rate base is
typically financed by market rates applicable at the time
the rate base is acquired, an examination of the monthly
yields on Baa Public Utility Bonds from August 1988
through November 2008 was completed to determine the
average annual vyield. The average annual yield was
determined to be 7.96 percent. See Exhibit No.
(TKW-6), Sheet 1 of 1 for the average annual Baa yield
calculation. By assuming that Paiute would have issued
debt corresponding to rate base acquisitions made evenly
during the period 1988 through 2008, its embedded cost of
debt, at a minimum, would have approximated 7.96 percent.
Therefore, the use of Southwest's embedded cost of debt,
at 7.39 percent, 1s a conservative proxy for the
hypothetical embedded cost of debt for Paiute.

Have you determined the appropriate cost rate for
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long-term debt capital?

Yes. The appropriate rate for long-term debt in this
proceeding is 7.39 percent. This rate is summarized on
line 1, column (c), of Statement F-3. Statement F-3,
Sheets 1 through 7, display the development of the long-
term debt cost rate. The cost of long-term debt 1is
comprised of the cost of fixed-rate debentures, fixed-
rate medium-term notes, and a variable-rate term
facility. In addition, the ~cost of long-term debt
includes the effect of the amortization of reacquired
debt expense associated with past refinancing programs.
Please describe the development of the cost rates of
debentures and notes.

Southwest has three outstanding debenture and note issues
totaling $475 million of gross principal. The debentures
and notes have a weighted average cost of 8.19 percent,
as shown on line 4, column (e), of Statement F-3, Sheet 4
of 7.

Please describe the cost rate of the medium-term notes.
Southwest established a $150 million medium-term note
program in November 1997. The name 1is somewhat of a
misnomer as medium-term notes can be issued with
maturities of nine months to 30 years. Southwest has
issued all of its medium-term note program and has four
outstanding medium-term note issues totaling $82.5
million of gross principal. The medium-term notes have a

weighted average cost of 7.76 percent, as shown on
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Q. 39
A. 39

40
A. 40

line 9, column (e), of Statement F-3, Sheet 4 of 7.

How are the effective cost rates of debentures, notes,
and medium-term notes calculated?

The effective cost rates of debentures, notes, and
medium-term notes are calculated through the use of the
YTM or effective interest rate method.

Please describe the YTM method.

The YTM method is based on an internal rate of return
calculation which takes into account the actual cash
flows of each debt security. Specifically, Southwest
receives a cash inflow at the debt’s issuance consisting
of the face value less any associated issuance expenses
and debt discount. The cash outflows consist of interest
payments and principal repayments. The effective rate is
the percentage rate that discounts those cash outflows to
the net cash inflow the Company receives at issuance.
Once the effective rate 1s calculated, it is then
multiplied by the net proceeds (i.e., the principal
amount outstanding less any unamortized discounts) to
determine the total expense per payment period for each
issue. The weighted average cost is then determined by
weighting the effective cost of each issue by the current
net proceeds amount. When used for ratemaking, the yield
to maturity cost rate results in a cost of an issue which
remains constant over its life. The calculations for the
effective cost of debentures, notes, and medium-term

notes are shown in Exhibit No. (TKW-7), Sheet 1 through
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Sheet 12.

Please describe and discuss the development of the cost
rate for the variable rate term facility debt.

Southwest has a five-year (May 2007-May 2012)
$300 million revolving credit facility. In addition,
Southwest has a $50 million uncommitted F-2 commercial
paper program, which is supported by the revolving credit
facility. Southwest views $150 million of the facility as
a permanent intermediate-term component of its debt
portfolio and, accordingly, has classified it as
long-term debt. The remaining $150 million of the
facility 1is wused to fund recurring, seasonal working
capital needs. At the end of the base period, Southwest
had outstanding $132.6 million as part of the long-term
debt portion of the facility. Of this amount, $131
million was outstanding as London Interbank Offered Rate
(LIBOR) loans and $1.6 million was outstanding as
commercial paper. At the end of the test period (August
31, 2009), Southwest expects to have $150 million
outstanding of its term facility.

For the test period, the Global Insight Interest

Rate Forecast - January 2009 was used to forecast the

effective cost of the term facility. For the $150 million
of LIBOR-based loans, the three-month LIBOR rate forecast
for the 36 months from September 2009 through August 2012
of 3.7 percent was used as the reference rate plus

Southwest’s spread of 60 basis points to determine the
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interest cost of LIBOR loans. Due to current market
conditions, Southwest does not anticipate issuing any
commercial paper in the foreseeable future.

The estimated all-in effective rate of the
long-term debt portion of the variable rate term facility
at the end of the test year is 4.46 percent, as shown on
line 10, column (e) of Statement F-3, Sheet 4 of 7. This
all-in rate includes the interest on the loans, an annual
fee, and amortization of debt expenses incurred to
establish the facility. Exhibit No.  (TKW-8) displays
the calculation of the effective cost of the LIBOR loans
and commercial paper under the term facility for both the
base period and the test period.

Please discuss the reacquired debt amortization expense
included to determine the effective cost of long-term debt.
Southwest conducted a refinancing program in 1996. The
reacquired debt expenses associated with the refinancing
program are amortized on a straight-line basis over the
remaining 1life of the refunded debt issue. This 1is
consistent with the methodology approved in the 1970

Commission order in Manufacturers Heat & Light Company,

44 FPC 314 (1970). Statement F-3, Sheets 6 through 7,
display the reacquired debt amounts by issue and the
corresponding annual amortization expense.

Why are the Clark County and Big Bear Industrial Revenue
Bonds (IDRBs) excluded in calculating the cost of

long-term debt?
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Southwest has issued IDRBs in two of its rate
jurisdictions. The IDRB issues and applicable rate
jurisdictions are as follows: (1) the Clark County,
Nevada IDRBs (1999 Series A, C & D, 2003 Series A,C,D &
E, 2004 Series A & B, 2005 Series A, 2006 Series A and
2008 Series A) for its Southern Nevada rate jurisdiction,
and (2) the City of Big Bear, California IDRBs (1993
Series A) for its Southern California rate Jjurisdiction.
As reflected in the IDRB indentures and financing
agreements, the proceeds from the issuance of this type
of debt are restricted to funding qualified construction
expenditures for additions and improvements in the
specific distribution systems to which the IDRBs relate.
In addition, there are strict Internal Revenue Service
(IRS) rules which stipulate that the benefits of the tax-
exempt, lower cost IDRBs must accrue to customers in the
specific jurisdiction to which the IDRBs apply. Deviation
from the requirements of this IRS ruling could result in
the loss of the IDRB tax-exempt status. This would in
turn cause Southwest to refinance its debt at a much
higher cost.

How have Southwest’s regulatory bodies treated the cost
of IDRBs in past regulatory proceedings?

Southwest has historically excluded the IDRBs from the
cost of debt calculation in all regulatory jurisdictions,
except for the specific jurisdictions (Southern Nevada

for Clark County IDRBs and Southern California for City
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of Big Bear IDRBs)

to which the relevant IDRBs apply. The

PUCN, the CPUC, and the ACC have accepted this treatment

for IDRBs in past regulatory proceedings.

Q. 45 Does this conclude your prepared direct testimony?

A. 45 Yes, it does.
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APPENDIX A
SUMMARY OF QUALIFICATIONS
THEODORE K. WOOD

I graduated from the University of ©Nevada, Reno
(UNR) in 1985 with a Bachelor of Science degree with a
major in agricultural economics. In 1989, I earned a
Masters of Science degree from UNR in agricultural
economics with a minor in finance. I have attained the
professional designations of Chartered Financial Analyst
(CFA), Certified Rate of Return Analyst (CRRA), Certified
Management Accountant (CMA) , Certified in Financial
Management (CFM), and Certified Treasury Professional
(CTP). I am a member of the Institute of Management
Accountants, the CFA Institute, Association for Financial
Professionals, Financial Management Association, and the
Society of Regulatory and Utility Financial Analysts.

From 1985 to 1988, I was employed as a research
associate in the Department of Agricultural Economics at
UNR in Reno, Nevada. My primary role was to assist with
ongoing research projects in the Department including
secondary data collection, statistical analysis, FORTRAN
programming, and the development of microcomputer
spreadsheets for farm management decision analysis.

In 1989, I was employed by First Interstate Bank of
Nevada in Reno, Nevada, as a financial analyst in the
Finance Department. My duties entailed maintenance of the

general ledger system, creation of monthly management and
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financial reports, and special projects.

From 1990 to 1992, I was employed as a planning
analyst with Valley Bank of Nevada, in Las Vegas, Nevada,
in the Planning Department. My primary responsibilities
included preparation of the annual budget, quarterly
budget variance analysis, supporting the Asset/Liability
Committee of the bank, and other financial analyses.

From 1992 to 1994, I was employed by PriMerit Bank,
FSB, then a wholly-owned subsidiary of Southwest, as a
Senior Financial Analyst in the Budget and Forecasting
Department. My primary responsibilities included
creation and maintenance of a microcomputer-based
budgeting system, preparation of the annual budget,
monthly budget variance analysis, product profitability
analysis, and other special projects.

In 1994, I accepted a Senior Financial Analyst
position in the Treasury Services Department of
Southwest. My responsibilities included daily cash
management, preparation of financial forecasts and
analyses, and assisting in the preparation of rate of
return testimony for the Company’s wvarious ratemaking
jurisdictions. I was promoted to Supervisor of the
Treasury Services Department in May 1997, to Manager in
June 2000 and to Senior Manager in May 2005. I supervise
three other financial analysts in the Treasury Services

Department.
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Theodore K. Wood, being duly sworn, deposes and says:
that he has read and is familiar with the contents of the
foregoing "Prepared Direct Testimony of Theodore K. Wood";
that 1if asked the questions contained in said prepared
direct testimony, the answers and responses thereto would
be as shown in said testimony; that the facts contained in
said answers are true to the best of his knowledge,
information and belief; and that he adopts these matters as

his own.
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PAIUTE PIPELINE COMPANY
BOND RATING WEIGHTS
MOODY'S AND STANDARD & POOR'S BOND RATINGS

Moody's S&P
Bond Rating Weight Bond Rating
Aaa 1 AAA
Aa1 2 AA+
Aa2 3 AA
Aa3 4 AA-
A1 5 A+
A2 6 A
A3 7 A-
Baa1 8 BBB+
Baa2 9 BBB
Baa3 10 BBB-
Ba1 11 BB+
Ba2 12 BB

Ba3 13 BB
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Exhibit No. (TKW-6)

Sheet 1 of 1
PAIUTE PIPELINE COMPANY
MOODY'S MONTHLY AVERAGE Baa UTILITY BOND YIELDS
AUGUST 1988 - NOVEMBER 2008
Date Yield Date Yield Date Yield Date Yield Date Yield

Aug-88 11.40 Sep-92 8.54 Oct-96 8.15 Nov-00 8.25 Dec-04 6.10
Sep-88 10.92 Oct-92 8.76 Nov-96 7.87 Dec-00 8.02 Jan-05 5.95
Oct-88 10.31 Nov-92 8.86 Dec-96 7.98 Jan-01 7.99 Feb-05 5.76
Nov-88 10.35 Dec-92 8.69 Jan-97 8.18 Feb-01 7.94 Mar-05 6.01
Dec-88 10.44 Jan-93 8.57 Feb-97 8.02 Mar-01 7.85 Apr-05 5.95
Jan-89 10.38 Feb-93 8.31 Mar-97 8.26 Apr-01 8.06 May-05 5.88
Feb-89 10.38 Mar-93 8.10 Apr-97 8.42 May-01 8.11 Jun-05 5.70
Mar-89 10.50 Apr-93 8.11 May-97 8.28 Jun-01 8.02 Jul-05 5.81
Apr-89 10.49 May-93 8.18 Jun-97 8.12 Jul-01 8.05 Aug-05 5.80
May-89 10.29 Jun-93 8.05 Jul-97 7.87 Aug-01 7.96 Sep-05 5.83
Jun-89 9.80 Jul-93 7.93 Aug-97 7.93 Sep-01 8.12 Oct-05 6.08
Jul-89 9.64 Aug-93 7.59 Sep-97 7.84 Oct-01 8.01 Nov-05 6.19
Aug-89 9.64 Sep-93 7.35 Oct-97 7.67 Nov-01 7.95 Dec-05 6.14
Sep-89 9.70 Oct-93 7.27 Nov-97 7.49 Dec-01 8.27 Jan-06 6.06
Oct-89 9.64 Nov-93 7.69 Dec-97 7.41 Jan-02 8.13 Feb-06 6.11
Nov-89 9.64 Dec-93 7.73 Jan-98 7.28 Feb-02 8.18 Mar-06 6.26
Dec-89 9.60 Jan-94 7.66 Feb-98 7.36 Mar-02 8.32 Apr-06 6.54
Jan-90 9.74 Feb-94 7.76 Mar-98 7.37 Apr-02 8.25 May-06 6.59
Feb-90 9.96 Mar-94 8.11 Apr-98 7.37 May-02 8.33 Jun-06 6.61
Mar-90 10.06 Apr-94 8.47 May-98 7.34 Jun-02 8.25 Jul-06 6.61
Apr-90 10.13 May-94 8.61 Jun-98 7.21 Jul-02 8.08 Aug-06 6.43
May-90 10.16 Jun-94 8.64 Jul-98 7.24 Aug-02 7.74 Sep-06 6.26
Jun-90 9.96 Jul-94 8.80 Aug-98 7.20 Sep-02 7.62 Oct-06 6.24
Jul-90 9.92 Aug-94 8.74 Sep-98 713 Oct-02 7.99 Nov-06 6.04
Aug-90 10.12 Sep-94 8.98 Oct-98 713 Nov-02 7.69 Dec-06 6.05
Sep-90 10.32 Oct-94 9.24 Nov-98 7.31 Dec-02 7.61 Jan-07 6.16
Oct-90 10.28 Nov-94 9.35 Dec-98 7.24 Jan-03 7.46 Feb-07 6.10
Nov-90 10.12 Dec-94 9.16 Jan-99 7.30 Feb-03 717 Mar-07 6.10
Dec-90 9.96 Jan-95 9.15 Feb-99 7.41 Mar-03 7.05 Apr-07 6.24
Jan-91 9.96 Feb-95 8.93 Mar-99 7.55 Apr-03 6.94 May-07 6.23
Feb-91 9.68 Mar-95 8.78 Apr-99 7.51 May-03 6.45 Jun-07 6.54
Mar-91 9.74 Apr-95 8.67 May-99 7.74 Jun-03 6.30 Jul-07 6.49
Apr-91 9.64 May-95 8.30 Jun-99 8.03 Jul-03 6.67 Aug-07 6.51
May-91 9.64 Jun-95 8.01 Jul-99 7.96 Aug-03 7.09 Sep-07 6.45
Jun-91 9.79 Jul-95 8.11 Aug-99 8.16 Sep-03 6.87 Oct-07 6.36
Jul-91 9.69 Aug-95 8.24 Sep-99 8.19 Oct-03 6.79 Nov-07 6.27
Aug-91 9.47 Sep-95 7.98 Oct-99 8.32 Nov-03 6.69 Dec-07 6.51
Sep-91 9.35 Oct-95 7.82 Nov-99 8.12 Dec-03 6.61 Jan-08 6.35
Oct-91 9.32 Nov-95 7.81 Dec-99 8.28 Jan-04 6.47 Feb-08 6.60
Nov-91 9.28 Dec-95 7.63 Jan-00 8.40 Feb-04 6.28 Mar-08 6.68
Dec-91 9.07 Jan-96 7.64 Feb-00 8.33 Mar-04 6.12 Apr-08 6.81
Jan-92 8.98 Feb-96 7.78 Mar-00 8.40 Apr-04 6.46 May-08 6.79
Feb-92 9.09 Mar-96 8.15 Apr-00 8.40 May-04 6.75 Jun-08 6.93
Mar-92 9.16 Apr-96 8.32 May-00 8.86 Jun-04 6.84 Jul-08 6.97
Apr-92 9.11 May-96 8.45 Jun-00 8.47 Jul-04 6.67 Aug-08 6.98
May-92 9.01 Jun-96 8.51 Jul-00 8.33 Aug-04 6.45 Sep-08 7.15
Jun-92 8.90 Jul-96 8.44 Aug-00 8.25 Sep-04 6.27 Oct-08 8.58
Jul-92 8.69 Aug-96 8.25 Sep-00 8.32 Oct-04 6.17 Nov-08 8.98

Aug-92 8.58 Sep-96 8.41 Oct-00 8.29 Nov-04 6.16
Average Rate 7.96

Source: Bloomberg
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