LONG ISLAND LIGHTING COMPANY

SHOREHAM NUCLEAR POWER STATION

BOX 618, NORTH COUNTRY ROAD » WADING RIVER, N.Y. 1. 792




QUESTION l.a.

Indicate the estimated annual cost by year to operate the subiject
facility for the first five full years of commercial operation.
The types of costs included in the estimates should be indicated
and include (but not necessarily be limited to) operation and
maintenance expense (with fuel costs shown separately), depre-
ciation, taxes and a reasonable return on investment. (Enclosed
is a form which should be used for each year of the five year
period). Indicate the projected plant capacity of the unit for
each of the above years.

RESPONSE

See the attached forms for the response to question l.a. for
each of the five years beginning 1981.

i 98027025




ATTACHMENT FOR ITEM NO.

P T—

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: SHOREHAM NUCLEAR POWER STATION, UNIT NO. 1

FOR THE CALENDAR YEAR 1981

(thousands of dollars)

Operation and maintenance expenses

Nuclear power generation

Nuclear fuel expense (plant factor_66%). .

Other operating expenses . .
Maintenance expenses . . .

Total nuclear power generation

Transmission eXpenses . . « « o«

Administrative and general expenses

Property and liability insurance

Other A.&G. expenses « s & s
Total A.&G. expenses .

TOTAL O&M EXPENSES . .

Depreciation expense . . « « +

Taxes other than income taxes
Property taxes . « o« o ¢ o =+
Other . . . - . . . . . . . -

. .

- -

-

Total taxes other than income

Income taxes - Federal . . . . .
Income taxes - other . . . . .
Deferred income taxes - net . . .
Investment tax credit adjustments

Return (rate of return: :0.20 %) |

TOTAL ANNUAL COST OF OPERATION

Ql.a-2

$ 16182

5896
4231
26309

100

3100
1620
4720

31129

32300

15800
11053
26853

2427
19520
(2000)

155978

$266207

98027026




ATTACHMENT FOR ITEM NO. _l.a.

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: SHOREZHAM NUCLEAR POWER STATION, UNIT NO. 1
FOR THE CALENDAR YEAR 1082

(thousands of dollars)

Operation and maintenance expenses
Nuclear power generation

Nuclear fuel expense (plant factor 66 %), . . . . . . . $ 27600
Other operating €XpPEnNSEsS . . « s o o » & o o o s & o o 16442
Maintenance EXPEeNnSesS . « « o o s o o o & o o s s o & 12782
Total nuclear power generation . . . « + + 56824
TransmisSsion €XPenses .« « « « « « o + o o o = & & o o 3 107
Administrative and general expenses
Property and liability insurance . . . « « ¢ « & o ¢ + = 3250
Other A.&G. expenses B I T ILTE TS Ll e o 1 4676
Total A.LG, EXPENSES + « o o « o« o o & o s » o s @ 7926

TOTAL OsM EXPENSEE B ey = ™t A 64857

Depreciation @XPENSe . « « + « + o o o &+ & s o 0 0 4 o4 e 553C0

Taxes other than income taxes
ProOperty TAXES .+ + o + « + o s o o o s o s s s s s s o o 28900
Other T e S e 14824
Total taxes other than income taxes . . . « . 43724

Snoams taxen = POARTAL + « s o 5 o 5 8 5 3 2 8 b 4 0 6 4 @ 2628
Income taxes = Other . . « « o o o o o o o s s s s o o o -

Deferred income taxes = NEt . .+ + + o « o s o o o o o o = 29534
Investment tax credit adjustments - net . . « « + &+ & o + o (2000)
Return (rate of return: 10204y . . . . . . .. ... .. 147329

TOTAL ANNUAL COST OF OPERATION $341372

99027027 -

Ql.a-3




ATTACHMENT FOR ITEM NO.

k.4,

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: SHOREHAM NUCLEAR POWER STATION,

FOR THE CALENDAR YEAR 1283

(thousands of dollars)

Operation and maintenance expenses

Nuclear power generation

Nuclear fuel expense (plant factor 71%) .

Other operating expenses . . «
Maintenance expenses . . . w

Total nuclear power generation

Transmission eXpenses . « « « s« +

Administrative and general expensces

Property and liability insurance .

Other A.&G. expenses RS T
Total A.&G. expenses . . .

TOTAL O&M EXPENSES « e .

Depreciation expense . . « + ¢ « & o

Taxes other than income taxes
Property taxes . .+ « « o ¢ o o o &
Other R RSN SRR & ir 6= o | = k-

Total taxes other than

Income taxes = Federal . . « « « o
Income taxes = other . « « « « o o«

Deferred income taxes - net . . .+ .« =«

. -

income

Investment tax credit adjustments - net . .

Return (rate of return: 10.208%) . |

TOTAL ANNUAL COST OF OPERATION

Ql . a_4

.
- .
- .
-

UNIT NO. 1
s 2 » s« % 29106
o A 15941
R (1T
3 et el o 56861
s & i 114
. . . - 3400
P . 4441
PR S 7841

55300

30900
14667
45567

3262

e 33734
(2000)
138251

$338930

98027028




ATTACHMENT FOR ITEM NO.

__1.a.

©€TT "ED ANNUAL COST OF OPERATING NUCLEAR GENERATING
UNIT: SHOREHAM NUCLEAR POWER STATION, UNIT NO. 1

FOR THE CALLNDAR YEAR 1984

(thousands of dollars)
Operatic and mainter ~Xpenses
Nuc [ear power gene:
“Tlwiciear fuel ex; ant factor 74%)
Oth~r operating * s 4 @ 4
Maintenance EXpenscs . « o o ¢ o o o @

Total nuclear power generation

Transmission expenses . . . .

- - - - - .

Administrative and general expenses

Property and liability insurance . . . .

Other A.&G. expenses 2l e &
Total A.&G. expenses

TOTAL O&M EXPENSES .

Derveciation expense . . . . .

Taxes other than income taxes
Property taxes . « « « « « &
Other s E 4w w & %e

Total taxes other

Income taxes - Federal . . . .
Income taxes - other . . . « =«

Deferred income taxes - net . .

. . - . * .

than income

Investment tax credit adjustments - net . .

Return (rate of return: 10.20 %)

TOTAL ANNUAL COST OF OPERATION

Qloa—s

.
- - -
- -

-

- - .

$ 32998
16948
12560
62506

- . - . . 121

. . . .
- - . -
. - - -
- . . .
- - - .

o o o o o 3570
- . . . . 4221
. - - . . Bng

s s s & @ 70918
. - . - - 55300

33100
« A owa 16082
49182
40726

28734

« o o o e (2000)
- . . . - 129683
$ 372543

99027029




ATTACHMENT FOR ITEM NO.

ESTIMATED ANNUAL COST OF OPERATING NUCLEAR GENERATING
SHOREHAM NUCLEAR POWER STATION,

UNIT:

[

FOR THE CALENDAR YLAR 1985

(thousands

of dollars)

Operation and maintenance expenses

Nuclear power generation
Nuclear fuel expense (plant
Other operating expenses
Maintenance expenses . .

Total nuclear power generation

Transmission expenses . . . .

factor_78%)

. . - - . .

Administrative and general expenses

Property and liability insurance . . . .

Other A.&G. expenses ¢« & »
Total A.&G. expenses .

TOTAL O&M EXPENSES .

Depreciation expense . . . . .

Taxes other than income taxes
Property taxes . . « « + « &
Other 2 » w2l ulxalals

Total taxes other

Income taxes - Federal . . . .
Income taxes - other . . . . .

Deferred income taxes - net . .

Investment tax credit adjustments =~

Return (rate of return: 10,20 %)

. . . . .

than jincome

net .

TOTAL ANNUAL COST OF OPERATION

Ql.a-6

- - . -

e

UNIT NO. 1

$ 37922
19399
14421
71742

136

3750
4922
8672

80550

55300

35400
16631
52031
59985
16834
(2000)

122329

$ 385029

908027030



ATTACHMENT FOR ITEM NO. _l.a.
ESTIMATED ANNUAL COS® ~2F OPERATING NUCLEAR GENERATING
UNIT: SHOREHAM NUCLEAR POWER STATION, UNIT NO. 1
FOR THE CALENDAR YEAR 1986

(thousands of dollars)

Operation and maintenance expenses
Nuclear power generation

Nuclear fuel expense (plant factor 78%) . . . . . . . . § 43705
Other operating eXpenses . . « « « + s o o » & & o o 19399
Maintenance eXpPensSes . + « s« o o o s o o s o o s s e 14421
Total nuclear power generation §1 Rp b R I 77525
TransmisSsion eXPenses . « « ¢ « o s o o o o o o & o o o 136
Administrative and general expenses
Property and liability insurance . . « « « « « & o & o & 3940
other An &Gc expenses - . . - . . - . - . - - - . . . . 5411
Total A.6G. ©XPENSES « « + &« + s o s s o s o o o o 9351

TOTAL O&M EXPENSES pagl s Ay .ca bl tl o B R 87012

Depreciation EXPensSe . . « « « « s o & 4 & e s s s s e s o 55300
Taxes other than income taxes

Property taxes - - - . . - - - - - - . - - . - - . - - - 37900

other . - - - . - - - . - . . . . . - - - - - ) . - . - 12022

Total taxes other than income taxes . . . . . 54979

Income taxes - Federal . . « o« « o s o o o o o s s o s o 66054

Income taxes = Other . . « « o o o o o & o s s o s s s o o -

Deferred income taxes = NEt . « o« o+ « s s o« s o s & o s + o 16834
Investment tax credit adjustments - net . . . .+ « &+ ¢ & o o (2000)
Return (rate of return: 210.208) . . « « « o o o & s » o o o 114974

TOTAL ANNUAL COST OF OPERATION $ 393153

nd 99027031




QUESTION 1l.b.

Indicate the unit price per KWh experienced by each applicant
on system-wide sales of electric power to all consumers for
the most recent twelve month period.

RESPONSE
For the twelve (12) months ending January 31, 1979, the KWh

unit price experienced by each applicant on the LILCO system
was 5.8 cents.

98027032

Ql.b-1
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QUESTION 2

Indicat: the estimated costs of permanently shutting down the
facility, stating what is included in such costs, the assumptions
made in estimating the costs, the type of shutdown contemplated
and the expected source of funds to cover these costs.

RESPONSE

The Long Island Lighting Company has reviewed the various
alternatives for decommissioning an 850 MWe boiling water
reactor (BWR) plant at the end of its useful life. They

range from mothballing the plant nearly intact to complete
dismantling of the plant and removal of all structures to

one foot below grade level. Selection of the best technique

to use will naturally depend on many factors which can only

be properly evaluated at the time of decommissioning. Estimates
of the costs of various alternatives can be made, however, based
on the actual costs experienced in the decommissioning of several
civilian reactors.

Three different levels of decommissioning were considered and
the estimated cost (1975 dollars) were obtained for each:

(1) Mothballing

Leaving the plant essentially intact after flushing
all systems and removing all loose radioactive items
and wastes, providing a security fence around the
plant, and maintaining a perpetual around-the-clock
guard and watchman service, with semi-annual inspec-
tion of the plant performed.

Decommissioning Cost: $ 3,500,000
Annual Charges After Decommissioning: 80,000/year

(2) Entombment

Leaving all buildings intact; flushing and dismantling

system piping; isclating, sealing, and entombing the

reactor pressure vessel; providing closed shield housings
around major radiocactive items such as the turbine generator,
heat exchangers, moisture separators, etc.; removing all
piping and other loose radioactive items and wastes; providing
a security fence and performing semi~-annual inspection of

the plant.
Decommissioning Cost: $ 9,000,000
Annual Charges After Decommissioning: 30,000/year

[/
|

02-1 ¥ 90027035




(3) Complete Dismantling

Removal of the plant down to one foot below grade
level, leaving the subgrade foundations essentially
intact, backfilling to grade level, and restoration
of landscaping to the approximate original condition.

Decommissioning Cost: $54,000,000

These numbers show the range of decommissioning costs for the
Shoreham Unit. A 1977 Atomic Industrial Forum report, AIF/NESP-
009SR, "An Engineering Evaluation of Nuclear Power Reactor
Decommissioning Alternatives" indicated that the cost of
decommissioning could be reduced if the plant were first moth-
balled or entombed, and then left in that condition for a period
of time before dismantling. This approach to dismantling appears
preferable to LILCO at this time. The Applicant will continue

to monitor industry developments and, at an appropriate time, a
detailed decommissioning plan will be submitted to the NRC.

The source of funds will come from internal cash generation plus
external financing as required.

90027034
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QUESTION 3

Provide an estimate of the annual cost to maintain the shutdown
of the facility in a safe condition. Indicate what is included
in the estimate, assumptions made in estimating costs and the
expected source of funds to cover these costs.

RESPONSE

Annual costs to maintain the shutdown of the facility in a
safe condition, a description of what is inclnded in the
estimate, and assumptions made in estimating costs are in-
cluded in response to question 2.

The source of funds will come from internally generated cash
plus external financing as required.

Q3-1

90027035



QUESTION 4.a.

Provide copies of the prospectus for the most recent security
issue and copies of the most recent SEC Form 10-K. Provide
copies of the preliminary prospectus for any pending security
issue. Submit copies of the Annual Report to Stockholders
each year as required by 10 CFR 50.71(b).

RESPONSE
The below listed documents are herein provided:

i, Prospectus dated October 30, 1979 and Supplement dated
November 20, 1979.

2. SEC Form 10-K for the fiscal year ended December 31, 1978
3. LILCO Annual Report for 1975
4. LILCO Annual Report for 1976
5. LILCO Annual Report for 1977

6. LILCO Annual Report for 1978

NOTE: 1Item 1 is provided herein.
Items 2 through 6 have been submitted via the LILCO
letter SNRC-378 dated April 19, 1979,

Q4aa-l

90027036



QUESTION 4.b.

Describe aspects of the applicant's regulatory environment including,
but not necessarily limited to, the following: prescribed treatment
of allowance for funds used during construction and construction work
in progress; form of rate base (original cost, fair value, other);
accounting for deferred income taxes and investment tax credits;

fuel adjustment clauses in effect or proposed; historical; partially
projected, or fully projected test year.

RESPONSE
The following describes various aspects of LILCO's regulatory environment:

1. The test year now utilized for rate making purposes in New York
State is the 12 month period at the end of a calendar quarter no
earlier in time than 150 days before the date of filing. This test
year is to be fully adjusted to show the operating results for the
first 12 months during which the proposed rates will be in effect.
There have been no restrictions placed on the types of adjustment
which may be made to the test year to make it represent the future
period.

2. There are certain items included in construction work in progress
(CWIP) on which allowance for funds used during construction (AFC)
is not calculated, since they are either too small or are of too
short a duration in time. These items are often referred to as
"non-interest bearing" CWIP. Currently the average balance for
these items is $45 million on the electric side of the business
and $4 million on the gas side of the business. AFC generally
would be calculated on the remainder of CWIP unless the Commission
decides to permit some of it to be included in rate base. (Such
permission is normally only granted to enable a utility company
to continue its financing program). The Company is presently
allowed to include $300 million of electric and $4 million of gas
CWIP in its rate base.

3. In New York, the rate base is normally the average plant in service
at original cost, less the accumulated depreciation reserve, less
the deferred taxes on plant-related items, plus an allowance for
working capital and any CWIP which the Commission has allowed to be
included.

4. The Commission permits deferred tax treatment on some of the differences
between book and tax depreciation which produces something which can
be described as between flow-through accounting and normalized account-
ing. There is also deferred income tax treatment for the investment
tax credit in excess of the first 4%, The Company also capitalizes
a portion of its AFC net of income taxes.

04.b-1



The Commission permits both electric and gas fuel adjustment
clauses. The electric fuel adjustment clause includes the cost
of fuel, excluding the cost of fuel used to make sales for
resale, plus the cost of economy purchases and the cost of fuel
included in non-economy purchases. The Commission also permits
deferred fuel accounting so that fuel expenses and fuel revenues
may be more closely in phase with each other.

e 90027038




NUESTION &4.c. Yl L

-

neseribe the nature and amount of the applicant's most recent rate relief action(s). In
z4dition, indicate the nature and amount of any pending rate relief action(s). Use the
-ttached form to provide this information. Provide copies of the submitted financially~-
related testimony and exhibit: of the staff and company in the most recent rate relief
action or pending action. Fur ish copies of the hearing examiner's report and recommend-
ation, and final opinion last issued with respect to each participant, including all
f{inancial exhibits referred therein.

RESPONSE:

4ec. Rate Developments

Cranted Electric Cas
Test year utilized 12731777 (a) 12731777 (a)
Annual amount of revenue increase
requested-test year basis (000's) $ 147,100 $23,900
Date petition filed 5/31/78 5/31/78
Annual amount of revenue increase
allowed-test year basis (000's) $ 26,000 16,580
Percent increase in revenues allowed Ye 3% 9.1%
Date of final order 4721179 4/27/79
Effective date 5/04/79 5/04/79
Rate base finding (000's) ~ 81,556,728 238,761
Construction work in progress included
in rate base (000's) $ 300,000 4,120
Rate of return on rate base authorized 10.267% 10.26%
Rate of return on common equity
luthorized . 13.7: 13072
Revenue Effect (000's)
Amount received in year granted $ 15,300 7,200
Amount received in subsequent Yyear $ 25,700 16,900
Pending Recuests ' Electric Gas
Test Year A 2 6/30/79 (b)
Emount ‘ N $25.6 million None
Percent : X! 2.5%

Date filed : : . 9/21/79 A 96027039

pate by which decision must
be issued . 8/80



4c. Rate Developments

Pending Requests (Cont.) Electric Gas
Rate of Return on Rate Base
Requested 10.49%
Rate of Return on Common Equity
Requested 13.7%
Amount of Rate Base Requested $1,684,859
Amount of CWIP included in
Rate Base $300 million
NOTES:

(a) The Public Service Commission of the State of New York (PSC) in making
its final determination recognized certain major adjustments to the
12/13/77 test year and concluded that such adjustments created a new
test year, called the rate year, the 12 months ended 4/30/80.

(b) The test year of 6/30/79 has been adjusted to a rate year of 4/30/81.

Q4.C-2
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The following financially-related testimony and exhibits of Staff and Company
witness in rate cases 27374 (electric) and 27375 (gas) have been previously
submitted via LILCO letter SNRC-378 dated April 19, 1979 except for items
C.1 and D which are provided herein:

Financially-related testih&n; and exhibits of Staff and Company witness in rate
cases 27374 (electric) and 27375 (gas) will consist of:

A. Prepared testimony and prepared exhibit #196 of Vincent A.
Macri, Chief Utility Financial Analyst, Utility Finance
Section, Office of Accounting and Utility Finance, N.Y. State
Public Service Commission, Empire State Plaza, Albany, N.Y.
12223, dated October 1978 for the Staff:

Exhibit #196 contains the following:

1. LILCO - Cash Funds Requirements Excluding the Trusts
for the years 1979 and 1980

2. LILCO - Capital Structure = June 30, 1978 - Pro Forma

3. LILCO - Average Capital Structure for the Rated Year

4. LILCO - Moody's Utility Common Stocks - Average
Long Term Debt Positions

S. LILCO - Moody's Utility Common Stocks - Average
Preferred Stock Positions

6. LILCO - Moody's Utility Common Stocks - Average
Common Equity Positions

7. LILCO - Cost of Long Term Debt = June 30, 1978 - Pro Forma

8. LILCO - Cost of Preferred Stock - June 30, 1978
9, LILCO - Financial Statistics
10. LILCO - 1978 Yields for Long Island Lighting
11. LILCO - Moody's Utility Common Stocks - Financial
Statistics

12. LILCO - Moody's Utility Common Stocks - Financial
Statistics - 1976

13. LILCO - Moody's Utility Common Stocks - Financial v
Statistics - 1977

14, LILCO - Moody's Utility Common Stocks - Financial
Statistics ~ Current

15. LILCO - Flowthrough Electric Utilities - Financial
Statistics for 1976

16. LILCO - Flowthrough Electric Utilities - Financial
Statistics for 1977

17. LILCO - Flowthrough Electric Utilities - Financial

* Statistics -~ Current
18. LILCO - Standard & Poor's 400 Industrials - Financial
Statistics

19. LILCO - Moody's Utility Common Stocks - AFC as a
Percentage of Earnings

90027041
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20.
21.
22.
23.
24,

25.

26.

27‘
28.
29.

LIL.U - Flowthrough Electric Utilities AFC as a
Percentage of Earnings

LILCO - Common Stock Issuances 1976 = $20,000,000

or more

LILCO - Common Stock Issuances 1977 - $20,000,000

or more

LILCO - Common Stock Issuance in 1978 - $20,000,000
or more

LILCO - Derivation of Formula for Converting Investors
Expected Return to Required Return on Equity

LILCO -~ Divisors Necessary to Convert Total Return

To Required Return on Equity at Given Market to Book
Ratios* (*Assumes 66% payout ratio)

LILCO - Average Capital Structure and Cost Rates for
the Rate Year

LILCO - Pre-Tax Rate of Return

LILCO - Pro Forma Pre-Tax Coverage For the Rate Year
LILCO - Pre-Tax Coverage Based on the 10% Limitation
of Other Income

LILCO - Moody's Utility Common Stocks Pre-Tax Coverage
for the Twelve Months Ended December 31, 1977

LILCO - Flowthrough Utilities Pre-Tax Coverage for the
Twelve Months Ended December 31, 1977

LILCO - Moody's Utility Common Stocks Pre-Tax Coverage
for the Twelve Montihs Ended June 30, 1978

LILCO - Flowthrough Utilities Pre-Tax Coverage for the
Twelve Months Ended June 30, 1978

LILCO - AFC as a Percentage of Earnmiugs For the Rate
Year

B. Financially-related testimony and exhibits of company witnesses in
rate cases 27374 (Electric) and 27375 (Gas):

c.

1.
2.
3.
4.

Thomas H. 0'Brien

Raymond J. Forrer

Roger F. Murray the 2nd

Zvi Bendry (testimony and exhibit #64 which contains
Schedules 1&2 and a Technical Appendix)

The Hearing Examiner's revor. and recommendations, and final opinion
last issued with respect o each participant, including all financial
exhibits referred therein zuisists of the following:

1.

2.

Recommended Decision by Administrative Law Judge David
Schechte Issued 2/13/79 - Case 27374 & 27375

Opinion and Order Determining Increased Revenue Require-
ments - Issued 4/27/79 , Case 27374 (Electric Rates) and
27375 (Gas Rates). (Attachment C to question 4C provided with
this submittal)

90027042
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Financially-related testimony and exhibits of Company witnesses in
support of the pending rate case:

1. Raymond J. Forrer (pages 1 and 12 through 20 and exhibits 12 through 18)
2. 2vi Benderly (testimony and exhibi* 56 which contains schedules 1 and 2
and a technical appendix).

Ql. - C"S
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.

1 Q.
2 A.
3
4 Q.
5 A.
6
7 Q.
8 A.
9
10
"
12
13 Q.
14
15
16 A.
17
18 Q.
19
20
21 A,
22
23
24
NOTE :

ATTACHMENT A TO QUESTION 4.C

TESTIMONY OF
RAYMOND J. FORRER

Please state your name and business address.

Raymond J. Forrer, 250 0ld Country Road, Mineola, New York

What is your position with Long Island Lighting Company?

I am Associate Controller, a position I have held since 1974.

Have you testified in other proceedings before this Commission?
Yes. I have testified in several of the Company's rate proceedings
including its last electric and gas rate Cases 27374 and 27375,

in Case 27136, in Case 80003 "Jamesport Siting Application'", and

in Case 26798 "Empire State Power Resources, Inc."

Mr. Forrer, 1 show you a two page document entitled "Long Island
Lighting Company - Balance Sheet." Was this document prepared
under your direction?

Yes.

No. 1.
1 shows?
It shows the Balance Sheg
of the years

y 1976, 1977 and 1978 and as & gne 30, 1979

ex ed from the books of the Company by PSC prime acccwH

Pages 2 through 11 inclusive have been omitted intentionally.

90027044
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12

13

14

15

16

17

18

19

20

21

22

23

24

RAYMOND J. FORRER

of which is entitled "Net Utility Plant - Electric - Book Cos
ofNPlant and Accumulated Depreciation - Monthly Balances !
1, 198 to April 30, 1981." The second page refers togfNet
Utility gnt = Common." The third page refers tofDeferred
Taxes - ElecMic." Was this document prepared ygMfider your

supervision?

Yes.

1 ask that this document beNgarkeglas Exhibit 12 for identifi-
cation. Mr., Forrer, what doe Muis Exhibit show?

Page 1 shows monthly balangfs afterMCVRs for the period May 1, 1986
to April 30, 1981, in e various elec ¢ property accounts and
accumulated deprecigfion, including that pOgtion of common plant
from page 2 whi is allocated to electric opeWgtions. Page 2

shows the redfted common plant and accumulated deP§ygciation balances.
The resu shown on each page is net utility plant. Ree 3 shows
month balances in the various deferred federal income ;A items

foff electric operations. Also shown on the bottom of each page

is the average annual balances for each of the items stated abov

I show you a two-page document entitled, "Long Island Lighting Company
- Weighted Average Cost of Senior Securities at June 30, 1979."
Was this prepared under your direction?

Yes.

12 90027045
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RAYMOND J. FORRER

1 ask that this document be marked as Exhibit 13 fcr identification.
Would you please explain this Exhibit?

Exhibit 13 shows that as of June 30, 1979, the weighted average

cost of long-term debt was 7.86% and the weighted average cost

of preferred stock was 8.02%.

I show you a two-page document entitled, "Long Island Lighting
Company - Estimated Cost of Senior Securities, Capital Structure,
and Rate of Return." Was this prepared under your direction?

Yes.

1 ask that this document be marked as Exhibit 14 for identification.
Would you please explain this Exhibit?

Exhibit 14, Schedule 1 of 2 shows that the estimated changes in the
senior securities during the period of July 1, 1979, and April 30,
1981, and the cost of those changes. It reflects the pending sale
‘r October 1979 of $14.4 million of authority financing notes and a
proposed sale in May, 1980 of $85 million of Ceneral and Refunding
Bonds at a cost of 10%. Also, an expected sale in December, 1980 of
$70 million of General and Refunding Bonds at an estimated interest
rate of 10%. The schedule also indicates a refunding of the

Series A lst Mortgage Bonds of $20 million at a 3% rate in
September, 1980, The resulting weighted average cost of debt at
April 30, 1981, is 8.16%. The Exhibit further reflects (a) the

90027046
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RAYMOND J. FORRER

recent issuance of Preferred Series S $75 million, with proceeds
to the Company of $73,715,000 at a cost of 9.97%Z and (b) an
adjustment for the Series Q Preferred Stock Amortization of

the redemption premium as per Case 27236. The Preferred Stock
has been reduced for the sinking fund requirements relating to
the Series L stock in July, 1979; Series Q in June, 1980; Series
L in July, 1980; and Series M in November, 1980. The weighted

average cost of Preferred Stock at April 30, 1981 is 8.56%.

Schedule 2 of 2 reflects the estimated capital structure, cost
rate, and the return components for long-term debt, Preferred
Stock, Common Equity and customer deposits as estimated for the
rate year ending April 30, 1981. In addition to the additional
bonds and preferred stock noted on Schedule 1, this schedule
reflects (a) a planned issue of $120 million offering of

common stock in November 1979, (b) a proposed $88.8 million
offering of common stock in November, 1980, (c) proceeds of

$2 million from the sale of shares of common stock under the
Employee Stock Purchase Plan and (d) proceeds of $16 million
from the sale of shares of common stock under the Automatic
Dividend Reinvestment Plan during the rate year. Finally,

it reflects additional retained earnings of $58.7 million

and the estimated changes of $0.2 million to the capital stock

expense.

14
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RAYMOND J. FORRER

What else does Exhibit 14 show?

It shows the capitalization ratios of the capital structure and
the cost rates for each of the senior securities, 9% for customer
deposits and 13.7% for common equity. It also shows the resultant

return components yielding a total required rate of return of 10.49%.

Mr. Forrer, would you comment on the apparently high common

equity in the Company's capital structure?

Although the common equity ratio in the Company's capital structure
seems high, two factors must be considered. First, in accordance
with past rate case treatment, the Resources and Construction Trust
have been excluded from the capital structure for rate purposes.
Second, theoretically, the Company could decrease the amount of
common equity by selling more long-term debt. But as shall be
demonstrated later on in my testimony, bond indenture coverage is
below acceptable levels, even with the full rate relief requested.
Therefore, the sale of additional bonds to reduce the common equity
might not be feasible. Other possibilities of reducing the common
equity ratio are to increase use of the Trusts as a financing vehicle
and to s2ll more Preferred Stock. With respect to the Trusts,
these were created to finance nuclear fuel and the construction

of the Company's share of Nine Mile Point 2 nuclear unit. It is
pessible for the Company to borrow from the Trusts for "Other
Corporate Purposes" but this is merely another temporary expediency

90027048
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RAYMOND J. FORRER

for financing and does r,t have a material effect on our
financing program. As far as Preferred Stock is concerned, the
preferred stock ratios are near maximum levels. In additionm,
without rate relief the amount of Preferred Stock that could

be issued may be limited by the Certificate of Incorporation
coverage test. For the recently isscued Series S 9.8% preferred,

the coverage was 1.51 times. The minimum required is 1.50 times.

1 show you a two-page document entitled, "Long Island Lighting
Company - Fun' wequirements and Financing." Was this prepared
under your direction?

Yes.

I ask that this document be marked as Exhibit 15 for identification.
Would you please explain this Exhibit?

Schedule 1 of the Exhibit shows the fund requirements, internal
cash generation, and financing for the calendar years 1979, 1980
and for the twelve months ended April 30, 1981. The Exhibit

shows the funds required for our construction program and nuclear
fuel and Nine Mile Point #2 expenditures to be financed through

the resources and construction trusts. Also, the funds required

for sinking funds and bond redemption. Funds derived from internal
sources are shown without rate increeses requested in this case.

The financing program including resources and construction trust

16 90027049
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RAYMOND J. FORRER

financing is showa in the section headed "Funds Provided."
Schedule 2 of the exhibit is similar to Schedule 1 except
that 1 have assumed the rate increase requested in this

filing to be effective May 1, 1980.

I show you a two-page document entitled, "Long Island Lighting

Company - Bond Indenture Coverage and Ratio of Earnings to Fixed

Charges (SEC Coverage)." Was this prepared under your direction?

Yes.

I ask that this document be marked as Exhibit 16 for identification.

Would you please explain this Exhibit?

Schedule 1 of the Exhibit reflects the computation of the bond
indenture coverages and ratios of earnings to fixed charges at
December 31, 1979, December 31, 1980, and April 30, 1981. The
coverages are based on available income stated in the Schedule
and proposed bond financings. Schedule 1 is tabulated with-
out rate increases while Schedule 2 reflects the requested

rate increase effective on May 1, 1980.

Mr. Forrer, on Exhibit 16 you show the forecasted G&R bond
indenture coverage for the years 1979, 1980 and the rate year
respectively as 2.23 times, 2.02 times and 1.99 times without

rate relief and 2.23 times, 2.17 times and 2.22 times with

17 90027050
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RAYMOND J. FORRER

rate relief. Do any of these calculations include bond sales
that will take place subsequent to the particular 12 months
period?

No. All calculations include only the annualized interest on
all bonds outstanding at the conclusion of the particular 12
month period. For example, the coverages for the year 1979

do not reflect any interest on bonds to be issued in 1980. i 4

I were to include the interest on the first bond issue in the
spring of 1980 in the 1979 calculation, the resultant coverase
would be 2.05 times. In Opinion 78-1, the Commission, in
establishing rate levels for the Company utilized as its criteria
a coverage of 2.3 times for the rate year including the first
issue of bonds to be sold after the rate year. It is clear that
the Company will not meet this standard at any time. Further-
more, the bond indenture coverage throughout the entire period
is approximately at the levels which the Commission has con-
sidered appropriate for granting interim rate relief. This
coverage situation will be exacerbated by the fact that expenses
in this presentation are based upon the levels found appropriate
by the Commission in the Company's most recent rate decision,
Opinion 79-14, issued April 29, 1979 in order to reduce the
controversial issues. As Associate Controller, I am familiar
with the Company's proposed 1980 budget and I can state that,
despite the strictest controls possible, it appears most likely

90027051
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that actual expenditures for operation and maintenance for the
year 1980 and at least the first four months of 1981 will exceed
those reflected in the Company's filing. Thus, all of the
financial criteria reflected in my exhibits are conservative

in that they present an optimistic view contrasted to what will

probably occur.

Mr. Forrer, 1 show you a one-page document entitled, "Long Island
lizhting Company - Internal Cash as a Percent of Capital Expend-

' Was

itures and Dividends Paid as a Percent of Cash Incom .’
this document prepared under your supervision?

Yes.

1 ask that this document be marked as Exhibit 17 for identification.
Would you kindly describe this Exhibit?

The Exhibit shows internal cash as a percent of capital expend-
itures and dividends paid as a percent of cash income for the

year 1979, 1980 and the twelve months ended April, 1981. The

data shown on this Exhibit were extracted from Exhibit 15. The

top half of the Exhibit assumes no rate increase and the bottom
half of the Exhibit assumes the proposed rate increase effective

May 1, 1980.

24 Q. Mr. Forrer in computing the percentage of dividends to the amount

19
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RAYMOND J. FORRER

of internal cash generation as reflected on Exhibit 17, what common
stock dividend rates did you assume?

Beginning in August, 1979, I used a quarterly rate of 44 1/2¢ per
share, the most recent quarterly payment. I used this rate for

the November 1, 1979 and February 1, 1980 common stock dividend
payments. Beginning with the May 1, 1980 dividend, I assumed
quarterly payments would be 46 1/2¢ per share. As can be seen

from Exhibit 17, dividends paid would exceed cash income for the
rate year if no rate relief is granted and will amount to more

than 95% of cash income even if full rate relief is granted.

Mr. Forrer, I show you a one-page document entitled, "Long Island
Lighting Company - Allowance for funds Used During Construction
as a Percent of Income for Common Stock." Was this document
prepared under your supervision?

Yes.

1 ask that this document be marked as Exhibit 18 for identification.
Would you kindly describe this Exhibit?

This Exhibit shows the Allowance for Funds Used During Construction
(AFC) as a percent of income for common stock for the years 1979,
1980 and the twelve months ended April, 1981. The top half of the
Exhibit assumes no rate relief. The bottom half of the Exhibit

assumes the proposed rate increase effective May 1, 1980.

20
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Exhibit 14
Schedule 1 of 2
P.S.C. Case No.

Witness: Forrer
LONG ISLAND LIGHTING COMPANY
ESTIMATED COST OF SENIOR SECURITIES, CAPITAL STRUCTURE
AND RATE OF RETURN
$(000)
Estimated Cost of Senior Securit'es as of April 30, 1981 Amount Rate Cost

Long-Term Debt
As of June 30, 1979 - (As Per Exhibit 13 Page 1 of 2) 81,264,230 7.86% $ 99,375
Authority Financing Note Issue - October 1979 14,400 7.38% 1.066
Bond Issue May 1980 85,000 10.00% 8,500
Refund Series A September 1980 (20,204) 2,95% (596)
Bond Issue December 1980 70,000 10.00% 7,000
$1,413,426 8.16% $115, 345

Preferred Stock
' As of June 30, 1979-(As per Exhibit 13 Page 2 of 2) $ 380,510 8.02% $ 30,516
( ' Adjustment for Series Q - As per Case 27236 2,158 - 1,178
Refunding of Series L - July 1979 (1,049) 7.41% (78)
New Series S Preferred ~ September 1979 73,71% 9.97% 7,350
Refunding of Series Q = June 1980 (4,280) B.41% (360)
Refunding of Series L - July 1980 (1,049) 7.41% (78)
Refunding of Series M - November 1980 (1,998) 8.41% (168)
$ 448,007 8.56% $ 38,360

90027057




2s of June 30, 1979

Estimated Changes thrv April 30, 1980

Ralance As of April 30, 1980

may 1980

June 1980

July 1980

august 1980

ceptember 1980

October 1980

November 1380

December 1380

January 1581

February 1981

Merch 1981
Eleven Months Total

April 1981

April 1980
Total April 1980 and 1381
April 1980 and 1981 Average
Twelve Months Total

Annual Avverage 1/12
Ratios

Cost Factors
Return Components

85022006

LONG ISLAND LIGHTING COMPANY

ESTIMATED COST OF

AND HATE OF Efb‘ﬁﬁ

SENIOR SECURITIES, CAPITAL STRUCTURE

F(000 )
capital Total
long Term Prferred Capital Stock Retained Customer Capital-
De bt Stock Stock Expense Equity Total Deposits ization
$ 1.213,333 L3 38?‘323 $ Ilg.ggs $ tfz.glg) $ 3’%‘222 $ l.glg.ggg $ 8.175 $ 2.387.053
rﬂl—m: 3 RS T }:%zs'w%; 22 rrasee RV -
$ 1,374,775 & 462,898 § 848,875 ¢ (29,126) § 398,834 $ 1,218,585 §$ 8,175 $ 3,064,431
1,378,775 458,098 848,875 {29.028) 383,77% 1,203,621 8,175 3,044,669
1,374,775 457,048 848,875 (28,930) k00,596 1,220,341 §.175 3,060,339
1,374,775 457,048 853,890 128,871) 417,599 1,242,618 8,175 3,082,616
1,354,775 457,048 853,830 128,773) 413,098 1,236,215 8,175 3,056,213
1,354,775 457,048 853,890 (28,676) 521,332 1,246,546 8,175 3,066,544
1,354,775 455,048 9k6, 685 (29,814} 430,993 1,347,864 8,175 3,165,862
1,524,775 455,043 916, 685 (29.715) 411,391 1,328,361 8,175 3,216,359
1,424,775 455,048 946, 6 (29,616) 430,875 1,347, 9L 8,175 3,235,942
1.?23.775 355.023 951, 700 (29.228) Zu7.6u§ 1.362.786 3.175 3.331 784
1.:2'.753 55,0 ?51.100 {29,461 33,7 1:35 .oi% :153 Ef .051
[ ;5' 5,025,!528 9; )lufb } 1:5‘3—’— s % » 17,9
1.ugu.775 ng.gug ﬁi’ go (29.532) E%g,%l 1.370.92 8.175 3'256'25
1,289,7 2,89 30 29,189 3 3. 61 1,205,562 175 z.gg L410
» 4.2 2} :94 1.39‘3.555 55.551 3 > 2 » 0,2 15,355 s '}
1,357,2 458,973 898,290 {29,276) 439,245 1,288,259 _ 8,175 _ 3,212,682
16,619,500 85,403,501 $20,750,040 $(350,644) $5,006,975 $15,406,171 $98,100 $37,607,472
$ 1,354,983 § 456,950 $ 89,837 $ (29,237) § u17,248 § 1,285,848 § 8,175 $ 3,133,%6
44, 19% 1, 58% 40,977  0.27% 100,00%
8.16% 8.56% 13.7 # 9.0 ¥
3.61% 1.25% 5.61% 0.02% 10.49%
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Exhibit No. 15
Schedule 1 of 2
P.S.C. Case No.
Witness: Forrer

LONG ISLAND LIGHTING COMPANY
FUND REQUTREMENTS AND FINANCING
$(000)

Without Rate Increase

12 Mos. Ended

(¢

——

1979 1980 April 30, 1981

Funds Required
Construction Expenditures $370,170 $350,7v 3 $318,358
Nine Mile Peint {#2 30,568 30,700 32,400
Nuclear Fuel 17,988 20,004 20,560
Bokum Advances 21,000 0 0
Allowance for Funds (79,931) (101, 356) (106,750)
Preferred Sinking Fund 1,070 7,850 7,850
1st Mortgage Bond Redemption 0 20,000 _20,000
Total Funds Required $360,865 $327,991 292,418

Internal Cash
Net Income £171,525 $198,794 $196,697
Preferred Dividend Payment (32,433) (37,739) (37,512)
Common ~ Dividend Payment (89,155) (109, 906) (118,458)
Depreciation 54,106 87,475 58,333
Deferred Taxes (73) (5,852) (5,901)
Other - Working Capital (67,268) 2,129 2,726
Allowance for Funds (79,931) (101, 356) (106,750)
Total Internal Cash $(43,229) § 3,245 $(10,865)

Funds Provided - Financing

Bonds $100, 000 $155,000 $155,000
Notes 10,569 2,700 2,700
Trust Proceeds 69,556 50,704 52,960
Preferred 75,000 0 0
Common - Stock 120,000 88,800 88, 800
- Employee & ADRP 17,888 18,020 18,020
Short Term 11,081 9,522 (14,197)
Total Funds Provided - Financing 8404,094 $324,746 $303,283
Total Funds Provided $360,865 $327,991 $292,418

90027059




LONG TSLAND LIGHTING COMPANY

FUND REQUIREMENTS AND FINANCING

Funds Required
Construction Expenditures
Nine Mile Point #2
Nuclear Fuel
Bokum Advances
Allowance for Funds
Preferred Sinking Fund
1st Mortgage Bond Redemption

Total Funds Required

Interpnal Cash
Net Income
Preferred Dividend Payment
Common Dividend Payment
Depreciation
Deferred Taxes
Other - Working Capital
Allowance for Funds
Total Internal Cash

Funds Provided - Financing

Bonds
Notes
Trust Proceeds
Preferred
Common = Stock

- Employee & ADRP
Short Term

" $(000)

Total Funds Provided Financing

Total Funds Provided

Assuming Rate
Increase (5/1/80)

1980

$350,793
30,700
20,004

0

(101, 356)
7,850
__20,000

$327,991

$207,339
(37,739)
(109, 906)
57,175
(1,009)
2,275

(101, 356)
$ 16,779

$§155,000

2,700

50,704

0

88,800

18,020
(4,012)

$311,212

$327,991

Exhibit No. 15
Schedule 2 of 2
P.S.C. Case No.
Witness: Forrer

12 Mos. Ended
April 30, 1981

$318, 358
32,400
20,560

0

(106,750)

7,850
20, 000

§292,418

$214,627
(37,512)
(118,458)

58,333
(2,724)

1,956

(106,750)
$ 9,472

$155,000

2,700

52,960

0

88,800

18,020
(34,534)

$282,946

$292,418

900270060




LONG 1SLAND LIGHTING COMPANY
BOND INDENTURE COVERAGE AND RATIO OF EARNINGS

TO FIXED CHARGES (SEC COVERAGE)
$(000)

Exhibit No. 16
Schedule 1 of 2
P.S5.C. Case No.
Witness: Forrer

Bond Indenture Coverage

Income Available For Coverage

Electric Operating Income Before Income Tax
Gas Operating Income Before Income Tax
Other Income Allowed

Total Income Available

Mortgage & G&R Bond Interest
Bonds Existing @ June 30, 1979
New $85 Million @ 10% May 1980
$70 Million @ 10% Dec 1980
Refund - $20 Million Series A 3%
Total Bond Interest

ldenture Coverage - Times Earned

Ratio Of Earnings To Fixed Charges

Income Available for Coverage
Electric Operating Income Before Income Tax
Gas Operating Income Before Income Tax
Allowance for Funds Used During Constr.
Other Income and Deductions
Capitalized Trust Interest
Total Income Available
Fixed Charges
Interest on Bonds
Interest on Notes
Amortization DD&E - Premium Net
Interest on Loans
Other Interest
Capitalized Trust Interest
Total Fixed Charges

Coverage - Times Charges Earned

Without Rate Increase

12 Mcs. Ended

1979 1980 Apr. 1981
$166,852  $166,794 $164, 358
29,192 38,194 37,756
19,604 20,499 20,211
$215,648  $225,487 222,325
$ 96,680 § 96,680 $ 96,680
- 8,500 8,500
- 7,000 7,000
- (600) 600)
§ 96,680  $111,580 §111,580
2.23 2.02 1.99
$166,852  $166,794 8164, 358
29,192 38,194 37,756
79,931 101,356 106,750
4,086 4,476 4,436
24,125 33,383 36,849
§304,186  $344,203 §350,149
$ 94,772 $102,734 $107, 701
6,697 8,752 8,752
931 1,022 1,060
4,908 4,047 3,964
843 953 1,026
24,125 33,383 36,849
§132,276  $150,891 §159,352
2.30 2.28 2.20

90027061



Exhibit No. 16
Schedule 2 of 2
P.S.C. Case No.

Witness: Forrer
LONG ISLAND LIGHTING COMPANY

BOND IDENTURE COVERAGE AND RATIO Or EARNINGS

TO FIXED CHARGES (SEC COVERAGE)
$(000)

Assuming Rate Increase (5/1/80)
12 Mos. Ended

Bond Indenture Coverage

G

1980 April 30, 1981
Income Available for Coverage
Electric Operating Income Before Income Tax $182,030 $187,438
Gas Operating Income Before Income Tax 38,194 37,756
Other Income Allowed 22,022 22,519
Total Income Available $242,246 2247!713
|
Mortgage & G&R Bond Interest
Bonds Existing @ June 30, 1979 $ 96,680 $ 96,680 i
New $85 Million @ 10% May 1980 8,500 8,500
$70 Million @ 10% Dec 1980 7,000 7,000
Refund - $20 Million Series A 3% (600) (600)
Total Bond Interest §111!580 2111!580
Indenture Coverage - Times Earned 2.17 2,22 |
|
I
'.
Ratio of Earnings to Fixed Charges '
Income Available for Coverage E
Electric Operating Income Before Income Tax $18:,230 $187,438
Gas Operating Income Before Income Tax 38,194 37,756
Allowance for Funds Used During Construction 101, 356 106,750
Other Income and Deductions 4,476 4,567
Capitalized Trust Interest 34,458 37,908
Total Income Available $360,514 $374,419
Fixed Charges
Interest on Bonds $102,734 $107,701
Interest on Notes 8,752 8,752
Amortization DD&E - Prem Net. 1,022 1,060
Interest on Loans 3,750 3,248
Other Interest 953 1,026
Capitalized Trust Interest 34,458 37,908
Total Fixed Charges §151!669 $159!695
Coverage - Times Charges Earned 2.38 2.34

90027062



LONG ISLAND LIGHTING COMPANY

Exkibit No. 17
P.8.C, Case No.

Witness:

INTERNAL CASH AS A PERCENT OF CAPITAL EXPENDITURES

AND DIVIDENDS PAID AS A PERCENT OF CASH INCOME

$(000)

1979 1980 12 Mos. Ended
Internal Cash as a Percent of Capital Expenditures April 30, 1981
Funds Required $360,865 $327,991 $292,418
Sinking Fund and Redemption (1,070) (27,850) (27,850)
Total Capital Expenditures $359,795 $300,141 $264,568
Internal Cash $(43,229) $ 3,245 $(10,865)
Percent (12.0) 1.3 (4.1)
Dividends Paid as a Percent of Cash Income
Net Income 171,525 $198,794 $196,697
Depreciation 54,106 57,175 58,333
Deferred Taxes (73) (5,852) (5,901)
Allowance for Funds (79,931) (101, 356) (106, 750)
Total Cash Income $145,627 $148,761 $142,379
Dividends Paid $121,588 $147,645 $155,970
Percent 83.5 99.2 109.5
Internal Cash as a Percent of Capital Expenditures Assuming Rate Increase (5/1/80)
Funds Required $327,991 $292,418
Sinking Fund and Redemption (27,850) (27,850)
Total Capital Expenditures $300,141 $264,568
Internal Cash $ 16,779 $ 9,472
Percent 5.6 3.6
Dividends Paid as a Percent of Cash Income
Net Income $207,339 $214,627
Depreciation 27,175 58,333
Deferred Taxes (1,009) (2,724)
Allowance for Funds (101, 356) (106,750)
Total Cash Income $162,149 $163,486
Dividends Paid $147,645 $155,970
Percent 91.1 95.4
Note: All Data On This Exhibit Extracted From Exhibit 15. 90027003

Forrer

Without Rate Increase




Exhibit No. 18
P.S.C. Case No.
Witness: Forrer

LONGC ISLAND LIGHTING COMPANY
ALLOWANCE FOR FUNDS USED DURING CONSTRUCTION
AS A PERCENT OF INCOME FOR COMMON STOCK

$(000)

Without Rate Increase 12 Mos. Ended

1979 1980 April 30, 1981
Income for Common
Income (Exhibit 16 Schedule 1 of 2) $304,186  $344,203 $350,149
Fixed Charges (Exhibit 16 Schedule 1 of 2) (132,276) (150,891) (159,352)
Federal Income Tax (386) 5,483 5,900
Preferred Dividends (33,021) (37,663) (37,452)
Income For Common $138,503 161,132 $159, 245
Allowance for Funds Used During Construction $ 79,932 $101,356 $106,750
Percent 57.7 62.9 67.0
-
(
Mo
Assuming Rate Increase (5/1/80)
12 Mos. Ended
1980 April 30, 1981
Income for Common
Income (Exhibit 16 Schedule 2 of 2 $360,514 $374,419
Fixed Charges (Exhibit 16 Schedule 2 of 2) (151,669) (159,695)
Federal Income Tax (1,505) (97)
Preferred Dividends (37,663) (37,452)
Income For Common 51352377 §177,175
Allowance for Funds Used During Construction 8101, 356 $106,750
Percent 59.7 60.3
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ATTACHMENT B to QUESTION 4.C

TESTIMONY
OF

ZV1 BENDERLY

Q. Will you give your name and address, please?

A. My name is Zvi Benderly. My business adcress
is 80 Broad Street, New York City.

Q. What is your occupation?

A. I am an economist and Vice Fresident employed
by National Economic Research Associates, Inc.

Q. Please describe your education and employment
background,

A. I received 2 Bachelor of Science degree in Civil
Engineering in 1557 from the Technion, Israel Institute
of Technology. 1In 1958, I entered New York University
Graduate School of Engineering vhere 1 received, in 1559,
a Master of Science degree in Civil Engine=2ring. I have
held a professional engineering license in New York State
since 1963 and in Naw Jersey since 19¢€8, Since 1366,

1 have kecen enrolled in New York University Graduate
School of Business Administration and I received a Master
of Business Administration degree froim that institution
in 1967. My major areas f concentration were Corporate
Finance and Quantitat ve Analysis. 1In addition, ! have
comp.etad all courses and examination requirements for

a Ph.D. degree in Finance and Operaticns Rescarecnh and

90027065
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am currently working on my dissertation.

From 1960 to 1968, 1 was employed by Alexander
Potter Associates, a consulting engineering firm in New
York City. In ny capacity as a project engineer, I
directed engineering and economic studies of civil engi-
neering projects related to public works improvements
in the United States and abroad. These studies involved
the areas of water pollution control, water resources,
land development and urban planning.

During the period 1968-1969, 1 served as an engi-
neering economist with Public Service Electric and Gas
Company in New Jersey. In this capacity, I prepared
financial and ecconomic analyses relating to utility
revenuz requirements and studies dealing with profit-
ability and economic choice as applied to public utilities.
During my employment at Public Service, I conducted cost-
benefit analyses and empirical studies pertaining tc
the measurement of the cost of capital.

Since joining National Economic Research Associates,
Inc., in 1969, I have concentrated on the financial anal-
ysis of regulated industries. 1 have prepared empirical
studies concerrnad with estimating the cost of capital
and the fair rate of return for regulated enterprises.
These studies included collection, statictical analysis
ard interpretation of [inancial data and the cornstruction

of econometric models. I hava participated in Gifi?féqg
90 0
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direct and recuttal testimonies pertaining to the fair
rate of return to be allowed to regulated companies.

I am a member of the American Finance Association,
the Western Finance Association and the Operations Re-
search Society of America.

Q. Have you ever testified before a regulatory agency
in the past?

A. Yes. 1 have presented testimony before the Federal
Energy Regulatory Commission, the Federal Maritime Com-
mission, and the regulatory agencies in the follewing
states: Arkansas, Connecticut, Massachusetts, Michigan,
Minnesota, Nevada, New Hampshire, New Mexico, New York,
Rhode Island, Vermont, and Virginia. This testimony
was presented on behalf of the following companies:
Boston Edison Company, Central Vermont Public Service
Company, Consolidated Edison Company, Consumers Power
Conpany, Long Island Lighting Company, subsidiaries of
Middle South Utilities, Minnesota Fower & Light Company,
subsidiaries of New England Electric System, Niagara
Mohawk Power Corporation, subsidiaries of Northeast
Utilities, Northern States Power-Minn., Pacific Gas and
Electric Company, Public Service Company of New Hampshire,
Public Service Company of New Mexico, Sierra Pacific
Power Company, and Virginia Electric and Power Company.

Q. What is the purpose of your testimony in the pre-

sent proceceding?

90027067
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A. The purpose of my testimony in this proceeding is
to examine the cost of common equity capital for Long
Island Lighting Company (hereinafter referred to as
LILCO).

Q. Have you prepared an exhibit in conjunction with
your testimony?

A. Yes. 1In support of my testimony, I have prepared
Exhibit 56 , consisting of 2 Schedules and a Technical
Appendix.

Q. Was this exhibit prepared by you or under your
supervision?

Q. Yes, it was.

Q. Please define the term "the cost of equity capital.”

A. The cost of equity capital, in my view, is a market-
oriented concept and, therefore, should be determined
within the context of the marketplace. It is the minimum
current rate of return required hy irnvestors on their
investment in a firm's common sharec¢ for them to be will-
ing to buy or continue to hold those shares. Based on
this minimum rate, investors determine the price they
are willing to pay for thne firm's common shares and there-
by they establish the terms at which a firm can acquire
new equity capital from the public. This minimum rate
is, generally, referred to be economists as the firm's
"haretones" cost of equity capital, market capitalizetion

rate, or irvestor's discount rate.

90027068
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Since investors are the sole suppliers of egquity
capital funds to the firm, the firm must pay the going
rate for ihese funds in the marketplace in order to induce
investors to buy or to continue to hold the firm's shares.
Thus, the firm must hold out to investors the prospect
of ezrning at least the minimum return which they (the
investors) require. This minimal return iz the barebones
cost to the firm of obtaining equity capital.

The price which investors are willing to pay for
a firm's common stock depends upon the present value
of expected future earnings from an investment in the
stock. The present value is determined by applying the
appropriate discount rate to investors' expected future
returns--reoturns which are comprised cf dividends and
proceeds from the sale price of the common stock. As
is indicated in a subseguent part of the testimony, the
discounted cash flow (DCF) method for estimating the
"barebones" cost of equity is predicted on this theoret-
ical proposition. The appropriate discount rate is the
same as the rate of return investore require on the price
they pay for the common stock. Therefore, the terms
investors' discount rate, market-capitalization rate
of return, and "barebones" cost of eguity capital are
all synonymous.

It is important to note here that the investors'

discount rate--the market-rejuired rate of return--or,

90027069
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alternatively, the barebones cost of equity, is deter-
mined in the market by the relative riskiness of the
firm's commen stock as perceived by investors. The rate
of return investors require on their investment in a
particular common stock takes into account the return
available from investments in other commcn stocks, bonds
and other investment media, weighing these returns against
the relative risks involved. 1In other words, a market-
required rate of return for a particular firm is the same
as the returns investors require on their investment in
the commoen stock of other firms or enterprises of similar
perceived risks.

The barebones cost of equity capital is alterna-
tively defined ac the minimum rate of return on equity
capital investment required by a firm to bring its market
price into egquality with its book value. 1If investors
expect that a firm will fail to earn a return cn its
equity capital at least egual to its barebones cost of
equity, the market price of the firm's common stock will
decline to a level below its book value, thus effecting
the process of dilution whnenever the firm has to issue
new common stock. A mathematical demonstration of this
point is shown on the Technical Appendix in my exhibit.

The cost of equity cepital (as distinguished from
the barebeocnes cost of eguity) is that minimum rate of

return which the firm must earn on its equity investment

90027070
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if it is to attract equity capital withcut diluting the
equity of existing shareholders. It is egual to the
investors' discount rate or the barebones cost of equity
capital adjusted for the costs of issuance and market
pressure effects which are incurred when new common stock
is issued.

The cost of eguity capital reflects the capital
attraction rate. If the capital attraction rate is
actually earned, the financial integrity of an enterprise
is preserved. An allowed rate of return on common equity
which is, at least, egual tc the cost of equity capital
affords the firm an opportunity to be able to issuve new
equity capital without diluting the eqguity investment
of existing stockholders.

In summary, since it is my view that the cost
of equity capital is a market-oriented concept, my ap-
proach to determining the cost of equity is based on
an assasgsment of current investors' reqguirements as re-
flected in their behavior in the marketplace. Such deter-
mination embodies the evaluation of investors' expected
return and their perception of the risks attendant with
their investment.

Q. Are you aware that, in this proceeding, the Company
is filing for rates baced on a return on commcn ejuity
capital of 13.7 percent?

A. Yes, I am. 1t is my understanding that the Ccmpany,

90027071
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in its effort to mitigate controversy surrounding this
proceeding, is asking for the same rate of return on com-
mon equity capital which it was allowed by this Commission
in its last rate case. In that last case, the Commission
concluded that 13.7 percent is a fair return on LILCO's
common equity (see Opinion 73-14, page 44). According
to the studies delineated in my present testimony, a return
on common eguity capital of 13.7 percent is below the cur-
rent barebones cost of eguity for LILCO. Moreover, it is
significantly below the rate of return required by LILCO
to attract equity capital without diluting the equity of
existing shareholders.

Q. that approach are you using in your present testi-
mony as to the cost of equity for LILCO?

A. My approach as to LILCO's cost of equity capital
is based on the disccunted cash flow (DCF) analysis. 1
should point out that in rate-of-return testimonies which
I present in other jurisdictions, I rely principally on
the price-book approach. I have testified before this
Commission, in a number of cases, as to the cost of equity
capital, relying on the price-book approach. The price-
bookx approach attempte to identify the risk and other
factors besides expected rates of return on equity which
affect the price-book ratios of electric utilities. The
Commission, however, has found that this particular ap-

proach requires "further refinement” before it can be

90027072
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reliably used for estimating the cost of equity capital.
1t is for this reason, therefore, that my testimony in
this proceeding does not rely on the price-book approach.
However, it is important to note here that the DCF method
for estimating the cost of equity capital and the price-
book approach are based on the same theoretical principles.
Q. Before proceeding with the presentation cf your DCF
analysis cf the cost of eguity for LILCO, please describe
in general terms the DCF method.
A. According to the DCF theory, and as demonstrated

on the Technical Appendix in my exhibit, the value which

(1]

an investor will put on a share of stock is given by

the following simplified formula:

In this formula, P is the price cf the stock. It depends
on D, which is the expected dividend per share over the
coming year. It also depends on k, a discount rate ap-
plied by the investor to all future dividends; this dis-
count rate is tho rate of ra2turn the investor requires

on this stock in light of the cost of money and the rela-
tive riskinaess of the stock, and this discount rate k

is known as the barebcnes cost of equity capital., P

also depends on g, which is the average long-term growth
rate in dividends which the investor expects.

What this formula tells us is that if the investor

90027075
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expects dividends of D per share in the first year, and
if he expects that dividends will grow at an annual rate
of g over the indefinite future, then the discounted
present worth (using k as the discount rate) of the entire
expected future flow of dividends will be P, the price
the investor is willing to pay for the stock.

We can solve the above formula for k, the

barebones cost of equity, and we get:

Thus, in order to know X at any given point in time,
we need information about D, P and g at the same point
in time. 1Information about P, the price of the stock,
is readily available for listed securities. Information
about D, the dividend expect2d by investors over the
coming year, can usually be estimated with » fair degree
£ accuracy. However, there is 2 problem in estimating
g, for ¢ is the long-term growth rate in future dividends
which investors expect, on the basis of which they were
willing to pay the pricz P for the stock. It should
be noted th.t in estimating g, we are not forecasting
the future. Rather, we are attempting to ascertain what
investors zre forecasting. This objective is fairly
difficult to obtain even in relatively normal times.
In past periods, prior to the emergence of the energy

crisis, it was possible to argue that investcrs were

90027074
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probably forecasting a continuation ¢f past trends.

Even so, the:« .- s often considerable disagreement among

analysts as t precisely what growth rate investors were

actually expecting; these differences often meant spreads
of several percentage points among alternative estimates

of the cost of equity.

Iin present circumstances, the difficulties in
objectively estimating the growth rate which investors
are now forecasting are even greater due to the unsettled
state of money markets and utility finances over the
past several years, It is possible, however, to make
certain reasonable assumptions ahout investor expecta-
tions and, thus, arrive at an estimate of the growth
factor to be included in the DCF method for estimating
the investors' discount rate.

Q. Please indicate the approach you have taken in this
proceading in implemznting the DCF approach as to the
barebones cost of equity capital for LILCO.

A. A3 indicated carlier, to examine the barebones cost
of eguity according to the DCF method, it is necessary,
first, to measure the recent level of prices; second, to
estimate the reasonably expected dividends per share in
the nex: 12 months; and, third, to add an estimate of the
growth which investors are currently expecting.

Q0. How did vou determire the apprcpriate dividend-

price ratio for LILCO to de used in the DCF model?

90027075
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A. It is generally agreasd that in deriving the
dividend-price ratio component of the DCF formulation,
one should not analyze spot market data only, but rather
the yield component should be calculated based on recent
data, over a representative period of time.

During the first half of 1979, the price of LILCO
common stock fluctuated between $18.25 and $15.13. The
average of the monthly high-low prices of LILCO common
stock in the first half of 1979 was about $17. This aver-
age price of LILCO's common stock during the first half
cf 1979 reflects the level of prices at which LILCO's com-
mon stock traded befora the Three Mile Island incident,
as well as the utility stock market reaction to the acci-
dent and its recovery which has since taken place. 1
should also note that most recently the price of LILCO's
cormon stock has baen about $17.5. Zeccourding to the DCF
theory as shown on the Technical Appendix in my exhibit,

the dividend-yivld component of the DCF model is derived

on the basic of the indicated divicend rate over the coning

yea:, rather than on the past 12 months actual dividend
rate. The indicated dividend rate for LILCO over the com-
ing 12 menths is $1.76. The coming 12 months period is
taken starting at the seconéd quarter cf 1579, Thus, the
dividend-price ratio for LILCO, based on the indicated
dividend for the 12 months period indicated zbeve, is a

little over 10 percent evan on the basis of a price of

90027076
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$17.5. In my view, therefore, the proper level of the
dividend yield to be used in the DCF model in determining
the barebones cost of equity for LILCO is at least 10
percent.

Q. Please address yoursalf to your estimaticn of in-
vestors' expectations of fature growth for LILCO.

A. The growth component of the DCF model reflects
investors' expectations as to future long-term growth
in dividends per share. For electric utilities having
a relatively stable payout ratio, growth in dividends
per share will, on average, be the same as the growth
in earnings per share. Since eernings of electric utili-
ties are regulated, future growth in earninys per share
will be derived from future growth in book value per
share. An implicit assumption here is that investors
do not expect the rate of return earned by the regulated
company to irncrease centinually into the indefinite future.

Growth in the book value per share and, consequently,

in dividends per shars can arise from two basic source

©n

the retention of earnings &nd the sale of new commen

stock at net

s |

roczens above book equity per share.

As 1 have indicated earlier, it ie very éifficult
to objectively estimate the future growth rate investors
expsct the company to experience. A plausible assumpticn,

s
5 L2

in today'e circurstances with respect to LILCO,

i

the estinate of investors' cxvectations of future arowth

90027077
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is that investors anticipate that growth will occur
through retained earnings.

It is a mistake to make a DCF calculation in LILCO's
case on the basis of a projection into the future of past
net increases in book value for several reasons. The first
of these is that growth from retained earnings in a partic-
ular year can be distorted if the company engages in mas-
sive sales of new common stock at net proceeds either above
or below book value per share. However, focusing for the
moment on past sales of stock at less than book value,
it is implausible to assume that investors expect LILCO
to incur significant dilution into the indefinite future
when issuing new common eguity capital. 1In order to assume
that investors expect LILCO to incur dilution in the future
on & continuous basis when issuing new equity capital,
one must alsc assume that investors expect regulation to
be unable or unwilling to take measures tc prevent repeated
economic confiscation of LILCC's steckholders' equity,
when the Company seeks to raise equity capital in order
to meet its public utility orligations. Former Chairran
Kahn hes pointed out how foolhardy and counter-productive
it woul? be for a Commission to persist too long in forcing
a utility to sell acéditional sharec at a discount, below
bock value, and we mus: assume that a rational investor
will have cenfidence tha:t a rational Commission will not

do it.
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The same point is applicable when past sales of com-
mon stock have becen made at a substantial premium. Since
the Commission avowedly now seeks to arrive at substantial
parity between price and book, it would ke irrational for
the investor to project continual sales at a premium cver
the indefinite future and, thus, to estimate growth by
projecting past increases in book value derived from both
reinvested earnings and sales of stock at a premium.

It seems clear that predicating a future growth esti-
mate on a projection into the indefinite future of sales
of stock at either 2 discount or a premium is to ignore
the prenounced goal cf the NMew York Commission and build
in a distortion, whether on the upside or the downside.
1+ would be irrational. 1 will assume, therefcre, that
investors, in formulating their expectations of future
growth for LILCO, will anticipate that growth will occur
through r2tained earnings.

Q. Have recent pest sales of LILCO stock resulted in
dilution?

A. Yes. Since 1974, LILCO experienced massive sales
of new common scock below book value., These sales of LILCO's
common stcck have resulted in substantial dilution. With
the cxception of 1977, LILCO has issued each year new equity
at net proceeds per share substantially pelow book value
since 1974, 7For exarple, when LILCO issued 6.4 million

shares on QJctober 18, 1978, its bocock vaiue per share was

90027079 nera
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$§19.58, while its net proceeds from the sale were about

$16.81. Considerably larger dilution was incurred by LILCO

as a result of the sales of new common equity in 1974 and
in 1975.

The substantial dilution suffered by LILCO in 1274
and in 1975 more than wiped out the growth from retainec
earnings, thue, giving rise to a decline in total bcok
value per share. Even in 1977, when LILCO was able to
sell new common equity capital without incurring dilution,
net proceeds per share were only slightly above book value
per share. (let proceeds per share were $12.47, vhile
book value per share was $18.34.) Each of the sales of
new commen ecuity yielding na2t proceeds below book value
constituted economic cenfiscation of LILCO's existing
stockholdzrs' eguity--a phenomenon which investors will
not expect to repeat itself, on a continusus basis, into
the indefinite future.

Q. You said that there are several reasons why rational
investors would not calculate LILCO's long-term future
growth rase in dividends per share basged on historic net
increases in hook value per share, The first reason ycu
gave is that a reasonable investor wculd not assume that
the Commission would, into the distant future, require
LILCO to macket its shares on a confiscatory basis. What
are the other reascns?

A. The second reason is that LILZC's basic method of

90027080
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marketing its common shares--rights offerings--involves

a distribution of value to its stockholders which is con-
cealed by such an application of the DCF method. The
easiest way to see this is to put yourself in the position
of a stockholder who, at intervals of about one year, is
given rightz to buy additional shares at a discount below
market, Those rights, urder the rules of the NYSE, are
listed and immediately saleable and, indeed, a2 very large
volume of them are sold. The investors pockets the pro-
ceeds., Of course, in the odd case, the market for the
stock cen go down so far that the rights can become worth-
less, but this very rarely happens.

It is easy to see, in the case of the stockholder
who sells ths rights that there is that extra value of ;
rights which is being distributed; in the case of Xhose
stockhclders who exercise the rights there is exactly the
same value digtributed to them but they realize it in the
form of additional shares of stock.

There are still other respects in which LILCO's
method of marketing shares involves distributicn of value
which ¢oes not show up in the traditional DCF calculations.
One such distribution occurs under LILCO's dividené rein-
vestment plan, under which a shareholder is able to pur-
chase additional shares at market with no brokerace com-
missien. This i3 no small matter--in recent years, 500,000

and more shareg have been distributed in that way annually,

90027081
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even though not all investors take advantage of it.

Another distribution takes place under the Employee
Stock Purchase Plan, where shares are sold at a discount
of at least 10 percent below market to employees. The
amounts per employee are limited, but the Company has been
selling between §0,000-100,000 shares per annum for several
years. The value of the discount goes to the employees
in the first instance as a kind of fringe benefit. In

other words, this dilution of the book value of the stock

is reflected in any calculation of net growth in book value,

but is really an employee benefit and should not be con-
sidered a negative element with respect to expected growth.

Q. Please continue with your estimation of investors'
expectations of future growth for LILCO.

A. Tor the rezsons 1 have given, a rational investor
would expect that future growth will be due to growth from
retained earnings. The growth from retained earnings will
depend or. the rate of return which investors expect th:
company to earn on its equity capital. 1t is, of ccurse,
very difficult to ascertain directly what rate of retura
on eguity investors expect the company will be earning
over time.

LILCO carned cver 13.2 percent return on average
book equity in 1975, and cver 14 percent return in both
1976 and in 1977. 1In 1978, earnings per share declined

to a level of $2.44 indicating & return on average beox
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value per share of about 12.9 percent. The decline in
earnings per share has continued during 1979 to a level
of $2.36 for the 12 months ended June. This level of
earnings reflects a return on average book value of about
12.2 percent.

However, from the point of view of projected future
level cf earnings, a reasonable investor in LILCO would
pay great attention to the 13.7 percent return on common
equity allowed by this Commission in its most recent deci=-
sion (April 27, 1979). 1In recent months, Value Line and
other financial analysts have becen projecting 1979 earn-
ings per share at the $2.60 to $2.65 level--a return on
commor, ecuity of about 13.3 percent.

It would appear, therefore, that an assumption that
investors expect LILCO to earn, on average, a return of
13 percent on its book equity is ultraconservative and
underestimates investors' expectations. With an indicated
dividend per share cf $1.76 &nd earnings of $2.51 (which
is 13 percent of the average book value of $19.34 in the
12 months ended June 1872), the retained earnings would
be $0.75, representirgy an expected growth rate from
retained earnings of about 3.9 percent.

As shown on Schedule 1 of my exhibit, such an esti-
mate of expected future crowth if quite conservative in
light of the actual growth in book value due to retained

earnings experienceé by the Company. In the period

90027083
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1965-1972, growth from retained earnings had been at the
rate of about 4.5 percent, except in the recession of 197C,
when LILCO's earnings per share experienced a decline,
In 1973 and 1974, when another decline in earnings had
been experienced, the growth from retained earnings was
no more than about 3.2 percent. However, it ig unreascn-
able to assume that investors are forming their expecta-
tions as to future growth by confining themselves to the
dismal earnings picture experienced by LILCO and the elec-
tric utility industry as a whole during the 1972-1974
period. 1In 1975, the growth in LILCO's book value per
share due to retained earnings was about 4.7 percent,
rising to a rate of growth of about 5.6 percent in 1976
and 5.4 percent in 1977. 1In 1978, due to the depressed
level of earnings, growth from retained earnings declinad
to abcut 4 percent. A 3.9 percent estimate of investors'
expected future growth in dividends per share for LILCO
is, likewise, on the conservative side when compared with
the 5 percent growth in dividends per share currently pro-
jected by Value Line over the 1382-1984 period.

0. Are there any other factors which should be considered
in analyzing LILCO's cost of eguity capital?

A. It is generally agreed that it is desirable to have
the market price of the utility's stock at least moderately
above the book value so as to make it peossible for the

utility to sell new shares without diluting the equity

90027084
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of its existing stockholders. The issuunce of new stock
involves certain expenses, and often results in a temporary
downward market pressure on the price of the stock. As
shown on Schedul2 2 of my exhibit, costs of issuarce and
market pressure for the last four issues of new common
stock by LILCO were, on average, about 7 percent.

There is a lot of dispute with respect to market
pressure and there is an especial controversy whether con-
¢lusions drawn from companies with direct offerings are
applicable in cases of rights offerings. But, in this
instance, it is not necessary to enter into that contro-
versy because it is so clear from the data which 1 already
have introduced that 13.7 percent return is significantly
below the Company's cost of eguity capital. That conclu-
sion is evident when we consider that the proper dividend
yield for LILCO in a DCF formulation is at least 10 per-
cent and that an ultraconservative estimate of future long-
term growth is, at least, 3.9 percent.

C. Does this complete your testimony?

A, Yes, it does.

90027085
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P.S.C. Case No.
Witness: Benderly

-

LONG ISLAND LIGHTING COMPANY

SCHEDULES AND 2
AND 2 TECANICAL APPENDIX
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Schedule 1

LONG ISLAND LIGHTING COMPANY

1965 - 1978
Growth from

Divicdends Average Retained Retained

Earnings Paid Book Value Earnings Earnings

Year per Share per Share  per Share  per Share per Share

e 0 0 0 0 0 0 s 0 (Dollarg) »==r~resmcccsncrans (Percent)
(1)=(2) (4) #(3)

(1) (2) (3) (4) (5)

1965 $1.56 $0.98 $12.62 $0.58 4.60%
1966 1.67 1.0€ 13,18 0.61 4.63
1967 1.80 1.14 13.80 0.866 4.78
19656 1.86 1.22 14.42 0.€4 4.44
1969 1.94 1.28 15,07 0.66 4.33
1970 1.91 1.33 15.74 0.58 3.68
1971 2.08 1.37 16.42 0.71 4.32
1972 2.18 1.41 17.24 0.77 4.47
1973 2.02 1.45 17.99 0.57 3,27
1974 2.03 1.4¢€ 18.04 0.57 3.16
1975 2434 1,49 17.5C 0.82 .69
197¢ 2.52 1.54 17.56 V.28 5.58
1877 2.59 3:681 18,32 0.28 $:3%
1978 Z.44 1.68 18,91 0.76 4.02

Source: Long Island Lighting Company, annual reports, various

issues.
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LOMG ISLAND LIGHTING COMPANY

Subsecription Offerings

Schedule 2

Total
Flotation Costs
Date of Number Flotation  Market and
Prospectus cf Gharves Costs Pressure Market Pressure
(3) + (4)
(1) (2) (3) (4) (5)
8/27/7% 3,928,040 4.33% 3.03% 7.36%
7/28/76 4,633,104 2.26 6.95 9.21
7/20/77 5,443,723 1.55 4.31 5.86
10/18/78 6,402,515 2.C0 2.02 4,03
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Technical Appendix
Page 1 of 4

Mathematical Derivation of the
Traditional Discounted Cash Flow (DCF) Model
and a Demonstration That When the Expected Rate of Return
on Common Eguity is Equal to the Investors'
Discount Rate the Market Price
Will Egual Book Value Per Share

Pefinitions:

P, Current price of stock, or present value
of expected future dividends.

Current bcok value per share.

Investors' discount rate or barebones ccst
of equity capital.

Most recent cash dividend.

Investors' expected future constant grewth
rate in dividends.

Expected rate of return on common eguity
capital.

E = Earnings per share.
> = Retention ratio.
RE = Retained earnings.

t = Time index. (¢ = 1, 2, &,...%)

The following formulation assumes that investors
expect dividends to increase at a constant rate z into the
| indefinite future. The current stock price is the present
| worth of all expected future dividends:
Dy o Dy

(1) Po = + + W
(1+k) (i+k)? (1+x)?

90027087
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Technical Appendix

Page 2 of 4
R .
( / Assuming a constant expected growth rate 1in eivi=-
dends, we can write:
(2) D, = D,(1+g)
2
D, = Dy(1+g)
D, = Dy(1+3)?, etc.
Equaticn (1) becomes:
Dy(1+g) Do(l+g)? Dy(l4g)?
(3) P, = - - * aae
- (1+k) (1+%)? (1+%) 3
or
") P Do(l'f'g)t
/ (4) P, & T o
( . t=1 (1+%)°
It can be shown that Equation (4) can be simplified
as follows:
Dy
(8) P, = ——
k-g
or
Dy
(6) k=—+ g
P
; 90027090
Equation (6) is, of course, the well-known and
most cften used DCF formulation for estimating the barebones
-ﬂ\ cost of eguity capital.
(;/f Let us now assume that investcrs exzect the f{irm

to earn a constant rate of return on egquity capital r and

nl‘e"‘rll a
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Technical appendlx
Page 3 of 4

\ /7 that they expect the firm to retain a constant fraction b
of its earnings as well.

The expected earnings per share in time ¢t are
equal to the product of the expected rate cf return on
equity capital r» and the beginning-of-the-period book value

per share:

The dividends per share in time ¢t are expected to

be:
(8) Dt = (J-b)Et = (‘-b)rBt-J
( The retained earnings during time ¢ are, thus,
egqual to:
8 = T =l = = i n
(S) g, =2, - D, r3,_; (1-b)rB,_,

% ol
Fed o)
¢ t-1

o
ty
h

Assuming that investors expect growth to cccur
through retained earnings, we conclude that the investors'
expected future growth rate g can be expressed as:

RS,

(10) g = —& = b» 90027091
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Technical Appendix
Page 4 of 4

«(;/ Substituting Equations (8) and (10) into Equation

(5), and letting t=1, we get:

(1-b)rB,
(11) »p, =
k - br
or
P
(12) . (1-D)r
B k - br

If investers expect the firm to earn a rate of
return on its common equity capital which is equal to their

required rate of return or discount rate, then:

Equation (12) becomes:

(13) 0 = f1=b)r . (1-BD)r . ;
By =» - br (1-b)r

Equation (13) indicates thaéé according to the
traditional OCF theory and method for estirating tihe bare-
bones ccst of eguity capital, if investcrs expect a company
to earn on its equity capital the same rate of return as
they require in the marketplace, then market price and beek

value will tend to be in equality.

90027092
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LONG ISLAND LIGHTING COMPANY

SCHEDULES 1 AND 2
AND 2 TECHNICAL APPENDIX

Exhibit No. 56
P.S.C., Case No.

Witness:

Benderly
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Schedule 1

LONG ISLAND LIGHTING COMPANY

1965 - 1978
Growth from

Dividends Average Retained Retained

Earnings Paid Book Value Earnings Earnings

Year per Share per Share per Share per Share per Share

-------------------- (Dollars) memcrenscnansnnnns (Percent)
(1)-(2) (4) +(3)

(1) (2) (3) (4) (5)

1965 $1.56 $0.98 $12.62 30.58 4.60%
1966 1.67 1,06 13.18 0.561 4.63
1967 1.80 1.14 13.80 0.66 4.78
1968 1.86 1,22 14.42 0.€4 4.44
1969 1.94 1.28 15,07 0.66 4,33
1970 1.91 1.33 15.74 0.58 3.68
1971 2.08 1.37 16.42 0.71 4.32
1972 2,18 1.41 17,24 R 4,47
1973 2,02 1.45 17.99 0.57 3447
1974 2.02 1.4¢ 18,04 0.57 3.16
1975 v 1.49 17,50 0.82 4.€9
1976 2.52 1.54 17.5% 0.2¢8 5.58
1977 2.59 1.51 18,32 0.28 D435
1978 2.44 1.68 18.91 0.76 54.02

Source: Lzng Island Lighting Cempany, annual reports, var

issues. h 90027094
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Schedule 2

LONG ISLAND LIGHTING COMPANY

Subsecription Offerings

Total
Flotation Costs
Date of Number Flotation  Market and
Prospectus of Shares Costs Pressure  Market Pressure
(3) + (4)
(1) (2) (3) (4) (5)
8/27/7% 3,928,040 4.33% 3.03% 7.36%
7/28/76 4,633,104 2.26 6.95 9.21
7/20/77 5,443,725 1.55 4.31 5.86
19/18/78 €,402,3515 2.C0 2.03 4,03
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Technical Aprendix
Page 1 of 4

Mathematical Derivation of the
Traditional Discounted Cash Flow (DCF) Model
and a Demonstration That When the Expected Rate of Return
on Common Equity is Egual to the Investors'
Discount Rate the Market Price
Will Equal Book Value Per Share

Pefirnitions:

P, = Curre' t price of stock, or present value
of expected future dividends.

By = Current bcok value per share.
0

k = Investors' discount rate or bharebones ccst
of equity capital.

D, = Most recent cash dividend.

Investors' expected future constant growth
rate in dividends.

3
"

r = Expected rate of return on common equity
capital.

E = Earnings per share.
5> = Retention ratio.
RE = Retained zarnings.

t = Time index. (¢t = 1, &, 3,...%™)

The following formulation assumes that investors
expect dividends to increase at a constant rate g into the
indefinite future. The current stock price is ithe present
worth of all expected future dividends:

Dy 22 D,

(1) », = + + S 90027096

(1+%) (i+k)? (1+%)°
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Technical Appendisx
Page 2 of 4

Assuming a constant expected growth rate in divi-

dends, we can write:

(2) D, = D,(1+5)

D, = Dy(1+g)°*

2

D, = Dy(1+g)?, etc.

3

Equation (1) becomes:

Dy(1+g) Dof1#g)? Dyll4g)?
(3) P, = + + LG
(1+k) (1+k)? (1+%)®

or

(4) P, = L

Tt can be shown that Equation (4) can be simplified

as follews:

D

3
(5) P, =
K=-g

or

D,

(6) kf—;"-l-g 90027097

0

Equation (€é) is, of course, the well-known and
most cften used DCF formulation for estimating the barebones
cost of eguity capital.

Let us now assume that invesicrs exzect the firm

to earn 2 ccnstant rate of return on equity cepital r and

n/emia



that they exvect the firm to

of its earnings as well.

Technical Appendlx
Page 53 of 4

retain a constant fraction b

The expected earnings per share in time ¢ are

equal to the product of the expected rate cf return on

equity capital r and the beginning-of-the-period book value

per share:

» = 7
(1 £, =B,

The dividends per share in time ¢ are expected to

be:
(8) D, = (1-b)E, = (1-L)rB
t t t-1
( The retained earnings during time ¢ are, thus,
equal to:
(9) RE, » B, # D, = rB, 1 = (J-b)rBt_l
RE, = brs
v t-1

L))

Assuming that inve

through retained earnings, w

1]

expectad future growth rate g

(10) g = —L- = B>

tors expect growth to occur

coacliude that the investors'

90027098




Technical Appendix
Page 4 of 4

Substituting Equations (8) and (10) into Equation

(5), and letting t=1, we get:

(1-b)rB,
(11} P, =
k - br
or
P
(12) 0. (1-b)r
B k - br

If investers expect the firm to earn a rate of
return on its common equity capital which is equal to their

required rate of return or discount rate, then:

Equation (12) becomes:

(13) Fo o f1-B)r L (1.B)r . g

Equaticon (13) indicates that, according %o the
traditional DCF theory and method for estirmating the bare-
bones ccst of euyuity capital, if investors expect a company

to earn on its equity capital the same rate of return as
| o

thev require in the marketplace, then market price and beook
- r

value will tend to be in equality.

90027099
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STATE CF NEW YOILK
PUBLIC SERVICEZ COIL4ISSION

COMMISSIONERS:

Charles A. Zielinski, Chairman
Edward P. Llzrkin, dissenting
Carmel Carrington Marr

Harold A. Jerry, Jr.

hnne F, Mead, dissenting

Karen 8. Burstein, dissenting
Richard §. Bower

CASE 27374 - LONG ISLAND LIGHTING COMPLNY = Electric Rates

CASE 27375 = LONG ISLAND LIGHTING COMP2NY - Gas Rates

OPINION NO., 7S5-14

OPINION ZAND ORDER Dp ER!
REVENUE REQUI i

MINING

ENT
(Issued April 27, 1979)

BY THE COMMISSION:

On May 31, 1978 Long Island Lighting Ccmpany filed
tariff revisions designed to increase its annual electric
revenues by $147.1 million (18.5%) and its annual gas revenues
by §23.9 million (13.1%). By various orders, we suspended
the effective date of the proposed revisions to April 28,
1979 in order to examine their propriety in public hearings.
Upon consideration of an extensive record compiled during 42
days of evidentiary hearings, Administrative Law Judge David
Schechter issued a recommended decision on February 13,
1979. The Judge found that the company hzd shown a need for
rate increases designed to produce $52.3 million (6.6%)
additional annual electric revenues, and $15.7 million
(8.6%) additional annual gas revenues, in order to earn a
10.13% overall return on its investment.

90027104



LILCO, staff, Nasczu and Suffelk counties, Long
Island Consumer Action anrd the Town of Hempstead have szub-
mitted bricfs objecting to a variety of the Judge's recom-
rended dispositions of revenue issues.l/

BACKGROUND OF THE CASE
In previous L1LCO electric rate caces, we found it

necessary to depart from our usual rate cace standards to
determine the revenuss required by this company to providea
reliekle service in light of its massive construction
pregram, deminated by the Shoreham nuclear genzrating
rtation.g/ In those caszes, we found that the company was
Plagued by extrema cash flew problems that threatened its
ability to borrew the funds necessary to finance its con-
Struction preogram. In thoce circumstances, we found it
hecessary to adopt such special measures to improve cas

flow as temporary rates inclusion of construction work in
progress (CWIP) in rate base, and interperiod tas allocatiens.
hs & result of thece acticns, LILCO no longer faces such
scvere financing problems. Its indenture coverage ratic is
no longer close to the limit of 2.0 times., 1In fact, because

I/80iie parties sutnitting bricfs violated Section 2.7 of our
Rules of Procedure by encessive incorporations by reference
to carlier briefs, serving us with an inadeguate number of
cories of their briefs, and exceedin
Rule 2.7(c) (3) clearly states that bricfs to the Commission
should ke zelf contained. Given the circumstances of this

case, some waiver of the SO0-page limit would have been granted

In the future, moreover, we will expect parties burdened by
the reguirements of Section 2.7 to sgeek waivers of the page
limits as provided by Eection 2.7(f) of ocur Rules and not

attempt to circumvent the rules by incecrperation by reference.

Briefs not conforming to ocur rules are subject te rejection.

* 2/See Case 27136, Llona Island Liahting Company = Electric Ratex,

g authorized page limits.

~ 18 NY PSC (Opinion Ne, 78-1, issued January 9, 1978,
mimeo p. 2=57; Case 26837, Long Teland Lichting Cemmany -
Electric Rates, 16 NY PSC 497 (1876); ana Case 26552,
long Island Liahting Cotmany = Electric Rates, 15 NY PSC 1§
(1978) . LILzO! 45t gas rote Ancrease came in Case 27087,

L

7

ok
Lono Island
August 5, 13

wlw

ng Cét.'.pan;{ -~ _Gas Rates (COrder issu¢30027‘05



CASEE 27374 and 27375

interest on trust financed construction is not consicdecred
for indenture coverage purposes, but is considered for SEC
coverage purposes, LILCO's indenture coverage ratio has been
higher than its SEC (or book) coverage ratio. Moreover,
LILCO hes, in recent years, earncd returns on equity that
have approximated those we have allowed in deciding its rate
cases.,

Nonetheless, the company chose to present end
argue its case here in a manner siiilor to that employed in
pPrevious cases, A major portion of its rroposed elecivic
increases would result from inclusion of an adéitisnal $400
millicn of conctruction work in progreoss in rate bace which
the company secks to justify on the basic of alleged nccessity
to improve its interest coverace, and the rztios of the
allevance for funds used during construstion (AFC) to net
income, the market price to book value of its stock ané internal
funds to construction expenditures Staff bas argued that
the company's target ratios are ovcrly conservative; that
existing ratios can be improved by alternative strategies;
and that the rate increases sought by the company are
greater than what is needed to achieve even LTLCO's target
ratios. A key part of staff's argurment relies on the relation-
ship it found betwecen the AFC to net income ratio (which can
be reduced by increasing the amount of CWIP in rate base)
and the cost of eqguity capital to the con pany. Staff believes
that if ve included an additiocnal $200 million of CWIP in
rate basec, we could reduce significantly the return on
equity that we would otherwise have to allow in this case.
Finally, various intervenors tock the position that LILCO's
- financial peosition was now strong enough to allow us to
measure LILCO's revenue requirement by application of our
usual rate case standards, and withcut cash flow allowances.

The principal cause of LILCO's financing problems
in recent years has been its construction ¢f the 8§20 megawvatt
Shoreham nuclear genervating station at a ccst of semething

90027106
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Yike $1.3 billion., Staff and the Counticy of Vusmsay
Svifolk raiese severel icsues concerning the Booz, Al
Henilzon (BAll) report on the Shoreham proj

issued July 11, 1978, we directed that the BAH report be
evaluated in this proceeding to determine what rate impact,
if any, would result from the consultent's findings. The
BAH preject manager testified and was cross-examined on the
report and two LILCO witnesscs testified and were crosse
exanined on several aspects of the Shoreham project. The
subject is not discussed in the recommended decicion.

Staff and the Countics call for 2 Counission
proceeding to address the issve of whether Shercham costs
have been incurred prudently and to determine to what extent
LITLCO'e ratepayers chould be asked to support Shoreham
expenditures., I'or reascns that will be cei fertih in more
detail in a subsequent order, ve have decided that an
investigation of the Shoreham project, along the lines
suggerted by staff and the Counties is necessary. We shall,
therclore, institute a proceeding shortly for that puipose.
The scope of the investication and the issues to be con:

case.

LILCO believes it will complete construction of
the Shereham plant and that it will be ready for service as
early as Septcmber, 1980. In view of Shoreham's imminent
completion, and our review of LILCO's financing opportunities,
we have decided not to adopt the recommeniations of the company,
our staff, and the Judge that we include additional CWIP in
rate b:se.l/ Ve did add CWIP to rate base in LILCO's last
electric rate case, but only after we found that there was a
"comp2lling need" to do so because the integrity of electric
service on Long Island was at stake.zf That need no longer exicsts.

1/Tne proximity otf the Snoreham completion date leads us to
conclude that staff has also overestimated the extent to
wvhich investors discount ATC earnings and thus the extent to
which the equity return allovanca cazn be reduced when cash
flow allowances are provided., Our allewed return does nct
assume any additional cash flow allowances.

2/Case 27136, Long Island Lichting, supra, mimeo p. 4.
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we Lo nol provide adgdliicinal mach flow allowance

0

here, we will fix rates thot will allow LILCC to geucrate

earnings sufficient to attract the capital needed to finance
planned construction, meet its normal operating expenses, and
provide its investors with a reasonable opportunity to earn

a fair return in the period éuring which the newly authorized
rates +ill be in effect as wo are obligated to do. 74 With this

bacr«

ground in mind, we turn to the partiec' specific exceptions

to the Rdiinistrative Law Judce's recoummended decision.

1972,
reguirenc

CONSTRUCTION EXPIRDIIURES

- - - o -

The anount of LILCO's construciicn expenditures in

1979 ard 1980 will increcase the compeny's revenus
ent directly, to the extent the expenditures relate

te plant that will go into service by the end of the rate

year,
liability

irdirectly, to the extent ihey affect its tax

and the cogt of capitzl. There are three issues

on excel stions:

1, #ill LILCO's actusl construction
erpenditures throvgh the middle of
1980 vary fron its rate case estimates
by the same percentage as ite actual
expenditures varied from its budget
fovecasts in the period 1973 to 19772

2. Should a reviscd construction expendi- ;
tures forecast, excluded frcm the record |
by the Judge, be relicd on for ratemaking |
purposes?

3
licensing of the reposed New
Haven/sStuyvesant gencsrating facilities
be considcred for ratemaking purposes?

g |
3. £Ehould expenditures for pursuing the |
|
|

1/This standard 3
Test Periods in P*wo* Rate Procee el

& embodied in our ftatement of Po
e

Lrag, lssue enper 23,
1977 (Minco p. 3) T hccora: Cace 21034, Central VLern Gas
& Electric Corp, =~ Electric Rates, 17 WY PSC 4ULl (1977);
Cases 2/004~5, Oranoc & Rockjana Utilities, Trne. = Flectric

and Gac Pates, 17 NY FsC (Opinien Lo, 77-1.3, iscuved

Octocer 7, 1977, nimeo. p. " 3=4) 3 Cases 27108-9, F*cho=~ur

Gas & ?1 ectic Corp, = Electric and Ger Rates, 17 Ry PsC

(Opz NOs 74=L1B, LCELCE NOVECRLGET 4p 1077, mimeo. ps 5)7
1

Cases
Liuh

27&
M‘“a, and Cos Nates, Lo NE fai \Opxﬂlon ho. /6-14,
inhe L8, LST18, Mmimed. pP. 2).

5«7, Niacar:i ohawk rever Corp, =~ E)cct*ic, Streot

- ——— - — 1 i ot Sy ittt duireri s e tme gpatace [P S
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Bre 27378 and 273715

LILCO's Busconticns
ho first two issuec are raised in LILCO's exception
adjustments to LILCO's
construction expenditure forecast. BStaff argued that LILCO's
¢

-

to Judge Schechter's adeption of staf:l

actual construction expenditures threugh mid-192¢0 can be
expected to vary from its forecast by the same ratio that
LILCO's budget forecasts varied from the actual expenditures
1/

in 1£73~77.~
that the company's foreczet of

Por this rezson, staff witness FEdvards testified
£ ite constrnctinn expenditures

should be reduced by about $110 millioa. fThis testineny
resulied in rate bace end depreciation accrual adjustments
by staff that were accepted by t

LILCO excepts on two grounds. Tirst, it argues
that staff's reliance upon the coupany's own originzl con-
struction forecast it in error because that ferecast has
been vpdated. Scecend, it argues that the staff's CVR's are
too large becauze conditions in 197880 are unlikely to
result in the same construction delays the company experienced
in 1973-77.

Urdated Feracest Issve. Judge Schechter refused

to admit LTLCO's updated constyuction forecast when the
company declined to extend the suspension pericd for the 45
additional days deemed nccessary to give steif and interested
members of the public an opportunity to review and rebut the
evidence presented. ©On exceptions, the company urges us to
consiler the ercluded evidence. While LILCO's arguments in
suppert of its updated estimates may have scme nerit, wve
cannot ignore the fact that staff and other interested
parties have not had #n opportunity to review and rebut the

l7”he TeaSUre Of Lhe coifercrce .is the ratio cf the actual
expenditures to the forecast erpenditures anc, in this
case, was called the “"censtruction variance ratio," or
CVR.

2/In addition, staff's rate of return witnesg based his

testimony on this revised forecast cf construction
requirements. o 90027‘09
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C2e S 27778 and 273575
;

bas’s for the now f-gu*e:. Wie can give iittle velight to the
raw, untested estinates which are Lkeivre us as zn offer of
procf. The Judge's decision precluding admiscsion of the new
estimates was proper and councistent with recent decisions we
have nrade on the vse of revised forecrsts for ratetusk ing
purroves.l/

Revised CVR Issue, LILCO's seczond argunent ie

— -

bes~d on evidcence in the record. Iis witress piecented a
revised electric construction cupenditure forecast, accepting
vebstantial portions of staff witness Iévards' forecast,

but making adjustmente based largely on revised "long-term"

(more than onc year) CVR's, as shown bzlow:

C

lona-Term CVR Comparison

Staff and ALJ LILCO
New Production (mostly Shorehan) 100% 122.0%
Othner Production 30% 64.9%
Trensniscsicn 651 £4.9%
Distribution 80% 106.4%

LIICO contaended that the 1873-77 CVR's will produce
a inore accurate forecast only if the 1976-80 peried is com-
parable to 1973-77. It urged that the 122% ratio for new
preduction preoperly reflects Shoreham cogt overruns and that
its other long~term CVR's are more accurate because they are
adjusted to eliminate the effect of 1573-77 construction delays
attributable to unforeseen declines in load growth and problems

1/8¢e Cascs 27215-7, iinqara Mo shavk, suepra, (mimeo p. 4-6),
where a sales forecast revisaon hdf exc.ouded frem the record

and not otherwise considered for ratemaking purroses, and

Case 27296, uatioral Fuel Gas = Rates, 18 NY EC -

(Opinion 78-20, Iesuea Decemver 29, 1978, mineo p. 5)

vhere conscruction expenditure foreccet revisione wvere

not uced to cstinnte rate base. §See 2lso Casze 27136, Tone

——— e o b

Ieland Lightine, supra (mimeo p. 10-12) vhere wn L"t-,teu

sales 1uLeLa.“ revisicn was not useld o estimate operating

revenue, 90027\ 10
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in okctaining regulatoury vermits. The corpany's witness
testifisd that thecse factors are not likely to delay con-
struction scheduled for 1975-80.
We think it would be foonlish to project that
less than 100% of LIICO's
A

original forecast, as ceoumed Ly staff an

=
1an
0

Shorcham expenditures wil
the Juige,
LILCND's cnet overruns at Shoreham; its past tendency to
unccreastimate Sherehzn expenditureg; and its
keep project expences witl
in the recerd in this case, in previous cases, and in the
Booz, Allen, & Hamilton study we ordercd. Thoe reccrd suggests
that past CVR's on production plant heve rarely been less
100.0%, and have often subsiantially excecded 100.0%.

In licht of the record, it seenms sensible tc us to adopt

CO's 122,.0% CVL. We observe, however, that this issue
concerns almost exclusively'a proiect that will nct be in
rate bese in the period for which we are setting rates.
Therefore, LILCO's ne production CVR will be relevant for
ratemaking purpcses only to our feorecasts of rate year

1/

For the other categories, we are persuaded that

financial position and tax liability ard not otherwise.=~

the staff construction expenditure estimates, as modified by

the Judge, ére more accurate than LILCO's., LILCO makes

a plausible cuase for a scmewhat higher transmission CVR on the

ground that its 2rticle VII cases were subject to delays

during the 1973-77 period., But staff correctly points out

that the Judge had already allowed 1002 of the EChoreham
elated transmission facgilities expenditures, so the remaining
amounts for tronsmission subject to a lower CVR erxe de

pninimis in any event. With respect to distribution expendi-

tures, LILCO's argument is, at best, tenuous. It ccntends

i/ae computed in Appendix A, Schedule 3, page 4, the increase
in Shorchanm inves stment, which accrues AMC net of tax, crca°es
tax expense by §765 OGO. This interperiod tax al luca tﬂlzqk\
Shoreham was du.hcrnzed in Case 26887, Leong Island Alc
supra, 16 NY F3C L17.




that distribution expenditures will be higher than staff
expects because they vary with growth in custeomers, rather

d, as staff acssunes., Even if LILCO were corrcct,
we observae that the company has been revising downward the
expacted nuuber of customers ¢n its svsten. Since load on
its systenm is also dnclining, we can find no substance in
LILCO's position here.

Mew Haven/Stuyvesant

A major portion of staff's brief on exceptions is

0
e’
&)
'.‘.
&
O

devoted to an argument that LILCO'z planned lic ,
expenditures on the New Haven/Stuyvesant generating project
(including epproxzimately $28 million already spent) should
not be reccgnized for ratemaking purposes because there is
"no need" for the New Haven/Stuyvesant plants. Various
intervenors, and the Counties, which propose a similar
adjustinant for Jamesport, bave endorsed the staff proposal.
The wisdoir of the New Haven/Stuyvesant Article
VIII agplication ie certainly open to guestion. LILCO's
decision to spend $28 willion on a second Article VIIIX
application hefore a decision on its first one is even
rendered is cause fo uetifiable concern. Yet, this rate
case clearly is not the proper procedural vehicle to test
the wisdonm of those expenditures. Our revenue reguirement
determination here does not reflect the New Haven/stuyvesant
expenditures as operating expenses or as part cf rate base.
And they have not affccted cur decisions on the cach flow
issues in this case. While it could be argued that these
expenditures have caused a marginal increase in LILCO's cost
of capital, that amount would be difficult to quantify precisely
and, in any event, likely to be so small as to be relatively

insignificant.

i 90027\12



The ultimate determination regerding the need for
nev electric gencrating facilities is, under Article VIII
of the Public Service lLaw, largely a matter for the Board
on Electric CGeneration 8iting and the Environment, rather
than the Public Service Commissic .. The record nccessary to
deternine whether the MNew Haven/Stuyvesant generating plants
ghould be built is in Siting Board Case 80008, and that
proceeding hes barely becun.

Our rejection of the staff adjustinent in this cese
should not be construecd &s a tacit approval of the expenditures
for the New Haven/Stuyvesant application. If the application
iec denied, the rcocovery of these expenditures in future rates
would depend on a finding, in some f{uture rate case, of the
prudenca of secking a certificate in the first instance.

OPERATING REVENUES

Sales Yorecasts

- ——

$tatl, the Counnties and the ovudge have acceptied
the courmpany's final electric and gas sales revenue forecasts.
On exnceptions, LILCO proposed two adjuvsiments, one increasing
gas revenues by $549,000 to reflect the chonged temperature
setiing for 8.C, 5 temperature control customers, and a
seccnd reducing cleectrlic revenuzs by £2.2 million because of
a recently discovered S8.C. 2 MR? billing error. We have
reviewed these adjustiments, which vere not cpposed by any
party, and have found them to be proper. They will be
recognized in cur revenue determination.

Meter Tampering

In order to reduce losses from meter tampering and
theft of service, LILCO has instituted a regular meter
tampering program with an estimated annual cost of §736,000,
cbnsisting largely of payroll expense. The program is

900271135



expected to convert the cost of come amount of kilswatt-

hours of electricity and cubic fect of gas that would otherwi

be "lost and unaccocunted for" inteo revenus. LILCO conceded
that the program therefore required some revenue ciiset to
the costs it estimzted. The precicse amount of revenues that
the program might produce is somewhat speculative, because
the extent of reter tampering and the amcunt that will be
recovered as & result of the program are unknown, LILCO
said it wee willing to assume that the progran would produce
reveaue coual to its cost. Hovever, staff, using company
supplied revenue and expense estimates from its pilot meter
tampering program in effect in 1977 and 1973, constructed 2
"eost benefit index" indicating that LILCC has recovered 2.1

revenve collaxs for every dGollar previcusly spent on meter
tampering investigations. Staff argusd that a £fully develcp

proegrim could be expected to be even more preductive and
therzfore preposed an adjustment contenplating recovery of
2.5 gcllares in revenue for every <dollar spent on the progran.

The Judge adopted the staff adjustment and the conmpany has
neepted.

Stafi's adjustment is correct in principle. But
ite estinate ©of probable revenues is based on tenucous estina
of past expenditures. LILCO developed a revised projection,
reflecting its actuazl 1978 experience with the tampering
proavam, that suggests a $1.1 million revenue recovery.

This is approxinately 3$350,000 more than its original estimate,

and e¢bout $300,000 less than the staff estinmate. In light
of the weakness in the cdata staff relicd upon here, we adept
the company's reviced estimate,

Uncollectibles
Judge Schechter estimatcd that .576% of the company’
additional revenues would Le uncollectible. LILCO objects,

)l

90027114



claiming that the Judge hig given no explanaticn for his unee
of this retio, The cowpany proposed & figure of .5943. 1In
1978, ite lowest ratio was ,571%, and recent ratios have been
in exceses of ,600%.

It appears that the company has been experiencing
an increasing uncollectible ratio. In Case 2713€, wve used
the .536% ratic experienced fer the 12 wonths enfed June 20,
11%.,

™wm

1976, and noted thet the previous ratio hed bsen .,

Ireveasing uncellectibles are & matter of partisul

CongeI

;_a

ar
to us kecause they increase the ecost of service for al
custoners, The problem can and should be ameliorsted tihrough
improved collection and custoner relatvions effcorts by the
company. Becsure we are providing an additionz) expunse
allewance for those DHunctions, we rkelirve that 1L,1LCC shewvld
be akle to hold itz future uncollectibles ratio to the ,594%
figure assuned in the original filing,

¥ PP Y4 Y
O‘)IJR“-A .LI\G }.:)J:‘J:’I‘JS

Large parts of the record in this procceding were

d
devoted to analysis of the principles underlying the ascertions
ng

by verious witnesges that differing proposcd operating

expanse alliowances were reascnable., Stuff and the intervenors

found that there was inadequate record support for expenca
allocwance increases in the amounts souqht by the company.
LILCO cbjected to many ¢f the adjustien

u‘)

they propesed on
the ground that establishing proper expanse levels is,
absent a showing of imprudence, a ratter of management
discretion and contrary proposale constitute an unwarranted
intrusicn upen managenent prerogatives.,

Management prerogatives have their place-~-but it
is not in the determination of what expensze allowances are
reascnable for ratemzking purposes. That is our obligation.
Management has the cpportunity to prove to us that its

“d3= 90627115
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propocel erpense allwances are reascrable and not exscessive.
Staff and intervenors have an cpportunity to challenge those
explanations and suggest alternstive allowances. The ultimate
decision a2 to what is rezsonable is ours. And the Publies
Service Law providec that a reazsonable ameount is that whkieh
will enuble the corpany to provide zafe and adecuste sorvice
at just and reascnable ratos.

The ellowunces we proviéde in these cases will ke
based on our 2. lysis of the evicence presented by all of
the partiecs and sulficient to eneble LILCO to provide norsa

-

scrvice. We shall rot provide expense allowancszs for cla:i

Qn

ebnormal, so-called "backlog," activities which may oscu
in the rate year This decision is based on an irmportunt

regulatory pr:nciplc that is applicable to all companies
vnder our jurisdiction: when circumstaness have allegedly

required a utility to adopt an uusterity progiran, we expect
to esee evidencoe thot those circumstances have diminished

stockhollers' returns bofore o

fv

acjement cute hack on expen=-
diturcs necessary to maintein safe and reliable service. That
evidence has not becn presented here. We expect LILCO, ard

all other cempanies, to follow this principle in their
operations. In our view morecover, it is not within managenent's
prerogatives to avoid the statutory obligation to provide

safe and acdegquate service in order to provide investors what
marnagement deems to be an adequate returs.

In this Cpinicn we will discuss only the expense
items contested in the briefs on cxceptions.l/ We adopt the
allowances recommended by our staff for the other expense
items because we believe staff approached the overall cuestion
cf expense allowences by seeking conscientiously to balance
the consumer's interest in good service with their interest in
reasonable rates. While the expense allowances recommended

90027116
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by varicus intcervenors, nctebly the Counties, were ogzasien~
ally lLelow thosc recommended by staff or the Judge, the
basis for their arguments was, in large part, the inalequacy
of LILCO's proof. ‘he defect in this approach, and in the

"budget overestination factor" adjustments proposed by the
Counties as well, is that beth ignoie the relationship of

operating expence allowences and tiiz gurality of consumer
sexvice. The "budget overectimation factor" approach is
further flawed by ite eponscc's failuvre to eutablish the
compa ability of tih2 histeric period lLe used to develep the
factor ocnd the periocd for which we are setting ratesg. The
record as & whole, including service complaints at the
public statement hezrings, the testimony of our staff, our
public f£i

|

5 of consumexr crﬂplunﬂtf (of which we take officizl
notice), and even the testimony of the Counties' own rate of
return witness, provide awple prcof that LILCO must inmprove
its service perfommance, It is the consumer who suifers

from cervica cuthrecks, and it is the congsumer we nust protect
by essurving that the company's rates are sufficient to produce
the revenue nececsary teo mect normal coperating expenses.

Overheul Lzpense

- —— T b

Judge Schechter adopted the major overhaul expense

allowance 1ILCO proposed on the ground that it was necessary
to provide for the normal level of three generator overhauls
per year. But he rejected the company's request for an
allowance sufficient to cover a second periodic overhaul for
two specific units. LILCO contended that the two units
involved will receive an extra periodic overhaul in the rate
year because the first Shoreham overhaul will disrupt the
ordinary maintenance schedule for the following year. The
Judge accepted LILCO's argument but concluded that it proved
only that this was an abnormal expense, He therefore adopted

90027117




CASES 27374 and 27378

gtefli'y proposal to amortize it, &8 an unusual expense, over
five years. LILCO, staff, and the intervenors each except
to aspeets of the recommendation.

Ve will affirm the Judga's resolution of these
issues. LILCO's exception is unpersuasive because, in the
end, it fails to show how a decision to allcw full recovery
of all norimal periodic overhzuls, and amortize the two
unusval periedic cverhauls is unfair. The mere fact that
the two unusual overhauls will cccur in the rate year does
not reguire their cost to be built parmanently into LILCO's
rates, Staff and the Countics obscrve on exceptions that
one¢ of the three major overhauls scheduled for the rate year
is cn Far Rockeway Unit No., 4, a job that was defexred from
& previous year. They contend, thercfore, that this is a
"hacklog" adjustmant that chould be disregarded for purponses
of ectablishing a normal rate year expense level. Their
argument lgnoresg the undisputed fact, relied on by the
Judge, that the normal activity level for LILCO is three
major overhauls per year. As the coapany notes, i1f it were
not overhauvling Par Rockaway Unit No. 4 in the rate vear, it
vould be overhauling some other unit.

Ma<dor Maintenance Project Nurense

Judge Schechter rejected the company's request for
a $500,000 allowance for major maintenance projects ile
termed the preojection "speculative" and a "cont;ngency
request without reasonesble basis or fecundation." In its
brief on ecxceptions, the company arguas that its exhibit
listing a dozen planr2d major mainten2znce projectes between
1978 and 1982, ranging in cost from $250,000 to $1,050,000,
provides a reasonable basis for its reguest. We agree that
the company has provided a reasonable basis for some

contingency amcunt to cover the kinds of projects listed in

90027118



the exhibit, W-at the company has failed te preve, however,
is that these projects will increase its operating expenscs
by the $500,000 it clains, If, for erample, the work involved
were to ke performed by LILCO's own ¢rews, without overtime,
there vould be rno inecrease in total operating cxpenses. 1In
these circumstances, ve must rely on what guldarnce the

record g.ves as to the company's past experience. The only
LILCO hos

&
provifed is the replecement of the turbine shaft zt Peort

&
exarple of actual major naintenarnce experditure

h

o
L& ]
-~

Jefierson No. 1 in 1978, which added about $2

ve

U
annual operating expenses, We will linit our allowance to

that anownt.

4
Tree Trirsiing Ixvenss
Judge Szhechter rejected LILCO's reguest for
increases in its tree trimming evpense allowance. The

G

company introduced evidence to prove that £2.3 million
ghould ke srent on tree trimming in order to keep service
tions causcd by trimmed trees during the rext twalve
monthe at the normalized 1977 level, i.e., 11.6 interrup-
tions per 100 circuit miles per yeur. The Judge found
LILCO's evidence on the gervice interruption trend unpersuacive
and concluded that there would be 11.5 iaterruptions per 100
circuit nmiles in the next twelve months without additienal
xpenditures for tree trinming. Since this interruption
rate was helow the one the cermpany had characterized &s
"normal, " the Judge rejected LILCO's proposal.
On exceptions, LILCO dcnies that it characterized
11.6 interruptions as a "normal" level. While its evidence
showed that 11.6 was the 1977 normalized level of interruptions,
the ccnpany argues that the evidence used by the Judge to
forecact the level of interruptions in the next twelve months
implies a normalized 1277 level of 10.8 interrupticns per

year. The company's point here is per:suasive. There is a

B 90027119




CASES 3%4 and 27375

somevhat worsening trend which tonde to show that LILCO's
past tree trimming efforts have becen inadeguate. As 2
result, consurncrs have received less reliable service. We
wiil allew the company encugh to reverce tho detericorating
trend. The evicence relicd on by the Judge shows a normal
1977 cutage rate {10.8) that should be our target here if
service 4s to ba improved. Using the assumpoions in LILCC's
original presentaticn, we estimate that an uéditionzal
$800,000 will be zufiiciént to reach this tarcet. We will
make no specific separate allowancs, how -
tree trimming, or to fill reguests for tree trimming bv
customerc. The increased preventive tree trimming contemplated
by cur allouance should reduce the need for emergency and

)

recuect tree trisvuing activities, vhich tend to increasc when

.-' . b g d - . a £ -]
picvaen Ve LYinming 18 deserred.
1 - 9 B T -
Fakdsiid A]- PR & S SRR R A . (“:.a(..‘s v E '.‘l-.'i.C

taff's estinate of LILCO's
rate year administvative and general cxpense, which was
developed by multiplying LILCO's actual 1277 payroll by a
1.1128 wvage incrcase factor and other cxpenses by a 1.15
inflation facter. LILCO objects to the recommended allowance

cn—qnavlly 1 s

"\

because some 1978 actual figures ere greater than the
estinmutes for the rafc year. It suggests that this proves
thai its original forecast is reasonable. LILCO made this
sane argunent t¢ the Judge., He rejected it because the
speciiic expense increzses cited by the coxpany tended to be
offsct by other spccific staff allovances that excaeded
those scught by the company. LILCO's exception igrnores the
Judge's reasoning, which we £ind to be basically sound,
particularly in the absence of a showing that the specific
expensc increases are necessary. LILCO's exception is
therefore denied.

90027120
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CuSEs 27374 and 27375

Customer l.ccounts Expengs

Personnel. Judge Schechter rejected rost of the
conpany's request for a $2,.8 million increase in its expences
onal

- -

for custcmer accounts personnel, LILCC claimed that addit

-

persornel were needed to improve its billing, collection and
consumer relations functicons. The Judge adopteld staff
adjuestmonts eliminating the reguested allowances (except for
the nmeter tampering progren) on the ground taat tha company

did not mezet its busden of proving the "feasibil ity" of
hese hirings and that the beneficial rasulte of the hirings

were "elusive." LILCO has excepted.

Our reading of the rzcord indicates that staff
and LILCO failed te jein this issue properly. The comnparny
introduced sulstantinl evidence to show that ite past billing,

cotlection, mater reading, and complaint~handiing ¢fforts

£

have been jinadequete. Evidence from cur compleint files and
arings ¢onfirms LILCO's claims, 23ut
tha cerpany failed to show hew the additicnal money it
reguested wvould be spent to improve its shorteemings.
h

the public statement hes:

wand, focused on the rcasonableness of
past expernciturces as z measure of what should be allowed
kere and ignored LILCO's poor service performance under

It is obvious to us that the company must take
acticn to reduce the number of unread meters, unatterded
past due kills, and unanswered consumer conplaints, 2And it
geems clear that such measures will not be costless, But
the company's presentation gives us no @ssurance that these
problems will ke attacked preoperly. Providing an allowance
80 that more money can be sgpent for additional pecple does
not assure that available personnel will he properly trained
and managed €0 they can be used productively. Indeed, staff
has argued that if the dollars spent in the past for overtime

and part-time help were used instead to finance a properl

90027\2\
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trained and nanaged workforce, service could ke irproved

-

without additional cozct. We &re WLA;, thevefere, with an

-

important issue to resolve and insuflicient guidance from
the litigants on the costs and benefits of their respaetive
proposals. If we adopt the full envonse allovance LILCO has
requasted, it may involve more costs Lo consumers in rates
than besnelits in improved service, Cenveresely, the allowances
reconmended by ctaffl provicde the benefit of somewhat lower
rates with the potential cost that thooo rates will be
insufficient to improve service and end consumer dissatisfaction.
In thece circumstances, our resolution of the
difference between staff and LIICC nwust be a compromise.
LILCO requested an increase of about $2.8 million, including
$736,000 for the meter tarpering progran. Rcccgnizing that
the g2me personncl con be moed for varicus custoner accounts
functions, we will approve a total allewance equal to half
the requested amcount. LILCO is frece to appropriate this sum
for hiring, traiaing or managenent in the neter reading,
billing, collcctions, customer relations, and taapering
investigations f{unctions within this category as it sces
£it. But the coupany will be required to report te our
consumer scrvice staff regularly on its efforts to improve
service and the program of expenditures it is undertaking
to do so.

Ecuipment. Judge Schechier found an $82,000 etaff
adjustnent to eliminate the increzse in the annual cost of
payment processing ecguipment "inappropriste." The $£2,000
was originally described as the additional rent for new
equipment, but the company witness provided no basis for his
estimate of the rental cost of a new machine., Not until its
initial brief did LILCO indicate that it had purchased the
equipment instead. On exceptions, staff complains mostly

90027127

about the manner in which LILCO's evidence in support of




this allcwance was presented. According to staff, LILCO
failed to recognize the trade-in value of the o0ld mzchire or
other savings the new purchase might produce In response,
LILCO claims that the $82,000 reflects the trade-in value of
the old machine, that its original rent expense ¢stimate is
apprezimately egual to the annuval carrying charcee on the

o =4
d e

C.:

purchased eguipnont, and that ne savings are antiecipa
& result cf the pU"h:se because the new machine will

67

essentially the same vwork as the machine it has replaced.

In light ¢f the arguments, we find theg the
Judge's conclusion is correct.

' % e 8 . w : £ 2o R qaes oy
Adverticing and Public Aflairs Experse

Judge Schechter detormined that LILCO's advertis
and public affairs sllowance should be limited to .075% of
its revenues, the same ratio we adopied in Case 27136, the
last LILCO electiric rate case. He also reecumendad wddallional

lopment, $90,000 for
internal cecmmunications and $1€,000 for library materials.
LILCO, staff, and the intoervenors have all excepted to

allowvancaes of $156,C00 for areca geve

varicus aspects of the Judge's recommendation. The company
argues that the .075% allowance will not be enough to cover
the cost of conveying all the information it would like to
convey, and that it intends to spend more than the allowed
amount in the rate year. We considered and x»ejected this
same argument in Ccse 27136 and do so again here. Stafl
objects to the separate, additicnal allovance for area
development advertising on the ground that this activity was
intended to be covered by the percentaga allowance limits
specified in our Policy Statement. X/ staff is correct.

It also objects to the increased allowance for internal
communications because of the company's allieged failure to

demonstrate that improvement is necdeé and can be achieved

90027123
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only through additional expenditures. It claims tha base
year level of internal communications expense adeguately
provides for the cost of reasonable empleyee bulletins and
meectings &s well 2¢ union nezws letters., We agree., Finally,
staff arcues that the increase in expense, fron §2,000 to
lies givzn to librories is

-

$20,00C¢, for nmaterials and supg
£inal iten as something closza to

angunnorted, Ve view this

a chirritable contribution. The amount invelved is so simall
thet vo ec2 little point to reguiring utilitics to provide

"gupport" for it so long as the total amount for contributions
of this nature ie reasonable. Staff nas not attacked &
allowance on this ground. This svaff exception is thercfore

£

Resecarch and Davalopnent Exponse

Judce Sehechter adopted two staff adjiustments, one to

R L T T2

L s s 3 e - $- % Y v » . | s 4 g
eliminate estimateld puymeuts to the Dreeder Reactor Corporat.on

H

(for che Clinch kiver project) and the other to reduce the
satimated LILCO centribution to LERZRCO to reflect delays in
verious ESIERCO projects. Oa exceptions, LILCO argues that
if the bBreeder Reactor Corporation demands payment, it is
contractually cbligated to make the payment. While this may
be true, it offers no evidence that the BRC is likely to
demand payvment this year. The Clinch River project remains
in suspension. LILCO's exception is therefore denied.
Stoff's LSEIRCO adjustment was correct when it was mace.

But in itz brief oppesing excepticns, staff concedes that
recent changes in LSEERCO funding reguixe a reduction of its
$220,000 ox ig nal adjustment to $50,000. With this modifica
tion, we adopt the Judge's resolution cf this issue.l

1/in accoraance with tne principles of multi-year planning
and fina -1.q of research and céevelopment programs we
announced in Case 27154, 1977 lLonu Rance Zlecctric Plans,
18 WY PsC {Cpinion 78+3, issuec larch 6, L9%8) thne
company will ultinmately be reimbursed for these arounts if

they 2 2 propexrly spent.
90027124




"attributable %o extracrdinary storm

-

;8 Reserve and Accorual
=

The enornmcus expenditures LILCO incurred to effect
restoration of scrvice after the devastating 19738 ice stcrms
are cduly noted in the record. LILCO requested that it be
allowed to amortize over a threc-year poricd the estra=
ordinary $2.8 million net cost of the ice storms. It alsc
soucrht an increase in its reserve for storn damecge bicause

ite exposurc veas increasch ¢hen tho ded

aa

3

tible amount on its

insurance was raised from “. million to €5 millioa las

year. Judce S
;=

"Hr

cherhter .pproved the anortization recuzst
but rejected the plea to increase storn darage reserve py
$500,000 on tha grcund that his gp

pecial anortization allowance
would serve the same purpose. Both staff and the conpany

exceplt to the Judge's rejection of the accsunting chenge and

s vAh
the irncrease i

(-

} the accruval, Staff, joined by other parties,

#lso excepis te the recommended special anortization,

blh
Staft

t‘

-

£ position is that the siesn damage reserve
exists cpecifically to cover the cost of thece extraordinacy
stors; therecfore, no srecial additional aiorci: zation
allovance is necessary. It alsoc points out that with th
increasce in the reserve acerual it is s pporting in this
case, the extrnor&inary loss of the 1978 storms will be
absorbed by April, 1l960--before the end of the rate year--
without a special amortization. %The company responds that
its territory is uniguely subject to peten tially devastating
weather. The result of the staff positicn is that its
reserve will rot reach the maximum level for at leact five
years. 1In the intervening period it will have to face the
potential of storm damage with less than adeguate protection.

Where it is difficult for us to anticipate cxpenses
1o

ses, our uvgual
Procedure is to cefer and amortize such losses. Given the

90027125
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frecuency of LILCO rate cecses in recent years, we question

whether this company needs to employ reserve accounting for
storm danage expenses any longer. The possible advantaces

of deferra

ust agree with the company's

were beyond anything we

ang accrual in Cese 27

¢ beyond the propeo

regarve

allowance

1s therefcre

1/

STOXT~

we will approve,
t

to the new limit of the reser

costs of the should hLe

arortized over three yea

rs

amount ¢f the amortization

Injuries aad Damaagss Resc
v .  —

1l accounting are worth inve

ceuncemplat

stigating For ncw, we

positicn that the 19278 storrms

W

i

ed vhen we nmodified it

LY -
‘) 2L f,'.(’l...’d

amortizaticn

-~

in the reserve, whick

The

in the

DL S
PLpere

C aordinary
ehorged,
d the remainder ch
re will
0

$500,0¢C

ReR

.cerual

4
-

B

-

LILCO est
accrual on the basis of

g
~ L3

ted

threc
Lild @€

a

—— .+ ot a——

rate year injuvrices

anm

b

and danaces

—year moving averaqe arnd 1

sought a §2.5 nmillion allowanca. The Judge found thet |
staff's estinate, bused on a four-year average, was reaconcble |
and adopted its £763,000 adjustment. Le noted that stafi's |
rethod was ccouparable to the one we acopted in Case 27078, ’
Leng Isloand Lighting Commany = Gas Rates. On exceptions, :
the company complains that staff's method will produca

it b A
aeinl

iencies," i,e.; its injuries ané damages expenses will
be recovered over nine years instead of three. It also
recomputes its estimate using steff's method to shew that
the adjustment shculd only have been $129,000, Pinzlly, it

*
oas

observes
the most recent three years'
27078.
estimate by using a four-year

It complains that staf

argues that its decision to use a four-year average was

at the estimate should te

average,

nade on the basis of

experience, &s we did in Case
f artificiclly reduced ite

In response, staff

90027126

1/We accept the starf's computation of this amount in
Attachment C to stalif's reply brief to the Judge.




Cnges 27374 and 271275

proper because the annual fluctuations in this account make
an average over a greater number of ycars a more reliable
estinate for ratemaking purposes. Staff also relies on the
ord in Case 27078 which shows that the 1927% accrual was
counting change in that year, andé that our

-

e
nflated by &n ac
lowance in that caze used a normalized 1975 accrual.
Both ctaff ard the compuny derarted from the
nethod we used in Case 27078=-steff by using a four-year
aversage and the company by using a moving average and
failing to noinalize the 1975 accrual., Neither methed gives
any weight to actual claims, which during the 1975-77 period

were $53.5 million, or $4.4 million lesc thon the acoruals.,

Cermparing the latest three years, including 1978, the average
aceruals decline Lo $1.9 million while average claims increasc
to §5).6 million. This latest experience indicates a con=-

(&

f the averege aceruals and elains wvhich would

justafy an cxpense allowance midway between the two averages,
This methed rezults in an expensce allowance vhich is essentially
the same as the staff's. LILCO's exception is denied,

Anox»tis

L

ation of Unfunded Pension Liability

Judge Echechter rejected LILCO's proposal to
eliminate its unfunded pensioa liability over a ten-year
(rather than thirty-year) period os the ground that the
company has not demonstrated either a need to reduce the
amortirzation period or that the reduction propcscd is
"realistic." LILCO excepts en the ground that the unfunded
pension reserve is increasing, implying that future customers
will have to pay pension costs related to service provided
by LILCO employeces in the past. It criticizes the recommanded
decision for its failure to consider this alleged inter-
generational inequity. LILCO's characterization of this

90027127
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iseue is sonmewhat misleading. This is not an issue of

whether future ratepoyers will be required to pay for the

}.‘.

present cost of scrvice. It is an issue of whether prescnt

.
:
= g
~

o future ratepayvers should pay t

“-

ccit 0f past service.

Ve cen find no logical reason for reguiring present rate-
payars to pay all of this cost., Absent a showing that the
thirty-year amortization period, which is also uazed by other
utilities of this state, is improper ir. some way, we will
nct approve a change.

Wece and Inflation Iudexn

LILCO appliecd vage and inflation factors to base
year expeuses to estinmate expensez for the year ended June 30,
1920, Staif obscrved that the ratc year in this case will
end oa April 30, 1980. It thercfore argued that the company
has, in effect, claiined an zllewance for twvo extra months of
inflation and proposed an adjustment to eliminate it. The
Judge adopted the staff adjustment and LILCO has excepted.

On excepticns, LILCO nninly points out varicus
reasons why its use of a rate ycar equal to four calendar
quartcrs was reasoneble. More information was availlable and
it made historic corparisons end analyeis easier. The
company's reasons for adopting the year ended June 30, 1980
as a test periocd, while logical, arc irrelevant, since
neither staff nor the Judge objected to it as such. Their
adjustment is based on a strict application of the future
rate year concept--rate case allowances should be designed to
make the company whole for the first tuelve months that
rates will be in effect, not the test period the company
happens to select. LILCO makes two additional points that
are more compelling. First, the probable lag in our approval

90027128
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of its compliance £ilinge, and the prectice of the industry

to base revenue recounition for accounting purposss on meler
readings during the accounting pericd, rather thian on service
estinated to have besn rendered during the accounting period,

means that the company will not recognize some of its

(‘J

additional rate se revernue until July, 1%79. Eecond, the
3

company's wage 2 nflation index assumed a 6~-1/2% increase
through 1978 while

deflator, was 7.4%., According to LILCO, this would reguive

the sotuwal rate, =5 measurcd by the GNP

e

additicnzl allowanzes of $457,000 for its Eleetric LDepartment
and $102,000 for ity Cas Deopartment.
The staff aljustmeats reflect our usuval pre wctice

and they were preperly azacpied by the Judge. fthile we see
& :

merit in the twe yelevant pointe mads by the company, ve
will rot provide any additicnal allowances on account of

’

them. The emouut of the revenuve increase not accounted ok
in the rate year becausc of regulatcrzy delzys, and delay in
their recognition for accounting purposcs is not guantifizble
from this record. LILCO's acgumznt that it

thus equal to, the staff adjustment is speculative. We

would have keen willing %o provide LITLCO with additional
allowances to the extent it demonstrated its actual 1978
unrit cost inereuses exceeded the 6.5% assuwed in it
But it has not done so. .t did not use the GNP def
develop its original estimate, so the GNP deflator

{

used properly and reliably to revise that estimate,
LILCO's exception is, therefore, denied,
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Labor Productivity

o
P-4
o
oy
|4
o

LILCO's original case 1

e
ie - Rt
nt that aasume

adjustme

redections through the rate year. The company

evidance that these achie:
sucgaert where tha force reduections might
fact, LILCO's evidence show
through
the LILCO productivity adjus

The Counties h

edjustrent "arbitrory"
~

gd prohabls ne

the rate year. lNonetheless, Judg
trnent.,

ave called the 1t
and have exocepted
failuxe to ;ucrt their
LILCO's hi vl

exccption, LILCO points to studies whirch

productivity

s 2% ratco,

0
N

In oprosing

productivity will probably deecline in the

much of its past prodvctivity has keen ca
The Counties

productivity rates to adjust forecasted e

mechanical applice

1% annual force
offered no

*ad, nor did it

take place. In
gative produc
1@ Schaghter

tivity

adepted

the Counties'
show that its
and that

-

pital-rclatca.

rate year

storical

xpenzes in a

forvard-lcoking rate year is not a reliable mecasure of

At best it could
in the absznce of rore spe

expected productivity.
sone guidance,
Specific adjustments to various operating
nore accurate way to reflect future produ
reduction in labor expense inher

to LILCO's estimates we have adopted

ent in the

bLe used only for
cific analysis.

expenses are a

ctivity. The

adjustments

is about 10%. Ve

consider the productivity reflected in those adjustments

reasonable, and therefore make no further
adjustment.

w e

productivity
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DEPRPICIATI

Production Structures. The recent retirement of

LILCO's Bay Shovre cae plant has led the company to sgecek a
change in the deprccicotion rate on 2ll its gas productio
'es.  The relative position of LILCO, staff ard the

L
Judoo on this issue are shown balow:

current _LILCO :1J and Staff
hverage Service Lifc 35 years 20 years 30 yezrs

3
Salvage Value (10%) (5%) (10%)

Judge Echechter, relving ¢a testimony from staff,
concluded that tlie recent Bay Shore nlant retirement dige
torted averange ssgrvice Jife calculaetinvnsg: that the "fuld
indicated averoge service life was about 30 years; and

ce life reduction to 30
years and retention of & 10% negative galvage rate would
procuce a reasonable cdeprececiation acertzl. On exceptions,
the company argues that the accrual rate for gas producticn

structures should be the same ag the rate for other gas
)

@
=

production accounts becaus cas plants will henceiforth
be rectired in their entirety and (2) the trend in the cas
production plant account is toward a slicrter average service
life. The ccmpany's f£irst point is irrelevant becausa no
LILCO g¢as plants will be retired in the foreseeable future.
Its gecond argurent fails because it has not demonstrated
that the modest reduction in the averace service life
recommended by the Judge is unsatisfactory, particularly in
light of his provision for negative salvage, which is c¢reater

.than the cormpany's. LILCO's exception is denied.

90027131



Steel Trensmission Mains, At various times, gas

transmission and distribution mains have heen studied ag

c
sinilar and diffecrent property cla for depreciation

(&)
“
o
w

purposes. When distributicn and transmission mains were
studied as a single class, the assuned negative calvage was
15%. Distribution mains are now studied separately, and the
accrual provides {or 20% negative salvige, Although the
veignted average negative salvage for the two plant eccounts
has been 21.4%, the Judge concluded that 15% necative salvage
was fair for the transmission acccunt becauvse the salvage
study in the record indicated that actual necative salvage
has been only 12%, On excepticns, the compiny complains

that beceuse transnission and distribution nains were in a
eingle accouvnt until 1968, the dzta on which the 12°% negative
salvage factor won determined is quite limited. It therefore
argues that the two accounts should be treaited on the sane
basis uand, since the weighted cumulative average negative
salvage of the tvo accounts is negative 21.4%, a negative

20% allowance for each is fair. The actual studies, although
based on somewhat linited current data, are the best evidence
available. They show that transmission negative salvage is
12%, less than the 15% now allowed, and far less than the

20% sought by the conpany. We therefore conclude that the
Judge's allowance is reasonable.

Cathodic Protection Devices. LILCO has been

depreciating cathodic protection devices at the same rate it
uses for all distribution plant, a rate reflecting a 75-year
average service life and 15% negative salvage. 1In this

case, LILCO requested that a special subaccount for cathodic
protection devices be established to reflect a 15-year

average service life and zero net salvage. The Judge rejected
the company's request end found that cathodic protecticn

90027132
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devices nay increags the average scrvice life of the associa=-za3

mains, as evidenced by LILCO's actual experience hetweern 1972
and 1977. Although it a: true, as LILCO points cut on
exceptions, that these éovices prehably will not last 75
years arnd that they are attached o many mains with short
life euncetancies, thov do neot necessarily reduce the averace
service life of the zceouwit as a vwhole. Fcr this recason, we
rejected a similar reguest to estailich a special eeparate
account for cathodic proteetion doviees in Case 2729

6
Natioral! Fuel Gas - Rates, 18 NY PsC (Opinicn o, 78=-29,
issucd December 29, 1275, mimeo p. 230;. We will adopt the

Judge's resolution of this issue.

Electric Street and Perivay Lighting

- o ———— -

AS LILCD's stroet lighting plant is gradually
turned over to runicirel and state agencies, promeszure
retiremoents are producing unforescen losses vhich the
company now secks to recover in rates. The cowpany propused
to depreciate the value of the remaining street lighting
Plant on the assumption that it would retire approxinately
30,000 units per yecar for tws yoears and a lesser wnount in
each of the next eicht years with zero net salvage. The
company also proposed remaining life treatnment of its parkway
lighting plant, with a five-year remaining life and 62% net
salvage for 1-1/2 years and zero thercafter,

Judge Schechter found that *he street lighting
retirements were taking place much nore slowly than assuned
by the company and that an armortization assuming 10% galvage
and a fifteen-year remalning life was more reasonable.

S8ince the recommended cecicion, however, LILCO has effected
several transfers of its street lighting plant., On exceptions,
the company points to its sale of 33,777 units to the Town

of Oyster Bay resulting in about $10 million of unrecevered
net plant. In light of this experience, it believes its

90027155
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original remaining service life ascunption was reasonable,
Staff responds that the actual salvage valuc of the street

o
%3]

lighting plant involved in the salcs to five other nmunicipalitl
ve approved on March 6, 1279, as well as the Oystor Bay
sale, was ahout 40%, and that thies deronstrates that its
anortization rate is more »ezsonable than the company's.

-

It appears thet municipalities are no longer interested in

obtaining strecet lighting service from LILCO, so we ascept
the proposition that the company slould recover its investment

over a relatively short period. Decavce it scems likely
that the systems with higher salvage velues will be zold
first, the 40% salvage rcalized from the recent transfers is
probably tco high to expect in the future. Our allcwance
will tnerefore assune a teu~year amcrtization period an a
25% sulvage value to reflect Loth the evidence of quickening
sales and recent salvage values, We leave the issue of how
and from vhem LILCO should recover ihese costs for resclution
in the rate design phase of this proceeding,
In view of the uncert

Yo

ainties regarding projeccted
parkway lighting retirements and the absence of retirenment
expericnce, the Judge adopted suaf; s recomuendation that the
accrual reflect a ten-year remaining life cond a 10% salvage
value. The difierence between this accrual and the one
recormended by the compeny is about 3200,000: it would be
greater, but the company assuned that its current suit
against the State wouvld be successful and has reduced its
plant in service estimate to reflect the anticipated award.
Such speculation about the outceone of the svit could result
in an under accrual. We therefore adopi the Judge's
recormendation.

Electric Production Structures

Judge Schechter rejected LILCO's proposal to
increase its depreciation allowance to reflect a declire in

900271354
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the averace service 1life of its elcctric production structures
from the current 45 years to 35 years. Instrncd, he odopted
the 40-year average service life recomeended by staff., On
ezceptions, the corpany argues that a reductioa of the

average service life from 45 {o 25 years will (1) help cleze
the $7,2 million gap between book and theoretical depreciztion
and (2) give all production plant tha same average service
life. The Judge focused on the second Hjustification and

found it insufilicient becruse, in one casz, LILCO was able

to turn a production stracture iuto a training facility

after the genesating unit was retired., wLILGCD clains that

cly-in the future becavse many of itz

such recycling is unlil

remaining structures are the semi-ocutdoor tvpe and useful

only as clectric production structures. In reply, staff
argued thet a change in theoretical rosorve resulting fron o

chenge in 1life téble Coes not w

e

"

i) = I T -
ant the large reducticn in

"

the average service 1life estimate sought. The results of the
mortality study for this account are of limited value keszuse
of the large discontinuitiecs in the observed life table. nhe
agree with stall gnd accept the more cradual reduction to 49

years rather than to 35 years.

Environmentazal Contreoi Lavivnent

Judge Schachter adopted LILCO's proposal to anostize
the envirenmental control eguiprent at Northport Units 1 and
2 over the remaining lives of those units. On exceptions,
staff argues that use of remaining service life depreciation
should be discouraged kecause it results in a preliferaticn
of subaccounts, each with its own rate, and makes review of
property eccounts virtually impossible. In reply, LILCO
argues that late additions to existing plant are usually
replacement parts that extend the plant's uszeful life, but
these pollution control facilities will not have the samc
effect. It therefore supports the Judga's resolution of

this issue.
90027135
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we have exinined the guestion of the inmpact of

gu
pollution control cquipmcnc on depreciation allowvarces in
threec succescive iagara lMohawk electric rate cases.l/ There
we decided not to dcprec;ate the equipment over the remaining
life ¢f the related gencrating plent, in part because we had
previcusly recognized that the expzeted average service life
of iagara Mohawk's generating plunt vas reduced because of
the added equipnent. Adoptiang a2 similar épproach hore, we
reach the same result as the Judge without essuning that the
usefulnees of the Northrort units will suddenly cone to an
end in 2007, 2 good average scrvicc life estimate, properly
reflcoting past and aunticipated events, will, 1if reviewed

and vpdated periodically, avoid the deficiencies LILC

c¢lains it will experience Af the rumaining life technigue is
not uzed Jer this property. We therefore acoept the Judge's
allovance, and authorize LIICO tc modify its depreciaticn
accovniting to reflect the implicit reduction in the average
secvice lives of its facilities., Ve will aleo expect the
compiny to analyze the effect of wnvirenmencally irposed plant
additions c¢a average gervice life in its next rate proccoding
and reflecct its analysie in the determination for the affects
accounte.,

PROPERTY TAXES
Judgz Schechter rejected LILCO's estimate of its

car property taxes and adopted instead a considerably
lower figure that reflected historic expense levels, plus
allowances Lo known assessment and rate changes, His
adjustments reduccd electric expense by $5 million and
expense by $1.2 million, He sguggested that these allowances
be revised to reflect known changes up to the time of final
decision and that the conpany be permitted a second-stage
£filing to recover further increascs during the rate year.

| 90027136

1/Case 260688, 11 LY FSC 1475, 1486-8 (1971); Case 26594,
15 NY PSC 268, 275~-6 (1975); and Case 27943, 16 NY P3C 908,
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On exceptions, LILCO and the Counties complain
that it is "inconsistent" to treazt property taxes differently
from other expence items. LILCO further claims that since '
its foreccaszt was the "only" forecast of rate year property
tazes in the record it must be adopted. Property tales are
annual payments set by government decision and are certainly
Gistinguishable from most other rate year cxpenscs. e have
regularly allowed the second-stege filings to permit utilities

to recover preperty tan increases.= LILCO's forccast of

W
-

se

property taxes was not the only one in the record--ztaff and
the Counties both surmitted forecaste--and infornation in
staff's brief opposing esxceptions indicates that even the
most current estirmates may turn out to be inaccurate.
Accordingly, we will authorize a second-stage tariff revision
in Januvary, 1980 to reflect actual property tax changes
through that month. We do so with two caveats: first, as in
the other cases ~ited in the margin, we will permait LILCO to
recover only 90% of the increases related to higher eetimated
assessments, and second, if LILCO should file another major
rate case in the next year, we will make such offsets as may
be necessary to prevent an overrecovery of these expenses
resulting from overlappring rate periods.

Rechester Gas Lt a
Case /400, hew York Telennone Cunpany, 47 HNY PBC ___
(Opinion No. /=44, issuca becciwer L, 1978, mimeo. p. 7)i
Case 27209, Jazaica Water Sunply (lempany, 18 WY PSC

(Opinion No. /é-24, issucc vctooer 6, 1978, mimeo p. 11);
Cases 27215-7, Niacara :‘ohLawk Power Corvoration, supra, mimeo
p. 28; Case 27275, Srcoklva Lnion Cas Company, 1875y PSC
(Opinion YNo. 78-28, issucc hovember 28, 1978, mimeo p. 19;
Case 27296, iNazticnal Fuel Gas Cecrrooration, 18 4Y PSC

(Opinion Wo. 78-23, iscued December 29, 1978, mimeo. p. 26).

90027137

1/5ee Cuse 2702¢, Consoliaated Edison Conpanv = Flectric Nates,
17 XY PSC 241, 263 (L97:); Cases 270%4~E, Orance & Rockland
ptilities, Ine., supra, nimeo. p. 263 Cases 2/106=9,
; s and Licctrie Cerporntion, supra, mimeo., p. 15;
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FEDERAL INCOWE TAX
Trust Intercst Deductions
A substantial part of LILCO's investm.nt in Nine
Mile Point Yo, 2 and its future nuclcar fuel ceguiremenis
are being financed by the debt of LIICO's constiruction and
resources trusts, After determining that LILCO would be
deducting the intercst on the debt of thie trusts on ite own

current tax returns, Judge Bchechicr decided that these
deductions should be reccgnized for ratenuliing purposes.
The Judge was convinced that the deduecticns could vroperly
be used to reducs the ccrwaﬂy‘s taxes by & memo {rom LILCO!
own tuy counsel. His rzcommendation that these dzductions
be used to reduce the inceme tax expense korne by current
consurers ie consistent with our guneral policy in favor of
loving through tax benefitas Lo cusiomers,

On exceptions, LILCO attacks the Judge's sction on
the ground that ite rioht Lo tole the deductions fer the
Lrust interest on Ats tex return is oo uncertain wvitheut a
conclusive INS ruling on this matter. We helieve that the
Judge properly relied on the mernorandum of LILCC's tax
counsel, as we dida when we approved the trust fincncing
arrangaenent as persunsive evidence that the interest is
deductible fo: income tex purposes. Flowing through the
deductions arising fror construction of future plant to
recuce today's rotes gives today's ratepavers the benefit of
tax deductions that could be reserved for tomorrow's rate-
paycrs, Tomorrow's ratepayers will have to pay the cas
retuins on the investment in the plantes involved, hut we
continue to belicve this policy is reasonzble, as we éid in
the last LILCO electrirc rate case. In that case, when the
company sought extension of thies interpericd tax allocation
to the deductions reluted to the Nine Mile Point 2 and
Jamesport generating facilities, we said:

90027138




It has long been our nolicy that eurrent tax
deductions gheould be reflected in current
rates., V¢ have nade exceptions only in cases
where utilities demonstrated that deferra)l
wage necessary to protect their ability to
raise necessary capital on reasonable terms,
LILCO has fuiled to denonstrute that the cash
flow allovances authorized in Opinion Mo,
78=1 are inadzguate, £9 ve cuutinue to draw
the line on intexperind tux allocations at
the 8horchan related interest deduccions.l/

In thie decision we heve not rcduvced the cash flow
allowances we approved in Opinion Wo. 78«1, J7TWCO has agai
failed to show that those allovances are ine ..guate. Its
exception ie therefcre denied.

TRLEOY Tax Credits

Judge Schechter, in his tax calculation, used all
available tax credits to reduce taxes tec the 10% statutory
limit without recogrnizing any of the 1% "IRASCS" tax credits.g/
LILCO is generating more tax credits then it can use on its
current tax returns, so the unuged credits are carried
forward or inventoried for use in future years on a firct-
in, first-out basis. Thus, 1% TRASOP credits gencrated in
1977 will be used before 4% or 6% credits generated in 1678.
On exceptions, LILCO argued that Judge Schechter's failure
to recognize the 1t credits gives the benefit of those
credits to consumers, rather than erployeces as Congress

intended. LILCO reaszons thet if it is to continue to be

i/Case 27136, svora, oraer issued April 17, 1978, mimeo p. 5.
Insofar as the relative burdens between today's and tonmorrow's
ratepayers are concerned, wo observe that plant being financed
today for the use of future ratepayers tends to cauge current
ratepayers tc have to pay for higher returns on investnent.

2/TRASOP is the acronym for Tax Reduction Act Stock Ownership
Plan, a tax progran designed to encourege ccrporate cmplovers
to buy stock for the benzfit of their employces with funds the

£
employer weuld othorwise pay in taxes.
90027139
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1

eligible for the investment tax credit, it muzt invest the
entire tax savings produced for the benefit of enployees;

and if all savings are instead used to reduce consuner

rates, there will be nothing left for its employces unless
LILCO spends its own money, something it says it is unwilling
to do. £ concludes that the Judge's approach will force it
to terninate the program

Ve approved LILCO's TRASOP program on the essumption
thot it would benefit enpleyees at no cost to consuners. It
now appears that there is a c¢ost to consurers since the
exictence of the TRASOP carry-forward credits bars cur
recogrnition of c¢ther credits we could otherwise use to hold
down rates. In these circumstances, we are conpelled to
adept staff's approach. At the same time, we mugt forbid
further TRASOP investments by the company until it reaches a
tax position that will enakle it to use the TRASOP credits
without impezing costs on consuners. We thercfore expect
that there will be no unused TRASOP tax credits available in
the rate year.

Gas Devartment Tax .Crcdits

On exceptions, LILCO complains that the Judge,
without discussion, accepted st .ff's proposal to reduce its
Gas Department's revenue reguirement by subtracting tax
credits equal te the sum of 211 the 1978 and 1979, and cne~
half of the 1980 credits. The company arguces that no more
than 12 nonths' worth of tax credits can be uwsed in deaterminin
the revenue reguircenent, It is our policy to ninimize
Federal income tax ecxpense to be funded by consumers by
accounting for use of all available tax credits and

1/

deductions.=~ These credits, adopted by the Judge, although

i/5ee Case 26538, Consolicdated Ldison Companv ~ Electric Rate
14 NY P&C 1503, 1524 (1lv74) AfZ'd on eppeal, Conzolidated

discn Company of llew York, Inc. v. Public Sexrvice L~“J~u5i0ﬁp

-
T
.

385 YS2G 200 \A970)
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generated in prior pericds
to rcduca the part of LILCO's tax liability attributable to

its Cas Departnent in the rate year, Its exception is
therefore denicd.

Larned Vacatien Deduction

The Juége resolved a dispute between LILCO and
stafl regarding the amount of earned, bul unraid, vacation
pay that would availeble in the rate ycar as a deduction to

LILCO's tax lizcbility py edopting & ectaff ustment that
-

)
o,
L 4

reduced the preposed electiric expense allowvance by $266,000
and gas expense by $75,000. The company estimate of the
deduction was §$C00,000, eqgual to the 1974-1978 average, plus
$72,000. The staff estimate adcpted by the Judge was equal
to the 1977 actual figure ($328,000) tines ite 1.118 wage
increase facter. Theo actual vacation deductions taken in
recent years, shown below, exhibit the kind of wvelatility

that ueually justifies normzlization:

1978 £593,003
1977 828,212
1876 . 588,742
1975 3v'0,8%6
1974 99,590

On the basis of these figures, LILCO's estimate,
which includes the very low 1974 and 1975 figures, scems
low, while staff's estimate, based on the very high 1977
figure, seems high. We judge that a total deduction of
$760,000, equal to the most recent three-years euperience,
times the staff's wage increase factor, is a reascnable
estimate.

-3e- 90027141
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The Counties, in their brief on exceptions, urge
us to require a three~year amortization of the Yexcess"

deferred taxes on LILCO's books that result from the reduction

of the corporate tax rate from 48% to 46%, gtalf and LILCO
agree that whatever the neorit of the Counties' position, the
rateraking problens created by the tax reduction are generic
and should be resolved in the context of our investigation
of thic matter. We agree. The Counties' exception will
thercefore be deniced.

Revised Couputations -

Our substantial revisions to the operating revenue,
expense, rate base and return allovances reconmendad by the
Juége have reguired substantial revisions to the income tax
conmutations he mode. Our computations are set out in the
appendices.

RATE RASE

——

Daferred Tox Crediie

Judge Schechter adopted a staff propozal to reduce
the rete ycar rate base by: (1) the shareholder half of the
4% flow-through tax credits generated by the Ehorcham con-
struction; and (2) the difference between the rate year
actual {low=-through crodits and the three-year average we
used to deternine the "normal" level in the last LILCO
electric rote case. LILCO excepts.

The company mokes a nurber of arguments with
respecc to the first item., First, it notes that we did not
make this rate base adjustment for the reallocated flow=-

through credits in Cese 27126 and that, allegedly in accoxdance

with the accounting procedure it negotiated with staff, the
reallocated credits are "deferred credits" rather than
"deferred tax credits" thet can be deducted from rate base.

90027142
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Second, it argueg that capturing the stockholder chare of
the 4% credits to reduce revenue requirerms nt is unizir
becauze it would not have adopted flow throuch accouvnting 4if
we had not adopted a sharing policy. Finally, it argues
thkat using there credits both to reduce rate base novw and to
reduce income later would be unfair. It even suggests that
this apprcach may be against Internal Revenue Service
regulatcions.

The corpany says the second adjustment is also
unfair because in Case 2712€ we used an averaging approach,
including credits estimated to be available in the rate
year, to increase the nominal amount of £low~through credits
when the actual emount of test period flow-through credits
availahle was below average. Now staff wants to use the
actval amount availcshle when it is &bove averzge.

We believe the staff adjuctrents are fair and

conzicstent with our decision in Cage 27136, where we seaid:

The cost of financing the Shcereham CWIP is imposing

a severe burden on current ratepavers while, at the
same tine, abneormally hich I79C benefits generated by
Shorehum progress payments are providing stockholders
with an abnoxmally high return on cguity. But LILCO's
cash flow requirements prevent us from reducing the
above-the~line tax expense by allocating all of the
flow through credits to the ratepayer at this time.
Instcad, we hold that the portion of all future
Shorehan f£low through credits that would be allocated
to the stockholders under cur general policy, should
be allcocated to the ratepayers. This should be done
by deferring then now, for accountirg purposes, and
amortiuing them later, as an offset to the attrition
produced when Shorecham is fully included in rate
base. (Opinion ilo, 78~1, mimeo p. 23)

We have made an eguitable determination that the
4% credits from Shorecham construction should be allocated
entirely to the ratepayers. There is no reason why they

90027143
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should not he considered cuvsiomer-contributed capical and an
offset to rate base, regarédless of the manrer in which they
are accounted for on the books of the company. Otherwise,
the ccrmpany would have free use of the custonmer's money.

It sheuld be understood that we are not reducing rate base

t

C

by any part of the steccokholders' creditis which are o

relcted to Shoreham. Indeed, the ctaff estinate of the
accuulated rate vear Shoreham credits is conservative
Aleo, we see no violation of IRS regulations since the tax

o
credite in question are Option 3 (fliow-through) credits to
c aking restrictions do not &pply.
The second stzff adjustment is similar; 1like the
rate hase dedvction for the Shorveham tax credits described
above, they represent funds availeble for usce by the conpany
becavse of credits which normally would reduce revenue
reguirement. In Case 27136, the thiece-year average was
expectaed to be the agtual amount of flow~through tax credits
utilized over the periocd., The cane average uzed in this
case iz less than the cxpected utilization. As a result, a
te Lose dcduction is required to reflect the expected
excess credits aveilzble to the company. Since our revenue
(@]

uircment is considerably lees than that recommended by

m

1

4
staff and the Judge, the impact of this trcatment is relativel
small--a2 rate hase rcduction of less than $2 million. LILCO's

exceptions are, therefore, denied.

Shoreham Switechvard

Judge Echechter adopted staff's $4 million rate

base deduction to exclude the Shoreham switchyard from plant
in service and to include it in constructicn work in progress,
where it would accrue AFC. He concluded that there was "no
specificity"” to the company claime that the facility will be
in service in April, 1979, a year befcre the related Shorecham
generating facility is in service. The company excepts.

90027144
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The Judge incorrectly frarned this iscue., Staff
did not dispute the conpany's claim that the £horeham
switchyard would b: in service befores the Shorcham cgenexating
facility. It argued, hcwever, that since the switchyardd vas
constructed primarily to conrect the Ehorcham gznerating

unit “ng the Shorcham trensmission line, it shzuld not be

’ e
\'.ﬂ

placzd ‘n sexvice until the Shorehan generating station is

12

in service., While there is merit to stafi's position, and
ite reconnaendetion nay be consistent with past LILCO practice,
it is not consistent with Part 168.2 cf our Uniform Systen
of Accounts, which requires that the coupleted portionz cf
larger projects be included in plant in service. While we
would, for adeguate cause, divergs frcm the policy of Yart

ses

168,.3 for ratemaking purpo

s, we would be willing to do so
ornly in cages where a major d4i reion in rates would occur
if wve failed to act. This is not such & case. LILCO's

exception is granted.

Rate Base Canitalization Adiustments

The company, staff, and the Judge computed LILCO's
working capitul requirenents using the standard rp¢ formulza,
The Counties' witness decided, on the basis of his "balance
sheet" analysis, that the FPC formula resulted in an excessive
working cepital sllowance. For this reason, the Counties
except both to Judse Schechter's feilure to adopt their $39
million adjustment to working capital, and a similar rate
base adjustment to recognize the $6.3 nillion injuries and
danmages reserve., Staff and the conmpany agree that the
Counties have essentizlly proposed a rate base/capitalization
adjustment without adequate support. Staff's analysis
indicated that there is a $1 million difference between the
two, an amount too small to justify an adjustment. Further,
LILCO and staff criticize the computation since the adjustment
was based cn a compariscn of the average balance sheet working

90027145
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capital for the twelve months ended Auguet, 1978 with the
rate year working capital derived ucing the TPC formula.
Vhen the balance shest working pital calculaticn for the
.r.‘

e
1977 bace yecar is ccocmpared te FPC rirula working capital

3

for the sare periecd, the difference is eliminated. The
Counties' piccenmcal working capital adjusuments are incon-
sistent with the rationale of the FPC formula. We believe
the LILCO and staff capitzlization comparliscns provide an
accurate measure of LILCO's rate base ard working capital

requirements., The Counties' excepticn is denied.

ALIOWTD RETUPN

a— — ——

Judoe Sghechter recourmenaed that LILCO be allowed

& 10.13% cverall return; a figure that recognizes his use of
a pro forma rate vear capital structure, staff's estimates
of the cost of long~term dekt and preferred stock:; and
return on equity of 13,.4%. LILCO, which scught a 10.4% to
10.5% overall return allowance, and the Counties, whose
witness recommended a 9.6% overall return, have excepted to
his recomnendation.,

At this point in the proceeding, the differences
among the partics have largely narroved to the issue of wha%
a fair return cn LILCO's coamon eguity would be. The 12.25%
allowance supported by the Counties' witness was the lowest
recommended anld the 14.3% allowance sought by LILCO was the
highest. Staff recommended 13.4%. Because staff and the
Judge predicated their reconuiendations on the incorrect
assumption that we would add $200 million CWIP to rate base,
and gince there have been substantial changes in the financial
markets and in LILCO's earnings since the rate of return
testimony was develecped, it would serve no useful purpose to
review in detail the positiong of cach of the parties. They
are fully described in tne recomended decicsion and based on

gomewhat stale data. 90027146
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Ou:r ova rate of return analysis, using the same
discounted cash flew azproach used by witnesses in the case,
leads us to conclude that 13.7% is a fair allowed return on
eguity for LILCC. Over the past several months the vield on
LILCO's common astock has averaced 9.50-8,75%. This is
substantially hicher than the yields essumed by any witness
in the czse. DBut it does reflect the change in interest rates
that has occurrzd since the receipt of Lectimony in the case.
This yield would be consistent with a growth estinate kased on
LILCO's receont experience, for it is 1likely that there have

been changes in fnvestor growth expectations as well.l/

7]

in the case provided growth estinmates thet ranged
from 3.5 to 5.0%. LITCO's 1978 return eud retentvion rates
make cuvrent growth expectations in excees of 4% seem too
r
L8

ficures on historic grzowth in hook vaiue

-

high. %he staflfl
per share, a proper indicator cf growth and one which
reflects the impact of new issues as well @s the effect of
return and recentions, demcnsiiate that 2.5% is 2 better
estimate. Invesior growth expectations are thus in the 3.5%
to 4.0% range. Coxrining these figurze for yield and growth
produces a "bare bones” cost cf equity in the 13.0% to 13,.75%
range., Frem thig, we conclude that 13,732, which includes an
allowance for issusance costs, is a fair return on LILCO's
commen equity.

An allowed return of 13.7% conpares with the 13.3%
allowed in LILCO's last electric rate cace, and the 13.5% we
allowed in its last gas rate case. A higher return is now
justified Ly the general increase in interest rates since
then, and our decision not to add more clectric CWIP to rate
base. While it is true, as Suffolk County observed, that

I/We believe the very rocent inerease in vield above this
range relates to a downward revicion in growth expecta ticns
attributable to circunstances other than the change in market
intercst rates. Thus, any further increase in yield
assunpticns would be matched by an of fzetting reduction in

growth expectations.
90027147
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13,7% is a higher return than those earn by most cnergy

concerns of the

@
+
—
o

utilities in past yearr, it recognize
1979 investor, and soric of the unusual circunastances that
make the risk of invecting in LILCO stock different from the
risk inherent in other securities.

Our overall return allcwance, reflecting a 13.7%
return on equity and ninor changes in LILCO's cost of debt

ané financing rlans since the close of the record, is 19.26%
as derived from the following table:

Amount % CosiL Return

Long~Term Debt $1,275,375 40.0% 7.88% 3.62%
Freferved Stock 337,710 14.0 8,35 .17
Custonur Deposits €,300 +d 9.00 03
Commion Eguity 1,103,45 39,7 13,70 5,44

Total 2,774,C35 100.0% 10.2¢%

CONCLUSTON
Our estimates of LILCC's probable revenues,

€ base and cost of cepital for the next twelve
ate a need to increane its electric rates by 3.3%

to produce about $26.0 1million in additicnal revenue and its

gas rates by 9.1% to prcduce about $16.6 nillien. Our

corputaticn of these reverne requirements is detailed in

Appendices A and B. The clectric rate increases are substantially

less than those souvght by the company, or even those

recermended by our staffi and the Judge, primarily because we

have cuncluded the compeny does not need cash flow allowances

to finance its construction program. Where cur expense

allowances c:iceed those reccommended by staff and the Judge,

we found they were neccssary to enable LILCO to provide the

service to which its customers are entitled under the Public

Service Law. We have also recognized that LILCO's cost of

70027148
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capital will be somewhat more than either the Judge or staff
expected, because gencrul inflation--a phencmencn over which
neither we nor LILCO's management has much control--in the
past six months has driven interest ratesg icuch higher than
they assuued. LILCO has, in accordance with our November 3,
1978 Statemant of Polisv on Federal Anti-Inflation Cuidelinss,

—— e —

demonst eéd that an electric rate increase of lesg than

7.0% ($87.7 million) vould comply with the primary Federal
"price deceleration" standard. It alsc claimed thut & gas
rate increasz 2¢ high as 13.1% (£23.9 million) would comply
with the Federal "profit margin“ standaxrd. The authorized
electric ratc increase is far lezs than the increase allowed
under the Federal price deceleration guid:zline. By oux own
computation, the authorized gas increase will excecd the
aliowable increase under both the Federal "price deceleration'
and "profit merqgin® anti-inflation standards, We Lkelieve,
however, that the indicated gas raie incrcase is not in
violation of the Yederal Anti-Inflation program because the
company's gas operations qualify fcr en exception under the
guidelines, Here, as in the recently decided Rochecter CGas

; : : 1 3 .
and Blectric Corvoration gas rate case,~/gas rates held

within the linits set by the Federal standards would result
in a gas depariment rcturn on equity that would be substantially
less than the current vield on LILCO's long-term bonds.
Also, LILCO's ccmmon stock is selling at less than 20% of
book value, just as RGil's was. This fact is attributable
in part to the depressed earnings of its gas department in
the past. These considerations lead us to coneclude that the
company's gas department should be granted an exception to
the Federal guidslines in this case for extreme hardship and
gross inequity. We are satisfied that these increases will
not hamper the nation's effort to control inflaticn,

T/Case 27372, Rocnester Gas and Electric QQgporati n, 19 NY
PSC (O“l ion No. 79-12, icsuec April z3, 1879, mineo

p. 50).

s 90027149
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Finally, we are investigating the propricty of
LILCO's electric and gas rate design in a gecond phase of
this proczeding to deternmine hew and from whom the cempany
ghould receive the revenue it requires. D2uring the pendency
of that investivation, across~the-lboard increases to obtain

the additional reguired revenue, a

1]

preposed by staff and

recommended by the Judge, will he acceptable.

The Commission orders:

——

l. Long Island Lighting Ccmpany is directed to

cancel immediately the suspended tariff leaves and supplements
enunmerated in Appendix C.

2. The company is authorized to £ile amendmznts to
its electric end gus tariff schedules
increase in revenuuss in an amount ¢nd manner consistent with
the findings and conclusions contained In the foregoing
decision, The company shall serve copies of its cormpliance
£ili g en all varties listing appearances in this proceeding.
Comments of interested parties may be filed with the Secretary
to the Comaission within three (3) days of service oZ the
company's propesed revisions, if personally scrved, and
within five (5) days if served by mail. The revisions shall
not take effect until approved by the Cemmission.,

3. The company is directed to report all changes
in its preperty tax expenses throuch January, 1978 to the
Scercetary on or before January 31, 1980 and is authorized to
file tariff revisions for second-stage rate increases at
that time if necessary to recover propertiy tax expense
increases. The company shall serve copies of the report,

and notice of any proposed tarifi revisions on all parties

listing appearances in this proceeding. Comments of interested

parties may be filed with the Secretary to the Commissien
within three (3) days of scrvice of the ccmpany's propoced

90027150
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served by mail. The revisions shall not take
approved by the Comrnission.

4., The company is directed to file with the staff
of the Consuner Service Secticas of the Power and Cas
Divisions a quarterly repert containing the inforrmation
described in Appandix D in a form and manner approved by
stafll,

5. Except as granted herein, all excepticns to
the Adninistrative Law Judge's recommended decision are
denied.

6. Except as nodified herein, the findings and
conclusicns of the recomnended decision are adopted as part
of this Opinican and Order.

7. This proceeding is continucd.

By the Cormmissicn,

(SEXL) (SIGNED) SAMULL R, HMADISON
Secretary

9002715!
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C. 27374

LONG TSIAND LICGHIING CONMPAY NY
Conies.on Revenue Reaguirern ent
Electric Departmant

(GOQ)
Revenue Requirement per Schecule 2, Page 1
Less: Revenus Taexes 4,02% $1,005
ravertising 0.075% 19
Uncol]e:t;b]c 0.594% 195

Operating Inconre
Less: l'ederal Income Taxes
Balance Available for Return
Adjusted Balance Available at Present Rates
Total Available for Keturn

Adjusted Rate buse per Schedule 2, Page 1

Rate of Keturn

Appendix A
Schedule 1




C. 21374

Ag Flually
Adjustea by

-c_ e _:i‘.[ N

Cnoes A bag Noeventes
- gl

Cales Gl Si-'g::{C!t‘[ § 764,472
Ciher Opeteting Revenucs —_—n

Tutal __-J:.‘t li;’_

O et ing Copcasens

O et n & Maintonance Expanses 40w, 221
Ut titalle Coutctlutions 279
Iy rectiotron 53,9223
G ren W hor Than Incowas Taxes 127, S0

Taal el

ST e by Bmaries,

f.ooial incus e Taxes-As Alloceted

141,348
?k,!7‘3‘

Bt Operet g lucone $_ 279,355
Rite Pasa
Tt viast $2,1455,770
Vo king Cinftal 132,401
Coastrvotion Joth In uogooss T, U
fenm: Peierred rederal Incoae Taxes 2. 743)
ofozred Tuvest. Taox Crelits Asm

Total

i tlosted hate of Boluern

& por Exhibit 248, Schedale 1, Columa 3.
ss . AL, KD, Appendix C, Pague 2.

¥4

Stacemant of Cp

5G COuENY

sCaking intouwl, Mt Basa,

For the 12 Haaths Endles June 38, 1980

Elect:

{0601

ic Dopariaenc

Rato of Netura

ks Adjuated

By ‘-\.y:y ..
(¥

AL
SR
(@)
$ 1,212 <
1,212

$ 22,6801)
{3.103)
(2C5,€00}
2,439

e BT

$(226.662

$2,17°2,839
2,217
Lo, 0%
(i, el

30,754

Commissica
Jljustronts

As Adjusted
usion

(&3

) § (3,00%)

(3,052)

2) 3,1e4

2} 327
1) __ 1,609

5) (2,207)

wy $ 2,509

) ars
183 (203.,80%)
(&) LI69)

(o) __2.309
505,43

§ Ta2,591
4,901
I07,452

454,459
279

49,01}
123,513

628,609

178,013
PO = T

$_113,2i0

$1,183,138
126,696
36,630
36,3512}
(29, 160)

S1, 5000

9.17%

90027153

Appendix A

Scheaule 2
fage 1

Comsissiun Ritor Rate
Fates Increana

() (&3]

$2¢ ,000 ¢ acy,unl
1,901

£11,452

—26.,009

174 454,613

by [}

9,0l

1055 125,64
1,219 €30 ,%
24,70l 1ud, 854
6,1%% z3 424
16,626 ;___!2'9_.“):_1\

$1,183,i58

126,096

300,000

(19,%12)

501,394) i1
sE.A%) g1 s
10.2¢8




o
-
58]
- |
e
~3
&e
N
o
-
s

Sehecdute 2

o W+ S e Gt

tad

&e &
AdjuEtments

ectri parating Inccme
Yonths Ending JSune 30, 1980
0

Adjustment 'xplanation

-

Operatinag Revenues

-

1l(a) Decrecese revenue to reflect reduction of neter
tampering recoveries to conpany revised leval,
Incxreose Yer ALJ 91,212
Increase Ter Commission 339
Comnission Adjustment $ (873)
(b) To adjust operating reveihiuves to correct
8.C. 2 MRP killing error. (2,219)

Effcct On
Cycrutlng

Expzase

Operation and laintenance Exrenses

- — o — — ] ——

- » S I - bl .
2(a) Predusticn Yxnongas
X

(1) Allowance for lMainternance Projiect
contingencios
Per ALJ - $ » )=

Per Cormission 200
Conmission Adjustuent $ 200

(2) Reversal of ALJ reduction of Roiler
Maintenance Projects.
Per ALJ . . $ -0~

Per Commission __ 283
Commission Adjustment 283
(b) Transmission and Distribution Expenses

(1) Commission allewance for tree trimming

expense
Per ALJ $ "0"
Per Commission 880
Commission Adjustment geo

(2) Reversal of AlJ reduction of Public Works

expenses.
Per ALJ . $ -0~
Per Commicsion ) 173
Commission Adjustment 173

90027154

TCHTING P‘%”ﬂ\Y Page
&
A

$(2,092)

— . -

wv
.~
\‘
>
P

-
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ix A
Schelule 2
LOKXG ISLAMD LIGHTING COMPIMNY Page 3
Expldn.,.u“ OL COmmitricn majustments

To Electric Operating Incone
For the 12 Months tﬁﬂun, cune 30, 1980
{000)

(Cont'd)
ffect On Efleck OGN
Operating Opcrating
Ajustrent Exczlanaticn Expenge  Income
5eraqj0ﬂ and :31\ enance Frvenses
2{(¢c) Custonmaer Accounts Fxpensos

— - e

Comnission allowance for increase in
Custoner Relationg expcnses.
Par ALJ (92.193 - $1,137) $1,056
Per Commigsion
(502 of £2,193)* 1,096
Ccnmissic" Adjustnant S 40 S (40C)
(&) Acuwinistrative and Genercl Expenses

—— - - -

Concaission reverzal of ALJ adjustment to
ESEERCO costs resulting from PASLY withdrawal.

Per 1l § 220
Per Conmiscsion 50
Commigsion Adjuctment 17¢C (170,
(e) Advertising and Public Affairs Expense
Adjustment to ATJ disallowance. .
Area Dovelooment 156
Enployee CC“J(W¢, it ion . 9
hdxl.}. ll‘ .u» VG Al.’tc ‘8’
Commisscion Adsnustment 24 .
Electric’Portion @ 90% (223) 2235
{€) Storm Damace Recerve and Accrual

Adjustment to increase reserve limit and reflect
resultant lowver amortization.
Per ALJ ; $§ 601

Per Commission 434
Conmiission Adjustment (167) 167
(g9) Labor Productivity
Reversal of company's productivity adjustment. 1,730 (1,730)

* Company Adjustment = Exhibit 38A $2,811
Electric @ 78% 2,193
Gas 8 22% 618

90027155




B Sl s A B O el

LONHNG TSTAND LIGHTING COMPANY
= “ .
£ -

s Lnding Jur

{OU\.')

(Cont'aq)

P o 4
Explanation of Cor
T0 Electric Oy
For the 12 Months
Adjustment Exvlanation

Cperation and Maintenance Lxuenscs
2(h) Wage Increare Indeying
Adjustxen; to reflect restor
indexiug due to revisions c¢o
Commigsion sAjustients to leé
Adjustreut, to labor
base ($1,576 X €8.36%)
Wage increase factor
Commiscion Adjustnant

(i) nflation Indexing

- ——

Aéjustne
indexing
b(ﬂu.\t-qupn

base.

ta o
e o revisio
acivstnents to

ation
PR LT 91.05%)

n factor

sion Adjustment

(3)

.
flect restoraticn
.
4

of
185 gausnd by
.

nrisvion

$ 499
17,5%

on of two
C(‘hu&o u.)(t-rﬁg

Recalculation ¢f eliminatio
cxtra meoaths Wage Ihc:casc
esulting from Comaissi
Per ALJ

Per

Couamnission

ion acdjustnents.

$ 234
33

Commissicn Adjustiment

(k) Inflation increase =

“"Proper Period"

Peca]culatjﬂq o0f ¢li

1i
xtra ronthq In--ﬁtlv” rcrra

conpcun iing resultin frcm
adjustmente
. Per ALJ
Per Cormigsion
Commiission Adjustment

tal Operaticon and

Maintenance Adjustments

.Jn;ssion

$§ 265
319

- ——

Effect On Effect Cn

Operating Operating
pyponse Incone

$ 145 $ (145)

86 (86)

(79)

79

(54) 54

$ 3, 13; ¢

90027156




. 27374 Aprendix
Schesile
LONG ICLAND LIGHTING COMPRY pPag: 5
Expleénztion 0L COImasslou HAJC:::cnts
To Electric Operating Income
For thc 12 Menths Ending Juna 30, 1980
(000)

o T

(Cont'a)
Effect On EIffect Cr
Operating Coecrati:
djustnent Explanation Fxpense Incone
epreciation Frpense
3(a) Commission revision of ALJ's change in
Depreciation rates on Street Lighting Plant
to ten-vear life and 25% salvage.

Commissgion Adjustrent
$ 245 $ (242

(b) Allovance for Depreciation Expense reclated
to placing (h)zchc“ Switchyard in Rate Base

(per Exhibit 212). 132 . (A7
Total Depreciation Adjustments S 377 S (3

-

Taxees Other Than Tncoma TaZes

- —-————— . " —— o ————

4 (a) Addustrmaont ¢o update Property Taxes to
latest known tax bills.
Per ALJS $4,977
Per Co. letter 3/29/79 3,169
Conmission Adjustnent $ 1,778 g 41.77:
(i) Adijustment to reduce Fevenue Tades related

to Adjustuent l(b) akove.
($2,219 X 4.02%) ' (29) S

Total Taxes Other Than Income "Tax Adjustments $ 1,689 £ {l,68°

Federal Incone Taxe

5 Per Arpendix A, Schedule 3, Page 1. $ (3,467) ¢ 3,467

© 90027157




LONG ISL2.D LIGHTING COMPANY
Explanacion o= Co.m;.."'n Agdjtastments
To Electric Pate Base
For the 12 Months Ending June 30,
(000)

(Cont'd)

e
I &

wod . w e

1980

djustmant Explanation

et Plant
6(a) related t¢ Shorehan

Ruverse AL I
Rate bLeose (per Exh. 2l12). $

Switchyard in
(b) Modification ¢ kKate
deferred Sto'm Damac
Change in reserve
Less cm'sz--'e.w
change ‘n anortizztion ' 84
Comnisnsion Ad us rant
Adjusinart to Lepreciat on Ezserve to
reflect changes in Derb iation expense
(Adjustment 3).

(416)
(¢)

Commission Adjustment ($377 X 1/2) (188)

tal Adjustment to Net Plant

orkinag Capital

7 Adjustment to reflect changes resulting from
Commission adjustnunts.

Comnizsion Ad) ustment ($3,184 +.8167 X 1/7)

onstruction Work in Progress

8 Disallecwance of Shoreham CWIP from Rate
Base,

90027158

Effec: On
Rate Z2g:
$ 3,52
S 479

(200,007
e o - ) -
L ALRAAN




LONG_ISLAMD LICHTING COMPANY
Explanaticn of Commwissich Ac 9
To Fu stric Rele Rase

For the 12

onthg Ending June 30,

(000)

deEtments

1980

djustment

hDeferred Federal Ince

 Texes

(Cont'd)

Explanation

-

—

9 Chinge in Average Accowaulated Deferrsd Tax
due to Commissior adjustnents to currernt
Defoerred Taxes (oefore xzie increase).
Current Deierred
per ALJS $ 16,709
Current Deferred

per Commiesion
Additional
Ratie Baue
‘fax

pferred Investment Credits

10 Charnce in Rverage Accun

Deferrea
effect (1/2)

_18, 446+

a_. o

-t

ulated Peferrcd

Investment Tax Credits dus to Commission
adjuctunaents (bcfﬁr- ate increase).
Curren eforred

R
Laoh SL'J o uuluer

I1I7C par ALJ

Current Deterred
and Stecckholder

ITC per Comnission

Reducition
Rate

| *Per Appendix A, Schedule 2,

Baze eff

$ 2,817

-o-

e

(1/2)

e

Page 4.

€S

$ 1,737
§__(BEY

et o =

$ (2,817)
s l A “: ".‘.?‘

70027159
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C. 271374 LONG ISIAND LICHTING COMPANY

. Cemprutation ;t- Tederal Troeme Tk wes - Per Commisaion Apvendix A
Rlectric pertrent Schedule 3
Por the 12 Muathre *ndl=g Jens 30, 1902 Poge 1

_J’\.l"!

As Adjuated

Az fdinuted Cor~lsrion As Adjusted Cormmlission ror Commission
___thA.:;'__ A_.i: tmonts _Rz (m--l.';:_;on Rate Incresse Eite Increasae
1) ) {43 1) (L)
Total Operating Income S (a,31) $1%8.61) $24,701 §183, 394
Othar Income - AVC 1y 29,003 ey, g TR o304
Tiust Intarest Charges (2) (2o0) (22,600) (2).603)
Other Interest Charges (.- a3 ")s) o {¥,679) (')3 ,61) 193,360
Sulitotal T T 23.675 E: B 423,00
Incong Before Income Toxes ) :_L._,_;_‘l _l}-_.§_1 24,701 _l-_‘&_l'l_‘l_
Peduc t Non-Torahle Tte sme
Alltvance for Funds Used During Construction 54,000 ) 22,2048 23,548 e iEnilies e A0
Ad2-Back of 1ters Mot Tax-Dednctible
TAccrual for t \)mhs and D.muqes Reserve - - -
Accrueal ftor Rud IebLte keserve - - -
Accrual for Storm Darage keserve 1,601 (a) (1e7) 1,424 1,42
Sopplerental Provision 1,419 1,408 1,460
Amcitiration of Mortquee Recording Taxes 27s 27 275
FAC Costs - Dnferred (2,272 o {2.,273) (2,22
Subtotal —_ 1,500 aon T 993
Deducy Additional Tax Beductions
Tax [vprociation in Lxcess of Book Depreciation 15,526 5 1,006 16,672 16,€72
Losses Charged to Reserver
Injuries snd Duemages - = s
Storma lwises - - -
Mad 1-he s - - -
Cout ot ¥oroving M tired Property 1,095 1,045 1,005
Costa Charged to Construction:
Poyrall Tixes 1,161 1,15} 1,161
Popzions 2,013 2,012 2,013
Salen Tavow 2,045 2,546 2,51%
Peal Propevty Taxes 16,721 16,731 16,731
tesoesrch sl Devolopmert Costs 537 517 5Ly
Property Tarcs - Llen Date 3,272 3,272 272
Hine Mile §2 - Construction Charges 1,267 1,207 1,267
Eanrned Vacatton Adjusteens Rall (s) - ] 591
SulitaTal -é-\' lll_ Sy d‘\,u::r __1':_’ { \l'_
Taxable Ircome (Loss) 3 10,679 § (2.1 §22,08 m § .77
Felercl Tncome Tax at 408 $ 31.912 % 1,520) F11,3%9 $ 9,81
Lage: Invesomcat Tax Credde {2.635] M. S 02,222 _r2 21
Felirol Income Tax - Current vo? {1,520) (133) { 2,350
mferred Yeleral Income Tax - Current 16,309 7 13,446 16,446
vforyed Fetor,]l Tancomo Tax - Amortization {1.€53) {,653) {(1,63%)
Ixtarved Tave itaenl Tox Credit 1.5689 2) (1.51%5) - 5,714
Lteckiwllder investment Tax Credit 1,228 @)y (1,201 P LT
et Fedoral Income Taxes (Adjustment S) $ 18,749 s (3 “-7) £15.2713 322,400




C. 27374

Appendi: A
Schecule 3

LONG ISLAND LIGHTING COMPANY Page 2
Erblaw“-;cn of Commisszion Agjustments
To Electr Department. FPederal Income Taues
For the 12 lMonths Ending Junc 30, 1980
(000)
Effect On
Taxrable
Adjustment Explanation Incorie
Other Incous = AFC
1(a) Reversal of ALJ reduction of AFPC related
to additional Shoresham in Rate Base.
(‘?2r“)lu O :': 7‘ 63“. s 15'260
(b) Aéditional AFC on 'cvised Shoreham
construction expenditures allowed by
CCn.m....«.ulOD. (Q"J' O\JO A 7063‘5) . 3'281
(c) Revision of AFC to allow use of the FERC
method to compute AC rate. __10,€63
Adjustrient to COther Incone - AFC $ 29,204 $s_ 0
Trust Tntercst Charzes
2 Recalceulation of Truast Interest to update
interest rate to 10.5% estimate of
prime rate.
Cornmission Adiustment (,3% over ALJ rate) $ _(200)
Other Interest Charges
3 Revision of irterest deduction to change
Long-Term Lebt cost rate.
Cest
imount Rate Interest
Long Term Debt $1,275,375 T.87% $100,372
Customer
Deposits 8,300 9.00 747
$101,119
Electric portion at 92.33% $ 93,363
Interest Per ALJ ¢ 89,734
Commission Adjustment $(3,629)

90027161




C. 27374

LOKQ-_ TING CL
Explg.:l 5h oL CormiBEIon ad
To Electric Department Federal

For the 12 “onthg Ending Jun

(009)

‘s 25
-

SLAND LICHTING CUMPA
justnents

Incomge Taxes

\’\'

30,

1980

(Cont'ad)

Adjustment Explenation

Accrual for Storm Damage Peserve

4 Adjuctment o revise add-back of
Storm Damage accrual to level allowed
by Comission.

Accrual per ALJ
Accrual per Ceommiseion
Commisgion Adjusiment

Tax Deoreciation in Excees of Boopk Deoreciation

5 Additicnal tex depreciation related to
change in book deprecciation rates
3).

Farned Vacztion Adiustment
6 Revicion ef Earned Vacation deduction
to three vear avw:a;u inflated Zfor

Wage Inirease.
Peyr ALJ i B
Per Comnigsi
Commission Adjustimentc
Electric portion at 78%

90027162

$

1,434

1,601

181

Aprendix A
Schedule 3
Page 3

Effect on
Taxable

Income

$ (167

$ 141

- ——— " e
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¢. 27374

Adjustment

~

Aprendix A
Schiedule 3
LONG IEIAND LICUTING COMPANY Pace 4
Explanation o: Cormistion aajustnents '
To Electyic Department Federal Inccore Taxes
For the 12 Montihs EndingJune 30, 1920
(000)
(Cent'd)
Effect On
Income
Explzanaticn Taxes

P 252 —

Pecalceclation of Leferred Taxes - Current

under the AP3 £11 neched.

4ct Deferxal 468 Deferzel
1079-£0 aAversce Mg Pacenzuted
Asset Depreciation
fange $ 6,223 $ 5,969

Cost of Pemovel 527 505 |

Mortysge Taxes 310 297 f

Puel Cost Adjustment (922) (824) '

Cas Cost Adjusizmant ——tB8 257

Delexred Tilies $ 6,5l $ G,144
& 46%

Originating
Differences

Tizing

Tex &t AO%
Additional IZC at 70% linit
Resulting Defeczred Tax

Deferred Tax Commutation

o

$(4£,301)

$ 1,843

———— e e

Total Electric At Gas At
Deferrals £6.87% 13,138
APB #1l1 Iters $ 1,843 $ 1,601 $242
Shercham AFC
Net of Tax 1€,845¢% 16,845 -
$18,623 $13,445 $242
sAFC Vet of % Pevision
Daferred Per ALJ $13,122
Comaission reversal of CNIP in Rate Base S.721
peferral zt 1.87% 16,893
Percentage Peduction to 1.76% FERC Rate (.0431)%
Reduction (813) '
Net 16,0820 7
Plus: Deferral related to additicnal i
Shorehan expenditures $35,000 X 1/2 = 9002 '63 |
$43,000 X 1.78% 768
Revised Deferral $16,545
Deferred Taxes Per ALJ (Zlectric Portion) $1€,709
Defcxred Taxes Per Conmission (E lecc. ¢ Portion)lE, 446

Commission Adjustment

81,737



C.

Appendix A
Schecule 3

Explana
To Electr
For the

Page 5

0 01
X

Effect On

Income
Adjustment xplanation Taxes
Deferred Iavestwnont Tax Credits
8 Elinination of Peferred ITC becztuse
of neystive current income tax
before rate incrzacse. b (1,5392)
Stockholder Investimznt Tax Credits
9 Elinination of Stockholder ITC becavse
of negative current income tas hefore
rate increcse. $ (1,22%)

90027154



Ce. 27374 Appendix A
2%3175 Echedule 3
Page 6
Lf):. G 3A8TAND LIGHTING COVDAN
E)"T)]-L-J:.. :".—-J;‘.:::- 2556100 A —:‘, ustmente
E-10 and C~3 to Electric and Gas
Incon: Taxes After Rate Increase
For the 12 lMonthes Ending June 30, 13980
(190)
Total Flectric ag

(1) rIederal Income Tax & 40% $ 20,€01 £ 9,879 $ 19,722
(2) 317C utilization & 70% 14,421 12,232 2,129
(3) Federal Income Tax ~ Current 6,189 (2,353) 8,533
(4) Flow-throuch 7,364 6,468 87¢
(S) gest ftockholder porticon - 50% 3,682 3,244 438
(6) Deferred IIC $ 7,087 $ 5,744%% § 1,312
* Maximum &llocable based on generated creditls.
s#Maximun flow-throuch allcocwable $10,300

Actual flew-throuch - line 4 7,364

Difference = Ovtion 3 = Electric - deferred 2,936

Total Electric deferrzd - line 6 5,744

Electric deferred - Option 1 $ 2,808
Summary of ITC Total Electric Cas
Option 3 ~ flow-through $ 7,364 $ €,488 $ 876
Opticn 3 ~ deferred 2,936 2,936 -
Option 1 - deferred 4,121 2,808 1,313

T4, 4710 17,232 ¥ 2,169




C. 27375

Ravenue

Re

B

Legs:

"
[

LONGC ISLARD LIGHTING COMPINY
Commission ~evenue Leguirement
Gas Department
(000)

cuirem2nt per Schedule 2, Page 1

4.02%
0.075%
0.594%

Revenve Taves
Advertising
Uncollectibles
Operating Income a
Federal Income Taxes

Balance Available for Return

Appendix B

Schedule L

$ GE6
12
98

Adjusted Balance Available at Present Rates

Total Available for Return

Adjusted Rate Base per Schedule 2, Page

Rate of Return

1

90027166




C. 27375 LONG ISTAND LYGUTING CMRPRIY Appendix B
Stetemvnt of Coerzting Incowy, Cchedula 2

Tor t'e 12 Mantha Inlina Jene 30, 1200 Page 1
Gas Departaent
(00}
As Plnally
Adji-ted By ALY A= 2llusted Coz=isalon As Aljuated Commission After Rate
Cemnany® Adjusteents By NS Pltvstmoanta By Co-olaaicn RAtos Tpnoresse
B8, Lo SR e R e e A 22 T =t
() 2) 3) (&) 5 {6} (8]
Oporating Revenues
Sales of Gas $189,202 $ S $182,203 1y § 538 $1U0,754 $1C _SED $§1672,373
Other Overating Revenuves __1,5% . _1.5% 1,536 . _ 1,5
Total 181,739 S et 7ae .53 112,290 16,599 _139,179
Qperating Evpendes.
Operation & Matntenance Txpenses 133,644 (3,126) 130,51 i 92 131,500 110 13,610
Chartiable Contributions 39 20 30
tepreclation 6,870 (5141) 6,329 6,329
Tax 3 Other Than Income Tawes 26,119 {1,306) 24,2 (83 248 €66 25,797
Pmortization of Property Losses 518 s - - S sl . |
Total 167,251 (4,97 367,270 1,230 776 T1ua, 290
serat iny Incoma 14,270 4,978 {s5c48) 15,608 32,565
ol Dbt B i S
Federal Incoms Taxes - As Allocated _  (275) _ 3,575 3.0 K’y _ 522 3.2 _ lo,0m®
Not Cperating Income 214,13 - 8 1,803 3 16,116 5.5 3 25,274 § 8,533 $ 34,307
wEy  Rote base - Aversge
o tet Prant $214,742 - 270 $215,014 $215,012 $215,004
Yot ing Capital 24,650 (203) 21,27 5) ¢ 122 24,409 ' 24,609
= Construction Work in Progyreas 3,120 4,i20 4,120 4,120
~NO less: bDeferred Federal Income Taxes (2,254) 2m 3,272 (2,279) (2,274
-~ peferred Investment Tax Credits (n43) (865} (¥.70%) (6) 419 __(‘-_._?_U:’) $_ (119 __£1,703)
- Total $230.457 3__tna) $736,619 §_ sl $219,100. s 2w, 76l
e
-~ Indicated Pats of Return &0 _ &.75% __6.Gon _10.26%

* por Exhibit 298, Schedule 1, Column J. .
| espgr ALY, D, Appendix €, Page 2.

.




LONG ISIAND LIGHTTNG COY

Apper<in B

Echadule 2

Exolan,.non CE Commiss.on

. ey
e

PANY Page 2

usenants

70 Gas Operating Inconme
For the 12 Months Ending Junz 30, 1980

(000)
Effect On
Operatinv
diustmernt Explanation Inzone
eratina Revenues
l(a) ﬂJUJL"Cnt to increase revenucs te reflect
change in 8.C. 5 temperature setting. $ 549
(b) Decrezse in revenues to reflect reduction
of meter tampering revenues to conpany
revised level.
Inecrezse Fer ALJ $ 5
Increase Per Commission —_—
Commiscion Adjustment (3) $_ 546

peraticn and Maintenance Evpenses

e -

2(a) Transmission and Distribution Expvenses

- ————a—— .

Effect On
Operating
Expense

(1) Eliminatior of normaalizing adjustnent

to cervicing customer eguipmnent
expense.

(2) Elimination of aagus‘mant to normalize

routine operat1on expense.

(b) Customer Accounts Expense

Commissinon allowance for increase in Customar

Relations expenses.
Pexr ALJ
Per Conmission (1/2 X $618)*
Commission Adjustment

(e) Advertising and Public Affairs Expen

Adjustment to ALJ disallowance.
Per Commission ($248 X 10%)

‘ * See Appendix A, Schedule 2, Page 3.

se
-

$ 277 § (277)

120 (120)
$ 297
309

12 (12)

(25) 25

90027168



. 27575

LONG ISLAND T'C‘,Z’Z‘"" COL2aNY
Explarnation of Comnission /L) stnents
To Gas Cperating Income
For the 12 Months Ending June 30, 1980
{200)
(Cont'a)

Effert On
OUperating
djustment Explanation Expense

Dperation and Maintenancs Eioenses

2(d) Lzbor Productivity

Reversal of company's productivity
adjustment. $ 577

-
~a

rage Increase Indexing

(e)

.

djustmant to reflect resto
ndexing due to revision: ¢
omrission ad 1ustﬂuwts to 1
Change in lahor base (§'v
Wage increase factor 13.3%
Comnission adjustrent 42

(£) Inflation Indening

Adjustment to reflect restoration of indexing
due to revisions caused by Commission
adjustments to inflation base.
Change in inflation base ($409 X .
23.23%) ; . $ 95
Inflation factor 17.5% :
Commissicn adjustment 1€
(g) Wage Increase - “"Proper Period"

Recalculation of elimination of twec extra
months wage increase compounding resuliing
from Commission adJustmen.s.
Per ALJ $ 147
Per Commission 171
Cermission Adjustrnent (24)

(h) Inflation Increzse - “"Prorer Period"

Recalculation c¢f elimination cf two extra
months inflation increase compounding

Appendix B
Schecule 2
Page 3

Effect On
Operatin:
Income

$ (577

24

resulting frcm Commission adjustments. : 90027 ] 69

Per ALJ $ 127
Per Commission 140
Commission Adjustment (13)

Total Operation and Maintenance Adjustment $ 982

13




pdjustment

Appendix B
Schedule 2

LOMG YISTAND LIGHDING COMPANY Page 4
Explanation of corvasssion ~djuctments
To Gas Cperating Income
For the 12 Months Ending June 30, 1980
(600)
(Cont’'aq)
Effect On Lffect On
Operating Cperating
Explanaticn Expense Income

3(a)

(b)

Adjustment to update Property Taxes

faxes Other Than Incone laxes

latest ¥nown tax billls

Per ALJ

Per Co. ltr., 3/29/79

$ 1,306
]'080
t

Comnission Adjustmen

Adjustnent to reflect Revenue Taxes

related 1o Adjustment l(a)

(6549 X 4.02%)

Pederal Irncomne Taxes

4

-

Per Mppandix B, £

-
-~

Total Taxer Other Than Income Tax Adjustnent

hedule 3, Page 1.

$ 226 $  (226)

22 (22)
$ 248 $ _(248)
§___(542) s 542

90027170




v 89375 Appendix B
Schedule 2

PANY Page 5

"jus;ments

LOYZ ISIAND LIGHTING CQ
Exp]ana.lun cf Commission A
To Gas Rate Dase

I'or the 12 Monthe EZnding June 30, 1980

(000)
(Cont'ad)

Effect On
djustment Explanation Rate Bar-®
jorking Capital

5 Adjustment te reflect changes resulcing
froim Commissicn adjustmente.
Cormission Adjustment ($982 X 1/8) $ 122

beferred Invastmeant Tax Credits

6 Peduction in Averace Accumnulated Deferred
Inveatxent Tax Credits due to Commiscsion
addustrents,

Change in Peferred I9C per Commicsion 5 838
Rate Base effceot (1/2) $ 419

; 90027171




| c. 273758

Total Operating Income

Othar Incume = AFC

Tutal Interest Charges
Subtntal

Income Cofore Income Taxes

CAC Costa Lweferrcd
Subtotal

2ad Lotas

Payroll Taxes
Pensions
Sales Yaxes

Subtoutal

Deduct. Hon- ~Taxable Ttems

2Ad-Bark of Ttems Mot T.‘n-hminr0hﬂn
e crual tor lujn'lcs and € bochs “.oletvo
Accrval for Bad Lests Reserve
Suyplenontal Provision
Prartization of Property losus
Erortization of Portgage Recording Taxes

Deduct A;M!tin_na_l!:'u Dedtuct fong
T Tax Depreciation in Excess of Book Depreciation
losses Charged Lo Reserves
Infurics and Donmages

Cost of leroving Matived Property
Couta Churyed to Constructions

Propurty Taxes - Lien Date
Terrod Vacation Adjustment

Taxoble Income (Loas)

Paleral Incime Taw at 4648

Leswr lnveitwont Tax Credit

Poderal Incoms Tax - Current

Doferred Federal Income Tax - Cucrent
tufurred “ederal Tncowe Tax - Amortization
Beferved Tuvestment Tax Credle

Stoclholder Investment Credit

Met Fedarel Incows Taxes (Adjustment 4)

A.!mnm_-: for 1 Funds toed During Construction

21112006

LOWS 1SIAND '!Gﬂ"""‘ ("“"‘\'2"
Computation of tederal Irmoome Taxes - Per Commission
Com Dopartrent
For tha 12 Montha Unling Juns 20, 1990
feasy

A2 Adjusted Comminainn

As rdjusted

Commission
Rite Increase

Aprendix B
Schedule 3
Paca L

A3 Adjusied
For Conmaisslon

- By F’:_Y t'.).:,v-‘c'ns y Commiasion
() 2y n
$ 19,208 $  torey $ 10,702
L2760 m _ e ~ 17,756}
—f1,763) RS, =7, 750)
11,%C. !6?.’.) _._l_l..l““b
2 2
514 s14
n n
755 756
—21.623 150
3,261 23 541 3,802
200 218
175 o 175
Ico 100
190 199
243 213
207 (&)} 140) 167
3,558 Y £,155
3_8.ent $ 0, $_1,t08
$ 3,9M $ (541 $ 3,452
2.1 837 i, an2)
1,00 196 2,100
242 . 242
(159) (219)
1,18 ta) (813 A6
s18 NS -
" 542 2,004
$_ 3,0 3 1542) S 2.004

5)

(1)

315,804

|

kate .ocrease

s

175
3co

{Sae)
1,3:4
23u

$ 10,073
= —
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Appendix B
Schedule 3

LONG ISTAND LIGHTING COMUANY Page 2
Explanation ¢i Coamigssion Adiustrants
To Cas Dzpartment Federal Income Taves
For the 12 Months Ending June 30, 1980
(000)
Effect On
Taxable
djustment Explanation Income
fotal Interest Charces
1 Revision of interest deduction to reflect
change in Long=-lerm Lebt cost rate.
Interest per ALJ $ 7,764
Commission Interest 7.67% of total
shown on Appendix A, Schedule 3,
Page 2 7,756
Commission Adjustment $ g
ax Deprecianticn in Excess of BooX Depreciation
2 rdditionazl tax depreciation re ated to
change in book depreciation rates. $ _(541)
arned Vecotion hdiustment
3 Revision of Earned Vacation deduction
to three yvear average inflated for
Wage Increase.
Per LLS $ 941
Per Commission : 160
Commission Adjustment $ lel
Gas portion at 22% $ 40

90027173




« 27375

pdjustment

Deferred In

LONG ISL2YND ‘_*G""'*"G COMPANY
Explanction of Commissicn n.justuents
To Gas Deparinent Pederal Inccre Taxes
For the 12 Months Ending Jure 30, 1980

(000)
(Cont.'c)
Explanztion

rectment Tax Credits

4

necalculation of Investmant Tax Credit
utilization using the APB $#11 method
(before rate increase).

Reduction of Deferred ITC to level
indicated from Cormission adjustmonts.

Appendiy B
Schedule 3
Page 23

Effect On
Income
Taxrs

—— e

)

90027174



CLSLS 27374 und 27375
LONG ISLAND LIGHTING COMPANY

Amendments to Schedule P.S.C. %0, 7 « Electricity

First Revised Leaf YNo., 31C

Sixth Revised Lcaves los. 321 and 47
Tenth Revised Lezf hNo. 42.
Fourteenth Revised Leaf lo. 38
Sixteenth Revize

-

L]

™

g Leaf No, 42
Seventeenth Fevisod Leaves Nos. 314 2nd 334

Elghteenth Revised Leaf No. 43
Twenty~first Aevised Leafl lo. 45
Tweaty-seventh Bevised Leaf Ne, 33F
iwenty~-eighth Revised Leafl No. 230
Thirty-sccond Reviced Leaf No. 34
Teirty~third Revised Leaf lNo. 30
Thirty«fourth Revised Leafl No. 28
Suppplement No, 42
Supplenent Ne., 47

Amegndments to Schedule P.S.C. Mo, 4 - Gus

oS -

Fourteenth Revized Leafl 4o, 3
Sixtecntn Revised Leal lic. 30
Seventeenth Revized Leaf lo., 32
Nineteenth Revised Laaf lNo. 27
Twentieth Revised Leaf No. 25

Supplement No, 25
Supplement HNo., 238

APPLNDIX C

90027175




STATE OF NEW YCRK '
PUBLIC SERVICE COMM1SSION

CASE 27374 = LOKC ISLAND LICHTING COMPANY = Electric Rates

EDWZRD P, LARKIN, Comnissioner, dissenting:
I dissent from the majority's electric revenue
requirement determination on the basis of a fundamental
regulatory precept. The electric rate increase authorized
by the majority does not, in my cpinion, provide the company
with encugh internally generated cash to guarantee its '
ability to meet its financial and service comnitments. |
I cannot sanction a rate award that will regquire a
public service corperation to rely heavily on short-term
borrowings, or elaborate trust financing schemes and sales
of gtock at substantially less than bock value o weet its
service and finoncicl obligations. The interest cecverage, ’
dividend coverage, and AFC ratios implicit in the majerity's 5
revenue requirement will make it difficult for LILCO's |
managenment to attract the capital the rajority concedes the |
company will need to complete the Shorcham project. There
is no margin for error in the majority's revenue reguirement
calculation: its sales revenue estimate is optinistic, its |
expense allowances are minimal, its tax estimates reflect a
flow~through of almost every conceivable credit and dedu cien,
and ite return allowance is 2t the extreme low end of the
range of recasonableness.
I have no objection to tough-minded regulation,
but I believe we have an obligaticn to look beyond the
imnediate result to see who will be hurt i¢ our determinations
are vrong. It is naive to think LILCO's stockholders will |
be the primary, or even the major, victims if the majority's

90027176
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CASE 27374

rate avard proves insufficient. Experience shows it is
consumers who ultimately pay when rates are kept at artifi-
cially low levels. Consumers can be exploited just as
effectively by poor service as by high rates.i/ In this
case, I see a real posesibility that financing “elays could
result in slippage of the Shoreham in-service date, an event
that would be most unfertunate for LILCO consumers, for they
will continue to pay the high cost of eleciricity cencrated
mostly with oil purchased at OPEC-dictated prices, until
Shoreham comes on line. Thus, consumers face the double
jeovpardy of high fuel adjustment charges and poorer service.

The tragic part of the majority's decisicn is that
it is £o wnnecessary. In LILCO's last electric rate case,
thiz Commission had the will to approve the cash flew
allowances the company needed to provide service and finance
constiuction. It could have done so again hers by acdopting
the cash flow and return recommendations of the Staff and
the Judge. 1In its rush to keep this electric rate increase
to the minimum, the majority has found it necessary to allow
LILCO's stockholders a higher return than either the Staff
or the Judge recommended. It would have been better to
follow Stuff and the Judge and provide LILCO with more
cash while reducing its paper profits.

For what does the majority risk service degradations,
delay in Shoreham's completion, impairment of cepital, and
excess profits? As far as I can see, the only reason is to
give consumers a few more months of relatively low base
rates before the addition of $1 billion of Shoreham investment
to rate base requires an extraordinarily large increase in base
electric rates. When Long Island conswiers find their
household hudjets stretched by that increase, there will be
no thanks or remembrance for the majority's decision to

i/Cases 26522 and 20273, Rochester Cas and Dlectric Corporation -
Rates, 14 NY PEC 1064, 1068 (Chairman .ahn, CONCUTLINng) o

ode



CASL 27374

reduce the nodest electric rate increase recommended by the
Judge here, becauce the necessary result is that what
promises to be a large increase in the next LILCO electric
rate case will be even larcer.

I therefore dissent from the electric rate increase
authorized by the majority. I would have accepted their
determinations, if cach flow allowances from inclusion of
CWIP in rate base or interperiod tax allocations had been
recognized to produce additional revenues in the $60-575
million range.

()Q(y27\_?8
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STATE OF WEW YCFK
PUBLIC SERVICE COMMISSION

CASE 27374 - 1ONG ISIAND LIGHTING COMPAMNY -~ Electric Rates

CASE 27375 =~ LONG ISLAND LICHTING COMFANY - Gas Rates

ANNE F. MEAD, KARCN §. BURSTEIN, Commissioners, dissenting:
vie dissent from various portions of the opinion of the

majority.

Before r1eaching the issues on which we dissent, we believe

it is necessary to put into perspective the conditions which obtain
in the franchises area served by the Comgany and the impact that
increased rates will have on business and industiy as well as
residential ratepayers.

The decision of the majority dces not, nor did the
Administrative Law Judgce's Recommended Decision, discuss the public
outcry that cccurred at khe outset of *his case. There were four
public statement hearings held in Nassau and Suffolk Counties at
its inception. Some 115 persons spoke at these hearings during
July 1978. 1In addition no less than 10,000 protests and petitions

were received by the Public Service Connissicon from ratepayers

objecting to the proposed rate increase. With few exceptions,

people at the hearings voiced oppositicn to the rate increase. 90027 \ 79

They pointed out the difficulty that the elderly and the poor, who
already face severe financial hardships, will have if rates are

increased. In addition middle class families plagued by high taxes,




sever assessments, inflation and unemployment argued that hardship
will result from higher utility prices.

In addition to those who wrote to the Commission or appeaved
at public statement hearings, several withesscs prescnted by the
Counties of Nassau and Suffolk testified to the impacst increascd
rates would have on rcesidential ratepayers as well as upon industry
and busiriess, thus exacerbating tne serious economiz problems which
beset Long lsland at this time{._

It is important to note that this rate increzse application

is the fcurth made by the Company since 1974, 1In 1975 in Case 25

o

(28]

5
this Commission ¢ranted an increase of $64.3 million. On May 22, 1976
in Case 28837 this Commission granted an increase of $33.2 millisn and

en January 9, 1978 thin Commission granted an increuze of §52.7

v

million-~a total increase in three years of £157.2 million. 1Ir
addition, in two of these cases, temporary rates were allowed prior
to the decisicn in the permarent rate case and second stage rate
increascs totalling over $1)1 millicn were authorized by this Cormmission.
Although the Compary was granted an increase on January 9,
1978, berely five months later the Company was cnce again at our
doorstep with a request for $171,000,000! A review of the Comparny's
presentation clearly indicates that this reguest is baced on an
overstated budget designed to inflate its rate reguest.
While it is true that the rate of return earned by the

Company in 1378 fell below its allowed rate of return of 13.3%,

nevertheless the Company has achieved an average return of 13.61%

for the years 1975~78. 90027 \ 80




While there is some continued cash flow problem, this is the
result of a large construction program and AFC accruals. This
problem should be reduced considerably by the ccapletion arnd inclusion
in rete base of the Shoreham plant in 19830.

We conclude, 2s we did in Case 27370/1/2, Rochester Gas and
Electric Corporation, and in Cases 2736172, New York State Electyic and
Gas Corporaticn, that the economic conditions in a vtility franchise
area should be considered in arriving at an appropriate cost of eguity
capital and establishing rates so that the impact on consumers is
minimized to the greatest extent possible, while at the same time
allowing the company sufficient funis to provida safe and relickble
service and raise necessary capital in the financial narket.

¥e turn now to those arcas in the majority opinicn from

which we dissent:

l. Rate of Peturn. The analysis used by the majority in
determinirg the rate of return on common equity indicates that a
"bare bores" cost of equity in the 13.25 - 13.75% range is preper,
Because of the impact of these rates on consumers of service as
discursed above this Commission should adopt the lower end of the
renge of reascnableness. This would eguate to a return of 13.5%
including issvance costs--a fair return on common equity under the

circumstances that prevail,

2. Meter Tanpering Recoveries. We disagree with the

majority in the ravenue estimate adopted with respect to revenue

protection activitics preposed by the Company. Initially the 90027 ‘ 8‘




Compeny recuest was based upon the premise trnat LILCO was willing to
assume that the program would produce revenue 2gual to its cost,
Staff used a test year bencfit/cost ratio to project revenues
attributable to the program and determined that revenues of $1,112,700
over and ahove the cost of the program wouwld be a reasonable, even
conservative, estimate. The Cowpany then recomputed its figuree and
agreed that additicnal revenues of $£350,000.00 could Le imputed on
the basis of 1978 data. Since the 1978 data are derived from a six
month pericd when the program was being developed, they do not
properly reflect all the revenues to be exrected in the test year.
The Comniscion should instead adept the revenue figure as reconmendcd
by the Mranistrative law Judgs.

In all other respects we concur with the opinion of the

majority.

90027182




QUESTION 4.d.

Complete the enclosed form entitled, "Financial Statistics,"
for the most recently available period and the calendar years
1977, 1976 and 1975.

RESPONSE

See the attached form entitled "Financial Statistics,” for the
calendar years 1975 through 1978.

Q4.d-1
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. o ' FINANCIAL STATISTICS

LONG ISLAND LIGHTING COMPARY

1973 1977 16075 1078
(2000
Earnings available to comzon equity $111,305 $204,593 § €6,787 8 66,63%%
Average comzon equily 884,918 T5L,€52 615,192 512,.,,
Rate of return cn average CoITon equity 12.585 13.885 14.11% 13.05%
Times total interest eavred tefore FIT: .
Gross income (bein insluiing end evaluding (1) 2.62 2.62 2.62 2.53
AFC) + -current and deferred FIT ¢+ totel
interest charges + 2zortization of deot (2) 1.91 1.85 1.62 1.65
discount and expense
Times long-term interest earned tefore FiT:
Groes inccme (both ineluiing end excluding (1) 2.7k 2.76 2.80 2.67
AFC) + current and Zeferrei FIT ¢ leng-
term interest charges + zmortization of (2) 2.01 1.95 2.05 2,82
debt discount and expense
Bond retinzs (end of pericd) (3)
Stand ard “end Poor's A-/A A-/A A-/A -
Moody's ) : AJAA AJEA AJAL AlAA
Tipes interest and preferred dividends earned
after FIT:
Gross incormz (both including and excluding (1) 1.86 1.92 1.89 1.22
AFC) & total inzerest chmgls
amortization of da2bt discount and expense (2) 1.32 1.34 1.37 1.37
+ preferred dividendls
AFC (all) (L) $ 69,739 $65,801 $ 59,682 § 35,355
Net income after preferred dividends 111,305 04,593 85,737 C4554
% 62.77 62.95 53.L% 5L.3%
Market price of corzon $ 17-1/8 §18-5/8 § 18-1 L 8§ 15-7/¢
Book valus of common $ 19.12 $ 18.70 § 17.93 3§ 17.1%
Market-book ratio (end of period)* 90.25 99.6% 101.6% G2 .3
Earnings avail. for common lecs AFC +
depreciation and amortization, ce: ferred
taxes, and invest, wax cr. adjust.-delerred s107,470  $ 87,497 $ 87,750 $ 716,672
Cozion dividends 74,759 63,473 51.-‘6 k1,534
Ratio of Earninzs to Dividends 143.8% 137.8% 1€9.3 182.7%
Short-term debt (S)
Bank loans — -~y - —
Cormercial paper ’ - p—_— R o

® If subsidiary cozpany, use parent's data.

Q4.d-2
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capitalization (Azcunt & Percent):

Long-tern debt (0)
Preferred stock
" Common equity

Long-term <ebt

Preferred stock
Comnon equity

Notes:

(1) Cross income includes 211 AFC

(2) CGross income excludes all AFC

{3) The ratings are

(4) Includes Arc

applicable to

rst .

ust

(5) No short-term debt wes outstanding

2
ended December 31,

(6) Includes lons-term debt
12/31/75) end unamortis

30.0 million of Trust
due 1982, to Tri-Countie

~9l5, 19701

(Continued)

1978 1977 1976
$1,175,751  $1,102,003 41,017,977
390,449 394,436 331,31
982,942 823,L83 674,828
L6.1% 47.5% 50.3%
15.3% 17.0% 16.4%
38.67 35.5% 33.3%

listed for the Zc*“ar
General and Refunding Bonde/Fi

v's two morte
ortgagse Bonds,

ar
age

es as follows:

finaneings in 1975 of $3.6 million.

at any one of the four years

1977, or 1978.

Trust (at 12/32

~
-~

/
/

urities of &2
2b

-
—
-
'

S miliion at
t, but exeluding
issory note,

T and at 3/31/78).

90027185
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