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Request: 
 
The bench requested an analysis of the effect on return on equity if the capital structure ratio was 
modified from the agreed to 48% debt/52% equity to 50%/50% while holding the agreed to 
revenue increase at $6,091,477 and cost of debt at 4.93%.  
 
Response: 
 
To make the calculation, a number of variables in the revenue requirement calculation must be 
adjusted. These include adjustments to  
 

• Interest synchronization to reflect the changes in income taxes for the interest on rate base. 
(Changing the weighting to 50%/50% changes the weighted cost of debt which is used to 
calculate the interest.) 

• Cash Working Capital to reflect the change in income taxes for interest synchronization 
• Change in total rate base to reflect the change in Cash Working Capital and the iterative 

recalculation of interest synchronization associated with the change in rate base  
• Holding the revenue increase to the agreed to $6,091,477 requires a modification to the 

return on equity to reflect the above changes 
 
Recognizing the various affected components while holding the revenue increase to $6,091,477 
and cost of debt to 4.93%, results in an estimated increase in the return on equity from the agreed 
to 9.3% to 9.53%. 
 
The following table compares the weighted average cost of capital (WACC) and revenue 
deficiency reflected in the Settlement to the effect of flowing the WACC changes through the 
various components that are involved in the calculation. 
 
 

 


