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ABSTRACT

The issqe of how to treat leases on the financial statements
of lessees has been a topic of debate for many years. The treat-
ment accorded leases in the electric utility industry and whether
or not to lease are cufrently topics debated by people concerned
with public utility accounting and operating practices.

The purpose of this study is to quantify the effects that
leasing has on electric utility firms. Not only are the direct
effects of different financing assumptions on the financial state-
ments observed and analyzed, but the effects on rate making and
income tax liabilities are also considered., Recommendations
regarding the treatment to be accorded leases on the published
financial statements and for rate making purposes are made. Recom-
mendations are also made concerning the methods for financing elec-
tric utility plant expansion from both a firm and a regulatory point
of view. |

In order to accomplish the objective of the study, sets of
financial statements were generated from a general model. Balance
sheets and income statements were produced for five successive one-
year periods under seven assumptions. (1) Investment financed by the
issuance of common stock. (2) Investment financed by issuance of pre-
ferred stock. (3) Investment financed by long~term debt. (4) Invest-
ment financed by a non-capitalized lease. (5) lnvestment financed by a

capitalized lease. (6) Investment financed by the issuance of stock

ix



and long-term debt in the existing capital ratio. (7) No new
investment.,

The results of the generated financial statements were related
to data received from a questionnaire that was sent to 190 Class A
and Class B electric utilities. A response rate of 70% was attained
with 130 utilities responding. The questionnaire was used to deter-
mine the magnitude and types of leasing activity presently occurring
and that might occur in the future for the electric utility industry.

Based on the results of the generated financial statements, the
questionnaire results, and a review of accounting theory as it
applies to the lessee treatment of long-term leases, it is recommended
that leases should be capitalized for financial statement purposes.
The recommendation for rate making treatment is for the non-capitgli-
zation of leases. Because the model showed that federal income taxes
would vary by only very small amounts due to different treatment of
~ the leases, no recommendation is made for the tax treatment. It is
concluded that electric utility firms should include a higher pro-
portion of debt and long-term leases in their plans for financing
plant expansion. More debt and substitution of long-term leases for
long-term aebt appears to be in the best interests of the firms and

their custcmers.



CHAPTER 1

INTRODUCTION

tatement of Research Purpose

The issue of the treatment accorded long-~term leases on finan-
cial statements of firms has been debated for many years. The ess-
ence of the discussion on long-term leases is whether or not the
property rights acquired should be capitalized and a corresponding
liability recorded. While the issue is frequently discussed from
both a theoretical and an empirical viewboint and the pros and cons
of both methods explained, the actual quantification of capitaliza-
tion treatment as opposed to non-capitalization treatment has been
virtually ignored. This dissertation will quantify the effects of
the treatment accorded long-term leases in the electric utility in-
dustry and compare the leasing alternative to other forms of finan-
cing capital investment in the industry. The quantification will
not only examine the direct effects on the financial statements, but
also the effect on the statements after including consequent changes
in rates and taxes.

The quantification of the effects coupled with an understanding
of the theoretical issues-involved will supply the necessary inputs
for a recommendation as to the treatment that should be given leases.
This study should also be of interest to regulatory commissioné and
electric utilities for their respective policy making and investment

decision making processes.



Background of the Leasing Issue

Not only has the capitalization of long-term leases been an is-
sue for the business community as a whole, but the topic has been of
interest to those connected with the electric utility industry for
some time also. Donald C. Cook expressed opposition to the capitali-
zation of leases in 1963.1 Although his article was not specifically
directed at the electric utility industry, it could be assumed he was
very much against the capitalization of long-term leases in the electric
utility industry because at the time he was president of American Elec-
tric Power Company and is presently chairman of the board and president.
During the past decade the electric utility industry has experienced a
period of an extremely rapid increase in demand for electricity. The
financing of the needed additions to generating capacity have pushed
many firms to the hilt in attempting to come up with the money capital.
Over the past few years there has been some indication that leasing may
become a viable alternative to ownérship for utilities that are expand-
ing their plant and equipment.

Since Mr. Cook's article appeared over a decade ago, more has been
said against the capitalization of leases in the public utility industry.
Robert 0. Whitman felt that the capitalization of leases would result in
lower returns for investors and higher rates for customers of the firms.2
Although Mr. Whitman's conclusions are debatable, he did point out that
utilities are different from most other industries in that they are regul-

ated. Because utilities are allowed to charge rates that are a function

1ponald c. Cook, "The Case Against Capitalizating Leases," Harvard
Business Review, January, 1963.

2Robert 0. Whitman, '"Accounting Issues in the Capitalization of
Leases," Public Utilities Fornightly, September 30, 1971.




of a specified return on their rate base, the issue of whether a
lease is an asset included in the rate base makes the capitalization
question take on greater signiflcance.

Whether or not a long-term lease is an asset is a vital question
to be answered in the process of making recommendations for the treat-
ment of leases. For purposes of this study "assets" are defined as
Sprouse and Moonitz did in their work "A Tentative Set of Broad Accoun-
ting Principles for Business Enterprises.'" "Assets represent expected
future economic'benefits, rights to which have been acquired by the

enterprise as a result of some current or past transaction."3

Statement of the Methodology

A survey of the current and projected leasing activity in the
electric utility industry is made to determine the magnitude of
leasing. Broad coverage is achieved by the use of questionnaires
mailed to all Class A and Class B electric utilities. The recipients
of the questionnaires are asked to supply information regarding the
types of assets being leased and details as to the payment structure
and duration of leases so that the lease can be classified as a
"financing" lease or an "operating' lease. Although the results from
the questionnaire are not used as direct inputs into the model described
below, responses to.the questionnaire aided in the recommendations made
regarding treatment to be accorded leases.

A general model is constructed to generate income statements and
balance sheets for a five-year period. Financial statements are

generated under different assumptions as to the method of financing

3Robert T. Sprouse and Maurice Moonitz, Accounting Research Study
No. 3, p. 20.




an expansion of the utility firm's plant and equipment. Common stock,
preferred stock, long-term debt, and leasing are each used separately
to finance the expansion. Another assumption is that the expansion
is financed by issuing stock and long~term debt in the ratio that
the model assumes initially existed. When leasing is used to acquire
the plant and equipment, statements are generated for both capitali-
zation and non-capitalization treatment of the lease. A set of state-
ments is also generated under the assumption that no expansion of
plant and equipment occurs. The resulting financial statements are
compared to observe the effects of varyihg the methods of financing.
The various financing methods also affect total operating reve-
nues that the utility firms are allowed to collect through rates
charged their customers. Federal income tax liabilities will vary
with the financing method used. Because the amount of plant expansion
is equal in all cases where expansion occurred, the differing results
are causgsed totally b§ the financing ;éthod used and the rate making
and tax treatment that accompanies the specific financing method. The
results of the generated financial statements along with the infor-
mation obtained in the questionnaire are used to make recommendations
for financial statement, rate making, and income tax treatment. Fin-
ally, recommendations on the financing of plant expansion are made to

electric utility firms and regulatory commissions.

Organization of the Dissertation

The dissertation is organized into seven chapters. Chapter 11

is8 a description of how leases can be treated for financial statement



rate making, and federal income tax purposes. The quéstionnaire and
the results of the survey on leasing are discussed and analyzed in
Chapter III. Comments that appear on the questionnaire as responses
to the more "open ended" questions are discussed as well as the item
totals for other questions. The general model is the topic of Chapter
IV. The assumptions that are common to all financing assumptions are
explained in detail. Assumptions that are specific to the financing
assumption are also discussed. Chapter V deals with the results of
the generated financial statements. Changes that invoive-significant
items appearing on the financial statements are examined. Rate making
effects and federal income tax effects are inspected. A direct com-~
parison of all aspects of the non-capitalized lease versus the capi-
talized lease is made. The recommendations for the treatment to be
‘accorded leases for financial statement, rate making, and federal
income tax treatment are the topic of Chapter VI. Recommendations on
the financing of utility firms' investment in plant from a firm's and
a regulatory commission's standpoint are discussed in Chapter VII.
Chapter VIII is a general summary of the dissertation and the conclu-

sions that can be drawn from the study.



CHAPTIER II

DESCRIPTION OF THE TREATMENT OF LEASES

L]

The purpose of this chapter is to discuss how leases could be
treated for financial statement purposes, for rate making purposes,
and for determination of federal income tax liability. This chap-
ter is basically descriptive; a deeper theoretical analysis of the
reasons for the various treatments will be given later when the re-
commended treatment of leases is discussed.

Rental expense treatment is the method most commonly-used for
the treatment of leases on the financial statements. Financial
statements appearing in the annual reports of most firms which are
lessees in a leasing contract merely show lease payments as rental
expenses for the pegiod involved. Each period's cash outlay is re-
ported as an expense. The only recognition given to commitments for
future payments is in the footnotes to the fimancial statements.
This is the case whether the commitments are for use of property,
acquisition of services, or a combination of the two. 1In effect,
the entire commitment is ignored with respect to the capitalization
of the commitment.

Capitalization of the lease is the other method which can be
used to report a lease agreement on the financial statements if the
provisions of the Accounting Principles Board Opinion No. 5 are fol-
lowed. Opinion No. 5 states that leases should be treated as the
equivalent of a purchase of property if the lessee acquires a material
equity in the property.. A material equity arises if payments are sig-

nificantly in excess of normal rental pay-



ments during the initial contract period and significantly less than
normal rental payments for a renewal period extended at the lessee's
option. If the lessee and lessor are related, which suggests a trans-
action not at arm's length, a material equity will arise. !'"Bargain
purchases" by the lessee which are provided for in the contract also
create a material equity. When leases are capitalized, the commit-
ment should be recognized as a liability at its discounted value and
the property recorded as an asset for the same amount. Care must be
taken to separate the amount to be allocated between services con-
tracted for and property rights acquired so as not to capitalize
amounts to be allocated to contracted services.1

The amount recognized as the asset and related liability will de-
pend upon the payment structure as well as the discount rate that is
chosen. A lump sum payment made at the time the lease was signed would
be recorded at the nominal dollar value. On the other hand payments to
be made in installments over a future time period would be discounted
before recording an amount as an asset and liability.

The capitalization or non-capitalization of a lease has a great
effect on the balance sheet in the case of the long-term debt account.
If a lease is capitalized, the firm's long-term debt rises by an equal
amount. The firm's debt-equity ratio is always higher when the lease
is capitalized. The percentage of assets pledged as security would
also rise whenever leases are capitalized. Even the current ratio will

fall if the current portion of the lease related long-term debt is placed

1Accounting Principles Board, "Reporting of Leases in Financial
Statements of Lessee,'" Opinion No. 5 (New York, AICPA, September 1964),
p. 30



into the current liabilities section of the balance sheet. Any firm's
balance sheet will appear less favorable by traditional standards on
the surface with a given lease'capitalized as opposed to not capital=-
izing the lease.

The effects of lease treatment on the income statement are not
nearly as different as in the case of the balance sheet. When lease
payments are treated as rental payments, they would be charged against
revenue through a single account such as building rental expense, or
leased equipment rental., If a lease were capitalized, the charge
against revenue would come in the form of charges to an amortization
account and charges to an interest expense account. When a lease is
capitalized and then amortized, the net income will differ from that
resulting from the rental treatment of the same lease. If the capital-
1zed lease were amortized at an accelerated rate, net income would dif-
fer to an even greater extent. The amount shown in inventory accounts
of manufactured products may vary because of the treatment accorded
leases via the charges applied to the product inventoried versus the
charges made to the‘period that are all expensed currently. When
leases are capitalized not all of the leasing charge would be allo-
cated to the product through an overhead application rate. The amount
charged as interest expense would be a period charge and never get into
the product inventory accounts. This last poiﬁt is relatively insigni-
ficant for electric utilities that do not produce an inventoriable pro-
duct.

Although the financial statements of a firm, particularly the bal-
ance sheet, will look very different depending upon the treatment accor-

ded leases, many have suggested that people analyzing financial state-



ments are able to make adjustments so as to be able to compare similar
firms that treat leases differently. Footnotes to the financial state-
ments and statements filed with the Securities and Exchange Commission
are often purported to supply analysts with sufficient information.
Because reporting practices differ from firm to firm, it does not seem
very feasible to assume that an analyst could make good comparisons in
all or evén most cases by inspecting the notes to the financial state=~
ments and Securities and Exchange Commission reports. The effects of
lease treatment on the financial statements are more than superficial;
it appears that non-uniform treatment of a given type of lease could
often lead to differences in opinion about the financial condition of
one firm over another firm.

The Federal Power Commission has set out specific disclosure rules
in addition to the required disclosures about leases on financial state-
ments for public reporting purposes with respect to the financial re-
ports it receives from firms. The specific rules regarding leases are
set forth in Order No. 461 which was issued November 24, 1972 and effec-
tive January 1, 1972.

All electric companies must report details of all leases with annual
charges of $25,000 or more. Leases with an annual charge of $250,000 or
more must be reported with even more comprehensive detail. Forms are
provided which specify the required information. The details of the
lease are not reported annually but only when initiated and thereafter

when amended or every five years whichever occurs first.

2

Federal Power Commission, ''Order Amending FPC Annual Report Forms
No. 1 and No. 2," Order No. 461 (Washington, D,C,: Federal Power Com-
mission, November 24, 1972), pp. 1-6.




10

Rate Making Treatment

Electric utilities are a regulated industry and must comply with
the accounting regulations laid down by the various commissions that
have control over them. This causes electric utilities to have finan-

cial statements that look gomewhat different from those of other firms.

EXHIBIT 1

TYPICAL CONDENSED INCOME STATEMENT OF AN ELECTRIC UTILITY

Operating Revenues $50,000
Operating Expenses and Maintenance $27,000
Depreciation and Amortization Expense 4,700
Federal Income Taxes 2,400
Other Taxes 4,900
Deferred Income Taxes 220
Total Operating Expenses $39,220
Total Operating Income 10,780 —The Line
Interest Charged to Construction 1,000
Other Income (Net) 350
Interest on Long-term Debt (4,000)
Other Interest Charges (500)
Net Income $ 7,630

Exhibit 1 shows a condensed income statement of a hypothetical
electric utility firm. The statement format and account titles are
those used in reporting to the Federal Power Commission. Financial
statements in aunnual reports frequently contain different account
titles and vary the format to some degree. There is one peculiarity
of public utility accounting that is relevant to the question of the
treatment of leases. Because the position on the income statement
where charges are deducted from revenue makes a difference, varying
treatment accorded leases will affect the positioning of charges on
the income statement and consequently the determination of operating

revenues. The often wentioned phrase '"the line'" refers to the line



on the income statement that divides expenses charged against customers
from charges to investors. Expen;es that are considered '"above the
line”" include wages, rent, materials, depreciation, and taxes of all
types. Practically all operating expenses are considered "above the
line" as long as they are not excessive in the eyes of the regulatory
commission and involve utility activity. "The line" mentioned above
refers to the line that divides total operating expenses and total
operating income., All expenses charged to accounts above ''the line"
are fully recoverable in the rates charged customers. .Any expenses
that cannot be charged to accounts '"above the line" must be charged
below the line and are not recovered out of income available for
security holders. 1Interest charges of all types, expenses of a non-
utility nature, and "above the line" type expenses ﬁhich are excess-
ive in the regulatory commission's opinion are the most common "below
the line" charges.

The rate making treatment accorded leases, capitalization or non-
capitalization, determines the position on the income statement where
the charges against revenue are made. This is the reason "the line”
is of vital interest in the treatment accorded leases for rate meking
purposes. Unless leases are given special treatment, the total lease
payment in the uncapitalized case would be charged against revenue as
"above the line" expenses. 1In the case of a lease being capitalized
the charge would be split between "above the line'" and "below the line"
since a portion of the charge would be in the form of depreciation which
is an "above the line" charge and the other portion in the form of in-
terest which is a "beloﬁ the line" charge. Depreciation is considered

an operating expense and classified as '"above the line" as any other



operating expense. The portion of the annual payment that is implied
as interest would be considered a payment for the use of money capital
and charged "below the line'" as is the case for all interest paid by
utility firms,

The treatment given leases for rate making purposes would also be
important when considering the question of what is included in the rate
base. Utility piant less accumulated depreciation plus working capital
is a general definition of the rate base. Although some commissions
use historical acquisition cost while others adjust thé historical fig-
ures to reproduction cost or fair value, the concept of using a net
utility plant figure with minor adjustments is used as a major input
by the commissions for determining rates charged customers as a whole.

If leases are not to be capitalized for rate making purposes, the
lease would not be part of the rate base and the firm would not be al-
lowed to earn a return on it. The capitalization of the lease for rate
making purposes would cause the lease to be part of the rate base and
allow the firm to earn a return on it.

In summary then, the capitalization of a lease as opposed to the
non-capitalization of a lease may have effects both for rate increases
and for rate decreases. When the capitalized lease is placed in the
rate base, rates would tend to increase because there exists a larger
rate base. Capitalizing a lease also has the tendency of reducing
rates since part of the annual charge would be "below the line'" and
chargeable to investors as opposed to customers. The net effects of
leasing on rates are discussed later with the results of the generated

financial statements.
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Federal Income Tax Treatment

I1f the lease is to be treated by the Internal Revenue Service as
an agreement for the rental usa of property, the tax treatment is sim-
ple and direct. The tax treatment may be independent of rate making
treatment which in turn may be independent of financial statement treat-
ment. The lessee taxpayer is allowed to deduct the full amount of the
rent paidvor’accrued that is applicable to the period under considera-
tion. Payments that are made which represent rent paid in advance are
set up as prepaid items and apportioned over the applicable time period.

A lease is not always considered a contract to pay rent in which
case the federal income tax treatment accorded leases is very straight-
forward. Revenue Ruling 55-540 is a guide used by the Internal Revenue
Service for determining the federal income tax treatment of leases of
equipment used in the trade or business of a lessee. The ruling de-
scribes five types of lease agreements that are typical cases for pos-
sible capitalization treatment by the Internal Revenue Service. Three
of the five types of agreements are relevant to the discussions that
involve public utility lease agreements which are subject to capitali-
zation.

(¢) Agreements providing for a '"'rental" over a com-
paratively short period of time in relation to the life of

the equipment. The agreed "rental" payments fully cover

the normal purchase price plus interest. Title usually

passes to the lessee upon the payment of a stated amount

of "rental" or on termination of the agreement upon the

payment of an amount which when added to the ''rental" paid

approximates the normal purchase price of the equipment

plus interest.

(d) Agreements which provide for the payment of ren-
tal for a short original term in relation to the expected
life of the equipment, with provision for continued use

over substantially all of the remaining useful life of the
equipment. During the initial term of the agreement, the

13
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"rental' approximates the normal purchase price of the
equipment, plus interest, while the ''rentals' during the
remaining term or renewal period or periods are insigni-
ficant when compared to the initial rental. These agree-
ments may or may not provide for an option to acquire
legal title to the equipment upon the termination of the
initial period or at any stated time thereafter.

(e) Agreements similar to the arrangement in (d)
above, but with the added factor that the manufacturer
of the equipment purports to sell it to a credit or
finance company, which either takes an assignment of
such an existing agreement with the user or itself later
enters into such an agreement with the user. In some
instances, the lessor may be a_trustee acting for, or on
behalf of the original vendor.

If the Internal Revenue Service is to consider the lease agreement
as the sale of an asset to the lessee, it must determine whether the
lessee has acquired, or will acquire title to or an equity in the prop-
erty. This is done by classifying the agreement as a lease which is
currently expensed or a conditional sales contract which is capitalized.
vTheré is no general rule for determining whether an agreement is a lease
or a conditional sales contract. Every case must be examined in light
of the particular facts involved and the intent of the parties involved
must be determined. If one or more of the following are present, the
agreement would tend to be looked upon as a conditional sales contract
as opposed to a lease.

a) Portions of the periodic payments are made specifi-
cally applicable to an equity to be acquired by the lessee.

b) The lessee will acquire title upon the payment of a
stated amount of '"'rentals" which under the contract he is re-
quired to make.

c) The total amount which the lessee is required to pay
for a relatively short period of use constitutes an inordinately
large proportion of the total sum required to be paid to secure
the transfer of the title.

d) The agreed 'rental'" payments materially exceed the cur-
rent fair rental value. This may be indicative that the payments
include an element other than compensation for the use of property.

3The Law of Federal Income Taxation 1954-57 Rulings (Chicago: Calla-
ghan & Company, 1958), pp. 154-155.



e) The property may be acquired under a purchase option at

a price which is nominal in relation to the value of the property

at the time when the option may be exercised, as determined at

the time of entering into the original agreement, or which is a

relatively small amount witen compared with the total payments

which are required to be made.

f) Some portion of the periodic payments is specifically
designated as interest or is otherwise readily recognizable as

the equivalent of interest.

The factor of the transfer of title does not determine the income
tax treatment given the lease agreement. That is to say if the lessee
would acquire title, the lessee is not automatically presumed to have
purchased the asset. On the other hand, non-acquisition of title does
not exempt the lessee from being a purchaser for income tax purposes.

An analogous situation applies to the recording of a conditional sales
contract with a county or state.

If the agreement is determined to be a sale by the Internal Revenue
Service tﬁe amounts paid to the vendor or other party collecting payments
shall be considered as payments for the purchase of the asset. When part
of the payment is determined to be interest or a charge for something
other than the cost of the asset, that part of the payment is deductible
as a current expense for income tax purposes. Amounts that are deemed
to be payments for the purchase of an asset are charged against revenue
over the life of the asset by means of appropriate depreciation methods,

The annual charge against revenue for income tax purposes can vary
depending upon whether an agreement is considered a lease or a purchase
by the Internal Revenue Service. The charge would be limited to the

actual payment or accrued payment in the case of lease treatment but

not to exceed a pro-rata portion in the case of prepayments. The total

41bid., p. 156.
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annual charge in the case of purchase treatment by the lessee could ex-
ceed the amount of the payment if the lessee uses an accelerated method

of depreciation for income tax ‘purposes.

Summary

The treatment accorded lease agreements on the financial statements
of an eléccric utility firm can be either of the nature of a rental ex-
pense or of depreciation and interest charges stemming from a capitali-
zation treatment. Both the assets and liabilities sections of the bal-
ance sheet are affected by the manner in which leases are treated. As
a consequence traditional balance sheet ratios such as the debt/equity
ratio and current ratio are affected.

Rate making procedures are also touched by the treatment given
leases. The rental expense method results in charges for the lease
being considered as totally '"above the line." 1I1f the lease is capi-
talized charges are split into depreciation (an "above the line" charge)
and interest expense (a '"below the line' charge). This affects the rates
charged customers because "below the line" charges are not recoverable
in the determination of operating revenues allowed.

Federal income tax determination varies with the different man-
ners of treating leases. Although the position of the charge against
revenue is not relevant here as it was in the rate making case, the
total charge in any given year may vary if accelerated methods of depre-
ciation are used.

The decision to capitalize or not to capitalize can be made inde-
pendently in each of the three cases. The treatment that is accorded

leases in all of the three areas could possibly have an effect on the



magnitude of investment in the electric utility industry as well as
on only the methods of financing the investment in plant and equip-

ment.
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CHAPTER III

THE QUESTIONNAIRE AND THE RESULTS OF THE SURVEY

Use of the Questionnaire

The use of a questionnaire was determined to be the most practical
method of obfaining a broad coverage of firms. The purpose of the ques-
tionnaire was to gather data on the leasing activities of privately-
owned electric utility firms.

The questionnaire underwent several changes before it reached the
form that was sent out. Discussion with members of the writer's disser-
tation committee as well as correspondence and personal interviews with
people from the electric utility industry, public accounting firms, and

~the Federal Power Commission all contributed to the final form of the
questionnaire. Two electric utilities which were known to have signed
long term leasing contracts of a financing nature were sent the ques-
tionnaire before it reached the form used for mailing to the other firms.
The responses and recommendations received from this pre-test aided in
the design of the final questionnaire used. A copy of the questionnaire
as sent to the firms is illustrated in Appendix B. A list of the people
and organizations involved with the construction and pre~test of the

questionnaire is contained in Appendix C.

Firms Receiving the Questionnaire

The questionnaire was mailed to 190 Class A and Class B electric

utilities listed in the Statistics of Privately-Owned Electric Utilities
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in the United States, 1970. Because all Class A and Class B firms re-

ceived the questionnaire, it is believed that any bias that could result
by choosing only a sample from this population was avoided. Firms having
less than $1,000,000 in annual operating revenues were not included as
recipients of the questionnaire because of their relatively small size,
Since it was assumed these few very small firms were unlikely to do any
significant amount of long-term leasing, it was felt that their absence
from the population would not detract from the results of the study. This
assumption appeared valid because the small Class B firms that responded

did virtually no leasing. Statistics of Privately-Owned Electric Utili-

ties in the United States, 1970 states that Class A and Class B comprise

almost 100 percent of the privately owned electric utilities.

Each of the questionnaires was addressed to the chief financial of-
ficer of the firms surveyed. The recipient was either the controller,
treasurer, or financial vice-president, depending upon the specific firm.
Names and addresses of the persons involved were taken from Poor's Regis-

ter of Corporations.2 Appendix D contains a listing of these names and

addresses.

On October 6, 1972, questionnaires were sent to each of the 190 pri-
vately-owned electric utility firms referred to above. A cover letter,
reproduced in Appendix B, accompanied the questionnaire. The cover letter

stressed the point that all responses would be kept confidential as to the

1The Federal Power Commission in its Statistics of Privately-Owned
Electric Utilities in the United States, 1970 (Washington, D.C.: U.S.
Government Printing Office) defines a Class A electric utility as having
annual electric operating revenues of $2,500,000 or more, and a Class B
electric utility is defined as having annual electric operating revenues
of $1,000,000 or more but less than $2,500,000.

2Poor’s Register of Corporations, Directors, and Executives (New
York: Standard and Poor's Corporation, 1972),
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firm's identity. Each firm that returned a completed questionnaire
was promised a summary of the results of the survey. This latter mea-
sure was used in the hope of inducing a high response rate from the
firms solicited. By November 27, 1972, 89 firms or 46 percent of the
190 firms had responded to the request. On that same day a mailing
of a second request to the remaining 101 firms was accomplished. A
follow-up cover letter accompanied the second request questionnaire.
A copy of the follow-up letter is also contained in Appendix B. An
additional 44 firms responded after the second request was mailed out.
Total responses came to 133, which is 707 of the population surveyed.
Included in the total of 133 firms were two firms that responded by
letter only and one firm that returned the questionnaire citing cost
constraints as the reason for not completing it.

The size distribution of the firms responding appeared to be
rather uniform. Less than ten firms that serve large metropolitan
areas (population of more than one million) failed to respond. The
majority of firms that did not respond were small in terms of operat-
ing revenue. As a general rule, the small firms that did respond were
engaged in very little leasing of a financing nature.

The care with which the firms responded to items in the question~
naire varied considerably. On one extreme are found firms which an-
swered every applicable question with even more detail than requested.
On the other hand, there were some firms which failed to answer ques-
tions which were applicable to all firms. Because of the incomplete
answers on some questionnaires, totals in the tables that follow will -

not always equal the total number of firms responding.
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Questionnaire Item Totals and Analysis

Question number one asked if the firm has been a lessee in any leas-
ing agreement during the past five years. Of the 132 firms responding,
93 replied "yes" and 39 replied '"no". There seems to be no doubt that
many of the firms that were leasing were simply involved with short-term
operating type leases; these leases are never considered candidates for
capitalization and therefore are not relevant to this study.

Question 2 attempted to discover the types of assets that electric
utilities were leasing. Table 1 contains a lis ting of assets that the

firms are leasing and the number of firms leasing each type of asset.

TABLIE 1

Types of Assets Being Leased by Electric Utilities

Type of Asset Number of Firms Leasing
Office Equipment 21
Motor Vehicles 43
Aircraft 5
Railroad Cars 5
Construction Equipment 4
Computer Equipment 66
Nuclear Fuel 12
Pollution Control Equipment 7
Generating Equipment 17
Buildings ' 46
Land 6
Other _28
Total 260

Analysis of the individual questionnaires indicates almost without excep-
tion that certain types of assets have become popular items for leasing
in the past few years. Railroad cars, generating equipment, and nuclear
fuel are items that only recently have been candidates for leasing by
utilities. As more utilities look for additional sources of capital to

finance plant expansion recent trends indicate that more leasing of gen-
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erating equipment and nuclear fuel will occur unless unfavorable rate
making or accounting treatment affects leasing decisions. Because much
of the leasing of computer equipment, motor vehicles, and buildings is
of the operating type, it appea;s that the most fruitful areas for fur-
ther investigation are generating equipment, nuclear fuel and pollution
control equipment which usually results in financing type leases. Re-
cently many states and municipalities have passed strict pollution con-
trol laws; this is forcing utilities to acquire expensive equipment to
meet the emission requirements of these laws. Because Section 103 (¢) (4) (F)
of the Internal Revenue Code allows state and 1oca1 governments to issue
bonds for the purchase of pollution control equipment upon which the in-
terest is not taxable to the bondholders, many utilities will probably
attempt to lease pollution control equipment from municipalities. The
benefits of the low interest rates on the municipal bonds will be passed
on in the form of att?active lease rates to the utilities.

Table 2 shows the duration of the leases for the twelve asset cate-
gories used in tabulating the resultg. The information for Table 2 came
from question number 3 of the questionnaire. Question number 3 also pro-
vided cost data and information on the annual lease payment. From the
total amount of information provided from question number 3 a determina=~
tion of whether the lease was an operating or financing type was made.

By looking at the annual payment, duration of the lease, and cost of the
equipment leased, an attempt was made to classify a particular lease into
the category of operating or financing. For example, if the sum of the
annual payments over the duration of the lease exceeded the cost of the

leased asset, the lease was classified as a financing type lease. If the
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total payments under the lease agreement totaled to less than the cost

of the asset, the lease was classified as an operating lease. Although
this was a subjective evaluatioh on the part of the writey he felt that
an attempt at making this type of classification would aid in discover=-
ing the importance of long-term financing type leasing in the electric

utility industry.

TABLE 2
Duration of Asset Leases

Year to Lless than 1-2 Qver 2 Over 5 Over 10 Over

Type of Asset Year 1 Year Years to5 yrs to 10yrs to 20yrs 20 yrs
Office Equipment 13 1 1 3 0 0 0
Motor Vehicles 16 1 3 10 4 0 0
Aircraft 0 0 2 1 2 0 0
Railroad Cars 0 0 0 0o 0 3 0
Construction Equipment 2 0 0 1 0 0 0
Computer Equipment 22 3 10 10 9 0 0
Nuclear Fuel 0 0 0 1 2 0 1
Pollution Control Equipment O 0 ] 0 0 6 1
Generating Equipment 0 0 0 0 1 3 12
Buildings 9 0 1 1 1 2 22
‘Land 4 0 0 0 0 0 0
Other 9 0 1 2 1 1 2

Total 75 5 18 29 20 15 38

TABLE 3
lease Clasgsification - Operating or Financing

Type of Asset Operating Financing Could not Classify
O0ffice Equipment 18 1 2
Motor Vehicles 34 0 9
Aircraft 5 0 0
Railroad Cars 0 3 2
Construction Equipment 2 1 1
Computer Equipment S4 2 10
Nuclear Fuel 5 0 7
Pollution Control Equipment 0 7 0
Generating Equipment 3 13 1
Buildings 14 23 9
Land 5 1 0
Other _18 2 8

Total 158 53 49



Table 3 contains the categories of assets and the classification
of the type of lease. Some firms failed to supply information regard-
ing the duration of the lease commitments. This caused some leases to
fall into the category '"could not classify'". Table 2 does indicate
that there are 53 leases of a duration of ten years or more. Most of
these leases and many leases of a lesser duration would be considered
candidates for capitalization. Table 3 indicates that leases of 53
firms are classified as financing in nature. Comparison of Table 2
with Table 3 shows that the financing type leases are-not always the
leases having over ten years duration. Table 2 shows no computer
equipment being leased for over ten years; yet there are two financing

type leases for computer equipment according to Table 3.

TABLE 4

Nominal Owners of Leased Assets

. Leasing Insurance Manufacturer
Type of Asset Firm "Bank  Company or Vendor Other
Office Equipment 4 0 1 13 0
Motor Vehicles 21 6 4 1 0
Alrcraft 0 2 0 2 1
Railroad Cars 2 1 0 0 0o -
Construction Equipment 1 0 0 1 1
Computer Equipment 24 3 0 27 0
Nuclear Fuel 3 0 0 1 0
Pollution Control Equipment O 1 0 0 6
Generating Equipment 2 12 0 0 2
Buildings 8 4 15 0 8
Land 1 0 0 0 4
Other 6 2 0 5 7
Total 72 31 20 50 29

The nominal owners of the leased assets appear in Table 4. Exam-
ination of Table 4 can be helpful in determining the types of assets
being leased on financing type arrangements. Banks which engage in leas-

ing would generally be leasing assets on long-term agreements except for



some cases of office space in buildings. The primary interest of banks
in entering into leasing agreements as lessors is to act as a lender of
money, not to own and rent out &ssets. Leasing is mainly a device used
to obtain good security on what is, in effect, a loan. Therefore banks
would generally be lessors under financing type lease agreements. The
lessor insurance companies would be in a situation similar to banks.
Manufacturers and vendors, on the other hand, usually lease on an operat-
ing type of an agreement. Leasing firms would be expected to have many
types of both operating and financing leases. Generating equipment is
usually leased from banks according to the firms that responded to the
"nominal owner" part of question number 3, Some firms that responded
to parts of question number 3 failed to list the nominal owner. This
causes the totals in Table 4 not to agree with those of Table 2 and

Table 3.

TABLE 5

Treatment of Leases on Statements for Different Purposes

Expensed
Purpose Capitalized Currently Footnoted Other
Published Financial
Statements 17 87 19 1
Regulatory Commissions 17 86 18 2
Income Tax 17 86 N/A 0

N/A = Not Applicable

Table 5 1lists how leases are treated for different purposes. Some
firms treat some of their leases one way and some of their leases another
way. This causes the totals to exceed the number of firms leasing. As
can be seen from the table the majority of firms expense their lease pay-

wents currently. If all of the leases which were classified as financing
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in Table 3 would be capitalized the number of firms capitalizing leases
in Table 5 would increase by 36 (i.e., 53 financing leases in Table 3
minus 17 capitalized in Table 5+). 1If firms feel that more stringent
capitalization requirements may come in the future, their fear of having
to place a considerable amount of additional debt on the balance sheet
may become a reality. This has apparently caused some firms to express a
negative attitude toward additional and/or new leasing of assets. It is
interesting to note that for each purpose category in Table 5, seventeen
firms stated that they capitalize leases. 1In fifteen of these cases the
same firm stated they capitalized some of their leases for all three pur-
poses. Perhaps they and their regulatory commissions are following the
Internal Revenue Service in their determination of the capitalization
status of the lease.

Question number 7 of the questionnaire asked the firms to estimate
the source of funds to finance capital investment in the future. Thirty
firms stated that they would use leasing to finance up to ten percent of
their capital investment while 102 firms said they would not use leasing
at all for this purpose. Some firms that are planning to lease in the
future evidently do not consider leasing as a source of funds. The re-
sponses to question number 8 bear this out. Sixty-eight firms said they
anticipated leasing assets in the next five years and 56 firms said they
did not anticipate leasing. Table 6 1lists the number of firms that anti-

cipate leasing various types of assets in the future.



TABLE 6

Assets to be leased in the Future

Type of Asset - Number of Firms
Office Equipment 9
Motor Vehicles 26
Aircraft 2
Railroad Cars 4
Construction Equipment 4
Computer Equipment 26
Nuclear Fuel 9
Pollution Control Equipment 10
Generating Equipment 11
Buildings 27
Land : 5
Other 17
Total 150

Many of the leases anticipated above would fall into the financing
class, especially those for buildings, railroad cars, nuclear fuel, gen-
ergting equipment and pollution control equipment. Question number 10
asked firms that did not anticipate leasing if they had ever considered
the leasing alternative as opposed to owning the asset. Forty firms re-
sponded "yes" and 23 firms responded 'mo".

The reasons firms chose not to lease are included in Table 7. The
main reason firms chose not to lease was economic or financial. This ap-
pears to be logical especially since many utility firms could borrow at

favorable rates in order to debt finance their assets.

TABLE 7

Why Firms Chose Not to Lease

Reason Number of Firms
Economic or Financial 21

Accounting Treatment
Not included in rate base

Other :
Total 3

cJuaoac~
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Of the firms responding to question number 12, ten had no bond in-
denture restrictions and 117 did. Fifty-four firms said these restrice
tions would affect leasing decilions and 72 said they would not affect
leasing decisions. A more detailed report of the "free response" type

questions follow.

Comments Appearing on the Questionnaire

Questions number nine, eleven, and twelve of the questionnaire
ca}led for a "free response'" type of an answer which differed from the
more structured format of the other questions. The information from
the responses to these questions was incorporated into some of the above
tables. However categorizing many of these responses in a particular
slot on a table removes much of the uniqueness of the response and forces
responses to be classified into a fixed number of categories which cannot
always have the best possible fit to the response. Much of the reason-
ing why a firm does or does not lease becomes apparent from these sen-

tence comments to the questions which called for such a response.

Reasons Why Firms Chose to Lease

Several firms which responded to question number 9 stated that one
of the reasons they chose to lease rather than to own assets was because
the cost of leasing assets was below their composite cost of capital.
Although the cost to the firm to lease the asset is usually more than
to use debt financing, the composite cost of capital is oftentimes
higher because of the high cost of equity capital, Some of these firms
' feel that leasing assets taps an additional source of capital that is

open to the firm at a cost less than their composite cost of capital.



One firm stated that it resorted to leasing for the following rea-
son: " uses leasing because leasing provides the Company
with an additional source of cabital at a cost which is less than the
composite cost of capital." Another firm commented that, "Ownership finan-
cing{was] too costly for mon revenue producing equipment and facilities,"
This latter firm, which was leasing buildings, pollution control equip-
ment, and automotive equipment probably was not able to include some of
these assets in their rate base according to the regulatory commission
that controlled them.

Some of the electric utility firms which are involved in signifi-
cant amounts of plant expansion appear very much interested in attract-
ing investors that are not currently investing in utility securities.
They feel that leasing assets provides the mechanism for investors who
have previously or only more recently avoided investing in utility se-
curities. One large electric utility firm commented that "Lease finan-
cing provides another method of raising capital, provides flexibility in
the scheduling of financings and also may provide new types of investors
who are not investing in the Company's debt and equity securities."

Exceedingly high rates of interest a few years ago and somewhat
lower rates more recently made many utilities conscious of the adverse
effects of issuing large amounts of long-term debt that would not be
redeemed for forty or fifty years. Although bond issues could be re-
financed if interest rates fell, this could generally not be done with-
out penalties to the issuer. Most of the leases utilities get involved
in are for durations of twenty-five years or less including those of a
financing nature as opposed to short-term operating leases. This is il-

lustrated by part of one firm's reasons for leasing assets: 'To avoid:
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(2) permanent financing when interest rates are high; (b) dilution of
earnings by substituting leasing for equity financing."

Some firms stated that certain types of assets could not be pledged
as security for outstanding debt as specified in their indenture agree-
ments. Since these firms could lease the same assets, they entered into
leasing contracts for the types of assets not allowed to be pledged under
the bond indenture agreements. The cash flow back advantage of sale and
lease-back agreements was another reason why some firms selected the leas-
iné option.

"It was previously mentioned that some firms were leasing assets be-
cause the cost of leasing was below their composite cost of capital even
though above the cost of long-term debt capital. 1In the course of con-
ducting the research for this dissertation it was discovered that one
utility firm was in effect obtaining funds for the leasing of assets at
rates of interest considerably below the rate for AA corporate bonds.

The utility organized shell corporations whose sole function was to bor-
row money from large commercial banks, issue commercial paper, purchase
fixed assets and lease the fixed assets to the utility. The shell cor-
porations obligations were partly in the form of borrowing from the
large banks at the current prime rate of interest, and to a much greater
extent in the form of commercial paper issued at the prime rate of inter-
est. The lessor, the shell corporation in this case, has no profit mo=-
tive so that the utility was obtaining its money capital at a rate of
interest two to two and one-half percent less than the rate for AA cor-
porate bonds even when brokerage fees and administrative costs were con-

sidered. The firm was qugging‘in off balance sheet financing which it
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claimed made it casier for the utility to keep its ratios in line with
regulatory commission guidelines. The firm summed up its reasons for
engaging in this type of financing method by stating that two factors
were the causes " (1) Cost of money, (2) off balance sheet treatment'.
Shell corporations borrowing at prime, purchasing fixed assets, and
leasing them to the utility was thought to be an extremely innovative
way to obtain low cost money capital to finance the expansion of the
firm. The utility felt it was doing both its customers and investors
a service by using this financing technique.

" Cost was also the reason why many firms are engaged in the leasing
of a specific type of asset. Pollution ;ontrol equipment is now being
leased by many firms from state and local governments. State and local
governments are allowed to issue tax exempt bonds to finance the pur-
chase of pollution control equipment. Because of the tax exempt status,
the bonds carry a low interest rate. This allows the utility to lease
the pollution control equipment for 20 to 30 year periods at a cost which

is lower than that of owning the assets via debt financing.

Reasons Why Firms Chose Not to Lease

Question number 11 asked firms that had considered the leasing alter-
native why the firm chose to own rather than to lease the assets., It is
apparent from most of the respohses that they were commenting on the
types of leases that are the main interest of this study, financing type
leases of a long-term nature.

The preceding section of this chapter dealing with question number
9 mentioned that one of the reasons many firms leased was because they

felt the cost to lease was less than the cost to own. The most frequent



response to question number 1l was a comment stating that the cost to
lease an asset was greater than the cost to own the same asset. One
firm listed its objection to lelsing as follows: '"Leasing is viewed
as a debt alternative amd as such it is the costliest form of debt we
can incur." While several firms responding to question number 9 stated
they leased because the cost to lease was less than their composite
cost of capital, some firms that responded to question number 11 said
their composite cost of capital was less than the cost to lease. ''Due
to leverage factor inherent in utility industry operations, the Company's
composite cost of money is generally less than return requirements built
into lease proposals,' was one firm's response to question number 11,

Although higher costs for leasing discourage some firms from leas-
ing, another factor that would cause lower earnings was also cited.
When utility firms are not allowed to put an asset in their rate base
because they do not own it bﬁt lease it instead, they are discouraged
from leasing the asset. One firm cited "1) Higher cost (leasing profit
goes to a middleman) and 2) no rate base is derived from leasing' as
the reasons why the firm chose to own their equipment. Another firm
referred to the lack of rate base treatment as follows: "Return earned
on rate base considered sufficiently high to negate the savings from
leasing. The other reason, need to tap non-conventional sources of
capital, is not currently considered a problem for us."

Closely tied to the rate base issue is the whole area of lease
treatment by those in a position to prescribe accounting regulations.
Utilities not only have to meet generally accepted accounting princi-

ples and Securities and Exchange Commission requirements, but also they



face accounting regulations set out by the Federal Power Commission and
state regulatory commissions. At the present time, the treatment of
leases by all bodies concerned is in a very unstable position. Nobody
can predict with certainty what the treatment accorded leases is going
to be in the near future. Because of this situation, many utility firms
are reluctant to commit the firm to long-term lease agreements when the
near future could bring changes adverse to their interests. One firm
stated ''uncertain accounting treatment to be required by governmental
agéncies," as the only reason why it decided not to lease generating
units to handle peak demand.

Most of the firms that responded to question number 11 listed
next to specific assets which they considered leasing, the reason for
‘not leasing that particular asset. This implies that the firm had
analyzed the leasing possibility with a particular asset in mind and
found leasing to be unattracfive. The responses to questions number
9 and 11 indicate that in many cases some firms find leasing attrac-
tive and others do not for the same types of assets. The response of
one firm stood out from among all others because of a strong blast
against leasing without any reference to specific assets which it had
considered leasing. 1If the people in charge of financing utility firms'
capital assets think like the individual quoted below, no firm would
ever consider leasing. This is not to say that what is stated has no-
merit, but rather to point out that the statement indicates a lack of
analyzing the leasing question for specific types of plant and equipment.

If utilities can finance as economically as lessors
and lessors, in addition, require a profit--what is the

economic advantage to a utility of leasing? If utilities
utilize leasing as an off-balance sheet devise, it is



recognized by creditors and others as such and if not then

what value does the lease have and if so then creditors

aren't doing their job. If utilities utilize leases be-

cause they don't receive an adequate rate of return then

.leases are an interim device that doesn't correct a basic

problem. .

The person from the firm that made the above statement admitted in
another part of the questionnaire that short-term operating leases of
data processing equipment have merit. Perhaps long-term leasing would
not be advantageous for this firm, but no indication was given of an
investigation of this possibility. Because all of the firms responding
to question number 9 found leasing to be favorable it seems that any
utility should at least investigate the consequences of leasing partie-
cular items of plant and equipment. A firm failing to investigate the

leasing possibility may be ignoring a viable source of funding its capi-

tal expansions.

The Effect of Restrictive Covenants on Leasing Decisions

Question number 12 of the questionnaire inquired about any restric-
tive covenants that the firm's bond indenture agreements may have con-
tained. The reaction of the firms to whether these limitations would
affect leasing decisions was varied as might be expected. The fol-
lowing statement is typical of firms stating that a minimum debt inter-
est coverage could affect its leasing decisions. "If our interest cov-
erage fell below the Indenture requirement, we might, of course, resort
to more leasing." This firm apparently feels that leasing can be an
effective method of circumventing bond indenture agreements. Another
firm responded "Indenture interest coverage calculations are determined

on the basis of long-term debt only, therefore such restriction is favor-
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able to leasing types of assets previously described when coverages are
trending toward minimum level." Respaonses similar to those above ap=
peared on the majority of questlonnaires having the "yes" column checked
for requiring a minimum debt interest coverage. This would seem to indi=-
cate that more firms may start leasing to a greater extent if interest
coverages continue to fall because of low utility earnings in relation

to bond interest payments.

The issue of the capitalization of leases appears in the responses
to question number 12, Many firms are concerned that if leases are re-
quired to be capitalized their long-term debt and interest figures would
rise dramatically and they would lose any benefit of leasing over that
of debt financing.

We would need to maintain significant bondable property to

enable us to issue future bonds. We must have a good debt/

equity ratio to maintain our bond rating, therefore, we

would be careful about leasing a very large item that would

require capitalizing and including in long-term debt.

The response above was typical of the several firms that were worried
about the possible required capitalization of leases and its nullify-
ing the benefits of leasing.

Nuclear fuel usage by more utilities in the future will probably
cause more leasing to be undertaken by utilities. Large amounts of nu-
clear fuel must be obtained a considerable amount of time before a nu=~
clear plant is in a productive state. Some firms commented that inden-
ture agreements make it undesirable for a firm to debt finance the pur-
chase of nuclear fuel by issuing bonds. One firm's explanation of the
situation it faces regarding the acquisition of nuclear fuel reveals

why it is desirable for it to lease nuclear fuel.



Under the Company's indenture, property additions
cannot be used as collateral for first mortgage bonds

until all regulatory licenses are received. Thus, our
nuclear fuel is not a good property addition under the

mortgage until the related”nuclear generating station

has its AEC operating license. This restriction does

not apply when using nuclear fuel as collateral for a

lease. Also with leasing there are no minimum interest

or rental coverage requirements.

The responses to question number 12 can therefore be placed into
two categories if the special circuﬁstances applying to nuclear fuel
are put aside. Some firms believe that leases will have to be capital-
ized for purposes of making calculations pertinent to indenture agree-
ments if they are not capitalized already. These firms feel that there
is no point in leasing since it has the same effects as debt financing
for computing coverages and ratios and could be more costly. The other
basic category of responses is that leasing is an effective way to fi-
nance plant and equipment because leasing agreements will not jeopardize
‘the keeping of the specified agreements contained in current bond inden-

"tures, These firms indicate that they will resort to more leasing as

the limits on their current agreements are approached.

Relevance of the Questionnaire to the Model

Although data from the questionnaire are not used as direct inputs
for the operation of the model described in Chapter IV, the question=-
naire is indirectly linked with the model. The results of the question-
naire indicate that there is leasing activity of a financing nature in
the electric utility industry. Fifty-three firms are engaged in leasing
activity of a financing nature according to Table 3. Examination of the

individual questionnaires that were returned showed that some firms had

(v
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annual commitments for lease payments totaling in the millions of dol-
lars. Not only are there many electric utilities currently leasing on
a financing basis, it appears as though leasing will be used in the
near future. Table 6 contained figures of estimated future leasing
activity. Nine or more firms were planning to lease nuclear fuel,
pollution control equipment, or generating equipment. As was dis-
cussed préviously leases for these types of assets are usually of a
financing nature as opposed to an operating nature. In addition 27
firms indicated they were planning to lease buildings, some of which
certainly would be financing type leases.

The use of the questionnaire has shown that leasing is indeed a
financing method that is now used and will probably continue to be
used as a method for financing the expansion of an electric utility's
lplant. Modeling the effects of financing plant investment by the
lease method should prove useful for the firms, regulatory commis-
sions, investors and others interested. The modeling has been justi-

fied to some extent by the results of the questionnaire.



CHAPTER IV

THE GENERAL MODEL

This chapter deals with the development of a general model for
deriving a series of financial statements that result from assumed
acquisitions of capital assets utilizing various financing methods.
The procedures used in generating the statements under the various
assumptions and the origin of the initial statements are described.
A program was written to perform the calculations and print the re-
sulting financial statements., A copy of the program appears in Ap-

pendix E.

Origin of the Initial Statements

The initial baiance sheet and income statement data used as a
.starting point for the generation of new financial statements under
the various financing techniques Are condensed from company annual
reports -submitted to the Federal Power Commission. The statements
are a composite of those of all Class A and Class B electric utili-
ties in the United States for 1970.1 As new assets are acquired and
incorporated into the generated statements, the assumption is made
that these facilities will be revenue producing and cost increasing
in fixed ratios similar to those in the past. The assumptions re-
garding changes in the accounts of the financial statements results
partially from an analysis of these Federal Power Commission reports.

Financial statements in the Statistics of Privately-Owned Electric

Utilities in the United States for the years 1965 through 1970 were

1Federal Power Commission, Statistics of Privately-Owned Electric
Utilities in the United States, 1970 (December, 1971), pp. xiii-xv.
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examined to determine the approximate percentage rate of expansion of
plant and equipment. This process was used to estimate the rates of
change and to calculate amount§ on the income statement for several
accounts. Although no individual firm may possess the ratios and re-
lationships of these statements, they are typical and thus the use of
this composite industry-wide average seems to be a realistic mamner
from which to commence the generation of the financial statements.

The ratios for the composite industry-wide financial statements
have been relatively stable over the past several years which supports

their use as the initial statements. Rgference to Statistics of Pri-

vately-Owned Electric Utilities in the United States indicates that

from 1966 to 1970 the percentages of sales or total assets seldom var-

ied by more than one percentage point during the time period.

Financing Assumptions Used to Generate the Statements

Financial statements are generated under five different financing
assumptions: issuance of common stock, issuance of preferred stock, is-
suance of long-term debt, use of leasing, and financing in the existing
capital ratio. The term "financing in the existing capital ratio' means
that the capital investment occurs through the issuance of common stock,
preferred stock, and long-term debt, in the ratio that exists on the
initial statements. Under the leasing assumption, two different sets of
statements resulted because of the capitalization of the lease in one
case and the noncapitalization in the other case. 1In addition to the
capital investment cases, a set of financial statements is generated
from the initial set assuming that the firm continues to operate but
does not invest in any plant expansion. It is assumed that new plant

equal to the annual depreciation charge is acquired in all cases.
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Assumptions Common to All Models

Many of the assumptions used in the generation of the financial
statements are common to all mddels. Table 8 is a list of assumptioné
that are common to all models. Variations from the common assumptions
are discussed with the individual financing assumptions. The reasons
for the selection of the various amounts in Table 8 are explained below.
The assumptions in Table 8 reflect only those changes relevant to chang-
ing financing assumptions. Accounts that are not significantly affected

by changing the financing assumptions have unchanged balances.

Table 8

List of Common Assumptions .
1. New utility plant is acquired on the first day of 19+l whose value
is 157 of the Total Utility Plant in 1940.

2. The rate of return used in this model is 6.1% of Net Utility Plant.

3. Utility plant is retired and new utility plant is acquired equal to
: the amount of depreciation taken the previous year for each year
starting with the first day of 19+2.

4, Interest Charged to Construction is 6.1% of the amount invested each
year.

5. Other Income remains the same in 19+l as in the initial income state-
ment. Other Income rises in years 19+2 through 1945 because it is
assumed that the increase in Current and Accrued Assets over the 1940
balance is temporarily invested at the rate of 5.5%.

6. Federal Income Taxes are calculated by taking 367 of the after tax
net income amount,

7. Deferred Income Taxes on the income statement are equal to 3% of
after tax net income.

8. The following income statement accounts rise by 15% in 1941 and re-
main constant thereafter. Operating Expenses
Depreciation and Amortization Expense
Other Taxes

9. The Investment Tax Credit is 47 of the investment in plant and equip-
ment each year.
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Current and Accrued Assets are equal to the prior year's balance
plus the amount by which Net Income exceeds dividends plus the

net credits made to the Deferred Debits, and Deferred Income Taxes
Account,

The Deferred Income Taxes balance sheet balance each year is com-
puted by adding the amount from the income statement to the prior
year's balance.

The following account balances remain at the 1940 level for all
years: Other Paid In Capital

Current and Accrued Liabilities

Deferred Credits

Operating Reserves

Contributions In Aid of Construction

The Deferred Debits account, which is composed mostly of charges
for bonds issued at a discount and issuance expenses, declines

" each year by 4% of the 1940 amount.

The initial income statement for the year ending December 31, 1940,

is shown in Exhibit 2. The initial balance sheet for December 31, 1940,

is shown in Exhibit 3.

Exhibit 2
Initial Year Income Statement

Hypothetical Utilities, Inc.
Income Statement
For Year Ending December 31, 1940
(Millions of Dollars)

Operating Revenues $23,128
Operating Expenses and Maintenance -11,978
Depreciation and Amortization Expense - 2,399
Rent 0
Federal Income Taxes - 1,233
Other Taxes - 2,498
Deferred Income Taxes - 110
Investment Tax Credit - 25
Total Operating Expenses -18,243
Total Operating Income 4,885
Interest Charged to Construction 588
Other Income (Net) 170
Interest on Long Term Debt - 1,977
Other Interest Charges - 259

Net Income $ 3,407
Dividends Declared on Common Stock $'§fT§§
Dividends Declared on Preferred Stock $ 362



Exhibit 3
Initial Year Balance Sheet

Hypothetical Utilities, Inc.
Balance Sheet
December 31, 19+0
(Millions of Dollars)

Assets
Total Utility Plant $102,277
Accumulated Depreciation -22,348
Net Utility Plant 79,929
Other Property and Investment 1,742
Current and Accrued Assets 5,321
Deferred Debits 425
Total Assets and Other Debits $ 87,417

Liabilities and Other Credits

Proprietary Capital

Common Stock $13,283
Preferred Stock 7,499
Premium on Capital Stock 3,381
Retained Earnings 9,363
Other Paid in Capital 1,018
Total Proprietary Capital $ 34,544
Long Term Debt 41,938
Current and Accrued Liabilities 7,309
Deferred Credits 799
Operating Reserves 146
Contributions in Aid of Construction 483
Deferred Income Taxes 2,198
Total Liabilities and Other Credits $ 87,417

*

Explanation of the Assumptions

Total Utility Plant is increased by fifteen percent of the Total
Utility Plant in 1940 because for the past several years this figure
approximates the industry-wide growth rate as indicated by the Federal
Power Commission statistics. The 6.1% rate of return used for years
19+1 through 1945 is approximately the same as the rate of return that

the results for 1940 yielded. The rate of return is calculated by



dividing Total Operating Income on the income statement by Net Utilicy
Plant on the balance sheet. Although the Federal Power Commission in-
cludes working capital in the fate base for calculating a rate of re-
turn, this model does not include working capital in the rate base.
This was done to facilitate the job of generating the statements from
data readily available. The 6.1% rate is a figure that closely approxi-
mates the relationship that existed between Total QOperating Income and
Net Utility Plant on the Federal Power Commission industry wide compos-
ite statements during the last several years. The importance of the
rate of return is explained in the follqwing quotation.
The rate of return is the amount of money a utility

earns, over and above operating expenses, depreciation

expense, and taxes, expressed as a percentage of the le-

gally established net valuation of utility property, the

rate base. Included in the "return' are interest on long-

term debt, dividends on preferred stock, and earnings on

common stock equity. In other words, the return is that

money earned from operations which is available for dis-

tribution among the various classes of contributors of

money capital. 1In the case of common stock holders, part

of their share may be retained as surplus. The rate-of-

return concept merely converts the dollars earned on the

rate base into a percentage figure, thus making the item

more easily,comparable with that in other companies or
industries.

In order to keep Net Utility Plant, which is equal to the rate
base, from declining it is assumed that new utility plant having a
value equal to the prior year's depreciation is acquired on January
1 of each year starting with 19+2. The 6.1% rate for Interest Charged
to Construction (identical with the rate of return) was chosen because
it is unlikely that regulatory commissions would question the use of

such a figure, whereas any figure higher than the allowed rate of re-

turn could be subject to reduction.

2Paul J. Garfield and Wallace F. Lovejoy, Public Utility Economics
(Englewood Cliffs: Prentice-Hall, 1964), p. 116,
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Changes in the Other Income account and the Current and Accrued
Assets account are closely linked. The net cash flow enters the Cur-
rent and Accrued Assets accounEs. Because it is not logical for a
firm to leave large amounts of idle cash in bank accounts that earn
no return, it is assumed that what would be considered excessive
amounts of cash would be invested at the annual rate of 5.5%.

The 367 rate used to compute the federal income tax is for cal-
culation purposes and is not the effective tax rate. It is the rela-
tionship that éxisted in the 1940 composite statements and reference
to several annual reports of electric utility firms indicates that
this approximate relationship exists for actual firms. The three
percent rate used for Deferred Income Taxes on the income statement
~ was selected for like reasons.

The Operating Expenses Account, Depreciation and Amortization
Expense account, and the Other Taxes account all rose by fifteen per-
cent in 19+l. It is assumed that there are no econcmies of scale to
be gained and the new plant purchased will cost proportionately as
much to operate as the existing plant. Depreciation for financial
statement purposes is taken on a straight-line basis which would ex-
plain the fifteen percent rise in Depreciation and Amortization Expense,

The Investment Tax Credit account was actually an expense in the
1970 industty-wide figures despite the expansion of the Total Utility
Plant Account. This probably resulted from two aspects of the tax law.
During 1970 no investment tax credit was allowed because it was re-
.pealed by the Tax Reform Act of 1969. The debits to the account arose

because of adjustments that were made for the early disposal of assets
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which had been acquired using the investment tax credit that must be
recaptured.

The five balance shegt accbunts (item 12, Table 8) that had con-
stant balances throughout the entire period were not changed, because
under the investment assumptions made there appears to be no good
method of estimating the magn{fpde of any fluctuations. Although there
would be adjustments in a real situation, the changes would appear to
be so slight that attempting to estimate the amount of éhange contri-

butes little, if anything, to the model's soundness.

Statements Generated Under Various Assumptions

Issuance of Common Stock

The increase of fifteen percent in the Total Utility Plant account
is matched by increases in the Common Stock and Premium on Capital Stock
accounts. It is assumed that 607, of the stock issue proceeds represents
par value with the remainder being a premium. The 60% figure was chosen
because the Common Stock account represents about 60% of the inferred
common stock owners' equity in the 1940 balance sheet.

The amount of dividends declared on the common stock is equal to
sixteen percent of the Common Stockiaccount balance. This assumption
is in line with the 1940 figures. Because the balance of preferred
stock remained the same as in 1940?_dividends declared on preferred

stock remain unchanged.

Issuance of Preferred Stock

The Preferred Stock account is credited for the entire amount of
the fifteen percent increase in the Total Utility Plant account because

it is assumed the stock is issued for the par amount. Dividends on the
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preferred stock are five percent of the Preferred Stock account balance.
Common dividends remain the same as in 1940 becuase no new common stock

was issued. -

Issuance of Long-Term Debt

Under the long-term debt assumption the entire amount of the in-
crease in Total Utility Plant is matched by an increase in the Long-
Term Debt account. Interest on Long-Term Debt increases over 1940 by
seven percent of the new investment in plant in 19+l and then remains
constant. An interest rate of seven percent seems to be § reasonable
bond interest rate and was used in this case. Unlike the cases where
new stock was issued all dividends declared remain the same as in 1940,
It is assumed that the issuance of this amount of long-term debt will

not effect the credit rating of the utility.

Non-Capitalized Lease

| In the case of a non-capitalized lease no investment increase is
indicated on the firm's books. The investment tax credit falls to zero

in 19+41l. The tax law provides that the lessor is entitled to the tax .
credit unless certain conditions exist in the lease agreement which can
allow for the lessee's use of the tax credit. The annual lease payments
are formulated with this factor taken into consideration. It is assumed
in this case that the lessor uses the tax credit. The investment tax
credit for years 1942 through 1945 is equal to four percent of the invest-
ment becuase investment during that period is financed by internally gen-
erated funds. Depreciation and Amortization Expenses remains at the level
of 1940, as do the dividends on common and preferred stocks. The rent

account is charged each vear with an amount equal to 9.5% of the invest-



47

ment in year 19+l. This amount is in line with amounts charged for

20-year leases for acquisition of property rights only.

Capitalized Lease

The case of the capitalized lease is very similar to the long-
term debt case, The increase in Total Utility Plant is matched by an
increase in the Long-Term Debt account. Dividends on common and pre-
ferred stock are the same as in 19+0. The investment tax credit be-
comes zero in 19+1, because it is assumed that the lessor gets the
tax credit instead of the lessee. An investment tax credit equal to
four percent of the investment for the remaining years is assumed be-
cause of the use of internally generated funds for the financing of
the investment. Interest on Long-Term Debt increases over the 1940
amount by an amount equal to 7.2 percent of the long~term debt asso-

"ciated with the newly acquired plant. The Interest on Long-Term Debt
in each subsequent year equals the 1940 amount plus 7.2 percent of the
balance of the long-term debt associated with the newly acquired plant.
The long-term debt associated with the newly acquired plant declines
each year by the amount by which the lease rental payment exceeds the
interest on the unamortized balance of the debt related to the newly

acquired plant,

Existing Capital Structure

The increase of fifteen percent in the Total Utility Plant account
is accompanied by credits to the stock and debt accounts. Thirty per-
cent of the funds come from common stock issuance of which 607 is placed
into the Common Stock account and 407 into the Premium on Capital Stock

account. Fifteen percent of the funds come from preferred stock issu-
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ance, all of which is credited to the Preferred Stock account. The re-
maining 55% comes from issuing long-term debt which increases the Long-
Term Debt account. Interest orr Long-Term Debt increases over 19+0 by an
amount equal to seven percent of the new investment in plant financed by
issuance of long-term debt in 19+41. Interest on Long-Term Debt remains
constant after 19+1.

The amount of dividends declared on the common stock is equal to
sixteen percent of the Common Stock account balance. Dividends on the

pr=ierred stock are five percent of the Preferred Stock account balance.

No Plant Expansion

Five years of financial statements are produced starting with the
statements of 1940, 1Investment in plant each year occurs to the extent
of the annual depreciation charge. Because there is no plant expansion,
Operating Expenses and Maintenance and Depreciation and Amortization Ex-
pense continue at their 1940 level. Dividends continue at the 1940 rate.
All other accounts react as in the description of the assumptions common

to all models.

Summary

A general model was developed in this chapter which used Federal
Power Commission statements as a guide for determining some of the rela-
tionships between figures to be generated as well as all of the figures
on the initial statements. Assumptions common to all financing methods
and specific to individual methods were listed and explained. It is
hoped that the assumptions that were made have helped to produce a viable
model that is useful for predicting the effects of various financing meth-

ods for electric utilities' investment in plant and equipment.



CHAPTER V

RESULTS OF THE GENERATED FINANCIAL STATEMENTS
Introduction

The results of the generated financial statements will be dis-
cussed and analyzed in this chapter. The different financing assump-
tions have direct effects on the rate making process and income tax
liability as wéll as the various effects on the financial statements

themselves.

Changes Involving Significant Items Appearing on the Financial Statements

All changes to significant items appearing on the financial state-
ments with the exception of operating revenues and income taxes are dis-

cussed in this section.

Net Income

Table 9 contains the after tax net income amounts for each of the
seven assumptions under which statements were generated. Totals for the
five-year period are also given. It is readily observed that the two
financing assumptions involving only stock issuance have the highest net
income totals. This could be anticipated because the firm would pay out
no capitalﬁ;osts for the financing of the expansion before measurement
of net income. The existing capital structure assumption ranks next to
the pure stock issuance assumptions when considering total net income
for the five-year period. The pure debt financing case ranks fourth in
total net income. When an expansion in utility plant is financed by a

lease that is capitalized on the firm's books, the resulting net income

49



QU

'V xTpuaddy UT sjuswolels [eJoUrUIl pojeasusld syl woay pouTelqo arqel SIYI 03 L2l

0€5°21 SHS ‘11 , WL TARAl c18°el SLY 41 96L°01 L99°11
EW6° 11 896°0T TES°TT 991°21 HShET 26S°01 CIT 1T
€6€°11 Hey ‘01 69801 LSSE1T 6% 21 90%°01 #66°01
8.8°01 046 ‘6 6€2°01 686°01 166°11 LEZ°0T 801°01
L6E°01$ €896 § 259°6 $ 69018 €901 480°01$ 2596 ¢
sa2Injonajs HWU..nmmU 9sSe9] IsedT uQ.OQ }o038 j2038 ﬁo.wmd.wamm
SurlsIxy paziieatde)d pez1TelTdE)-UON paxxsgaxg uomwo) Jueid ON

SNOILJWNSSY ONIONVNIJ AHL J0 HOVA ¥HAN( SHONVIVE SONINIVI TANIVIAI

401 T19VL

G xesx
4 aesx
€ aeax
Z ae9}x
1 aeax

‘Y x7puaddy UT s3juswolels [eIOUBUIJ palipasuad oyl wWoIJ paurelqo 2iqel SIY3I 103 eied,

Z5%°81$ L8LTHT$ 78%°S1$ £50°9T$ L19°12% €€ 12$ 606 71$
w9°e 860 °€ 0€z°€ 0L1°€ ee’y 791y SI0°€
L09°¢ SS0°‘¢g 1L81¢E ©0ET‘E 192°Y Iy 0%0°€
TLs‘e €10°¢ 91°¢ £€60°¢ VYA 6T1°Y LO0‘€E
8€S°¢E 816°T 801°¢€ LSO‘E 671y €11y LL6°C
160y $ 179°C § 018°C § L09°¢E § 189°% § 189°% § 018°¢ $
821n30n138 TelFded ased] ased] 3qad 310038 30028 uorsurdxy
SurasIxy poziTeltded pozT1elTde)d-uoN paaaajaad uouwwmo) jusld ON

SNOLLIWASSY ONIONVNIJ JHI 40 HOVE YAANN FAWOONI IAN XVI JdLJIV

56 2TV

1e30L

G IedX
7 aeex
€ davnni
7 AEBGAL
1 Iesl



31

is lower than when the lease is not capitalized. The results of this
study show that the total net income for the five-year period under the
assumption of a capitalized lease is even less than the five-year total
when it was assumed that no plant expansion occurred.

If net income were the sole criteria for judging the worth of a
method of financing, the stock issuance cases would appear to be most
favorable. Financing the investment with a lease that had to be capi-
talized would be unthinkable according to the net income criteria. Be-
cause net income is not the sole criterion for judging the desirability
of a financing method, no recommendation of financing methods can be

made on only the net income results.

Retained Earnings

The retained earnings balances at the end of each year under each
financing assumption are contained in Table 10. Retained earnings in-
creased for all years under all assumptions because the net income al-
ways exceeded the dividends declared. At the end of year 5, the retained
earnings balance is highest in the preferred stock case witﬁ a balance of
$14,475, The lowest balance occurs in the common stock case which has a
balance of $10,796 at the end of year 5. The low retained earnings bal-
ance in the common stock case would be expected because common equity
is usually the highest cost capital to obtain. The capitalized lease
case ranks next to the common stock case as the lowest retained earnings
balanée at the end of the five-year period.

Balances in the retained earnings accounts are often associated with
a firm's dividend paying capability. It must also be realized that a

firm's cash position is as vital to the payment of dividends as its re-



tained earnings balance. Although the capitalized lease case ranks
next to the common stock case as the lowest retained earnings balance
at the end of the five-year period, the firm would be in a somewhat
better dividend paying position because it does not have as much out~-

standing stock on which to pay dividends.

Current Ratios

Current ratios for all financing assumptions and all years appear
in Table 1l1. The current ratio is computed by dividing the Current and
Accrued Assets account balance by the Current and Accrued Liabilities
account balance. Because the Current and Accrued Liabilities balance
is the same for all cases in all years, the increase in current ratios
is attributed solely to the rise in the current and accrued assets.

This assumes that all dividends and taxes applicable to the current
year are paid as of the end of that current year. Just as in the area
of the Retained Earnings account balance, the preferred stock case ranks
first after five years. This results, as in the retained earnings case,
because the increase in income before taxes and interest belongs to the
stockholders. Because the common stock dividend payout is a higher per-
centage than the preferred stock dividend payout, cases involving in-
creases in common stock outstanding will show lower retained earnings
balances and lower current ratios. The lowest current ratio at the end
of five years is for the case where utility plant was not expanded.

Electric utilities typically have current ratios that range from
about .6 to .9. At the close of the five-year period all cases had
current ratios in excess of 1.0. This was caused by two factors. Cur-

rent liabilities remained constant during the five-year period because
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there was no sound basis to determine a change. The other factor that
caused the high current ratios was the accumulation of the net cash
flow in the form of temporary fnvestments. Because all cases yield
current ratios higher than those that are typical, the relative rank-

ing of the results becomes the distinguishing criteria.

Debt/Equity Ratios

Table 12 contains the debt/equity ratios for all financing assump=-
tions during the five-year period. This ratio was computed by dividing
the balance in the Long-Term Debt account by total proprietary capital
as appears on the balance sheets éach year, The debt/equity ratio de-
clines in all cases because long-term debt remains constant after the
beginning of Year 1 in all cases. Debt/equity ratios for the non-capi-
talized lease case, no plant expansion case, and existing capital struc-
ture case are approximately the same. The common stock case and preferred
stock case have debt/equity ratios very similar to each other and consid-
erably below the three cases mentioned above. On the other hand, the
debt case and capitalized lease case have similar debt/equity ratios

that are significantly above the first three mentioned cases.

Return on Stockholders' Investment

The return on stockholders' investment which is shown in Table 13
was calculated by dividing each year's net income by the total proprie-
tary capital balance at the end of each year, With the exception of
the first year the rate of return is highest for the non-capitalized
lease case. The lowest rate of return, after the first year occurs
for the preferred stock case. This results because the retained earn-

ings are always larger in this case and the net income does not rise
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proportionally as fast. The rate of return for the capitalized lease
case ranks second to the non-capitalized lease case in all years after
the first. 1In the cases where “the plant was expanded, the rates of re-
turn after the first year are all higher when the expansion in Year 1

was financed by debt or lease agreements.

Rate Making Effects

The rates utilities are allowed to charge in total are affected
by changes in the operating revenue requirements of the firm. It is
assumed that the utility is allowed to earn a return on its invested
capital and that in 1941 the firm earns a rate of return on its just
expanded plant in the plant expansion cases. In effect immediate rate
adjustments are assumed. Operating Revenues are determined by allow-
ing the utility to recover all of its "above the line" operating ex-
penses and a 6,17 return on its Net Utility Plant. Table 14 lists
the Operating Revenues for the firm for each year under the different
financing assumptions. As would be expected, operating revenue re-
quirements are lowest under the assumption of no plant expansion. The
preferred stock and common stock assumptions have the highest operating
revenues .over the five-year period with amounts of $133,467 and $133,317
respectively. The financing assumptions involving a capitalized lease
and debt rank at the bottom of all instances when plant is expanded. The
capitalized lease assumption requires $131,421 of Operating Revenue and
the debt assumption requires $131,300 of Operating Revenue.

If the 1940 figure for Operating Revenues would be increased by
fifteen percent because it was assumed that there were no economics of

scale and output would rise proportionally, Operating Revenues would
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increase to $26,597. The fifteen percent increase would assume that_
the power was sold in the same ratio to the existing customer mix.
Perhaps much of the increase in output would be purchased by users
that have the lower rates charged by the utilities which would force
changes in the rate scale charged the various classes of customers.
The rate structure imposed on the various classes of customers is
beyond the scope of this project. Table 14 indicates that rates in
total will change depending upon the financing assumption chosen but
does not specify how the rates of various classes of customers will

chaﬂge.

Income Tax Liability Effects

when considering income taxes, both the firm and the government
are most concerned with income taxes that are payable currently. Table
15 contains the balances for all assumptions in all years for the Fed-
eral Income Taxes account less the Investment Tax Credit account. Al-
though the firm will supposedly be liable for the deferred income taxes
in the future, they are inconsequential for the analysis here. It is
anticipated the Deferred Taxes account will continue to increase its
balance and in effect not be liquidated. Tﬁis is being caused by the
continued future expansion of capital investment in the utility indus-
try during the foreseeable future. Since the balance in the Income Tax
account less the balance in the Investment Tax Credit account is the
amount the firm will pay currently and the government will collect cur-
rently, it is the tax figure most relevant to the analysis.

As in the area of Net Income, the preferred stock and common stock

cases rank first and second in size of the Federal Income Taxes minus
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Investment Tax Credit. The debt issue case ranks lowest in size for
Federal Income Taxes minus Investment Tax Credit. The low ranking of
both the debt issue case and the capitalized lease case results be-
cause the interest payments made on the increased amount of debt out-
standing are fully deductible against operating income to determine

taxable income,

Non-Capitalized Lease versus Capitalized lLease--A Direct Comparison

. An inspection of Table 16 will indicate that the non-capitaliza-
tioq of a lease would appear to be more favorable from the point of
view of the government as well as investors. However, customers in
total would pay higher rates in the non-capitalization case. Produc-
tive capacity of the firm is the same in both the non-capitalized and
capitalized cases. Therefore, any differences in amounts and ratios
do not result because the plant size differs.

Operating Revenues for the non-capitalized lease case are .86Y%
higher than Operating Revenues under the capitalized lease assumption.
This would mean that over the five-year period customers in total
would pay'.86% more for electricity if the firm did not capitalize
the property rights acquired in the lease agreement as opposed to
capitalizing the same property rights. The total difference in the
rates paid by customers in this model under the lease assumption is
relatively small and the result of the accounting treatment accorded
the lease agreement.

The five-year net income total is more favorable to investors
under the non-capitalized lease alternative. Net income is about 4,7
percent higher than in the capitalized lease case for the five-year

period. Coupled with the more favorable net income outcome for the
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non-capitalized case are some other favorable outcomes that result from
the higher net income in the non-capitalized case. The retained earn-
ings balance at the end of year five is six percent higher in the case
of the non-capitalized lease. The current ratios for the non-capital--
ized and capitalized cases at the end of Year 5 are 1.52 and 1,20 re-
spectively. The more favorable retained earnings balance and current
ratio in fhe'non-capitalized lease case made the dividend paying capa-
bility, as measured by traditional standards, of the firm stronger than
for the capitalized lease case. This better dividend capability for the non-
capitalized case is probably more apparent than real. The investor in
the utility's owners' equity securities also has a higher return on in-
vestment in the non-capitalized lease case when the return on stockhold-

' investment is calculated.  The rate of return on stockholders' in-

ers
vestment is 8.63% in the non-capitalized lease case and 8.44% in the
capitalized case. As was previously explained, the rate of return on
stockholders' equity is calculated by dividing net income by total pro-
prietary capital. The debt/equity ratios computed from the figures on
the financial statements also favors the.non-capitalization treatment
from an investor's viewpoint because the debt/equity ratio is 1.12 for
the non-capitalized assumption and 1.50 for the capitalized assumption,
This precludes the possibility that an analyst would be able to infer
adjustments from other data included with the statements in the non-
capitalized case. Although analysts would attempt to adjust for the
non-capitalization of the lease, it is unlikely that the adjustments
could be done on a uniform, industry-wide basis.

Non~-capitalization of the lease even appears more favorable from

the government's point of view when the issue of tax revenue is exam-



ined. Because the income taxes being deferred under the different fi-
nancing techniques are the same proportion of the taxes paid under each

respective financing method, the government would prefer the method
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yielding the highest current tax payments. Taxes collected, which equals

federal income taxes minus investment tax credit in each year, is greater

under the non-capitalized assumption. The five-year totals of federal

income taxes minus investment tax credit are $5,189 for the non-capital-

ized assumption and $4,883 for the capitalized assumption, an amount

which is 6.3% higher in the non-capitalized case.

Explanation of Some Unexpected Results

Many ofrthe relationships which resulted on the generated finan-
cial statements could have been anticipated. A few of the resulté
seem rather startling at first glance. The results of the study show
that total net income for the five-year period under the assumption
"of a capitalized lease is $14,787 which is less than the $14,909 for
the like period in the no plant expansion case. Total Operating In-
come is $5,812 each year for the capitalized lease case as opposed to
$4,876 each year for the no plant expansion case, Total Operating
Income is equal to Operating Revenues less ''above the line'' expenses.
As would be expected, the capitalized lease case has a greater Total
Operating Income figure because of the expanded rate base. This re-
sulted because the model assumes that Total Operating Income is always
equal to 6.1% of the Net Utility Plant amount. The reason for the
lower Net Income figure for the five-year period is becau;e of "below
the line" expenses. 1In Year 1 "below the line" expenses for the capi-

talized lease case were higher because the Interest on Long-Term Debt

was $3,082 ag opposed to $1,977 for the no plant expansion case., In
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Years 2 through 5 the Net Income for the capitalized lease case ex~
ceeded the Net Income for the no plant expansion case by $147 in
total. This was not enough to offset the $169 difference in Year 1
by which the no plant expansion case exceeded the capitalized lease
case,

Although the after tax net income for the preferred stock case
is always the highest after the first year, the return on stockholders'
equity is always the lowest after the first year. This is caused by
the greater accumulation of retained earnings in the pfeferred stock
case as opposed to all other cases which is shown in Table 10, The
greater accumulation of retained earnings was caused by a high net

income and lower dividend payments than in the common stock case.

Implications for Regulatory Commissions

The results of the generated financial statements indicate that
"regulatory commissions should encourage the use of debt and lease
financing. When plant is expanded, the pure stock financing methods
yielded the highest Operating Revenue figures and consequently the
highest rates charged customers would come under those two cases. Al-
though the five-year totals for Operating Revenues were not signifi-
cantly less in the non pure stock cases, other factors also favor debt
financing which includes both capitalized and non-capitalized leases.

The return on stockholders' investment is always higher after the
first year in cases where debt issuance or lease agreements were in-
volved in the financing of the investment. It is true that debt/equity
ratios are higher when debt or leasing is used as is shown in Table 12.
Relatively high debt/equity ratios have been the norm in the public

utility industry for many years. Unless the firm's credit rating would



be adversely affected in the pure debt financing case, it appears that
both customers and stockholders would be better off by firms initially
financing expansion by debt or Using lease agreements to some extent.
If it can be assumed that one of a regulatory commission's important
tasks is to protect the interests of both customers and stockholders
in an equitable manner, it has not shirked its responsibility by en=-
couraging the use of more leasing and/or debt to finance plant expan-

sion under present conditions.

Summary

This chapter has discussed the results of the model financial
statements that were generated under the various financing assump-
tions. It was shown that stock issuance caused the firm to have
the highest net income figures with the consequence of having the
customers of the firm pay the highest rates. Because -the highest
incomes resulted in the stock issuance cases the government also
realized the greatest income tax revenues under those cases.

When the non-capitalized lease case was pitted against the capi=-
talized lease case, the non-capitalization of the lease appeared to
be more favorable from the points of view of government revenue, and
favorable looking financial statements. Operating revenues for the
non-capitalized lease case were only .86% higher than for the capital-
ized case. The firm's tax expense payable currently and government
revenue collectible currently was 6.3% greater in the non-capitalized
case. The investor also fared better under non-capitalization con-
sidering the results of higher net income, higher return on stock-
holders' invested capital, higher retained earnings balances, and

better current ratios and debt/equity ratios.
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CHAPTER VI

RECOMMENDATIONS FOR THE TREATMENT OF LEASES
The purpose of this chapter is to recommend the treatment that
should be accorded leases for financial statement, rate making, and
income ta# purposes. Treatment of leases for these and other pur-
poses has been an accounting question wrangled with for decades by
many people. The treatments recommended here are specifically for
the electric utility industry. Although much of the discussion in
this chapter can be generalized to all typés of firms, it appears at
this point that the treatment accorded leases may have to be deter=-
" mined on an industry-by-industry basis as opposed to one manner of
treatment for all types of firms. There at least seems to be suffi-
cient evidence that the regulated industries may have.to be treated

in a manner different from that of other non-regulated industries.

Financial Statement Treatment

The present status of financial statement treatment is not to
capitalize a lease unless it represents what is in effect an install-
ment purchase of the property. This is the rule according to Opinion
No. 5 of the Accounting Principles Board which also requires the de-
tails of thé lease to be spelled out in footnotes to the financial
statements. Even an Exposure Draft of the Accounting Principles Board
dated January 9, 1973, does not call for any more extensive capitaliza-
tion treatment; only more disclosure treatment is called for via notes

to the financial statements, separate schedules, or parenthetically in

64



65

the financial statements. The Exposure Draft was dropped in April of
1973 and the lessee treatment of leases was placed on the agenda of
the new Financial Accounting Stfandards Board. Although many people
have spoken out in favor of the capitalization of long-term leases,
the opposing view has won out to date and still has many advocates.

The arguments against the capitalization of leases are many and
cover a broad range of points for attack. A discussion of these ar-
guments will aid in determining whether the arguments are sound and
whether they are applicable to the electric utility industry. One
argument against the capitalization of the lease is that to date debts
reported on the liabilities side of the balance sheet have always been
fixed and predetermined. To capitalize a lease would cause a liability
without fixed value to be placed on the balance sheet. This state of
not being fixed or predetermined results because a lessee's obligation
under the agreement may not be for the full amount of the length of
Athe lease agreement if bankruptcy or reorganization results. In many
bankruptcy or reorganization cases this is true; however this cannot
be used as a good argument for excluding lease agreements from capital-
ization treatment. Those who believe in this argument as a substantial
reason against capitalization seem to think of a balance sheet as a
statement of affairs, which is more or less a balance sheet of a firm
in financial distress, as opposed to a balance sheet prepared under
the concept of a going concern. Many lease agreements in recent years
have contained provisions which would defeat the bankruptcy and reor-
ganization laws, These agreementé\hjwe&ths effect of determining the
liability at a larger aﬁount than would ordinarily “e the case under

the bankruptcy laws. If the going concern concept is accepted, the



placing of a long-term lease on the balance sheet in the form of an
agset with its related liability would be entirely within this con-
cept. To strike down the capitelization of long-term lease agree=-
ments because the liability is not fixed or predetermined would ig-
nore the going concern concept in favor of something that would
approach a liquidation value concept with respect to the liability

for the lease, Many of the liabilities on a typical balance sheet

do not retain theirAfixity in times of financial stress. Even though
legal liability often remains fixed, the priority of ciaims is often
structured so that the claims are not all settled on the same pro-rata
basis. Lessors are often in better shape after a lessee becomes bank-
rupt than when a debtor defaults on an unsecured loan because the
lessor can usually take possession of the leased property whereas an
unsecured creditor may have only a worthless claim on the debtor's
assets. The substance of the issue is that lgases, just as other
.types of liabilities found on the balance sheet, often will not be
settled for the full amount in times of financial distress. However,
because the balance sheet does not purport to state accounts at 11qui-‘
dation values, capitalization of a lease and the recording of the cor-
responding liability is entirely consistent with the concept of a going
concern.

It is very possible that a lease commitment could be so uncertain
that capitalization of the commitment would not be feasible. If the
lease is open-ended and cancelable at the option of the lessor or lessee
on short-term notice it would not make much sense to attempt to capital-
ize the lease as an assét. In some industries it is very common for

practically all lease agreements to be of the percentage of revenue
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type. This type of agreement provides that the lessee pay a gpecified
percentage of the operating revenues generated by the leased facility
as the rent for the facility. Jaxes and insurance would be paid by

the lessee in addition to the rent payment. Chain-stores use the per-
centage lease almost exclusively in their acquisition of property rights
for retail and warehouse facilities. Because the commitment in terms of
future rental payments is not at all fixed, it would be hard to justify
capitalization in cases such as this, If the electric utility industry
were engaged in percentage leasing to a large extent, the.argument of
the liability not being a fixed or predetermined amount would be very
potent for the non-capitalization case.

Another reason that is frequently given for not capitalizing leases
is that the periodic payment includes amounts for future services in ad-
dition to the property rights being acquired. Services such as heat,

4maintenance, taxes, and insurance are often provided for in the periodic
payments. It would appear that the value of'these ancillary services
could be readily determined in an objective wmanner. If it is assumed
that the value of the ancillary services can be determined and excluded
prior to the capitalization process, the argument of property rights
commingled with services would not be very strong for the rejection of
capitalization.

Much of the total case against the capitalization of leases falls
into what could be termed the legalistic view of the argument. Because
the title to the property is not with the lessee, the lease can there-
fore not be considered an asset. The lease is classified as an execu-
tory contract by which the parties to the agreement each promise to

perform specific acts in the future. It has never been generally accept-
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able to place executory contracts on the books of a firm in the form

of assets and liabilities unless a loss is apparent. 1If leases are to
be viewed as executory contracts and accorded the same financial state~
ment treatment as other executory contracts, they cannot possibly be
shown on the balance sheet of a firm as an asset whose value is included
in the total assets of the firm.

Professor John H. Myers in his study of lease reporting felt that
the objections to the balance sheet presentation of leases fell into
five categories, two of which would come under the legalistic area dis-
cussed above. A third objection dealt with the distortion of standard
ratios used in financial analysis, rate making, and state tax alloca-
tions. Another objection was that too many subjective judgments were
involved in the capitalization process so as to render the results

‘meaningless and misleading. The final objection was that many of the
economic advantages of leasing would be lost if leases were capitalized.
.While many of the arguments against the capitalization of leases have
merit, the section that follows attempts to build a stronger case for
the capitalization of long-term leases on the published financial state-
ments of investor-owned electric utilities than has been stated for non-

capitalization of leases.

The Case for Capitalization

The case for the capitalization of leases on the published financial
statements is developed with the interests of investors and creditors in
mind. The intention of the writer in building the argument is to present

the firm as objectively as possible, in light of the substance of what

1John H. Myers, Accounting Research Study No. 4, pp. 6-8.
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has taken place. The practicality of the recommendations is also con-
sidered., The theory and practice of accounting has always relied upon
legal considerations to a great extent for the determination of the
treatment of items on the financial statements. While legal concepts
have been and will probably continue to have a great deal of influence
on accounting theory and practice, they have not and should not be the
sole input into the accounting rule-making process. The Federal tax
law has evolved to the level where the substance of a transaction takes
precedence over the form in many cases. Although the federal tax law
is far from an ideal instrument, the accounting rule-making process
could greatly benefit from applying an analogous method where so war-
ranted. Accounting "law" or rule-making should develop with more at-
tention paid to the economic or financial substance of the transaction
than to the legal form of the transaction. This is not to say that
accounting rule-making has ignored the substance and looked only at
the form in the past, but rather to suggest that more attention be
paid to the non-legalistic aspects of a transaction in the future.
Many firms presently acquire property rights such as leasehold
improvements and employment contracts which are similar to property
righfs acquired in a lease. 1In some cases these rights are capital-
ized and in other cases they are not capitalized. Employment con-
tracts which a firm has with key employees are usually not enforce-
able and are not capitalized. Contracts for the future purchase of
goods or services are also as a general rule not capitalized., 1In
contrast to the treatment of these executory type contracts, which
will be discussed later; is the treatment given leasehold improve-

ments. It is generally acceptable practice to capitalize leasehold



Al

improvements because they have been paid for and amortize their cost
over the shorter of the life of the improvement or the expected life
of the lease including options “to extend if the option is expected to
be exercised., The lessee does not own the leasehold improvements in
the sense of having title to them. Rather the lessee has the right
to the use of the leasehold improvements for a period of time not to
exceed the life of the lease.

The capitalization of a leasehold improvement is virtually the
same as recording as an asset the value paid in advance for a long-
term lease. Although seldom done in the business world, a long-term
lease that was entirely paid for on the date of its inception would
always be recorded as an asset with no arguments raised by anybody.

In both the cases of leasehold improvements and in prepaid long-term
leases, an asset is placed on the books of the lessee who does not
have legal title to the physical property. Although nobody would
quibble with the capitalization of the prepaid long-term lease, once
the payments are deferred until a point in time subsequent to the
time when the lessee first takes possession of the property, many
people question whether an asset exists. A sale and lease back ar-
rangement is another case where many do not believe an asset exists.
If the agreement is for the expected useful life of the property or
if the lessee is entitled to acquire title for a nominal sum, the ar-
rangement in substance is virtually the same as borrowing and purchas-
ing real estate.

"Assets" could probably be defined in almost as many ways as there
exist people to define them, many of the definitions being equivalent.

Sprouse and Moonitz in their work "A Tentative Set of Broad Accounting
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Principles for Business Enterprises" set forth a definition which will
be used in this study for the meaning of an asset. '"'Assets represent
expected future economic benefits, rights to which have been acquired
by the enterprise as a result of some current or past transéction."2
This definition is far reaching and stretched to its furthest could be
used to justify the capitalization of all types of executory contracts.
It does not appear that Sprouse and Moonitz intended this to be the
case as is pointed out herg. “"For example, a piece of equipment al-
rehdy acquired and in use usually represents an asset, but equipment
whidh, according to present plans, is to be acquired next year does

not constitute an existing but merely a budgeted asset:."3 As was
stated before, a prepaid lease would be placed on the balance sheet

by everybody; but the deferral of payment applying to the same agree-
ment causes many to doubt whether an asset exists. Long-term leases
appear to qualify within the spirit as well as the letter of the above
definition of an asset. A long-term lease certainly provides some "ex-
pected future economic benefits." The lease rights have been '"acquired
by the enterprise as a result of some current or past transaction.'" The
prior statements would qualify long-term leases as assets according to
the letter of the Sprouse and Moonitz definition. Most executory con-
tracts could also meet this surface test. However long-term leases
appear to meet the spirit of the definition, whereas certain other ex-
ecutory contracts do not. Some executory contracts seem to fall closer

" to the "present plans'" category than to an asset's acquired category.

2Robert T. Sprouse and Maurice Moonitz, Accounting Research Study
No. 3, p. 20,

31bid., pp. 20-21.



While the latter statement is very much subject to dispute, an attempt
will be made to establish a case in favor of the statement.

Many people believe that the verdict for leases cannot be given
until the entire area of commitments is studied and a decision made
as to their treatment on financial statements. The decision on the
treatment of commitments as a whole is beyond the scope of this proj-
ect, yet ieases appear to be different from executory contracts for
purchases of goods and employment of people. In order to justify the
capitalization of long-term leases they must be shown to be different
in substance from purchase and employment contracts.

When a long-term lease agreement is signed, the lessor promises
to provide the facility for the use and quiet enjoyment of the lessee.
Because the lessee has possession and/or control of the facility, the
lessor has only to play a rather passive role in allowing the quiet
enjoyment for him to fulfill his entire obligation. The situation as
applies to executory contracts for employment and purchases is consid-
erably different with regard to the role of the supplier party. The
employee in an employment contract must continue to play a very active
role if he is to fulfill his obligation stipulated in the contract.
The vendor of goods or services in a purchase contract must similarly
be very active in sgpplying the required goods and services. Because
the role of the other party (lessor, employee, or supplier) to an
agreement is considerably different in reality for a lessor as opposed
to an employee or supplier, it seems that a lease is indeed different
from executory contracts of employment and supply. In the absence of
any unusual circumstances, the lessee does possess an asset in the true

sense of the Sprouse and Moonitz definition as soon as the lease agree-
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ment is signed. Once an asset is assumed to exiz%, 1 sust be properly
valued and blaced on the balance sheet if the firsuciel ::rat-wents are
to fully disclose the firm's financial positi:w.

Although few long-term leases are currcnil «=ing <s3njzaiized, an
examination of how lenders, lessors and lessevz subie tively evaluate
leases should indicate what they feel the status cof ¢ Ioug-term lease
is. Most lenders have probably always considered a prospective debtor's
lease obligations in considering the prospective debtor's creditworthi-
ness and ability to repay because lenders want to allow for commitments
not appearing on the balance sheet. 1In more recent times lenders seem
to be coming more aware of the equivalency of long-term debt and long-
term lease obligations. When lenders require the long-term lease obli-
gations to be figured into the calculated debt/equity ration an” a por-
tion of the annual lease payment to be considered as interv:st rov pur-
poses of interest coverage or fixed charges coverage, the d.v fc¢ ignor-
ing the lease on the balance sheet is gone, The following statzzant was
made by the chief executive of a major company.

Long-term lease commitments are really nothing moic

or less than another method of financing. From a businuss

standpoint, laying aside for the moment legal definitions,

this kind of commitment is just as much an involvement o.

the company's credit as borrowing from a bank or creating

any other kind of liability. But most companies appear

disinclined to record lease liabilities on the balance

sheet. I would think that where these commitments are

significant, and omitted from consideration, comparison

of different companies' financial positions by investors

is, to say the lzast, difficult, and in some cases seri-

ously distorted.

Because the lessor is in effect a lenQer, many lessors also require that

existing long-term leases be "capitalized" for purposes of computing var-

4
Henry G. Hamel, Leasing in Industry, p. 63.
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ious ratios. Furthermore many lease agreements stipulate that any ad-
ditional leases Be treated as if a long-term debt obligation has arisen.
Even the lessees themselvds recognize that leasing agreements are

in effect acquisition of assets although an examination of annual re-
ports indicates most lessees refuse to give them balance sheet treat-
ment. It follows that internal reporting on a reasonable basis dic-
tates that lessees capitalize leases for this purpose. Assume that a
firm has three profit centers. Two profit centers contain fixed assets
that are all owned and the third profit center contains a similar quan-
tity of items that are leased. If any meaningful comparison of the rate
of return for the three departments is to be made, the value of the
leased equipment must be used in the rate of return calculation. If a
lessee feels that internal capitalization is needed to present a fairly
‘determined set of results, he should also feel that his creditors should
be entitled to see a fairly determined set of financial statements used

for external purposes.

Recommendation for Capitalization

The above discussion has shown that a lease does possess the char-
acteristics of an asset in terms of the Sprouse and Moonitz definition
which has been accepted by many as a viable definition. Leases are dif-
ferent from executory contracts in which the other party must play a
very active role in fulfilling his obligations. The lessor in a lease
agreement for property rights only has to let the lessee have quiet en-
joyment which allows the lessor to play a very passive role for the dura-
tion of the lease. Lenders, lessors, and lessees themselves all treat
lease agreements as if they are instruments that give rise to assets and

liabilities.
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If the substance of the agreement is going to prevail over the
form and if reality of the situation as determined by an interested
and objective party, such as the creditor, is to be reflected on the
balance sheet, long-term leases must be capitalized. The only type
of long-term lease that would present problems in the determination
of a good estimate of the value obtained in the lease agreement would
be in the case of a percentage lease. Since thé returned question-
naires showed no evidence of percentage leases in the electric util-
ity industry, this should not cause problems for the capitalization
of long-term leases by utilities. Many critics of lease capitaliza-
tion believe that the capitalization by itself is incomplete and pos-
sibly misleading. Just because a lease is capitalized should not ex-
clude the use of notes to the financial statements which describe the
capitalization process. Long-term leases should be disclosed in notes
to the financial statements as well as in the dollar totals on the
statements., The interests of both creditors and investors will then

best be served.

Rate Making Treatment

Two groups of people are affected when the question of rate mak-
ing treatment of leases is investigated. Investors, both present and
potential, and customers of the firm are the groups directly affected
by changes that affect the utility's financial position and performance
over time. Customers are not only affected by the rates charged but
also by the level of service they receive. The lowest possible rates
may not be the most ideal situation for the customer if his level of

service falls below an acceptable level. When investor owned electric



utilities are tihe suppliers, the customers' level of service is some-
what a function of the current and potential investors' well being. If
an investor's prospective rate 'of return on utility stock is not very
favorable, the utility may not be able to attract enough capital to fi-
nance as much new plant and equipment needed for a high level of service.
Some people who have spoken out on the leasing issue in the past
have either implied or stated emphatically that electric rates would rise
considerably if leases were capitalized for rate making purposes. Robert
0. Whitman stated that he felt electric rates would rise if leases were
required to be capitalized. This would result because of the increased
financing costs incurred due to the apparent deterioration of the firm's
financial position.5 Whitman offered no quantitative substantiation for
his claims. The treatment recommended by the writer in the financial
statement treatment section for leases on the published financial state=-
ments does not agree with that of Whitman's non-capitalization proposal.
On the other hand, the recommendation made by the writer for the rate
making treatment accorded leases is for non-capitalization.
Non-capitalization of the lease for rate making purposes is advo-
cated because the results of the generated financial statements indicate
that under non-capitalization the after tax net income over the five year
period is higher than when the lease is capitalized. Unlike what others
have predicted about the rates charged customers, the generated financial
statements showed that rates would be less than one percent higher over
the five year peiod if the lease was not capitalized. Because rates over

the five-year period are vi;tually the same in both cases, the decision

5Robert 0. Whitman, Public Utilities Fortnightly, September 30,
1971, pp. 27-28,
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on the treatment of leases for rate making purposes can be made on
other grounds. 1If it can be assumed that the higher level of net in-
come would make a difference in the attractiveness of investment in
an electric utility firm and that more investment in the electric
utility industry is necessary to meet the service needs of customers,
non~capitalization of the lease for rate making purposes seems desir-
able.

Table 17 contains hybrid income statements. The purpose of the
hybrid statements is to show what results when leases are capitalized
for financial statement purposes and not capitalized for the deter-
mination of rates. The figures on Table 17 come from the generated
financial statements. Amounts for Operating Revenues, Federal Income
Taxes, and Deferred Federal Income Taxes, were taken from the state-
ments generated under the non-capitalized lease assumption. All other
figures were taken from the statements generated under the capitalized
lease assumption with the exception of Total Operating Income and Net
Income which were calculated directly on this statement. If it is
assumed that Operating Revenues and amounts involving federal income
taxes are determined from the non-capitalized case and the remaining
figures come from the capitalized case, the hybrid statements are in-
ternally consistent with one insignificant exception. Other Income
(Net) would be slightly higher due to a slightly greater accumulation
of cash than resulted under the pure capitalized lease statements.
This in turn would cause Federal Income Taxes, Deferred Income Taxes,
Total Operating Expenses, Total Operating Income, and Net Income to

increase by insignificant amounts. Because this situation causes



changes that are so slight, the results of these hybrid statements are

not tainted.

Table 17

Hybrid Income Statements
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Year 1 Year 1 Year 3 Year 4 Year 5 |Total
Operating Revenues $26,475 $26,496 $26,511 $26,527 $26,544 $132,553
Operating Expenses

and Maintenance -13,775 -13,775 -13,775 -13,775 ~13,775 -~ 68,875
Depreciation and .

Amortization Expense - 2,759 - 2,759 - 2,759 - 2,759 - 2,759 - 13,795
Federal Income Taxes - 1,011 -1,119 - 1,133 - 1,147 - 1,163 - 5,573
Other Taxes - 2,873 - 2,873 =~ 2,873 - 2,983 - 2,873 -~ 14,365
Deferred Income Taxes - 84 -~ 93 - 9% - 9% - 97 - 464
Investment Tax Credit 110 110 110 110 110 550

Total Operating Expense $20,392 $20,509 $20,524 $20,540 $20,557 $102,522
Total Operating Income 6,083 5,987 5,987 5,987 5,987 30,031

" Interest Charged to
Construction 0 168 168 168 168 672
"Other Income (Net) 170 313 323 334 346 1,486
Interest on Long-Term '

Debt - 3,082 - 3,056 - 3,029 - 3,000 - 2,968 -~ 15,135
Other Interest Charges « 259 - 259 - 259 - 259 - 259 - 1,295

Net Income $2,912 $ 3,153 $_3,190 $ 3,230 $ 3,275 $_15,759

3 ————— f———————— e ———— ——————1}

The hybrid statements of Table 17, which assume rates and federal

income taxes were determined under non-capitalization of the lease, indi-

cate that net income is 6.6% higher for the five year period than under
the total capitalization case, Some may question the results of all
Statements involving leases because they feel the results may be too
sensitive to changes in the interest rate used to determine the total
lease payments. A 7.27% interest rate was used in the capitalized lease

case which was .27 above the interest rate in the long-term debt case.



If it is still assumed that the lessor will get the investment tax
credit, an interest rate of eight percent (a one point increase over
the long-term debt rate) would be about as high as a lessee would
ever expect to pay in this case. 1If it were assumed that the lease
term would be 24 years instead of 20 years the interest rate would

be about eight percent with the same annual payment. Net Income for
the five year period would decline by $688 and Operating Revenue
would fall by $269 as compared to the 7.2% interest rate case. Pay-
ments on the lease must continue for an additional four years. An
increase in the interest rate of .8% asgumed in the capitalized lease
case does not affect the results to any great extent since it must be
considered that the increased Operating Revenue and Net Income would
continue for four additional years when comparing the eight percent
capitalized lease case with the 7.2% capitalized lease case and the
no plant expansion case. Thé generated financial statements for
leases appear to be relatively insensitive to small changes in the
interest rates assumed on the leases and would not affect the deci-

sion to not capitalize for rate making purposes.

Federal Income Tax Treatment

The treatment to be accorded leases for the purpose of deter-
miniﬁg the federal income tax liability should be equitable to both
the utility firms and the government. An examination of the results
of the generated financial statements for the two leasing cases will
aid in the making of a recommendation for tax treatment of leases.

When the non-capitalization assumption was used for rate making

purposes and tax liability determination, the amount collected by the



federal government over the five-year period was $5,189. This was the
amount of Federal Income Taxes less the Investment Tax Credit. The cor-
responding figure when the lease was capitalized for both rate making
and federal income tax purposes was $4,883. These two tax figures are
not totally comparable because the operating revenues differed causing
income before taxes to differ and as a consequence the income tax fig-
ures differed.

Although the utility firms are much interested in the net amount
théy must pay the federal government in income taxes (Federal Income
Taxes less Investment Tax Credit), the federal government is probably
just as concerned with the amount shown as Federal Income Taxes as it
is with the former figure. This is because the lessor of the leased
equipment would avail himself of the investment tax credit since the
model assumed that the lessee did not get the investment tax credit.
The federal government would then lose from the lessor what it gained
from the lessee. The gap between the tax figures which included the
investment tax credit was $306, the non-capitalized case being the
higher. When the effects of the investment tax credit are ignored
the gap narrows to $250, the non-capitalization case again coming
out higher.

The design of the model does not allow for exact calculation of
the income tax liability assuming lease capitalization and operating
revenues determined under non-capitalization. Neither does it allow
for the reverse of the above situation. Some approximations of these
effects may be made. Operating Revenues for the five-year period in
the case of non-capitalization exceeded the Operating Revenues for

the capitalization case by $1,132. 1If it were assumed that Operating



Revenues were determined under non-capitalization and federal income
taxes calculated with capitalization of the lease, tﬁe difference be~-
tween the original capitalized -statements for both purposes and non-
capitalized for both purposes would shrink from the $250 difference
that existed. 1In order to get a rough idea of how much the income

tax would increase on $1,132 of additional operating revenue, increases
in Operating Revenues and Other Income were compared with the increases
in Federal Income Taxes from year 2 to year 4 under the non-capitaliza-
tion assumption. Federal Income Taxes rose by about 25% of the in-
creases in Operating Revenues and Other Income. If this 25% rate were
applied to the $1,132, the £250 difference would change to a $33 dif-
ference in the other direction. The point is that the difference in
federal income taxes collected by the government is very slight when
these approximations are made.

Because the difference in Federal Income Taxes under the two meth-
ods appears to be insignificant no recommendation is made in favor of
one method over the other. The model assumed that straight line amor-
tization of the leased equipment was used in the capitalization case.
If leases were capitalized and amortized by an accelerated method, the
obvious effect would be to give the utility firms the advantage of tax
savings in the early years of the lease agreement with increased taxes
in later years once the growth rate of leasing slowed. 1If lease pay-
ments were expensed like rent for tax purposes, the question of the

use of accelerated methods of amortization could be avoided.
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Summary

Leases should bé capitalized for financial statement purposes if
the substance of an agreement is to prevail over the form. Most lenders
regard lease obligations 2s similar to debt. Lessees capitalize leases
for intermal reporting purpoics such as computing return on investment.
If the reality of the si.uatior i1s to be reflected in the utilities'
financial statements, capitulization is the only realistic alternative.
Because electric utilities are not involved in percentage leasing, the
capitalization of leases is also feasible. WNon-capitalization of leases
is recommended for rate making purposes. Customers will pay virtually
the same rates under either treatment. Because investors will fare bet- '
ter with non-capitalization through higher utility earnings, non-capital-
ization is recommended. 1If utility securities are a desirable investment,
the chances of sufficient money capital for expansion of plant and equip-
ment to serve the customers are greatly enhanced. No recommendation is
made for the tax treatment because there is little difference in the tax

liabilities between the capitalized and non-capitalized case.



CHAPTER VII
RECOMMENDATIONS FOR FINANCING ELECTRIC UTILITIES'
INVESTMENT IN PLANT AND EQUIPMENT
Introduction

The glectric utility industry has been hard pressed for the
past several'years to finance the needed expansion of its plant and
equipment. The industry must be able to expand its physical facil-
ities if it is going to be able to supply the power sufficient for
future needs. Investors in electric utility securities have to be
able to earn good returns on their investménts; yet regulatory com-
missions must continue to balance the interests of investors and
cugtomers. This chapter looks at the issue from both a firm's
standpoint and a regulatory commissién's standpoint,

The recommendations made in this chapter are based on the results
of the model that was constructed. Many electric utility firms have
capital structures that are very similar to the capital structure of
the model firm. The recommendations made may not be applicable to
firms which have capital structures that vary more than a slight
amount from the model firm. This would be particularly true for firms
that have a higher proportion of debt in their capital structure than

the model firm.

From a Firm's Standpoint

The firm must be concerned with having a record of good perfor-

mance from the eyes of both its debtholders and owners. Debtholders
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are interested in the safety of their investment. Coverage of bond
interest and debt/equity ratios are two indicators which would be of
interest to bondholders of a firm. Because investors who own a

firm's stock are usually not limited to a specific amount for a return
on their investment like that of bondholders, owners of stock are
usually most interested in return on investment figures. Owners would
also be interested in knowing what the firm's debt/equity ratios were
and the bond rating of the firm. Debt/equity ratios and bond ratings

would be indicators of the risk of investment in the firm.

Table 18

"Times Bond Interest Earned" Under Different
Assumptions as to Financing of Asset Acquisition

Existing
Common Preferred Non~Capitalized Capitalized Capital
Stock Stock Debt Lease Lease Structure
Year 1 4.29 4.29 2,64 2,98 2,19 3.21
Year 2 3.89 3.92 2.39 3.19 2.35 2.92
Year 3 3.90 3.96 2.41 3.21 2.38 2,93
Year 4 3.92 4,00 2.43 3.24 2,42 2.95
Year 5 3.93 4.04 2,44 3.27 2.45 2.97

Table 18 contains 'times bond interest earned" figures for the
six investment cases where the utility plant was expanded. The coverage
figure was computed by dividing the sum of Net Income, Interest on Long-
Term Debt, Federal Income Taxes, and Deferred Income Taxes by the Inter-
est on Long~-Term Debt figure in each case. Interest coverage is well

over 2.0 in all years for all cases. The financing of the expansion
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by stock results in the highest interest coverage figures as would

be expected. The long-term debt case and the capitalized lease case
yield about the same figures after the first year. While the non-
capitalized lease case has coverage figures of approximately .8 above
the capitalized lease case, it should be remembered that most analysts
and investors would make adjustments for the non-capitalization in
some manner even though many indenture agreements do not require

the ad justment.

Debt/Equity ratios for all cases and all years were shown on
Table 12 of Chapter V. Electric utilities typically have debt/equity
ratios between 1.1 and 1.3 although some individual firms may vary
considerably from this. At the end of Year 5 the common stock and
preferred stock cases were low with figures of .82 and .76 respec~-
"tively. The debt and capitalized lease cases were high at the end
of Year 5 with ratios of 1.51 and 1.50 respectively.

While a bondholder's return in the form of interest is fixed
with the consequence that he values highly the safety of the fixed
return, stockholders are more concerned with the return on the owner's
equity. Return on stockholders' investment for all years and all
cases was presented in Table 13 of Chapter V. Cases involving debt
and leases ranked highest, because the net income was spread over a
smaller amount of owners' equity. The higher percentage returns for
the owners in the debt and leasing cases is coupled with higher risk
due to higher debt-equity ratios and lower interest coverage. Once
a firm's debt/equity ratios and interest coverage figures start to
deteriorate, the utility becomes a prime candidate for the lowering

of its bond rating by the bond rating companies.
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It 18 not easy to recommend how an electric utilify should
finance its expansion. It is frequently the case that a regulatory
commission forces a capital structure upon the firm. The degree of
flexibility of the capital structure is variable and depends on the
specific commission involved. The recommendations made here assume
that the regulatory commission is somewhat flexible with respect to
the firm's capital structure. If it is assumed that the firm's prime
responsibility to its investors is to its stockholders and not its
bondholders, the electric utility firms should probably attempt to
finance a greater percentage of their investment in plant by debt
and leases. Obviously, it would not be possible to finance all future
expansion in this manner because the firm would become too risky an
investment for even the most speculative investors. On the other
hand, an expansion of the percentage of capital coming from debt
.would probably not adversely affect, to any great extent, the risk
position of a firm that is similar to the model firm. Expansion by
greater use of debt and leases would increase the return on stock-
holders' investment and would probably make new stock issues in
later time periods more desirable to investors.

Although an increase in the percentage of debt is recommended,

a recommendation for substituting leasing on a long-term basis for

a portion of the debt financing is strongly recommended. This will
greatly improve the surface appearance of the firm if the lease is
not capitalized. Even when the lease is capitalized, the generated
financial statements showed the capitalized lease case to be slightly

more desirable than the debt case on all counts with the exception
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of the current ratio and income taxes. As was explained previously,
the generated financial statements assumed that the lessor got the
investment tax credit and that the lessee paid an implied interest
rate of .27 above the long-term debt rate. It would not be atypical
for the lessee to get the investment tax credit in exchange for a
higher interest rate. The point is that the assumptions for the
generated statements were thought to be reasonable and are reflected
in this recommendation. The chief advantage of substituting long-
term leasing for debt is the tapping of a source of funds that has
not been extensively used in the past. This should prove to be at

least a partial solution to the utilities' need for funds.

From a Regulatory Standpoint

Unlike the financing issue from the utility's standpoint, the
regulatory commission must balance the interests of utility customers
and investors. The trade-off of risk versus rate of return that faces
investors was discussed above. Customers also face a trade off between
level of services and rates they must pay for service. If the regula-
tory commission properly performs its function, it must allow the firms
to be financially sound and it must have customers receive acceptable
service at a reasonable rate.

Commissions must allow the utilities to be more flexible in
their capital structures. If no flexibility were allowed the individ-
ual firms, they would be forced to issue new securities in the percent-
age of their current capital structure even though this may not be best
from a utility firm or customer point of view. The recommendations

will assume that the regulatory commissions will allow the utility
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firms to change their capital structure if the firms so desire and

the changes are not adverse to their customers' interest. It was
concluded above that, from puredly a utility firm standpoint, the firm
should attempt to finanée a greater percentage of its plant and equip-
ment by debt and leasing.

The customers' interests can be partially examined by observing
the effects on rates over the five-year period that the model was run.
Operating Revenues, which represent total amounts paid by customers,
over the five-year period and calculated for each assumption were
shown on Table 14 of Chapter V. The use of long-term debt yielded the
lowest Operating Revenue figures and preferred stock issuances yielded
the highest figures over the five-year period. The difference between
the lowest and highest cases is small with the preferred stock case
slightly over 1.6% above the long-term debt case. The model assumed
that investment for expansion occurred only in the first year. The
differences in Operating Revenues between the various financing tech-
niques would become more noticeable if each method was used consis-~
tently for several consecutive investments in plant and equipment.
Because increased use of debt and leasing as opposed to stock would
lead to lower relative rates, the regulatory commissions should encour-
age this to happen by allowing firms to change their capital structures
to accommodate such changes. It should not take much coercion for
utility firms to debt-finance more of their expansion because it was
shown to be in the best interests of the firm and the owners in the
preceding section. Although neither leasing case yielded Operating

Revenues as low as the long-term debt case, both were below the common
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stock and preferred stock cases. The substitution of leasing for
debt should not be hampered by regulatory commissions. Rather, leasing
should be encouraged to the extent that it does not inject too much

risk into the firm.

Summary

Very often it is felt that the best interests of a firm and its
customers are mutually exclusive when a firm is attempting to do what
is best for its investors. This does not appear to be the case if the
issue of how to finance an electric utility's plant expansion is exam-
ined. The increased use of debt allows for greater returns to utility
stockholders and lower rates for its customers. Care must be taken
not to expand the percentage of debt in the utility firm's capital
structure to such an extent that the credit rating of the utility
will deteriorate. If electric utility firms are in need of tapping
new sources of debt capital, the leasing alternative should be investi-
gated. Unless the additional interest cost is too great for a lease,

it could be as desirable to lease as to purchase with borrowed funds

in the conventional manner.



CHAPTER VIII

SUMMARY AND CONCLUSIONS

Introduction

There seem to be indications that the long-term leasing of items
of plant and equipment in the electric utility industry is becoming
more prevalent. Annual reports of some electric utilities disclose
the recent signing of long-term lease agreements. Although people
who are knowledgeable about such matters connected with the electric
utility industry are aware of some of the leasing activity, little
is known about the industry-wide practice of leasing and the magni-
tude of its use. The treatment accorded leases by firms in general
"has been the topic of widespread debate for many years. More recently
people concerned with the effects of the treatment given leases in
the public utility industry have spoken out on this issue. The
industry views on the issue that are publicly expressed are against
the capitalization of leases. The argument against the capitalization
of leases by utilities appears to be founded on the premise that
capitalization of the lease will have adverse effects on utility
investors and customers in the form of lower net income and higher
rates. Although the capitalization of leases is purported to be
adQerse to the interests of investors and customers, no quantification
of the effects of the treatment accorded leases in the public utility

industry has been published to date.
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The purpose of this dissertation is to discover the extent of
leasing activity in the electric utility industry, quantify the
effectsvof different financing ;ssumptions including capitalized
and non~capitalized leases, and make recommendations as to the treat~
ment accorded leases and the financing methods to be used. A question-
naire is used to survey all Class A and Class B electric utilities in
the United States on their current and planned leasing activities. The
quantification of the effects of various financing assumptions is done
by‘the use of a set of model financial statements. Balance sheets and
income statements for a five-year period are generated for each of the
various assumptions and the results are compared. The information ob-
tained from the questionnaire and the results of the generated financial
statements are used to make the recommendations for the treatment of
leases on financial statements, rate making, and federal income tax

-treatment. Recommendations for the future financing of plant expansion

are made from a utility and from a regulatory commission standpoint.

Results of the Questionnaire Survey

The questionnaire used in the survey on leasing activity was
mailed to 190 Class A and Class B electric utilities. A total of 133
firms, which was a 707% response rate, returned the questionnaire after
the initial request and a follow up were made. The responses indi-
cated that 93 utilities were engaged in some type of leasing. Exami-
nation of the individual questionnaires indicated almost without excep-

tion that certain types of assets have become popular items for leasing
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in the past few years. Railroad cars, generating equibment and
nuclear fuel are items that only recently have been leased by util-
ities. *

Information was obtained on the questionnaire that allowed for
classification of the lease as a financing or operating type of an
agreement. Cost of the leased equipment, duration of the lease, and
payment structure were looked at to determine the classification.
Because of incomplete responses it was not possible to classify all
of the leases as either financing or operating. It was determined
that 53 financing leases existed, all but seven being for buildings,
generating equipment, pollution control equipment, and railroad cars.

It was discovered that a few firms treat some of their leases
one way for financial statement purposes and a different way for rate
making and income tax purposes. The vast majority of the firms
expensed their lease payments currently for all purposes. It was
interesting to note that for each purpose category (financial state-
ment, rate making, and income tax) seventeen firms stated that they
capitalize leases. In fifteen of these cases the same utility stated
they capitalized some of their leases for all three purposes. Per-
haps the firms and their regulatory commissions were following the
Internal Revenue Service in their determination of the capitalization
status of the lease,

Leasing 1s in the future plans of some utilities as a source of
funds to finance the acquisition of plant and equipment. Thirty
firms stated that they would use leasing to finance up to ten'percent

of their capital investment in the next three years. Some of the
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firms that responded did not consider leasing as a sou;ce of funds
because 68 firms stated as a response to another question that they
intended to lease assets in the~future. The firms that had con-
sidered leasing but chose not to lease listed economic or financial
reasons as the main reasons for not leasing. Most firms' bond inden-
ture agreements had reétrictive convenants as to interest coverage

or debt/equity ratios. One hundred seventeen firms had such restric-
tions and 54 firms said they would affect leasing decisions.

Several inquiries on the questionnaire called for a ''free response"
type of an answer. The responses that appearéd indicated that some
firms had given the leasing alternative considerable thought while
others dismissed leasing with the hasty conclusion that it was too
costly. One group of firms felt that leasing was an effective way
to finance plant an& equipment because leasing agreements would not
jeopardize the keeping of the specified agreements contained in cur-
rent bond indentures. These firms.indicated that they will resort to
more leasing as the limits on their current agreements are approached.
Other utilities believed that leases will have to be capitalized for
purposes of making calculations pertinent to indenture agreements if
they are not capitalized already. These firms felt that there is no
puint in leasing since it has the same effects as debt financing for

computing coverages and ratios and could be more costly.

Results of the Model

The general model permitted the generation of financial state-
ments under the various financing methods that were assumed. Signi-

ficant items on tue financial statements were examined to see the
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size of changes. These items included after tax net income, retained
earnings balances, current ratios, debt/equity ratios, return on
stockholders' investment, operating revenues, and federal income taxes.

Stock issuance cases had the Righest operating revenue figures
but yielded lower returns on stockholders' investment. After tax
net income and federal income taxes were higher under the stock cases.
Higher dgbt/equity ratios resulted from debt financing, but current
ratios were most favorable when preferred stock was issued.

When the two leasing assumptions were directly compared, it was
seen that as far as QOperating Revenues are concerned there was little
difference between the two methods of accounting for the lease. Oper-
ating Revenues for the five-year period were less than one percent
higher for the non-capitalized case. The five-year net income total
was more favorable to investors under the non-capitalized lease alter-
native. Net income was about 4.7 percent higher than in the capitalized
lease case for the five-year period. Coupled with the more favorable
net income outcome for the non-capitalized case were some other favor-
able outcomes that resulted from higher net income in the non-capital-
ized case. The retained earnings balance was six percent higher in
the non-capitalized lease case at the end of year 5. The current ratios
for the non-capitalized and capitalized lease cases at the end of year 5
were 1.52 and 1.20 respéctively. Even the rate of return on stockholders'
investment was higher in the non-capitalized case, 8.63% as opposed to
8.447% in the capitalized case. As would be expected the debt/equity

ratio was higher when the lease was capitalized. The debt/equity ratio



was 1.50 for the capitalized assumption and 1.12 for the non-capit-
alized assumption. It is very probable that an analyst would be able
to infer adjustments from other data included with the statements in
the non-capitalized case. Although analysts would attempt to adjust
for the non-capitalization of the lease, it is unlikely that the

ad justments could be done on a uniform, industry-wide basis. Finally,
the federal income tax payments were more favorable to the government
under the non-capitalization treatment. The five-year totals of
federal income taxes minus investment tax credit were $5,189 for the
non-capitalized assumption and $4,883 for the capitalized assumption,

an amount which was 6.37% higher in the non-capitalized case.

Recommendations

It was recommended by the writer that leases be capitalized for
financial statement purposes. Leases were determined to be different
from executory contracts in which the other party must play a very
active role in fulfilling his obligations. Acquisition of property
rights through a longFterm lease appears to be an ésset in terms of

the Sprouse and Moonitz definition in Accounting Research Study No. 3.

Long~term leases that provide for the acquisition of property rights
must be capitalized if the substance of the agreement is to prevail
over the form. Long-term leases should also be disclosed in notes to
the financial statements which describe the capitalization process.
Only then will the interests of both investors and creditors be best

served.
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Non-capitalization treatment is recommended for rate making
purposes. The choice of treatment accorded leases for rate making
purposes makes little difference from a customer's viewpoint of rates
paid. They will pay virtually the same rate under either treatment.
Investors fare better with non-capitalization because utility earnings
are higher. If investors fare better under non-capitalization, util-
ity securities will be a more desirable investment, and the chances of
sufficient money capital for expansion of plant and equipment to sgerve
the customers are greatly enhanced.

When the effects of the investment tax credit are removed, the
differences in federal income tax liabilities were negligible. No
recommendation for the tax treatment is made, because it would not
make any real difference assuming straight line amortization of the
" lease is taken. If accelerated amortization were allowed, most utili-
ties would probably prefer to capitalize leases for tax purposes.

Given that a utility is in need of capital for expansion of its
facilities and that it is allowed to modify its capital structure to
some degree, it would be in the best interests of its stockholders to
finance expansion with relatively more debt and less stock. Utility
firms would then have higher returns on stockholders' investment with
increases in their risk factor. As long as the change in capital
structure is not extreme and minimum interest coverage ratios are
maintained, the increase in risk would not adversely affect the firm's
credit rating. Eleétric utilities should strongly consider the sub-
stitution of leasing for some of their future long-term debt finan-

cing of property. If leases are not capitalized on the financial
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statements, the surface view of the firm will greatly improve. Even
if the lease is capitalized, the generated financial statements showed
the capitalized case to be slightly more desirable than the long-term
debt case. An important advantage of substituting leasing for long-
term debt is the tapping of a source of funds that has not been
extensively used in the past.

Regulatory commissions have to plan a balancing role between the
investors' interests and the customers' interests. It has already
been concluded that slightly more debt in the capital structure would
be better for the owners of utility equity securities. The expansion
of debt in an electric utility's capital sﬁructure also appears desir-
able from the customer's point of view. The financing of expansion
by long-term debt yielded the lowest total Operating Revenue figures
_which would indicate the lowest rates. Both leasing alternatives
yielded Operating Revenues above those of long-term debt but below
those of stock issuance., Because an expansion of leasing and debt
relative to owners' equity in the capital structure of electric utili-
ties is desirable from an owner's and customer's standpoint, regula-
tory commissions should encourage these types of changes in the firms'

capital structures,

Final Remarks

The treatment accorded leases has more than just the superficial
effects on the figures appearing on a utility's income statement and
balance sheet. Because the amount of operating revenues will vary

with the treatment of leases for regulatory purposes, the real effects
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of changes in revenues received and income taxes paid occur. The
actual cash position of the firm will change as a result of the above
effects as well as changes in all of the other indicators of a firm's
position and performance that could be caused by apparent as well as
real effects.

Leasing has been shown to be a viable alternative for an electric
utility ta use in the financing of its expansion of plant and equipment.
The model used to generate financial statements in this study assumed
that the firm was equivalent to the industry average. The potential
for an individual firm to obtain beneficial results from the use of
leasing would depend on many factors specific to each firm. Two of
the most important factors would be the regulatory commissions' atti-
tude toward what the debt/equity ratio of the firm should be and what
the present debt/equity ratio of the firm actually is. The correct
decision on the leasing issue is firm specific. Unless a utility
rigorously analyzes the leasing alternative, it will never know whether
" it missed the best method of financing a portion of its needed expan-

sion.



APPENDIX A

The Generated Financial Statements
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INITIAL STATEMENTS

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET

DECEMBER 31y 19 + O

ASSETS
TOTAL UTILITY PLANT $ 1022717
ACCUMULATED CEPRECIAT ION —22348
NET UTILITY PLANT 79929
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 5321
DEFERRED DEBITS 425
TOTAL ASSETS AND OTHER DEBITS $ 87417

LIABILITIES AND OTHER CREOITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 9363

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 34544
LONG TERM DEBT 41938
CURRENT AND ACCRUED L IABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2198

- —— e i A -

87417

TOTAL LIABILITIES AND OTHER CREDITS

[



HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT
FOR YEAR ENDING DECEMBER 31,
OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPREC IATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERAT ING EXPENSES

TOTAL OPERATING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBTY

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STOCK
DIVIDENDS DECLARED ON PREFERRED STOCK

1u1

- — o ————— ——

$ 2159
$ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF COMMON STOCK ISSUED
IN YEAR 1}

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEEY

CECEMBER 31,4 19 + 1

102

ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8941
DEFERRED DEBITS 425
TOTAL ASSETS AND QOTHER DEBITS 103620
SxT=T ===
LIABILITIES AND OVTHER CREDITS
PROPRIETARY CAPITAL
COMMON STOCK $ 22488
PREFERRED STOCK 7499
PREMIUM ON CAPITAL STOCK 9518
RETAINED EARNINGS 10084
OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 50607
LONG TERM DERT 419 38
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTR IBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2338

TOTAL LIABILITIES AND OTHER CREDITS

$ 103620

REETE=S===S
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HYPOTHETICAL UTILITIESy INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 + 1

OPERATING REVENUES $ 26430
OPERATING EXPENSES AND MAINTENANCE -13775
DEPREC IATION AND AMORTIZATION EXPENSE -2759
RENT -0
FECERAL INCOME TAXES -1685
OTHER TAXES -2873
DEFERRED INCOME TAXES -140
INVESTMENT TAX CREDIT 6l4
TOTAL OPERAT ING EXPENSES -20618
TOTAL CPERATING INCOME 5812
INTERESYT CHARGED TO CONSTRUCTION 936
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT -1977
OTHER INTEREST CHARGES =259
NET INCOME $ 4681

SEITS=TT=E=ZBN
DIVIDENDS DECLARED ON COMMON STOCK $ 3598

DIVIDENDS DECLARED CN PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF COMMCN STOCK I SSUED

IN YEAR 1}
HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET
DECEMBER 31, 19 + 2
ASSETS
TOTAL UTILITY PLANTY $ 117619
ACCUMULATED CEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9234
DEFERRED DEBITS 408

TOTAL ASSETS AND OTHER DEBITS $ 103896

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 22488

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 9518

RETAINEC EARN INGS 10237

CTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 50760
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RE SERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2461

TOTAL LIABILITIES AND OTHER CREDITS $ 103896
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING OECEMBER 31, 19 + 2

OPERATING REVENUES $ 26712
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIATION AND AMORTIZATION EXPENSE -2759
RENT -0
FEDERAL INCOME TAXES ~-1481
CTHER TAXES -2873
DEFERRED INCOME TAXES -123
INVESTMENT TAX CREDIT 110
TOTAL OPERAT ING EXPENSES -20901
TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 369
INTEREST ON LCNG TERM DEBT -1977
OTHER INTEREST CHARGES -259
NET INCOME $ 4113

TSI T=T=
OIVIDENDS DECLAREC ON COMMON STOCK $ 3598

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARELC UNDER THE
ASSUMPTION OF COMMON STOCK ISSUED

IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEETY

DECEMBER 31y 19 + 3

ASSETS

TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY ANC INVESTMENT 1742
CURRENT AND ACCRUED ASSETS ' 9544
DEFERRED DEBITS 391
TOT AL ASSETS AND OTHER DEBITS $ 104189

PROPRI ETARY CAPITAL

CCMMON STOCK $ 22488

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 9518

RETAINED EARNINGS 10406

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 50929
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CRELCITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCCME TAXES 2585
TOTAL LIABIL ITIES AND OTHER CREDITS $ 104189



HYPOTHETICAL UTILITVIES,

INCOME STATEMENT

INC .

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MA INTENANCE
DEPRECIATION AND AMORTIZATY ION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERATING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST CN LONG TERM DESBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS OECLARED ON COMMON STOCK
DIVIDENDS DECLARED ON PREFERRED STOCK
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$ 3598

$ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF COMMCON STOCK ISSUED
IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET

DECEMBER 31,y 19 + 4
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ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED CEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT ANC ACCRUED ASSETS 9871
DEFERRED DEBITS 374
TOTAL ASSETS AND CTHER DEBITS $ 104499
LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 22488

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 9518

RETAINED EARNINGS 10592

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 51115
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OGF CONSTRUCTION 483
DEFERRED INCOME TAXES 2709

TOTAL LIABILIVIES AND OTHER CREDITS

s e e - — - —

$ 104499
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HYPQTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 + 4

OPERATING REVENUES $ 26725
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECTATION AND AMORTIZATION EXPENSE -2759
RENT -0
FEDERAL INCOME TAXES -1493
OTHER TAXES -2873
DEFERRED INCOME TAXES -124
INVESTMENT TAX CREDIT 110
TOTAL OPERAT ING EXPENSES -20914
TCTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 402
INTEREST ON LONG TERM DEBT -1977
OTHER INTEREST CHARGES -259
NET 1INCOME $ 4146

SREZsEE=EsSs=
DIVIDENDS DECLARED ON COMMON STOCK $ 3598

OCIVIDENDS DECLARED CN PREFERRED STOCK $ 362



STATEMENYS PREPARED UNDER THE
ASSUMPTION OF COMMON STOCK ISSUED
IN YEAR 1

110

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEET
DECEMBER 31,y 19 + S
ASSETS

TOTAL UTILITY PLANT
ACCUMULATED CEPRECIATION

NET UTILITY PLANT

OTHER PROPERTY AND INVESTMENT
CURRENT AND ACCRUED ASSETS
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

$ 117619
-25107

$ 104828

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK

PREFERRED STOCK

PREMIUM ON CAPITAL STOCK
RETAINELC EARNINGS

CTHER PAID IN CAPITAL

TOTAL PROPRIETARY CAPITAL

LONG TERM DESBT

CURRENT AND ACCRUED LIABILITIES
DEFERRED CRECITS

OPERATING RE SERVES

CONTRIBUTIONS IN AID OF CONSTRUCTION
DEFERRED INCOME TAXES

TOTAL LIABILITIES AND OTHER CREDITS

$ 22488

51319
41938
7309
799
146
483
2834

$ 104828



HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31,
OPERATING REVENUES

CPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERATING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED YO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LGONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLAREC ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$ 3598

$ 362
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STATEMENTS PR EPARED UNDER THE
ASSUMPTION OF PREFERRED STOCK ISSUED

IN YEAR 1
HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET
DECEMBER 31, 19 + 1
ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 96 00
DEFERRED DEBITS 425
"TOTAL ASSETS AND OTHER DEBITS $ 104279
e 3+ 3 51 3 3]
LIABILITIES AND OTHER CREDITS
PROPRIETARY CAPITAL
COMMON STOCK $ 13283
PREFERRED STOCK 22841
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 10743
OTHER PAID IN CAPITAL 1018
TOTAL PROPRI ETARY CAP ITAL 51266
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2338
TOTAL LIABILITIES AND OTHER CREDITS $ 104279



HYPOTHET ICAL UTILITIES,

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCCME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERATING EXPENSES

TOTAL OPERATING INCOME

INTEREST CHARGED YO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STOCK
DIVIDENOS DECLARED ON PREFERRED STOCK

INC.
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19 + 1

$ 26430
-13775
-2759

-0

-1685
-2873
-140

$ 2159
$ 1142



STATEMENTS PREPARED UNDER THE
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ASSUMPTION OF PREFERRED STOCK ISSUED

IN YEAR 1

HYPOTHETICAL UTILITIVIES,y INC.

BALANCE SHEET

DECEMBER 31, 19 + 2
ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED CEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 10589
DEFERRED CEBITS 408
TOTAL ASSETS AND OTHER DEBITS $ 105251
=TI=z=sI====
LIABILITIES AND OTHER CREDITS
PROPRIETARY CAPITAL
COMMON STOCK $ 13283
PREFERRED STOCK 22841
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 11591
OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 52114
LONG TERM DESBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
CEFERRED INCOME TAXES 2462

TOTAL LIABILITIES AND OTHER CREDITS $ 105251
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 + 2

OPERATING REVENUES $ 26726
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIATION AND AMORTIZATION EXPENSE =27159
RENT -0
FEDERAL INCOME TAXES -1494
OTHER TAXES -2873
DEFERRED INCOME TAXES -124
INVESTMENT TAX CREDIT 110
TOTAL OPERAT ING EXPENSES -20915
TCTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 405
INTEREST ON LONG TERM DEBTY -1977
OTHER INTEREST CHARGES -259
NET INCOME $ 4149
OIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 1142



116

STATEMENTS PREPAREC UNDER THE
ASSUMPTION OF PREFERRED STOCK ISSUED

IN YEAR 1
HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET
DECEMBER 31, 19 + 3
ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
CTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 11635
DEFERRED DEB ITS 391
TOTAL ASSETS AND OTHER DEBITS $ 106280
-+ = -t
LIABILITIES AND OTHER CREDITS
PROPRI ETARY CAP ITAL
COMMON STOCK $ 13283
PREFERRED STOCK 22841
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 12494
OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 53017
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CRECITS 799
OPERATING RESERVES 146
CCNTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2588
TOTAL LIABILITIES AND QTHER CREDITS $ 106280



HYPOTHETICAL UTILITIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTYENANCE
DEPRECIATION AND AMORT IZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERAYING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

OIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$ 4204

=ESTTT|EIINETT

$ 2159
$ 1142
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF PREFERRED STOCK ISSUED
IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEET
DECEMBER 31, 19 + 4
ASSETS

118

VOTAL UTILITY PLANT
ACCUMJLATED DEPRECIATION

$ 117619
-25107

NET UTILITY PLANT

OTHER PROPERTY AND INVESTMENT
CURRENT AND ACCRUED ASSETS
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

$

107368

ESTS=S=S==

LIABILITIES AND OTHER LREDITS

S o — - — ———

PROPRIETARY CAPITAL

COMMON STOCK

PREFERRED STOCK

PREMIUM ON CAPITAL STOCK
RETAINED EARNINGS

OTHER PAID IN CAPITAL

TOTAL PROPRIETARY CAPITAL

LONG TERM DEEY

CURRENT AND ACCRUED LIABILITIES
DEFERRED CREDITS

OPERATING RESERVES

CONTRIBUTIONS IN AID OF CONSTRUCTION
DEFERRED INCOME TAXES

TOYAL LIABILITIES AND OTHER CREDITS

$

107368

4 43 5 1+ 3 3]
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 + 4

OPERATING REVENUES $ 26770
OPERATING EXPENSES AND MAINTENANCE ~13175
DEPREC IATION AND AMORTIZATION EXPENSE -2759
RENT -0
FEDERAL INCOME TAXES -1534
OTHER TAXES ~-2873
DEFERRED INCOME TAXES -128
INVESTMENT TAX CREDIT 110
TOTAL OPERAT ING EXPENSES -20959
TCTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 517
INTEREST ON LONG TERM DEBT -1977
OTHER INTEREST CHARGES =259
NET INCOME $ 4261

SEIIT=TE=Z==N
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 1142
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STATEMENTS PREPARELC UNDER THE
ASSUMPT ION OF PREFERRED STOCK [SSUED

IN YEAR 1

HYPOTHET ICAL UTILITITIESy INC.

BALANCE SHEET

DECEMBER 31y 19 ¢+ 5

ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 13908
DEFERRED DEBITS 357
TOTAL ASSETS ANC OTHER DEBITS $ 108519
[TT=I=====

LIABILITIES AND OTHER CREDITS

- — ———— 0 e ——— — -

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 22841

PREMIUM ON CAPITAL STOCK 3381

RETAINEC EARNINGS 14475

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 54998
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CRECITS 799
OPERATING RE SERVES 146
CONTRIBUTIGNS IN AID OF CONSTRUCTION 483
DEFERRED INCCME TAXES 2846

TOTAL LIABILITIES AND OTHER CREDITS $ 108519



HYPOTHETICAL UTILITIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERAT ING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED TO CONSTRUCTION
CTHER INCOME (NET)

INTEREST ON LONG TERM DEBTY

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

- — e > v -

—— . — ——— — —

$ 2159

$ 1142



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF LONG TERM DEBT ISSUED

IN YEAR 1
HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET
DECEMBER 31, 19 + 1
ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION =25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9274
DEFERRED DEBITS 425
TOTAL ASSETS AND OTHER DEBITS $ 103953
LIABILITIES AND OTHER CREDITS
PROPRIETARY CAPITAL
COMMON STOCK $ 13283
PREFERRED STOCK 7499
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 10449
OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 35630
LCNG TERM DEBT 57280
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES , 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2306

TOTAL LIABILITIES AND OTHER CREDITS $ 103953



OPERATING REVENUES

HYPOTHET ICAL UTILITIES,
INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,4 19 + 1

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE

RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCCME TAXES
INVESTMENT TAX CREDIT

TOTAL OPERATING EXPENSES

TOTAL OPERAT ING INCOME
INTEREST CHARGED YO CONSTRUCTION

OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT
OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$ 26012
-13775
-2759

-0

-1299
-2873
-108

614

=20200

5812
936
170

-3051

-259

- — e ———— v ——

$ 3607

ESEET=E=z===

$ . 2159
$ 362



STATEMENTS PREPARED UNDER THE

ASSUMPT IOCN OF LONG TERM DEBT I SSUED

IN YEAR 1

HYPOTHETICAL UTILITITIES,

BALANCE SHEET

DECEMBER 31,

ASSETS

TOTAL UTILITY PLANT
ACCUMULATED CEPRECIATION

NET UTILITY PLANT

OTHER PROPERTY AND INVESTMENT
CURRENT AND ACCRUED ASSETS
DEFERRED DEBITS

TOTAL ASSETS AND QTHER DEBITS

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK

PREFERRED STOCK

PREMIUM ON CAPITAL STOCK
RET AINED EARNINGS

OTHER PAID IN CAPITAL

TOTAL PROPRIETARY CAPITAL
LONG TERM DEBT

CURRENT AND ACCRUED LIABILITIES

DEFERRED CREDITS
OPERATING RESERVES

19 + 2

CONTR IBUTIONS IN AID OF CONSTRUCTION

DEFERRED INCOME TAXES

TOTAL LIABILITIES AND OTHER CREDITS

$ 117619
-25107

——can e - — a an—

92512
1742
9919

- e——— — —

$ 104581

==x;T====



HYPOTHETICAL UTILITIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OP ERAT ING EXPENSES

TOTAL OPERATING INCOME

INTEREST CHARGED YO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLAREDC ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

A<

$ 2159

$ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF LONG TERM DEBT ISSUED
IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEEY

DECEMBER 31, 1S + 3

1<6

ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY ANC INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 10601
DEFERRED DEBITS 391
TOTAL ASSETS AND OTHER DEBITS $ 105246
LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 1499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 11557

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 36738
LONG TERM DEBT 57280
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CRECITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TVAXES 2491
TOTAL LIABIL ITIES AND CTHER CREDI TS $ 10 5246

sEEEsSm=zmEs
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31,4 19 + 3

OPERATING REVENUES $ 26314
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIATION ANO AMORTIZATION EXPENSE -2159
RENT -0
FEDERAL INCOME TAXES -1113
OTHER TAXES -28173
DEFERRED INCOME TAXES -93
INVESTMENT TAX CREDIT 110
TOTAL CPERATING EXPENSES -20503
TOTAL OPERAT ING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 423
INTEREST ON LONG TERM DEBTY -3051
OTHER INTEREST CHARGES =259
NET INCOME $ 3093
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362



1<8
STATEMENTS PR EPARED UNDER THE
ASSUMPTION OF LONG TERM DEBT ISSUED

IN YEAR 1
HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET
DECEMBER 31, 19 + 4
ASSETS
TOTAL UTILITY PLANT $ 1176 19
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 11321
DEFERRED DEBITS 374
TOTAL ASSETS AND COTHER DEBITS $ 105949
sSIIsSS===s==
LIABILITIES AND CTHER CREDITS
PROPRIETARY CAPITAL
COMMON STOCK $ 13283
PREFERRED STOCK 7499
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 12166
OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPIVAL 37347
LONG TERM DEEBT 57280
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID CF CONSTRUCTION 483
DEFERRED INCOME TAXES 2585

TOTAL LIABILITIES AND OTHER CREDITS $ 105949

=TS z==



HYPOTHETICAL UTILITIES, INC. 1<9
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 + 4

OPERATING REVENUES $ 26329
OPERATING EXPENSES AND MAINTENANCE ~-13775
DEPREC IATION AND AMORTIZATION EXPENSE -2759
RENT -0
FEDERAL INCOME TAXES -1127
OTHER TAXES -2873
DEFERRED INCCME TAXES ~94
INVESTMENT TAX CREDIT 110
TOTAL OPERATING EXPENSES -20518
TOTAL CPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 460
INTEREST ON LONG TERM DEBTY - 3051
OTHER INTEREST CHARGES -259
NET INCOME $ 3130

=== ==
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION COF LONG TERM DEBT ISSUED

IN YEAR 1
HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET
DECEMBER 31, 19 + 5
ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED CEPRECIATION ~25107
NET UTILITY PLANT ' 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 12082
CEFERRED DEBITS 357
TOTAL ASSETS ANC OTHER DEBITS $ 106693

=IZ=T=S=I=ss

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 1499

PREMIUM ON CAPITAL STOCK 3381

RETAINEC EARNINGS 12815

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 37996
LONG TERM DEBT 57280
CURRENT ANO ACCRUED LIABILITIES 7309
DEFERRED CRECITS 799
OPERATING RE SERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2680

———— - — > ———— ——

TOTAL LIABILITIES AND OTHER CREDITS $ 106693

ETZ===SESE=E=



HYPOTHETICAL UTILITIES,

INCOME STATEMENT

INC.

131

FOR YEAR ENDING DECEMBER 31, 19 ¢+ 5

OPERAT ING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIY

TOTAL OPERATING EXPENSES

TOTAL OPERATING INCOME

INTEREST CHARGED TO CONSTRUCTICN
OTHER INCOME (NET)

INTEREST CON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS CECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$ 26344
-13775
-27159

-0

-1141
-2813

=95

110

— e o s e v -

$ 2159
$ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAPITALIZED LEASE

IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEET

DECEMBER 31,y 19 + 1

ASSETS

TOTAL UTILITY PLANT $ 102277
ACCUMULATED DEPRECIATION -24T47
NET UTILITY PLANT 77530
OTHER PROPERTY AND INVESTMENT 1742
CURRENT ANLC ACCRUED ASSETS 8093
DEFERRED DEBITS 425
TOTAL ASSETS AND CTHER DEBITS $ 87790

LTABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 9652

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 348 33
LONG TERM DEET 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2282

TOTAL LIABILITIES AND OTHER CREDITS $ 87790
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HYPOTHET ICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING CECEMBER 31, 19 + 1

CPERATING REVENUES $ 26475
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIATION AND AMORTIZATION EXPENSE -2399
RENT -1457
FEDERAL INCOME TAXES -1011
CTHER TAXES -2873
DEFERRED INCCME TAXES -84
INVESTMENT TAX CREDITY 0
TOTAL OPERAT ING EXPENSES -21599
TOTAL CPERATING INCOME 4876
INTEREST CHARGED TO CONSTRUCTION 0
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT -1977
CTHER INTEREST CHARGES =259
NET INCOME $ 2810

EESSETER=E=E=
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET

DECEMBER 31, 19 + 2

134

ASSETS
TOTAL UTILITY PLANT $ 102277
ACCUMUL ATED CEPRECIATION - 24747
NET UTILITY PLANT 77530
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 879¢
DEFERRED DEBITS 408
TOVAL ASSETS AND OTHER DEBITS $ 88470
LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINEC EARNINGS 10239

OTHER PAID IN CAPITAL 1oL8
TOTAL PROPRIETARY CAPITAL 35420
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CRECITS 799
OPERATING RE SERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2375
TOTAL LIABIL ITIES AND OTHER CREDITS $ 88470
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 + 2

OP ERATING REVENUES $ 26496
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIATION AND AMORTIZATION EXPENSE -2399
RENTY -1457
FEDERAL INCOME TAXES -1119
OTHER TAXES -2873
DEFERRED INCOME TAXES -93
INVESTMENT TAX CREDIT 96
TOTAL OPERATING EXPENSES -21620
TOTAL OPERATING INCOME 4876
INTEREST CHARGED TO CONSTRUCTIGN 146
OTHER INCOME (NET) 322
INTEREST CN LONG TERM DEBT -1977
OTHER INTEREST CHARGES =259
NET INCOME $ 3108

TEES=I==T=
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET

DECEMBER 31, 19 + 3

19

ASSETS
TOTAL UTILITY PLANT $ 102277
ACCUMULATED DEPRECIATION ~24747
NET UTILITY PLANT 77530
OTHER PROPERTY ANC INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9527
DEFERRED DEBITS 391
TOTAL ASSETS AND OTHER DEBITS $ 89190
LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 10865

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 36046
LONG TERM DEEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2469

TOTAL LIABILITIES AND OTHER CREDITS

—— s > e G w— —

$ 89190

-

6
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 + 3

CPERATING REVENUES $ 26511
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIAT ION AND AMORTIZATION EXPENSE -2399
RENT -1457
FEDERAL INCOME TAXES -1133
OTHER TAXES -2873
DEFERRED INCCME TAXES —94
INVESTMENY TAX CREDIT 96
TOTAL OPERATING EXPENSES -21635
TOVAL OPERATING INCOME 4876
INTEREST CHARGED TO CONSTRUCTION 146
OTHER INCOME (NET) 361
INTEREST ON LONG TERM DEBT -1977
GTHER INTEREST CHARGES =259
NET INCOME $ 3147
DIVICENDS DECLARED ON COMMON STOCK $ 2159

ODIVIDENDS DECLARED ON PREFERRED STOCK $ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEET
DECEMBER 31y 19 + 4
ASSETS

TOTAL UTILITY PLANT
ACCUMULATED CEPRECIATION

NET UTILITY PLANT

OTHER PROPERTY AND INVESTMENT
CURRENT AND ACCRUED ASSETS
DEFERRED DEBITS

TOTAL ASSETS AND QOTHER DEBITS

$ 102277
-24747

- - -
- -

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK

PREFERRED STOCK

PREMIUM ON CAPITAL STOCK
RETAINED EARNINGS

OTHER PAID IN CAPITAL

TOTAL PROPRIETARY CAPITAL

LONG TERM DEBT

CURRENT AND ACCRUED LIABILITIES
DEFERRED CREDITS

OPERATING RE SERVES

CONTR IBUTIONS IN AID OF CONSTRUCTION
DEFERRED INCOME TAXES

TOTAL LIABILITIES AND OTHER CREDITS

$ 13283

———— g > e v



HYPOTHETECAL UTILITIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

YOTAL OPERAT ING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBTY

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLAREC ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

139

19 + 4

$ 26521

-13775
-2399
-1457
-1147
-2873

-96

$ 2159

$ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL UTILITITIES,s INC.
BALANCE SHEET

DECEMBER 31, 19 + 5

140

ASSETS
TOTAL UTILITY PLANT $ 102277
ACCUMULATED DEPRECIATION =24747
NET UTILITY PLANT 77530
CTHER PROPERTY ANC INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 11129
DEFERRED DEBITS 357
TOTAL ASSETS AND OTHER DEBITS $ 90758
LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 12240

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAP ITAL 37421
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2662
TOTAL LIABILITIES AND OVTHER CREDITS



HYPOTHETICAL UTILITIES, [NC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31,

CPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZAVION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCCME TAXES

INVESTMENT TAX CREDIT

TOTVAL OPERATING EXPENSES

TOTAL OPERATING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

CTHER INTEREST CHARGES

NET INCOME

CIVIDENDS OECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

141

19 +5

$ 26544

- s > o

-13775
-2399
- 1457
-1163
-2873

-97

- s e e e  —

$ 2159

$ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET

DECEMBER 31y 19 + 1

ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED CEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 1926
DEFERRED DEBITS 425
TOTAL ASSETS AND OTHER DEBITS $ 102605
|===ST=====
LIABILITIES AND OTHER CREDITS
PROPRIETARY CAPITAL
COMMON STOCK $ 13283
PREFERRED STQOCK 7499
PREMIUM ON CAPITAL STOCK 3381
RETAINEC EARNINGS 9483
OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 34664
LONG TERM DEBT 56927
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERAT ING RESERVES 146
CONTRIBUT IONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2277
TOTAL LIABILITIES AND OTHER CREDITS $ 1025605

142



HYPOTHETICAL UTILITIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERATING EXPENSES

TCYAL OPERATING INCOME

INTEREST CHARGEC TO CONSTRUCTION
OVHER INCOME (NET)

INTEREST ON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STOCK

CIVIDENDS DECLARED ON PREFERREC STOCK

143

19 + 1
$ 26249

-13775
=2759
-0
~951
-2873
=79

$ 2641

=EESTSE=E===

$ 2159

$ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A CAPITAL IZED LEASE

IN YEAR 1

HYPOTHET ICAL UTILITITIES, INC.

BALANCE SHEET

DECEMBER 31, 19 + 2

ASSETS

TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8110
DEFERRED DEBITS 408
TOTAL ASSETS AND OTHER DEBITS $ 102772

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 99 40

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 35121
LONG TERM DEBT 56548
CURRENT AND ACCRUED LIABILITIES 7309
CEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCCME TAXES 2366

TOTAL LIABILIVIES AND OTHER CREDITS $ 102772

2 2 3 7 F 3



HYPOTHET ICAL UTILITIES, INC.

INCOME STATEMENT

145

FOR YEAR ENDING DECEMBER 31, 19 + 2

CPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
CEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERATING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTERESYT ON LONG TERM DEBT

OTHER INTERE ST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STQOCK
DIVIDENDS DECLARED ON PREFERRED STOCK

- s v i o — —

$ 2978

SXI[IZT====

$ 2159

$ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A CAPITALIZED LEASE

IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEET

DECEMBER 31, 19 + 3

ASSETS

TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8306
DEFERRED DEBITS 391
TOTAL ASSETS AND CTHER DEBITS $ 102951

EESE=S=SSs===

LIABILITIES AND GOTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED € ARNINGS 10434

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 35615
LONG TERM DEET 56143
CURRENT AND ACCRUED L IABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID CF CONSTRUCTION 483
DEFERRED INCOME TAXES 2456

TOTAL LIABILITIES AND OTHER CREDITS $ 102951
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HYPOQTHETICAL UTILITIESs INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 + 3

OPERATING REVENUES $ 26284
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIATION AND AMORTIZATION EXPENSE -2759
RENT -0
FEDERAL INCOME TAXES -1085
OTHER TAXES -2873
DEFERRED INCOME TAXES -90
INVESTMENT TAX CREDIT 110
TOVAL OPERATING EXPENSES ~-20472
TCTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION l68
OTHER INCOME (NET) 323
INTEREST ON LONG TERM DEBY -3029
OTHER INTEREST CHARGES ~-259
NET INCOME $ 3015

ETESSE=E=
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

CIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A CAPITALIZED LEASE

IN YEAR 1

HYPOTHET ICAL UTILITITIES, INC.

BALANCE SHEET

DECEMBER 31y 19 + 4

ASSETS

TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8514
OEFERRED DEBITS 374
TOT AL ASSETS AND OTHER DEBITS $ 103142

- — - -——
F T 1 71 -

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAP ITAL

COMMON STOCK $ 13283

PREFERRED STOCK T499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 10968

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 36149
LONG TERM DEBT 55708
CURRENT AND ACCRUED LIABILITIES 7309
CEFERRED CRECITS 799
OPERATING RESERVES 146
CCNTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2548
TOTAL LIABILITIES AND OTHER CREDITS $ 103142

TSIz



HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

TCTAL OPERATING EXPENSES

TOTAL OPERATING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVICENDS DECLARED ON CQOMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOLK

149

19 ¢+ 4

$ 26301
=13775
=-2759

-0

-1100
-2873

-92

$ 2159

$ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET

DECEMBER 31,4 19 + 5

150

ASSETS
TOTAL UTILITY PLANT $ 117619
ACCUMULATED CEPRECIATION =-25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8735
DEFERRED DEBITS 357
TOTAL ASSETS AND OTHER DEBITS 103346
SSI===mE=
LIABILITIES AND OTHER CREDITS
PROPRIETARY CAPITAL
COMMON STOCK $ 13283
PREFERRED STOCK 7499
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 11545
OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 36726
LONG TERM DEBT 55242
CURRENT ANC ACCRUED L IABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTR IBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2641
TOTAL LIABILITIES AND OTHER CREDITS $ 103346

TES=se====
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HYPOVHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 ¢+ 5

OPERATING REVENUES $ 263117
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIATION AND AMORTIZATION EXPENSE -2759
RENT -0
FEDERAL INCOME TAXES -1115
OTHER TAXES -2873
DEFERRED INCOME TAXES -93
INVESTMENT TAX CREDIT 110
TOTAL OPERATING EXPENSES -20505
TCGTAL OPERATING INCOME 5812
INTERESY CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 346
INTEREST ON LONG TERM DEBT -2968
OTHER INTEREST CHARGES -259
NET INCOME $ 3098

-+ 4+ & &+
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362



STATEMENTS PREPARED UNDER THE
ASSUMPTION OF NO PLANT EXPANS ION
IN YEAR 1

HYPOTHET ICAL UTILITITIES, INC.
BALANCE SHEET

DECEMBER 31, 19 + 1
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ASSETS
TOTAL UTILITY PLANT $ 102277
ACCUMULATED DEPRECIATION -22348
NET UTILITY PLANTY 79929
CTHER PROPERTY ANC INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 569
DEFERRED DEBITS 425
TOTAL ASSETS AND OTHER DEBITS $ 87790
LIABILITIES AND OTHER CREDITS

PROPRIETARY CAP ITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 9652

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 34833
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2282
TOTAL LTIABILITIES AND OTHER CREDI TS $ 87790
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31y 19 + 1

OPERATING REVENUES $ 22846
OPERATING EXPENSES AND MAINTENANCE -11978
DEPRECIATION AND AMORTIZATION EXPENSE -2399
RENT -0
FEDERAL INCOME TAXES -1011
OTHER TAXES -2498
DEFERRED INCOME TAXES -84
INVESTMENT TAX CREDIT 0
TCTAL OPERATING EXPENSES -17970
TOTAL OPERAT ING INCOME 4876
INTEREST CHARGED TG CONSTRUCTION 0
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT -1977
OTHER INTERE ST CHARGES -259
NET INCOME s 2810

3+ + + + & 3 3§
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF NO PLANTY EXPANSION

IN YEAR 1
HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET
OECEMBER 31, 19 + 2
ASSETS
TOTAL UTILITY PLANT $ 102277
ACCUMULATED CEPRECIAT ION . -22348
NET UTILITY PLANT 79929
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 6256
DEFERRED DEBITS ) 408
TOTAL ASSETS AND OTHER DEBITS $ 88335
STTEIS===E=:
LIABILITIES AND OTHER CREDITS
PROPRIETARY CAPITAL
COMMON STOCK $ 13283
PREFERRED STOCK 7499
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 10108
OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 35289
LONG TERM DEBT 41938
CURRENT ANC ACCRUED L IABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTR IBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 23171
TOTAL LIABILITIES AND OTHER CREDITS $ 88335

EITTT=SR==T



HYPOTHETICAL UTILITIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENY TAX CREDIT

TOTAL OPERAT ING EXPENSES

TOTAL OPERATING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STOCK

CIVIDENDS DECLARED ON PREFERRED STOCK

155

19 + 2

$ 2159

$ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF NO PLANT EXPANSION

IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEET

DECEMBER 31y 19 + 3

ASSETS

TOTAL UTILITY PLANT $ 102277
ACCUMULATED DEPRECIATION -22348
NET UTILITY PLANT 79929
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 6849
DEFERRED DEBITS 391
TOTAL ASSETS AND OTHER DEBITS $ 88911

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAP ITAL

COMMON STOCK $ 13283

PREFERRED STQCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 1059 4

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 35775
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CRECITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCCME TAXES 2461

TOTAL LIABILITIES AND OTHER CREDITS $ 88911
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HYPOTHETICAL UTILITIES,y INCe.
INCOME STATEMENT

FOR YEAR ENDING OECEMBER 31, 19 + 3

OPERATING REVENUES $ 22828
OPERATING EXPENSES AND MAINTENANCE -11978
DEPRECIATION AND AMORTIZATION EXPENSE -2399
RENT -0
FEDERAL INCOME TAXES ~1083
OTHER TAXES -2498
DEFERRED INCOME TAXES -90
INVESTMENT TAX CREDIT 96
TOTAL OPERATING EXPENSES =-17952
TOTAL OPERAT ING I NCOME 4876
INTEREST CHARGED TO CONSTRUCTIOGN 146
CTHER INCOME (NET) 221
INTEREST ON LONG TERM DEBT -1977
OTHER INTEREST CHARGES -259
NET INCOME $ 3007
DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPT ION OF NO PLANT EXPANSION

IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEETY

DECEMBER 31, 19 + 4

ASSETS

TOTAL UTILITY PLANT $ 102277
ACCUMULATED OCEPRECIATION -22348
NET UTILITY PLANT 79929
OTHER PROPERTY AND INVESTMENT 1742
CURRENT ANDC ACCRUED ASSETS 1476
DEFERRED CEBITS 374
TOTAL ASSETS AND OTHER DEBITS $ 89521

LIABILITIES AND OTHER CREDI TS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283

PREFERRED STOCK 7499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 11113

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 36294
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILIVIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUT IONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2552
TOTAL LIABILITIES AND OTHER CREDITS $ 89521



HYPOTHETICAL UTILI TIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPREC IATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERREC INCOME TAXES

INVESTMENT TAX CREDIT

TOTAL OPERATING EXPENSES

TCTAL OPERATING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STOCK

CIVICENDS DECLARED ON PREFERRED STOCK

- o s o o e —

- e w wm w -
EI==E==EEE=EE=

(4

2159
$ 362
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STATEMENTS PREPAREC UNDER THE
ASSUMPTION COF NO PLANT EXPANSION

IN YEAR 1

HYPOTHET ICAL UTILITITIES, INC.

BALANCE SHEET

DECEMBER 31y 1S + 5

ASSETS

TOTAL UTILITY PLANT $ 102277
ACCUMUL ATED CEPRECIATION —22348
NET UTILITY PLANT 79929
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8139
DEFERRED DEBITS 357

TOTAL ASSETS AND OTHER DEBITS $ 90167

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAP ITAL

C OMMON STOCK $ 13283

PREFERRED STOCK T499

PREMIUM ON CAPITAL STOCK 3381

RETAINED EARNINGS 11667

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 36848
LONG TERM DEBT 41938
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CRECITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCCME TAXES 264%

TOTAL LIABIL ITIES AND OTHER CREDITS $ 90167



HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING OECEMBER 31,

OPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREDIT

VTOTAL COPERATING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS DECLARED ON COMMON STOCK
DIVIDENDS DECLAREC ON PREFERRED STOCK

161

- e O g g

$ 2159
$ 362



STATEMENTS PREPARED UNDER THE

162

ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO

IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEET

DECEMBER 31, 19 + 1

ASSETS

TOTAL UTILITY PL ANT
ACCUMJLATED DEPRECIATION

NET UTILITY PLANTY

OTHER PROPERTY AND INVESTMENT
CURRENT AND ACCRUED ASSETS
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

$ 1176 19
-25107
92512

1742

9236

425

$ 103915

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK

PREFERRED STOCK

PREMIUM ON CAPITAL STOCK
RETAINED EARNINGS

OTHER PAID IN CAPITAL

TOTAL PROPRIETARY CAPITAL

LONG TERM DEBT

CURRENT AND ACCRUED LIABILITIES
DEFERRED CREDITS

OPERATING RESERVES

CONTRIBUTIONS IN AID OF CONSTRUCTION
DEFERRED INCOME TAXES

TOTAL LIABILITIES AND OTHER CREDITS

$ 16044
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31y 19 + 1

OPERAT ING REVENUES $ 26201
OPERATING EXPENSES AND MAINTENANCE | -137175
DEPRECIATION AND AMORTIZATION EXPENSE -2759
RENY i -0
FEDERAL INCOME TAXES -1473
OTHER TAXES -2873
DEFERRED INCOME TAXES =123
INVESTMENT TAX CREDIT 614
TOTAL OPERATING EXPENSES =203 89
TOTAL OPERAT ING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 936
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT -2568
OTHER INTEREST CHARGES =259
NET INCOME $ 4091

EE=SDSE=E==
OIVIDENDS DECLARED ON COMMON STOCK $ 2567

DIVIDENDS DECLARED ON PREFERREL STOCK $ 490



STATEMENTS PREPARED UNDER THE
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ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO

IN YEAR 1

HYPOTHETICAL UTILITITIES,

BALANCE SHEET

DECEMBER 31y 19 + 2
ASSETS

-—— e o —

TOTAL UTILITY PLANT
ACCUMULATED DEPRECIATION

NET UTILITY PLANT

CTHER PROPERTY ANC INVESTMENT
CURRENY AND ACCRUED ASSETS
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

LIABILITIES AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $
PREFERRED STOCK

PREMIUM ON CAPITAL STOCK

RETAINED EARNINGS

OTHER PAID IN CAPITAL

TOTAL PROPRIETARY CAPITAL

LONG TERM DEBT

CURRENT AND ACCRUED LIABILITIES
DEFERRED CREDITS

OPERATING RESERVES

CONTRIBUTIONS IN AID OF CONSTRUCTION
DEFERRED INCOME TAXES

TOTAL LIABILITIES AND OTHER CREDITS

INC.

$ 117619
=251 07
92512
1742

9840

483
2427

$ 104502

TETTSTEFx ==



HYPOTHETICAL UTILITIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

CPERATING REVENUES

OPERATING EXPENSES AND MAINTENANCE
CEPRECIATION AND AMORTIZATION EXPENSE
RENT

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCCME TAXES

INVESTMENT TAX CREDIT

TCOVAL OPERATING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTEREST ON LONG TERM DEBT

CTHER INTERE ST CHARGES

NET INCOME

DIVICENDS DECLARED ON COMMON STOCK
DIVIDENDS DECLARED ON PREFERRED STOCK

1635

19 + 2
$ 26488

-13715
-2759
-0
-1274
-2873
-106
110

$ 2567

$ 490



STATEMENTS PREPARED UNDER THE
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ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO

IN-YEAR 1}

HYPOTHETICAL UTILITITIES, INC.
BALANCE SHEET

OECEMBER 31y 19 + 3

ASSETS
TOTAL UTILIYY PLANT $ 117619
ACCUMULATED CEPRECIATION -25107
NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 10479
DEFERRED DEBITS 391
TOTAL ASSETS AND OTHER DEBITS $ 105124
LIABILITIES AND OYHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 16044

PREFERRED STOCK 9800

PREMIUM ON CAPITAL STOCK 5222

RETAINED EARNINGS 11393

OTHER PAID IN CAPITAL 1018
TOTAL PROPRIETARY CAPITAL 43477
LONG TERM DEBY 50376
CURRENT AND ACCRUED LIABILITIES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2534
TOTAL LIABILITIES AND OTHER CREDITS $ 105124

SI=T==TE=S:
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HYPOTHET ICAL UTILITYIES, INC.
INCOME STATEMENT

FOR YEAR ENCING DECEMBER 31, 19 + 3

OPERATING REVENUES $ 26501
CPERATING EXPENSES AND MAINTENANCE -13775
DEPRECIATION AND AMORTIZATION EXPENSE -2759
RENT -0
FEDERAL INCOME TAXES ~1286
OTHER TAXES -2873
DEFERRED INCOME TAXES -107
INVESTMENT TAX CREDIT 110
TOTAL OPERAT ING EXPENSES -20690
TCTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 419
INTEREST ON LONG TERM DEBT ~2568
OTHER INTEREST CHARGES -259
NET INCOME $ 3572

E=ZETTEE=TER
OIVIDENDS DECLARED ON COMMON STOCK $ 2567

CIVIDENDS DECLARED ON PREFERRED STOCK $ 490



STATEMENTS PREPAREC UNDER THE
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ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO

IN YEAR 1

HYPOTHETICAL UTILITITIES,

BALANCE SHEETY

DECEMBER 31, 19 + 4
ASSETS

TOTAL UTILITY PLANT
ACCUMULATED DEPRECIATION

NET UTILITY PLANT

OTHER PROPERTY ANO INVESTMENT
CURRENT AND ACCRUED ASSETS
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

LIABILITIES AND OTHER CREDITS

—— . ————  —— - -

PROPRI ETARY CAPITAL

COMMON STOCK $
PREFERRED STQOCK

PREMIUM ON CAPITAL STOCK

RETAINED EARNINGS

OTHER PAID IN CAPITAL

INC.

$ 117619
-25107
92512

1742

11154

$ 105782

=== =Ew==s=

TOTAL PROPRIETARY CAPITAL

LONG TERM DEBT

CURRENT AND ACCRUED LIABILITIES

DEF ERREC CRECITS

OPERATING RESERVES

CONTRIBUTIONS IN AID OF CONSTRUCTION
DEFERRED INCCME TAXES

TOTAL LIABIL ITIES AND OTHER CREDITS

44027
50376
7309
799
146
483
2642

——— — e — — -

$ 105782

SET==TIT=



HYPOTHETICAL UTILITIES,

INCOME STATEMENT

INC.

FOR YEAR ENDING DECEMBER 31,

OPERAT ING REVENUES

OPERATING EXPENSES AND MAINTENANCE
DEPRECIATION AND AMORTIZATION EXPENSE
RENTY

FEDERAL INCOME TAXES

OTHER TAXES

DEFERRED INCOME TAXES

INVESTMENT TAX CREOIT

TOTAL CPERATING EXPENSES

TOTAL OPERAT ING INCOME

INTEREST CHARGED TO CONSTRUCTION
OTHER INCOME (NET)

INTERESYT ON LONG TERM DEBTY

OTHER INTEREST CHARGES

NET INCOME

DIVIDENDS CECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

163

$ 2567

$ 490



STATEMENTS PREPARED UNDER THE

AN

ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO

IN YEAR 1

HYPOTHETICAL UTILITITIES, INC.

BALANCE SHEET

DECEMBER 31, 19 + 5

ASSETS

TOTAL UTILITY PLANT
ACCUMULATED DEPRECIATION

NET UTILITY PLANT

OTHER PROPERTY AND INVESTYMENT
CURRENT AND ACCRUED ASSETS
DEFERRED DEBITS

TOTAL ASSETS AND CTHER DEBITS

LIABILITIES AND QGTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK

PREFERRED STOCK

PREMIUM ON CAPITAL STOCK
RETAINED EARNINGS

OTHER PAID IN CAPITAL

TOTAL PROPRIETARY CAPITAL

LONG TERM DEET

CURRENT AND ACCRUED LIABILITIES
DEFERRED CREDITS

OPERATING RESERVES

CONTRIBUTIONS IN AID OF CONSTRUCTION
DEFERRED INCOME TAXES

TOTAL LIABILITIES AND OTHER CREDITS

$ 117619
-25107
92512

1742

11867

357

e - - v - -

$ 106478

E+ + 5+ =+ 3 5 ¥

$ 16044

44614
50376
7309
799
146
483
2751

$ 106478

_EEmREEE=sE=ss
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HYPOTHETICAL UTILITIES, INC.
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31, 19 ¢+ S

OPERATING REVENUES $ 26529
OPERATING EXPENSES AND MAINTENANCE -13775
DEPRECTATION AND AMORTIZATION EXPENSE -2759
RENT -0
FEDERAL INCOME TAXES -1312
OTHER TAXES -2873
DEFERRED INCCME TAXES -109
INVESTMENT TAX CREDIT 110
TOTAL OPERATING EXPENSES -20718
TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 491
INTEREST ON LONG TERM DEBT - 2568
CTHER INTEREST CHARGES =259
NET INCOME $ 3644

SSEETSE=EE=
OIVIDENDS DECLARED ON COMMON STOCK $ 2567

DIVIDENCS DECLARED ON PREFERRED STOCK $ 490
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APPENDIX B

The Questionnaire and Cover letters
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Company Code

Survey on Leasing by Public Utilities

Has your firm been a lessee in any leasing agreement during the
past five years?®

YES NO if no, go to 7

wWhat types of assets has the firm leased?
L)
2)
3)
4)
5)
6)

Please supply the requested information regarding the lease com-

mitments which your firm is presently involved in.

nominal owner cost of

type of duration of the asset (bank, equipment annual

asset leased of the lease leasing firm, etc) leased payment
1Y)
2)
3)
4)
5)
6)

*If the annual payment is not level, please explain the payment

structure.
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4. How does the firm treat the lease payments on the financial state-
ments presented stockholders? Check all that apply.
1) capitalizes
2) Expensed as rent
3) Footnoted

4) oOther (explain)

5. How does the firm treat the lease payments to regulatory commis-
sions? Check all that apply. |
1) capitalizes
2) Expensed as rent
3) Footnoted

4) Other (explain)

6. How does the firm treat the lease payments on its federal income
tax returns?
1) capitalizes
2) Expensed as rent

3) Other (explain)

7. What is your firm's projected capital investment in dollar. terms

for the following calendar years or fiscal years ending in:

1972 1973 1974

Date estimation was made

Estimated source of funds to finance the investments:

% debt issuance

% preferred stock issuance

7% common stock issuance

7% leasing

7% other




10.

11.
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Does your firm anticipate leasing any assets in the next five years
instead of owning the asset?

YES NO if no, go to 10

Why did your firm choose to lease rather than own?

type of asset reason(s) for
to _be leased leasing
1)
2)
3)
4)

If your firm does not anticipate entering into any lease agree-
ments as a lessee, has youf firm ever considered the leasing al-
ternative as opposed to owning the assets?

YES if yes, answer 11, . NO if no, go to 12

¥hat was the reason why your firm chose to own rather than lease
assets?

Type of Asset Reason(s) for not leasing

1)
2)

3)
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12, Do any of your firm's bond indenture agreements. .
specify debt/equity ratios that must be maintained? YES NO

limit the percentage of property mof%gaged? YES NO

require a minimum debt interest coverage? YES NO

If yes to any of the items in #12, would these limitations affect

leasing decisions? Explain.

Please place this questionnaire in the stamped, seélf-addressed enve-

lope which is provided. Thank you very much for your cooperation.
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INDIANA UNIVERSITY

Graduate School of Business
SCHOOL OF BUSINESS BUILDING
BLOOMINGTON, INDIANA 47401

TEL. NO. 812—337-

Dear Sir:

I would like you or a member of your staff to help in a research project of
the Indiana University Graduate School of Business. The project involves my
doctoral dissertation which is entitled "The Effects of Leasing On The Finan-
cial Statements, Rate Making, and Income Tax Liability In The Public Utility
Industry." Financial support for the project is in the form of a Doctoral"
Dissertation Award from the Institute of Public Utilities.

Because leasing of assets appears to be more prevalent today in the public
utility industry, accountants and financial analysts as well as the Securi-
ties and Exchange Commission and Federal Power Commission have become con~-
cerned about how the treatment of leases will affect the firm in various ways.

The enclosed questionnaire is being sent to all Class A and Class B electric

companies as a method of obtaining some of the data for the project. All in-
formation obtained from the questionnaire will be kept confidential as to the
firm's identity through the use of a coding system. All firms that partici-

pate will receive a summary of the questionnaire's results.

People from public accounting firms and public utility firms, as well as people
from the Federal Power Commission have encouraged and supported this project.

I ask for your participation so that a better understanding of leasing in the
industry can evolve. I would also appreciate receiving a copy of your 1971
Annual Report.

Please return the completed questionnaire in the enclosed self-addressed enve-
lope.

Thank you for your cooperation and help.

Sincerely,

Philip L. Kintzele
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INDIANA UNIVERSITY

Graduate School of Business
SCHOOL OF BUSINESS BUILDING
BLOOMINGTON, INDIANA 47401

TEL. NO, 8$12—337-

Dear Sir:

Several weeks ago I sent you a short questionnaire concerning the
leasing activities of public utility firms. Ferhaps ny first request
was lost in the mail or otherwise misplaced. In any event, I hLave
not received a reply from your firm at this time. The purpose of

the questionnaire is to gather some of the data for my doctoral
dissertation. All Class A and Class b electric utilities were
recipients of the questionnaire.

The completion of the questionnaire should not take too much of your

time or a staff member's time. Its return to me is very important

for the completion of ny data gathering. TFor vour convenience a stamped,
self-addressed envelope is enclosed. All information obtained will remain
confidential as to the firm's identity. Firms that participate will
receive a summary of the results. Another copy of the questionnaire

is enclosed. If vou have already returned the questionnaire please

ignore this letter.

Sincerely,

Philip L. Kintzele .
1u

Enclosure



APPENDIX C

Listing of Persons Interviewed and Corresponded
With for the Development of the Questionnaire

Charles C. Chopp, General Supervisor Technical Studies Section--
The Cleveland Electric Illuminating Company, Cleveland, Ohio.

L. H. Drennan, Jr., Deputy Chief Accountant--Federal Power Commis-
sion, Washington, D. C.

0. J. Peterson, Assistant Treasurer--Virginia Electric and Power
Company, Richmond, Virginia.

Jay Price, Partner--Arthur Andersen & Co., Chicago, Illinois.
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LISTING OF THE ELECTRIC UTILITY FIRMS *
COMPRISING THE QUESTIONNAIRE SURVEY SAMPLE

Charles P, Jackson, Vice President
and Treasurer

Alabama Power Company

600 North 18th Street

Birmingham, Alabama 35202

Ralph Fletcher, President and
Treasurer

Alpena Power Company

310 North Second Avenue

Alpena, Michigan 49707

Robert L. Forsberg, Vice President,
Finance and Treasurer

Arizona Public Service Company

P. 0. Box 21666

Phoenix, Arizona 85036

A. B. Coen, Treasurer and Secretary
Arkansas Power and Light Company
9th and Louisiana Streets

Little Rock, Arkansas 72203

E. L. McKenzie, Treasurer
Arkansas Missouri Power Company
405 West Park Street
Blytheville, Arkansas 72315

Anthony C. Vence, Vice President
and Treasurer

Atlantic City Electric Company

1600 Pacific Avenue

Atlantic City, New Jersey 08404

F. Edward Rugemer, Vice President,
Finance

Baltimore Gas and Electric Company

Gas and Electric Building

Baltimore, Maryland 21203

T. A. Greenquist, Treasurer
Bangor Hydro-Electric Company
33 State Street

Bangor, Maine 04401

G. T. Locke, Secretary and Treasurer
Black Hills Power and Light Company
625 Ninth Street

Rapid City, South Dakota 57701

Frank R. Buckbee, Jr., Secretary
and Treasurer

Blackstone Valley Electric Company

Washington Highway

P. 0. Box 1111

Lincoln, Rhode Island 02865

Joseph P. Tyrrell, Vice President
and Treasurer

Boston Edison Company

800 Boylston Street

Boston, Massachusetts 02199

R. M. Keith, Treasurer and Clerk
Brockton Edison Company

36 Main Street

Brockton, Massachusetts 02403

Ross Workman, Financial Vice President

California Pacific Utilities Company
550 California Street
San Francisco, California 94104

James S. Currie, Treasurer
Carolina Power and Light Company
336 Fayetteville Street

Raleigh, North Carolina 27602

L. W. Cross, Vice President and
Controller

Central Hudson Gas and Electric
Corporation

284 South Road Avenue

Poughkeepsie, New York 12602

E. P. Knecht, Controller
Central Illinois Light Company
300 Liberty Street

Peoria, Illinois 61602



G. R, Cook, Vice President, Finance
and Secretary

Central Illinois Public Service
Company

607 East Adams Street

Springfield, Illinois 62701

Wayne Jones, Comptroller

Central Kansas Power Company, Inc.

111 East llth Street

Hays, Kansas 67601

S. 0. Brame, Vice President, Finance
Central Louisiana Electric Company
415 Main Street
Pineville, Louisfiana 71360

F. R. Lane, Controller

Central Power and Light Company
120 North Chaparral Street
Corpus Christi, Texas 78401

W. H. Kimball, Vice President, Finance

Central Maine Power Company

9 Green Street

Augusta, Maine 04330

W. M. Rodeck, Controller

Central Telephone and Utilities
Corporation

1201 N. Street

Lincoln, Nebraska 68508

Robert E. Schill, Vice President,
Finance

Central Vermont Public Service
Company

77 Grove Street

Rutland, Vermont 05701

Richard A. Miller, Vice President,
Finance

Celveland Electric Illuminating Company

Illuminating Building

66 Public Square

Cleveland, Ohio 44113

J. P. 0'Brien, Controller

Cincinnati Gas and Electric Company

4th and Main Streets

Cincinnati, Ohio 45201

81

Harold Knopf, V.P. and Treasurer

Citizens Utilities Company

Ridgeway Center

Stamford, Connecticut

N\

R. A. Heimann, Controller

Columbus and Southern Ohio
Electric Company

215 North Front Street

Columbus, Ohio 43215

06905

Raymond Buchert, Treasurer

Commenwealth Edison Company

P. 0. Box 767 .

Chicago, Illinois 60690

Russell A, Larson, Secretary and
Treasurer

Commonwealth Edison Company of
Indiana, Inc. :

One First National Plaza

Chicago, Illinois 60690 °

D. R. Barnard, Treasurer

Community Public Service Company

501 West 6th Street

Fort Worth, Texas 76102

Parker C. Peterman, Controller

Consolidated Edison of New York, Inc.

4 Irving Place

New York, New York 10003

L. A. Englehardt, Comptroller

Consolidated Water Power Company

Wisconsin Rapids, Wisconsin 54494

W. E. Griffin, Secretary and
Treasurer

Dallas Power and Light Company

1506 Commerce Street

Dallas, Texas 75201

R. E. McCormick, Vice President
and Comptroller

Dayton Power and Light Company

25 North Main Street

Dayton, Ohio 45401

J. L. Hammond, Vice President,
Finance

Delmarva Power and Light Company

600 Market Street

Wilmington, Delaware 19899



R. W. Hartwell, Vice President,
Finance

Detroit Edison Company

2000 Second Avenue

Detroit, Michigan 48226

R. E. Frazer, Treasurer

Duke Power Company

422 South Church Street
Charlotte, North Carolina 28202

J. A. Xnepper, Treasurer and
Controller

Duquesne Light Company

435 Sixth Avenue

Pittsburgh, Pennsylvania 15219

W. R. Gregory, Controller,
Vice President Finance
Edison Sault Electric Company
725 East Portage Avenue
Sault St. Marie, Michigan 49783

Dennis Lane, President
El Paso Electric Company
215 North Stanton Street
El Paso, Texas 79901

V. H. Clark, Secretary and Treasurer
Electric Energy, Inc.

P. 0. Box 165

Joppa, Illinois 62953

Byron Mueller, Treasurer

Empire District Electric Company
602 Joplin Street

Joplin, Missouri 64801

J. G. Loader, Secretary and Treasurer
Florida Power Corporation

101 5th Street, S.

St. Petersburg, Florida 33733

C. R, Place, Secretary and Treasurer
Fall River Electric Light Company

85 North Main Street

Fall River, Massachusetts 02722

B. Edward Wood, Treasurer
Florida Power and Light Company
P, 0. Box 3100

Miami, Florida 33101
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E. J. Patterson, Vice President
and Treasurer

Florida Public Utilities Company

401 South Dixie Street

West Palm Beach, Florida 33401

H. B. Wansley, Financial Vice
President

Georgia Power Company

270 Peachtree St., N.W.

Atlanta, Georgia 30303

T. C. Couser, Treasurer

Granite State Electric Company

65 North Park Street

Lebanon, New Hampshire 03766

J. F. Sturzenberger, Vice
President, Finance

Green Mountain Power Corporation

1 Main Street

Burlington, Vermont 05401

E. A. Lupberger, Secretary and
Treasurer

Gulf Power Company

75 North Pace Boulevard

Pensacola, Florida 32502

E. L. Bailey, Treasurer

Gulf States Utilities Company
285 Liberty Avenue

Beaumont, Texas 77701

A, F, Ing, Treasurer

Hawaiian Electric Company, Inc.
900 Richards Street

Honolulu, Hawaii 96813

M. A, Smith, Secretary and
Comptroller

Home Light and Power Company

810 9th Street

Greely, Colorado 80631

H. R. Dean, Vice President and
Comptroller

Houston Lighting and Power Company

611 Walker Avenue

Houston, Texas 77002

M. M. Ilch, Vice President and
Treasurer

Idaho Power Company

1220 Idaho Street

Boise, Idaho 83701



D. F. Meek, Secretary and Treasurer
I1llinois Power Company

500 South 27th Street

Decatur, Illinois 62525

C. Perry Griffith, President, Finance

Indianapolis Power and Light Company

25 Monument Circle

Indianapolis, Indiana 46206

F. C. Meyer, Controller

Interstate Power Company

1000 Main Street

Dubuque, Iowa 52001

J. B. Rehnstrom, Treasurer

Iowa Electric Light and Power Company

P. 0. Box 351

Cedar Rapids, Iowa 52406

G. G. Gilchrist, Secretary and
Treasurer

Iowa Power and Light Company

823 Walnut Street

Des Moines, Iowa 50303

E. K. Corporon, Vice President and
Treasurer

Iowa Public Service Company

Orpheum Electric Building

Sioux City, Iowa 51102

R. E. Rich, Treasurer and Secretary
Iowa Southern Utilities

300 Sheridan Avenue
Centerville, Iowa 52544

D. H, Shaw, Treasurer

Iowa~Illinois Gas and Electric Company
206 East Second Street

Davenport, Iowa 52801

J. S. Burchell, Comptroller

Jersey Central Power and Light Company
Madison Avenue at Punch Bowl Road
Morristown, New Jersey 07960

Kenneth Hovland, Sr. Vice President
and Treasurer

Kansas City Power and Light Company

1330 Baltimore Avenue

Kansas City, Missouri 64141
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W. B. Walker, Secretary and
Controller

Kansas Gas and Electric Company

P. 0. Box 208

Wichita, Kansas 67201

H. F. Schuster, Comptroller

Kansas Power and Light Company

818 Kansas Avenue

Topeka, Kansas 66612

A, C, Stewart, Vice President,
Finance

Kentucky Utilities Company

120 South Limestone Street

Lexington, Kentucky 40507

G. M, Bashara, Secretary and
Treasurer

Lake Superior District Power
Company

101 West Second Street

Ashland, Wisconsin 54806

Fred C. Eggerstedt, Jr., Senior
Vice President and Treasurer

Long Island Lighting Company

250 018 Country Road

Mineola, New York 11501

J. H. Erwin, Jr,, Treasurer

Louisiana Power and Light Company

142 Delaronde Street

New Orleans, Louisiana 70114

H. J. Anderson, Vice President,
Accounting

Louisville Gas and Electric
Company

311 West Chestnut Street

Louisville, Kentucky 40201

William A. McNamara, Vice President,
Finance

Madison Gas and Electric Company

100 North Fairchild Street

Madison, Wisconsin 53701

F. E. Livingston, Secretary and
Treasurer

Maine Public Service Co.

209 State Street

Presque Isle, Maine 04769



G. J. Schneider, Vice President,
Finance

Metropolitan Edison Company

Box 542

Reading, Pennsylvania 19603

L. P. Modeen, Vice President, Finance

Minnesota Power and Light Company

30 West Superior Street

Duluth, Minnesota 55802

W. R. Casper, Treasurer

Mississippi Power and Light Company

Electric Building

Jackson, Mississippi 39201

K. M, Ezell, Controller and Treasurer

Mississippi Power Company

2992 West Beach

Gulfport, Mississippi 39501

H. Jones, Secretary amd Treasurer

Missouri Edison Company

202 South Third Street

Louisiana, Missouri 63353

C. L. Hitt, Vice President, Accounting

Missouri Power and Light Company

101 Madison Street

Jefferson City, Missouri 65101

Kelly Williams, Vice President,
Accounting, and Secretary

Missouri Public Service Company

10700 East 50th Highway

Kansas City, Missouri 64138

M. R. Lansmon, Treasurer

Missouri Utilities Company

400 Broadway

Cape Girardeau, Missouri 63701

J. J. Harrington, Vice President
and Treasurer

Montana Power Company

40 East Broadway

Butte, Montana 59701

B, H. Thompson, Vice President and
Treasurer :

Montana Dakota Utilities Company

400 North 4th Street

Bismarck, North Dakota 58501

.Fall River, Massachusetts
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E. H. Eddleston, Treasurer
Montaup Electric Company

P, 0. Box 391

02722

M. H. Fridrich, Treasurer

Mt. Carmel Public Utility Company

316 Market Street

Mt. Carmel, Illinois 62863

A. E., Pearson, Senior Vice
President and Treasurer

Nevada Power Company

4th and Stewart Streets

Las Vegas, Nevada 89101

C. C. Matthews, Jr., Secretary
and Treasurer
New Mexico Electric Service Company
520 Broadmoor Building
Hobbs, New Mexico 88240

A. J. Brodtmann, Vice President,
Finance .

New Orleans Public Service, Inc.

317 Beronne St,

New Orleans, Louisiana 70160

R. A. Jacobson, Comptroller

New York State Electric and
Gas Corporation

P, 0. Box 287

Ithaca, New York 14850

William P. Shreenan, Treasurer

Newport Electric Corporation

45 Long Wharf Mall

Newport, Rhode Island 02840

John G. Haehl, Jr., Vice President,
Finance

Niagara Mohawk Power Corporation

300 Erie Boulevard

West Syracuse, New York 13202

A. H, Petersen, Controller

Northern Indiana Public Service
Company

5265 Hohman Avenue

Hammond, Indiana 46320



Clayton K. Larson, Vice President,
Finance

Northern States Power Company

414 Nicollet Mall

Minneapolis, Minnesota 55401

J. L. Carroll, Vice President
and Treasurer

Northern States Power Company

100 North Barstow Street

Eau Claire, Wisconsin 54701

E. H. Minske, Treasurer

Northwestern Public Service Company

Huron, South Dakota 57350

R. C. Murdoch, Comptroller
Ohio Edison Company
47 North Main Street
Akron, Ohio 44308

J. G. Cartwright, Controller

Oklahoma Gas and Electric Company

321 North Harvey Avenue

Oklahoma City, Oklahoma 73101

Ralph E. Trower, Treasurer

Orange and Rockland Utilities, Inc.

125 High Street

Boston, Massachusetts 02110

H. C. Johnson, Vice President and
Treasurer

Otter Tail Power Company

215 South Cascade Street

Fergus Falls, Minnesota 56537

T. N. Ward, Vice President, Secretary,
and Treasurer

Ohio Valley Electric Corporation

P. O. Box 468

Piketon, Ohio 45661

D. L. Bell, Vice President, Finance

Pacific Gas and Electric Company

245 Market Street

San Francisco, California 94106

John H. Geiger, Vice President and
Treasurer

Pacific Power and Light Company

920 S.W. 6th Avenue

Portland, Oregon 97204

i85

Russell C. Bartle, Comptroller
Pennsylvania Electric Company
1001 Broad Street
Johnstown, Pennsylvania 15907
R. R, Fortune, Vice President,
Finance
Pennsylvania Power and Light
Company
901 Hamilton Street
Allentown, Pennsylvania 18101
William Robinson, Treasurer
Pennsylvania Power Company
1 East Washington Street
New Castle, Pennsylvania 16101
John H. Austin, Jr., Vice President,
Finance and Accounting
Philadelphia Electric Company
1000 Chestnut Street
Philadelphia, Pennsylvania 19105
Theodore Fryou, Treasurer and
Controller
Portland General Electric Company
621 S.W, Alder Street
Portland, Oregon 97205

A. M. Creed, Comptroller

Potomac Edison Company

Downsville Pike

Hagerstown, Maryland 21740

H. Lowell Davis, Vice President
and Controller

Potomac Electric Power Company

929 E. Street N.W,

Washington, D. C. 20004

R. D. Speer, Sr. Vice President,
Finance and Treasurer

Public Service Company of Colorado

550-15th Street

Denver, Colorado 80202

V. R. Rehnstrom, Vice President
and Comptroller

Public Service Company of
Indiana, Inc.

1000 East Main Street

Plainfield, Indiana 46168



Jack N. Watts, Vice President
and Treasurer
Southwestern Electric Power Company
428 Travis Street
Shreveport, Louisiana 71101

L. L. Bobo, Vice President and
Treasurer

Southwestern Electric Service Company

214 East Rusk Street
Jacksonville, Texas

A. D. Sebastian, Comptroller
Southwestern Public Service Company
720 Mercantile Dallas Building
ballas, Texas 75201

J. H. lLindsay, Vice President,
Secretary, and Treasurer

Superior Water Light and Power
Company

1230 Tower Avenue

Superior, Wisconsin 54881

J. K. Taggart, Treasurer
Tampa Electric Company
P. 0. Box 111

Tampa, Florida 33601

Frederick Rogers, Vice President
and Treasurer

Texas Electric Service Company

Seventh and Lamar Streets

Fort Worth, Texas 76102

H. 0. Weatherbee, Jr., Treasurer
Texas Power and Light Company
Fidelity Union Life Building
Dallas, Texas 75201

T. A. Kostanski, Controller
Toledo Edison Company

300 Madison Avenue

Toledo, Ohio 43652

W. D. Brooks, Vice President and
Treasurer

Tucson Gas and Electric Company

220 West 6th Street

Tucson, Arizona 85702
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Edward H, Dickol, Vice Presidept
Finance and Treasurer

U.G.I. Corporation

1401 Arch Street

Philadelphia, Pennsylvanig 19105

M. J. Welshans, Vice President,
Finance

Union Electric Company

One Memorial Drive

St. Louis, Missouri 63166

Eugene J. Rosazza, Vice President,
Finance and Accounting

The United Illuminating Company

80 Temple Street

New Haven, Connecticut 06506

D. M. Monroe, Vice President
Finance, Secretary and Treasurer

Upper Peninsula Power Company

616 Shelden Avenue .

Houghton, Michigan 49931

D. L. Broussard, Vice President,
Finance, Secretary, and Treasurer

Utah Power and Light Company

1407 West North Temple Street

Salt Lake City, Utah 84116

G. A, Spence, Treasurer

Virginia Electric and Power
Company

700 East Franklin Street

Richmond, Virginia 23216

J. M. Coombs, Treasurer
Washington Water Power Company
E. 1411 Mission Avenue
Spokane, Washington 99202

W. L. Wagner, Comptroller

West Penn Power Company

Cabin Hill

Greensburg, Pennsylvania 15601

J. C. Crownover, Vice President
and Treasurer

West Texas Utility Company

1062 North 3rd Street

Abilene, Texas 79601



E. L. Littlefield, Comptroller

Public Service Company of New
Hampshire

1087 Elm Street

Manchester, New Hampshire 03105

Fritz Allen, Treasurer

Public Service Company of New
Mexico

414 Silver Avenue S.W.

Albuquerque, New Mexico 87103

W. B. Carpenter, Controller

Public Service Company of Oklahoma

P. 0. Box 201

Tulsa, Oklahoma 74102

L. R. Fay, Vice President and
Comptroller

Public Service-Electric and Gas Co.

80 Park Place

Newark, New Jersey 07101

R. F. Whaley, Treasurer

Puget Sound Power and Light Company

Puget Power Building

Bellevue, Washington 98009

Harold Weatherby, Senior Vice President,
Finance and Accounting

Rochester Gas and Electric Corporation

89 East Avenue

Rochester, New York 14604

B. F. Ayer, Treasurer

Rumford Falls Power Company

49 Congress Street

Rumford, Maine 04276

J. L. Rintoul, Jr., Secretary and
Treasurer

Safe Harbor Water Power Corporation

R. D. 2, Conestoga

Lancaster, Pennsylvania 17516

H. A. Christensen, Secretary and
Treasurer

St. Joseph Light and Power Company

520 Francis Street

St. Joseph, Missouri 64502
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W. B. Johnstone, Jr., Vice
President, Finance

San Diego Gas and Electric
Company

101 Ash St.

San Diego, California 92112

W. R. Butler, Treasurer and
Secretary

Savannah Electric and Power
Company

600 East Bay Street

Savannah, Georgia 31402

A. T. Wright, Secretary and
Treasurer

Sherrard Power System

Orion, Illinois

J. L. Gremban, Vice President,
Secretary, and Treasurer

Sierra Pacific Power Company

100 East Moana Lane

P. 0. Box 10100

Reno, Nevada 89510

Oscar S. Wooten, Senior Vice
President, Finance

South Carolina Electric and
Gas Company

328 Main Street

Columbia, South Carolina 29202

Smith B. Davis, Vice President,
Finance .

Southern California Edison Co.

P. 0. Box 800 .

Roremead, California 91770

W. L. Sanders, Jr., Secretary
and Treasurer

Southern Electric Generating Co.

600 North 18th Street

Birmingham, Alabama 35202

Samuel G. Clifford, Jr., Comptroller

Southern Indiana Gas and Electric
Company

20-24 N.W. 4th Street

Evansville, Indiana 47741



Russell Britt, Treasurer and Controller
Wisconsin Electric Power Company

231 West Michigan Street

Milwaukee, Wisconsin 53201

D. L. Stokley, Vice President, Finance
Wisconsin Power and Light Company

122 West Washington Avenue

Madison, Wisconsin 53703

D. A. Bollom, Controller

Wisconsin Public Service Corporation

700 N. Adams St.

Green Bay, Wisconsin 54305

D. L. Broussard, Vice President,
Secretary, and Treasurer

Western Colorado Power Company

P. 0. Box 889

salt Lake City, Utah 84110

Ernest L. Grove, Jr., Vice President,
Finance and Accounting

Connecticut Light and Power Company

P. 0. Box 2010

Hartford, Conmnecticut 06101

E. L. Grove, Treasurer

Connecticut Yankee Atomic Power Company

107 Selden St.

Berlin, Connecticut

Ernest L. Grove, Jr., Vice President,
Finance and Accounting

Hartford Electric Light Company

176 Cumberland Avenue

Wethersfield, Connecticut 06109

Addison W. Lewis, Treasurer and
Administrative Manager

Mauil Electric Co. Ltd.

210 Kamekameha Avenue

Kahului, Hawaii 96732

Thomas N. Ward, Vice President,
Secretary, and Treasurer
Indiana Kentucky Electric Corp.
P. 0. Box 468
Piketon, Ohio 45661
R. M. Kopper, Executive Vice President
Indiana & Michigan Electric Company
2101 Spy Run Avenue

Fort Wayne, Indiana 46801
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Waldo S. LaFon, Executive
Vice President
Kentucky Power Company
15th & Carter
Ashland, Kentucky 41101
Miles J. Doan, Sr. Vice
President, Finance
Union Light, Heat & Power Co.
7th & Scott Streets
Covington, Kentucky 41011
Burdette A. Johnson, Vice
President, Finance
Cambridge Electric Light Co.
130 Austin St.
Cambridge, Massachusetts 02139
John MacLachlon, Treasurer
Cape & Vineyard Electric Co.
130 Austin St.
Cambridge, Massachusetts 02139
Gerald E. Anderson, Comptroller
Canal Electric Company
130 Austin St.
Cambridge, Massachusetts 02139
Ralph E. Trower, Treasurer
Fitchburg Gas & Electric Light Co.
655 Main St,

Fitchburg, Massachusetts 01420
John L. Allen, Treasurer

Boston Gas Co.

Prudential Tower

Boston, Massachusetts 02199

Nicholas E. Malfas, Comptroller
Holyoke Water Power Co.
One Canal St.
Holyoke, Massachusetts 01040
R. Leigh Fitzgerald, Vice President,
Finance
Massachusetts Electric Company
20 Turnpike Road
Westborough, Massachusetts 01581
John MacLochlan, Treasurer
New Bedford Gas & Edison
Light Company
693 Purchase St.

New Bedford, Massachusetts 02740



James C. Nesbitt, Treasurer
New England Power Company
20 Turnpike Road
Westborough, Massachusetts 01581
Leonard A. 0'Connor, Treasurer
Western Massachusetts Electric Co.
174 Brush Hill Avenue

West Springfield, Massachusetts 01089
Herbert J. Palmer, Treasurer

Consumers Power Company

212 W. Michigan Avenue

Jackson, Michigan 49201

R. W. Sampson, Executive Vice President
Michigan Power Company
P. O. Box 413

Three Rivers, Michigan 49093
Gordon B. Walker, Secretary
Concord Electric Company
15 Capitol St.

Concord, New Hampshire 03301
Robert T. Kyle, Vice President
Exeter & Hampton Electric Co.
225 Yater St.

Exeter, New Hampshire 03833

J. S. Burchell, Controller _
New Jersey Power & Light Company
Madison & Punch Bowl
Morristown, New Jersey 07960

Joe P. Gills, Executive Vice President
Ohio Power Company

301 Cleveland Avenue, S.W.

Canton, Ohio 44702

W. H. MacMullen, Secretary and
Treasurer

Potomac Edison Company of Pennsylvania,
Virginia, West Virginia

Downsville Pike

Hagerstown, Maryland 21740

Frederick L. Hill, Treasurer

Narragansett Electric Company

280 Melrose St.

Providence, Rhode Island 02901
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Ralph Gillespie, President
and Treasurer
Lockhart Power Company
Lockhart, South Carolina 29364
C. J. Bryan, Executive Vice
President
Kingsport Power Co.
422 Broad St.
Kingsport, Tennessee 37662
R. H. Smith, Treasurer
Delmarva Power & Light Company
of Maryland
P. 0. Box 1739
Salisbury, Maryland 21801
R. H. Smith, Treasurer
Delmarva Power & Light Company
of Virginia
P. 0. Box 1739
Salisbury, Maryland 21801
A. Clay Stewart, Vice President,
Finance
0l1d Dominion Power Company
120 5. Limestone St.
Lexington, Kentucky 40507
W. S. White, Jr., Executive
Vice President .
Appalachian Power Company
40 Franklin Road
Roanoke, Virginia 24009
F. J. Eppich, Comptroller
Monongahela Power Company
Monongahela Power Building
Fairmont, West Virginia 26554
N. C. Sheats, Executive Vice
President
Wheeling Electric Company
51 16th Street
Wheeling, West Virginia 26003
R. W. Britt, Treasurer
Wisconsin Michigan Power Company
231 W. Michigan St.

Milwaukee, Wisconsin 53203



R. L. Fitzgerald, Treasurer
Uankee Atomic Electric Company

20 Turnpike Road

Westborough, Massachusetts 01581

R. D. Speer, Vice President and
Treasurer

Cheyenne Light, Fuel and Power Company

Cheyenne, Wyoming 82001
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APPENDIX E

COMPUTER PROGRAM
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PROGRAM _ HYpuTL R 4ety €DC 6600 FTIN y3.0=p332 gpT=] 5/

PRQGRAM HYPUTLCINPUT.QUTPUT)
uiﬂ** bt '

LIST OF yARIABLES

TUP & TOTAL UTIi'ITY PLANT
ACCDEv ® ACCYMYLATED DEPREC!ATION

OPI V & OTHER PROPgRTY AND INUgSTMgNT
CACAS = CURRENT AnND ACCRUED ASSETS

g%_g_nﬁg&ﬂﬂgg DERITS
TOTAL ASSEYs AND OTHER DEBITg

tg » COMMON §TAce

PREMCS = PREMIUM ON ¢APITAL STOcK
RE a RETAINED EARNINGS
aplC = OTHER pAID (N CAPITAL
TPC = TOTAL PROPRIETARY CAPITAL
LTD » LONG. TERM DEBT
CACL = CUpRENT AnD ACCRUED | JABI(tTYES
OC = DEFERREY CREDITS
OREs = OPERATING RFSERVES
1A ON TO CcONSYRUCTION
V] Te 5 EFERRED INCOME TAy 3--BALANCE 3HEET
TC = TOTAL LIABIL!T!ES AND OTHER CREDITS
OPREV s OPERATING REVENUES
OPExP = OPERATING E,PENSES AND MAINTENANCE
DEp = DEpRECIATroN AND AMORTIZATION EXpENSE
F17 » FEDERAL INCAME TAXES
OTAX = OTHER TAXES
DIT]IS = DEFERRED {NFOME TAXES..INCOME STATEMENT
17C = INVESTMENY yAx CREDIY
TUPEXP = TOTAL OPERATING EXPENSES
TOPINC = TOTAL OPERATING INCOME
CUNINT = INTEREsl_;QﬁgﬂnslgICTION
OINC ‘s OTHER INCOME (NET)
INTLTO o INTEREST ON LONG renm DEBt
QInTEC
NI = NET INecOM
DDPs = DIvIDENUS DFCLARED ON PREFERRED §70CK
DDSS s DIVIDENUS DECLARED ON COMMON STOCK
RT s RENT

| JROU IR 800 9600 00000 06 0090 25 00 3 00000 0.0 96.00 06 00 9090 309 3600 00 60 00 000 090 00 00 0030 00 R 00 S0 4 9020 0 IO R URSE
LIST OF SUBROUTINES

ICs ® STATEMENTS pRFPARED ASSUMING 18SUANCE OF COMMON gTOCK
1pS STATEMENTS pREPARED AssquNG JSSUANCE OF REFER ED STgCK

]
110
s sTATEMENTS pRFPARED AsSUMING LEASES NOT CApITALIZED

LNnC 2

Lc = STATEMENTS PRePARED ASSUMING LEASES CAPITAL ZED
INTL = STATEMENTY

eCY » STATEMENTS pREPARED Assumxue EXISTING CAPITAL sTaucrune

nnnnnnnnhnnnnnnnnnnnnnnnnmhnmnnnbnnnnnnnnnnnnnnnnnhnnn»<
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i**ﬁﬂﬂ****n***l******

co TUPOACCDEP.NUPOOPINg.CACAs'DDo QCs;psoﬁREMC5.RE.OPIC'Tpc.L
E :TgO§ACLoDC&°RES CIATCQD!TB oTh OPREVOOPEXPODEPQFITOOTAXODITISOITCO
h o

oop

1TD'CALL.DC90RE5 ClA Co oTL OPREVOOPEXP'DEPOF ToOTAXoDITISoITCq
GTOEXP'TOPINC CONINr.oINé INTLrD +OINTC NI,DDPS,DDCS,RT

IF(KNT .EQ- 3) GO 10 6
IF(KNT oEQe4) Gp TO 7
1F oE0e-5).GQ 7O 8
- 1E(RNT JEQe 6) GO 70 9

,en. 7) &0 To 10
PRINT 301 .
301 FORMAT (111+15X*STATEMENTS PREPARED UNDER THE®)
302
307 FORMATTLAT, I5)¥aSSUMRTION OF COMMON STOCK TSSUEDW)
'pRINY 303

i!R a IVR+I
GO 10 2
CALL 1PS___
vFRINT 301

m

prNT 303
IYR 8 lva.x
GO 1Q 2

-6 CALL._ILTD
pRINT 301 -

308 FQRMAttlu .15x*AssuM6710N OF LONG TERM DEBT ISSUED™)
PRxNT 303

1 ¢l

60 v £

”T'CALL LNC
»nRINT 3201
PRINT 311 _

311 FORMAT (1 +15X*ASSUMPTON OF A NON.CAPTALIZED LEASE¥)
PRINT 303

S . 1YRE lvnol

) T R 56 TQ I




bROGRAM
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_ 1
HYPUTL R st/ ¢Dc 6600 FTN v3,0,P332 0PTel 05/

8 CALL: LC
.,BRINT ‘301l

PRINT 314
314 FORMAT(LIH o15x*ASSUMPTION OF A CAPITALIZED LEASE#)
PRINT 303

IYR 3 lyRel
GO 70 2
9 cALL INTL

PRINT 301
PRINT 317
217 FORMAT (1H 415X*ASSUMPTION OF NO PLANT EXPANSION%)

PRINT 303
IYR s IYRel
Ga_TQ 2

10 ¢cALL eCS
PRINT 301
PRINT 320

320 FORMAT (1 +15X*ASSUMPTON OF INVESTMENT IN THE EX1STING CAPITAL RA

AT10%)
PRINT 303

IYR & 1YR+l
GO 7O 2
2 CONTINUE

F(cNT. ,EQe 0) PRINT 300

300'}QRMAT(IHIOISX*!NITIAL STATEMENTS#//)

200 FgﬁM%TEIHOQBQXoQHYDOTHETICAL UTgLITyT1ESs [NCe®//¢35x+#BALANCE SHE
LET#// 035X #DECEMBER 31, 19 ¢ #,11)
PRINT 201

201 FORMAT (1HO13gXs#ASSEFSH/ 439X yHmmmwmputt)
PRINTY 100, TUpP

100 FORMAT (1HO916X#TOTaL UTILITY PLANT#,32Xe%8%#,U9)

IF(ACLDEP oGT, 0¢0j ACCDEPSACCDEP#(al,0)
PRINT 101+ACCDEP

101 FORMAT(IH 116 X*ACCUMLATED DEPRE ) AR ALLILLLLLILL

R!NT l02NUP
1024E9R AT(LH o16X*NET UFILITY PLANT#034X,.10)

PRINT loaoOPINx
103 FORMAT (1 +16X*0THER PROPERTY AND INVESTMENT#422X0J10)

+CACAS
104 FORM£TEIH 116 X#CURRENT AND ACCRUED ASSETS#025XeJ10)
PRINT IOSQDD

105 pORMAT(IH 916X#DEFFRRED DEBTTS#e36X:J10/168XsRvmmnenanadt)
PRINT 106+TA
106 FORMAT(1H +16X#TOTAL ASSETS AND OTHER DEBITS#,22X%S#,U9/,4aX #ua3

&‘888l=8w1

202 FORML %?HO 30x,«LlABtLITIEs AND OTHER CREDITS#/ 31X rurcnonnecny o

L'- -'-Q! mocowe,®)

“TPRINT 203
203 FURMAT (1HO+16x#pROPRTETARY CAPITAL#432x)

DﬁlNi 107.(5
107 FORMAT (1HO+18X*EOMMON STOCK# 427X o #$#4J9)
PR!NT 108+PS
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109 FORMAT (14 +18X#PREMIUM ON CAPITAL STOCK*s15X+J10)
PRINT 110.RE

110 F (Lu 1ggrg§IAIN§ EARBINGS*.Z?X.J!O)

Twm”pRI 11 ~;‘ I

112 thmAitln 016X*T0TAL PROPRIETARY CAPITAL*.Z&X.JIO)
PRINT 113,LTD
113 FQRMAT(LH é1§8*|ouﬁ ERM _DEAT* .315 Jl0)

FORMAT(:H '16X*DEFERRED CREDITS*.35st10)
PRINT llboORES

115

llﬁxm-; ‘ : nJlOl
R . ¢ ::gv ¢l TC
-117ﬁ(1?,,PV‘;kQIQX*CONTR aUTIONS IN AID oF CUNSTRUCTION'QISx’JIO’
118 ORMu'(l ' 16X*¥DEFERRED JNCOME TAXES#*. 30X0J10/068X'*-""'-"‘*)
PRINT %190TL

ilq Fq_w

‘iMENT*//.asx;nFoa”veAa ENDING DECEMBER 31+ 157+ *.101)
PRINT 15040PREY
150 FORM P

xF(ejgxp .Gr. o 0) Oﬁexp-opexp&,;l.o)
. ga, At 191. xP- -
| & P )

IF(DEp ,GTe 0,0; DEPuDEp*(-l 0)
PRINT 15240EP =
152 A
l;xF(R1 oGl o-o: RT.Rv*&-1.0)
PRIN T‘QQEQVRT o
: '1!.110\

‘IF(FITk.GTo‘OoO) FIT-FXT*(~1-O)
pR:uT 153F1IT .

- IFL0TAX oGTe Oe0) ©Tax®0TAX {e1,0)
pRINY. Ls#.OTAx L
. i XeJ10)

IF(DITIS oCT, 0 0 DrTls-DITxSa(.l.O)
PRINT 1554D1T1S
155 FORMAT(1H +16X#DEFERGED INCOME TAXES#,30Xe.410)
JF(KNT LEQe0) ITC » 1TCHh(el,40) ' X :
pn!gxf%sa.x ¢

1F (TOEXP +GTe 0.0)'TnexpuroexP*(-1-o)
PRINT 157,TOEXP

1X2.10)

L Lol L Medodod . ok 4

;), ,‘ . :
PRINT 188,TOPINg
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158 FORMAT (1H +16X#TOTA_ OPERATING INCOME*029X0J10)
__PRINT 1%9,CONINY

159 FORMAT (1K #+16X#gNTEREST CHARGED To CQNSTRUCTIQN*019X.J10)
PRINT 16OQQINC
( X% 233%9J10)

160

f.(lNTLTD oGT. 000> fNTLTO®INTLTD* (wla0)
anmv %blclNTLTDN o .

161 BEBT#025X4410)

1F (OINTC ¢GTe 0,00 OTNTCEOINTCH(=1e0)
PRINT 16240INTC

162 FORMAT(1H 916X*QTHZR INYEREST CHAR CpS#e29Xe,J10/s6BX e =" nausnoik)

(PR&N} 163N
143 Tl 916X*NET [NCOME*941X.*5*0J9/.68Xg*ns-:s:::;s*)

) .DDCs

164 pgRMAT{1HO0v//7/1TX%DIVINENDS DECLARED ON COMMON STQCk™ s 17X %S%y 49)
PRINT 165,0DPS

165 FORMX1(1H5016X*DIVIDFN05 DECLARED ON PR EFERRED gyOCK#e 214X vug9J9)

IF (IKNT +EQe 0) KNT 5 KNTel
IRNT ® IKNTel
IF (IKNT LLE, 5) GO Ta &0

KNT ® KNTel
IKNT = )
IYR 3 0

s J¢l
IF(J kT, 7) GO TO 54
sTQP

END
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REAL INVST
COMMgNLTUPoACCDEEQNUpOOPINVQCACSSoDDvTAOCSOPSOPREMCSOREooplcOTPCoL

oP IN .CQN‘NTQOINCQ!NTL!DQQINTQ NIODDPSCDDCSO!KNT
' O.O)IOpEXplOPEXPQ(-lQO’

‘jF}F!T“.LT.'o O)‘FIT-FIT*(-loOD
IF(OTAX (LT, Oeg) 0TaAX80TAX# (=],0)

1a0)

peTOEXP#(wle0)

o'O) rNTLTDu!NTLTD*(-loO’

xF(ACCDEP .LT, 00) ACCDEP!ACCDEP*(-I 0)
IP(IKNT eEQe 1) SCACAS = CACAS

. .f~(!KNT oGE, 2) Gp T4 1
. quvsv‘!_?up* 15

NUP s TUP—ACCDE
CS = CSef 60*INVST,
PREMCS ,5_23§Mc5,1;4n81strx

coNINT s .061*INVST
TOPINC s +061%NyP

“{KN¥ LTe 2) GO 76 7

'-- IstT » DEP.

rgptNg 3 .Oelntuup.oep)

0INC = SQINCDIF

CUNTINLE

F{IERT 4GB, '2) CONINT o 061 *INVST
_.PlNC#CONtNT‘O!NC-INTLTD-OINTC

ovsxP 3 OPEXP#*l, 15
IUPEXP = OPEXP+,5
OPEXP g JOPEXP
: uEP .. BEP*L.}S
IDEP % DEPe,S
-u: 1DEP.

CONTINUE’
FIT 8 «36#N]
L 5

n JFIT
« x:(xkht .GE. 2) GO T4 3
n i3
I01AX = OTAxO.s
OTAX = 10TAX

F{IKNT .GE- 2) DIF1s ® 0,0
lTls ® 203 #N1

A=

"

N

3 ¢

1
0
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SUBROUT INE

IDITIY u DITISe,S

Q1ITlL

18 = 1DIT1S
TOEXP 3 OPEXP+DEP+FIT+DITI3=ITE+OTAX
OPREV = TOPINC#TOEXP
N )

1F (IKNT GE. 2) GO T8 4
ACCDEP s ACCDEpP+DEp
IACCDED §

ACCDEP s JACCDEp
CONTINUE
Nup 8 Jug_ACCDEn

INUP ® NUP*,5
NUP .= INUP
RE = REQNI_DDSSaDDns

IRE & RFE+¢5
RE = IRE
IP(IKNT oGEs 2) GO T4 5

JICACL ® CACL+,5
CACL = 1CACL
caNT INUE

plTBS = DITBS¢DITIS
IVITBYS = DITBS+,5
DIIBS = 1D11BS

TPc ® CS+PS+PREMCS4RESOPIC
ITPC % TpC+,5
TPC ® [TPC

ILTD 2 | TD+e5
LTD & ILTD

TL = TPCiLIGiCAekieG*QRES*GlAIG¢91¥B5

e
Lo 1T
1F (IKNT

IF (IKNT ,GE, 2) DD = DD.DDD
CACAS = TL'NUP'OPINV-DD

ICAcgg__~£A£A
CACAS & 1CACAS

TA ® NY

pIF & ‘CACAS-SCACAS)ﬁooss
agnexuy_cAcas,

ITA s TA‘.
TA = ITA
BETURN

END
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SUBROUT!NE !PS

REAL NUPJOPINVaP lcglIDgQRE5AQERE!4ﬁEEXE1D1AZJIICJQINQLN1J1N1L1n~———
REAL INysST
l.CQMMg!:quP.S’ECD;.-P.Nug:nQpINV.CAC(‘;SODDG'MoCSoF’Sol'-7’REMC2'nRE0OI’ICOTPC0L

TUEXP 4 TOP INC,CONINT ¢ INC, INTLED ,OINFC ;NI ,DOPS 4DDCS , IKNT
ixP(OPEXP .LT. 0,0) opEXp:OPEXPuz-I.O) ' ) ’

1F FIT oLTe 040) Fxr.Fxr*<-1.0)
1F(0TAX LTy 000) NTAXZOTAX#(@],0)
1F(OIY1 DY leg)
Ith-t LTe 040y ITCITCH(w1,0)
!F(TOgXP okTe o.o: rngxn.rogxp«(-x.o>

. IF(INTLYD 1.0
[F(OINTC LT, 010, OTNTCaOINTCH*(=1,0)
IP(ACkDEp .LT. 0°0) ACCDEP¢ACCDEP*(-1 0)
IF (IKNT LEQe 1) SCACAS s CACAS
IF(IKNT +EQel) SOINC ® OINC
IF(IKNT ,GE, 2) GO T 1
NvST 3 TUP# 15
TUP % TUp+INVST
NUp = TUp=ACCDEp
PS = PSLINVST
IPREMCS = PREMCg?,s
PREMCS = IPREMCS

4%INVST

1IC ® .0
CUNINT 2 o061#INVST
TOPXNL s «061#NYyP

1 (OMTINIF
IFCIRNT LT, 2) GO Ta 7
INyST s DEP
17C 8 L0646uINVST
TOPINC = «061% (NUP,DEP)
oIN$ . scrNC¢DIF

1¢

2 17¢1 NT oGEs 2) CONINT » o081#INVST
;. . ?:(;K£$PINC¢co~tNr*oxncwxNTLTD-OINTC

OPEXP = QPEXP#*1.1%
IOPEXP a OPEXP+,.%
UPEXP 10PEXP
pEp'® DEp*l.ls
‘UEP . DEP&.S
DEP ¢ IDEP

2 cONTlNUE
FIT 3 ¢36#N]
IFIT = FITe,5
FIT = IFIT
IF(IKNT ,GE, 2) GO Th 3
0TAX ® OTAX#1,1%

JOTAX = QTAX+e5
OTAX = I0TAX
3 cONTINUE

IF(IKRT (GE, 2) DIjlg = 0,0
DITIS = ,03#N]




200
suaggu;;ﬂsv_;gsf______gﬁ;.*/ : cg;_§¢99~EIN—¥3vQ-E313~°91‘1-—°511

‘;;011150.5

TOExP a OPEXP¢DEP¢FIT¢DIT!S-ITC*OTAX
OPREV = ToPINc»YOExP

‘Accoﬁﬁ p iAccoep
“ CONTINUE

YQE 3 RE¢,9
RE = IRE
IF(IKNT

wm

" JCACL. B CACL#,5
CACL ® JCACL

pITBS "= DITBSOD!TIS
10178y = DITBS*,5
nJTB§_5 101188
TPC. ® C84PS+PREMCS+RESOPIC
'FC-® 9pCHe5
« C .8 [TRC.
ILTD = LTD*.S
LTO s JLTD
Th 2 _TPC+l IDeCACLenCo0RESSCIATEDITRS
ITL b TLQQS :
T = ITL
1IF(1K
IP(IKNT .GE. 2) DD = DD-DDD
cACAS = TL-NUP-onNv.DD

v:c%gA 1 ACAS
13 ‘-’tcacAs~scACAs»*.oss
ITA 8 Tas,5

TA = ITA

a;TuRN

-END- -
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“] E; hIQP!NC COnlNT.qlNC INThID.OINr‘“N!;DDPS.DD“&,!KNT
“IF (OPEXp: .Lroj :0): OpEXPlOP!XPﬁ(-lcO)

28 2 ) Oe . Y20) .

TF(FIT oLTe O 0y FITaFIT#(el40)

IF(OTAX LLT, 0e0) oTAx-OTAx*t-l 0)

.IF(DI w]lafl

€ oLTe 0,0) 17Ca !TC*(-I.Q) - ‘
e EXP okTe 0.0) TOEXP'TOEXP*(-I Q)

16 (INTL20 s\ 7o 5003 ¢NTLTORTNTLTOM al.0)
IF (OINTC LT, 0,0) OYNTCWOINTCH(=1,0)
IF(ACLDEP .LT. oo ACCDEP'ACCDEP*(-IQO,

1B (IKAT 0EQel) gOINc = OINc
xgc:xnr +GEe 2) GO T4 1

o N\ : -

TUP ¥ TUP+INyST
NUp s Tup.ACCDEp

D fue
xTc 8 .oa*lesr
CONINT = 4081%INVST
TOD INC g .Qﬁ]gNllD
1 -cONTINUg
x'cxxnw .LT. 2) GO 14 7

lTC 3 ooaﬂlNVST
TOP!N( &2 o061#(NUPLDEP)
QlNr :-

. z"CUNxNT . .Oél'INVST

" a TOBIN :Nt?
I'(IKNT .GE. 2) Go Ta 2
OPEXP = OPEXP#*} .18
_1OPEXP s QPEXPs .5 _
OPEXP .u. JOPEXP
~DEP !,Dgpnl.;s

DEP': 10EP
2 CONTINUE
FIT 8 o36#N1

IFIT 3 FITe S
€17 ¢ 1F1T

1F (IKNT .55._21_50_1; 3

OTAX = CTAX%]1,1s

IOTAX 3 QTAX+e5
OTAX = 1Q1AX

CONTINUE
IFClKﬂT oGEe 2) DIF1g = 0,0
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DITIs B o03%N]

B
éle s tDITIS
TOEXP = OPEXP4DEP+FITepITIS=ITC+OTAX
QPREV 3 TOPINC
S S tos) 00 T8 ¢
P EPe
xzccggg_!45;c92,.59
ACCDEF = TACCDEp
4 CONTINUE
NUP ® Typ=ACCDEp
INUp ® NUp+# 5
NgP s INyP |
_RE % RE«N1=DDCs..DDpg
IRE 3 RE+¢5
RE = IRE
1F(IKNT .GEs 2) GO T4 5
1CACL 8 CACL+,5
CACL ® ICACL
5 CQNTINUE
plTBS ™3 pITBRS+pDITIS
IDITED = DITBS¢,5
DITBS 3 IDIIBS

TPC. ® CS+PS+PRENMCS+RF+OPIc
ITPC & TPC*,5
TPC 8 1YPC

TL & TPCeLTD*CACL*DC+ORES+CIATC+DITAS
ITI. 8 TrLeeS
Th o 1T

IF (IKNT (EQe 2) DDD ® DD#,04
éﬁégKNT «GE, 2) DD = oo.ooo
S & TLwNUP=gPINV.DD

ICACAS = CACAS+,5
CACAS ® ICACAS
DIF ® (CACAS=SCACAG) #0055

TA % NUP+OPINVecACAS+DD
I?A % TAeed
TA = 1TA

RETURN
END
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SUBROUTINE LNC - .
REAL NUP,OPINV,0P1C,i TD ,ORES ,DPREV ,OPEXP ,OTAX4ITC,OINC NI INTLTD
REAL INVST , . o
cOMMON TUP +ACCDEP oNUP s OPINY s CACAS DN e TA9CS s PS4 PREMCS \REWOPICYTPCHL
41D+ CACL 4DCIORESLCIATC B 2 0DRE ¢
€TOEXP o TOPINC,CONINT 46 INC o INTLTD JOINTC N1 4DDPS4DDCS s IKNT
COMMON RT
1F (OPEXP oLTe 0,0) OPEXPEOPEXP#(wle0)
IF(DEP oLTe 0e0) DpPoDEP#(»140)
1:«;#1 .LI% 040) Fr;.Flr:¢.1zo>
JE(OTAX LT, 000) OTpAXSOTAX#(,] 0)
IF(PITIS oLTe 0e0) DYTISEDITISH(w1ag)
IF(ITC oL Te 040) ITCulTCalmlel) -
IF (TOEXP obTe 040) TOEXPaTOpXP#(w].g)
IF CINTLTD oLTe 000) TINTLTDRINTLTON (a1,0)
1F (OINTC LT, 0,0) OYNTCOINTC#(=],0)
1P (ACCDEP oL To ge ACCDEP=ACCDERP# (4] ,0)
ls(R‘r oL Te 0e¢0) RTeRTH(wl,0)
IE(!:NT eEQe 1) SCACAS = CACAS
1F (IKNT LEGel) gOINC ® QINC
IF(IKNT ,GE, 2)7GO T 1
INVST 3 TUP#,15
RT = 0095#]INVST
17¢ & G,0
CONINT = 040
TOPINC s ,061%#NyP
1 CONTINVE
IF (IKNT oL.Te 2) Go Tq 7
INVST 3 pgP
ITC B L04#INYST .
TOPINC = ,061% (NUP4DEP)
CONINY = ,08]1#INVST
OINC = SQINCeDIF
7 CONTINUE
NI 2 TCPINC+CONINT*OINC=INTLTD=0INTC
1* (IKNT ,GE, 2) GO Ta 2
OPEXP = QPEXP#1,1%
10PEXP :u OPEXPe 5
OPEXP s JOPEXP
IDEf 2 DEP+,.5
D = 1DEP
2 CONTIRUE
FIT 3 ¢36#N]
CFIT = IFIT
1F (IKNT (GEe 2) GO TH 3
QTAX B OTAXK#l,1s
I0TAX 8 OTAX4e5
OTAX ‘s 10TAX

E
IF (IKNT oGEe 2) DITIS = 000
DITIS = ,03aN]
IDITIS = DITISe 5
DITI® & IDITIS
TOEXP™® OPEXPDEP+FIF4DITIS=ITCoOTAX*RT
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ACCDEP a'AccoEP¢DEp
IACCD&P s ACCDEP’.5

NUP ® INUP
RE 8 RE«NI=DDCSDDpPS

JRE 3 RVA.E
T RE - IRE.

cACL s ICACL
5 CONTINUE

ﬂ

1037 s » oxvas~ 5
;ograﬁ_- 10788 °

1TPC ® TPC*+,5
TPc = lTPC . .

DltRs

C1TLLE Ty y 5 a

L“TLL- xrt '
LIk

1F (IKNT  GE, 2) DD = DD-DDD
CACAS = TL-NupwoPINv.DD
IC

3643

~r; X +DD

c '
(cAcAs-sCACAg)*.Oss
NUp+OPINVecACASS

ITA 3 TA+eS
TA = 177
RETURN

END
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SUBROQUTINE LC R _¢=ity €DC 6600 FYN y3,Y.p332 gpyal 05/]
REAL INVST
;CSMZEN TUPqACCDEE +NUP +OPINV 4 CACAS s DD s TA+CSsPS s PREMCS JRE4OPIC TPC L
I

o ﬁT»E“P»TOP!NC.CONINT.OINC-!NTLTD.OINTC Nx.oonsyoocs.xknr
B ‘{§§S EXP oLTe 00) o»zxp-oaﬁxput.;.o) :

IF(FIT (LTe 000) FtT.FIT*(-l.O)
IF(O}AX ol.Te 0¢0) OTAX30TAX#(wl,0)
ltin_1lswALIL_Q&QLmQLILSlnlllallllJ9)

;LFQ!a aLTe 0.0) I7CnlTCR(wle0)
“IE{TOEXP LT 0,0) TgEXPaToEXP*&-; 0)
1F (INTLYD ol , 10
IF(OINTC (LTe 0.0) QYNTCSQINTCa(wl,0)
IF (ACCDEP eLTe 0°0) ACCDEP-ACCDEP*t.I o)
(3 (_[KN'L a2k
1P (IKNT +EQel) gOINC ® OINC
TF(IKNT .sE. 2) GO T8 1
-!N\uﬂ' ‘3 TUP#,18
IP(IKNT eEQe 1) INVSTX a2 INVST
TUP = TUP+INyST
NUp 3 T ACCDER
LYp s L DQINVST
10D 8 DDee¥
ph-= 10p.
1Tc = 0,0
CONINT a 0e0
TOPINC 2 o061#NyP

DEP 8- DEP*I 15
IDEP = Pheo.s
pE6 a (DER

1 CUNTINUE

RT 2 ¢Q95#INYSTx
INUCTV

= ‘ 'xﬁcxKNT «EQ, 1) ISNTI'TD » INTLTD
s .INTL$° s ISNTLTD® (. ovtﬁxLTD)

£ (1K

INVST = DEP

ITC 3 (04#INVST

TUPINL 3 _2061% (NUP . DEP)

OINC. ® SOINCeDIF
) 4 NC R R O!NCOQ5
0 NC . TOINC

7 CUNTINUE
IF(IKNT oGEe 2) CONINT = «OQ61%#INVST
Nl ® TQEIN *CONINT*OINC=INTLID=0QINIC.

INT - ' Niegd
NI = INT
IF CIKNT oGE, 2) Go Ty 2

OPEXP = CPEXP#*1.158
JOPEXP =z OPEXP+,5
UPEXP s IQPEXP

-2 CONTINUE
- FIT® 436#N]
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s,BROUTINE

IF‘.’  § FIT#.s
FIT = IFIT

1F (IKNT +GE, 2) Go TA 3
OTAX 3 OTAX#1,l5

IOTAX = QTAX+45
QTAX ‘s 1QTAX

3 cONTInug

DITIS = _03#N]
IDIle B DITISo 5

S
TOEXP 8 OngpopEpoF!7¢DITIS-ITC¢OTAx

ITOEXFP = TOExpt.
10EXP

OPREY = ToPINC¢TOExp
IUPREV = OPREV+,5
QPREV = 10OPREV

1IF(IKNT ,GE, 2) GO TA 4
ACCDEP = ACCDEPobEp
1ACC

ACCDEP = IACCDEp

4 CUNTINUE

NOP = Tup=AccDEP

INUP 2 NUP®,5
NUP -®- INUP

RE_= RE+NI=DDCSLDDAS

IRE 3 RE+,5
RE = IRE
IE(IKNT oGE4 2) GO 145

ICACL % CACLe,S
CACL ® 1CAGL

8 CONTINUE

pITBS = DITBSOD!T!S
IDITBY = DITBS*,5
DITHBS "= 1DI1TRS

TPC 8 CS+PS+PREMCS+RE«OPIC
ITPC ' ® TPCe,5
P8 1TRPC

1F (IKNT LEQ, 2) DDD = DD#.04
IF(IKNT ,GE, 2) DD s DD4DDD
LID & LTYD={RT~e0T2%Xi ID)

xLTD B XLTD» (RTwe0728XLTD)
TL '8 TPCeLTDeCACLOpCeORES+CIATCHDITAS
ITL. ® Tl ee5

TL = 1T
CACAS a3 TL=NUP=0PINV.DD

AS = S+ .5
CACAS s [CACAS

DIF 8 tCAcAs-SCACAs)a.oss
TA_® NUE_OBINM_cACAs:

IJA 3 TA+e5
TA = ITA
RETURN

END




SUBROUTINE _INTS R _sut/ | cDC_6600 FTN v3,U.p332 opT= €0/

SUBROUTINE INTL
REAL NUPOPINV:aP1Cei TD4ORES «OPREV «OPEXP e OTAXa ITCoOINCaNIoINTLTD
REAL INyST
L$OMM2N Tup'SECDFP.NUpoOpINVoCACéSoDDoTAoCSvPSoPREMCSoREOOPIC’TPC'L
V¢ CAC
¢TOEAP 4 TOPINC,CONINT 40 INC,INTLYD ,0INTC NI ,DDPS,0DCS  IKNT
gffgpéXp okTs 0,0) opExPuOPEXPuC-I.o)
F
IF(FIT .LTo 060y FTT-FIT*(-loD)
IF(OTAX LT, 0s0) OTAX®OTAX# (e}, 0)

1F(DI11S oLTe Q.0) DiTIes Qx:xsg;.i.e
IF(TQExP okTe 0,0) TQEXpITOEXP*‘- o0)

1€ (INTLTp oLTe 000 TNTLTp&INTLTp*(els0)

IF(ﬂlB%C_4Ll;_Q.Q%_OLN%CLOLNECAJ.L-n\
1F (ACCDEP oL Te 000) ACCDEPSACCDEPH#(wl,.0)

IF(IKNT opQ@s 1) ScacaS = CAEAS
1F (IKNT ,EQel) gOINC ® AINC
IF(IKNT GE, 2) GO Td 1
Nup 8. TUP-ACCDEp
1PREMCS
PREMCS = !PREMCS
CONINT = 040
1ic 3 0,0
TOPINC 5 +061#NyP
1 CONTINUE
1FCIKNT LT, 2y GO Ta 7
INVST = DEP
ITC & J04nINVST
TOPINC x oQ&1% (NUP)
olNC ® gsOINCeDIF
IOINC = QINCe, 5
oINC 8 1QINC
7 CONTINUE
IF (IKNT oGEe 2) CONINT & e061*INVST
NI = JOPINCeCONINT*OTNCwINTLTD=OINTC
IF(IKNT ,GE, 2) GO Tn 2
IUPEXP s OPEXPe¢.5
Q %P
IDEP 8 DEP+o5
DEP = IDEP
2 cONTJRUE
FIT ® o36#N]
IFIT & FITe,o5
F11 = IFIT
IF (1IKNT ,GE, 2) GO T 3
IOTAX 3 OTAX+,.5
QTAX = 10TAX
3 CUNTINUE
oirts 3 JO03%NI
10111 DITLSe 5
DITIS = IDITIS
TOEXP a2 OPEXP4DEP4F174D1TIS=1TC40TAX
QPREV = TOPINC+yQOEXP
[ACCDEP 3 ACCDEpP*,s
ACCDEP ‘s JACCDEp
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‘NUP ‘& Ty p=ACCDEp
INUR 8 NiJR4LS

NUP 8 INUP

Rt = RE#NI=DDCSLDDpS
lRE 8 RE‘.;

RE = IRE

IF(IKNT oGEe 2) GO Ts 5
JCACL 8 CACLe,5

CACL ® 1CACL

5 CONTINUE
DIIBS ® n1IBS+D1ITLS
10178y = DITBS*,5
DITBS"= [DITBS
*BCm Co

ITPC ® TpC+,5
TPC 3 ITPC
1LID 2 L ID*,5
LTD - ILTD

Th ™ TPcoLTDOCAcL*Dc¢OR550cIATcoDl755
ITL-8 TLae S

TL = 1T

IF(IKNT 4gQe 2) Dpp = pD*e04

IE(CIKNT oGEe 2) DD = DDLDOD

CACAS 3. TLeNUP=0P NVeDD

ICACAQ 9 CACAS*,5

MG s - RELORIC.

D!F 3 ‘CACAS-SCACAS)*.OSS
TA ® Nupoople*cACAsooo
LlA_!_lA¢

TA = 1TA
RETURN
_END




‘REAL INYST

COMMON TupoACCDEEQNUpoQPINVoCACASoDDOTAOCS’PSvPREMCSoREoQPIC'TPCvL

LTD CAC

T
ﬁl\toPExp eLTe 0,0) OPEXPROPEXP#(wl,5)
LECDEP L Te 040} DEPLDEDH(n]e0)

5XPQTQP!NC.CONINt.QINCq!NTLTD.OINTC N1,DDPSDDCS ¢ IKNT

IF(FIT oLTe 000y FITaFITH#(=140)
IE(gIAx oLTe 000) oTAx-oTAxu(.l,o;
1

B

;ﬁ R QLTO 000) !7Cg!TC*(u1|°)
‘xF(rbExp okTe 040) TAEXPsTOEXP#(=1.0)

IF (INTLYD ol Te 0003 TNTLTDRINTLTD#(L1,0)

1F(OINTC LT, 0,0) OYNTCsOINTC#*(ml,0)

xP(ACLDEp .LT. 0°0) ACCDEP=ACCDEP#(wl.0)

jEt]

IF (IKNT «EQel) gOINC s QINC
chtKNT +GEe 2) GO T4 1

l uﬂ

TUP B TUP+INyYST
NUp & TUp=ACCDEp
rh = CS*‘ ln*!NuST\

‘ ICS B Ce445
¢ om, xcs
Al.lS'?NuST\

IPS 3 PS‘Qs
PS = 1IPS

;xpasmés s PREMCS*,s
‘P Eﬁﬁs g tPREMcs *

LTD ¥ LTDe(, 55*,quT
INTLTD = INTLTD*(-oBBS*!NVST)
IDD 3 Dn‘As

. g = 10D
c ININT & ,061%INVST

cunTImUE
IF(IKNT 4LTe 2) GO TA 7
lesT 2 DFP

17C 8 L04nINVST
_oINC:®

 TOPINC s +061%{NUPLDEP)
_80INCeDTE

IVINC = QINCe,5
OINC = zoxnc
C

Ny

P (IKNT .GE. 2) CONINT = o061#INVST
Nx % TOP INC4CONyNT*OyNCe INTLTD=ONTE
1P (IKNT oGEe 2) GO Yo 2

oPEXP = CPEXP¥*]1 15
IUPEXAP s OPEXP+.5
QPEXP s J0PEXP

DﬁP bt DEP*‘QI’
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DEr = IDEpP

2 CQNTINUE

FIT 3 +36#NI

IFIT 2 FITe,.5

1 Ell a 1F1Y

i IF (IKNT GEe 2) GO T& 3

L OTAX 8 QTAX#l,ls
AL_n_QIAXi45

TR "?n:“r*

IOTA
"OTAX = IOTAX
3 CUNTINUE
IF (IKNT .G%A_Zl_nllls_i,ODO
DITIS ® ,03uaNI
;DITIS » DIT1S¢.5
vIT) §~._191115
TUEXP™S CPEXP¢DEP+F154D1T15=1TC+OTAX
OPREV = TOPINCeTOpXP
DQCS S CShaléb
DUPS = PS*e08
1F (IKNT oGEs 2) GO Tq 4
ACCDEP s ACCDEP4LDEp
JACCDEP = ACCDEP+,5
ACCDEP 3 TACCDEpP
4 CUNTINUE
NUP 3 TUp=ACCDEP
INUP % NUP*,5
NUP = INUP
RE = RE+N]~DDCS.DDps
IRE s RE*.S

RE = _IRE
1F(IKNT oGE, 2) GO T4 5
ISACL" CACL#+,5
CACL = 1CAC)
5 "CONTINUE
DITBS & pITBS+pDITIS
IVITBS 3 DITBS¢,5
01735 1DITBS
TPC & CS&PSOPREMCS¢RF¢OPIC
I1PC ® TpCe,5
TPC 8 [TPC
ILTD % LTD*,5
LTD = 1L ID
TL ® TPCeLTD*CACL*pCoORES+CIATCeDITAS
ITL % TLeed
T = [Tt
IF (IKNT ,gQe 2) DDD = DD%*.04
CACAS E JL=NUP=0PINVaDD
ICACAS & CACAS* S
CACAS s JCACAS
DIF 8 (cACAS»SCACAS) #0085
TA & NUP+OPINV¢CACAS+DD
IIA 3 TAO.5
TA 2 ITA
RE TURN
END
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