Norta CAROLINA
PUBLIC STAFF
Urrrries COMMISSION F‘ , L

June 22,2016 N2 5 gp4e

Mr. Bruce Sampsell OMMisstoy
108 Sierra Drive
Chapel Hill, North Carolina 27514-1455

Re: HNCUC Docket No, G-5, Sub 585 — Appiication of Public Service of North
Carolina, Ine., d/bfa PSNC Energy, for a General Increase in Its Rates and
Charges

Dear Mr. Sampsell:

Thank you for your letter regarding the application of PSNC for authority to increase
its rates and charges for natural gas service in North Carolina. A copy of your letter and
economic anatysis and supporting documents will be given to the Chief Clerk of the Utilities
- Commission for inclusion in the Commission’s files and will be reviewed by the Public Staff.

The Public Staff is responsible for representing the interests of the using and
consuming public in ufility matters, and we will be participating on the pubiic’s behalf in this
case. Qur accountants, engineers, and financial analysts are conducting a thorough
investigation of the application. We will be presenting our findings and recommendations to
the Commission at the upcoming evidentiary hearing that begins on August 30 in Raleigh.
Representatives of the Public Staff will also be present at the hearings for public wiinesses
the preceding week.

Again, we appréciate your interest in this matter and the information you have
provided, We will take your views info consideration as we conduct our investigation.

Sincerely,

—yee

Christopher J. Ayers
Executive Director

oo Chief Clerk

Christopher J. Ayers, Execntive Director
4326 Mail Service Center, Raleigh, North Carolina 27699-4326 = 919/733-2415 « Fax 919/733-9563
An Equal Opporumity / Afimmative Action Employer



Bruce Sampsell
109 Sierra Drive
Chapel Hill, NC 27514-1455

RECEIVED

June 6, 2016

Mr. Christopher J. Ayers JUN 13 2016

Executive Director SXECUTVE DIRECTOR
Public Staff - NCUC PUBLIC STAFF

4326 Mail Service Center
Dobbs Building
Raleigh, NC 27699-4326

Re: Public Service Company of North Carolina, Inc,. Docket No. G-5, Sub 565
Dear Mr. Ayers:

1 am responding to a notice of hearing that was included in the envelope with my monthly gas
bill for the period ending 5/26/16. 1 am aware that PSNC, a NC regulated public utility, is
allowed to set rates to achieve a just and reasonable rate of return on common equity. But, I see
nothing just nor reasonable in their requested ROE of 10.6%.based on the enclosed report of
ROEs of US and Canadian utility companies from Concentric Energy Advisors for the period
2000 through 2015.

The Data presented in both tabular and graphical form make it very clear that average authorized
ROEs for both gas and electric utilities in both the U.S. and Canada have been steadily
declining for the past 15 years, consistent with declining bond rates and historically low rates of
inflation. The average authorized ROE values for 2015 are all well below the authorized return
on equity sought by PSNC in their most recent filing:

PSNC filing request May 1, 2016 10.6%

PSNC Authorized ROE 11/1/2008 8.54%

Average Canadian Gas Utility 2015 9.29%

Average U.S. Gas Utility 2015 9.48%

There is absolutely no sound rationale to support PSNC's 10.6% ROE request in the face of
recent authorized levels of ROE from both U.S. and Canadian regulators. In the face of U.S.
Treasury 30-year bond yields near historic lows, very low natural gas costs, and inflation rates at
or below U.S. government targets, authorized ROE levels should be declining, not increasing. In

this economic climate there is no justification for the overall 9.66% increase in operating
revenues sought by PSNC in its 3/31/2016 filing of Docket G-3, Sub 565.



I am not available to testify at any of the several hearings scheduled for this coming August, so it
appears this letter and attachment cannot be considered competent evidence under the
Commission's rules and procedures. Nevertheless, I would like my submission to become part of
the public record. I also hope that you and the Public Staff, as statutory representatives of the
public in this matter, will carefully read what I have submitted as an ordinary PSNC rate payer,
and consider it carefully as you determine what rate increases and authorized ROE percentage
are justified in the circumstances.

Sincerely,
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Authorized Return on Equily
for Canadian and U.8. Gas and Electric Utilities
Volume lll, May 1, 2015

INTRODUCTION

Concentric Energy Advisors, Inc. (Concentric) is pleased
to publish the third edition of this newsletter summarizing
authorized returns on common equilty (ROEs) and common
equity ratios for Canadian gas and electric disfrinutors,
Canadian electric transmission companies, U.S. gas
and electric distributors, and select bond vields. Many
regulators, stakehoiders and analysts in Canada consider
dlowed returns in other Canadian jurisdictions and U.S.
utilities when assessing the cost of capital. This newsletter
seeks to assist with these inter-jurisdictional comparisons.

This newsletter and supporting database contain the
authorized ROEs and common equity ratios for over
40 Canadian electric and gas utilifies. For comparison
purposes, the newslefter also presents the average
and median cuthorized ROEs and common eguity
ratios far U.S. gas and electric distributors, as reported
by SNL Financial's Regulatory Research Associates.

ROE

Concentric observes that the differential between the
median authorized ROEs for Canadian and U.S. gas
distributors continues to namow, from 100 bdsis points in 2000
to 53 basis points in 2014 and to only 18 basis points through
the first three months of 2015, There is alarger gap between
Canadian and U.S. electric distributors, af 125 basis points
in 2014 and 122 basis points in 2015. Concentric notes
that gas ROEs are higher than fheir electric counterparts
in Canada, while the opposite is generally true in the
U.5. Median ROEs for Canadian electric fransmission
companies are 20 basis points lower than those awarded
ta Canadian electric distributors, but 142-145 basis points
below U.S. electric distributors over the 2014-2015 period.

Concentric attributes the closure of the gap between
Canadian and U.S. authorized ROEs over the past decade
to the resetting and replacement of automatic formulas
widely used in Canada, which has generally increased
dllowed ROEs from previous formula levels. Simulianeously.
U.3. ROEs have followed the decline in interest rates and
earnings growth projections that drive ROE esfimates.

EQUITY RATIOS

While authorized ROEs have converged between the
two countries, the authorized common equity ratios
have not. In 2014, the median common equity ratio for
Canadian gas distributors was 39.3% while the U.S. median
was 51.9%, comparable fo the difference for electric

distributors which was 40.0% and 50.1%, respeciively.
Allowed equity ratios for Canadian electric fransmission
companies are 4.0% lower than their electric distribution
counterparts, and 14.0% below U.S. electric distributors.

RECENT DECISIONS

Canadian utility regulators have issued several important
cost of capital decisions since the second edition of this
newsletter was published in May 2014, Notably, in Alberta,
the Alberta Utllities Commission recently issued its decision
in the 2013 Generic Cost of Capilal proceeding for all gas
and electric utllities in the Province. The dllowed ROE for
Alberta's gas and electric utilities was set at 8.3% for 2015.
In addifion, the AUC determined that the allowed ROE
for 2013 and 2014 would be modified from the previous
inferim rate of 8.75% to 8.3%. The AUC also reduced the
deemed common equity ratic by one percentage point
for most Alberta regulated utilities and decided to forego
returning to an automatic formula at this time. The Alberta
utilities have filed applications to appeal this decision.

In Ontario, the Ontario Energy Board's revised ROE
formula established in December 1999 remains in
effect but is scheduled fo be reviewed in 2015,
In Québec, the Régie again decided to allow Goz Méfro
to maintain its allowed ROE of 8.9% without a formal
proceeding. and similarly for Hydro-Québec Distribution
and TransEnergie, maintaining 8.2% for both divisions,

BOND YIELDS

Government and corporate bond vields are offen
considered when setling authorized ROEs for utilities. As
shown in the chart on page 3, after declining for many
years, the long-term government bond yields {considered
the risk-free rate of retumn) in both Canada and the U.S.
increased from mid-2012 through mid-2013, but have since
resumed their prolonged decline. While governmment bond
yields play an important role in determining the authorized
ROE for regulated utilities, changes in government bond
yields do notf imply a one-for-one change in the cost of
equity for utilities. The relationship between government
bond yields and the equily risk premium (the spread
between government bond yields and the cost of
equity) has historically exhibited an inverse relationship.

Going forward, Concenliric anficipafes that improving
economic condifions and the withdrawal of
accommodative monetary policy in both Canada
and the U.S. will begin to exert upward pressure on the
cost of capital for utilities over the next several years.

62 2013 =200 5, COMCENTRIC ENERGY ADVISORS, INC. Allrights reserved.
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Authorized Refurn on Equity

AltaGas Utilities Inc. ?

ATCO Gaos*

Centra Gas Manitoba Inc.
Enbridge Gas Disiribution Inc. *
Enbridae Gas New Brunswick
FortisBC Energy Inc.

FortisBC Energy [Vancouver island) Inc.®
FortisBC Energy (Whistler| Inc.*
Gaz Méetro Limited Partnership
Gazifére Inc.

Heritage Gas Limited

Pacific Northern Gas Ltd.

Pacific Northern Gas (MN.E.] Lid. {Fort St. John/Dawson Creek)

Pacific Northern Gas [N.E.] Ltd. (Tumbier Ridge)
SaskEnergy Inc.

Union Gas Limited ¢

Average

Median

Average of all Rate Cases Decided in the Year

Median of all Rate Cases Decided in the Year

ATCO Heclric Lid. *

ERNMAX Power Corporation ®
EPCOR Distribution Inc. 3
Fortisalberta Inc, ®

FortisBC Inc.

Hydro-Québec Distribulion
Manitoba Hydro

Maritime Electric Company Limited
Newfoundland and Labrador Hydro ®
Mewfoundiand Power Inc.

Nova Scotia Pawer Ihe,

Cntario's Electric Distributors 4
Saskatchewan Powsr Corporation
Average

Median

Average of all Rate Cases Decided in the Year
Median of all Rote Cases Decided in the Year

Return on Common Equity (%)
2014

2013
Canadian Gas Distributors *
8.30
8.30
N/A
8.93
10.20
8.75
7.25
9.50
8.90
7.82
11.00
2.50
2.25
.50
8.75
8.93
.17
B.93
U.S. Gas Distributors 7
2.68
.72

Canadian Electric Distributors *

230
8.30
8.30
8.30
2,15
619
* /A
275
4.47
8.80
2.00
B.98
8.50
817
8.40
U.s. Electric Distributors 7
10.02
2.90

8.30
8.30
N/A
2.34
10,20
8.75

8.90
g.10
11.00
9.50
7.25
9.50
8.75
8.93
9.29
9.25

9.78
9.78

8.30
8.30
8.30
8.30
g.i5
8.20
N/A
9.75
Pending
8.80
$.00
9.36
8.50
8.72
8,50

9.75
9.75

Common Equity Ratio (%)

2015 2013 2014 2015
8.30 42,00 42.00 42.00
8.30 38.00 38.00 38.00
N/A 30.00 30.00 30.00
?.30 36.00 36.00 36.00
10.90 45,00 45.00 45.00
875 38.50 3B.50 3B.50
9.25 —_ 41.50 41.50 e
9.50 — 41.50 41.50 —
8.50 38.50 3B.50 38.50
92.10 40.00 40.00 40.00
11.00 45.00 45.00 45.00
9.50 46,50 46.50 46.50
.25 41.00 41.00 41.00
9.50 46.50 46.50 46.50
7.74 37.00 37.00 37.00
8.93 34.00 36.00 36.00
9.19 4019 40.19 40.00
2.10 40.50 40.50 39.25
9.48 50.60 51.25 50,40
.28 50.38 51.90 50.48
8,30 38.00 38.00 38.00
8.30 40.00 40.00 40.00
8.30 40.00 40.00 40.00
8.30 40.00 40.00 40.00
215 40.00 40.00 40.00
8.20 35.00 35.00 35.00
N/A 25.00 25.00 25.00
9.75 43.50 43.10 41.90
Pending 20.00 Pending Pending
8.80 45.00 45.00 45.00
$.00 37.50 37.50 37.50
9.30 40.00 40.00 40.00
8.50 40.00 40.00 40.00
872 37.23 38.43 38.53
8,50 40.00 40.00 40.00
9.66 49,25 50.57 51,81
972 50.84 50.14 51.43

60 2013 2005, CONCENTRIC ENERGY ADVISURS, TNC, Allrights reserved.
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Authorized Return on Equify Return on Common Equity (%) Common Equity Ratio (%)
for Canadian and U.S. Gas and Electric Utilities 2013 2014 2015 2013 2014 2015
Canadian Electric Transmission Companies *

Altalink Management Ltd. 7 8.30 8.30 8.30 36.00 346.00 36.00
ATCOQ Electric Lid, @ 8.30 8.30 8.30 36.00 36.00 36.00
ENMAX Power Corporation ? 8.30 8.30 8.30 36.00 36.00 36.00
EPCOR Transmission Inc. ? 8.30 8.30 8.30 36.00 36.00 36.00
Hydro One Networks Inc. 8.93 936 9.30 40.00 40.00 40.00
Hydro-Québec TransEnergie 4.41 8.20 8.20 30.00 30.00 30.00
Average 8.09 8.46 8.45 35.67 35.67 35.67
Median 8.30 8.30 8.30 36.00 36.00 36.00
Economic Indicators (% Yields) * 2013 2014 2015

Govemnment of Canada Benchmark Long-Term Bend Yield 2.82 277 2.05
.S, Treasury 30-Year Bond Yield 3.45 3.34 2.55
Bloomberg Fair Value Canada A-rated Uiility Bond Yield 4.24 4.14 3.50
Moody's A-rated Utility Bond index [U.5.) 4.48 4.27 3.67
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2013 - 2015 CONCENTRIC ENELGY ADVISORS, INC. All rights reserved,



[ CONCENTRIC

NOTES

w

b

Data for an expanded group of Canadian gas transmission companies is contained in the Concentric Energy Advisors Return
on Equity Dafabase.

Allowed in rates for the corresponding year; where the year overlaps, the rate/ratio shown prevails for the mdjority of the year.
Sources: Regulatory decisions and documents; annual information forms: annual reports.

The Alberta Utilities Commission's 2015 decision in the Generic Cost of Capital proceeding was retroactive. Returnis on commaon
equity and common equity ralios were adjusted for 2013-2015. This also affects the category averages for 20132015 as compared
to those reported in previaus years.

Beginning in 2014, the Ontario Energy Board updates cost of capital parameters for setting rates in cost of service applications
only once per year.

FortisBC Energy (Vancouver lsland) Inc. and FortisBC Energy (Whistler] Inc. were amalgamated with FortisBC Energy Inc. and
are no longer separate entities in 2015,

Union's ROE per setilement agreement in ifs five-year incentive regulafion plan for 2014-2018.

Source: SNL Financial LC's Regulatory Research Associates Division, Data for 2015 includes decisions through March 31, 2015.

Newfoundland and Labrador Hydro [NLH) fled a General Rate Application (GRA} on July 30, 2013, A decision has not yet been
issued on that GRA. The Compary subsequently filed a request for interim rates that was denied by the Board in Order No. P.U. 39
[2014), issued Seplember 17, 2014. On November 10, 2014, NLH filed an amended 2013 GRA based on changes to the previous
2014 test year and a new forecasted 2015 test year. That amended GRA remains pending before the Board.

Average daily yield. Source: Bloomberg Finance L.P. Data for 2015 through March 31, 2015.
* N/A indicates the data are not available.

CONCENTRIC ENERGY ADVISORS, INC.
For more information regarding this data, please contact:

Jim Coyne John Trogonoski

Senior Vice President Senior Project Manager
jcoyne@ceadvisors.com jfrogenoski@ceadyvisors.com
508.263.6255 508.263.6258
www.cegadvisors.com www.ceddvisors.com
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