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“Why do some transcos double leverage?”                      

 One (causal) reason: ITC 

subsidiaries in MISO receive ROEs 

of up to 13.88%, motivating equity-

heavy subsidiary capital structures 

 

 MISO’s high ROE and high cap on 

incentives exploits a flaw in FERC’s 

method for setting region-wide ROEs 



ere Yahoo’s “5 Year” earnings-per-share growth 

rates are imputed (with errors) from Year 3 

estimates. 

Thomson Reuters’ Bangalore office 



 

Proxy’s Cost of Equity = 

(Dividend/Price) + 

Earnings Growth Rate 

DCF Proxy Result (Simplified): 



alyst estimated growth rate of 10.96% 

E.g.: Yahoo Earnings/Share 
Forecast for Portland Gen’l (POR) 

http://finance.yahoo.com/q/ae?s=POR+Analyst+Estimate, 9/22/2014 

10.96% 



 Reuters reported the same mean growth rate 

of 10.96%, and provided further details for how 

that number was calculated. 

 Reuters believed that one analyst had a 

whopping 20.43% growth rate, which drove the 

mean value.ft one analyst had a whopping 

20.43% growth rate, which drove the mean 

value. 

 

Reuters Growth Estimate for POR 

http://www.reuters.com/finance/stocks/analyst?symbol=POR, 9/22/2014 



• The 20.43% estimate was not based on an 

analyst estimate, but a calculation based on a 

misunderstanding of a data file provided by 

Deutsche Bank. 

• Reuters incorrectly used an unadjusted 2013 

EPS values as base to calculate a three-year 

(rather than five-year) EPS growth rate. 

• Reuters stated its IBES database “should have 

excluded [the 20.43%] but it was missed to 

exclude.”The 20.43% estimate was not based 

on an 

But Reuters was wrong! 



    

• Yahoo’s growth rate 

drove POR’s implied cost 

of equity way up, so it set 

the top of the range.he 

top of the range of 

reasonableness. 

POR Drove DCF Results 

12.58% 
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Red Bar – POR using incorrect growth rate 
Blue Bar – POR using correct growth rate 

Histogram of DCF Results 

POR was a clear outlier  



Errors in Reuters Data Abound 

Reuters Report for Southern Company, 1/31/2014 

45% 

!?!? 



What should drive ROE: Equity’s 
cost given glutted capital supply  
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Parent Control Over Sub’s Debt Issuance 

 “[I]ssue of paramount importance”: 

Whether “PEC [parent] has controlled 

or still controls the issuance of debt 

by Panhandle.” 
 

Panhandle Initial Decision, 68 FERC 

¶ 63,008 (1994).  
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FERC’s Theory: Regulated Single Leveraging 

 “While the Commission prefers to use the 
actual capital structure of the entity that does 
the financing to raise funds for the pipeline, it 
may use a different capital structure where the 
actual capital structure is not representative of 
the pipeline’s risk profile.” 
 
Panhandle E. Pipe Line Co., Opinion No. 395, 
71 FERC ¶ 61,228 (1995) (“Panhandle”). 
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Capital Structure Representative of Risk Profile 
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Capital Structure Representative of Risk Profile 
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“Most Leveraged Proxy” Standard 

 “The publicly traded proxy companies are 
chosen because they are comparable to the 
applicant pipeline. … [B]ecause their capital 
structures are market driven, they are 
presumed to be reasonable.” 
 
Transcontinental Gas Pipe Line Corp., 80 
FERC ¶61,157 (1995). 
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Proxy Ratios Range Widely 
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If the subsidiary has far more equity 

than rating agencies find adequate 

for its bond rating and business risk, 

and debt costs < cost of equity, isn’t 

it obvious that the parent is limiting 

subsidiary debt issuance? 



David E. Pomper 

Partner   

202.879.4000 

david.pomper@spiegelmcd.com 

 

SPIEGEL & MCDIARMID LLP 

1875 Eye Street, NW 

Washington, DC  20006 

 
www.spiegelmcd.com  


