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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Supplemental Response to Staff Information Request No. 13

From: A. Capers

Requested of: Dr. Morin
Date of Request: 8/24/2009

Capers: For Central Hudson Witness Dr. Morin:

13) In the recent Consolidated Edison Electric Case No. 09-E-0428, in response to
Consumer Protection Board's Motion concerning Dr. Morin's Pre-filed Testimony, the
ALJs ruled that in the future Dr. Morin's presentations would benefit by containing
disclosures that identify all known departures from the established practice and should
clearly explain why any previously rejected position is being presented for a second or
third time.
' a. Are such disclosures and explanations included in the pre-filed initial testimony
of Dr. Morin in this case? If yes, please identify the page number. If not, please
provide such disclosures and explanations.

Response: |

Dr. Morin has provided explanations for his recommendations and the basis for his
recommendations throughout his testimony. Dr. Morin has also identified a number of
aspects of the current practice and has expressed his disagreements with them. For
example, reference should be made to page 16, where he states:

“First, more than two decades have passed since the Generic Financing Case (“GFC”).
Reliance on analytical methods developed some twenty years ago, without reviewing
their validity under current industry circumstances and current capital market conditions,
is problematic. Second, it Is my understanding that the Commission has never applied
the three methods approach developed by Staff and the other parties in that proceeding
whereby a utility's ROE would be calculated by assigning equal weight to the DCF,
CAPM, and Comparable Earnings methodologies. Alternative methodologies, including
the Arbitrage Pricing and Fama-French models, that were supposed to be investigated
were ignored. Furthermore, the Commission has never issued a formal Order in the
Generic Financing case, formally adopting an ROE methodology. Third, in recent
cases, Staff has departed from the GFC methodology in an attempt to adapt/improve
the model to altered capital market conditions since the financial crisis began in 2008.”

These statements express Dr. Morin's assessment of the GFC method that was agreed
to by Staff, utilities and other parties, subsequently addressed in a Recommended
Decision that proposed alternations, but, as noted by Dr. Morin, the Commission never
issued a formal order.

In addition, at 16-17, Dr. Morin explains why his analytical approach is preferable under
current economic conditions:
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“This is not only because stock prices are extremely volatile at this time, but also utility
company historical data have become less meaningful for an industry experiencing
unprecedented volatility. Past earnings and dividend trends may simply not be
indicative of the future. For example, historical growth rates of earmings and dividends
have been depressed by eroding margins due to a variety of factors including the
sluggish economy, restructuring, and the transition to a more competitive environment.
Moreaover, historical growth rates may not be representative of future trends for several
utilities involved in mergers and acquisitions, as these companies going forward are not
the same companies for which historical data are available.”

Reference should be made to the table that appears below in this response.
Dr. Morin provides the following additional information at this time:

In Dr. Morin’s vast experience in regulatory proceedings, there is nothing unusual
about regulators changing course and adopting previously rejected positions. Capital
markets are fluid, evolve rapidly, and continuously reflect changing investor
expectations and risk attitudes. The New York Public Service Commission
(Commission) itself has departed from the generic finance methodology in view of
altered capital market circumstances. For example, in the last Con Edison electric rate
case, the Commission modified the generic finance methodology due to turmoil in the
financial markets and argued that DCF and CAPM estimates should rely on more recent
data rather than the most recent six months of data required by the generic finance
methodology.’

Dr. Morin has argued in past NY cases that the Commission’s continued
application of the generic finance methodology, with its resulting inadequate rates of
return, threatens credit ratings.?  As a matter of fact, following the 2009 Con Ed
Electric Rate Order, both S&P and Fitch did downgrade Con Edison's credit rating,
while Moody's placed Con Edison on negative outlook on the grounds that the ROEs
awarded by the Commission were inadequate. Dr. Morin did address the repercussions
of Moody's downgrade of Con Ed in his rebuttal testimony.

In the most recent Con Edison electric rate case, the ALJ's RD recommended
modifications to the generic finance methodology so as to provide for three month,
instead of six month, updates as described above, and also concluded that various
other modifications to the generic finance methodology were appropriate. Specifically,
regarding the DCF calculation, the RD recommended that the Commission use
quarterly rather than annual dividends (p. 221), and modified the growth calculation (p.
222). More important, the RD concluded that the DCF and CAPM results should be

! Case 08-E-0539, Proceeding on Motion of the Commission as to the Rates, Charges, Rules and Regulations of
Consolidated Edison Company of New York, Inc, for Electric Service, Order Setting Electric Rates (issued April 24,
2009) (“2009 Electric Rate Order”)(p. 125).

2 See, for example, Con Edison's Initial Brief (p. 291) in Case 08-E-0539.
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accorded equal wéight (p- 226). While the Commission ultimately decided not to adopt
these recommendations, the fact that the RD contained these recommendations
supports Dr. Morin’s testimony.

Reflections on GFC Methodology

The Public Service Commission Staff uses a specific methodology which is tied to the
Generic Financing Case (GFC) dating back to the mid-1990’s. Staff has used a
particular version of the ALJ’s Recommended Decision that uses only the discounted
cash flow (DCF) and capital asset pricing model (CAPM), ignoring the comparable
earnings approach. In addition, the original recommendation to further study the Fama
. French and Arbitrage Pricing Models was dropped in the ALJ decision and has never
been implemented. In fact the entire GFC decision was never finalized by the
Commission.

What is left of the GFC methodology is a mechanistic approach which has led to
allowed returns which have consistently been among the lowest in the country.

Results

The GFC methodology, which has, for the most part, been uncritically accepted by the
Commission, has, for the past several years, produced allowed ROEs that are the
lowest in the nation, with the relative position of New York utilities deteriorating over
time, as evidenced by recent credit rating downgrades and lower than industry average
market to book ratios.

Methodological Problems

Both the DCF and CAPM models are widely used for determination of required ROE.
However, they both suffer from shortcomings.

CAPM

. The CAPM model relies on three variables, the risk-free rate (Treasury bond rate), beta
{a measure of the co-variance of individual stock returns with the general market S&P
500), and the market risk premium (the required rate of return of the equity market
above the risk-free rate).

The risk-free rate used should be that of the longest duration Treasury securities
available, as it is used in the calculation of the required return for equities, which have a
long duration. The Staff uses an average of 20 and 30-year securities, rather than 30-
year securities alone. While this has not had a significant effect with a flat yield curve,
with a steeper yield curve this could lead to an understatement of required return.

Beta is based on historical return correlations. One concern is that beta may not
capture the full extent of risk. For example, because the betas employed in the CAPM
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analysis are estimated over five-year historical periods, the impact of the ongoing
financial crisis is not yet fully captured in the five-year historical betas.

Further Information Developed by Central Hudson:

The following table addresses the extent to which the there is an established practice
and departures from it.

Generic Finance |
‘ 2009 ¢
Case 2005 Central [“:l‘r’;':t
(Agreement & Hudson Decision Cenl;:a‘:izlil:’:son Testimony
Appendices) July 2009
Methodologies | 1/3: DCF 2/3: Proxy Group 2/3: Proxy Group DCF | Average of:
and DCF
1/3: CAPM 1/3: Proxy Group (i) CAPM
Weightings 1/3: Proxy Group CAPM
1/3: Comparable CAPM (ii) Risk Premium
Eamings .
(Agreement, Pg. 5) (iii) DCF
Praxy Group(s) | Electric or 1 (i) Regulated and (i) Electric and Gas Two Proxy Groups:
combination electric | integrated utility companies
and gas distribution transmission and tracked by Value Line

companies whose
senior debt Moody's
and S&P rate in the
“A” category,;
determined every
time the cost of
equity calculation Is
performed.
(Agreement, Pg. 6)

distribution utilities as
identified by S&P

(i) A/AA senior debt
credit ratings from
S&P and Moady’s

(iil) Evaluated by
Value Line

(iv) Regulated
revenues that
contributed to a
minimum of 70% of .
total revenues

(Staff Testimony, Pg.
10 & 11)

(ii) Investment grade,
senlor debt credit
ratings from S&P’s of
BBB- and higher
and/or from Moody's
of Baa3 or higher

(iii) Derive at least
70% of revenues from
regulated utility
operations

(iv) Pay dividends
(v) Have no

current/pending
mergers

(Staff Testimony, Pg
21-22)

{i) Value Line w/50%
regulated revenues
and less than $500
million market
capitalization

(i) Average S&P
Electric Utility Index

(Morin Testimony,
Pg. 42-43)
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Generic Finance

2009

and 30-year Treasury

and 20-year Treasury

and 30-year Treasury

Case 2005 Central g.‘:;'c'}
(Agreement & Hudson Decision Cenl;r:‘:i:;?..son Testimony
Appendices) July 2009
Traditional CAPM
Model (TCAPM)
FTCAPM Avérage of 10-year Average of 10-year Average of 10-year Current Level of 30-

year Treasury bonds.,

(Staff Testimony, Pg.

Risk-Free yields over a six- yields over a six- yields over a three- (Morin Testimony,
month historical month historical month historical Pg. 18)
Rate period. (Appendix A, | period. (Staff period. (Order, Pg.
Pg. 12) Testimony, Pg. 17) 43)
TCAPM Average beta for the | Average beta for Average beta for Average beta of two
respective proxy proxy group as listed | proxy group as listed | proxy groups
Beta group published in in most recent Value | in most recent Value | mentioned above as
the most current Line; in accordance Line; in accordance listed by Value Line.
Value Line issue. with GFC (Staff with GFC (Staff (Morin Testimony,
(Appendix A, Pg. 12) | Testimony, Pg. 17) Testimony, Pg. 32) Pg. 22)
TCAPM Two approaches: S&P 500 required S&P 500 required Two Estimates:
return for the S&P retumn for the S&P
Market Risk (i) Average of geo 500 listed in Merrill 500 listed in Merrill (1) Historic based on
) and arithmetic means | Lynch's Quantitative | Lynch’s Quantitative | Morningstar, and (ii)
Premium of historical spreads | Profiles. (Staff Profiles. (Staff Forward-looking,
between market Testimony, Pg. 17) | Testimony, Pg. 31) based on HMMO
retums on common Article. (Morin
stock and long-term Testimony, Pg. 23)
bonds published in
Ibbotson Associates’
Stock, Bonds, Bills
and Inflation.
(ii) “Reverse” CAPM
based on allowed
retums across the
country. (Appendix A,
Pg. 13)
Empilrical (Zero Beta)
CAPM Model
Empirical Same as Traditional | Same as Traditional | Same as Traditional - | Same as Traditional
CAPM (Appendix A, | CAPM : CAPM CAPM (Morin
CAPM Model | Pg. 10) Testimony, Pg. 28-
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Generic Finance

2009

(Appendix A, Pg. 11)

Testimony, Pg. 18)

Joint Proposal:
Weights Proxy Group
beta 50% and S&P
beta 50%. (Order,
Pg. 45)

Testimony, Pg. 32 &
33)

Case 2005 Central Mortr
(Agreement & Hudson ADQCISIOH ce"g:(;:‘::‘so" Testimony
Appendices) July 2009
Risk-Free 18) (Order, Pg. 43) 29)
Rate
[ Empirical Weights the Original testimony: Weights the proxy Weights the proxy
individual firm's beta | Weights Proxy Group | group beta 75% and group beta 76% and
CAPM 75% and weights the | beta 75% and S&P weights the market weights the market
Model Bet market beta 25% 25%. (Staff beta 25% (Staff beta 25% (Morin
odel Beta

Testimony, Pg. 28-
29)

Risk Premium Analysis

|

Using Bond Yields
Long-term N/A N/A N/A Current yield on A-
utility bond Rated utility bonds
yields
(Morin Testimony,
Pg. 31-32)
Average Risk N/A N/A N/A S&P Utility Index
Premium average risk

premium from 1931-
2007

{Morin Testimony,
Pg. 31-32)
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Genaeric Finance

yields of the proxy
group's average
rating and the yields
of the individual
company's credit
rating. The spreads
are increased in a
proportionate manner
to reflect the cost of
equity. (Agreement,
Pg. 11-13)

Record) to cost of
equity multiplied by
CHGE's implied bond
yield. (Staff
Testimony, Pg. 34-35)

2009 .
Case 2005 Central g‘:;'c"t
(Agresment & Hudson Decision Conlt)rea‘:i:it:’!'son Testimony
Appendices) July 2009
DCF Method
DCF Growth Two stage growth: In accordance with In accordance with (i) Value Line
GFC GFC average and Zacks
Estimate (i) Value Line ' consensus forecast
dividend forecast for | (Staff Testimony, Pg. | (Staff Testimony, Pg. | for combination
years 1-5. 14-15) 28) utilities group
(i) Sustainable
growth rate based on
Value Line (ii) Value Line
projections and forecasts for S&P
calculated using Utility Index Group
(b*n+(S*V) (Morin Testimony,
Pg. 36)
Where:
b = retention ratio
r = projected return
S = projected
issuance of CE
V = value of new
share issues
reflected in the
market-to-book ratio.
(Appendix 1, Pg. 5-6) ‘
-
Adjustments
Credit Quality Reflects the five-year | N/A Ratio of proxy group's | N/A
Adjustment average monthly implied bond yield
spread between (Mergent Bond
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Generic Finance

2009

Case 2005 Gentral orin
(Agreement & Hudson Decision CenI;rea‘:i:Iit;:son Testimony
Appendices) July 2009
RDM N/A N/A 10 bps adjustment N/A
Adjustment based on Case 07-G-
0141 Staff Testimony,
Pg 36-37)
Flotation Costs | Divide the total N/A N/A Flotation costs of 30

issuance expense by
the average common
equity balance.
(Agreement, Pg. 12)

bps should be added
according to
empirical finance
literature. (Morin
Testimony, Pg. 47)

Date of Response: 10/28/2009

Response by: Morin & Joseph Hally
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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 14

From: A. Capers

Regquested of: M. Mosher
Date of Request: 8/24/2009

Capers: For Central Hudson Witness Mosher:

14) On page 4 of your testimony, lines 5 through 13, you indicate that the
Company based rates on the 10% allowed return on common equity established
by the Commission in the June 22 Order because the Company believes that it
represents the best current estimate of the allowed rate of return on common
equity as of the date of the filing, which was July 31, 2009. You aiso indicate that
the Company submitted testimony by Professor Roger Morin that shows his
analysis of the cost of common equity. Finally, you indicate that the Company's
position should be understood as reserving the Company's right to increase the
requested allowed rate of return should it perceive that current economic.
conditions have changed, and not as limiting its requested allowed return on
equity to 10% under all circumstances.

Further, the Company's witness Dr. Morin states on page 4 of his pre-filed
testimony that the purpose of his testimony is to present an independent
appraisal of the fair and reasonable rate of retum on common equity capital
(ROE) invested in Central Hudson Gas & Electric Corporation. On pages 49
through 53 of his pre-filed testimony, Dr. Morin summarizes his cost of equity
analyses and recommended cost of equity for the Company. Specifically, he
proposed that Central Hudson’s cost of common equity capital lies in a range of
11.0% to 11.5% and he recommends that the allowed return on equity be set on
the basis of the midpoint of the range, 11.25%.

Based on your testimony, please respond to the following:

a. Specify the conditions under which the Company would perceive a change
in current economic conditions. Include specific indicators, the magnitude of
those indicators as of the date of the filing, and the change in magnitude that
would warrant an increase in the Company's requested allowed rate of return.

b. If more than one indicator is specified in part a, explain the specific
combination of indicators that will determine if there is a need for an increase
in the Company’s requested allowed rate of retum?

¢c. If economic indicators change which in accordance with your explanations
warrant an increase in the Company's requested allowed rate of return, fully
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describe how the increase will be determined. (Include the specifics of all
methodologies).

d. Regarding your response to part a and b, provide a quantitative example
of a situation wherein the Company perceives that an increase in the
allowed rate of return given changes in economic conditions would be
requested. Begin with the requested allowed return on equity/ allowed
rate of return per the Company'’s pre-filed testimony, end with the
increased requested allowed return on equity/ allowed rate of return, and
show all steps required to attain the increased requested allowed return
on equity/ allowed rate of return.

e. Are there any conditions under which the Company would perceive a

change in current economic conditions to warrant a decrease in its requested

allowed rate of return?
1. I so, specify the indicators of such change, the magnitude of those
indicators as of the date of the filing, and the change in magnitude that
would warrant a decrease i in the Company s requested allowed rate of
retumn.

Response:

a. As is stated by Staff in its question, the testimony "should be understood as
reserving the Company's right to increase the requested allowed rate of return
should it perceive that current economic conditions have changed, and not as
limiting its requested allowed return on equity to 10% under all circumstances.”
This involves a comparison of future conditions that are not known today to
present conditions. The testimony expresses the idea that the Company will
make that comparison in the future and did not identify any economic conditions
or any individual market indicators as aspects that the Company will rely on, nor
did the Company specify a particular formula. It is possible that one particular
indicator or metric may predominate and it is also possible that a combination of
several may be important. The Company intends to consider all conditions in the
future that it finds relevant. The Company considers its reservation of the right to
analyze this subject in-the future as equivalent to the changes in Staff's position
that were submitted by Staff in its briefs after the hearmgs in the 08 cases.

b. See response to part a.

c. Seeresponse to part a.
d. See response to part a.

e. No, not under the existing ratemaking practices of the Commission, which
_contain significant implicit risks ("eamings drags") affecting the Company's ability
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to achieve any allowed ROE. The allowed return on equity of 10.0% is the
Company’s minimum request.

Date of Response: 9/1/2009
Response by: M. Mosher
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Central Hudson Gas & Electric Carporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 87

From: A. Capers
Requested of: Mr. Stacey Renner
Date of Request: 9/09/2009

87) Please provide data from the Blue Chip Financial Forecasts that supports your estimated debt
costs in Exhibit_(SAR-4), as stated on page 9 of your testimony.

Response:

The estimated debt costs of 2.08%, 3.36%, and 4.21% for the 1999 NYSERDA Series B, C, and D
Variable Rate Notes in Exhibit (SAR-4), Schedules B-1 through B-3 reflect the one-month
Commercial Paper rates published in the June 1, 2009 and July 1, 2009 Blue Chip Financial
Forecasts. They are calculated by solving for the after-tax Commercial Paper rate, assuming a
35% tax rate, for the rate years ending June 30, 2011, 2012 and 2013, then muitiplying these
values by 175% to reflect the maximum interest rate paid when the auctions for these securities fail
as they have since February 2008. Please refer to the chart below for the calculation of the
aforementioned interest rates used in Exhibit_(SAR-4).

r Blue Chip Forecast - Consensus w/ 35% Tax j
[ Twelve Months Ending ]
6/30/2011 6/30/2012 6/30/2013
Commercial Paper®® 1.83% 2.95% 3.70%
Tax Exempt Rate ° 1.19% 1.92% 2.41%
Tax Exempt Rate x 175% 2.08% 3.36% 421%
Source:

a) 2011-2013 values from Blue Chip Financial Forecasts - June 1, 2009
b) 2010 values from Blue Chip Financial Forecasts - July 1, 2009
¢) 35% Tax Rate
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The estimated debt costs of 7.20%, 7.40%, 7.80% and 8.10% for new MTN issuances listed in
Exhibit (SAR-4), Schedules B-1 through B-3 reflect an average of the ten and thirty-year projected
treasury rates from the June 1, 2009 and July 1, 2009 Blue Chip Financial Forecasts plus a 273
basis point credit spread. As stated in testimony and shown in Exhibit_(SAR-3), Schedule C, the
credit spread is the average of twenty-six ten-year and thirty-year A-rated utility bond issuances
during the first six months of 2009. Please see the chart below for the calculation of the debt costs
for new MTN lIssuances.

I Blue Chip Forecast - Consensus ‘

| Year Ending December 31 ]
2010 2011 2012 2013

10-Year Treasury Yield*® 413%  450% 4.90% 5.20%

30-Year Treasury Yield*® 478%  490% 530%  5.50%
Average 4.45% 4.70% 5.10% 5.35%
Credit Spread © 2.73% 2.73% 2.73% 2.73%
New MTN Coupon Rate 7.20% 7.40% 7.80% 8.10%
Source:

a) 2011-2013 values from Blue Chip Financial Forecasts - June 1, 2009
b) 2010 values from Blue Chip Financial Forecasts - July 1, 2009 -
¢) As shown in Exhibit_{SAR-3) Schedule C

Date of Response: 9/18/2009
Response by: S. Renner
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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 88

From: A. Capers
Requested of: Mr. Stacey Renner
Date of Request: 9/09/2009

88) As reflected in Exhibit_(SAR-4), Schedules B-1 through B-3, please provide the details of
the total cost of debt (including the amortization of debt discount and expense and the
amortization of premium).

Response:

The most significant component of our cost of debt is the interest paid on our outstanding debt.
As shown in Exhibit (SAR-4), Schedules B-1 through B-3, interest expense is calculated by
multiplying the outstanding principal amount for each individual issuance by the number of
months outstanding in a given year, then dividing by twelve to arrive at the average amount
outstanding. This value is then multiplied by the corresponding interest rate to calculate the
interest expense; these are then summed to arrive at the total interest expense for all
outstanding debt in the rate year.

The amortization of debt expense represents all of the costs that correspond with the issuing of
long-term debt, including legal expenses and broker fees that are amortized over the life of the
debt. Please refer to Attachment IR 88 titled ‘Central Hudson Gas & Electric Corporation Cost
of Long-Term Debt Forecast’ for the schedule that displays the annual amortization,
unamortized debt expense and debt discount for the calendar years 2009-2013 and 12-month
periods ending.June 30, 2011, 2012 and 2013.

Date of Response: 9/21/2009
Response by: S. Renner
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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 90

" From: A. Capers
Requested of: Mr. Stacey Renner
Date of Request: 9/09/2009

90) Per your testimony on page 11, line 9 through page 12, line 8 please provide the following:

a) The name and a description of the index of tax-exempt short-term debt yields employed
when the auctions for the company’s three series of tax-exempt bonds fail;

b) The name and description of any alternate index of tax-exempt short-term debt yields
employed when the auctions for the company’s three series of tax-exempt bonds fail;

¢) Details of the Company’s auction failures experienced since January 2009 (include the
resulting bond rate); and

d) The details of the interest rate cap that the Company entered into on April 1, 2009.
Include the costs and an example of how the cap would be applied.

Response:

a) When the auctions for the three series of Central Hudson’s tax-exempt bonds fail, the
maximum rate is determined by taking the higher of the net of tax 30-day non-financial
commercial paper rate reported by the U.S. Federal Reserve or the Securities Industry
and Financial Markets Association (SIFMA) Municipal Swap Index. This SIFMA index,
calculated on a weekly basis and produced by Municipal Market Data (MMD), is a 7-day
high-grade market index comprised of tax-exempt Variable Rate Demand Obligations
(VRDOs) from MMD’s database. Issues that qualify for inclusion in the index are on a
weekly reset effective on Wednesday, not subject to Alternative Minimum Tax, have an
outstanding amount of $10 million or more, have the highest short-term rating and pay’
interest on a monthly basis.

b) See above

c) Please see Attachment IR 90 - 1 titled ‘Deutsche Bank — Auction Rate Securities’ for a
complete listing of failed auctions and resulting bond rates. Note that in the ‘Benchmark’
column, ‘AGIND’ indicates the use of the SIFMA Municipal Swap Index to determine the
maximum rate, and ‘30INV’ indicates the use of the net of tax 30-day non-financial
commercial paper rate as reported by the U.S. Federal Reserve.

d) Central Hudson purchased interest rate caps, effective April 1, 2009, for the 1999
NYSERDA tax-exempt bonds, Series B, C, and D at a cost of $23,737.00, $28,985.00,
and $28,878.00, respectively. For each Series, the cap rate is set at 4.375% per annum,
with a floating rate option based on the SIFMA Weighted Average multiplied by 175%.
The SIFMA multiplier is intended to approximate the effective interest rate for the auction
rate bonds and to limit that effective interest rate to 4.375%. Please see attached
documents for details regarding the three rate cap agreements with Key Bank.

Date of Response: 9/21/2009
Response by: S. Renner
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CHGE Response to Staff IR 90 - Attachment 2

CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Our Ref: 231576/231576

--------------------

Notional Amount: $41,000,000.00 USD
Trade Date: 25-Mar-09
Effective Date: 01-Apr-09
Termination Date: 01-Apy-10
Fixed Amounts
Fixed Rate Payer; CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Fixed Rate Payer
Payment Date: 01-Apr-09
Fixed Amount: $28,878.00
Floating Amounts
Floating Rate Payer: KEYBANK NATIONAL ASSOCIATION
Cap Rate: 4.375 percent per annum
Floating Rate Payer
Payment Dates: Commencing 01-May-09 and monthly thereafter on the 1st calendar

day of the month up to and including the Termination Date, subject
to adjustment in accordance with Modified Following Business Day

Convention.
Period End Dates: Monthly on the 1st commencing 01- May-09 subject to No Adjustment,
Floating Rate Option: USD-SIFMA Weighted Average, Multiplied by 175%.
. Spread: None
Floating Rate Day
Count Fraction: © Act/Act ISDA Unadjusted

Reset Dates: Resetting weekly on Thursdays, effective Thursday, averaged and paid monthly.
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CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Our Ref: 231574/231574

NAm——n r——————————

Notional Amount: $41,150,000,00 USD
Trade Date: 25-Mar-09
Effective Date: 01-Apr-09
Termination Date: 01-Apr-10
Fixed Amounts
Fixed Rate Payer: CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Fixed Rate Payer
Payment Date: 01-Apr-09
Fized Amount: $28,985.00
Floating Amounts
Floating Rate Payer: KBYBANK NATIONAL ASSOCIATION
Cap Rate: 4,375 percent per annum
Floating Rate Payer
Payment Dates: Commencing 01-May-09 and monthly thereafter on the 1st calendar

day of the month up to and including the Termination Date, subject
to adjustment in accordance with Modified Following Business Day

Convention.’
Period End Dates: Monthly on the 1st commencing 01-May-09 subject o No Adjustment.
Floating Rate Option: USD-SIFMA Weighted Average, Muitiplied by 175%.
Spread: None
Floating Rate Day
Count Fraction; Act/Act ISDA Unadjusted
Reset Dates: Resetting weekly on Thursdays, averaged and paid monthly,
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CENTRAL HUDSON GAS & BELECTRIC CORPORATION
Our Ref: 231577231577

Notional Amount: $33,700,000.00 UsD
Trade Date: 25-Mar-09
Effective Date: 01-Apr-09
Termination Date: 01-Apr-10
Fixed Amounts
Fixed Rate Payer: CENTRAL HUDSON GAS & ELECTRIC CORPORATION
Fixed Rate Payer
Payment Date: 01-Apr-09
Fixed Amount; $23,737.00
Floating Amounts
Floating Rate Payer: KEYBANK NATIONAL ASSOCIATION
Cap Rate: 4,375 percent per annum
Floating Rate Payer .
Payment Dates: Commencing 01-May-09 and monthly thereafter on the 1st calendar

day of the month up to and including the Termination Date, subject
to adjustment in accordance with Medified Following Business Day

Convention.
Period Bnd Dates: Monthly on the 1st commencing 01-May-09 subject to No Adjustment.
Floating Rate Option: USD-SIFMA Weighted Average, Multiplied by 175%.
Spread: None
Floating Rate Day
Count Praction: Act/Act ISDA Unadjusted

Reset Dates: Resetting weekly on Thursdays, effective Thursday averaged and paid monthly.
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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 233

From: P. Del Vecchio
Requested of: Mr. Stacey Renner
Date of Request: 9/30/2009

233) On page 9, lines 8-13, you describe that debt costs in Exhibit_(SAR-4) reflect projected
treasury rates from Blue Chip Financial Forecasts plus a 273 bps credit spread that is the
average of twenty six ten-year and thirty-year A-rated utility bond issuances during the first
six months of 2009 (as shown in Schedule C of Exhibit (SAR-3)).

a) Using the same methodology and selection criterion, what would the average credit
spread be for the most recent 3 months of ten-year and thirty-year A-rated utility bond
issuances?

Response:

a) In Attachment 233A and the corresponding spreadsheet, | have added 3 months of data
to the data provided in Staff Information Request No. 56.

In Attachment 233B and the corresponding spreadsheet, | have updated Schedule C of
Exhibit __ (SAR-3), using the selection criteria described in the response to Staff
Information Request No. 56, to include data through September 30, 2009. As the
Attachment shows, the average credit spread for January 1, 2009 through June 30, 2009
is 273 basis points, the average credit spread for January 1, 2009 through September 30,
2009 is 253 basis points, and the average credit spread for the period July 1, 2009
through September 30, 2009 is 152 basis points. Central Hudson's recent bond offenng
is excluded from the averages.

Central Hudson issued $24 million of 30-year bonds on September 30, 2009 at a credit
spread of 170 basis points over the 30-year treasury yield, for a coupon of 5.80%. Inits
previous offering in November 2008, Central Hudson issued $30 million of 5-year notes at
a credit spread of 450 basis points over the 5-year treasury yield, for a coupon of 6.85%.
The data in the Attachments and Central Hudson's recent experience continue to reflect
large and unpredictable variations in credit spreads and coupons.

Date of Response: 10/07/2009
Response by: S. Renner
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21 Virginia Electric & Povrer Co. Elecirio Uiy Baal/A- 10 J350 BARC/GA/8COT ._nrs $.000% S.025%

§/22__ Gul Power Company Elactsio UKy AN 1 $125 M8 10 SMLH0  IMLHO FRN

10 Hoking Company BaaZBEB__ 70 3825 BAMUC/MBAIBS/ANE 560 $.576%  5.376%  RetalJr 8ub Notes
&9 _ CMS Energy Hokding Company Ba{/BB+ 10 J300 BARG/DE #/BAMU/CAIBS [2L] 8.760% £.000%

W8 Patific Gae & Electric Go. Eletric AvBBgs 1 3500 M8 » NS IML+0S FRN
&8 Kanaas Gus & Blectric (FMB) Eloctrio Ay Baa2BH8 10 00 7.8 4.706% 8.728% 144A FMB

&/28  Public Service of Cotorndo Elncirio Uty AVA 10 M0 BNP: T 190 3.420% 5.198% M8
&9 __PPL. Elsctric Utllities (FMB) Eloctrio Ltity AVA- 30 $300 BAMLCI/MSABS 210 €.250% S.295%

8/13__ Caniral Malne Power Co, Electric Uthity ASA 10 $150 BNYWE w0 8.700%  S713%
§14_Entergy Twme (FWAB) Electic Utity BaadBBB+ 30 9150 = 7878 T078% NC8

8/12__Sempra Energy Holding Company Basi/BBB+ 7 §750 BNPICDB na S.500%  8.539%

812 Ameren Cory Holding Bas/BB+ 5 J428 BNPUPMUBS " S.575% £.008%
6/14__Ban Disgo Gas & Eleciric Co. (FMB) Elactrio Uty AVA+ 30 00 MaABs/cLY 188 4.000% 4.031% FMB
[ “Hokiing Company AN 590 [ 28 A18en A%

SA1_Biack Hille Corporetion Moking Company _ BaaWBBB- 5 $280 CSMBS ] 9.000%  9.000%

&4 DTE Entrgy Compeny Holding Ben2/888- 3 800 - BARC/ABNPAPM [ 7.825% 7.028%

4721 _Toledo Ediscn (FMB) Elacirio Utikty Baa2mBs 11 3300 CICSAUPMMS 48 7.250%  7.10% Fve
4H3  Portiend General Electric Co. (FMB) Eectrio Lty BastA- 10 3300 oswa 28 $.100% S110% FvB
A4 Natlonsl Fuel Gas Diversified Gas Ben/BEB 10 $260 BAMLIPM 28 STEMG  B704%
¥28  Idsho Power Co. (FM8) Elactric Utity AdA- 10 $10 BAMLIPIANE e 4.180% I78% FumB
¥23  Consolidaied Edison Co. Electric Witty AliA. 5 a8 BARC/MEMWE nrs S.880% 5.000%

L] Edison Co. Efeclric Uity AliA- 10 478 BARC/MS/MWE 400 S.450% TR
23 NovWy Bnergy (FNB) Elactrio Utiity Baal/A. 10 $250 BAMLIPM o $.340% §.346% Fva
¥23 _ Atmoe Energy i Gas Diw OeayBBB* 10 $A50 BAMUGE/RBS/AST! il #800% 2510%

20 Northweet Netural Gss Co. Gas o0 A2AN 11 8 L) m BI70%  BITO% FMB
W10 _Empire District Blectric Co. Elecirio Utity Baai/BEB+ 18 [1i] BAML ] TAN%R  7.000% FMB. NC3
Y PRCO Bnergy (FMB) :_Electric Uity AYA 5 §250 BNPALOOPMBMNS 340 5.000% K0U% FMB
318 Kansas City Power & Light Co. Eleciric Uity AveBs+ 10 $400 BAMI/BNPNPM 480 T.150% 7.165%

8 Duke Energy Ohic (FMB) Elactric Urilty ANA h) pA0 BARC/DB/BTINGS e SAS0%  3.480% FMO
318 __Duke Energy Indlana (FMB) Electric Uty AVA K ] BARC/ONP/GSMEB 27e S4650% 3ATI% e
317 Southam Csltfornia Edison (FMB) Eleciro Utiity A2A 5 j250  BAMUMS/WR/STU/BARCABS 220 4.180% 4.181% Fva
INT__ Southam California Edieon (FMY) Electio Laiity AZA 30 #00  BAMUME/BARCABE/STIWE 2380 2.000% S110% FMa
¢  Progress Energy. inc. Holding Compeny Sax2/BBB 3 $300 BAMIAVD 420 $.000% 118%

318 Progress Energy, Ine. Holding 10 450 BAMLWE “a 7.080% T.100%

W18 Texas-New Mexico Powsr Co. Electrio Utity Bsa2/BBE- 10  $202 JPM “.e 2.500% .676% 144A
312 Unlon Electric (FMB) Elaclic ity Baai/BB8 30 $380 BARC/BNY/MRUS e d 2450% L2AH% FMB
a mm«nmc«mg N Elacylo Utity AsVA 30 $500 JPNVRBEWBNY/BOTM/CLY 0 5.960% 4.985%

318 Sowth Carolina Elec. & Gas (FM3) Eleckda Utilty AA- K WS BRYAMZ 2% $.080% 8.080% g: FM8
3__ PGAR Corporation Hoking [} [ CBNY/GS pl] .10 S.976%

34 __ Appelachian Power Co. Elvlrio Uity BaxaB88_ 10 8360 B0 7NN a0l Long 10y
N4 MiSource e, Gss Bas¥BEB- 7 $600 [ ] ] 10.756%  11.000%  Coupon Steplps
¥3__ Misshsalppt Power Co. Electric Uity A2A 10 28 M s 8.650%

N3 Puacific Qas & Etectric Co. Eectrio Ltiity A¥BEB+ 30 $5%0 BARCANPLRS e $.250%
¥2__FPL Group Capitat Holding Company AYA- 10 $500 BARC/ABNP/CE/Scotia 310 $.000%
¥2__ Conswmers Energy (FME) Eleciro Uity BaniBB88 10 3500 BARCAPMBNP/BootinSTI 380 2.700% FME

V26 Alahensa Power Ca. Eleckrio Uity AZA 0 $00 BAMUVPMAMS/Sootle ne 5.000%  8.014% 10.75 year
228 Nevads Pewsr Company (GARME) Elactria Leilty BaeyBB8 10 9800 JPWRBOWE L] T.428% 7.436% GARMB
2/23 _ Adzona Public 8ervice Co. Electric Uty Baa2/MBB- 10 $500 BARC/ENYACS (1] $.750% 8.708%
310__Ogletherpe Power Corporation (FNB) Uity th AVA___ 103380 P 128 1008 6.110% ]
510 NSTAR Electric Co. Helding Compeny AUAY 85 $100 BAMLGS 10 S5625%  5.000% Reopening
29 __Conatetieut Light & Elorie AVEBBs 10 $2%0 BARC/C 80 £50% $.563% FMB
214 Georgia Powss Co, Elsciric Utity AAA 0 %00 128 &.080% SI7T%

A Water Comp. Winter WXty Sas2/008+ 30 $7s EDN L) 3.28% A.260% NC4
41T Entergy Toxas (FMB} Eloctrio Uity 10 $500 [ TANY 7%

1723 taveal Blostric Elsctrio Uiy Ba2BEB+ 10 9500 CLIPM 484 2.378% 9.500% 144A
1122 Jerswy Contral Powsr & Light Eloctrio Uity See2BBB 10 ] MSRESAIBEMNE AT8 T.38% 7.30%

121 Duke Energy Corp. . Hokling Compeny __ Bas2iBB8+ 5 §7%0 BANIIPMAS 478 0% Gaun
1120 Puget Sound Eloctrio Ltilty Bea2/A- T §250 BARC/SootiswWFC 4003 78% 78%

"4 P Edison Ca. Electdo oy Bas/B8B 10 §300 BAML 500.2 1.70% 7.70%

112 Indtana-Michigan Power Elactric Uity Bax2BE8 10 pA15 BARC/ENPCE 478 7.00% 7.3%

n Curolines Elgcric Uity AUA- 10 %800 osas 28 2.36% (X715 FMBs
18 Nevade Power Company (GARNS) Eleciria Uity Basd/BBE- 8 $128 ues 72 7370% _  1378% ‘G&R Mige Bondy
18 Con Energy Plactile (OMB) Elecwio Wity Basa2MRb+ 3 $500 C8/Soctia/BS S0 TO00%  7.000% Sen Migs Bonds
18  PatiiComp (FNIB) ‘Electra Uty ASIA- 10 ¢ SAMUBARC/BNP/RAS e 3% LY ) FMB
18 PuciiCorp (Fl8) Elnctrio Uty ASA- 0 B BAMUBARC/BNPRBS e S.00% 2.080% FuB




Attachment 2338 2009 USD INVESTMENT GRADE ISSUANCE ACTIVITY - DORESTIC UTILITIES

Sise Pricing

fssuer Sactor Ratings Tenn i Spread

9/28 Clntﬁl Hudson Gas & Electric Co. Electric Utiiity AVA - 30 $24 170
-1 Puget Sound Energy (FMB) Elactric Utility Baat/A- 30 $350 180
m Interstate Power & Light Co. Electric Utility A3/BBB+ 30 $300 198

819 PPL Blectric Utilitles (FMB) Electric Utility AVA- 30 $300 210

511 San Diego Gas & Electric Co. (FMB) Etectric Utility Al/A+ 30 $300 186

s Duke Energy Indlana (FMB) Electric Utliity A3J/A 30 $450 270

a7 Southern California Edison (FMB) . Electric Utility A2/A 30 $500 235

kAL Florida Power & Light Co. (FMB) Electric Utllity Aal/A 30 $500 220

3o South Carolina Elec. & Gaa (FMB) Electric Utllity A2/A- 30 $178 240
s Pacific Gas & Electri¢ Co. Electric Utllity A3/BBB+ 30 $550 270

2728 Alabama Power Co. Electric Utility A2/A 30 $500 238
214 Georgla Power Co. Electric Utllity A2/A 30 $500 228
1/8 PacifiCorp (FMB) Electric Utiiity AJ/A- 30 $650 310

M7 Duke Energy Kentucky Elactric Utllity Baa1/A- 10 $100 130
83 Niagara Mohawk Power Corp. Electric Utitity A3/A- 10 $750 128
k(14 Wisconsin Power & Light Co. Electric Utility A2/A- 10 $250 160

624 Rochester Gas & Electric (FMB) Electric Utility Baa1/A- 10 $150 225

23 Virginia Electric & Power Co. Electric Utility Baat/A- 10  $350 138
8/28 Public Service Company of Colorado (FMB) Electric Utllity A3A 10 $400 180
sMs Central Malne Power Co. Electric Utifity A3/A 10 $150 250

413 Portland General Electric Co. (FMB) Electric Utility BaalA- 10 $300 328

328 Idaho Power Co. (FMB) Electric Utility A3/A- 10 $100 340

323 Consolidated Edison Co. Electric Utility Al/A- 10 $475 400

323 Northwestern Energy (FMB) Electric Utility Baal/A- 10 $250 aro

e Kansas City Power & Light Co. Electric Utiity A3/BBB+ 10 $400 480

318 Duke Energy Ohlo (FMB) Electric Utility AJA 10 $450 280
33 Mississippl Power Co. Electric Utiity - A2A 10  $126 275
29 Connecticut Light & Power (FMB) Electric Utility AYBBB+ 10 $250 280
1721 Electricite de France S.A. (EDF) Electric Utility Aad/A+ 10 $2,000 400
178 Progress Energy Carolinas Electric Utility A2/A- 10 $600 288
1/8 PacifiCorp (FMB) Electric Utility AJJA- 10 $350 310

Average Pricing Spreads’:

Jan 09 - Jun 09 273
Jan 09 - Sept 09 253
Jul 09 - Sept 09 152
Notes:

1) Central Hudson's latest Issuance on §/25/2009 not includad In average pricing spreads
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(Rate Base Summary- 12 Months Ended March 31, 2009)
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PSC IR 328 - Historic Year '\ )

CENTRAL HUDSON

Summary & Detalls

GAS AND ELECTRIC CORPORATION

RATE BASE SUMMARY

Book Cost of Utility Plant

Less: Accumulated Provision for
Depreciation and Amortization

Net Plant

Noninterest-Béaring _Conétruction

Work in Progress

Preliminary Survey & Investigation

Custbmer Advances for Undergrounding

Deferred Charges

Accumulated Deferred Federal Taxes

Accumulated Deferred State Taxes

Working Capital

Unadjusted Rate Base

Capitalization Adjustment to Rate Base

Rate Base

($000)

Twelve-Month Average for the
- Period Ended March 31, 2009

Electric Gas Corporate

$949,975 $279,104 $1,229,079 -

(317,337) _(98,907)  (416,244)

832,638 180,197 812,835

| 41,685 9,250 50,015
0 0 0

(1,413) (11) (1,424)
(26,639) 4,788  (21,853)
(83,715) (28,945)  (112,660)
(2,126) (738) (2,864)

35,304 8,161 43,465

595,714 172,700 768,414

(423) ' (126) (549)

$595,201 $172,674  $767,865

G, Smith
4/17/2009
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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 389

From: P. DelVecchio
Requested of. Mr. Stacey Renner
Date of Request: 11/6/2009

389) Referring to your Treasury Rate forecasts for the rate period 2010-2013 using “Blue Chip
Financial Forecast,” you mention on pg. 9, line 9 of your testimony that they are reflected in
Exhibit_(SAR-4) and you recorded their values in response to Staff IR DPS-87 on September
18, 2009, but neither SAR-4 or your response to Staff IR DPS-87 display the source of this
data.

a) Please provide copies of the “Blue Chip Financial Forecast” data you mention on Pg. 9, line
9 of your testimony and refer to in your response to Staff IR DPS-87.

b) During what calendar period was this data from “Blue Chip Financial Forecast” surveyed
(e.g. 3-Months Ended 3/31/2009, 6-Months Ended 6/30/2009, etc.)?

¢) Which calendar period will the Treasury Rate forecasts you recorded in your response to
Staff IR DPS-87 (4.45%, 4.70%, 5.10% and 5.35% for the year ending December 31, 2010,
2011, 2012 and 2013, respectively) be represented at the time of the Brief on Exceptions?

Response:

a) The source of the figures provided in Staff IR DPS-87 is shown in the footnotes to the
response. Excerpts from the cited Blue Chip Financial Forecasts showing the data are
provided as Attachment 389. The Blue Chip Financial Forecast is a copyrighted
publication. Subscriptions may be purchased at http://www.aspenpublishers.com/blue-chip-
publications.htm

b) The Blue Chip Financial Forecasts are published monthly and reflect a survey of numerous
economists’ expectations of future interest rates conducted on a monthly basis.

¢) Should an update to the interest rate forecast be warranted for the Brief on Exceptions, we
expect to use the most currently available monthly volume of the Blue Chip Financial
Forecasts.

Date of Response: 11/12/2009
Response by: S. Renner




PSC IR 389 - Attachment

[14 ® BLUE CHIP FINANCIAL FORECASTS W JUNE 1, 2009 |

g Range Forecasts:_

The table below contains results of our twice-annual long-range CONSENSUS survey. There are also Top 10 and Bottom averages for each
variable. Shown are estimates for the years 2011 through 2015 and averages for the five-year periods 2011-2015 and 2016-2020. Apply these
projections cautiously. Few economic, demographic and political forces can be evaluated accurately over such long time spans.

R ———Average For The Year - —— Five-Y ear Aver ages
Interest Rates 2011 2012 2013 2014 2015  2011-2015 2016-2020
1. Fede ral Funds Rate CONSENSUS 2.3 33 3.9 4.2 4.2 3.6 42

Top 10 Average 36 4.5 5.0 5.1 51 4.7 52

Bottom 10 Average 0.9 1.9 2.6 3.1 3.1 23 3.3

2. Prime Rate CONSENSUS 53 6.2 6.8 71 7.1 6.5 72
Top 10 Average 6.6 7.5 8.0 8.1 8.1 7.7 8.2

Bottom 10 Average 3.8 4.7 5.5 5.9 6.0 52 6.2

3. LIBOR, 3-Mo. . CONSENSUS 3.0 3.8 44 4.6 4.6 4.1 4.6
Top 10 Average 4.7 5.0 5.4 5.6 55 52 5.6

Bottom 10 Average 1.6 2.4 3.3 3.6 3.6 2.9 3.7

4. Commercial Paper, 1-Mo. CONSENSUS 25 34 4.0 43 43 3.7 43
Top 10 Average 3.8 46 5.0 52 52 438 52

Bottom 10 Average 1.2 1.9 2.8 3.2 32 2.5 3.4

5. Treasury Bill Yield, 3- Mo. CONSENSUS 23 3.2 38 4.1 4.1 35 4.1
Top 10 Average 36 45 49 5.0 5.0 4.6 5.0

Bottom 10 Average 1.1 1.8 2.5 2.9 3.0 23 3.2

6. Treasury Bill Yield, 6- Mo. CONSENSUS 2.5 35 4.0 4.2 4.2 3.7 43
Top 10 Average 38 4.6 5.0 5.0 5.1 4.7 5.1

Bottom 10 Average 14 2.2 3.0 34 34 27 3.5

7. Treasury Bill Yield, 1- Yr. CONSENSUS 2.8 3.7 4.2 43 44 39 45
Top 10 Average 4.0 4.8 5.1 5.1 52 48 53

Bottom 10 Average 1.5 2.5 3.2 32 3.6 2.8 3.7

8. Treasury Note Yield, 2- Yr. CONSENSUS 32 4.0 4.4 4.7 4.6 4.2 T 4.7
Top 10 Average 43 49 4.0 54 54 438 55

Bottom 10 Average 2.0 2.9 3.5 3.8 3.8 32 4.0

10. T reasury Note Y ield, 5-Yr. CONSENSUS 3.8 43 4.7 4.9 4.9 45 49
Top 10 Average 4.6 52 5.5 5.7 5.8 54 5.8

Bottom 10 Average 29 3.4 3.9 4.2 4.2 37 4.2

11. Treasury Note Yield, 1 0-Yr. CONSENSUS 4.5 49 52 53 53 5.0 53
Top 10 Average 5.2 5.7 6.0 6.0 6.1 5.8 6.1

Bottom 10 Average 3.7 4.1 4.4 4.6 4.6 4.3 4.7

12. Treasury Bond Yield, 30-Yr. CONSENSUS 49 53 55 5.6 5.6 5.4 5.6
. Top 10 Average 5.7 6.0 6.2 6.4 6.4 6.1 6.4

Bottom 10 Average 4.3 4.6 4.9 5.0 5.0 4.7 5.0

13. Corporate A aa Bond Yield CONSENSUS 5.9 6.2 6.4 6.6 6.6 64 6.6
Top 10 Average 6.8 70 73 7.5 7.5 72 7.5

Bottom 10 Average 5.2 5.4 5.6 5.7 5.7 5.5 5.8

13. Corporate Baa Bon d Yield CONSENSUS 7.4 75 7.7 7.8 7.8 7.6 7.8
Top 10 Average 8.4 85 8.8 8.8 9.0 8.7 8.9

Bottom 10 Average 6.5 6.7 6.8 6.8 6.7 6.7 6.9

14. State & Local Bon ds Yield CONSENSUS 5.0 5.3 53 53 53 52 53
Top 10 Average 5.6 6.0 6.0 6.1 6.1 5.9 59

Bottom .10 Average 4.3 4.5 4.6 4.6 4.5 4.5 4.6

15. Hom e Mort gage Rate CONSENSUS 5.9 6.3 6.5 6.7 6.7 6.4 6.6
Top 10 Average 6.6 7.1 7.3 7.5 75 72 75

Bottom 10 Average 5.2 54 5.7 59 5.8 5.6 5.9

A. FRB - Major Currency Index CONSENSUS 80.4 80.7 814 82.0 823 814 82.1
Top 10 Average 86.0 87.0 88.5 89.6 90.2 882 90.6
Bottom 10 Average 74.7 74.2 74.4 74.8 74.9 74.6 742

~—--Year-O ver-Year, % Change—-—— Five-Year Averages
2011 2012 2013 2014 2015  2011-2015 2016-2020

B. Real GDP CONSENSUS 3.1 3.2 29 2.8 3.0 3.0 2.6
Top 10 Average 40 40 3.6 3.4 41 3.8 3.0

Bottom 10 Average 2.3 24 24 22 2.3 2.3 2.2

C. GDP Chained Price Index CONSENSUS 1.9 2.0 22 23 2.3 2.1 24
' Top 10 Average 2.7 29 3.1 31 32 3.0 32

) Bottom 10 Average 0.8 0.9 1.1 1.4 1.5 1.1 1.7
D. Consumer Price Index CONSENSUS 2.1 23 25 26 2.6 24 2.6
Top 10 Average 3.0 33 34 3.5 35 33 34

Bottom 10 Average 1.1 1.3 1.6 1.8 1.9 1.5 2.0




PSC IR 389 - Attachment

{2 ® BLUE CHIP FINANCIAL FORECASTS MJULY 1,2009 |
Consensus Forecasts Of U.S. Interest Rates And Key Assumptlons

History:
—-———-Average For Week End-----—— ~—Average For Month—— Latest Q*
Interest Rates June26 Junel9 Junel2 JuneS May Apr Mar. 202009}
Federal Funds Rate 0.24 0.19 0.20 019 018 015 0.18 018 f
Prime Rate 3.25 3.25 3.25 325 325 325 3.25 325 &
LIBOR, 3-mo. 0.61 0.61. = 064 064 082 1.12 1.26 100
Commercial Paper, 1-mo.  0.19 0.20 0.18 017 022 0.22 0.22 0.21
Treasury bill, 3-mo. . 0.19 0.18 0.19 015 018 0.16 0.22 019
Treasury bill, 6-mo. 0.33 0.31 0.31 029 030 035 0.43 0.36
Treasury bill, 1 yr. 0.51 0.51 0.56 050 050 055 0.64 0.57
Treasury note, 2 yr. 1.21 1.24 1.36 1.02 093 0.93 0.93 1.02
Treasury note, 5 yr. 2.78 2.76 2.88 258 213 1.86 1.82 2.14
Treasury note, 10 yr. 3.75 3.75 3.89 370 329 293 2.82 317
Treasury note; 30 yr. 448 455 468 454 423- 376 364 --3.99
Corporate Aaa bond 5.51 5.61 5.80 5.68 5.54 5.39 5.50 5.51
Cosporate Baa bond 7.29 7.42 7.69 780 8.06  8.39 8.42 812
State & Local bonds 4.79 4.86 486 471 456 476 499 485
Home mortgage rate 5.42 538 5.59 529 486 481 5.00 5.08
History.

3Q 4Q 1Q 2Q 3Q 4Q 1Q 20*
Key Assumptions 2007 2007 2008 2008 2008 2008 2009 2009
Major Currency Index 77.0 733 72.0 709 735 81.3 82.7 79.3
Real GDP 43 -0.2 0.9 28 -0.5 -6.3 -5.5 -1.8
GDP Price Index 1.5 2.8 26 1.1 39 0.5 2.8 0.8
Consumer Price Index 24 - 58 45 45 6.2 -8.3 2.4 0.9

Individual panel members’ forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from Federal Reserve Release (FRSR) H.15. LIBOR quotes avail-
able from The Wall Street Journal. Definitions reported here are same as those in FRSR H.15. Treasury yields are reported on a constant maturity basis. Historical data for the U.S.
Federal Reserve Board’s Major Currency Index is from FRSR H.10 and G.5. Historical data for Real GDP and GDP Chained Price Index are from the Bureau of Economic Analy-
sis (BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). ‘Interest rate duta for 2Q 2009 based on historical data
through the week ended June 26, "Data for 2Q) 2009 Major Currency Index is based on data through week ended June 19. Figures for 20 2009 Real GDP, GDP Chained Price
Index and Consumer Price Index are consensus _forecasts based on a special question asked of the panelists this month (see page 14)

US.TreasuryYieldC urve US.3-Mo. T-Bills & 10-Yr. T-Note Yield
Weeken ded Ju ne 28,2009 and YearAgovs.
3Q2009an d4Q 2010 Co nsen sus For eca sts 6.00 - (Quartarly Avermge) History Forecast 6.00

- 5.50

5.00 Veorhoe $ 5.00 5.50 - Consensu:
earAg - 10-Yr.T-Note Yield. nsensus
450 - @ We ek anded 8/26/09 4.50 5.00 - - 500
400 .~ =—@—Consensus4Q 2010 . 4.00 4.50 - \ . 450
- 400

/

~—j—Consensus 3Q 2009 .3.50 4.00 -

3.50 .
3.00 . 300 :'zg ph - 3.50
00 - 3.00
50 -250 .
E zoo 2.00 E 250 .2.50
. e 2.00 % »2.00
1.50 - 1.50 1.50 . 150
1.00 . 1.00 1.00 - ~— Consensus . 1.00
0.50 - 0.50 0.50 - - 3-Month T-BR Y leld 050
0.00 7 1 [} I ! - 0.00 000 FEULEUL U ERt N R RN Rt estrsnysy - 0.00
3mo 6mo 1yr ©o2yr 5yr 10yr 30yr 1Q 1Q 1Q 1Q 1Q 1Q 1Q 1a 1Q 1Q
Maturities 2001 2002 2003 2004 2005 2008 2007 2006 2008 2010
Cor por ate B ond Spr eads US.Treasury YieldC urve
As ofwe ek ended June 26, 2009 As ofwe ek ended June 26,2009
700 - 700 400 .- 400
650 -~ Baa Cor porat e Bond - 650 350 .-  10-YearT-Bond . 350
600 - Yield minus 10-Year »\‘\ - 600 00 - minus 3-Mo nth T-Bill
550 - T-Bond Yield VAR T 300-  (GonstantMa turlty Yields) k 4‘/‘ 300
500 - 500 = 250
o 2
- Aaa Corporate Bond Yie Id 200
= minus 10-Ye ar T-Bond Yie Id - - n
- 8 - 150
- =+ 100
--50
— -0
~--50
- -100
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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 390

From: P. DelVecchio
Requested of: Mr. Stacey Renner
Date of Request: 11/06/2009

390) Referring to the average 273 bps spread over treasury bonds you mention on pg. 7, line 12 and
pg. 9, line 11, and also provide data for in SAR-3, Sched. C of your direct testimony and again in
attachments A and B of your response to Staff IR DPS-233, you give a relatively clear
description of the “A-rated electric utility bond issuances from the first six months of 2009 (pg.7,
line 10)” criterion applied to your universe of observations; however, you did not provide a clear
description of the methodology you intend to use for modifying this data throughout the test year.

Please answer the following:

a)

b)

d)

The “Recent High Grade Utility Bond Issuance Activity,” list shown in SAR-3, Sched. C for the
Six Months Ending June 2009 did not include the debt issuance for “Portland General Electric
Co. (FMB)” on “4/13/2009" (for $300M priced 325 bps above treasury rates) that was included
in attachment B of your response to Staff IR DPS-233 (11" from the bottom of list) for Nine

Months Ending September 2009. What methodology was applied for the inclusion of this debt

issue? .

Was the same methodology used in the exclusion for one of the two “Electricite de France”
debt issuances, both originally shown in SAR-3, Sched. C (for $2,000 and $1,750 priced 400
bps and 388 bps above treasury rates, respectively; for the Six Months Ending June 2009) and
just one shown in attachment B of your response to Staff IR DPS-233 (for $2,000 priced 400
bps above treasury rates for the Nine Months Ending September 2009). If not, then how was
this methodology different from the methodology used to include the debt issuance for
“Portland General Electric Co. (FMB)" described in the previous question?

Please explain why the “Central Hudson Gas & Electric” debt issuance for $24 M on “9/25”
priced at 170 bps was left out of your 152 bps spread calculation in attachment B of your
response to Staff IR DPS-2337 It seems like an accurate representation of the cost rate that
“Central Hudson Gas & Electric” would receive on its debt if it were to issue. Why wasn’t this
used instead of a list of different companies from different states with different organization

and capital structures?

In SAR-3, Sched. C, you include 26 debt issuance observations, 19 of which were for the 1%
quarter of 2009. You also recognize this period as troubling for financial markets and
economic conditions. Are you concemned about your 273 bps estimate being much more
heavily weighted on observations that occurred during times of volatility as opposed to the
seven and five observations made in the 2™ & 3™ quarters of 2009, respectively (most with 10
yr terms vs. the 30 yr terms seen from the 1% quarter set)?

In attachment B of your response to Staff IR DPS-233, you perform calculations for the three
following periods: 1) Jan-Jun 09 for 273 bps (original calculation from your testimony), 2) Jan-
Sept 09 for 253 bps, and Jul 09-Sept 09 for 152 bps. What methodology did you use in
selecting these particular periods to perform your calculations and why did you not select the

following?
= Jan 09 — Mar 09 (18 observations; or 19 if both Electricite de France” Issuances
included)
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= April 09 - Jun 09 (6 observations; or 7 with the addition of “Portland General Electric

Co. (FMB)" Issue)
= April 09 — Sept 09 (12 observations)

For which-calendar-period will the “Recent High Grade Ultility Bond Issuance Activity,” list
shown in SAR-3, Sched. C be represented by at the times of our Brief on Exceptions? Will it
be the most recent 3, 6, 9 or 12 months, or not? Please explain why.

Response:
a) This was one of the split-rated debt offerings mentioned as fitting our criteria in my response to

b)

d)

e)

Staff IR DPS-56.. It was.inadvertently excluded from Exhibit . SAR-3 Schedule C. As shown in
Attachment 390, the inclusion of the $300 million Portland General Electric Co. debt issuance
results in an average pricing spread for January 2009 — June 2009 of 278 bps and January
2009 — September 2009 of 257 bps.

There was no intended change in methodology from Exhibit. SAR-3 Schedule C; the $1.750
billion Electricite de France S.A. issuance was inadvertently omitted in Attachment 233 B of
the response to Staff IR DPS-233. As shown in Aftachment 390, the inclusion of the $1.750
billion Electricite de France S.A. issuance results in an average pricing spread for January
2009 — June 2009 of 278 bps and January 2009 — September 2009 of 257 bps.

Exhibit_SAR-3 Schedule C was intended to estimate the premium that bondholders are
requiring for utility issuers with credit ratings similar to that of Central Hudson. As the data
shows, coupons and credit spreads vary from day to day with market conditions. To smooth
the volatility, we have used a range of issuances of comparable credit quality over a period of
several months. The purpose of the analysis in which the estimated credit spread was used is
to estimate the future costs of debt to Central Hudson by inferring market conditions from the
data available at the time testimony was prepared.

The additional data provided in response to Staff IR DPS-233 became available after | filed
testimony. We excluded Central Hudson from the calculation of the average, which is typically
done when comparing one data point to a data set.

The question contains the suggestion that a single historical data point is the best determinant
of the future cost of debt. The volatility in the data provided in the original exhibit and in the
update provided in Attachment 233B does not support that suggestion.

At the time our Exhibits were prepared, third quarter 2009 data were not available. We used
the year-to-date data available at the time, which reflected issuances priced from January 5,
2009 through July 7, 2009. For purposes of estimating a cost of debt used in setting rates, |
believe an average credit spread that includes a broad range of data points to smooth volatility
is warranted. | continue to believe that sufficient volatility and future uncertainties exist to
warrant continuation of deferral treatment for long-term debt expense.

In our response to Staff IR DPS-233, we merely expanded our original Exhibit___(SAR-3)
Schedule C to include the most up-to-date data available. The original Schedule covered a
six-month period; the update added three months. We showed the original period, the three
added months, and the cumulative 9 months.




Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
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f) The purpose of such an update would be to produce a decision that represents the future as
realistically as possible. Therefore, the selection of the appropriate time period is a function of
the conditions that exist at the time of the update and should not be mechanically specified in
isolation from the relevant financial market conditions.

Date of Response: 11/12/2009
Response by: S. Renner



PSC IR 390 - Attachment

Attachment 390 - 2009 USD INVESTMENT GRADE ISSUANCE ACTIVITY - DOMESTIC UTILITIES

Size Pricing
lssuer Sector Ratings Term {hIVE) Spread

9/25 Central Hudson Gas & Electric Co. Electric Utility A3/A 30 $24 170
9/3 Puget Sound Energy (FMB) Electric Utility Baatl/A- 30 $350 150
7 Interstate Power & Light Co. Electric Utility A3/BBB+ 30 $300 195
519 PPL Electric Utilities (FMB) Electric Utility A3IA- 30 $300 210
511 8an Dlego Gas & Electric Co. (FMB) Electric Utility A1/A+ 30 $300 185
3118 Duke Energy Indlana (FMB) Electric Utility A3IA 30 $450 270
nz Southern California Edison (FMB) Electric Utility A2IA 30 $500 235
311 Florida Power & Light Co. (FMB) Electric Utility Aa3/A 30 $500 220
3/10 South Carolina Elec. & Gas (FMB) Electric Utility A2/A- 30 $175 240
33 Pacific Gas & Electric Co. Electric Utility A3/BBB+ 30 $550 270
2/26 Alabama Power Co. Electric Utility A2IA 30 $500 235
2/4 Georgla Power Co. Electric Utility A2/A 30 $500 226
1721 Electricite de France S.A. (EDF) Electric Utility Aa3/A+ 30 $1,750 388
1/8 PacifiCorp (FMB) Electric Utility A3/A- 30 $650 310
8117 Duke Energy Kentucky Electric Utility Baat/A- 10 $100 1230
8/3 Niagara Mohawk Power Corp. Electric Utility AJ/A- 10 $750 125
. mm Wisconsin Power & Light Co. Electric Utility A2/A- 10 $250 160
6/24 Rochester Gas & Electric (FMB) Electric Utility Baat/A- 10 $150 225
6/23 Virginla Electric & Power Co. Electric Utility Baa1/A- 10 $350 138
5/28 Public Service Company of Colorado (FMB) Electric Utility A3/A 10 $400 180
5118 Central Maine Power Co. Electric Utility A3/A 10 $150 250
413 Portland General Electric Co. (FMB) Electric Utility BaalA- 10 $300 325
3/25 Idaho Power Co. (FMB) Electric Utility A3/A- 10 $100 340
3/23 Consolldated Edison Co. Etectric Utility Al/A- 10 $475 400
3/23 Northwestern Energy (FMB) Electric Utility Baa1/A- 10 $250 370
3/19 Kansas City Power & Light Co. Electric Utility A3/BBB+ 10 $400 460
3/18 Duke Energy Ohlo (FMB) Electric Utility A3/A 10 $450 250
33 Mississippl Power Co. Electric Utility A2iA 10 $125 275
2/9 Connecticut Light & Power (FMB) Electric Utility A3/BBB+ 10 $250 250
1/21 Electricite de France S.A. (EDF) Electric Utility Aa3/A+ 10 $2,000 400
1/8 Progress Energy Carolinas Electric Utility A2/A- 10 $600 285
18 PacifiCorp (FMB) Electric Utility AJ/A- 10 $350 310

Average Pricing Spreads’:

Jan 09 - Jun 09 278
Jan 09 - Sept 09 257
Jul 09 - Sept 09 152
Notes:

1) Central Hudson's latest issuance on 9/25/2009 not included in average pricing spreads
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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 391

From: P. DelVecchio
Requested of: Mr. Stacey Renner
Date of Request: 11/06/2009

391) Referring to the average 158 bps A (1-Notch) rating spread from the “Mergent Bond
Record, April 2009,” you mention on pg. 9, line 4, and provide a graph for in SAR-3, Schedule
B of your direct testimony, you do not incorporate this spread in any of the calculations shown
in your testimony, does your Cost Rate of Debt methodology incorporate Mergent's A (1Notch)
rating spread or will this not be used again throughout the remainder of the rate case
proceeding?

Response:

The 158 bps spread between A-rated utility bonds and Baa-rated utility bonds mentioned on
pg. 9, line 4 and displayed in SAR-3, Schedule B of my direct testimony was intended to show
that, when debt markets are in turmoil, a company rated at the middle (A) of the investment
grade rating scale can access debt at a significantly lower cost when compared to companies
rated at the lower end (Baa) of the investment grade rating scale. This spread was cited to
quantify this point in the discussion, based on information available at the time; the spread was
not used in the development of the Company’s cost of debt as presented in the Exhibits.

Date of Response: 11/12/2009
Response by: S. Renner
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Central Hudson Gas & Electric Corporation
Case Nos. 09-E-0588 & 09-G-0589
Response to Staff Information Request No. 392

From: P. DelVecchio
Requested of: Mr. Stacey Renner
Date of Request: 11/06/2009

392) As per Exhibit_ SAR-4, Schedule B-1, you indicated that the Company planned a debt
issuance of $39.6 million for October 2009. However, the Company subsequently issued $24
million. Does the Company plan to issue the balance of that planned issuance during the rate
year?

Response:

The variation reflects current working capital requirements, which vary over time with electric
and natural gas prices and volumes. We do not currently plan to issue the balance unless
required to meet increases in working capital requirements. In any case, Central Hudson plans
to maintain a 48% equity ratio and manage debt and equity levels accordingly.

Date of Response: 11/12/2009
Response by: S. Renner



