STATE OF NORTH CAROLINA
UTILITIES COMMISSION
RALEIGH

DOCKET NO. W-354, SUB 344
BEFORE THE NORTH CAROLINA UTILITIES COMMISSION
In the Matter of
Carolina Water Service, Inc. of

North Carolina, 2335 Sanders
Road, Northbrook, lllinois 60062,

STIPULATION BETWEEN
CAROLINA WATER SERVICE,
INC. OF NORTH CARQLINA

for Authority to Adjust and AND THE PUBLIC STAFF -

Increase its Rates for Water and NORTH CARCLINA UTILITIES

Sewer Utility Service in All of Its COMMISSION REGARDING
COST OF CAPITAL AND

Service Areas in North Caroiina
C CAPITAL STRUCTURE ISSUES

This Stipulation is made and entered into this e day of September,
2015, by and between Carolina Water Service, Inc. of North Carclina (CWSNC or
Company), and the Public Staff - North Carolina Utilities Commission (Public Staff).
CWSNC and the Public Staff are collectively referred to herein as the Parties.

WHEREAS, on March 31, 2015, CWSNC filed an application to adjust and
increase its rates and charges for water and sewer utility service in all of the
Company's service areas in North Carolina; and

WHEREAS, issues that have or will arise between the Parties concern the

appropriate capital structure and cost rates on the components of the capital

structure; and

WHEREAS, the Parties have determined that it is in their best interests to
compromise their differences with respect to these issues and have determined
that they should enter into a Stipulation to present to the Commission for its
consideration;

NOW THEREFORE, based on the mutual promises contained herein, and
other good and valuable consideration, the Parties agree as follows:

1. Provided that the level of service being provided by CWSNC in all of
its respective service areas is found to be adequate, the Public Staff and the
Company agree that CWSNC's updated actual common equity ratio is 51.39%;
however, for purposes of this case, the Parties agree that the components of rate
of return should be established as set forth below. The capitalization ratios reflect
a hypothetical capital structure for Utilities, Inc., which is the parent company of
Carolina Water Service, Inc, of North Carolina. The embedded cost of debt is
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Utilities, Inc.’s actual cost rate. The return on common equity is based on an
estimate. | :

a. Long-Term Debt Ratio: 49.00%
b. Common Equity Ratio: 51.00%
c. Embedded Cost of Debt: 6.60%
d. Return on Common Equity: 9.75%
e. Overall Weighted Rate of Return: 8.20%

2. CWSNC will file the direct testimony of Pauline M. Ahern, its cost of
capital and capital structure expert witness, in support of the Company's
application. The Public Staff will file direct testimony in support of this Stipulation.
Otherwise, the Parties agree to waive the filing of any additional direct,
supplemental, and rebuttal rate of return testimonies by the Public Staff and
CWSNC. The Parties also waive their respective rights of cross-examination
regarding rate of return and capital structure issues.

3. CWSNC and the Public Staff agree to include rate case cosis
incurred to date associated with the Company’s cost of capital witness in the total
amount of $14,166 and agree to exclude from this docket any additional rate case
costs for a cost of capital consultant and/or witness; provided, however, that if the
Commission or an Intervenor requests an opportunity to cross-examine CWSNC
witness Ahern at the evidentiary hearing, the reasonable costs incurred by the
Company in conjunction with that appearance shall be recoverable as additional
rate case costs in this proceeding. o

4, CWSNC and the Public Staff recognize and agree that this
Stipulation resulted from negotiations and compromise. Thus, the agreements
reached do not necessarily reflect the respective Party's belief as to the proper
treatment or level of the matters cited. Except as needed to carry out the terms of
the Commission’s Order, a part of which will, by necessity, be based on this
Stipulation, the Parties have agreed that none of the positions, treatments, figures
or other matters reflected herein shall have any precedential value, nor shall they
otherwise be used in any subsequent proceedings, other than those referenced in
this Stipulation, before this Commission or any other regulatory body as proof of
the matter in issue. :
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IN WITNESS WHEREOF, the Parties mutually agree to enter into this
Stipulation on the day and year first above written as evidenced by the signatures
below.

CONSENTED TO:
Public Staff - North Carolina Utilities Commission

. BYzfaﬁw

CONSENTED TO:
Carolina Water Service, inc. of North Carolina

BY: ‘\.Q\
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