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Q. PLEASE STATE YOUR NAME, POSITION, AND BUSINESS 1 

ADDRESS FOR THE RECORD. 2 

A. My name is John R. Hinton and my business address is 430 North 3 

Salisbury Street, Raleigh, North Carolina. I am the Director of the 4 

Economic Research Division of the Public Staff. My qualifications 5 

and experience are provided in Appendix A. 6 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 7 

PROCEEDING? 8 

A. The purpose of my testimony is to present the results of my analysis 9 

and recommendations to the North Carolina Utilities Commission 10 

(Commission) regarding the fair rate of return to be used in 11 

establishing rates for water utility service provided by Old North State 12 

Water Company, LLC (ONSWC or Company). 13 

14 
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Q. WHAT IS THE COST OF CAPITAL REQUESTED BY ONSWC IN 1 

THIS PROCEEDING? 2 

A. Company witness John McDonald’s testimony filed on June 29, 2021 3 

proposes an overall weighted cost of capital of 7.75%. This 4 

requested rate of return is based on the Company’s capital structure 5 

as of December 31, 2020, which is comprised of 83.00% long-term 6 

debt and 17.00% common equity. The Company has requested a 7 

cost rate of long-term debt of 7.34% and a cost rate for common 8 

equity of 9.75%, as shown in Hinton Exhibit I. Through Data Request, 9 

the Company’s updated balances of long-term debt and common 10 

equity indicate that as of August 31, 2021, the degree of its debt 11 

leverage has increased to 89.63%. 12 

Q. HOW DOES COMPANY WITNESS McDONALD DEVELOP HIS 13 

COST OF DEBT? 14 

A. The Company developed its hypothetical cost rate for debt using a 15 

methodology derived from a September 10, 2002, Public Staff 16 

presentation on utility rate increase applications that included a 17 

document entitled “Rate Case Handbook for Small Water and Sewer 18 

Utilities.” However, the Company’s actual debt is associated with two 19 

notes payable with Integra Water, LLC, (Integra) and lines of credit 20 

with Integra and three of its affiliates, Integra Water Madison County, 21 

Integra Water Creola, and Integra Water Vinemont. 22 
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Q. HOW DOES COMPANY WITNESS McDONALD DEVELOP HIS 1 

COST OF COMMON EQUITY? 2 

A. Witness McDonald testified that the 9.75% rate of return on common 3 

equity (ROE) is based upon his calculation of the average 4 

Commission-approved ROE for two other water utilities: Carolina 5 

Water Service, Inc. of North Carolina (CWSNC) in Docket No. W-6 

354, Sub 360, and Aqua North Carolina, Inc. (Aqua NC) in Docket 7 

No. W-218, Sub 497. 8 

Q: WHERE DOES ONSWC RECEIVE ITS EQUITY? 9 

A: ONSWC receives all of its equity capital from Integra, which is the 10 

ultimate parent company of ONSWC. ONSWC does not have 11 

publicly traded stock or additional shareholders. 12 

Q. DO YOU HAVE CONCERNS WITH THE COMPANY’S PROPOSED 13 

CAPITAL STRUCTURE AND COST RATE OF DEBT AND COST 14 

RATE FOR COMMON EQUITY? 15 

A. A general concern with small water and sewer companies having 16 

extreme capitalization ratios is that there is no public trading of their 17 

securities, and, therefore, no market evaluation of their riskiness and 18 

expected returns. Given this lack of market data, the determination 19 

of a reasonable cost rate of debt capital and equity capital that 20 
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adheres to the Bluefield1 and Hope decisions2 is a difficult and highly 1 

subjective process. 2 

In this case, ONSWC’s books present a highly leveraged capital 3 

structure that is vastly different from the capital structures of market-4 

traded water utility companies and Commission-approved capital 5 

structures. As noted above, ONSWC obtains 100% of its debt capital 6 

from Integra, meaning the  debt is affiliate-related and presumably 7 

not the result of an arm’s length transaction. Accordingly, I have 8 

concerns surrounding its cost rate and characterization. Specifically, 9 

I am concerned about whether this debt capital should be considered 10 

common equity for ratemaking purposes. The Company’s responses 11 

to the Public Staff’s data requests about the cost rate intensify these 12 

concerns because the proposed debt cost rate of 7.34% exceeds the 13 

6.00% debt cost rate that Integra reported. For regulatory purposes, 14 

this kind of debt is generally viewed as equity capital, which suggests 15 

that the Company’s assets are financed with 100% common equity.  16 

                                            
1  Bluefield WaterWorks & Improvement Co. v. Public Service Comm’n, 262 U.S. 

679, 692-93 (1923). 
2  Federal Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591, 603 (1944). 
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Q: DO YOU BELIEVE ONSWC IS APPROPRIATELY CAPITALIZED? 1 

A: No, I do not believe the Company is appropriately capitalized. In my 2 

opinion, a capital structure of 83.00% long-term debt and 17.00% 3 

common equity is extreme in the sense that it is highly leveraged and 4 

portends a pre-tax interest coverage ratio of only 1.4 times as shown 5 

in Hinton Exhibit 1. In the event ONSWC needs external debt capital, 6 

it is highly likely ONSWC will be viewed by banks and lending 7 

institutions to have a relatively high risk of default, which in turn will 8 

likely result in a relatively high cost rate for long-term debt. Likewise, 9 

if the debt capital from Integra is considered common equity, then 10 

the use of a contemporary ROE would result in a higher overall cost 11 

of capital than necessary or appropriate for ratemaking. Both of these 12 

extreme capitalization ratios pose an unreasonable risk to 13 

ratepayers. These concerns are addressed in a regulatory paper 14 

entitled, “Optimal Capital Structures – An Approach,” which I found 15 

instructive in reaching my conclusions.3 Even though the paper is 16 

dated, the market principles discussed therein remain sound and 17 

applicable to this proceeding. The regulatory paper is attached as 18 

Hinton Exhibit 2 and the pretax interest coverage ratio benchmarks 19 

for gas utilities shown on page 10 of the Exhibit are applicable and 20 

                                            
3   Samuel L. Kemp and Ronald L. Shackelford. “Optimal Capital Structures – An  

Approach.” Proceedings of the Fifth NAURAC Biennial Regulator Information 
Conference, September 3-5, 1986, Volume 3, pp. 2293-2308.  
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supportive of my concerns with the Company’s proposed capital 1 

structure and the resulting 1.4 pre-tax interest coverage ratio. 2 

Q. WHAT IS YOUR RECOMMENDED CAPITAL STRUCUTRE FOR 3 

USE IN THIS CASE? 4 

A. As with my prior testimony for small water and sewer companies, I 5 

recommend the use of a hypothetical capital structure comprised of 6 

50.00% common equity and 50.00% long-term debt as reasonable 7 

for ratemaking. This capital structure is reflective of capital structures 8 

available to investors who seek the business and financial risk 9 

profiles associated with water and sewer utilities. It also is the same 10 

capital structure approved in several water and wastewater general 11 

rate cases, including the recent Aqua NC Order in Docket No. W-12 

218, Sub 526. 13 

Given that ONSWC’s proposed capital structure contains 83% long-14 

term debt, I recommend that Integra infuse the additional equity 15 

capital required to establish a capitalization ratio of 50.00% common 16 

equity and 50.00% long-term debt. This capitalization is reasonable 17 

and will provide adequate assurance that the utility is appropriately 18 

capitalized.  19 
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Q: WHAT TIMELINE DO YOU RECOMMEND FOR BRINGING 1 

ONSWC’S CAPITAL RATIO TO A REASONABLE LEVEL? 2 

A: ONSWC should bring its capital ratio up to approximately 50.00% 3 

equity and 50.00% long-term debt by the evidentiary hearing 4 

scheduled in this proceeding. 5 

Q: HOW LONG SHOULD ONSWC MAINTAIN THIS CAPITAL RATIO 6 

AND SHOULD THE COMMISSION REQUIRE ONSWC TO FILE 7 

PERIODIC REPORTS WITH THE COMMISSION WITH RESPECT 8 

TO ITS CAPITAL RATIO? 9 

A: ONSWC should continuously maintain a reasonable level of 10 

common equity to ensure access to capital at reasonable terms 11 

going forward. While I recommend the capital ratio be brought up to 12 

approximately 50.00% equity and 50.00% long-term debt, I believe 13 

that a capital structure with a minimum of 45.00% common equity 14 

would allow the Company to obtain any additional capital at 15 

reasonable terms. ONSWC should also be required to file audited 16 

financial statements with its Annual Report for the next three years 17 

as a means of showing its compliance with the recommended capital 18 

ratios.  19 
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Q. IS YOUR RECOMMENDATION CONSISTENT WITH THE PUBLIC 1 

STAFF’S HISTORICAL PRACTICE FOR ADDRESSING 2 

EXTREME CAPITALIZATION RATIOS AND COST OF CAPITAL 3 

FOR SMALL WATER AND SEWER COMPANIES? 4 

A. The Public Staff’s Economic Research Division has a long history of 5 

recommending hypothetical capital structures in cases where the 6 

actual utility capital structure is (1) comprised of an unreasonable 7 

level of common equity and long-term debt, and (2) not reflective of 8 

other comparable water utilities available to investors in the 9 

marketplace. For over 40 years, the Public Staff has applied various 10 

versions of the “Montclair Method” that have always included the use 11 

of a hypothetical capital structure comprised of 50.00% common 12 

equity and 50.00% long-term debt. This approach was derived from 13 

the testimony of Public Staff witness Dr. Dick Stevie filed in Docket 14 

No. W-173, Sub 14 in 1981, which offers two methods to determine 15 

the overall cost of capital for small water and sewer utilities. The 16 

Commission approved these methods, which (1) allow small water 17 

and sewer utilities with relatively little rate base to recover their net 18 

operating income with the use of a margin on their operating 19 

expenses, or (2) allow small utilities with a relatively greater level of 20 

rate base to recover their net operating income through a rate of 21 

return. The determination of the margin on operating expense or the 22 
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rate of return on rate base involved the use of a risk-free rate that 1 

added a 3.00% point risk factor, where the risk-free rate of return was 2 

based on the yields of five-year Treasury Securities. 3 

 While most rate cases have employed a margin applied to the utility’s 4 

operating expense as seen in recently filed Public Staff affidavits,4 5 

this method has also been approved by the Commission to 6 

determine the overall rate of return on the utility’s rate base as is 7 

done in this case.5 8 

Q. WHAT BENEFITS JUSTIFY THE USE OF THE MONTCLAIR 9 

METHOD? 10 

A. An advantage of this approach is that it tends to eliminate the need 11 

for small water and sewer utilities to hire outside cost of capital 12 

witnesses. Hiring these witnesses is not in the best interest of small 13 

water and sewer utility owners or customers as it is cost-prohibitive 14 

and can lead to significant increases in rate case expense and, in 15 

turn, significantly higher utility rates. Another benefit of this method 16 

is its transparency and administrative efficiency as compared to 17 

methodologies that require proxy groups and various analyses. 18 

                                            
4 C&P Enterprises, Inc., Docket No. W-1063, Sub 5, January 19, 2022. 
5 GGCC Utility, Inc., Docket No. W-755, Sub 10, January 4, 2019; Dutchman 

Creek, Inc., Docket No. W-1082, Sub 3, February 23, 2010; GGCC Utility, Inc., Docket 
No. W-755, Sub 5, June 28, 2007. 
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Q. DOES THE PUBLIC STAFF STILL UTILIZE THE MONTCLAIR 1 

METHOD?6 2 

A. The Public Staff employs some elements of the Montclair Method, 3 

such as the 50/50 hypothetical capital structure recommended in this 4 

case. However, the Public Staff no longer applies a risk-free rate plus 5 

a risk factor to determine the overall margin on operating expense or 6 

overall return on rate base when using the Montclair Method. Federal 7 

Reserve policies have led to sustained decreases in the yields of 8 

five-year U.S. Treasury bonds. These decreasing yields diminished 9 

the Montclair Method’s ability to produce reasonable rates of return 10 

on capital or a reasonable margin on expense. The graph below 11 

illustrates the historical decrease in five-year U.S. Treasury bonds 12 

yields that made continued use of a risk-free rate plus a risk factor to 13 

determine the overall margin on operating expense or overall return 14 

on rate base unreasonable for ratemaking purposes. 15 

                                            
6  Docket No. W-173, Sub 14, Montclair Water Company, May 29, 1981. 
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  1 

Source: 5-Year Treasury Constant Maturity Rate, St. Louis Federal Reserve Bank 2 

Q. WITH SUCH LOW TREASURY YIELDS, HOW DID THE PUBLIC 3 

STAFF ADAPT THE MONTCLAIR METHOD TO DERIVE ITS 4 

RECOMMENDED OVERALL RATE OF RETURN OR MARGIN ON 5 

EXPENSE? 6 

A. The Public Staff adapted a revised method by basing its 7 

recommendations on the average approved overall return for water 8 

and sewer utilities. The Public Staff began by tracking the average 9 

overall rates of return for water and sewer utilities approved by this 10 

Commission and other regulatory commissions. An 8.50% 11 

recommended rate of return and margin on expense was the initial 12 

rate using the new method. Then, the Public Staff began to adjust its 13 
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recommendations to reflect the continuous decline in the average 1 

return for water and sewer utilities such that, during 2009 and 2010, 2 

the Public Staff lowered its recommended overall rate of return and 3 

margin on operating expense for small water and sewer companies 4 

to 8.25%. The 8.25% overall rate of return or margin on operating 5 

expense was recommended and approved in Docket No. W-1049, 6 

Subs 12 and 13; Docket No. W-1082, Sub 3; and several other rate 7 

case proceedings. 8 

The decline in interest rates and approved overall rates of return 9 

continued through 2011, which prompted the Public Staff to rely 10 

exclusively on the average approved overall cost of capital for 11 

CWSNC and Aqua NC as the basis for its recommended overall 12 

return on rate base and margin on operating expense. This resulted 13 

in lowering the overall rate of return and margin on operating 14 

expense for small water and sewer companies to 8.00%. An 8.00% 15 

overall rate of return or margin on operating expense was awarded 16 

in the following rate case proceedings: Docket No. W-1250, Sub 3; 17 

Docket No. W-1079, Sub 11, and several other rate case 18 

proceedings.  19 

From 2013 through 2019, the Public Staff recommended a 7.50% 20 

overall rate of return or margin on operating expense for small water 21 
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and sewer companies in rate case proceedings. The table below 1 

provides Aqua NC’s and CWSNC’s overall rates of return allowed by 2 

the Commission between 2014 and 2019. The Commission 3 

approved the use of a 7.50% overall rate of return on its rate base 4 

for GGCC Utility, Inc. on January 4, 2019 in Docket No. W-755, Sub 5 

10 and a 7.50% margin on operating expense for Springdale Water 6 

and Sewer, LLC. on October 14, 2020 in Docket No. W-406, Sub 6. 7 

     Table I: Approved Overall Rates of Return in NC (2014-2019) 8 

Company 

 
Order 
Date 

Approved 
Overall 
Return %Equity ROE% 

Cost 
Rate 
of 
Debt  

Aqua NC 5-2-14 7.52% 50.00% 9.75% 5.29% 

Aqua NC 12-18-18 7.17% 50.00% 9.70% 4.63% 

CWSNC 12-7-15 8.20% 51.00% 9.75% 6.60% 

CWSNC 8-11-17 7.84% 52.00% 9.60% 5.93% 

CWSNC 2-21-19 7.75% 50.91% 9.75% 5.68% 

    Average                        7.70%  

               Source: Docket No. W-218, Subs 363 & 497,Docket No. W-354, Subs 344, 356, & 360. 9 

Q. WHAT OVERALL RATE OF RETURN AND MARGIN ON 10 

OPERATING EXPENSE DOES THE PUBLIC STAFF CURRENTLY 11 

RECOMMEND FOR SMALL WATER AND SEWER COMPANIES? 12 

A. Since 2021, the Public Staff has recommended a 7.00% overall rate 13 

of return on rate base or margin on operating expense for small water 14 

and sewer utilities. These recommendations are based on the 15 
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allowed overall rates of return approved by the Commission in the 1 

two most recent rate cases involving CWSNC and Aqua NC. Table 2 

2 below lists the two most recently allowed overall rates of return. 3 

 Table 2: Approved Overall Rates of Return in NC (2020-2021) 4 

Company 
 

Order Date 

Allowed 
Overall 
Rate of 
Return 

% 
Equity ROE% 

Cost 
Rate of 

Debt  
  CWSNC. 3-31-20 7.39% 49.10% 9.50% 5.36% 

  Aqua NC 10-26-20 6.81% 50.00% 9.40% 4.21% 

   Average                                7.10%  

                   Source:  Docket No. W-354, Sub 364 and Docket No. W-218, Sub 526 5 

Q. FOR THIS PROCEEDING, WHAT IS YOUR RECOMMENDED ROE 6 

AND YOUR RECOMMEDED COST RATE FOR LONG-TERM 7 

DEBT? 8 

A. I recommend a 7.00% overall return on rate base that contains a 9 

9.40% ROE and a 4.60% cost rate for debt for ONSWC. The 9.40% 10 

ROE is identical to the Commission-approved ROE in the Aqua NC 11 

rate case Docket No. W-218, Sub 526 Order dated October 26, 2020. 12 

In addition, its reasonableness is supported by the joint stipulation 13 

the Public Staff and CWSNC filed in Docket No. W-354, Sub 384 on 14 

November 30, 2021, containing a 9.40% ROE. The 4.60% cost of 15 

debt is an approximation for the approved cost of debt in the above 16 

two rate cases, which reasonably reflects current market based long-17 

term debt costs for water and wastewater utilities. 18 
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Q. WHAT OTHER EVIDENCE DID YOU CONSIDER IN YOUR 1 

ASSESSMENT OF THE REASONABLENESS OF YOUR 2 

RECOMMENDED RETURN? 3 

A. In regards to the reasonableness assessment of financial risk, I 4 

considered the pre-tax interest coverage ratio produced by my cost 5 

of capital recommendation. Based on the recommended capital 6 

structure, the recommended cost of debt, and the ROE of 9.4%, the 7 

pre-tax interest coverage ratio is approximately 3.7 times. This level 8 

of pre-tax interest coverage is reasonable and could allow ONSWC 9 

to qualify for a single “A” bond rating. 10 

Q. WOULD YOU PLEASE SUMMARIZE YOUR 11 

RECOMMENDATIONS CONCERNING THE COST OF CAPITAL? 12 

A. I recommend a capital structure for ratemaking purposes in this 13 

proceeding of 50.00% long-term debt and 50.00% common equity, 14 

with an overall weighted cost of capital of 7.00%. My 15 

recommendation assumes an embedded cost of long-term debt 16 

associated with this capital structure of 4.60% and a recommended 17 

cost of common equity of 9.40% as shown in Hinton Exhibit 3. 18 

Additionally, I believe that this overall rate of return is based on 19 

current competitive overall rates of return within the capital markets 20 

and is applicable to both large and small water and sewer utilities. 21 

As such, I maintain that the recommended overall rate of return is 22 
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fair to ONSWC’s investors and its ratepayers. 1 

Q. WHY DO YOU NOT RECOMMEND USING THE OPERATING 2 

RATIO METHOD IN THIS CASE? 3 

A. After investigation, I determined ONSWC’s  rate base is greater than 4 

the reasonable level of operating expenses for water service; as 5 

such, utilizing the operating ratio method would cause the return to 6 

be less than the cost of capital, which is not appropriate. 7 

Q: IF ONSWC DOES NOT BRING ITS CAPITAL RATIO TO YOUR 8 

RECOMMENDED LEVEL BY THE EVIDENTIARY HEARING 9 

DATE, WHAT IS YOUR RECOMMENDATION WITH RESPECT TO 10 

THE COST OF CAPITAL IN THIS DOCKET? 11 

A: If ONSWC does not bring its capital ratio to the recommended level 12 

by the evidentiary hearing, I recommend that the Company’s capital 13 

structure be comprised of 89.63% long-term debt and 10.37% 14 

common equity. I further recommend the use of a 6.00% cost rate 15 

for debt and a 9.40% cost rate for common equity. Hinton Exhibit 4 16 

shows the alternative recommendation with a weighted overall cost 17 

of capital of 6.35% which is less than my preferred overall cost of 18 

capital of 7.00% shown in Hinton Exhibit 3. Lastly, I recommend that 19 

the Commission issue an order requiring ONSWC to bring its capital 20 

structure to a minimum level of 50.00% common equity. 21 
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Q. DOES THIS CONCLUDE YOUR TESTIMONY? 1 

A. Yes.2 
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QUALIFICATIONS AND EXPERIENCE 

JOHN ROBERT HINTON 

 I received a Bachelor of Science degree in Economics from the University 

of North Carolina at Wilmington in 1980 and a Master of Economics degree from 

North Carolina State University in 1983. 

 I joined the Public Staff in May 1985 and have been involved in a variety of 

projects and testified in numerous dockets. Those projects include (1) developing 

the long-range forecasts of peak demand and energy sales for electricity in North 

Carolina in 1986, 1989, and 1992; (2) reviewing numerous peak demand and energy 

sales forecasts and the resource expansion plans filed in electric utilities’ annual 

IRPs; (3) serving as the lead analyst for the Public Staff in numerous avoided cost 

proceedings and arbitration proceedings; (4) recommending the appropriate rate of 

return on equity and debt capital for water, local natural gas distribution and pipeline 

companies, and electric utilities; (5) performing a financial analysis of two audit 

reports on Mid-South Water Systems, Inc., filed in Docket No. W-100, Sub 21; (6) 

serving as a member of the Small Systems Working Group that reported to the 

National Drinking Water Advisory Council of the U.S. Environmental Protection 

Agency regarding the 1996 Safe Drinking Water Act; and (7) publishing an article in 

the National Regulatory Research Institute’s Quarterly Bulletin entitled “Evaluating 

Water Utility Financial Capacity”.  
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 I have testified or filed affidavits in the dockets listed below. 

ISSUE DOCKETS  
Long-range electric peak demand 
and energy forecast 

E-100, Sub 50  

Weather normalization of electricity 
sales 

E-7, Subs 620 and 989 

E-2, Sub 833 

Customer growth adjustments E-2, Sub 1023 

Level of funding for nuclear 
decommissioning costs 

E-2, Subs 1023 and 1219 

E-7, Subs 1026 and 1146 

Integrated Resource Plans E-100, Subs 114 and 125 

Avoided Costs for Biennial 
Proceeding 

E-100, Subs 106, 136, 140, 148, and 

158 

Avoided Costs for energy efficiency 
and demand side management 
programs 

E-7, Subs 1032 and 1130 

E-2, Subs 1145 and 1174 

Issuance of Certificates of Public 
Convenience and Necessity (CPCN) 
for electric generation 

E-2, Sub 669 

E-7, Subs 790, 791, and 1134 

SP-132, Sub 0 

Merger of Dominion Energy, Inc., 
and SCANA Corp. 

E-22, Sub 551 

G-5, Sub 585 
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Fair rate of return E-22, Subs 333, 412, and 532 

G-5, Subs 327, 386, and 632 

G-9, Subs 351, 382, and 722  

G-21, Subs 293 and 442  

P-12, Sub 89 

P-26, Sub 93 

P-31, Sub 125 

P-100, Sub 133b 

P-100, Sub 133d (1997 and 2002) 

W-218, Subs 319, 497, and 526 

W-354, Subs 360, 364, and 384 

W-778, Sub 31 

Credit metrics and the risk of a 
downgrade 

E-7, Sub 1146 

Hedging of natural gas prices E-2, Subs 1001, 1018, and 1031 

Expansion of natural gas G-5, Subs 337 and 372 

Water utility CPCN transfer 
application 

W-1000, Sub 5 

Rainfall normalization with respect 
to water sales 

W-274, Sub 160 

 



 



Public Staff  
Hinton Exhibit I  

Company Proposed Cost of Capital
Old North State Water Company

as of December 30, 2020
Pre-Tax

Weighted Cost of

  Item Ratios    Cost Rate   Cost Rate Capital1

Long-Term Debt 83.00% 7.34% 6.09% 6.10%

Common Equity 17.00% 9.75% 1.66% 2.16%

Total 100.00% 7.75% 8.26%

Pre-Tax Interest Coverage2 1.4

Notes:
1. The pre-tax cost of debt and equity is grossed up by tax retention factors.
2. Pre-Tax Interest Coverage: 1.4 = 8.26 / 6.10.
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Public Staff  
Hinton Exhibit 3  

Public Staff Recommended Cost of Capital
Old North State Water Company

as of August 31, 2021
Pre-Tax

Weighted Cost of

  Item Ratios    Cost Rate   Cost Rate Capital1

Long-Term Debt 50.00% 4.60% 2.30% 2.30%

Common Equity 50.00% 9.40% 4.70% 6.11%

Total 100.00% 7.00% 8.41%

Pre-Tax Interest Coverage2 3.7

Notes:
1. The pre-tax cost of debt and equity is grossed up by tax retention factors.
2. Pre-Tax Interest Coverage: 3.7 = 8.41 / 2.30.
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Alternative Old North State Water Company
Cost of Capital as of August 31, 2021

Pre-Tax
Weighted Cost of

  Item Ratios    Cost Rate   Cost Rate Capital1

Long-Term Debt 89.63% 6.00% 5.38% 5.39%

Common Equity 10.37% 9.40% 0.97% 1.26%

Total 100.00% 6.35% 6.65%

Pre-Tax Interest Coverage2 1.2
Notes:
1. The pre-tax cost of debt and equity is grossed up by tax retention factors.
2. Pre-Tax Interest Coverage: 1.2 = 6.65 / 5.39.
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