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APPLICATION OF
VIRGINIA ELECTRIC AND POWER COMPANY CASE NO. PUR-2019-00050
For the determination of the fair rate of return on

common equity pursuant to § 56-585.1:1 C
of the Code of Virginia

FINAL ORDER

On March 29, 2019, Virginia Electric and Power Company d/b/a Dominion Energy
Virginia ("Dominion" or "Company") filed with the State Corporation Commission
("Commission") an application ("Application") for the determination of the fair rate of return on
common equity ("ROE") to be applied to its rate adjustment clauses ("RACs") pursuant to
§ 56-585.1:1 of the Code of Virginia ("Code") and to measure earnings in the first triennial
review proceeding in 2021 under Code § 56-585.1:1 A.!

Enacted in 2015, Code § 56-585.1:1 requires that:

Commencing in 2017 and concluding in 2019, the State Corporation
Commission, after notice and opportunity for a hearing, shall conduct a
proceeding every two years to determine the fair rate of return on common
equity to be used by a Phase II Utility as the general rate of return
applicable to rate adjustment clauses under subdivisions A 5 or A 6 of

§ 56-585.1. A Phase Il Utility's filing in such proceedings shall be made
on or before March 31 0f 2017 and 2019.2

Pursuant to Code § 56-585.1:1, the ROE approved in this case will also be used in the

Company's triennial review proceeding commencing in 2021 to review Dominion's earnings on

' Along with its Application, the Company filed the Direct Testimony of Robert B. Hevert. On September 6, 2019,
the Company filed corrected pages to Company witness Hevert's Direct Testimony.

2 Code § 56-585.1:1 C 2. Dominion is the Phase 11 Utility. See Code § 56-585.1.
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its rates for generation and distribution services for the successive 12-month test periods
beginning January 1, 2017, and ending December 31, 2020.3

The Company requests that the Commission approve an ROE of 10.75% for Dominion's
RACs approved under subdivisions A 5 and A 6 of Code § 56-585.1 ("Subdivisions A 5 and
A 6"), to be applied prospectively, effective with the date of the Commission's final order in this
proceeding, and to measure earnings in the 2021 triennial review proceeding.* Dominion
currently has a total of eleven such RACs.” The Company asserts, among other things, that
10.75% represents the return required to invest in a company with a risk profile comparable to
Dominion.®

On April 3, 2019, the Commission issued an Order for Notice and Hearing that, among
other things, docketed the Application; required Dominion to publish notice of its Application;
gave interested persons the opportunity to comment on or participate in the proceeding; and
scheduled a public hearing. Notices of participation were filed in this proceeding by the
Department of the Navy, on behalf of the Federal Executive Agencies ("FEA"); Walmart, Inc.
("Walmart"); the Virginia Poverty Law Center ("VPLC"); the Virginia Committee for Fair

Utility Rates ("Committee"); and the Office of the Attorney General, Division of Consumer

Counsel ("Consumer Counsel").

¥ Code §§ 56-585.1:1 A and C 3.
4 Ex. 2 (Application) at 4.

% See Ex. 12 (Myers) at 5. Dominion's RACs, and subsequent revisions thereto, approved under these statutes
include Riders B, BW, C2A, GV, R, §, U, US-2, US-3, and W. In addition, the Commission recently approved a
new RAC designated as Rider E. See Petition of Virginia Electric and Power Company, For approval of a rate
adjustment clause, designated Rider E, for the recovery of costs incurred to comply with state and federal
environmental regulations pursuant to § 56-585.1 A 5 e of the Code of Virginia, Case No. PUR-2018-00195, Final
Order (Aug. 5, 2019) and Order on Reconsideration (Nov. 14, 2019).

® Ex. 2 (Application) at S.
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On July 12,2019, FEA, Walmart, VPLC, and Consumer Counsel each filed testimony.’
On August 2, 2019, the Commission's Staff ("Staff") filed testimony.® On August 16, 2019,
Dominion filed rebuttal testimony® and a Motion in Limine of Virginia Electric and Power
Company ("Motion").'® In addition, the Commission received over 260 public comments on the
Application.

The Commission convened a hearing, as scheduled, on September 10-11, 2019. Four
public witnesses testified at the hearing. The Company, FEA, Walmart, VPLC, the Committee,
Consumer Counsel, and Staff participated at the hearing. During the hearing, the Commission
received testimony from witnesses on behalf of the participants and admitted evidence on the
Application. As directed by the Commission at the conclusion of the hearing, the participants
filed post-hearing briefs on October 18, 2019.

NOW THE COMMISSION, upon consideration of this matter, is of the opinion and finds
as follows.

As noted above, the purpose of this case is a determination of the fair ROE to be used by
Dominion as the general return applicable to RACs under Subdivisions A 5 and A 6 and for
purposes of the Company's 2021 triennial review proceeding. In this regard, "[s]uch fair rate of

return shall be calculated pursuant to the methodology set forth in subdivisions A 2 a and b of

7 FEA filed the testimony of Kevin W. O'Donnell; Walmart filed the testimony of Steve W. Chriss; VPLC filed the
testimony of Karl R. Rabago; and Consumer Counsel filed the testimony of J. Randall Woolridge.

¥ Staff filed the testimonies of Carol B. Myers, Philip M. Gereaux, and Donna T. Pippert.
% Dominion filed the rebuttal testimonies of Robert B, Hevert and John C. Ingram.

'® The Commission previously took the Motion under advisement. Tr. 7. Based on our findings below, the Motion
is now moot.
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§ 56-585.1....""" In addition, the Code further states that the "Commission may use any
methodology to determine such return it finds consistent with the public interest....""?
Accordingly, the Commission will follow a similar process in determining a fair ROE herein as
| has been done in prior proceedings using the methodology set forth in Code § 56-585.1 A2 a
and b. First, the Commission determines the actual market cost of equity. Second, the
Commission establishes a peer group majority ROE. Finally, the Commission establishes an
ROE "consistent with the public interest" as set forth in Code § 56-585.1 A 2 a.
Market Cost of Equity

Company witness Hevert calculated Dominion's cost of equity to be between 10.00% and
11.00% and determined that, considering the economic requirements necessary to support
continuous access to capital, an ROE of 10.75% represents Dominion's cost of equity.'3
Consumer Counsel witness Woolridge calculated Dominion's market cost of equity to be
between 7.30% and 8.80% and determined that 8.75% represents Dominion's market cost of
equity." FEA witness O'Donnell calculated Dominion's market cost of equity to be between
5.50% and 10.25% and determined that 9.00% represents Dominion's market cost of equity."

Staff witness Pippert calculated Dominion's market cost of equity to be between 8.10% and

9.10%, and selected the midpoint of this range.!® The Committee recommended that the

" Code § 56-585.1:1 C 3.

12 Code § 56-585.1 A 2 a (emphases added).
13 Ex. 3 (Hevert Direct) at 2-38, 42-43.

" Ex. 10 (Woolridge) at 3-55.

15 Bx. 7 (O'Donnell) at 6, 22-48.

16 Ex. 15 (Pippert) at 2-4, 21-31; Tr. 200.
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Commission adopt a market cost of equity of 8.60%, the midpoint of Staff's recommended cost
of equity range.!” VPLC supported an ROE below 9.00%.'® Walmart supported a market cost of
equity finding of "no higher" than 9.20%.'?

The following chart summarizes the above:

ROE Range ROE
Dominion 10.00% — 11.00% 10.75%
Consumer Counsel 7.30% — 8.80% 8.75%
FEA 5.50% - 10.25% 9.00%
Committee 8.10% —9.10% 8.60%
VPLC [none given] <9.00%
Walmart [none given] 9.20%
Staff 8.10% —9.10% 8.60%

The Commission recognizes that "[t]here is no single scientific correct rate of return."2

Based on the evidence herein, the Commission finds that a market cost of equity within a range
of 8.3% to 9.3% fairly represents the actual cost of equity in capital markets for companies
comparable in risk to Dominion seeking to attract equity capital. We find that a market cost of

equity of 8.3% to 9.3% is supported by reasonable proxy groups, growth rates, discounted cash

17 See Tr. 44; Committee's Post-Hearing Brief at 1.
18 Tr, 41-42,

'9Tr. 290-291. On brief, Walmart requested "an ROE that is no higher than 9.0 percent, based on the calculation of
the statutory peer group floor...." Walmart's Post-Hearing Brief at 1.

2 Commonwealth ex rel. Div. of Consumer Counsel v. Potomac Edison Co., 233 Va. 165, 171 (1987) (quoting
Central Tel. Co. of Va. v. State Corp. Comm’'n, 219 Va. 863, 874 (1979)).
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flow ("DCF") methods, and risk premium analyses.?' The Commission further concludes, under

the circumstances of this case and for purposes of implementing Code § 56-585.1:1, that

SEEBETIST

approving a specific ROE of 9.2% from this range is "consistent with the public interest”" under
Code § 56-585.1 A 2 a and reasonably balances the interests of the Company, its customers, and
its investors.?? In sum, the Commission finds that an ROE of 9.2% is fair and reasonable,
supported by evidence in the record, and satisfies the following constitutional standards as stated
by Staff witness Pippert: "maintenance of financial integrity, the ability to attract capital on
reasonable terms, and earnings commensurate with returns on investments of comparable risk."?
Accordingly, the Commission has found that Dominion's proposed cost of equity of
10.0% to 11.0% represents neither the actual cost of equity in the marketplace nor a reasonable
ROE for the Company. Nor is Dominion's proposed ROE of 10.75% consistent with the public
interest. The Commission also concludes that Dominion's proposed market cost of equity of
10.75% 1s not supported by reasonable growth rates, DCF methods, or risk premium analyses.
Moreover, the Commission notes that Company witness Hevert proposes certain methodologies
that the Commission has previously discounted or rejected,?* and for which we continue to give

little or no weight.

2 See, e.g., Ex. 15 (Pippert) at 2-4, 21-31; Ex. 10 (Woolridge) at 3-55; Ex. 7 (O'Donnell) at 25-35, 40-48.

2 See, e.g., Dominion's Post-Hearing Brief at 7. The Commission further notes that Dominion's currently approved
ROE is also at 9.2%, having already decreased by approximately 120 basis points (i.e., from 10.4%) since the
commencement of biennial reviews in 2011. Accordingly, the Commission concludes that it is reasonable — at this
time — not to reduce further the approved ROE, which is within the range we have found reasonable and consistent
with the public interest.

B Ex. 15 (Pippert) at 21.

2 See, e.g., Consumer Counsel's Post-Hearing Brief at 9-11, 24-25; Walmart's Post-Hearing Brief at 5-6; Staff's
Post-Hearing Brief at 9-10, 13-14; VPLC's Post-Hearing Brief at 5-6.



For example, Mr. Hevert continues to use only earnings per share ("EPS") as the measure
of growth in his DCF model, which upwardly skews his results.?* Likewise, we find that
Mr. Hevert's continued use of projected EPS in the DCF portion of his capital assct pricing
model ("CAPM") analysis produces a significant upward bias by overstating the return on the
market (and consequently, the market risk premium) component of that cost of equity model.
This results in an overstatement of the cost of equity.26 We also note that while Mr. Hevert
claims the DCF model has not produced reliable ROE results since 2014, he uses his version of
the DCF model to arrive at a market return for use in his CAPM analysis.?®

The Commission also finds that Mr. Hevert's 15% return on the market for the S&P 500
appears inflated and should be given little weight.?® According to Consumer Counsel witness
Woolridge, 1f the net income of the companies in the S&P 500 were to grow at the earnings per
share rate assumed by Mr. Hevert, and if the United States gross domestic product ("GDP")
grows at rates predicted by major government agencies (i.e., approximately 4.23%),%° the net

income of the S&P 500 would represent growth from approximately 6.73% of GDP to

3 Ex. 3 (Hevert Direct) at 5, 46; Ex. 10 (Woolridge) at 57, 62-63 ("It seems highly unlikely that investors today
would rely exclusively on the EPS growth rate forecasts of Wall Street analysts and ignore other growth rate
measure([s] in arriving at their expected growth rates for equity investments."); Ex. |5 (Pippert) at 6, Appendix B at
3-5.

% See, e.g., Staff's Post-Hearing Brief at 10; Consumer Counsel's Post-Hearing Brief at 10-11. Mr. Hevert's initial
expected returns on the S&P 500 of 13.68% (Bloomberg) and 16.81% (Value Line) led to market risk premiums of
10.65% (Bloomberg) and 13.77% (Value Line), which he updated in his rebuttal testimony to expected returns of
14.88% and 14.78% and market risk premiums of 12.25% and 12.15%. See Ex. 3 (Hevert Direct), Schedule 2 at 1,
7, 8, and 14; Ex. 19 (Hevert Rebuttal), Rebuttal Schedule 2 at |, 7, 8 and 14.

27 Ex. 3 (Hevert Direct) at 4-5.

28 See id. at 54-55; Ex. 7 (O'Donnell) at 17.

2 See Staff's Post-Hearing Brief at 10-11; Ex. 15 (Pippert) at 6; Tr. 187.

30 See, e.g., Ex. 10 (Woolridge) at 76; Tr. 117-118.
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approximately 92% of GDP by the year 2050.! Dr. Woolridge also noted that a number of
financial experts are projecting a market risk premium of 5% to 6%.3?

As in prior cases, Mr. Hevert uses projected interest rates in his CAPM and other risk
premium models. Although he did not exclusively use projected interest rates in his analyses, his
use of long-term projected rates continues to influence his recommended range, given his
primary reliance on his risk premium model results.*®> The Commission has rejected the use of
such projected interest rates in prior cases, stating that inclusion of these projected rates inflates
the results of the utility's risk premium analysis.** Moreover, the Commission notes that
Mr. Hevert's reliance on projected interest rates has overstated the risk-free rate since 2015.%

The risk-free rate used in Mr. Hevert's Bond Yield Plus Risk Premium ("BYRP") analysis

also appears overstated, as he uses the long-term projected 30-year Treasury rate.>> Moreover,

3 See Ex. 10 (Woolridge) at 77; Tr. 117.
32 See, e.g., Ex. 10 (Woolridge) at 50-51; Tr. 115.
3 See Staff's Post-Hearing Brief at 13; Ex. 3 (Hevert Direct) at 4, 43.

¥ See, e.g., Application of Virginia Electric and Power Company, For the determination of the fair rate of return on
common equity to be applied to its rate adjustment clauses, Case No PUR-2017-00038, 2017 S.C.C. Ann. Rept. 475,
476, Final Order (Nov. 29, 2017) ("PUR-2017-00038 Final Order"); Application of Appalachian Power Company,
For the determination of the fair rate of return on common equity to be applied (o ils rate adjustment clauses, Case
No. PUE-2016-00038, 2016 S.C.C. Ann. Rept. 393, 395, Final Order (Oct. 6, 2016); Application of Aqua Virginia,
Inc., For an increase in rates, Case No. PUE-2014-00045, 2016 S.C.C. Ann. Rept. 206, 209, Final Order (Jan. 7,
2016); Application of Appalachian Power Company, For an increase in electric rates, Case No, PUE-2006-00065,
2007 S.C.C. Ann. Rept. 321, 327, Final Order (May 15, 2007).

¥ See Ex. 11; Tr. 119-21. As an example of evidence that undermines Company witness Hevert's use of projected
interest rates and Dominion's request for a 10.75% ROE, the risk-free rate (i.e., 30-year Treasury bond yield) used in
analyzing market cost of equity has decreased during the pendency of this proceeding. Mr. Hevert used a current
30-year Treasury rate of 3.04% in his Direct Testimony, while Staff witness Pippert used a three-month average
(March — May 2019) 30-year Treasury rate of 2.91%. See Ex. 3 (Hevert Direct) at 6 (corrected); Ex. 15 (Pippert) at
9, 26, Schedule 6. During the hearing, however, it was shown that such rate had decreased to 2.1 1%, indicating a
downward trend in the risk-free rate from the date the Company filed its Application to the date of the hearing.

Tr. 80,

3 See Ex. 3 (Hevert Direct) at 6; Ex. 16 (Staff's Update of Hevert Model Results).
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Mr. Hevert's BYRP analysis relies on historical authorized ROEs to calculate the market risk

premium. We find that this approach is not reliable because it does not recognize case-specific

information®’ and it "improperly embeds factors into the analysis such as regulatory lag,
incentive ROE programs, capital structure adjustments to address leverage issues, gradualism,
[and] settle[d] cases."®

In addition, while the Company updated its ROE results with financial data through
June 2019, Mr. Hevert maintains his original proposed ROE even though it does not reflect the
decline in his own ROE estimates.*® Mr. Hevert also supports his equity risk premium of
approximately 8.65% for Dominion as of the time of the hearing by asserting that "[t]he equity
risk premium will expand under almost any circumstance when Treasury yields fall...."*' By not
recognizing the decline in his ROE estimates, Mr. Hevert appears to suggest that authorized
ROEs would never decline with falling interest rates. Furthermore, as noted by FEA, Mr.
Hevert's equity risk premium of 8.65% for Dominion "is almost equivalent to the entire ROE last
set by this Commission."*?

Finally, the Commission does not find, as asserted by Company witness Hevert, that

certain business risks facing Dominion warrant a 10.75% ROE. For example, while Mr. Hevert

7 This may include factors such as capital structure, credit ratings and other risk measures, service territory, capital
expenditures, energy supply issues, rate design, and investment and expense trackers. See Ex. 10 (Woolridge) at 82.

T, 191, 203.

3 See, e.g., Ex. 19 (Hevert Rebuttal) at Rebuttal Schedules 1-6; Tr. 183.

0 See Ex. 19 (Hevert Rebuttal) at 6; Ex. 16 (Staff's Update of Hevert Model Results). As noted by Consumer
Counsel, "[t]his highlights the disconnect existing between Mr. Hevert's cost of equity results and his cost of equity
recommendation.” Consumer Counsel's Post-Hearing Brief at 7.

1 Tr. 80-84.

2 FEA's Post-Hearing Brief at 9.
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claims that risks associated with the Company's anticipated capital expenditures warrant his
recommended ROE,** of the approximately $12.1 billion of the Company's additional planned
capital expenditures from 2019-2023 (on a Virginia jurisdictional basis), the record indicates that
Dominion plans to recover over $8.6 billion, or 71%, of this projected amount through RACs,
which permit the timely and current recovery of all reasonable and prudent costs on a
dollar-for-dollar basis.**
Peer Group Majority ROE

As noted above, Code § 56-585.1:1 C 3 states that Dominion's ROE "shall be calculated
pursuant to the methodology set forth in subdivisions A 2 aand b of § 56-585.1...."
Subdivisions A 2 a and b of Code § 56-585.1 require the Commission to establish a peer group
majority ROE as follows:

a. The Commission may use any methodology to determine such return it
finds consistent with the public interest, but such return shall not be set
lower than the average of the returns on common equity reported to the
Securities and Exchange Commission for the three most recent annual
periods for which such data are available by not less than a majority,
selected by the Commission as specified in subdivision 2 b, of other
investor-owned electric utilities in the peer group of the utility subject to
such triennial review, nor shall the Commission set such return more than
300 basis points higher than such average.

b. In selecting such majority of peer group investor-owned electric
utilities, the Commission shall first remove from such group the two
utilities within such group that have the lowest reported returns of the
group, as well as the two utilities within such group that have the highest
reported returns of the group, and the Commission shall then select a
majority of the utilities remaining in such peer group. In its final order
regarding such triennial review, the Commission shall identify the utilities
in such peer group it selected for the calculation of such limitation. For
purposes of this subdivision, an investor-owned electric utility shall be
deemed part of such peer group if (i) its principal operations are conducted

43 Ex. 3 (Hevert Direct) at 32-34.

4 Ex. 12 (Myers) at 14-15.

10

SRAGETTRE



in the southeastern United States east of the Mississippi River in either the
states of West Virginia or Kentucky or in those states south of Virginia,
excluding the state of Tennessee, (ii) it is a vertically-integrated electric
utility providing generation, transmission and distribution services whose
facilities and operations are subject to state public utility regulation in the
state where its principal operations are conducted, (iii) it had a long-term
bond rating assigned by Moody's Investors Service of at least Baa at the
end of the most recent test period subject to such triennial review, and

(iv) it is not an affiliate of the utility subject to such triennial review.

As reflected in prior Commission orders on ROE, the above statutory language —
although highly prescriptive in numerous respects — also requires the Commission to exercise its
reasonable discretion on specific matters not addressed or otherwise limited in this statutory
grant of authority. In this regard, it is uncontested that the Commission must exercise such
discretion in determining a peer group majority ROE, which establishes the ROE floor. For this
purpose, the Commission has consistently found that it is reasonable and rational to exercise
such discretion in a manner that supports the actual market cost of equity found fair and
consistent with the public interest based on the record.

Specifically, as part of Dominion's first biennial review in 2011, the Commission found it

was reasonable to establish a peer group majority ROE that was close to the actual market cost of

equity found fair and reasonable therein.*> Given the purpose and context of the statute, the

S Application of Virginia Electric and Power Company, For a 2011 biennial review of the rates, terms and
conditions for the provision of generation, distribution and transmission services pursuant to § 56-585.1 A of the
Code of Virginia, Case No. PUE-2011-00027, 2011 S.C.C. Ann. Rept. 456, 463, Final Order (Nov. 30, 201 1)
("PUE-2011-00027 Final Order"). The Commission explained, in part, as follows:

If the General Assembly wanted the Commission to apply a particular approach or
evaluation methodology in selecting a majority, it could have directed as such; it did not.
We find that it is reasonable in this proceeding to select a majority that has an earned
return that is close to the market cost of equity capital found fair and consistent with the
public interest herein. The plain language of the statute giving the Commission the
discretion to select a majority in no manner precludes such finding. Moreover, we do
not, and need not, find that this is the only majority that is reasonable.

1d. (footnote omitted).

11
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Commission found that establishing the ROE floor in this manner provides a rational basis for
the exercise of its statutory discretion.*® The Commission has consistently exercised its
discretion in this same manner when approving subsequent ROEs for the Company under this
statute.”’ The Commission continues to find that it is reasonable — in exercising its discretion for
purposes of establishing a peer group majority ROE — to take into consideration the actual
market cost of equity capital found fair and consistent with the public interest.

The first step in this process is determining the specific utilities that will comprise the
peer group under the above statute. In this regard, we deny the Company's request to exclude
Mississippi Power Company ("Mississippi Power"); Mississippi Power satisfies the statutory
criteria in Code § 56-585.1 A 2 b (i)-(iv)*® and, thus, "shall be deemed part of such peer group."*
We also deny Staff's request to include South Carolina Electric & Gas Company ("SCE&G");
SCE&G is "an affiliate of the utility subject to such triennial review," which is excluded under

Code § 56-585.1 A 2 b (iv).>® The participants also differed on whether Appalachian Power

6 Jd. ("We conclude that the specific majority chosen herein has a rational basis and does not violate any
constitutional or statutory provision.").

Y7 See, e.g., Application of Virginia Electric and Power Company, For a 2013 biennial review of the rates, terms and
conditions for the provision of generation, distribution and transmission services pursuant to § 56-585.1 A of the
Code of Virginia, Case No. PUE-2013-00020, 2013 S.C.C. Ann. Rept. 371, 375-76, Final Order (Nov. 26, 2013),
PUR-2017-00038 Final Order at 478 n.34.

8 See, e.g., Ex. 7 (O'Donnell) at 49-50; Ex. 9 (R4bago) at 20-21; Ex. 10 (Woolridge) at 89; Ex. 13 (Gereaux) at 5;
Committee's Post-Hearing Brief at 4; FEA's Post-Hearing Brief at 8; Walmart's Post-Hearing Bricf at 9-10; Staff's
Post-Hearing Brief at 20,

4 Code § 56-585.1 A2b.

5% In addition, Walmart presents an argument that appears to be an issue of first impression. According to Walmart,
the statutory plain language does not limit the peer group onlfy to those deemed part thereof under

Code § 56-585.1 A 2 b, and, thus, Walmart asserts that the Commission has discretion to include SCE&G. See, e.g.,
Walmart's Post-Hearing Brief at 10-12. The Commission, however, need not address this question because the
statutory ROE floor established in this Final Order is lower than the 9.2% ROE approved herein regardless of
whether SCE&G is included in the peer group. See, e.g., Ex. 14 (Alternate Staff Peer Group Results).

12
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Company ("APCo") should be considered part of the peer group.’! The peer group majority
ROE established in this Final Order (discussed below), however, is lower than the 9.2% ROE
approved herein regardless of whether APCo is included in the peer group;*? thus, as in prior
cases, the Commission need not address APCo's inclusion or exclusion as part of the instant
proceeding.*?

Next, the Commission must calculate an ROE for each utility in the peer group, which
will then be used in determining the peer group majority's average ROE.>* Such calculation can
be based on either year-end common equity or average common equity,> and the choice is left to
the Commission's discretion.’® The Commission has previously found that it is reasonable to use
either year-end equity or average equity for this purpose.’’ Dominion, however, asserts that

"there is no evidentiary basis" to use year-end equity in this proceeding. We disagree. Based on

5! See, e.g., Ex. 3 (Hevert Direct) at 39-40; Ex. 7 (O'Donneli) at 49-50; Ex. 10 (Woolridge) at 8, Exhibit JRW-11;
Ex. 13 (Gereaux) at 6-7, Schedule 1.

52 See, e.g., EX. 14 (Alternate Staff Peer Group Results).
53 See, e.g., PUR-2017-00038 Final Order at 478.

%% To calculate an ROE for a peer group utility under the statute, "net income available for common shareholders is
divided by common shareholders' equity.” Ex. 13 (Gereaux) at 9.

55 1d.

%6 As with selecting the peer group majority, if the General Assembly wanted the Commission to apply a particular
approach or methodology in calculating peer group returns, it could have directed as such; it did not. Indeed, as with
the Commission's previous observation in establishing the peer group majority ROE, "the lack of a particular
evaluation methodology for [calculating peer group ROEs] directly contrasts with the very specific criteria
prescribed by the General Assembly in other parts of § 56-585.1 A 2 of the Code.” PUE-2011-00027 Final Order at
463 n.62. Thus, while Dominion and Consumer Counsel disparately advocate for the use of average and year-end
equity, respectively, neither party asserts that its requested methodology is mandated by statute. See, e.g.,
Dominion's Post-Hearing Brief at 18-20; Consumer Counsel's Post-Hearing Brief at 30-37.

37 See, e.g., Application of Appalachian Power Company, For the determination of the fair rate of return on common
equity to be applied to its rate adjustment clauses, Case No. PUR-2018-00048, Doc. Con. Cen. No. 181120212,
Final Order (Nov. 7, 2018) ("2018 APCo ROE Order") at 6 ("Based on the record herein, the Commission finds that
it is reasonable to calculate the statutory peer group floor using either average or year-end common equity.").

13
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the instant record, the Commission continues to find that it is reason'able to calculate peer group
ROEs for the statutory purpose herein using either year-end or average equity.

Specifically, while Dominion provides a factual basis supporting the use of average
equity, we find that such basis does not preclude the use of year-end equity as well. For
example, as testified to by Consumer Counsel's expert witness, "it is common among financial
publications such as Value Line to report ROEs based on year-end equity."® Staff also testified
that the statutory peer group analysis shares characteristics with the comparable earnings method
used by some cost of capital analysts to estimate the market cost of equity, noting that
applications of this method may include returns on year-end or average equity.> In addition,
Staff's expert witness disagreed with Dominion's conclusion that average equity must be used for
consistency with rate cases, explaining that measuring peer group returns "is separate and
distinct" from base rate earnings tests. Indeed, Staff further testified that because rate cases use
a "mix of an average rate base and a year-end capital structure,” this "lend(s] support for either

n6l

year-end or average equity in calculating the statutory peer group floor."®" Consumer Counsel's

witness similarly testified that using year-end equity is supported by the fact that "the ROE
awarded in this case will be applied to a year-end and not an average capital structure."?

As explained above, in exercising reasonable discretion for purposes of establishing a

peer group majority ROE, the Commission takes into consideration the actual market cost of

8 Ex. 10 (Woolridge) at 90.

% Iix. 15 (Pippert) at 20.

60 Ty, 143,

8'Tr. 144. See also Tr. 160-162.

62 Ex. 10 (Woolridge) at 90.

14

LBBBETVTVET




equity capital found fair and consistent with the public interest.5® In this regard, and based on the
instant record, only the use of year-end equity results in a peer group majority ROE that is within

the ROE range found fair and consistent with the public interest.5

As a result, the Commission
finds that the use of average equity in this proceeding does not support the fair market cost of
equity and, further, that it is reasonable to use year-end equity for this purpose. In sum, we find
that it is consistent with the public interest to use the methodology that establishes Dominion's
ROE within the range of actual cost of equity capital in the marketplace as found herein.

The Commission also notes that Dominion characterizes the use of year-end equity in this
manner as a "stark deviation" from prior precedent.> We disagree. As explained by Consumer
Counsel, Commission precedent has never precluded the use of year-end equity for this
purpose.®® To the contrary, Commission precedent has expressly preserved the subsequent use
of year-end equity: "While the peer group floor has been previously calculated using average
common equity, the Commission has never precluded the use of year-end common equity as also
reasonable for this purpose. ... Finally, we again emphasize that our decision does not preclude

the use of year-end common equity in subsequent cases."®” Significantly, in the Commission's

implementation of this statute since the commencement of biennial reviews — and in stark

8 See also Consumer Counsel's Post-Hearing Brief at 31-35; VPLC's Post-Hearing Brief at 6-8; Walmart's Post-
Hearing Brief at 8-9.

8 See, e.g., Ex. 10 (Woolridge) at 90, Exhibit JRW-11; Ex. 14 (Alternate Staff Peer Group Results); Consumer
Counsel's Post-Hearing Brief at 32-34.

6 Ex. 25 (Ingram Rebuttal) at 3.
6 See, e.g., Consumer Counsel's Post-Hearing Brief at 33.

672018 APCo ROE Order at 6-7.
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contrast to the instant case — the use of average equity did not result in a peer group majority
ROE that was outside of the ROE range found fair and consistent with the public interest.%

Accordingly, the peer group majority that the Commission selects had, on average, an
ROE close to that found fair and reasonable herein.® The Commission continues to conclude, as
we have in prior cases, that the peer group majority ROE as established in this manner is
reasonable, has a rational basis, and does not violate any constitutional or statutory provision.
Conclusion

The Commission concludes that the fair ROE in this proceeding for Dominion is 9.2%.
The Commission finds that this ROE is supported by the record, is fair and reasonable to the

Company within the meaning of the Code, permits the attraction of capital on reasonable terms,

88 For example, in explaining the Commission's decision to use average equity in the most recent ROE case for
APCo, we emphasized that "using average equity also results in a peer group floor that falls within the market cost
of equity range ... that the Commission finds reasonable in this proceeding.” Application of Appalachian Power
Company, For the determination of the fair rate of return on common equily to be applied to its rate adjustment
clauses, Case No. PUR-2018-00048, Doc. Con. Cen. No. 190140208, Opinion (Jan. 25, 2019) at 4. The
Commission further notes that the peer group majority ROE established in the following cases was likewise within
the ROE range found fair and consistent with the public interest in each respective case: Case No. PUR-2017-00038
(Nov. 29, 2017); Case Nos. PUE-2016-00111, PUE-2016-00112, PUE-2016-00113 (consolidated) (April 14, 2017);
Case Nos. PUE-2016-00059, PUE-2016-00060, PUE-2016-00061, PUE-2016-00062, PUE-2016-00063
(consolidated) (Feb. 16, 2017); Case No. PUE-2016-00038 (Oct. 6, 2016); Case No. PUE-2014-00026 (Nov. 26,
2014); Case No. PUE-2011-00037 (Nov. 30, 2011); Case No. PUE-2011-00027 (Nov. 30, 2011). Thus, the
Commission disagrees with Dominion’s claim that it is "improper" to use year-end equity in this instance in order to
implement the Commission's reasonable discretion in a manner consistent with prior cases. Dominion's Post-
Hearing Brief at 4.

% The statutory floor with APCo in the peer group is 9.09% and comprises the following companies: Georgia Power
Company; Entergy Mississippi, Inc.; APCo; Louisville Gas & Electric Company; and Duke Energy Progress, LLC.
The statutory floor without APCo in the peer group is 9.01% and comprises the following companies: Georgia
Power Company; Entergy Mississippi, Inc.; Louisville Gas & Electric Company; and Duke Energy Progress, LLLC.
See, e.g., Ex. 14 (Alternate Staff Peer Group Results); Ex. 10 (Woolridge) at Exhibit JRW-11.

7 pursuant to Code § 56-585.1:1 C 3, "any adjustment to the fair rate of return for applicable rate adjustment clauses
under subdivisions A 5 and A 6 of § 56-585.1 [shall take] effect on the date of the Commission's final order in the
proceeding, utilizing rate adjustment clause true-up protocols as the Commission may in its discretion determine.”
Accordingly, the 9.2% ROE found appropriate herein shall become effective with respect to the Company's RACs
under Code §§ 56-585.1 A 5 and A 6 on the date of this Final Order and any resulting over- or under-recovery shall
be addressed through appropriate true-up protocols in future RAC proceedings.
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fairly compensates investors for the risks assumed, enables the Company to maintain its financial
integrity, is consistent with the public interest, and satisfies all applicable statutory and
constitutional standards.

Accordingly, IT IS SO ORDERED, and this matter is dismissed.

AN ATTESTED COPY hereof shall be sent by the Clerk of the Commission to all
persons on the official Service List in this matter. The Service List is available from the Clerk of
the Commission, c/o Document Control Center, 1300 East Main Street, First Floor, Tyler
Building, Richmond, Virginia 23219. A copy also shall be sent to the Commission's Office of

General Counsel and Divisions of Public Utility Regulation and Utility Accounting and Finance.
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