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ABSTRACT

The i s s u e  o f  how to  t r e a t  l e a s e s  on the  f i n a n c i a l  s ta tem en ts  

o f  l e s s e e s  has been a to p ic  o f  deb a te  fo r  many y e a rs .  The t r e a t 

ment accorded le a s e s  i n  the  e l e c t r i c  u t i l i t y  in d u s t ry  and whether 

or no t  to  le a se  a re  c u r r e n t ly  to p ic s  debated  by people concerned 

w ith  p u b l ic  u t i l i t y  acco u n tin g  and o p e ra t in g  p r a c t i c e s .

The purpose o f  t h i s  s tudy  i s  to  q u a n t i fy  th e  e f f e c t s  t h a t  

l e a s in g  has on e l e c t r i c  u t i l i t y  f i rm s .  Not only  a re  the  d i r e c t  

e f f e c t s  o f  d i f f e r e n t  f in a n c in g  assum ptions on the  f i n a n c i a l  s t a t e 

ments observed and ana ly zed ,  bu t  th e  e f f e c t s  on r a t e  making and 

income ta x  l i a b i l i t i e s  a re  a l s o  c o n s id e re d .  Recommendations 

r eg a rd in g  the t re a tm e n t  to  be accorded le a s e s  on the  pub lished  

f in a n c i a l  s ta tem en ts  and fo r  r a t e  making purposes a re  made. Recom

mendations a re  a l s o  made concerning  the methods fo r  f in a n c in g  e l e c 

t r i c  u t i l i t y  p la n t  expansion from b o th  a f irm  and a r e g u la to r y  p o in t  

o f  view.

In  o rd e r  to  accom plish th e  o b je c t iv e  o f  the  s tu d y ,  s e t s  o f  

f i n a n c i a l  s ta te m e n ts  were genera ted  from a gen era l  model. Balance 

sh e e ts  and income s ta tem en ts  were produced for f iv e  su c c e s s iv e  one- 

year p e r io d s  under seven assum ptions. (1) Investm ent f inanced  by th e  

is su an ce  o f  common s to c k .  (2) Investm ent financed by is su an ce  of p r e 

f e r r e d  s to c k .  (3) Investm ent f inanced  by long-term  d e b t .  (4) I n v e s t 

ment f inanced  by a n o n -c a p i ta l iz e d  l e a s e .  (5) Investm ent f inanced  by a 

c a p i t a l i z e d  l e a s e .  (6) Investm ent f inanced  by the  is suance  o f  s to ck

i x
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and long-term  deb t in  th e  e x i s t i n g  c a p i t a l  r a t i o .  (7) No new 

in v es tm en t .

The r e s u l t s  o f  the  gen e ra ted  f i n a n c i a l  s ta tem en ts  were r e l a t e d  

to  d a ta  re c e iv e d  from a q u e s t io n n a i r e  t h a t  was s e n t  to  190 C lass  A 

and Class B e l e c t r i c  u t i l i t i e s .  A response  r a t e  o f  70% was a t t a in e d  

w ith  130 u t i l i t i e s  re spond ing . The q u e s t io n n a i r e  was used to  d e t e r 

mine the  magnitude and types  o f  le a s in g  a c t i v i t y  p r e s e n t ly  o c c u rr in g  

and th a t  might occur in  th e  f u tu r e  fo r  th e  e l e c t r i c  u t i l i t y  in d u s t r y .

Based on the  r e s u l t s  o f  the  genera ted  f i n a n c i a l  s ta te m e n ts ,  the  

q u e s t io n n a i r e  r e s u l t s ,  and a rev iew  o f  accoun ting  theo ry  as  i t  

a p p l ie s  to  th e  le s s e e  t rea tm e n t  o f  long -te rm  le a s e s ,  i t  i s  recommended 

t h a t  l e a s e s  should be c a p i t a l i z e d  fo r  f i n a n c i a l  s ta tem en t purposes .

The recommendation fo r  r a t e  making tre a tm e n t  i s  fo r  the  n o n - c a p i t a l i 

z a t io n  o f  l e a s e s .  Because th e  model showed t h a t  f e d e r a l  income tax es  

would vary  by only very  sm all amounts due to  d i f f e r e n t  t re a tm e n t  o f  

th e  l e a s e s ,  no recommendation i s  made fo r  the  ta x  t r e a tm e n t .  I t  i s  

concluded t h a t  e l e c t r i c  u t i l i t y  firm s should in c lu d e  a h ighe r  p ro 

p o r t io n  o f  deb t and long-term  le a s e s  i n  t h e i r  p lans  fo r  f in a n c in g  

p la n t  expansion . More d eb t  and s u b s t i t u t i o n  o f  long-term  le a s e s  fo r  

long-term  d eb t appears  to  be i n  the  b e s t  i n t e r e s t s  o f  th e  firm s and 

t h e i r  custom ers.

x
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CHAPTER I  

INTRODUCTION

Statem ent o f  Research Purpose

The i s s u e  o f  th e  t r e a tm e n t  accorded long -te rm  le a s e s  on f i n a n 

c i a l  s ta tem en ts  o f  firm s has been debated  f o r  many y e a r s .  The e s s 

ence o f  th e  d i s c u s s io n  on long-term  le a s e s  i s  whether or n o t  th e  

p ro p e r ty  r i g h t s  acq u ired  should  be c a p i t a l i z e d  and a co rrespond ing  

l i a b i l i t y  re c o rd e d .  While the  is s u e  i s  f r e q u e n t ly  d is c u s s e d  from 

bo th  a t h e o r e t i c a l  and an em p ir ica l  v iew po in t and th e  p ros  and cons 

o f  b o th  methods e x p la in e d ,  the  a c tu a l  q u a n t i f i c a t i o n  o f  c a p i t a l i z a 

t i o n  t re a tm e n t  as  opposed to  n o n - c a p i t a l i z a t io n  t re a tm e n t  has been 

v i r t u a l l y  ig n o red .  This d i s s e r t a t i o n  w i l l  q u a n t i f y  the e f f e c t s  o f  

th e  t r e a tm e n t  accorded lo n g - te rm  le a s e s  in  th e  e l e c t r i c  u t i l i t y  i n 

d u s t r y  and compare the  le a s in g  a l t e r n a t i v e  to  o th e r  forms o f  f i n a n 

c ing  c a p i t a l  investm ent i n  th e  in d u s t r y .  The q u a n t i f i c a t i o n  w i l l  

no t  o n ly  examine th e  d i r e c t  e f f e c t s  on the  f i n a n c i a l  s ta te m e n ts ,  bu t 

a l s o  th e  e f f e c t  on the  s ta te m e n ts  a f t e r  in c lu d in g  consequent changes 

i n  r a t e s  and ta x e s .

The q u a n t i f i c a t i o n  o f  the e f f e c t s  coupled w ith  an u n d ers tan d in g  

o f  th e  t h e o r e t i c a l  i s s u e s  involved w i l l  supply  the  n e c e ssa ry  in p u ts  

fo r  a  recommendation as to  the  t r e a tm e n t  t h a t  should be g iven  l e a s e s .  

This s tudy  should a l s o  be o f  i n t e r e s t  to  r e g u la to ry  commissions and 

e l e c t r i c  u t i l i t i e s  fo r  t h e i r  r e s p e c t iv e  p o l i c y  making and investm ent 

d e c i s io n  making p ro c e s s e s .

1
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2

Background o f  th e  Leasing  I s su e

Not o n ly  has the  c a p i t a l i z a t i o n  o f  long -te rm  le a s e s  been an i s 

sue fo r  th e  b u s in e s s  community as  a w hole, b u t  the  to p ic  has been o f  

I n t e r e s t  to  those  connected w ith  the  e l e c t r i c  u t i l i t y  in d u s t ry  fo r  

some time a l s o .  Donald C. Cook expressed  o p p o s i t io n  to  the  c a p i t a l i 

z a t io n  o f  l e a s e s  i n  1963.^ Although h i s  a r t i c l e  was no t s p e c i f i c a l l y  

d i r e c te d  a t  the  e l e c t r i c  u t i l i t y  in d u s t r y ,  i t  could be assumed he was 

very  much a g a in s t  the  c a p i t a l i z a t i o n  o f  long -te rm  le a s e s  in  th e  e l e c t r i c  

u t i l i t y  in d u s t ry  because a t  th e  time he was p re s id e n t  o f  American E le c 

t r i c  Power Company and i s  p r e s e n t ly  chairman o f  the  board and p r e s id e n t .  

During the  p a s t  decade th e  e l e c t r i c  u t i l i t y  in d u s t ry  has experienced  a 

per iod  o f  an  ex trem ely  r a p id  in c re a s e  in  demand fo r  e l e c t r i c i t y .  The 

f in an c in g  o f  the  needed a d d i t io n s  to  g e n e ra t in g  c a p a c i ty  have pushed 

many firm s to  the  h i l t  i n  a t te m p t in g  to  come up w ith  th e  money c a p i t a l .  

Over the  p a s t  few y ea rs  th e re  has been some in d i c a t io n  t h a t  le a s in g  may 

become a v ia b le  a l t e r n a t i v e  to  ownership fo r  u t i l i t i e s  th a t  a r e  expand

ing t h e i r  p la n t  and equipment.

Since Mr. Cook's a r t i c l e  appeared over a decade ago, more has been 

s a id  againB t th e  c a p i t a l i z a t i o n  o f  l e a s e s  i n  the  p u b lic  u t i l i t y  in d u s t r y .  

R obert 0 .  Whitman f e l t  t h a t  the  c a p i t a l i z a t i o n  o f  le a se s  would r e s u l t  in  

lower r e tu r n s  fo r  in v e s to r s  and h ig h e r  r a t e s  fo r  customers o f  the  f i r m s . 2 

Although Mr. Whitman's co n c lu s io n s  a re  d e b a ta b le ,  he d id  p o in t  ou t  th a t  

u t i l i t i e s  a r e  d i f f e r e n t  from most o th e r  i n d u s t r i e s  in  th a t  they  a r e  r e g u l 

a te d .  Because u t i l i t i e s  a re  allow ed to  charge r a t e s  t h a t  a r e  a fu n c t io n

^Donald C. Cook, "The Case A ga in s t  C a p i t a l i z a t in g  L e a se s ,"  Harvard 
Business Review. Jan u ary ,  1963.

2Robert 0 .  Whitman, "Accounting I s su e s  in  the C a p i t a l i z a t io n  o f  
L e a se s ,"  P u b lic  U t i l i t i e s  F o r n ig h t lv . September 30, 1971.
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o f  a s p e c i f i e d  r e t u r n  on t h e i r  r a t e  b a s e ,  th e  i s s u e  o f  w hether a

le a s e  i s  an a s s e t  inc luded  in  the  r a t e  base  makes the  c a p i t a l i z a t i o n
«>

q u e s t io n  tak e  on g r e a t e r  s ig n i f i c a n c e .

Whether o r  no t a  long-te rm  le a s e  i s  an a s s e t  i s  a v i t a l  q u e s t io n  

to  be answered in  the  p rocess  o f  making recommendations fo r  th e  t r e a t 

ment o f  l e a s e s .  For purposes  o f  t h i s  s tudy  " a s s e t s "  a re  d e f in e d  as  

Sprouse and Moonitz d id  in  t h e i r  work "A T e n ta t iv e  Set o f  Broad Accoun

t i n g  P r in c ip le s  fo r  Business  E n t e r p r i s e s . "  "A ssets  r e p r e s e n t  expected  

fu tu r e  economic b e n e f i t s ,  r i g h t s  to  which have been acq u ired  by the  

e n t e r p r i s e  as  a  r e s u l t  o f  some c u r r e n t  o r  p a s t  t r a n s a c t i o n . "3

Statem ent o f  th e  Methodology

A survey o f  the  c u r r e n t  and p ro je c te d  le a s in g  a c t i v i t y  i n  the  

e l e c t r i c  u t i l i t y  in d u s t ry  i s  made to  de te rm ine  th e  magnitude o f  

l e a s in g .  Broad coverage i s  achieved by th e  use o f  q u e s t io n n a i re s  

m ailed  to  a l l  C lass  A and C la ss  B e l e c t r i c  u t i l i t i e s .  The r e c i p i e n t s  

o f  th e  q u e s t io n n a i re s  a r e  asked to  supply  in fo rm a tio n  r e g a rd in g  th e  

types  o f  a s s e t s  being le a se d  and d e t a i l s  as  to  th e  payment s t r u c t u r e  

and d u ra t io n  o f  l e a s e s  so t h a t  the  l e a s e  can be c l a s s i f i e d  as  a 

" f in a n c in g "  l e a s e  o r  an "o p e ra t in g "  l e a s e .  Although th e  r e s u l t s  from 

th e  q u e s t io n n a i r e  a re  no t  used as d i r e c t  in p u ts  i n t o  th e  model d e sc r ib e d  

below, re sp o n ses  to  th e  q u e s t io n n a i r e  a ided  in  the  recommendations made 

re g a rd in g  t re a tm e n t  to  be accorded l e a s e s .

A g e n e ra l  model i s  co n s tru c te d  to  g e n e ra te  income s ta te m e n ts  and 

b a lan ce  s h e e ts  f o r  a f iv e - y e a r  p e r io d .  F in a n c ia l  s ta tem en ts  a r e  

gen era ted  under d i f f e r e n t  assumptions as  to  the  method o f  f in a n c in g

^Robert T. Sprouse and Maurice M oonitz, Accounting Research Study 
No. 3 . p. 20.
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an  expansion  o f  the  u t i l i t y  f i r m 's  p la n t  and equipment. Common s to c k ,  

p r e f e r r e d  s to c k ,  long-te rm  d e b t ,  and l e a s in g  a r e  each used s e p a r a t e ly  

to  f in a n c e  the expansion . Another assumption i s  th a t  th e  expansion  

i s  f inanced  by i s s u in g  s to ck  and long-term  d eb t in  th e  r a t i o  th a t  

the  model assumes i n i t i a l l y  e x i s t e d .  When le a s in g  i s  used to  a c q u i re  

th e  p la n t  and equipment, s ta te m e n ts  a re  gen era ted  fo r  b o th  c a p i t a l i 

z a t io n  and n o n - c a p i t a l i z a t io n  t rea tm e n t  o f  the  l e a s e .  A s e t  o f  s t a t e 

ments i s  a l s o  g en era ted  under the  assum ption t h a t  no expansion  o f  

p la n t  and equipment o c c u rs .  The r e s u l t i n g  f i n a n c i a l  s ta te m e n ts  a r e  

compared to  observe  th e  e f f e c t s  o f  vary ing  the  methods o f  f in a n c in g .

The v a r io u s  f in an c in g  methods a l so  a f f e c t  t o t a l  o p e ra t in g  r e v e 

nues t h a t  the  u t i l i t y  firm s a r e  allowed to  c o l l e c t  through r a t e s  

charged t h e i r  cus tom ers .  F ed e ra l  income ta x  l i a b i l i t i e s  w i l l  vary  

w ith  the  f in a n c in g  method used . Because the  amount o f  p la n t  expansion 

i s  equal in  a l l  cases  where expansion  o c c u rre d ,  the  d i f f e r i n g  r e s u l t s  

a r e  caused t o t a l l y  by th e  f in a n c in g  method used and the  r a t e  making 

and ta x  t re a tm e n t  t h a t  accompanies the  s p e c i f i c  f in a n c in g  method. The 

r e s u l t s  o f  the  g en e ra ted  f i n a n c i a l  s ta tem en ts  a long  w ith  th e  i n f o r 

m ation o b ta in ed  i n  the  q u e s t io n n a i r e  a re  used to  make recommendations 

fo r  f i n a n c i a l  s ta te m e n t ,  r a t e  making, and income tax  t r e a tm e n t .  F in 

a l l y ,  recommendations on the f in a n c in g  o f  p la n t  expansion a r e  made to  

e l e c t r i c  u t i l i t y  firm s and r e g u la to r y  commissions.

O rg a n iz a t io n  o f  the  D i s s e r t a t i o n

The d i s s e r t a t i o n  i s  o rgan ized  in to  seven c h a p te r s .  Chapter I I  

i s  a d e s c r ip t io n  o f  how le a s e s  can be t r e a te d  f o r  f i n a n c i a l  s ta tem en t
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r a t e  making, and f e d e r a l  income ta x  pu rposes .  The q u e s t io n n a i r e  and 

th e  r e s u l t s  o f  the  survey on le a s in g  a re  d iscu ssed  and analyzed  in  

Chapter I I I .  Comments t h a t  app'ear on the  q u e s t io n n a i r e  as  responses  

to  the  more "open ended" q u e s t io n s  a re  d is c u s s e d  as w e ll  a s  the  item 

t o t a l s  fo r  o th e r  q u e s t io n s .  The g e n e ra l  model i s  th e  to p ic  o f  Chapter

IV. The assum ptions t h a t  a r e  common to  a l l  f in a n c in g  assum ptions a re  

exp la ined  in  d e t a i l .  Assumptions t h a t  a r e  s p e c i f i c  to  th e  f in an c in g  

assum ption a re  a l s o  d is c u s s e d .  Chapter V d e a ls  w ith  the  r e s u l t s  o f  

th e  genera ted  f i n a n c i a l  s ta te m e n ts .  Changes t h a t  invo lve  s i g n i f i c a n t  

item s appea r ing  on the  f i n a n c i a l  s ta tem en ts  a r e  examined. Rate making 

e f f e c t s  and f e d e r a l  income ta x  e f f e c t s  a re  in s p e c te d .  A d i r e c t  com

p a r iso n  o f  a l l  a s p e c ts  o f  th e  n o n -c a p i ta l iz e d  le a se  versus  the  c a p i 

t a l i z e d  le a s e  i s  made. The recommendations fo r  the t rea tm e n t  to  be 

accorded le a s e s  fo r  f i n a n c i a l  s ta te m e n t ,  r a t e  making, and f e d e r a l  

income ta x  t re a tm e n t  a re  th e  to p ic  o f  Chapter VI. Recommendations on 

th e  f in a n c in g  o f  u t i l i t y  f i r m s '  investm ent in  p la n t  from a f i r m 's  and 

a r e g u la to ry  com m ission 's  s ta n d p o in t  a re  d iscu ssed  in  Chapter V II. 

Chapter V III i s  a g en e ra l  summary o f  th e  d i s s e r t a t i o n  and th e  co n c lu 

s io n s  t h a t  can be drawn from the  s tu d y .
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CHAPTER I I

DESCRIPTION OF THE TREATMENT OF LEASES 

*

The purpose of t h i s  c h a p te r  i s  to  d is c u s s  how le a s e s  could be 

t r e a te d  f o r  f i n a n c i a l  s ta tem en t purposes , fo r  r a t e  making purposes , 

and fo r  d e te rm in a t io n  o f  f e d e ra l  income ta x  l i a b i l i t y .  This chap

t e r  i s  b a s i c a l l y  d e s c r i p t i v e ;  a deeper t h e o r e t i c a l  a n a ly s i s  o f  the 

reasons  f o r  the  v a r io u s  t rea tm e n ts  w i l l  be g iven  l a t e r  when the  r e 

commended t rea tm e n t  o f  l e a s e s  i s  d is c u s s e d .

R enta l expense t re a tm e n t  i s  the  method most commonly used fo r

the  trea tm en t o f  l e a s e s  on the  f i n a n c i a l  s ta te m e n ts .  F in a n c ia l  

s ta te m e n ts  appearing  in  the annual r e p o r t s  o f  most f irm s which a re  

l e s s e e s  i n  a le a s in g  c o n t r a c t  merely show le a se  payments as r e n t a l  

expenses fo r  the  period  invo lved .  Each p e r io d 's  cash o u t la y  i s  r e 

po rted  as  an expense. The only  r e c o g n i t io n  given to  commitments fo r  

fu tu r e  payments i s  in  the fo o tn o te s  to  the  f i n a n c i a l  s ta te m e n ts .

This  i s  the  case  w hether the  commitments a r e  f o r  use  o f  p ro p e r ty ,  

a c q u i s i t i o n  o f  s e r v i c e s ,  o r  a com bination o f  the two. In  e f f e c t ,  

the  e n t i r e  commitment i s  ignored  w ith  r e s p e c t  to  the  c a p i t a l i z a t i o n  

o f  the commitment.

C a p i t a l i z a t i o n  o f  the l e a s e  i s  the o th e r  method which can be

used to  r e p o r t  a le a s e  agreement on the f i n a n c i a l  s ta tem en ts  i f  the

p ro v is io n s  of the  Accounting P r in c ip le s  Board Opinion No. 5 a re  f o l 

lowed. Opinion No. 5 s t a t e s  th a t  l e a se s  should be t r e a te d  as  the 

e q u iv a le n t  o f  a purchase o f  p ro p e r ty  i f  the le s s e e  a c q u ire s  a m a te r ia l  

e q u i ty  in  the p r o p e r t y . . A m a te r ia l  eq u i ty  a r i s e s  i f  payments a re  s i g 

n i f i c a n t l y  in  excess  o f  normal r e n t a l  pay-

6
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raents du r in g  the i n i t i a l  c o n t r a c t  per iod  and s i g n i f i c a n t l y  l e s s  than  

normal r e n t a l  payments fo r  a renewal per io d  extended a t  the  l e s s e e ' s
ft

o p t io n .  I f  the  l e s s e e  and l e s s o r  a r e  r e l a t e d ,  which su g g es ts  a  t r a n s 

a c t io n  n o t  a t  a rm 's  le n g th ,  a  m a te r ia l  e q u i ty  w i l l  a r i s e .  "B argain  

pu rchases"  by th e  l e s s e e  which are  provided  f o r  i n  the c o n t r a c t  a l s o  

c r e a te  a m a te r ia l  e q u i ty .  When l e a s e s  a re  c a p i t a l i z e d ,  the commit

ment should  be recogn ized  as a l i a b i l i t y  a t  i t s  d iscoun ted  v a lu e  and 

th e  p ro p e r ty  recorded  a s  an a s s e t  f o r  the same amount. Care must be 

taken  to  s e p a ra te  the amount to  be a l l o c a t e d  between s e r v ic e s  con

t r a c t e d  f o r  and p ro p e r ty  r i g h t s  acqu ired  so as n o t  to  c a p i t a l i z e  

amounts to  be a l l o c a t e d  to  c o n t ra c te d  serv ices.^"

The amount recogn ized  as  the a s s e t  and r e l a t e d  l i a b i l i t y  w i l l  de

pend upon the  payment s t r u c t u r e  as w e ll  as  the  d isc o u n t  r a t e  th a t  i s  

chosen. A lump sum payment made a t  the  tim e the  le a se  was signed would 

be recorded  a t  the nominal d o l l a r  v a lu e .  On the  o th e r  hand payments to  

be made in  in s ta l lm e n ts  over a f u tu r e  time per io d  would be d iscoun ted  

b e fo re  reco rd in g  an amount as  an a s s e t  and l i a b i l i t y .

The c a p i t a l i z a t i o n  o r  n o n - c a p i t a l i z a t i o n  o f  a l e a s e  has a g r e a t  

e f f e c t  on the  ba lance  s h e e t  i n  the case  o f  the long -te rm  d eb t  accoun t.

I f  a le a se  i s  c a p i t a l i z e d ,  the  firmfe long-te rm  d eb t r i s e s  by an equal 

amount. The f i r m 's  d e b t - e q u i ty  r a t i o  i s  always h ig h e r  when th e  le a s e  

i s  c a p i t a l i z e d .  The p e rcen tag e  of a s s e t s  pledged as s e c u r i t y  would 

a l s o  r i s e  whenever l e a s e s  a re  c a p i t a l i z e d .  Even the c u r r e n t  r a t i o  w i l l  

f a l l  i f  th e  c u r r e n t  p o r t io n  o f  the le a se  r e l a t e d  long -te rm  d e b t  i s  p laced

A c co u n tin g  P r in c ip le s  Board, "R eporting  o f  Leases in  F in a n c ia l  
S ta tem en ts  o f  L e s s e e ,"  Opinion No. 5 (New York, AICPA, September 1964), 
p . 30
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i n t o  the  c u r r e n t  l i a b i l i t i e s  s e c t i o n  o f  th e  ba lance  s h e e t .  Any f i r m 's  

b a lan ce  s h e e t  w i l l  appear l e s s  fav o rab le  by t r a d i t i o n a l  s ta n d a rd s  on 

th e  su r fa c e  w ith  a g iven  le a s e  * c a p i ta l iz e d  as  opposed to  n o t  c a p i t a l 

i z in g  the l e a s e .

The e f f e c t s  o f  le a se  t r e a tm e n t  on the  income s ta te m e n t  a re  n o t  

n e a r ly  as  d i f f e r e n t  as  in  the case  o f  the  ba lance  s h e e t .  When le a s e  

payments a re  t r e a te d  as  r e n t a l  payments, they  would be charged a g a in s t  

revenue through a s in g le  account such as  b u i ld in g  r e n t a l  expense , o r  

le a se d  equipment r e n t a l .  I f  a l e a s e  were c a p i t a l i z e d ,  the  charge 

a g a in s t  revenue would come in  the  form of charges to  an a m o r t iz a t io n  

accoun t and charges to  an i n t e r e s t  expense accoun t.  When a le a s e  i s  

c a p i t a l i z e d  and then  am ortized ,  the  n e t  income w i l l  d i f f e r  from th a t  

r e s u l t i n g  from the  r e n t a l  t r e a tm e n t  o f  the  same l e a s e .  I f  the c a p i t a l 

iz ed  le a s e  were am ortized a t  an a c c e le r a te d  r a t e ,  n e t  income would d i f 

f e r  to  an even g r e a t e r  e x t e n t .  The amount shown in  in v e n to ry  accounts  

o f  manufactured p roduc ts  may v a ry  because o f  the  t re a tm e n t  accorded 

l e a s e s  v i a  the  charges  a p p l ie d  to  the p roduct in v e n to r ie d  v e r s u s  the 

charges  made to  the  per iod  t h a t  a re  a l l  expensed c u r r e n t ly .  When 

l e a s e s  a re  c a p i t a l i z e d  n o t  a l l  o f  the l e a s in g  charge would be a l l o 

c a te d  to  the  p roduct through an overhead a p p l i c a t io n  r a t e .  The amount 

charged as i n t e r e s t  expense would be a  per io d  charge and n ever  g e t  in to  

the  p roduct in v e n to ry  acco u n ts .  This l a s t  p o in t  i s  r e l a t i v e l y  i n s i g n i 

f i c a n t  f o r  e l e c t r i c  u t i l i t i e s  t h a t  do n o t  produce an in v e n to r i a b l e  p ro 

d u c t .

Although the  f i n a n c i a l  s ta te m e n ts  o f  a f i rm ,  p a r t i c u l a r l y  the  b a l 

ance s h e e t ,  w i l l  look  v e ry  d i f f e r e n t  depending upon the  t r e a tm e n t  a c c o r 

ded l e a s e s ,  many have suggested  th a t  people ana lyz ing  f i n a n c i a l  s t a t e 
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ments a re  a b le  to  make ad ju s tm en ts  so as  to  be ab le  to  compare s im i l a r  

f irm s t h a t  t r e a t  l e a s e s  d i f f e r e n t l y .  F oo tno tes  to  the  f i n a n c i a l  s t a t e 

ments and s ta te m e n ts  f i l e d  with- the  S e c u r i t i e s  and Exchange Commission 

a re  o f t e n  purported  to  supply  a n a ly s t s  w ith  s u f f i c i e n t  in fo rm a tio n .  

Because r e p o r t in g  p r a c t i c e s  d i f f e r  from f irm  to  f i rm ,  i t  does n o t  seem 

v ery  f e a s i b l e  to  assume t h a t  an a n a ly s t  could make good comparisons in  

a l l  o r  even most cases  by in s p e c t in g  the n o te s  to  th e  f i n a n c i a l  s t a t e 

ments and S e c u r i t i e s  and Exchange Commission r e p o r t s .  The e f f e c t s  of 

le a s e  t rea tm e n t  on the f i n a n c i a l  s ta tem en ts  a re  more than s u p e r f i c i a l ;  

i t  appea rs  th a t  non-uniform  tre a tm e n t  o f  a g iven  type of l e a s e  could 

o f te n  lead  to  d i f f e r e n c e s  in  op in io n  about the  f in a n c i a l  c o n d i t io n  o f  

one f i rm  over an o th e r  f irm .

The F e d e ra l  Power Commission has s e t  o u t  s p e c i f i c  d i s c lo s u r e  r u le s  

in  a d d i t io n  to  the  re q u ire d  d i s c lo s u r e s  about l e a se s  on f i n a n c i a l  s t a t e 

ments f o r  p u b l ic  r e p o r t i n g  purposes w ith  r e s p e c t  to  the f i n a n c i a l  r e 

p o r ts  i t  re c e iv e s  from f i rm s .  The s p e c i f i c  r u le s  re g a rd in g  le a s e s  a re  

s e t  f o r t h  in  Order No. 461 which was is su ed  November 24, 1972 and e f f e c 

t i v e  January  1, 1972.

A ll  e l e c t r i c  companies must r e p o r t  d e t a i l s  o f  a l l  l e a s e s  w ith  annual

charges  o f  $25,000 o r  more. Leases w ith  an annual charge o f  $250,000 o r

more must be re p o r te d  w ith  even more comprehensive d e t a i l .  Forms a re

provided which s p e c i fy  th e  re q u ire d  in fo rm a tio n .  The d e t a i l s  o f  the

le a s e  a re  n o t  re p o r te d  an n u a l ly  b u t  only  when i n i t i a t e d  and t h e r e a f t e r
2

when amended o r  every  f i v e  y e a rs  w hichever occurs  f i r s t .

2
F ed e ra l  Power Commission, "Order Amending FPC Annual Report Forms 

No. 1 and No. 2 ,"  Order No. 461 (Washington, D.C.: F ed era l  Power Com
m iss io n ,  November 24, 1972), pp. 1-6.
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10

Rate Making Treatment

E l e c t r i c  u t i l i t i e s  a re  a re g u la te d  in d u s t ry  and must comply w ith  

the accounting  r e g u la t io n s  l a i d  down by the v a r io u s  commissions t h a t  

have c o n t ro l  over them. This causes e l e c t r i c  u t i l i t i e s  to  have f in a n 

c i a l  s ta tem en ts  th a t  look  somewhat d i f f e r e n t  from those  o f  o th e r  f i rm s .

EXHIBIT 1

TYPICAL CONDENSED INCOME STATEMENT OF AN ELECTRIC UTILITY

O pera ting  Revenues $50,000

O pera ting  Expenses and Maintenance $27,000
D ep rec ia tio n  and A m ortiza tion  Expense 4 ,700
F e d e ra l  Income Taxes 2,400
O ther Taxes 4 ,900
D eferred  Income Taxes 220

T o ta l  O perating  Expenses $39,220
T o ta l  O perating  Income 10,780

I n t e r e s t  Charged to C o n s tru c t io n 1,000
O ther Income (Net) 350
I n t e r e s t  on Long-term Debt (4 ,000)
Other I n t e r e s t  Charges (500)

Net Income $ 7,630

E x h ib i t  1 shows a condensed income s ta tem en t o f  a h y p o th e t ic a l  

e l e c t r i c  u t i l i t y  f irm . The s ta tem en t  form at and account t i t l e s  a re  

those  used in  r e p o r t in g  to  the F ed e ra l  Power Commission. F in a n c ia l  

s ta tem en ts  in  annual r e p o r t s  f r e q u e n t ly  c o n ta in  d i f f e r e n t  account 

t i t l e s  and vary  the  form at to  some d eg ree .  There i s  one p e c u l i a r i t y  

o f  p u b l ic  u t i l i t y  accoun ting  t h a t  i s  r e le v a n t  to  the q u e s t io n  of the 

t re a tm e n t  o f  l e a s e s .  Because the  p o s i t i o n  on the  income s ta tem en t 

where charges a re  deducted from revenue makes a d i f f e r e n c e ,  v a ry in g  

t re a tm e n t  accorded le a s e s  w i l l  a f f e c t  the p o s i t io n in g  o f  charges on 

the  income s ta tem en t and consequen tly  the  d e te rm in a t io n  of o p e ra t in g  

revenues . The o f te n  mentioned phrase " the  l i n e "  r e f e r s  to the l i n e
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on the  income s ta tem en t  th a t  d iv id e s  expenses charged a g a in s t  custom ers 

from charges  to  i n v e s t o r s .  Expenses th a t  a re  cons idered  "above the 

l i n e "  in c lu d e  wages, r e n t ,  m a te r i a l s ,  d e p r e c ia t i o n ,  and taxes  o f  a l l  

ty p e s .  P r a c t i c a l l y  a l l  o p e ra t in g  expenses a re  considered  "above the 

l i n e "  as  long as they  a re  no t  e x c e ss iv e  in  the eyes o f  the  r e g u la to ry  

commission and invo lve  u t i l i t y  a c t i v i t y .  "The l i n e "  mentioned above 

r e f e r s  to  the  l i n e  th a t  d iv id e s  t o t a l  o p e ra t in g  expenses and t o t a l  

o p e ra t in g  income. A ll  expenses charged to  accounts  above " th e  l i n e "  

a re  f u l l y  re c o v e ra b le  in  the r a t e s  charged custom ers. Any expenses 

t h a t  cannot be charged to  accounts  "above the  l i n e "  must be charged 

below the l i n e  and a re  n o t  recovered  ou t o f  income a v a i l a b l e  f o r  

s e c u r i t y  h o ld e r s .  I n t e r e s t  charges o f  a l l  ty p e s ,  expenses o f  a non

u t i l i t y  n a tu r e ,  and "above the  l i n e "  type expenses which a re  e x c e ss 

iv e  i n  the r e g u la to r y  com m ission 's  op in io n  a re  the most common "below 

th e  l i n e "  cha rges .

The r a t e  making trea tm e n t  accorded l e a s e s ,  c a p i t a l i z a t i o n  o r  non

c a p i t a l i z a t i o n ,  de te rm ines  the p o s i t i o n  on the  income s ta tem en t where 

the  charges  a g a in s t  revenue a re  made. This  i s  the reason  " th e  l i n e "  

i s  o f  v i t a l  i n t e r e s t  in  the  t r e a tm e n t  accorded le a se s  f o r  r a t e  making 

purposes .  Unless l e a s e s  a re  g iven  s p e c ia l  t r e a tm e n t ,  the t o t a l  le a se  

payment in  the u n c a p i ta l i z e d  case  would be charged a g a in s t  revenue as 

"above the l i n e "  expenses .  In the case  of a le a s e  being  c a p i t a l i z e d  

the  charge would be s p l i t  between "above the l i n e "  and "below the l i n e "  

s in c e  a p o r t io n  o f  the charge would be in  the  form o f  d e p r e c ia t i o n  which 

i s  an "above the l i n e "  charge and the  o th e r  p o r t io n  in  the  form o f i n 

t e r e s t  which i s  a "below the l i n e "  charge .  D ep rec ia t io n  i s  cons idered  

an o p e ra t in g  expense and c l a s s i f i e d  a s  "above the l i n e "  a s  any o th e r
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o p e ra t in g  expense . The p o r t io n  o f  the annual payment th a t  i s  im plied  

as  i n t e r e s t  would be cons idered  a payment fo r  the use o f  money c a p i t a l  

and charged "below the l i n e "  as* i s  the case  f o r  a l l  i n t e r e s t  pa id  by 

u t i l i t y  f i rm s .

The t re a tm e n t  g iven  le a s e s  f o r  r a t e  making purposes would a l s o  be 

im p o rtan t  when c o n s id e r in g  the  q u e s t io n  o f  what i s  inc luded  in  the  r a t e  

b ase .  U t i l i t y  p la n t  l e s s  accumulated d e p re c ia t io n  p lus  working c a p i t a l  

i s  a g en e ra l  d e f i n i t i o n  o f  the r a t e  b ase .  Although some commissions 

use  h i s t o r i c a l  a c q u i s i t i o n  c o s t  w h ile  o th e rs  a d ju s t  the h i s t o r i c a l  f i g 

u re s  to  re p ro d u c t io n  c o s t  o r  f a i r  v a lu e ,  the concept o f  u s in g  a n e t  

u t i l i t y  p la n t  f ig u re  w ith  minor ad ju stm en ts  i s  used as a major in p u t  

by the commissions f o r  d e te rm in ing  r a t e s  charged custom ers as  a whole.

I f  l e a s e s  a re  n o t  to  be c a p i t a l i z e d  fo r  r a t e  making p u rp o ses ,  the 

l e a s e  would n o t  be p a r t  o f  the r a t e  base and the f irm  would no t be a l 

lowed to  e a rn  a r e tu r n  on i t .  The c a p i t a l i z a t i o n  o f  the l e a s e  f o r  r a t e  

making purposes would cause the  le a s e  to  be p a r t  of the r a t e  base  and 

a l low  the f irm  to ea rn  a r e tu r n  on i t .

In  summary th e n ,  the  c a p i t a l i z a t i o n  of a le a se  as  opposed to  the 

n o n - c a p i t a l i z a t io n  o f  a l e a s e  may have e f f e c t s  both fo r  r a t e  in c re a s e s  

and f o r  r a t e  d e c re a se s .  When the c a p i t a l i z e d  le a se  i s  p laced  in  the 

r a t e  b ase ,  r a t e s  would tend to  in c re a s e  because th e re  e x i s t s  a l a r g e r  

r a t e  base .  C a p i ta l iz in g  a l e a s e  a l s o  has  the  tendency of reduc ing  

r a t e s  s in c e  p a r t  o f  the annual charge would be "below the l i n e "  and 

cha rgeab le  to  in v e s to r s  as opposed to  custom ers.  The n e t  e f f e c t s  of 

l e a s in g  on r a t e s  a re  d iscu ssed  l a t e r  w ith  the r e s u l t s  o f  the genera ted  

f i n a n c i a l  s ta te m e n ts .



www.manaraa.com

13

F e d e ra l  Income Tax Treatment

I f  the le a s e  i s  to  be t r e a te d  by the I n te r n a l  Revenue S erv ice  as  

an agreement fo r  the  r e n t a l  use. o f  p ro p e r ty ,  the tax  t re a tm e n t  i s  sim

p le  and d i r e c t .  The tax  t rea tm e n t may be independent o f  r a t e  making 

t rea tm e n t  which in  tu rn  may be independent o f  f in a n c ia l  s ta tem en t  t r e a t 

ment. The le s s e e  taxpayer  i s  allow ed to deduct the  f u l l  amount o f  the 

r e n t  paid o r  accrued t h a t  i s  a p p l ic a b le  to  the period under c o n s id e r a 

t i o n .  Payments t h a t  a re  made which r e p r e s e n t  r e n t  paid in  advance a re  

s e t  up as p repa id  items and a p p o r t io n ed  over the a p p l ic a b le  time p e r io d .

A le a s e  i s  n o t  always cons idered  a c o n t r a c t  to  pay r e n t  in  which 

case the  f e d e ra l  income ta x  t re a tm e n t  accorded le a se s  i s  very  s t r a i g h t 

forw ard. Revenue Ruling 55-540 i s  a guide used by the I n t e r n a l  Revenue 

S e rv ice  fo r  de term in ing  the  f e d e r a l  income tax  trea tm en t o f  l e a se s  o f  

equipment used in  the  t r a d e  o r  b u s in e s s  of a l e s s e e .  The r u l in g  de

s c r ib e s  f iv e  types of l e a s e  agreements th a t  a re  ty p i c a l  cases  fo r  pos

s i b l e  c a p i t a l i z a t i o n  t rea tm en t by th e  I n te r n a l  Revenue S e rv ic e .  Three 

o f  the f iv e  types o f  agreements a re  r e l e v a n t  to  the  d is c u s s io n s  th a t  

inv o lv e  p u b lic  u t i l i t y  le a se  agreem ents which a re  s u b je c t  to c a p i t a l i 

z a t io n .

( c )  Agreements p rov id ing  f o r  a " r e n t a l "  over a  com
p a r a t iv e ly  s h o r t  pe r iod  o f  time in  r e l a t i o n  to  the l i f e  o f  
the  equipment. The agreed " r e n t a l "  payments f u l l y  cover 
the normal purchase p r ic e  p lus  i n t e r e s t .  T i t l e  u s u a l ly  
passes  to  the le s s e e  upon the payment o f  a s ta t e d  amount 
o f  " r e n t a l "  o r  on te rm in a t io n  o f  the agreement upon the 
payment of an amount which when added to  the " r e n t a l "  paid 
approxim ates the  normal purchase p r ic e  o f  the equipment 
p lu s  i n t e r e s t .

(d) Agreements which p rov ide  f o r  the payment o f  r e n 
t a l  f o r  a s h o r t  o r ig i n a l  term i n  r e l a t i o n  to  the expected  
l i f e  o f  the equipment, w ith  p ro v is io n  fo r  continued  use 
over s u b s t a n t i a l l y  a l l  o f  the rem aining u s e fu l  l i f e  of the  
equipment. During the  i n i t i a l  term o f  the agreem ent, the
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" r e n t a l "  approxim ates the  normal purchase p r ic e  o f  the 
equipment, p lus i n t e r e s t ,  w h ile  the " r e n t a l s "  du r in g  the  
rem aining term o r  renewal per iod  o r  p e r io d s  a re  i n s i g n i 
f i c a n t  when compared to  the i n i t i a l  r e n t a l .  These a g re e 
ments may o r  may n o t  p rov ide  f o r  an o p t io n  to  a c q u ire  
l e g a l  t i t l e  to  the  equipment upon th e  te rm in a t io n  o f  the 
i n i t i a l  pe r iod  o r  a t  any s t a t e d  time t h e r e a f t e r .

(e) Agreements s im i l a r  to  the arrangem ent in  (d) 
above, bu t  w ith  th e  added f a c t o r  t h a t  the  m anufac tu rer  
o f  th e  equipment p u rp o r ts  to  s e l l  i t  to a c r e d i t  o r  
f in an c e  company, which e i t h e r  takes  an assignm ent of 
such an e x i s t i n g  agreement w ith  the u s e r  o r  i t s e l f  l a t e r  
e n t e r s  i n t o  such an agreement w ith  the  u s e r .  In some 
in s ta n c e s ,  the l e s s o r  may be a t r u s t e e  a c t in g  f o r ,  o r  on 
b e h a l f  o f  the  o r ig i n a l  vendor.

I f  th e  I n te r n a l  Revenue S erv ice  i s  to  co n s id e r  the  le a s e  agreement 

a s  the s a l e  of an  a s s e t  to th e  l e s s e e ,  i t  must determ ine w hether the 

l e s s e e  h as  acq u ired ,  o r  w i l l  a c q u i re  t i t l e  to  o r  an e q u i ty  in  the prop

e r t y .  T h is  i s  done by c l a s s i f y i n g  the agreement as a le a s e  which i s  

c u r r e n t ly  expensed or a  c o n d i t io n a l  s a le s  c o n t r a c t  which i s  c a p i t a l i z e d .  

There i s  no g en e ra l  r u l e  f o r  de term in ing  w hether an agreement i s  a le a se  

o r  a c o n d i t io n a l  s a le s  c o n t r a c t .  Every case  must be examined in  l i g h t  

o f  the p a r t i c u l a r  f a c t s  involved and the i n t e n t  o f  the  p a r t i e s  involved 

must be de te rm ined .  I f  one o r  more o f  the  fo llow ing  a re  p r e s e n t ,  the  

agreement would tend to  be looked upon as a c o n d i t io n a l  s a le s  c o n t ra c t  

as opposed to a l e a s e .

a) P o r t io n s  o f  the  p e r io d ic  payments a re  made s p e c i f i 
c a l l y  a p p l ic a b le  to  an e q u i ty  to  be acqu ired  by the l e s s e e .

b) The le s s e e  w i l l  a cq u ire  t i t l e  upon the  payment of a 
s t a t e d  amount o f  " r e n t a l s "  which under the c o n t ra c t  he i s  r e 
qu ired  to make.

c)  The t o t a l  amount which the l e s s e e  i s  r e q u ire d  to  pay 
fo r  a r e l a t i v e l y  s h o r t  period  o f  use c o n s t i t u t e s  an in o r d in a te ly  
la rg e  p ro p o r t io n  o f  the t o t a l  sum re q u ire d  to  be paid to  secu re  
the t r a n s f e r  of th e  t i t l e .

d) The agreed " r e n t a l "  payments m a te r i a l ly  exceed the c u r 
r e n t  f a i r  r e n t a l  v a lu e .  This may be i n d i c a t i v e  t h a t  th e  payments 
in c lu d e  an elem ent o th e r  than compensation fo r  the use o f  p ro p e r ty .

3
The Law o f  F ed era l  Income T axa tion  1954-57 Rulings (Chicago: C a l la 

ghan & Company, 1958), pp. 154-155.
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e )  The p ro p e r ty  may be acqu ired  under a purchase o p t io n  a t  
a p r ic e  which i s  nominal in  r e l a t i o n  to the v a lu e  o f  the p ro p e r ty  
a t  the  time when the o p tio n  may be e x e rc is e d ,  as  determ ined  a t  
the  time o f  e n te r in g  in to  the  o r i g i n a l  agreem ent, o r  which i s  a 
r e l a t i v e l y  sm all amount when compared w ith  the t o t a l  payments 
which a re  re q u ire d  to  be made.

f )  Some p o r t io n  o f  the  p e r io d ic  payments i s  s p e c i f i c a l l y  
d e s ig n a te d  as  i n t e r e s t  o r  i s  o th e rw ise  r e a d i ly  re c o g n iz a b le  as 
the e q u iv a le n t  o f  i n t e r e s t . ^

The f a c t o r  o f  the t r a n s f e r  o f  t i t l e  does no t  de term ine  the  income 

ta x  t re a tm e n t  g iven  the le a s e  agreem ent. That i s  to  say i f  th e  l e s s e e  

would a c q u ire  t i t l e ,  the l e s s e e  i s  n o t  a u to m a t ic a l ly  presumed to  have 

purchased the  a s s e t .  On the  o th e r  hand, n o n -a c q u i s i t io n  o f  t i t l e  does 

n o t  exempt the le s s e e  from being a pu rch ase r  f o r  income tax  purposes .

An analogous s i t u a t i o n  a p p l ie s  to  the reco rd in g  of a c o n d i t io n a l  s a le s  

c o n t r a c t  w ith  a county o r  s t a t e .

I f  the  agreement i s  determ ined  to  be a s a le  by the I n t e r n a l  Revenue 

S erv ice  t^ e  amounts paid to  the vendor o r  o th e r  p a r ty  c o l l e c t i n g  payments 

s h a l l  be cons idered  as  payments f o r  the  purchase o f  the a s s e t .  When p a r t  

o f  the  payment i s  determ ined  to  be i n t e r e s t  o r  a charge f o r  something 

o th e r  than  the  c o s t  o f  the a s s e t ,  t h a t  p a r t  o f  the payment i s  d e d u c t ib le  

as  a c u r r e n t  expense fo r  income tax  purposes .  Amounts t h a t  a r e  deemed 

to  be payments fo r  the  purchase o f  an a s s e t  a r e  charged a g a in s t  revenue 

over  the l i f e  o f  the a s s e t  by means o f  a p p ro p r ia te  d e p r e c ia t i o n  methods.

The annual charge a g a in s t  revenue f o r  income tax  purposes can vary  

depending upon w hether an agreement i s  considered  a le a s e  o r  a purchase 

by the  I n t e r n a l  Revenue S e rv ice .  The charge would be l im i te d  to  the 

a c tu a l  payment o r  accrued payment in  the  case  of l e a s e  t r e a tm e n t  but 

n o t  to  exceed a p r o - r a ta  p o r t io n  in  the  case o f  prepayments. The t o t a l

^ I b i d . , p. 156.



www.manaraa.com

16

annual charge in  the  case  o f  purchase t rea tm e n t  by the l e s s e e  could ex

ceed the  amount o f  the payment I f  the l e s s e e  u ses  an a c c e le ra te d  method 

o f  d e p r e c ia t io n  f o r  income ta x 'p u rp o s e s .

Summary

The t rea tm e n t accorded le a s e  agreements on the  f i n a n c i a l  s ta tem en ts  

o f  an e l e c t r i c  u t i l i t y  f i rm  can be e i t h e r  o f  the  n a tu re  o f  a r e n t a l  ex

pense o r  o f  d e p re c ia t io n  and i n t e r e s t  charges  stemming from a c a p i t a l i 

z a t io n  tre a tm e n t .  Both the  a s s e t s  and l i a b i l i t i e s  s e c t io n s  o f  the  b a l 

ance s h e e t  a re  a f f e c te d  by the manner in  which le a s e s  a re  t r e a t e d .  As 

a consequence t r a d i t i o n a l  ba lance  s h e e t  r a t i o s  such as the d e b t /e q u i ty  

r a t i o  and c u r r e n t  r a t i o  a re  a f f e c t e d .

Rate making procedures  a re  a l s o  touched by the  t rea tm e n t  g iven  

l e a s e s .  The r e n t a l  expense method r e s u l t s  in  charges  f o r  the  l e a s e  

being considered  as  t o t a l l y  "above the l i n e . "  I f  the  l e a s e  i s  c a p i 

t a l i z e d  charges  a re  s p l i t  i n to  d e p r e c ia t io n  (an "above the l i n e "  charge) 

and i n t e r e s t  expense (a "below the  l i n e "  c h a rg e ) .  This a f f e c t s  the  r a t e s  

charged customers because "below the l i n e "  charges  a re  n o t  reco v e ra b le  

i n  the  d e te rm in a t io n  o f  o p e ra t in g  revenues a llow ed .

F e d e ra l  income tax  d e te rm in a t io n  v a r i e s  w ith  the  d i f f e r e n t  man

n e rs  o f  t r e a t i n g  l e a s e s .  Although the p o s i t i o n  o f  the charge a g a in s t  

revenue i s  n o t  r e le v a n t  h e re  as i t  was in  the r a t e  making c a se ,  the 

t o t a l  charge in  any g iven  y ea r  may v a ry  i f  a c c e le r a te d  methods o f  dep re 

c i a t i o n  a re  used.

The d e c i s io n  to  c a p i t a l i z e  o r  no t  to  c a p i t a l i z e  can be made in d e 

penden tly  i n  each o f  the th re e  c a s e s .  The t rea tm e n t  th a t  i s  accorded 

l e a s e s  i n  a l l  of the  th re e  a re a s  could p o s s ib ly  have an e f f e c t  on the
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on only  the methods o f  f in a n c in g  the investm ent in  p la n t  and e q u ip 

ment.
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CHAPTER I I I  *

THE QUESTIONNAIRE AND THE RESULTS OF THE SURVEY 

Use o f th e  Q u es tio n n a ire

The u se  of a  q u e s tio n n a ire  was determ ined  to  be th e  most p r a c t i c a l  

method o f o b ta in in g  a broad coverage o f f irm s . The purpose o f th e  ques

t io n n a ire  was to  g a th e r  d a ta  on the  le a s in g  a c t i v i t i e s  o f p r iv a te ly -  

owned e l e c t r i c  u t i l i t y  f irm s .

The q u e s tio n n a ire  underw ent s e v e ra l changes b e fo re  i t  reached th e  

form th a t  was se n t o u t. D iscu ssio n  w ith  members o f th e  w r i t e r 's  d i s s e r 

ta t i o n  com mittee a s  w e ll as correspondence and perso n a l in te rv ie w s  w ith  

people from the e l e c t r i c  u t i l i t y  in d u s try ,  p u b lic  accoun ting  f irm s , and 

the  F e d e ra l Power Commission a l l  c o n tr ib u te d  to  the f i n a l  form o f th e  

q u e s tio n n a ire .  Two e l e c t r i c  u t i l i t i e s  which were known to  have signed  

long term  le a s in g  c o n tra c ts  o f a f in a n c in g  n a tu re  were s e n t  th e  ques

tio n n a ire  b e fo re  i t  reached  th e  form used fo r  m ailing  to  the  o th e r  f irm s . 

The resp o n ses  and recom mendations re c e iv e d  from th i s  p r e - t e s t  a ided  in  

the d es ig n  o f  th e  f in a l  q u e s tio n n a ire  u sed . A copy o f  the  q u e s tio n n a ire  

as s e n t  to  th e  firm s i s  i l l u s t r a t e d  in  Appendix B. A l i s t  o f  th e  people 

and o rg a n iz a tio n s  invo lved  w ith  th e  c o n s tru c t io n  and p r e - t e s t  o f  th e  

q u e s tio n n a ire  i s  co n ta in ed  in  Appendix C.

Firm s R eceiving th e  Q u es tio n n a ire

The q u e s tio n n a ire  was m ailed  to  190 C lass A and C lass B e l e c t r i c  

u t i l i t i e s  l i s t e d  i n  the S t a t i s t i c s  o f Privately-O w ned E le c t r i c  U t i l i t i e s

18
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in  th e  U nited  S ta t e s .  1970. Because a l l  C lass A and C lass B firm s r e 

ce iv ed  th e  q u e s tio n n a ire ,  i t  i s  b e lie v e d  th a t  any b ia s  th a t  could  r e s u l t  

by choosing  only  a sample from th i s  p o p u la tio n  was avo ided . Firm s hav ing  

l e s s  than  $1 ,000 ,000  in  annual o p e ra tin g  revenues were n o t inc lu d ed  as  

r e c ip ie n t s  o f th e  q u e s tio n n a ire  because o f  th e i r  r e l a t i v e ly  sm all s i z e .  

S ince i t  was assumed th e se  few very  sm all firm s were u n lik e ly  to  do any 

s ig n i f i c a n t  amount o f lo n g -te rm  le a s in g ,  i t  was f e l t  t h a t  t h e i r  absence 

from the  p o p u la tio n  would n o t d e t r a c t  from the r e s u l t s  o f  the  s tu d y . This 

assum ption  appeared v a l id  because th e  sm all C lass B f irm s  th a t  responded 

d id  v i r t u a l l y  no le a s in g .  S t a t i s t i c s  o f P rivately-O w ned E le c t r i c  U t i l i 

t i e s  in  th e  U nited  S ta te s ,  1970 s t a t e s  th a t  C lass A and C lass B com prise 

alm ost 100 p e rc e n t o f th e  p r iv a te ly  owned e l e c t r i c  u t i l i t i e s .

Each o f  th e  q u e s tio n n a ire s  was ad d ressed  to  the c h ie f  f in a n c ia l  o f 

f i c e r  of th e  firm s surveyed . The r e c ip ie n t  was e i t h e r  the c o n t r o l l e r ,  

t r e a s u r e r ,  o r f in a n c ia l  v ic e - p r e s id e n t ,  depending upon the s p e c i f ic  f irm .

Names and ad d re sse s  o f th e  persons invo lved  were taken from P o o r 's  R eg is-
2

t e r  o f  C o rp o ra tio n s . Appendix D c o n ta in s  a l i s t i n g  o f  th e se  names and 

a d d re s se s .

On O ctober 6 , 1972, q u e s tio n n a ire s  were se n t to  each o f th e  190 p r i 

vately -ow ned  e l e c t r i c  u t i l i t y  firm s r e f e r r e d  to  above. A cover l e t t e r ,  

reproduced  in  Appendix B, accompanied th e  q u e s tio n n a ire .  The cover l e t t e r  

s t r e s s e d  th e  p o in t th a t  a l l  resp o n ses  would be k ep t c o n f id e n t ia l  as to  the

*The F ed e ra l Power Commission in  i t s  S t a t i s t i c s  o f Privately-O w ned 
E le c t r i c  U t i l i t i e s  in  th e  U nited  S ta te s ,  1970 (W ashington, D .C .: U.S.
Government P r in tin g  O ffice )  d e f in e s  a C lass A e l e c t r i c  u t i l i t y  as having  
annual e l e c t r i c  o p e ra tin g  revenues o f $2,500,000 o r  more, and a C lass B 
e l e c t r i c  u t i l i t y  i s  d e fin ed  as hav ing  annual e l e c t r i c  o p e ra tin g  revenues 
o f $1 ,000 ,000  o r  more bu t le s s  than $2 ,500 ,000 .

2
P o o r 's  R e g is te r  o f C o rp o ra tio n s , D ire c to rs ,  and E x ecu tiv es  (New 

York: S tandard  and P o o r 's  C o rp o ra tio n , 1972).
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f i r m 's  i d e n t i t y .  Each f irm  th a t re tu rn e d  a com pleted q u e s tio n n a ire  

was promised a  summary o f  th e  r e s u l t s  o f  the  su rv ey . This l a t t e r  mea

su re  was used in  th e  hope o f  inducing  a h igh  response  r a te  from the 

firm s s o l i c i t e d .  By November 27, 1972, 89 firm s  o r  46 p e rc e n t o f  the 

190 firm s had responded to  th e  r e q u e s t .  On th a t  same day a m a ilin g  

o f  a second re q u e s t to  th e  rem ain ing  101 firm s was accom plished . A 

fo llow -up  cover l e t t e r  accompanied th e  second re q u e s t q u e s t io n n a ire .

A copy o f  the fo llow -up  l e t t e r  i s  a lso  co n ta in ed  in  Appendix B. An 

a d d i t io n a l  44 firm s responded a f t e r  the  second re q u e s t was m ailed o u t. 

T o ta l resp o n ses  came to  133, which is  70% o f the  p o p u la tio n  surveyed. 

Included  in  th e  t o t a l  o f 133 firm s were two firm s th a t  responded by 

l e t t e r  only  and one firm  th a t  re tu rn e d  th e  q u e s tio n n a ire  c i t in g  c o s t 

c o n s t r a in ts  a s  the reaso n  f o r  n o t com pleting  i t .

The s iz e  d i s t r i b u t io n  o f  the  firm s responding  appeared  to  be 

r a th e r  un ifo rm . Less than  te n  firm s th a t  se rv e  la rg e  m e tro p o lita n  

a re a s  (p o p u la tio n  o f  more than  one m ill io n )  f a i l e d  to  respond . The 

m a jo r ity  o f firm s th a t  d id  n o t respond were sm all in  term s o f ope r a t 

in g  revenue . As a g e n e ra l r u l e ,  th e  sm all firm s th a t  d id  respond were 

engaged in  v e ry  l i t t l e  le a s in g  o f  a f in a n c in g  n a tu re .

The care  w ith  which th e  firm s responded to  item s in  th e  q u e s tio n 

n a i r e  v a r ie d  c o n s id e ra b ly . On one extrem e a r e  found firm s which an

swered every  a p p lic a b le  q u e s tio n  w ith  even more d e t a i l  than  re q u e s te d . 

On th e  o th e r  hand, th e re  w ere some firm s which f a i le d  to  answer ques

tio n s  which were a p p lic a b le  to  a l l  f irm s . Because o f  the  incom plete 

answ ers on some q u e s tio n n a ire s ,  t o t a l s  in  the  ta b le s  th a t  fo llow  w i l l  

n o t alw ays eq u a l th e  t o t a l  number o f firm s resp o n d in g .
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Q u es tio n n a ire  Item  T o ta ls  and A naly sis

Q uestion  number one asked i f  th e  firm  has been a le s s e e  in  any l e a s 

in g  agreem ent d u rin g  the  p a s t f iv e  y e a rs .  Of the  132 firm s re sp o n d in g ,

93 r e p l ie d  "yes" and 39 r e p l ie d  "no". There seems to  be no doubt t h a t  

many o f  the  firm s th a t  were le a s in g  were sim ply invo lved  w ith  s h o r t- te rm  

o p e ra tin g  type le a s e s ;  th e se  le a s e s  a re  n ev er co n s id e red  c a n d id a te s  f o r  

c a p i t a l i z a t i o n  and th e re fo re  a re  n o t r e le v a n t  to  th i s  s tu d y .

Q uestion  2 a ttem p ted  to  d isc o v e r  the  ty p es  o f  a s s e ts  th a t  e l e c t r i c  

u t i l i t i e s  were le a s in g .  Table 1 c o n ta in s  a l i s t i n g  o f  a s s e ts  th a t  th e  

firm s a re  le a s in g  and th e  number o f  firm s le a s in g  each type o f  a s s e t .

TABLE 1

Types o f A sse ts  Being Leased by E le c t r i c  U t i l i t i e s

Type o f  A sset Number of Fire

O ffice  Equipment 21
Motor V eh ic les 43
A ir c r a f t 5
R a ilro ad  Cars 5
C o n s tru c tio n  Equipment 4
Computer Equipment 66
N uclear Fuel 12
P o llu t io n  C ontro l Equipment 7
G enera ting  Equipment 17
B u ild in g s 46
Land 6
O ther 28

T o ta l 260

A n aly sis  o f th e  in d iv id u a l  q u e s tio n n a ire s  in d ic a te s  alm ost w ith o u t excep

t io n  th a t  c e r t a in  types o f a s s e ts  have become p o pu la r item s f o r  le a s in g  

in  th e  p a s t few y e a rs .  R a ilro ad  c a r s ,  g e n e ra tin g  equipm ent, and n u c le a r  

fu e l  a re  item s th a t  on ly  r e c e n t ly  have been can d id a te s  fo r  le a s in g  by 

u t i l i t i e s .  As more u t i l i t i e s  look fo r  a d d i t io n a l  so u rces  o f  c a p i t a l  to  

f in a n c e  p la n t  expansion  re c e n t tre n d s  in d ic a te  th a t  more le a s in g  o f gen-
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e r a t in g  equipm ent and n u c le a r  fu e l  w i l l  occu r u n le ss  u n fa v o ra b le  r a te

making o r  acc o u n tin g  trea tm e n t a f f e c t s  le a s in g  d e c is io n s .  Because much

o f  th e  le a s in g  o f  com puter equipm ent, motor v e h ic le s ,  and b u ild in g s  i s
*

o f  th e  o p e ra tin g  ty p e , i t  ap p ea rs  th a t  the most f r u i t f u l  a re a s  f o r  f u r 

th e r  in v e s t ig a t io n  a re  g e n e ra tin g  equipm ent, n u c le a r  fu e l  and p o l lu t io n  

c o n tro l  equipm ent which u s u a lly  r e s u l t s  in  f in a n c in g  type le a s e s .  Re

c e n t ly  many s t a t e s  and m u n ic ip a l i t ie s  have passed s t r i c t  p o l lu t io n  con

t r o l  law s; t h i s  i s  fo rc in g  u t i l i t i e s  to  a c q u ire  expensive  equipm ent to  

meet th e  em ission  req u irem en ts  o f  th e se  law s. Because S e c tio n  103 (c ) (4 ) (F )  

o f  the  I n te rn a l  Revenue Code a llow s s t a t e  and lo c a l  governments to  is s u e  

bonds f o r  th e  pu rchase  o f p o l lu t io n  c o n tro l equipm ent upon which th e  i n 

t e r e s t  i s  n o t ta x a b le  to  th e  b o n d h o ld e rs , many u t i l i t i e s  w i l l  p robab ly  

a tte m p t to  le a s e  p o l lu t io n  c o n tro l  equipm ent from m u n ic ip a l i t ie s .  The 

b e n e f i ts  of th e  low i n t e r e s t  r a t e s  on th e  m un ic ipa l bonds w i l l  be passed  

on in  th e  form of a t t r a c t i v e  le a s e  r a t e s  to th e  u t i l i t i e s .

Table 2 shows th e  d u ra tio n  o f  th e  le a s e s  fo r  the tw elve a s s e t  c a te 

g o r ie s  used in  ta b u la t in g  the  r e s u l t s .  The in fo rm a tio n  fo r  Table 2 came 

from q u e s tio n  number 3 o f th e  q u e s tio n n a ire .  Q uestion  number 3 a lso  p ro 

v ided  c o s t  d a ta  and in fo rm a tio n  on the annual le a se  payment. From the  

t o t a l  amount o f in fo rm a tio n  provided from q u e s tio n  number 3 a d e te rm in a 

t io n  o f  w hether the le a s e  was an o p e ra tin g  o r  f in an c in g  type was made.

By look ing  a t  the  annual payment, d u ra tio n  o f  the le a s e ,  and c o s t  o f  th e  

equipm ent le a se d , an a ttem p t was made to  c l a s s i f y  a p a r t i c u la r  le a s e  in to  

th e  ca teg o ry  o f  o p e ra tin g  o r  f in a n c in g . For exam ple, i f  th e  sum o f  th e  

annual payments over the d u ra tio n  o f  th e  le a se  exceeded th e  c o s t o f the  

le a se d  a s s e t ,  the  le a s e  was c l a s s i f i e d  a s  a f in a n c in g  type le a s e .  I f  th e
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t o t a l  payments under th e  le a s e  agreem ent to ta le d  to  le s s  than  the  c o s t  

o f  the  a s s e t ,  th e  le a s e  was c l a s s i f i e d  a s  an o p e ra tin g  le a s e .  Although 

t h i s  was a  s u b je c t iv e  e v a lu a tio ti on the p a r t  o f  the w rite i; h e  f e l t  th a t  

an a tte m p t a t  making th i s  ty p e  o f c l a s s i f i c a t i o n  would aid  i n  d is c o v e r 

in g  the im portance o f  lo n g -te rm  f in a n c in g  type le a s in g  in  th e  e l e c t r i c  

u t i l i t y  in d u s try .

TABLE 2 

D u ra tio n  of A sse t Leases

Year to L ess than 1-2 Over 2 Over 5 Over 10 Over
Type o f A sset Y ear 1 Year Years to  5 y rs to  10 y rs to  20 y rs 20 y rs

O ff ic e  Equipment 13 1 1 3 0 0 0
Motor V eh ic les 16 1 3 10 4 0 0
A ir c r a f t 0 0 2 1 2 0 0
R ailro ad  Cars 0 0 0 0 0 3 0
C o n s tru c tio n  Equipment 2 0 0 1 0 0 0
Computer Equipment 22 3 10 10 9 0 0
N uclear F uel 0 0 0 1 2 0 1
P o llu t io n  C on tro l Equipment 0 0 0 0 0 6 1
G en era tin g  Equipment 0 0 0 0 1 3 12
B u ild in g s 9 0 1 1 1 2 22
Land 4 0 0 0 0 0 0
O ther 9 0 1 2 1 1 2

T o ta l 75 5 18 29 20 15 38

TABLE 3

Lease C la s s i f i c a t io n  -  O p era tin g  o r F inancing

Type o f A sset O perating  F inanc ing  Could no t C la s s ify

O ffic e  Equipment 18 1 2
Motor V eh ic les 34 0 9
A ir c r a f t 5 0 0
R ailro ad  Cars 0 3 2
C o n s tru c tio n  Equipment 2 1 1
Computer Equipment 54 2 10
N uclear F uel 5 0 7
P o llu t io n  C on tro l Equipment 0 7 0
G enera ting  Equipment 3 13 1
B u ild in g s 14 23 9
Land 5 1 0
O ther 18 2 8

T otal 158 53 49
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T able 3 c o n ta in s  th e  c a te g o r ie s  o f  a s s e t s  and th e  c l a s s i f i c a t i o n  

o f  th e  type o f le a s e .  Some firm s f a i l e d  to  supply  in fo rm a tio n  re g a rd 

in g  th e  d u ra tio n  o f  th e  le a s e  commitments. T his caused some le a s e s  to  

f a l l  in to  th e  ca teg o ry  "cou ld  n o t c l a s s i f y " .  Table 2 does in d ic a te

th a t  th e re  a re  53 le a s e s  o f  a d u ra tio n  o f te n  y ea rs  o r  more. Most of

th e se  le a s e s  and many le a s e s  o f  a l e s s e r  d u ra tio n  would be co n sid e red  

c a n d id a te s  fo r  c a p i t a l i z a t i o n .  Table 3 in d ic a te s  th a t  le a s e s  o f 53 

f irm s  a re  c l a s s i f i e d  as  f in a n c in g  in  n a tu re .  Comparison o f Table 2 

w ith  Table 3 shows th a t  th e  f in a n c in g  type le a se s  a re  n o t  alw ays the

le a s e s  hav ing  over ten  y e a rs  d u ra tio n . Table 2 shows no com puter

equipm ent being  le a se d  fo r  over te n  y e a rs ;  y e t  th e re  a re  two f in a n c in g  

type le a s e s  fo r  com puter equipm ent acco rd in g  to  Table 3 .

TABLE 4

Nominal Owners o f  Leased A sse ts

L easing  In su ran ce  M anufacturer
Type o f A sset Firm Bank Company o r  Vendor O ther

O ffic e  Equipment 4 0 1 13 0
Motor V eh ic les 21 6 4 1 0
A ir c r a f t 0 2 0 2 1
R a ilro ad  Cars 2 1 0 0 0
C o n s tru c tio n  Equipment 1 0 0 1 1
Computer Equipment 24 3 0 27 0
N uclear Fuel 3 0 0 1 0
P o llu t io n  C on tro l Equipment 0 1 0 0 6
G en era tin g  Equipment 2 12 0 0 2
B u ild ings 8 4 15 0 8
Land 1 0 0 0 4
O ther 6 2 0 5 7

T o ta l 72 31 20 50 29

The nom inal owners o f the le a se d  a s s e ts  appear in  Table 4 . Exam-

in a t io n  o f  Table 4 can be h e lp fu l  in  de te rm in in g  the  types  o f  a s s e ts  

be in g  le a se d  on f in a n c in g  type arran g em en ts . Banks which engage in  le a s 

in g  would g e n e ra lly  be le a s in g  a s s e ts  on lon g -te rm  agreem ents ex cep t fo r
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some case s  o f  o f f ic e  space in  b u ild in g s .  The prim ary i n t e r e s t  o f  banks 

in  e n te r in g  in to  le a s in g  agreem ents as  le s s o r s  i s  to  a c t  as  a le n d e r  o f  

money, n o t to  own and r e n t  ou t a s s e t s .  L easing  i s  m ainly a d ev ice  used 

to  o b ta in  good s e c u r i ty  on what is , in  e f f e c t ,  a lo a n . T here fo re  banks 

would g e n e ra lly  be le s s o r s  under f in a n c in g  type le a se  agreem ents. The 

le s s o r  in su ran ce  companies would be in  a s i tu a t io n  s im i la r  to  banks. 

M anufactu rers and v en d o rs , on th e  o th e r  hand, u s u a lly  le a s e  on an o p e ra t

in g  type o f an agreem ent. L easing firm s would be expec ted  to  have many 

ty p es  o f both  o p e ra tin g  and f in a n c in g  le a s e s .  G enerating  equipm ent i s  

u s u a lly  le a se d  from banks acco rd ing  to  the  firm s th a t  responded to  the  

"nom inal owner" p a r t  o f q u e s tio n  number 3 . Some firm s th a t  responded 

to  p a r ts  o f  q u e s tio n  number 3 f a i l e d  to  l i s t  the  nominal owner. This 

causes  th e  t o t a l s  in  Table 4 n o t to  ag ree  w ith  th o se  o f Table 2 and 

Table 3 .

TABLE 5

T reatm ent o f Leases on S ta tem en ts fo r  D if f e re n t  Purposes

Expensed
Purpose C a p ita l iz e d  C u rre n tly  F ootnoted  O ther

P ub lished  F in a n c ia l
S ta tem ents 17 87 19 1

R egu lato ry  Commissions 17 86 18 2
Income Tax 17 86 N/A 0

N/A *= Not A pp licab le

Table 5 l i s t s  how le a s e s  a re  t r e a te d  fo r  d i f f e r e n t  p u rp o ses . Some 

firm s t r e a t  some o f  t h e i r  le a se s  one way and some o f t h e i r  le a s e s  an o th e r  

way. T his causes th e  t o t a l s  to  exceed th e  number o f  f irm s  le a s in g .  As 

can be seen from th e  ta b le  the  m a jo rity  o f  firm s expense t h e i r  le a s e  pay

ments c u r r e n t ly .  I f  a l l  o f  the  le a se s  which were c l a s s i f i e d  as f in a n c in g
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in  Table 3 would be c a p i ta l iz e d  the number o f  firm s c a p i t a l i z in g  le a s e s  

in  Table 5 would in c re a s e  by 36 ( i . e . ,  53 f in a n c in g  le a s e s  in  Table 3 

minus 17 c a p i ta l iz e d  in  Table 5* ). I f  firm s f e e l  th a t  more s t r in g e n t  

c a p i t a l i z a t i o n  requ irem en ts  may come in  th e  fu tu r e ,  t h e i r  f e a r  o f  hav ing  

to  p lace  a c o n s id e ra b le  amount o f  a d d i t io n a l  d eb t on the b a lance  sh e e t

may become a r e a l i t y .  This has a p p a re n tly  caused some firm s to  ex p re ss  a

n e g a tiv e  a t t i t u d e  toward a d d i t io n a l  a n d /o r new le a s in g  o f  a s s e t s .  I t  i s  

in t e r e s t in g  to  n o te  th a t  fo r  each purpose ca teg o ry  in  Table 5 , sev en teen  

firm s s ta te d  th a t  they  c a p i t a l i z e  le a s e s .  In f i f t e e n  o f th e se  cases  the 

same firm  s ta te d  they  c a p i ta l iz e d  some o f th e i r  le a se s  f o r  a l l  th re e  pur

po ses . Perhaps they  and t h e i r  re g u la to ry  commissions a re  fo llo w in g  the  

I n te r n a l  Revenue S erv ice  in  t h e i r  d e te rm in a tio n  o f  the  c a p i t a l i z a t i o n  

s ta tu s  o f th e  le a s e .

Q uestion  number 7 o f  th e  q u e s tio n n a ire  asked th e  firm s  to  e s tim a te

th e  source o f funds to  f in a n c e  c a p i t a l  investm en t in  the  fu tu r e .  T h ir ty

f irm s  s ta te d  th a t  they  would use le a s in g  to  fin an c e  up to  te n  p e rc e n t o f 

t h e i r  c a p i t a l  investm en t w h ile  102 firm s sa id  they would n o t use le a s in g  

a t  a l l  fo r  t h i s  purpose. Some firm s th a t  a re  p lann ing  to  le a s e  in  the 

f u tu r e  e v id e n tly  do n o t c o n s id e r  le a s in g  as a source o f  fu n d s . The r e 

sponses to  q u e s tio n  number 8 b ea r th i s  o u t.  S ix ty -e ig h t  firm s s a id  they 

a n t ic ip a te d  le a s in g  a s s e ts  in  th e  n e x t f iv e  y ea rs  and 56 firm s s a id  they 

d id  n o t a n t ic ip a te  le a s in g .  Table 6 l i s t s  the number o f f irm s  th a t  a n t i 

c ip a te  le a s in g  v a r io u s  types o f a s s e ts  in  th e  fu tu re .
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TABLE 6

A sse ts  to  be Leased in  th e  F u tu re

Type o f  A sset Number o f  Firm s

O ffice  Equipment 
Motor V eh ic le s  
A ir c r a f t  
R a ilro ad  Cars 
C o n s tru c tio n  Equipment 
Computer Equipment 
N uclear Fuel
P o llu t io n  C ontro l Equipment
G enera ting  Equipment
B u ild ings
Land
O ther

9
26

2
4
4 

26
9

10
11
27

5 
17

150T o ta l

Many o f th e  le a s e s  a n t ic ip a te d  above would f a l l  in to  the  f in a n c in g  

c l a s s ,  e s p e c ia l ly  those  fo r  b u ild in g s ,  r a i l r o a d  c a r s ,  n u c le a r  f u e l ,  gen

e r a t in g  equipm ent and p o l lu t io n  c o n tro l equipm ent. Q uestion  number 10 

asked firm s th a t  d id  n o t a n t ic ip a te  le a s in g  i f  they  had e v e r co n sid e red  

th e  le a s in g  a l t e r n a t iv e  a s  opposed to  owning th e  a s s e t .  F o rty  firm s r e 

sponded "yes" and 23 firm s  responded "no".

The reaso n s firm s chose n o t to  le a s e  a re  in c lu d ed  in  Table 7. The 

main reaso n  firm s chose n o t to  le a se  was economic o r  f in a n c ia l .  This ap

pears  to  be lo g ic a l  e s p e c ia l ly  s in c e  many u t i l i t y  firm s could  borrow a t  

fa v o ra b le  r a t e s  in  o rd e r  to  d eb t f in an c e  t h e i r  a s s e t s .

TABLE 7

Why Firm s Chose Not to  Lease

Reason Number o f  Firm s

Economic or F in a n c ia l  
A ccounting T reatm ent 
Not in c lu d ed  in  r a t e  base 
O ther

T o ta l

21
4
8

_3
36
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Of th e  firm s  respond ing  to  q u e s tio n  number 12, te n  had no bond in 

d en tu re  r e s t r i c t i o n s  and 117 d id . F i f ty - f o u r  firm s s a id  th e se  r e s t r i c 

t io n s  would a f f e c t  le a s in g  d e c is io n s  and 72 sa id  they  would n o t a f f e c t  

le a s in g  d e c is io n s .  A more d e ta i le d  r e p o r t  o f the  " f r e e  resp o n se"  type 

q u e s tio n s  fo llo w .

Comments A ppearing on th e  Q u estio n n a ire  

Q uestions number n in e ,  e le v e n , and tw elve of the q u e s tio n n a ire  

c a l le d  f o r  a " f r e e  re sp o n se"  type o f an answer which d i f f e r e d  from the  

more s tr u c tu re d  form at o f th e  o th e r  q u e s tio n s .  The in fo rm a tio n  from 

th e  responses  to  th e se  q u e s tio n s  was in c o rp o ra te d  in to  some o f  the  above 

ta b le s .  However c a te g o r iz in g  many o f th e se  responses  in  a p a r t i c u la r  

s l o t  on a ta b le  removes much o f the  un iqueness o f the resp o n se  and fo rc e s  

responses to  be c l a s s i f i e d  in to  a f ix e d  number o f  c a te g o r ie s  which cannot 

always have the  b e s t p o s s ib le  f i t  to  th e  re sp o n se . Much o f  th e  rea so n 

in g  why a firm  does o r  does n o t le a s e  becomes ap p aren t from th e se  sen 

ten ce  comments to  the  q u e s tio n s  which c a l le d  fo r  such a re sp o n se .

Reasons Why Firm s Chose to  Lease

S ev era l firm s which responded to  q u e s tio n  number 9 s ta te d  th a t  one 

o f  the reaso n s they  chose to  le a s e  r a th e r  than  to  own a s s e ts  was because 

th e  c o s t o f le a s in g  a s s e ts  was below th e i r  com posite c o s t  o f c a p i t a l .

A lthough th e  c o s t  to  th e  f irm  to  le a se  the  a s s e t  i s  u s u a lly  more than  

to  use d e b t f in a n c in g , the com posite c o s t  o f  c a p i ta l  i s  o f te n tim e s  

h ig h e r  because o f  the h igh  c o s t  o f e q u ity  c a p i t a l .  Some o f th e se  firm s 

f e e l  th a t  le a s in g  a s s e ts  ta p s  an a d d i t io n a l  source o f c a p i t a l  th a t  i s  

open to  th e  f irm  a t  a c o s t le s s  than  th e i r  com posite c o s t  o f c a p i t a l .
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One firm  s ta te d  th a t  i t  r e s o r te d  to  le a s in g  fo r  the fo llo w in g  re a 

son: "______________ u ses  le a s in g  because le a s in g  p rov ides th e  Company

w ith  an a d d i t io n a l  source o f c a p i t a l  a t  a c o s t which i s  l e s s  than  the 

com posite c o s t  o f c a p i t a l . "  A nother f irm  commented th a t ,  "Ownership f in a n 

c in g  [was] too c o s t ly  fo r  non revenue producing equipm ent and f a c i l i t i e s . "  

T his l a t t e r  f irm , which was le a s in g  b u ild in g s , p o l lu t io n  c o n tro l  eq u ip 

m ent, and autom otive equipm ent p robab ly  was n o t a b le  to  in c lu d e  some o f 

th e se  a s s e ts  in  th e i r  r a t e  base acco rd in g  to  the  re g u la to ry  commission 

th a t  c o n tro l le d  them.

Some o f the e l e c t r i c  u t i l i t y  firm s which a re  invo lved  in  s i g n i f i 

c a n t amounts o f  p la n t expansion  appear v ery  much in te r e s te d  in  a t t r a c t 

ing  in v e s to rs  th a t  a re  n o t c u r r e n t ly  in v e s t in g  in  u t i l i t y  s e c u r i t i e s .

They f e e l  th a t  le a s in g  a s s e ts  p rov ides th e  mechanism fo r  in v e s to r s  who 

have p re v io u s ly  o r only  more r e c e n t ly  avoided in v e s t in g  in  u t i l i t y  se 

c u r i t i e s .  One la rg e  e l e c t r i c  u t i l i t y  f irm  commented th a t  "Lease f in a n 

c in g  p ro v id es  a n o th e r method o f  r a is in g  c a p i t a l ,  p ro v id es  f l e x i b i l i t y  in  

th e  sch ed u lin g  o f f in a n c in g s  and a ls o  may prov ide new types o f  in v e s to rs  

who a re  n o t in v e s t in g  in  th e  Company's d eb t and e q u ity  s e c u r i t i e s . "

E xceedingly  h ig h  r a te s  o f  i n t e r e s t  a few y e a rs  ago and somewhat 

low er r a te s  more r e c e n t ly  made many u t i l i t i e s  conscious o f the  adverse  

e f f e c t s  o f  is s u in g  la rg e  amounts o f  lo n g -te rm  d eb t th a t  would n o t be 

redeemed fo r  f o r ty  o r  f i f t y  y e a rs .  Although bond is s u e s  could  be r e 

fin an ced  i f  i n t e r e s t  r a te s  f e l l ,  th i s  could  g e n e ra lly  n o t be done w ith 

o u t p e n a l t ie s  to  the i s s u e r .  Most o f  the  le a s e s  u t i l i t i e s  g e t involved  

in  a re  fo r  d u ra tio n s  o f  tw e n ty -f iv e  y e a rs  o r  le s s  in c lu d in g  those o f  a 

f in a n c in g  n a tu re  as opposed to  s h o r t- te rm  o p e ra tin g  le a s e s .  This i s  i l 

lu s t r a te d  by p a r t  o f one f i r m 's  reasons fo r  le a s in g  a s s e t s :  "To av o id :
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(a )  perm anent f in a n c in g  when i n t e r e s t  r a te s  a re  h ig h ; (b) d i l u t io n  o f  

e a rn in g s  by s u b s t i tu t in g  le a s in g  fo r  e q u ity  f in a n c in g ."

Some firm s s ta te d  th a t  c e r t a in  types o f  a s s e ts  could n o t be pledged 

as  s e c u r i ty  fo r  o u ts ta n d in g  d eb t as  s p e c if ie d  in  t h e i r  in d e n tu re  a g re e 

m ents. S ince th e se  firm s could le a s e  th e  same a s s e t s ,  they  e n te re d  in to  

le a s in g  c o n tra c ts  f o r  the types o f  a s s e ts  n o t allow ed to  be pledged under 

th e  bond in d e n tu re  agreem ents. The cash  flow  back advan tage o f s a le  and 

le a se -b a c k  agreem ents was a n o th e r  reaso n  why some firm s s e le c te d  the  l e a s 

in g  o p tio n .

I t  was p re v io u s ly  m entioned th a t  some firm s were le a s in g  a s s e ts  be

cause th e  c o s t o f le a s in g  was below th e i r  com posite c o s t o f  c a p i ta l  even 

though above th e  c o s t  o f lo n g -te rm  d eb t c a p i t a l .  In  th e  cou rse  o f  con

d u c tin g  th e  re se a rc h  fo r  th i s  d i s s e r t a t i o n  i t  was d isco v ere d  th a t  one 

u t i l i t y  f irm  was in  e f f e c t  o b ta in in g  funds fo r  the  le a s in g  o f  a s s e ts  a t  

r a t e s  o f  i n t e r e s t  c o n s id e ra b ly  below th e  r a t e  fo r  AA c o rp o ra te  bonds.

The u t i l i t y  o rg an ized  s h e l l  c o rp o ra tio n s  whose so le  fu n c tio n  was to  b o r

row money from la rg e  commercial banks, is s u e  com mercial p ap er, purchase 

f ix e d  a s s e t s  and le a s e  th e  fix ed  a s s e ts  to  th e  u t i l i t y .  The s h e l l  c o r

p o ra tio n s  o b l ig a t io n s  were p a r t ly  in  th e  form o f borrow ing from the  

la rg e  banks a t  th e  c u r re n t  prime r a te  o f  i n t e r e s t ,  and to  a much g re a te r  

e x te n t  in  the  form o f commercial paper is su e d  a t  th e  prime r a te  o f  i n t e r 

e s t .  The le s s o r ,  th e  s h e l l  c o rp o ra tio n  in  th i s  c a s e , has no p r o f i t  mo

t iv e  so th a t  th e  u t i l i t y  was o b ta in in g  i t s  money c a p i t a l  a t  a r a t e  o f 

i n t e r e s t  two to  two and o n e -h a lf  p e rc e n t le s s  than  the  r a t e  f o r  AA c o r

p o ra te  bonds even when b rokerage fe e s  and a d m in is tr a t iv e  c o s ts  were con

s id e re d . The f irm  was engaging in  o f f  b a lan ce  sh e e t f in a n c in g  which i t
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claim ed made i t  e a s ie r  fo r  th e  u t i l i t y  to  keep i t s  r a t i o s  in  l i n e  w ith  

r e g u la to ry  commission g u id e l in e s .  The firm  summed up i t s  rea so n s  fo r  

engaging  in  th i s  type o f f in a n c in g  method by s t a t in g  th a t  two f a c to r s  

were the causes " (1 )  Cost o f  money, (2) o f f  balance  s h e e t tre a tm e n t" .

S h e ll c o rp o ra tio n s  borrow ing a t  p rim e, pu rch asin g  fix ed  a s s e t s ,  and 

le a s in g  them to  th e  u t i l i t y  was though t to  be an ex trem ely  in n o v a tiv e  

way to  o b ta in  low c o s t money c a p i t a l  to  f in a n c e  the  expansion  o f  the 

f irm . The u t i l i t y  f e l t  i t  was doing  both  i t s  custom ers and in v e s to r s  

a S erv ice  by u s in g  th i s  f in a n c in g  te c h n iq u e .

' Cost was a ls o  the  reason  why many firm s a re  engaged in  th e  le a s in g  

o f  a s p e c i f ic  type o f a s s e t .  P o llu t io n  c o n tro l  equipm ent i s  now being  

le a se d  by many firm s from s t a t e  and lo c a l  governm ents. S ta te  and lo c a l  

governm ents a re  allow ed to  is s u e  ta x  exempt bonds to  f in a n c e  th e  pu r

chase o f p o l lu t io n  c o n tro l equipm ent. Because o f the  ta x  exempt s t a t u s ,  

th e  bonds c a r ry  a low i n t e r e s t  r a t e .  T h is a llow s the  u t i l i t y  to  le a se  

th e  p o l lu t io n  c o n tro l  equipm ent fo r  20 to  30 y e a r  p e rio d s  a t  a c o s t  which 

i s  low er than  th a t  o f  owning the  a s s e ts  v ia  d eb t f in a n c in g .

Reasons Why Firm s Chose Not to  Lease

Q uestion  number 11 asked firm s th a t  had co n sid ered  th e  le a s in g  a l t e r 

n a t iv e  why the f irm  chose to  own r a th e r  th an  to  le a se  th e  a s s e t s .  I t  i s  

a p p a re n t from most o f  the  resp o n ses  th a t  they were commenting on the 

ty p es  o f  le a s e s  th a t  a re  th e  main i n t e r e s t  o f th i s  s tu d y , f in a n c in g  type 

le a s e s  o f a lo n g -te rm  n a tu re .

The p reced in g  s e c tio n  o f  t h i s  c h a p te r  d e a lin g  w ith  q u e s tio n  number 

9 m entioned th a t  one o f  the  reaso n s  many firm s le a se d  was because they 

f e l t  the  c o s t  to  le a se  was le s s  than  the c o s t to  own. The most f re q u e n t
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resp o n se  to  q u e s tio n  number 11 was a comment s ta t in g  th a t  th e  c o s t  to  

le a s e  an a s s e t  was g r e a te r  than  the  c o s t  to  own the  same a s s e t .  One 

firm  l i s t e d  i t s  o b je c tio n  to  le h s in g  as  fo llo w s : "L easing  i s  viewed 

as  a d eb t a l t e r n a t iv e  and as such i t  i s  th e  c o s t l i e s t  form o f d eb t we 

can in c u r ."  While s e v e ra l firm s respond ing  to  q u e s tio n  number 9 s ta te d  

they  le ase d  because the  c o s t to  le a se  was l e s s  than  t h e i r  com posite 

c o s t o f  c a p i t a l ,  some firm s th a t  responded to  q u e s tio n  number 11 sa id  

t h e i r  com posite c o s t  o f c a p i t a l  was l e s s  than  th e  c o s t to  le a s e .  "Due 

to 'le v e ra g e  f a c to r  in h e re n t  in  u t i l i t y  in d u s try  o p e ra t io n s ,  th e  Company's 

com posite c o s t  o f money i s  g e n e ra lly  le s s  than  r e tu rn  req u irem en ts  b u i l t  

in to  le a se  p ro p o s a ls ,"  was one f i rm 's  response  to  q u e s tio n  number 11.

A lthough h ig h e r  c o s ts  fo r  le a s in g  d isco u rag e  some firm s from l e a s 

in g , a n o th e r  f a c to r  th a t  would cause low er e a rn in g s  was a ls o  c i te d .

When u t i l i t y  firm s a re  n o t allow ed to  put an a s s e t  in  t h e i r  r a t e  base 

because they  do n o t own i t  b u t le a s e  i t  in s te a d ,  they a re  d isco u rag ed  

from le a s in g  the a s s e t .  One f irm  c i te d  "1) H igher c o s t ( le a s in g  p r o f i t  

goes to  a middleman) and 2) no r a te  base i s  d e riv ed  from le a s in g "  as 

th e  reaso n s why th e  firm  chose to  own t h e i r  equipm ent. A nother f irm  

r e f e r r e d  to  th e  la c k  o f r a t e  base tre a tm e n t as fo llo w s: "R eturn  earned

on r a te  base co n sidered  s u f f i c i e n t ly  h igh  to  negate  th e  sav in g s from 

le a s in g .  The o th e r  re a so n , need to  ta p  n o n -co n v en tio n a l sou rces o f 

c a p i t a l ,  i s  n o t c u r r e n t ly  co n sid ered  a problem fo r  u s ."

C lose ly  t ie d  to  th e  r a te  base is s u e  i s  the whole a re a  o f le a s e  

tre a tm e n t by those in  a p o s i t io n  to  p re s c r ib e  acco u n tin g  r e g u la t io n s .

U t i l i t i e s  n o t only  have to  meet g e n e ra lly  accep ted  acco u n tin g  p r in c i 

p le s  and S e c u r i t ie s  and Exchange Commission re q u ire m en ts , bu t a ls o  they
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fa c e  acco u n tin g  r e g u la t io n s  s e t  ou t by th e  F e d e ra l power Commission and 

s t a t e  r e g u la to ry  com m issions. At the p re s e n t tim e, the tre a tm e n t o f  

le a s e s  by a l l  bod ies  concerned 4s in  a v ery  u n s ta b le  p o s i t io n .  Nobody 

can p r e d ic t  w ith  c e r t a in ty  what the  tre a tm e n t accorded le a s e s  i s  going  

to  be in  the  n e a r  f u tu r e .  Because o f  th i s  s i t u a t io n ,  many u t i l i t y  firm s 

a re  r e lu c ta n t  to  commit the  firm  to  lo n g -te rm  le a se  agreem ents when the 

n e a r  fu tu r e  could  b r in g  changes ad v erse  to  t h e i r  i n t e r e s t s .  One f irm  

s ta t e d  " u n c e r ta in  acco u n tin g  trea tm e n t to  be re q u ire d  by governm ental 

a g e n c ie s ,"  as th e  on ly  reaso n  why i t  dec ided  n o t to  le a s e  g e n e ra tin g  

u n i t s  to  h and le  peak demand.

Most o f th e  firm s  th a t  responded to  q u e s tio n  number 11 l i s t e d  

n e x t to  s p e c i f i c  a s s e ts  which they co n s id e re d  le a s in g ,  th e  reaso n  fo r  

n o t  le a s in g  th a t  p a r t i c u l a r  a s s e t .  T h is  im p lie s  th a t  the  f irm  had 

analyzed  the  le a s in g  p o s s i b i l i t y  w ith  a p a r t i c u la r  a s s e t  in  mind and 

found le a s in g  to  be u n a t t r a c t iv e .  The re sp o n ses  to  q u e s tio n s  number 

9 and 11 in d ic a te  th a t  in  many cases  some firm s fin d  le a s in g  a t t r a c 

t i v e  and o th e rs  do n o t fo r  th e  same types o f  a s s e t s .  The response  o f  

one f irm  stood  ou t from among a l l  o th e rs  because o f a s tro n g  b l a s t  

a g a in s t  le a s in g  w ith o u t any re fe re n c e  to  s p e c i f i c  a s s e ts  which i t  had 

co n sid e red  le a s in g .  I f  the  people in  charge o f  f in an c in g  u t i l i t y  f irm s ' 

c a p i t a l  a s s e t s  th in k  l i k e  th e  in d iv id u a l  quoted below, no f irm  would 

e v e r  c o n s id e r  le a s in g .  T his i s  n o t to  say th a t  what i s  s ta te d  has no 

m e r i t ,  b u t r a th e r  to  p o in t o u t th a t  th e  s ta tem en t in d ic a te s  a la c k  o f  

an a ly z in g  th e  le a s in g  q u e s tio n  fo r  s p e c i f i c  types o f p la n t  and equipm ent.

I f  u t i l i t i e s  can fin an c e  as econom ically  as le s s o r s  
and l e s s o r s ,  in  a d d i t io n ,  re q u ire  a p ro f i t - -w h a t  i s  the 
economic advan tage to  a u t i l i t y  o f  le a s in g ?  I f  u t i l i t i e s  
u t i l i z e  le a s in g  as  an o f f -b a la n c e  sh e e t d e v ise , i t  i s
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reco g n ized  by c r e d i to r s  and o th e rs  as such and i f  n o t then 
w hat v a lu e  does th e  le a s e  have and i f  so then  c r e d i to r s  
a r e n ' t  do ing  t h e i r  jo b . I f  u t i l i t i e s  u t i l i z e  le a s e s  be
cause  th ey  d o n 't  re c e iv e  an adequa te  r a te  o f r e tu r n  then  
le a s e s  a re  an in te r im  d ev ice  th a t  d o e s n 't  c o r r e c t  a b a s ic  
problem .

The person  from th e  f irm  th a t  made the  above s ta te m e n t adm itted  in  

a n o th e r  p a r t  o f  the  q u e s tio n n a ire  th a t  s h o r t- te rm  o p e ra t in g  le a s e s  o f 

d a ta  p ro c e ss in g  equipm ent have m e r i t .  Perhaps long -te rm  le a s in g  would 

n o t  be advantageous fo r  t h i s  f irm , bu t no in d ic a t io n  was g iven  o f an 

in v e s t ig a t io n  o f t h i s  p o s s i b i l i t y .  Because a l l  of th e  firm s responding  

to  q u e s tio n  number 9 found le a s in g  to  be fav o rab le  i t  seems th a t  any 

u t i l i t y  should a t  l e a s t  in v e s t ig a te  th e  consequences o f  le a s in g  p a r t i 

c u la r  item s o f  p la n t  and equipm ent. A f irm  f a i l i n g  to  in v e s t ig a te  the 

le a s in g  p o s s i b i l i ty  may be ig n o rin g  a v ia b le  source o f  fund ing  i t s  c a p i

t a l  ex p an s io n s .

The E f fe c t  o f  R e s t r ic t iv e  Covenants on L easing  D ecisions

Q uestion  number 12 o f  th e  q u e s tio n n a ire  in q u ire d  ab o u t any r e s t r i c 

t iv e  covenan ts  th a t  th e  f i r m 's  bond in d e n tu re  agreem ents may have con

ta in e d .  The r e a c t io n  o f th e  firm s  to  w hether th e se  l im i ta t io n s  would 

a f f e c t  le a s in g  d e c is io n s  was v a r ie d  as  m ight be ex p e c te d . The f o l 

low ing s ta te m e n t i s  ty p ic a l  o f firm s s t a t in g  th a t  a minimum d eb t i n t e r 

e s t  coverage could a f f e c t  i t s  le a s in g  d e c is io n s .  " I f  o u r i n t e r e s t  cov

e rag e  f e l l  below th e  In d en tu re  req u ire m en t, we m ight, o f  c o u rse , r e s o r t  

to  more le a s in g ."  T his f irm  a p p a re n tly  f e e l s  th a t  le a s in g  can be an 

e f f e c t iv e  method o f c ircum ven ting  bond in d e n tu re  ag reem en ts. A nother 

f irm  responded " In d en tu re  i n t e r e s t  coverage c a lc u la t io n s  a re  determ ined 

on th e  b a s is  o f  lo n g -te rm  d eb t o n ly , th e re fo re  such r e s t r i c t i o n  i s  fa v o r
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a b le  to  le a s in g  types  o f  a s s e ts  p re v io u s ly  d e sc r ib e d  when coverages a re  

tre n d in g  toward minimum l e v e l . "  Responses s im i la r  to  th o se  above ap

peared  on the  m a jo r ity  o f  q u e s tio n n a ire s  hav ing  th e  "y es"  column checked 

fo r  r e q u ir in g  a minimum d eb t i n t e r e s t  coverage . This would seem to  in d i 

c a te  th a t  more firm s may s t a r t  le a s in g  to  a g r e a te r  e x te n t  i f  i n t e r e s t  

coverages co n tin u e  to  f a l l  because o f low u t i l i t y  e a rn in g s  in  r e l a t i o n  

to  bond i n t e r e s t  paym ents.

The is s u e  o f  the  c a p i t a l i z a t i o n  o f  le a s e s  appears  in  th e  resp o n ses  

to  q u e s tio n  number 12. Many firm s a re  concerned th a t  i f  le a s e s  a re  r e 

q u ire d  to  be c a p i ta l iz e d  th e i r  lo n g -te rm  d eb t and i n t e r e s t  f ig u re s  would 

r i s e  d ra m a tic a lly  and they  would lo se  any b e n e f i t  o f  le a s in g  over th a t  

o f  d e b t f in a n c in g .

We would need to  m a in ta in  s ig n i f i c a n t  bondable p ro p e r ty  to 
en ab le  us to  is s u e  fu tu re  bonds. We must have a good d e b t /  
e q u ity  r a t i o  to  m a in ta in  our bond r a t i n g ,  th e re f o r e ,  we 
would be c a r e fu l  about le a s in g  a v ery  la rg e  item  th a t  would 
re q u ire  c a p i ta l iz in g  and in c lu d in g  in  lo n g -te rm  d e b t .

The response above was ty p ic a l  o f  th e  s e v e ra l  f irm s th a t  were w o rried  

abou t th e  p o s s ib le  re q u ire d  c a p i t a l i z a t io n  o f  le a se s  and i t s  n u l l i f y 

in g  th e  b e n e f i ts  o f  le a s in g .

N uclear fu e l  usage by more u t i l i t i e s  in  th e  fu tu re  w i l l  p robab ly  

cause more le a s in g  to  be un d ertak en  by u t i l i t i e s .  Large amounts o f  nu

c le a r  fu e l  must be o b ta in ed  a c o n s id e ra b le  amount o f  tim e b e fo re  a nu

c le a r  p la n t  i s  in  a p ro d u c tiv e  s t a t e .  Some firm s commented th a t  ind en 

tu re  agreem ents make i t  u n d e s ira b le  fo r  a f irm  to  d eb t f in a n c e  the pur

chase  o f  n u c le a r  f u e l  by is s u in g  bonds. One f i r m 's  e x p la n a tio n  o f the  

s i t u a t io n  i t  fa c e s  reg a rd in g  the a c q u is i t io n  o f n u c le a r  f u e l  re v e a ls  

why i t  i s  d e s ir a b le  fo r  i t  to  le a se  n u c le a r  f u e l .
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Under th e  Company's in d e n tu re ,  p ro p e rty  a d d i t io n s  
canno t be used as  c o l l a t e r a l  fo r  f i r s t  m ortgage bonds 
u n t i l  a l l  re g u la to ry  l ic e n s e s  a re  re c e iv e d . Thus, ou r 
n u c le a r  fu e l  i s  n o t a  good p ro p e rty  a d d i t io n  under th e  
m ortgage u n t i l  the  re la te d * n u c le a r  g e n e ra tin g  s t a t io n  
has  i t s  AEC o p e ra tin g  l i c e n s e .  T his r e s t r i c t i o n  does 
n o t  apply  when u s in g  n u c le a r  fu e l  as c o l l a t e r a l  fo r  a 
le a s e .  A lso w ith  le a s in g  th e re  a re  no minimum i n t e r e s t  
o r  r e n ta l  coverage re q u ire m en ts .

The responses  to  q u e s tio n  number 12 can th e re fo re  be p laced  in to  

two c a te g o r ie s  i f  th e  s p e c ia l  c ircu m stan ces  app ly in g  to  n u c le a r  fu e l  

a r e  pu t a s id e .  Some firm s b e lie v e  th a t  le a s e s  w i l l  have to  be c a p i t a l 

iz e d  f o r  purposes o f  making c a lc u la t io n s  p e r t in e n t  to  in d e n tu re  a g re e 

ments i f  they a re  n o t c a p i ta l iz e d  a lre a d y . These firm s f e e l  th a t  th e re  

i s  no p o in t in  le a s in g  s in c e  i t  has th e  same e f f e c t s  as d e b t f in a n c in g  

f o r  com puting coverages and r a t i o s  and could  be more c o s t ly .  The o th e r  

b a s ic  c a te g o ry  o f  re sp o n ses  i s  th a t  le a s in g  i s  an e f f e c t iv e  way to  f i 

nance p la n t  and equipm ent because le a s in g  agreem ents w i l l  n o t je o p a rd iz e  

th e  keeping  o f  the s p e c if ie d  agreem ents co n ta in ed  in  c u r re n t  bond in d en 

tu r e s .  These firm s in d ic a te  th a t  they  w i l l  r e s o r t  to  more le a s in g  as 

th e  l im i t s  on t h e i r  c u r r e n t  agreem ents a re  approached.

R elevance o f the  Q u es tio n n a ire  to  the Model

A lthough d a ta  from th e  q u e s tio n n a ire  a re  n o t used as d i r e c t  in p u ts  

f o r  th e  o p e ra tio n  o f  th e  model d e sc r ib e d  in  C hapter IV, th e  q u e s tio n 

n a i r e  i s  in d i r e c t ly  lin k e d  w ith  the  model. The r e s u l t s  o f  the  q u e s tio n 

n a i r e  in d ic a te  th a t  th e re  i s  le a s in g  a c t i v i t y  o f a f in a n c in g  n a tu re  in  

th e  e l e c t r i c  u t i l i t y  in d u s try .  F i f ty - th r e e  firm s a re  engaged in  le a s in g  

a c t i v i t y  o f a  f in a n c in g  n a tu re  acco rd in g  to  Table 3 . E xam ination o f  the 

in d iv id u a l  q u e s tio n n a ire s  th a t  were re tu rn e d  showed th a t  some firm s had
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annual commitments f o r  le a s e  payments to t a l in g  In  the  m ill io n s  o f  d o l

l a r s .  Not o n ly  a re  th e re  many e l e c t r i c  u t i l i t i e s  c u r r e n t ly  le a s in g  on 

a f in a n c in g  b a s i s ,  i t  ap pears  a-s though le a s in g  w i l l  be used in  the 

n e a r  f u tu r e .  Table 6 co n ta in ed  f ig u re s  o f e s tim a te d  fu tu re  le a s in g  

a c t i v i t y .  Nine o r  more firm s were p lann ing  to  le a se  n u c le a r  f u e l ,  

p o l lu t io n  c o n tro l  equipm ent, o r  g e n e ra tin g  equipm ent. As was d i s 

cussed p re v io u s ly  le a s e s  fo r  th e se  types  o f  a s s e ts  a re  u s u a lly  o f  a 

f in a n c in g  n a tu re  as  opposed to  an o p e ra tin g  n a tu re .  In  a d d i t io n  27 

firm s in d ic a te d  they  w ere p lan n in g  to  le a s e  b u i ld in g s ,  some o f which 

c e r t a in ly  would be f in a n c in g  type  le a s e s .

The use o f  the  q u e s tio n n a ire  has shown th a t  le a s in g  i s  indeed  a 

f in a n c in g  method th a t  i s  now used and w i l l  p robab ly  co n tin u e  to  be 

used as a method fo r  f in a n c in g  th e  expansion  o f  an e l e c t r i c  u t i l i t y ' s  

p la n t .  M odeling th e  e f f e c t s  o f f in a n c in g  p la n t  investm en t by th e  

le a se  method shou ld  prove u s e fu l  fo r  th e  f irm s , r e g u la to ry  commis

s io n s ,  in v e s to r s  and o th e rs  in t e r e s t e d .  The m odeling has been j u s t i 

f ie d  to  some e x te n t  by th e  r e s u l t s  o f  th e  q u e s tio n n a ire .
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CHAPTER XV
m

THE GENERAL MODEL

T his c h a p te r  d e a ls  w ith  th e  developm ent o f  a g e n e ra l model fo r  

d e r iv in g  a s e r i e s  o f  f in a n c ia l  s ta te m e n ts  th a t  r e s u l t  from assumed 

a c q u is i t io n s  o f  c a p i t a l  a s s e ts  u t i l i z i n g  v a r io u s  f in a n c in g  methods.

The p ro ced u res  used in  g e n e ra tin g  the s ta te m e n ts  under th e  v a r io u s  

assum ptions and th e  o r ig in  o f  th e  i n i t i a l  s ta te m e n ts  a re  d e sc r ib e d .

A program was w r i t t e n  to  perform  the c a lc u la t io n s  and p r in t  th e  r e 

s u l t in g  f in a n c ia l  s ta te m e n ts . A copy o f  the  program ap p ears  in  Ap

pendix  E.

O rig in  o f  the  I n i t i a l  S ta tem en ts

The i n i t i a l  b a lan ce  s h e e t and income s ta tem en t d a ta  used as a 

s t a r t i n g  p o in t fo r  th e  g e n e ra tio n  o f new f in a n c ia l  s ta tem en ts  under 

th e  v a r io u s  f in a n c in g  te ch n iq u es  a re  condensed from company annual 

r e p o r ts  sub m itted  to  the  F e d e ra l Power Commission. The s ta tem en ts  

a re  a com posite o f th o se  o f  a l l  C lass A and C lass B e l e c t r i c  u t i l i 

t i e s  in  th e  U nited  S ta te s  f o r  1970.^ As new a s s e ts  a re  a cq u ired  and 

in c o rp o ra te d  in to  th e  g en era ted  s ta te m e n ts , the  assum ption i s  made 

th a t  th e se  f a c i l i t i e s  w i l l  be revenue producing  and c o s t  in c re a s in g  

in  f ix e d  r a t i o s  s im i la r  to  those  in  the  p a s t .  The assum ptions r e 

g a rd in g  changes in  th e  accoun ts  o f  the  f in a n c ia l  s ta tem en ts  r e s u l t s  

p a r t i a l l y  from an a n a ly s is  o f  th e se  F e d e ra l Power Commission r e p o r ts .  

F in a n c ia l  s ta te m e n ts  in  th e  S t a t i s t i c s  o f  Privately-O w ned E le c t r i c  

U t i l i t i e s  in  th e  U nited S ta te s  fo r  th e  y e a rs  1965 through 1970 were

^F ederal Power Commission, S t a t i s t i c s  of Privately-O w ned E le c t r i c  
U t i l i t i e s  in  th e  U nited  S ta te s .  1970 (December, 1971), pp. x i i i - x v .

38
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examined to  de term ine  the approxim ate p e rcen tag e  r a t e  o f  expansion  o f  

p la n t  and equipm ent. T h is p ro cess  was used to  e s tim a te  th e  r a t e s  o f  

change and to  c a lc u la te  am ountl on th e  income s ta tem en t fo r  s e v e ra l  

a c c o u n ts . A lthough no in d iv id u a l  f irm  may p o ssess  the  r a t i o s  and r e 

la t io n s h ip s  o f  th e se  s ta te m e n ts ,  they  a re  ty p ic a l  and th u s  the  u se  o f 

th i s  com posite in d u s try -w id e  average seems to  be a r e a l i s t i c  manner 

from  which to  commence th e  g e n e ra tio n  o f  th e  f in a n c ia l  s ta te m e n ts .

The r a t i o s  fo r  th e  com posite in d u s try -w id e  f in a n c ia l  s ta te m e n ts  

have been r e l a t i v e l y  s ta b le  over th e  p a s t  s e v e ra l y e a rs  which su p p o rts  

t h e i r  use as th e  i n i t i a l  s ta te m e n ts . R eference to  S t a t i s t i c s  o f  P r i 

vately-O wned E le c t r i c  U t i l i t i e s  in  the  U nited  S ta te s  in d ic a te s  th a t  

from 1966 to  1970 th e  p e rce n tag es  o f  s a le s  o r  t o t a l  a s s e t s  seldom v a r 

ie d  by more than  one p e rcen tag e  p o in t d u rin g  the  tim e p e r io d .

F inanc ing  A ssum ptions Used to  G enerate the  S ta tem en ts

F in a n c ia l  s ta tem en ts  a re  g en e ra ted  under f iv e  d i f f e r e n t  f in a n c in g  

assum ptions: is su a n c e  o f common s to c k , is su a n c e  o f  p re fe r re d  s to c k , i s 

suance o f  lo n g -te rm  d e b t, use o f  le a s in g ,  and f in a n c in g  in  the  e x i s t in g  

c a p i t a l  r a t i o .  The term  " f in a n c in g  in  th e  e x i s t in g  c a p i t a l  r a t i o "  means 

t h a t  th e  c a p i t a l  inv estm en t occu rs  th rough  th e  is su an ce  o f  common s to c k , 

p re fe r re d  s to c k , and lo n g -te rm  d e b t ,  in  th e  r a t i o  th a t  e x i s t s  on th e  

i n i t i a l  s ta te m e n ts . Under th e  le a s in g  assum ption , two d i f f e r e n t  s e ts  o f  

s ta te m e n ts  r e s u l te d  because o f th e  c a p i t a l i z a t i o n  o f  th e  le a se  in  one 

case  and th e  n o n c a p i ta l iz a t io n  in  th e  o th e r  c a se . In a d d i t io n  to  th e  

c a p i t a l  investm en t c a s e s ,  a s e t  o f  f in a n c ia l  s ta te m e n ts  i s  g en era ted  

from th e  i n i t i a l  s e t  assum ing th a t  th e  f irm  co n tin u es  to  o p e ra te  b u t 

does n o t in v e s t  in  any p la n t  expan sio n . I t  i s  assumed th a t  new p la n t  

eq u a l to  the  annual d e p re c ia t io n  charge i s  acq u ired  in  a l l  c a s e s .
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A ssum ptions Common to  A ll Models

Many o f  the  assum ptions used in  th e  g e n e ra tio n  o f  the f in a n c ia l  

s ta te m e n ts  a re  common to  a l l  m odels. Table 8 i s  a l i s t  o f  assum ptions 

th a t  a re  common to  a l l  m odels. V a r ia t io n s  from th e  common assum ptions 

a re  d isc u sse d  w ith  th e  in d iv id u a l  f in a n c in g  assu m p tio n s. The reaso n s  

f o r  th e  s e le c t io n  o f  the v a r io u s  amounts in  Table 8 a re  ex p la in ed  below. 

The assum ptions in  Table 8 r e f l e c t  on ly  th o se  changes r e le v a n t  to  chang

in g  f in a n c in g  assum ptions. A ccounts th a t  a re  n o t s ig n i f i c a n t l y  a f f e c te d  

by changing th e  f in a n c in g  assum ptions have unchanged b a la n c e s .

T able 8

L is t  o f  Common Assum ptions (

1. New u t i l i t y  p la n t  i s  a cq u ired  on th e  f i r s t  day o f  19+1 whose v a lu e  
i s  15% o f the T o ta l U t i l i t y  P la n t in  19+0.

2 . The r a te  o f r e tu r n  used  in  t h i s  model i s  6.1% of Net U t i l i t y  P la n t .

3 . U t i l i t y  p la n t i s  r e t i r e d  and new u t i l i t y  p la n t  i s  a c q u ire d  e q u a l to  
th e  amount o f d e p re c ia t io n  taken  th e  p rev io u s y e a r  f o r  each y e a r  
s t a r t i n g  w ith  th e  f i r s t  day o f  19+2.

4 . I n t e r e s t  Charged to  C o n s tru c tio n  i s  6.1% of the  amount in v e s te d  each 
y e a r .

5 . O ther Income rem ains th e  same in  19+1 as in  th e  i n i t i a l  income s t a t e 
m ent. O ther Income r i s e s  in  y e a rs  19+2 through 19+5 because i t  i s
assumed th a t  th e  in c re a s e  in  C u rren t and Accrued A sse ts  over th e  19+0
b a lan ce  i s  te m p o ra rily  in v e s te d  a t  th e  r a t e  o f 5.5%.

6 . F e d e ra l Income Taxes a re  c a lc u la te d  by ta k in g  36% o f th e  a f t e r  ta x  
n e t  income amount.

7 . D eferred  Income Taxes on th e  income s ta tem en t a re  eq u a l to  3% o f  
a f t e r  ta x  n e t income.

8 . The fo llow ing  income s ta te m e n t acco u n ts  r i s e  by 15% in  19+1 and r e 
main c o n s ta n t th e r e a f t e r .  O pera ting  Expenses

D e p re c ia tio n  and A m o rtiza tio n  Expense 
O ther Taxes

9 . The Investm ent Tax C re d it i s  4% o f th e  investm en t in  p la n t  and eq u ip 
ment each y e a r .
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10. C urren t and Accrued A sse ts  a re  equal to  th e  p r io r  y e a r 's  b a lan ce  
p lu s  th e  amount by which Net Income exceeds d iv id en d s  p lu s  the  
n e t  c r e d i t s  made to  the  D eferred  D e b its , and D eferred  Income Taxes 
A ccount.

«

11. The D eferred  Income Taxes b a lan ce  s h e e t  b a lance  each  y e a r  i s  com
puted by adding th e  amount from the income s ta te m e n t to  th e  p r io r
y e a r 's  b a lan ce .

12. Hie fo llo w in g  accoun t b a lan ces  rem ain a t  th e  19-K) le v e l  f o r  a l l  
y e a r s :  O ther Paid  In  C a p ita l

C u rren t and Accrued L i a b i l i t i e s  
D eferred  C re d its  
O pera ting  R eserves
C o n tr ib u tio n s  In  Aid o f C o n s tru c tio n

13*. The D eferred  D eb its  acco u n t, which i s  composed m ostly  o f  ch arg es
f o r  bonds is su ed  a t  a d isc o u n t and is su a n c e  ex p en ses , d e c l in e s
each y e a r  by 4% o f  the  19+0 amount.

The i n i t i a l  income s ta tem en t f o r  th e  y e a r  ending December 31, 19+0 

i s  shown in  E x h ib it  2 . The i n i t i a l  b a lan ce  sh e e t fo r  December 31, 19+0 

i s  shown in  E x h ib it 3 .

E x h ib it  2 
I n i t i a l  Y ear Income S ta tem en t

H y p o th e tic a l U t i l i t i e s ,  In c . 
Income S tatem ent 

For Y ear Ending December 31, 19+0 
(M illio n s  o f  D o lla rs )

O pera ting  Revenues $23,128

O pera ting  Expenses and M aintenance -11 ,978
D e p re c ia tio n  and A m ortiza tion  Expense -  2,399
Rent 0
F e d e ra l Income Taxes -  1,233
O ther Taxes -  2,498
D eferred  Income Taxes 110
Investm ent Tax C re d it 25
T o ta l O perating  Expenses -18 ,243

T o ta l O perating  Income 4,885
I n t e r e s t  Charged to  C o n s tru c tio n 588
O ther Income (N et) 170
I n t e r e s t  on Long Terra Debt -  1,977
O ther I n te r e s t  Charges 259

Net Income $ 3,407
D ividends D eclared  on Common S tock $ i , 159
D ividends D eclared  on P re fe rre d  S tock $ 362
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E x h ib it 3 
I n i t i a l  Year Balance Sheet

H y p o th e tic a l U t i l i t i e s ,  In c . 
Balance Sheet 

December 31, 19+0 
(M illio n s  o f  D o lla rs )  

A sse ts

T o ta l U t i l i t y  P la n t $102,277
Accumulated D e p re c ia tio n  -22 ,348
Net U t i l i t y  P la n t 79,929

O ther P ro p erty  and Investm ent 1,742
C urren t and Accrued A sse ts  5,321
D eferred  D ebits ___  425

T o ta l A sse ts  and O ther D ebits  $ 87,417

L i a b i l i t i e s  and O ther C re d its

P ro p r ie ta ry  C a p ita l

Common Stock $13,283
P re fe rre d  Stock 7,499
Premium on C a p ita l S tock  3,381
R etained  E arn ings 9,363
O ther Paid in  C a p ita l 1,018
T o ta l P ro p r ie ta ry  C a p ita l $ 34,544

Long Term Debt 41,938
C urren t and Accrued L i a b i l i t i e s  7 ,309
D eferred  C re d its  799
O perating  R eserves 146
C o n trib u tio n s  in  Aid o f  C o n s tru c tio n  483
D eferred  Income Taxes 2,198

T o ta l L i a b i l i t i e s  and O ther C re d its  $87^417

E x p lan a tio n  o f the  A ssum ptions

T o ta l U t i l i t y  P la n t i s  in c re a se d  by f i f t e e n  p e rce n t o f  th e  T o ta l 

U t i l i t y  P la n t in  19+0 because fo r  the  p a s t  s e v e ra l y e a rs  t h i s  f ig u re  

approx im ates the  in d u s try -w id e  growth r a t e  as in d ic a te d  by th e  F ed era l 

Power Commission s t a t i s t i c s .  The 6.1% r a t e  o f r e tu rn  used fo r  y ea rs  

19+-1 through 19+5 i s  approx im ate ly  the  same as th e  r a t e  o f r e tu r n  th a t  

the  r e s u l t s  fo r  19+0 y ie ld e d .  The r a te  o f  r e tu r n  i s  c a lc u la te d  by
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d iv id in g  T o ta l O pera ting  Income on th e  income s ta te m e n t by Net U t i l i t y  

P la n t  on the  balance  s h e e t .  A lthough the F ed e ra l Power Commission i n 

c lu d es  w orking c a p i ta l  in  th e  f a t e  base f o r  c a lc u la t in g  a r a t e  o f  r e 

tu r n ,  t h i s  model does n o t in c lu d e  w orking c a p i ta l  in  th e  r a te  b ase .

T his was done to  f a c i l i t a t e  th e  jo b  o f  g e n e ra tin g  the s ta te m e n ts  from 

d a ta  r e a d i ly  a v a i la b le .  The 6.1% r a t e  i s  a f ig u re  th a t  c lo s e ly  a p p ro x i

m ates the  r e la t io n s h ip  th a t  e x is te d  between T o ta l O perating  Income and 

Net U t i l i t y  P la n t on th e  F ed e ra l Power Commission in d u s try  wide compos- 

i t e  s ta tem en ts  d u ring  the  l a s t  s e v e ra l y e a rs .  The im portance o f  the 

r a t e  o f  r e tu rn  i s  ex p la in ed  in  th e  fo llo w in g  q u o ta tio n .

The r a te  o f r e tu rn  i s  the  amount o f  money a u t i l i t y  
e a rn s ,  o ver and above o p e ra tin g  exp en ses , d e p re c ia t io n  
expense , and ta x e s ,  exp ressed  as a p e rcen tag e  o f th e  l e 
g a l ly  e s ta b l is h e d  n e t v a lu a t io n  o f u t i l i t y  p ro p e r ty , the 
r a t e  b ase . Included in  th e  " re tu rn "  a re  i n t e r e s t  on lo n g 
term  d e b t, d iv id en d s  on p re fe r re d  s to c k , and e a rn in g s  on 
common s to c k  e q u ity .  In  o th e r  w ords, the r e tu rn  i s  th a t  
money earned from o p e ra tio n s  which i s  a v a i la b le  f o r  d i s 
t r i b u t io n  among th e  v a r io u s  c la s s e s  o f  c o n tr ib u to rs  of 
money c a p i t a l ,  in  the case  o f common s to ck  h o ld e rs ,  p a r t  
o f t h e i r  sh a re  may be r e ta in e d  as s u rp lu s .  The r a t e - o f -  
r e tu r n  concep t m erely c o n v e rts  th e  d o l l a r s  earned  on the  
r a te  base in to  a p ercen tag e  f ig u r e ,  th u s  making th e  item  
more e a s i l y 2Comparable w ith  th a t  in  o th e r  companies o r 
i n d u s t r i e s .

In  o rd e r  to  keep N et U t i l i t y  P la n t ,  which i s  equal to  th e  r a te  

b a s e , from d e c l in in g  i t  i s  assumed th a t  new u t i l i t y  p la n t  hav ing  a 

v a lu e  eq u a l to  the  p r io r  y e a r 's  d e p re c ia t io n  i s  acq u ired  on January  

1 o f  each y e a r  s t a r t i n g  w ith  19+2. The 6.1% r a te  fo r  I n t e r e s t  Charged 

to  C o n s tru c tio n  ( id e n t ic a l  w ith  the  r a t e  o f  r e tu rn )  was chosen because 

i t  i s  u n l ik e ly  th a t  re g u la to ry  commissions would q u e s tio n  the u se  o f  

such a f ig u r e ,  whereas any f ig u re  h ig h e r  than  th e  allow ed r a te  o f  r e 

tu rn  could be s u b je c t  to  re d u c tio n .

2
Paul J .  G a rf ie ld  and W allace F. Lovejoy, P ub lic  U t i l i t y  Economics 

(Englewood C l i f f s :  P re n tic e -H a ll ,  1964), p. 116.
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Changes in  the  O ther Income accoun t and th e  C urren t and Accrued 

A sse ts  accoun t a re  c lo s e ly  l in k e d . The n e t  cash  flow  e n te r s  the  Cur-
m

r e n t  and Accrued A sse ts  ac c o u n ts . Because i t  i s  no t lo g ic a l  fo r  a 

f irm  to  leav e  la rg e  amounts o f  id l e  cash in  bank accoun ts  th a t  ea rn  

no r e tu r n ,  i t  i s  assumed th a t  what would be con sid ered  e x ce ss iv e  

amounts o f  cash  would be in v e s te d  a t  the  annual r a te  o f  5.5%.

The 36% r a t e  used to  compute the  fe d e ra l  income tax  i s  fo r  c a l 

c u la t io n  purposes and i s  no t th e  e f f e c t iv e  tax  r a t e .  I t  i s  the r e l a 

tio n s h ip  th a t  e x is te d  in  the 1940 com posite s ta te m e n ts  and re fe re n c e  

to  s e v e ra l  annual r e p o r ts  o f  e l e c t r i c  u t i l i t y  firm s in d ic a te s  th a t  

t h i s  approxim ate r e la t io n s h ip  e x i s t s  fo r  a c tu a l  f irm s . The th re e  

p e rc e n t r a te  used fo r  D eferred  Income Taxes on the  income s ta tem en t 

was s e le c te d  fo r  l ik e  re a so n s .

The O pera ting  Expenses A ccount, D e p rec ia tio n  and A m ortiza tion  

Expense a cc o u n t, and th e  O ther Taxes account a l l  ro se  by f i f t e e n  p e r 

c e n t in  194-1. I t  i s  assumed th a t  th e re  a re  no economies o f  s c a le  to  

be gained  and th e  new p la n t  purchased w i l l  c o s t  p ro p o r t io n a te ly  as 

much to  o p e ra te  as th e  e x i s t in g  p la n t .  D e p rec ia tio n  fo r  f in a n c ia l  

s ta tem en t purposes i s  taken  on a s t r a i g h t - l i n e  b a s is  which would ex 

p la in  th e  f i f t e e n  p e rc e n t r i s e  in  D e p rec ia tio n  and A m o rtiza tio n  Expense.

The Investm ent Tax C re d it accoun t was a c tu a l ly  an expense in  the  

1970 in d u s try -w id e  f ig u re s  d e s p i te  the  expansion  o f  the T o ta l U t i l i t y  

P la n t Account. This p robab ly  r e s u l te d  from two a sp e c ts  of the  tax  law . 

During 1970 no in v estm en t tax  c r e d i t  was allow ed because i t  was r e 

p ea led  by the Tax Reform Act o f  1969. The d e b i ts  to  the  accoun t a ro se  

because o f  ad ju stm en ts  th a t  were made fo r  the e a r ly  d is p o s a l  o f a s s e ts



www.manaraa.com

45

which had been acq u ired  u s in g  th e  investm en t tax  c r e d i t  th a t  must be 

re c a p tu re d .

The f iv e  b a lance  sh e e t acdbunts (item  12, Table 8) th a t  had con

s t a n t  ba lan ces  th roughou t the e n t i r e  p erio d  were n o t changed, because

under the  investm en t assum ptions made th e re  appears to  be no good 

method o f e s tim a tin g  the  m agnitude o f  any f lu c tu a t io n s .  A lthough th e re  

would be ad ju stm en ts  in  a r e a l  s i t u a t io n ,  th e  changes would appear to  

be so s l i g h t  th a t  a tte m p tin g  to  e s tim a te  the amount o f  change c o n t r i 

b u te s  l i t t l e ,  i f  an y th in g , to  th e  m ode l's  soundness.

S ta tem en ts  G enerated Under V arious Assumptions 

Issuance  o f  Common S tock

The in c re a se  o f  f i f t e e n  p e rc e n t in  th e  T o ta l U t i l i t y  P la n t accoun t 

i s  matched by in c re a se s  in  the  Common Stock and Premium on C a p ita l S tock 

ac c o u n ts . I t  i s  assumed th a t  60% of th e  s to c k  is su e  proceeds re p re s e n ts

par va lu e  w ith  th e  rem ainder be ing  a premium. The 60% f ig u re  was chosen

because the  Common S tock accoun t re p re s e n ts  abou t 60% o f the  in f e r r e d  

common s to c k  ow ners' e q u i ty  in  th e  1940 b a lan ce  s h e e t.

The amount o f d iv id en d s  d e c la re d  on the  common s to c k  i s  equal to  

s ix te e n  p e rce n t o f  th e  Common Stock account b a lan ce . This assum ption 

i s  in  l in e  w ith  the  1940 f ig u r e s .  Because th e  balance o f  p re fe r re d  

s to c k  remained th e  same as in  1940, d iv id en d s  d ec la red  on p re fe r re d  

s to c k  rem ain unchanged.

Issu an ce  o f P re fe rre d  S tock

The P re fe rre d  S tock  accoun t i s  c re d i te d  fo r  the e n t i r e  amount o f  

th e  f i f t e e n  p e rc e n t in c re a s e  in  th e  T o ta l U t i l i t y  P la n t accoun t because 

i t  i s  assumed the  s to c k  i s  is su e d  fo r  the  par amount. D ividends on the
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p re fe r re d  s to c k  a r e  f iv e  p e rc e n t o f the  P re fe rre d  S tock accoun t b a la n c e . 

Common d iv idends rem ain th e  same as in  1940 becuase no new common s to ck  

was is s u e d . *

Issuance  o f  Long-Term Debt

Under th e  lo n g -te rm  d eb t assum ption the  e n t i r e  amount o f  th e  in 

c re a se  in  T o ta l U t i l i t y  P la n t i s  matched by an in c re a se  in  th e  Long- 

Term Debt acco u n t. I n te r e s t  on Long-Term Debt in c re a s e s  o v er 1940 by 

seven  p e rc e n t of th e  new investm en t in  p la n t  in  194-1 and then  rem ains 

c o n s ta n t .  An i n t e r e s t  r a t e  o f seven p e rc e n t seems to  be a reaso n ab le  

bond i n t e r e s t  r a te  and was used in  th i s  c a se . U nlike the cases  where 

new s to c k  was is su ed  a l l  d iv id en d s  d e c la re d  rem ain th e  same as in  1940.

I t  i s  assumed th a t  the is su a n c e  o f th i s  amount o f  lo n g -te rm  d eb t w i l l  

n o t e f f e c t  the  c r e d i t  r a t in g  o f  the  u t i l i t y .

N on-C ap ita lized  Lease

In  th e  case o f  a n o n -c a p i ta l iz e d  le a s e  no investm en t in c re a s e  i s  

in d ic a te d  on the f i r m 's  books. The investm en t tax  c r e d i t  f a l l s  to  zero  

in  194-1. Hie tax  law p ro v id es  th a t  the  le s s o r  i s  e n t i t l e d  to  the  tax  

c r e d i t  u n le ss  c e r t a in  c o n d itio n s  e x i s t  in  th e  le a se  agreem ent which can 

a llo w  fo r  th e  l e s s e e 's  use o f th e  tax  c r e d i t .  The annual le a s e  payments 

a re  fo rm ulated  w ith  th i s  f a c to r  taken  in to  c o n s id e ra t io n . I t  i s  assumed 

in  t h i s  case  th a t  th e  le s s o r  u se s  the tax  c r e d i t .  The investm en t tax  

c r e d i t  fo r  y ea rs  194-2 through 1945 i s  eq u a l to  fou r p e rc e n t o f  the  in v e s t 

ment becuase investm en t d u rin g  th a t  p erio d  i s  financed  by in t e r n a l l y  gen

e r a te d  fu n d s. D e p re c ia tio n  and A m ortiza tion  Expenses rem ains a t  th e  le v e l  

o f  1940, as do the  d iv id en d s on common and p re fe r re d  s to c k s . The r e n t  

accoun t i s  charged each y e a r  w ith  an amount equal to  9.5% o f the in v e s t -
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ment in  y e a r 19+1. This amount i s  in  l i n e  w ith  amounts charged fo r  

2 0 -year le a se s  fo r  a c q u i s i t io n  o f  p ro p e rty  r ig h t s  o n ly .

C a p ita l iz e d  Lease

The case  o f th e  c a p i ta l iz e d  le a s e  i s  very  s im i la r  to  th e  long

term  d e b t c a se . The in c re a s e  in  T o ta l U t i l i t y  P lan t i s  matched by an 

in c re a s e  in  the  Long-Term Debt acc o u n t. D ividends on common and p re 

fe r re d  s to c k  a re  th e  same as in  19+0. The investm en t ta x  c r e d i t  be

comes zero  in  19+1, because i t  i s  assumed th a t  th e  le s s o r  g e ts  the 

ta x  c r e d i t  in s te a d  o f the le s s e e .  An investm en t tax  c r e d i t  eq u a l to  

fo u r p e rc e n t o f the  investm en t f o r  the  rem ain ing  y e a rs  i s  assumed be

cause o f  th e  use o f  i n t e r n a l ly  g en era ted  funds fo r  th e  f in a n c in g  o f 

the in v estm en t. I n te r e s t  on Long-Term Debt in c re a se s  over th e  19+0 

amount by an amount equal to  7 .2  p e rc e n t o f  th e  lo n g -te rm  d e b t a sso 

c ia te d  w ith  the  newly acq u ired  p la n t .  The I n te r e s t  on Long-Term Debt 

in  each  subsequent y e a r  e q u a ls  th e  19+0 amount p lu s 7 .2  p e rc e n t o f the  

b a lan ce  o f th e  lo n g -te rm  d e b t a s s o c ia te d  w ith  th e  newly acq u ired  p la n t .  

The lo n g -te rm  d eb t a s s o c ia te d  w ith  the  newly acq u ired  p la n t  d e c l in e s  

each y e a r  by th e  amount by which th e  le a se  r e n ta l  payment exceeds the 

i n t e r e s t  on the unam ortized b a lan ce  o f  th e  d eb t r e la te d  to  th e  newly 

acq u ired  p la n t .

E x is t in g  C a p ita l S tru c tu re

The in c re a s e  o f f i f t e e n  p e rc e n t in  th e  T o ta l U t i l i t y  P la n t  accoun t 

i s  accompanied by c r e d i t s  to  the  s to c k  and d eb t ac c o u n ts . T h ir ty  p e r 

c e n t o f  the  funds come from common s to ck  issu an ce  o f which 60% i s  p laced  

in to  th e  Common S tock  account and 40% in to  the Premium on C a p ita l  S tock  

acco u n t. F i f te e n  p e rc e n t o f the funds come from p re fe r re d  s to c k  is s u -
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ance , a l l  o f  which i s  c re d i te d  to  th e  P re fe rre d  S tock a cc o u n t. The r e 

m aining 55% comes from is s u in g  lo n g -te rm  d eb t which in c re a s e s  th e  Long- 

Term Debt acco u n t. I n t e r e s t  on- Long-Term Debt in c re a s e s  over 19+0 by an 

amount eq u a l to  seven p e rc e n t o f the  new investm en t in  p la n t  f in an ced  by 

is su a n c e  o f lo n g -te rm  d eb t in  19+1. I n te r e s t  on Long-Term Debt rem ains 

c o n s ta n t a f t e r  19+1.

The amount o f d iv id en d s  d e c la re d  on th e  common s to c k  i s  eq u a l to  

s ix te e n  p e rce n t o f  the  Common Stock account b a la n c e . D ividends on the  

p rfe lerred  s to c k  a re  f iv e  p e rce n t o f  the  P re fe r re d  S tock  accoun t b a lan ce .

No P la n t Expansion

F ive y ea rs  o f  f in a n c ia l  s ta tem en ts  a re  produced s t a r t i n g  w ith  the  

s ta te m e n ts  o f 19+0. Investm ent in  p la n t  each y ear occurs to  th e  e x te n t  

o f  the annual d e p re c ia t io n  ch a rg e . Because th e re  i s  no p la n t  expansion , 

O perating  Expenses and M aintenance and D e p re c ia tio n  and A m o rtiza tio n  Ex

pense co n tin u e  a t  t h e i r  19+0 le v e l .  D ividends co n tin u e  a t  th e  19-K) r a t e .  

A ll o th e r  accoun ts  r e a c t  as in  th e  d e s c r ip t io n  o f  th e  assum ptions common 

to  a l l  m odels.

Summary

A g e n e ra l model was developed in  th i s  c h a p te r  which used F ed e ra l 

Power Commission s ta tem en ts  as a gu ide fo r  de te rm in in g  some o f the  r e l a 

t io n s h ip s  between f ig u re s  to  be g en era ted  as w ell as  a l l  o f  the  f ig u re s  

on the  i n i t i a l  s ta te m e n ts . Assumptions common to  a l l  f in a n c in g  methods 

and s p e c i f i c  to  in d iv id u a l  methods were l i s t e d  and e x p la in e d . I t  i s  

hoped th a t  th e  assum ptions th a t  were made have helped  to  produce a v ia b le  

model th a t  i s  u s e fu l  fo r  p re d ic t in g  the e f f e c t s  o f v a r io u s  f in a n c in g  meth

ods fo r  e l e c t r i c  u t i l i t i e s '  investm en t in  p la n t  and equipm ent.
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CHAPTER V
m

RESULTS OF THE GENERATED FINANCIAL STATEMENTS

In tro d u c tio n

The r e s u l t s  o f  th e  g en era ted  f in a n c ia l  s ta tem en ts  w i l l  be d i s 

cussed  and analyzed  in  th i s  c h a p te r .  The d i f f e r e n t  f in a n c in g  assump

tio n s  have d i r e c t  e f f e c t s  on th e  r a te  making p rocess and income tax  

l i a b i l i t y  as w e ll as the  v a r io u s  e f f e c t s  on th e  f in a n c ia l  s ta te m e n ts  

them selves.

Changes Invo lv ing  S ig n if ic a n t  Item s A ppearing on the F in a n c ia l  S ta tem en ts

A ll changes to  s ig n i f i c a n t  item s ap p ea rin g  on th e  f in a n c ia l  s t a t e 

ments w ith  th e  ex ce p tio n  o f  o p e ra tin g  revenues and income tax es  a re  d i s 

cussed in  th i s  s e c t io n .

Net Income

Table 9 c o n ta in s  the  a f t e r  tax  n e t  income amounts fo r  each o f  the 

seven assum ptions under which s ta te m e n ts  were g en e ra ted . T o ta ls  f o r  the  

f iv e -y e a r  perio d  a re  a ls o  g iv e n . I t  i s  r e a d i ly  observed th a t  the  two 

f in a n c in g  assum ptions in v o lv in g  only  s to c k  issu an ce  have th e  h ig h e s t  n e t 

income t o t a l s .  This could be a n t ic ip a te d  because the  firm  would pay ou t 

no c a p i ta l  c o s ts  f o r  the f in a n c in g  o f th e  expansion  b e fo re  measurement 

o f  n e t  income. The e x i s t in g  c a p i ta l  s t r u c tu r e  assum ption ranks n e x t to  

th e  pure s to c k  issu an ce  assum ptions when c o n s id e rin g  t o t a l  n e t  income 

fo r  th e  f iv e -y e a r  p e r io d . The pure d eb t f in an c in g  case  ranks fo u r th  in  

t o t a l  n e t  income. When an expansion  in  u t i l i t y  p la n t i s  fin an ced  by a 

le a se  th a t  i s  c a p i ta l iz e d  on the  f i r m 's  books, the r e s u l t in g  n e t income

49
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i s  low er than  when the  le a s e  i s  n o t c a p i ta l i z e d .  The r e s u l t s  o f  th i s  

s tudy  show th a t  th e  t o t a l  n e t  income f o r  th e  f iv e -y e a r  p e rio d  under the 

assum ption o f  a c a p i ta l iz e d  le a s e  i s  even l e s s  than  the  f iv e -y e a r  t o t a l  

when i t  was assumed th a t  no p la n t  expansion  o ccu rred .

I f  n e t  income were th e  so le  c r i t e r i a  f o r  judg ing  the  w orth  o f  a

method o f f in a n c in g , th e  s to c k  is su a n c e  cases  would appear to  be most 

fa v o ra b le . F in an c in g  th e  investm en t w ith  a le a se  th a t  had to  be c a p i

ta l iz e d  would be u n th in k ab le  acco rd in g  to  the  n e t income c r i t e r i a .  Be

cause n e t income i s  no t th e  so le  c r i t e r i o n  fo r  judg ing  the  d e s i r a b i l i t y  

o f  a  f in a n c in g  method, no recommendation o f f in a n c in g  methods can be 

made on on ly  th e  n e t income r e s u l t s .

R etained E arn ings

The r e ta in e d  e a rn in g s  b a lan ces  a t  the  end o f each y e a r  under each 

f in a n c in g  assum ption  a re  co n ta in ed  in  Table 10. R etained  e a rn in g s  i n 

crea sed  fo r  a l l  y e a rs  under a l l  assum ptions because the n e t income a l 

ways exceeded th e  d iv id en d s  d e c la re d . At th e  end o f  y ea r 5 , th e  re ta in e d  

e a rn in g s  b a lan ce  i s  h ig h e s t  in  th e  p re fe r re d  s to ck  ca se  w ith  a b a lan ce  of 

$14 ,475 . The low est balance  occu rs  in  the common s to c k  case  which has a 

b a lance  o f $10,796 a t  th e  end o f  y e a r  5 . The low re ta in e d  e a rn in g s  b a l 

ance in  th e  common s to ck  case  would be expected  because common e q u ity  

i s  u s u a lly  the  h ig h e s t  c o s t c a p i ta l  to  o b ta in .  The c a p i ta l iz e d  le a se  

case  ranks n ex t to  the  common s to c k  case  as th e  low est r e ta in e d  e a rn in g s  

b a lan ce  a t  the  end o f th e  f iv e -y e a r  p e r io d .

Balances in  the  re ta in e d  e a rn in g s  accoun ts  a re  o f te n  a s s o c ia te d  w ith  

a f i r m 's  d iv id en d  paying c a p a b i l i ty .  I t  must a lso  be r e a l iz e d  th a t  a 

f i r m 's  cash p o s i t io n  i s  as  v i t a l  to  th e  payment o f  d iv id en d s  as i t s  r e -
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ta in e d  e a rn in g s  b a la n c e . A lthough th e  c a p i ta l iz e d  le a s e  case  ranks 

n ex t to  the common s to ck  case  as the  low est r e ta in e d  e a rn in g s  b a lan ce  

a t  th e  end o f  the  f iv e -y e a r  p e r io d , the firm  would be in  a somewhat 

b e t t e r  d iv id en d  paying p o s i t io n  because i t  does n o t have as  much o u t

s ta n d in g  s to c k  on which to  pay d iv id e n d s .

C urren t R atio s

C u rren t r a t i o s  fo r  a l l  f in a n c in g  assum ptions and a l l  y e a rs  appear 

in  Table 11. The c u r re n t  r a t i o  i s  computed by d iv id in g  the  C u rren t and 

Accrued A sse ts  accoun t b a lance  by the  C u rren t and Accrued L i a b i l i t i e s  

accoun t b a lan ce . Because the  C u rren t and Accrued L i a b i l i t i e s  b a lan ce  

i s  th e  same fo r  a l l  cases  in  a l l  y e a rs ,  the in c re a s e  in  c u r r e n t  r a t i o s  

i s  a t t r ib u t e d  s o le ly  to  th e  r i s e  in  th e  c u r r e n t  and accrued  a s s e t s .

This assumes th a t  a l l  d iv id en d s  and ta x e s  a p p lic a b le  to  th e  c u r re n t  

y e a r  a re  paid  as o f  th e  end o f  th a t  c u r re n t  y e a r .  J u s t  a s  in  th e  a re a  

o f  th e  R etained  E arn ings account b a la n c e , th e  p re fe r re d  s to c k  case  ranks 

f i r s t  a f t e r  f iv e  y e a r s .  This r e s u l t s ,  as in  the  r e ta in e d  e a rn in g s  c a se , 

because the  in c re a s e  in  income b e fo re  tax es  and i n t e r e s t  be longs to  th e  

s to c k h o ld e rs . Because th e  common s to c k  d iv id en d  payout i s  a h ig h e r  p e r 

cen tage  than  th e  p re fe r re d  s to ck  d iv idend  payout, ca se s  in v o lv in g  in 

c re a se s  in  common s to c k  o u ts ta n d in g  w i l l  show low er r e ta in e d  e a rn in g s  

b a lan ces  and low er c u r re n t  r a t i o s .  The low est c u r re n t  r a t i o  a t  the  end 

o f  f iv e  y ea rs  i s  f o r  the  case  where u t i l i t y  p la n t  was n o t expanded.

E le c t r i c  u t i l i t i e s  ty p ic a l ly  have c u r r e n t  r a t i o s  th a t  range from 

about .6  to  .9 .  At th e  c lo se  o f the f iv e - y e a r  p e rio d  a l l  cases  had 

c u r re n t  r a t i o s  in  excess  o f  1 .0 . This was caused by two f a c t o r s .  Cur

re n t  l i a b i l i t i e s  remained c o n s ta n t du rin g  the f iv e -y e a r  p e rio d  because
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th e re  was no sound b a s is  to  de term ine  a change. The o th e r  f a c to r  th a t  

caused th e  h igh  c u r re n t  r a t i o s  was th e  accum ula tion  o f  th e  n e t  cash  

flow  in  the  form o f tem porary in v e s tm en ts . Because a l l  c a se s  y ie ld  

c u r r e n t  r a t i o s  h ig h e r  than  those  th a t  a re  ty p ic a l ,  th e  r e l a t i v e  ran k 

in g  o f  th e  r e s u l t s  becomes th e  d is t in g u is h in g  c r i t e r i a .

D eb t/E q u ity  R atios

Table 12 c o n ta in s  th e  d e b t /e q u i ty  r a t i o s  fo r  a l l  f in a n c in g  assump

t io n s  d u rin g  the  f iv e -y e a r  p e r io d . This r a t i o  was computed by d iv id in g  

th e  b a lan ce  in  th e  Long-Term Debt accoun t by t o t a l  p ro p r ie ta ry  c a p i ta l  

as ap p ea rs  on th e  b a lance  sh e e ts  each y e a r . The d e b t /e q u ity  r a t i o  de

c l in e s  in  a l l  cases  because lo n g -te rm  d eb t rem ains c o n s ta n t a f t e r  the 

b eg in n in g  o f Year 1 in  a l l  c a s e s .  D e b t/e q u ity  r a t i o s  fo r  th e  n o n -c a p i

t a l i z e d  le a s e  c a se , no p la n t  expansion  c a se , and e x is t in g  c a p i t a l  s t r u c 

tu r e  case  a re  app rox im ate ly  th e  same. The common s to c k  case  and p re fe r re d  

s to c k  ca se  have d e b t /e q u ity  r a t i o s  v e ry  s im i la r  to  each o th e r  and co n s id 

e ra b ly  below th e  th re e  ca se s  m entioned above. On the  o th e r  hand, th e  

d e b t case  and c a p i ta l iz e d  le a s e  case  have s im i la r  d e b t /e q u ity  r a t i o s  

th a t  a re  s ig n i f i c a n t ly  above th e  f i r s t  th re e  m entioned c a se s .

R eturn  on S to ck h o ld e rs ' Investm ent

The r e tu rn  on s to c k h o ld e rs ' investm en t which i s  shown in  Table 13 

was c a lc u la te d  by d iv id in g  each y e a r 's  n e t income by th e  t o t a l  p ro p r ie 

ta r y  c a p i t a l  b a lan ce  a t  th e  end o f  each y e a r .  With the  e x c e p tio n  o f 

th e  f i r s t  y ea r th e  r a te  o f r e tu r n  i s  h ig h e s t  fo r  the n o n -c a p i ta l iz e d  

le a s e  c a s e . The low est r a t e  o f  r e tu r n ,  a f t e r  the f i r s t  y e a r  occurs  

fo r  th e  p re fe r re d  s to ck  c a se . T his r e s u l t s  because th e  r e ta in e d  e a rn 

in g s  a re  always la r g e r  in  th i s  case  and th e  n e t income does n o t r i s e
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p ro p o r t io n a l ly  as  f a s t .  The r a t e  o f r e tu r n  f o r  th e  c a p i ta l iz e d  le a s e  

case  ranks second to  th e  n o n -c a p i ta l iz e d  le a s e  case  in  a l l  y e a rs  a f t e r  

th e  f i r s t .  In  th e  ca se s  where "the p la n t  was expanded, the  r a te s  o f  r e 

tu rn  a f t e r  the  f i r s t  y e a r  a re  a l l  h ig h e r  when the  expansion  in  Year 1 

was fin an ced  by d eb t o r  le a s e  ag reem en ts.

Rate Making E f fe c ts

The r a te s  u t i l i t i e s  a re  allow ed to  charge in  t o t a l  a re  a f f e c te d  

by, changes in  th e  o p e ra t in g  revenue req u irem en ts  o f th e  f irm . I t  i s  

assumed th a t  th e  u t i l i t y  i s  allow ed to  e a rn  a r e tu r n  on i t s  in v e s te d  

c a p i t a l  and th a t  in  19+1 th e  f irm  e a rn s  a r a t e  o f  r e tu r n  on i t s  j u s t  

expanded p la n t  in  th e  p la n t  expansion  c a s e s .  In  e f f e c t  im m ediate r a t e  

ad ju stm en ts  a re  assumed. O perating  Revenues a re  determ ined  by a llo w 

in g  th e  u t i l i t y  to  reco v e r a l l  o f i t s  "above th e  l in e "  o p e ra t in g  ex 

penses and a 6.1% re tu r n  on i t s  Net U t i l i t y  P la n t .  T able 14 l i s t s  

th e  O pera ting  Revenues fo r  th e  firm  f o r  each y e a r  under th e  d i f f e r e n t  

f in a n c in g  assu m p tio n s. As would be e x p e c te d , o p e ra t in g  revenue r e 

qu irem en ts a re  low est under th e  assum ption  o f  no p la n t  ex p an sio n . The 

p re fe r re d  s to c k  and common s to c k  assum ptions have th e  h ig h e s t  o p e ra t in g  

revenues .over th e  f iv e -y e a r  p e rio d  w ith  amounts o f $133,467 and $133,317 

r e s p e c t iv e ly .  The f in a n c in g  assum ptions in v o lv in g  a c a p i ta l iz e d  le a s e  

and d eb t rank  a t  th e  bottom  o f a l l  in s ta n c e s  when p la n t  i s  expanded. The 

c a p i ta l iz e d  le a s e  assum ption re q u ire s  $131,421 o f O pera ting  Revenue and 

th e  d e b t assum ption  r e q u ire s  $131,300 o f  O p era tin g  Revenue.

I f  the  19+0 f ig u re  fo r  O perating  Revenues would be in c re a se d  by 

f i f t e e n  p e rc e n t because i t  was assumed th a t  th e re  were no econom ics o f 

s c a le  and o u tp u t would r i s e  p ro p o r t io n a l ly ,  O perating  Revenues would
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in c re a se  to  $26,597. The f i f t e e n  p e rc e n t in c re a s e  would assume th a t  

th e  power was so ld  in  th e  same r a t i o  to  th e  e x is t in g  custom er mix. 

Perhaps much o f th e  in c re a s e  in  o u tp u t would be purchased by u s e rs  

th a t  have th e  low er r a t e s  charged by th e  u t i l i t i e s  which would fo rc e  

changes in  th e  r a t e  s c a le  charged th e  v a r io u s  c la s s e s  o f  cu stom ers.

The r a te  s t r u c tu r e  imposed on th e  v a r io u s  c la s s e s  o f  custom ers i s  

beyond the scope o f  t h i s  p r o je c t .  T able 14 in d ic a te s  th a t  r a t e s  in  

t o t a l  w i l l  change depending upon the f in a n c in g  assum ption chosen bu t 

does n o t s p e c ify  how th e  r a te s  o f  v a r io u s  c la s s e s  o f  custom ers w i l l  

change.

Income Tax L i a b i l i t y  E f fe c ts

When c o n s id e r in g  income ta x e s ,  bo th  th e  firm  and th e  government 

a re  most concerned w ith  income tax es  th a t  a re  payable c u r r e n t ly .  Table 

15 c o n ta in s  th e  b a lan ces  fo r  a l l  assum ptions in  a l l  y e a rs  fo r  th e  Fed

e r a l  Income Taxes accoun t le s s  th e  Investm ent Tax C re d it a cc o u n t. A l

though th e  f irm  w i l l  supposed ly  be l i a b l e  f o r  the  d e fe rre d  income tax es  

in  th e  f u tu r e ,  they  a re  in c o n se q u e n tia l fo r  th e  a n a ly s is  h e re .  I t  i s  

a n t ic ip a te d  th e  D eferred  Taxes accoun t w i l l  con tin u e  to  in c re a s e  i t s  

b a lan ce  and in  e f f e c t  n o t be l iq u id a te d .  T h is i s  be ing  caused by th e  

con tinued  fu tu re  exp an sio n  o f  c a p i t a l  investm en t in  th e  u t i l i t y  in d u s

t r y  d u rin g  th e  fo re s e e a b le  f u tu r e .  S ince th e  balance in  th e  Income Tax 

accoun t l e s s  th e  b a lan ce  in  the  Investm ent Tax C red it accoun t i s  th e  

amount th e  f irm  w i l l  pay c u r r e n t ly  and th e  government w i l l  c o l l e c t  c u r 

r e n t l y ,  i t  i s  the  ta x  f ig u re  most r e le v a n t  to  the a n a ly s i s .

As in  th e  a re a  o f N et Income, the  p re fe r re d  s to c k  and common s to c k  

ca se s  rank  f i r s t  and second in  s iz e  o f  th e  F ed e ra l Income Taxes minus
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Investm en t Tax C re d i t .  The d e b t i s s u e  case  ran k s low est in  s iz e  fo r  

F ed e ra l Income Taxes minus Investm en t Tax C re d i t .  The low ran k in g  o f 

b o th  th e  d e b t i s s u e  case  and th e  c a p i ta l iz e d  le a s e  case r e s u l t s  be

cause th e  i n t e r e s t  payments made on th e  in c re a se d  amount o f  d e b t o u t

s ta n d in g  a re  f u l l y  d e d u c tib le  a g a in s t  o p e ra t in g  income to  determ ine 

ta x a b le  income.

N o n -C ap ita lized  Lease v e rsu s  C a p ita l iz e d  L ease--A  D ire c t Comparison

An in s p e c t io n  o f Table 16 w i l l  in d ic a te  th a t  the  n o n - c a p i ta l iz a -  

t io n  o f  a le a se  would appear to  be more fa v o ra b le  from th e  p o in t o f  

view  o f th e  government as  w e ll as in v e s to r s .  However, custom ers in  

t o t a l  would pay h ig h e r  r a te s  in  the  n o n - c a p i ta l iz a t io n  c a se . Produc

t i v e  c a p a c ity  o f  th e  f irm  i s  th e  same in  b o th  the  n o n -c a p i ta l iz e d  and 

c a p i ta l iz e d  c a s e s .  T h e re fo re , any d i f f e r e n c e s  in  amounts and r a t i o s  

do n o t r e s u l t  because th e  p la n t  s iz e  d i f f e r s .

O pera ting  Revenues fo r  th e  n o n -c a p i ta l iz e d  le a s e  case  a re  .86% 

h ig h e r  th an  O perating  Revenues under th e  c a p i ta l iz e d  le a s e  assum ption . 

T h is would mean th a t  o v er th e  f iv e -y e a r  p e rio d  custom ers in  t o t a l  

would pay .86% more fo r  e l e c t r i c i t y  i f  the f irm  d id  n o t c a p i t a l i z e  

th e  p ro p e rty  r i g h t s  acq u ired  in  the  le a se  agreem ent as opposed to  

c a p i t a l i z i n g  the  same p ro p e rty  r i g h t s .  The t o t a l  d if f e re n c e  in  the 

r a t e s  paid  by custom ers in  t h i s  model under the  le a s e  assum ption  i s  

r e l a t i v e ly  sm all and th e  r e s u l t  o f th e  acco u n tin g  tre a tm e n t accorded 

th e  le a s e  agreem ent.

The f iv e -y e a r  n e t income t o t a l  i s  more fa v o ra b le  to  in v e s to r s  

un d er the n o n -c a p i ta l iz e d  le a s e  a l t e r n a t iv e .  Net income i s  abou t 4 .7  

p e rc e n t h ig h e r  th an  in  th e  c a p i ta l iz e d  le a s e  case fo r  th e  f iv e -y e a r  

p e r io d . Coupled w ith  th e  more fa v o ra b le  n e t  income outcome fo r  the
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n o n -c a p i ta l iz e d  ca se  a re  some o th e r  fa v o ra b le  outcomes th a t  r e s u l t  from 

th e  h ig h e r  n e t  income in  th e  n o n -c a p i ta l iz e d  c a se . The r e ta in e d  e a rn 

in g s  b a lan ce  a t  th e  end o f  y e a r  f iv e  i s  s ix  p e rce n t h ig h e r  in  th e  case  

o f  th e  n o n -c a p i ta l iz e d  le a s e .  The c u r re n t  r a t i o s  fo r  th e  n o n -c a p i ta l 

iz e d  and c a p i ta l iz e d  ca se s  a t  th e  end o f Year 5 are  1.52 and 1.20 r e 

s p e c t iv e ly .  The more fa v o ra b le  r e ta in e d  e a rn in g s  b a lan ce  and c u r re n t  

r a t i o  in  the  n o n -c a p i ta l iz e d  le a s e  case  made th e  d iv idend  paying capa

b i l i t y ,  as measured by t r a d i t i o n a l  s ta n d a rd s ,  o f  the f irm  s tro n g e r  than  

fo r  th e  c a p i ta l iz e d  le a s e  c a se . T h is b e t t e r  d iv idend  c a p a b i l i ty  fo r  the  non

c a p i ta l iz e d  case i s  p robab ly  more ap p aren t than  r e a l .  The in v e s to r  in  

th e  u t i l i t y ' s  ow ners' e q u ity  s e c u r i t i e s  a ls o  has a h ig h e r  r e tu r n  on in 

v estm en t in  the  n o n -c a p i ta l iz e d  le a se  case when the r e tu r n  on s to c k h o ld 

e r s '  investm en t i s  c a lc u la te d .  The r a te  o f  r e tu r n  on s to c k h o ld e rs ' in 

vestm en t i s  8.63% in  th e  n o n -c a p i ta l iz e d  le a s e  case and 8.44% in  the  

c a p i ta l iz e d  c a se . As was p re v io u s ly  e x p la in e d , the r a t e  o f  r e tu r n  on 

s to c k h o ld e rs ' e q u ity  i s  c a lc u la te d  by d iv id in g  n e t  income by t o t a l  p ro 

p r ie t a r y  c a p i t a l .  The d e b t /e q u i ty  r a t i o s  computed from th e  f ig u re s  on 

th e  f in a n c ia l  s ta te m e n ts  a ls o  fav o rs  the  n o n - c a p i ta l iz a t io n  trea tm e n t 

from an in v e s to r 's  v iew p o in t because the  d e b t /e q u ity  r a t i o  i s  1 .12 fo r  

th e  n o n -c a p i ta l iz e d  assum ption  and 1.50 f o r  the  c a p i ta l iz e d  assum ption .

T his p rec lu d es  th e  p o s s i b i l i t y  th a t  an a n a ly s t  would be a b le  to  in f e r  

ad ju stm en ts  from o th e r  d a ta  in c lu d ed  w ith  th e  s ta tem en ts  in  the  non

c a p i ta l iz e d  c a se . A lthough a n a ly s ts  would a ttem p t to  a d ju s t  f o r  the  

n o n - c a p i ta l iz a t io n  o f th e  le a s e ,  i t  i s  u n lik e ly  th a t  th e  ad ju stm en ts  

could  be done on a  un ifo rm , in d u s try -w id e  b a s is .

N o n -c a p ita l iz a tio n  o f th e  le a s e  even ap p ea rs  more fa v o ra b le  from 

th e  governm ent's  p o in t o f  view  when th e  is s u e  o f  tax  revenue i s  exam-
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in e d . Because the income ta x es  be ing  d e fe rre d  under the d i f f e r e n t  f i 

nancing  te ch n iq u es  a re  th e  same p ro p o rtio n  o f  the  ta x e s  paid  under each 

r e s p e c t iv e  f in a n c in g  method, th e  government would p r e f e r  th e  method 

y ie ld in g  th e  h ig h e s t  c u r r e n t  tax  paym ents. Taxes c o l le c te d ,  which eq u a ls  

fe d e ra l  income tax es  minus investm en t ta x  c r e d i t  in  each y e a r ,  i s  g r e a te r  

under th e  n o n -c a p i ta l iz e d  assum ption . The f iv e -y e a r  t o t a l s  o f  f e d e ra l  

income ta x es  minus investm en t ta x  c r e d i t  a re  $5,189 fo r  th e  n o n - c a p i ta l 

iz ed  assum ption  and $4,883 f o r  the  c a p i ta l iz e d  assum ption , an amount 

w hich i s  6.3% h ig h e r  in  th e  n o n -c a p i ta l iz e d  ca se .

E x p lan a tio n  o f Some Unexpected R esu lts

Mhny o f th e  r e la t io n s h ip s  which r e s u l te d  on th e  g en era ted  f in a n 

c i a l  s ta te m e n ts  could have been a n t ic ip a te d .  A few o f th e  r e s u l t s  

seem r a th e r  s t a r t l i n g  a t  f i r s t  g la n c e . The r e s u l t s  o f th e  study  show 

th a t  t o t a l  n e t  income fo r  the  f iv e -y e a r  p e rio d  under the assum ption 

o f  a c a p i ta l iz e d  le a se  i s  $14,787 which i s  le s s  than  the  $14,909 fo r  

th e  l i k e  p e rio d  in  th e  no p la n t  expansion  c a se . T o ta l O perating  In 

come i s  $5,812 each y e a r  f o r  th e  c a p i ta l iz e d  le a s e  case  as  opposed to  

$4,876 each y e a r fo r  th e  no p la n t  expansion  c a se . T o ta l O perating  

Income i s  equal to  O pera ting  Revenues le s s  "above th e  l i n e "  exp en ses .

As would be ex p ec ted , th e  c a p i ta l iz e d  le a s e  case  has  a g r e a te r  T o ta l 

O pera ting  Income f ig u re  because o f the  expanded r a te  b a se . This r e 

s u lte d  because the  model assumes th a t  T o ta l O perating  Income i s  alw ays 

eq u a l to  6.17. o f  the  Net U t i l i t y  P la n t amount. The reason  fo r  th e  

low er N et Income f ig u re  fo r  the f iv e -y e a r  p e rio d  i s  because o f  "below 

th e  l i n e "  expenses. In  Y ear 1 "below the  l i n e "  expenses fo r  the c a p i

ta l iz e d  le a se  case  were h ig h e r  because the I n te r e s t  on Long-Term Debt 

was $3,082 as  opposed to  $1,977 fo r  the  no p la n t  expansion  ca se . In



www.manaraa.com

62

Y ears 2 through 5 th e  Net Income fo r  th e  c a p i ta l iz e d  le a se  case ex 

ceeded th e  Net Income fo r  th e  no p la n t expansion  case  by $147 in  

t o t a l .  T his was n o t enough to  " o ffse t th e  $169 d if fe re n c e  in  Year 1 

by w hich the  no p la n t  expansion  case  exceeded th e  c a p i ta l iz e d  le a s e  

c a se .

A lthough th e  a f t e r  ta x  n e t  income fo r  th e  p re fe r re d  s to c k  ca se  

i s  always the  h ig h e s t  a f t e r  the f i r s t  y e a r ,  th e  r e tu r n  on s to c k h o ld e rs ' 

e q u i ty  i s  always the  low est a f t e r  the f i r s t  y e a r . T his i s  caused by 

th e  g r e a te r  accum ula tion  o f  r e ta in e d  e a rn in g s  in  th e  p re fe r re d  s to c k  

case  as opposed to  a l l  o th e r  ca se s  which i s  shown in  Table 10. The 

g r e a te r  accum ula tion  o f r e ta in e d  e a rn in g s  was caused by a  h igh  n e t  

income and low er d iv idend  payments than  in  th e  common s to c k  case .

Im p lic a tio n s  fo r  R egu la to ry  Commissions

The r e s u l t s  o f  th e  g en e ra ted  f in a n c ia l  s ta te m e n ts  in d ic a te  th a t  

r e g u la to ry  com missions should  encourage th e  use  o f d eb t and le a se  

f in a n c in g . When p la n t  i s  expanded, th e  pure s to ck  f in a n c in g  methods 

y ie ld e d  th e  h ig h e s t  O pera ting  Revenue f ig u re s  and co n seq u en tly  th e  

h ig h e s t  r a te s  charged custom ers would come under th o se  two c a s e s . Al

though th e  f iv e -y e a r  t o t a l s  fo r  O pera ting  Revenues were n o t s i g n i f i 

c a n t ly  le s s  in  th e  non pure s to c k  c a s e s , o th e r  f a c to r s  a ls o  fa v o r d eb t 

f in a n c in g  which in c lu d e s  bo th  c a p i ta l iz e d  and n o n -c a p i ta l iz e d  le a s e s .

The r e tu r n  on s to c k h o ld e rs ' investm en t i s  always h ig h e r  a f t e r  the 

f i r s t  y e a r  in  ca se s  where d eb t issu an ce  o r  le a se  agreem ents were i n 

vo lved  in  th e  f in a n c in g  o f  th e  in v e stm en t. I t  i s  t r u e  th a t  d e b t /e q u ity

r a t i o s  a re  h ig h e r  when d e b t o r  le a s in g  i s  used as i s  shown in  T able 12. 

R e la t iv e ly  h ig h  d e b t /e q u i ty  r a t i o s  have been th e  norm in  th e  p u b lic  

u t i l i t y  in d u s try  fo r  many y e a rs .  U nless the  f i rm 's  c r e d i t  r a t in g  would
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be a d v e rse ly  a f fe c te d  In  th e  pure d eb t f in a n c in g  c a se , i t  ap p ea rs  th a t  

bo th  custom ers and s to c k h o ld e rs  would be b e t t e r  o f f  by firm s i n i t i a l l y  

f in a n c in g  ex p an sio n  by d eb t o r  h s in g  le a s e  agreem ents to  some e x te n t .  

I f  i t  can be assumed th a t  one o f  a  re g u la to ry  com m ission 's im p o rtan t 

ta sk s  i s  to  p ro te c t  th e  i n t e r e s t s  o f  both  custom ers and s to c k h o ld e rs  

i n  an e q u i ta b le  manner, i t  has n o t sh irk e d  i t s  r e s p o n s ib i l i ty  by en 

courag ing  th e  use  o f  more le a s in g  a n d /o r  d eb t to  f in a n c e  p la n t  expan

s io n  under p re s e n t c o n d itio n s .

Summary

T his c h a p te r  has d isc u sse d  th e  r e s u l t s  o f  the model f in a n c ia l  

s ta te m e n ts  th a t  w ere g en e ra ted  under th e  v a r io u s  f in a n c in g  assump

t io n s .  I t  was shown th a t  s to c k  issu an ce  caused the  f irm  to  have 

th e  h ig h e s t  n e t  income f ig u re s  w ith  th e  consequence o f  hav ing  th e  

custom ers o f  the  f irm  pay th e  h ig h e s t  r a t e s .  Because th e  h ig h e s t  

incomes r e s u l te d  in  the  s to c k  issu an ce  ca ses  th e  government a lso  

r e a l iz e d  th e  g r e a te s t  income tax  revenues under those  c a s e s .

When th e  n o n -c a p i ta l iz e d  le a s e  case  was p i t t e d  a g a in s t  th e  c a p i

ta l i z e d  le a s e  c a s e , the  n o n - c a p i ta l iz a t io n  o f  th e  le a s e  appeared  to  

be more fa v o ra b le  from th e  p o in ts  o f  view  o f government revenue , and 

fa v o ra b le  lo o k in g  f in a n c ia l  s ta te m e n ts . O perating  revenues f o r  the  

n o n -c a p i ta l iz e d  le a s e  case  w ere on ly  .86% h ig h e r  than  fo r  th e  c a p i t a l 

ized  c a se . The f i r m 's  ta x  expense payab le c u r re n t ly  and government 

revenue c o l l e c t i b l e  c u r r e n t ly  was 6.3% g r e a te r  in  th e  n o n -c a p i ta l iz e d  

c a se . The in v e s to r  a ls o  fa re d  b e t t e r  under n o n - c a p i ta l iz a t io n  con

s id e r in g  th e  r e s u l t s  o f h ig h e r  n e t  income, h ig h e r  r e tu r n  on s to c k 

h o ld e r s ' in v e s te d  c a p i t a l ,  h ig h e r  r e ta in e d  e a rn in g s  b a la n c e s , and 

b e t t e r  c u r re n t  r a t i o s  and d e b t /e q u i ty  r a t i o s .
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CHAPTER VI 
«

RECOMMENDATIONS FOR THE TREATMENT OF LEASES

The purpose o f  th i s  c h a p te r  i s  to  recommend th e  tre a tm e n t th a t  

should  be accorded le a se s  fo r  f in a n c ia l  s ta te m e n t, r a t e  making, and 

income ta x  p u rp o ses . T reatm ent o f  le a s e s  fo r  th e se  and o th e r  p u r

poses has been an accoun ting  q u e s tio n  w rangled w ith  fo r  decades by 

many p eo p le . The tre a tm e n ts  recommended h e re  a re  s p e c i f i c a l ly  fo r  

th e  e l e c t r i c  u t i l i t y  in d u s try .  A lthough much o f th e  d is c u s s io n  in  

th i s  c h a p te r  can be g e n e ra liz e d  to  a l l  types  o f f irm s , i t  ap p ea rs  a t  

th i s  p o in t th a t  th e  tre a tm e n t accorded le a s e s  may have to  be d e te r 

mined on an in d u s try -b y - in d u s try  b a s is  a s  opposed to  one manner o f  

tre a tm e n t f o r  a l l  types o f f irm s . There a t  l e a s t  seems to  be s u f f i 

c i e n t  ev idence th a t  the  re g u la te d  in d u s t r ie s  may have to  be t r e a te d  

in  a manner d i f f e r e n t  from th a t  o f  o th e r  n o n -re g u la te d  in d u s t r i e s .

F in a n c ia l S ta tem en t T reatm ent

The p re s e n t s ta tu s  o f  f in a n c ia l  s ta te m e n t trea tm e n t i s  n o t to  

c a p i t a l i z e  a le a s e  u n le ss  i t  r e p re s e n ts  what i s  in  e f f e c t  an i n s t a l l 

ment purchase o f  th e  p ro p e r ty . This i s  the  r u le  acco rd ing  to  O pinion 

No. 5 o f  the  A ccounting P r in c ip le s  Board which a ls o  r e q u ire s  th e  de

t a i l s  o f  th e  le a s e  to  be sp e lle d  o u t in  fo o tn o te s  to  th e  f in a n c ia l  

s ta te m e n ts . Even an Exposure D ra f t o f th e  A ccounting P r in c ip le s  Board 

da ted  January  9 , 1973, does n o t c a l l  f o r  any more e x te n s iv e  c a p i t a l i z a 

t io n  tre a tm e n t; on ly  more d is c lo s u re  tre a tm e n t i s  c a l le d  fo r  v ia  n o te s  

to  th e  f in a n c ia l  s ta te m e n ts , s e p a ra te  sc h e d u le s , o r  p a r e n th e t ic a l ly  in
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th e  f in a n c ia l  s ta te m e n ts . The Exposure D ra f t was dropped in  A p ril o f 

1973 and th e  le s s e e  tre a tm e n t o f  le a s e s  was p laced  on th e  agenda o f 

th e  new F in a n c ia l  A ccounting S tandards Board. A lthough many people 

have spoken ou t in  fav o r o f  th e  c a p i t a l i z a t i o n  o f lo n g -te rm  le a s e s ,  

th e  opposing view  has won o u t to  d a te  and s t i l l  has many a d v o ca te s .

The argum ents a g a in s t  th e  c a p i t a l i z a t io n  o f  le a se s  a re  many and 

cover a broad  range o f  p o in ts  f o r  a t ta c k .  A d is c u s s io n  o f th e se  a r 

guments w i l l  a id  in  d e te rm in in g  w hether th e  argum ents a re  sound and 

w hether they  a re  a p p l ic a b le  to  th e  e l e c t r i c  u t i l i t y  in d u s try .  One 

argum ent a g a in s t  th e  c a p i t a l i z a t i o n  o f  th e  le a s e  i s  th a t  to  d a te  d eb ts  

re p o r te d  on th e  l i a b i l i t i e s  s id e  o f  th e  b a lan ce  sh e e t have always been 

f ix e d  and p red e te rm in ed . To c a p i t a l i z e  a le a s e  would cause a l i a b i l i t y  

w ith o u t f ix e d  v a lu e  to  be p laced  on the b a lan ce  s h e e t .  T his s t a t e  of 

n o t being  fix ed  o r  p redeterm ined  r e s u l t s  because a l e s s e e 's  o b l ig a t io n  

under th e  agreem ent may n o t be fo r  th e  f u l l  amount o f the  le n g th  o f  

th e  le a s e  agreem ent i f  bankrup tcy  o r  r e o rg a n iz a tio n  r e s u l t s .  In  many 

bankrup tcy  o r  r e o rg a n iz a tio n  ca se s  th i s  i s  t r u e ;  however th i s  cannot 

be used as  a good argument fo r  ex c lu d in g  le a s e  agreem ents from c a p i t a l 

i z a t io n  tre a tm e n t. Those who b e l ie v e  i n  t h i s  argum ent a s  a s u b s ta n t i a l  

reaso n  a g a in s t  c a p i t a l i z a t i o n  seem to  th in k  o f  a b a lance  sh e e t as  a 

s ta te m e n t o f  a f f a i r s ,  which i s  more o r  l e s s  a b a lance  s h e e t o f a f irm  

in  f in a n c ia l  d i s t r e s s ,  a s  opposed to  a b a lan ce  sh e e t p repared  under 

th e  concep t o f a going co n ce rn . Many le a s e  agreem ents in  re c e n t y ea rs  

have co n ta in ed  p ro v is io n s  which would d e fe a t  th e  bankrup tcy  and r e o r -

l i a b i l i t y  a t  a la r g e r  amount than  would o r d in a r i ly  be th e  case  under 

th e  bankrup tcy  law s. I f  the  going  concern  concept i s  acc e p te d , th e

g a n iz a tio n  laws d e te rm in in g  th e
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p la c in g  o f  a  lo n g -te rm  le a s e  on the  b a lan ce  sh e e t in  th e  form o f an 

a s s e t  w ith  i t s  r e la te d  l i a b i l i t y  would be e n t i r e ly  w ith in  t h i s  con

c e p t .  To s t r i k e  down th e  c a p i t a l i z a t i o n  o f  long -te rm  le a se  a g re e 

ments because th e  l i a b i l i t y  i s  n o t f ix e d  o r  predeterm ined  would i g 

n o re  th e  going  concern  concep t in  fa v o r o f  som ething th a t  would 

approach a l iq u id a t io n  v a lu e  concep t w ith  re s p e c t  to  th e  l i a b i l i t y  

f o r  th e  le a s e .  Many o f  th e  l i a b i l i t i e s  on a ty p ic a l  b a lan ce  s h e e t 

do n o t r e t a in  t h e i r  f i x i t y  in  tim es o f  f in a n c ia l  s t r e s s .  Even though 

le g a l  l i a b i l i t y  o f te n  rem ains f ix e d ,  the  p r io r i t y  o f c la im s i s  o f te n  

s t ru c tu re d  so th a t  the  claim s a re  n o t a l l  s e t t l e d  on th e  same p r o - r a ta  

b a s i s .  L esso rs  a re  o f te n  in  b e t t e r  shape a f t e r  a le s s e e  becomes bank

ru p t than  when a d e b to r  d e f a u l ts  on an unsecured  loan  because th e  

le s s o r  can u s u a lly  take p o sse ss io n  o f  the  le a se d  p ro p e rty  w hereas an 

unsecured c r e d i to r  may have o n ly  a w o r th le s s  c la im  on th e  d e b to r 's  

a s s e t s .  The su b stan ce  o f  th e  is s u e  i s  th a t  le a s e s ,  j u s t  as o th e r  

ty p es  o f  l i a b i l i t i e s  found on th e  b a lance  s h e e t ,  o f te n  w i l l  n o t be 

s e t t l e d  fo r  th e  f u l l  amount in  tim es o f  f in a n c ia l  d i s t r e s s .  However, 

because th e  b a lance  sh e e t does n o t p u rp o rt to  s t a t e  accoun ts  a t  l i q u i 

d a t io n  v a lu e s ,  c a p i t a l i z a t i o n  o f  a le a s e  and the reco rd in g  o f  the  c o r 

responding  l i a b i l i t y  i s  e n t i r e ly  c o n s is te n t  w ith  th e  concep t o f  a going  

concern .

I t  i s  v e ry  p o s s ib le  th a t  a le a se  commitment could be so u n c e r ta in  

th a t  c a p i t a l i z a t i o n  o f th e  commitment would n o t be f e a s ib le .  I f  th e  

le a s e  i s  open-ended and c a n c e la b le  a t  the  o p tio n  o f  th e  le s s o r  o r  le s s e e  

on s h o r t- te rm  n o tic e  i t  would n o t make much sense to  a tte m p t to  c a p i t a l 

iz e  th e  le a s e  as an a s s e t .  In  some in d u s t r i e s  i t  i s  v e ry  common fo r  

p r a c t i c a l ly  a l l  le a s e  agreem ents to  be o f  th e  percen tage  o f  revenue



www.manaraa.com

67

ty p e . This type o f  agreem ent p ro v id es  th a t  th e  le s s e e  pay a s p e c if ie d  

p e rcen tag e  o f th e  o p e ra tin g  revenues g en era ted  by th e  le a se d  f a c i l i t y  

a s  the  r e n t  f o r  the  f a c i l i t y .  JTaxes and in su ran ce  would be paid  by 

th e  le s s e e  in  a d d i t io n  to  th e  r e n t  payment. C h a in -s to re s  use  th e  p e r

cen tag e  le a s e  alm ost e x c lu s iv e ly  in  th e i r  a c q u is i t io n  o f  p ro p e r ty  r ig h t s  

f o r  r e t a i l  and w arehouse f a c i l i t i e s .  Because th e  commitment in  term s o f 

fu tu r e  r e n ta l  payments i s  n o t a t  a l l  f ix e d ,  i t  would be hard  to  j u s t i f y  

c a p i t a l i z a t i o n  in  cases  such as  t h i s .  I f  the e l e c t r i c  u t i l i t y  in d u s try  

were engaged in  p ercen tag e  le a s in g  to  a la rg e  e x te n t ,  th e  argum ent o f 

th e  l i a b i l i t y  n o t be ing  a f ix e d  o r  p redeterm ined  amount would be very  

p o te n t fo r  the n o n - c a p i ta l iz a t io n  case .

A nother reaso n  th a t  i s  f re q u e n tly  g iv en  fo r  n o t c a p i t a l i z in g  le a se s  

i s  th a t  th e  p e r io d ic  payment in c lu d e s  amounts f o r  fu tu re  s e rv ic e s  in  ad 

d i t io n  to  the  p ro p e rty  r ig h t s  being  a c q u ire d . S e rv ice s  such as h e a t ,  

m ain tenance, ta x e s ,  and in su ran ce  a re  o f te n  provided fo r  in  the  p e r io d ic  

paym ents. I t  would appear th a t  the va lue  o f  th e se  a n c i l l a r y  s e rv ic e s  

could be r e a d i ly  determ ined  in  an o b je c t iv e  manner. I f  i t  i s  assumed 

th a t  th e  v a lu e  o f th e  a n c i l l a r y  s e rv ic e s  can be determ ined and excluded 

p r io r  to  the  c a p i t a l i z a t io n  p ro c e s s , the argument o f  p ro p e rty  r ig h t s  

commingled w ith  s e rv ic e s  would no t be v ery  s tro n g  fo r  the  r e j e c t i o n  o f 

c a p i t a l i z a t i o n .

Much o f th e  t o t a l  case  a g a in s t  the  c a p i t a l i z a t io n  o f  le a s e s  f a l l s  

in to  what could  be termed th e  l e g a l i s t i c  view o f the  argum ent. Because 

th e  t i t l e  to  th e  p ro p e rty  i s  n o t w ith  the le s s e e ,  the le a s e  can th e r e 

fo re  n o t be co n sid e red  an a s s e t .  The le a se  i s  c l a s s i f i e d  as an execu

to ry  c o n tra c t  by which the  p a r t ie s  to  the  agreem ent each prom ise to  

perform  s p e c i f i c  a c ts  in  the fu tu r e .  I t  has never been g e n e ra lly  a c c e p t



www.manaraa.com

68

a b le  to  p la ce  ex ec u to ry  c o n t ra c ts  on th e  books o f  a f irm  in  th e  form 

o f a s s e ts  and l i a b i l i t i e s  u n le s s  a lo s s  i s  a p p a re n t. I f  le a s e s  a re  to  

be viewed as ex ecu to ry  c o n t ra c ts  and accorded  th e  same f in a n c ia l  s t a t e 

ment tre a tm e n t as o th e r  ex ecu to ry  c o n t r a c ts ,  they cannot p o s s ib ly  be 

shown on th e  b a lan ce  s h e e t o f a  f irm  as  an a s s e t  whose v a lu e  i s  inc lu d ed  

in  th e  t o t a l  a s s e ts  o f th e  firm .

P ro fe s so r  John H. Myers in  h is  s tudy  o f  le a s e  r e p o r t in g  f e l t  th a t  

th e  o b je c tio n s  to  the  balance  s h e e t p re s e n ta tio n  o f  le a s e s  f e l l  in to  

f iv e  c a te g o r ie s ,  two o f which would come under th e  l e g a l i s t i c  a re a  d i s 

cussed above. A th i r d  o b je c tio n  d e a l t  w ith  the  d i s to r t i o n  o f  s tan d ard  

r a t i o s  used in  f in a n c ia l  a n a ly s i s ,  r a te  making, and s t a t e  ta x  a l lo c a 

t io n s .  A nother o b je c tio n  was th a t  too  many s u b je c t iv e  judgm ents were 

invo lved  in  th e  c a p i t a l i z a t io n  p ro cess  so as to  re n d e r th e  r e s u l t s  

m eaningless and m is le a d in g . The f i n a l  o b je c tio n  was th a t  many o f  the
1

economic advan tages o f  le a s in g  would be l o s t  i f  le a se s  were c a p i ta l i z e d .  

While many o f th e  argum ents a g a in s t  th e  c a p i t a l i z a t io n  o f  le a s e s  have 

m e r i t ,  th e  s e c tio n  th a t  fo llo w s a tte m p ts  to  b u ild  a s tro n g e r  case  fo r  

th e  c a p i t a l i z a t io n  o f  lo n g -te rm  le a s e s  on the  p u b lish ed  f in a n c ia l  s t a t e 

ments o f  investo r-ow ned  e l e c t r i c  u t i l i t i e s  than  has been s ta te d  f o r  non

c a p i t a l i z a t io n  o f  le a s e s .

The Case f o r  C a p i ta l iz a t io n

The case  f o r  th e  c a p i t a l i z a t io n  o f  le a se s  on th e  p u b lish ed  f in a n c ia l  

s ta te m e n ts  i s  developed w ith  th e  i n t e r e s t s  o f  in v e s to rs  and c r e d i to r s  in  

mind. The in te n t io n  o f  the w r i te r  in  b u ild in g  th e  argum ent i s  to  p re se n t 

th e  firm  as o b je c t iv e ly  as p o s s ib le ,  in  l i g h t  o f th e  su b stan ce  o f  what

\jo h n  H. Jiyers, A ccounting Research Study No. 4 . pp. 6 -8 .
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h as taken  p la c e . The p r a c t i c a l i t y  o f  the  recom mendations i s  a ls o  con

s id e re d .  The th eo ry  and p r a c t ic e  o f  acco u n tin g  has always r e l i e d  upon 

le g a l  c o n s id e ra tio n s  to  a great* e x te n t  fo r  the  d e te rm in a tio n  o f  the 

tre a tm e n t o f  item s on th e  f in a n c ia l  s ta te m e n ts . While le g a l  concep ts  

have been and w i l l  p robab ly  co n tin u e  to  have a g re a t  d e a l o f in f lu e n c e  

on acco u n tin g  theo ry  and p r a c t ic e ,  they  have n o t and should  n o t be the  

s o le  in p u t in to  th e  acco u n tin g  ru le-m ak ing  p ro c e s s . The F e d e ra l tax  

law  has evolved to  the le v e l  where the su b stan ce  o f  a t r a n s a c t io n  tak es  

precedence over th e  form in  many c a s e s . A lthough the  F e d e ra l ta x  law 

i s  f a r  from an id e a l  in s tru m e n t, th e  acco u n tin g  ru le-m aking  p ro cess  

cou ld  g r e a t ly  b e n e f i t  from ap p ly in g  an analogous method where so w ar

ra n te d .  A ccounting "law " o r  ru le-m ak ing  should  develop w ith  more a t 

te n t io n  paid to  th e  economic o r  f in a n c ia l  su b stan ce  o f th e  t r a n s a c t io n  

th a n  to  th e  le g a l  form o f th e  t r a n s a c t io n .  T his i s  n o t to  say th a t  

a cco u n tin g  ru le-m ak ing  has ignored  th e  su b stan ce  and looked on ly  a t  

th e  form in  th e  p a s t ,  b u t r a th e r  to  su g g es t th a t  more a t t e n t i o n  be 

pa id  to  th e  n o n - le g a l i s t i c  a sp e c ts  o f a t r a n s a c t io n  in  th e  f u tu r e .

Many firm s p re s e n tly  a c q u ire  p ro p e rty  r ig h t s  such as  le a se h o ld  

improvements and employment c o n t ra c ts  which a re  s im i la r  to  p ro p e rty  

r ig h t s  acq u ired  in  a le a s e .  In  some cases  th e se  r ig h t s  a re  c a p i t a l 

iz ed  and in  o th e r  cases  they  a re  n o t c a p i ta l iz e d .  Employment con

t r a c t s  which a firm  has w ith  key em ployees a re  u s u a lly  n o t e n fo rc e 

a b le  and a re  n o t c a p i ta l i z e d .  C o n tra c ts  f o r  th e  fu tu re  purchase o f 

goods o r  s e rv ic e s  a re  a ls o  as a g e n e ra l r u le  n o t c a p i ta l iz e d .  In  

c o n t r a s t  to  th e  tre a tm e n t o f  th e se  ex ecu to ry  type c o n t r a c ts ,  which 

w i l l  be d iscu ssed  l a t e r ,  i s  th e  tre a tm e n t g iven  le a se h o ld  im prove

m ents. I t  i s  g e n e ra lly  a c c e p ta b le  p r a c t ic e  to  c a p i ta l i z e  le a se h o ld
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improvements because they  have been paid  f o r  and am o rtize  t h e i r  c o s t  

o v e r the  s h o r te r  o f  th e  l i f e  o f  th e  improvement o r  th e  expec ted  l i f e  

o f  th e  le a s e  in c lu d in g  o p tio n s  "to ex tend  i f  th e  o p tio n  i s  expected  to  

be e x e rc is e d . The le s s e e  does n o t own th e  le a se h o ld  improvements in  

th e  sense  o f  hav ing  t i t l e  to  them. R ather th e  le s s e e  has  th e  r ig h t  

to  th e  use  o f  the  le a se h o ld  improvements f o r  a p erio d  o f  tim e n o t to  

exceed the l i f e  o f  th e  le a s e .

The c a p i t a l i z a t i o n  o f  a le a se h o ld  improvement i s  v i r t u a l l y  th e  

same as  reco rd in g  as an a s s e t  the  v a lu e  pa id  in  advance fo r  a lo n g 

term  le a s e .  Although seldom done in  th e  b u s in e ss  w orld , a lo n g -te rm  

le a s e  th a t  was e n t i r e ly  paid  fo r  on th e  d a te  o f i t s  in c e p tio n  would 

alw ays be reco rded  as an a s s e t  w ith  no argum ents ra is e d  by anybody.

In  b o th  the  cases  o f le a se h o ld  improvements and in  p rep a id  lo n g -te rm  

le a s e s ,  an a s s e t  i s  p laced  on the  books o f  th e  le s s e e  who does n o t 

have le g a l  t i t l e  to  th e  p h y s ic a l p ro p e r ty . A lthough nobody would 

q u ib b le  w ith  th e  c a p i t a l i z a t i o n  o f th e  p rep a id  lo n g -te rm  le a s e ,  once 

th e  payments a re  d e fe rre d  u n t i l  a p o in t in  tim e subsequen t to  the 

tim e when the  le s s e e  f i r s t  tak es  p o sse ss io n  o f  the p ro p e r ty , many 

peop le q u e s tio n  w hether an a s s e t  e x i s t s .  A s a le  and le a se  back a r 

rangem ent i s  an o th e r  case  where many do n o t b e l ie v e  an a s s e t  e x i s t s .

I f  th e  agreem ent i s  fo r  th e  expec ted  u s e fu l  l i f e  o f th e  p ro p e rty  o r  

i f  th e  le s s e e  i s  e n t i t l e d  to  a c q u ire  t i t l e  fo r  a nom inal sum, the a r 

rangem ent in  su b stan ce  i s  v i r t u a l l y  th e  same as borrow ing and p u rchas

in g  r e a l  e s t a t e .

"A sse ts"  could  p robab ly  be d efin e d  in  alm ost as many ways as th e re  

e x i s t  people to  d e f in e  them, many o f  the  d e f in i t io n s  be ing  e q u iv a le n t .  

Sprouse and Mbonitz in  t h e i r  work "A T e n ta tiv e  Set o f  Broad A ccounting
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P r in c ip le s  f o r  B usiness E n te rp r is e s "  s e t  f o r th  a d e f in i t i o n  which w i l l

be used in  th i s  s tu d y  fo r  th e  meaning o f an a s s e t .  "A sse ts  re p re s e n t

expec ted  fu tu re  economic b e n e f i t s ,  r ig h t s  to  which have been acq u ired
2

by the  e n te r p r i s e  as a r e s u l t  o f  some c u r re n t  o r  p a s t t r a n s a c t io n ."

T his d e f in i t i o n  i s  f a r  reach in g  and s t r e tc h e d  to  i t s  f u r th e s t  could  be 

used to  j u s t i f y  th e  c a p i t a l i z a t i o n  o f  a l l  types o f ex ecu to ry  c o n t ra c ts .  

I t  does n o t appear th a t  Sprouse and Moonitz in tended  th i s  to  be th e  

case  as i s  p o in ted  o u t h e re .  "For exam ple, a p iece  o f  equipm ent a l 

ready acq u ired  and in  use u s u a lly  re p re s e n ts  an a s s e t ,  bu t equipm ent

w hich, acco rd in g  to  p re s e n t p la n s , i s  to  be acq u ired  n e x t y e a r  does
3

n o t c o n s t i tu te  an e x is t in g  bu t m erely a budgeted a s s e t . "  As was 

s ta te d  b e fo re ,  a p rep a id  le a se  would be p laced  on the b a lan ce  s h e e t 

by everybody; b u t the d e f e r r a l  o f payment ap p ly in g  to  the  same a g re e 

ment cau ses  many to  doubt w hether an a s s e t  e x i s t s .  Long-term  le a s e s  

appear to  q u a l ify  w ith in  th e  s p i r i t  a s  w e ll as  th e  l e t t e r  o f the above 

d e f in i t i o n  o f  an a s s e t .  A lo n g -te rm  le a se  c e r t a in ly  p ro v id es  some "ex

pected  fu tu r e  economic b e n e f i t s . "  The le a s e  r ig h t s  have been "acqu ired  

by th e  e n te r p r is e  as  a r e s u l t  o f  some c u r re n t  o r  p a s t t r a n s a c t io n ."  The 

p r io r  s ta te m e n ts  would q u a l ify  lo n g -te rm  le a s e s  as  a s s e ts  acco rd in g  to  

th e  l e t t e r  o f the Sprouse and Moonitz d e f in i t i o n .  Most execu to ry  con

t r a c t s  could  a ls o  meet th i s  su rfa c e  t e s t .  However lo n g -te rm  le a s e s  

appear to  meet th e  s p i r i t  o f  the  d e f in i t i o n ,  w hereas c e r t a in  o th e r  ex 

e c u to ry  c o n tra c ts  do n o t .  Some ex ecu to ry  c o n tra c ts  seem to  f a l l  c lo s e r  

to  th e  " p re s e n t p la n s"  ca teg o ry  than  to  an a s s e t 's  acq u ired  c a te g o ry .

2
R obert T. Sprouse and M aurice M oonitz, A ccounting Research Study 

No. 3 , p . 20.

3 I b id . ,  pp. 20-21 .
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While th e  l a t t e r  s ta te m e n t i s  v e ry  much s u b je c t to  d is p u te ,  an a tte m p t 

w i l l  be made to  e s ta b l i s h  a case  in  fa v o r  o f th e  s ta te m e n t.

Many people b e lie v e  th a t  th e  v e r d ic t  fo r  le a se s  cannot be g iven  

u n t i l  the e n t i r e  a re a  o f commitments i s  s tu d ie d  and a d e c is io n  made 

as to  t h e i r  trea tm e n t on f in a n c ia l  s ta te m e n ts . The d e c is io n  on the  

tre a tm e n t o f  commitments as  a whole i s  beyond the scope o f  th i s  p r o j 

e c t ,  y e t  le a s e s  appear to  be d i f f e r e n t  from execu to ry  c o n tra c ts  fo r  

pu rchases o f  goods and employment o f  p eo p le . In  o rd e r  to  j u s t i f y  th e  

c a p i t a l i z a t io n  o f lo n g -te rm  le a se s  they  must be shown to  be d i f f e r e n t  

in  su b stan ce  from purchase and employment c o n tra c ts .

When a lo n g -te rm  le a s e  agreem ent i s  s ig n ed , the  le s s o r  prom ises 

to  p rov ide th e  f a c i l i t y  fo r  the use and q u ie t  enjoym ent o f  th e  le s s e e .  

Because the  le s s e e  has p o sse ss io n  a n d /o r c o n tro l  of th e  f a c i l i t y ,  th e  

l e s s o r  has on ly  to  p lay  a r a th e r  p a ss iv e  ro le  in  a llow ing  th e  q u ie t  

enjoym ent fo r  him to  f u l f i l l  h i s  e n t i r e  o b lig a tio n .  The s i tu a t io n  as 

a p p l ie s  to  ex ecu to ry  c o n tra c ts  f o r  employment and purchases i s  c o n s id 

e ra b ly  d i f f e r e n t  w ith  reg a rd  to  the  r o le  o f  the  s u p p lie r  p a r ty .  The 

employee in  an employment c o n tra c t  must co n tin u e  to  p lay  a v ery  a c t iv e  

ro le  i f  he i s  to  f u l f i l l  h i s  o b l ig a t io n  s t ip u la te d  in  the  c o n t ra c t .

The vendor o f  goods o r  s e rv ic e s  in  a purchase c o n tra c t  must s im i la r ly  

be v ery  a c t iv e  in  supp ly in g  the  re q u ire d  goods and s e r v ic e s .  Because 

th e  ro le  o f  the  o th e r  p a r ty  ( le s s o r ,  em ployee, o r  s u p p lie r )  to  an 

agreem ent i s  co n s id e ra b ly  d i f f e r e n t  in  r e a l i t y  fo r  a le s s o r  as opposed 

to  an employee o r s u p p l ie r ,  i t  seems th a t  a le a s e  i s  indeed d i f f e r e n t  

from ex ecu to ry  c o n tra c ts  o f  employment and supp ly . In  the absence o f  

any unusual c irc u m stan c es , the  le s s e e  does possess an a s s e t  in  th e  tru e  

sen se  o f  th e  Sprouse and Moonitz d e f in i t i o n  as soon as  the  le a s e  a g re e 
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ment i s  s ig n e d . Once an a s s e t  i s  assumed to  ex is t : ,  u  n u s t be p ro p e rly  

v a lu ed  and p laced  on the  b a lance  s h e e t i f  th e  f in a n c ia l  r i a t 'u e n t s  a re  

to  f u l l y  d is c lo s e  the  f i r m 's  f in a n c ia l  p o s itj .c n .

A lthough few lo n g -te rm  le a s e s  a re  c u r r e n t ly  •(sing r.ai 1 sed , an 

exam ination  o f  how le n d e r s ,  le s s o r s  and le s s e e s  subje  u ive ly  e v a lu a te  

le a s e s  should  in d ic a te  what they  f e e l  th e  s ta tu s  o 1 < .‘ m y-term  le a se  

i s .  Most le n d e rs  have p robably  always co n sid e red  a p ro sp e c tiv e  d e b to r 's  

le a s e  o b l ig a t io n s  in  co n s id e r in g  the  p ro sp e c tiv e  d e b to r 's  c r e d i tw o r th i

n ess  and a b i l i t y  to  repay  because le n d e rs  want to  a llo w  fo r  commitments 

n o t ap p ea rin g  on th e  b a lan ce  s h e e t .  In  more re c e n t tim es le n d e rs  seem 

to  be coming more aware o f the  eq u iv a len cy  o f  lo n g -te rm  d e b t and long 

term  le a se  o b l ig a t io n s .  When le n d e rs  re q u ire  the  lo n g -te rm  le a s e  o b l i 

g a tio n s  to  be f ig u re d  in to  th e  c a lc u la te d  d e b t /e q u ity  r a t i o c  an'" a po r

t io n  o f  th e  annual le a s e  payment to  be co n sid e red  as  i n t e r e s t  i.or p u r

poses o f i n t e r e s t  coverage o r  f ix e d  ch arges coverage , th e  -.Ly f c r  ig n o r 

in g  th e  le a s e  on th e  b a lan ce  s h e e t i s  gone. The fo llo w in g  s ta te & e n t was 

made by th e  c h ie f  e x e c u tiv e  o f a m ajor company.

Long-term  le a s e  commitments a re  r e a l ly  n o th in g  moio 
o r  le s s  than  a n o th e r method o f  f in a n c in g . From a b u s in ess  
s ta n d p o in t ,  la y in g  a s id e  fo r  the  moment le g a l  d e f in i t i o n s ,  
t h i s  k ind  o f  commitment i s  j u s t  as much an involvem ent o^ 
th e  com pany's c r e d i t  as  borrow ing from a bank o r  c re a t in g  
any o th e r  k ind o f  l i a b i l i t y .  But most companies appear 
d is in c l in e d  to  reco rd  le a s e  l i a b i l i t i e s  on th e  b a lance  
s h e e t .  I  would th in k  th a t  where th e se  commitments a re  
s i g n i f i c a n t ,  and om itted  from c o n s id e ra t io n , com parison 
o f  d i f f e r e n t  com panies' f in a n c ia l  p o s it io n s  by in v e s to rs  
i s ,  to  say the  l e a s t ,  d i f f i c u l t ,  and in  some cases  s e r i 
o u s ly  d i s to r t e d .

Because the  le s s o r  i s  in  e f f e c t  a le n d e r ,  many le s s o r s  a ls o  r e q u ire  th a t  

e x i s t in g  lo n g -te rm  le a s e s  be " c a p i ta l iz e d "  fo r  purposes o f  com puting v a r -

Henry G. Hamel, L easing  in  In d u s try , p . 63.
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io u s  r a t i o s .  Furtherm ore many le a se  agreem ents s t i p u l a t e  t h a t  any ad

d i t i o n a l  l e a s e s  be t r e a t e d  as  i f  a lon g - te rm  d eb t o b l i g a t i o n  has  a r i s e n .

Even the le s s e e s  themselvd’s recogn ize  t h a t  l e a s in g  agreem ents a re  

i n  e f f e c t  a c q u i s i t i o n  o f  a s s e t s  a l though  an exam ination  o f  annual r e 

p o r ts  i n d i c a te s  most l e s s e e s  re fu s e  to  g ive  them ba lance  s h e e t  t r e a t 

ment. I t  fo llow s t h a t  i n t e r n a l  r e p o r t in g  on a reaso n ab le  b a s i s  d i c 

t a t e s  t h a t  l e s s e e s  c a p i t a l i z e  l e a s e s  f o r  t h i s  purpose. Assume t h a t  a 

f i rm  has  th re e  p r o f i t  c e n t e r s .  Two p r o f i t  c e n t e r s  c o n ta in  f ix e d  a s s e t s  

t h a t  a re  a l l  owned and the  t h i r d  p r o f i t  c e n t e r  c o n ta in s  a s im i l a r  quan

t i t y  o f  items t h a t  a re  le a s e d .  I f  any meaningful comparison o f  the  r a t e  

o f  r e tu r n  f o r  the  th re e  departm ents  i s  to  be made, the  v a lu e  o f  the 

le a se d  equipment must be used in  the r a t e  o f  r e tu r n  c a l c u l a t i o n .  I f  a 

l e s s e e  f e e l s  t h a t  i n t e r n a l  c a p i t a l i z a t i o n  i s  needed to  p re s e n t  a  f a i r l y  

determ ined  s e t  o f  r e s u l t s ,  he should  a l s o  f e e l  t h a t  h i s  c r e d i t o r s  should 

be e n t i t l e d  to  see  a f a i r l y  de term ined  s e t  o f  f i n a n c i a l  s ta te m e n ts  used 

f o r  e x t e r n a l  pu rposes .

Recommendation f o r  C a p i t a l i z a t io n

The above d i s c u s s io n  has shown t h a t  a l e a s e  does p o sse ss  the  ch a r 

a c t e r i s t i c s  of an a s s e t  in  terms o f  the  Sprouse and Moonitz d e f i n i t i o n  

which has been accep ted  by many a s  a v ia b le  d e f i n i t i o n .  Leases a re  d i f 

f e r e n t  from execu to ry  c o n t r a c t s  in  which the  o th e r  p a r ty  must p lay  a 

v e ry  a c t iv e  r o l e  i n  f u l f i l l i n g  h i s  o b l i g a t i o n s .  The l e s s o r  in  a l e a s e  

agreement f o r  p ro p e r ty  r i g h t s  on ly  has  to  l e t  the l e s s e e  have q u ie t  en

joyment which a llow s th e  l e s s o r  to  p lay  a v e ry  p a s s iv e  r o l e  fo r  th e  d u ra 

t i o n  o f  the  l e a s e .  Lenders,  l e s s o r s ,  and le s s e e s  them selves a l l  t r e a t  

l e a s e  agreements as  i f  they a re  in s tru m en ts  t h a t  g ive  r i s e  to  a s s e t s  and 

l i a b i l i t i e s .
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I f  the  su b s tan ce  o f  the agreement i s  going to  p r e v a i l  over the 

form and i f  r e a l i t y  o f  th e  s i t u a t i o n  as determ ined by an i n t e r e s t e d  

and o b je c t iv e  p a r ty ,  such as the  c r e d i t o r ,  i s  to  be r e f l e c t e d  on the 

b a lance  s h e e t ,  long -te rm  le a s e s  must be c a p i t a l i z e d .  The only  type 

o f  lon g - te rm  le a s e  t h a t  would p re s e n t  problems in  the  d e te rm in a t io n  

o f  a good e s t im a te  o f  the  v a lu e  o b ta in ed  in  the  le a s e  agreement would 

be i n  the  case  o f  a pe rcen tage  l e a s e .  S ince the  re tu rn e d  q u e s t io n 

n a i r e s  showed no ev idence o f  percen tage  l e a s e s  in  the  e l e c t r i c  u t i l 

ity i n d u s t r y ,  t h i s  should  n o t  cause problems fo r  the c a p i t a l i z a t i o n  

o f  lo n g - te rm  le a s e s  by u t i l i t i e s .  Many c r i t i c s  o f  l e a s e  c a p i t a l i z a 

t i o n  b e l ie v e  t h a t  the  c a p i t a l i z a t i o n  by i t s e l f  i s  incom plete  and pos

s i b l y  m is lead in g .  J u s t  because a l e a s e  i s  c a p i t a l i z e d  should n o t  ex

c lude  the  use  o f  n o te s  to  the f i n a n c i a l  s ta tem en ts  which d e s c r ib e  the  

c a p i t a l i z a t i o n  p ro c e ss .  Long-term le a s e s  should be d is c lo s e d  in  n o te s  

to  the  f i n a n c i a l  s ta tem en ts  as w e l l  as  in  the  d o l l a r  t o t a l s  on the 

s ta te m e n ts .  The i n t e r e s t s  of bo th  c r e d i t o r s  and in v e s to r s  w i l l  then 

b e s t  be se rv ed .

Rate Making Treatm ent

Two groups o f  people a re  a f f e c t e d  when the  q u e s t io n  o f  r a t e  mak

in g  t re a tm e n t  o f  l e a s e s  i s  i n v e s t i g a t e d .  I n v e s to r s ,  both p r e s e n t  and 

p o t e n t i a l ,  and custom ers o f  the f irm  a re  th e  groups d i r e c t l y  a f f e c t e d  

by changes t h a t  a f f e c t  the  u t i l i t y ' s  f i n a n c i a l  p o s i t io n  and performance 

over t im e. Customers a re  n o t  on ly  a f f e c t e d  by the  r a t e s  charged bu t  

a l s o  by the  l e v e l  o f  s e r v ic e  they r e c e iv e .  The low est p o s s ib le  r a t e s  

may n o t  be the  most i d e a l  s i t u a t i o n  f o r  the  customer i f  h i s  l e v e l  o f  

s e rv ic e  f a l l s  below an a c c e p ta b le  l e v e l .  When in v e s to r  owned e l e c t r i c
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u t i l i t i e s  a re  the s u p p l i e r s ,  the cu s to m ers ' l e v e l  o f  s e rv ic e  i s  some

what a fu n c t io n  o f  th e  c u r r e n t  and p o t e n t i a l  in v e s t o r s '  w e ll  b e in g .  I f  

an i n v e s t o r ' s  p ro s p e c t iv e  r a t e  *t>f r e tu r n  on u t i l i t y  s to c k  i s  n o t  very  

fa v o ra b le ,  the u t i l i t y  may n o t  be a b le  to  a t t r a c t  enough c a p i t a l  to  f i 

nance as much new p la n t  and equipment needed f o r  a h igh  l e v e l  o f  s e r v ic e .

Some people who have spoken ou t  on the  le a s in g  i s s u e  in  the  p as t  

have e i t h e r  im plied  o r  s t a t e d  e m p h a tic a l ly  th a t  e l e c t r i c  r a t e s  would r i s e  

c o n s id e ra b ly  i f  l e a s e s  were c a p i t a l i z e d  f o r  r a t e  making purposes .  Robert 

0 .  Whitman s t a t e d  t h a t  he f e l t  e l e c t r i c  r a t e s  would r i s e  i f  l e a s e s  were 

re q u ire d  to  be c a p i t a l i z e d .  This would r e s u l t  because o f  the  in c re a se d  

f in a n c in g  c o s t s  in c u rre d  due to  the  ap p a re n t d e t e r i o r a t i o n  o f  the f i r m 's  

f i n a n c i a l  p o s i t i o n .^  Whitman o f fe re d  no q u a n t i t a t i v e  s u b s t a n t i a t i o n  f o r  

h i s  c la im s .  The t re a tm e n t  recommended by the  w r i t e r  i n  the  f i n a n c i a l  

s ta tem en t  t re a tm e n t  s e c t i o n  f o r  l e a s e s  on the  published  f i n a n c i a l  s t a t e 

ments does no t  ag ree  w ith  t h a t  o f  Whitman's n o n - c a p i t a l i z a t i o n  p ro p o sa l .  

On the o th e r  hand, th e  recommendation made by the w r i t e r  f o r  the  r a t e  

making t re a tm e n t  accorded l e a s e s  i s  f o r  n o n - c a p i t a l i z a t i o n .

N o n - c a p i t a l i z a t io n  o f  the  l e a s e  f o r  r a t e  making purposes i s  advo

c a te d  because th e  r e s u l t s  o f  the  gen e ra ted  f in a n c ia l  s ta tem en ts  in d i c a t e  

t h a t  under n o n - c a p i t a l i z a t io n  the  a f t e r  ta x  n e t  income over the f iv e  y e a r  

p e r io d  i s  h ig h e r  than  when th e  le a s e  i s  c a p i t a l i z e d .  U nlike what o th e r s  

have p re d ic te d  about the  r a t e s  charged custom ers,  the  g en era ted  f i n a n c i a l  

s ta te m e n ts  showed t h a t  r a t e s  would be l e s s  than  one p e rc e n t  h ig h e r  over 

the  f iv e  y e a r  peiod i f  the  le a s e  was n o t  c a p i t a l i z e d .  Because r a t e s  over 

the  f iv e - y e a r  per iod  a re  v i r t u a l l y  the  same in  both c a s e s ,  the d e c is io n

^Robert 0 .  Whitman, P u b lic  U t i l i t i e s  F o r tn ig h t ly ,  September 30.
1971, pp. 27-28.
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on the  t re a tm e n t  o f  l e a s e s  f o r  r a t e  making purposes can be made on 

o th e r  grounds. I f  i t  can be assumed t h a t  the  h ig h e r  l e v e l  o f  n e t  i n 

come would make a d i f f e r e n c e  in  the  a t t r a c t i v e n e s s  o f  investm en t in  

an  e l e c t r i c  u t i l i t y  f i rm  and t h a t  more investm en t in  t h e  e l e c t r i c  

u t i l i t y  in d u s t ry  i s  n e c e ssa ry  to  meet the s e rv ic e  needs o f  cus tom ers ,  

n o n - c a p i t a l i z a t i o n  o f  the  l e a s e  f o r  r a t e  making purposes seems d e s i r 

a b l e .

Table 17 c o n ta in s  h y b r id  income s ta te m e n ts .  The purpose o f  the 

hyb r id  s ta tem en ts  i s  to  show what r e s u l t s  when le a s e s  a re  c a p i t a l i z e d  

f o r  f i n a n c i a l  s ta tem en t purposes  and n o t  c a p i t a l i z e d  f o r  the  d e t e r 

m ina tion  o f  r a t e s .  The f ig u r e s  on Table 17 come from the g enera ted  

f i n a n c i a l  s ta te m e n ts .  Amounts f o r  O perating  Revenues, F e d e ra l  Income 

Taxes, and D eferred  F e d e ra l  Income Taxes, were taken  from the s t a t e 

ments gen era ted  under th e  n o n - c a p i ta l i z e d  l e a s e  assum ption . A ll  o th e r  

f ig u r e s  were taken  from th e  s ta te m e n ts  g en e ra ted  under th e  c a p i t a l i z e d  

le a s e  assum ption w ith  the  e x c e p tio n  o f  T o ta l  O pera ting  Income and Net 

Income which were c a l c u la te d  d i r e c t l y  on t h i s  s ta te m e n t .  I f  i t  i s  

assumed th a t  O perating  Revenues and amounts in v o lv in g  f e d e r a l  income 

ta x es  a re  determ ined from the  n o n -c a p i ta l iz e d  case  and the  rem aining 

f ig u r e s  come from the  c a p i t a l i z e d  c a s e ,  the hyb rid  s ta te m e n ts  a re  i n 

t e r n a l l y  c o n s i s t e n t  w ith  one i n s i g n i f i c a n t  e x c e p t io n .  O ther Income 

(Net) would be s l i g h t l y  h ig h e r  due to  a s l i g h t l y  g r e a t e r  accum ula tion  

o f  cash  than r e s u l t e d  under the  pure c a p i t a l i z e d  le a s e  s ta te m e n ts .

H i is  in  tu rn  would cause F e d e ra l  Income Taxes, D eferred  Income Taxes, 

T o ta l  O pera ting  Expenses, T o ta l  O pera ting  Income, and Net Income to 

in c re a s e  by i n s i g n i f i c a n t  amounts. Because t h i s  s i t u a t i o n  causes
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changes t h a t  a r e  so s l i g h t ,  the r e s u l t s  o f  th e se  hyb rid  s ta tem en ts  a re  

n o t  t a i n t e d .

Table 17 

Hybrid Income S ta tem ents

Year 1 Year 1 Year 3 Year 4 Year 5 T o ta l

O perating Revenues $26,475 $26,496 $26,511 $26,527 $26,544 $132,553

O perating Expenses
and Maintenance -13,775 -13,775 -13,775 -13,775 -13,775 - 68,875

D epreciation  and
A m ortization Expense - 2,759 - 2,759 - 2,759 - 2,759 - 2,759 - 13,795

F edera l 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
D eferred Income Taxes 84 93 94 96 97 464
Investm ent Tax C red it 110 110 110 110 110 550

Total O perating Expense $20,392 $20,509 $20,524 $20,540 $20,557 $102,522

T otal O perating Income 6,083 5,987 5,987 5,987 5,987 30,031

I n te re s t  Charged to
C onstruction 0 168 168 168 168 672

Other Income (Net) 170 313 323 334 346 1,486
I n te re s t  on Long-Term 

Debt -  3,082 -  3,056 -  3,029 -  3,000 - 2,968 -  15,135
Other In te r e s t  Charges -  259 259 259 259 -  259 - ....1,295

Net Income $ 2,912 $ 3,153 $ 3,190 $ 3,230 $ 3,275 $ 15,759

The hyb r id  s ta tem en ts  o f  Table 17, which assume r a t e s  and f e d e ra l  

income tax es  were determ ined under n o n - c a p i t a l i z a t io n  o f  the l e a s e ,  i n d i 

c a te  t h a t  n e t  income i s  6 . 6% h ig h e r  f o r  the f iv e  y e a r  per iod  than  under 

the  t o t a l  c a p i t a l i z a t i o n  c a se .  Some may q u e s t io n  the  r e s u l t s  o f  a l l  

s ta tem en ts  in v o lv in g  le a s e s  because they  f e e l  the r e s u l t s  may be too 

s e n s i t i v e  to  changes i n  the  i n t e r e s t  r a t e  used to  de term ine  the  t o t a l  

l e a s e  payments. A 7.2% i n t e r e s t  r a t e  was used in  the  c a p i t a l i z e d  le a s e  

case  which was . 2% above the  i n t e r e s t  r a t e  in  the long -te rm  d eb t c a se .
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I f  i t  i s  s t i l l  assumed t h a t  the l e s s o r  w i l l  g e t  the inves tm en t tax  

c r e d i t ,  an i n t e r e s t  r a t e  o f  e i g h t  p e rc e n t  (a one p o in t  in c re a s e  over 

the  lo n g - te rm  deb t r a t e )  would *be about as  h ig h  as a l e s s e e  would 

e v e r  ex p ec t  to  pay in  t h i s  c a se .  I f  i t  were assumed t h a t  the  l e a s e  

term would be 24 y e a r s  in s te a d  o f  20 y e a r s  the  i n t e r e s t  r a t e  would 

be about e i g h t  p e rc e n t  w ith  the same annual payment. Net Income fo r  

the  f iv e  y e a r  per iod  would d e c l in e  by $688 and O pera ting  Revenue 

would f a l l  by $269 as compared to  the  7.2% i n t e r e s t  r a t e  c a s e .  Pay

ments on the  le a s e  must co n t in u e  f o r  an a d d i t io n a l  fo u r  y e a r s .  An 

in c re a s e  in  the  i n t e r e s t  r a t e  o f  . 8% assumed i n  the c a p i t a l i z e d  le a s e  

case  does n o t  a f f e c t  the r e s u l t s  to  any g r e a t  e x te n t  s in c e  i t  must be 

co n s id e red  t h a t  the  in c re a s e d  O pera ting  Revenue and Net Income would 

con tinue  f o r  fo u r  a d d i t i o n a l  y e a r s  when comparing the e i g h t  p e rce n t  

c a p i t a l i z e d  le a s e  case  w ith  the 7.2% c a p i t a l i z e d  le a s e  case  and the  

no p la n t  expansion  c a s e .  The g en era ted  f i n a n c i a l  s ta tem en ts  f o r  

l e a s e s  appear to  be r e l a t i v e l y  i n s e n s i t i v e  to  small changes in  the  

i n t e r e s t  r a t e s  assumed on the  l e a s e s  and would n o t  a f f e c t  the  d e c i 

s io n  to  n o t  c a p i t a l i z e  f o r  r a t e  making pu rposes .

F e d e ra l  Income Tax Treatment

The t rea tm e n t  to  be accorded l e a s e s  f o r  the  purpose o f  d e t e r 

mining the  f e d e r a l  income ta x  l i a b i l i t y  should  be e q u i t a b le  to  both  

the  u t i l i t y  f irm s and the government. An exam ination  o f  th e  r e s u l t s  

o f  the  gen e ra ted  f i n a n c i a l  s ta te m e n ts  f o r  the  two le a s in g  cases  w i l l  

a id  i n  the  making o f  a recommendation f o r  ta x  t rea tm e n t  o f  l e a s e s .

When the  n o n - c a p i t a l i z a t i o n  assum ption was used f o r  r a t e  making 

purposes and tax  l i a b i l i t y  d e te rm in a t io n ,  the amount c o l l e c t e d  by the
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f e d e r a l  government over th e  f iv e - y e a r  per io d  was $5,189. This  was the 

amount o f  F e d e ra l  Income Taxes l e s s  the  Investm ent Tax C r e d i t .  The c o r 

responding  f ig u r e  when the  le a s e  was c a p i t a l i z e d  fo r  bo th  r a t e  making 

and f e d e r a l  income ta x  purposes  was $4 ,883 . These two tax  f i g u r e s  a re  

n o t  t o t a l l y  comparable because the  o p e ra t in g  revenues d i f f e r e d  caus ing  

income b e fo re  tax es  to  d i f f e r  and as a consequence the  income tax  f i g 

u re s  d i f f e r e d .

Although the  u t i l i t y  f irm s a re  much i n t e r e s t e d  in  the  n e t  amount 

they must pay the  f e d e ra l  government in  income taxes (F ed e ra l  Income 

Taxes l e s s  Investm ent Tax C r e d i t ) ,  the f e d e r a l  government i s  p robably  

j u s t  as  concerned w ith  the  amount shown as F ed e ra l  Income Taxes as  i t  

i s  w i th  the  former f i g u r e .  This i s  because th e  l e s s o r  o f  the  leased  

equipment would a v a i l  h im se lf  o f  the inves tm en t tax  c r e d i t  s in c e  the  

model assumed t h a t  the  l e s s e e  d id  n o t  g e t  the  investm ent ta x  c r e d i t .

The f e d e r a l  government would then  lo s e  from th e  l e s s o r  what i t  gained 

from the  l e s s e e .  The gap between the  ta x  f ig u r e s  which inc luded  the 

investm en t ta x  c r e d i t  was $306, the  n o n -c a p i t a l i z e d  case  being  the  

h ig h e r .  When the  e f f e c t s  o f  the  investm en t t a x  c r e d i t  a re  ignored  

the  gap narrows to  $250, th e  n o n - c a p i t a l i z a t i o n  case aga in  coming 

o u t  h ig h e r .

The d es ig n  o f  the  model does n o t  a l lo w  f o r  e x ac t  c a l c u l a t i o n  o f  

the  income ta x  l i a b i l i t y  assuming le a s e  c a p i t a l i z a t i o n  and o p e ra t in g  

revenues de term ined  under n o n - c a p i t a l i z a t i o n .  N e ither  does i t  a l low  

fo r  th e  r e v e r s e  o f  the  above s i t u a t i o n .  Some approxim ations o f  th e se  

e f f e c t s  may be made. O pera ting  Revenues fo r  the  f iv e - y e a r  p e r iod  in  

the case  o f  n o n - c a p i t a l i z a t i o n  exceeded the O perating  Revenues f o r  

the  c a p i t a l i z a t i o n  case  by $1 ,132. I f  i t  were assumed th a t  O pera ting
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Revenues were de term ined  under n o n - c a p i t a l i z a t i o n  and f e d e r a l  income 

tax es  c a l c u la te d  w ith  c a p i t a l i z a t i o n  o f  th e  l e a s e ,  the  d i f f e r e n c e  b e 

tween the  o r i g i n a l  c a p i t a l i z e d  -s ta tem en ts  f o r  both  purposes and non

c a p i t a l i z e d  f o r  both purposes would s h r in k  from the $250 d i f f e r e n c e  

t h a t  e x i s t e d .  In o rd e r  to  g e t  a rough id e a  of how much the income 

ta x  would in c re a s e  on $1,132 o f  a d d i t i o n a l  o p e ra t in g  revenue ,  in c re a s e s  

i n  O pera ting  Revenues and O ther Income were compared w ith  the  in c re a s e s  

i n  F e d e ra l  Income Taxes from y ea r  2 to  y e a r  4 under the  n o n - c a p i t a l i z a 

t i o n  assum ption . F e d e ra l  income Taxes ro s e  by about 25% o f  th e  i n 

c re a s e s  i n  O perating  Revenues and O ther Income. I f  t h i s  25% r a t e  were 

a p p l ie d  to  the  $1 ,132, the $250 d i f f e r e n c e  would change to  a $33 d i f 

fe ren ce  in  the  o th e r  d i r e c t i o n .  The p o in t  i s  t h a t  the  d i f f e r e n c e  in  

f e d e r a l  income tax es  c o l l e c t e d  by the  government i s  v e ry  s l i g h t  when 

th e se  approx im ations  a r e  made.

Because the  d iffe re n c e  in  F ederal Income Taxes under the two meth

ods appears to  be in s ig n if ic a n t  no recommendation i s  made in  favor of 

one method over the o th e r . The model assumed th a t  s t r a ig h t  l in e  amor

t iz a t io n  of the leased  equipment was used in  the  c a p i ta l iz a t io n  case .

I f  l e a s e s  were c a p i t a l i z e d  and am ortized by an a c c e le r a te d  method, the  

obvious e f f e c t  would be to  g ive  the  u t i l i t y  f irm s the advantage o f  tax  

sav in g s  i n  the  e a r ly  y e a rs  o f  the l e a s e  agreement w ith  in c re a s e d  tax es  

i n  l a t e r  y e a rs  once the  growth r a t e  o f  l e a s in g  slowed. I f  le a s e  pay

ments were expensed l i k e  r e n t  f o r  ta x  purposes ,  the q u e s t io n  o f  the  

u se  o f  a c c e le r a te d  methods o f  a m o r t iz a t io n  could be avo ided .
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Summary

Leases should be c a p i t a l i z e d  f o r  f i n a n c i a l  s ta tem en t purposes i f  

the  substance  o f  an agreement i s  to  p r e v a i l  over the form. Most le n d e rs  

rega rd  le a s e  o b l ig a t i o n s  as s im i l a r  to  d e b t .  Lessees c a p i t a l i z e  l e a s e s  

f o r  i n t e r n a l  r e p o r t in g  purposes such as computing r e tu r n  on in v es tm en t .

I f  the r e a l i t y  o t  the <>i u ia tio r .  i s  to  be r e f l e c t e d  in  the  u t i l i t i e s '  

f i n a n c i a l  s ta te m e n ts ,  c a p i t a l i s a t i o n  i s  th e  only  r e a l i s t i c  a l t e r n a t i v e .  

Because e l e c t r i c  u t i l i t i e s  a re  no t  invo lved  in  percen tage  l e a s i n g ,  the 

c a p i t a l i z a t i o n  o f  l e a s e s  i s  a l s o  f e a s i b l e .  N o n -c a p i t a l i z a t io n  o f  l e a s e s  

i s  recommended fo r  r a t e  making purposes .  Customers w i l l  pay v i r t u a l l y  

the  same r a t e s  under e i t h e r  t r e a tm e n t .  Because in v e s to r s  w i l l  f a re  b e t 

t e r  w ith  n o n - c a p i t a l i z a t io n  through h ig h e r  u t i l i t y  e a rn in g s ,  n o n - c a p i t a l 

i z a t i o n  i s  recommended. I f  u t i l i t y  s e c u r i t i e s  a re  a d e s i r a b l e  investm en t,  

th e  chances o f  s u f f i c i e n t  money c a p i t a l  f o r  expansion o f  p la n t  and e q u ip 

ment to  se rve  the custom ers a re  g r e a t ly  enhanced. No recommendation i s  

made f o r  the  tax  t rea tm e n t  because th e re  i s  l i t t l e  d i f f e r e n c e  in  the  tax  

l i a b i l i t i e s  between the  c a p i t a l i z e d  and n o n -c a p i ta l iz e d  c a s e .
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CHAPTER V II

RECOMMENDATIONS FOR FINANCING ELECTRIC UTILITIES'
INVESTMENT IN PLANT AND EQUIPMENT

I n t r o d u c t io n

The e l e c t r i c  u t i l i t y  in d u s t r y  has been hard  p re ssed  fo r  th e  

p a s t  s e v e r a l  y e a rs  to  f in a n c e  the  needed expansion  o f  i t s  p la n t  and 

equipment. The in d u s t ry  must be a b le  to  expand i t s  p h y s ic a l  f a c i l 

i t i e s  i f  i t  i s  going to  be a b le  to  supply  th e  power s u f f i c i e n t  fo r  

f u tu r e  needs . I n v e s to r s  i n  e l e c t r i c  u t i l i t y  s e c u r i t i e s  have to  be 

a b le  to  e a rn  good r e tu r n s  on t h e i r  in v e s tm en ts ;  y e t  r e g u la to r y  com

m iss ions  must con tinue  to  b a lan ce  th e  i n t e r e s t s  o f  in v e s to r s  and 

cus tom ers .  This c h a p te r  looks a t  th e  i s s u e  from both  a f i r m 's  

s ta n d p o in t  and a  r e g u la to r y  com m ission 's  s ta n d p o in t .

The recommendations made in  t h i s  c h a p te r  a r e  based on the  r e s u l t s  

o f  th e  model t h a t  was c o n s t ru c te d .  Many e l e c t r i c  u t i l i t y  f irm s  have 

c a p i t a l  s t r u c t u r e s  t h a t  a re  very  s im i la r  to  th e  c a p i t a l  s t r u c t u r e  o f  

th e  model f i rm .  The recommendations made may n o t  be a p p l ic a b le  to  

f irm s  which have c a p i t a l  s t r u c t u r e s  th a t  v a ry  more than  a  s l i g h t  

amount from th e  model f irm . This would be p a r t i c u l a r l y  t r u e  fo r  f irm s 

t h a t  have a h ig h e r  p ro p o r t io n  o f  d e b t  in  t h e i r  c a p i t a l  s t r u c t u r e  than  

th e  model f i rm .

From a  F irm 's  S tandpo in t

The f i rm  must be concerned w ith  having a reco rd  o f  good p e r f o r 

mance from th e  eyes o f  bo th  i t s  d e b th o ld e rs  and owners. D ebtholders
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a re  I n te r e s t e d  i n  the s a f e ty  o f  t h e i r  in v es tm en t .  Coverage o f  bond 

i n t e r e s t  and d e b t / e q u i ty  r a t i o s  a r e  two in d i c a to r s  which would be of 

i n t e r e s t  to  bondholders  of a f i rm .  Because in v e s to r s  who own a 

f i r m 's  s to c k  a re  u s u a l ly  not l im i te d  to  a s p e c i f i c  amount fo r  a r e t u r n  

on t h e i r  investm en t l i k e  t h a t  o f  b o ndho lde rs ,  owners o f  s to c k  a re  

u s u a l ly  most i n t e r e s t e d  in  r e t u r n  on inves tm en t f i g u r e s .  Owners would 

a l s o  be i n t e r e s t e d  in  knowing what th e  f i r m 's  d e b t / e q u i ty  r a t i o s  were 

and th e  bond r a t i n g  o f  the  f irm . D e b t /e q u i ty  r a t i o s  and bond r a t i n g s  

would be i n d i c a to r s  o f  the  r i s k  o f  investm en t in  the  f irm .

Table 18

"Times Bond I n t e r e s t  Earned" Under D i f f e r e n t  
Assumptions as to  F inanc ing  o f  A sse t  A c q u is i t io n

E x is t in g
Common

Stock
P re fe r re d

Stock Debt
N o n-C ap ita lized  

Lease
C a p i ta l iz e d

Lease
C a p i ta l

S t r u c tu r e

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 c o n ta in s  " tim es  bond i n t e r e s t  earned"  f ig u re s  f o r  th e  

s i x  investm ent cases  where th e  u t i l i t y  p la n t  was expanded. The coverage 

f ig u r e  was computed by d iv id in g  th e  sum of Net Income, I n t e r e s t  on Long- 

Term D ebt, F e d e ra l  Income Taxes, and D eferred  Income Taxes by th e  I n t e r 

e s t  on Long-Term Debt f ig u r e  in  each c a s e .  I n t e r e s t  coverage i s  w e ll  

over 2 .0  i n  a l l  y ea rs  fo r  a l l  c a s e s .  The f in a n c in g  o f  the  expansion
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by s to c k  r e s u l t s  In  th e  h ig h e s t  I n t e r e s t  coverage f ig u r e s  as  would 

be expec ted .  The long-te rm  deb t case  and th e  c a p i t a l i z e d  le a s e  case
m

y ie ld  about the  same f ig u r e s  a f t e r  the  f i r s t  y e a r .  While th e  non

c a p i t a l i z e d  le a s e  case  has coverage f ig u re s  o f  approx im ate ly  .8  above 

the  c a p i t a l i z e d  le a s e  c a s e ,  i t  should be remembered th a t  most a n a ly s t s  

and in v e s to r s  would make ad ju stm en ts  fo r  th e  n o n - c a p i t a l i z a t io n  in  

some manner even though many in d e n tu re  agreements do not r e q u i r e  

th e  ad ju s tm en t .

D eb t/E qu ity  r a t i o s  fo r  a l l  cases  and a l l  years  were shown on 

Table 12 o f  Chapter V. E l e c t r i c  u t i l i t i e s  t y p i c a l l y  have d e b t / e q u i ty  

r a t i o s  between 1 .1  and 1.3 a l though  some in d iv id u a l  f irm s may vary  

co n s id e ra b ly  from t h i s .  At the  end o f  Year 5 the  common s to c k  and 

p re f e r r e d  s to c k  cases  were low w ith  f ig u re s  o f  .82 and .76 r e s p e c 

t i v e l y .  The d eb t  and c a p i t a l i z e d  le a s e  cases  were h igh a t  th e  end 

o f  Year 5 w ith  r a t i o s  o f  1.51 and 1 .50 r e s p e c t iv e l y .

While a b o n d h o ld e r 's  r e t u r n  in  the  form o f  i n t e r e s t  i s  f ix ed  

w ith  th e  consequence t h a t  he v a lu es  h ig h ly  th e  s a f e ty  o f  the  f ix ed  

r e t u r n ,  s to c k h o ld e rs  a r e  more concerned w ith  the  r e t u r n  on th e  ow ner 's  

e q u i ty .  R e tu rn  on s to c k h o ld e r s '  investm ent fo r  a l l  y ea rs  and a l l  

cases  was p resen ted  i n  Table 13 o f  Chapter V. Cases in v o lv in g  deb t 

and le a s e s  ranked h ig h e s t ,  because  the  n e t  income was spread  over a 

s m a l le r  amount o f  ow ners ' e q u i ty .  The h ig h e r  percen tage  r e tu r n s  fo r  

th e  owners i n  the  d eb t  and le a s in g  cases  i s  coupled w ith  h ig h e r  r i s k  

due to  h igher  d e b t - e q u i ty  r a t i o s  and lower i n t e r e s t  coverage. Once 

a  f i r m 's  d e b t / e q u i ty  r a t i o s  and i n t e r e s t  coverage f ig u r e s  s t a r t  to  

d e t e r i o r a t e ,  the  u t i l i t y  becomes a  prime can d id a te  fo r  t h e  low ering 

o f  i t s  bond r a t i n g  by the  bond r a t i n g  companies.
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I t  i s  no t easy  to  recommend how an e l e c t r i c  u t i l i t y  should 

f in a n c e  i t s  expansion . I t  i s  f r e q u e n t ly  th e  case  t h a t  a  r e g u la to r y  

commission fo rc e s  a c a p i t a l  s t r u c t u r e  upon the  f irm . The degree  o f  

f l e x i b i l i t y  o f  th e  c a p i t a l  s t r u c t u r e  i s  v a r i a b l e  and depends on th e  

s p e c i f i c  commission invo lved .  The recommendations made h e re  assume 

t h a t  th e  r e g u la to r y  commission i s  somewhat f l e x i b l e  w ith  r e s p e c t  to  

th e  f i r m 's  c a p i t a l  s t r u c t u r e .  I f  i t  i s  assumed t h a t  the  f i r m 's  prime 

r e s p o n s i b i l i t y  to  i t s  in v e s to r s  i s  to  i t s  s to c k h o ld e rs  and no t i t s  

b o n d h o ld e rs ,  th e  e l e c t r i c  u t i l i t y  f irm s should  probably  a t te m p t to  

f in a n c e  a g r e a t e r  pe rcen tage  o f  t h e i r  investm en t in  p la n t  by deb t 

and l e a s e s .  O bviously , i t  would no t  be p o s s ib le  to  f in an c e  a l l  f u tu r e  

expansion  in  t h i s  manner because  th e  f irm  would become too  r i s k y  an 

investm en t fo r  even th e  most s p e c u la t iv e  i n v e s t o r s .  On th e  o th e r  

hand, an  expansion  o f  the  pe rcen tage  o f  c a p i t a l  coming from deb t 

would p robably  no t  ad v e rse ly  a f f e c t ,  to  any g r e a t  e x t e n t ,  th e  r i s k  

p o s i t i o n  o f  a f i rm  t h a t  i s  s im i la r  to  the  model f i rm .  Expansion by 

g r e a t e r  u se  o f  d e b t  and le a s e s  would in c re a s e  th e  r e tu r n  on s to c k 

h o ld e r s '  investm en t and would p robably  make new s to ck  i s s u e s  in  

l a t e r  time p e r io d s  more d e s i r a b l e  to  i n v e s t o r s .

A lthough an in c re a s e  in  the  pe rcen tage  o f  deb t i s  recommended, 

a  recommendation fo r  s u b s t i t u t i n g  le a s in g  on a long-te rm  b a s i s  fo r  

a  p o r t io n  o f  th e  d e b t  f in a n c in g  i s  s t r o n g ly  recommended. This w i l l  

g r e a t ly  improve th e  s u r fa c e  appearance o f  the  f irm  i f  the  l e a s e  i s  

no t  c a p i t a l i z e d .  Even when the  le a s e  i s  c a p i t a l i z e d ,  the  gen era ted  

f i n a n c i a l  s ta te m e n ts  showed the  c a p i t a l i z e d  le a s e  case  to  be s l i g h t l y  

more d e s i r a b l e  than  the  d eb t  case  on a l l  coun ts  w ith  the  e x ce p tio n
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o f  th e  c u r r e n t  r a t i o  and income ta x e s .  As was exp la ined  p re v io u s ly ,  

th e  g en era ted  f i n a n c i a l  s ta te m e n ts  assumed t h a t  th e  l e s s o r  go t  th e  

investm ent ta x  c r e d i t  and t h a t  *the le s s e e  paid  an im plied i n t e r e s t  

r a t e  o f  .2 % above th e  long -te rm  d eb t r a t e .  I t  would no t be a t y p i c a l  

fo r  th e  l e s s e e  to  ge t  th e  investm ent ta x  c r e d i t  in  exchange f o r  a 

h ig h e r  i n t e r e s t  r a t e .  The p o in t  i s  t h a t  the  assum ptions fo r  the  

genera ted  s ta te m e n ts  were thought to  be reaso n ab le  and a re  r e f l e c t e d  

in  t h i s  recommendation. The c h i e f  advantage o f  s u b s t i t u t i n g  long

term le a s in g  fo r  deb t i s  the  tapp ing  o f  a source  o f  funds t h a t  has 

no t  been e x te n s iv e ly  used in  the  p a s t .  This should prove to  be a t  

l e a s t  a p a r t i a l  s o lu t i o n  to  th e  u t i l i t i e s '  need fo r  funds.

From a R egu la to ry  S tandpo in t

U nlike the  f in a n c in g  i s s u e  from th e  u t i l i t y ' s  s ta n d p o in t ,  the  

r e g u la to ry  commission must b a lan ce  the  i n t e r e s t s  o f  u t i l i t y  customers 

and i n v e s t o r s .  The t r a d e - o f f  o f  r i s k  v e rsu s  r a t e  o f  r e tu r n  t h a t  face s  

in v e s to r s  was d iscu ssed  above. Customers a l s o  face  a t r a d e  o f f  between 

l e v e l  o f  s e rv ic e s  and r a t e s  they  must pay f o r  s e r v ic e .  I f  th e  r e g u la 

to r y  commission p ro p e r ly  performs i t s  fu n c t io n ,  i t  must a l lo w  the  f irm s 

to  be f i n a n c i a l l y  sound and i t  must have custom ers r e c e iv e  a c c e p ta b le  

s e r v ic e  a t  a  reaso n ab le  r a t e .

Commissions must a l low  the  u t i l i t i e s  to  be more f l e x i b l e  in  

t h e i r  c a p i t a l  s t r u c t u r e s .  I f  no f l e x i b i l i t y  were allowed th e  i n d i v id 

u a l  f i rm s ,  th ey  would be fo rced  to  i s s u e  new s e c u r i t i e s  in  th e  p e rc e n t 

age o f  t h e i r  c u r r e n t  c a p i t a l  s t r u c t u r e  even though t h i s  may n o t  be b e s t  

from a u t i l i t y  f irm  or customer p o in t  o f  view. The recommendations 

w i l l  assume t h a t  th e  r e g u la to ry  commissions w i l l  a l low  the  u t i l i t y
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f irm s  to  change t h e i r  c a p i t a l  s t r u c t u r e  i f  the  f irm s so d e s i r e  and 

the  changes a r e  no t  ad v erse  to  t h e i r  cus tom ers ' i n t e r e s t .  I t  was 

concluded above t h a t ,  from pu rd ly  a u t i l i t y  f irm  s ta n d p o in t ,  th e  f irm  

should a t te m p t to  f in a n c e  a g r e a t e r  percen tage  of i t s  p la n t  and eq u ip 

ment by d eb t  and l e a s in g .

The cus tom ers ' i n t e r e s t s  can be p a r t i a l l y  examined by o bserv ing  

the  e f f e c t s  on r a t e s  over the  f iv e - y e a r  period  t h a t  th e  model was ru n .  

O pera ting  Revenues, which r e p r e s e n t  t o t a l  amounts paid  by cus tom ers ,  

over the  f iv e -y e a r  per io d  and c a l c u la te d  fo r  each assum ption  were 

shown on Table 14 o f  Chapter V. The use o f  long -te rm  d e b t  y ie ld e d  the  

low est O pera ting  Revenue f ig u re s  and p re fe r r e d  s to c k  i s s u a n c e s  y ie ld e d  

th e  h ig h e s t  f ig u r e s  over the  f iv e - y e a r  p e r io d .  The d i f f e r e n c e  between 

th e  low est and h ig h e s t  cases  i s  sm all w ith  th e  p r e f e r r e d  s to c k  case  

s l i g h t l y  over 1.6% above the  lo n g - te rm  deb t c a se .  The model assumed 

t h a t  investm ent fo r  expansion  o ccu rred  only i n  the  f i r s t  y e a r .  The 

d i f f e r e n c e s  in  O pera ting  Revenues between th e  v a r io u s  f in a n c in g  te c h 

n iques  would become more n o t i c e a b le  i f  each method was used c o n s i s 

t e n t l y  fo r  s e v e ra l  co n secu t iv e  investm en ts  in  p la n t  and equipment. 

Because in c re a s e d  use  o f  d eb t  and le a s in g  as  opposed to  s to c k  would 

lead  to  lower r e l a t i v e  r a t e s ,  th e  r e g u la to r y  commissions should  encour

age t h i s  to  happen by a l lo w in g  f irm s to  change t h e i r  c a p i t a l  s t r u c t u r e s  

to  accommodate such changes. I t  should  not ta k e  much c o e rc io n  fo r  

u t i l i t y  firm s to  d e b t - f in a n c e  more o f  t h e i r  expansion  because  i t  was 

shown to  be in  the  b e s t  i n t e r e s t s  o f  the  f irm  and th e  owners in  the  

p reced ing  s e c t io n .  Although n e i th e r  le a s in g  case  y ie ld e d  O pera ting  

Revenues as  low as the  long -te rm  d e b t  c a se ,  bo th  were below th e  common
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s to c k  and p re f e r r e d  s to c k  c a s e s .  The s u b s t i t u t i o n  o f  l e a s in g  fo r  

d eb t  should  no t be hampered by r e g u la to r y  commissions. R a th e r ,  l e a s in g  

should  be encouraged to  th e  e x te n t  t h a t  i t  does not i n j e c t  too  much 

r i s k  i n t o  the  f irm .

Summary

Very o f te n  i t  i s  f e l t  t h a t  th e  b e s t  i n t e r e s t s  of a f irm  and i t s  

custom ers a r e  m u tua lly  e x c lu s iv e  when a f irm  i s  a t te m p t in g  to  do what 

i s  b e s t  fo r  i t s  i n v e s t o r s .  This does no t appea r  to  be th e  c a se  i f  the 

i s s u e  o f  how to  f in a n c e  an e l e c t r i c  u t i l i t y ' s  p la n t  expansion  i s  exam

in e d .  The in c re a s e d  use o f  d e b t  a l low s fo r  g r e a t e r  r e tu r n s  to  u t i l i t y  

s to c k h o ld e rs  and lower r a t e s  fo r  i t s  cus tom ers .  Care must be taken  

n o t  to  expand the  pe rcen tage  o f  d eb t  in  th e  u t i l i t y  f i r m 's  c a p i t a l  

s t r u c t u r e  to  such an e x te n t  t h a t  th e  c r e d i t  r a t i n g  o f  the  u t i l i t y  

w i l l  d e t e r i o r a t e .  I f  e l e c t r i c  u t i l i t y  f irm s a r e  in  need o f  ta p p in g  

new sources  o f  d eb t  c a p i t a l ,  th e  l e a s in g  a l t e r n a t i v e  should be i n v e s t i 

g a te d .  Unless th e  a d d i t i o n a l  i n t e r e s t  c o s t  i s  too g r e a t  f o r  a  l e a s e ,  

i t  could  be as  d e s i r a b l e  to  l e a s e  a s  to  purchase w ith  borrowed funds 

i n  th e  co n v en t io n a l  manner.
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CHAPTER V III 

SUMMARY AND CONCLUSIONS

In t ro d u c t io n

There seem to  be i n d i c a t i o n s  t h a t  th e  long -te rm  le a s in g  o f  item s 

o f  p la n t  and equipment in  the  e l e c t r i c  u t i l i t y  in d u s t ry  i s  becoming 

more p r e v a le n t .  Annual r e p o r t s  o f  some e l e c t r i c  u t i l i t i e s  d i s c l o s e  

th e  r e c e n t  s ig n in g  o f  long-te rm  le a s e  ag reem en ts .  Although people 

who a r e  knowledgeable about such m a t te r s  connected w ith  the  e l e c t r i c  

u t i l i t y  in d u s t ry  a re  aware o f  some o f  th e  l e a s in g  a c t i v i t y ,  l i t t l e  

i s  known about the  in d u s try -w id e  p r a c t i c e  of le a s in g  and the  magni

tude  o f  i t s  u se .  The t re a tm e n t  accorded le a s e s  by f irm s in  g e n e ra l  

has been the  to p ic  o f  w idespread  deb a te  fo r  many y e a rs .  More r e c e n t ly  

people concerned w ith  th e  e f f e c t s  o f  the t re a tm e n t  g iven  le a s e s  in  

th e  p u b lic  u t i l i t y  in d u s t ry  have spoken ou t on t h i s  i s s u e .  The 

in d u s t ry  views on th e  i s s u e  t h a t  a r e  p u b l i c ly  expressed  a re  a g a in s t  

th e  c a p i t a l i z a t i o n  o f  l e a s e s .  The argument a g a in s t  th e  c a p i t a l i z a t i o n  

o f  l e a s e s  by u t i l i t i e s  appea rs  to  be founded on the  premise t h a t  

c a p i t a l i z a t i o n  o f  th e  l e a s e  w i l l  have ad v e rse  e f f e c t s  on u t i l i t y  

in v e s to r s  and custom ers in  the  form o f  lower n e t  income and h ig h e r  

r a t e s .  Although the  c a p i t a l i z a t i o n  o f  l e a s e s  i s  pu rported  to  be 

ad v erse  to  the  i n t e r e s t s  o f  in v e s to r s  and custom ers,  no q u a n t i f i c a t i o n  

o f  th e  e f f e c t s  o f  th e  t r e a tm e n t  accorded le a s e s  in  th e  p u b l ic  u t i l i t y  

in d u s t ry  has been pub lished  to  d a t e .
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The purpose o f  t h i s  d i s s e r t a t i o n  i s  to  d isc o v e r  th e  e x te n t  of 

l e a s in g  a c t i v i t y  in  th e  e l e c t r i c  u t i l i t y  in d u s t r y ,  q u a n t i f y  th e  

e f f e c t s  o f  d i f f e r e n t  f in a n c in g  assum ptions in c lu d in g  c a p i t a l i z e d  

and n o n -c a p i ta l i z e d  l e a s e s ,  and make recommendations as  to  th e  t r e a t 

ment accorded le a se s  and th e  f in a n c in g  methods to  be u sed .  A q u e s t io n 

n a i r e  i s  used to  survey  a l l  C lass  A and C lass  B e l e c t r i c  u t i l i t i e s  in  

th e  United S ta t e s  on t h e i r  c u r r e n t  and planned le a s in g  a c t i v i t i e s .  The 

q u a n t i f i c a t i o n  o f  th e  e f f e c t s  o f  v a r io u s  f in a n c in g  assum ptions i s  done 

by th e  use of a s e t  o f  model f i n a n c i a l  s ta te m e n ts .  Balance sh e e ts  and 

income s ta te m e n ts  fo r  a f iv e -y e a r  period  a re  genera ted  f o r  each of th e  

v a r io u s  assum ptions and the  r e s u l t s  a re  compared. The in fo rm a tio n  ob

ta in e d  from the  q u e s t io n n a i r e  and th e  r e s u l t s  o f  the  g en era ted  f i n a n c i a l  

s ta te m e n ts  a re  used to  make th e  recommendations fo r  the t r e a tm e n t  o f  

l e a s e s  on f i n a n c i a l  s ta t e m e n t s ,  r a t e  making, and f e d e r a l  income ta x  

t re a tm e n t .  Recommendations fo r  the  fu tu r e  f in an c in g  o f  p la n t  expansion 

a r e  made from a u t i l i t y  and from a r e g u la to r y  commission s ta n d p o in t .

R e s u l t s  o f  th e  Q u e s t io n n a ire  Survey

The q u e s t io n n a i r e  used in  th e  survey on le a s in g  a c t i v i t y  was 

m ailed  to  190 C lass  A and C lass  B e l e c t r i c  u t i l i t i e s .  A t o t a l  o f  133 

f i rm s ,  which was a 70% response  r a t e ,  r e tu rn e d  the  q u e s t io n n a i r e  a f t e r  

th e  i n i t i a l  r e q u e s t  and a fo llow  up were made. The responses  i n d i 

c a ted  t h a t  93 u t i l i t i e s  were engaged in  some type o f  l e a s in g .  Exami

n a t io n  o f  the  in d iv id u a l  q u e s t io n n a i r e s  in d ic a te d  a lm ost w ith o u t excep

t i o n  t h a t  c e r t a i n  types  o f  a s s e t s  have become popular item s f o r  l e a s in g
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i n  th e  p a s t  few y e a r s .  R a i l ro a d  c a r s ,  g e n e ra t in g  equipment and 

n u c le a r  f u e l  a re  item s t h a t  on ly  r e c e n t ly  have been le a se d  by u t i l 

i t i e s .

In fo rm atio n  was o b ta in ed  on the  q u e s t io n n a i r e  t h a t  allowed f o r  

c l a s s i f i c a t i o n  o f  th e  l e a s e  a s  a f in a n c in g  o r  o p e ra t in g  type  o f  an 

agreem ent. Cost o f  th e  leased  equipment, d u r a t io n  o f  the  l e a s e ,  and 

payment s t r u c t u r e  were looked a t  to  de te rm ine  th e  c l a s s i f i c a t i o n .  

Because of incom plete  re sp o n ses  i t  was not p o s s ib le  to  c l a s s i f y  a l l  

o f  th e  l e a s e s  as e i t h e r  f in a n c in g  o r  o p e ra t in g .  I t  was determ ined  

t h a t  53 f in a n c in g  le a s e s  e x i s t e d ,  a l l  bu t  seven being  fo r  b u i l d in g s ,  

g e n e ra t in g  equipm ent, p o l l u t i o n  c o n t ro l  equipment, and r a i l r o a d  c a r s .

I t  was d isco v ered  t h a t  a few f irm s  t r e a t  some of t h e i r  l e a se s  

one way fo r  f i n a n c i a l  s ta te m e n t  purposes and a d i f f e r e n t  way fo r  r a t e  

making and income ta x  purposes .  The v a s t  m a jo r i ty  o f  th e  f irm s 

expensed t h e i r  le a se  payments c u r r e n t ly  f o r  a l l  purposes .  I t  was 

i n t e r e s t i n g  to  no te  t h a t  fo r  each purpose ca teg o ry  ( f i n a n c i a l  s t a t e 

ment, r a t e  making, and income tax )  s ev en te en  firm s s t a t e d  t h a t  they  

c a p i t a l i z e  l e a s e s .  In  f i f t e e n  o f  th e s e  cases  the  same u t i l i t y  s t a t e d  

they  c a p i t a l i z e d  some o f  t h e i r  l e a s e s  fo r  a l l  th re e  pu rposes .  P e r 

haps the  firm s and t h e i r  r e g u la to ry  commissions were fo llo w in g  th e  

I n t e r n a l  Revenue S e rv ic e  i n  t h e i r  d e te rm in a t io n  of th e  c a p i t a l i z a t i o n  

s t a t u s  of th e  l e a s e .

Leasing i s  i n  the fu tu r e  p lans o f  some u t i l i t i e s  as  a source  o f  

funds to  f in an c e  th e  a c q u i s i t i o n  o f  p la n t  and equipment. T h i r ty  

f irm s s t a t e d  th a t  they  would use le a s in g  to  f in an ce  up to  t e n  p e rce n t 

o f  t h e i r  c a p i t a l  investm ent in  the  nex t th r e e  y e a r s .  Some o f  the
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firm s t h a t  responded did  not c o n s id e r  le a s in g  as a  sou rce  o f  funds

because 68 f irm s s t a t e d  as  a response  to  ano ther  q u e s t io n  t h a t  they
*

in tended  to  le a s e  a s s e t s  in  th e  f u tu r e .  The firm s t h a t  had con

s id e re d  l e a s in g  bu t chose not to  l e a s e  l i s t e d  economic or f i n a n c i a l  

reasons  as  the  main reaso n s  fo r  no t  l e a s in g .  Most f i rm s '  bond in d e n 

tu r e  agreements had r e s t r i c t i v e  convenants as  to  i n t e r e s t  coverage 

o r  d e b t / e q u i ty  r a t i o s .  One hundred seven teen  f irm s had such r e s t r i c 

t i o n s  and 54 f irm s s a id  they  would a f f e c t  le a s in g  d e c i s io n s .

S evera l  i n q u i r i e s  on the  q u e s t io n n a i r e  c a l le d  fo r  a  " f r e e  re sp o n se"  

type of an answer. The responses  t h a t  appeared in d ic a te d  t h a t  some 

firm s had g iven  the  le a s in g  a l t e r n a t i v e  c o n s id e ra b le  thought w hile  

o th e rs  d ism issed  le a s in g  w ith  the  h a s ty  conc lu s ion  th a t  i t  was too 

c o s t l y .  One group o f  f irm s f e l t  t h a t  le a s in g  was an e f f e c t i v e  way 

to  f in an ce  p la n t  and equipment because  le a s in g  agreements would not 

je o p a rd iz e  the  keeping o f  the  s p e c i f i e d  agreements con ta ined  in  c u r 

r e n t  bond in d e n tu re s .  These firm s in d ic a te d  th a t  they  w i l l  r e s o r t  to  

more le a s in g  as  the  l i m i t s  on t h e i r  c u r r e n t  agreements a r e  approached. 

O ther u t i l i t i e s  b e l ie v e d  t h a t  l e a s e s  w i l l  have to  be c a p i t a l i z e d  fo r  

purposes o f  making c a l c u la t io n s  p e r t i n e n t  to  in d e n tu re  agreements i f  

they  a r e  no t c a p i t a l i z e d  a l r e a d y .  These f irm s f e l t  t h a t  th e re  i s  no 

p o in t  in  l e a s in g  s in c e  i t  has the  same e f f e c t s  as  deb t f in a n c in g  fo r  

computing coverages and r a t i o s  and could be more c o s t l y .

R e s u l t s  o f  the  Model

The g e n e ra l  model pe rm itted  the  g e n e ra t io n  o f  f i n a n c i a l  s t a t e 

ments under the  v a r io u s  f in a n c in g  methods th a t  were assumed. S ig n i 

f i c a n t  items on the  f i n a n c i a l  s ta tem en ts  were examined to  see the
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s i z e  o f  changes. These item s inc luded  a f t e r  ta x  n e t  income, r e ta in e d  

ea rn in g s  b a la n c e s ,  c u r r e n t  r a t i o s ,  d e b t / e q u i t y  r a t i o s ,  r e t u r n  on 

s to c k h o ld e r s '  in v e s tm en t ,  o p e ra t in g  rev en u e s ,  and f e d e r a l  income ta x e s .

S tock is su a n c e  cases  had th e  h ig h e s t  o p e ra t in g  revenue f ig u r e s  

b u t  y ie ld e d  lower r e tu r n s  on s to c k h o ld e r s '  in v e s tm en t .  A f te r  tax  

n e t  income and f e d e r a l  income ta x e s  were h ig h e r  under th e  s to c k  c a s e s .  

Higher d e b t / e q u i ty  r a t i o s  r e s u l t e d  from deb t f in a n c in g ,  b u t  c u r r e n t  

r a t i o s  were most fa v o ra b le  when p re f e r r e d  s to c k  was i s s u e d .

When th e  two le a s in g  assum ptions were d i r e c t l y  compared, i t  was 

seen  t h a t  as f a r  as  O pera ting  Revenues a re  concerned th e re  was l i t t l e  

d i f f e r e n c e  between the  two methods o f  accoun ting  fo r  the  l e a s e .  Oper

a t i n g  Revenues fo r  the  f iv e - y e a r  per iod  were le s s  than  one p e rce n t  

h ig h e r  fo r  th e  n o n -c a p i ta l i z e d  c a s e .  The f iv e - y e a r  n e t  income t o t a l  

was more fa v o ra b le  to  in v e s to r s  under th e  n o n -c a p i ta l i z e d  le a s e  a l t e r 

n a t iv e .  Net income was about 4 .7  p e rc e n t  h ig h e r  than  i n  the  c a p i t a l i z e d  

le a s e  case  fo r  the  f iv e -y e a r  p e r io d .  Coupled w ith  th e  more fav o rab le  

n e t  income outcome fo r  th e  n o n -c a p i t a l i z e d  case  were some o th e r  f a v o r 

a b le  outcomes t h a t  r e s u l t e d  from h ig h e r  n e t  income in  th e  n o n - c a p i t a l 

iz ed  c a s e .  The r e ta in e d  ea rn in g s  b a la n c e  was s ix  p e rc e n t  h ig h e r  i n  

th e  n o n -c a p i ta l i z e d  le a s e  case  a t  th e  end o f  year  5 .  The c u r r e n t  r a t i o s  

f o r  the  n o n -c a p i ta l i z e d  and c a p i t a l i z e d  le a se  cases  a t  th e  end o f  year  5 

were 1.52 and 1.20 r e s p e c t iv e l y .  Even th e  r a t e  o f  r e t u r n  on s to c k h o ld e r s '  

investm en t was h ig h e r  in  the  n o n - c a p i ta l i z e d  c a s e ,  8.63% as opposed to 

8.44% in  the  c a p i t a l i z e d  c a se .  As would be expected  the  d e b t / e q u i ty  

r a t i o  was h igher  when the  le a se  was c a p i t a l i z e d .  The d e b t / e q u i ty  r a t i o
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was 1 .50  fo r  th e  c a p i t a l i z e d  assum ption  and 1.12 fo r  th e  n o n - c a p i t 

a l i z e d  assum ption . I t  i s  v ery  p ro b a b le  t h a t  an  a n a ly s t  would be a b le  

to  i n f e r  a d ju s tm en ts  from o th e r  d a ta  inc luded  w ith  the  s ta te m e n ts  in  

th e  n o n - c a p i ta l i z e d  c a se .  A lthough a n a ly s t s  would a t te m p t to  a d j u s t  

fo r  th e  n o n - c a p i t a l i z a t io n  o f  the  l e a s e ,  i t  i s  u n l ik e ly  t h a t  th e  

a d ju s tm en ts  could be done on a uniform , in d u s try -w id e  b a s i s .  F in a l ly  

the  f e d e r a l  income ta x  payments were more fav o rab le  to  the  government 

untjer th e  n o n - c a p i t a l i z a t io n  t r e a tm e n t .  The f iv e -y e a r  t o t a l s  o f  

f e d e r a l  income ta x e s  minus investm en t ta x  c r e d i t  were $5,189 fo r  th e  

n o n -c a p i ta l i z e d  assum ption and $4,883 fo r  th e  c a p i t a l i z e d  assum ption , 

an  amount which was 6.3% h ig h e r  i n  th e  n o n - c a p i ta l i z e d  c a se .

Recommendations

I t  was recommended by th e  w r i t e r  t h a t  l e a s e s  be c a p i t a l i z e d  fo r  

f i n a n c i a l  s ta tem en t  pu rposes .  Leases were determ ined to  be d i f f e r e n t  

from execu to ry  c o n t r a c t s  in  which th e  o th e r  p a r ty  must p lay  a very  

a c t i v e  r o l e  in  f u l f i l l i n g  h i s  o b l i g a t i o n s .  A c q u is i t io n  o f  p ro p e r ty  

r i g h t s  through a  long -te rm  le a s e  appears  to  be an  a s s e t  i n  terms o f  

th e  Sprouse and Moonitz d e f i n i t i o n  in  A ccounting Research Study No. 3 

Long-term le a s e s  t h a t  p rov ide  fo r  th e  a c q u i s i t i o n  o f  p ro p e r ty  r i g h t s  

must be c a p i t a l i z e d  i f  the  su b s tan ce  o f  th e  agreement i s  to  p r e v a i l  

over the  form. Long-term le a s e s  should  a l s o  be d is c lo s e d  i n  n o te s  to  

the  f i n a n c i a l  s ta te m e n ts  which d e s c r ib e  th e  c a p i t a l i z a t i o n  p ro c e s s .  

Only then  w i l l  th e  i n t e r e s t s  o f  bo th  in v e s to r s  and c r e d i t o r s  be b e s t  

s e rv e d .
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N o n - c a p i t a l i z a t io n  t re a tm e n t  i s  recommended fo r  r a t e  making 

pu rposes .  The cho ice  o f  t re a tm e n t  accorded le a se s  fo r  r a t e  making 

purposes makes l i t t l e  d i f f e r e n c e  from a  c u s to m e r 's  v iew poin t o f  r a t e s  

p a id .  They w i l l  pay v i r t u a l l y  the  same r a t e  under e i t h e r  t r e a tm e n t .  

I n v e s to r s  f a r e  b e t t e r  w ith  n o n - c a p i t a l i z a t i o n  because u t i l i t y  e a rn in g s  

a r e  h ig h e r .  I f  in v e s to r s  f a r e  b e t t e r  under n o n - c a p i t a l i z a t io n ,  u t i l 

i t y  s e c u r i t i e s  w i l l  be a more d e s i r a b l e  in v es tm en t ,  and th e  chances o f  

s u f f i c i e n t  money c a p i t a l  fo r  expansion  o f  p la n t  and equipment to  s e rv e  

th e  custom ers a r e  g r e a t ly  enhanced.

When the  e f f e c t s  o f  the  investm ent ta x  c r e d i t  a r e  removed, the  

d i f f e r e n c e s  i n  f e d e r a l  income ta x  l i a b i l i t i e s  were n e g l i g i b l e .  No 

recommendation fo r  the  tax  t re a tm e n t  i s  made, because i t  would not 

make any r e a l  d i f f e r e n c e  assuming s t r a i g h t  l i n e  a m o r t iz a t io n  of the  

l e a s e  i s  taken .  I f  a c c e le r a te d  a m o r t iz a t io n  were a l low ed , most u t i l i 

t i e s  would probably  p re fe r  to  c a p i t a l i z e  l e a s e s  for ta x  pu rposes .

Given t h a t  a u t i l i t y  i s  in  need o f  c a p i t a l  fo r  expansion  o f  i t s  

f a c i l i t i e s  and t h a t  i t  i s  allow ed to  modify i t s  c a p i t a l  s t r u c t u r e  to  

some d eg ree ,  i t  would be in  the  b e s t  i n t e r e s t s  o f  i t s  s to c k h o ld e rs  to  

f in an c e  expansion  w ith  r e l a t i v e l y  more d e b t  and le s s  s to c k .  U t i l i t y  

f irm s would then  have h ig h e r  r e tu r n s  on s to c k h o ld e r s '  investm ent w ith  

in c re a s e s  in  t h e i r  r i s k  f a c t o r .  As long as  th e  change in  c a p i t a l  

s t r u c t u r e  i s  no t extreme and minimum i n t e r e s t  coverage r a t i o s  a re  

m a in ta in ed ,  the  in c re a se  in  r i s k  would no t ad v e rse ly  a f f e c t  th e  f i r m 's  

c r e d i t  r a t i n g .  E l e c t r i c  u t i l i t i e s  should s t r o n g ly  co n s id e r  the  sub

s t i t u t i o n  o f  le a s in g  fo r  some o f  t h e i r  f u tu r e  long-term  d eb t  f in a n 

c ing  of p ro p e r ty .  I f  le a se s  a re  not c a p i t a l i z e d  on the  f i n a n c i a l
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s ta te m e n ts ,  th e  s u r fa c e  view o f  th e  f irm  w i l l  g r e a t ly  improve. Even 

i f  th e  l e a s e  i s  c a p i t a l i z e d ,  the  g en e ra ted  f i n a n c i a l  s ta te m e n ts  showed 

th e  c a p i t a l i z e d  case  to  be s l ig T it ly  more d e s i r a b l e  than  th e  lo n g - te rm  

d eb t c a s e .  An im p o rtan t  advan tage  o f  s u b s t i t u t i n g  le a s in g  fo r  long 

term d eb t i s  the  tapp ing  o f  a sou rce  o f  funds t h a t  has no t been 

e x te n s iv e ly  used in  th e  p a s t .

R eg u la to ry  commissions have to  p lan  a b a lan c in g  r o l e  between the  

i n v e s t o r s '  i n t e r e s t s  and the  cu s to m ers ' i n t e r e s t s .  I t  has a l re a d y  

been concluded t h a t  s l i g h t l y  more d e b t  in  the  c a p i t a l  s t r u c t u r e  would 

be b e t t e r  fo r  th e  owners o f  u t i l i t y  e q u i ty  s e c u r i t i e s .  The expansion  

o f  deb t i n  an e l e c t r i c  u t i l i t y ' s  c a p i t a l  s t r u c t u r e  a l s o  appea rs  d e s i r 

a b le  from th e  c u s to m e r 's  p o in t  o f  view. The f in a n c in g  o f  expansion  

by long-term  d eb t  y ie ld e d  the  low est t o t a l  O pera ting  Revenue f ig u re s  

which would i n d i c a te  the  low est r a t e s .  Both le a s in g  a l t e r n a t i v e s  

y ie ld e d  O pera ting  Revenues above th o se  o f  long-term  d eb t  b u t  below 

those  o f  s to c k  i s s u a n c e .  Because an  expansion  o f  l e a s in g  and d e b t  

r e l a t i v e  to  owners ' e q u i ty  in  the  c a p i t a l  s t r u c t u r e  o f  e l e c t r i c  u t i l i 

t i e s  i s  d e s i r a b l e  from an ow ner 's  and c u s to m e r 's  s ta n d p o in t ,  r e g u l a 

to r y  commissions should  encourage th e se  types  o f  changes in  th e  f i rm s '  

c a p i t a l  s t r u c t u r e s .

F in a l  Remarks

The t re a tm e n t  accorded le a s e s  has more than  j u s t  th e  s u p e r f i c i a l  

e f f e c t s  on the  f ig u r e s  app ea r in g  on a  u t i l i t y ' s  income s ta tem en t  and 

ba lance  s h e e t .  Because th e  amount o f  o p e ra t in g  revenues w i l l  vary  

w ith  th e  t re a tm e n t  o f  l e a s e s  fo r  r e g u la to r y  purposes ,  the  r e a l  e f f e c t s
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o f  changes in  revenues rece iv ed  and income ta x es  paid  o ccu r .  The 

a c tu a l  cash  p o s i t i o n  o f  th e  f irm  w i l l  change as  a r e s u l t  o f  th e  above 

e f f e c t s  as  w e l l  as  changes in  a l l  o f  the  o th e r  in d i c a to r s  o f  a f i r m 's  

p o s i t i o n  and performance t h a t  could  be caused by a p p a re n t  as  w e l l  as 

r e a l  e f f e c t s .

Leasing  has been shown to  be a  v ia b le  a l t e r n a t i v e  fo r  an  e l e c t r i c  

u t i l i t y  to  use in  th e  f in a n c in g  o f  i t s  expansion o f  p la n t  and equipment. 

The model used to  g e n e ra te  f i n a n c i a l  s ta te m e n ts  in  t h i s  s tudy  assumed 

t h a t  th e  f irm  was e q u iv a le n t  to  th e  in d u s t ry  av e rag e .  The p o t e n t i a l  

f o r  an in d iv id u a l  f irm  to  o b ta in  b e n e f i c i a l  r e s u l t s  from the  use o f  

l e a s in g  would depend on many f a c t o r s  s p e c i f i c  to  each f i rm .  Two o f  

th e  most im portan t f a c to r s  would be the  r e g u la to r y  commissions' a t t i 

tude  toward what th e  d e b t / e q u i ty  r a t i o  o f  th e  f irm  should  be and what 

th e  p re se n t  d e b t / e q u i ty  r a t i o  o f  th e  f irm  a c t u a l l y  i s .  The c o r r e c t  

d e c i s io n  on th e  l e a s in g  i s s u e  i s  f irm  s p e c i f i c .  U nless a u t i l i t y  

r ig o ro u s ly  an a ly zes  the  le a s in g  a l t e r n a t i v e ,  i t  w i l l  never know whether 

i t  missed the  b e s t  method o f  f in a n c in g  a p o r t io n  o f  i t s  needed expan

s io n .
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INITIAL STATEMENTS

HYPOTHETICAL U T I L I T I T I E S ,  INC.

BALANCE SHEET 

OECEMBER 3 1 ,  19 + 0 

ASSETS

TOTAL UTILITY PLANT $ 1 0 2 2 7 7
ACCUMULATED DEPRECIATION - 2 2 3 4 8

NET UTILITY PLANT 7992 9
OTHER PROPERTY A NO INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 5321
DEFERRED DEBITS 4 2 5

TOTAL ASSETS AND OTHER DEBITS $ 874 1 7

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3 3 8 1
RETAINED EARNINGS 9363
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 345 4 4
LONG TERM DEBT 419 38
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AIO OF CONSTRUCTION 463
DEFERREO INCOME TAXES 2 1 9 8

TOTAL L IA B IL IT IE S  AND OTHER CREDITS $ 87417



www.manaraa.com

101
HYPOTHETICAL U TILITIES* INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31* 19 + 0

OPERATING REVENUES $ 2 3 1 2 8

OPERATING EXPENSES AND MAINTENANCE - 1 1 9 7 8
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 0
FEDERAL INCOME TAXES - 1 2 3 3
OTHER TAXES - 2 4 9 8
DEFERRED INCOME TAXES - 1 1 0
INVESTMENT TAX CREDIT - 2 5

TOTAL OPERATING EXPENSES - 1 8 2 4 3

TOTAL OPERATING INCOME 4 8 8 5
INTEREST CHARGED TO CONSTRUCTION 5 88
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 4 0 7

DIVIDENDS DECLARED ON COMMON STOCK 

DIVIDENDS DECLARED ON PREFERRED STOCK

$

$

2 1 5 9

362
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ASSUMPTION OF COMMON STOCK ISSUED
IN YEAR 1
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HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 f 19 + 1 

ASSETS

TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8 9 4 1
DEFERRED DEBITS 4 25

TOTAL ASSETS AND OTHER DEBITS $ 1 03620
sxsrssssss

L I A B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 22488
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 9 5 1 8
RETAINED EARNINGS 1 0 0 8 4
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 5 0 6 0 7
LONG TERM DEBT 419  38
CURRENT AND ACCRUEO LIAB IL ITIES 7 3 0 9
DEFERRED CREDITS 799
OPERATING RESERVES 1 4 6
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2 3 3 8

TOTAL LIABILITIES ANO OTHER CREDITS $ 103620
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HYPOTHETICAL UTILITIES, INC
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INCOME STATEMENT

FOR YEAR ENOING DECEMBER 3 1 ,  19 + 1

OPERATING REVENUES $ 2 6 4 3 0

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 6 8 5
OTHER TAXES - 2 8  7 3
DEFERRED INCOME TAXES - 1 4 0
INVESTMENT TAX CREDIT 614

TOTAL OPERATING EXPENSES - 2 0 6 1 8

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 936
OTHER INCOME ( NET I 170
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4681

DIVIDENDS DECLARED ON COMMON STOCK $ 3 5 9 8

DIVI DEN OS DECLARED CN PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF COMMON STOCK ISSUED
IN YEAR 1

104

HYPOTHETICAL U T I L I T I T I E S ,  INC.

BALANCE SHEET 

DECEMBER 3 1 ,  19 * 2 

ASSETS

TOTAL UTILITY PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0  7

NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9 2 3 4
DEFERRED DEBITS 408

TOTAL ASSETS AND OTHER DEBITS $ 1 0 3 8 9 6

LIA BILITIE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 2 2 4 8 8
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 9 5 1 8
RETAINED EARNINGS 102 3 7
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 5 0 7 6 0
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L IA B IL IT IE S  7 3 0 9
DEFERRED CREDITS 7 9 9
OPERATING RESERVES 1 4 6
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2 4 6 1

TOTAL LIABILITIES AND OTHER CREDITS $ 103896
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HYPOTHETICAL UTILITIES* INC.

INCOME STATEMENT

FOR YEAR ENOING OECEMBER 31* 19 + 2

OPERATING REVENUES $ 2 6 712

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 4 8 1
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 2 3
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 9 0 1

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME I NET) 3 6 9
INTEREST ON LGNG TERM DE8T - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4 1 1 3
X S SSSS3533

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$

$

3 5 9 8

362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF COMMON STOCK ISSUEO
IN YEAR 1

HYPOTHETICAL U T 1 L IT IT IE S ,  INC, 

BALANCE SHEET 

DECEMBER 3 1 f 1 9 + 3  

ASSETS

TOTAL UTILITY PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 9 25  12
OTHER PROPERTY ANC INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9544
DEFERRED DEB ITS 391

TOTAL ASSETS AND OTHER DEBITS $ 104189

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 2 2 4 8 8
PREFERRED STOCK 7499
PREMIUM ON CAPITAL STOCK 9 5 1 8
RETAINED EARNINGS 10406
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 5 0929
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 7 99
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 83
DEFERRED INCOME TAXES 2 5 8 5

TOTAL LIABILITIES AND OTHER CREDITS 104189
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INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9  + 3

OPERATING REVENUES $ 2 6 7 1 8

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 4 8 6
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 2 4
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 9 0 7

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 385
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4129

DIVIDENDS DECLARED ON COMMON STOCK $ 3598

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF COMMON STOCK ISSUED
IN YEAR I

HYPOTHETICAL UTIL IT IT  IES t INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  19 + 4 

ASSETS

TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9 8 7 1
DEFERRED DEBITS 3 74

TOTAL ASSETS AND OTHER DEBITS $ 1 0 4 4 9 9

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 224 8 8
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 9518
RETAINED EARNINGS 10592
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 5 1 1 1 5
LONG TERM DEBT 419 3 8
CURRENT AND ACCRUED L IA B I L I T I E S  7 3 0 9
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2709

TOTAL LIABILITIES AND OTHER CREOITS 104499
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HYPOTHETICAL UTILI TI ES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  19 + 4

OPERATING REVENUES $  2 6 7 2 5

OPERATING EXPENSES AND MAINTENANCE > 1 3775
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 4 9 3
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 2 4
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 9 1 4

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 1 68
OTHER INCOME (NET I 402
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4 1 4 6

DIVIDENDS DECLAREO ON COMMON STOCK $ 3 5 9 8

01VI DEN DS DECLARED GN PREFERRED STOCK $ 36 2
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF COMMON STOCK ISSUED
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  INC.  

BALANCE SHEET 

DECEMBER 3 1 ,  IS  + 5 

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

LIA BILITIE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 2 2 4 8 8
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 9 5 1 8
RETAINEC EARNINGS 1 0 7 9 6
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 5 1 3 1 9
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CRECITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2 8 3 4

$ 1 1 7 6 1 9
- 2 5 1 0 7

92512
1742

1 0 2 1 7
357

$ 10482  8

TOTAL LIABILITIES AND OTHER CREDITS
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENOING DECEMBER 3 1 ,  1 9 + 5  

OPERATING REVENUES $ 2 6 7 3 2

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 4 9 9
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 2 5
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 9 2 1

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET! 4 2 0
INTEREST ON LCNG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4 1 6 4

DIVIDENDS DECLAREC ON COMMON STOCK $ 3598

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF PREFERRED STOCK ISSUED
IN YEAR I

HYPOTHETICAL UTILI Tl TIES,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 1  

ASSETS

TOTAL UTILITY PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 9 2 5 1 2
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9 6 0 0
DEFERRED DEBITS 4 2 5

TOTAL ASSETS AND OTHER DEBITS $ 1 0 4 2 7 9

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK (  132 83
PREFERRED STOCK 22841
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 1 0 7 4 3
OTHER PAID IN CAPITAL 10 18

TOTAL PROPRIETARY CAPITAL 5 1 2 6 6
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUEO L IA B IL IT IE S  73 09
DEFERRED CREDITS 799
OPERATING RESERVES 1 46
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2 3 3 8

TOTAL LIABILITIES AND OTHER CREDITS $ 104279



www.manaraa.com

113
HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  19 ♦ I

OPERATING REVENUES $  2 6 4 3 0

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
OEPREC IATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 6 8 5
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 4 0
INVESTMENT TAX CREDIT 614

TOTAL OPERATING EXPENSES - 2 0 6 1 8

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 936
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4681

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$

$

2 1 5 9

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

HYPOTHETICAL U T I L I T I T IE S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  19 ♦ 2 

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED CEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND

PROPRIETARY CAPITAL

COMMON STOCK S 13283
PREFERRED STOCK 2 2 8 4 1
PREMIUM ON CAPITAL STOCK 3 3 8 1
RETAINED EARNINGS 11591
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 5 2 1 1 4
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L IA B IL IT IE S  7 3 0 9
DEFERRED CREDITS 7 9 9
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2 4 6 2

TOTAL LIABILITIES AND OTHER CREOITS $ 105251

117619
- 2 5 1 0 7

92512
1742

1 05 8 9
4 0 8

105251

OTHER CREDITS
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HYPOTHETICAL UTILI TIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  19 ♦ 2

OPERATING REVENUES $ 2 6 7 2 6

OPERATING EXPENSES ANO MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 * 9 4
OTHER TAXES - 2 0 7 3
DEFERRED INCOME TAXES - 1 2 4
INVESTMENT TAX CREDIT 1 10

TOTAL OPERATING EXPENSES - 2 0 9 1 5

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME ( NET I 4 0 5
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4 1 4 9

DIVIDENDS DECLARED ON COMMON STOCK S 2 1 5 9

DIVIDENDS DECLAREO ON PREFERREO STOCK $ 1142
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF PREFERRED STOCK ISSUEO
IN YEAR 1

HYPOTHETICAL U T I L I T I T I E S ,  INC.

BALANCE SHEET 

DECEMBER 3 1 ,  1 9  «■ 3 

ASSETS

TOTAL UTILITY PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 9 2 5 1 2
OTHER PROPERTY ANC INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 11635
DEFERRED DEBITS 391

TOTAL ASSETS AND OTHER DEBITS $ 1 0 6280

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 132 8 3
PREFERRED STOCK 22841
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 124 9 4
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 5 3 0 1 7
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L IA B IL IT IE S  7 3 0 9
DEFERRED CREDITS 7 9 9
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 83
DEFERREO INCOME TAXES 2 5 8 8

TOTAL LIABILITIES AND OTHER CREOI TS
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENOING DECEMBER 3 1 ,  1 9  ♦  3

OPERATING REVENUES $ 2 6 7 4 7

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 5 1 3
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 2 6
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 9 3 6

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 4 6 0
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4 2 0 4
==3=ZS3SXS

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$

$

2159

1142
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ASSUMPTION OF PREFERRED STOCK ISSUED
IN YEAR 1
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HYPOTHETICAL U T I L I T I T IE S ,  INC.

BALANCE SHEET 

DECEMBER 3 1 ,  19 + 4  

ASSETS

TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 92512
OTHER PROP ER TY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 12740
DEFERRED DEBITS 374

TOTAL ASSETS AND OTHER DEBITS $ 1073  6 8

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1328 3
PREFERRED STOCK 2 2 8 4 1
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 1 3 4 5 4
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 53977
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L IAB IL IT IES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2716

TOTAL LIABILITIES ANO OTHER CREDITS $ 107368
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  19 ♦ A

OPERATING REVENUES $ 267 7 0

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 5 3 4
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 2 8
INVESTMENT TAX CREDIT 1 1 0

TOTAL OPERATING EXPENSES - 2 0 9 5 9

TCTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET! 5 17
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 4261

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

DIVIDENDS DECLARED ON PREFERRED STOCK $ 1142
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF PREFERRED STOCK ISSUED
IN YEAR 1

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET

DECEMBER 31» I S *  5 

ASSETS

TOTAL UTILITY PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 9 2 5 1 2
OTHER PROPERTY AND INVESTM ENT 17*2
CURRENT AND ACCRUED ASSETS 13908
DEFERRED DEBITS 357

TOTAL ASSETS AND OTHER DEBITS $ 108519

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1 3 2 8 3
PREFERRED STOCK 2 2 8 * 1
PREMIUM ON CAPITAL STOCK 3381
RET AIN EC EARNINGS 1**75
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 5*998
LONG TERM DEBT * 1 9 3 8
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 799
OPERATING RESERVES 1*6
CONTRIBUTIONS IN AID OF CONSTRUCTION *83
DEFERRED INCOME TAXES 2 8 * 6

TOTAL LIABILITIES ANO OTHER CREDITS $ 108519
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9  ♦ 5

OPERATING REVENUES $ 2 6 7 9 4

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 5 5 6
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 3 0
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 9 8 3

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
CTHER INCOME (NET) 5 7 8
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME (  4 3 2 2

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$

$

2 1 5 9

1142
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF LONG TERM DEBT ISSUED
IN YEAR I

HYPOTHETICAL UTILI TI TIES* INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 1  

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUEO ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND

PROPRIETARY CAPITAL

COMMON STOCK S 1 3 2 8 3
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 1 0 4 4 9
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 
LCNG TERM DEeT
CURRENT AND ACCRUED L IA B IL IT IE S  
DEFERRED CREDITS 
OPERATING RESERVES
CONTRIBUTIONS IN AID OF CONSTRUCTION 
DEFERRED INCOME TAXES

356 30 
5 7 2 8 0  

7309  
799 
146 
48  3 

2306

1 1 7 6 1 9
- 2 5 1 0 7

9 2 5 1 2
1742
9274

4 25

103953

OTHER CREDITS

TOTAL LIABILITIES AND OTHER CREDITS $ 103953
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING OECEMBER 31 , 19 ♦ 1

OPERATING REVENUES $ 2 6 0 1 2

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 2 9 9
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 0 8
INVESTMENT TAX CREDIT 6 14

TOTAL OPERATING EXPENSES - 2 0 2 0 0

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 9 36
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT - 3 0 5 1
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 6 0 7
SS2X 2 2 2 2  2 2

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9o
DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF LONG TERM DEBT ISSUED
IN YEAR 1
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HYPOTHETICAL U T I L I T I T I E S ,  INC.

BALANCE SHEET 

DECEMBER 3 1* 19 + 2 

ASSETS

TOTAL UTILITY PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9 9 1 9
DEFERRED DEBITS 408

TOTAL ASSETS AND OTHER DEBITS $ 1 04581

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3 3 8 1
RETAINED EARNINGS 10985
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 6 1 6 6
LONG TERM DEBT 57280
CURRENT ANO ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2 3 9 8

TOTAL LIABILITIES AND OTHER CREDITS $ 104581
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HYPOTHETICAL UTILITIES* INC.

INCOME STATEMENT

FOR YEAR ENOING OECEMBER 3 1 ,  1 9 + 2

OPERATING REVENUES $ 263 0 1

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 1 0 1
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 2
INVESTMENT TAX CREDIT 1 1 0

TOTAL OPERATING EXPENSES - 2 0 4 9 0

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 3 8 7
INTEREST ON LONG TERM DEBT - 3 0 5 1
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3057

DIVIDENDS DECLARED ON COMMON STOCK 

DIVIDENDS DECLARED ON PREFERRED STOCK

$ 2 1 5 9

$ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF LONG TERM DEBT ISSUED
IN YEAR 1

HYPOTHETICAL U T I L I T I T IE S ,  INC.

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 3  

ASSETS

TOTAL UTILITY PLANT $ I I 7 6 I 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 9 2 5  12
OTHER PROPERTY ANC INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 10601
DEFERRED DEBITS 391

TOTAL ASSETS AND OTHER DEBITS % 105246

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 11557
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 6 7 3 8
LONG TERM DEBT 572 8 0
CURRENT ANO ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 83
DEFERRED INCOME TAXES 2491

TOTAL L IABIL ITIES AND OTHER CREDITS $ 105246
SSSS8SS
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9  + 3

OPERATING REVENUES $ 2 6 3 1 4

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION ANO AMORTIZATION EXPENSE - 2 7  59
RENT - 0
FEDERAL INCOME TAXES - 1 1 1 3
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 3
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 5 0 3

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 4 2 3
INTEREST ON LONG TERM DEBT - 3 0 5 1
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 0 9 3

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STXK

$

$

2159

362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF LONG TERM DEBT ISSUED
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  19 + 4  

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

LIA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1328 3
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 1 2 1 6 6
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 3 7 3 4 7
LONG TERM DEBT 5 7 2 8 0
CURRENT AND ACCRUED L IA B IL IT IE S  73 09
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2585

TOTAL LIABILITIES AND OTHER CREDITS $ 105949

* 1176 19
- 2 5 1 0 7

9 2 5 1 2
1742

11321
3 7 4

% 1 0 5 9 4 9
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HYPOTHETICAL UTILITIES, INC. 129
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  19 + 4 

OPERATING REVENUES $ 26329

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 1 2 7
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 4
INVESTMENT TAX CREDIT 1 1 0

TOTAL OPERATING EXPENSES - 2 0  518

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 1 6 8
OTHER INCOME (NET) 4 6 0
INTEREST ON LONG TERM DEBT - 3 0 5 1
OTHER INTEREST CHARGES - 2 5 9

NET INCOME S 3 1 3 0

DIVIDENDS DECLARED ON COMMON STOCK * 2 1 5 9

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF LONG TERM DEBT ISSUED
IN YEAR I

130

HYPOTHETICAL U T I L I T I T IE S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 5  

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERREO DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA BILITIES  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1 3 2 8 3
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 338 1
RETAINED EARNINGS 1 2 8 1 5
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 7 9 9 6
LONG TERM DEBT 5 7 2 8 0
CURRENT ANO ACCRUED LIA BILITIE S  7309
DEFERREO CREDITS 7 99
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2 6 8 0

$ 1 1 7 6 1 9
- 2 5 1 0 7

9 2 512
1742

12082
3 5 7

$ 1 0 6 6 9 3

TOTAL LIABILITIES ANO OTHER CREDITS $ 10669 3
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9  «■ 5

OPERATING REVENUES $ 2 6 3 4 4

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 1 4 1
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 5
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 5 3 3

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 5 00
INTEREST ON LONG TERM DEBT - 3 0 5 1
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3170

DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAPITALIZED LEASE
IN YEAR I

HYPOTHETICAL U T I I I T I T I E S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 1  

ASSETS

TOTAL UTILITY PLANT $ 1 0 2 2 7 7
ACCUMULATED DEPRECIATION - 2 4 7 4 7

NET UTILITY PLANT 7 7 5 3 0
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8093
DEFERRED DEBITS 4 2 5

TOTAL ASSETS AND OTHER DEBITS $ 8 7 7 9 0
SSSSSSSS3S

L IA B IL IT IE S  AND OTHER CREOITS

PROPRIETARY CAPITAL

COMMON STOCK S 1 3 2 8 3
PREFERRED STOCK 7499
PREMIUM ON CAPITAL STOCK 3381
RETAINEO EARNINGS 9652
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 348 33
LONG TERM DE ET 4L938
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CREOITS 7 9 9
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERREO INCOME TAXES 2 2 8 2

TOTAL LIABILITIES AND OTHER CREDITS 87790
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HYPOTHETICAL UTILITIES* INC
133

INCOME STATEMENT

FOR YEAR ENDING CECEMBER 3 1 ,  19 ♦ 1

OPERATING REVENUES $ 2 6 4 7 5

OPERATING EXPENSES ANO MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 1 4 5 7
FEDERAL INCOME TAXES - 1 0 1 1
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 8 4
INVESTMENT TAX CREDIT 0

TOTAL OPERATING EXPENSES - 2 1 5 9 9

TOTAL OPERATING INCOME 4 8 7 6
INTEREST CHARGED TO CONSTRUCTION 0
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT - 1 9 7 7
CTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 2 8 1 0

DIVIDENDS OECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$

$

2 1 5 9

362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAPI TALIZED LEASE
IN YEAR 1

134

HYPOTHETICAL U T I L I T I T IE S ,  INC,

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 2  

ASSETS

TOTAL UTILITY PLANT $ 1 0 2 2 7 7
ACCUMULATED DEPRECIATION - 2 4 7  47

NET UTILITY PLANT 7 7 5 3 0
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 8790
DEFERRED DEBITS 408

TOTAL ASSETS AND OTHER OEBITS $ 884 7 0

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK (  13283
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 338 1
RETAINEC EARNINGS 1 0 2 3 9
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 5 4 2 0
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CRECITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2 3 7 5

TOTAL LIABILITIES AND OTHER CREDITS 88470
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HYPOTHETICAL UTILITIES* INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31* 19 + 2

OPERATING REVENUES $ 2 6 4 9 6

OPERATING EXPENSES ANO MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 1 4 5 7
FEDERAL INCOME TAXES - 1 1 1 9
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 3
INVESTMENT TAX CREDIT 96

TOTAL OPERATING EXPENSES - 2 1 6 2 0

TOTAL OPERATING INCOME 4 8 7 6
INTEREST CHARGED TO CONSTRUCTION 146
OTHER INCOME (NET) 322
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME S 3108

DIVIDENOS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAP ITALIZED LEASE
IN YEAR I

HYPOTHETICAL UTILITI  TIES,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 3  

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTIL ITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1328 3
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 1 0 8 6 5
OTHER PAID IN CAPITAL 10 18

TOTAL PROPRIETARY CAPITAL 
LONG TERM DEET
CURRENT AND ACCRUED L I A B IL IT IE S  
DEFERRED CREDITS 
OPERATING RESERVES
CONTRIBUTIONS IN AID OF CONSTRUCTION 
DEFERRED INCOME TAXES

360 4 6  
4 1 938  

73 09 
799 
146 
48 3 

2469

t  1 02277  
- 2 4 7 4 7

7 7 5 3 0
1742
9527

391

$ 8 9 1 9 0

TOTAL LIABILITIES AND OTHER CREDITS 89190
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137
HYPOTHETICAL UTILITIES* INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31 ,  19 + 3

OPERATING REVENUES $ 2 6 5 1 1

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 1 4 5 7
FEDERAL INCOME TAXES - 1 1 3 3
OTHER TAXES - 2 8 7 3
DEFERRED INCCME TAXES - 9 4
INVESTMENT TAX CREDIT 96

TOTAL OPERATING EXPENSES - 2 1 6 3 5

TOTAL OPERATING INCOME 4 8 7 6
INTEREST CHARGED TO CONSTRUCTION 146
OTHER INCOME (NET) 3 61
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME S 3 1 4 7

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$ 2 1 5 9

$ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET

DECEMBER 3 1,  19 + 4 

ASSETS

TOTAL UTIL ITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY ANO INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B ILITIE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 13283
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 338  1
RETAINED EARNINGS U 5 3 I
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 6 7 1 2
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERREO CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2565

$ 1 02277
- 2 4 7 4 7

7 7 5 3 0
1742

1 0 306
374

$ 89952

TOTAL LIABILITIES AND OTHER CREOITS 89952
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HYPOTHETICAL UTILITIES, INC.
139

INCOME STATEMENT

FOR YEAR ENOING DECEMBER 3 1 ,  19  ♦ 4

OPERATING REVENUES $ 2 6 5 2 7

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 1 4 5 7
FEDERAL INCOME TAXES - 1 1 4 7
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 6
INVESTMENT TAX CREDIT 96

TOTAL OPERATING EXPENSES - 2 1 6 5 1

TOTAL OPERATING INCOME 48 7 6
INTEREST CHARGED TO CONSTRUCTION 146
OTHER INCOME (NET) 401
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3187

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

DIVIOENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A NON-CAP ITALI ZED LEASE
IN YEAR I

HYPOTHETICAL UTILITI  T IES ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 5  

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
CTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1 3 2 8 3
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 1 2 240
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 3 7 4 2 1
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUED L I A B I L I T I E S  73 09
DEFERRED CREDITS 7 9 9
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2 6 6 2

TOTAL LIABILITIES AND OTHER CREDITS $ 90758

1022 77  
- 2 4 7 4 7

7 7 5 3 0
1742

1 1 1 2 9
3 5 7

9 0 7 5 8
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  19  + 5

OPERATING REVENUES $ 2 6 5 * 4

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 1 4 5 7
FEDERAL INCOME TAXES - 1 1 6 3
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 7
INVESTMENT TAX CREDIT 96

TOTAL OPERATING EXPENSES - 2 1 6 6 8

TOTAL OPERATING INCOME 4 8 7 6
INTEREST CHARGED TO CONSTRUCTION 146
OTHER INCOME (NET) 4 44
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME S 3 2 3 0

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362



www.manaraa.com

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

142

HYPOTHETICAL U T I L I T I T I E S t  I N C .

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 1  

ASSETS

TOTAL U T I L I T Y  PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET U T I L I T Y  PLANT 9 2 5 1 2
OTHER PROPERTY AND INVESTMENT 1 7 4 2
CURRENT AND ACCRUED AS SETS 7 9 2 6
DEFERRED DE BITS  4 2 5

TOTAL ASSETS AND OTHER DEBITS $ 1 0 2 6 0 5

L I A B I L I T I E S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1 3 2 8 3
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3 3 8  1
RETAINEC EARNINGS 9 4 8 3
OTHER PA 10  IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 4 6 6 4
LONG TERM DEBT 5 6 9 2 7
CURRENT AND ACCRUED L I A B I L I T I E S  7 3 0 9
DEFERRED C R E D IT S  7 9 9
OPERATING RESERVES 1 4 6
CONTRIBUTIONS IN AIO OF CONSTRUCTION 4 8 3
OEFERREO INCOME TAXES 2 2 7 7

TOTAL LIABILITIES AND OTHER CREDITS 102605
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HYPOTHETICAL UTILITIES* INC. 143

INCOME STATEMENT

FOR YEAR ENOING DECEMBER 31* 19 ♦ 1 

OPERATING REVENUES $ 2 6 2 4 9

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 9 5 1
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 7 9
INVESTMENT TAX CREDIT 0

TOTAL OPERATING EXPENSES - 2 0 4 3  7

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 0
OTHER INCOME (NET) 1 7 0
INTEREST ON LONG TERM DEBT - 3 0 8 2
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 2 6 4 1

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$ 2 1 5 9

$ 362
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STATEMENTS PREPAREO UNDER THE
ASSUMPTION OF A CAPITALIZED LEASE
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET 

DECEMBER 3 l t  1 9 + 2  

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 132 83
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 9 9 4 0
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 3 5 1 2 1
LONG TERM DEBT 5 6 5 4 8
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 7 99
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2 3 6 6

TOTAL LIABILITIES AND OTHER CREDITS $ 102772

1 1 7 6 1 9  
- 2 5 1 0 7

9 2 5 1 2
1742
8110

4 0 8

1 0 2 7 7 2
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9  + 2

OPERATING REVENUES $ 2 6 2 7 0

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 0 7 2
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 8 9
INVESTMENT TAX CREDIT 1 1 0

TOTAL OPERATING EXPENSES - 2 0 4 5 8

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 313
INTEREST ON LONG TERM DEBT - 3 0 5 6
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 2 9 7 8

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362



www.manaraa.com

146
STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL U T I L I T I T I E S ,  INC.  

BALANCE SHEET 

DECEMBER 31* 19 -I- 3 

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1 3 283
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 104 3 4
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 
LONG TERM DEBT
CURRENT AND ACCRUED L IAB IL IT IES 
DEFERRED CREOITS 
OPERATING RESERVES
CONTRIBUTIONS IN AID OF CONSTRUCTION 
DEFERRED INCOME TAXES

3 5 6 1 5
5 6 1 4 3

7 3 0 9
7 9 9
146
483

2456

1176 19 
—2 5 1 0 7

92512
1742
8 3 0 6

3 9 1

102951

TOTAL LIABILITIES AND OTHER CREDITS $ 102951
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HYPOTHETICAL UTILITIES, INC 147

INCOME STATEMENT

FOR YEAR ENDING OECEMBER 3 1 ,  19 ♦ 3

OPERATING REVENUES (  2 6 2 8 4

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 0 8 5
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 0
INVESTMENT TAX CREDIT 1 1 0

TOTAL OPERATING EXPENSES - 2 0 4 7 2

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME ( NET I 323
INTEREST ON LONG TERM DEBT - 3 0 2 9
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 0 1 5

0 1VIDENDS DECLARED ON COMMON STOCK t 2 1 5 9

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL U T I L I T I T I E S t  I N C .  

BALANCE SHEET 

DECEMBER 3 1 t  1 9 + 4  

ASSETS

TOTAL U T I L I T Y  PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET U T I L I T Y  PLANT 9 2 5 1 2
OTHER PROPERTY AND INVESTMENT 1 7 4 2
CURRENT AND ACCRUED ASSETS 8 5 1 4
DEFERRED DEBITS  3 7 4

TOTAL ASSETS AND OTHER D E B I T S  $ 1 0 3 1 4 2

L I A B I L I T I E S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1 3 2  8 3
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITA L STOCK 3 3 8 1
RETAINED EARNINGS 1 0 9 6 8
OTHER P A I D  IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 6 1 4 9
LONG TERM DEBT 5 5 7 0 8
CURRENT AND ACCRUED L I A B I L I T I E S  7 3 0 9
DEFERRED CRE DITS  7 9 9
OPERATING RESERVES 1 4 6
CONTR IB UTIONS IN AIO OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2 5 4 8

TOTAL LIABILITIES AND OTHER CREDITS $ 103142
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HYPOTHETICAL UTILITIES, INC 149

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9  + 4

OPERATING REVENUES $ 2 63  01

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 1 0 0
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 2
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2  0989

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET J 3 3 4
INTEREST ON LONG TERM DEBT - 3 0 0 0
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 0 5 5

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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ISO
STATEMENTS PREPARED UNDER THE
ASSUMPTION OF A CAPITALIZED LEASE
IN YEAR 1

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET

DECEMBER 3 1 ,  19 + 5 

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1328 3
PREFERRED STOCK 7 * 9 9
PREMIUM ON CAPITAL STOCK 3 3 8 1
RETAINED EARNINGS 115 4 5
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 6 7 2 6
LONG TERM DEBT 5 5 2 4 2
CURRENT AND ACCRUED L IA B IL IT IE S  7 3 0 9
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AIO OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2641

117619
- 2 5 1 0 7

92512
1742
8 7 3 5

3 57

1 0 3 3 4 6

TOTAL LIABILITIES AND OTHER CREDITS 103346
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  19 ♦ 5

OPERATING REVENUES $ 2 6 3 1 7

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 1 1 5
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 9 3
INVESTMENT TAX CREDIT 1 1 0

TOTAL OPERATING EXPENSES - 2 0 5 0 5

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME ( NET) 3 4 6
INTEREST ON LONG TERM DEBT - 2 9 6 8
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 0 9 8

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF NO PLANT EXPANSION
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  I N C .  

BALANCE SHEET 

DECEMBER 31*  1 9 + 1  

ASSETS

TOTAL UTILITY PLANT $ 1 0 2 2 7 7
ACCUMULATED DEPRECIATION - 2 2 3 4 8

NET UTILITY PLANT 7 9 9 2 9
CTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 5694
DEFERRED DEBITS 425

TOTAL ASSETS AND OTHER DEBITS $ 8 7 7 9 0

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 132 83
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3381
RETAINED EARNINGS 9 6 5 2
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 3 4 8 3 3
LONG TERM DEBT 4 1 9 3 8
CURRENT ANO ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 22 82

TOTAL LIABILITIES AND OTHER CREDITS 87790
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENOING DECEMBER 3 1 ,  19  + 1

OPERATING REVENUES $ 2 2 8 4 6

OPERATING EXPENSES AND MAINTENANCE - 1 1 9 7 8
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 0
FEDERAL INCOME TAXES - 1 0 1 1
OTHER TAXES - 2 4 9 8
DEFERRED INCOME TAXES - 8 4
INVESTMENT TAX CREDIT 0

TOTAL OPERATING EXPENSES - 1 7 9 7 0

TOTAL OPERATING INCOME 4 8 7 6
INTEREST CHARGED TO CONSTRUCTION 0
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 2 8 1 0

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$

$

2159

362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF NO PUNT EXPANSION
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET 

OECEMBER 3 1 , 19 ♦ 2 

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1328 3
PREFERRED STOCK 7 M 9
PREMIUM ON CAPITAL STOCK 3 3 8 1
RETAINED EARNINGS 1 0 1 0 8
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 3 5 2 8 9
LONG TERM DEBT 41938
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 7 9 9
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2371

TOTAL LIABILITIES AND OTHER CREDITS S 88335

$ 10 2 2 7 7
- 2 2 3 4 8

7992 9 
1742 
6 2 5 6  

4 0 8

$ 88335
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9 + 2  

OPERATING REVENUES $ 2 2 8 1 6

OPERATING EXPENSES AND MAINTENANCE - 1 1 9 7 8
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 0
FEDERAL INCOME TAXES - 1 0 7 2
OTHER TAXES - 2 4 9 8
DEFERRED INCOME TAXES - 8 9
INVESTMENT TAX CREDIT 96

TOTAL OPERATING EXPENSES - 1 7 9 4 0

TOTAL OPERATING INCOME 4 8 7 6
INTEREST CHARGED TO CONSTRUCTION 146
OTHER INCOME (NET) 191
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 2 9 7 7

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

CIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF NO PLANT EXPANSION
IN YEAR 1

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  19 ♦ 3 

ASSETS

TOTAL UTILITY PLANT $ 1 0 2 2 7 7
ACCUMULATED DEPRECIATION - 2 2 3 4 8

NET UTILITY PLANT 799 29
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 6 8 4 9
DEFERRED DEBITS 391

TOTAL ASSETS AND OTHER DEBITS $ 889 11
3 3 s s : : : s s s

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 132 83
PREFERRED STOCK 7499
PREMIUM ON CAPITAL STOCK 3 3 8 1
RETAINED EARNINGS 105 9 4
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 3 5 7 7 5
LONG TERM DEBT 4 1 9 3 8
CURRENT AND ACCRUEO L IA B IL IT IE S  7 3 0 9
DEFERRED CREDITS 7 9 9
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2461

TOTAL L IA B IL IT IE S  AND OTHER CREDITS $ 889L1
SSSSSSSS 3 3
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9  ♦ 3

OPERATING REVENUES $ 2 2  82  8

OPERATING EXPENSES AND MAINTENANCE > 1 1 9 7 8
DEPRECIATION ANO AMORTIZATION EXPENSE - 2 3 9 9
RENT - 0
FEDERAL INCOME TAXES - 1 0 8 3
OTHER TAXES - 2 4 9 8
DEFERRED INCOME TAXES - 9 0
INVESTMENT TAX CREDIT 9 6

TOTAL OPERATING EXPENSES - 1 7 9 5 2

TOTAL OPERATING INCOME 4 8 7 6
I N T ER E S T CHARGED TO CONSTRUCTION 1 4 6
OTHER INCOME ( N E T )  2 2 1
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 0 0 7

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

DIVIDENDS DECLARED ON PREFERRED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF NO PLANT EXPANSION
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 1 19 ♦ A 

ASSETS

TOTAL UTILITY PLANT $ 102277
ACCUMULATED DEPRECIATION - 2 2 3 4 8

NET UTILITY PLANT 799 2 9
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 7 4 7 6
DEFERRED DEBITS 3 7 4

TOTAL ASSETS AND OTHER DEBITS $ 89521

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1328 3
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 33 81
RETAINED EARNINGS 1 1 1 1 3
OTHER PAID IN CAPITAL 1 0 1 8

TOTAL PROPRIETARY CAPITAL 36294
LONG TERM DEBT 419 38
CURRENT AND ACCRUED L IAB IL IT IES 7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2552

TOTAL LIABILITIES AND OTHER CREDITS $ 89521
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HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENOING DECEMBER 3 1 ,  19 + 4 

OPERATING REVENUES $ 2 2 8 4 0

OPERATING EXPENSES AND MAINTENANCE - 1 1 9 7 8
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 0
FEDERAL INCOME TAXES - 1 0 9 4
OTHER TAXES - 2 4 9 8
DEFERRED INCOME TAXES - 9 1
INVESTMENT TAX CREDIT 96

TOTAL OPERATING EXPENSES - 1 7 9 6 4

TOTAL OPERATING INCOME 4 8 7 6
INTEREST CHARGED TO CONSTRUCTION 1 4 6
OTHER INCOME ( NET 1 2 5 4
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 0 4 0

DIVIDENDS DECLARED ON COMMON STOCK $ 2 1 5 9

Cl VI DEN DS DECLARED ON PREFERRED STOCK $ 362



www.manaraa.com

160
STATEMENTS PREPARED UNDER THE
ASSUMPTION OF NO PLANT EXPANSION
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 5  

ASSETS

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY AND INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 132 83
PREFERRED STOCK 7 4 9 9
PREMIUM ON CAPITAL STOCK 3 3 8 1
RETAINED EARNINGS 11667
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 
LONG TERM DEBT
CURRENT AND ACCRUED L IA B IL IT IE S  
DEFERRED CREDITS 
OPERATING RESERVES
CONTRIBUTIONS IN AID OF CONSTRUCTION 
DEFERRED INCOME TAXES

3 6 8 4 8
4 1 9 3 8

73 0 9
79 9
146
4 8 3

2 6 4 4

1022 77 
- 2 2 3 4 8

7 9 9 2 9
1742
8139

3 5 7

9 0 1 6 7

TOTAL LIABILITIES AND OTHER CREDITS



www.manaraa.com

161
HYPOTHETICAL UTILITIES, INC.

INCOME STATEMENT

FOR YEAR ENDING OECEMBER 3 1 ,  1 9 + 5

OPERATING REVENUES $ 2 2 8 5 4

OPERATING EXPENSES AND MAINTENANCE - 1 1 9 7 8
DEPRECIATION AND AMORTIZATION EXPENSE - 2 3 9 9
RENT - 0
FEDERAL INCOME TAXES - 1 1 0 7
OTHER TAXES - 2 4 9 8
DEFERRED INCOME TAXES - 9 2
INVESTMENT TAX CREDIT 9 6

TOTAL OPERATING EXPENSES - 1 7 9 7 8

TOTAL OPERATING INCOME 4876
INTEREST CHARGED TO CONSTRUCTION 146
OTHER INCOME (NET) 289
INTEREST ON LONG TERM DEBT - 1 9 7 7
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3075

DIVIDENDS DECLARED ON COMMON STOCK $ 2159

DIVIDENDS DECLARED ON PREFERR ED STOCK $ 362
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  INC.

BALANCE SHEET 

DECEMBER 3 1 ,  19 ♦ 1 

ASSETS

TOTAL UTILITY PLANT $ 1176  19
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 9 2 5 1 2
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9 2 3 6
DEFERRED DEBITS 425

TOTAL ASSETS AND OTHER DEBITS $ 1 0 3 9 1 5

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 160 4 4
PREFERRED STOCK 9 8 0 0
PREMIUM ON CAPITAL STOCK 5222
RETAINED EARNINGS 1 0 3 9 7
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 42481
LONG TERM DEBT 5 0 3 7 6
CURRENT AND ACCRUED L IA B IL IT IE S  7 3 0 9
DEFERRED CREDITS 7 9 9
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 483
DEFERRED INCOME TAXES 2321

TOTAL LIABILITIES AND OTHER CREDITS 103915
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HYPOTHETICAL UTILITIES* INC.
163

INCOME STATEMENT

FOR YEAR ENDING DECEMBER 31* 1 9 + 1  

OPERATING REVENUES $ 262 01

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 4 7 3
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 2 3
INVESTMENT TAX CREDIT 6 14

TOTAL OPERATING EXPENSES - 2 0 3 8 9

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 9 36
OTHER INCOME (NET) 170
INTEREST ON LONG TERM DEBT - 2 5 6 8
OTHER INTEREST CHARGES - 2  59

NET INCOME $ 4091
3SSSSSSSSS

DIVIDENDS DECLARED ON COMMON STOCK

DIVIDENDS DECLARED ON PREFERRED STOCK

$

$

2567

490
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO
IN YEAR 1

HYPOTHETICAL U T I L I T I T IE S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 2  

ASSETS

TOTAL UTILITY PLANT $ 1 1 7 6 1 9
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 9 2 5 1 2
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 9 8 4 0
DEFERRED DEBITS 4 0 8

TOTAL ASSETS AND OTHER DEBITS S 104502

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK $ 1 6 0 4 4
PREFERRED STOCK 9 8 0 0
PREMIUM ON CAPITAL STOCK 5222
RETAINED EARNINGS 10878
OTHER PA 10 IN CAPITAL 10 18

TOTAL PROPRIETARY CAPITAL 4 2 9 6 2
LONG TERM DEBT 503 76
CURRENT AND ACCRUED L IA B IL IT IE S  7 3 0 9
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2 4 2 7

TOTAL LIABILITIES AND OTHER CREDITS $ 104502
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HYPOTHETICAL UTILITIES, INC.
165

INCOME STATEMENT

FOR YEAR ENDING OECEM8ER 3 1 ,  1 9  ♦ 2

OPERATING REVENUES $ 2 6 4 8 8

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 2 7 4
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 0 6
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 6 7 7

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 1 68
OTHER INCOME (NET) 385
INTEREST ON LONG TERM DEBT - 2 5 6 8
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 5 3 8

DIVIDENDS DECLARED ON COMMON STOCK $ 2 5 6 7

DIVIDENDS DECLARED ON PREFERRED STOCK $ 490
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO
IN YEAR I

HYPOTHETICAL U TIL IT IT IE S *  INC.

BALANCE SHEET 

OECEMBER 31*  19 ♦ 3 

ASSETS

TOTAL UTILITY PLANT $ 117619
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 925 1 2
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 10479
DEFERRED DEBITS 391

TOTAL ASSETS AND OTHER DEBITS $ 1 0 5 1 2 4

L IA B IL IT IE S  AND OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK )  16044
PREFERRED STOCK 9 8 0 0
PREMIUM ON CAPITAL STOCK 5222
RETAINEO EARNINGS 11393
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 4 3 4 7 7
LONG TERM DEBT 5 0 3 7 6
CURRENT AND ACCRUED L IA B IL IT IE S  7 3 0 9
DEFERRED CREDITS 7 9 9
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2 5 3 4

TOTAL LIABILITIES AND OTHER CREDITS 105124
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HYPOTHETICAL UTILI TI ES, INC.

INCOME STATEMENT

FOR YEAR ENDING OECEMBER 3 1 ,  19 ♦ 3

OPERATING REVENUES $ 26501

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 2 8 6
OTHER TAXES - 2 8  7  3
DEFERRED INCOME TAXES - 1 0 7
INVESTMENT TAX CREDIT 1 1 0

TOTAL OPERATING EXPENSES - 2 0 6 9 0

TOTAL OPERATING INCOME 5 8 1 2
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 4 1 9
INTEREST ON LONG TERM DEBT - 2 5 6 8
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3 5 7 2
s s s s s s s s s s

DIVIDENDS DECLARED ON COMMON STOCK $ 2 5 6 7

DIVIDENDS DECLARED ON PREFERRED STOCK $ 4 9 0
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO
IN YEAR 1

HYPOTHETICAL U T I L I T I T IE S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  19 * 4 

ASSETS

$ 1 1 7 6 1 9
- 2 5 1 0 7

9 2512  
1742 

111 5 4  
374

$ 1 0 5 7 8 2

PROPRIETARY CAPITAL

COMMON STOCK $ 1 6 0 4 4
PREFERRED STOCK 9 8 0 0
PREMIUM ON CAPITAL STOCK 5 2 2 2
RETAINED EARNINGS 11943
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 4402  7
LONG TERM DEBT 503 76
CURRENT AND ACCRUEO L IA B IL IT IE S  7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 2642

TOTAL UTILITY PLANT 
ACCUMULATED DEPRECIATION

NET UTILITY PLANT 
OTHER PROPERTY ANO INVESTMENT 
CURRENT AND ACCRUED ASSETS 
DEFERRED DEBITS

TOTAL ASSETS AND OTHER DEBITS

L IA B IL IT IE S  AND OTHER CREDITS

TOTAL LIABILITIES AND OTHER CREDITS $ 10 5782
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HYPOTHETICAL UTILITIES, INC 169
INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  1 9  + 4

OPERATING REVENUES $ 2 6 5 1 5

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7  59
RENT - 0
FEDERAL INCOME TAXES - 1 2 9 9
OTHER TAXES - 2 8 7 3
DEFERREO INCOME TAXES - 1 0 8
INVESTMENT TAX CREDIT 110

TOTAL OPERATING EXPENSES - 2 0 7 0 4

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME (NET) 4 5 4
INTEREST ON LONG TERM DEBT - 2 5 6 8
OTHER INTEREST CHARGES - 2 5 9

NET INCOME S 3607

DIVIDENDS OECLARED ON COMMON STOCK $ 2567

DIVIDENDS DECLARED ON PREFERRED STOCK $ 490
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STATEMENTS PREPARED UNDER THE
ASSUMPTION OF INVESTMENT IN THE EXISTING CAPITAL RATIO
IN YEAR I

HYPOTHETICAL U T I L I T I T I E S ,  INC. 

BALANCE SHEET 

DECEMBER 3 1 ,  1 9 + 5  

ASSETS

TOTAL UTILITY PLANT * 1 17619
ACCUMULATED DEPRECIATION - 2 5 1 0 7

NET UTILITY PLANT 92512
OTHER PROPERTY AND INVESTMENT 1742
CURRENT AND ACCRUED ASSETS 11867
DEFERRED OEBITS 3 5 7

TOTAL ASSETS AND OTHER DEBITS $ 1 06478

L IA B IL IT IE S  ANO OTHER CREDITS

PROPRIETARY CAPITAL

COMMON STOCK S 1 6 044
PREFERRED STOCK 9 8 0 0
PREMIUM ON CAPITAL STOCK 5222
RETAINED EARNINGS 1 2 5 3 0
OTHER PAID IN CAPITAL 1018

TOTAL PROPRIETARY CAPITAL 4 4 6 1 4
LONG TERM DEBT 5 0 376
CURRENT AND ACCRUED L IA B IL IT IE S  7309
DEFERRED CREDITS 799
OPERATING RESERVES 146
CONTRIBUTIONS IN AID OF CONSTRUCTION 4 8 3
DEFERRED INCOME TAXES 275 1

TOTAL LIABILITIES AND OTHER CREDITS $ 106478
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INCOME STATEMENT

FOR YEAR ENDING DECEMBER 3 1 ,  19 ♦ 5 

OPERATING REVENUES $ 26529

OPERATING EXPENSES AND MAINTENANCE - 1 3 7 7 5
DEPRECIATION AND AMORTIZATION EXPENSE - 2 7 5 9
RENT - 0
FEDERAL INCOME TAXES - 1 3 1 2
OTHER TAXES - 2 8 7 3
DEFERRED INCOME TAXES - 1 0 9
INVESTMENT TAX CREDIT 1 1 0

TOTAL OPERATING EXPENSES - 2 0 7 1 8

TOTAL OPERATING INCOME 5812
INTEREST CHARGED TO CONSTRUCTION 168
OTHER INCOME INET) 491
INTEREST ON LONG TERM DEBT - 2 5 6 8
OTHER INTEREST CHARGES - 2 5 9

NET INCOME $ 3644

DIVIDENDS DECLARED ON COMMON STOCK $ 2 5 6 7

DIVIDENDS DECLARED ON PREFERRED STOCK $ 490
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APPENDIX B 

The Q u es tio n n a ire  and Cover L e t te r s
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Company Code ___________________

Survey on L easing by P u b lic  U t i l i t i e s

Has your firm  been a le s s e e  in  any le a s in g  agreem ent d u rin g  the  

p a s t  f iv e  y ea rs?

_______ YES  NO i f  no , go to  7

What types o f a s s e ts  has th e  firm  le a se d ?

1) 

2 )

3)

4)

5)

6 )

P lease  supply  th e  req u es te d  in fo rm a tio n  reg a rd in g  the le a se  com

m itm ents which your f irm  i s  p re s e n tly  invo lved  in .

nom inal owner c o s t o f
type of d u ra tio n  o f  the  a s s e t  (bank, equipm ent annual

a s s e t  le a se d  o f the  le a se  le a s in g  f irm , e t c )  le a se d  payment

1) 

2)

3)

4)

5)

6 )
•ff

I f  the  annual payment i s  n o t l e v e l ,  p le a se  e x p la in  the  payment
m

s t r u c tu r e .
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How does the  f irm  t r e a t  the  le a s e  payments on the  f in a n c ia l  s t a t e 

ments p resen ted  s to c k h o ld e rs?  Check a l l  th a t  ap p ly .

________1) C a p ita l iz e s
✓

________2) Expensed as r e n t

________3) Footnoted

_______ 4) O ther (e x p la in )

How does the  firm  t r e a t  the  le a s e  payments to  re g u la to ry  commis

s io n s?  Check a l l  th a t  ap p ly .

________1) C a p ita l iz e s

________2) Expensed as r e n t

________3) Footnoted

_______ 4) O ther (e x p la in )

How does the  f irm  t r e a t  th e  le a s e  payments on i t s  f e d e ra l  income 

tax  r e tu rn s ?

________1) C a p ita l iz e s

________2) Expensed as r e n t

________3) O ther (e x p la in )

What i s  your f i r m 's  p ro je c te d  c a p i t a l  investm en t in  d o lla r ,  term s 

fo r  the  fo llo w in g  c a le n d a r  y e a rs  o r f i s c a l  y ea rs  ending in :

1972_______________  1973____________________  1974____________________

Date e s tim a tio n  was m a d e ___________________________________

E stim ated  source o f  funds to  f in an c e  the  in v e stm en ts :

_______________ % d eb t is su an ce

_______________ 70 p re fe r re d  s to c k  issu an ce

_______________ % common s to c k  issu an ce

_______________ % le a s in g

_______________ % o th e r
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8 . Does your firm  a n t ic ip a te  le a s in g  any a s s e ts  in  th e  n e x t f iv e  y e a rs  

in s te a d  o f  owning th e  a s s e t?

_______________ YES  NO i f  no , go to  10

9 . Why did  your f irm  choose to  le a se  r a th e r  than  own?

type o f a s s e t  re a s o n (s )  fo r
to  be le a se d  le a s in g

1) 

2) 

3)

4)

10. I f  your f irm  does n o t a n t ic ip a te  e n te r in g  in to  any le a s e  a g re e 

ments as a le s s e e ,  has your firm  e v e r co n sid e red  the  le a s in g  a l 

te rn a t iv e  as opposed to  owning the  a s s e ts ?

_______________ YES i f  y e s , answ er 11.  NO i f  no , go to  12

11. What was the reaso n  why your f irm  chose to  own r a th e r  than  le a se  

a s s e ts ?

Type o f A sse t R eason(s) fo r  n o t le a s in g

1) 

2 )

3)
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12. Do any o f  your f i r m 's  bond in d e n tu re  ag reem en ts. . .

s p e c ify  d e b t /e q u i ty  r a t i o s  th a t  must be m ain ta ined?  YES____  NO

l i m i t  the p e rce n tag e  o f  p ro p e rty  m ortgaged? YES____  NO.

re q u ire  a minimum d eb t i n t e r e s t  coverage? YES____  NO

I f  yes to  any o f  th e  item s in  #12, would th e se  l im i ta t io n s  a f f e c t  

le a s in g  d e c is io n s?  E x p la in .

P lea se  p lace  th is  q u e s tio n n a ire  in  th e  stam ped, s e lf -a d d re s s e d  enve

lope which i s  p rov ided . Thank you v e ry  much f o r  your co o p e ra tio n .
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S C H O O L  O F  B U S IN E S S  B U IL D IN G  

B L O O M I N G T O N .  I N D I A N A  47401

T E L . N O . ■ I 2  3 3 7 -

Dear S i r :

I  would l i k e  you o r a member o f your s t a f f  to  h e lp  in  a re s e a rc h  p ro je c t  o f 
th e  Ind iana U n iv e rs ity  G raduate School o f  B u sin ess . The p ro je c t  in v o lv es  my 
d o c to ra l  d i s s e r t a t i o n  which i s  e n t i t l e d  "The E f fe c ts  o f  L easing On The F in an 
c i a l  S ta tem en ts , Rate Making, and Income Tax L i a b i l i ty  In The P ub lic  U t i l i t y  
In d u s try ."  F in a n c ia l  su p p o rt f o r  th e  p ro je c t  i s  in  th e  form o f a D octo ra l 
D is s e r ta t io n  Award from th e  I n s t i t u t e  o f  P u b lic  U t i l i t i e s .

Because le a s in g  o f a s s e ts  appears  to  be more p re v a le n t today in  th e  p u b lic  
u t i l i t y  in d u s try ,  a cc o u n tan ts  and f in a n c ia l  a n a ly s ts  as  w e ll as  th e  S e c u r i
t i e s  and Exchange Commission and F e d e ra l Power Commission have become con
cerned  abou t how the trea tm e n t o f le a s e s  w i l l  a f f e c t  th e  f irm  in  v a r io u s  ways.

The enc lo sed  q u e s tio n n a ire  i s  being  s e n t to  a l l  C lass A and C lass B e l e c t r i c  
companies as a method o f o b ta in in g  some o f th e  d a ta  f o r  the p ro je c t .  A ll in 
fo rm atio n  o b ta in ed  from th e  q u e s tio n n a ire  w i l l  be k ep t c o n f id e n t ia l  as to  the  
f i r m 's  id e n t i t y  through th e  use o f  a coding system . A ll f irm s th a t  p a r t i c i 
p a te  w i l l  re c e iv e  a summary o f  th e  q u e s t io n n a ir e 's  r e s u l t s .

People from p u b lic  acc o u n tin g  firm s and p u b lic  u t i l i t y  f irm s , as  w e ll as  people 
from the F e d e ra l Power Commission have encouraged and supported  th i s  p r o je c t .
I  a sk  f o r  your p a r t i c ip a t io n  so th a t  a b e t t e r  u n d ers tan d in g  o f  le a s in g  in  the  
in d u s try  can ev o lv e . I  would a ls o  a p p re c ia te  re c e iv in g  a copy o f your 1971 
Annual R eport.

P lea se  r e tu r n  th e  com pleted q u e s tio n n a ire  in  th e  enclosed  s e lf - a d d re s s e d  enve
lo p e .

Thank you fo r  your co o p e ra tio n  and h e lp .

S in c e re ly ,

P h il ip  L. K in tz e le
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I N D I A N A  U N I V E R S I T Y

Graduate School o f Business
S C H O O L  O F  B U S IN E S S  BU ILD1N O 

B L O O M I N G T O N .  I N D I A N A  47401

TEL. NO. 1 1 2  2 3 7-

Dear S i r :

S ev era l weeks ago I  s e n t you a s h o r t  q u e s tio n n a ire  concern ing  th e  
le a s in g  a c t i v i t i e s  o f p u b lic  u t i l i t y  f irm s . P erhaps my f i r s t  re q u e s t  
was l o s t  in  th e  m a il o r o th e rw ise  m isp laced . In  any e v e n t , I  have 
n o t re c e iv e d  a re p ly  from your firm  a t  th i s  tim e. The purpose of
th e  q u e s tio n n a ire  i s  to  g a th e r  some’ of th e  d a ta  f o r  my d o c to ra l
d i s s e r t a t i o n .  A ll C lass  A and C lass P. e l e c t r i c  u t i l i t i e s  were 
r e c ip ie n t s  of th e  q u e s tio n n a ire .

The com pletion  of th e  q u e s tio n n a ire  should  n o t tak e  too much o f your
tim e o r a s t a f f  m em ber's tim e. I t s  r e tu r n  to  me i s  very  im p o rtan t
fo r  th e  com pletion  o f my d a ta  g a th e r in g . For your convenience a stam ped, 
s e lf -a d d re s s e d  envelope i s  en c lo se d . A ll in fo rm a tio n  o b ta in ed  w i l l  rem ain 
c o n f id e n t ia l  as  to  th e  f i r m 's  i d e n t i t y .  F irm s th a t  p a r t i c ip a t e  w i l l  
r e c e iv e  a summary o f th e  r e s u l t s .  Another copy o f the q u e s tio n n a ire  
i s  en c lo se d . I f  you have a lre a d y  re tu rn e d  th e  q u e s tio n n a ire  p le a se  
ig n o re  t h i s  l e t t e r .

S in c e re ly ,

P h i l ip  L. K in tz e le

lu

E nclosure
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APPENDIX C

L is t in g  o f  Persons In te rv iew ed  and Corresponded 
With fo r  the Development o f the  Q u es tio n n a ire

C harles  C. Chopp, G eneral S u p e rv iso r T echn ical S tu d ie s  S e c tio n — 
The C leveland E le c t r i c  I l lu m in a tin g  Company, C leveland , Ohio.

L. H. D rennan, J r . ,  Deputy C hief A ccountant—F ed e ra l Power Commis
s io n ,  W ashington, D. C.

0 . J .  P e te rso n , A s s is ta n t  T re a su re r—V irg in ia  E le c t r i c  and Power 
Company, Richmond, V irg in ia .

ja y  P r ic e ,  P a r tn e r—A rthu r A ndersen & C o., Chicago, I l l i n o i s .
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APPENDIX D

LISTING OF THE ELECTRIC UTILITY FIRMS 
COMPRISING THE QUESTIONNAIRE SURVEY SAMPLE

C h arles  P. Jackson , Vice P re s id e n t 
and T re a su re r  

Alabama Power Company 
600 N orth  18th  S tr e e t  
Birmingham, Alabama 35202

Ralph F le tc h e r ,  P re s id e n t and 
T re a su re r  

A lpena Power Company 
310 N orth  Second Avenue 
A lpena, M ichigan 49707

R obert L. F o rsberg , Vice P re s id e n t ,  
F inance and T reasu re r 

A rizona P u b lic  S erv ice  Company 
P. 0 .  Box 21666 
Phoenix , A rizona 85036

A. B. Coen, T reasu re r and S e c re ta ry  
A rkansas Power and L ig h t Company 
9 th  and L o u is ian a  S tr e e t s  
L i t t l e  Rock, A rkansas 72203

E. L. McKenzie, T reasu re r 
A rkansas M isso u ri Power Company 
405 West Park S tre e t  
B ly th e v i l le ,  A rkansas 72315

Anthony C. Vence, Vice P re s id e n t 
and T rea su re r 

A t la n t ic  C ity  E le c t r ic  Company 
1600 P a c if ic  Avenue 
A t la n t ic  C ity ,  New Je rse y  08404

F. Edward Rugemer, Vice P re s id e n t ,  
F inance

B altim ore Gas and E le c t r ic  Company 
Gas and E le c t r ic  B uild ing  
B altim o re , Maryland 21203

T. A. G reen q u is t, T rea su re r 
Bangor H y d ro -E lec tric  Company 
33 S ta te  S t r e e t  
Bangor, Maine 04401

G. T. Locke, S e c re ta ry  and T rea su re r 
B lack H i l l s  Power and L ig h t Company 
625 N in th  S t r e e t
Rapid C ity ,  South Dakota 57701

Frank R. Buckbee, J r . ,  S e c re ta ry  
and T re a su re r  

B lackstone V alley  E le c t r ic  Company 
W ashington Highway 
P. 0 .  Box 1111
L in co ln , Rhode I s la n d  02865

Joseph P. T y r r e l l ,  Vice P re s id e n t 
and T rea su re r 

Boston E dison Company 
800 B oy lston  S t r e e t  
B oston , M assachuse tts  02199

R. M. K e ith , T reasu re r and C lerk  
B rockton Edison Company 
36 Main S t r e e t
B rock ton , M assachuse tts  02403

Ross Workman, F in a n c ia l  Vice P re s id e n t 
C a l ifo rn ia  P a c i f ic  U t i l i t i e s  Company 
550 C a l ifo rn ia  S t r e e t  
San F ra n c is c o , C a l i fo rn ia  94104

James S. C u r r ie ,  T rea su re r 
C a ro lin a  Power and L ig h t Company 
336 F a y e t te v i l le  S t r e e t  
R a le ig h , N orth C a ro lin a  27602

L. W. C ro ss, Vice P re s id e n t and 
C o n tro lle r  

C e n tra l Hudson Gas and E le c t r ic  
C o rp o ra tio n  

284 South Road Avenue 
Poughkeepsie, New York 12602

E. P . K necht, C o n tro l le r  
C e n tra l I l l i n o i s  L ig h t Company 
300 L ib e r ty  S t r e e t  
P e o r ia , I l l i n o i s  61602



www.manaraa.com

*81

G. R. Cook, Vice P re s id e n t ,  F inance 
and S e c re ta ry  

C e n tra l  I l l i n o i s  P u b lic  S e rv ice  
Company 

607 E as t Adams S t r e e t  
S p r in g f ie ld ,  I l l i n o i s  62701

Wayne Jo n e s , C om ptro lle r 
C e n tra l Kansas Power Company, In c .
I l l  E a s t 11th  S t r e e t  
Hays, Kansas 67601

S . 0 .  Brame, Vice P re s id e n t ,  F inance 
C e n tra l L o u isian a  E le c t r i c  Company 
415 Main S t r e e t  
P in e v i l l e ,  L o u is ian a  71360

F . R. Lane, C o n tro lle r  
C e n tra l Power and L ig h t Company 
120 N orth C h ap arra l S t r e e t  
Corpus C h r i s t i ,  Texas 78401

W. H. K im ball, Vice P re s id e n t ,  F inance 
C e n tra l Maine Power Company 
9 Green S t r e e t  
A ugusta , Maine 04330

W. M. Rodeck, C o n tro lle r  
C e n tra l Telephone and U t i l i t i e s  

C o rp o ra tio n  
1201 N. S t r e e t  
L in c o ln , N ebraska 68508

R obert E. S c h i l l ,  Vice P re s id e n t ,  
F inance

C e n tra l Vermont P u b lic  S e rv ice  
Company 

77 Grove S t r e e t  
R u tla n d , Vermont 05701

R ichard  A. M i l le r ,  Vice P re s id e n t ,  
F inance

C elveland  E le c t r ic  I l lu m in a tin g  Company 
I l lu m in a tin g  B u ild ing  
66 P u b lic  Square 
C lev e lan d , Ohio 44113

J .  P. O 'B rie n , C o n tro lle r  
C in c in n a ti  Gas and E le c t r i c  Company 
4 th  and Main S t r e e t s  
C in c in n a t i ,  Ohio 45201

H arold Knopf, V.P. and T re a su re r  
C it iz e n s  U t i l i t i e s  Company 
Ridgeway C enter 
S tam ford , C o n n ec ticu t 06905

V

R. A. Heimann, C o n tro l le r  
Columbus and S ou thern  Ohio 

E le c t r ic  Company 
215 N orth F ro n t S t r e e t  
Columbus, Ohio 43215

Raymond B u ch ert, T rea su re r  
Commenwealth E dison Company 
P. 0 .  Box 767 
Chicago, I l l i n o i s  60690

R u sse ll  A. L arson , S e c re ta ry  and 
T rea su re r 

Commonwealth E dison Company o f 
In d ia n a , In c .

One F i r s t  N a tio n a l P laza  
Chicago, I l l i n o i s  60690

D. R. B arnard , T rea su re r  
Community P u b lic  S e rv ice  Company 
501 West 6 th  S t r e e t  
F o rt W orth, Texas 76102

Parker C. Peterm an, C o n tro lle r  
C o nso lida ted  Edison o f  New York, In c . 
4 I rv in g  P lace 
New York, New York 10003

L. A. E n g leh a rd t, C om ptro lle r 
C o nso lida ted  W ater Power Company 
W isconsin R a p id s , W isconsin 54494

•

W. E. G r i f f in ,  S e c re ta ry  and 
T rea su re r 

D a lla s  Power and L ig h t Company 
1506 Commerce S t r e e t  
D a lla s ,  Texas 75201

R. E. McCormick, V ice P re s id e n t 
and C om ptro lle r 

Dayton Power and L ig h t Company 
25 N orth Main S t r e e t  
D ayton, Ohio 45401

J .  L. Hammond, Vice P re s id e n t ,  
F inance

Delmarva Power and L ig h t Company 
600 M arket S t r e e t  
W ilm ington, Delaw are 19899
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R. W. H a rtw e ll , Vice P re s id e n t ,  
F inance 

D e tr o i t  Edison Company 
2000 Second Avenue 
D e t r o i t ,  M ichigan 48226

R. E. F ra z e r ,  T rea su re r 
Duke Power Company 
422 South Church S t r e e t  
C h a r lo t te ,  N orth C aro lin a  28202

J .  A. K nepper, T re a su re r  and 
C o n tro l le r  

Duquesne L ig h t Company 
435 S ix th  Avenue
P i t t s b u rg h ,  Pennsy lvan ia  15219

W. R. G regory, C o n tro l le r ,
V ice P re s id e n t F inance 

E dison S a u lt  E le c t r ic  Company 
725 E ast P o rtage  Avenue 
S a u lt  S t .  M arie , M ichigan 49783

D ennis Lane, P re s id e n t 
El Paso E le c t r i c  Company 
215 N orth  S tan to n  S t r e e t  
El Paso , Texas 79901

V. H. C la rk , S e c re ta ry  and T rea su re r  
E le c t r i c  Energy, In c .
P. 0 .  Box 165
Joppa , I l l i n o i s  62953

Byron M u e lle r , T rea su re r  
Empire D i s t r i c t  E le c t r ic  Company 
602 J o p l in  S tr e e t  
J o p l in ,  M isso u ri 64801

J .  G. L oader, S e c re ta ry  and T rea su re r  
F lo r id a  Power C o rp o ra tio n  
101 5 th  S t r e e t ,  S.
S t .  P e te rsb u rg , F lo r id a  33733

C. R. P la c e , S e c re ta ry  and T rea su re r  
F a l l  R iv e r E le c tr ic  L ig h t Company 
85 N orth Main S tre e t  
F a l l  R iv e r , M assachuse tts  02722

B. Edward Wood, T rea su re r 
F lo r id a  Power and L ig h t Company 
P. 0 .  Box 3100 
Miami, F lo r id a  33101

E. J .  P a t te r s o n ,  Vice P re s id e n t 
and T re a su re r  

F lo r id a  P u b lic  U t i l i t i e s  Company 
401 South D ix ie  S t r e e t  
West Palm Beach, F lo r id a  33401

H. B. W ansley, F in a n c ia l  Vice 
P re s id e n t 

G eorgia Power Company 
270 P each tree  S t . ,  N.W.
A tla n ta ,  G eorgia 30303

T. C. C ouser, T rea su re r 
G ra n ite  S ta te  E le c t r i c  Company 
65 N orth Park S t r e e t  
Lebanon, New Hampshire 03766

J .  F. S tu rz e n b e rg e r , Vice 
P re s id e n t ,  F inance 

Green M ountain Power C o rp o ra tio n  
1 Main S t r e e t
B u rlin g to n , Vermont 05401

E. A. L upberger, S e c re ta ry  and 
T re a su re r  

G ulf Power Company 
75 N orth  Pace Boulevard 
P en saco la , F lo r id a  32502

E. L. B a ile y , T rea su re r 
G ulf S ta te s  U t i l i t i e s  Company 
285 L ib e r ty  Avenue 
Beaumont, Texas 77701

A. F . In g , T rea su re r 
Hawaiian E le c t r ic  Company, In c .  . 
900 R ichards S tr e e t  
H onolu lu , Hawaii 96813

M. A. Sm ith, S e c re ta ry  and 
C om ptro lle r 

Home L ig h t and Power Company 
810 9 th  S t r e e t  
G ree ly , Colorado 80631

H. R. Dean, Vice P re s id e n t and 
C om ptro lle r 

Houston L ig h tin g  and Power Company 
611 W alker Avenue 
H ouston, Texas 77002

M. M. I l c h ,  Vice P re s id e n t and 
T rea su re r  

Idaho Power Company 
1220 Idaho S t r e e t  
B o ise , Idaho 83701
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D. F . Meek, S e c re ta ry  and T rea su re r  
I l l i n o i s  Power Company
500 South 27th  S tr e e t  
D e c a tu r , I l l i n o i s  62525

C. P erry  G r i f f i t h ,  P re s id e n t ,  F inance 
In d ia n a p o lis  Power and L ig h t Company 
25 Monument C irc le
In d ia n a p o lis ,  In d ian a  46206

F. C. M eyer, C o n tro lle r  
I n t e r s t a t e  Power Company 
1000 Main S t r e e t  
Dubuque, Iowa 52001

J .  B. Rehnstrom , T rea su re r
Iowa E le c tr ic  L ig h t and Power Company
P. 0 .  Box 351
Cedar R ap id s, Iowa 52406

G. G. G i l c h r i s t ,  S e c re ta ry  and 
T re a su re r

Iowa Power and L ig h t Company
823 W alnut S tr e e t
Des M oines, Iowa 50303

E. K. C orporon, Vice P re s id e n t and 
T rea su re r

Iowa P u b lic  S e rv ice  Company 
Orpheum E le c t r ic  B u ild in g  
Sioux C ity , Iowa 51102

R. E. R ich , T rea su re r  and S e c re ta ry  
Iowa Southern  U t i l i t i e s  
300 S heridan  Avenue 
C e n te r v i l l e ,  Iowa 52544

D. H. Shaw, T rea su re r  
I o w a - I l l in o is  Gas and E le c t r ic  Company 
206 E as t Second S tr e e t
D avenport, Iowa 52801

J .  S. B u rc h e ll, C om ptro ller 
J e rs e y  C e n tra l Power and L ig h t Company 
Madison Avenue a t  Punch Bowl Road 
M orristow n, New Je rse y  07960

Kenneth H ovland, S r. Vice P re s id e n t 
and T rea su re r 

Kansas C ity  Power and L ig h t Company 
1330 B altim ore Avenue 
Kansas C ity , M isso u ri 64141

W. B. W alker, S e c re ta ry  and 
C o n tro l le r  

Kansas Gas and E le c t r i c  Company 
P. 0 .  Box 208 
W ich ita , Kansas 67201

H. F. S c h u s te r , C om ptro lle r 
Kansas Power and L ig h t Company 
818 Kansas Avenue 
Topeka, Kansas 66612

A. C. S te w a rt, Vice P re s id e n t ,  
F inance 

Kentucky U t i l i t i e s  Company 
120 South L im estone S t r e e t - 
L ex ing ton , Kentucky 40507

G. M. B ashara , S e c re ta ry  and 
T rea su re r

Lake S u p erio r D i s t r i c t  Power 
Company 

101 West Second S t r e e t  
A shland, W isconsin 54806

Fred C. E g g e rs te d t,  J r . ,  Sen io r 
V ice P re s id e n t and T reasu re r 

Long Is la n d  L ig h tin g  Company 
250 Old C ountry Road 
M ineo la, New York 11501

J .  H. Erw in, J r . ,  T rea su re r  
L o u isian a  Power and L ig h t Company 
142 D elaronde S t r e e t  
New O rle a n s , L o u isian a  70114

H. J .  A nderson, Vice P re s id e n t ,  
A ccounting

L o u is v i l le  Gas and E le c t r i c  
Company 

311 West C hestnu t S t r e e t  
L o u is v i l le ,  Kentucky 40201

W illiam  A. McNamara, Vice P re s id e n t ,  
F inance

M adison Gas and E le c t r i c  Company 
100 N orth F a ir c h i ld  S t r e e t  
M adison, W isconsin 53701

F . E. L iv in g s to n , S e c re ta ry  and 
T reasu re r 

Maine P u b lic  S e rv ice  Co.
209 S ta te  S t r e e t
Presque I s l e ,  Maine 04769
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G. J .  S ch n e id er, Vice P re s id e n t ,  
F inance

M e tro p o lita n  E dison Company 
Box 542
R ead ing , Pennsy lvan ia  19603

L. P. Modeen, Vice P re s id e n t ,  F inance 
M innesota Power and L ig h t Company 
30 West S u p erio r S t r e e t  
D u lu th , M innesota 55802

W. R. C asper, T rea su re r 
M is s is s ip p i  Power and L ig h t Company 
E le c t r ic  B u ild ing  
Jackson , M is s is s ip p i  39201

K. M. E z e l l ,  C o n tro lle r  and T rea su re r  
M is s is s ip p i  Power Company 
2992 West Beach 
G u lfp o rt, M is s is s ip p i  39501

H. Jo n es , S e c re ta ry  and T rea su re r 
M isso u ri Edison Company
202 South T hird  S tr e e t  
L o u is ia n a , M isso u ri 63353

C. L. H i t t ,  Vice P re s id e n t ,  A ccounting 
M isso u ri Power and L ig h t Company 
101 Madison S tr e e t  
J e f f e r s o n  C ity ,  M issou ri 65101

K elly  W illiam s , Vice P re s id e n t ,  
A ccounting , and S e c re ta ry  

M isso u ri P u b lic  S e rv ice  Company 
10700 E ast 50 th  Highway 
Kansas C ity , M isso u ri 64138

M. R. Lansmon, T reasu re r 
M isso u ri U t i l i t i e s  Company 
400 Broadway
Cape G ira rd eau , M isso u ri 63701

J .  J .  H a rrin g to n , Vice P re s id e n t 
and T rea su re r 

Montana Power Company 
40 E ast Broadway 
B u tte , Montana 59701

B. H. Thompson, Vice P re s id e n t and 
T rea su re r  

Montana Dakota U t i l i t i e s  Company 
400 N orth 4 th  S tr e e t  
B ism arck, N orth Dakota 58501

E. H. E d d les to n , T re a su re r  
Montaup E le c t r i c  Company 
P. 0 .  Box 391
F a l l  R iv e r , M assach u se tts  02722

M. H. F r id r ic h ,  T re a su re r
Mt. Carmel P u b lic  U t i l i t y  Company
316 M arket S t r e e t
Mt. Carm el, I l l i n o i s  62863

A. E. P earson , S en io r Vice 
P re s id e n t and T re a su re r  

Nevada Power Company 
4 th  and S tew art S t r e e t s  
Las Vegas, Nevada 89101

C. C. M atthew s, J r . ,  S e c re ta ry  
and T re a su re r  

New Mexico E le c t r i c  S e rv ic e  Company 
520 Broadmoor B u ild ing  
Hobbs, New Mexico 88240

A. J .  Brodtmann, Vice P re s id e n t ,  
F inance

New O rleans P u b lic  S e rv ic e , In c .
317 Beronne S t .
New O rle a n s , L o u isian a  70160

R. A. Jacobson , C om ptro lle r 
New York S ta te  E le c t r ic  and 

Gas C o rp o ra tio n  
P. 0 .  Box 287 
I th a c a ,  New York 14850

W illiam  P. Shreenan, T re a su re r  
Newport E le c t r i c  C o rp o ra tio n  
45 Long Wharf M all 
Newport, Rhode Is la n d  02840

John G. H aehl, J r . ,  Vice P re s id e n t ,  
F inance

N iagara  Mohawk Power C o rp o ra tio n
300 E r ie  Boulevard
West S y racuse , New York 13202

A. H. P e te rs e n , C o n tro l le r  
N orthern  In d ia n a  P u b lic  S e rv ic e  

Company 
5265 Hohman Avenue 
Hammond, In d ia n a  46320
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C lay ton  K. L arson , Vice P re s id e n t ,  
F inance

N orthern  S ta te s  Power Company 
414 N ic o l le t  M all 
M in n eap o lis , M innesota 55401

J .  L. C a r r o l l ,  Vice P re s id e n t 
and T rea su re r  

N orth ern  S ta te s  Power Company 
100 N orth Barstow S t r e e t  
Eau C la i r e ,  W isconsin 54701

E. H. M inske, T rea su re r  
N orthw estern  P ub lic  S e rv ic e  Company 
H uron, South Dakota 57350

R. C. Murdoch, C om ptro lle r 
Ohio Edison Company 
47 N orth Main S t r e e t  
A kron, Ohio 44308

J .  G. C a rtw rig h t, C o n tro lle r  
Oklahoma Gas and E le c t r i c  Company 
321 N orth Harvey Avenue 
Oklahoma C ity , Oklahoma 73101

R alph E. Trower, T rea su re r  
Orange and Rockland U t i l i t i e s ,  In c .
125 High S tr e e t
B oston, M assachuse tts  02110

H. C. Johnson , Vice P re s id e n t and 
T rea su re r  

O tte r  T a i l  Power Company 
215 South Cascade S t r e e t  
Fergus F a l l s ,  M innesota 56537

T. N. Ward, Vice P re s id e n t ,  S e c re ta ry , 
and T rea su re r  

Ohio V alley  E le c t r ic  C o rp o ra tio n  
P. 0 . Box 468 
P ik e to n , Ohio 45661

D. L. B e l l ,  Vice P re s id e n t ,  F inance 
P a c if ic  Gas and E le c t r ic  Company 
245 M arket S t r e e t  
San F ra n c isc o , C a l ifo rn ia  94106

John H. G eiger, Vice P re s id e n t and 
T re a su re r  

P a c if ic  Power and L ig h t Company 
920 S.W. 6 th  Avenue 
P o r tla n d , Oregon 97204

R u s s e ll  C. B a r t le ,  C om ptro lle r 
P ennsy lvan ia  E le c t r i c  Company 
1001 Broad S t r e e t  
Johnstow n, P ennsy lvan ia  15907

R. R. F o rtu n e , Vice P re s id e n t ,  
F inance 

P ennsy lvan ia  Power and L ig h t 
Company 

901 H am ilton S t r e e t  
A llen tow n , P ennsy lvan ia  18101

W illiam  R obinson , T re a su re r  
Pennsy lvan ia  Power Company 
1 E as t W ashington S t r e e t  
New C a s t le ,  P ennsy lvan ia  16101

John H. A u s t in ,  J r . ,  Vice P re s id e n t ,  
F inance and A ccounting 

P h ila d e lp h ia  E le c t r i c  Company 
1000 C hestnu t S t r e e t  
P h ila d e lp h ia ,  Pennsy lvan ia  19105

Theodore F ryou, T rea su re r and 
C o n tro l le r  

P o rtla n d  G eneral E le c t r i c  Company 
621 S.W. A lder S t r e e t  
P o r tla n d , Oregon 97205

A. M. C reed, C om ptro lle r 
Potomac Edison Company 
D ow nsville  P ike 
H agerstow n, M aryland 21740

H. Low ell D av is , Vice P re s id e n t 
and C o n tro l le r  

Potomac E le c t r i c  Power Company 
929 E. S t r e e t  N.W.
W ashington, D. C. 20004

R. D. S p eer, S r . V ice P re s id e n t ,  
F inance and T re a su re r  

P u b lic  S e rv ice  Company o f Colorado 
550-15th S t r e e t  
D enver, C olorado 80202

V. R. R ehnstrom , Vice P re s id e n t 
and C om ptro lle r 

P u b lic  S e rv ice  Company o f 
In d ia n a , In c .

1000 E ast Main S t r e e t  
P l a i n f i e l d ,  In d ian a  46168
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Ja c k  N. W atts , V ice P re s id e n t 
and T re a su re r  

Sou thw estern  E le c t r i c  Power Company 
428 T ra v is  S tr e e t  
S h re v e p o rt, L ou isiana  71101

L. L. Bobo, Vice P res id en t and 
T reasurer

Southw estern  E le c t r i c  S erv ice  Company 
214 E a s t Rusk S tr e e t  
J a c k s o n v il le ,  Texas

A. D. S e b a s tia n , C om ptro lle r 
Sou thw estern  P u b lic  S e rv ice  Company 
720 M ercan tile  D allas  B u ild ing  
D a lla s , Texas 75201

J .  H. L indsay , Vice P re s id e n t ,  
S e c re ta ry , and T re a su re r  

S u p e rio r  W ater L ig h t and Power 
Company 

1230 Tower Avenue 
S u p e rio r , W isconsin 54881

J .  K. T ag g a rt, T re a su re r  
Tampa E le c t r i c  Company 
P. 0 . Box 111 
Tampa, F lo r id a  33601

F re d e r ic k  Rogers, V ice P re s id e n t 
and T rea su re r  

Texas E le c t r i c  S e rv ice  Company 
Seventh and Lamar S tr e e ts  
F o r t  W orth, Texas 76102

H. 0 . W eatherbee, J r . ,  T re a su re r  
Texas Power and L ig h t Company 
F id e l i t y  Union L ife  B uild ing  
D a lla s , Texas 75201

T. A. K o stan sk i, C o n tro l le r  
Toledo Edison Company 
300 MAdison Avenue 
T oledo , Ohio 43652

W. D. Brooks, Vice P re s id e n t and 
T rea su re r  

Tucson Gas and E le c t r i c  Company 
220 West 6 th  S tr e e t  
Tucson, A rizona 85702

Edward H. D ick o l, V ice Pre§ide$£ 
F inance and T re a su re r  

U .G .I. C o rpo ra tion  
1401 Arch S tr e e t
P h ila d e lp h ia ,  P ennsy lvan ia  19105

M. J .  W elshans, V ice P re s id e n t ,  
F inance 

Union E l e c t r i c  Company 
One Memorial D rive 
S t .  L o u is , M issouri 63166

Eugene J .  R osazza, V ice P re s id e n t ,  
F inance and A ccounting 

The U nited I llu m in a tin g  Company 
80 Temple S tr e e t  
New Haven, C onn ec ticu t 06506

D. M. Monroe, V ice P re s id e n t
F in an ce , S e c re ta ry  and T re a su re r  

Upper P en in su la  Power Company 
616 Shelden Avenue 
Houghton, M ichigan 49931

D. L. B roussard , V ice P re s id e n t ,  
F in an ce , S e c re ta ry , and T re a su re r

Utah Power and L ig h t Company 
1407 West North Temple S t r e e t  
S a l t  Lake C ity , Utah 84116

G. A. Spence, T rea su re r  
V irg in ia  E le c t r i c  and Power 

Company 
700 E as t F ra n k lin  S t r e e t  
Richmond, V irg in ia  23216

J .  M. Coombs, T rea su re r  
W ashington W ater Power Company
E. 1411 M ission Avenue 
Spokane, W ashington 99202

W. L. Wagner, C om ptro lle r 
West Penn Power Company 
Cabin H i l l
G reensburg, P ennsy lvan ia  15601

J .  C. Crownover, V ice P re s id e n t 
and T rea su re r  

West Texas U t i l i t y  Company 
1062 N orth 3rd S tr e e t  
A b ilen e , Texas 79601
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E. L. L i t t l e f i e l d ,  C om ptro lle r 
P u b lic  S e rv ice  Company o f  New 

Hampshire 
1087 Elm S t r e e t
M ancheste r, New Hampshire 03105

F r i t z  A lle n , T re a su re r  
P u b lic  S e rv ic e  Company o f New 

Mexico 
414 S i lv e r  Avenue S.W. 
A lbuquerque, New Mexico 87103

W. B. Jo h n s to n e , J r . ,  Vice 
P re s id e n t ,  F inance 

San Diego Gas and E le c t r i c  
Company 

101 Ash S t .
San D iego, C a l if o rn ia  92112

W. R. B u tle r ,  T re a su re r  and 
S e c re ta ry  

Savannah E l e c t r i c  and Power 
Company 

600 E ast Bay S t r e e t  
Savannah, G eorgia 31402

A. T. W righ t, S e c re ta ry  and 
T re a su re r  

S h erra rd  Power System 
O rion , I l l i n o i s

W. B. C a rp e n te r , C o n tro l le r  
P u b lic  S e rv ic e  Company o f Oklahoma 
P. 0 .  Box 201 
T u lsa , Oklahoma 74102

L. R. Fay , V ice P re s id e n t and 
C om ptro lle r 

P u b lic  S e rv ic e  E le c t r i c  and Gas Co.
80 Park P lace
Newark, New Je rse y  07101

R. F. W haley, T rea su re r  
Puget Sound Power and L ig h t Company 
Puget Power B u ild in g  
B e llev u e , W ashington 98009

H arold W eatherby, S en io r Vice P re s id e n t ,  
F inance and A ccounting 

R o ch es te r Gas and E le c t r i c  C o rp o ra tio n  
89 E as t Avenue 
R o c h e s te r , New York 14604

B. F . A yer, T rea su re r  
Rumford F a l l s  Power Company 
49 C ongress S tr e e t  
Rumford, Maine 04276

J .  L. R in to u l, J r . ,  S e c re ta ry  and 
T re a su re r  

Safe H arbor W ater Power C o rp o ra tio n  
R. D. 2 , Conestoga 
L a n c a s te r , Pennsy lvan ia  17516

H. A. C h r is te n se n , S e c re ta ry  and 
T re a su re r  

S t .  Joseph  L ig h t and Power Company 
520 F ra n c is  S tr e e t  
S t .  Jo sep h , M issouri 64502

J .  L. Gremban, V ice P re s id e n t ,  
S e c re ta ry , and T re a su re r  

S ie r r a  P a c i f ic  Power Company 
100 E a s t Mbana Lane 
P. 0 . Box 10100 
Reno, Nevada 89510

O scar S. Wooten, S en io r V ice 
P re s id e n t ,  F inance 

South C aro lin a  E le c t r i c  and 
Gas Company 

328 Main S t r e e t
Colum bia, South C aro lin a  29202

Smith B. D avis, V ice P re s id e n t ,  
F inance

Sou thern  C a l ifo rn ia  Edison Co.
P. 0 . Box 800
Roremead, C a l ifo rn ia  91770

W. L. S anders , J r . ,  S e c re ta ry  
and T re a su re r  

Southern  E le c t r i c  G enera ting  Co.
600 N orth 18th S t r e e t  
Birmingham, Alabama 35202

Samuel G. C l i f f o r d ,  J r . ,  C om ptro lle r 
Southern  Ind ian a  Gas and E le c t r i c  

Company 
20-24 N.W. 4 th  S t r e e t  
E v a n s v i l le ,  In d ian a  47741
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R u sse ll B r i t t ,  T re a su re r  and C o n tro l le r  
W isconsin E le c t r i c  Power Company 
231 West M ichigan S t r e e t  
M ilwaukee, W isconsin 53201

D. L. S to k le y , Vice P re s id e n t ,  F inance 
W isconsin  Power and L ig h t Company 
122 West W ashington Avenue 
M adison, W isconsin 53703

D. A. Bollom, C o n tro lle r  
W isconsin P ub lic  S e rv ice  C o rp o ra tio n  
700 N. Adams S t.
Green Bay, W isconsin 54305

D. L. Broussard, Vice P re s id e n t, 
S ec re ta ry , and T reasu rer

W estern Colorado Power Company 
P. 0 . Box 889
S a l t  Lake C ity , Utah 84110

E rnest L. Grove, J r . ,  Vice P re s id e n t, 
Finance and Accounting 

C onnecticut Light and Power Company 
P. 0 . Box 2010
H a r tfo rd , C onnecticu t 06101

E. L. Grove, T reasurer
C onn ec ticu t Yankee Atomic Power Company 
107 Selden S t.
B e rlin , C onnecticut

E rn e s t L. Grove, J r . ,  V ice P re s id e n t ,  
F inance and A ccounting 

H a rtfo rd  E le c t r i c  L ig h t Company 
176 Cumberland Avenue 
W e th e rs f ie ld , C onnecticu t 06109

Addison W. Lewis, T reasu rer and 
A dm in istra tive  Manager 

Maui E le c tr ic  Co. L td.
210 Kamekameha Avenue 
K ahu lu i, Hawaii 96732

Thomas N. Ward, Vice P res id en t, 
S ec re ta ry , and T reasu rer 

Indiana Kentucky E le c tr ic  Corp.
P. 0 . Box 468
P ik e to n , Ohio 45661

R. M. Kopper, E xecu tive V ice P re s id e n t 
Ind iana  & Michigan E l e c t r i c  Company 
2101 Spy Run Avenue 
F o r t Wayne, Ind iana  46801

Waldo S. LaFon, E xecu tive  
V ice P re s id e n t 

Kentucky Power Company 
15th & C a r te r  
A shland , Kentucky 41101

M iles J .  Doan, S r. V ice 
P re s id e n t ,  F inance 

Union L ig h t, H eat & Power Co.
7 th  & S c o tt  S t r e e t s  
C ovington, Kentucky 41011

B u rd e tte  A. Johnson , V ice 
P re s id e n t ,  F inance 

Cambridge E le c t r i c  L igh t Co.
130 A ustin S t.
Cambridge, M assachusetts 02139

John MacLachlon, T re a su re r  
Cape & V ineyard E l e c t r i c  Co.
130 A ustin S t.
Cambridge, M assachusetts 02139

Gerald E. Anderson, Com ptroller 
Canal E le c t r ic  Company 
130 A ustin  S t.
Cambridge, M assachusetts 02139

Ralph E. Trow er, T re a su re r  
F itc h b u rg  Gas & E le c t r i c  L ig h t Co. 
655 Main S t .
F itch b u rg , M assachusetts 01420

John L. A lle n , T re a su re r  
Boston Gas Co.
P ru d en tia l Tower
Boston, M assachusetts 02199

N icholas E. M aifas, Com ptroller 
Holyoke Water Power Co.
One Canal S t.
H olyoke, M assachuse tts  01040

R. Leigh F i tz g e r a ld ,  V ice P re s id e n t ,  
F inance

M assachusetts E le c tr ic  Company 
20 Turnpike Road
Westborough, M assachusetts 01581

John MacLochlan, T re a su re r  
New Bedford Gas & E dison 

L ig h t Company 
693 Purchase S t.
New Bedford, M assachusetts 02740
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James C. N e s b it t ,  T re a su re r  
New England Power Company 
20 Turnpike Road
W estborough, M assachusetts 01581

Gordon B. W alker, S e c re ta ry  
Concord E le c t r i c  Company 
15 C ap ito l S t.
Concord, New Hampshire 03301

R obert T. K yle, Vice P re s id e n t 
E x e te r  & Hampton E le c t r i c  Co.
225 Water S t.
E x e te r , New Hampshire 03833

J .  S. B u rc h e ll, C o n tro lle r  
New je r s e y  Power & L ig h t Company 
Madison & Punch Bowl 
M orristow n, New J e rs e y  07960

Joe P. G i l l s ,  E xecutive Vice P re s id e n t
Ohio Power Company
301 C leveland Avenue, S.W.
Canton, Ohio 44702

W. H. MacMullen, S e c re ta ry  and 
T re a su re r

Potomac Edison Company o f P ennsy lvan ia , 
V irg in ia ,  West V irg in ia  

D ow nsville Pike 
H agerstow n, Maryland 21740

F re d e r ic k  L. H i l l ,  T re a su re r  
N a rra g a n se tt E le c t r ic  Company 
280 M elrose S t.
P rov idence , Rhode Is la n d  02901

Ralph G i l l e s p ie ,  P re s id e n t 
and T re a su re r  

L ockhart Power Company 
L ock h art, South C aro lin a  29364

C. J .  Bryan, E xecu tive  Vice 
P re s id e n t 

K ingsport Power Co.
422 Broad S t .
K in g sp o rt, Tennessee 37662

R. H. Sm ith, T re a su re r  
Delmarva Power & L igh t Company 

o f  Maryland 
P. 0 . Box 1739 
S a lisb u ry , Maryland 21801

R. H. Sm ith, T re a su re r  
Delmarva Power & L ig h t Company 

o f  V irg in ia  
P. 0 . Box 1739 
S a lisb u ry , Maryland 21801

A. Clay S te w a rt, V ice P re s id e n t ,  
F inance 

Old Dominion Power Company 
120 S. Lim estone S t.
L ex ing ton , Kentucky 40507

W. S. W hite, J r . ,  E xecu tive  
V ice P re s id e n t 

A ppalachian Power Company 
40 F ra n k lin  Road 
Roanoke, V irg in ia  24009

F. J .  Eppich , C om ptro lle r 
Monongahela Power Company 
Monongahela Power B uild ing  
F airm on t, West V irg in ia  26554

N. C. S h e a ts , E xecu tive  V ice 
P re s id e n t 

W heeling E l e c t r i c  Company 
51 16th S t r e e t
W heeling, West V irg in ia  26003

R. W. B r i t t ,  T re a su re r  
W isconsin M ichigan Power Company 
231 W. M ichigan S t .
Milwaukee, W isconsin 53203

Leonard A. O'Connor, T re a su re r  
W estern M assachusetts E l e c t r i c  Co.
174 Brush H i l l  Avenue
West S p r in g f ie ld ,  M assachuse tts  01089

H erb ert J .  Palm er, T re a su re r  
Consumers Power Company 
212 W. M ichigan Avenue 
Jack so n , M ichigan 49201

R. W. Sampson, E xecu tive Vice P re s id e n t 
M ichigan Power Company 
P. 0 . Box 413
Three R iv e rs , Michigan 49093
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R. L. F i tz g e r a ld ,  T re a su re r  
Uankee Atomic E le c t r i c  Company 
20 T urnpike Road
W estborough, M assachusetts 01581

R. D. Speer, Vice P resid en t and 
T reasu rer

Cheyenne L ig h t, Fuel and Power Company 
Cheyenne, Wyoming 82001
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APPENDIX E 

COMPUTER PROGRAM
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E R OfiRM h y p ^ tl R ♦ -«/
13k

toe 6 6 0 0  FTN \z3.0-P332 QpT«l p5/
PR0 GRAM HYPUT|„(INPUT,OUTPUT)

CC
X-

LlST OF VARIABLES
c
cx

TUP
ACCDEP

>Tn

TOTAL UTli lfY PLANT 
ACCUMULATED DEPRECIATION 
..NET UTILITY -PLANT

c
cx
c
c
X

OppNV 
CACAs 

OP
w
Cs
M

OTHgR PROPERTY ANd IN^e STMc Nt
c u r r e n t  a n d  a c c r u e d  a s s e t s  

d e b i t sTOt ^L ASSETS A n d  o t h e r  DEBITS 
COMMON SJHC^
p r e f e r r e d  St o c k

CCx
pREMca

Rfc
 OPIC.

PRtMIUM ON CAPITAL STOc* 
r e t a i n e d  EAr NINGS 
OTHER PAID. jN-CAP lTAL

c
c
X

TPcLTD
■CACl .

TOTAL PROPRIETARY CAPITAL 
LONG.TERM D|BT
-CURRENT A n D ACC r UED-LIABILIIt ES.C

C

C
f

DC 
ORES

^ i i i s
TC

o p r E v

DEFERRED CREDITS OPERATING Rf SEr VES 
)TIQn S in a iCONTRIBUTIONS IN Alp. TO CONSIRUq T ION 

DEFERRED INCOME t A x E s«-BAl ANCE SHEET 
t o t a l  l i a b i l i t i e s  a n d  o t h e r  c r e d i t s  
■OPERATING REVENUES

OpExP 
DEp 
f i t

OPERATING Ex PENSEs a n d  MAINTENANCE
d e p r e c i a t i o n  a n d  a m o r t i z a t i o n  e x p e n s e  
FEDERAL INCOME t a x e s ------------- ---

c
cx D I T | |

OTHER t A x E5_
DEFERRED iNrOMg TAXES*.INCOME STATEMENT 
INVESTMENT t AX CREDIT

c
c
X.

TOPEXh
TOPINc
CQNlNf

O l fINt L t D
-O X n Tc.

TOTAL OPERATING EXPENSES 
TOTAL oPERAfING INCOME 
INTEREST T0 CONSTRUCTION

c
cx

OTHER i n c o m e  <NET)
INTEREST o n  LONG t e r m  DEB t 
o t h e r in t e r e s t c h a r g e s ____

NI 
DDPS
DPSI

n e t  INCOMF 
DIv IDEn Ds D f CLARED ON PREFERRED STOCK 
DIVIDENDS Dr.CLARED o n  COMMON. 5T0CK___

c
c

X

RT r e n t

C
c l i s t  OF SUBROUTINES

s t a t e m e n t s  p r f p a r e d  a s s u m i n g  i s s u a n c e  o f  c o m m o n  s t o c k
'T,Tcuf'"c  ---          STC

DEBt
c
c

cx
c
c

iCs
ips ■ STATEMENTS p r f r Ar ED ASSUMING ISSUANCE OF PREFERRED STOCK 

iL t P f STATEMENTS p R f Pa REP ASSUMING ISSUANCE OF LONG TERM
LNC ■ STATEMENTS PRfPArED AS5uMING LEA5E 5 NOT CAPITALIZED
LC ■ STATEMENTS pRpPARED ASSUMiNfi LEASES CAP i TALjZ e D
INTL « STAx EM-ENt S PREPARED A s s u MIn G NO-PLANT ExpANsIQN________
ECS 9 STATEMENTS PREPARED ASSUMING EXISTING CAPITAL STRUCTURE
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HYpHTL R ♦-»/ 193
CDC 66QQ FIN V3.Oi.p332 ppT«l' 05/

r E a U N U P  #!0P.1NV ,qF f C , i:iD t0RE&»0PHEV jpPilXB »OTaX» 
COMMON xUP»ACCDEP«NUP*°PlNy*CACAs»DD»TA»CStPSi

jIC+iQ.INCt NI t INTLTO
- ..  ---------   iPREMCs,RE*OPlCiTPCtliTO,cACL,DC*ORES;CiATC,DlTBS,TUfOPREV»OPEXP,DEP»FlT*OTAx,DlTlSfiTC,

 $.TgE*P » TOR iN&jfiON I NT >fl INC»I.NTUID .QlNTC .NI, . DDPS tDQC5.i IKNT___________
COMMON R T " ' ■ ■ 3
JYR ■ 0

 k N T - i-0 _________________   :______:__ !    , :__________!_______
I*NT * 0 
j  .  0

s ________________________________________________________________________________________________ __
C R|AD iNtTlAl, VALUES OF PARAMETERS 
 5-CL.RgAP.. j t tU P-tMCPpP «Nyp t QPlNy «.CACA$.tDD >TA.t CS»PS tPREMCg»RE »QPIC % j P C »t- 

iTUtCAU,DCtORES,CIATC*DiTBStTl-,OPREV*OPEXP,DEP*FlT*OTAX*DlT!Sf jTC, 
<TOExP,TOPlNC,CONlNf♦OlMCtINTLTD,0INTC,NItDDPS,DDCS,RT

 L-FORMAf (a(Fia»Q) )_________ ___ ____________________________________
l!»K$T .EQ# 0) fiO fO 2 ^

6c lf (KNT ♦IQ. 1) 60 fO A
 --}.fiĈ fcLT.,E0» 2) gO— TO 5 .---------------- — -----------------------

lF(KNT .EG* 3) GO JO 6
I M K N t . E Q * M  Go  TO 7 
I&lKMT ..EQ» ,5) (SO TO.B
IR(RNt . E g .  6)  iso j o  9 
HMkNT t E 0 .  7)  gO TO 10 

A"' cALL 11 C j
PRINT 301

301 FORMAT(IH 1.15X*STAteMeNTS PREPARED UNDER THE*)
302  f ORm1 t 1?H *I 3 x# ASS|JmP T I 0N OF COMMON SfOCK ISSUED#) 

pRjNT 303
.303 ..FORMAT 11H q »X» i N yEaR ! » / / ) _____________________________

IYr * IYR + 1
QO TO 2

U -------------------------&-CAU-4P.SDiiiNT ahPRINT 301 
pRjNT 305

3 0 g.. FPRMAt I | M. a15XP ASSuMpTlQN OF PREFERftEp STOCK I SSUED#)
PRINT 303 
IYR « IYR+1 
SO IS 2

6 C A u  I LTD 
pRJNT 301

   RRlN.T..3oa ____   :________________     ■_
308 FORMAT(1H ,15x *ASSu Mp TI0N OF LONG TERM DEBt ISSUED#)

PRINT 303 
1Y.R.
GO TO 2 

7 C A U r ^Nc 
 PRINT 301

PRINT 311
311 FORMAT(1h *15X*A5SuMpTiON O f A NON.c A P iTAL jZED LEASE*) 
 PRINT 303

iVR * IYR41 
G§ TO 2
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194PROGRAM  fcLY.PH.TL R ____________________________CPC 6600 FTN V3t 0.P332 QPT«1 OS/!

8 CALL LC
 _______ :___ :____:_____ PRINT-..30.1__________________________________ ,______ :____________________________________

PRINT 31*
314 FORMAT(1H * 15x*ASSUMPTION OF A CAPITALIZED LEASE#)

_____________________ PRINT 303______________________________________________________________________________
ITR A lYR+1 
GO TO 2

 __________________ 9 C* LL INTL_________________________________ :____________________________________________
PRINT 301 
PRINT 317

___________ 317 FORMAT (1H ,lsX«ASSl]MpTION OF NO PLANT EXPANSION#)__________________
pRlNT 303 
ITR 9 lYR#l

 :_____ :_______ g o  T.0-.2___________________________________________________________
10 CALL fcCS 

PRINT "301 
[NT 320320 F9RMAT(lH *l5XAASSuMpTI0N OF INVESTMENT |N THE IX j ST iNg CAP jTAL Ra 

*TlO*> PRINT 303_______________________________________________________
IYR S IYR+1 
GO TO 2

 2 CONTINUE________________________________________________________
«EQ* °> PR *NT 300 300 FORMAT(iHl*l5X#lNIfIa L STATEMENTS*//)

200 FORMAT (1H0*34X»#h Y p 0 t h ET jCAL U T iL jT jT jES* jNC.*//#35X*#BALANCE SHE 
iET#//,35x,*DECEM»ER il, 19 ♦ #,11)
PRINT 2Q1

201 FORMAT (iHO*38X*#ASSEf S*/*39X,#*— *.#)
PR I NT l00*TUp 

100 FORMAT(1H0i16X#t0Ta L UTILITY P L AN T # t 3 ; X i # S # t J o )
IFIACLDEP .Gt . 0*0j ACCDEpsACC0EP#(«1.0)
PRINT 101*ACCDEP 

101 FORMATC1H *U X » A C C u Mu LATEP DEPRECIATION#,27X.J10/»49X,#«
"pRlNT !02*NUp 

1 0 2 format(ih <16X#nft utility plant#i34x;jiq)
PRINT 103«0PINV

103 FORMAT(1h »16X*0Th f R PROPERTY AND INVESTMENT#,22X*Jl0)
  PRINT 104«CACA S _____________________________________________________________
104 FORMAT(IH *16X*c U r r En T AND ACCRUED ASSETS#»23X*J10)

PRINT lOStPD
IQS p O R M A t U H  »16x#DEFFRpEP DEBTTA#*36xIJ10/i68x*»^»-*>»— «>#i______

PRINT 106*TA
106 F O R M A T U H  *16X*T0TAL ASSETS AND OTHER DEBITS*»22X*#S#,J9/,68X,#«s

 i,«»»lS8ir)______________________________________________________________________________________________________________

202 F0RM|Tf?H0t30xf#LIABTLlTlEs AND OTHER CREDlTS*/»3ix*#-"— - —   '-»«***« ■— ■,»»»#)_________ ' _
PRINT 203

203 FORMAT(lH0»l6x#pR0pRrETARY CAPIt AL#*32x > 
lQ7»CS107 Po r m X t (lH0*l8X*C0MM0N STOCK#,27X»*S#tJ9) 

PRINT 108*PS
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HYpHTfr R ♦*.#/       rDf 6600 FTn V3.0-P332 0PT«1 05/]
1 0 8 FORMAT; C1H »18X*pREjiERRED STOclC#t24x;JlO)

_______________ PK.INT109,PREMCs ... . ______________ _______ _________________ _
109 F9RMAT (1h ♦18X#pREMiijM ON CAPITAL St O c K*. 15X.J10)

PRINT 110.RE
  » °  FORMAT U h , U 8 X*REIA.INEP EARNINGS * .2 2 X . J 1 Q ) __ ___________________ _

111 P O R N $ T H h f?i8 X#OTHER PAID IN C A P I T A L * . l 8 X * J l O / . 5 8 X . # * w * * * — #)
  Print: ii2 >tpc     ,  ____ :_______________ _ _________________

112 FORMAT<lh »16X*T0TAL PROPRIETARY CAPITAL*.26X.JlO)
PRINT 113,LTD

„ __________ 113... FORMAT 1IH .,l,6 X*i.P.NCx .TERM. DEBT*. 37X. Jin),....... . ...  ....... ........
114 p p 4SIt {1h \ i6X*c URREn T a n d  ACCRUED LIAB iL iT iES#.20X*J10) 

--------------- PRINT 11 S.DC  1— ..  — i ■ ■  .V-- ---------------- -
115 FORMAT<lH »16X*d EFERRED CREDITS*.35X.jlO)

p r i n t  i 16.o r e s
 ----------- 11.6. .FORMA t (1H .16x*OPERAf ING RE SERyES*, 3 3 w i J 10)________________________

PR iNT 117.CIATC.117 FORMAT(1H •UX*CONTRVBUTIONS IN AID OP CONSTRUCTION*,1 5*.Jio)
H--------  PRINT 118 .DIt BS — — ;--------- ---- :— _— _____-- :—  --- :------------

118 F?RM A n i H »16X*d EFe RRED jNc OME TAXES*»30X.JiO/.68X.*— — — «•— *)
PRINT U 9 . T L

 ---------- 119 FgRMA.TUH fl6 X*T,QTAL, LIABILITIES And qTHEr CrEDITS*.16X.*S*«U9/-*68__
lX**tt*«*tfaf*«*)
PRINT 250jlYR

,__________ 23Q. fOBMST1ih 1 ,3*X. ;*HYBHlHgT.;.CAL .U.TiLtT1 | S . f Ng.*//.38X ,*tNCQME STATE
!MENT*//,3 5 X.*F0 r YEAr ENDING D E C E M B E R 3 I* 19 ♦ # , U )
PRINT 150.0PREV

........... 15.0.FORMAT,1lH0,»,l6X*OP.EBAf ING RcMcNUcS*»|3X »*SiUJ9/ »6 gX ----
IftOPiXP .Ot. 0 .0 ) OpExP»OPExP*Vl.Or 
pRlMf 191.0PEXP

___________ 4 ai F-QRMT j 1.H ...iSxPoPEBAtINO E X PENSES AND MAINTENANCE#, 17X,JlO)_________
IF(D|f .GT. O.Oj DEP.DEp *(-1,0)
PRINT 1 5 2 .DEP

„---------- 152 FQRMAt <1H «16X#DEgpErlATl0AL-AND. AMORTIZATION -EXPENSE#* 1AX.». JlO.)-------
IF(RT’ *gT. 0 .0 ) RT«Rf*<-l«0 >
PRINT ipaS.RT .

__________ 1325 FORMAT L  Ih .1 6X»rEMt#4-ATX^j10-)_________ _ ___ _ _ ____________________
lP<F!T ,Gt. 0 *0 ) FlT«FlT*(-1 .0 )
PKIN.T 153.f i t

_153 FORMAT U h »16X*Fe & eB a L. INCOME TAXES*.3lX»JlO)_________________________________ -
PRINT 154.0TAX

- _________ L56E^MA.T_llti...tl6X.*0 T H F R T AXES#, 4 8 X. JlO) — — ____-___ .________________ _IF iDI t Is ,Gt . 0.0) DtTlS"DlTI5«Ul,0)
PRINT 155.0ITIS

 1.55 .FO B M l T „..l.6A*pg£EPRg,P..J.N.CQM.E TAXES*.30X.iJ.10)______________________
lP(KNT ,EQ.O) ITC » iTC*(.l,0)

\ H  f q b n a t I i h I ^ I p x* TNyisfMENT TAX C p EDIT* *30X.JlO/.68X
IF (T O e XP .G T .  0 . 0 )  ToEXP«»TOEXP*<«l.O)
PRINT"157,T0EXP

157 F?RMAT(lh »16X*T0T aL OP e RAT-INg EXPe NS e S#.27X. JlO/»68X.*-— > - » ^ » - *
i )

PRINT 1 5 8 .T 0 P I N C
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5.36
PROGRAM K-YPHTlr ___________________________ gpg M Q £ F T H y 3 .0 ,P 3 3 2  qpt«1 0 5 /

life:
158 FORMAT(IH •16X # t OTal  OPERATING lNC0ME * * 2 9 X t j l O )

  PRINT 1 1 9 .  CON I Nf__________ ... ___  ....■______________________
159 FORMAT<i n  * 1 6 X#i n Te Rp ST ChARqED T0 ConSTRUCTIoN ** 1 9 X . j 10)

PRINT 160*OINC
1.60 . FQRWAt H h «_1.6.X»q THER INCOME (NET> * »33X t  JH.Q)_______________________________

i !<INT>TD  *GT# 0 * 0 )  T N T L T 0 i l N f L t D * U 1 .0 >
PRINT 1 6 1 * INTLTO

161 F p -MAT| i h  t l f e X t ^ TpRgST ON LONG--TERM OEBT » t 2 5 X t j l O ) ____________________
lF(OlNTC ,GT* 0,0) O lN T C «O IM T C *(« l ,o i
PRINT l62*0IN TC

162 FORMATUH *16X»pTHpR INTpRgST CHARGE5 » » 2 9 X . J 1 0 / t 6 f i X « « ------------— — »)
l 63*NI

163 f QR^ATH h *16X#NET i N C 0 M E * * 4 l X » # S # t j 9 / * 6 8 X » # » s s « * * s s a «#)

17X #0 i V I0ENDS DECLARED oN C0MM0N ST0 Ck* » 1 7 X , # $ # » J 9 )
PRINT 165.DDRS
FORMAt (;165 FORMAt ( 1 H0*16X » p IV i Dp ND5 DECLARED QM PREFERRED sToCK«t 14X»»s»,J9) 
IF(IKNT ,EQ« 0) KNf « KNT*1 
I*NT « IKNT*i

 ItllKM.T »UE.«_ 5) (aQ Tfi 60_______________________________________
knt ■ KNT*l
I*NT * 1

 i m ?  o____________________________ _____________________________________________________
j  *IF(J ;UT. 7) GO TO 50
STOP
END
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SUBROUTINE ICS________ E .t.rf /  , , ,, ,..........   c Dg 6600 FTN U ?.0 ,P?a? QPT.l ^OX/I

'' SUBROUTINE ICS
 ---------- ------------------8EAL.Nug-»-OP.!NV»oPlCjLTD-»OgES»flPREV»OPtXP«OTAX»l!CtQINC«NI«INTt.TD_____

r EAU i n v s t
COMMON tUP*a CCDf P.Nu p ,OpiNv*CACAs*DO*rA*CS*PS*PREMCs,REtOPlC*TPC*L

______________ !TU|.̂ $:UtOCtORE§,.CiATCtD.lTBStTb>OPREV »OP.EXP..tPEP,tElT tQTAX>DlI.lSiITC.__
r  fTOEMp;TQPlNC,C0NlNfiHlNC*INTLTD,OlNfC;NI,ODpS,DDCS,I><:NT
£ , I?<D Pf*P  *UT« 0 , 0 )  OpEXp»OpEXP#(v l , 6 )

_________________tP lflgP--*L!t..  QtO) DgP.»D£P.t:(» 1 , 0 )_Isii, _______________________________________
if (Fit ,LT* 0,0) FIT«FIT*UI,0)
IF(0TAX ,LT, 0*0) o Ta X*OTa X»(«I,0)

______ _______ igjlplXJSu,jiLT....0,. Q ), .XtiU-SgD I,T,I,&*.i.»l,.Q.)-------------------------- -----E i f i t g k X p  ,LT • 0 , 0 )  Tq EX p* TqE X p#(• 1 «  0)
I: i f t t N H T o  »LT. o*0» TNTUT0» lN T tT D # («1. 0>t__________________ Lf l a lN T C - .L T ,  . 0 , 0 )  Q^MT-ClO-IMgC* U .1.6 )___ ____ __ _____________________________

IF(ACCDEP ,LT, o*0) ACCDEPsACCDEP*(-1,0)
If(IKNT ,EQ, D  SCACAS ■ CACAS
If (IKNT ,EQ.».l.) S0.INC-*. .&1NC 
If{IRNT iOE, 2) «0 TO 1
iNyST * TUp**l5 
TUP-i» TjjP.lNVST.
N U P  8  T u P - A C C D E p  
C ?  8  t S +  ( , 6 0 # I N \ / 5 T {
P f E M c S . .  a... P R E M c S »  » 0 »  I N y S T )
iPREgfS 8 PREMCjT.S 
PREMtS a IPREMCS 
ITC t ,o»*INVST
CONINT * , 0 6 U I N V S T  
TOPINc » ,0 6 I# N u P  

4 - Cif(IKNT ,LT, 2) GO To 7 
INVSX ■* OEP|TC-A ->OA»LNUST
TOPINc a  , 0 6 1 # ( n U P ; d E P )  
OINC * SOINC+DIf 

7 CONTINUE 
IfflRRT •GE, 2) ConInT « •06l# INVST 
N| *  TOplNC+CONfNT*OlNC«INTLTO-OlNTC 
i f <IKNT ,GE, 2) Gq Tft 2----------- —
O P E X P  *  0 P E X P # 1 . 1 5  
I C P E X P  a  0 P E X P + . 5  

O P E X H  f  l O P E X P
DIP- * D i P f >5 

i o |p * d e p *,5 
PEP ■ IPEP

2 CONTINUE 
FIT * » 3 6 # N I

 .IFH  i . F I T 1 ,5 ,
FIT i .

IfllfNT,GE, 2) Gq To 3 
. 0 T A X * .  ClAXt.1,1 s_______

lOlAx ■ 0TAX*«5 
O T A X  a  I O T A X

3 c o n t in ue
ifTTKNT ,G E , 2) D j f l S  8 0 .0

•  •
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198
■SUBROUTINE ICS ______ P +»»/ _________________________ gOg 660.0. .F-T.N V3.U-P332 OPTal 05/

IUITIS a DlTIS*,5
 - & X T I 8  ■ IDITIS =-------------------------------------------------

T0 E>:P-a 0PEXP*DEp *Flf*0TTI3-ITC*0TAx 
OPREV 8 TOPlNC+yOExP

!_______________ DtfCS 8 CStt«l6_______________________________________________________
lF(|XNT .GE, 2) G o  To  4 
ACCDEp » ACCDEP*OEp

L_______________ IACCPEP » ACCDEP* .8_________________________________________________
ACCDEP a IACCDEp 

4 CONTINUE
________________ MUP. 8 -HjggACCDEp____________________________________________________

INUp 8 NUP*.5
I NUP « INUP
Ei_______________ Rfe 8 KEa NI» DDCS«DDPS_________________________________________________

IRE ® RE*.5 
Rt a iRg

 ________________ if (IKN.T .GE. 2 )— GQ-T o  5_____________________________________________
ICACU 8 CACL*.5 
CACC 8 ICACL

^ ____________ 5 .CONT INUE____________________________________________________________
q ITBS S DITB5+DITIS 
lUlTBS a DITBS*.5

________________ PITHS a iPITBS______________________________________________________
Tfc 8 CS*PS4PREm c S*RE*0PIc 
ITPC 8 TPC+.5

_______________ TfC 8 XTP.C_________________________________________________________
ILTD * LTD*.5 L.TD 8 Il TD

,--------------- TU 8 T.P.c * LTp*cAc U *ft€»QRcS »c-lATc*f)J-T-flS-------------------------------------------------------------------ITL 8 TL*.3 
TL 8 ITl

i!--------------- Iff (IP^-1-«e Q> 2) Pop— 8 PP*.Q6---------------------------------------
I F (IKn T ,GE, 2) DD 8 DD«DDD 
CACA5 a TL-NUP-OPlNV-DD

________________ ICACAS— H-.CACAS*-.?___________________________________________________
_ CACAS 8 ICACAS
f D?F * <CACAS-SCa CAS>*«035
:______________ TA 8 NUP*QPIN\/*cAgAS»DD_____________________________________________

ITA 8 TA*.5 
TA a ITA

_______________ Rl-TURN______________________________________________________________
END
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199
SUBROUTINE i £ s ________________________  cDg 6 4 0 0  fTN U3.U-P332 nPTai ns/

SUBROUTINE IPS
 ______________ ftfc'AL N u p toPiNVtQPlCtrTD.OPEAtOPPEV«OPPXPtOTAX»lTC.OINC.NI.INTLTD

REAL in.v s t
COMMON TUP*ACCDPP*NUP*UPINV»CACAS*DD»TA*CS»PS«PREMC5»RE*0PIC»TPC*L

iT P tC A C .L ,DctO R E§«C |A T C »OTTB5«TU,OpREV>OPEXPiOEP*FlT.QXAX»DiTl-5>lTC. 
^tOExPjTOPINC.COnINt.OlNC,INTU*D.OlNfC;NI,DDp§*DDCs,IKNT 
if (OPKXp .lT# 0.0) OpEXp»OpEXP#Ul.O)
-l£lP6e-*LI.» 0-tQj DgPaDfPi l» U fl.)
IF <FjT .LT# 0.0) FIT.FIT#(-1.0) 
I M O T A X  ,LT, 0.0) o Ta X«0TAX<H«1,0)
if.(01-llS «LT>.-Q.O)" P l.T.lS"P lTia<H«ia0l 
I F U J C  , LT . 0 . 0 ,  i t Ca IT c # ( - 1 .0 )  u 
if(TOfcXP .LT# 0.0) TOEXP«TOEXP#(-ltO>
If J INx LtU *LT*-O!>0) iN.TLTDi-INTLTD* U U J 1
I F ( 0 INTc , L l # 0 , 0 , OfNTc«OiNTC*<-l .O)  
IF(AC)-0EP .LT.  o*0) ACCDEpaACCDEP#Ul.O>
IF(IKNT .EQ. I) SCACAS a CACAS----------
ifClKNT .EQ.X) sOINC • OINC 
I f U K N T  ,GE, 2) GO To I
INUST a Tl lP*.  IS   ___________________________
TUP * TUP+INVST 
NUp 8 TUp-ACCDEp 
PS a PS+INVST
IPREMC5 a PREMCS+.* 
pRemcs a IPREMCS
IT.C *— .OAtlNV&T.
CONINT a .061#IN VST 
TOplNt . .061AN u P 

1 CONTINUE
i f d k N T  ,LT, 2) GO Tin 7 
INVST » DEP 
ITC 8 .«04 » lNVST
TOPINc a .061<HNUP*DEP) 
OINC a sclNC+D'lF

J ._C. g NTlNUE_______________________________________
If(IKNT ,GE, 2) COnInT . .06l*lNVST 
NI ■ TOPlNC+CONlNT+OlNCalNTLTD-OlNTC 
if ..(.I K N1— a-GE.. 2.) GO To 2_____________
OPEXP a 0PEXPA1.15 
IOPEXF a OPEXP*.3 
OPEXP a IQPEXP__

D|P * OEPPl.lS 
IOEP a Dip*.5 
DEg-a-lPEP__

2 CONTINUE 
FIT ■ *36#NI 

  I F IT, a F IT*^ 1
FIT a IFIT 

i f d X N T  .GE* 2) Go Tri 3 
QTAX « 0 TAX t U l 5 _______
JOTAX a 0TAX*.5 

OTAX a IOTAX
3 c o n t i n u e

i f d X N T  .GE. 2) DlflS ■ 0.0 
DITI§ 8 ,03*NI
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IPs ft  CPC &60Q FTN V 3.P,P31?-0PT i1_Q5/J

IPIT.U « DITIS*.5
 P-IT lS ■ IDITIS _____ ____ ___ ____ _________________________________

lOExP'a CPEXP*D e p *FIt *DITIS-ITC*OTAX 
OPREV 8 TOPlNC+TOExP 
QPP5 8 PSt fOS.ifjlKNT ,GE. 2) SO To A ACCD|P • ACCOEPlDE# XACCBJiP.a-ACCDEp»ts _ _ _
ACCDEP « IACCDEP 

A CONTINUE 
 flUJ?. ? TURaACCDE,p

INUP •  NUP«<
NOP n -INUP
rE 9  RE»N|»DDCs,DDps
IKE * RE*. :Rfc a IRE
lg.(IKft,T .GE. 2) Go Tq 5
ICACL W CACl*.5 
cAcl ■ ICACt 

5 CONTINUE
d IT b S s o ITBS*D!TIS 
IOITBp 3 DI t BS*.5
P4.ia§la 1DIT.BS
TpC f C3*PS*PREm c 5*RP*0PIc ITPC a fpC*.5 
TPc » ITPC
ILTD * LTD*.5 
LTD * ILTDTL P TPg♦ L, Tp*CAcL*DC*0Rg5»elATC*DlTB5ITU » TLa .5 TL ■ ITL IF41M.T. ,»&Q... 2) ppp— ■ pp.tt.QA
I M I K N T  .GE. 2) DD a DD-DDD
c a c a s  s t l - n u p -o p i n v - d d
t&ACAa g CACAS*,?__________

. •  ICACAS 
D?? * ICACAS»SCACAS) « * 0 5 5  
TA » NUP*CPI NVTCAC A 5*DD__
ITA » Ta* , 5 
TA a ITA 
RfeTUBN----------
END
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SUBROUTINE ILTD — — -- - - REAL NUp»QP-tNy.»bP-I_C.LTD»OREg»flPREV.QPgXP.Ot AX»lT-CtOINC.NI ♦ INTlTP____
REAL invst
COMMON TUP*ACCDEP*Nup*OpiNv*CACAs*DD«TA*CS*PS*PREMCs*REtOPlC*TPC»L

-_____________ i m *  SftS U O C  t-ORES A T C I Dl TBS > TL .QPREV jOP F.XP iDEPt E-lX.QtAX.Dl U S .ITC . 2TOEAPiTQPlNCfCONiNf*dINC.INTLtDrOINH;NI*D^ igtQPEXp #Lft 0.0) OpEXpsOpEXP#t»l.0)
■■■  i-F (PEP .»LTi. O.Q) DgP»OEft* t■1•■01__ ..., ■■■ ' ,______________________

I f (F IT  .LT. 0 . 0 j F ! T .F I T « ( . 1 . 0 )
IF (OTAX ,LT. 0 . 0 ) oTaX«0 T AX#U i,0 )
■I f  ,(P.j,T lS. aLT „ ,Q„Q) ,.P. IT.IS.1 D __________________________ __________

iftTOtXP .LT. 0.0) TOEXP*T0EXP*<«if0>
I I N T L t D - . L T .  6 *0 ) TNTLTDaIMTLTD*i«L^O)--------------------------------------------------
I F ( 0 INTC ,LT, 0 , 0 ) OfNTCiOlNTC#(-l,0 ) 
IF(ACLDep .LT. 0 *0 ) ACCDEP«ACCDEP#(.U0 >
rt.lKNl....,ECU  U  SC AC A S *  CACAS  -- -i fti*1 s tM i  *> f J JUAV.A J  * ' UM<I?MfNT .EQ.D sOINc « OINc IgdKNT .GE. 2) Go To 1

. M u d r ' .  t iid « ««■^jiVST- la . - tu PA , »
TOP * TUP+INVST 
NUp « TUp^ACCDEp 
LTp ■ LTp»lNVSTINTLTP ■» INTLTDi(.oT#INvST) JOD * DD*.5 pD » IDO
jT c  * '  .OA*lNVST 
CONINT a .061*INVST 
■TOPINC.. 9  .061#NUP.

t  cD N TlN Li TfMfNT .LT. 2) Go To 7  |NU.ST.'».. OEP--
ITC * .04*INVST 
TOPINC a . 0 6 U ( n U p * D f P )
OlNC.F S O I N C D I F -------

7 CONTINUE xig ( INn T .GE. 2) CoKjlwT • .061*In VST  Nl ■ tOp 1 nCa CON.tN^»01NC»INTLTPaQ 1NTC
i g M K N T  .GE, 2) Go To 2 
OFe XP « O P E X P n .1 5  
IgR EXF 8 QPEXP+ . 5 ________OPEXP a IOPEXP 
D IP • ‘ D E P P l.lS  IDEM i PEP*.5

DEP a IDEP 
2 CONTINUE . FJ.T. 8...36ANIIPIT « FIT*,5 Pit f IPTT tFMXNT -GE. 2) Gq Tft 3

OTAX a 0TAX*l,l5 
IOJAX a 0TAX+.5 

OTAX a IQ,[AX
3 CONTINUE 

i f U f N T  .G E . 2 ) D l f l s  •  0 .0
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SUBROUTINE LLT- _____ E—♦■»*/___________________________ CPC 6 6.00 FT-N .-V3#^aR33 2 QPT«1 0 5 / i

DITIS « ,03«NI
 _____________________________iPim . a D m s *,J_______________________________________________________________________________________________________________________— _______________

DITIS a JDITIS
TOEXP « OPExP.DEP*Flf*DlTIS-ITc*OTAX

_______________ Q.P.REV .«--TOPlNC*TOExP----------------------------------------------
i g d f N T  .GE, 2) GO Td 4 
ACCDEP ■ ACCDEP.DEp

_______________ lACCgfcP ff A-CCDEp-SS_______________________________________________
ACCOEK a lACCDEp 

4 CONTINUE
_______________ NUP ■» TuP»ACCDEp__________________________________________________

INUp * NUp*.5 
NUP « INUP

i_______________ Rl 8 K i.*NI»DDCs«PDpS_______________ _______________________________IKE 8 RE*.5 
RE a IRE

_______________ if(IXNT .GEx  2) SO TO— 5___________________________________________
ICACL 8 CACL*,5 
C*CL 8 ICACL

:_____________ 5 CONTINUE__________________________________________________________
D lTBS'* DITBS*DITIS IOITBs a DITBS*.5

_______________ DITBS’a IDITBS____________ ________________________________________
T?c • CS*PS*PREm c S*RF*OPIc 
ITPC 8 TPC+.5

____________________ TPC-ilXtgC_________________________________________________________________________________
TL 8 t PC*LTD*CAc L*d C*ORES*CIAt C*DITBS 
iTl. * Tl *.5

il Ig(lKNTL.EQ. 2) 00D t DD#.04
i P d X N T  #GE, 2) DO • DD-ODD

£_____________ CgCAS ' a _ JL»NgpyQ&INy,DD____________________________________________
ICACAS a cACAS*,5 
CACAS a icACAS

_______________ OIF 8 <CACAs >SCa CAS)».Q35_________________________________________
TA 8 NUP*OPlNV*cACASgDD 
ifA 8 TA*.5
Tft i .
RETURN
END
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SUBROUTINE LNC________ £.-♦_»*/___________________________ CDg 6600 FTN y3 .U .P 332  QPTal 05/1

SUBROUTINE LNC
._____________________ REAL N u p , O P l N v t r iP . lC , i :TDt O R E S ,P P P F V , f lP F X P tO l A x t J J . C t O lN C t NI t  INTLTP

REAL INVST
common t u p , a c c d e P . nu p . o p i n v , c a c a s . d d *t a . c s *p s *p r e mc s .R e *o p i c »t p c *l

____________________ iTP«^ C L . p O p REs«^I-AT.CtPlTBStTLtOPPEytOPExPtDEPtFlT»OTAx»DlTlSUTC<____
$T9EXP.T0PlNc,C0NlNf.0INg,JNTLTD.01Nt C;N|,DDPS,DDCS,IKNT 
COMMON RT

_____________________ if (QPgXp .Lt. 0 . 0 ) OpEXpgQP E X P » U l . O ) ____________________________________________
i M D t P  .L T *  O .O j  D e P -D E P # ( " I * 0 )
I f  <FIt ,LT. 0.0) FTT.FIT#(.1.0)

_____________________ IF (0,Tax .LT, 0 .0)_. oTAXgoTAX»U l .O)________________________________________________
Ig (P. IT Is .LT. 0.0) D?TI5«OITI5#<«.I.o )
I f M K  . L T .  0 . 0 , I T C a l T g # ( « 1 . 0 )

_______________ lg.LTQeXR-tLT* 0.0) T.OE-XPaTOEXP t t-l.Q)________ ______________________
I M i NTLt D *LT* 0*0) tNt LTOa INTLt Oa UI.O) 
lF(OINTC . L t # 0,0) 0'TNTCa0lNTC8 <*l,0)
I f  (ACLpEp  . L T .  q » 0 ) ACCDEP»ACCDEP » U l . O ) ________________________________________
IF IRJ .LT. 0.0, RTaRT#(-I.O) 
i g d K N T  .EQ. X) SCACAS a CACAS
-IF (.IXNT *EQ.l) sOINC ■ QlNC________________________________________
ifllXNT ,GE. 2) GO Tn I 
INVST » TUP*.15
RT g . OpS a l N V ST__________________________________________________________________________
i.Tc • o.oCONINT a 0.0
TgPlNc a .Q61»NuP_________________________________________________

1 CONTINUE
IF ( I K N T  , L T .  2 )  Go TH 7 

 I NVST a DEp
ITC ■ .04#INVST 
TgPlNc a ,06l#(NUP.DpP) 
CONINT g .Qfci»lNVST____
OINC a 50 INC+D1F

7 c o n t i n u e
 N1 » TCPINC*CONTNT*nVNC,INTLT0^niNTr

I g d K N T  ,g E, 2) 60 TO 2 
OPEXP 8 CPEXP*l.l5 

 lOP.EXP g OPEXP *.S___________________
OPEXP a lOPEXP 
IDEp a DEp . , 5 
PEP g IDEP__

2 CONTINUE
F I T  8 . 3 6 * N I

 I F I T g F I T * . 5
FIT a IFIT 

TF(IKNT .GE. 2) GO To 3
Q TAX. . .  Q.T.AM1 .J t5 __________IOTAX a OTAX*.5 

OTAX a IOTAX
3 CONT I NUE_____

IF(IKNT .GE. 2) DlflS a 0.0 
DITIS a ,03#NI
Ig IT 15 a P H I  S.* ,5______________________
DITIS a IDITIS

T ? E x p g O P E x P * D E P * F l T * D l T l S - I T C * O T A x g R T
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SUBROUTINE , INC ___ __R . ♦ - - » / . ______  cOC. 660.0. F TN - V 3 . U . P 3 3 ? 0 P T * 1__ G£/.

r OPRe V p TOPjNOf OExP
£______________ l g g X N T  ,66# 2) GQ To 6 ______ ___— ___  ■_____________________

AtCDEP * ACCDEP+DEp
i a c c O e p * a c c d e p *.b
.A&CP&g B iftCCDEP____________________________________________________

4 CONTINUE 
NUP • TgP-ACCDEP4-NUP -■ -NU^uS___
NUp « INUP 
RE ■ KE*NI"DDCS»DDP5 

-IR E ..
RE * IRE 
I?<IKNt #66# 2) Go TO 5
-J.CACL-l.CACL* 15------ _
CACL 8 ICACl 

5 CONTINUE
— pjLie -0 1 TBS*o ITIS

lO lT fS  * D IT B 3+ .3  
DJT0S « I0ITB3 
■TPc•'* CS*PS*PREmcS*RP*OPIcITPC * TPC^.5 
T^C * ITPC
-TL ,»-.lPCtUD*CAcL*DCtQREStCjATC*DlTB5.
I.T.L • Tt*,5 
TL » ITLIF (I.KN.T ,E0, 2) ODD *- PD»+Q4
I M I * N T  #QE. 2) DO * DD«DDD 
CACAS ■ TL»NuP-OPINV-DD 
ICACAS m  CACAS*.5----------

•  ICACAS OIF • ICACA5»SCaCA4)#.0S5
-TA. « -NUB*OPiNV*c ACAS*DD—
ITA 8 TA*.5  
TA « ITA 
■RETURN--
END
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SUBROUTINE - LC  __ _ ___ R. f » / _______________  CPC -6 6 0 (L .E TN-V3*-o « P 3 9 2 QP T » l  0 5 /1

SUBROUTINE LC
— RiAL.NUB-tOBJNV.»OP-lC4iTCL»OREA-»ORREV.»i3PEXP-»OTAX»l-TCtOJNC ,N I, INTLTP____
REAL INVSTCOMMON TUPfACCDEP.NUp,OpiNv*cACASfDD*TA.CS.PS*PREMcS,REfOPlc*TPc«L

-i.TB t9-^ktDC tQRE&<S I Al.C.t PLtTBS.«Ji > OPRe y i OPExP «OEP iFIT »OTAx»DlTIS. ITC ♦__
lr|EARiTOPiNCtCONiNf t d l N c . i N T L f D i O l ^  
lllOjgXP *LT# 0 .0 ) OpEXPiOpExP*<»l.d>

. ItlOgp alTt. 0»0i DEPaDEP*(a l . O ) _______ _ _______________________
IP «FlT ,LT. 0.0) F!T«FlT#(-l.O)
IF (OTAx .LT* 0.0) OT a X*0TAX#(-1.0)

— I H Q l T l S  ,tLT« g.O,) I) TT.ISiDIT 1 Sf.lwl ifl) _________________________
•LT* IfCi,lTC#(.X.O)

' V:sif Il’ffXP #-*»T . 0 , 0 )  T^EXP*TdEXP*(*lf d)
_.I F (JLNi L tO „<lLT-*. -4» Q ). tNTLTD» INTLTD* <»1.qI___________________________I M o l N T C  ,UT, 0,0) 0 tNTC*0INTC#<.1,0)
IF(ACCd e P *LT. 0*0) ACCOEp »ACCDEP# <*1.0)

— it.U g B L  .Elilt i) Sc a Ca S ■ CACAS ----------------------------------l!(I<NT . E O . U  sOINC P OINC 
i!(IKNT ,q E, 2) GO To I

— in yai.. f-xuP-t. 15___________________________________________________
It(IKn T .Ed. I) In v St X a In VST 
t u p  * TUP.INVST

— NUP * TuPtrACCDEp----------------- ---------------------------------
LTD * LTD*INVST 
IOD ■ DD*.$— OB ■ I DP --- ;--------------- :------- :------------------- ------------
ITC * 0,0 
CONINT 3 0.0

 TPP-LQIC . a  «96IttNuP-------------------------------------------------
d Ip • d e p * i .i s'IDEM i !*£p*.5

  PER jl. i DEP ____________________________________________________
1 CONTINUE 

RT a .095^INVSTx
— IF U K  NT- . Ett. I)— XL T-D » IN.VS-TX- -- ----------------------------------It(i<NT ,EQ, I) ISn Ti TD ■ iNTLTD 

INTLTO » ISNTLTD*(;o t 2*x LTD)
— Tt:I-lK.N.T_ , LT♦ 2) GO To 7____________________________________ _______
INVST * DEP 
ITC * .o a « i n v s t
TOP IN c ,  »Qjbl * , m P-'*DsP )____________________________________________________________
OINC * S0INC*DIF 10INC « OINC*,5

-■OINLL-P.— IQINC________________:______ ;______   .____________ :_________
7 CONTINUE

IF(IKNt .GE. 2) COn In T a .061*INVST
■N ?.. » ,TPP I NC*,CO,tUH.T*0 INC-INTlT,B-flI N.TC ______________ __ ___INI * NI*,S 
Nl • INI

- It a XAT-aGE. 2 ).. Gp Iq 2__________________ _________________________
OPEXP = CPEXP#1.13 
IOPEXH a OPEXP*.5

 UPEXP .a I OPEXP—  ------------------------ — _______________________
2 CONTINUE 

FIT • .36«NI
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SUBgflUTlN! LC________ R ♦-»/_______________________ rD r  6 6 qq FtN y3 .p«P332 ppjal Q5/]

IFIT a FIT*.5
L__________________ FlT-A-lflt:_______________________________________________________

I M I K N T  .GE, 2) Go Tn 3 
OTAX » 0TAX#i.I5

________________ IOTAX » C TAX* .5_____________________________________________________
'OTAX « IOTAX 

3 CONTINUE
________________ iill KNT— »g £ . -2) D It-IS a 0»Q_________________________________________DITlS's ,03«NI 

IRITIS a DITIS*.5
________________ 0ITI5 a IPITIS =--------------------------------------------------

TOEx P a CPE x P* d EP*FI t *d ITIS-ITC *OT a x  
ITOEXP a TOExP*.3

L ______________ TOEXP a ITq EXP______________ ________________________________________
OPREV a TOPINC* t OE x P
IUPr EV a OPREV*.5

_______________ QP.REV 8-I.QPREV______________________________________________________
I p d X N T  ,GE. 2) Go Tn A 
ALCDEP a ACCDEPiDEP

ii_____________  JLACCPEg— a A CCDEp».s__________________________________________________
ACCDEP a lACCDEp 

A CONTINUE
_______________ NUP a~Tup»AccpEp____________________________________________________

INUP ■ NUP*.5 
NUP ■ INUP

t_____________  r L a KE*NI»DDCs.DDpS________________________________________________
IRE » RE*.5 
RE a iRg

_______________ IF U K N T - » G E .  -24-60 Ta-5----------------------------------------------ICACL a CACL*.5 
C»CL • ICACL

 _____________ s c o n t i n u e _____________________________________________________________
DlTBS a DITBS+DITIS 
iUITfiJJ a DlTB5*.5

_______________ QlTBS'a jnlTpS_______________________________________________________
TPC * C5*PS*PRE m C5*RE*0PICITPC a TPC*,5

.______________ T-PC a u p c ___________________________________________________________
iF(IXNT .EQ. 2) ODD a DO#.04 
I M I K n T ,g E, 2) DO a DD*DDD

_______________ LTD a LTp»jRT"»072*XiTp)  __________________________________________
xLtD a x LT§*(RT»*072#XLTD)
TL a TPc *LTd *CAc L* o C*OR e S*CIATC*DIT b S

_______________ ITL F T.U*a__________________________________________________________
TL a iT l
CACAS a TL-NUP-OPINV-DD

_______________ ICACAS a CACAS*.5____________________________________________________
C*CA5 a icACAS
D.!P ■ (CACAS«5CACAS)*.035

_______________ TA a NUP*OPlNV*fACA&*PD_____________________________________________
ITA a TA+.5 
TA a ITA

_______________ RfeTURN_______________________________________________________________
END
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SUBROUTINE INTh_____R ______________ fDc 6600 FTn V3.U.p332 0pTa jWB/i
SUBROUTINE INTI

_____________ r IAU ^U p.tQP lNVio RlCti7 DtORES.tOpREV>OPEXPtOTAX>lT C >OlNCtN-U-lNTLTD
REAL INVST
COMMON TUP»ASCDPp »Nyp»°PlNy*CACAs*DD*TA*CS*PS*PREMCs.RE*OPlC*TPC*L

> OPEXP« PEP , F I T , QTAX t Di T15 , ITC .___
~,n i ,d d p s ,d d c s ,i k n t

ITU tCAcL,,DCtORES.C| ATC «Di TBS tTfa,OPReV iQf 
c TOEXP ♦ TOP INC , CON I Nf *01NC, INTLTO ,01 NfC 
i M O P C X p  .Lt, 0,0) QpEXp»OpEXP#(.X.O>
IH D EP >LT« 0.0) DeP«PEP» (»l*0)_______
Ip (FIT .LT. 0,0) F!T«FIT*U1*0)  ___  FITBPXT«(»1*0)
IMOTA x ,LT. 0*0) oTa X«0TAX<K*»1,0)
i f .tPM.ys. .IT. 0 . 0) PtTIS8PITIS»Ui.q)___IP (TptXp • LTi 0.0) TXEXpfTq EXp #
IF(INt LTo *LT« 0*0) TNTLTd »INTLTo *(-1,0)
Ig.lfllMT.C .if. 0,0) OtNtCwQINtC*(-1.0)-------IF(ACC^Ep .l T, 0*0) ACCDEp»ACCDEp#(»1.0) 
iF(IKn t .£<2. 1) Sc a C a S « CACAS
I F ( I K nt . E Q . l )  sOINC f O INC____________
iF(IKNT ,GE. 2 ) G 0  To i 
NUp • TUP*ACCDEp
tPr e MCS a PREMCftft A____________________________
PREMCS a IPREMCS 
c o n i Nt a 0 . 0
i f C ?  Q. Q
TOPINC , .Q61*NyP

1 c o n t i n u e
 IF C IXNT .LT. 2) 00 Tin 7

INVST * DEP 
ITC 8 .o a # i n v s t  
TOPINc B-.Q61*(n UP)
OINC 8 S0INC*DIF lOlNC ■ 0lNC.,5 
q INC 8 10INC___
CONTINUE
IF (I knit .GE. 2) Co n In T s .06X*INVST 
Nl 8 T0PlNC*CONTNT*nVNC«lNTLTP«»nINTr
IFIIKNT ,QE, 2) GO Tb 2 
IUPEXP « OPEXP*.5 
OPEXp a IQPEXp__

IDEP ■ D E P . . 5 
DEP a IDEP

2 c o n t i n u e .
FIT 8 .36*NI 

IFIT a FIT.,5 
FIT * I FITI M i K n t  .GE. 2) Go Tb 3 

IOTAX s 0TAX*.5 
QTAX a IQTAX_________

3 c o n t i n u e  
plTlS 8 .03#NI 

 iO i t IS 1 D IT IS..g
DIT15 • ID IT IS

TOExP a OPExP.DEP.Flf.DlTlS-lTC.OTAX 
OPREV..8— TQP-I N C t O E X P _______________
jACCDEP a ACCDEP*,5
a c c d |p • i a c c d e p
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SUBROUTINE— I N l i —    R . + -*J .______________________________ cDC-6,6 qq FTN ..y 3 .o « P 332. OPT«l  0 5 /;

NUp » TUP-ACCDEp
 INUP » NUP*»5_______________________________ _____________ _______________________________

NUP a INUP
Rt « KE*NI-DDCS.DDpS

  IRE. ° RE + »5_______________________________________________________________________________
R* ■ IRE
2F <XKNT *GE« 2) Go Tfj 5
ICACL ■ CACL*«S___________________________________________________
C*CL * ICACL 

5 CONTINUE
 PiTBS 11 OlTBStPlT.IS

 J »  •  D IT B S+ . 5
OITBl « JDITBS 
fPC f Cs»PS*PREmCs^Bp>OPIC
ITPC ■ TPC+.5 
T?C s  ITPC 
IUTP x LTD*>5
L.tD • ILTD

1 T.PC4^T |)^cA cl**ciC *0R gS*clA Tc^D lTB 5 
ITL » TL*»5------ — ----------------
t l = i t l
I^(IKNT »eQ» 2) ODD * DD*»04 
I t  (IKNT .fife , 2) ,PD 5-..DD-DDD__
CACAS 8 TU»NUP«0P jNV-OP 
JCACAS » CACASt.S 
CACAS~8 ICACAS
D.IF ■ <CACAS-Sc a CAS)*»055 
TA * NLP*0PINV*CACA5*DD
„I,TA ■■■*■ Ta»-»5 . --------------------
TA « ITA
r e tu r n
END- ' -

I
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SUBROUTINE ECS______________ ■   - eOC-66.(m„FTRL-V3,.^P33Z OPTb I QiZJ

SUBROUTINE ECS
----------------REAL Nyp.tQP.INV tpP 1C « L TO » OREs^flpRgV ,QP-gXB.QyAX »T-TC-»O I N C »N t ♦IN tL TP____

REAL 1NV5T
COMMON TUP*ACCDEP»MUp,OpiNv ,CACAs»DO*TA*CS*PS*PREMCs,RE*OPlC*TPCtL

 ____________________ ny»^^t.»DCtfiRE§.S:.lATCj.D.lTBS.>TbtQ.RREV »OPEXE.>DEP.».ElT>QTAX>DlTlStlTCt___ftOEXPiTQPINC *COn INt »&INC«INTLTD.OlNfC^NI»DDp5«OOCS«IKNT'.'-tWlSXp iUT*:&iO) opexp*opexp#ui.d)
_ _____________ iE.(PEP. «L Ta-OxQl— DEP«D£g» ( 0)____________________________________

it (Fit ,LT* 0.0) FIT«FIT*(-1.0)
IF(OTa x .LT, 0.0) OTa X»0TAX*<-1.0)

• -------------- 1 £ . < p m s  »U.T*,. ,Q,.,Q.), j.D.1 .T.IS.?.DI.T1,5,ft.k gl.Q 1---------------------- -------
T j U T C  ,LT. 0*0i ifC.ITCtUl.O) 
ifiTOlXP *LT. 0.0) ToEXPiTOExP#(•l.o>

------------- — if (INTLf P *LT» 0>0).. tNTUTP»INTLTD*(-1.0)---------------------------lt(OlNTc ,LT. 0 ,0 ) 0 'tNTC*0 iNTC#<.1 ,0 ) 
it (ACj-DEp ,lt. 0*0) ACCDEp*ACCDEp#(.l.o)

--------------ItllKNl. .EQ. 1), SCaCaS m  CACAS------------------------------------lf(I*NT «EQ*i) sOINc * OINc if M K N T  ,GE, 2) Go To 1a-TUP*,1S
TUP s  TUP+INVST 
NUp * TUp-ACCDEp 
gS ,s , C S » ( > i a # INyST)
ICS » C s**5  
Cl ICS
PS « PS+Ul5-t-|.NySTl
IPS 9 PS*#5 
PS s  I P s
PKEftlS,5-a..-PREMCS*l. 12*lNySTi
IPABMCS * PREMCst.5 pREWts * IPREMc s
. I TC- I- ■ . 0 4*1 NV8T
ltd 9 ltd+i.ss^jNvsT)
INTLTD 8 IN T L T O * ( ,0 3 8 5 # INVST) 
I Op . ,? D0 * . §------------------------------------
Dg IDD
CONINT • .061«INVST 
t o p i n c  i.. » o&t&Nue__

1 CONTINUE
i t (IKNT ,LT. 2) Go Th 7 

 INVS.T » DEP
|TC » .OAflNVST 
TOPINC > •061«.(n UP*DFP) 
QlNC P. SQI NC+DIg_______
IOINC s CINC*.5 
OINC « IOINC 

7 CONTINUE,if U N(IXn t .GE, 2) Co n In T » ,061#INVST 
N| » TOPjNC*CONjNt ^OfNC»iNTLTD«0iNTC 
if (INNT. .GEa-21 SQ.._Tb~2_____________
OPEXP « 0PEXP«1.I5 
IOPEXP a 0PEXP+.5 
QP.EXP...1 I OPEXP__

DEP * D E P U .1 3  
"ID|P i DEp*,5
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SUBROUTINE £ C s________ R.. ♦ » » / __________________________ CPC 6 6 0 0  FTN y 3 . Q^P 3 3 2  OPT3 ! __ o B /J
!.■■■■

r DEp a IDEP
t  __________ 2 CONTINUE

FlT 3 *36»NI 
IFIT a FIT*.5 
F Li _ a IFIT

I f U N N T  .GE* 2) Go To 3 
OTAX ■ OTAXAl.ls 
IOTAX.. a OTAX*-^5_______

OTAx a IOTAX 
3 CONTINUE

I^tlXNT ,GF. 2) plTlS a Q.Q
DITIS « .03*NI 
iglTl? ■ DITIS*.5 
OlTjS a IPITIS

jOEXP’ a CPEXp *De P * F I ;* D ! t I S - I t C*Ot AX
OPRe V 8 TOPINC* t Oe x P
DHCS— ?_ CS*» 16______________________
DPPS ■ PS**05
if IIKNT .GE. 2) Go TO A
ACCDEP a ACCDFPiDpp_____
lACCDfcP a ACCDEP*.5 
ACCDEP a IACCDEp

<t cont.1m.ue
NOp » t u p «a c c d e p
INUP * NUP*.3 
NUP 1 INUP
RE * KE+NI-DDCs-DDpS
IKE 3 RE*.5 
RE 8 -lRE
i f U K N T  .GE. 2) GO Tin 5 
ICACL * CACL*.5 
C A g - E  ICACl___________

5 CONTINUE
d I t b s  « d i t b s +d i t i s

 ig lTga a D lTBSt.5_________
DiTBS a IDITBS
t Pc • CS*PS*PREm C5*Rf *0PIc
ITPC ■ t PC*>3_____________
TfC 3 ITPC 
ILTD « LTD*.5 
LTD 3 ..ILTD
t l 8 TPc *LTd *CAc L*d C*ORe S*CIATC*DITBS 
i t l « Tl *.5
TL P. ITL
If (IKNT ,e Q. 2) DDD 3 DD*.04 
IF (IKNT .GE. 2) DD 3 DD-DDD 
CACAS a TL-NUP»nPlNU«nD______
ICACAS a CACAS*.3 
CACAS 8 icACAS 
plF i (cACAS»ScaCAO».Q15
TA 8 NUP*0PINV*CaCA5*DD 
ITA 3 Ta*.5 
TA 3 -IJA___RETURN 
END
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