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Will you state your name, please?

John K. Langum.

Where do you live?

I live at 477 Oakhill Road, Elgin, Illinois.

What is your present occupation?

I am an economic consultant, with my offices located at

209 South LaSalle Street in Chicago, Illinois. My work
consists of advising and cou.rnseling with a wide range of
business firms and financial institutions and public bodies

on economic matters of concern to them., Much of my work
lies in the field of appraising changes in business conditions
and their impact on particular firms and industries and in the
field of interest rates, the money market, and the capital mar-
kets. My clients include some of the largest firms and most

prominent trade associations in the fields of investments,

banking, industry, transportation, and public utilities.

. In addition, I am President of Business Economics,
Inc., an enterprise engaged in research and publications
in the field of business and economics. Business Economics,
Inc., provides a continuing service for fi.nancial institutions
and business enterprises covering in depth the forces at
work in the American economy and their significance for the
credit and capital markets,

What is your educational background?
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In 1933, I received 2 B. A, degree from Colorado College. In
1936, the University of Minnesota awarded me an M, A. In

1943, the Uniwversity of Minnesota conferred on ‘m'e the Ph. D.
degree.

What academic positions have you held?

From 1935 to 1940, I was on the faculty of the School of

Business Administration at the University of Minnesota.

In 1940 and 1941, I was lecturer in Economics at the University
of California. In 1945 and 1946, I was part-time lecturer in

the Department of Economics at the University of Chicago.

In the summer of 1947, and again in the summer of 1951, I

was visiting' Professor of Economics at Northwestern University.
From 1951 thxiough 1962, I served as Professor of Business
Administration, on a part-time basis, in thg, School of Business
of Indiana University.

What connections have you had with graduate schools sponsored
by banking and fin;ncial associations?

For the last twenty-six years, starting in 1951, I have been a
member of the faculty of the Stonier Graduate School of Banking
at Rutgers University in New Brunswick, i\lew Jersey, sponsored
by the American Bankers Association. Here in June of each year,

I give lectures on the business outlook and the credit and capital



markets for the bank officers enrolled in the Graduate School.
Each year about 1,200 bank officers, from most of the fifty
states and from several foreign countries, attend the Graduate
School of Banking.

In 1945, I was one of the founders of the Graduate School of -
Banking at the University of Wisconsin, located at Madison,
Wisconsin, That school, with 6ver one thousand bank officers

from about thirty-five states, is sponsored by the Central

States Conference of sixteen midwestern state banking associations.

For thirty-two consecutive years, since the beginning of the
Graduate School, I have given basic lectures on the money mar-
kets and the American economy.

Since 1955, I have lectured on appraisal of the economic
outlook, analysis of the individual company and industry in relation
to changing business conditio‘ns, and the structure and workings
of the capital markets at the School of Banking of the South in
Baton Rouge at Louisiana State University., This graduate school
for bank officers is sponsored by fifteen southern state banking

associations.

In several years, I have also lectured at the Graduate
Southwestern School of Banking held in Dallas, Texas, at |
Southern Methodist University; at the National Trust; School
held in Evanston, Illinois, at Northwestern University; at

the Pacific Coast School of Banking held in Seattle, Washington,
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at the University of Washington; and at the Graduate School of
Savings and Loan held in Bloomington, Indiana-., at Indiana
University.

In many years, starting in 1946, I have lectured at
the Life Officers Investment Seminar, sponsored by the
American Life Convention, and sta.rti;lg in 1957, at the
Financial Analysts Seminar, conducted by the National
Federation of Fi;xapcial Analysts Societies in association
Witil the University of Chicago.
What business experience have you had?

From 1941 until 1951, I was employed by the Federal Reserve

- Bank of Chicago, and from 1944 to 1951, I was Vice President

of the »Bank. As officer in charge of the Research Department
during that period, it was my responsibility to direct an
extensive research program in monetary and fiscal problems,

in the banking mechanism, in business conditions, in agri-
cultural and business economics, and in business finance. Al}so,
at the bank I was in charge of its bank! and public relations
activities. In addition, for several y,ears?I was associate econo-
mist of the Federal Open Market Committee of the Federal
Reserve System. This is the body in the Federal Reserve

System, made“ up of the members of the Board of Governors
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and Presidents of the Federal Reserve Banks, which determines

the monetary and credit policies of the nation's central banking

»

system.,
Since 1951, I have been engaged in private business &s an

economic consultant. Much of my work lies in the field

of appraising changes in business conditions and their

impact on partic‘ular firms and industries and in the field

of interest rates, the money’market,m and the capita} markets.
My clients include some of the largest firms and m‘ost‘
prominent trade associations in the fields of investments,
banking, industry, transportati:on, and public utilities.
Please describe your work in ;:he field of inve.stmehts.

I have been a director of Selected American Shares, hInc.
since 1952, I am a director of S'ele::ted Special Shares, Inc.,
and Selected Opportunity Fund, Inc. These Selected Funds
are common stock investment funds Qith offiKces in Chicago,
Illinois. I am Chairman and director of Founders Growth
Fund, Inc. and also Founders Special Fund, Inc., common
stock investment funds with offices in Denver, Colorado.

I have been Chairman or President of Fc_»unders Growth Fund,
Inc., since February 1, 1969 and I have been Chairman or
President of Founders Special Fund, Inc., sir;ce Dec;amber 2,,

1971. I am a director of First Federal Savings and Loan

Association of Elgin, Illinois.



For several years, until late in 1964 when the company

was sold to Transamerica, I was a director of Bankers.Mortgage
Company of California, a mortgage banking firm with offices
in éan Frgncisco, California am-i in New York City.

For the last twenty-five years, I have met regulaxilir for
consultation with the key policy-making officials of many major
institutional investors iln this country and in Canada. vThese
pension funds, trust funds of commercial banks, mutual funds,
and life insurance companies with whom I have worked have
total funds under investment administration which comprise
a major portion of total institutional in\;estment holdings in’
the economy.

Have you previously testified in rate cases?

Yes. I have testified in a number of cases before public

utility commissions and courts in twenty-eight states and

the District of Columbia, including Illixiois, Indiana, Iowa,
Michigan, Ohio, Wisconsin, Massachusetts, Pennsy.lv.ania,
Kansas, Missouri, Kentucky, Tennessee, West Virginia,
Maryland, North Carolina, South Carolina, Louisiana, Alabama,w
Arkansas, Mississippi, Florida, Montana, Utah,, K Texas, Arizona,
Oregon, Washington, and Ca}ifornia. I have testifi?d before the
Interstate Commefce Commission, the F‘ederal Mariti;'r;e ECom--

mission, and the Federal Power Commission. In Canada, I



have testified before the Board of Transport Commissioners,
the Canadian Transport Commission, the Télecommunications
Committee, Canadian Transport Commiéusion, and the National
Energy Board.

Much of my work as consultant and as an expert-'\.;vitness
on fair rate of return has been on behalf of utility companies.
My work as consultant and as expert witness on fair rate of .
return, has, however, by no means been on behalf of utility
companies exclusively.

In 1970, I testified on behalf of the Attorney General of the
State of Illinois in the Cor;mmonwealth Edison Case before the -
Illinois Commerce Commission. In 1971,in 1973, and again

in 1975 1 was an intervenor in the Commonwealth Edison Com-

pany cases before the Illinois Commerce Commission. In

1973, 1 testified before the Illinois Commerce Commission on

behalf of the City of Chicag.o regarding fair return for the Peoples

Gas Light and Coke Company.
In 1972 and 1973, I testified regarding fair rate of return for
Illinois Bell before the Illinois Commerce Commission on behalf

of the Department of General Services of the State of Illinois. In

1974 I testified before the Illinois Commerce Co'mrnission on

behalf of the States Attorney, Cook County, Illinois regard-ing fair

rate of return, rate base, and fair return for Illinois Bell. Again
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in 1975, 1 testified be fore the Illinois Commerce Commission on
behalf of the Department of General Services of the State of Illinois
and the States A;:torney, Cook County, Illinois regarding fair rate
of return, rate base, and fair return for Illinois Bell.

In 1971, I testified on behalf of the Arizona Consumers
Council in the Tucson Gas and Electric Company case before
the Arizona Corporation Commission. In 1972, 1974, and again in
1976, I testified regarding fair rate of return for Tucson Gas
& Electric Company on behalf of the Arizona Corporation Com-
mission. In 1971, in 1973, and again in l§.75 I testified ;n behalf
of the Arizona Corporation Comrniss:';on in the Arizona Public
Service Company cases. In 1972, in 1973, and again in 1975 ‘]

I testified regarding fair rate of return for Mountain Bell on
behalf of the Arizona éorporation Con;mission.

In 1973 I testified regarding fair rate of return for Sun City
Water Company, Mohave Electric Division, Mohave Water Division,
Santa Cruz Electric Division, and Santa Cru? Gas Division qf
Citizens Utilqities Company before and on behalf of the Arizona
Corporatio}x Commission. In 1975 I testified regarding fair rate
of return for Santa Cruz Gas Division of Citize'ns Utilities Com -
pany before and on behalf of the Arizona Corporation Commission.
In 1976 I testified regarding fair rate of return for Sun City Water

Company, and Sun City Sewer Company before and on behalf of

s
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the.Arizona Corporation Commission, In 1974 I testified regarding

fair rate of return for Sun City Water Company ‘before the Superior

Court in Phoenix and for Mohave Electric Division before the
Superior Court in Tucson on behalf of the Arizona Corporation

Commission.

In 1973, I testified before and on behalf of the City of Corpus

Christi, Texas, regarding fair return for Central Power and

Light Company. In 1973, I testified on behalf of the City of Corpus

Christi before the Texas Railroad Commission regarding the
financial situation of Lo-Vaca Gathering Company and Coastal
States Gas Corporation.

In 1973, I testified regarding fair rate of return for
Potomac Electric Power Company or; behalf .of the Peoples
Counsel before the Public Service Commission of Maryland.

In 1971, I testified on behalf of the Lake Michi;;an Federa-~
tion before the Lake Michigan Enforcc;ment Conference, In
February, 1972, I testified on behalf of the Lake Michigan
Federation befo;e the Price Commission on guidelines for
public utility rate inc'rea.ses. |
Are you the author of any articles and books ?

During the last forty years, I have had many articles -
published in leading economic and business journals. For

ten years, from 1941 until 1951, I edited "Business Conditions, "

‘ .

»
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a2 monthly review published by the Federal Reserve Bank of
Chicago. For fifteen years, from 1946 through 1960, I wrote
the articles on banking, including investment banking and

commercial banking, on the Federal Reserve System and other

financial subjects for the Encyclopedia Britannica -Book of the Year.

I write the articles on sa:vings banking and on savings and loan

associations for the Encyclopedia Britannica.

Over the years, several interviews with me on the business
outlook and on investment policy have been published in Time, in

U.S. News and World Report, in Business Week, and in other

publications.

Are you a member of and have you participated in professional
societies and civic activities?

Yes. I am a member of several professional societies and
have been active in many of them,over several years.

On many occasions I have beén on the programs of the
Conference of Business Economists, the National Association
of Business Economists, the National Industrial Conference
Board, the National Tax Association, the American Economic
Association, and the Financial Analysts Societies.

I am an active member of the Conference of Business
Economists, with membership limited to fifty business
economists, including the top economists of the nation's

largest busineéss firms and financial institutions. In addition
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to our own meetings, we meet regularly with the Board of
Governors of the Federal Reserve System and with the Council
of Economic Advisors. -

In June, 1957, I testified before the Joint Ecc;nox:rxic Com-
mittee of'Congress at their invitation on the bearing of the
budget outlook and economic situation on growth and inflation
in the American economy. In August, 1962, I again testified
before the Joint Economic Committee on Corporate Profits,
Cash Flow, and Rate of Return.

In 1963, 1964 and 1969, I participated in the symposiums
on economic growth and public.policy in.Washington, D.C.,
sp;onsored by the American Bankers Association. In 1962, I_
participated in-the conference on fiscal and monetary lpolicy
sponsored by the President's Advisory Committee on Labor-
Management Policy. In 1962, I participated in the White House
Conference on national economic issues.

Early in the post World War II period, I served ;)n the
research staff of the Committee for Economic Development.

For three years, from 1959 throug}; 1961, I served as
Vice President of the Chicago Association of Commerce and
Industry in charge of the work of the Association in business
research and statistics. For six years, I served as a di.r'ector

of the Association.
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From 1951 through 1953, I served on the Committee on

Economic Policy of the Chamber of Commerce of the United

‘States.

In 1964, in my professional capaciuty, I prepared a study
for the City of Chicago on "Implications o‘f Technological
Development for the Economy of Chicago."

For twenty years, I have served as Chairman of the Elgin
Plan Commission in the city in which,I live. For many years I
have been 2 member of the American Society of Planning Officials.
Iam a affiliate member of the American Institute-of
Planners, and a supporting member of the Urban Land Institute.

I have served as First Vice-President and Diréétor of
the Lake Michigan Federation, President of the Fox Path
Association, and Director of th.e I1linois Planning and Co.n-
servation League. I am a life member of the Sierra Club,

The Wilderness Society, and The'Nature Conservancy.
In 1958, 1 was. made a fellow of the American Association

for the Adwancement of Science.
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SCOPE OF STUDIES AND TESTIMONY

Dr. Langum, what is the scope of your studies and testimony -
in these proceedings?

Carolina Power & Light Company requested me to make studies
for the purpose of forming an opinion as lto a faj.r and reasonable
rate of return, applicable to a net original c;ost ra.te. base, which
it should be afforded the opportunity to earn in its retail electric
and utility business in South Carolina.

"By a fair and reasonable rate of return, I mean a rate of
return which will enable Carolina Power & Light Company to
mc;et the standard of commensurate return, to attract new capital
on fair and reasonable terms, and to assure confidence in its
financial 'mtc.;grity and maintain its credit. Determination of such_
a fair rate of return involves first, determination ;f the cost o.f
debt and the cost of preferred stock; second, forming a judgment
as to a fair and reasonable earnings rate on the common equityf
and finally, the‘combina.tion of such cost components for these
segments of capital in an appropriate capital structure.

It is my understanding that this Commission utilizes a net
original cost rate base, includes construc;tion work in progress
in the rate base, and includes allowance for funds used during

construction in return.
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The studies which I have made are contained in the exhibit
which I have prepared, entitled, "Carolina Power & Lighi: Com-
pany, Studies Regarding Fair Rate of Return."

Dr. Langum, I show you what has been marked Langum Exhibit No. 1
for identification, consisting of a cover page, a table of contents,
and 91 pages and ask if the Exhibit was prepared by you or under
your supervision and direction?

Yes, it was, except the pages which were taken from articles

in Moody's Bond Survey and Standard & Poor's The Fixed Income

Investor which I selected for inclusion in the Exhibit. The Exhibit
contains my studies leading to a judément as to a fair rate of return.
Are the figures and facts contained in the Exhibit true and correct
to the best of your knowledge and belief?

Yes, they are.

CAPITALIZATION AND CAPITAL STRUCTURE R:ATIOS

Now, Dr. Langum, turning to Page 1l of the Exhibit, will you
comment on the construction expenditures of Carolina Power &

Light Company and how they have been financed?

- Over the years Carolina Power & Lig‘ht Company has made sub~

stantial construction expenditures to expand and to improve its

electric facilities. As shown on Page 1 of the Exhibit, gross
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property additions, including nuclear fuel additions,. reached

a record high of $422.5 million in 1974. In the twelve months

D
N

ended August 31, 1975, such construction expenditures totalled

——

$384.4 million. By far the predominant source of funds used

} for construction expenditures has been external financi.ng--sale
of common stock, sale of first mortgage bonds and other long-
term debt, sale of preferred stock, and net inclzrea.s‘e in short-

term borrowings. As indicated on Page 2, during the last six

years, external financing has comprised from 84 percent to 103

.
»

percent of total funds used for construction, excluding amounts

charged to utility plant representing the allowance for funds used

e

during construction. These are extremely high ratios of external

financing to total funds used for construction.

[y

P ey

Q. Are construction‘expenditures by Carolina Power & Light Com-
pany expected to remain high during the years ahead?

. A, Yes, indeed they are. Meeting growing customer needs under

! conditions of major inflation, and v:/itiu adequat;e concern for

environmental considerations, necessitates high and rising con-

structiop expenditures. As indicated by the Company

total construction expenditures ar; projected at $271 million for

(r 1976 and subject to continuing review and adjustx-'nent, estimated at

$826 m-illion for 1976-1978, even after cutbacks in ’c;1e const-ruction

program,

( -
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Will these construc.tion expenditures likely necessitate high
and risiné amounts of external financing?
External ;inanci;lg will have to be carried out in substantial amounts
because of these large construction expenditures. As can be
seen on Page 1 of the Exhibit, internal sources of funds comprise
a relatively small portion of total funds used for construction
expenditures. In particular, retained earnings from operations,
net income less allowance for funds used during construction less
dividends for the year, were a negative $39, 144, 000 during tl‘le
twelve months ended August 31, 1975: :
What has happened to total capitalization of Carolina Power & Light
Company as a result of the conti;nued sale of securities in the credit
and Eapital markets?
The capitalization and capital structure ratios of Carolina Power &
Light Company for 1962-1975, at year-ends, are shown on EPa.ge 3
of the Exhibit.

In the twelve-year period total capitalizat%on increased
;rom $334.0 million on December 31, 1972, to $2, 213-. 6 million on
December 31, 1975, an increase approaching two billion dollars in
total capitalization over the period, a sixrfold increase. In the
two year period from December 31, 3:973 to Dec;embe;- 31, 1975,

total capitalization will have increased by $550 million.
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Still referring to Page 3 of the Exhibit, what comprise§ the
capitalization of Carolina Power & Light Company? : ,
In terms of the balance sheet, some of ~thé capital of Carolina
Power & Light Company is debt, some is preferred stock and
preference stock, and some is common equity.

The Company long-term debt currently includes 22 issues
of firsé mortgage bonds, and six-year notes payable to a bank.
Notes payable, including bqth bank loans and qommercial paper,
have been outstanding in substantial amount, but w<‘are of little
size at the end of 1975. Details of these issues are shown on
Pages 4 and 5 of the Exhibit,

Preferred stock includes eight issues of pz:eferred stock
and one issu; of preference stock. Détails of these issues are
shown on Page. 13 of the Exhibit.

C‘ommon equity consi:.sts, of 'course, of common stock ax;d
retained earnings.
Is it your opinion that measurements of capitalization and capital
structure ratios should be on the basis of including short-term debt?
It is indeed my very strong opinion that capital structure ratios
should be computed on the bagis'of including short-term debt,
that is, notes payable, in the capitalization.

Failure to include short-term debt in the capitalization and
capital structure ratios for a utility would simply amount tov failure

to consider adequately the true degree of coverage of interest and
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preferred stock dividends and effect of interest charges on

earnings for common equity. While certain notes payable are & \
replaced by permanent financing, nevertheless frequently other

notes payable before long take their place. The result has been

that notes payable have come to consf;itute a continuing and signi-

ficant part of the capitalization and financing of the Company.

To assure adequacy of coverage and accuracy of comparison,
all my later measurements and conside;'ation of capitalization
and capital structure ratios, for Carolina Power & Light Company
and comparison companies alike, are in terms of total debt, in-
cluding bank loans, commercial paper, and any long-term debt
due within one year, and the corresponding definition of total
capitalization.

What have been the capital structure ratios of Carolina Power &
Light Company during recent years?

Page 4 of the Exhibit shows the capital structure ratios for 1962-
1975, at year-ends, of Carolina Power & Light Company, based
on the dollar amounts shown.

On December 31, 1975, debt was 52,19 percent of total
capitalization; preferred stock was 15.18 percent of total
capitalization; and common equity was 32,63 percent of total

capitalization.
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During 1975, the capital structure ratios of Carolina Power &
Light Company have shown major impro:vement, with 2 reduction
in the debt ratio and a corresponding increase in the common.
equity ratio, At the end of 1974, the common equity ratio for
Carolina Power & Light Company was at about the -1(;wes;t level
for any company in the electric utility industry.

Page 5 of the Exhibit shows changes in capitalization resultiﬁg
from estimated financing of ("Ja.rol'ma Power & Li‘ght Compan;r
during 1976.

Under present estin;ates, some increase in short-term debt will

occur, The Company expects to sell Common stock in the amount of $65

million and may need to offer 1ong-:term debt.

=~

Capitalization and capital structure ratios in terms of
regulatory concepts for use by this Commission are shown on
Page 6 of the E;:hib;'.t. On this basis, common equity includes
accumulated deferred income taxes - accelerated :'at.mortization
and deferred job development investment tax credit.

Capital structure ratios for December 31, 1975 are debt,

51. 99 percent of total capitalization; preferred stock, 15.01
percent of total capitalization; and common equity, 33.40 percent.
What capital structure ratios have you used in your determination

of a fair rate of return for Carolina Power & Light Company?
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The capital structure ratios which I have used in my study of
fair rate of return for Carolina Power & Light Company are
shown on Page 7 of my Exhibit. In my determination I have
used debt, 51,59 percent; preferred stock and preferrence stock,
15. 01 percent; and common equity, 33.40 percent,

I have used these capital structure ratios fén‘ several reasons.
First, they are realistic based on the present situation of the
Company and under current plans for financing and operation
of the Company. The capital structure ratios which I have used
are, in fact, the actual ratios which prevailed on December 31,
1h975. Second, they are appropriate, in my'judgrnent, within a
range, for Carolina Power & Light Company in terms of the
basic risks and uncertainties of its business.

Capital structure ratios are extremely important in a
fair' ra;te of return study for.c two basic reasons. First, they
-provide the 'tveights to be ai:plied to the cost rates for debt,
preferred stock, and common equity.in obtéining componénts of
the overall fair rate of return. Second, the cost rates on the
varjous types of capital will vary to some extent with the
capital structure ratios. Cost rates on'debt will ;"ise to some
extent with higher debt ratios. Beyond this, the indicated
rate of return on common equity which is fair and reasonable

will likewise vary to a considerable extent with the common
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equity ratio. The lower the common equity ratio, the higher
will be t.be required rate of return on common eguity. Rate
of return on common equity and common equity ratio must

be stated together and expressed side by side for meaningful
measurement and interpretation of earnings experience on
common equity, For these reasons, components of capital-
ization and the corre s.ponding capital structure rétios must I;e

defined accurately and used 'with care.

COST OF DEBT

Taking up the cost of debt, what was the iml;edded cost of debt
to Carolina Power & Light Company on December 31, 19757

As shown on Page 8 of the Exhibit, the imbedded cost of debt on
December 31, 1975 was 7. 74 percent. This gives effect to total
first mortgage bonds and the six-year notes payable to a bank
included in 1or'1g-term debt. Interest requirements and net
amortization were $89,424,878, and total long-term debt was
$1,155,254, 061,

Looking ahead to future debt costs for Carolina Power & Light
Company, please explain your s-tudies shown on Pages 9 to 11 of
the Exhibit?

These pages show the yield levels in the credit and bond markets
in which Carolina Power & Light Company has financed during

recent years.
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Firsf: mortgé.ge bonds of Carolina Power & Light Company
are now rated Baa- by Moody's andlA by Sta.nd.ard & Poor's.
Notes payable to banks are at the prime rate\.

A study of offering yields on ali newly issued public utility
bonds rated by Moody's during the last several years is shown

on Pages 9 and 10 of the Exhibit. On Page 9 I have shown the

averages by years from 1960 through 1975 and for January-March

1976, of Moody's averages, computed and published monthly, of
yields on ne\;vly issued public util.ity bonds rated ‘Aaa, Aa, A,

and Baa and offered publicly. The c};anging conditions in the bond
x-'narket are reflected in the annua} averages of offering yields ox;
new debt issues., Average offering yields o;x newly issued public
utility bonds were at the unprecedented average level of 9.19
percent on A-rated issues in 1970. The average declined to

7.93 percent in 1971 and to 7. 60 percent in 1972, During 1973:,
however, the average rose to 8,05 percent and went up further

to an average of 9. 75 percent for 1974. The annual average for
1975 reached a new record at 10.22 perc.:ent. Page 1l shows
offering yields on newly issued public ut:'ility bondsx rated Aaa, Aa,
A, ar;d Baa by months from May, 1970 through’March, 1976. The
offering yields on newly issued public utility bonds rated A reached
a high monthly average of 9.67 percent on such offeriﬁgs in June,

1970. Subsequently, the yield dropped to a low monthly average
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of 7.36 percent in January, 1972. A renewed rise brought
average offering yields on A-rated public utility bond offerings
to 8.50 percent in January, 1974. During 1975, interest rates
on ﬁewly issued public utility bonds showed a further unprece-
dented rise with the average for A-rated public utility offerings
reaching 11. 05 pércent in August, 1974, as shown in the lower
righthand corner on Page 10 of the Exhibit. During 1975, average
offering yields on A-rated public utility bonds ranged between
9.42 percent and 10. 94 percent. Recent A-rated public utility
bond offerings have been at lower levels. The average offering
vield for January-March 1976 was 9.13 percent.

Any debt financing, even ;t this lower interest rate, would,
of course, increase the imbedded cost of debt.

Page 11 of the Exhibit shows the lﬁghs and lows in the com-
mercial bank prime loan rate from 1960 to date. The prime rate
reached a high of 12 percent in ‘1974. Currently the predominant
rate is 6-3/4 percent.

What is the cost of debt to Carolina Power & Light Company?
In my judgment the cost of debt to Carolina Power & Light
Company is 7. 74 percent, as shown on Page 12 of the Exhibit.
This judgment is based on the imbedded cost of debt, at Decem-

ber 31, 1975, as shown on Page 8 of the Exhibit.
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COST OF PREFERRED STOCK AND PREFERENCE STOCK

What was the imbedded cost of preferred stock and preference
stock to Carolina Power & Light Company on December 31, 19752
As shown on Page 13 of the Exhibit the imbedded cost of preferred
stock and preference stock to Caroliné.h Power & Light Company
was 8,01 percent on December 31, 1975, Dividend requirements
were $26,925, 795 and amount outstanding was $336, 018, 400.
Please explain Pages 14 and 15 of the Exhibit? |
Pages 14 and 15 show average offering yields on major non-
convertible preferred stock issues by electric utilities, by

years from 1966 through 1975 and for January-March 1976,

on Page 14 and by months from January 1975, through March 1976,
on Page 15. Data are shown for all issues and i‘or issues rated
AA, A, and BBB by Standard & Poor's. The cost of average
offering yields on preferred stock issues has generally paralleled
that on new bond issues. As shown on Page 14, the average
offering yield on all issues was 8, 98Mpercent in 1970, declined

to 7.55 percent in 1972 and 7. 70 percent in 1973, Again, there
was a shafp rise to 10.27 percent during 1974 and to 10. 71 percent

during 1975. For the period January-March 1976, the averége has

been-9, 08 percent.
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As in the case of debt, any preferred stock financing,

even at this lower dividend yield, would, of course, increase

.-
i
$

the imbedded cost of preferred stock.
Q. What is the cost of preferred stock and preference stock to
Carolina Power & Light Company?
. A, In my judgment, as shown on Page 16 of the Exhibit, the cost
of preferred stock and preference stock to Carolina Power &
Light Company is 8.01 percent. This is based on the imbedded

i cost, as of June 30, 1976 estimated.

A FAIR RATE OF RETURN ON COMMON EQUITY

Q. . - Turning now to the matter of fair and reasonable earnings on
{ the common equity of Carolina Power % Light“Company; will you
- explain your approach to this determination?
. A. In my determination of fair rate of return, I have assumed no
v basic changewin present institutional arrangements for financing

electric utilities. By this I mean that the return zfter income

taxes included in revenues paid to the company by customers

( supports the capital structure and attraction of ne':v capital.

The criteria for fair rate of return are retur: commensurate

j s with the earning experience of coinparison co:ﬁpanies’; maintenance
of credit and support of financial integrity; and attractionaof capital -
and on fair and reasonable terms. The studies which I have made

’ in this connection are outlined on Page 17 of the Exhibit.
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These criteria have been stated in the leading decisions
of the United States Supreme Court. .

. The United States Supreme Court stated in the Bluefield

Case (1923):

YA utility is entitled to such rates as will'permit it to

earn a return on the value of the property which it employs
for the convenience of the public equal to that generally
being made at the same time and in the same gencral

part of the country on investmesnts in other tusiness under-
takings which are attended by corresponding risks and.
uncertainties. . " '

.

The United States Supreme’ Court stated in the. Hope Case

(1943):
M, ..By that standard the return to the equity owner should
be commensurate with the returns on investments on other
enterprises having corresponding risks. That return,

moreover, should be sufficient to assure confidence in the

. tinancia:l integrity of.the enferprise, so as to maintain its
credit and to attract capital, "

My approach to determination of fair rate of retu:.'n on
é‘ommon equi'ty is a combination of commensurate return and-
attraction of capital on fair and reasonable terms and maintenance
of credit and support of fin;.ncial integrity., It thus is based

upon all the established tests of fair rate of return.

‘In terms of commensurate return or comparable

»

ecarnings, selection of comparison companics has been in

terms of basic concept, with.consideration given to business
J

e
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characteristics, investment stature, similar approaches by

regulatory commissions, and comparable accounting and rate-

\

making treatment. Reliance has been placed on the earnings

experience on common equity of electric utilities in original

cost jurisdictions without flow-through.

By original cost jurisdictions, I mean those states which use
book figures only in determination of rate base. By without flow-
through I mean those companies and states in which the reduction
in cu;rent income taxes from liberalized depreciation and invest-
ment tax credit are offset by a charge for normalization or
amortization in the income statement and do not increase reported
operating income and net income for common by such reductions
in current income taxes. Operating electric utilities in original
cost jurisdictions without flow-through are the most comparable

business undertakings and the closest alternative investment

opportunities to Carolina Power & Light Company in its retail

operations in South Carolina.

Measurement .o.f earnings experience on common equity
bas been in terms of ;'ate of return on common 'cquity and the
corresponding common equity ratio. Common equity ratios,
of course, have critical iml;ortancc. The quality of reported
earnings. is significant too, w'itb particula¥ rcga;-d to the role

of allowance for funds used during construction,
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In terms of attraction of capitai on fair and reasonable

terms and maintenance of credit and support of financial

I
A}

integrity, emphasis has been placed upon studies of market

price of common stock of electric utilities in relation to book
value, and upon studies of first mortgage bond offerings and
preferred stock offerings of electric utilities with ratings of A and
"a" by Moody's and A by Standard & Poor's, a minimum and
reasonable goal for ratings on the first mortgage bonds and
preferred stock fc;r Carolina Power & Light Company.

In summary, a fair and reasonable allowance on the common
equity of Carolina P;'Jwer & Light Company should be determined
in terms of the ratio of net income for common equity to the book
value of common equity.

It must meet the standard that the return on the common equity
investment should be commensurate wi;:h the return on common ’
equity investments in other enterprises having ;orresponding risks.
It must thus measure up to, and meet, the earnings experience '
on common equity‘ in the closest alternative investment opportunities,
taking into account any differences in risk and the common equity
ratio. It must provide for maintenance of credit and assure con-
fidence in financial integrity. It must provide tt'or the attraction of

capital - and on fair and reasonable terms.
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The American Economy and Corporate Profitability

Please discuss the broader matter of earnings experience

of companies generally in the American economy, with

varying conditions of real growth and inflation?. '

The difficulties which many electric utilities are experiencing

are related, of course, to developments in the American economy.
The record of changing economic conditions, in the American
economy, for 1946 through1973, is shc;wn on pages'2l=22 of the
Exhibit in terms of real growth, inflation, and corporate profit-

ability in the American economy.

Referring to page 21 of the “Exhibit, the record of real

- growth and inflation in the American economy is shown for

the post World War I periodi, from 1946 through 1975 in terms

of percentage changes year-to-year.
Real gxzowth is shown in‘terms of gross national product

stated in constant dollars. Real growth over the years has

been substantial. Recessions occurred in 1949, 1954, 1958,

1961, 1970, and again in 1974 and 1975. Real output in calendar

year 1974 was down 1.8 percent from calendar year 1973 and

in calendar year 1975 was down 2.0 perce;nt from calendar year

1974. . ‘
Similarly, referring to the last column at the right, on ‘

page 21 of the Exhibit, total real disposable personal income
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declined by 1, 7 percent in 197%, the first year-to-year decline

in a quarter of a centu:;y. In 1975 there was an increase of
1.6 percent.. This reflected, in part, the ravages of inflation,
as well as the effects of recession.

The record of inflation is showén-in_the middl'e c~ol-umns.
Inflation has continued and accelerated. The price indexes
for calendar year 1974 ended up at 10 percent and more over
1973 - a two digit degree of inflation. In 1975 the gross national
pr‘oduct price index was up 878 percent over 1974,

El

On page 22 of the Exhibit is‘ shown the éeneral record of
corp;)rate profitability in the Americ.:an economy for 1946
through 1975. Rate of return on equity for all manufacturing
firms reached a new high in 197; - 14. 92 percent with about a
70 percent equity ratio. Profits of unregulated corporations
were generally extremely high in 1974, largely as a result,
}iowever, of inventory profits. Operating profits were in a
severe squeeze, Repor.ted earnings were down substantially
in 1975, largely due to collapse of inventory pro'fits. Operating
profits, ho'wever, have been sx;rl;:cisingly strong. In 1976 there

has been a record resurgence of corporaée profits generally, with

an increase in aggregate of 25 to 35 percent underway.
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With inflation has come the high interest rates and pre-
ferred stock dividend yields shown on pages 9-11 and pages 14-15
of the Exhibit; The effects of inflation on operating expenses ;a.nd
on plant costs and c'm high interest rates and éreferred stock
di‘videx.'xd yields have been prime causes of the éharp c;etgrioration

in the earnings experience of electric utilities. Concurrently, the

_lower earnings experience on common equity has meant lower

coverage ratios on bonds and preferred stock for electric utilities

generally, Some electric utilities have been very hard hit and

so much so that the electric utility industry is, in effect, in deep
deprcssion, This poscs a scrious problem of analysis, which 1
shall deal with in my interpretation of the data on earnings ex-
perience on common equity, This is the r;e;.s;n for exclusion of
certain companies from use as comparison compani‘es in test of

commensurate return, in which I use 'earnings data for 1971, 1972,

1973, 1974, and 1975.

¢

Investment Stature

In connection with your test of commensurate return, Dr. Langum,
will you comment on the investment stature of Carolina Power &
Light Company?

Investment stature is an important c'riteri:fon of comparability.
Seven speciwfic tests of investment stature in terms of ratings

a.nd' characteristics of securities were used in my studies of

this criterion.
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Page 20 of the Exhibit shows the results of the applicai:ion
of these seven tests to Carolina Powe;,r & Light Compa;'xy.

The first test is Moody's bond rati.ng“s .of senior debt. The
first mortgage bonds of Carolina Power & Light Company are
rated Baa by Moody's Investors Ser\fice, Inc., as shown on page
20. —

The second ‘test is Standard & Poor's bond quality rating on
senior debt. The first mortgage bonds’of’ Ca.rol;.na Power &
Light Company are :;ated A by Standard & Poor's.

The third test is Moody's rating of preferred stock. The
preferred stock of Carolina Power & Light Company is rated
"baa'! by Moody's.

The fourth test is Standard & Poor's quality rafing of pre-
ferred stock. The preferred stock of Carolina Power & Ligiit
Company is rated A by Standard & Poor's.

Please discuss yéur fifth, sixth, and seventh tests which have to
do, I believe, with common stock?
These tests relate to common stock.

The fifth test of investment stature is Moody's basic in-

vestment quality ratings as stated in Moody's Handbook of

Common Stocks. These quality ratings run from High Grade

or High Quality, to on down to Investment Grade, and then to

Medium Grade, and to Speculative. The common stock of Carolina

Power & Light Company is characterized by Moody's as "Medium

Grade. "
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The sixth test is earnings and dividend rankings for
common stocks 'by. Standard & Poor's Corporation, Standard
& Poor's ranKings of common stocks are designed to
indicate, by use of symbols ru;xnizug from A+ to C, the relative
stability and growth of carnings and reclative stability and
growth of dividends. These rankings are published in the
Security Owner's Stock Guide. The common stock of Carolina
Power & Light Company is ranked A- by Standard & Poor's
Cori:o::ation, as shown on page 20.

The seventh test of prime investment stature is that of
dividend record. Carolina Power & Light Company has paid a
dividend on its common stock each year since 1937. The ability of
a company to maintain, through good and bad times, an
uninterrupted flow of dividend payments to stockholders is

a clear indication of underlying strength and stability,

Inve stment comparisons. frequently list common stocks with a
sustained diviQend,-recoré of 25 years or longer. ‘.Studies of
the dividen.d record have 'be.aexn mmade on the basis of data

from Standard & Poor's Corporation published in the Security

Owners's St ock Guide, and from Moody's Investors Service,

Inc.., published in Moody's Public Utility Manual,
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- What are the electric utilities listed at the left on pages 21-23
of the Exhibit?
The 39 electric utilities listed at the left on pages 21-23 of the

Exhibit, by jurisdictions, comprise all major electric utility

companies in the United States, both those with publicly-held

common stock and the operating subsidiaries of holding companics,

in original cost jurisdictions without flow-through. Investment
stature of holding companies operating primarily in original

cost jurisdictions is also shown.

Dr. Langum, what is the basis for your characterizations of

various state jurisdictions as original cost or fair value

jurisdictions?

I am 'expressing an economic opinion, of course, and not a

Tegal -opinion, for I am not a lawyexr. The type of rate base

used in a given utility jurisdiction is, however, an essential
- " ' . L]

and commonplace part of financial analysis and investment

decision. My judgment as to the regulatory approaches used
in these states has three bases: {irst, the statutes, court

decisions, and commission orders in several of these states

I

to which counsel for various companies and public bodies

have directfed my attention and’ special studies which I have

made on the basis of these decisions and orders; second,

the analysis of methods of rate base determination gencrally
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applied given in the pamphlet, Federal and State Commission

Jurisdiction and Regulation of Electric, Gas, .and Telephone

Utilities, 1973, prepared by the Federal Power Commission, in

cooperation with the National Association of Regulatory Utility
Commissioners; and third, the analysis of re.gulation by state
public utility commissions and representative utility

rate case decis“ions prepared by Moody's Investors Service,

Inc., and published in Moody's Public Utility Manual, 1967,

pages al40-al4l, al45-alsl,

Will you now ;iisc&ss the investment stature of the electric
utilities listed at the left on pages 21-23 of the Exhibit?
These electric utilities, ir; original cost jurisdictioné without
flow-through, have investment stature, as shown on pages
21-23. Their senior debt is typically rate;] Aa and A by
Moody's and AA and A by Standard & Poor's. Their pre-
ferred stock is typically rated "aa' and "a" by Moody's ;.nd
AA and A by Standard & Poor's. Their common stocks have
typical investment quality references from Moody's as High
Grade or Investm;ant Grade. Their common stocks have
typical earnings and dividend rankingé by.Standard & Poor's
or A, with some A+ and some A-. They typically have a long,

\
sustained dividend record, usually of at least 25 years. These ‘
companies, on balance, have a degree of investment stature, }

' |
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closely comparable and even somewhat superior to that of
Carolina Power & Light Company. They are very close alter-
native investment opportunities to Carolina Power & Light
Company.

Earnings Experience on Common Equity
As Guide to Commensurate Return

Why is the matter of earnings experience on common equity

among close alternative investment opportunities so important

for fair rate of return on common equity?

Common stock investors are equity investors., They are not
buying a bond or preferred stock with fixed interest ;r
dividend and limited type of risk, Common .stock investors are
buying ownexrship in the busines's enéerprise, with the risks
and opportunities which that _nec;assarily involv;:s. This means
that they expect ea.rnin‘gs on their investment, and dividends
from those earnings, and growth in dividends and earnings._

In short, common stoc"k inve stors require adequate
earnings potential for the future as an i.nducerncn.t to make the
investment, It follgws that all the nltimate determinants of
earning po.wer-on common equity are the basic considerations
involved in the cost of common stock capitalJd

Then too, and crucial in importance, we must

remember thbat all of these matters for one company aré
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necessarily appraised in terms of the corresponding considera-
tions in alternative investment opportunities. Appraisal of
ecquities in the capital markets can only be made.on the basis

of comparison,

Furthermore, it is the earnings on common equity
which provides the support for mec,}:ing-'coverage ratios on

.

bonds_ and on preferred stock. Adequate eirnings experienc.e
on the common equity of Cfarolina Power & Light Company is
required to support the attraction of capital, both debt and pre-
ferred. stock, as well as common stock, which lies ahead.

Dr. Léngum, in connection with youlr test of commensurate
return, l;at us now go into the matter of earnings experience

on common equity of the comparison companies. Will you |
explain your studies in this resl;ect?

The earnings experience on common equity during recent years
of electric utilities in original cost jurisdictions without flow-
through is shown on pages 24-27, These are the electric utilities

previously described. I shall make use of the earnings exper-

ience of certain of these companies in determination of the fair

rate of return on common equity of Carolina Power & Light Company.

For each of the companies for each year 1971 through 1975, the
w -
rate of return on the book value of common equity is shown,

with the corresponding common equity, ratio shown just below.
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¢ For example, the data in the upper right hand column of page
! W 26 indicate that in 1975 Central Louisiana Electric Company
- earned a rate of return of 17.57 percent on common equity,

with a 33.04 percent common equity ratio.

Quality of Reported Earnings ﬂ |

e Allowance for Funds Used During Construction ' ‘
|

|

Q. Please explain pages 28-29 of the Exhibit?
A. Allowance for.funds used during construct;on‘as percent of net 7 |
- ’ income for common is shown on pag'es 28-29 for the 39 electric
utilities in original cost jurisdictions without flow-through.
2 Q. Please comment on the record of earnings experience on common
r equity of the electric utilities during recent years?
A, The record of earnings experience on common equity of the. |

{ electric utilities during recent years in terms of averages on
T k these broad groups is quite clear. From 19613 through 1966,

earnings improved, with higher rate of‘return on common
- equity at about the same common equity ratio, and with little

role of allowance for funds used during construction. From

1967 through 1970, earnings declined, with lower rate of return
b on common equity, at lower common equity ratio, and with

) increased role of allowance for funds used during construction.




————r——
§

-39~

»

From 1971 through 1974, earnings deteriorated sharply, with
much lower rate of return on common equity, at even lower
common equity ratio, and with poor quality of earnings because

of the major role of allowance for funds used during construction.

In 1975, the earnings experience remained about the same as in

1974.

What is the significance of this increased role of allowance for
funds used during .construction?

The increased role of allowance for funds used during construction

has great significance, in my opinion, at least in three re-
spects. First, the ncreased role of allowance for funds used

during construction has substantially lessened the quality of

reported ecarnings for common equity., The allowance

for funds used during construction is cntirely proper but

is essentially a bookkeeping aéjustment. Earnings from

allowance for funds used during construction have an

important defect, namely, that there are no current cash
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revenues corresponding to these laarnings. The portion
of net income for common derhived from return, that is,
operating income, is far more meaningful and stable than
that portion derived from allowance for funds us edlduring

construction.

¥

‘Second, the increased role of interest charged to

construction has ‘vital significance for use of data from

‘comparison companies, particularly for electric utilities,

in determination of fair rate of return. We must consider

nét income for common and rate of return on common equity in

the light of treatment of allowance for funds used d;z.rin'g

construction. We must rer;aembe_r, furtbermore, that to some

extent the denominator in the computation of ‘the rate of return

on common equity, average common equity, is greater than

it would have been o;:'herwise because of the Ecumulative increases

in reinve sted earnings from interest charged to construction.
Third, the capitalization of the company Ihaa to be

supported by return and fair rate of return must be related

to a corresponding rate base, including at least some con-

struction work in progress. This essential, fq}'»c’onstruction

work in progress can only be financed through capital. ] -
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Will you now describe your study of earnings experience on
common equity of Carolina Power & Light Company?

Page 30 of the Exhibit shows for Carolina Power & Light’
Company the rate of return on common equity, net income

for common divided by average common equity; the common
eguity ratio, avef‘age common equity divided by average

totgl capital; a-nd allowance for funds used during construction
as percent of net income for common. In 1975, Carolina
Power & Light Compan;r earned 1ll. 94 percent on common
equity, with a common equity ratio of 30.14 percent. Allowance
for funds used during construction waz; 79.‘02 p;arcerllt of net
income for common,

These data, of course, cannot be.used in any direct manner

" as a guide to a fair rate of return on common equity for Carolina

Power & Light Company. That would involve clearcut circular
reasoning.

Can the data on earnings experience on common equity for the
various electric utf],ities in original cost jurisdictions which you
have shown on pages 24-27in the Exhibit be used as they stand
as a g;.tide to fair rate of return for Carolina Power & Light

Company?
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The data on earnings experience on common equity for the
comparison companies are important, They represent but

a starting point, however, as the basis of determination of
fair rate of return on common equity for Carolina Power &
Light Company., They must be given further analysis and
proper interpretation in the light of ddditional considerations.
For one thing, the common equity ratio has vital significance
in appraisal of data concerning rate.of return on common
equity and adjustments for differences in corr}inon equity
ratio between Carolina Power & Light Company and the com-
parison companies. For another thing, only companies that
are healthy and ;uccessful should be used as comparison com-

panies,

Common Equity Ratio

Will you explain the significance of the common equity ratio in
appraisal of data concerning rate of return on common equity?
The common equity ratio has vital sighificance in appraisal of

data concerning rate of return on common equity.

For any business enterprise, the earnings rate on common

.
-

equity has three basic determinants. The first of these is the

overall rate ‘of return on total capital. The second is the cost

of senior capital, The third is the common equity ratio, that is,

the ratio of the common equity to total capital.
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- Of these 'three factors, "by far the most important is the
rate o.f return on total capital. This is determined,. of course,
by the relatior;ship between sales and expenses and capital in

the business undertaking., Necessarily, the overall earnings
_experienceof the t.>usiness enterprisg is the most importaht.:
determinant of earnings experience on common,eqhity; In turn,
the influence of the overall rate of return on the rate of return én
common equity is influenced and modi-fied by the cost of senior
capital and the cox.nr.non equity ratio.

The higher the rate of return on total capital, e-the high;r will
be the rate of return on common equity, given the same common
equity ratio and the same cost of senior capital. The lower the
cost of senior capital, the high-er‘;v‘{ifi)‘é. the rate of return on
common equity, given the same ra..te of return on total capital
and the same common equity ratio. 'I‘l_'xe lower the common
equity ratio, the higher will be the rate of return on common
equity, givenzthe same rate of return on total capital and the
same cost of senior capital, assuming as is u.suélly the case
that ;:hé cost of senior capital is below the rate of return on
total capital..

In these circumstances, the common equity ratio has-great
significance in appraisal of ear;_zipgs experience. Both the com-

mon equity ratio and corresponding degree of financial risk must

A
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'be considerec_i side i:y side with the percent earned on common
equity, that is,the ratio of earnings for comrr;on i:o common equity.
The reason for this is tha.t with a given rate ofu return on total
capital, the lower the ratio of common eéluity to total capital,

the higher necessarily shoulc‘! and will be the ratio of earnings

to book value of common equity. In turn, the reason for this is
that more senior capital, that is more prefer.‘:‘ed stock and more
-debt, introduces more leverage fo.r. the common sto.ck equity.

Page 31 of the Exhibit presents an example of’'this relationship.
Comparison is made of six companies, each with the same rate of
return on total capital, but with different common equity ratios.
_Supposeﬂthat :‘.he re;;::{onshi:';-) betwe-en sales ;.nd expenses and
capital in each of these busi-ness undertakings is such that on
the total capital invested of' $1, 000, the total income earned is
$100. 60, and the rate of return on total capi}:al is 10. 00 percent.

In Company A, there is no debt a;ld no preferred stock.‘ In
these circumstances, all.of t9ta1 capital invested ?.s common
equity. The common equity ratio is 100 percent. All of income
for capital goes to net income for comx:non. The rate of retur;x

on common equity, net income for common divided by common

equity, is 10.00 percent, the same as the rate of return gn‘total

capital,
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In éo;npany B, with $400 Borrowed funds, the owner has
invested only $600 of his' own common equity money. In‘this
case, with total cal;ital of $1, 000 invested in the business, the
c'ommon equity ratio is 60 percent. 'The senior capital is en-
tirely debt. At a debt cost of 7.5 percent, the interest charges
would be 7.5 percent of$400 or $30.00. When this interés‘t on
debt is deducted from the $100, 00income for capital, '$.70. 00

would be left for the owner's equity of $600. That would be a

- 4
~ e

rate of return on common equity, $70.00 divided by $600, or
11, 67 percent.

In Company C, more is borr“o:v-ed, say a éota]: of $50‘0.
The owner wogld then have to pizt up only $7500 of his own
common equity capital. In this cas;e, the common equity ratio,
$500 divided by $1,000, is 50 percent. With the interest rate
at 7.5 percent, the interest on debt would be 7.5 percent of $500
ior $37.50. When this is deducted fro;n the $100. 00 total income,
$62,50 wot;.ld be left .for the owner's 'common equity of $500,
The rate of return on common equity, §62. 50 divided by $500,
would be 12, 50 percent. .
In Compai;y D, the common equity ratio is 40.0 per.cent.

The rate of return on common equity rises to 13,75 percent.
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In Company E, still more is borrowed, say a total o£'$650.
The owr;er would.then imave to invest only $350 of his own com-
mon equity capfcal. In this mcase, the common eqﬁity :;'atio,
$3i">0 divided by $1000, is 35.0 percent. If the interest rate is
7'. 5 percent, the interest on debt would be 7.5 percent of $650
or $48, 75. When this is dedt;cted from the $100. 00 total income,
$51.25 would be left for the owner's common equity of $350. The
rate of return on common equity, $51,25 divided by $'350, would;
be 14.64 percent.

In Compajny F, the interest‘ rate.has éone up“to 8.0
percent as a result of th_e higher debt fati;. Interest on debt
is now $52.00, and net income for common is $48,00. At the
common equity ratio of 35,0 percent, the resultant ;'ate of
return on common equity would be 13: 71 percent.

Thus, with fl:ie same overall rate of return on total

ca;pital, 10. 00 percent, the rate of return on common equity

would go up from 16. 00 percent to 14, 64 percent, as the common

. ‘equity ratio went down from 100 percent to 35.0 percent. An

increase.in the rate of return on common equity to 13, 71 percent
would come about even with the increase in debt costs which

might be expected at a higher debt ratio.
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But this, of.course, alsmo means more risk for the common
- shareholder. The existence of more senior capital in the

capital structure, and hence more leveragf:,‘ creates an
. .‘opporhtunity for higher earnings on the common equity if there
are favourable e.a,rnings for the Compa.ny overall., But it also
accentuates the hazard of lower carnings for corAmon equity
. with an unfavourable rate of'r;:turn on total capital, for the

interest on debt and dividends on preferred stock’ must be met

. before there are any earnings for common equity.

" . . - N . .« -
Y

In our example, suppose that tl:; total incon';e in Company
{ F were to drop 20 percent, from $100.00 to $80.00. The rate
’ of return on total ca.bital declines from 10. 00 percent to 8,00 -
| percent. But the income for the ow;xer of the business, with a
r : common equity ratio of 35,0 perceﬁt and debt cost of 8.0 percent
{ would be cut from $48. Od to $28.00 or by 42 percent. The rate
of return c;n common eqdity would drop’ from 13. 71 percent to
8.00 percent. And if the situation deteriorated further, when
' total income gets down to $52.00 or a ;'ate of return on total
capital of 5.20 percent, the earnings for the owner would be nil.
Beyond that, total in;ome _woul.d fall short. of m;eting the interest

due and the owner would lose the business.
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Thus, the ccmmo;x equity ratio is of vital aign'ificance in

appraising the earnings record on common equity of a given

b\;siness undertaking and likewise in comparing rates of earnings
on book value among various enterprises. "The rates of rcturn
on common equity in two bus;inesscs of the same risk and un-
certa.inty can be directly compared only if their common cquity
ratios e;re close or are the same. If their capital structures

are different, the fact must be considered ax;dﬁpr::)per adjustments
made in comparing tﬁe twc.a rates of return on common equity.
How c.an differences in common equity ratios be considered

in comparing rates of return on common equity among various

business enterprises with different common equity ratios?

W
TS L] - - -

Such differences in common éq}xity ratios.may l;e considered

in various \'vays, depending on the deg:'ree of precision desired.
First, a judgment adjustment in general terms may be

made. In this connection, sometimes rate of return on total

c‘apital ;'Ls simply compared with rate of r_eturn. on common equity.
Second, co.mparzi.son may be m?de in terms of c':omponcnts for

cor;'xmon equity--the product .of rate of return on common equity

and common equity ratio. This procedure does not give effect .

to varying cost components for senior capital with varying capital

structures .and is therefore incomplete. Comparison of componcents

for common cquity does,. however, rcflect the combination of rate




-

T

- A

7

ISP

~

e
. =

r—--\

-

-

| e

-49-

-

of return on common-equity and comumon cquity ratio,

Third, proper adjustmients l‘or.difforpncos. in cumm.on oqftity.
ratio ;1;ay be made in precise terms under specified assumptions,
Rate of return on common equity at a given.common' equity
ratio ma)'r be réstate.d in terms of another common equity ratio.’
This is preccisely analagous to restaéing a distance meas-ured as

7 yards into the equivalent of 21 feet.

Dr. Langum, you have made the statement that if the capital

-

*d
structure ratios are different among various business under-

takings, that fact must be considered apd proper adjustments
made in comparing the rates of:return on common equity. Will
you explain how sueh an adjustment can be made?

The method of such an adjustment of rate of return on common
equi’;y for a different common equity ratio is shown on page 32
of the Exhibit,

Please explain page 32°?

On page 32 the method of adjustment for different common equity
ratio is shown as applied to the earnings experience in 1973 to
Kansas Power & Light Company, one of the electric utilities in

original cost jurisdictions without flow-through. Reference to

page 25,0f the Exhibit indicates that in 1973 Kansas Power & Light .
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earned 12. 50 percent on common equity, with a 4;5. 62 'per.cen‘t
common equity ratio, On.:this basis, the component“fo'r common
equity in the a.vez:age overall rate of return for this company in
1973 would be 12. 50 percent times ,4562 or 5.702 percent. At |
a 33.4 percent common equity, the figure which I am using for
Carolina Power & Light Cémpany, there would be less common
equity, and more debt, a change of .1222 percentage points. At
an interes; rate of 4. 90 percent--the actual ix:nbedded. interest
rate on average total debt for i(ansas Power & Light in 1973--
this would mean, in terms of the components for overall rate of .
return, 0.599 percent more intergst and less earnings for common
equity.

The resultant component for common equity at a 33,40 percent
common equity ratio would be 5.103 percent. The resultant rate
of return on common equity at a common equity ratio of 33,40
percent would be 15.28 percent.

Kansas Power & Light in 1973 earned 12, 50 percent on
common equity at a common equity ratio of 45.62 percent. Assuming
for Kansas Power & Light the same rate of return on total capital
and the same rate of interest on total debt, as it actually experienced,
this was the equivalent of 15.28 percent at a conl‘xmon ‘equity ratio of
33.4 percent. Again, this is precisely analogous to réstat;.ng a

distance measured as 7 yards into the equivalent of 21 feet,
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A common equity ratio of 33.4 percent is what I am using
ir; my s:tudy of fair rate <;f return for Carolina Power & Light
Company in analysis of earnings exper!ience of c;omp;?.risén
companies. In the example Hon page 32, I have adjusted the
actual earnings experience of Kansas Power & Light to the
equivalent at a 33, 40 percent common equity ratio. The in-
dication from the earnings experience on common equity in 1973
for Kansas Power & Light is that Carolina Power & Light Company

should be afforded the opportunity to earn about 15.28 percent on

* common equity at its common equity ratio of 33.40 percent.

Earnings rates of the compa;iso£1 companies must be stated in
terms of that common equity ratio for accurate compa.fison and
meaningful application to Carolina Power & Light Company.
Please explain pages 33-34 of the Exhibit?

On pages 33-34 of the Exhibit, the rate of return on common
-equity is shown, as adjusted to the 33,40 percent commo1:1 equity
ratio for Carolina Power & Light Company, for the operating
electric utilities in original cost jurisdictions without flow-through.
For example, the rate of return on common equity, adjusted to
33.40 percent common equity ratio, for Kansas Power & Light -
15.28 percent in 1973 - is shown at the lower right on ;;age 33 of

the Exhibit. All of the data on rate of return on common equity
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shown on pages 24.through 27 have been so adjusted to
the 33,40 percent common équity ratio for Carolina Power &

Light Company?

Earnings Experience on Common Equity

Operating Electric Utilities Used as Comparison Compames

In Test of Commensurate Return

Dr. Langum, to what factors other than differences in common
equity ratios have you given consideration in application of the
eairnings data for electric utilities in original cost jurisdictions
without flow-through in forming a judgment as to fair rate of
return for Carolina Power & Lig;n: Company?

Consideration has been given as well to the general economic
health, so to speak, of the companies, It is extremely important
in using the earnings experience on common equity of other
comparable utilities as a guide to fair rate of return for Carolina
Powwer & Light Company that only companies that are heailthy and
successful be used as comparison companies. Carolina Power &
Light Company is eni:itled‘, to have its fair rate of return determined
so as to be commensurate with the returns of other electric
utilities, otherwise comparal;le, that are healthy and successful.
Its fair rate of return should not be determined so as to be

commensurate with the returns of other electric utilit_ies that
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are sick and unsuccessful,, or at the other extreme, that are
earning excessive and unduly high returns.

In this connection, please explain pages 35-39 of the Exhibit?

Carolina Power ‘% Light Company should be afforded the opportunity of

earnings a rate of return commensurate with ;:hat earned by
healt‘:hy,, successful companies rather than financially sick and
unsuccessful ;:ompanies. Accordingly, I have excluded certain
companies. from use as comparison companies in the test of
commen;urate rate of return. The companies so excluded
from use as comparison companies and the reasons for my
judgment are shown on pages 35-39 of the Exhibit.

Exclusion i;as been for the four years 1971 through 1975
or for a single year alone or groups of years.” Companies_have
been so excluded from use as comparison companies on the
basis of definite criteria; if allowance for funds used during
construction was 50 percent or more of net income for common,
if investment stature is inadequate; if the company encountered
serious difficultieis in financing because of inadequate coverage
ratios; if rate of return on common equity is significantly

below that permited by the company's regulatory authority.

At the other extreme, one company, Iowa Southern Utilities

N

Company, has had its rate of return adjusted downward to give
effect rétroactively to reduction of electric revenues with settle-

ment of rate proceeding. Another company, Southwestern
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Electric Power Company, has been excluded because its

re earnings experience has been such as to raise a question of

excessive and unreasonable rate of return.

These data on individual companies, such as shown on pages

o 35-39 are very important, for they enable me tolmake sure that

I was not relying upon what might’ be called problem companies

which are not earning a fair return and are 'not being able to

= finance adequately or properly, as a guide to fair rate of return
for Carolina Power & Light Company. Assurance in this respect

\ ; is crucial for so many electric ufility companies have been in

i : such dire circumstances that it can truly be said that the industry
has been in deep depression, in serious crisis, or even on the

s ropes. ,

’ Q. In the light of this analysis, please explain pages 40-42 of the
Exhibit?

. A, The earnings experience on common equity of electric utilities

§. in original cost jurisdictions without flow~-through during recent
vears, that is, 1971, 1972, 1973, 1974, and 1975, is shown on

- these pages., Rate of return on common equity has been adjusted
to the 33.40 percent common equity ratio which I am using in

forming my judgment as to fair rate of return for Carolinalx Power

- & Light Company.
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On each page, earnings experience on common equity is
shown with the rate of return crossed out for companies ex-
cluded from use as comparison companies in test of commen-
surate rate of return.

Averages for the companies used as comparison companies
in test of commenéura.te return are shown on page 42 of the Exhibit.
Rate of return on common equity adjusted‘ to the 33.40 percent
common equity ratio, for the electric utilities in original cost
jurisdictions without flow-through used as comparison companies
in test of commensurate return averaged 14.44 percent in 1971,
14. 79 percent in 1972, 14,39 percent in 1973, 14,63 percent in .
1974, and 13. 77 percent in 1975, The average for allowance for '
funds used during construction as percent of net income for
common is shown, as is the number of companies used.

What conclusion do you draw from these averages shown on

page 42 of the Exhibit?

The averages shown on page 42 of the Exhibit point to a2 judgment
as to fair rate of return on common equity from operations for
Carolina Power & Light Company o'f 14.50 percent, at a-common
equity ratio’of 33.40 percent,

Have you compared this fair rate of return on c;)mmon equity
from operations for Carolina Power & Light Company with

other data to check on its reasonableness?

«



oy
3

—

<y
K

r~=—-\

e
X

-56-

Yes. Ihave. The fair rate of return on common equity, ex-
cluding allowance for funds used during construction from
return, being awax:ded electric utilities by regulatory com-
missions in original cost jurisdictions is at least 12, 50 percent
to 13.00 percent, on average, or some;xrhat higher. Thus, these judgments
including allc;wa.nce for funds used during construction, support
a fair rate of return on common equity of 14. 50 percent.
Furthermore, this fair rate of return on common equity
from operations is "in line' with historical relationships of
earnings experience of electric utilities to that of unregulated

companies. -

Earnings Experience on Common Equity

Industrial Companies with Quality Ranking of High Grade by Moody's

In this connection, please explain the study of industrial companies
you have shown on pages 43-47 of the Exhibit?

Another study of earnings experience on common equity is shown
on pages 43-47 of the Exhibit., Rate of return on common equity
and common equity ratio is shown on pages 43-47 of the Exhibit
for the 53 industrial companies with quality ranking of High Grade
by Moody's. In terms of the averages, ;hown on page 47,

the 10 oil companies on the list have been shown separately
because of current attention to their marked step-up in earnings,

in connection with the energy crisis. The other 43 companies
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also ;xperience a marked improvement m earning power in
1973 and 1974 as compared with 1972, These co.mpanies earned
. 18,29 percent on common equity in 1973, with a ;ommon equity
ratio of 79.43 percent. Their rate of return on common equity
averaged 16.65 percent in 1974, with a common equity ratio

of 78.14 percent. The general tendency for a corpor;te profit
squeexe from 1965 to 1972 had affected these companies. 'I“hese
companies, also, have seen a change to a lower common

equity ratio over recent years.

What are the reasons in particular, for studying unregulated
companies, such as the industrial companies ra.téd .';High
Grade' by Moody's?

In my opinion, there are three basic reasons for. giving con-
sideration as background information to the rate of return earned
by comparable unregulated companies, such as the industrial
companies rate ""High Grade'" by Moody's. Throughout, in this
consideration, we must give adequate weight to the major
differences in degree of risk, all factors considered, - between

even the most comparable unregulated companies and regula'Lted

utilities.
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First, public utilities must compete in the capital Vma.rkeﬂts
not only against other regulated enterprises but against unregulated
businesses as well, Hence, the retun; to capital in such nonregulated
enterprises is particularly significant and relevant.

The realities of competition by business firms in the capital
markets and scope and variety“of investor choice necessitate con-
sideration of an equally wide range of alternative investment oppor-
tunities. Accordingly, a fair rate of return for a given company
under consideration must enable that company to compete for
debt capital and common stock capital alike for fair and reasonable
terms with the full scope of alternative inveétment opportunities.

A second consideration has to do with the very reasons. and
inherent occasion for regulation. Regulation is the substitute
for con'apetition -~ the combination of market forces and market
powér which would determined services and set rates in other

circumstances ~-- for business undertakings in areas where they

cannot be allowed to compete. Operating characteristics

necessitate generally that utilities operate under franchises and
they they do not engage in specific competition in regé.rd to their
services and are therefore regulated to a.s.surate fair and
reasonable rates for services of good qulity. It likewise follows
that fair regulation will set rates for public utilities which will

provide a return related:rto-that:being earned by other enterprises
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of comparable nature in respects other than that they are
regulated in the price they charge.

The third reason is the necessity of getting outside the circle
of regulatory experience. An adequate test of comparable
earnings must ncessarily involve consideration of nonregulated
enterprises in addition to that of other utilities. As an approxi-
mation and initial step in a test of comparable earnings in
determination of fair rate of return for a given utility enterprise,
we maust look at the earnings exgerbnceof other public utilities.
These are among the closest of other comparable business
undertakings. But if we look only at other regulated utilities in
a test of comparable earnings, to some extent:, we go around in
a -circle. Under such procedure, the return to the subject
utility would be guided by other regulatory expe}ie;xce rather
than !)y the fundamental concept of regulation as the substitute for
competition. Only by consideration of unregulated companies do
we take the ultimate and final ste-aps in a test of comparable earnings.
Please explain your study shown on page 48 of the Exhibit?

On page 48 of the Exhibit, I have shown a study of earnings
experience on common equity of the 39 operating electric utilities
in original cost jurisdictions without flon-through used as com-
parison companies in relation to that of the 43 industrial

companies, excluding oil companies, with quality ranking of
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High Grade by Moody's. Rate of return on common equity,
common equity ratio, and the corresponding ;:omponent for
common equity for the 43 industrial companies has been shown
in the middle on page 48.
Rate of return on common equity and common equity ratio
for the 39 operating electric utilities in original cost jurisdictions
without flow-through on average is shown in the upper portion of
page 48, These date for individual comf:anies were shown pre-
viousl};' on pages 24-27 for 1971-1975. The component for common
equity in rate of return on total éapita.l has been computed by
multiplying rate of return on common equity by common equity
ratio.
The record of earnings experience on common equity of
the 39 electric utilities in original cost jurisdictions without
flow-through during recent years in terms of averages for this
broad. group is quite clear. From 1963 through 1966, earnings
improved, with higher rate of return on common equity at a
somewhat higher common equity ratio, and with little role
of allowance for funds used during construction. The component
for common equity rose from 4.848 percent in 1963 to 5.332
percent in 1966. From 1967 through 1970, earnings declined, with
lower common equity ratio, and with increased role of allc;wance

for funds used during construction. The component for




common equity declined from 5,332 percent in 1966 to 4,588

percent ip 1970. In 1971, 1972, 1973, and 1974 earnings
deteriorated sha..rl?ly, with much lower rate of return on common
equity, at even lower common equity ratio, and with poor quality
of earnings because of the major role of ali'owance for funds

used during construction. The component for common, equity
declined from 4.588 percent'in 1970 to 3.342 percent in 1974.

Earnings experience on common equity for the 39 operating
electrics in original cost jurisdictions without flow-through
used as comparison companies is next related, on page 48, to
earnings experience on common equity of industrial companies
with quality ranking of High Grade by Moody's. These are
the same 43 industrial companies previously considered on
pages 43-47 oé the Exhil::it, with averages shown on the bottom
lines of page 47,

For each group for each year, I have computed the
component for common equity. The component for common
equity is, of course, the product of rate of return on common
equity and the corresponding common equity ratio. .Thus the
common equity component provides an overall measure of
earnings experience on common equity. Ther; I have shown_the

component for common equity of the above 39 operating electric
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utilities in original cost jurisdictio;s—;ithout. flow~-through used
as comparison companies as percent of the component for common
equity of the above 43 High Grade industrial companies.

The data at the lower left on page 48 relate the earnings

experience of the 39 operating electric utilities in original cost

ju:risdictions without flow-through to that of the 43 High Grade
industrial companies. The component for common equity of the
38 comparison companies is shown as percen.t of component for
common équity of the 43 High Grade industrials. The components
have beenin a faixily consistent rela;:ionship to each other.

During thé'years 1967 through 1970, the component for
common equity for the electric utilities as percent of the component
for common equ'ity for the industrials ranged from 31...“31 percent
to 33.35 percent. During the years 1971 and 1972, (;hg relationship
was 33,55 pe;cent and 35,40 percent. During the years 1973

and 1974, when industrial earnings rose to high levels, largely
as a result of inventory profits, and .e_arningp of many‘electric
7utilities collapsed, the relationship was 27.6% percent a.né 25,74
percent.

The indicated fair rate of return on common equity, 14.50
percent, at the 33,40 percent common equity ra(;io, which I am

using for Carolina Power & Light Company, and the resulting
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component for common equity of 4.84 percent to the components
for common equit}; for the High Grade industri;a.ls. The relation-
ship of the components was 33, 31 percent in 1973, and 37.20
percent in 1974, of the corresponding c;mpo;aents for common
equity‘in overall rate of return for the High Grade industrials.

It is clear that the electric utility industry has been able
to operate successfully at a much lower rate of return on common
equity and at a much lower common equity ratio and hence at a
much lower component for common equity than the corresponding
measurements for the High Grade industr{al companies, The |
component for common equity has averaged about one-third of
that for the High Grade industrial companie'as. This evidences
a major excess of earnings power on common equity, and, pro-
bable degree of risk for the High Grade industrial companies

over that for the operating electric utilities.

What other conclusions do you reach from the study on page 48?
Other conclusions follow from the study shown on page 48 of
the Exhibit. In forming a judgment as to fair rate of return

for a subject company, we should give primary consideration
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to earnings experience of comparison companies during very

recent years - 1971, 1972, 1973,1974, and.1975. The decline in

.corporate piofitabhity has been general and substantial, and

the higher rates of return a;'ld coverage ratios of, say, 1965,
1966, and 1967 should not be utilized in 1976 as a guide to fair
rate of return.

At the same tirhe, we must not forget that many individuai
companies in the electric utility busir}ess are m nothiﬁg less
than deep depression in terms of earnings experience on com-
mon equity. We should avoid use of earnings experience of
sick, problem, unsuccessful companies as a guide to fair rate
of return for a subjegt company.

Finally, we can confidently utilize appropriate rate of return
data for electric utilities during recent years as a guide to fair
rate of return, .with no fear whatsoever of circular reasoning.
Their earnings experience is, in general, very much "in line"
with historical relationships with corporate profita‘.bility in the
unregulated part of the American economy. The sharp drop in
the ratio of the component for common eq.uity for electric utilities
to that of the Hi.gh Grade industrial compax.'xies which occurred
from 1972 to 1973 and 1974, however, must remind *us of the.
low positon of the electric utility industry in current Hcircumstances

»

in the American economy.
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It is significant and meaningful, therefore, that the indicaited
fair rate of return on commén equity for Carolina Power & Light
Compa;xy - 14,50 percent at a 33,40 percent common equity ratio -
is very much "in line' with historical relationships with corporate

profitability of these closely comparable firms in the regulated

‘part of the American economy.

Indicated Fair Rate of Return on Basis of
Test of Commensurate Return

it

Wha;: conclusions do you draw, Dr. Langum, from your studies
comprising the test of commensurate return?

As shown on page 49 of the Exhibit; on the basis of the test of
commensurate return, the indicated fair rate of return on
common equity for Carolina Power & Light Company is 14,50
percent for cofnmon equity at a common equity ratio gf 33.40

percent. This is on a basis including allowance for funds used

during construction.

STANDARDS OF MAINTENANCE OF CREDIT
AND SUPPORT OF FINANCIAL INTEGRITY |
AND ATTRACTION OF CAPITAL ON FAIR AND
REASONABLE TERMS

Dr., Langum, referring back to page 17 where you show an outline

of the basis of your determination of fair rate of return on

-~




ey
{

-~

[~ ~ y——
B -
: . M

[

#

"
vt

—
L

-b6~

book value of common equity, you refer to standards of main-

Y

tenance of c‘redit‘ and support of financial integrity and attraction

of capital on fair and reasonable terms as well as the standard

of commensurate return. Will you comment on this basis of
determination of‘fair rate 6f return on common equity?

The standards of attraction of capital on fair and‘ reasonable terms,
maintenance of credit, and support of financial integrity have vital
bearing on the required earnings rate on common equity. For

example, earnings for common should be sufficient, given the

.general stock market level, to support market price at or above

book value and enable sale of common stock on terms which are fair
and reasonable to existing common shareholders. Furthermore, it is
the earnings on common equity which provide the support for meet~

ing adequate coverage ratios on bonds and on preferred stock.

Adequate earnings experience on the common equity of Carolina
Power & Light Company is required to support the attraction
of capital, which lies ahead, both debt and preferred stock,

as well as common stock.

Market Price of Common Stock
In Relation to Book Value and Common Stock Offermgs

Will you go on now and explain your studies of required
earnings rate on common equity for attraction.of capital
on fair and reasonable terms, maintenance of credit, and

support of financial integrity?
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With respect to these standards of fair return as a:pplicé.ble
to common stock, I have made the studies of market appraisal
of common stock shown on pages 50;-54 of the Exhibit.
The’re has been an exceedingly sharp decline in market
appraisal of electric utilities during recent years as 'shov:m
in terms of price-earnings ratios, dividend yields, and
market price as percent of book value. In part, the low
market appraisal for the electric utilities was due to the
dire situation of the industry. In part, however, it was due
to the low leyel of the stock market generally.
What has happened to the market price of Carolina Power & Light
Company's common stock in the light of its earnings experience?
The market price of common stock of Carolina Power & Light Company
has declined-- absolutely and relative to earnings, dividends,
and book value.
How does market price now relate to book value ?
Market price, $20.625 is now, at the close on April 19,
1976, still below book value per share, $22.10 on December 31, 1975.
What is the significance of a situation in which market price
is below book value per share?
The significance of this relationship is that Carolina Power & Light

Company is not able to attract common stock capital on
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fair and reasonable terms. In a common stock offer in rthe se
circumstances, the new buyer of common stock will acquire
a share of common stock at the offering price, necessarily
closely related to the market price, for less than the book
value per share of the common equity owned by the existing
shareholders. Thus, there is dilution.of ;he bo'ok value

of common stock-and failure to support the financial integrity
of the Company. '.This is a most serious situation for the
Company, for its shareholders and customers alike, ax.md for
this Commission,

Why is this 2 most serious situation?

Carolina Power & Ligh£ Company must attract common stock
capital, not only to derive capital funds from sale of common
stoc1.<, but also to support and make possible the attraction of
capital funds from sale of first mortgage bonds and preferred
stock.

How does Carolina Power & Light Company compare in this
respect with other electric utilities ?

Market price as percent of book value is shown ;n pages 50
and 51 of the E‘:xhibit for the 89 ma:jor electric utilities with

publicly-held common stock. Market price, at the close on

.October 22, 1975, is related to book value, on December 31, 1974,
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The ‘median for the 89 electric utilities is 88, 34 percent.
The ratio for Carolina Power & Light‘Company, 77.96 percent,
is shown in the upper portion on page 51,
Let us go on now, Dr. Langum", 'to consider the attraction of
common stock capital on fair and reasonable tez.'ms‘. Please
describe your study of common stock offerings of electric
utilities shown on page 52 of the Exhibit?
The study of common stock offerings of electric utilities during

1972, 1973, 1974, 1975, and 1976 thus flar,‘shown on page 52 of the
Exhibit points up the serious problem confronting most

electric u;:ilities of ability to sell common stock on fair

and reasonable terms. In 1972, 41 of 45 common stock offerings
were with price to public at or above book value., In 1973,

34 of 47 common stock offerings were with price to public

at or above book value, In 1974, only 8 of 54 common stock
offerings were v'vith price to public at or above book value.

In 1975, only 12 of 94 common stock o’fferings were with

'pricel to pﬁblic at or above book value. In 1976 thus far, only

7 of 25 ci:rnmon stock offerings were with purice to.public at or
above book value, )

What has been the record of common stock offerings of Carolina

»

Power & Light Company?
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The record of common stock offerings and offering p'r:ice in
relation to book value for Carolina Powerm & Light Company
during 1972-1975 is shown on page 53 of the Exhibit.

Price to public per share related to book value per share
was 77.68 percent in the offering on Oc;tober 28, 1975, This
ratio was 63. 50 percent in the offering on January 1.6, 1975.

What do you conclude firom the studies on common stock offerings
of electric utilities? )

In present circumstances of market appraisal of common

stocks of electric utilities, a rate of return on common

_ equity o‘f 14, 50 peréent at a common equity ratio of 33,40 percent

*

offers reasonable hope but not assurance that a common stock
offering by Carolina Power & Light Company can be made on
fair and reasonable terms to existing investors. Such an earnings

rate is necessary for the support of financial integrity of Carolina

., Power & Light Company.

Dr. Langum, so far you have been discussing earnings’ experience
on common equity and the difficulties Car;alina Power & Light
Company finds in attracting common stock capital. Does Carolina
Power & Light Company face similar difficultie‘s in attracting

debt capital and preferred stock capital?

'Indeed Carolina Power & Light Company faces equally seri'gus

difficulties in attracting debt capital and preferred stock
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capital. Long-term interest rates and dividend yielcis costs
are at high levels,

Beyond high interest rates ;nd dividend yields, however,
there is the drastic situation of decline in coverage ratios and
possibl.e outcome of downgrading in ratings of the first mértgage
bonds and the preferred stock of Carolina Power & Light Company.
Earnings for common equity must be increased or there will
be failure to maintain the credit of the Company. .
What bearing does earnings for common equity have on ratings
of first mortgage bonds and preferred stock and the ‘maintenance"
of the credit of the Company?
It is the earni;lgs for' common equity .that provide the coverage
or the protection of payment of the interest charges and
" preferred stock dividends of the Conpany. The present
ratings situation on both the first mortgage bonds and of the pre-
ferred stock of Carolina Power & Light Company is in serious shape
because of the sharp drop in earnings experience on common equity

in the face of the sharp rise in imbedded costs of debt and

preferred stock.

(ioverage of Fu.ed Charges

Please explain the general system of ratings of debt and preferred

stock issues of public utility companies?
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Moody's Investors Service, Inc. and Standard & Poor's Corporation
rate publ'ic utility bonds and pre.ferred stock. In terms of

their standards and criteria, particularly covera:ge ratios,
Moody's and Standard &Poc;r's Corporation rate first

mortgage bonds and preferred stock of Carolina Power & Light
Company, always when they are issued, but also on a basis of

continuing surveillance of credit standing.

Exp_lanation and key to Moody's Corporate Bond Ratings is

shown on page 54 of the Exhibit. Explanation and key to Standard &

Poor's Ratings on Corporate Bonds is shown on page 55 of the

Exhibit. In Moody's ratings, gradations of investment quality
are indicated by rating symbols, each symbol representing a
group in which the quality cl’maracteristics are b'roadly the same,
... from that used to designate least investment risk (i. e., highest
investment quality) to that devoting greatest investment risk (i.e.,
lowest investment quality). The first mortgage bo_nds of C.Jarolina '
Pow.;ver & Light Company are rated Baa by Moody's and A by
Standard & Poor's,

On pages 56 and 61 are recent articles by Moody's on interest
coverage and ratings. The role of allowance for funds used during

construction is given major emphasis., On pages 57-60 is a recent
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article by Standard & Poor's Corporatiox.n entitled, "Fundamental
Approach to Public Utility Bl)nd i?ati;xgs. " Specific guidelines

~ for pre-tax coverage in relation to ratings are stated in the

lower right corner of page 56 and the upper left corner of pagehSS.
Please explain pages 61-67 of the Exhibit?

On page 61 is shown the comments by Moody's when they reduced
the ratings on the Company's first mortgage bonds to Baa in

March 1975, On pages 62-64 are shown the rating articles by
Moody's on the $100 million first morfgage bond issﬁe sold in
April1975. On page 65-67 are shown the rating afticles by
Standard & Poor's on that bond issue. The comments by Moody's,
shown a;t the left, under Quality and Rating, on page 62, and by
Standard & Poor's, showr} at the upper left, in italics, on page 66,
will be noted.

Please explain pages 68-71 of the Exhibit?

The studies shown on pages 68-71 of the Exhibit present in summary
form certain results of an exhaustive study. which I have made of
every electric utility bond offered during 1975 and 1976 thus far.

The study covers identification of the debt offering, quality ratings
by Moody's and Standard & Poor's, the several fixed charge coverage
ratios s-hown in the prospectuses and by the rating agencies, and.
the cuo-mments and characterizations made by Moody's and S-tandard &

Poor's in their rating articles.
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The studies shown on pages 68 and 69 relate to coverage of
fixed charges from 42 first mortgage bond offerings in 1975
and 1976 of electric utilities rated’ A by Mc;ody's and Standard &
Poor's. The various groups of companies may be compared in

terms of the covérage of fixed charges after income taxes before

\construction credits for the last twelve months available at date

of offering or rating change. The twenty-one companies with ratings
maintained at A by Moody's and A by Standard & Poor's, shown

on page 68, had such a coverage ratio of 1. 98 times. The average
coverage ratio was 2,10 times for the twelve issues excluding those
where significant rate increa;es were not reflected. On page 69,
the twenty-one companies with A ratings but described as "just
barely maintained' or "in lower range' of the category, had such

a coverage ratio of 1,69 times. The fourteen issues exclud;ng
those where significant rate increases are not fully reflected had an
average coverage of 1. 75 time;. Re-aferring to pages 70-72, the
fifty-eight issues with ratings of better than A by Moody's and

A by Standard & Poor's had an average coverage ratio of 2,20
times. The thirty-six issues, excluding those where s?g'nificant
rate increases are not fully refle’c;ted, had an average coverage

ratio of 2,40 times.
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Why is the maintenance of at least an A rating on first mortgage

bonds' so important?

interest cost. Moreover, in the troubled capital markets of the
last two years, it has been imposs.ible much of the time to sell
long-term Baa- and BBB-rated bonds of electric utilities.

Until very recently, going back to June 1974, it has been virtually
impossible to ;narket long-term Baa- and BBB=rated first

|
First mortgage bonds rated Baa or BBB have a much higher
mortgage bonds of electric utilities, in particular, and other !
|
|

utilities as well. This is shown on pages 73-75 of the Exhibit.

The Baa- and BBB-~-rated bonds which have been sold have been
largely of short maturities of five to eight years, as shown on page
73 of the Exhibit. Furthermore, such bonds as i‘xave been sold,
have been mariceted, in general, only at yields at times averaging
well above A-rated issues, shown on page 74. The few long-term
Baa- and BBB-rated issues which could be s:old are shown on
page 75 of the Exhibit.

The tests of the market in current circumstances demand that
successful financing through first mortgage bonds by utilities be
based upon at least an A rating by Moody'!s and Standard & Poor's.
The institutional investors who are the major purchasers of
utility bonds are simply not interested in Baa~ and BBB-ra.ted
bonds of utilities. In turn, Aa- and AA-rated utility bonds have
stron g advantages over A-rated bonds. Quality counts heavily in

these troubled capital markets.
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What is the sig'flificance of the danger of being downgradeé to
Baa and BBB?

in to;}ay's capital markets, the downgrading to Baa and BBB has
significance far beyond higher interest costs on new issues.
Downgrading to Baa and BBB raises the ultimate question of
sheer ability to finance on any reasonable terms.

Please explain the study shown on page 76 of the Exhib;.'g?
Coverage o% fixed charges for Carolina Power & Light Company
from 1968 througil 1975 are shown in the study on page 76 of-the
Exhibit. Definitions for the three coverage ra.tic;sg for fixed
charges are given, as well as the underlying figures. These
coverage ratios have dropped drastically. Times interest
earned bef§re taxes declined from 4. 46‘ times in 1969 to 1. 96
times in 1974. " Times interest earned after taxes declined from
2,86 times in 1969 to 1. 94 times in 1974 and 2.13 times in 1975,
Times interest earned after taxes before construction credits
(with allowance for funds used during construction not included
in earnings) declined from 2.65 times in 1969 to 1,23 times in
1974 and 1. 46 times in 1975,

Please explain page 77 of the Exhibit?

The study on page 77 of the Exhibit shows the coverage of fixed

chargles for Carolina Power & Light Company which would result
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from the fair - rate of return of 14.50 percent on common equity‘

at the common equity ratio of 33,40 percent, in combination

with the imbedded cost of debt and the debt ratio and the imbedded
cost of preferred and the preferred stock ratio. The resultant
times interest earned after income taxes would be 2. 51 times.

Bearing in mind the relatively heavy role of allowance for funds

" used during construction in net income for common for Carolina

Power Light Company, the resultant times interest earned after
income i;axes before construction credits, that is, 'excluding
allowance for funds used during construction, would .significantly
lower.

Thus, the fair rate of return on common equity which I have
determinéd would provide a coverage of fixed charges after income
taxes before construction credits sufficient to support the A rating
by Moody's and Standard & Poor's on the first mortgage bonds of‘
Carolina Power & Light Company. I conclude that this standard
supports the fair rate of return on cor;'xmon equity indicated by
the test of commensurate return.

Throughout this discussion of coverage of interest, I have
stressed the requirements of the rating agencieé for the A rating -
a minimum standard for being able to sell the issue., The re-~

quirement for adequate coverage to permit the rating and the
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sale of the issue is higher and more stringent than the indenture
requjrement which merely permits the c;:mp.any to be able
legally to sell the issue. In my judgment indenture coverage
£equirement is no indication of fair rate of return. Meeting the
indenture coverage requirement alone does not permit attraétion
of capital on fair and reasonable terms. It does not support
financial integrity. It does not provide for maintenance of credit.
.Furtherqule, Carolina Power & Light (_.Iompany could

certainly be entitled to achieve a higher rating than A%

Coverage of Fixed Charges an;i Prefer;-ed Stock Dii’ridends

Taking up pre'ferred stock, please explain Moody's and Standard &
Poor's rating services on prefer-red stock?

The preferred stock rating symbols used by Mood;r's and their
definitions, and the factors considered in arriving at such 1:atings,
are shown on pages 78-79. :Cor'respondi?g facts :about quality
ratings on preferred stock by Standard & Poor's are shown on
page 80.

Please explain pages 81-83 of the Exhibit?

These pages show the rating articles by Moody's and by Standard

& Poor's regarding the preference stock offering in March 1975

by Carolina Power & Light Company. On page 81 is stated’
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the reduction by Moody's to '"baa' of ratings on the preferred
stock of the Company. The préference stock was not rated

by Moody's. On pages 82-83 is shown the rating of the prefer-
ence stock at BBB by Standard & Poor's.

Please explain your studies shown on pages 84-86 o;‘ the Exhibit?
Coverage of fixed charges and preferred dividends after income
taxes before construction credits for preferred stock offerings
of electric utilities rated A or better during 1975 and 1976 thus
far, is shown on pages 84-86, The average for the 11 of the 22

issues with ratings maintained at "a' by Moody's and A by Stan-

. dard & Poor's, where significant rate increases are fully reflected

in coverage ratios, is 1. 72 times, shown on page 85. The average
for the 10 of the 15 issues with ratings better than "a by

Moody's and A by Stand.ard & Poor's, \;vhere significant rate
increases are fully reflected in coverage ra:tios, is 2,02 times,
shown on page 86,

What has happened to coverage of fixed charges and preferred

"dividends for Carolina Power & Ligﬁt during recent years?

The study on page 87 of the Exhibit shows coverage of fixed
cha.rgés and preferred dividends for Carolina Power & Light

Company from 1968 through 1975, Coverage ratios for fixed
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charges and preferred dividends are given, as well as the
underlying figures. These ratios have dropped drastically,

Times interest and preferred dividends earned after income

. taxes declined from 2, 36 times in 1968 to 1, 54 times in 1974

and 1, 66 times in 1975. Times interest and preferred dividends
earned after taxes before construction credits declined from
2,19 times in 1969 to 0. 97 times in 1974 and 1. 14 times in 1975.
Please explain the study on page 88 of the Exhibit?

The stu.:dy on page 88 of the Exhibit shows computation of times
fixed charges énd preferred stock dividends.earned after income
taxes from fair rate ;')f return on common equity of 14. 50 percent
and common equity ratio of 33.40 percent, in combination with
imbedded cost rates on debt and preferred stock and their capital
structure ratios. Times charg'es and preferred dividends earned
after income taxes would be 1, 93 times, The corresponding
ratio before construction creditsq, that is, excluding allowance
for funds used during construction,, would be significantly lower.
What conclusions do you draw from your studies of coverage and
ratings of preferred stock?

I conclude that the fair rate of return on common equity indicated

by the test of commensurate return would serve to support the

A rating on preferred stock of Carolina Power & Light Company by

Standard & Poor's and the "a! rating by Moody's.
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Does this complete your discussion of attraction of ce;pital on
fair and reasonable terms and maintenance of credit and support
of financial integrity? |

Yes, it does. I conclude that the indicated rate of return

of 14. 50 percent on common equity, given the caf:ital structure
ratios and the cost of debt and preferred stock, will provide
the attraction of capital on fair and reasonable terms and for
ma.intené.nce of credit and support of financial integrity. It will
not be adequate, of course, ‘after further increases in operating
expenses which outrun revenues and after further increases in
the cost of senior capital,

Dr. Langum, have you formed a judgment as to fair rate of
return on common equity for Carolina Power & Light Company?
Yes, I have.

Please state that judgment?

My judgment, shown on page 89 of the Exhibit, is that the fair
rate of return on common equity which Carolina Power & Light

Company should be afforded the opportunity of earning is 14. 50

percent at the common equity ratio of 33.40 percent. This includes

allowance for funds used during construction.
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I have formed this judgment on thg: basis of the standard of
commensurate return and the standards of maintenance of credit
and support of fingncial integrity and attraction of capital on
fair and x'-easonable terms. The standard of commensurate return
was based upon studies of earnings experience on common equity
during 1971, 1972, 1973,1974, and 1975, of those electric utiliti;as in
original cost jurisdictions without flow~through used as comparison
companies. I also gave consideration to recent rate.orders by
regulatory commissions concerning ele.ctric utili;ies and to
earnings being "in line! with earnings experience on common
equity of High Grade industrial companies. The ‘standards of
maintenance of credit and support of financial integrity and
attraction of capital.on fair and reasonable terms, were ' based
upon studies of common stock offerings of Carolina Power & Light
Company during 1972, 5.973, 1974, and 1975, and of price to public
in common stock offerings of electric utilities in relation to book
value dt;ring 1972, 1973, 1974, 1975, and 1976 thus far, upon
studies of first mortgage bond offerings of electric utilities during
1975 and 1976 thus far, and requi:red fixed charge coverage ’ratios
to support the A ratings on the first mortgage bonds of Carolina
Power & L?.ght Company and upon studies of ipre.ferred stock offerings

of electric utilities during 1975 and 1976 thus far,“ and required
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fixed charge and I;referred stock dividend coverage ratios to
support tl;e "a' and A rating on the preferred stock of Carolina
Power & Light Company. |

In my judgment, as shown on page 89 of the Exhibit, taking
all of ‘the above considerations and studies into account, the
fair rate of return on common equity for Carolina Power & nght
Company is 14, 50 percent at 33,40 percent common equity ratio.

This includes allowance for funds used during construction.

FAIR RATE OF RETURN

Dr. Langum, have you formed a judgment as to the fair rate
of return on total capiéal which Carolina Pow.er & Light

Company should be afforded the opportunity of earning?

~ Yes, I have.

-

Please state your judgment as to the fair rate of return on
total capital?

My judgment as to the fair rate of return on total'capital which
Carolina Power & Light Company should be afforded the oppor-
tunity to earn is shown on page 90 of the Exhibit.

The capital structure ratios are those developed on page 7

of the Exhibit. Cost of debt is shown at 7. 74 percent,' from

-

"page 12, and cost of preferred stock and preference stock is




Y ] } 1.

-84~

shown at 8,01 percent, from page 10. For common equity',,, I
have.utilized the fair rate of return on common equity, just
developed on page 89 of the Exhibit, of 14. 50 percent at a
common equity ratio of 33.40 percent. I have combined the cost
rates for each segment of tl;e capitalization with the cé.pit;a.l
structure ratios to obtain weighted component of the overall fair
rate of return, For debt, the cost of 7,74 percent combined
with the capital structure ratio of 51.59 percent gives a weighted
component of 3.99 percent. For preferr;ed stock and preference
stock, the cost of 8.01 percent and the capital structure ratio of
lé. 01 percent gives a weighted component of 1.20 percent. For
the common equity, the combinatic;n of the fair and reasonable
earnings rate of 14. 50 percent and the 33.40 percent ratio of

common equity in the capital structure gives a weighted com-

. ponent of 4. 84 percent. Addition of the weighted, components

results in a total of 10, 00 percent.

It is my judgment that the fair rate of return on total capital
which Carolina Power & Light Company should be afforded the
opportunity of earni?g is 10 percent. It is my judgment that th?.s
is the fair rate of return on total capital f.or Carolina Po:wer &

Light Company, which is necessary to enable the Company to support
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its capital structure, to attract needed new ucapité.l on fair and
reasonable terms, to provide a return on its common equity
commensurate with that earned by the most comparable business
undertakings and the closest alternative investment opportunities
to maintain its credit, and to a:ssure confidence in its financial
integrity,

Have .you formed a judgment as to the fair rate of return on the
net original cost rate base applicable to retail operations in
South Carolina which Carolina Power & Light Company should

be afforded the opportunity of earning?

Yes, I have.

Please state that judgment?

In my judgment, the fair rate of return on the net original cost
rate base applicable to retail operations in South Carolina which
Carolina Power & Light Company should be afforded the opportunity
of earning is 10 percent. This judgment, shown on page 91 of the
Exhibit, is based on the fair return on total capital related to the
net original cost rate base which approximates total invested

capital.
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T " CAROLINA POWER & LIGHT COMPANY Lo
' ’ STATEMENT OF SOURCE AND USE OF FINANCIAL RESOURCES S, . e
< . . * Twelve Months Ended ‘
) - December 31, - .
« . .o . Avgust 31,
Lo Em L pm s s
. (Unawdited)
R . ‘ “Thexrsands of Dollars
Source of Finaadial Resourcess L . . .
Cusrent fesources provided from operauons : « g
Net iscome SUBS $374714 S 60529 S$65999 § 72271 S 89,165 -
Liems not tequiring { providing ) current resources:

Depreciation 208 MOMILILON cemmmssmmsssrrmmmmreeee 19,965 28,327 37203 40,430 45391 1.846
Allowance for funds used cunng cORSUUCHOG aee  (10,305) (14.708) | (24159 (38.093) (54.609) (63.561)
1278 3,480 5972 7.430 22,094

Noocurrent deferred incoOme tIXEs =Nt e X 3 11,188 p
. . hvmmmgnxmdnadjuumenu—m_t..__._ {1.505) 1277 . 17256 | 2.948 © (6.241) 1821)
! Tota} current tesources from OPErAtODs e 34,058 55830 - 20,701 78,714 63,000 98,723
Ocher resources provided: . - “

s

‘Additions to plant accounts fepresenting capitale
fration of net cost of funds uscd duringconstruction 10,505 14,708 - 24739 38,093 54,609 63561
Proceeds from assignment to lessor of itemal com- . '

bustion turbine generators . 44435
’ Proceeds from sale and leaseback of suclear fuel 47,593 41593
Miscellancous—net 1,228 283 663 109 3.995 9579
Tow! resources provided from operaons .
sod other® 45,791 T1.441 106,123 116,916 213,652 219.456
Fimncinge
Saleof:
First mongage boods e £9,302 134,351 99317 199,755 150,979 141291
Six-year sote . $0.000 .
erred stock 29578 34,506 49364 49949 | 64231
Preference stock - 47744
Commoa stock 29,186 - 33910 125,039 63,449 3381 £9.309

focrease (decrease) in shon-term notes payable less ,
* semposary cash investments 2914 12.483 (70.164) 16.356 103.301 {10.583)

Total resources provided from financings .. 130,977 215250 251.556 329.508 321,392 242,761

’ ToraL .. $196.768 $286.691 $3490.679 $446,425 $540.534 S462217

Use of Financial Resources: .

\ Gross propzrty additons excluding eudear fuel® $167,741 $239291 S318.382 S359.086  $332.602 388,868
Nuclear (uel addivoas® - 322 - 20232 16912 37,610 39.939 25,498
Dividends jor the yeat 23,712 30,492 36,185 45,708 58,048 62,748
Net insrease (decrease) in working capital, excluding

> ghonsterm nows payable and temporary cash io- :
. Lot T — 1,593 {3.324) {12.206) 4,051 59.955 15,106 -

. Total 196,768  $286.691  S$359.679  $446425  $540.544  S462217 *
Increase (Decrease) in Woskizg Capinal, Exduding Shoneterm . " )

Notes Payeble and Temporary Cash lavestments, by Com- ,
ponentst X L.
Materizls 3ed supplies (principally [cel)

S1I419 ~S(M07) S 5876 S 105 S6933 S 8;1;

Defesred fossid fuel inventory costs 35028
? Accousls receivable 300 5,898 1,163 - 2,900 19,869 (10.274) -
Accounts pryable L. (4314) - (2219) (5567) , 557 40,310) 12.720
Corrent poruon of deferred wcome taxes : v . - 1).578) 2335
Tazes accrved (3,845) 6,932 (3222) 3,036 (1693 ($.461)
’ Iaterest and dividends payable .- (5.426) . (5.656) (5576) (5,153) (6.077) (6.511) e
" O!hcl.—nﬂ 1519 828 (1.450) (394) 3381 2541 BN
Net increase (deerease) in wotkiag capiul, ex- .
deding sbort-term notes payable $ 1593 $ (3324) S(12.308) § 4051 $ 59958 $ 18106 .

e
. .

Jncludes amounts charged to utility plant represcnting the “allowance for (the cost of) funds used during
construction™. . . .
. * *  See Notes to Financial Statements, . )

. =

.

. .

Souwrece: Caroline Fower & Light Company, Prospectus, 5,000,000 Shares Coxzon Stock,
Octover 28, 1975, rege 35. y .

M ¢
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CAROLINA POWER & LIGHT COMPANY

(L AN

* EXTERNAL FINANCING IN RELATION TO TOTAL FUNDS USED FOR CONS‘I’RUGTION

1970-1974 AND TWEIVE MONTHS ENDED AUGUST 31, 1975

Cross property edditions excluding nuclear fuel ~

and excluding amounts charged to utility plant .

representing the sllowance for funds N N N .

_used during construction $157,236,000  §224,5083,000 . $293,623,000 $320,963,000
Total externel financing 150,977,000 ) 215,250,000 253,556,000 329,509,000
Total external financing as percent t;f . :

total funds used for construction 96.02% 95,844 86,35% 102.66%

- ” -t

al
H

B

.

L

Source: Carolina Power & Light Company,” Prospectus, 5,000,000 Shares Common Stock, Octover 28, 1975, page 35.

-

1974

$327,993,000

321,892,000

- 98,144

Page 2

———
W

. Twelve Manths Iofed |

Augast 31, 1575 -

$292,307,000

244,761,000

€3.73%
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. ’ . - CAROLITA VTR 8 LIGIT COrTWeY ’ ' hee 3
. CAPITALIZATICE ©
.- 19621513 : . . :
N | ) 1 Decevder N Drcesber 33 Deecter 31, < Deccter 31,

- ) ] Doce;;g; a, ?oeo;?”a; an, Mm n, M‘;&; n, Dceu;;& n, Mui;g n, Me;’g; n, ncg,i_;g; 3, ‘ Mtg;;; i, “;m ’ bt 0 o6 . Tors

m.g:tdgflml tonls ) ‘169.0” 000 $163,000,000 §193,00,000  $199,030,000  $229,0%0,000 65 0”.& . - ’ . ‘ v, °p 0§ 634,039,000 t 83‘.030.@ % " 685,620,000 ‘1.102.0”.
Otker long-term dat 200,000 . __ 2,510,000 1920,000 1,280,000 T o 439,030,000 $39,030,000 * '613 50,110,202 50,252,928 7,415,273 234,061
Total loog-term 4433 - 112,230,000 171,550,000  £00,9%0,000 200,310,000 129,010,000  £69,030,000 307,030,000 307,030,000 33\.152.633 ean,1h0,202 804,282,528 100,695,313 1,135,254,041
Eort-tera debt ’ - . .
T ) , : 3 11,872,000 3.3. . 18,38
. Mhh“:’ : 8.320,000 = : . l‘n?uw 1‘.6:".«” 'n.G:f.661 - l’,‘i‘.‘}‘ ?,‘ig,w’ 2;:2&:% L. z.gaw 16:183;m reyerd b :
‘ ] : y : : sis
Total ehort-tern &st4 - 8,300,000 - 1,000,000 14,600,000 1ENEET  156AN L €6,7ET,098 - - ERLEEM ngma Moy BLOTOS L™
Total dabt © 112,230,000 100,000,000 200,950,000 214,310,000 243,670,000 00,611,867  JAKAN 3,197,058 616,315,900 6509 S8BT 2,165,739 1,155,332,448

Preferred Stock . - ‘ . . . )
N Total preferred stock INIT6,900  ANITSS00  INNIS000 3,319,500 3,375,000 92,315,500 39,318,500  -99,315,000 124,373,900 113,800,500 223,800,500 23,138,400 3%,08,

Cocron fqutty . . . . «

. . * « " 419,131,504 463,607,691
Oocrn et0ek 84,184,024 64,820,347 94,609,700 220,439,373 131 589 389 107,082 13V,35,30 164,131,523 227,398,559 352,715,061 316,311,035 . n:'m:‘r«‘ 1’2 25;; 1)
g;ﬁ:i‘ stock owm" . ("-“5-152, ‘5;7,265.335 9.6&3,9\1 36.035:1” . :568 lg:sst:m ”Zm,v,s &'m, 233 ' 63.1:3,300 90.613.379 no.gzs.ssz . 575,

. - . - 206,13
R Tota) M_'th! St oar, 398,039 13,180,129 1%9,220,727 1%, 26 17,702,957 181,76h,011 189,933,006 226,803,000 . 299,652,809 A3, 09,280 . $21,137, %8 ?\8,&,5& 722,206,114
) ’ . . - - * - s L] »
Tstal oopltelination . BMONID  HLETEY TOSETRT BOST0ME  BSLTGET  BTLALTTS BT T30 KRNI T [ 0K RLD L B850 pian ORI s
. ) oo . R R . ‘;. . . - T ?' . . ‘ L - o .
Sewret; Owelims Pover & MAS Compexy, Amosl Xepord 1979, peges % %0t eorrcponding peges o previoces somel reports. | : ) ) L. . )
. , i ) - .
Fa . Lot - - ) . T L. . . i ’ .
M - [ . to. . . .
- . . ) . . . . ., e 4 e a . ¢
- a® v . ,' . - - R N N re . ot e :’._ L : . -
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- «  CAROLDA FOUIR & LICHT COMPANY . T
- CAPITAL STRICTIRE RX1108 . .
196221975 . '

Decamber 31, « Decemder 11 Decender 11 Decexd Daced
e T R Rk - R T I

.

Detester 31, Decesder 31, Decerber 31, Decexder 31, Deecsder N1,
912 . 1972 1973 1974

.ok

10,29

1910

- i .
- ] *
!

97.588 ;n.m

LX) S

»

s

nbof o 5.09%

[-8.7 %.71%

0.8 -

53.79% - %.33%

s e 1n.» 10,33 - a9t 2.0 ‘

. 9.8 13.08

* 7 Cosmon Pyedty | LW B B ° Be ».9 383 33.10 X nW 2.53 N7 n.6
f . ) N ,. V. . ) A . te 0 -
. . . . . . . - . ] : - ] ) s
Tvial Oxpitalisstion = 200,008 100,008 100,008 100,008 * 100,008 | 100,008 | 100,003 100,008 100,006 * o008 [ 200,008 100,008 *
- ) o * - - - . : . ‘ - a h. ) ) . )
. . - l. - . . .. . . . - - .
. - N - . .. e . s . .
. - .‘ ) * * . N N ’
Bote.-Dodt Lnclates lorg=term dedt payrdls Yitdin coe 52 notes pugudle ) - - T . . T .
. 1nclnded I currest 1ad11ities $a Paleses l::i,:;’m. . . . . . . ’ * }2 - - A
P . v . . . . * e ™ .
Sowrse; Cmguted from dets om page 3. : ., P o , - : - ,k'-.:_-;, .
. - . -, . . . P . e e . ‘g,'- H
d - . . * . .
' P . - - . » . . e R P
H - iy - ", - T e e mem resenens? : . .
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) Page
: CAROLINA POVER & LIGHT COMPANY °
CAPITALIZATION AND CAPITAL STRUCTURE RATIOS
DECEMBER 31, 1975 AND DECEMBER 31, 1976 ESTIMATED
December 31, 1975 | . December 31, 1976 Estimated
Capital Structure ) . Capitel Structure
Capitalization - Ratlos - . Capitalization Ratios ’
Debt "
_ Long-term debt : «  $1,155,254,061 . - . $1,155, 469,000
* Short~term debt . 78,385 N - . 29,700,000
Total debt : » 1,155,332,446 52.19% _ . 1,185,169,000 50.63%
Preferred Stock & Preference Stock v 336,018,400 . 15,18 - . 336,018,000 . 14,36
Common Equity .
Common stock . . - 565,609,691 . 630,410,000
Retained earnings ) . 156,676,428 : 189,201,000
Total common equity . 722,286,119 - > 32.63 . " 819,611,000 35.01
Total Capitalization ° C $2,213,636,965 - 100,00% : $2, 340,798,000 "~ 100,00%
g
o
- [02]
[14
" wn
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Debt
long-tern debt .
_ Bhort-term debt .

-

: Total debd

Preferred Stock & Preference Stock

‘ Comaon Equiéy
| Common stock
Retained earnings: .

’ Accumulated Deferred Income Taxes -
Accelerated Amortization :

Deferred Job .Development. Investment
Toex Credit . .

Total common equity .

Total Capitalization " °

A — s\ P —
M b

CAROLINA POWFR & LIGHT COMPANY
CAPITALIZATION AND CAPITAL STRUCTURE RATIOS
IN TERMS OF REGUIATORY CCNCEPTS

P4
7y

DECEMBER 31, 1975 AND DECEMBER 31, 1976 ESTIMATED

December 31, 1975

Capital Structure
Capitalization Ratios
$1,155, 254,061
78, 385
1,155;332, 446 51,59%.
336,018,400 15.01 .
565,609,691
156,676,428
© 6,761,406
18,787, 93?- .
7,835,456 -° 33,40
$2,239,186,302

100.00%

December 31, 1976 Estimeted .

Capital Structure

Capitelization Ratios
$1,155;469,000 .
29,700,000
1,185,169,000 49,68%
336,018,000 14,08
630,410,000 .
189,201,000
6,099,000
38,981,000
86l,691,000 36.24
$2,385,878,000 100,00%

«

Page €

9 93eg
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CAROLINA POWER & LIGHT COMPANY PBg
CAPITAL STRUCTURE RATIOS USED IN STUDY OF FAIR RATE OF RETURN
Based on

December 31, 1975

Total debt 51.59%
Preferred stock and preference stock 15,01
Common equity 33.ho
Total Capitalization . ] 100,00%
(pege 6) . ( ) _ ) .
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MOODY'S AVERAGES OF YIELDS
Off NEWLY-ISSUED LONG-TERM PUBLIC UTILITY BONDS RATED Acna, M, A, AND Baa .
.1960-1976, BY YFARS .

AVERAGES OF YIELDS O FEWLY-ISSURD LONG-TERM IUBLIC UTILITY BO!DS
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1976 #*

*January-May, 1974

1

**Ja.nunry—ﬁa.rch 23, 1976

Source:

-

sz . A Bas

1560 4.76%  hTs - 4.98% '5.364

1561 L.57% " 4,584 k.79% 5.08%

1962 < Lh0% .31 4.43% 4,829

2563 R h.36% b.h2g 1.66%

1564 Bhgg 44T k.56% L.80%

1965 b.58% .64% b.T2% %.95%
1566 5.429 5.60% 5.77% '6.05%

1967 5.79% 6.05% 6.28% 6.33%

1968 6.54% 6.69% " 6.95% 7.10%

2969 T.80% '-(.924, ‘. 8.22% 3.69%

1970 8.614 8.63% " 9.19% 9.68%

2971 7.509 7.68% 7.93% 3.34%

1972 7.30% 7.45% 7.60% 7.85%

1973 . 7.81% 7.80% 8.05% 3.25%

" agTh 9.02% 9.04% '2.75% 3.16%*
1975 9.4 9.h6% 10.22% " 11,399

8.56% 8.92% 9.13% 9.77%

Moody's Investors Service, Inc., Moody's Public Utility Manual, 1973,

pages a3-a5; Moody's Jlond Survey, December 8, 1975, page 515,
December 29, 1975, page 14146, Junuary 5, 1976 puge 1790, February 9, 1976,

poge 166k, March 8, 1976, prge 2570 und corrc\.randinr pages in previous

igsuesa,

6 3%cg




MOODY'S AVFRAGES OF YIELDS T,
O NFWLY-ISSUED LONG~TERM FUBLIC UTILITY BONDS RATED m, Aa., A, Amp,mpage 10
1970-1976, BY MONTHS

AVERAGFS OF YIFLDS ON NEWLY-ISSURD LONG-TFRM PUBLIC UTILITY BONDS

- ——— by
Y
« N

-’t\—f-\
. .

™
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.
-~ fomamner o
- ' ~

-
.

P

I

*Jenuary-May 197k

#4Jenuary~March 23, 1976

‘Asa A A . _Baa
" 1970 yay 8.91% 9.06% 1 9.30% : -
* June 8.% 9,32 9,67 10.47%
July 8.53 8.94% 9.11 .t 9.53
Auvgust 8.70 8.72 9,35 10,08
September . 8.% 8.83 9. 32 9.81
October 8.86 8.9 9.40 S 9.82
Average . 8.61% 8.63¢ " 9,194 " 9,684
971 Average 7. m 7068¢ \ ‘70 93% 8. 31‘%
lm . January 7.@% 7-11% 7-36$ -
*+ie ... February T7.26 T.k9 - 7.50 . * 7.76%
.March - 7.39 .. T.48 7.89
Aprid 7.39 7.60 7.80 . 7.95
May 7.39 T.h2 7.66 -
June 7.45 7.45 T7.54 7.95
. Avcmsc 7030% 701‘5% s 7.60‘ ) . ’7'85$
1973 Average . 7,814 7.804 * 8.05% 8.25¢
T January . 8.06% 8.37% . 8.50% 8.95
. .February 8.07 8.13 . 8.4k9 . 8.'??)%
March 8.33 8.61 , B.8L . 9,07
April 8.86 9.03 " 9,40 " 9.53
May 8.85 9.20 * 9.81 9.45
June 9.30 901‘6 9.9 -
; July 9.65 - 11.05 -
August 9.97 10.75 > 10.75 -
v s@tmbﬂ 10005 i 10.1‘5 u.02 -
. Octodber 10,06 11.33 . .10.75 . -
. Fovexber * - 9.15 -+ 9,90 -
December 9.52 9,64 10-25 . -
Average 9.02% 9.04% 9.75%  9.169x
1975 January 8.6254 9,007 Kol ' ‘..-
February i 8.73 8.9 g,lg% . ‘-
March 9.23 . 9.52 . 10,16 - -
* April 9020 N 9-91‘ Ta 10.9h . 11.00%
May 9.00 Q.74 10.80 20.79
Jlmc 9007 . " 9023 9.87- - -
July . 9.63 . 10,38 11,57
« Auguct - 9.60 20,76 -
_ Scptember 9.68 9.875 | 20,83 - . .-
gcto:‘gr g.gg{s 3.73% . 0.6 -
ovember . N . 0.1, «30
Deccember 9.35 9.68 . 10.31 : 1113(8
Average 9.11% 9.46% 10,224 " 11.39%
1976 January 8.60% 8.95% 9.10% 9.907%
:; , -February 8.34 8.65 9.11 . 9.60
.+" +  March 1-23 8.61 8.93 9.20 T e
Aversge®* 8.56% 8.92% . - 9.13% 9.77%

S
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- COMMERCIAL BANK PRIME LOAN RATE ., Page 11
1960-1976 :
August 123, 1960 - December 6, 1965 ) : b - 1f24
¥arch 25, 1970 - Septembier 21, 1970 i E _ ' 84,
© March 11, 1971 - May 11, 1971 o 5 - 1/4 |
July 7, 1971 - October 20, 1971 o T ’ : ! 6
January 31, 1972 - March 23, 1972 o "ha1fe .
September 1k, 1973 - October 24, 1973 _ - ' o 10
. March b, 1974 - March 31, 1974 , - ‘ ' 8 '
Mey 1, 197%4 - September 30, 197k ' S - 12
October 7, 197h = April 30, 1975 - - 7-1/2 T
June 9, 1975 - July 18, 1975 kN ) -7
July 18, 1975 - October 27, 1975 : S _ , 8 ,
February 28, 1976 - ' o - 6-3/ . L . .
Bourcr Board of Governora of the Federal Reserve System, Federal Reserve Bulletin, Februm'y 1976, page A26; .t
Wall Street Journal, issues during March 1974 - Maxch 23; 1970, . : <

-
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CAROLTNA POWER & LIGHT COMPANY

COST OF DEBT
. ) . Based on .
Imbedded Cost of Debt
December 31, 1975
Carolina Power & Light Company )
Cost of Debt ' _ T TN
i ”

’M’

Page 12
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* CAROLINA POWER & LIGHT COMPANY

IMBEDDED COST OF PREFERRED STOCK AND PREFERENCE STOCK

DECEMBER 31, 1975 -

‘Preferred Stock, without par value, cumulativé:

$5 (authorized, 300,000 shares; outstanding, 237,259 shares)

Serial (authorized, 10, 000 000 shares):
$4.20 series (outstanding, 100,000 shares
$5.44 Series (outstanding, 250,000 shares :
$9.10 Series ﬁoutstunding, 300,000 shares .
$7.95 Series (outstanding, 350,000 shares)
- $7.72 Series zoutstanding, 500,000 shares)
$8.48 series (outstanding, 650,000 shares)

~

Preferred Stock A (authorized; 5,000,000 shares):
$7.45 Series (outstanding, 500,000 shares)

Total preferred stock ’ . ’ ] ‘
Preference Stock: °

$2.675 Préference Stock, Series A, 2,000,000 shares,
sold in March 1975

Total Preferred Stock and Preference Stoql_:,'
Decenber 31, 1975

Source: Carolina Power & Light Company, Annual Report, 1974;. Financial Statements; pages 17, 19;
1974, page 7; Prospectus,

Serial Preferred Stock, $8.48 Serles, ative, February U,

Series A, 2,000,000 Shares, March 1975; Interim Financial Sta.tementa, December 31, 1975.

Amount

$ 2h,375’9w

10,000,000
25,000,000
30,000,000
35,000,000
19,425,000

64,317,500
50,000,000
$ 288,118,400
" 147,900,000

$ 336,018,400,

Divicdend
Requireneats

$ 1,186,295

120, 000
1,360,000
2,730,000
2,782,500
3,860,000
5,512,000

3,725,000

$ 21,575,795

9:359,000

$ 26,925,795

Prospectus 650,000 Shares,

{5515 Yrefe

eference stock,

b Y po—y [alhnamann
l i . Rt
Fagze 13
Cost .
Petle
7.49% \
11.17%
8.014
)
- o
]
0. [t
’-l
w
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Year

1966
1567
1968
1969
1570
1572
1972
1973
1974

975

1976%+

Page 14
OFFERING YIELDS OR MAJOR NOTICONVERTIBLE PREFERRED STOCK ISSUES
“1ofé-1976., BY Yarms.
Issues * Issues Izsues
All Issues ‘Rated AA Rated A Rated BBB
5.65%
) 5.97
6.62
757
8.98
7.89 ' 7.69% 7.984 . n.z,
755 7.37 7.58 n.a.
7.70 T37 7.65 8.12%
" 10,27 9.2k 10.2% 12.39
10,72% 9.70 10.56 11.10
9.08 8.62 9.38 ) 9.39

#sAverage January-March 23, 1976

#Includes & few issues rated BB and B.

B

Source: Standerd & Poor's Corporation, The Fixed Income Investor, December 27, 1975,
page 96 and corresponding pages in previous issues,
Inc., Moody's Bond Survey, December 29, 1975, page 460, March 22, 1976,
page 1527 and corresponding pages in previsus issues.
New York Times; The Cormercial and Financizl Chronicle; The Money Manager;

Moodyts Investors Service,

Wall Street Journals;

Investoent Dealers' Digest.
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ormtms YIELDS ON MAJOR NONCONVERTIBLE PREFERRED STOCK ISSUES
BY ELECTRIC UTILITIES  ° . Page 15
1975-1976, BY MONTHS

. \ Issues Issues Igsues
All Issues ‘Rated AA Rated A Rated BBB

1975 .
Jenuary 11:254 - "11.344 11.13%
February 9.89 - 9.89 -

March 10,66 9.324  10.16 21,08
April 10,19 9.hs 10,92 -
¥ay - n.27- 10,70 i9.66 11.88
June S L X1 9.75 - 10,90
July 10.35% 9.kk 10.45 2052
August 1375 - - 11,375
September 1,47 - 10.80 * 12,37
October . 20.99% 9,52 0.8 10,92
" Bovember 10,47 - 10,34 10.88
Decexber 10,43% f - 0. | '9.92
' Average 10.72% 9.70% 10.56% 11,104 . .
1976 ' :
R — o.c26 814 . 9.52% 9.k23
‘Pebruary 9.00 - - ‘ 9.00 e
warch 1-23 | 9.22 8.68 9.2 9.5 )
Averages* 9.08% 8.62% -~  9.38% -«  9.39%
*Average January-March 23, 1976 R

"Inclu.'dcs a fevw issues rated BB and B, »

Source: Standard & P:or s Corporatisn, The I-‘ixed Income Investor, December 27, 1975,
< page 96 and corresponding pages in previous issues., Mdoody's Investors Service,
Inc., Moody's Pond Survey, Decesber 29, 1975, page 460, March 22, 1976,

. page 1527 and correcponding peges in previous issues., Well strcct Journal;
New York Times; The Commercial and Financial Chronicle;  ine Foncy lanagcer;
Investnent eclers' Digest. : :

-

QI ofeg



_:,,,, *~ !—tfs [ P £ ’-. - :~ - ’{ > Fi~ -ty r_‘-\, ~ s ~ e ; o .: . -~ - . ‘a - __‘ ;_\ .
Page 16
CAROLINA POWER & LIGHT COMPANY
COST OF PREFERRED STOCK AND PREFERENCE STOCK
Based on
. . . Imbedded Cost of Preferred Stock
and Preference Stock
September-30,-1975-and
Estimated December 31, 1976
Carolina Power & Light Company
Cost of Preferred Stock and Preference Stock o . 8,01% ) .
’ o
[+
) ]
. . (]
L] - H .
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CAROLINA POWER & LIGHT COMPANY
DETERMTHATTON OF FATR RATE OF RETURN OH BOOK VAIUER OF COMMON EQUITY

~

On Basis of

Si:andard of Commensurate Return

. Earnings experience on common equity of electric utilities in original cost jurisdictions,
. without flow-through, used as comparison companies, . .
1971, 1972, 1973, 197h
AdJustment for differences in common equity ratio..
Exclusion of certain cumpanlec from uze w3 comparizon c'ompauica.

. "In 1ine" with earnings e;qaerience on common equity of High Grade fndustrial companies.

Recent rate orders by' regulatory commissions.

-

© Standards of Maintenance of Credit and Support of Financial Integrity
and Attraction of Capltal on Fnir nnd Hensonable 1crms

Market price of common stock in relation to book value and common.stock offerings,- ’ s .

1972, 1973, 1974, 1975, 1976

First mortgage bond offerings of electric utilities with fixed charge ratios to support A rating,
1975, 1976 .

Preferred stock offerings of electric utilities with fixed charge and preferred stock dividend coverage ratios
to support "a" ond A rating, .
1975, 1976

.;r'
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REAL GROWTH AND INFIATION I THE AMERICAN ECONCMY
PERCENTAGE CHANGES YZAR-TO-YEAR
1946-1975

Inflation

Consumer Price

Real Growth

Total Rezl Disposable
Personal Incoze

Unlc
Labor Cost

Index

GNP
Deflator

NP
1972 Dollars

1946
1947
1948

.l
- 1.6

© O

1 A

6
1

-1
i

0.6

1949

10410
16.“.2

O N~
e o o o
~M~-0N0O

08 3_.7
2611

bertcO OV

¢ o o @
OO M

1950
21951
1952

0.6

0.5

1L

2.3

1953
1954

b=

s o o
~OmMm

& W
¢ o »
Omm

21.“.

233 -

1955

2.8 1.1

1.6

- 0.2 -

1957
1958

o
-

O
o~

o -

N~

om
O N

0.3

1.0

0.9

331 796 30

SNM-OWN'M

e o o o @ o o
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111232!45
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Page 19 |
A1l Manufacturing . Bonﬁna'ncial Corporations -
Corporations . . * *  Domestic Operations °
As Percent o. Gross Corporate Product
. . Inventory Profits
Rate of Return Equity Operating Profits or Before
on Equity Ratio Profits losses (-) Taxes
1946 .- , " 16.95% 5.35% 22.20%
192‘7 . . . ’ 19-37 ' l‘092 } 21‘029
- 1948 . . 21.60 1,60 23.21
1949 ’ 20,10 - l.b2 18.67
1950 22,08 3.29 25.37
1951 ‘ 21,74 . 0.68 - 22,43 .
1952 . 19.05 - 0.54 18,57
1953 10.48% 81.39% 17,541 0.51 17.92
1951; « 9.92. 82.06 16,59 0.15 16.75
1955 " 12,55 0 8.28 - 18,63 0.78 19,41
1956 12,28 80.76 16,91 1.16 18.07
2957 10.95 79.96 - 15.83 . 0.62 16.k5
1958 8.58 80.07 kg 0.12 . 1h,27
1959 " 10,42 80.43 - 16,23 0.18 16.38
1960 . 9.20 80,09 - 1RT75 - 0.07 14,68 -
1961 . 8.82 79.80 k.47 0.03 14,47
* 1962 9,78 79.67 14.86 -0.09 .76 °
1963 10.25 79.53 . 15,19 0.16 © 15.34
1%5 12098 78'514 . 17.01" o.hs 17.1}3 -
1966 13.43 76,42 © 16,82 o.hk 17.2h
1967 n.n 7%.35 15.11 . 0.25 .+ 15.37
1968 12.05 T2.97 . .14,68 0.70 15,41
1969 _ 1.47 Ti.k0 12.47 1.0 13.48 .
1970 9.32 69.62 9.81 . 0.92 . 10.73
1971 9.67 69.24 10,50 0.88 ' 11.39
w972 - 10.61 69.7h 1,28 ) 1.1k 12,42
1973 12,84 ° 69.58 10.11 2.23% 12,34
w974 . 1k92 69,96 7.82 . 5.02% 12,84
lms w*E n‘. lo 70. m 9.16 ‘ 1.8&*.? llooq

*Includes capital consumption allowances
#1975 I-IXI-XII

Source: Federal Trade Commission, Quarterly Financisl Renort for Manufacturing,
Mining and Trade Corporations, Third quarter L75; U.S.. Department of
Comierce, Burcau of conomic Analysis, Uniled Stetes Department of Commerce

News, March 19, 1976.

61 938=g
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. : Page 2
i : DIVESTMENT STATURE
CAROLIIA POYER & LIGHT COMPANY
] MARCH 1976

Voody's Pating Standard & Poor's Moody's Standard & Poor's ¥oodyts Rating of 8tandard & Poor's Dividend Paid

. om Bond Quality Reting Quality Rating on’ Quality Rating on Basic Investment Earnings and Fach Year

Sentor Debt on Senior Dedt - Preferred Stock Preferred Stock Quality Dividend Ranking Since
* Baa . A "Saa" o A Mediun Grede - A~ 1937

Source:

-

3 Security Owner's Stock Guide, April 1?]6.

Moody's Imrestors Service, Inc., Moody's Bond Record, April 1976; Moody's Handbook of cotrmon Stocks, Wlnter 1976 Edition;

ulde,

pr

standard & Poor 8 COr;poration, Bon

0

.
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) . .- INVESSTHINT STATUNE B P&BC 21
L ELECTRIC UTILITIES IN ORICINAL COST JURISDICTIONS WITHOUT FLOW-TIROUGH
e @ ) MARCH 1976
. Bonds Preferred $tock Cocmon btock {pudlicly-Held
- n Kating o o r's viderqs
. . Standard &-lvor'a sitnndnrd & Foor's Bugle Inventment mmlus and Each Year
. " Moody's Rating Rating Hoody's rting Rating . Quality Dividend Rankings Sirce

Alabdmy < : .- . .
Aletaza Pover Company® A A~ "ban” . A- - . - -

Arkanses . . ) ~
ArKansas Pover & Light COnpu\y' A A b 1T A BRD - - -

Florida - . .
florlda Pover Corporation® - A A~ "a" BBB . Medium Grade B+ 1937
Tlorida Power & Light Cospany® A A’ " L \ Ifvestnent Orsde A 194k
Guif Power Cotpany*® . Aa AA- - A - - p
Tarpa Electric Corpany® Aa A= - A High Grade A- 1900

Georgle ) - . ’ B , . '

Ceorala_hvcr coxpan?' Paa BEB "ba™ B4 - : - - )
vaiy b ) . ", . .
Hi'-rauan mcctrlc Conpany, Inc,% A A, "a" A Upper Medlum Grade A- . 1901

Illinotzs - - . .

Certral Illinols Light Company* As A . "a" A RL R 1921
Central Illinols Pudlic Service Company® As . A . *as" ° A Investzent Grade , . AS W87 -
Co==om¢ealth Edison Compony* « T Aea M T\ AA fitgh Orade A : - 1890
*Illinois Power Company* . * Y As VY - M . Investment Grade A- - 1947

* Towa . . . . )
Trterstate Pover Cozpany* A A . g A Investrment Grade . . 1948
Iova Electric Light and Pover Corpamy® < Baa A- - R A- ' MeQlua Orads B+ 1930

- Jows-Illinbls Cas and Flectric Cozpany® As AA . "ag" A High Crade : * A- gL .

. Iova Pover and Light Co:pmr' Aa A " A KL A= T 1909 -
Jova Public Service Cocpany .0, A . . AR, s A Investoent Grade A- 19
Iova Southern Utilities Cozpuv! . As © M private private L .. A- 19

mnsas ’ * Lo, . &

" Farsss Cas and Elcctric Company® A M- "a" A Investnent Grade A- . S 1922
Kansas Fover and Light Company® ‘A A - A Righ Grade . A=, 195

= ® . 4
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. Kentucky,
. Yentucky Utilities Corpany®
toulsville ‘Gas and Flectric Company®

1ouisiana
.~ Cenvral louisiana Elcetric Corpeny, Inc.*
+ Gulfl States Utilities Coxpany*
= loulsiena Pover & Light Company®
New Orleens Fudblic Service Inc.®.
Southvestern Electrie fower Company®
Fasanchuaetts :
~Toston tdison Company*
New Dedford Chs and Edlson Light Cospany®
Western Massachusctts Electric Compary®

Michicon . .
Consumers Pover Corpany* . " .
Detroit Edison Company*® .

s Kinnesote
AKI' naesota Pover & Light Company®

Hississippl -
N ﬂss!s:gypl Power Corpany®
¥dsstzsippl Fover & Light Company¥

Pissourd
. Arzaosas-Hissourl Pover Cowpary™® - -

Oklahoza -
. T OkInhora Cas and Electric Corpany®
Public Sarvice Cocpany of Oklahom®

] THVERTMANT STATIRE
BRSO UTILITIFES I ot 1GIHA L, OV CT JRSISEDIT IS ANITINAIT I TR

-

MARCH 1976 ) :
* " ponda Preferred ftock Cormon Stock (Nbucl!-ﬂelda
- Foody e linCIng of LSlundur Sor'o vYIduds
. Standard & Foor's . standard & Foor's Basic Investwment Earnings and Each Yesr .
Hoody's Rating Rating Hoody's Rating Rating Quality Dividend Rankings Since '
" A A - A Investnent Grode A- 1939
Ann AA - A High Grade A= L. 1928
A A - = A Investrent Grade * A 1935
A AA . - M High Orade A 1938
A A "a A - . - -
A A - A - - -
Aa . A “an" M - . - -
Ean BUB . - s * lover Mcdium Urade B 1890
An ’ A - - N - - -
Bas . BBD - . BB . - - tle
Paa - A- "ba” BEB- * Medium Crade .. 1913
Daa . BOD- .- BIB Iover Hedium Orande B¢ 1909
A A - A Investoint Grade A- IS .
A A , v o ! A - - . - - ‘-
A N “a" A - - . -
‘pr!'nt'c + private  ° - . - 7 - t -
An M "an® M Nigh Orade . .. A 1908+
As - AA ] "as” A - : - . . - .
- : : - L4 .‘ . . LY * . . I . R
. B . - Sem wewsy o Ay & -;-‘-.._-.::. eyt ee e swane .-:., Froves e wsen . ; L .- . YL . 2. ® ..'
’ - 1 \ ’ ’ . L] i - " *
: : : o
) . ne . . . "9
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] . \ Page 23
| . INVESTVENT STATURE A
° ELECTRIC UTILITIES IN ORIGINAL COST JURISDICTIOXS WITHOUT FLOW-THROUGH
L MARCH 1976 .
Ponds Preferred Stock Corrson Stock (Puhucl!l -Hcldg '
. s Rating o S ar T'S vicen
Standard & Joor's Standard & Foor's Basic Investment Earnings and Each Year
Moody's Rating Rating Moody's Rating Rating Quality Dividend.Rankings gince
. ) ‘.
South Carolina
. Cars Electric and Gas Company™ A A - A Yedium Crade A= 156
Hslding Cozpanies N .
. Hddle Eu%ﬂ Utilities, Inc.® : - Y- : - . - " Investrent Grade A 1949
Kew England Gas and Electric Association® - - . - - . Medlun Grade B+ 1947
The Southern Coepany® . - - . . - . - Hediua Grade : A~ 1548

#In origiral cost Jurisdictions vitho_ut ncv:throuah.

Rote,~Desgh in preferred stock, Hoody's and Séandud & Foor's ratings, indicates preferred not yest rated by Moody's or bolding cocpanies or opersting coepanies
without preferred stock. Dash in carmon stock, Moody's and Standard & Foor's ratings, and in dividends paid, indicates operating subsidiaries vithout
publicly-held cozzon stock. . . .

Sources Moody's Investors Service, Inc,, Moody's Publie Utility Marusl, 1975; Moody's Handbook of Cozton Stocks, Fell 1975 Fdftion; -

il

. 's Bond Survey, 1974 to date; Ioody's Bond Record and freferred § a3 cesher 7 btandard & Foor's Corporation, .
Fre Treoee Tvestor, 197 to date} Bond Fecord, Decesber 9757 DEock Jalde, Deceber 1975. :
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RATE OF RETURN ON COI®ON EQUITY AND COMMON EQUITY RATIO
OFERATING ELECTRIC UTILITIES Ii ORIGINAL COST JURISDICTIONS WIT!DUT FLOW-THROUGH

Alabama
Alabama Power Company*

Arkansas
Arkansas Power & Light COmpany*

Florida
, Florida Power Corporation#*

Florida Power & Light Company*
Gulf Power Company®
"Inmpn Electric Company¥*

Georgla
Georgla Power Company*

Hawail
" llawalian Electric COmpany* l

Illinois
Central Illinols Light Company¥*

Central Illinois Public Service Company*
Commonwealth Edison Company*

I1linois Power Company*

1971-1975
1971 1972 1973 1974
11.37% . 10,124, 13.89% 8.614
33.98 33.0l o 31.87 31,34
14,25 15.06 13,72 16,09
. 32,041 32,68 33,22 33.69
13.66 13.78 12.23 8.38
35.37 33.89 31,74 29.98
14,15 13,46 13.26 11.07
) 38.69 38.46 _38.71 - 35.51
12.98 12.67 11.28 3.58
33.L45 34.13 3h.21 33.36
'9,39 14.08 13,36 " 21,09
30,0k 30,22 * 30,37 29.10
8.52" ©10,59 9.86 8,16
32.56 ’ 32011 31056 30063
11,49 11,73 11,74 11.75
29.43 30,01 33.16 32,13
13.80 13.09 10.26 9.76
33.67 33.67 3143 27.47
14,76 12,77 10.88 11.13
35.35 33.18 31.90 30.76
12,36 13.14 " 12,06 10,69
31.61 32,58 34.06 33.01
13.31 12,20 12.66 11.26
35.09 35.65 34.37

35.80

1975

11.49¢

31.04

13.k2 °

30.31
13.32

"33.41

13.72
29.59

11.L9
31.28

"8.82
25.76

13.11
30.90

11.07
32,91

13.23
35.95

"

-
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RATE OF RETURN ON COMMON EQUITY AND COMMON EQUITY.RATIO
OPERATING ELECTRIC UTILITIES IN ORIGINAL COST JURISDICTIONS WITHOUT FLOW-THROUGH

1971-1975 )

interstate. Pover (:oxrgpaw* ’ 11.23% 11.53% 10.89% s 11.33%
30.47 30,66 29,62" 28.57

Towa Electric Light and Power Compang* © 9,92 12,5 0.6 . 3.24
29,0 - 28,47 26,97 24,76

Jowa-Illinois Gas and Electric Company% 9.06 T 10,38 10.91
. . 30,20 33.10 37.98 36.75

Towa Power and Light Company* 11,52 - 11.38 .13.24 12,03
. ' 31.39 34,21 A 35.1h4 34.05
Iowa Publie Service Company* 12,64 9.82 ° . 8.99 - 10,37
. _ 35.38 33.46 - 3163 29.78
Jows Southern Utilities Company* . - S UK I 14,01 . . 13.38 13.51
. v « %.l"’ 149-9I¥ .' u?.%' - ‘ !‘3056

~TYenses Gas and Electric Company* 12.95 - 12,88 . - . 9,63 9.4o
_ ' : 36.97 34.08 361 - . 29.62

Kansas Power & Light Company* ) 72 . 13.33 . - 12,50 - 10,19
. . . ke - kp21 bs5.62 <+ hh,62

""K—r‘)qen woky Utilities Conqm.ny* - 1182 . 11.07 ‘11,28 7681
: ’ Lo,29 35.19 36.61 ‘ 35.44

Louiaville Gas & Electric Company* = = * 13.36 12,22 ' 11,39 9.28
" ' 43.63 40,79 38.84 37.34

“
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RATE OF RETURN-ON COM‘ON EQUITY AND COMMON EQUITY RATIO
OPERATING ELECTRIC UTILITIES IN ORIGINAL COST JURISDICTIGNS WITHOUT FLOW-THROUG}{

Iouisiana .
. Central Louisiana Electric.Company, Inc,¥

Gulf States Utilities Company*
louisiana Pove;~ & Light Company*
New Orleans Public Service Inc.%”
Southwestern Electric Power Company*

. Massachusetts
Baston Edlson Company¥

New Bedford Gas and Edison Light Company¥*
Hestern Massachusetts Electric Company#*

Michigan
Consumers Power COmpamr*

Detroit Edison con;pany*

Minnesota
Hinnesota Power.& IJ.ght Company*

_29.47°

28.35

1971-1975
1971 1972 1973 1974
> 14,89% 15.48% 15,20% 16.479,
33.57 35.11 35.57 31,59
12,11, 12,64 12.96 12.32
33.85 34.13 33.02 31.90
13,143 IR 14,65 1%4.81
T 32,95 33.28 33.47 31.61
T.24 5.80 . 10.70 4,08
35.27 35,01 35,22 35.00
15,51 17.01 17.29 16,46
Lo.70 40,00 . . 42,05 11,85
12,00 12.3 8'7ﬁ 8.20
28,83 28,9 30.3 29.20
9¢% 8059 6.87 5."2
41,63 38.19 41,60 k2.59
9.89 9087 }8.% 70
36.05 _314.32 ] 33.59 32.98
10.23 9.87 8.73 - 4,78
35.63 3h.24 32.36 - 29.39
53 . " 9.36 7.50
k.50 33.51 33.15 31.85
_1!;:53 1,43 11.89 9.76
31,52 28,50

17.57%
33.0%

13.99

40.07

9.33%

28.27
7.88

30.7%

13,03
30.49
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RATE OF RETURN Of COMMON EQUITY AND COMYON EQUITY RATIO
OPERATING ELECTRIC UTILITIES IN ORIGINAL COST JURISDICTIONS WITHOUT FLOW-THROUGH -

1971-1975
_ 1971 1972 . 1973 1974
. Mississi pl ’

. "FEEEIEEIibi Pover Company* 12. 98% 13.48% 11.17% 10.244
. 34.08 34.67 34,43, 32.62
Mississippi Power & Light Company* < 15.47 17.08 13.26 13.58
32,1 32,53 31.39 3141

Missouri - L - - '
“Arkansas-Missouri Power Company* ' 10,80 12,148 T.42 . h.39
' : .,28.18 27.36 32.34 38.67

. Oklahoma , ) . ‘
OkIahoma Gas and Electric Company* g - 15.80 15.39 14,87 13.45
. 36.02 37.77 . . 39088 l‘o. h5
Public Service Company of Oklshoma* 14,15 14,95 1h.04 13.18
M llo.29 390"“6 .39.67 38098

South Carolina . ” .

South Carolina Electric and Cas Company* . " 11,05 1140 10,01 8.56
: . <. 29,92 31,31 30.10

P preliminary

31.50

Rote.-Common equiﬁy ratio 18 average totel common equity as pex‘cent,br average total capitalirzation,

including debt due within one year,

1975

—— S

page 27

. Bource: Computed trom data in 1974 annual reports to stockholderu' Auniform statistical reports, end Moody's Investors Servica, Inc.,
Moody's Public Utility Manual, 1975 and Moody's Public Utility News Report, 1975 and corresponding sources in earlier years,

'
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ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION IN REIATION TO NET INCOME FOR COMMON
OFERATING ELECTRIC UTILITIES XN ORIGINAL COST JURISDICTIONS WITHOUT FLOW-THROUGH

1971-1975
1971 1972 1973 1974 1975
Alabama - - -
Alobama Power Company* 26.70% 36.79% 36.67% 82.31% 69.629,
Arkansas
. Arkansas Power & Light COmpany* 28.33 42.73 51,23 50.25
florida
Florlda Power Corporation* ’ . .2k, l46 * 37.25 70.19 122,05 57.05%
Florida Power & Light Company® 23.33 34,52 25,15 k2,54 38.74
Gulf Power Company* 11.37 28,81 35.55 - 16.75
Tampa Electric Company# 12,18 17.59 20,041 37.78 25.08
Georgia . .
“Georgia PbWer COmpany* 16.82 49,18 64.72 92,70
Hawaii . ‘
}anaiian Electric Company, Inc.* 9.51 15.62 18,04 24,26 8.85
I11inois - . -
Central Illinois Light Company* 27.59 - 22.58 19.16 42,49 62.93
Central Illinois Public Service Company* 22.55 25,85 9.38 20.25 30,91
Commonwealth Edison Company* 39.07 34,44 27.00 26.45 29.32
I11inois Power Company* T 11,77 20,69 17.99 21.27 - 15.07
Jowa . } :
" interstate waer Company* . »1.65 2.78 2,01 7.18 -+ 21,38
Iowa Electric Light and Pover ‘Company®’ 0 58,78 138.12 222,48 ,
Towa-Illinois Gas and Electric Company® 52,29 29,68 10.88 - 22.03 26.85
Iova Power and Light Company 1.78 2.08 '5.99 22,49 - 20.17
Tova Public Service Company® 24.78 ~ 23.L5 8.16 20,72 28.54
Jowa Southern Utilities Company* 1.02 2.7 1,14 24,28 32.74
. Kansas ) . .
* ~ Fansas Gas and Electric Company* 25,43 42.33 29,66 14,29 34,22
Kansas Power and Light Company* 9.59 0.81 0.99 . 5.50 12,36
Kentucky -, .
~Kentucky Utilities Company* 19.68 21.73 33.57 15.13 12.49
Iouisville Gas and Electric Company#* 0.00 0,00 0.00 0.00 0,00

. ’-""w‘ r"h@ -I
page 28
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ALLOVANCE FOR I-':UHDS USED DURING CONSTRUCTION IN REIATION TO NET DNCOME FOR COMMON
OPERATING ELECTRIC UTILITIES IN ORIGIMAL COST JURISDICTIONS WITHOUT FL(M-THROIKH{

Louisiano.
Central Louisiane Electric Company, Inc.*
Gulf States Utilities Company*
Ioulsiana Power & Light Company*
New Orleans Public Service Inc,*
Southwestern Blectric Power Company*

¥agsachugetts
Boston Edison Company*
New Bedford Gas and Edison Light Company®
Western Massachusetts Electrie Company*

Michigan o '.
Consumers Power Company¥
Detroit Edison Company*

Minnesota
Hinnesota Pover & Light Comparmy*

Mississippi

. Misslssippi Power Company*

Missisgippi Power & Light Company*

Missourt '
Arkan as-Mlsaouri Pover Company*

Oklahoma
Oklshoma Gas and Electric Company*
Public Service Company of Oklahoma*

South Carolina
South Carolina Electric & Gas Company®* .

Average - above 39 companies in original
cost Jurisdictions without flow-through*

1971-1975
- . 1
1971 1972 1973. 1974, 1975
" 12,109 5,644, 15,469 28.93% 15.644 .

19.75 21.53 . 23.17 - 26,70 . .

16.90 20.26 23,10 32,02

2,66 .2.83 1,92 6.11 '

-8.06 3.53 7.72 83 - . 1465

62.66 73.12 35.76 57271 )

8.95 . T.58 5.60 13.91

35.62 46,88 42,06 56.91

33.80 38.03 . 36,78 61,98 35.1%

13,86 51,39 47.82 57.35 - 60.37-

20.97 42,23 31.26 5.8  10.33
T 13 27.59 24,63 20,46

23.ho 12,36 36,38 49,16

2,62 11.24 "9.60 13.21

7.91 8.76 - 7.19 15,10

2,13 5.92 17.94 10,92

33.25 ' 29.53 30:89 21,87
20.76% 2L.59% 26.50% 36.43%

8Sources c:)mputed from data in 197h annual reports to stockholders; uniform atatiaticaLreports' Moody's Investors 8ervice, Inc.,

Moody's Public Ubtility Manual, 1975 and Moody's Public Utility News Report, 1975 and corresponding sources in earlier .years.
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Pege 30
CAROLINA POWER & LIGHT COMPANY
RATE OF RETURN ONl COMMON EQUITY AND COtOHON EQUITY RATIO
ALLOWANCE FOR FURDS USED DURING CONSTRUCTION AS PERCENT OF NET INCOME FOR COMAON
1968-1975
1968 1969 1970 . 1971 1972 1973 1974 1975
Net incone for comon § 23,016,5%  § 24,117,803 § 20,126,327 $ 29,103,019 $ 50,917,573 $ 52,981,914 $ 51,598,015 $ 175,870,000
JAverage cocmon equity « 185,8&8,51’4 210!"!'8)508 2"5)5591000 2803003,“)0 373,730,500 w9,!053,278 539;8810093 635)375:315
“Rete of return on cotmon equlty 12,ko0d 11.60% 8.20% - 10.39% 13.62% 10,824, 9.56% 11.94%

" Average cocmon equity $185,813,51%  $210,U48,508  §aus5,559,000 $280,003,000 § 373,730,500 $ UB9,U53,278 $ 539,881,093 § 635,375,315
Average total.capital 547,788,56% 619,950,724 742,255,506 929,459,367  1,178,280,554  1,491,136,282  1,83%,295,312  2,107,986,157
Coczon equity ratlo 33.93% 33.95% 33.08% 30.13% 3.72% 32.82% 29.43% 30,148
Allovance fo;' funis .

used during construction $ 2,927,062 $ 4,397,118 $ 10,504,936 § 14,707,389 $ 24,758,784 $ 38,092,921 $ 54,608,879 $ 59,957,000
Net incone for comnon 23,045,54% 2k,417,823 20,126,327 29,103,019 50,917,573 52,981,914 51,598,075 75,870,000
Allovance for funds )

used during construction

as percent of net income for coammon 12,70% 18.014 52,19% 50,54% 18.63% . TL.90% 105.84% 79.02%

Source: Cerolina fover & Light Company, 1974 Annual Report, Interim Financial Statements, Decesber 31, 1975.
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Income for capital

2otal capital

Pate of retura
og total capital

+ Dedt

Common equity
2otal expita)
Comon equity ratio

Ixbedled cost of dedt
Interest on dedt
Fat incaoe for ccamon

Jate of return
ca camoa equity

“

g7 s

$100,00

w

$200.00/41000 = 10.00%

$100,00 « ¢31.$o"- 2.5 . ﬁoo.oo - $45,00 ~ $55.00  $100,00 ~ $48,75 = $51.23

2,50/ 4500 = 12,504 $33.00/4400 = 13.75% $32.25/4350 = 1k.64%

¢1°°-°° - ’52'” - mo”

-

W.SOIQQOO - 15.83%

:-—-‘\ hatel - 3 . - s ’.—‘\a... v-:" ~~ v o - —
I3 r b . a‘ ﬁ T'ﬁ 5“‘ ‘] '! - - 1 —— i
Pege 31
- . REIATIQISHIP BETWEEN RATE OF RETURN ON COMMON EQUITY .
AND COUMON EQUITY RATIO ‘
Company A Corrpnny B Comgrany € Coepany 0 Conpiuny F Co;u.q )
100 corron oty ratio 501 cooron cquity ratie hogd eotrson ..«,Guy ratio 35.0% comeon equity retio 307. exwon cquity ratio 30.075 ccx=oa equity ratio
ro dedt and 7.5% dedbt cost . and 7.5% debt cost and 7.5% dcbt cost and 7.5% debt coat . and §,0% dedt cost
$100.00 «  $100,00 $100,00 $100.00 i\oo.oo $100,00
41000 41000 $1000 $1000 41000 $1000
$100,00/4$1000 = 10,00% ) $100,00/51000 = 10,004 $100,00/$1000 = 10,008 $100,00/4$1000 « 10,00% aoo.oo/aooo * 10.00% $100,00/$1000 » 10,004
$ o $ 500 $ 600 $ 650 ¢ 300 ) ¢ 306
$1000 2000 " Jf00 . - $1000 $1000 . ao
$1000/41000 = 200,04 $500/41000 » 50.0% $:00/41000 = 40,0% $350/41000 = 33,08 $300/41000 = 30,0% . $30/$1000 « 30.04
. . 705‘ 75,‘ B 70,‘ ‘105‘ 800‘
© T.5% x $500 = $37.50 T.5% x $600 = $k5.00 7.5% x 4650 = $48,75 7.5% x $700 « $52,50 8.0% x $700 = $55.00

$100,00 - $56.00 = $4h, 00

-

$44,00/4300 = 14.67%

1¢ 988g
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. ' METHOD OF ADJUSTMENT .
> : FOR DIFFERENT COMMON EQUITY RATIO

Earnings experience .
) Kansas Power & Light Compa.ny
oL A813

.

: : . ) Rate of return on common eguity
Common equity ratio (45.62%)

. Component for common equity
. " - in overall rate of return

At 33,407 common equity- ratfo

lesa common equity, more debt -

» »

. More interest (4.90% rate in 1973) .~
less earnings for common equity

: Resultant component for common equity ’

. Resultant rate of return on ‘ Do . .-
cormon equity at 33.40% cormon quity ratio . I oot

—— ey

i

X

i

12,504

1562

5.702

1562
.3340

1222 x 4,90%
05”

5.702 - .,599

5,103

5.103/,33%4
% .

[N

15,28
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RATE OF RETURN ON COMMON EQUITY

ADJUSTED TO 33.40 PERCENT COMMON EQUITY RATIO
OPERATIIG ELECTRIC UTILITIES YN ORIGINAL COST JURISDICTIONS WITHOUT FLOW-THROUGH

Alebama
Alabama Power Company*

Arkansas
Arkansas Power & Light Company*

Florida )
orida- Pover Corporation#
Florida Pover & Light Company#*,
Gulf Power Company*
Tampa Electric Company*

Georgila
" Georgla Power Company*

Havail : .
Hawalian Electric Company* -

Illinois
Central Illinois Light Company*
Central I1linois Public Service Company*
Comnonwealth Edison Company*
I11linois Power (.'ompam'*

Iwa.
T Interstate Power Company*
Iowa Electric Light and Power COmpaxv*
Iowa-I1linois Gas and Electric Company*
Jowa Power and Light Company* -
Jowa Pudblic Service Company*
Yowa Southern Utilities Company#*

Kansas
Fansas Gas and Electric "Company®
Kansas Power and Light Company®*

Kentucky . :

Kentucky Utilities Compamy*
. Louisville Gas and Electric Company*

1971
11..474

13.99

b,k
15.40

12.99
9.0L

8,46,

10,84

13.86
15,31
11,99
13.73

10,69
9.39
8.75

11.13

13.09

18.20

13.70
17.LkL

13,09
J15.9%

1972
10.08%

14,87 °

13.90
1k.52
12.81

13.32

10.43
11,18
. 13,15

12,73
1268

11.35
. .13.76

1973
13.56%

13.68

11.95
14.29

11.39
12,67

9.7

11-70

10.22
9,60
10,96
13.68
* 8.83
17.02

9.45
15.28

11,77
12,34

1974
8.51% 11,244,
16,16
- 8033 12 8!‘
11.29 13.32
3.59
10.54 12,9
8.12
11,56 11.22
9.30 8.37
10.77 12,65
10,63 - 11.00
21.%0 13.76
10,50 10.76.
4.56
1.33 12.45
12.14 14.55
9,66 12,.L4
16.04% 15.27
909 12,06
1,77 13.49
6.83 12.58
9.62 13.22

1975

page 33
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RATE OF RETURN ON COMMON EQUITY

ADJUSTED TO 33.40 PERCENT COMYON EQUITY RATIO

OPERATING ELECTRIC UTILITIES IN ORIGIAL COST JURISDICTIONS WITHOUT FLOW-THROUGH

Touisiena
Central Louisiana Electric Company, Inc,*
Gulf States Utilities Compeny*
Iouisiana Power & Light Company#*

New Orleans Public Service, Inc.* .

Southwestern Electric Power Company*

Massachusetts
Boston Edlison Company¥* .
New :Bedford Gas and Edison Light Company
Western Massachusetts Electric Company*

Michigan
Consumers Power Company¥*
Detroit Edison Company*

Minnesota )
Minnesota Power & Light Company*

Mississippi
" MIsslssippi Power Company*
Mississippi Power & Light Company*

Missouri
Arkansas-Missouri Pover Company*

Oklahoma ' -
Oxlahoma Gas and Electric Company#*
- Public, Service Company of Oklahoma®

Bouth Carolina
South Carolina Electric and Gas Company*

1971

1b.9h¢
12,19
23.33
7.43
17.64

11.20

10.94
10.16

10.55

9.65

-13.99

13.13
15. 18

10,04

16.66
16.17

10,55

1972

13.31

13.7
16,7

n.3

16.70

. 16-89

. 1130

1973
15.78" .-
12.88%
14.67

11,04
20,16

7.39

16.73

.. 15.67 °

9.82

-
¥

rond

2974

12,05

15.94%

1,37
k.00
19.12

© 9,27

10.13
13.16

L.08

14,90

1h.bo .

.10

Y
!
esd

R
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1975

17.46%

15.57
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OFRRATING ELECTRIC ULILLTIES IN ORIGINAL COST JURICDICTIONS WITHOUT FLOW-THROUGH
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. Arkanzas

Alabamn Power Compony ' . . . )
Excluded in 1971, 1972, 1973, 197k, a.nd 1975.
mﬁ’icul"ics in financing because of inadequa.tc coveragc retios.

Rate of retum carned was substantially less ‘then tha.t a.lloved by
Ala‘bam ?uhlic Service Commaisgsion.

«
-

‘Arkantes Pow er & Light Company

Excluded in 1972, 1973, and 1974,

In 1973 and 1974, allovence for funds used during c'tansti;uction‘\ms
‘more than half of net income for common, . "

* pifficwities in fincncing because of inadequate coverage ratios. oo

Insdequate investment stature.

" . N .
- v

_Florida
]:'.l.orida Power, Corporation . ..

-

Excluded in 1972, 1973, 19'ﬂ+ m'zl 1975. )

’

In 1973 allowance for funds uscd during construction wvas 70.19 percent
of net income for common and in 197Lk was 122.05 percent.

Inadequete investment stature. .. . . .
Floridn. Pover & Light Compeiy g ' L
Dccludca in 1574, L - .

Rate of return earned in 197L4 was ..ignif:.cantly less than tha.t allowed
by Floride Public Service Conmission. s

X

« F ae

Gulf Power Company
" Excluded in 1973 and 197h.

. Rate of return earned in 1973 and 197% wa.s substa.ntia.lly lcos than that
" alloved by Florido Public Service Commicsion. -

"
" . -

Yampa Elcctric Compuny ‘ . .
Excluded in 1971 and 197k.

Net income for common in 1972 was 69.7 percent greater than in 971,

as & result of rate incrense effective January 1, 1972. Rate of return
ecrned in 1971 and in 1974 was cuvbotantinlly less than that adlowed Ly
Florida Fublic Scrvico Coneeiscion, .

©¢g oBar



. COMPANIES EXCIUDED FROM UTE AS COMPARIGON CO"]‘M-I"" M TEST OF COMMVILLURATE RETURN
{ OPERATING ELECTRIC UTILTTIES IN ORIGIMAL COST JURISDICTIONS WITHOUT FIOWH-THROUGH

»

Seorala - CoL Page 36

—
[

Georgia Power Company ) ) . .
Exeluded in 1971, 1972, 1973, and 197’6.

In 1971, 1972, and 1973, allowance for mnds used during construct:lon was
about half of nct incose for comwon ond in 1974 was 92.70 percent of net
income for coomon,

i gn

p—

-~

{ ! During 1973 Georgia Power was forced to cancel proposed pudlic sales of
. firgt rortgage bonds and preferred stock by reason of inability to meet
earnings coverage requirements contained in its charter and bond indenture,
- . (Moody's Investors Service, Inc., Moody's Bond Survey, January 1k, 197k,
[ i peges 1434-1L436; Standard & Poor's Corporatiocn, inc rixed Income lnve..tor,
© January 12, 1972; poages 974-975). .

_ Insdequate investment stature. Ratings: su:pcxxlcd tcr" ccveral wonths,

- -

7 3y

« . Inability to rina.nce because of inadequete coverage ratios,

z Rawaii
Hawaiian Electric Company, Inc.
i' Excluded in 167k and 1975, .

. Rate of return earned in 157h "and in 1975 was substantnuy less than thet
. allowed by Hawnii Public Utilities c:r.-.nission. '

¥

a
-

——y
.

(- * Central Illinois Light Company .
! . Central Illinois Public Service Cozpany I
v i Comonwealth Edison Cozpany ="
T14inois Fower Company - P
;e . . )
z , v .- Excluded in 1972, 1972, 1973, 1974, and 1975.
Ut Mlinois was fair value jurisdiction untid changed to
R L. ) original co_st Jurisdiction during 1973. .
L y " " RBate of return earned in 197k and in 1975 (except Tllinsis Power Company)
was substantially less than that allowed by Illinois Commerce Cormission.
. . « o . LA R -
; - L ’
L ' o,

b

Interstote Power Company . ] .

e : , | mcluded in 1972, 1972, 2073, 197u and 2975, -
' . mnings on ccamon equity in 1072, 1972, and 1973 rene.ct major

/ ] operating loss in bus operations, -
L Rate of return earned 4n 1974 and in 1975 was zigni.ﬁeantly below thn.t allowed by .
. . Iova State Conmerce Corzniggion. .
/
. AN ‘
L ? ,

,-..-..«
L)
3+ *
.
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Xancas
—

COMPANIES FXCLUDED FROM UGE AS COMPI:?‘(ISON COMTAUTES I TELT OF COMMUNGURATE RETURN
OPERATING ELECTRIC UTILITIES IN ORIGTHAL COGT JURICDICTIONS WITHOUT -FIOW-THROVSII

»

. (continued) .
Iowa Electric Light and Fower Campany ‘ : Page 37

Excluded in 1972, 1972, 1973, and 1974, . .
In 1973 allovance for funds used during construction was 138.12 percent
of net income for common, In 1974 ellowance for funds used during

construction was 222.48 percent of net income for comron. In 1971 and
3972 allowance for funds used during construction.was about half of net
income for common. .

Rate procecding before the Jown Staté Comerce Commizsion, initinted in
3971, wus broupght t5 conclucion by orders datcd October 15, 1973 nnd
February 15, 1974, resuiting in substantial incrcase in.net income for
coomon over 1971 level, | | . *

»

Ihad;:quutc investment ctature,

* Iown~I1linois Gas and Electric Corpany
- Excluded in 1971, 1973, and 197k,

»

. JHet income for common 'in 1972 wos 73.2 percent greater then in 1971,
a8 a result of rate increasea, Rate of return ewarned in 1971, 1973, «
and 197k was significantly less than that allowed by Jowa and Ilinois
Coxmerce Commaicaion.

:'tova Fower & Light Corpany
Zxcluded in 1971 and 1972,

Rate of return earned in 1971 end 1972 wac cignificantly below that
elloved by Iowa Stete Coxerce Coomissiont. .

«
«
.

v

Jowa Public Service Coxmpany
Excluded in 1972, 1973, end 197k,

Eernings per average shere declined frem $2.13 in 1971 to $1.88 in 1972
and-to §&,75 in 1973, & 4rop over the two years of 17.8 percent. Rate

* of return earned in 1972, 1973, and 1974, was substontially less than that
alloved by Iowa Coz—erce Coxmission, . .,

Jowz Southern Utilities Coopoxy . - .

Rate of rcturn ht.xs been zdjusted downward in 2971, 1972, 1973, and o7
to give effect to reduction in electric revenues for 1975, upder scttlement
of rate proceecding. . . y . .o

“he Jowa State Cocmerce Cormission's investigntion of the reasonableness of
Jowe Southern's service rates, instigated in the spring of 1972, culniga:cd in
the cormission staff fiiing a formal rate procceding on June 15, 1973,

(2973 Arnual Report, pase 3). .

“The Jowa Stute Com=crce Coz=mission approved in Decexber a settlement of the
rate procceding involvizg the cozpany vhich it launched in 1972. The scitlexment
provided for 2 $500,000 annuxd rcduction in electric revenues starting Jan. 1,
2975. The cormission 'stalf originally recommended a reduction of £, 400,000
annually.® (2974 Annuzl Peport, page 1. . : .

"

by

Xancas Gas and Electric Coxpany
’ Exeluded in 1972, 1973, 1974, and 1975.

. . Rate of return earred i= 1972, 1473, 197%, and 1975 waos substantially less than that
allowed by The State Corp.ration Comisai_on of the State of Yanoas,

Kansar Tower and Light Cozpany ..

Fxcluded in 1974, '

Rate of rcturn earned in 197h'vnn substantinlly less than that alloved
by The Stota Corporation Comainuion of tho Siate of Kannnse -

L€ 93aa
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COMPANIES FXCIUDED FRCH USE AS COMPARISON COMINNILS TN TRST OF CCISNGURARE RETINC
OTFERATIG ELECTRIC UTILYTIES IN ORIGINAL'COST JURINDICTIONS WYTHOUT FLOW-THROWGU

{continued) -
Kentucky . :
Kentucky Utilities Company
Excluded in 1972, 1973, and 1974, .

Rate of rcturn earncd in 1972, 1973, and 1974 was rignificently less

than that sllowed by Dublic Service Cormission of Kentucky.

. louwdoville Gas and Electric Company
Bxcluded 4n 1974,

a

Bate of return 4in-297% waan :ignificanthr less -than that alloved by

Public Ser\'ice Ccmir.zion of Kcntuc)q.

Iouisiana
Gulf States Utilities Company
Excluded in 1974,

I3

Rate of return earned in 1974 wes- sub":a.ntiam leas then t::a*

allowed by louisiane Public Service Cormission,

H& Orleans Public Service Inec,
Ixcluded in 1971, 1972, 1973, and 197k,

.
-

Net income for common in 1973 was 86.2 percent greater than in 1572,
as result of electric and gas rete increase placed in effect January 25,
1973. llet operating loss froa trensit operations arounted to more than

* half of net inceme for coxron in 1973.

Rl':te of return earned in 1971, 1972, 1973, and 197k was significantly

less than that allowed by the City of New Orleans,

Southwestern m;:ctric Fower Corpony .
Excluwded in 2972, 1972, 1973, 1974, and 1975.

Earnings experience is derived in significant part from Texss, with feir

value ratec base and limited degree of regulation.

.Maasachusetts
Boston Edison Cozpany )
Excluded in 1971, 1972, 1973, ard 197k.
.Inad;':qmte investment st&tux:c.

Now Bedford Ges and Edison Light Compeny
Exceluded in 1971, 1972, 1973, and 1974,
m&cqun"te investment stature.

Western Massachuscetts Elcctric Company
Exeluded in 1971, 1972, 1973, und 1974,

«* " In 2970, 197, 1972, 1973, and 1974 allowance for funds used during

4

Difficulties in finoueing bBecause of inadequete coverage ratios.

conctruction was about holf of nct income sor comon.

Inndcquate investment stature.

Y .«
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COMPARITS FXCIUDED FROM USE AS COMPARLGUN CUMVANLED L TEDL VP wereswmmunne e st il
ODERATING ELECINIC UTILITIES 'TH ORIGINAL COST JURISHICTIONS WITHOUT FLOW-THROIGH
o . {continued) . - .

»
03

Michigan " Page 39

3]
b

—— £ —— ———
o H

O m——,
- »

Consumers Fover Ccmpany . ! " .
Excluded in 1971, 1972, 1973, and 197&. )

° . In 197k allowance for funds used during construction aag 61,98 pcrccnt
’ of not income for common.

Inadequate inveatment stature.

Difficulties ;n_tix_m_iqinz.becagse of inadequate coverage ratios.

.

'_ Detroit Edison Coxpany )
Excluded in 1971, 1972, 1973, and 197k,

In 1971, 1972, 1973,  tnd 1974 allowance for funds used during .’
construction wos t{bout half of net income for common., .

°  «Inadequate investment stature,

.Minnesota )
' Minnesota Power & Light Company T ’
Excluded in 1972, 1973, 1974, and 1975.
Earned fer below accepted rate of return on comon equity.
Hisgiseippd
l;(isnissipﬁi Pover Company ’ .

v

‘' “Excluded b 1973 and 197k, ,

Rate of return earned in 1973 and 1974 was aubstantially less t!mn
that allowed by the Supreme com-t of Mississippi.

Missiscipps Pcmer & Light cc:npany
Pxcluded 4n 1973 and 197h. g

Rate of return earned in 1973 and 1974 was mxbstantmm less than
that a.lloved by Suprme Court of Mississippi. .

.
-
13

Missouri . . T
Arkansaa-mcsouri Poter Cormany

Excluded in 1971, 1972, 1973, and 197h, .

In 1974 the Conpany ﬁled for major increase in’ clcctric and gos rates
und reccived interim increases,

Earncd far bclow’'rate of return on conmon equity found fo.ir
reasonable for electric utiditics by Public Scrvice Ccaxntnsio'x of

Statc of Missouri.. )
Insdcquate’ investment stature, ..

South Carolinn . ' ) ‘ .
Smxth Cn.rolinu F) cctric & Cas Company . ' -,
B:cludcd in 1971, 1972, 1973, and 197h.
Dirficultics in fimmcing Lecause of insdequute covernge ‘ratios.

.

Inndcqun.tc 1nvcst.mcnt statuve,

Rate of rcturn cnrncd wng aiamiricnnny lcas t}u\n that u.llchd by’
South 'Carolina Mblic Service Cowmianion, . L

. . v
S R PRI S
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. : ; RATE OF RETURN ON COMWON EQUITY
. ’  ADJUSTED TO 33.40 PERCENT COMMON EQUITY RATIO |
- .- OPERATIK} BLECTRIC UTILITIES IN ORIGINAL COST JURISDICTIONS WITHOUT M-MOUGH -
) N 2 1972 ‘1973 ' 10w
Alabaxa R —— . -
.~ Alabama Power Company* DT _10.08% 13560 Bt
Arkansas . i ) '_
Arkansas Power & Light cw;muy* 13.99 BN A3:68 b6
Floridsa . . . . . T
FIorlda Povwer Corporation*’ . 14,14 A3+907 383 B33
Florida Power & Light Company®* . . 15.40 UK -2 14,29 RS B
Gulf Power Company* .. - 12,99 12.81 135 359~
Taxpa Electric Company® ’ . R o 8.er . "13.32 12,67 }0,51;"
Georgia . . C ) -
Georgla Power Company® o e . B - 1003 . R Baz
. Ravaif ) ’ - T : ) -—
“Fzvaiian'Electric Cocpany* . 10.,84 1.18 - 1.70 A1.56-
Illinols .. e R e L ey 4
Central Illinols Light Company® et "13867 . T - 1315 - -+ 0.6 D30
Central Illinols Public Barvice Oompany* ) . Joe3r . 2373 1 - . 2067 -, A09%
* Cozmonwealth Edison Company® G A I of SR -r3° - 3 o 12567 T 063~
I1linois Power Company* . © 133 . A2.68 - A3~ 1.ko
~Towa _. - : -:i .- ‘ R , - . ) ‘ L p
Interstate Power Company# 10:69 . . Q1,00 Jo.ez- 0500
Iova Electric ILight and Power Compary L9439 0. L 60 . _9.60 - 56
Tova-I1linols Gas and Electric Company* Bgs 14,23 1096 - A3
Iowa Power and Light Cozpany# T naA3’ 1S 13,68 12.14
"~ “Yowa Public Service Company* oot e el 13,09 - 983 . B8F -9
: Towa Southern Utilities compzuw' ) 18,20 18,72 17.02 16,04
" Kanses ] . T - ’ . ) -
Yansas Gas and Electric Corpany* _ . : 13.70 * 13:01 93 909" .
" Kansas Fower and Light Company* 17.44 16.06 15.28 I oy
Kentucky . ' " ’
“"Kentucky Utilities. Company* . . 13.09 ", D77 83
Louisville Gas and Flectric Company* J15.9% - * 13,796 12;34 962

P T —

Pege kO

13,32
12,%

- 126
. - 13."9

12,58
13.22

O °38g




RATE OF RETURN ON COMWON EQUITY
ADJUSTED TO-33.40 PERCENT COM'ON EQUITY RATIO
OPERATING ELECTRIC UTILITIES IN ORIGIMAL COST JURISDICTIONS WITHOUT FLOW-THROUGH

.

Iouisiena

Centrol Louisiana Electric Company, Inc.® .

> Gulf States Utilities Company*
Iouisiana Power & Light Cospany*
-~ . . Kex Crleans Public Service, Inc,¥
Southwestern Electrlic Power Company®* .

Vassechusetts: ' 3
Boston Edison Company* :
: liew Bedford Gas end Edison Light Company®
’ testern lassachusetts Electric Corpany*

'lﬂ.chigan
Consurers Fower Company*
Letroit’Edison Company*

Minnessta
Mississiopi

Flssissippt Pover Company*
Missiasippl Power & Light Company®*

Missourt
< Krk_ansaa-mssourl Povwer c°mpa.mr* T
. O‘dah::a.
Oxlchoma Gas and Electric Company¥

Public Service Company of Oklahoxma®

South Carolina .
~South tarollna Electrio and Gas Company* °

. .
= ¥
- . -

Kirnesota Power & Light COmpany* e L.

. 1971 ) 1972 1973
1h.94% "15.964 . 15.76%
12.19 12,80 12,88
13.33 14,38 114.6&

. 13.99 3331
13.13 13.7
. 15.18 . 16,7
! M . }léi"
16.66 0 1670 .
. 16.17 -0 16.89

LY
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RATE OF RETURN Ol COI240N EQUITY
ADJUSTED TO 33.40 PFRCENT COMMON ERUITY RATIO
OPERATING ELECTRIC UTILITIES IN ORIGINAL COST JURISDICTIONS WITHOUT FLOW-THROUGH
USED AS COMPARISON COMPANIES IN TEST OF COMMENSURATE RETURN
- 1971-1975
1971 1972 1973 197k
oﬁerating Electric Utilities in Original Cost Jurisdictions-
Wiithout Flow-Through Used as Comparison Companies
In Test of Commensurate Return
Rate of return on common equity .
adjusted to 33.40 percent common equity ratio LT A 14.79% 14.39% 14,63%
Allovance for funds used during construction :
15.50% 15.46% 14,07% 22,29%

as percent of net income for common

19 15 -1 6

Rumber of companies used

A A
Page kb2

1975 .

13.77%

20,704,

11
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" A=erican Eoae Products Corporatica

Beatrice Foods Ooqpuw ,

>

Borden, Ina,-

.
* -

) Bristol « Vyers CoaquM R
. Caxpbell Soup Cowpany
C&miti;n Copany
Csterpiller 'Rcczor.
". Cock = Cola Coxpany
. Continentsl 011 Compeny .
;bat (z.1.) De Kesours Cazpu:y
| Dun & Bradstrect ‘ '
Tastean Kodak Cocpany

) .
- RN
[

Fm———n
“

»

V———

«

L. . | S i '} -
RATE OF RETURN OH COt#0N FQUITY AND COMYON ZOUITY RATIO
INDUSTRIAL CQMPAKIES WITH QUALITY RAKKING OF HIGH GRADE BY F0ODY'S
1963-197L
163 . 1968 1965 . 1966 1967 1968 169 1970 1e: 1372
27.63%  27.49%  26.82%  25.55% - 25.356  25.06%  26.39%  26.75%  25.651  @T.1%4
93.24 95.52 88.04 89.9% *  90.L) 90.62 " 91,31 ©  92.20 93.22 51.35
11,31 13.16 15.65 * 16.76 17.5% 16,38 15.38  "215.73 18.5¢ 1€.¢7
90.79 83.31 87.91 80.09 83,57 83.40 76.k5 71.20 71.55 TL.5S
10.92 11,50 11.00 10.79 9.5 8,21 4,85 . 8.33 £.89 .9.:3
77.11 78,47 81.08 16.73 74,53 72,09 73.30 WAL T 72,52 71.52
22.95 23.9% 24.85 26.25 21.16 . 19.88 ° 20.80 20.15 12.23 17.73
90,80 93.32.  97.29 95.16 75.93 72,38 74,12 69.51 65.99 65.50
13.04 *  13.26 13.37 13.11 11,18 12,89 . 11,17 13.07 13.2) 13.20
£300,00 100,00 99.28 98,11 96.38 95.72 %.,77 64.83 51.55 £5.70
10,98 12.0%  13.02 1413 - 1448 1460 . 1666 154 15,26 15.ab .
81,88 81.23 19.29 69.77 70.62  712.69 75.40 74,76 75,50 . .63
18,89  26.05  27.15 ~ 2L.69 132 15.20 1648 15.30  12.72 .. 12.8%
73.61 |, 76.93 80,23 - 81, 73.99 . 65.42 65,45 66.23 .75
17.80 20,03 21.k0 23.06 23.66 23.36 23.16 23,74 2L,14  2u.22
96.29 92.73  .9h.14 95,00 93.56 95.03 94,05 gL.us §5.33 . 95.7€
10.77 117 10,10 10.93 21.04 10.66 10.69 10.53 7.12 10.€%
n.ur 69.96 69.19 70.10 71,33 71,13 67.05 64,02 63.53 L,63
18,48 20,42 . 21.02 18.61 14,30 16.18 14,59 12.75 12,k2 13.75
87.25 80,04 80,08 87.63 87.09 - 86,04 8,17 £6.52 . g0t
19.18 17.37 20.56 ) 22,10 22.53 .  -20.6% 21.29 21.6 22.%5 2.5
100,00 100,00 100,00 100,00 99.58 99.26 99.29 9.1 %.11 G~.E6
17.40 21,25 25.6% 296.88 22.80 21.67 20.81 19.02 18,¢3 21.it.
99.7% 100,00 100,00  100.00 99.47 97.28 95.67 . 95.89 66.18 §3.u1

Ty Ty Ty Ty
Page 43
22 1573
26,814  2£.55%
G~.51 3513
1£,65 22,065
78.C5 78.2 .
6.7 28,59 :
73.07 2.2
19.63  20.8¢ R
75.17 13,53
14,07 © 3%.a3
9-.15 9789
15.27  15.7% .
75.%6 72.L)
16.35 1£ Ly
T~.74 €7.17
24.27 5.2 -
: 95-?;
.62 25,93 :
€L ES €3.3)
18.¢c3 3,18
o g4 750&
21.5) 29.€8
§5.26 97.6%
22,26 19.3%
§5.83 “s7.23°
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) . RATE OF RETURK ON COMAON EQUITY ARD COMYON EGUITY RATIO ’
INDUSTRIAL COMPANIES WITH QUALITY RANKING OF RIGI GRADS BY MOODY'S .
. . . 1963-1974 B
y 1963 2064 1965 1966 1967 1568 1559 1976 BT 1372 1273 2
xxon Corporation . C13.11% 12.608  11.U9g 12,024  12.61¢ 13,284  10.51%  12.L5% 12,974 123 15384 2n.i2
) 82.13 82.15 82.30 81.5L - 78.53 75.10 73.k% 72,49 72.3? 72.3% 73.51 =22
Talcordridge Nickel Hines, Ltd, 9.85 - 14,26 16,00 15.41 13.45 17.81 19.60 16.18 6,22 (3.4 L2272 7.33
) 96.66  $8.09 . 99.11  §3.201  9h.35  B9.07 92,69  93.61  BLas a2 L5 kG5
Firestone Tire & Rubber Company 9.59 11.23 . 1147 12,47, .60 1319 11,25 8.54 10,55 1:.17 12,44 39,238
. , . 83.16 . 79.86 79.20 T7.62 74.92 69.58 65.51 65.16 6,79 €..%9 €:.78 €3.55
Tord ¥otor Cocpamy . 13.69 13.08 16.56 “13.39 ° LT9 13.1% 10.75 9.65 1,62 15.12 1%.65 s, !
| . 83.62 83.69 87.72 .85.70 17.52  72.21  79.21  Bu.25  BLES  15.88  TE.es T ‘
| Oanersl Klectric Company . . 4151 12,61 17,85 16,07 16.3% 15.18 11,4 13.19 17.€2 13.01 33.12 17.2
| 83,36 " 89,50  79.68 . 75.97 - 70.63  63.15  69.57 . 68,13 6.7 €75k 6783 64.63
| Geceral Joods Corporation 17.70 16.99 17.13 16.73 16.59 19.90 - 13.85% 15.52 §.35 13.6 1k, L. 0¥
| 91,50  90.50 _ 8.8 80135 815 7.6 7h.03  €9.67 6773 €822 . €75 87.5%,
| - General Jotors Corporaticn . 2u.11 24,59 28.17 22,11 18,86 18.9%  17.75  6.19 - 19.35 . 29.35 29,37 7.683
| . y 91,79 9.9 93.57 93.68 93.45 93.82 _9h.2lc Gh.29 93.1k  "G1.65 Gl.72 §i.72 1
|
‘ .Cillette Cozpany 35.36 30,36 32,24 3.k 33.32 30.65 28.03 25.32 21.63 . 21.5% 23.73 2:.93
| , ) 100,00  100.00 91.07 89.96 78,16 70.TL .80 72.17. 70.55° 67.09 65,23 63,65
| . . . .. H
Culf Of1 Cansda, Ltd, .. 6.79 7.08 " 6.91°  7.25 6.93 7.9 . 7.0 5.87 7.13 2.1  13.09 19,26
| - . 61.83 81,67 82,82 85,08 87.03 85.88 82.37 72.30 T7.0% 13.39 75.6% 9.3:)
Galf 011 Corporation 11.21 11.29 11.53 12,77 13,61 13.67 12.48 10.€6 ' 10.39 3.60 1k, 57 17.99
> 87.08 67.86 8.9 83.67 81,18 17.33 73.8% 71.99 69.52 63,22 .% 75:0L
Esnna Mining Corparation 10.29 10.82 1.66 1199 12,48 12,48 1250 ° 12.56 12.63 7.3 7.47 7.35
) 100,00 100,00 84,95 76.21  78.85 01.10 = 83.98 £6.89 8.l 5.6 22.50 .35
Dpepiald 05 124, 9.77 10,47 1,00 1,35 .24 .27 10,22 11.03 13.54 1%.00 1EL8 2).,39, 'i )
. . $0.91  91.72 ,92.67 -93.b1 9Ll 8607 823 810 82,23 828 8nEo a8
- l m
:
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RATE OF RETURN OIf COMMOX EQUITY AND COMYON EGUITY RATZO0
INDUSTRIAL COMPANIES WITH QUALITY RANKING OF MIGH GRADE BY HOODY'S
1963-1974
1963 1564 1965 1966 1967 1966 1669 1570 1371 - 1272 2373 1FTe
Internatfonal Business Machines Corp. 19.54%  20.%% 19,74 17.83% - 18.21% . 20.75% -18.97% 15.13% 17,1<%  :i.o0% i5.2Rd 0 1gleg
11.76 81.3u 85.62 056.61 B5.01 85.90 *83.63 £5.40 E1.7% 71811 3.25 £2.53
Intercational Mickel Co. of Camads; Ltd, 16.79  "19.05 19.37 14,96 16.9% " 1612 12.50 20,87 E.% 2.2t 17.£3° 2322
200,00 100,00 100,00 100,00 100,00 90.91 83,16 20,70 70,861 C€i.-2 72.39 755 o
Jouns = Manville Corporation 9.47 10.60 10.00 11.50 9.47 11.13 10.99 8.33 5.£% 15,58 1,34 3.2 .
. 99.36 99.47 99.57 99,01  100.00 100,00 100,00  100.00 52,57 tz.€: gs.22 73.50 -
Johnson & Johoson 10.50 11.95 13.72 W.57 191 15.71 16,10 16.% 17.62 7.5 33.93 Sy 5 SR <
. . 100,00 100,00 99.69 97.64 98.05 98,4l 98.65 - 65.27 §7.3%  ¢7.22 65.30 ¢3.2%
Yallogg Cozpany ' 23.719 24,6 23.9% 23,36 22.LYy 21.3% 20.86 2°‘§§ 21,52 2275 21.53 21,55 ) ..
. : 92.53 92,1 92.37 91.13 92.12 92.97 92.86 61, 91.53 €2.13 51.53 §3.53
Kraftco Corporation . 10,92 12.20 12.65 12.68 12,53 12.08 11,74 12.29 12,53 10.77 13.02 1L
81.16 83.b1 85.41 85.95 85.84 85.64 85.19 65.35 83.k% " E3.E5 73.21 €5.2% d
1My (E) & Coopany . 13.51 15.97 19.52 19.86 20,56 23.00 ~ 22.82 22.27 20,39 - 21.99 23.07 22.65
97.17 97.03 96.89 96,80 95.42 95,26 66.29 50,24 84.01.  E5.5: §2.8% 8.2 |
¥a Intyre Mines 124, . 8,2 5.68 7,00 1.87 6.08 546 5.85 b23  (.2.53) (£.20) 19.L0 7.32
. 99.98 100,00 99.68 99.70 9. 74 99.89 88,11 . 7L.47 65.26 °  63.€5 63.29 67.22
Herek & Caspany, Ioce 17.860  20.86  23.53 29.17  20.97  25.76  25.38  25.46  25.65  26.05  27.58  21.%3
: 95.33 95.9% - 96,L8 96,08 95.15 G477 950 93.62 £9.05 €319  83.19  E3.7X
Klnaesots Nining and Mamafasturing Co. 21.0% 20.60 21,13 22.21 20,73 20.04 19.50 18.21 18.55 19.2% ° 20.65 18,8y
.t 97.03 97.22 95.39 94.01 95.06  93.4k 94,22 gtko  E7.73 .13 . 8547 . T5.99
¥odbid 011 Cospany . ) 8,88 9.08 L0 9,97 10.26 10.8%  10,3b 10,51 © 1.5« T 11,51 15.66 1261
.o 89.51 87.72 ag.ou 83,29  B87.9% 85.59 84,30 °  62.35 8c.21 €0.73 77.78 7%.53
Xidisco, e, .o CaTak AT.3% 176 A7.29 36,99 15.88 1LE2 - 36 165 1619 .79 NI
© - BkW 85,21 8598  90.70 8400  78.64% 7420  T2.55  65.22 65.51 60.79 60T .

..
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:
} PATE OF RETUTM ON COMMOI FQUITY AND COMMON EQUITY RATIO
. INDUSTRIAL COMINMINEG WITH QALITY mnan: 0F RICH GUADE DY INODY'S
2 1963-1974 -
_ 163 196k 1965 1966 1067 168 1969 1670 em T2 13T 15T
751121ps Petrolewn Conpany ) 8.85% 9.27¢ 10,074 11,008 11,474 8.0u¢ 7.85% 6.6G% 7.£2% 2,384 12,134 E.2E%
“ 83.77-  B82.92 80,50 67.95 62.63 67.12 66.75 65.92 é6.12 €1.2 €z.351 12.73
-+ Prentice-Fall, Ine, . 20,78 23.37 31.06 33.35 31.09 >30.00 29.11 25.26 23.75 23.55 21,27 .72
. 79.72 87.81  100.00  100.00  100.00 100,00 100,00  100.00  180.C) IS A0 23.0C
Procter & Gazble Cozpany . 15.31 15.63 1, 7h 16.03 17.01 19,11 16.51 17.k0 17,72 . 12,83 FERE] 17,36
: 86.06 86,95 61kt B7.03 .50 89.m 60.32 ., E3.89 B2.% 5791 £6.0¢ g2.25
Quaker Oats Cozpany 12,27 11.52 11.09 1N.31. 11,99 12.13 137 1359 21.03 2ve-0 W55 13.33
) T7.50  00.53 80,9 79.19 79.28  80.33 81.73 72.31  €u,A7 &.97 55.%2 23,12
* Reymolds (R.J,) Industries, Ing. . 20,07 19.2% 20k - 20,07 20,62 19.06 12,79 1843 lhes  iT.Ae 183 23.23
s4,00  69.74 70.60 66,73 66,8 oM 60,51 6i.Lg  &3.68 €1.%0 €7.55 €3,%5
Richerdson - Merrell, Ina, i 14,75 14.15 14,84 15.89 15.09 13.687 14,69 15,20 23.30 .55 25.15 3L.58
., 100,00 100,00 100,00 9423 - BU.10  BL25 82,05  78.7%  75.71-  7E.% £0.28 €1.25
Sears, Rocduck and Co, ) 13.32 1651 1hab 0 1351 1330 13.96 13,4 13,00 k2w ¢ .32, 1L.z3 9.55
69.99  66.36 62,63  60.45 $9.92 59.93 60,30  €0,10 60.6x . 69,33 $3.52 $7.22
SalthXiine Corporation 33.06 3332 32.66 29.00 28,05  25.9% 23.62 23.71 22.72 "ango . 2:.79 22,73
. . 100,00 100,00 100,00 100,00  100.00  58.08 95.64 93.76 £9.22 £..55 75.2 T18.7%
$quibh Corperation . ) 12.75 20.74 © 12.82 . 13.79 15.15 15.57 16.25 £.2
. 81.39 79.7% 75.20 - 68,77 . €6.19 €7.70 61.70 T
Standard 011 Cozpany of Californis 9.28 9.07 '9.18 10,7 10.57 11.04 10.5L 10.02 10.69 20.79 15.30  15.83
N . 93.07 93.7L 92,54 91.31 08, L6 26,06 8s.80 £s.02 81.%9 15.89 Er, 6% €7.53
" Standard Of) Company (Dndfans) " 1.6 7.61 8.21 9.3 9.80 10,27 3032 9.6  9.83 1030 12.59  20.58
) 66,60 86.94% 87,10 05.26 83.62 80,60 75.86 74,37 T5.5% 7€.75 7¢.21 7£.16
. Texpax, Ino, . 39.67 30.5 ko6 39.40  39.23  37.76 3698 39.51 . Lo.81  23.8% 35.72 0 -3i.a8
: ) 100,00  95.22 9349  95.65- 95.95  99.08  95.99  95.83  95.90 .39 .76 .
Taxsco, Incorporated . 16, 15.69 16.10 16,58 16.03 16.12 13.45 °  13.%0 13.83 . 27.C% 18.€7
- . . 8.1 83.08 8753 8538 833 9.6 7973 80,75 60.20 .97 TI5.  TR.000
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1 - . RATE OF RETURN OX COMMON EQUITY AND COMAON EQUITY RATIO .
4 ' .. INDUSTRIAL COMPANIES WIZK QUALITY RAKKING OF HIGH GRADE BY FOODY'S . .
s - . 19631974 ]

: : 183 196% 1965 1968 1967 1933 1685 2Ty ismL ¢ iR 1273
"I mson Cardide Corporation’ T au60f  16.73¢ 17458 16,300 - 10.43%  9.33%  10.744 8.613 £,65% 12,353 1-.iif
. 70.27 70,45 69.26 69.87 64.79 61.30 61.38 60.09 59.2¢ €:,72 é2,72
" Upjohn Cozpeny ' - 15.74 16.82 19.3h 17.50 13.6Y 13.89 1k.%3 13.55 13.37 5,22 . 25,85

99033 99020 ”om 98.80 90.’46 95.16 9,‘077 90070 'ac--. 4 .15 R 30.54 -

Valxer (Hires) - Gooderbas & Worts, Ltd, 12.00 12.47 12,81 - 13.24 13,30 13,64 13.72 12.84% 11.59 12.:3 13,43
! .. 98.82} 97.89 9%.53 95.50 95.58_ US54 . 0.9 85.07 79.53 76.%2 £0.99

rigley (Wa,) Jr, Coxpeny - 1.8 13.4%9 14,69 15.76 25.50 25,24 - 14,68 .13.511 14,63 LW S X7 {
. . 100,00 100,00 200,00 100,00 200,00 100,00 100,00 98.02 9.17 %.31 gL.55
g . .

Average - above 10 ol corpanies . | 20.22¢  10.35% 10,804  21.17¢  1:,Wu$  11.274 - 10.32%  10.10% . 10,83 10,3534 15.2%%
. v B5.63 8527 BL96 6320 -BL3S .40 TR 7.6 Tu§3  15.68 1571

.

Aversge « adave 43 companies 17,058 17.92% 19.22% 18.98%  17,48¢% 17.61% 16.68% 16,548  16.034. 15..8% 18.22¢
“clwn& 011_ Cm.' . 9003)‘ 900” w."? 69027 87:12 85068 N 8,‘.92 83.17 19-"1 .- ?9011 790"3

" Aversge = abovs 53 coapantes 15,735 16468 17518 17485  16.3% . 16.M% 15488 . 15.33%  15.02% ° 2h.528  17.718
. . . 69,43 8,88  B9.1 88,00 86,03 8450 T BM 875 78,53, 1780 7473

ngm aate

Sourcet Co=puted on dasis of data in annual reports and th.tictiell sucoaries of oorpanies; Mooldy's Investors Sarvice, Ins.,
oody’s Industrisl Manual, 197k and previous editions. ‘ .
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EARNINGS EXPERIENCE ON COMMON EQUITY OF
OPERATING FLECTRICS IN ORIGIMAL COST JURISDICTIONS WITHOUT FLOW~THROUGH USED 1IN SELECTION OF COMPARISO}N COMPANIES
Il REIATION TO EARNINGS EXPERIENCE ON COMMON EQUITY OF
INDUSTRIAL COMPANIES WITH QUA&ITY RA}:KING OF HIGH GRADE BY MOODY'S
1963-197

1963 1964 1965 1966 1967 1968  19%69 1970 1971 1972 1973 1974
39 Companies in Original Cost Jurisdictions Without Flow-Through Used in Selection of Comparigor Cbn;;;anies

-

ate of return on common equity 12,428 12,953 13.20% 13.57% 13.33% 12.86% 13.024 13,005 12,343 12.60% 11.62%  9.99%
ommon equity ratio . . 39.03  39.65  39.92 39.29  38.00  36.97 36.07 35.29 372  3hUE  3k,56  33.52
omponent for common equit;} K848 5,135 5.305 5.332  5.067  b.75h k696 4.588  h.28% 4,339 4,016  3.349

(rate of return on common equity

x common equity ratio)

43 I.ndustrial Companies with Quality Ranking of High Grade by Moody's
Excluding 011 COmpaniea

ate of return: on -cocmon équity 17.05¢ 17.92% 19.21% 18.98% 17.48% 17.61% 16,684 16.54% 16,084 15.48% 18,29% 16.65%
ommon equity ratio . 90.3% 90,98 90,47 . 89,27 . 87.12 85.68 84,92 B3.17 T79.41  79.17T  79.43 78,1k
‘omponent for common equity 15.403 16.30% 17,379. 16,943 . 15.229 15,088 14,165 13,756 12,769 12.256 14,528 13,010

Component for Common Equity of Above Electric Utilities Used in Belection of Comparison Companies
l. as Percent of component for Common Equity of a‘bova l&3 High Grade Industrials, -

31.47% 31,504 30.53% 3L, ’47% 33.27%  31.51% 33.15% 33 35% 33.55% 35.40% 27.6’#% 2‘)37‘*%
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CAROLTNA POVER & LIGHT COMPANY

TEST OF COMMENSURATE RETURN

«

Indicated Fair Rate of Return on Cormon Equity .

on Basis of Test of Commensurate Return

o~ . ——s -~ e -) e nm e iy
.

< Page 49

14,50% at 33,40% Common Equity Ratio

Includes Allowance for Fundsi
Used During Construction
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o, WITH UBLICLY-HELD COMMON STOCK

EIECI'RI.C UTILITINS IM CRIGINAL COST AND FAIR VAIR JURISDICT1ONS

K : MARKET FRICE AU TERCENT OF BCOK VALUE® Page 50
1975
. ¥arket Pricc
* ) s . 88 Pereent of Book ¥nlue*
330.007 and over _ Southwestcrn Public Service . 153.99%
Oklzhoma Cas and Elcctric . 142.95
. Public Service Indiona . 1%2.70
! El Paso Elcctric B 142.10
Central and South Vest 135.80
Central ILouisianx Electric 134.59
Texas Utilities : 130.57
220,00 ~°129.95% T1linois Power 128.58
Tempa Eléctric 124,92
.. 230,00 ~ 129.99% Northern States Power 118.99
$ Montana Power 113.33
s - Wisconsin Electric Power . 112,46
-100,00 -~ 109.99% .Indianspolis Power & Light. ", 109,49
Cleveland Electric Illuminating 105,70
(Central Illinois Fubdlic Service 105,88
- Ohio Edison . 105.59
* ., ' " Comxomwealth Edison 205.38
. Idaho Fovwer 102.29
i Pacific Power & Light 102,00
' Toledo Edison ' 3101.82
Axerican Electric Pover . . 101..16
Florids Power & Light . 100,59
* . . Southern Indiana Gas and Electric . 100.45
Interstate Power 100.17
. 90.00 - 99.99% Gulf States Utilitics 99.39
. Hawaiian Electric 99,37
{ . . louseville Gas and Rlcctric .13
. gouth Carolina Electric and Gas -33,99
Wisconsin Public Service 68.38
. Cincinpati Gas & Electric 97.55 .
’ . Tueson Gas & Electric 97.2%
Washington Vater Power ¢ 95,82 .
- Yorthern Indiana Public Service 9%5. 7L
. " Dayton Power and Light 95.72
Atlantic City Electric 95.58 -
Jowa’' Southern Utilities 93,25
Jowa~Illinois Gas and Electric 92.89
Allegheny Power 'System 1,7
Iown Povwer and Light 90,93
Union Elcetric 90.1
80,00 - 89.99% Minncsota Pover, & Light 89.98
’ . Public Scrviee New kexico 89,90
Duquesne Light 89.19
Columbus and Southern Ohio Flectric 88.39
Public Scrvice Colorads 88,34
Duke Iower 88,10
Wisconsin Power and Light 87.37
Southern 86,75
Florida Pover 86,12
Knusas fower & Jight 86.30
long Ysiand Liphling 85.89
Otter Tail Iowver 85,43
Contrnd I)linois light * 85,18
. hladde South Utiditics 85,01
.+ Iouston Nipghting & Yower 83.99
PR Jovn Ibhlic Service 83.54h
* « Peausylvanin Jover & Light 83,43
Utnh Jower & Jdpeht 83,34
¥anrns Gusn and Eleclrle 81.29
Balidumore Gas nnd Kleolrse N{H
Commumity Jublle Siervice 8o,
Kentucky Utilitien 80,19
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ELECTRIC vr:u-m:., TN ORIGINAL COST AND FAIR VALURE JURISDICTIONS .
WITIH PUBLICLY-IELD COMMON STOCK
{MARKET FRICE AS PERCENT OF BOOK VALUE¥ .

1975 °
.. Market Price
&8 Perccnt of Dook Valuc#
. R ¢ .
70.00 - 79.99%  ‘New England Elcctrie ' . f 79.84%
Xansas City Pover and Light . 79.33
Carolina Power & Light .
‘  United Illuminating ’ 76.57
Pacific Gas and Electric : 76.30 -
- Northeast Utilities " 75.16
* . - Delmarva Power & Light < 75.60
. .New England Gas and Electric . 75.05
Virginia Electric ond Power ) © 74,83
Arizona -Public Service 73.27
Riagara Mohawk Power ’ 72,95
< . Iowa Elcctric Light and Power ) . T2.37
: ¥2dicon Gas and Electric . TGS
can Fhiladelphia Electric . 73,82
. Potomag Electric Power - .59
Xev York State Electric and Gas . T1.57
Central Hudson Ges and Electric 71.16
Public Service Electric and Gas 70.90
: . General Public Utilities T70.30
‘ : Boston Edison . : 70.23
* Rochester Ges and Electric 70.08
60,00 - 69.99% Detroit Edison i 67.05
gy Southern California Edison . 66.27
Ban Diego Gas and Electric . ’ . 65,48
Consurers Power « . 63.01 .
50.00 - 59.99% . Scvanmnah Electric & Power . 52.08
40,00 - 49.997  Consolidated Edfson - . ko.62
Median .. : ’ . 88,344

*Market price at the close on QOctoder 22, 1975 relsted to book vnluc per share on
December 31, 1974,

Source: Moody's Investors Service, Inc., Moody's Public Utility News Reports, 1975
(boak valuc), The Wall Street Journal, Ociober 23, 1905 (Rarkev price).
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A Offerings

A1l Offerings with Price to Publie
below Book Value -7

>

A1l Offerings with Price to Public ,
.at or above Book Valus .

.

Source: Compitted from Prospectus for each offer.

r : ol e 'ﬁ — —-—.——1 —— r~ -
. i a .

PRICE TO PUBLIC AS PERCENT OF BOOK VALUE
IN COMMON STOCK OFFERINGS
ELECTRIC UTILITIES
1972-1976

Average Price to Public as Percent-of Book Value per Share
(Figures within Parentheses are Humber of Offerings)

we - gl . gk w15
2840 (b5)  120.64%  (47) 6A9%  (s4) . 83.30F (54)
90.74 (1) .85.32  (13) . 7078 (16)" 18.27 (82)
107 (4) ., 1324 (34) 109.36  ( 8) 11’27.62 (12)

1976

9l.log _ (25)
83.54  (18)

109.59  (7)

26 98eg
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. COMMON STOCK OFFERTNGS - Fege 53
AND MARKET PRICE IN REIATION TO BOOK VALUE
- . CAROLINA POWFR & LIGHT COMPANY .
. 1972-1975 .
_ 1972 : Cwn 2974 ' 1975

" Late of prospectus Co January 19, 1972 November 1, 1972 November 8, 1973 ) N:fcomx; stock ~  January 16, 1975 October 28, 1975

- T - offer - :

_Nuzber of shares 2,000,000 - 2,500,000 _ 3,000,000 ) k000,000 . 5,000,000
Total price to public $ 54,750,000 N $ 71,875,000 $ 63,750,000 | 3 59,000,000 $ 89,375,000
Price to pudlic per share $ 27.375 - ¢ . 2875 $ 21,25 . ] . $ 14.75 $ 17.875
. : . . : 23.01
Book value per share $ 19,20 $ 20.77 $ 23.22 . $ 23.23 \ 53

. (22/30/71) C1/3%) - - ( 8/31/73) cL ( 8/31/15.

Ratio of price to public per share - . . : T . - -

3o book value per share . 142,564 . 138.42% 91.52% | ) . . 63.50% 77.687

#last reported market price and ratio of last reported market price to book value per share,

Source: Carolina Power & Light Company, Prospectus, 3,000,000 Shares Common'Stock, November B, 1973, poges 1, 23, 27 -
. . tnd correspording psges in previcus proapcctuses; Prospectus, 4,000,000 Shares Cormon Stock, January 16, 1975,
pages 1, 7,°29; Praspectus, 5,000,000 Shares Cormmon Stack, GEto_ber 28, 1975, pages 1, T.
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‘ . EXPLANATION AND KEY TO MOODY'S CORPORATE .BOND RATINGS ‘..

MOODY'S BOND RRKCORD .

" mmes o smes wes

Forewerd: Moody's Nlond Necord covers over 12,000 fasues and situations
of which approximstely 4.C00.comprising the fLrst section, are treated (n
detail affording the user at a glance the essentia) factls relating to market
position and atatistical background,

Fitie ot Dend: Name of comoration. together with coupon and dste or
.gates Of maturity are fiven. (Where title L» printed 1o hold face type such
company has convertible debt gsecuritles outstanding, Listed Lisues are
preceded by ldentitying symbol. In the case of domestic rnunicipale, Tate
ings are spplicable 1o sll general oblization bonds of the unilt named tless
otherwise specitied,

Intersst Dates: Interest dates and date of the month of meturity given.
Undotliaed Litter demotes the final menih o] maturity,

Reglstered Dondsr Bonds lssued only in fully registered form are lndle
cated with the Jetter (r).

Defaults: In cases of interest or principal defsult, the date together
with sppropriate symbol {1 usually shown in interest column,

Cait Pricer The call price as of the date of this pudblication s given
in all carer possible, and will be adjusted to the correct call prico when
such cbange becomes wifective, Symbol (4) alter call price cales price
1a audbject o change.

Mesdy's Rating: Moody's Rating i3 given to all {szues in this pudlication
where sufficient data are avollable. A dlscussion and explanstion of
Aloody’s ratings will be found on page 2. -

Quetatiens: Quotations shown are as follows: |
Lisied linmanr Quotations for tlsted issues represent .actual sale fﬂm
a3 Near as Possible 1o the end of the month preceding date of pube
lecation. Where no recent transaction 13 reported, tho latest bid
and asked prices are given, .
Unlisted Corperats Inueir Quotations shown represents the approximate
.,  sprasd Detween bld end asked prices for latest avallable dale pre-
ceding date 0f pudlication. Whero bid prices enly are availadle, the
avernge of such blds is piven. Where alsd prices enly 22e availadle,
.the average of them 11 given, B
Soral Jusves: Where each maturity {s not quoted separately, the quo~
tation shown 15 usually for the averace maturity.
Cenedien lives: livues payadble only in Canacdian funds and 50 quoted
are indicated with an ssterisk (°) in 1be “Current Price” column.
Quotations -are obtained from sources which we beliove rellable bdut
they are not guaranieed. In the case of unlisted fyaues, quotations do not
purport to dbe a record of lirm bids or offers nor do they necessarily
*pepresant actual transactions,

1374 Priev Rengest The high and lotwr sale for all [ufed izsues {s
riven 20 near as possible to the end of the month, The range for unlisted
uw-r:’ Tepresents bigh and Jow Dbid prices, based on raliadbls quotation
records, .

1946-73 Pries Range: The high and low sale price for all lited issues
nave besn taken Lrom records foe.that period. In the case of unlisted
bonds the high and low b4 prices are wsed. For bonds issued aince 38¢6,
the zange covers only the pericd since (asuance,

Yield to Maturitys The Tield to maturity {3 shown on all bonds puln.s
regular {ntarevt, Where sale price > not avallable, tha yield is comput
on ths biad price for valuation purposes, . v ] »oe

" o - DY)

. KKY 7O MOODY'S CORPORATE RATINGS .

' . N - ’
Bonds which are rated Ans'are judged (o Do of the best quality, Th
SCRrry the smallest degreo of investrnent riak and are xoneralfy nl'e,rred g
&s “gUt edgo.” Intercst payments zre protecied by a large or by an
BroTectivn siectent e HEcl 18 SHARR. Shc ES e S b SovhTd
GNRC, BUCH Changes AS €an visvalized
most Unlikely to imprir the fun

are
ey : entally strong poaition of such
- . - An’ ‘et a -

Nonds which are rated An rre Judged to be of hich quality by all stand-
ards. Together with thie Aza group tbey comprise what are generally
xnown a3 high grade bonds. They are rated lower than the best bonds
because marzins of protection may not Le ss larce as in A3da securities or
Nuectuation of protective elements may be of greater asnplitude or thers
mAY be other slements present wiuch ths Jong term Tisks appear
somewhat Jarger than Ln Aas securitiea. “

A
nds which are rated A possess many favorable investment attributes
uﬁo-u 10 considered :s unp:’r‘ mcd‘lum :rt;dewe_lmgat’lg::ml::ctgg
ving wecurily 1o principal and terest ure ns
ﬂemmu may bo p?eunl which suggest a susceptibility to impalrment
soruelume in the futuroc.
o L] 31

Nouds which are rated DBaz are considered n» inedium grade o
gauons, Lo, they are neithec hirhly protected nor pourly secured. ll‘llﬂ‘bﬂ:
payments nand principal sccutity aprear adequato for the present lu
certain protective elrinents niay o backing Of may be chnucl'rrlsuc- Iy
unrellable over sny grest Jength of thae, Such Londs lock outstanding in-
wosunent charactsristics and in fact bave speculative characicrisics as
well .

« .

Rxpisnstion and Key to Corperste Bond Ratings, Including Convertidle litues, and Industrial Revenuve Donds
(For Rating Key snd Explanstien of Mocdy’s Municipal Bond ratingiysse Table sl Contants) ~ =« s = =o 0 o o0

»

Coneral.tntermution and Remariat In many frsues, notadly foreigm gov:
ernmental bonds, latest developmenta are noted tn lley of slatistical dats
furnisbed on corporate ftems.

+MOODY'S BOND RATINCS

. m"l‘;wmm The system of rating securitics was orfginated by Jobo Mood:
* The purposs of Moody’s Ratings fs to provide the American tnvero:
with a» simple systera ol gTadation by which the relalive tavestunsnt quall
tias 0f bonds rory bo Doted.

Rating Symbets: Gradstions’ of tnvestment quallty are indlcated b
rating symbols, esch symbol representing a RToup In which the qualily
characteristics are broadly the same, Thete Ate nins symbols ns show?
below, from that used to desigmate least investrrent ruk (le, highe
investment quality) 1o tbat denoting greatsst investent risk (Le., Jowes
lavestznent quality s )

Aaz As A Cas B2 B Cax Ca C

Yor explanation of municipal rating aymbdols, in particuiar the A-1 ant
. Base] groupe sce page 67, o« e

Atrsence of Rating: Occastonslly no rating is assisned or & rzting {s with

drawn or cancelied, This may occur Uf new clrourmatances arlse, the ellect.

* of which are not satisfactonly analyzadle, i there 13 no lonzer avafladl.
reasonably up to date datd to permit a Jjudgnent 10 be formed, 32 a boor
1s called f0r redamption, or for other reasons, .

‘Where no rating has been s3signed or whero 8 rating bas been czncelled
thnmuct‘ a)gg-d.mmt not in any way be taken a3 a reflection on ta¢
quslity of a bon

Where Do rating has been sasigned to s bond ths reason cowld dbe ons ©
the followlng: .

. .% The bond belongy to a rroup of securities which asv £ot rated 231
matter of policy, viz., real’estato bonds, oblgations of i=vestment trust
sn)x:.d‘ bs&),u. and currenlly, bonds payable in curresaes otder taan Unlte.

& dollars,

2. Where ratings bave beet requesied for privately placed bond istuer
« such ralings will not be pudblished, No ratiogs &r¢ assiites or msy b
maintained whers publc interest in any Lusue is minloal, ¢2 3o any sitd.
tion where it would be dlfficult to malntain constant scruiiny of the fisu:
because of Jack of esseniia]l data, or because Of reduced size add llmited
after-marketability, N
3. Bonds are not rated in the abience of data deerned Lo be esseaiisl f01
& sound Judsment on the tnvestroent Quality of tho Lsiled

Changes in Rating: The quality of most bonds i3 not fixed and stesd;
over & period of tme, bul tends {0 undergo c¢hangs, For this reasol
changes in ratings occur so as 1o reflect these variatons {n the intrinsl.
position ot {ndividual bonds,

A change in rating may thus occur at any ¢me L0 the case of pn thdd
widual issue, Such rating change should serve notice that Liocdy’s otserve
some slleration in the investment risks of the tonZ or tat tko previdu
rating Gid 'not fully retlect the quality of ths hond as now scen, Wil

use 0! thelr very nature, changes are Lo De exPesied ™MOre frequenty
among bonds of lower ratings than among bonds of Bigher rating:, never
theless the user of bond ratings showld Keep clolo aNd ecnsitnt cheoexk o
all ratings=—both high and jow ratinCs—thared7 1o Le adle O nol.
+proTaplly any sigms of changs tn investment status which may occur,
. N .

i | T
Donds which are rated Da are judzed to have speculstive elemer
thelr future cannot be considered as well assured, Olten Use proteclon
emcﬂ and principal payments may be very moderate and thercby :
ell safexuarded during both good and bad times over the {niL
Uncertainty of position characterizes bonds 4n this Qasa,
3

Donds which sry rated & generally lack charscteristics of tho destrat
investment. Assurance of interest and principal payments or of ma
:;n:nce of other terms of the contract over any laag penod of Lme

Bonds wbich are rated Cax are of poor standing, Such isstes may de
default or thero may be presen &) anger with sesp g
pre t elements of dang L 4 ¢Ct 10 pr

Donds which are rated Ca n c.l bligats hich !
present obligations which are speculatt
in a hizh degres, Suc X
ot asree b issues are often in default oc have other mark
sbo min c .
Bonds which are rated C are the Jowest rated clasa of bonds 2nd Lasv
s0 rated Can be 'regarded as vin tr
pe (o3 any o, Jugar 2 ha :.cx emely ;OT prospects of ev

w?

Moody's Investors Service, Inc., Moody's Bond Record, October 1974, pages 1 and 2.
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’ STANDARD & POOR'S BOND RATINGS |,

«

CORPORATE BOKDS

BANK QUALITY BONDS-Us¢erp 1 bany lors bonds
8100 1a 1he 10D Tour caiesones (AAA, AA, A. Bu - wu nummq Oehsrally
216 Tegsrded as eirpidie [0f DAk
AAA Bongs 1ot AAA 818 Rizhest grace edligstions, They poisess the witle
M8 90100 TI DIOIICHON 25 10 DENCISS) SN (niprest. Mirhsiwrie they
meve with Interest 1at8), snd PEACE DISvICE Wi MBLImum 1518ty OA all Counts.
AA Boncs raled AA sise evsldy 63 AIDh prece edhigenons, end Ia the
mepenty of irslances ¢ frem AAA 135ves Oniy in smeii egres,
Hetre, 100, prices move w.00 A MONPY Marset,
o 43 VODI! medivm Q1ade. They heve
S179ADY DUl 879 MOL eALisly Irse from
oNOMIc 8nd WAGN CONGLIONS. INeTIt end
Ney PIRCOMIRentyY fefiecl money tates I thek
smarkel Banovier, DUt 10,830 CIIIAL 8110 4CONOMIE CORGIUOAY,
BBB The 828, of S1eCo ¢3! Y b tiive Detwaen dekaltely
SOURS_ObIISILIAY na TNOLE where e Specvisiive element beging
ta predominate, These Z3ads M et and are
pectecioc by ssbstacrery nmw'-.n. Tren wuwu:mr/ 10 EAIAQING :Mdamm-,
pariculary to Ceprassiing, AeSesnilates CONIIIAT walching, MAsraelw e
Bends 81 More 1e3porive 10 TLiners end uuo €oAdibons 1hda 1o nlorast
rsles. Ths Qrovd 13 e 1omest wiieh for 3t basn b
BB Bonds Qlven 3 BB 13LAJ are regarded a3 Jowet medium grads. They
Pave Only PMiatr develiment charactenstiCy, In ihe case Of vuldres,
bmnl 1o 02ene0 COnmstently DLl Iy ANIIOW Marging, In the Tese of Other types
‘ot obligers, CABISES 670 Carned &N Bvelage Dy & (8ir margin, Dvt in poor periods
@shck operations are pLIsIMle,
OACH 18164 &3 Jow 03 B are sDecviativn, nyml of interest eoanol
e a3vred LICer Gifl.Lull sCOAOMIC CondRien
ccc_cc Seags teted CCT ong CC are mum speculations,
with the w-n 19my GeAsling AN more speCuiative,
Inmient s o.w. io of poot trede
tonsitions, in the uu of CC mm-o vu DONds miy De on an nCome £330
ang The payment Moy bs staail.
c The nting 1 C Is nufnd fot income boads on an ne Inunﬂ
v , b deing paic. .

S

DDD D +NI bends tsied DOD, DO s0d D are m delaull, withdne. uung.
- “Iricauag e relative atvage valvs,

NR=Nol Rated.

Cantdios sorperss Dende are 18103 O o 33 Sashh 89 AmatiCen Larponte
hsves. Tae umg: nonm l:; arinns value o1 he Doacs, dul Ly o6 nol
ks Into oe ond Othet

) . MUN!CIPAL BONDS .

Sendard 3 Poers Municisel Bond Retings Cover ablgstions of alt suler or
Svb-givalEns. In 8S3:10N 10 CORNIEE OMIGILOAT, 135A0S 216 33ICNC 13 Bon3Y
Poredie tn whole o1 14 £I1L ltom SDecial fevenvet,
ate obligationy of Ty hichesl euslity. They hove Lie lowest
In 8 perind o1 SLOROML SLIe1) e (1hoary --Il nee IN

Deobl Durcen Is ALl IAOI21AdIsly AIgh, Revenve sirvtture ¢
Deat fulure 939enS Lite MeeCd.
¢ i 3nd iernit

Mlel QregemTy InvIsIment CALISCIINIUCY of Bonds bn taly grovp sre only
ShEMly 18 MBIRE2 134 INese of the Prne Qualily 13suss. B2AdS 13108 AA have
V.0 20ConE 10wasl 3730130ty of Colsvit.

ACosd Cradoe=rinidsl snd interest on dasds
10081006 a8 82°0, T2 11500 CosCsibes Whe thitd fomesl Srote

I s calesory sre
of cetavit. It

Gitery 1ig™ the Ber falingd DECOVIG tNere 1y e

tocsl ecoaeruc i Geb1 Durden, a1 Do, ans
CADENGHUIIT &T b 3 of management, Uncer cenasa oc [
SRy 0P SEh w mgnl ImBan Whe cabldty ol Lbe uu ¢ to I'n t cedt

oLl.gaitens ot some 10 Cate,
BBNModym Crate=T™is Is 70 Jowesl lavesimen) -nca SPLUItY 131aD, Unler
conain azveme CEo2UCAS, seversl of (e adove 13CI13M €0113 €LAD
17, The Giierence Dot -om A ang BB
ore Dron ona [uAdEmenldl w
onty oAp CoBCHALY l'!.t?.’ e 131970 COAN n
BB-Lower Modwm Craso=Bonds In Ihis grove Mvo 10me Imvestment charact
tstics, byt they A0 prodomingte, For 1ie moal part this sl ngic
spetulative, RoTmIn 51 91000 ODMhOIBON,
Low UnEnt charattorislica sre vlnu.Iy rOn-eristent snd Cefsuit

31 ardfer peincipal W arreara, N .

' . INVESTMENT SECURITIES REGULATIONS .

ERective Sepl 12, 1953, the Compireiisr.of the Cumrency lssved the following
reputations &00inng 10 (>0 Puichiase 101 i3 OwA 2CCOUnt ol IATBIMEAL SeCurilies
Dy & AsLanal DRk ©f 3 SUte Mmimder Danx of the Feoeral Arserve Synon.
Definitions.

The tetm “irstment tocurity™ nuM [ muhuuo »Hutba n O form

d.wﬂmuumo—m 9
. . .
. .
o . . - )
. » “ . '. P
. .
. » - . at b4 .
a - a

uculm 1 0003 A2 Insivow dvvesiments WAILh s prademinantly spatuisiive

nitlore,
'nu W “pubdlic setwriy™ lachates ations of the Uslted States and
gonecal 0bigationa et ary Stale of woﬂm 3\es oF Of any PolitiCal puldivinien

The Lot *poiltesl svbdrvision u Iy State’: Incluges o covaty, ¢y, lewn

«m»«ww CHIZILIN, & pudlia Y. 0N O Y sy Y
. .,
. . . ® .
.o . .
. ® » ' . "

s

"t s sem,
.

"
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January 5, 1976 » Moody’s Bond Survey » 1781

I3

When Is Interest Coverage a Special Concern?

Lower or declining coverage of Intercst charges is, natur-
nlly, always a matter of concern to Moody's, And, it is of
very speclal concern when it could precipitate desperate and
possibly imprudent measures, This could happen when bond
indenture restrictions come into play.

Indenture disciplines, including coverage tests, were de-
signed to protect the bondhelder under adverse conditions,
.We must assume that the bond investor put his moncy on
the line assuming that this indenture coverage restriction
was a secure 1ast line of defense. Circumvention of bond in-
denture original covenants is 2 matter of great concern.
When a company cannot sell bonds because it is not gener
ating enough eamings to cover its fntercst requirements by
two times, it must get rate relicf or sell stock, regardless of
the difficulties involved.

Is §t not contrary to the spirit of the bond contract to
resort heavily to altcrnative forms of debt financing? Such
might include leases involving generating cquipment; high
levels of more-or-less permanent layers of shorter term credit;
and shifts to debenture financing where constraints may be

* more moderate. We cannot ovetlook such steps, which are
for the most part symptomatic of deep and unresolved prob-
lems. The incumrence of fixed obligations of this type, re-
gardless of whether or not they are subordinated to the
mortgage bonds, does not improve the quality of senfor debt.

Pollution control financing, no matter how noble i1s pur-
pose or how economic its use, coukl becomne an increasing
threat to the quality of other debt under certain circuin.
stances. If payments made 1o satisfy terms of the instrument
arc not reflected in indenture tests pertaining to coverage,
for examnple, how much closer Is tl3c compsany to that two-

times coverage limitation? Or how much has it gone below
1t? Can poliution control financing be considered aside from
the normal Jevel of debt? We do not think so.

We believe It s worth mentioning that most indentures
are silent with regard to the inclusion of allowance for
funds used during construction in earnings as defined
thercin. However, this once lns:;nmcam accounting item
has becomic substantial in size, and in most instances is in.
cluded as an earnings credit for indenture coverage pur-
poscs. There are many who question the quality of such
camings credits, and their acceptance has allowed some
companies to finance via bonds where étherwise they would
not have been permitted 1o do 0. The difference naturally

' vaties from company to company, but, for the Industry in

.

Moodv's Investors Service, Inc.,

w

Moody's Bond Su.r;rcy, Jahuary ;5, 1976,

general, these credits now account for over 105t of interest
coverage. This, in our opinion, makes so-called eircumventive
financing all the more questionable.

1t concerns us gready that behind the satisfaction of the
mortgage incurrence test of two-times pretax carnings cove
erage of intcrest charges there lies a Jarge accounting credit,
and that, outside of the control of that test, there may be
large amounts of other forms of debt. Any such situation
would Lc a sure sign of weakness and would reflect upon a
company’s financial integrity. - .

’
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sesult of & 20% aalary incrcate 10 the teachers, This raise paralicls the
recent rise of the stale minimum teacher’s salary, maintsining Mes.
quitc ISD’s pay scale at S500 ubove the state minimum, The aduption

@ of this increased salury expeasc was made possibic by the new state

funding allozation which increased state aid to the district, Increased
debt service costs of SAGK. 00 in this yeat's budpet are also important,

Tsx collections on the cutrent levy have averaged 96.28% for the
last five years, The distsict tax rate has increased from 12.9 mills in
1970 to 14.4 mills curiently, 3nd officials expeet it to remain at this
Jevel for at least three morc years. Bonded debt is setired sfowly, with
12.6% retired within five yeats, and 29.5% within ten,

Sociotconomiz data for the City of Mesquite comparcs favorably
with Texas:

.

\

s gy -

i . . . Cryel  Steteo!
: Magwis  Teun

Pot Copute $Xcttive Bayong tncome $ANY $ 4
Avetaps Hevsehold L ¥ 1 10823,
Modion Hesscmdd 181 1154 1294
€ of Vivosetwdds carmag best thon 33000 o ceecemsesminers e 38 s
% of Diovsetubls sormag $15.000 wf Seorg "o ns
Rotad Sebcr pet Copin C3IMS 320

(Sowrce: Ssbes Mosgsment Mogoane, 1973 sdins)
According Lo the 1970 Centus, the median home value for the ity
($15.000) is higher than that of the state ($12,000), -

Mesquite 1SD has exhibited good gmwth characterittics ond has
monaged its finonces well. However, debt is heavy and the retirement
schedule & slow. We are continuing our “A™ Good Grade rating on
Mesqudte ISD. N

FUNDAMENTAL APPROACH TO PUBLIC UTILITY
BOND RATINGS

Our Public Utility Section has prepared the following detailed review setting out our
approach and the major analytical considerations involved in rating wtility bonds.
Hopefully, this survey will enlighten our readers as 10 our methods and analysis in this

widely followed area and thereby allow them to follow our individual issue rating re-

-

. : «  viewsinbetier perspective.

e o 0 . .

n evaluating utdity credit risks, our starting point is an snalysis of

the varying operating and financial risks that may be facing the

. dectric, gas and telephone industries in the years ahead under
differing economic scenarios, For the electric utility industry, this in-

ciation fates 1o be at realistic levels, based on engineering and eco-

nomic gauges. Although we have little iaterest in becoming embroiled
in the theoretical argument of whether or not present customers
should pay for needs of future customers, we recognize that the
practical cffect of inflationary conditions is that the rate-making
proced of flow-through accounting and accrual of AFDC

five-ycar period using best.guess cstimates and realistic
assumptions, aad the derivation of a comprehensive sct of operating
and Snancial parameters which are used to make comparnsons.

, Working with this model, we investigate industry tolerances 1o worst-
case conditions, such 35 the potential impacts of 0a-going double-digit
isflation, of lack of access to the capital markets, of recession-induced
kwh sales declines and fastepaced load growth, and of seriously

. sdverse developments in such arcas as fucl supply, environmeatal re-

quirements and auclear power. We feel this type of analysis (donc

more loosely for the gas and telephone industries) provides us with a

+ firm backdrop for evaluating long-term gencral industey risk and
draws atiention to subindustry sectors with particular vulneratilities,

In this context, we arc able meaningfully 1o compare the relative
- operating and financial positions of individual utililics. The next stepin
the nsk-determination process involves comparisoas of individusl
wtilitics, the relative opcrating advantages and disadvantages of cach,
particular sovrces of installity or uncertainty, and debt safety
paramecters that should prevail in future years, piven a raalistic ap-
praisal of economic and repulatory climates. While the emphasis of
our analytical work is on projecting the future, when the debt is to be
outstanding, strong consideration must suill be piven the track record
of the past several years, in that it reflects management’s refative suc.
cess in mecting goalt and dealing with problem areas. Furthcemore,
intepral inputs into our analysic arc most curreat capital structure
positions, stated capitalization goals and thar rcasonableness, and, in
the repvlatory ares, the consiraints of staie laws, PSC policies and
precedents and indicated future directivas,

At Standard & Poot’s we hare come to 1he contlusion that one of
the stronpest forms of protection of intcrest payments and timely re.

O volves thedevelopment of sales and financisi statement (orecasts fora

up by cash fows that are satisfactory on theit own and not dispropar-
Lionate o capital and debl service tequitements, We look lor depre.

. f} " payment of principal is a rolialde stream of healthy carnings, backed

«

(sDowance for funds uscd during construction) exacerbate alrcady
scrious cash flow problems for growing, capital-intensive companies,
resulting in deterioration in debt safety parameters and credit ratings.

Coverage As An Analytical Tool

The primary camings adequacy tests remain those centering on

Gxcd charge coversge, notwithstanding the fact that differences in.

coverage levels have nartowed significantly in the past decade, a3

actus! coverages have deteriorated. Nevertheless, these tests, if

evalusted in the proper framework, still provide the most dircct in.
dication of 3 company’s ability 10 earry its present debtload as well as
to take on additional debt, S& P presently uses five conerape tests of
total fixed chatges. the most important of which for rating purposcs
are the pretax and pretax excluding AFDC for the more capital-inten-
sive clecteic and gas vtilities, Aftcrstax coverape still merits serious at-
tention telative 1o long-term hivtorical statistics when differences in
tax rates were much less meaningfll and, to sume extent, (ot
telephonc utilities, a3 measures of eclative aftertax cueninps power and
capital accumulation potential of less capital-intensine companijes that
face polentially 1arger exposures 10 cvonontic dislocations and long-
term compelitive threats, Qur computations asc ol on foiol fixed
charges, inasmuch as uil charpes have to be miet o prevent default,
and we pive very little attention to pro foema covetage, prefeering
instead projected cuvrcrage based on a full set of cconomic and tate
crsc assumplions, «
.

Looking at pretax coverape alone, aml discussing: rating puidclines
in the broadest of terms, we find it extiemely datlicult to wmaintzin a
“AA™ long.teom ercdil tating on most clecttic vtihines of cuverage is
substandard and does pot shaw reasonably fism prospects for

improvement to the minimum 3.0 XS times level. For varying

January 3, 1976 Page 987
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reasons, we usually look for higher coverage ratios on telephone and
gas villitics. Correspondingly, fur 2 mediumequality “A™ credit
tating, oa an electric utility, we would have 1o be aware of senously
compelling rezsons to maintain the rating within that caicgory if
covetage could ot be expected to improve 10 of teast the 2.50-2.15
times level i & rcasonable time frame, M pretax coverage is only 2,0
times or less on both sa aciual and a projected basis, we have found
that we mutt seriously question whether the lower medium grade
“BBB" investment calegory is appropnate for that issuer's debt
Issues, or whether debt safety cushions are 5o inadequate that only 3
relatively speculative grade “BB™ fating can be assigned to long-term
hsve.

11 should also be recognized that the above-mentioned minimum
coverage. fevels make aliowances for an electnic utility industry
experiencing an unfavorable cycie of scrious camings crosion and
nxncial stress, Thus, the long-term character of our boad rating
system would require that we ook for higher minimum coverage
fevels should it become evident that the industry or individual com-
panics are entenng favorable phases, but of limited duration. [n ad-

. dition, 3 company’s attainment of strong coverage levels for & higher

rating category is only onc precondition for considering 2 rating
upgrading on its Sebt issues,

While “such coverage guidclines are a potentially important
analytical tool, they could lead to seriously misleading conclusions if
used in 2 vacuum and without"a comprehensive appraisal of funda-
mental operating and financial risks, of sources of volatility and
stablity, of zsset and cash flow protection, and of regulatory and
management prerogatives. Although we find it exceedingly difficult to
shade the above minimum coverage guidelines lower, even when most
other indicators point in favorable ditections, we quite often deter-
mine that we must require moderately to significantly highcr coveruge
Jevels in individual cases where particular problems, disadvantages or
uncertaintics exist, p

Furthetmore, thete are many instances where differing types of
coverage ratios are more suitable in measuring long-term camings
snd cash flow protection, and at least as many cases where fixed
charge coverage tests must be given only modest weight in the credit
evaluation process. The former casc is typified by natural gas utilities
with serious supply problems, where increased attention must be given
debt service coverages, A prime example of the Iatter sitvation is a
fast-prowing electric ulility which expeets 1o triple or quadruple its
capitalizstion in the next five ycars. The projected corresponding
growth of the debt burden and the catnings requitements makes nisk
appraisal 2l the morc dependent oa visibility of regulatory climate,
financial fexibitity, and ability to carry risk in plant under construc.
tion.

Finally, 35 a 100l measuring camings protection, fixed charge
coverage onalysis must be supplemented by cash flow analysis snd
safety margin analysis 30 3s adequately to take into consideration vul.
rerability 10 sales declines and cost escalations and potential volatility
factars.

PRIMARY ANALYTICAL CONSIDERATIONS

Just 33 the crcdit 1ating process cannot evafuate futtte caenings
protection in a vacuum, il assuredly cannot limit its analytical scope
to carnings prolection alone, The more important analytical con-
siderations entering into utility satings are the following:

1. Company size and type of operations, The porential benefits and
visibility of a largessized company can no mote he ignored than the

* possitle exposures of small vtilities serviag limited arcas, The case is

Standayd & Poor's Corporation, The Fixed Income Investor, January 3, 1976, page 968,

far from clear-cut, homerer, as evidenced by Con Edison’s (974 prob.
ems and the nttlknl-rcnuds chafhed up by many moderate sircd
utilitics, Above, we mentioned that we fook Tor higher coverages on
most pas snd telephone widlities, For combinativa utilitics or
diversificd companics, we try, 1a the extent possible, to investigate the
c:rditwotlhi'ncss of cach business, and then fouk (ur the advantages or

Page 988 ' .

disadrantapes of the combined company as sn issver, While com-
panies under the Bell System umbrclla clearly benefit 1n many ways
. from their association with the parent, 1973 demomtsated that in a
Gnancial pinch individual debt-issuing subsidianies can alo be disude
vantaged by the problems affecting the parent holding company.

A) The mix'of 3 company's revenues, carnings, and assel-caming
tavestments.and telated growth factors provide batis mzasures
ments by which onc can gavge relative exposure 10 normof
operating. cconomic and (inancial risks, Industrial sales versus
residential and commercial, higher prionity gas sales versus lower
prionity usage, toll versus local phone tevenues, wholesale refative
to retail business, jurisdictional carnings, and investment and carn.

‘ ings breakdowns by regulatory jurisdictions are most fundamental.

« B) The setvice area 2 utility is responsible for provides the une
derlying financial support for wtility operations. Recognizing that
customer or demand growth is now more ofien 2 burden than 2
positive attribule, we evaluate the varying types of growth azd their
implications. Intrinsically important arc customers” abiliy 2ad will.
tngness 10 pay, degree of economic divessity of the atea, and theim-
plications of geographical location, such as gural and urban
character, environmenta) considerations, climate and fuel source
proximity on viility operating cost and efliciency levels. Not to be
exgluded are political and socio-cconomic attitudes towards growth
and privateindustry.

C) The quality of semvice provided and the adequacy of customer
and pudlic relations are keys to ascertaining how well a wiility is
meeting its (tanchisc obligations. Inadequacies in these areas (most
pertinent for telephone companics) potentiatly thresten achievable
camings levels from both an economic and a regulatory st2adpoint.
Reliability of fucl and power supply, exposure to envitcamental

. problems, operating eficiencies, level of plant modernization, gas
system safety>snd the 3dequacy of maintensnce practises are
checked fot potential problems and shortcomings.

For the cleciric and gas utilities, fuel supply position may still be
regarded a3 favorable or unfavorable in terms of cost and
availability. However, the long-lctm tread to natienwide energy

. policy-setting and end-use allocations and the now very hizy out-
Jook segarding moss fuels make it difficult to satisfactordy evaluate
risk in this srea,

D) The oveeniding intra-indisiry economic risks arc, 3s we see
them, i) deteriorating wellhead gas supply and an uncerntain supple.
mentary supply outlook for the gas utilities: &) the fong-term threat
of competition in the more profitable arcas of the telephone in-
dustry: and iii) the risk of not beiag able to carn 3 return or recoup
the full investment in 2 major unused, unfinished, or unusabe plant.

2. Evaluation of 1he company’s five-year construciion progrom.
The Jasges the size of the program relative o cupitalization, the mate
important ase favorable opctating 3nd financial parametets and good
visiblity. Our greatest concerns are whether the basis of the program
rests on high of low estimates of demand growth, whether there is
sufficient fcaibility to adjust the program vpwatrds or dowawsatds in
future years without endangering the service obligation, and whether
teasonatde cost eacalation factors arc employed, Brcakdown of the
progeam into relurn-justitiable projects and non-scvenue producing
outlays is revesling, while adjustments are maide for possiby omitted
projects of contingent expenditures, The track record of adequacy,
quality and shortfally of past planning it sclutinizad for indwations of
potential {uture problems. '

3. Reglataey climote., including prescribed totesmoking ond oce
counting treatmeat, The abiluy of a wiility satnfactonly to fuad its
construction program and 10 mcel eurrent and fujute scn e tequiles
nwents is intimately dependent on the easnings and cash flow levels
allowed, (although nout guaranteed) by the jurisdictional tcxulatory
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body. In addition to being familiar with the basic legislative statutes
sad mandated court interpretations which spell out the pround rules
snder which a regulatory agency must operate, we follow most of the .«
important gencral rate cusc decisions for guidance as to commitsion

 policies and precedents. In recent years 2 wealth of information has
become available in this area, although, unfortunately there is 8
spatsity of up-to-date court rulings regarding the reasonableness of
commission decisions vnder current infistionary conditions, Com-
bining management atscssments of their companics’ rate increase
needs and strategics, as well as information and philosophy gleaned
from past commission actions, we develop a considered judgement as
to future rate case outcomes and timing. This evaluation is funda.
oweatal 1o our own projections of future debt safety marging,

-As must be expected, evaluation of regulatory climate is often the
most difficull aspect of the bond rating process, particufarly 30 since
important changes in comsnission membership occur with regulanty,
and fundamental changes in the governing legislative statutes are
being made with inereasing frequency. Accordingly, we try to become
acquainted wijth political and consumer attitudes toward utilitics,
privalc enterprise and government in the jurisdictional area to which &
utity belongs. Also, we try 10 assess the degree of competence, so-
phistication and general adequacy of the commission staff, In addition
to being the workhorse of regulation, the stafl is also able to provide
independent judgement that oftea refiects a long-term understanding
of particular viility problems and helps assure coatinuity of policy.

We do our best not to prejudgpe the outcome of rate cascs, recoge
nizxiog that such quasi-judicial proceedings involve a dynamic educa.
tiona) process for all partics. In numerous instanses we are in contact
with commission members and 1heir stafs to obiain additional insight
into the phitosophics and implications of regulatony actions, and we
welcome commissions® inquiries 23 to our rating philosophy as well a5
its application to particular companies, We'respectfully emphasize to
commissions, utilities and investors that our only concern is for our
ratings to be 15 accurate 3a sppraisal of risk 23 is humanly possible.
We do not testifly in rate cases, howescr, inasmuch as we believe that
eay participation in a case could seriously impair our objectivity in
tating decisions. In evaluating rate cases within a panticular jurisdic.
tion, we ook positively on consistent, well-reasoned policy decisions
that sddress themselves to utiity problems. Standard & Poor’s
vsually refsains from taking positions on various controversial regutas
tory issues, but dots recognize that both commissions and wility com.
panis will have to consider innovative regulatory and financing ap.
proaches if respectadle eamings and cash flow protection are 10 be
maintained, By necessity, we are concemed with: .

i) findings on rates of retum and rate base, adjusted to time
{rames and equity bascin the capitalization;

@) extent of regulatory lag, which might constrain companies
from caming the return allowed,

§i) accounting and rate-maling procedures prescribed, which
significantly influence the “quality™ of camings and tesultant
cash flow protection,

fv) the availalality, or lack thereof, of interim snd/for emergency
rate relich, and proconditions fos approval,

v) sttitudes evidenced towards company arguments based on in-
screst coverage requirements ard the nced 1o maintain eredit
standing. .

vi) the presence or absence of shott-term utility protection against
volatile fucl and purchased power Ructuations,

¥i) sny pasticular wiility regulatony problems with respect 1o the

dequacy ol co ativng, coopetainencss and eredibility,

. Page 5%

service requi ts, company financing plons and management’s
capital structure objectives. Most imporiunt to vt xre the percentage
of cash requirements that may be financed from internal sources, and
the implications of the program for continving carniags protection (a3
measured by debt 10 capitalization, and debt to net plant asset cativs),
The latter is regarded a¢ Jess important onits own than it 1s in relation
10 its cffect on probable and potential carnings piLicciion under the
constraiats of regulatory policy. Thus, certain comzensating factors,
such as cxcellent visibility reparding a high tetutn on cquity, might
allow some wiilitics to live with a higher debt satio than otherwise
would be the case. The credit standings of suzh vulities would,
however, tend to be mote vulnerable to vacxpects? shont-term 3d-
versities enless they were able 1o maintain (avoratie (inancing flesi-
bility. - .

S. Finoncing Flexidility. The industry’s experiences in 1974 clearly
demonstrated what many observers had always suspected, that the
capital maskets are not necessanly open for most of the pegple most
of the time, and that the public uillity industrics, with their huge
capital demands, can be scriously impacicd when thz doors are ¢losed
for some of the people some of the time. Particulaziy in an unceniain
inflationary environment, it is becoming increasicsy importani that
viditics have good financing ficaibility if they are to 213ia medium and
higher-grade credit ratings on their debt issues and.ment favorable
consideration with regard to commercisl paper taiiags. Our analysis
in this area involves an evaluation of

i) present and potential bank credit avadabis and back-up on
cammercial paper issues:

1) Flexibility to issue funded and unsecured €ebt and preferred
stock under the various testrictive covenaznis, Companies are
at & pacticular-disadvantage if they continually bump against
restrictions which are regarded as reasonible in their own
right.

Ui) wulnerability 10 short-teem operating and ezenomic risks:

v) swings in short.term debl usage and futzre policy in this
regard, Higher average use of short-term debt beiween pet.
manent Anancings is tecognized as littls more than main.
tenance of peemanent debt in the capital stzzsture:

v) an ability to finance through prefesred stoci, preference stock.
or common equil). the latter at reasonable markst value to
book value ratios,

vi) relative use of off-balance shect ﬁnancmg ad flexiblity to lease
or sell the more liquid company dsscts in ermzrgenciss.

vii) Rexibility 10 reduce the constructivn and miintenance program
without seriously endangering senice or 1o have dther panies
contribute 10 future capital requirements.

vili) two.yeat forward analysis of projected “titgely undefeesable™
externa) capital requitements as telated 1o capitalization sire
and contingently available capital sources.

ix) policics and practice as to sale of long-term sevusitics, in-
cluding the degree of conservatism evider.ced in preparing for
vpcoming refundings.

x) worsl-case contingency plans, including coasideration of how
mansgement vicws its prerogatives and priotitics under such
conditions,

6. Evaluation of manogement: This it withart a doubt the most
difficult arca in which 10 male an obicctive anabsis that has valiity
a3 3 measurement of future delt safety. Yet, tecognising the inr
portance of this variable, we do make judpments and cvaluations
based vpon

1) the lonp-term 1eack recnrd: how successful management has

L LT e e ——

. 4, Finaneing Requirements, Copitdlizatian and Asset Protection,

been in mecting sharchalder ohjevtives, and whether such sues

N Having translated the parameters of repulatory climate in terms of
'c'\ ,‘ probable future catnings und cash tlow poteatial, we proceed o ccsses of failures can be atlsibuiad 1o management of to wiheg
g evaluate their adequacy relalive 10 the construction program, debt considetations; .

January 3, 1976 ) . Page 989
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) cvidence of sophisticated and well-reasoned planning foe the
futire and the Nexibility that management builds into major
policy decisions:

§i) demonstration of coaservatism in both apcrations sad plan-
ning, and aggressiveness and feadership in tackling or taking
positions in mduury problem areas; .

fr) mansgement’s vicws towards balancing of pubhc and prrvate
prionitics, and its awarencss of the importance of the deblor.
creditor eelationship and responsibilitics towards meeting coo-
tractual obligations on time. .

v) a demonstrated record of credibility and successful relations
with the finsncial community, the public, the media, and of
course, the regulatory ageacics, upon all of whom the company
mpust rely.

At Standard & Poor's, we fully recopnize that the success or failure
of our tating decisions can hinge on the correct evaluation of manage-
ment. Yet our evaluation must also be self-limiting, since very poor
mansgement usually is replaced. Also, we recogaize that many
managements bave and are continving 0 fearn from past industry
mistakes, particularly in the financial arca,

7. Issuing Documents. These documents, and, panticularly, the
trust indenturc (which spelis out the contract between issuer and
bondholder), ate the bedrock of the public capital markets, and arc

examined a3 (o both the covenants sgreed to and the remedics

.specified for lack of pliance. The standard provnions are, of
course, looked for, and differentiations made, whese more o less pro-
tection is afforded the bondhuldes, or where unduly restnctive prove
sions hamper opceations and flexitality. Liberalizatons i the -
denture ate questioned with particular senivusness as to justificatica
snd reasonableness and whether they may lead 1o increased credt
risk. Attempts by companies 10 circumvent restnctive covenants
which are not unreasonable in their own right, most ofien do entad
bigher risks for bondholders.,

The tolal sem of our analysis, updated for each utility regularly,

. serves a3 the basis on which we compare and cvaluate relstive a2d

absolute credit risks for over 250 uuluy tssuers, Onc aypect we ate
particularly conscious of, is maintaining the most proper ahgnment of
credit ratings for wiility issucrs within each segulatory Jutisdaction.
Aclually. the rating dccmon-rn:kmg process is quite 3 dynamic or.e.

sly requestioning and redetermining the very but:c issues ize
volved in credit risk and i ns evaluation—not only for utilnies, but fse
all issuers, Utimately, our effocts are guided by 3 desire to be as fur
as potsible to the issuer, while providiag the most objective and az-
curate appraisal of risk as is possible to theinvestor. |

B
.

SEASONAL LULL CONTINUED .

) Light profit-taking and year-end portfolio positioning was in evidence last week, not
surprising after the strong December rally in which yields declined holf as much as
during the whole second half. The advance in yiclds last week was minor compared with
the decrease in the previous two weeks or so. There were no new offerings. .

The January calendar will be decidedly lighter than the recent monthly average-ard

" well below half of last January, a pnncrpa! explanation being comparatively good cor-
porate liquidity. A slower rate of inflation should encourage buyer interest, which
would be enhanced were equities 10 continue 1o recover and become less competitive on
@ yleld basis, The Fed's more accommodative policy since mid-fall is another in-
ducement, together with the rcalization thet it octed 10 help preclude record rates in
1975 in the face of some $80 billion of federcl deb1 financing. Thus, the market should

) be relatively steady in the near-term, and rmmrpuon of selective purchases is war-

. ‘ranted. -
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Corporate Analyses and Briefs .-

regulatory lag problem and ks maintaining a tight rein on both capital”
spending and opersting expenses, Considenng the potential for
Improvement In both internol cath gereration cad fur future eornrezs
to more closely opproack the rewvins olloned, we cre preseriy
¢ recently completed a full rating review of the New Cngland mointoining the “AA =" roting on all vutstonding Debentures of New
Telephone & Telegraph Company, appraising the funda. England Telephone & Telegroph Conspony.
mental situation in light of the October 27, 1975, Massachuseits rate . . .

decision and other changes in the outlool, The company had last been
reviewed on May 24, 1975 (scc page 639 of the F.LL), when, in con. INDIANAPOLIS WATER COMPANY
Selling First Morigoge Bonds

nection with the sale of 178 million of debentures, we chanped the
denotation on cxidiing 3o0d new dehenture issucs to “AA=," {rom
* “AA" previously. . Ia mid Janvary, Indidnapolis Water will offer $18.000.00) Farst
Fized charpe coverages arc in the process of bottoming oul, aided Moartgape Bonds due 1986 through an underweiting syndicate fed
by the infusion of $173 million of contman cquity last Apeil, eate relicf by Goldman, Sachs & Co. The ivsuc will be protecied againsg lowss.
pow being culleciad, and a reduction in construction expenditure re- interestocast rcfunding, for five yéats Procoeds from the sale wil! be
quitements, Fustheemwore, moderate improvement io delt protection used 10 1etire at matunty $16,725 083 principal amount of the ¢com-
partameiers i a reasonable neatoterm expectation and we note that pany's First Mottgape Bonds, 24 % duc 1976, watl the balanie of the
the company is diligently pursuing rate telief to 'my\clioralc a scrious net procecds to be added to the company’s genetal funds,

. NEW ENGLAND TELEP”ONE & TELEGRAPH
.COMPANY

Maintain “AA-" Raling

Page 990 - FIXED INCOME INVLSTOR
Standard & Poor's Corporation, The Fixed Income Investor, January 3, 1978,
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Lo H H part of 1974, coverage of fixed charges and preferred divil

‘,\, PUbhc Ut‘htles . dends has declined to unsatisfactovy levels. Memnwhile, the

- compariy’s construction propram, cven after substantial cute
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backs, §s callin'r for spending of $£1.1 hillion over the 1975+
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Electric Utility Bond Ratings

Moody's reduced the bond ratings of 28 clcctric ulity
companies in 1974 and seven thus far in 1975, Only two
companies had bond ratings raised during this time. Ig-
vestors should not conclude that this unusually large num
ber of downgradings indicates that we lack confidence in
the Jong-term {inancial viability of the clectric utility in-
dustry. To the contrary, and rccognizing that there may be
further rating reductions, it could well be that the worst
may soon be over for most of the companics in this in-
dustry. Readers of Donp Survey should be aware that cach
downward rating adjustment reflected a specific and fdend.
#jable problem related to the company in question.

While cach company §s different $n its stronger and
weaker elenmients, there has been 2 common probicin among
those whose debt has been downgraded. In a broad scnse,
many of the things that could have gone wrong for the
industry did just that in 1674..Skyrocketing oil prices, run-
away inflation, disasterous bond and stock markets, near.
zero sales growth due largely to conservation, unpredictable
faults in nuclear power units and slow regulatory responses
fn 2 political year had a thumping adverse cffect. Com-
panies that went into 1974 in a strained f{inancial posidon
were further weakened, And, their problems have been
complcated where intemal ¢ash generation has been min.
{mal in relation to capital needs. This has rcally been the
basic problem of the industry. Relatively low cash flow, a
functon, vltimately, of inadequate rate structures, neces.
sitates 100 much rcliance on capital markets, particularly
for debt capital. 1f this condition exists when interest
coverage is alrcady under pressure, we fecl obligated to
take a2 more conscrvative stance with regard to rating,
pending satisfactory resolution of intermediate-term prob.
lems.

On the other band, even where there is a current low level
of interest coverage, we are inclined to a more positive
approach if the company’s financing requircments are of
a yeasonable size, all clse being equal, This is particularly:
true 4 the company reeently reccived reasonable rate relicf.
We till also take a pending rate incrcase application into
consideration, asstuning that the decision will be made
reasonably scon and that the regulators have a record
indicating they will be alert and responsive to the com-
pany’s necds.

So, as we have for many years stated, Moody’s concem
ix.not always the absolute Jevel of debt-protection measure.
ments at a given time, but rather the probable trend of
thote measurements. While there are, certainly, other
factors that influence debt quality, eapital requirements
and regulation have been predomfnant in recent years and
will remaln g0, Construction bndgets have been trimmed
considerably by many companices, and there are encouraging
signs from fome regulatory comnnissions. ‘The horrendons
problemr of 1974 are not likely to disappear, but their
magnitude should mederate. The clectric utility indusery
*still has a way to po before §t yegains part of what ic has
Jost in financial posture, but for now there are some ine

1977 period. ‘This is a heavy program relative to jnternal
cash generation and outside financings arc expected to cone
tinue to pressure the overall financial posinre of the coni-
pany. In view of the above, Moody's has reduced the ratings
on the company’s first mortgage bonds to Baa.

owa Electric Light & Power Company 4
T\&I relicf placed in effect in 1974 has proved in h/ écicn:
to halt dilution in interest coverage ratios, Meanwhile, addi-
tional accumulation of debt without injectio; c of equity
capital has resulted in a relatively high debt Aatio. In view
of this, Moody's is lowering the ratings on the company’s
first mortgage bonds to Baa {rom A and on its pollution

control revenue bonds to Ba from Baa. -
New Issues - I
Central {llinois Light Company
First Mtge. 9145, 3/1/2005
Amount Call Ofering emvmmmmn Y010 ememammem
Rating  (Mill) Price Price Current Maturity
Aa $25.0 ©110.00 100.75 9.18% 9.18%

mNonrclundab)c prior to 3/1/85, with debt st an Interest cost of

' lcss than $.23% annually: otherwise callalie as a whole or in pan

ny time on 30 days® notice at 1310.00 through 2/29/78; at 1019.66
!hrou;.'h 2/28/37, prenmnum decnuhu: 1either 317100 or 33/100) ane
nually thereafter (105.55 on 3/1/83) 1o 108 on 3/1/2001, Speeial re-
demption at 100,18 for the Hrt( ninc ycars, lower thercalier,

Detalis: Offcred on February 25 at 100.75 to yield 9.18%.
Winning bid, 99.677; cover per bond, $10.26; cost to com-
pany 9.28%. Other detalls in Boxp Survey, February 17,
1975, page 1619,

Oplinlons These high-grade bonds are satisfactorily priced

against-the sccondary market. .

Citizens Utilitics Company
First Mtge. & Coll. Tr. 8.30s, 3/1/85

Amount Call O110TINE w1 0] () § sommemee
Rating .(Mm.) Price Price Current Maturity
Aa $17.5 ©100 100 8.30% 8.30%

mnedeemnble only begianing 3/1/82 and at 3100 to .maturity.
Special redeimnption at 100,

Dotolls: Offcred on February 27 at 100 to yield 8.30%.
Price to company, 99.25; cost to company 8.41%. Other de-
tails in Bonn Sunvey, Febwuary 10, 1975, page 1631, |

oOpinlon: These bonds offer no special concession; sce
opinion under 8%4as, below,

Citizens Utilities Company
First Mtgc & Coll. Tr. 8%;s,3/1/2005

ount Call Offering e Yol R enmmacae
Rating (Mm ) Price Price Current Matannity
Aa $20.0 (D108.63 99.75 8.00% 8.00%

PRANEETY

IMNonrefundable prior (o 31780, with delit at an Interest cost of
Tuns thaw #aniey nnmnll'\ otherwise callable nn /o whiede or in part,
At any tinge ml KUY FPT 2N nmu-v- At JOXAY tuourh 7207760 K |l\\3)
hvouprh M7oXeIt: e ulu'rw-nim' (CHher 200008 or 307103 ane
nuatly ereafter Q07 )3 ey 37030 far BOk8 aont 07 8,5000, NpeCinl 1o
stemption (nnd 1or e opbesasl Mk Juiul) at 100,

botaliss OMffcred on Felwuary 27 at 99.75 to )'!vld #0055,
Price o conapany, Q0.875; cost o company KU1, iher
detalls I Bone Stavey, Febiary 10, 199, page l(-..l

Opinlon: An indine yicdd with no speclal appeal, Proceeds
from dsposition of cestaln proparty can be used 1o rederm

dipdtions emerping that sugpest at Jeast a degriee of stabili.
fatlon on the horizon, .

Ratings Reduced

¢ Carolina Pawer & Light Company

i - Despite $61.5 mitlion of rate seliel that waa In offect for these bonds at 300,

[ - id

. . Moody's Investors Service Ine,, Moody's Bond Survey,. March 3, 1975 pago.1557
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Public Utilities
New Offerings .

Portland General Electric Compzay
“First Mige. 10s, 4/1/82

Amouat Call Offering e LULL e
Rating (ML) Price Price Current Maturity
Baa $40.0 0110.00 100 10.00% 10.00%

———

MNonrefundadle prior to 4/1/60, with deht ot an Intercst cost of
Jess than 10.00% annually: otherwise eallabic a< a whole or In part,
at any Ume on S0 days® noticy, at 110.00 through 3/31/3C; at 10800
through 3/31/37; premium deereasing 20071000 anuually, thereafier
.to 100 on ¢/1/80. Xvo sinking fund,

Petolls: Offcred on April 3 at 100 to yicld 30.0%. Price to
company 98.70; cost to company 10.27%. Other detalls in
Bonp Survey, March 24, 1975, page 1468.

Oplnton: The offcring yicld appears sultable in the present
mgrkct considering quality and maturity of the bonds.

Gulf States Utilities CO}r:pany
First Mtge. 10s, 4/1/2005

. Amount Call Offering s Y | €] § e
Rating  (MiL) Prico Price Current Maturity
Aa $40.0 0110.0 100 10.009% 10.00%

{DNonrefundzable prior to ¢/1/80, with debt at an interest cost of
Jess than 30.007% annually; othcrwise calladblo as & whole or in gan
8t any ime or 10 aays’ nolicc at }i0.00 through 3/31/70: at 1004
through 3,31/37, premium deercasing (cither 33/100 or 33/109) ane
nually thercafier (106.25 on 4/1/20) 10 100 on 4/1/2004. Special re-
demption (anud for the oplional sinking fund) at 10,

Offcred on April 3, at 100 to yield 10.00%. Win.
, 99.28; cover per bond, $1.6G; cost to company
10.08£5. Other details in Bonp Suavry, March 17, 1975,

pinlon: In the current market, these high-grade bonds
pyovide 2 satisfactory return for longer-term investors.

Proposed New Issuves

Carolina Power & Light Company . . .

« « » has filed an S-7 registration statement covering $100
million of first mortgage bonds due April 15, 2005, to be
sold on or about Aprll 23 In a negotiated offering by a
syndicate headed by Merrill Lynch, Pierce, Fenner & -Smith;
Kidder Peabody & Co.; and Saloinon Brothers,

Quality & Roting: Mcdimm grade; provisional Baa. Although
projected construction outlays have been triimmed, future
financing requirements yemain hcavy, In view of this, con.
tinued pressure on debt protection measurements would
appear likely in the absence of {urtber and substantial
rate relief, ,

Form of Bond: New bonds will be registered Londs, Interest
will be payable semi-annually Aprll 15 and October 15,

Puipose: 'rocecds from sale of bonds will be used for gen.
cral corporate purposes including reduction of construction
Joans, which were about $111,745.000 on Feheuary 28,
1975, and which are expected (o be about §75 million at
thmia of sale of the new bonds.,

Construction & fnanclag: Canstruction projects are hudjeted
at about $1.1:12.2 million duving the years 1975, 107G and
1977, a seduction of abont S788 million from original plans,
About $343 million §s allocatedd to 1975, a reduction of about
$19:1 midllion from the prier estimate,

The-reduced paogram of expenditures §s the result of
yevised coerpy foreeasts nud the lack of capltal on reason.

able terms. These reductions climinated five generating
units that would have provided 4,890,000 kw, of capacity
and stretched out the In-service dates by about two years for
units which will have 1,620,000 kw. of capacity.

In addition to sales of bonds and preferred stock during
1974, the company raised $92 million fivm the sale and
leaseback of nuclear fuel and eleven twibine generaung
units. I'sior to the proposcd offering, 1975 financing in.
cluded $22.4 million of bonds at a private sale and public
sales of comumon stock for $56 million and preference stock
for $48 million, Later in 1975, an additioual sale of sccu-
rites is planncd to raise another $50 million.

To issuc additional preferred stock, gross jncome after
depreciation and taxes shall e equal to 1.5 times the sum
of annual interest charges and pro forma preferred dividend
requirements, Such ratio at February 26, 1975, was 1.48
and at March 20, 1975, it was 1.51. As of February 28, 1975,
about $440 million of honds could be issucd on the basis of
property additions, but only §291 million on the basis of
camnings, which reflect $22 million of defurred fuel costs
and about $35.3 milllon of revenues collected subject to ° .
possible rcfund.

Interest Protoctiont Annual interest requirements on Sl ,
159,231,000 of long-term dcbt to be outstuanding on com-
pletion of current financing arc estimated at $885,779,000
with the newe bonds at an assumed rate of 10% and long. “
tenm notes at 9%2% . Eamings balances consist of operating
income to which have been added zall Federal (and State)
taxes (charged and deferred) relating to income, allowance
for construction funds, and the net of other incomne and
deductions. No adjustment wwas made for restals, swhich, the
company states, are not material in amount,

1918 1074 9T 1812 1971 1970
Times e3ned ccneereess 182 168 1% 1371 087 - 001
TACIUL] COVETaATE sreeee 1SS 282  23¢ 290 2350 225

{Twelve months ended February 23, T At oullined In the pro.
spectus: for the ratioas, carnings consisl of nel incorie plus mnetme
1axes end {ixed charges: fined charges censist of interest charpes
pius an Impuled fnterest fuctor portion of rentpls. [).Compan,
estimatcs pro forma at 1.54 thines, assunung an interest rate of 10%
on the new bonds.

Call Foature: Nonrefundable at lower interest cost prior to
April 15, 1985; otherwise callable at prices to be supplicd
by amendment.

Secutlry: New bonds and all those outstanding or to be
Sssucd will be secured by a first mortgage lien on all prep.
exties now owned or herecafter acquired, subject to minor
exceptions, Additional bonds may be gencrally issued on the
basis of: (a) 70% of nct property additions; (b) retirement
of bonds or prior Jicn bonds; (¢) deposit of cash, With cer-
tain exceptions in the casce of (b)), carnings, hefore income
taxes, must cqual two thues pro formia interest charges, or
cqual 30% of all honds and privr liens to be outstanding. .

Improvement Fuad: As to cach outstanding scrics of Londs,
payment s required of % of 317% of the preatest amount
of bonds outstanding prior to payment date, payable in
cash, bonds or property additionx at 7075 (1005 in the
case of 1997 and subiseguent series bonds), Requircments
may be anticipated, Requirement on bonds issued prior to
the 1097 serjes is 100, The mewtgg:e may be mnended, withe
out consent of the 1097 and subsequent hondholders, to
climinate the improvement fund requivements, The Ine
denture also makes provision for a maintenance and e .
placement fund. .

Bustanssr Flectrle service §s provided In portions of North
Caralina and South Cavlina. At February 28, 1975, clectrde

Moody's Investors Service, Inc., Moody's Bond Survey, April 7, 1975, page 1411,
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service was belng furnished to 643,520 general business
customers and t0°54 resale customers, During the 12 months
ended February 28, 1975, 34.7% of operatiny revenucs, ex-
cluding non-terrftorial sales, was derived from residential
sales; 29.9% fruin Industrial sales; 19.6% from commerclal
sales; and 15.8% from other sources. Approximately 84%
was derived In North Carolina, and 16% in South Carolina.
Gencrating facilitics have *a sununer capability of 4,
058,000 kw., of which 665,000 kw. is nuclear, 2,665,000 kw.
uses only coal as 2 fucl, and the remaining 728,000 kw. can
use coal, oll, or gas interchangcably. Two 821,000-kw.
nuclear units, under construction at a combined cost of
about §708 million, are expected to be completed in 1975
and 1976, In 1978, thc company cxpects to complete a
720,000-kw. fossil-fueled plant. As to the projected 3,
800,000-kw. nuclear plant 10 go onstream in the 1980s at
an esthnated cost of more than $2.1 bLillion, the NRC has
asked for additional information on the financial qualifica.
tions of the company as well as 2 nced for the plant. Cur.
rently the company estimates that 73.3% of 1975 power
will be penerated using coal as 2 fue), 22.5% will be
nuclear, 2.6% hydro, and 1,6% Number 2 fuel ofl.
The company Is regulated by the PUCs of North and
Bouth Carolina, the NRC, the FPC, and environmental
agencies. During 1971 and 1972, rate increases were
granted for a total of $60.9 million. Higher rates collected
"on an interim basis were made permanent during January
1875, adding about $61.5 million to revenucs annually.
Operating income for twelve months ended February
28, 1975, was equal to 4.07% of period-end net plant, work
in progress, and net nuclear fuel. .
Copltalization: As of Fcbruary 28, 1975, and pro forma as-
suming repayment of short-term debt from the March sale
of preference stock and the propoted issue of bonds, but
without adjustinent for capltalizing any portion of actual
.xentals paid:

Actual ProTorms
(000) % (000) %

Short-term debt .. $111,745 52
Bonds .....00s. 1,009,030 472 $1,109,030 51.0
@®Other long-term. 50,201 2.4 50,201 2.3
Totsl debt ...... $1,170,876 54.8 $1,159231 533
Preferred stock .. 288,118 135 258,118 '13.3
Prefcrence stock . 47,900 2.2
DCommon & sumplus 621,475 290 621,475 28.6
Def. tax, & fnv, cv, 57,298 2.7 57,288 2.6

Total capital .. $2,1?7,867 100.0 §$2,174,022 100.0

Mincludes £50,000000 bank loan due 7/21/78 [POutstanding at
27,802,202 shiares of ho-par-value common s1ock.

Lone Star Gas Company . . .

« « « has filed an S§-7 regisiration statement coverin
mfllion sinking fund debentures due April 15, 2000, to be
sold in a negotiated offering April 21 through a syndicate
headed by Salomon Bmthers, and Goldman Sachs & Co.
(sce page 1416 for proposed preferred stoek offering).

Quality & Ratlng: Upper medium grade; provisional A. Non-
utllity camings have eanpanded shaiply over the past few
years and now aceount for a substantial portion of con.
solfdated income, Meanwhile, the averall financial poshijon
of the compauy hias been reasonably stable and debt pro-
tection measuraments are at satisfactory Jevels,

Forrm Debientunes will be delivered In fully registered form,
M denaninations of $1,000 aud mntiples thercof, lnterest

Mbe payable seml-annually on Aprdl 35 and October 15 in

cach year, Application will be made for a NYSE Jisting. TN

Purpose; Procceds from the sale of debeuntures and $40 P
million of preferred stock (400,000 shares) will be used to
repay bank loans maturing in 1975 and 1976 and 1o reduce
commercial paper debt, When proceeds are reccived, it is

-estimated that commercial paper outstanding will amount

to §36,000,000, bank loans $25,000,000, and cuzrent ma-
turities of Jong-term debt $40,423,474,

Interest Protection: Assuming the same interest rate of
$%: 9 as used in the prospectus for the new debentures, and
using 7% % for Joans duc in 1979, total annual intercst

- requirements .on $445,757,000 of long-term debt to be out-

standing on completion of current financing (sce Capitaliza-
tion) are estimated at $32,088,000. Pre.income-tax gross
eaming balances include allowance for construction funds
with no adjustmment for any rentals which, for example; *
amounted to §2,482,792 in 1974. Discount on reacquired
debt was excluded from earnings.

a

. WD 2 e e
TIMes e2MNed ceccrcccanconsnneen 3.35 212 1.87 1.57 198
JIACIUAL COVETACE eaanvnmsncevees [LI0F 2,66 68  4)) €82

MDAs outlined Jn the prospoctus: earnings balances are the samoe
a3 stated above and Include rentals as defined under fixed charges?
{ixed charges include snterest, amortization of debt discount and
expensc, and the portlon of rentals representative .of the futerest
tactor. QUPro forma would be 3.07 with new bonds at ¥4 5. .

Colf fecature: Nonrcfundable at 2 Jower interest cost prior
to April 15, 1980; otherwise callable at prices to be supplied
by amendment.

Sinking Fund: Sufficient to rctire $2,250,000 principal
amount annually commencing April 18, 1980, calculated to “
xctire 75% of the debentures prior to maturlty. Company soad
may make payminents in advance but not §n an amount ex-
cceding the annual requirement. Such advanees may be used
as credits In subscquent years. Unused advances may not
accumulate. Payments may be made in cash or new deben.
tfures. *

Security: The debentures will be unsecured obligations of *
the company protected by a negatlve pledge clause, dividend, .
and other restrictions. On a pro forma basis, totnl Jong term -
debt will be cqual to 55.8% of net plant, work-in-progress, *
and investinent as of December 31, 1974,

‘The ndenture contains provisions restricting company or
subsidiaries from increcasing funded indeltedness, and the
company from certain fransactions fn subsidiary stock, fund-
ed debt, or property. .

Buslness: Lone Star Gas Company §s an integrated natural .

% transmission and distrfbution company. 1t owns and
perates transinission and gathering lines, storage reservolrs,
distribution systems, and related facilitics. Natural gas §s
served to about 1,090,000 customiers §n portions of Fexas
and Oklahoma.

Througlt wholly evvned subsidiarics, the company s on-
gaged In: (1) cxploring, developing, and marketingg oil and
natural gag; (2) transmission of watural gas; (3) manu-
facture and marketing of fertitizer, and plastic pipe; (4)
providing oft and gas fiekd services; (5) providing heating
and coolhiy acrvive lockirge compleaes as universitiex and
medienl centers,

Utility gas provided 66G.9% of consolidated operating rev.
enue for 1979, peirolenm eaplotion nnd production 19.3%
chemteals and chemical produets 124%, other sxales 1.4%., ')i

Throngh a subxidiary, company-owned production was
00,057 el cor about 19.64% of the H05,512 nanel, sold in
1974, Purchases from other producers snounted to 412,378

Bond Survey, April 7, 1975, page 1412,

Moody's Investors Scrvice, Inc., Moody's
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1340 « Moody's Bond Survey . April 28, 1975
Atlantic City Electric Company . Lone Star Gas Company s

Flrst Mtge. 94s, 5/1/83 S.F. Debenture lo%s, 4/15/2000 1
Rating QW?‘ Xs:l":lclo og'e 'cl: ¢ Cutrentyukl{lnmrllr Nating ﬁ'"“-) T":;;l‘l" ' O;!:lrcig ¢ mrrenlymghz-mtr
As_ $350 010025 100 9.25% 9256 A $60.0 0110625 100  10.625% 10625%

n‘NonrdundAbl\- ptior to 3/1/80, wilth deht at an iInterestecost of
)m n .322¢5 annually; otherwise callable as a whole of in part,
at nny llmc on 3 days’ potice, at 109.35 throurh 4/0/3C: at 105,71
through 4/20/13; prenvum decressing (either 354/1,000 of 155/1,000
annually thereafter (20195 on /178 to 100 on 3/1/3). No sinking
tund. Special redunption at 100, Nole: This issuc was postponcd
from previously scheduled date of March 18,

Detoila; Offered on April 22 at 100 to yield 9.25%. Price
to company, 99.175; cost to company 9.40%. Otber detalls
in BownD Sunvey, March 31, 1875, page 1558.

Oplalom The bonds arc reasonably priced for hold-t
moaturity income investment.

rolina Power & Light Company
First Mtge. 11s, 4/15/84 .

. Amount calt Offering i Yield
Rating  (MilL) Price Price Current Maturity
Baa $100.0 0110.75 $9.75 11.03% 11.04%

mNonrdundnble prior to </15/62, with debt at an interest cost of
Jess than 1129245, annually: otherwasescallable th whole or in parl.
at any Uine on 30 days’ notice, at 100.7§ through mmc. at l 3.22
through €/14/7%; prenyum decreasing (either 13371000 or 3154/31000)
an:u:‘lllroomeruncr 10 1W from 4/15/e2 0 maturity, Specul redemp-
o 3

- Dotalis: Offcred on April 24 at 99.75 to yield 11.04%.
Price to company, 98.65; cost to company 11.24%. Other
details In Bond SurvEY, April 7, 1975, page 1411,
Opialon: The yleld provided on these bonds §s realiste
der present condmons.

Cleveland Eléctric lllummatmg Company

F'rst Mtge. 8.85s, 5/1/83
Reune ORGPt OPSe aomonYhene
Aa $50.0 {0100 100 8.85% 8.85%

DRcdeemadlo only begianing $/1/50 at 160 to maturity, No sinke
ing fung. '

.
H

Deralls: Offcred on April 24 at 100 to yicld 8.85%. Price
to company, 99.25; cost to company 8.98%. Otber details
in Bonp Survey, March 24, 1975, page 1468,

Oplnlon; This shorter dated issue is appropriately priced.

Cleveland Electric Hluminating Company
Fzrst Mtge., 9.85s, 5/1/2010

unt Call Ottering s Y 0 § e
Rating mm.) Price Price Current Matuelty
Aa $100.0 [0109.85 100 9.85% 9.85¢%

(-lNo-\rﬂund\blo prior to $/1/85, with debt at an interest cost of
Joas than 99195 annuatlyl otherwine caliable as a whole or in part,
at any thme on 30 days® notice, At 102,00 through 3230056 ot 10),53
throngh £20/72; preanuam dcrn-ndm. feither 33400 or X3/504) n-
nually thereafier (10646 vn $71783) 10 100 trein $73/2008 to maturity,
No stnking fund.

Detcilsr Offcred on Aprll 24 at 100 to yicld 9.85%., P:Ice
to Company, 99.125; cost to company 9.94%. Other details
in Nlonp Sunvny, M.uch 24, 1075, paye 1169,

Oplnlon: Thix Issue |\m\ldcs an fanline yield in the pres.
ent snacket for long-tenm bonda, .

.

Joss than 10.623¢
ot any time on -'I daxs® natice, at
throuh $/14,51: prennum deer

n‘Nanrclundwblc prior to ¢/15/39, with delt st an !-'ncd cral of
annually! othetwine eallabic as a Wi, sl o I Dart,
0.555 thtunch 3030 365 at 229,383
¢ refther 44 109 e IN°305) ane
nually theecafter (US4 on 401538 1o ..w v 23098, AL LV Se2 the

sinking fund beginning Apeil 15, 1933 and apausily therealier,

Dotalls: Offcred on April 25 at 160 to yield 10.625%%.
Price to company, 99.125; cost to company 10,73, Cther
detalls in Bonn Sunvry, April 7, 1975, page 1512,

Oplnlon: Pricing does not orfcr any concessicn in the cure

rent market for A.rated gas uiilicy companies: however, it
provides an adcquate return for investors sesking lecager

term investment. ) .

-

Philadelphia Electric Company

First & Refunding Mige. 115455, 4/15/2000
Rating ’}2}?3')“ Isr.l‘clc ogeggz <h.n'rc.'.(Yl lgu'.uruy
A- $65.0 @0112.70 101 115195 11, 30¢%

m‘\onrdundable prlor to 4715787, with debt at an "ueru( ciet of
lu 13,50 annusll A otherw! [ c\..ab 2 AS A W2 .3ie or L '- 2%

ln) !.me on 30 days® notice a% 112.7) l‘rol..\ 4 IEeve an o200
(hrcu: $33/35, preniun Ceeresiinig toither 52°103 of £3/1L5% sha
?uaAly Ltercafier (110.00 on ulw..; t¢ 107 on &/38,i) No sizxing
ung.

Detalls: Offered on April 23 a. 101 to ¥ield 11.%0%.
Winning bid, 99.35; cover per bond, 511.55; cost to come
pany, 11.71%. Other details in Boxp SURVEY, April 7, 1975,

H"

page 1414.

Opiniont This issue provides 2 sultzble yield in the cur.

nt market, w

Transok Pipe Line Company
First Mtge. Pipe Line 9s, 11/1/80
1 ffoss e Y € i
Rating mm.) ,ﬁ,‘“'. om:::‘ curn.-.tx dur.um:'
A $12.0 £109.00 120 9.00% $.00%
mhovetunmb)e prior to $/1/80, wits ¢ebt at an iatesest ¢3st ¢?
Jess than 9.23% annually; otherwie ci:lat.e as 3 wide or = pars
at any ume on 30 days® notice a3 10379 tRrough ¢ 3032 al 107,35
throush 4,30/77. preniium cecresiing <8 2600 annually theseafies
to 10D on u/x/’s. No sinking fund,

Detollsr Offcred on April 22 at 100 1o Fleld 9.5%, Win.
ning bid, 99.056; cover per bond,
8.22%. Other detalls in Boxp Sunvey, April 7,
1413. v

Opialonr The issue, nonrefundatle prior to maturity and
with no sinking fund applicable, affords a“sstisfactory re-
turn for investors Interested in shonter term bonds,

Proposed New Issues

Chesapeake & Potomac Telephonce Co. of VWest .
Virginia . . .

« « « has filed an S.9 repisiration statement covering $79
million of dcbentures due May 15, 2015, to be sofd 25 co=.
petitive bidding on May 13, .

Quollty & Roting: I'rite qualiiy; provisional rating Aaa.

Form of Dobenture:r "Ihe new dchr ntizres will be jouaed only
as vegistercd debentures, In denonanstions and inuhtiples of
§$L000, Interest will be payable seiannually on May 19
and November 15 to holders resgdstescd on Aprnil 20 or Os-
tober 31 prioe to date of payment. Application will be made
to lst the debentures on the NYSE.

1975, page

«

¢ Moody's Invesﬁtors Sexrvice, Inc., Moody's Boné Survey, April 28, 1975, page 1340.
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price ranpc, and many older humes along the tiverfront arc valued in
. excess of $60,000, .

City financial operations since inception havé been good. During
1974, on totad revenuca of $2,397,006, the city showed a cursent ycat
surplus of $111,60). At the cluse of the fiseal year, cash and invest.
ments totaled $963,322, while current liabilitics amounted to only

countiag for approximaicly one third of total revenues: state revenue

[ T

: [ oy °°
) 1L . .
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. Saae

for strect and city hall projects. Debt xeevice on the cily's short term
aotcs was only 7.6% of capenditurcs,

Although much of Cape Coral remains undeveloped and GAC Core
porativa still has a sulntantial impact on the city, avcounting for 12%
of property tax teceipts ditectly and about 8% inditectly through pay.
meats provited Ly GAC leasces, the vity has upetated in 3 mare t) in
satisfactory fashion to this point. Development has loen eatensive 1n
onc part of the cily, and with regard (o homes in the 340,000 class has
been of better than avesage character. While proposed weaice and
sewer rates ore high, and thus difficult to increase further, the bonds

l $225,384. Property taxcs ~vere the larpest sinple sevenue source, ac.

shating was unothee 19% of revenues: and revenues from a chasge should be ot leust SU% selfesupporting initlolly and become more 3o as

assessed against vacant lotholders for ing and mainlenang ¢ growth continues. Even s, the 1av rate will remoin moderate. Weare
[ contributed wnother 10%, On the expense side, more than 20% of all therefore assigning our “RUB™ medium grode rating 1o 1the generdl
moneys were expended on capital lems and improvements, primarily obligotion bonds of Cape Corel, Mlorida, H

HAS A NEW LEVEL BEEN REACHED? .

: Following several weeks of steady price erosion, prices in the corporate bond sector
turned moderately higher last week. Short covering by traders’and the successful sale .
o of several atiractively priced new issucs aided the advance. The week's major offerings
included o dual offering of $75.000,000 Notcs and Debentures by Warner Lambert Co.,
priced 1o yicld §.30% in ten ycars and 8.93% in tweaty five years, respectively. Both
Issues of this AAA company were well received, as were the $75,000,000 of Asian De- '
- ’ veloprient Bank five-year notes, which were priced to yicld 8.75%. -
[
After increasing at a record pace, yiclds appear (o have reached a level where pur- . .
chasers are willing to commit some long-term funds 10 the market. Underwriters, !
. some of whom have sustained large losses on both new issue and secondary issues, are :
) taking a somewhat more cautlous approach, and a new working level has been attained. ¢
However, the market is still extremely concerned about i1he level of corporate and - ;
'D goverament fiuancing and fear of a resurgence of inflation once the econoniic recovery -~ > H
, / ets underway, Therefore, investors are advised to maintain a cautious approach ’
i toward new comminments. - ’
1 Corporate Analyses and Briefs ;
. » »
{ CAROLINA POWER & LIGHT COMPANY units of the Shearon Harris Nuclear Power Plant by approximately
135 years and the fourth unit by (wo years and the two year deferral of
. Offering First Morigage Bonds m’z 720,000 ks coal ired Roxboro Unit No4, ’
. n April 23 an underwriting syndicate headed by Mereill Lynch, In Jsnuary 1975 the company issucd $22,350,000 of first mortgage
. Picree, Fenner & Smith, Kidder, Peabody & Co. and Salomon bonds privately and sold publicly 4,000,000 shares of common stock
. % Brothets will offes £100.000.000 Catulina Power & Light Company for $56,000,000, and in March 1975 the company sold publicly 2,000,
{. Fitst Mortgage Honds, due April 15, 2005, The offering vill afford 000 shares of preference stock for $47,900,000, The company
. . protection against lower-interest-cost refunding vnlil 1988, Procecds presently estimates that it will nced additionally appronimatcly $30.
from the offering will be used for general corparate purposes including 000,000 of the funds requited for the 1975 consisuction progeam from
N the toduction of short-term borrowings incurecd primarily for the longteem sourecs and will issue securitics later in 1975, the type,
s construction of acw facilitics. Such short-teem barrowings totaled ap- amount and timing; of which will depend wpoa market ennditions and
- proximately $111,743.000 at Febtuary 28, 1975, and are expected fo the nceds of the company, For further information concerning the
appreimate $75,000,000 immediatcly prior to the delivery of the new operations of Coroling Power & Light Company, includmg recent rate
bonds, ' incrense applications, please consslt the Fived Income Investor daicd
Consteuction expenditures are expected to approximate $342,600, March 8, 1975,
. 000 in 1978 and 330,100,000 in the period 197677, In March and >
- ] 7 ilur:,c I974c.d|h(l-' ﬂ\mp;;n).-; cun'.slru-:llinnsg‘rn'i;:::\;x\'nrx m::;;:d in‘; —r \'.'.:;‘»-d‘dil:;-;vnlv:: ;“I " \
sding  reductione of approaimatcely  I¥6,000, o an ° [}
nmofimalrlySlSl.!\’):!_(lt';:‘rm 19758, z)n Decembes S, 1974, the come m: :.«m.::‘(.l‘lll':l’:.-.-:-::: ’:;;; ‘:;:* ,;;:: ‘7?;;; ,:;: ;
pany’s construction program was futther reducad so that the agpre. i Chasge Comerape I
- rate mluclio_n is appinimately STES, 000,000 for the years 1978 77, ° e N o ST S i
These teductions werw caused by tevised encepy farevaste amd the fack k:‘l';:.?:\.:‘-f.'......_........_._................... ;ﬁ :i‘: ;: :: ;3 i
of :.‘J]‘ll.ll on reasonable termys, 'lhr_»r wductions anclude the clin- 17 eomamihs taked 1wty 34, 1
¢ LR natien of five proposcd new penctating units whivh woulld have pao- |
-) vided on additional 130,000 bw of pencrating vapacity: the deferral ASSET PROVECTION: Pro fooma longsteem deti of $1,186,420. i
- - of cach of the firat 3 of the 4 proposed YOOXK) kw nuclear fucled 654 is all finst moripape debit eacept for $ML20047X of nates payable, :
’ Apeil 12, 1978 .o Page 743 ‘
. i
l_o, Standard & Poor's Corporation, The Fixed Income Investor, April 12, 1975, page 743.

.

“ em e

A “ e ‘s v aa . . v o .

| | | |

CRY s s e temme ) —

69 ®%ay -

et r——— ey

*



v
. .

. - . PUNCIA LU PO S TP LN 7 S 2
f Motigage Ocbt is secured by » Grst lien on all of the present properties
of the company, suhject 1o certuin caceplivng, This issue will als be

entitled 1o Improvement and Maintenance and Replacement Funds,
In sddition, if, duting any §2-tnonth period, property it disposed of

3 by ordee of or to any povernments) authunty, resulling in the reecipt
) of $10,000,000 or mure as procecds thercfor, the conipany must apply
such proceads 1o the retitement of boads, Pro forma mortpage debt
will equal 54.6% and total Yebt 56.9% of nct plant, Total debt will
o cqual 54.7% of capitalization, Dased on she stabilization of fixed

chorge ond pending rate relicf, we have maintained ovr “A* raring on
the First Marigage bonds of Carulina Power & Light.

PHILADELPHIA ELECTRIC COMPANY

Offering 365 Million Bonds

{ @n April 23, 1975, Philadeiphia Electric Company plans to offer at

competitive bidding 365,000,000 of First & Refunding
Mortgage Bonds, duc April 15, 2000, Also, on or about April 22,
1973, the company plans 10 sell 4,000,000 shares of conimon stock
(apptoximately $48,000,000) through underwriters headed by Drexel
Butnham & Co, and The First Boston Corporation. The sales of the
new bonds and additional common stock are scparate transactions,
and neither is contingent upon the othet, The new bonds will be
protected against lower-interest-cost rcfunding prioe to April 1§,
1980. The nct proceeds from bath sales will be applied to the partial
paymeat of short-term debt incutred for interim financing of the come
pany's consteuction program, Such shott-term debi was $)01 milion
on March 21, 1975.

Capital requirements for 1975 ate estimated at $502 million, of
which S410 million is for construction expenditutes and $92 million
for. bond maturitics and sinking funds, Of these requitcments, about
S145 million is expeciced to be supplicd from internal sources and the
remainder from the sale of debt and cquity secutities and the use of
short-term debt, Totaf capital requirements for the years 1975-78 are
estimated at about $2.3 billion, consisting of about $2.1 billion for
construction and S231 million for sinking fund paynients and bond
matutities. The company estimates that approximately $350 million,
or 36% of these capital requirements, will be obtained from internal
sources and that approximately ST.5 billion, ot 64%, will be obtained
through the sale of debt and equity sccuritics, subject, however, to

’ certain earnings test restrictions in the company’s morigage bond in-
denture and other considerations,

Philadelphia Electric provides clectric, gas and steam service in
southeasiern Pennsylvania, and subsidiarics provide electric service in
two countics in northeastern Maryland, The total area served by the
company and subsidiatics covers 2,475 square miles. Approximately
95% of this area is in the suburbs around Philadelphia and §% within
the city limits. The populativn of the area is about 3,900,000, includiag
1,950,000 in the City of Phitadelphia, Electric service provided 89.2%
of operating income for the yeae 1974, and gas and steam provided the
balance.

During 1974, duc to the national energy crisis, the company
experienced some curlailments in its contracted fucl deliverics from
suppliers and substantial increases in the prices of afl fos«il fucls, The
company s continuing to supply its customicrs® full clectric require.
ments at present but is unabdle to prafict what impact fucl shortages
and pricc incrcases muay have on its future opecations, Subject to the
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pacity, 1% frum internul combustion amd 22% from the Pennsyl-
vatia.New Jessey-Maryland Inteeconncction (IM). The company is
unabhlc to peedict the cllect that fuel prollems of vther members of the
PIM may have vn the avadabidity of purchased clectric encrpy (tom
that soutce. Provided that present FEA allucation pulicies are not
materially changed, the cumpany capects that its ol deliveries
through the cemainder uf 1975 will mect its projected reyuirements,

O

he company had a cval inventory vn hand at the end of January
1975 of approximatcly 618,000 tons, which represents approvimately
2 98.day supply for the Philadelphia sctvice arca vaits cutrently
butning coal. In additivn to shortages of new gas supplics, the com-
pany is capericncing cuctaifment of Jeliverics under existing vontracts
from its pipcline supplices, The current levels of pipcline cuttailinents,
cumbiacd with reduced ddiverics of propanc, resulled ia the cure
tallment of firm contract gas to four major industrial customers be-
ginning carly in January 1975, Delivcrics to intctruptibic gas cuse
tomers were discontlinued on Scptember 3, 1974, A IPUC order
presently in effect provides that no public utility uader its jurisdiction
may accept any additional gas sales conunitments unless it can be
shown that its gas supplics are sullicient to mect the future cequite.
ments of its existing customers, Based oa present and anticipated
tevels of curtailed deliveries from supplices, the company can make no
commitments of additional gas 1o any existing cuslomets nor accept
any new customers, The company docs not expect supplics (o improve
appreciably in the immediate future, not is there any assurance thal
deliverics 1o it may not be further curtailed.

The company is regulated by the Penasylvania PUC and the FPC.
On January 31, 1974, the company filed with the PUC for a $136
million inctease in electric tates for all classes of customers to be-
come cflective in three parts. The PUC permitied the fizst part, which
increased annusl revenves by approximately $24 million, to go into
effect on April 1, 1974, subject 10 possible refund with interest, The re-

maindet of the requested $136 million rate inceeasc was suspended for ‘/3
"

the maximum statutory petiod. until December 31, 1974, Oa Sanvary

f. 1925, the $T12 million suspended rate increase became cllective by
operation of law, subject to possidle refund with interest upon
issvance of the fina) order. On March 25, 1975, the PUC announced

its final decision approving 3 rate increase of $105 million, The com.

pany estimates that excess revenve collected from Janvary 1, 1975, .
through March 31, 1975, will amount to $5.8 million, which will be .
tefunded to customers with interest,

« .
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Hiz0d Charpe Coverage - . .

AL oMt T4t e wm 236 > k3 -
bef, Coaste, Cr. 1.4 EA (] 184 2 136
Bef, Jacome Tares W2 282 29 % 233

ASSET PROTLCTION: These new bonds will be secured equally
snd ratably with $1,473,500,000 other first morigage bonds aow
outstanding by 3 direct first mortpage licn on substantially all of the
company's property. These is also $315,212,000 other long-term debt
outstanding, Following this dual financing, mortgage debt will equal
45.2% of act utility plant, while tolal Iongterm debt will represent
$4.4%. The Jong-term debt to capitalization satio will be $3.5%, The
company’s fived charge coverane hut declined 10 o substandund level

. availability of the various types of fucls and to other continpencics be- Jor the presenily assicned ratng: category, However, recently granted )
yond the company's conttol, the company's clectric ovtput far 1975 is rate relief should lead 10 some improvement in financiol parameters in
: expected to bie obtaincd from the foltowing sovrees: 215 from ailofired the future, Accordingly, we ace presenidy maintaining oue A" rating Vs
pencration, 19% (1om scrvive area coalfired geaceation, 15% from on Phladelphia Elecirie’s First and Refunding Moriguge flonds and ¢ >
- mine-mouth gencration,s 18% from nuclear capacity, 3% from hydro have rated this lszue "' A" *
( Page 744 ’ FIXED INCOME INVESTOR | .
i * . . ;
L. . Standard & Poor's Corporation, The Fixed Income Investor, April 12, 1975, page 744,
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(. ! RECENT CORPORATE OFFERINGS
*Sale Oual. Amvont . Orig. Yickd " Celt Comment 90 Reviewsd
Dete Rotieg MLS | I Price % Frot C/N Priclag Oa Poge
i , s AAA 2000 Sewth Cestral Refl Telrphooe Co. 1] ‘93 NC-30; 100 N Adenote ™
HI . Debentores, 47172010 .
{ 418 AAA 100.0 So;‘lh (.'f:l;ln;‘lkll"l clcphone Co. 100 2 NC-30; 10767 N Ne Cooceriicn k12
| oles, 5
B 415 BBBY  100.0  WibismsComprnies 100 125 NCSIL 10 “N  Sstikartory 762
Netes, 4/1/19%3
— . s AA s Oresapeske & Ubio Raltway 7.25-%.10 NC [+ Adequate
1 lqup.'l’nnl 5.3/4, \[l/l"l‘-” .
! 418 AA 3.0 Sowthera Indinans Gos & Flectrie Co. 1% 2220 NC-32; 100 N Adequste 762
First Mn(:ngt.‘[l[l”’ -
19 415 BBB 50.0 The Reoger € 9425 94 NG 100 N No Coscession 7%0
Nolr\ 9~7II. 4/!5/"” . '
<4/16 AA 0.0 Nerih Viinerns Gas Co. 100 E T NR-31; 100 [ Adequste «76%
- Fwrst Mige., 4/2/198) .
f - 487 BEB 0 Uaited Telecommunicarions foc, 30 .. NR3S; 10558 N Attractiee 781
! Debestores. €/15/2000 -
{ . 4/!7' AAA €0.0 So&tl; Nl(oonh 463 Chernins de 100 %128 NC . N Sathalactory e )
 Castaateed Notes, 4/15/1930 . s
. 417 A 1008 United Alreratt Corp. ”3 298 NR&S; 104533 N Satsdactery t 2]
.- - S.F, Debentores 9-7/8,4/15/2000
- 417 A 3008 lb;‘l:'d A;lt‘l;'l;ﬁo;{s. ”xs 91 NC-33;100 N Sailslactory 231
* 220 S
. Liiyg AR 00 OYhoms Gas & Flectric Co. « 100 945 NR30; . N. - Rk 76
- Pte.Stock ($103par) .
417 A 0.0 Hatsce Corp .38 250 NR-3S; 104.812 N Saldsctery n *
S.¥F. anncn 9-7/8,4/1 /2000
r 41 AA 150 Nerfolh & Westcrn Rodway Co. 150518 NC [ 4 Adequste
Eqaip. Trust 9, 5[![!976—90
an BB £90 Appslachisa Power C 10068 118 NR-S80; 10097 [ Neo Coscrrrion 45
. Fiest Mrge, 3101/8, 4[3/198)
4122 AA 120 Tramsok Pipe Live Co, 3100 4 NR30; C Satidactery <
First Mips. Ptpe lm."llllm > .
- 422 A As0 AUsatic City Fectric Co, 10 228 NR-20; 10188 N Ne Concestion !l
First Mltc.. S/171983 . . P
44 AA * 1000 lagetsoll Rasd lne. ”.7 K3 NC£2; N Abrquste 4
Nolu l-)/l. £7111988 .
L. [pA) B %0 Occidents] Petrolrue Corp, 10.0 NC-30; N — kS
Cuta. Pd. St & War. (o Pur, Cotn. (S1 pur) ' x
423 €50 Palladelphla Blectric Co. 115 NR-34; [ Cood %
~ Flest & Rel. AMuge, 11-5/3,4/15/2000
{ 4734 AA 300.9 Oﬁ:luhl‘ Dmsv;ri ;lzl;:lnnnn: Ce, 100 b 3 34 NR-80; N Saddactory ™
o NMize.,
i aqu AA 5.0 Qlevetand Electric Diwminatiag Co. . 1™ 335 NC3; ‘N R
AN / Flest Mtge., $/1/1983 L —
> (1] A 1000 Carslias Vower & um Co. 775 104 NRLS; . N Adequate 10
v . 1338 Mgt 4/157)984 N
P U B 0.0 Houston OB & Minerals Corp. 100 [&] Noae N Adequate 11
] Cone, Sob, Debentuces 371571995
' U A 150 Geners] Telephone Co. of the Midwest . §00 1058  NRES: N Attractire k14
{ Curn. ['fe. Stock (no pst) .
428 A 6.0 Loece Star Gos Co, 100 30628 NR-30; N Satislactory 146
S.F. Debentures, £/15/2000 . «
4128 A £0.0 Looe Star Gas Ce, . 100 102 NR-80; N Adeguats k{4
Cura. 1'14.StL. {s0 pot) .
428 A Q0 Sovthesst Realing Corp. 100 108 NC32; N Attrscibve 769
) . Notes, 41571983 . .

gencral rate relief, These interint incresses are needed 1o meet the in-
terest coverage requirements of the company®s debenturcindenture.

During 1974 and the later part of 1973, San Dicgo G&E
cxpetienced lowcer fuel ol requirements than anticipated as a result of
increased availability of lower cost hydroelcettic power from the
Pacific Northuest, customer enerpy curtilnient and warm weather,
Therefore, some of the undelivered fucl oil alrcady contracted for was
in cxcess in cursent needs and storage capacity, This oil was sold st a
profit, thus dvoiding the need to take the oil under takc.or-pay
contracts and reject less expemaive matueal gas and  surplus
hydroclectric power. No such sales have occursed during 1973, and
none arc currently expected.
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. . LU LU PV, S, RS FA 1S 2 23) 240
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Ref. fnc, Tones . L 215 o 23 3.6

ASSET PROVECTION: Pro forma longterm debt ($1.4% of ¢a)-
taliznation) will consist of SATMD,000 lirst marigape bonds, $22,8%7.
000 “sinking fuad dehentures and 51,656,000 vthee longederm debt,

Apiil 26, 1978 ’

. .

*

Morigage debt constituies a valid first icn upon all property and fran.
chises owned by the company, subject 10 permitted exceptions, These
$40,000,000 bonds will also he entitled to & maintenance fund. Pro
forma mortpape debt will equal $1.3% and total deht 55.2% of net
plant. Based on the leveling off of fixed charge coveroge at a satisface
tory level, we ore niginivining onr “A" rating on the first morigage
boads of San Dicgo Gas & Heetric Company.

SYBRON CORIPORATION
Ten-Year Notes Offcred

o carly May, Sybron Corporation plans to offer $15,000,000 in
Notes duc April 1, 1958, The notes are protectad against lowerine
terestecust sefunding priot 1o Apel 1, 1988, The company intends to
use approximately $15,000.00 of the net procecds from the sale of
the notes 1o sepay the eutstanding, indehiness under the sevolving
credit aptreement, The remainder of the net proceals will be usal for
gencial corporate purposes, inclwding, working: capital sequirements,

Sybron manulactutes and sclls, va a worldwide hasiz, a diveisitied
fine of equipment and supplics which fall inte four principal prowfuct
arcas: healih products for dentists, physicians, hosgitals, and lataorae
torics; instrumentation systems and cquipinent; process and water/
waste equipent; and speviality chiemicals, The company is organized

Pape 715

Standard & Poor's Corporatmn, The Fixed Income Investor, April 20, 1976 page 715,
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‘ ) COVERAGE OF FIXED CHARGES

FIRST MORTGAGE BOND OFFERINGS OF ELECTRIC UTILITIES Pege 63
. ) « = BY RATING CATEGORY
1975-1976 .
Coverege of Fixed Charges
Date of Offering Moody's Standard & Poor's After Iccoze Taxes
of Rating Change Company Rating Rating Before Construction Credits
Last twelve canths available
: - - at date of offering
1975 . Ratings Maintained at A by Moody's and A by Standard & Poor's or rating charge
1/14 Delmarva Fower & Light Company A (11/18/74, 205) A (11/16/74, 262-26L) 1.89x*
2/11 Vashington Water Powcr Company A 2 1/21/15, 1696) A § 2/ 1/15, 925) 1.92
3/18 Narragansett Electric Company . A ( 2/24/75, 1509) A ( 3/ 8/75, 8u2-B43) 2.13
3/26 Metropolitan Edlson Company A { 3/10/75, 1531) A ( 3/15/75, 822-823)° 1,65%
6/19 lonongohele Pover Company . A {6/ 9/15, 1155 A ( 6/ 1/15, 558-599) 2.21
7/ 2 Delmarva Power & Light Company A 2 6/16/75, 1126 A ( 6/21/75, 55B-559) 1.89%.
7/10 South Carolina Electric & Gas Company A ( 6/30/15, 1074) ° A ( 6/28/75, 540) 1.81
8/19 Dayton Pover & Light Company A ( 8/11/75, 932) A ( 8/ 9/75, 437) 2,09
8/20 Minnesota Pover & Light Company A ( 7/1h/75, 1017-1018) A { 7/19/75, 491 2.63
9/25 * Metropolitan Edison Company -A ( 9/ 8/15, B} A ( 9/13/75, 356 2.25
9/23 Massachusetts Electric Company ° ° A ( 9/ 8/15, 8u3) g A ( 9/13/75, 357) 2.18
9/24 Potomac Edison Company A ( 9/ 8/15, Bu5) A ( 9/13/175, 358-359) 1,89+
10/ 8 Toledo Edison Company A ( 9/29/75, 102 A+(10/ 4/75, 307-308) 1.L7e
10/15 Pennsylvania Power Company A ( 9/29/75, 181) A (10/ 4/715, 308) 1.85
1/ 6 Florida Fower & Light Company A { 8/25/75, 895; 729) A ( 8/ 9/75, u36; 256) 1,62¢
11/19 Utah Power & Light Company A (11/10/75, 628) . A (11/ 8/75, 217-218) 2,22
1976
2/ &4 South Carolina Electric & Gas Company A ( 1/19/76, 1727-1728) A (1/31/76, 928) 1.87x*
2/17 Misaissippl Pover Company A ( 2/ 9/16, 1662 - A ( 2/ 7/16, 914) 1.84
2/18 Utsh Pover & Light Company A ( 2/ 2/76, 1685-1686 A ( 1/31/76, 927-928) 2.24»
3/ 2 Virginia Electric & Power Company A ( 2/16/76, 16U1-1642 A ( 2/21/76, 887 1.62»
3/11 - Mstropolitan Edicon Company : A { 2/23/76, 1618) A ( 3/ 6/16, B50-861) . 2,02
Average ~ sbove 21 isgues . 3.98x
Average « above 12 isaues excluding those whers significant rate increases are not fully reflected  -. 2.10x
#8{ignificant rate increases are not fully reflected . ’ .
Bource: Moody's Investors Bervice, Inc., Moody's Bond Survey and Standard & Poor's Corporation, The Fixed Income Investor, )
in issues at pages noted, * . - . rd
) - o
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* COVERAQE OF FIXED CHARGES
FIRST MORTGAGE BOND OFFERINGS OF ELECTRIC UTILITIES

-

BY RATING CATEGORY
1375-1976

Ratings of A by Moody's or A by Standard & Poor's

just "barely maintained” or in "lower range" of category

Mississippil Power Company
Connecticut Light & Povwer Company

Duke Pover Company
Union Electric Company

Fhiladelphia Electric Company
Floride Power & Light Company
1ong Island Lightirg Company

Arkansas Power & Light Company
thiladelphia Electric Company

Alabama Power Company

Iouisiana Power & Light Company

- Connecticut Light & Power Company
Mississippi Power & Light Company

Long Island Lighting Company

Tucson Gas & Electric Company

Central Hudaon Gas & Electric Corporation -
Arkansas Power & Light Company

Virginia Electrie & Power Company’

Alabama Power Company

Philadelphia Electric Company

Alsbama Power Company

A

Average - above 21 iasues

Average - above 14 issues excluding those vhere aignliticanﬁ rate increases are not fully reflected

*gignificant rate incréases are not fully reflected,

Source: HMoody's Investors Service, Inc., Moody's Bond Survey end Standard & Poor's Corporation, The Fixed Income Investor,
in issues at pages noted,
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. COVERAGE OF FIXED CHARGES
FIRST MORTGAGE BOND OFFERINGS OF FLECTRIC UTILITIES
BY RATING CATEGORY

1975-1976
. - . Moody's Standard & Poor's
Company Rating Rating
Retings Better than A.by Moody's and A by Stardard & Foor's

Oklshoma Gas & Electric Company Aa (12/23/7h, 77-78) A (12/21/7h, 195-196)
Kansas Power & Light Company Aa ( 1/20/75, 1720-1721) AA ( 1/25/75, 938-939)
Commonwealth Edison Company Aaa( 2/10/75, 1652) A ( 2/15/15, B5k-B895)
Southwestern Public Service Company Ae ( 2/10/75, 1677) A ( 2/ 8/15, 908-909;.
Houston Lighting & Power Company ° Ae { 2/10/75, 1656-1657) M { 2/15/75, 890-891
Iouisville Gos & Electric Company Aas( 2/10/75, 1675 : M ( 2/15/75, 895-0¢6)
Central Illinois Light Company An ( 2/17/75, 1619 A ( 2/15/15, 831)
Dallas Pover & Light Compeny Aaa( 2/10/75, 165h AMA( 2/22/75, 875-876)
lNew York State Electric & Gas Corporation Ae ( 2/17/75, 1622-1623) A ( 2/15/715, Bco-897)
Citizens Utilities Company Aa ( 2/10/75, 1651) a+( 2/ 8/75, 911)

‘ Southern California Edison Compeny . As ( 2/17/15, 1623-162h) M ( 3/ 1/75, 862-863
Public Service Company of HNew Mexico As { 3/ 3/75, 1562) - A ( 3/ 8/75, 843-04L
Duquesne Light Company Aa ( 3/ 3/75, 1560 A ( 3/ 8/75, 0LO.BL1)
New England Power Company Aa ( 3/ 3/75, 1559 - A ( 3/15/15, 823-824) .
Texas Power & Light Company Aaa{ 3/10/75, 1532) AAAé 3/22/15, €co-801) -
Central Illinois Public Service Company Aa ( 3/24/75, 1h470-1471) AA ( 3/29/75, 780-781)
Southern Indiana Gas & Electric Company Aa i 3/31/75, 1438) A ( 4/-5/15, T62-763
Atlantic City Electric Company aa ( 3/ 3/75, 1558) -~ A ( 3/ 8/75, 8h1-BL2
Cleveland Electric Illuminating Company Aa ( 3/24/75, 1469-1470) M ( 3/29/75, 719-780
Gulf States Utilities Company Aa ( 3/17/75, 1502) M ( 3/22/15, 799-800)
Cincinnati Gas & Electric Company As ( 5/1h/75, 1385 A { b/19/75, 730-731;
Iova Public Service Company A ( 5/14/75, 1382 AA ( 4/19/75, 729-730
Pennsylvania Power & Light Company Ae { 3/17/75, 1503 A+ é 3/22/15, 157)
Northern States Power Company Aa ( 5/ 5/15, 1313) AA ( 5/17/15, 657) .
Texas Electric Service Compony MA( 5/26/15, 1222)° AAMA( 5/2L/15, 639-6h03
Public Service Company of Oklahoma Aa ( 5/26/15, 1221). A ( 6/ 7/75, 599-600
Iowa-I1linois Gas & Flectric Corpany As ( 6/16/75, 1129-1130) A ( 6/21/75, 621)
Kansas Gas & Electric Cozpany Aa ( 6/ 9/15, 1153) AA-( 6/21/75, 561)
Montena Power Corpany - Aa ( 6/23/15, 1106) AA ( 6/28.75, 5u0-5u2
Iowa Southern Ut1lities Company As ( 6/30/75, 1073-107h) A ( 6/21/75, 561-562
Northern Indiana Public Service Company As { 7/ /15, 1046) AA ( 7/22/75, 501-502
Baltinore Oss & Elsctric Company : Aa ( 7/14/75, 1018-1019) A-( 7/19/75, L86-L87

-
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Pzge 70

Coverage of Fixed Cherges
After Incoze Texes
Before Construction Cradits

Last twelve ronths evailadle

-at date of offering
or rate change

2.57x
3.1
2.Cen
3.C1
2.27
2.20
1055‘
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- COVIRAGE OF FIXKED.CHARGESS
- FIRST MORTGAGFE BOND OFFERIRGS OF EIFCTRIC UTTLITIES
‘ BY RATING CATEGORY Pge T1
1975-1976
) Coverzge of Fixed Charges
. Date of Offering Moody's Standard & Poor's After Incoze Taxes
of Rating Change Company Rating Rating * Before Constructlion Credits

Last tvelve months availsble

L at date of offerirg

1975 Ratingc Better than A by Moody's and A by Standard & Door's or rate change
(continued) .
8/ 4 Cormonvenlth Fdison Company Aoa( 7/28/75, 9Gh) M { 7/26/15, bio-h7L) - 1.9%x%
8/ 1 Public Service Company of Indiana e ( 8/ /75, 950-951) M B/ 2/15, U55) . 2.18%
8/ 8 Indianapolis Power & Light Company r 9/ 1/75, B72-013) Ar-( 8/30/75, 395) 1.77%
8/12 Southwestern Electric Power Company Ao ( 7/28/75, 918-979 m ( 7/19/15, LB7-488) 3.31 -
8/13 Yisconsin Electric Power Company Aa ( 8/ b/75, 951-952 m ( 8/ 9/15, b3u-435). 2.54.
9/11 Indianapolis Power & Light Company Ae ( 9/ 1/75, 872-873 AA-( 8/30/75, 395) 1.77%
9/30 Commonwenlth Edison Company Ana( 7/208/75, oGk) Ar ( 7/26/715, Wro-hl) 1.98 .
10/ 1 Pacific Gas & Electric Company Aa ( 9/22/75, Boo-tor M-( 9/27/75, 322-323 1.90
10/22 Public Service Company of Colorado As 10/ 6/75, 751-752) ° M (20/11/75, 290-291 2.20
11/13 Madison Gns & Electric Company * Aa (10/27/75, 602) A (217 1/75, 2u3-2hk) 1.76 °
11/17 Commonwealth Edison Compsny ° Auaznllo/?s, 627) M (11/125/75, 19) 2.0k»
11/18 Pennsylvania Power & Light Company Ae 11/ 3/75, 658) A+ (11/ 8/75, 216-217 1.82
11/18 El Paso Electric Company - . A (11/10/75, 626) AA-(12/15/75, 199-200 1.8%
12/ 4 Kew Bedford Gas & Edison Light Company As (11/17/75, 601-602) A (11/22/75, 177) 1.50%
12/ 3 Iowa Public Service Company A (11/17/75, 599-600 A (11/22/75, 176-177 2.23 .
12/10 Montana Power Company As (11/24/75, S6L-565 M- (12/ 6/75, 138-139 2.13
1976 )
1/ 17 Hew York State Electric & Gas Corporation Aa (12/22/75, 967~968) A (12/20/75, 108-109) 2.02x#
1/13 - Oklahoma Gas & Electric Company As (12/15/75, UB5) A (22/27/15, 9%-95) 2,21+
1/20 Texas Power &°Light Company - Aea{ 1/12/76, 1753-1754 AMA ( 1/17/76, 960-961) 2,14
1/28 Gulf States Utilities Company As ( 1/12/76, 1750-1751 M ( 1/17/76, 951-963, 965) 17T
2/25 Tova Pover & Light- Company Aa { 2/16/76, 1638-1639 A . { 2/1/76. 901-9oe§ 2,50
3/2 - Texas Electric Service Company Aea( 2/16/76, 1639-1640 AMA ( 2/21/76, 885-887 2.48
3/3 . Southwestern Public Service Corpany Aa ( 2/23/76, 1620-1621 M ([ 2/28/76, 873) 2.54%
3/h. Public Service Electric & Cas Company An ( 2/23/76, 1619-1620 M ( 2/28/76, 872-873 *1,84»
3/17 Southern California Edison Company As { 3/ 1/76, 1592-1593 A ( 3/13/76, 830-831 2.27.
3f2h Jowa-I1linois Cas & Electric Company As ( 3/ 8/16, 1566-1567 An  ( 3/13/76, 833) 2.2
. 4]
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Date of Offering
of Rating Change ’

Aversge

Average
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COVERAGE OF FIXED CHARGES
FIRST MORTGAGE BOND OFFERINGS OF ELECTRIC UTILITIES
BY RATING CATEGORY

- : 1975-1976 _
. Moody's Standard & Foor's
Campany ) Rating . - Rating

i

Ratings Better than A by Moody's and A by Standard & Foor's

-~ above 58 issucs "

~ above 36 insues excluding those where significant rate increases ares not fully reflected

*Significant rate increases are not fully reflected.

Source: lMoody's Investors Eervice, Inec., Moody's Bond Survey and Standard & Rdor's Corporation, The Fixed Income Investor,

in issues at pages noted,

Page 72

Coverage of rixed Charges
After Income Texes

Before Construction Credits

Iast twelve months avalleble

at date of offering.
or rate change

2,20x
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. OFFERINO YIFLDS OR NFULY-ISSURD ELECTRIC UTILITY BONDS RATED Baa -
DEBT WITH A MATURITY OF TEil YEARS OR LESS Poge 73
z JUNE 197k ~ FSBRUARY 197_6 N
. Amount Crisring
. Offerirz Date in Millions Company Naturity i tield
1374
thgsis 15 $ 40,0 oston Edison Company 3/25/73 tz.13%
) Septexver 1) 120.G Puke Bemer Corgany . 3/ v/ 1.8
' Catoda 3 50.0 Betroit mdisvn Company ‘ 36/ /38 12,33
Ceicber 17 25.0 Public Service Co. of New Hampsnire g/rs/e 12,75
Ceicter 29 . 30.0 Ohio Power Company 1/ e 12,28
stover 30 \ 25.0 Jerscy Ceniral Power & Light Company . 1/ 2715 . 1L.88
Y, Novesber 7 30,0 Puget Sound Yower & Light Company /333 - 35.7-
Novezber 19 | 125.0 Florida Power & Light Compeny 11/15/51 10.7%
" Fovezter 30 - - Lo.o Portland General Electric Corpany .ou/yeo_ 20,30
s 575 Average for 1974 - 9 fscues - 11..804
T S e
I« Jenuery 7 “i..  $100.0 : Thiladclphia Klectric Company 7715052 L 22,55%
] Jenuesy 9 . 50,0 Detroit bdisoa Compary = ° 2-./15/'::2 22.73
: Jenuesy 9 . 10.0 . Orange & Hockland ULilities, Inc, 1/15/%2 2.7
. Janzary 9 10.0 Yeslern Mass, Electirie Company ' 3/ 1/c2 : 22,23 .
. & . Tebruary 19 100.0 . Arizona Public Service Company 2/15/¢2 - $.4C
! Yareh 5 35,0 Jersey Central Power & ligut Company . 3/ : ?:3 R pEs I
Y 553 B} ST Lo.0 . »Portland Cencral leeiric Coupnry i if%e . . 5.5
H Aonil 22, - 5,0 Apprinchisn iower Conpany . L/ /23 I 50
., cdorieh, seeemeeemn:l 300.0 . © . o - Carolina Power & Light Company < kfasfes | .o L VRS -t
: Hey S .. 0,0 R “Ban Dicgo Gas & Electric Coxpany 5/ 1/82 ~ 10,70 -
. . May 19- K 50.0 Appalackian Fower Corwany : . s/ 1/82 1,00 .
' Juze 5 - TS 15.0 Arizona Public Service Company e g heee 6/ 3/B0 7 e GLED X
= Qume 1R e o) 80,0 "ttt crtc=t Iong Talond Lighting Company ) €/ 1)23 . ,9'25
' June 12 27.0 . Portlend General Electric Company . 6/ 2/35 . 9.2335 .
i- Juze 18 50,0 Colurbus & Scuthern Chio Electric Company * : 6/ 1/22 L6 0 ° -
July 1 75.0 Consumers Power Company . / 1/80 . e == §.75
July'9 35.0 . Jersey Central Power & Light Company 7/ 1/8s el 120,25 3
i August 7 B 75.0 Ohio Electric Company - 8/ 1/03 10.75
: August 14 hs5.0 . Pennsylvania Electric Company 8/ 1/84 10.75
Avgust 21 30.0 B Puget Sound Power & Light Conmpany 8/15 85 10.45 R
b, Scptezher 18 - ¢ - - 60,0 ~iee ™dtana & *fehiigen Nlectric Company o/ /A3 . 1,00 "7 7
Octoder2 . . ... _. ., 2.0 . _ _ Prockton RFdfcon Company  _ 6/1/85 - 7 1.3 -
October 16 . 15.0 o Public Service Company of New Hampshire 10/15/85 - 10,75
" October 29 23.0 Chio Power Company on/ 1/23 ig.?sg .
cexber 2 .0 1achi W v .. 7 1 . .20,
gccm’ber 11 75.0 %gg?an:hagg ﬁcgiga%xr Company - . ) 12% 1;8!& 10.70 *
. Average for 1975 - 26 isgues 10,744

€L 9883
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1974

~

r—-n-

Offering Date

June 18
July 16
July 2%
Avgust 7
August 20
August 21
Octobver 8
October 17
October 23
October 30
Novezber 13
Novenher 20
Decexber 5
Decemdber 10

-~ Decexber 12

January 14
January 22
January 22
January 23
February &
March 18
March 26
Vay 1b

June 12
June 18
July 7
August 1
August 20
August 26
Septerber 10
September 11
September 18
September 23
September 25
October 15
November 13

o ey

;—\,-‘;.1 r
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OFFERING YIELDS ON NEJLY-ISSUED ERIECTRIC UTILITY BOIIDS RATED A
DEBT WITH A MATURITY OF TEN YRARS OR LFSS
JUIe 1974 ~ FEBIUARY 197(¢
Amount
in Millions Company ) Vaturity
$ 70.0 Indiana & Michigan Electric Company 6/ 1/1982
35.0 South Carolina Electric & Gas Company 1/ 1/19
25.0 Narragansett Flectric Company . 8/ 1/60
30.0 Rochester Gas & Flectric Corporation 8/ 1/83
50.0 . Potomac Electric Power Company 8/15/81
50.0 . Consumers Power Company 9/ 1/82
50.0 Niagara Mohawk Power Corporation 10/ 1/81
50.0 Philadelphia Electric Company 10/15/80
70.0 Pocific Power & Light Company 10/ 1/83
50.0 Louisiana Power & Light Company 11/ 1/81
60.0 Arkansas Power & Light Company 11/ 1/81
25.0 Kansas City Power & Light Company 11/15/81
<« 20,0 Nevade Power Company 12/ 1/8%
50,0 San Diego Gas & Flectric Company 12/15/79
10.0 Pennsylvanin Power Company 12/ 1/81
Average for 1974 ~ 15 {ssues
$ 30.0 Delmarva Power & Light Company . 1/ 1/83
30.0 Columbus & Southern Ohio Electric Company 1/ 1/83
1.0 Miscissippi Power Company 1/15/82
20.0 Hartford Electric Light Company 1/ 1/82
85.0 Connecticut Light & Power Company 2/ 1/82
15.0 Narrngansett Flectric Compony 3/ 1/82
50,0 Metropolitan BEdison Company 4/ 1/83
100,0 Florida Power & Light Company s/ 1/84
80.0 Long Island Lighttng Company 6/ 1/33
50.0 - Columbus & Southern Ohio Electric COmpm\y . 6/ 1/82
25.0 South Carolina Electric & Gas Company 7/ 1/84
45.0 Pennsylvania Flectric Company 9/ 1/84
20.0 Central Maine Fower Company 8/15/84
50,0 Niogara Mohawk Power Corporation 9/ 1/85
50,0 Loulsiana Power & Light Company 9/ 1/83
50,0 Connecticut Light & Power Company 9/ 1/81
90.0 Long Island Lighting Company 9/ 1/84
ko.0 Massachusetts Electric Company 10/ 1/82
hs.o Metropolitan Edison Cormpany 10/ 1/85
25.0 Pennsylvania Power Corpany 10/ 1/83
60,0 Columbus & Southern Ohio Electric Company

Average for 1975 - 21 1asues

Page T4

Offerizg
Yield

9.28%
10.50
10.35
10.75
10.75
11.15
12.69
11.00

9.02

9.20

.00

8.875

~'10.875"

9.30
o.u3

10.21%

9.25%
11.00
9:35
10.75 -
g5
9.25
9.59
9.25
9.27
9.375
10.75
10.65
10.625
9.875
10.83
9.875 -
9.65
9.65

X
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Offering Date

974
- 1975
~ My 1
July 1
July 23
August 21
Noverber 20
Rovember 24
’ Decenber 10
Dececber 11
1976
January 21
February 18

e - - PR
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OFFERING YIELDS ON NEWLY-ISSUED ELECTRIC UTILITY BONDS RATED Baa
DEBT WITH A MATURITY OF MORE THAN TEN YEARS
JUNE 197h - FEBRUARY 1976

Maturity

s/ 1/19%0
7/ 1/2000
8/ 1/2000
8/ 1/2005
12/ 1/2000
12/ 1/2005
12/15/2000
12/ 1/2005

'- - - 6’1

Average for 1975 - 8 fssues

Amount - .
in Millions Company

$ 60.0 Pacific Power & Light Company.
75.0 Consumers Povwer Company
100.0 Georgia Power Company
30.0 Puget Sound Power & Light Company
75.0 Arizona Public Service Company
100.0 Georgia Power Company
50,0 Detroit Edison Company
50.0 ‘ Portland General Electrie Ccmpam'

$ 75.0 Pacific Fower & Light Company
60,0 - Jersey Central Power & Light Company

Average for January-February 1976

«

006
e

Source: Moody's Investors Service, Inc,, Moody's Bond Survey, March 1, 1976, page 1586 und corresponding pages in previous issues,

- iy - .
. ) l

Poge 75

.

Offering

Yield

10.7%%
11.50
11.625
10.45
10.70
11,75
11.875
11.685

11.30%

9.90%
9.60

9.75%

gL 93vg
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CAROLINA POWER & LIGHI COMPANY

. COVERAGE OF FIXED CHARGES ‘ Pege 76
. 1968-1975 .
1068 . 1969 1970 - 1571 1972 ] (s 1974 : 1975
Inccze svailable for - . ‘ . .
fixed crtarges vefore taxes . A $ 62,532,000 $ 64,731,000 $ 57,071,000 3 83,401,000 $128,620,000 $133,4%,000  $1k9,686,000 $217,013,000
less: Irccse toaxes B 22,513,000 10,920,000 0,269,000 14,320,000 26,373,000 10,791,000 819,000 25,436,000
Izcoce availadle for ) .
fixed charges after toaxes c 10,019,000 135,811,000 18,712,000 (9,073,000 102,242,700 122,052,005 , 118,807,000 191,577,000
Allovazce for funds - . '
used durfing construction D 2,927,000 4,397,000 10,505,000 *. 11,708,000 2k, 759,000 33,003,005 54,609,000 59,957,000
Incose availedle for '
fixed charges after taxes . . . . .
before construction credits e 37,092,000 b1,l14,000 . 38,277,000 $4,365,000 . 77,483,000 84, 560,000 9%,198,000 131,620,000
Total interest charges F 14,006,000 18,l27,000 23,957,000 31,599,000 1,713,000 56,654,000 76,536,000 " 89,955,000
ﬁ?es in;ereﬂ. earned before taxes 5. L6x 3.51x 2.38x ’ 2,6x T, 3.08z 2.3%x 1.9éx 2.h1x
A$F . = - . . ] . .
rxica xn;eresé earned after texes 2,86x - 2.hgx 2,0kx .oo2a9:x - 2.i5x 2.16x 1.94x 2,13x
csr . )
Tizes {rterest earned after taxes ' . . . .
7e:ore)construction credits 2.65x 2.25x 1.60x 1.72x 1,86x 1.49x 1,23x 1.h6x
3T . :
L ]
Source: Computed from data in Carolina Fover & Light Corpeny, Annual Report 1974, page 26; Standard & Foor's Corporation, "

The Fixed Income Investor, April.12, 1975," page 743; Interim Financlal Statements, September.30, 1975; December 31, 1975.
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CAROLINA POWER & LIGHT COIPANY
COMPUTATIGH OF TIMES THTEREST EARNED AFTER IRCOIME TAXES
MOt COST RATES FOR CAPITAL AND CAPITAL STRUCTURE RATIQS

. Cont " capital
Rate Structure Ratio
Comrion equity 14.50% 33.40%
- ) Preferred stock 8.01 15.01
Cornaon equity and preferred stock
Debt 7.74 51.59

Total capital

Foir rate of return on total capital

Tires interest earned after income taxes

= Commonent for common equity and preferred stock plus component for debt

Component

Component for debt

= Rate of return on total capital
Component for debt

= 10,00%

87

= 2.51x .

Page 77,

L,84%
1.20 -
6.04

3.99
10,00%
10%
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Federal Agencies

Flnancing Pace Remalns Heavy y

While there has been a slowlng In new corporate end tax-
ezempt offerings, and the Trcasury has not had to burden
the market frequently, Federal agencics have been consis-
tently hieavy borrowers. In. fact, the volunic of agency fi-
nancing has been on the Increase in recent months. In the
first four months of the year, agency market borrowing was
Tunning at a $2.6 billlon monthly ratc. But since May tho
monthly volume has risen to $3.6 billion.

The main causes of the profusion of financing are the
money neceds of the bousing industry and the agricultural
community, Attractive market interest rates are causing net
outfllows from the savings institutions, which are the prime
support of the mortgage market, In August, for example,
the net outflow from savings and loan assoclations, was
estimated to be $1.2 blllion. To provide advances to S&L's,
tbhe FHLB's bave borrowed beavily, and FNMA frequentdy
bas been in the market to raise funds for its mortgage-sup-
porting operations. The situation bas led tbe FHLB’s and
FNMA to abandon their regular pattern of quarterly finance-
ing. Instead, these agencics have recently been tapping the
market on nearly a monthly basls. The FHLB's have been
the most active, issulpg $6.5 billion of debt in the last favo
months, of which $5.65 billlon was neswr money. FNMA has
borrow.d $3.7 billion over the same period, ralsing $1.75
billicr. y new funds.

The bousing industry is, of course, 2 politically-sensitive
arez 2nd any sign of mortgage money drying up produces
outecrics from officials. Housing starts were down in August -
and new permits also declined amid reports that mortgages
were becoming dUfficult to obtain. This suggests that Feder-
al agency support mzy have to increase further, Thus, the
Federal Home Loan Bank Board has announced a plan
whereby member S&L's can borrow $2.5 billion for future
mortgage commitments, and GNMA will reinstate the “tan-
dem plan” wherein it will be ecnabled to buy $3 blilion of
privately-owned FHA-insured mortgages. This sctivity strong-
ly indicates that borrowing by the agencles to help the hous-
ing Industry will remain heavy.

Borrowing by the FICB's, Banks for Cooperatives, and
Federal Land Banks to aid agriculture is also growing. Since
the Government is actively trying to boost crop production,
it {5 Lkely that the agencies will be called upon to increase
thelr financial support. .

‘This month, in addition to the usuxl FICB and Co-op
offerings, the Land-Banks have maturities to reflnance, and
further borrowing by the FHLB's and FNMA would not be
surprising. Also, the Student Loan Marketing Association
{Sally Mae) announced plans to make their first appearance
+in the market On Tuesday, they expect to offer $100 million
of six-month notes, (For & discussion of this egcocy, sce
Bonp Survey, August G, 1873, page 672).

Federal Agency Financing®

B

Croes Net

New 3tonthly New

Lasues Average  Moncy
Beptemnber, 1973 ...0040 $3.91 $£2.37
Beptember 1972 coeeeee 1.85 63
Jan Sepy 1973 e 28.78 $3.20 14.39
Jan.Scpt., 1972 sceeene 1G.64 1.85 5.-!»7\'

- n

*Includes most Yederal Agency and Fedemliyponsored pudblicty-

otfered New Lasucs.

Moody's Imrcstg;:s Service, Inc., Moody's Bond Survey, October 1, 1973, page 5187

Moody's To Assign .Ratings To Prefcered

Stocks

Moody's Ratng Policy Review Taard has declded ta o1
tend $ta rating services to Include guahiv designanons ..
preferred stocks as of Octaber 1, 1973, The dedduan to
rate preferred stocks, which Moody™s had done prior 1 14935,
was prompted by evidence of invesior interest. Moodv'’s be
leves that §ts rating of preferred sticks is especially appro-
priate in view of (he everdncreasing amount of ther - ge-
curitics outstanding, and the fact that condnuing Iufirtion
and its ramifications have resulicd generally in the dilution
of some of the protection afforded them as well as other
fixcd-income securities.

Because of the fundamental differcnces between pre-
ferred stocks and bonds, a variation of our famillar bond
rating symbols will be used In the guality ranking of pr
ferred stocks. The new symbols, presented below, are di~
signed to avoid comparison with bond quality in absolute
terms. It should always be borne in mind that the pre-
ferred stock occupies 2 junior position to the bond.

Preferred siock rating symbols and thelr definitione are
as follows:

“..‘"

An issue which is rated “2aa”™ §s considered to be a
top-quality preferred stock. This rating {ndicates
good asset protection and the least risk of dividend

*  impairment within the universe of preferred
stocks,

.

“.‘"

. An lssue which §s rated “2a” {5 considered a high-
grade preferved stock. This rating indicates that
there {s reasonable assurance that eamings and
asset protection will remain relatvely well main.
tained fn the foresceable future,

“."

, An fssue which 15 rated “a” is considered to be

an upper-medium grade preferred stock. While

" .risks are judged to be somecwhat greater than in

the “aaa” and “aa” classificatons, eamings ano

asset protection are, ncvertheless, expected to be
maintained at adequate Jevels.

“baa'

. An issue which is rated “bas™ i5 considered to ne
lower-medium grade, neither highly protected nw
poorly secured. Eamings and seset protectinn ap
pear adequate for the present but may be question-
able over any great length of time.

. i gn

. An fssue which iz rated “ba” ia consldered to have
speculative elements and its future cannot be con.
sidered well assurcd. Eamnings and assct protection
may be very mioderate and not swell safcguarded
during adverse perfods. Unccrtainty of positon
characterizes preferred stocks in this class,

Gy

An fasue which s rated *b" generally lacks the
characteristics of a desirable Investment. Assur-
ance of dividend payments and maintenance of
other terms of the issuo over any long period of
time may bo small, . e
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ment was, of course, reflected in the new-issue market. For

example, A-rated General Telephone Company of the South- '

west was re-offered at 7.84%, compared with a retum of
8.35% on the comparably rated Hawallan Electric bonds
marketed just last week. We think that the upward price
thrust may be extended, tbough at a more moderate pace,
pending 2 buildup in new-issue supply.

In this weck's only scheduled utility sale, Southwestern
Bell Telephone plans a $S300 million offering. In the most
recent Bell System offering, New Jersey Bell sold $150 mil.

. Lon of debentures to yield 7.85% . After an inidal poor recep-
tion, these bonds are now trading at & premium, to yield
about 7.73%. Thus far, $636 million of utility bonds have
been registered for sale during October, This amount could
be supplemented by additional registrations during the next
several weeks,

! ] ‘ 1

-
» .

<
.

New Issues

*Northern States Power Company (Wi ..c.) First Mige.
l 7%%s, 10/1/2003

Amount Call Recent s Y €} e
Rating mm.) Price Price Current Maturity

Aa $30.0 0108.00 100%-10034 7.70% 7.69%

m———
U)Non-refundable prior to 10/1/7%, with debt st an intereat ml ot

less than 2.72% annually: otherwlee rnllable a8 a whnle or m
any time on 'lo fAnye’ hotiec. at 10800 throuxh B/30/78 n |017
through §/30,73, premium decreasing telther 27/100(hs of 28/100tha)
snnuslly theresf{er (163€) nn 10/ 30 to 160 on 10/1/3002. At 10028
for the annual sinking fund berinning 6/31/1% and Jower thereafter.

Dereilss Offered on Beptember 26 at 100.25 to yicld 7.73%
Winning bid, €0.549; cover per bond, $1.10; cost to com-

| N * ) . 2 - i . » - . ¥ PR I --[..X-—-‘:.---
. ‘Page 79 .-
- October 1, 1973 ~ Moodyf's Bond Siruey « 519
. a <
‘ g eaa” v pany, 7.79%. Othcr detalls on page 561,
W An ssue which {s rated "caa”™ §s likely to be in ar- - Qplnter Theae high grade bonds repeerent & astiafacton
e ) .) rears on dividend payments. This rating designa. Income Investment.
’ tatus . . . .
g: ;ait:nc:n’:: ¢ purport to Indicatg the m“m ’ Union Lnghl, Hcat and Power Company First Mtge. 8s,
- * . 10/1/2003 .
Al factors which bave, and can be expected to have, & ® Amount calt Offering Yields s
- meaningful influenee on the degree of support afforded the ~ Rsling  (MiiL) Price Price. Cutzent  Maturily
preferred stock will be consldered. Among these factors are A' $10.0 0110.00 102 7.84% 7.83% .
the nature of the Issuce’s business; competition; quality and mNon-relu:b':hble prior to 30/3/1A, "’3' ‘:llcb! sl an .:'v‘\lereﬂ'm( ot
trend of eamnings; intcsest and preferred dividend cover- 4% APAR T3S AnUAT: eI e e O e eh h s 14, at 199 O
sge; capltalization structuce; off-balance shect financing;  hrourh 830725, S L L TRV a3 athe
- cash flow; finoncing nceds ‘and purposcs; management and ‘:‘l’é‘e".:..ﬁon cu':\.:lugln( the ontianal sinking fund be:'""'"g in 1915)
$ts financial polices; regulation; accounting practices; rank- % 10298 through 3/30/3¢, at 102.06 through 3/30/13, lowet thereatier.
. ing of the issue within the preferred stock structure; and *
legal provisions relating to the issuance of additional debt Detuites Offcred on Scpetmber 250::, 1027(0. yield 7'83%’
. and preferred rtock. . JWinning bid, 100.87G; cover per , $1.70; cost 1o com-~
Issuers may submit to Moody's an spplication for rat.  PRDY 7.92%. Other detalls on page 563.
ings on all of their outstanding preferred stock fssues at any Opinlon: Thit issue is nnsonably priced, but after-market-
time, whether or not they have immediate flnancing plans, ° ability will be Umited.
Ncwly-ratcd issues of preferred stock will be reviewed I «
r~ in Moody's BOND SuxvZr and lsted in the approprats .
f FProp General Telephone Company of the Southwest First
C Moody's Manuals,
\ L. . . . Mtge. 734s, 10/1/2003
. 'f\\ /"' ratng LY P OUHNTE  Coment awnty
- SCITI opsgs . . A $300  (0106.75 89 7.83%  7.84%
PUth Utlhtles v ) /'/ MNon-refundable pdor to 10/1/78, with debt at an Intereet cost of
e * rd lm than 7.91% annuslly: otherwisc csllable a3 a whole or in part,
Yields D Sh I . ny Ume on 30 days® hotice, at 106.75 through $/30/14; at 106.52
elds Down Sharply S AR R e
- Yield levels moved down sharply last weck, es it be- 1082 und’
-, tame more apparcnt that the Federal Reserve vas not in-
. clined to resist lower interest rates. The price improve- Detatisr Offered on September 27 at 99 to yeld 7.84%.

Winning bid, 98.144; cover per bond, $5.06; cost to com-
pany, 7.91% . Otber detalls on page 562.
.Oplnlen; These bonds are appropriately priced for income.,

Proposed New lIssuo L

- Consolidated Edison Company of New York, Inc. . . .

+ + «» has fied an S-7 registration statement covering $150
million of first and refunding mortgage bonds, Series NN,
due October 15, 2003, to be s0ld {n a negotiated offering on
or about October 10, by & syndicate hendcd by Merrill Lynch,
First Boston, snd Kidder Peadody.

(_Oumr & Reting: Upper medium crade. provisional’ A.
These bonds rank low in the A-rating category. Continuation
of the present guality rating will depend on the company'’s
abllity to maintain {ts coverage of intererst charges at jeast .
st current levels. Walle recent rate acton should enable the .
cornpany to stay frec of financlng constraints imposed by
the earnings test provision contained in {ts bond indenture
over the period immediately ahead, but additional relicf
will be required §n tme. The company’s abllity to ralce
the substantial funds needed to finance its ongoing expan-
slon will depend in large part upon the timing and amount
of subsequent rate action.

Permanent cleetrie, gas, and steam rate {ncroases, totaling
approximately $150.5 milllon, have now been approved.
This total rupcrseded $110 mlllion of teinporary increascs
which were put Into cffect on January 10, 1973, In additon,
the company filed in September and August, 1973 for addl-
tional Increases {n gas and sterm rates of approximately
$27.6 million and $17.8 million, respectively. '

.
. il

Moody's Investors Service, Inc;.,, ,Mood:g"' Bond Survey, Octobcr 1, 1973, page 519.
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storsge Macilitics. Service bs provided in the central and northern por-
tions of the | nwer Penimvula and the central and eastern sections of
—=1be Uppet Penimula, Major cities eenved include Geand Rapids, Mus.
kegon, Ann Athor and the Detronl metrapnlitan area (this fast sc-
counts for 6X% ol opcrating revenucs) The company alio owns 3
) numbet of storage ficlds which permit summer storage for delivery in
, winter months, as 3 result, greater amounts of gas arc svailadle for
firm customers, Additional tevenues ate slso provided by storing gas
. for othcr companies, Duning the twelve me=ths ended March 31,
197), opcrating 1cvenues were derived a3 follows: space heating, 62%;
firm industnal, 17%; mltnuplth industrial, 15%; commercial, 2%;

and residential, 3.5%.

Natural gat is puschased principally from the Michigan Wisconsia
Pipeline Company, alwo wholly owned by American Natural Gas,
Michigan Wisconsin suppiics spprotimaicly 84% of the company's re-
quirements, with Panhandic Eastern Pipcline supplying 10% and
Greal Lnku Transmission Services (S0% owned by American

Natéral)ploviding 4%, *
Coxescts with Michigan Witzonsin Pipeling extend to August 31,

v
~ ‘e - a * as e o soimmen  awy

R - Page
certein wintcr months and lesser amovwnts in other months of INTyear,
The fitm aanus! entitlement is 390,10 hidhan cubic leet. Addiwendd pas
hat been conteacted with Michizsn Witconsin 10 increase the sipia.
to L3728 Mcl and 406,53 hillon cub-c fect., seapectively. bepinnng
_ Sepiember |, 197),

Capis! autlays in 197) were extimated at approtimately 393,000
000, Of this total, $25,500,000 is for 1ransmission facilines, $12.06K)
000 for storage hield capansion and development, S1LUNLOO for
natural gas production facilitics: and the temaining $42,500.000 foe
main and service senewals, exteanons, and foviline comtzuction.

Michigan Consolidated is regutated by the Michigan Public Service
Commission. In addition to anincreasc in rates on November [, 1972,
to offset cout increascs (rom interstate supplices, the Commission ave
thorized 3 general rate increase of $7,000.000 annually, effective
Janvary 1,197, .

Operating revenves for the twelve months ended Sepi
1973, were $401,168.920. an increase of 9.2% from the S267,)
for the comparadle period in 1972, Nel income for the same
was $26.940,08), compared with $2),673,474 3 year eatlicr.

-

; . The company it enttled to purchase 1,337,555 mef per day ia

PREFERRED STOCK RATINGS

/ uality ratings on preferred stocks are expressed by the same
. symbols as those ued in tating bonds. They sre independent of
Standsrd & Poor’s bond ratings in the sense that they are not
necessarily pradusted dewnward from the ranking accorded the
fssuing company®s debt. In x majonity of cases, however, the rating
assigned & preferred stock will be equal to or Jlower than that zaccorded

+ anissuer’s lowest ranking debt obligation. )

Preferred stock satings reprosent s considered judgmen( of the
selstive sccurity of dividerds and, the thus implicd prospective )udd
. uabalu) of1hestock, The ralings are as foliows:

. AAA  Prime f.1:4 Lower Grode
A4 HighGrode B Speculative
4 Sound C +  Swh-Moarginad

HAR  AMedivm Geade

}actore conudered in arriving 31 3 prefesred stock rating are
cuentially the same a3 these reviewed in the case of 2 corporate bond.
The most important of thase are: (1) Provisions of Articles of Jncor-

. poration. {2} Ascet Protestion, ()) Financial Resources, (4) Future
Eateunpe Protection, and (§) Maragement.

. As in bond analysis, one of the important statistical measures used
to derermine the sccurity of pseferted dividend payments is the cale
culation of the numbcr of times carnings cover fixed charges snd
prefereed dividend requisements. 1n the past, due to the fact that *
preferred dividend paymeris were mon-deductible for taz purposes and
that the effective income tax rates of most issuers (mainly public

*+ wtiliy companies) fell witkin 3 narrow zange. Standard & Poor’s cal-
culaied the coverage tatio solely on an slicr-tax basis, both including

. snd excluding the allowanse for (unds used during constesction,

in recent vears, however, this tax situstion has changed dra-
maikally and the effcctive income tax rales of ulility companics now
van snlen n that the pasment of income taxes does in fact provide
wme addinmnal protective cushion for the preferred stockholdet, the

. sdupuon ol 3 13tio measunng coverape of fixed charges and prefetred

dividendt on 2 pre-tax basis is considered appropristc.

. The ratio now used by Standard & Poor's for this purpose is quite
\_ simidar to that secently sdopiad by the SEC, The mechanics of the cal-
N\ culation ate descrided Ielow. The numerstor consists of camnings

January §, 1974 T

-
.

- . Standard & Poor's Corporation, The Fixed

svailable for fised charges and prefersed dividends and the denomie
nator is comprised of fixed charpes and preferred dividends Eatnings

« availablc for fixed charges and prefersed dividends is defined 3s nct ine

: come before meome taxes, delerred income taxes, investment 12z ere-
dits, and fixed charges. Fixed charges consist of all interest charges

and amortization of premium, discount, and expense on debt, Pre-
ferred dividends sepraent preferred dmdcnds multiplicd by the ratio

-of preslax income to netincome.

LEASED HOUSING CORPORATIONS
Criteria for Rating

he Housing and Utban Development Act of 1965 authotized a
new approach for meeting the housing needs of Jow income
{amilics. It is incorporated in Section 23 of the United States Housing
Act of 1937, as amended. and is known a3 Section 2) Leased Housing,
It was the intent of Congress that the propram work as 2 supplement
to the low rent housing program administered by the Housing
Assistance Administration, with the program operating through the
local hoasing authority similacly to the public housing program.

Under the provisions of Section 23 the Depattment of Housing and
Utban Development (HUD) entees into contracts with local housing
suthotitics authorizing the authorities Lo lease from private ownen
dwellings slready in etistence or 10 be constructed and sublease indis

" widusl dwelling units 1o low income lamilics a1 low monthly rentals.

At the fequast of the local housing authorily, the supervising ce.
gional office of HUD will make a survey of the local rental housing
market and, if found appropriate, it will authorize the local housing

*  authority to lease a”specific number of housing units at specified
tentals, HUD then enters into an snnual contribulions contract with
" the Joes} asthority under which it contracts to maleindividual annuxl
conteidutions for cach unit tobe leased, .

Under the'Housing Act of 1937, as amended, such annual contnidy.
tions payments are puatanticed over a fixed number of years by the
Umted States Authonty, an sgency and instrumentality of the United
Ststes, whose functions, powers and dulies are vested in and crercired
by the Secretary of Housing and Urban Development, Said Act furs
ther provides that “The [3ith of the Uniied Siates is solemnly pledped
10 the psyment of all annual contributions contracted for ... and

Page 98}

a .
.

Income Investor, Janunry 5, 1974, page 983.
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*  Page 81

pya March 3, 1975

Dotoliss Offcred on February 27 at 100 to ylel! 30%. Price
to comnpany Y8.00; cost to company 10.201%. Other dcetail
in Boxp Sunvey, Fchruary 17, page 1624.

oOplnlon: This uppcr-mediminegrade Issuc fs atiractive/for
corperate jnvestots although, duc to the small slu ot tho
srie, after- nnrkclabillty may be limited.

»

Ratings Reduced

Carolina Power & Light Company

The ratings on Carolina Power & Light Co.’s publicly beld
preferred stock issues have been reduced to “baa’ from
g1t For further comment, sce below and page 1557.

New Issues . * .

Carolina Power & Light Company , . .

. + » has filed an S.7 registration statcment covering 2
million shares (without par value) of eumulative prefer-
ence stock scries A to be sold in a negotiated offering
through Merrill Lynd: Pierce, Fenner & Smith, Inc. on
March 13,

Quolity & Rating: No rating application received.

Purposot. Proceeds from the new preference stock will be
used -for general corporate purposes including the reduction
of short-term borrowings incurred primarily for construc-
tion. Short-term borrowings totaled $131.7 milllon at De-
cember 31, 1974 and are expected to be at $128 million
fmmediately prior to the delivery of the new preferred stock.
Caplital expenditures for the 1975 through 1977 period are
currently cstimated at required $1,142.7 million including
$342.6 million In 1975, After the sale of the new preference
stock, the company estimates that it will need $S150 million
of funds from long-term sources. The'company is presently

- unable to issue additional preferred stock under the eamn-
ings test {n fts charter, ,

Avthorlzotion: The company is authorized to issue 2 million
shares of serial preferred stock. It will have 2 million shares
outstanding upon Issuance of the new stock. It is also au-
thorized to issue 300,000 shares of the preferred stock (237,
259 shares outstanding), 5,000,000 shares of preferred stock
A (500,000 shares outstanding), and 10 million shares of
serial preferred stock (2,150,000 shares outstanding). The
authorized amount of preference stock may be increased
upon the consent of the holders of a majority of tbe total
number of outstanding prefcn:nce shaxcs.

farnings Test: None, -

Dobt Rostrietions: None.

Fixed Chorges and Prolerred Dividends Pretection:

- IR un w1
{PActual COVETage aeeme. o 1285 223 1 I

—

MAs outlined in the prospectus: earnines represent net income
plus fncomne taxes and fixed charges: fixed charics represent ine
tereet charkes plns onesthind of annual rentals: and preferred divie
it proerred divideist requsrements multinlied by the
me beiore incvnu 13x0s bearx to net income. Mo
10, adgusied to 1ve effeet to the bwuance of the new

aCnads vyt
ratin that
fOTING cav
prefetred ulmk at an asciined dividend rate of $2.50, the January
1935 xale eof 4 million shares of conunon, the planncd gale of "$100
nuilion Neut moetgaie bonds At an ascanwed selc of Fi3%% lite thie
accond guarier of 1373, and the nppllca(mu of the proceueds Lhere-
{ronl, {3 oxtimated by the company 128,

Dlvidends: tolders of the pmfcmncc stock are entitled to
reccive cumplative dividends payable quarterly on July 1,
October 1, January 1, and April 1.

The company’s charter and the mortgage Indenture con-
taln provisions Jimiting payments of caah dividends on

W)n stock under certatn circumstances. At Decenmiber /

.
. 0

N

31, 1974, $21,015,987 was 50 restricted under the chatter” |
provisions, which restriction was removed in January 1975 )
upon the sale of the common stoeck,

The chartee also contains provislons Umitlng the amount
of dividends which can be made on its junior stock unless
certain ratins of common stock and surplus to total capitall. .
zatlon arc malntained.

Thx Stotus: This Is a “new moncey™ preference entitling coz-
porate holders to the 85% dividends-reccived credie,

Colf footure: Not rcfundable prior to Apeil 1, 1980 at
a Jower Interest or preferred dividend cost; otherwise cadl- .
able at prices to be supplicd by amendment, '

suslness: The company provides clectric servico §n an arca
of approximatcly 30,000 square miles {n North and South
Carolina having an estimated population in cxcess of 2,2
800,000, Elcctricity Is furnished at retail in 200 commu-
nides, and wholesale service is supplied to 29 municipalities.
During the 12 months cnded, December 31, 1974, operating
revenucs amounted (to '$461 milﬂon Revenues as of that
date were derived 34% fro: n xesldcmi.\l -29% from indus.
tral, 195 from commercial, and 18% from other sources.
Approximately 84% of revenues were derived from North
Carolina and 165 from South Carolina,

Of the total installed generating capability of 5,926 my., Lo
55.4% Is coal fueled, 11.8% nuclear, 9.5% coal/residual
ofl, 19.7% No. 2 oll, and 3.6% uses water power. For -
1975, the company anticipates that its generation will be
produccd as folluws: 73.3% from coal, 22.5% from nu-
clear, 2.65 from water, and 155 {rom No. 2 fuel ofl

In January 1975, the company was grantai €81 € ;.,Sliva
in retail rate relicf. Also in January the company was al.
lowed to put into effect a $20.3 million wholesale rate in- y L KT
crease subject to refund and a fossil fuel adjustinent clause . .
applicable to all wholesale sales amounting to approxhimately | .

-$20 million. ot

Copltalization: As of December 31, 19/4; pro forma reflects
the proposed sals of preference ‘stock and the sale in Jan-
uary 1975 of 4 million shares of common  stock and $22,
350,000 of first mortgage; 11355 Serics due 1994, and sub-
sequent short-term borrowings,

Actual * » ProForma

(000) % (000} %

$131,657 6.4 $78,000 7
986,680 47.9 1,009,030 47.3

" Short-terra  debt
Mortgage bonds
Other long-term

debt ..ceeeee

50234 24 50234 23 . [

Total debt .....: $1,168,571 §56.7 S1,137264 533 - i
Preferred stock .. 288,118 14.0 288,118 135 *
Prefcrence stock . — —_— 50,000 2.3 .
OCommon & * * :

surplus ..... 548,465 26.6 = 604,465 28.3 )
Def. tax, & inv, cr. 54,296 2.7 54,296 2.6

Total capital .. $2,059,450 100.0 $2,134,143 1000
“%.m,u( no-psre-value sharcs oulstanding: 23433844 she. pro

Niagara Mohawk Pa%er Corporationt . . .

« + » has [iled a repistration statement covering 400,000 .
ghares of $100-par-valie cumulative preferred stofk to bo
sold In a negutiated offecing ont or about March 11, The
syndicate will he Jed by Salamon Brothers and Merrill Lynch,
Picree, Fenner & Smith Ine. Application will be mnde to Jist
the new preferred on the NYSE,

Qualpy & Rullng: Moliwm grade; provisional “baa’.
Ilghet tariffs granted last weck should aid in keeplng

.

Moody's Invectors Scrvice, Inc., Moody's Bond Survey, Ma.qéh 3, 1975, page 1506,
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Following this financing, pro forma eapitalization will be morigage
+ bonds, $0.7%; pollution control notes, 2.0%: prefereed stocl, 13.7%:
common cquity, 33.3%. .

" Long-term debt plus prefereed stock will equol 63.9% of net plant.
=~ Coverope of fixed churges end prefesied dividends 1emoins adequate
* Jor maintenonce of a “BBE" soting, Therefore, we hove raied this
** bsveof Niogore Mohawk's preferred stock “BUN"

.. - . : .
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""" CAROLINA POWER & LIGHT COMPANY

«* Offering Cumulative Preference Stock

* '@n March 13 an underwriting syndicate headed by Merrill Lyneb,
Pieree, Fenner & Smiith is scheduled to offer 2,000,000 shares
« Carolina Power & Light Company Preference Stock, Seties A, Cu-
mulative (without par valuc). The shares will be protected against
lower-intcsest-cost sefunding uatil April 1, 1980, Thereafier they may
be sedeemed at the option of the company at vatious prices. Procecds
from this “new money™ offeriag will be uscd for gencral cotporate
purposes includiag the reduction of shorl-lerm botrowings incurred
primarily for the canstreetion of new fazsilities. These shori-term bor-
sowings totaled approximately S131,657,000 at December 31, 1974,
and are cxpected lo approximate $128,000,000 at the time of the sale
of these shares.

Construction expenditures are preseatly estimated 3t $342,600,000
for 1975 208 $1,142,700.000 for the years 1975 through 1977, During
1924 the company rcduced its planned 1975-1977 eapenditures by a

= fotal of approximatcly $788,000,000, These reductions included the

climination of five propassd new generating wnits which would have

.provided an additional 4,890,000 kw of gencrating capacily. Also in.

* % cluded was the deferral of cach of the first three of the four proposed

900,000 kw nuclear fucled, units of the Shearon Harris Nuclest Power

" Plant by approaimately onc and one-hall years and the fourth unit by

1wo years and the 1wo year deferral of the 720,00 kw coal fired Roxe

bote No. 4 Unil. The company now estimates that one of the Harris

Plant units will be completed each year from 1981 10 1984, The entire

project is now estimated to cost approvimately $2,100,000,000, of

.« which $343,241,000is included in the *1925-1977 cunstsuction
program, .

* In addition the funds seceived from the sale of the new preference

stock and the sale in Janvary 1975 of common stock and first

* maiipape bonds, the company estimates that it will need ape
proximately STSOXLINY of the funds tequired for the 1975 constsues
tion progeam fram longstesm sources, The company presently plans
10 gpisc in the sevond quarter of 1928 approvimately $100,600,000

» throuph the pubilic sale of fist mortpape bonds, Additional secusities
will be fusued later in 1928, the type and amount of whivh will he de-
termined at that time,

The company is preseatly uuahle (o issue sdditivaal prefersed stock
under the carnings test in its chaster, Yhe inuance of preference
stoek, however, is nat sulyecl to sn eamingx test, In the event the

Page 846 R )

Stardard & Poor's Corporatién,” The Fixed Income Investor, March R, 1975, pago ozs,
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.« mcnt clause, In March 1974, the North Carolina General Assembly
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continue o e vashle fo meet the eatnings test required 10 issuc addie
tional prefersed stock,

-

.In Oclolr 1973, the company filed with the North Carolina
Utilitics Commission (NCUC) and the Svuth Carolina Puldic Senvice
Conunission (ECI'C) applications for avthosity 10 incicasc its pere
manent getail 13ies 1o provide 3n approaimate 21% iacicase in feves
aucs from fetail sales, On January 6, 1915, the NCUC, by vrder,
pranted the company the tequested annual rate incicase cqual to ap-
proximately $31,900,000 hiased on 1974 Jevel of fuhi sales, On January
15, 1925, the SCISC issued un onder granting the company an ap-
proximate 12.2% anaual fucrease equal 1o approaimately $9,602,000,
based on the 1974 level of kwh sales, The otdes eequired the refund of
approximately $340,000 billed in 1974 in cxcess of the approved tatcs,

The NCUC has issued an order liniting the application of the com.
pany’s fossi fuel adjusiment clanse for residential customers 10 75%
of the fossit fucl costs incurred for 3 period not 1o cxcced 6O days ap-
plicablc 1o bills rencered on and afier February 1, 1975, Hearings have
been schicduled with 1espect 10 the application of the fossil fuel adjust.

passed 3 bill authorizing the NCUC to peemit wtilitics in rate cases to
" ulllize a forward test peried. The company presently plans to file for

. anadditional retail fatcincreascin 1975, .
L [ Yuml&d." et )1

fe . " R ) 21 1 2)] m [3]] 1970

Opcr. Revemues (M3 ) 40031 121 | DM 28558 0488

Op<t. Income (M2.3) M e’ W N »e
F3d.Cdge. Cov 0t lat &k PH4. Dird.

Aft Iac. Tores 133 s X7 SR 5 1 130

8¢f. Constr. 2. o [51] 131 L% M

Bel, Joe. Tares 14 I L3 1 200 130

ASSET PROTECTION: Carolina Power & Light will have 2 pro
(orma capitalization of $2.9% long-tcrn debt, 14.4% prefersed stock,
25% prefesence stock and 30.2% common cquity. Long-term debt
plus preferred and preference stock will equal 70.0% of net plant.
These preference shares are subordinated in dividend rights 10 the

- preferred stock but senior to the company®s common shares, While
coveroges continued 1o decline in 1974, the compary at thet timc had
not reccived the full bercfits from s recent rote inzrease, Coveroges
in 1975 should. begin 16 exkibit @ modest uptrend. Dused on this
Improvement, we have roted this Issue of preference shares “BHD."
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CROWN ZELLERBACH CORPORATION

.

Offering Sinking Fund Debentures

n March 18 an underwriting syadicate licaded by Lehman
Brothers lacorpacated plang to ofler $35,000,000 Crown Zeller-
bach Cosporation Sinking Fund Debentures due Mareh 15, 2005,
» These delentutes will affmd protection apaina Jower-intciest-cost
sefunding untd 1985, A sinking fund comniencing in 1984 wifl setire
$2,250,000 of the delentuses annually, The oftesing, witl be vnsecured
but protected by a acpative pledpee clavse, Poocectds from tie offering
will be added 1o the company’s peneial funds and weed for wwling
capital and other corporate piapases, including improvement of
existing facilities, purchases of additional ciquipment and scquisition
of additional timdeslamds, Capital expendituses for 1928 are estimated
At S12,000.000, After tan and pac-tan coverapes for the year ended
December M, 1974, wete SK0 times andd £.22 times, tespectively,
lissed va the improvement in the level of fived chpe coverape over
the past seveeal years, the sulstmtinl eash flave wul the company’s
sipnifetant position within the foeest prosducts ndusiey, wye have rated
this (ssue of siaking fumd debwntures 4.7 For furither information
conceining the eperations oof the compang, pleane conidt the issue of
the Lived Inctme Investor duated Decewher 2, IV,
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* Standard & Poor's Corporation, The Fixed Income Investor, March 15, 1975, page 827
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i L RECENT CORI’'ORATE OFFERINGS - N
T Sile Quid. Amewst ] i - Ode Vi Cott Comment 0a Kelewed
J Dste Releg MiLs faowe Polee * % Prot, C/N Pricing On Yoge
374 AAA 15,0 Uslea Pacific ¥ olirond Co. ‘€35-223 NC c Batbissrery
Eavip. Tewut A, 11/1/1975-39 . ,
5 AAA 3000 Prectes & Camlle Ca. . ”is Lty NR-25;104.0 N Sethisctory 67
Debemturen X174, 3/ 172005 .
s  3:14 1.0 Jerwey Centesl Poner & Lirht Co, 10038 00 NR30;10)32 C Attracthe e
First Mige, In174, 2 IIIIV“) .
e AAA 80 Cabwe Nationale der Vol conmmunic ”s 9228 NC N Attracthe . 254
. Cusrsaterd Enterasd Ndﬁ’-lfls.Jl!SIlm
. 376 A 2.0 Df::il)’ ;:'J;;; [ o :.. Isc, 100 L &4 NC23:100 N Adequste 779
. o %S .
36 AA 1500 Sevthern Califarnis Fdivon Ca, 738 895 NR-80; c Adequate 56
First & Ref. Mipe, 57 /%3, 2000
36 AA 150 Nerdelk & Wedein Raitnay €50-3.5¢ NC C Sathlactery
] Foauip, Trust. 3, 1/1/1976-90 .
36 A 0.0 Oxis bdevosor Co. 7”50 905 NRE510LX ° N.  NeCencession [ 9,
x Debeatvree9, 3172000 ,
m AAA 100.0 New Yotk Ttlrphonc Ceo 70 53 NC-30; 100 C Rich 24
Netes 8, 1/15/1983 « .
i ARA 1000 New Yol Telephone Co. 728 94 < RC-30; 10696 (o Rich 54 .
Debentures 5778, 3/15/3015 . "
i A 5.0 MP:?(.M;;I, I‘I t;-zmu Credit Corp, 109 .15 KRC-81;100 N Adequate 88
. o, y
Y H BBB+ 0.0 Nisgsrs Mohswk Power Corp. 109 1820 NR-25;106.53 N Adequnte 44
. Forst Mtpe., 37172008
! i BBB £.0. Nirgars Mohawkt Pener Corp. . H: 1060 NR-35; N Aftracthe S
Com, J1& Stocd ($100 pos)
un AAA 180 Atehbon, Topeta & Santa Fe Rﬁny Ce. £.25-820 NC c Sathalsctory
Eqvip. Tnm 3. 12/1571978-89 - .
3Nt AA 250 PublicSenice Co. of New Mezico 100 9.12¢  NROO; N No Coacession 2]
Flst Mige., 3/15/2008
M2 A 10.0 Pollic Senvice Co. ol New Mexico ) 10.12 NR-30; N Adequate f 2% .
Com, Pld.SlululOOnn o . -
/2 AA 00 Dequesae Light Co. Wa291 47 NR-30; c Rich t 2
Fiest \lltc.’ IIZ 37172005 - .
.3 A 980 . -Allied Cherical pr. 728 907 . NR-2S; N Ssfufactory 50
. Dedentures 9, 4/1/2000 . .
3 A 750 Alticd Chemicad Corp. 8 | ¥ o3 NR-3S: N Adeguate 150
Netrs t-Jn».-lll/an .
/3 AAA 50.0 Escolim . 300 9.0 NC-81:100 « N Aftrscthe
. hclﬂ.)IlSIlm H
3 AA | 1180 Upjoha Co. 10 128 NC32; N
- hﬂﬁ. 271571988 »
} /1 BBEE 20.0 Cateling Power & Lizht Co, ‘ 2 187 NR-30; ¥ N
Cym, Pld.SlotLluo porL 52675 i
)Il) A 128.0 Flo:lda Pewer & Light Co. 103443 NR-30; [
X Fiest Mige. 10-1/8, 37172008
33 NR. 125 Heston Corp, - A N,
. Cuen. Conr. P18, Stock (S2 pae), $1.60 -
3/13 AAA | 2.0 The Japan Desclopment ilaal ”.25 269 NC R . Adequate 713
Gtholt&l—l/lﬂ.)/lSll9$0 . B
o,
plying the new cos: of z.ner;)- adjusiment clavse for metes seadings on " and 37.2% common equity, Long-term debt plus preferred stosh will
and after March 1. . equal 514% of net plant, While mointoining cbove-average fucd
Under & contzact with the Nebraska Public Power District charge coverage over the past severol years, the company wos rot "
(NPPD), lowa Pezer and Light is entitled to one-half of the output . protecied "‘a"""ﬂ"f'"‘"i"’ in the price o/pwdu.m\d power. The
ontl 2004 of Coopze Nuciear Station at Brownville, Nebraska, A full- Cooper Nuclear Statign of nkick the compeny is entitled topmc{mn
power 40-ycar license 1o eperate the station hus been issued 10 NPPD one-half of the power genercied, wos put into service in 1974 ard has
by the Nuclear Rezulatory Commission and the facility is currently achicved exeellent operting resvits o date. In adilition, av of Marchs 1
opetating a1 764,000 Lw, or 98.2% of its expecied capacity, The net the company is protecied czainst fluctuations in the price of put.
electiic penerating capatility of lowa Power & Light, net of the chased power througk the erergy odpsiment ¢louse, which hes been
"‘mw“) of pover frar the Cooper Station, is 731,000 kw under instituted undee bund, subject 1o refund, Based on the above we have
winter conditions 328 154,000 kwunder wmmc;condmom roted this issue of preferred stock “A™ ond have roiwd ke
N ) onistonding ratings on oll lona Fuwvr & Light preferecd stock ivsues
. Jrom “RBB" to " A" -
o memen ¥ g 40 andnd ht'“.nkl Mato e * . y
. : o 1 )] (2} m "o -~
. Opet. RO oot (M3 e 122.0) 1118} Ko 9.3 [$13 * o
Iotomt (ML), o e e 1B ux 1M A1 G .
Tos Coreces otier s 1T Pt . ' EMERSON ELECTRIC CO.
A oo TOUS v e Y M EX) 30 1o ,
B ottt Ches e UBL 220 . 2 1.9 e ~ , Offering $30 Million l\u:n
. f =AY ES T T — FII . 4 ] J )
e e B o mid (o fate March Lonetun Plectin Co, glans to acll S30N00
' . g ‘ potcs due Apsit 1, 1988, CGioldin, Sachis & Co, will bs vad
” ASSET PROTFCTION: lowa Power & Lipht will humve a pro underwaiters, The notes will I culgegt o pedemption at any tnue o
i e )
k :\ forma capitalizaren of 4L.3% muitzape debt, MrS delntures, <.3% of afier April 1, 17X2, 3t the optea of the cotpany, There uo" Ikpo
guatantees of polistion centiol savenue s, 18,24 prefeesed stel sinking fund, . '3
March 15, 1973 . Paper2? F
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Date of Offering
of Rating Change

COVERAGE OF FIXED CHARGES AWD PREFERRED DIVIDENDS
PREFERRED STOCK OFFERI]GS BY ELECTRIC UTILITIES

BY RATING CATEGORY
1975-1976

Corpany

Moody's
Rating

Ratings Maintained at "a" by Moody's and A by Standard & Poor's

Public Service Electric & Gns Company
Ohio Edison Company

Pennsylvania’ Fower Company

Kensas Clty Gas & Electrlc Company
Toledos Edison Company

Public Service Company of New Mexico
Iowa Pover & Light Corpany

Potomac Electric Power Company

Jowa Public Service Company

Utah Pover & Light Company

Yew Englend Power Company
Connecticut Light & Power Company
Kentucky Utilities Company

Central Illinois Light Company
" Rochester Gas & Electric Corporation
Interstate Power Company

Gulf Power Cocpany

El Paso Electric Company

Public Service Electric & Gas Company

Duquesne Light Corpany

Jovwa-Illinois Gas & Electric Company
Pacific Gas & Electric.Company

/23/7h, 8u4-85)
13/75, L754-1755)
13/75, 1753~1754),

678)

/17/75, 1624-1625)

e )
S
-
wn
-
(%]

/1h/75, 13871388
/28/15, 1346-1347
/18/75,- 912-913)
* ( 9/ 1/15, 877-818)
9/ 8/75, Ou7-848
9/15/75, 825-826

10/ 6/15, 755-156
11/17/75, 603-604)

a" ; 9/22/75, 803-80k

,"f(;z/ 1/75, 538-539)

a" ('3/ 1/76, 1607-1608)
'a" g 3/-8/16, 1582)
"a" ( 3/22/76, 1525-1526)

bt o R B - i ]

> >

A

Ay
A

i

Standard & Poor's
Rating

Coverage of Fixed Charges
and Preferred Dlvidecds
After Ircoome Texes

defore Consiructiosn Creilss

12/28/74, 182-183)

1/11/175, 976-977)
;11;75, 917)

/ 8175, 911-912) -

<

1

2

2/22/15, 817

3/ 8/15, Bba-euu;
3/15/15, 826-827
3/29/75, 732)

4/19/15, 729-7303

s/ 3/15, 694-695
8/23/75, W06-Lo7, 411)
8/30/75, 395)

9/13/75, 359-360)
9/20/75, 339-340)
9/27/15, 32k-325

10/ %/75, 310)
11/15;75, 201-202)

200)
(12/ 6/75, 139-140)

3/ 6/16, 862-863
3/13/76, 834) .

- ;20/76, 815-818)

Last twvelve conths evailable

at date of offering
or rate charge

1.Lox#
1.51
1.35+
111;9*
1,15%
1.72
1.81
1,78
1.59
1.€0
1.35%

. 1,60

1,51
1,25+
1.9
1.€9
1.8
1.75 .
T

1.5Ux*

1079* “
1.k7%

'

e o BN, B 2
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COVERAGE OF FIXED CHARGES AND PREFERRED DIVIDENDS Page 85
PFREFERRED STOCK OFFZRINGS BY ELECTRIC. UTILITIES
BY RATING CATEGORY
1975-1976
\
] ‘ . Coverage of Fixed Czarges
. : and Preferreé Dividends’
Date of Offering . loody's. Standerd & Poor's After Income Taxes
of Rating Change . . Company - Rating Rating Before Construction Credits
) ’ <L . Last twelve ponths availadble
. at date of offering
Ratings Maintained at "a" by Moody's and A by Standard & Poor's * or rate change -
L4
Average - above 22 issuesn . ) 1.‘37:
Average - sbove 1l isnues excl&ding those vhere significant rate increases are not fully reflected 1.72x

*Signlncant rate increases ore not mlly reflected in coveruge ratios,

Source: Moody's Investors Se.rvico, Ine,, Moody's Bond Survey and stando.rd & Poor's Corporation, The Fixed Income Imrentor,
. in 1ssues at pages noted. -

168 938g
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Date of Offering
of Rating Change

a

Cormpo.ny

COVERAGE OF FIXED CHARGES AND PREFERRED DIVIDZNDS
PREFERRED STOCK OFFFRINGS OF ELECIRIC UTILITIES
BY RATING CATEGORY

1975-1976

Moody's.
Rating

Ratings Better than "a" by Moody's and A by Standard & Poor's

Texns Power & Llght Compeny
Oklchoma Ges & Electric Compeny

Indianapslis Pover & Light Company

Kansas City Yower & Light Company
Texas Electric Service Company

Southern California Edison Company

Public Service Company of Indiana
Houston Lighting & Power Company
Pacific Gas & Electric Company

" Cincinnati Gas & Electric Company

Texas Power & Light Company
Kansas Power & Light Company

Southwestern Public Service Company-

Illinois Power Company
Houston Li@hung & Fovwer Company

~

Aversge - above 15 {ssues

Aversge - sbove 10 issues excluding those where significant rate increases are not fully reflected

L

aa“( 3/10/75,
"{ 3/31/15,
::"( 5;12;75,

5/19/75.
"aa"( 5/26/15,
"an"( 5/26/75,
"aa" 6/30/75,
llaa" /22/75

Yant 10/27/75,

1537)
UL S

1283
125h-1255)
1223-1224)
1225)
1076-1077)

aa"(12/12/75, 498-499)
aa"( 1/12/76, 1770)

an" 1/19/76, 1738-1739

Yag" 2;23;76 1629) . ) .
"aa"{ 3/ 8/76, 1582
"aa"( 3/ 8/76, 1581)

© #3ignificant rate ihcx-eases are not fully reflected in coverage ratios.

" Source:

in jssues at pages noted,

Standard & Poor's
Rating

80-)

’

(22/27/75, 95-97)

i /17/76, 960-~951)
1/2 '/76) 9"3) -
A z 2/28/16, 873-87!:}

Moody's Imrestom Service, Inc., Moody's Bond Survey and Standard & Poor's corporation, The Fixed Income Investor,

A g,

U 7

»
T2ge 25

Coverzge of Fixed Czerses
end Freferred Dividezis-
After Incoze Teves
Before Construction Creédits

Iast tvwelve rmonths availedle .
at date of olferirg

or rete chenge .

2.13x
. 2.2k

1,5:%

1,72

2.25 .

2,02

2,23

1.72

1,52#

98 9%ed
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. CAROLINA POWER & LIGHT COMPANY Pege 87.
COVERAGE OF FIXED CHARGES AND FREFERRED DIVIDEND3
- 1968-1975 .
. g 1968 1969 1970 3m T g 1071 &

Incoze avallable fer - I - mn 2912 ' — 703 2-72-

2ized chsrges before taxes A $ 62,522,000 $ 64,731,000 $ 57,071,000 $ 83,401,000 $120,620,000 $133,444,000  $149,685,000 $217,013,000
Less: Income taxes B 22,513.000 10,920,000 £,289,000 M, 30,000 26,278,000 10,771,000 . 879,000 25,436,000 .
Incs=e aveiladle for ) . .

fixed charges aftér taxes c 10,019,000 15,811,000 18,732,000 €9,072,000 102,242,000 122,652,020 148,807,000 191,577,000 )
Allousace for funds . . ) . ) )

used during consiruction D 2,927,000 1,397,000 10,505,000 _ 14,708,000 24,759,000 38,933,920 sk, 609,000 59,957,000

-- Incote evaileble for . . . .

£ixed charges after taxes .

before coastruction credits 37,092,000 k1,414,000 30,277,000 54,365,000 7,483,000 84,500,000 9%,198,000 131,620,000
Toal interest charges ¥ . 1h, 006,000 18,427,000 23,957,000 31,050,000 h1,713,000 56,694,000 76.536.000 89,955,000
Preferred dlvidemin . a N 2,746,000 2,946,000 . hen,om " 0,y 000 610,000 13,017 0= £9,672,000 25,752,000
'Ic;tnl intcrest cherges | . ' . .

and preferred dividends | H 16,972,000 21,393,000, 20,656,000 39,970,000 .51,325,000 69,671,200 97,208,000 115,707,000

- - - ]

Totel {nterest cl;uges . N ‘ )

“end preferred dividends .- .
. on pre-tax besis 1 19,552,420 23,439,540 . 30,206,670 43,150,980 55,554,280 73,8%,M0  97,b14,720 122,145,000
Tizes interest and preferred .. . ] . . : . ) )

%ivide:;:’.s earned before taxes - . 3.20x - 2.76x 1.89x 1.93x 2,32x 1.61x 1,5ux 1.78x

As1I)- . .

Tizes interest ard preferred ) ) . - ‘

%i-ru;:).ﬁs ewzned alfter texes . 2.36x 2.14x 1.70x 2.73x 1.98x 1.75x 1.54x 1.66x

CskE .

Tizes interest and preferred . ) p . :

dividesds esrred after toxes . - :

’!zefazc)coutruction credits 2,19x 2.94x " 1.3%x . 136 L 1.51x 1.21x 0.97x 1.1lx

- (28 . . ’ .
Source: Computed from data in Carolina Power & Light Company, Amnual Report 1973, pege 223 Stendard & Poor's Corporation,”
The Fixed Income Investor, February 16, 1974, page 904; Interim Financlol Statements, December 31, 1975. .
. . . ) \ .
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. Page 85
CAROLINA POWER & LIGHT COMPAITY .
COMPUTATION OF TIMES FIXED CHARGES AND PREFERRED STOCK DIVIDENDS EARNED AFTER INCOME TAXES
FROM COST RATES FOR CAPITAL AND CAPITAL STRUCTURE RATIOS
Cost Capital .
Rate . Structure Ratio Component
Common equity 14,50% T 33.%0% T 4
Preferred stock . 8,01 15.01 1.20
Debt 7.4 . 51.59 3.99
Preferred stock and debt ' 5.19
) . b - " ® e
Total capital 10,004
Fair rate of return on total capital ) 10%
Times ﬁ.i.ed charges and preferred dividends earned after income taxes h
= Component for common equity plus component for debt and preferred stock
Component for debt and preferred stock |
= Rate of return on total capital
Component for debt and preferred stock
= 10:00; - 1.93x . . ..
- ° m
o
. 0
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CAROLIMA PCYER & LIGHT COMPANY
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FAIR RATE OF RETURN ON COMMON EQUITY

On Basis of

Stenderd of Commensurate Return

Earnings experience on common equity of electrie utilities in original cost Jurisdictions,

used as comparison companies

1971, 1972, 1973, 1974, 1975

Recent rate orders by regulatory comiagiona

"In line” with carnings cxperience on common equity of high grade industrial companies

Standards of Miintenance of Credit and Support of Financiel Integrity

-and Attraction of Capitel on.Falr and Reasonable Terms

-

»

Market price of common stock in relation to book valus and common stock offerings,

1972, 1973, 1974, 1975, 1976

First mortgage bond offerings of electric utilities with fixed charge ratios to support A rating,

1915, 1976

Preferred stock offerings of electric utilities with fixed charge and preferred stock dividend coversge -

ratios to support "a" and A rating,
1975, 1976

Carolina Power & Light Cowpany
Fair Rate of Return on Common Equity

-

14,504 at 33.40% Cormon Equity Ratio
Includes i\llovance'for Funds Used During Construction

<

68 58ea




CAROLTIIA POYER & LIGHT COMPANY

FAIR RATE OF RETURK ON TOTAL CAPITAL
USING IMBEDDED COST OF LONG-TERM DEBT AND FREFERRED STOCK

ON DECEMBER 31, 1975

Total Debt °
(page 12)

Preferred Stock and Preference Stock
(page 16)

Common Equity
(page 89) -

Total Cepitalization

Carolina Power & Light Commpany

Falr Rate of Return on Total Capital

Cost
Rete

-

7.74%
8.01

1h,50%

*Includes allowance for funds used during construction

Capital
Structure Ratio

(Page 7)

51.59%
15.01

33.40

100.00%

Vielghted

Component

3.99%
1.20

L.84

10.03%

o1

Poge 90
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CAROLINA POWER & LIGHT COMPANY ) .
. FAIR RATE OF RETURN ON NET ORIGINAL COST RATE BASE :
Carolina Pover & Light Comparny . T ' ) .- )
- Fair Rate of Return.on Total Copital . . 10%
~(pege 0 . : - ' e _
Carolina Power & Iight Company ] ) R .
Fair Rate of Return on Net Original Cost Rate Base . : v 107# ]
e < * .
*Includ.es ?.llownnce for funds used during constructiot{ -
. A
. ©
. . . o
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