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REBUTTAL TESTIMONY OF JOSEPH F. BRENNAN

I. PURPOSE

Are you the same Joseph F. Brennan who filed direct testimony on the subject of
the cost rate for common equity, overall rate of return, and an overall after-tax
discount rate employed to compute stranded investment?

Yes.

What is the purpose of your testimony at this time?

PECO Energy Company (PECO or the Company) has requested I update my
original recommendation which was prepared several months ago. In addition, I
have been asked by PECO to comment upon the direct testimonies of Dr. John B.
Legler, appearing on behalf of the Department of the Navy, aﬁd Kevan L.
Deardorff, appearing on behalf of the Office of Trial Staff; and upon portions of
the testimonies of David Schoengold, appearing on behalf of the Environmentalists;
Ralph C. Smith, appearing on behalf of the Department of the Navy; and of Peter
A. Bradford, appearing on behalf of Senator Vincent J. Fuomo, CEPA, Acorn

Tenant Action Group, Action Alliance of Senior Citizens, and John W. Long, Jr.

Have you prepared any exhibits to accompany your rebuttal testimony?

Yes. I have prepared two exhibits. The first, PECO Exhibit JFBr-1 (Updated) is
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REBUTTAL TESTIMONY OF JOSEPH F, BRENNAN

comprised of 21 schedules. These schedules are updates of the schedules contained
in PECO Exhibit JFBr-1 filed to accompany my direct testimony. For convenience,
I have numbered these updated schedules identically to the schedules included in
PECO Exhibit JFB1-1, except I have labeled them "(Updated)". The methodology
I have employed with respect to the Update regarding my estimate of the investor-
required cost rate for common equity capital, overall rate of return, and overall
after-tax discount rate employed to compute stranded investment is identical to the
methodology I employed in my direct testimony.

I have also prepared PECO Exhibit JFBr-2, which is comprised of 10
schedules. These schedules relate to my comments regarding the testimonies of Dr.

Legler and Mr. Deardorff.

II. UPDATED RECOMMENDATION

What are your updated cost of capital computations?
My update results in a recommended 12.20% estimated investor-required cost rate
for common equity capital and an overall rate of return of 10.35%, which translates

into an overall after-tax discount rate of 8.71%.

How do your updated recommendations differ from your initial
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findings?
The sole factor which leads to the increased overall rate of return and after-income
tax weighted discount rate is my updated 12.20% common equity cost rate finding,

which compares with my initial 11.60% recommendation.

How does your recommendation differ from those of Dr. Legier and Mr. Deardorff?
Mz, Deardorff and Dr. Legler have adopted my recommended capital structure
ratios and debt and preferred stock cost rates. The sole difference between our

recommendations is a difference in the cost rate for common equity capital.

I1I. COMMENTS PERTAINING TO PORTIONS OF THE
DIRECT TESTIMONY OF MESSRS. SMITH,
BRADFORD AND SCHOENGOLD

A. Ralph C. Smith

Have you reviewed Mr. Smith’s assertion that PECO’s accounts receivable

financing should be included in the determination of its overall rate of return?

Yes. On pages 28 and 29 of Mr. Smith’s pre-filed direct testimony, he discusses this
issue. Mr. Smith states at lines 23 through 25 on page 28, "My position is that this
financing should be reflected somewhere in the ratemaking process, and that

PECO’s failure to reflect it is unacceptable.” Mr. Smith also observed on lines 15
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through 19 on page 29, that PECO has not reflected in the development of its

AFUDC rate the benefit of what he calls receivable financing.

Do you agree that what Mr. Smith’s characterizes as receivable financing should
be reflected somewhere in the ratemaking process?

Yes.

Should so-called receivable financing be reflected either as rate base reduction or
in the development of capital structure ratios for overall rate of return
determination purposes?

No,

What is the basis of your opinion?
As reported on page 33 of the 1996 PECO Energy Annual Report to Stockholders,
the Company does not finance its accounts receivable as contended by Mr, Smith.
PECO sells its accounts receivable. The cash generated from the sale of
receivables is used to finance the Company’s activities which includ-e financing
Construction Work in Progress (CWIP).

In Pennsylvania and elsewhere, short-term debt employed by investor-owned

public utilities has traditionally been assumed to first finance CWIP. The balance
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of CWIP not financed with short-term debt has been traditionally assumed to be
financed by the mix of permanent capital such as long-term debt, preferred stock,
and common equity. In this circumstance, if the proceeds from the sale of
receivables 1s used to finance CWIP, the cost rate of such funds should be reflected
in the development of the AFUDC rate. If the AFUDC rate is reflective of
proceeds from the sale of accounts receivable, there is no justification for either
inclusion of accounts receivable financing in the development of capital structure
ratios for rate of return purposes, nor for any rate base reduction.

For clarification, it should be stated that it is possible that at any particular
moment in time, the amount of short-term debt and proceeds from the sale of
receivables could exceed CWIP. If rates were reset at that very moment in time,
the dollar amount of any excess could be justified as either a rate base reduction
or inclusion in the development of capital structure ratios for overall rate of return
determination purposes under these circumstances. However, it should also be
noted that the test year concept proceeds from the premise that the test year data
are representative of the future, the period of time the service rates in question are
presumed to be in effect. It is for this reason I believe proceeds from the sale of
receivables is best reflected in the development of the AFUDC rate rather than as
a rate base reduction or in the development of capital structure ratios employed to

determine an overall rate of return. The basis of my opinion is 1) the amount of
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receivable financing may vary considerably from time to time, 2) may not be
representative of the future at any moment in time, and 3) most importantly, short-
term capital is inappropriate to employ on an on-going basis to finance long-lived

assets such as rate base.

When were PECO’s present base rates last established?

PECQO’s base rates were last established in 1990. Accordingly, all plant additions
since 1990 have not been reflected in the price charged customers. Thus, to date,
customers have not paid a price for service more than otherwise as a resuit of the
sale of accounts receivable or the development of an AFUDC rate not reflective

of such sale.

What is your recommendation?
I recommend that prospectively, PECO reflect sales of accounts receivable in the

calculation of its AFUDC rate.

B. Peter A. Bradford

Mr. Bradford asserts that your testimony strengthens his contention that utility

investors have already been compensated for the risk of stranded cost
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disallowances. Do you agree?

No. Mr. Bradford ignores the fact that the Foley-Thompson study, upon which he
apparently relies, develops an internal rate of return by adding dividends paid to
the appreciation in the market value of stock between different points in time. The
difference or gain reflected in the market value of stock between two different
moments in time are not dollars paid by consumers reflected in the regulatory
authorized price of service charged consumers during the same period. Indeed,
there is no evidence that the internal rates of return developed in the study are
anything more than the accident of the history of investing. Such implied rates of
return were neither necessarily investor-expected nor investor-required. Further,
the Foley-Thompson study ignores financial risk differences between utilities and
between utilities and industrial companies. Moreover, the authors offer no
explanation whatsoever of the virtue of, the benefit of, or the justification for
performing such computations on 171 distinct hypothetical holding periods.

I might add that Mr. Bradford’s reference to the inadequate response by
control room operators at Peach Bottom in the late 1980s is, at best, misleading.
As shown on Schedule 21 of Exhibit JFBr-1 (Updated), PECO’s comﬁon equity
return, computed without regard to AFUDC, for each and every year from 1972
through 1992 was less than the return on common equity found reasonable by this

Commission. The aggregate shortfall, for the years 1972-1992, is in excess of $4.5
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billion.

Is the presence of a so-called "regulatory compact" critical to your analysis?

No. Nowhere in my direct testimony did I assert that the basis for recovery of
stranded investment is a regulatory compact. In fact, my testimony does not even
refer to a regulatory compact. Rather, my studies simply show that PECO did not
come close to earning anything near a reasonable rate of return over the past
twenty-five years. Moreover, it bears noting that Mr. Bradford previously admitted
that he did not hear of the term "stranded investment" until the 1992-1993
timeframe {(page 1387 of the March 18, 1997 Transcript at Docket No. R-00973277).
If investors were unaware of the risk of stranded investment until very recently, it
necessarily follows that this risk was not taken into account by investors or
regulatory commissions who established the authorized price of service.
Significantly, PECQ’s current rates were essentially set in 1990, well prior to Mr.

Bradford’s familiarity with the term "stranded investment”.

C. David Schoengold

Mr. Schoengold asserts that PECQO’s shareholders have already achieved a "decent
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return” on their investment in generating facilities. Please comment.

Contrary to Mr. Schoengold’s suggestion, utility stockholders do not obtain any
money as a result of depreciating assets financed by shareholder investments.
Depreciation is an expense deducted in determining net income. At best,
depreciation expense and funds related thereto have been used by PECO to reduce

the amount of additional investment investors have been called upon to make.

Do you agree with Mr. Schoengold’s assertion that PECO’s stockholders have
earned a return on their investment in generating assets of 8.1%?

No. Implicit in this statement is the assumption that the money collected from
consumers for depreciation was paid to shareholders. That simply is not true. As
I mentioned previously, funds derived from depreciation are used to either replace
facilities in kind and/or reduce the amount of money investors are required to

provide for additional investment in facilities.

During the period 1972 through 1996, did PECO consumers pay a price for service
which resulted in rates of return more than intended by regulatory al;thorities?

No. The Company experienced a shortfall in excess of $4.5 billion (see Schedule
21 of Exhibit JFBr-1). Mr. Schoengold’s testimony and calculations appear to

erroneously consider depreciation as earnings paid to stockholders. As aresult, the
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so-called implied stockholder 8.1% rate of return developed by Mr. Schoengold is
grossly overstated and, in and of itself is an absolutely meaningless statistic having

no probative value for purposes of this proceeding.

IV, COMMENTS PERTAINING TO THE TESTIMONY
OF DR. JOHN B. LEGLER

Are you familiar with Dr. Legler’s testimony regarding the appropriateness of the
employment of the annual version of the DCF model?

Yes. Dr. Legler contends that the annual version of the DCF model is adequate
for measuring a utility’s cost of equity. However, the Linke-Zumwalt article on
which Dr. Legler relies has been rejected by regulatory commissions and, to some

extent, called into question by the authors themselves.

Dr. Legler asserts that the appropriate risk premium for CAPM application
purposes is 7.0%. Do you agree?

No. On page 15 of the 1996 Yearbook relied upon by Dr. Legler, Ibbotson
Associates indicate that large company stocks earned a 12.5% return for the years
1926-1995 and that the income return on long-term government bonds
approximated 5.2%. The difference is 7.3%, not the 7.09% figure supported by

Legler (see Schedule 1 of Exhibit JFBr-2).

10
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Has the historical market premium increased beyond 7.3% since the time you
prepared your pre-filed direct testimony in this case?
Yes. The 1997 Ibbotson Yearbook covering the years 1926-1996 is now available

and indicates that the historic market premium approximates 7.5%.

Do you have any other comments regarding Dr. Legler’s CAPM calculations?
Yes. As part of Dr. Legler’'s CAPM computations, he employed both a historical
as well as a forecasted market premium. Dr. Legler derived his forecasted market
premium from information published by Value Line. However, on page 15 of the
June 13, 1997 Value Line Investment Survey Summary & Index on which Dr.
Legler apparently relied, PECO’s beta is shown as .90, not .85 as employed by Dr.
Legler. I have reproduced the cover page and page 15 of the June 13, 1997 Value
Line Summary & Index as Schedule 2 of Exhibit JFBr-2.

I have incorporated into my updated CAPM computation pertaining to
PECO both the most recently published Value Line beta of .90 as well as the most

recently published Ibbotson historical market premium of 7.5%.

If Dr. Legler’s computation was recalculated to reflect the proper current PECO
Value Line published beta of .90 and the proper current Ibbotson Associates’

market premium of 7.50%, what would be the end result?

11
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The use of a .90 beta and a 7.5% historical market premium results in a PECO
market premium of 6.75% which, when added to Dr. Legler’s 6.8% riskless rate
derived from long-term government T-Bonds, yields 13.55%, or 0.80% greater than

Dr. Legler’s 12.75% calculation.

Does Dr. Legler also show on page 41 of his pre-filed direct testimony a CAPM
computation pertaining to his comparable electric companies?

Yes. With respect to the computation employing the Value Line beta and the
Ibbotson Associates’ historical market premium of 7.0%, the end result, as shown,
is 12.26%. As corrected to reflect current data, Dr. Legler’s CAPM computation
for the comparable electric companies produces a common equity cost rate of

12.65% (6.8% + .78 (7.5%) = 12.65%), or an increase of 0.39%.

Are there other areas of Dr. Legler’s testimony that would need to be changed to
reflect the proper beta and the proper market premium?

Yes. One of the methods employed by Dr. Legler to estimate the risk premium is
to derive a common equity cost rate using CAPM for PECO, among others. For
example, on page 3 of Schedule 10, Dr. Legler reveals his computations regarding
a CAPM-derived cost rate for PECO Energy for each of the years 1978 through

1997. For the year 1997, the required return calculation indicates 12.50%. In

12
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deriving the 12.50% figure, Dr. Legler employed a 1997 .85 beta and a 1997 market
premium of 7.0%. We now know those numbers should be .90 and 7.50%. If a .90
beta were substituted for .85 and if a 7.50% market premium were substituted for
7.0%, the indicated required return for the year 1997 would be 13.30%, not 12.50%.

Dr. Legler then carries over to page 3 of Schedule 11 the expected return
on stock for PECO of 12.50% to develop his risk premium based on Treasury
Bonds and utility bonds. For the year 1997 for PECQ, if 13.309% were substituted
for the 12.50%, the risk preminm based on utility bonds would be 5.32%, not
4.52%, or a difference of 80 basis points.

Further, please observe on page 3 of Schedule 11 of Dr. Legler’s exhibit that
he shows the PECO average for the entire timeframe of 1978 through 1997, as well
as the average risk premium for the five years ended 1997. For the five years
ended 1997, the average would move from 3.84% to 4.00% on the strength of the

1997 change just described.

What would be the risk premium-derived common equity cost rate for PECO if a
risk premium of 4.00% were employed in the computation? |

As of June 19, 1997, Baa rated public utility bonds were priced to yield 8.06%. If
4% were the proper risk premium, the indicated cost rate for common equity

capital would be 12.06%.

13
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Are you aware of the fact that Dr. Legler did not rely upon just risk premiums
derived from a five-year period for public utility bonds, but rather risk premiums
derived from a 20-year period for utility bonds as well as long-term Treasury
Bonds?

Yes.

Do you have any comments regarding the use of risk premiums derived over a 20-
year period in developing a risk premium-derived commen equity cost rate?
Yes. My observation is that when interest rates are relatively high, all else equal,
risk premiums tend to be lower than average, and vice-versa. For example, based
on the information shown on page 3 of Schedule 11 of Dr. Legler’s exhibit, if one
were to average the risk preminms derived from public utility bond yields for those
years during the period 1978 through 1997 when interest rates were above 10%, the
average risk premium would be 2.66% compared with the 20-year average of 3.22%
as developed by Dr. Legler. Similarly, if one averaged the risk premiums derived
from yields on public utility bonds for those years during the period 1978 through
1997 when interest rates were under 10%, the risk premium climbs to. 3.78%.

It seems to me that the risk premium derived from a period of time when
interest rates are similar to what they are today, or are expected to be, is a much

better indication of what the premium should be when used to develop the common

14
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equity cost rate. During the last five-year period 1993 through 1997, the average
interest rate was 8.24% which is significantly closer to what the interest rates are
at the moment for public utility bonds rated Baa, the PECO rating. As shown by
Dr. Legler, for that five-year period, the average risk premium was 3.84% which I
have corrected to 4.00% for reasons previously discussed. As I stated earlier, the
current yield on public utility bonds rated Baa is 8.06%. Thus, it seems to me the
most appropriate risk premium to use in a current calculation of the derived cost
rate for common equity capital is in the 4.009% area. And, as I said earlier, if the
risk premium is appropriately determined at 4.00% and the current yield on Baa

rated public utility bonds is 8.06%, the indicated cost rate is therefore 12.06%.

Is there any other comment you care to offer regarding Dr. Legler’s testimony?

Yes. On page 56 of Dr. Legler’s pre-filed direct testimony, he discusses my
development of the before-income tax interest coverage that relates to my
recommended overall rate of return including my recommended opportunity return
on common equity. At lines 15 through 20, Dr. Legler states: "As I understand
them, S&P devised the major rating categories into AAA, AA, A, and BBB into
"business position" categories: above average, average, and below average. It
would appear, that Mr. Brennan is equating the + (plus) and - (minus) designations

into above average and below average categories.”
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Is Dr. Legler correct with respect to his description of how S&P designates
business position for the various ratings?
No. Apparently Dr. Legler believes that S&P designates just three different
business positions, namely, above average, average, and below average. S&P
designates seven different business positions as follows:

1 - Above Average

2 - Somewhat Above Average

3 - High Average

4 - Average

5 - Low Average

6 - Somewhat Below Average

7 - Below Average

In what category has S&P placed PECO?

PECO is business position 6 - Somewhat Below Average, one notch above the floor.

Did Dr. Legler give weight to a derived estimated market-required cost rate for
common equity capital related to Moody’s 24 public utilities in arriving at his
judgment with respect to an 11.40% cost rate appropriate for PECO in regard to
common equity?

Yes.

On page 36 of his testimony, Dr. Legler opines that the overall investment risk of

PECO is comparable to that of the Moody’s 24 public utilities. Do you agree?

16
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No. The average business position for the Moody’s 24 is 3.9, or more than two
notches above the number 6 business position for PECO assigned by S&P. The
average Moody’s 24 long-term debt rating is A by S&P and A3 by Moody’s, or
numerically 6.6% and 6.9%, respectively compared to 8.09 for PECO. The details

of those computations are shown on pages 1-3, Schedule 3, of Exhibit JFBr-2.

What is the yield difference between bonds rated A and BBB?
On June 19, 1997, long-term debt was priced to yield 8.06% for public utilities rated
Baa and 7.65% for those companies whose bonds are rated A. Accordingly, the

difference is 41 basis points.

Did Dr. Legler, in arriving at his recommendation of 11.40%, take into account the
obvious investment risk difference between PECO and the 24 Moody’s electrics he
employed in his study?

Apparently not. The basis of my opinion is the fact that, as previously stated, Dr.
Legler indicated that he considers the Moody’s 24 to be similar in risk to PECO.
All else equal, it would seem that Dr. Legler’s recommendation for PECO should
be about 40 or so basis points higher than whatever is the indicated derived

estimated market-required cost rate for common equity capital for the Moody’s 24.

17
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What factors does the S&P business position rating take into account?
S&P publishes a corporate rating criteria which states on page 29: "The utility’s
rating methodology encompasses two basic components: business risk analysis and
financial analysis. Evaluation of industry characteristics, the utility’s position within
the industry, its regulation, and its management provides the context for assessing
a firm’s financial condition.” S&P goes on to explain that utility credit analysis
factors include under business risk characteristics the following:

market and service area economy

competitive position

operations

regulation

management

fuel, power and water supply

asset concentration
Under financial risk characteristics, S&P includes the following:

earnings protection

capital structure

cash flow adequacy

financial flexibility/capital attraction
Clearly, the S&P bond rating and business position is an all-encompassing
investment risk evaluation. Thus, it is clear that if the average Moody’s 24 utilities
have a business position of 4 and PECO has a business position of 6, the Moody’s
24 are less risky than PECO. Consequently, if the Moody’s 24 are to be used in

arriving at a judgment as to what is the proper market-required opportunity cost

rate for common equity capital for PECO, an adjustment upward would have to be
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made. It is not possible to determine whether Dr. Legler made such an adjustment,
although it appears he did not, given his statement, as previously referenced, that
he considers the Moody’s 24 to be of similar risk to PECO. If that is the case, all
else equal, Dr. Legler’s 11.40% might well be 11.80% for the reasons previously

given.

What is the stated S&P before-income tax interest coverage relative to business
position 6 for long-term public utility debt rated A and BBB?

For A rated category public utility long-term debt, it is 4.15 times and for the BBB
rated category it is 3.15 times, or precisely as I stated in my direct testimony. Both
the 4.15 and the 3.15 times before-income tax interest coverage standard I
employed is related to business position 6 and not, as suggested by Dr. Legler,
related to above average and below average categories. Schedule 4 of Exhibit
JFBr-2 is a copy of S&P’s utility rating service financial benchmarks. The business

position and coverage statistics I cited are shown thereon.

Has Dr. Legler taken issue with your position that your original recommendation
with regard to an overall rate of return appropriate for PECO produced an
opportunity to experience a 3.64 times long-term debt interest coverage?

Yes. On page 56 of Dr. Legler’s pre-filed direct testimony, he states, "He states

19
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that S&P requires a coverage ratic of 4.13 times for an A rating and 3.13 times for
a BBB rating. The midpoint of these required coverages, 4.15 times and 3.15 times,
is 3.65 times. MTr. Brennan is suggesting that the midpoint is indicative of the
coverage ratio required for a B+ + rating. Using this logic, it seems to me that it
could just as well be indicative of the coverage required for an A- rating. There
are two rating classes between A and BBB, A- and B+ +. Therefore, it would seem

that a coverage of slightly less than 3.5 times would support a B+ + rating."

Do you agree with Dr. Legler’s opinion in this regard?
No. First, it would appear that when Dr. Legler refers to B+ +, it is an inadvertent
typographical error and he meant to say BBB. S&P does not have any bond rating
designation of B+ +.

Second, in my pre-filed direct testimony, on page 49 at lines 5 through 11,
I stated, "The last time I checked, the average electric company in the country did
maintain an A bond rating. A is one notch above the bottom and two notches from
the top of investment grades, and I believe a worthy initial goal for any public
utility. To provide an opportunity of less than the industry average clc;,arly makes
a second-class financial citizen out of the utility in question and puts it at a
competitive disadvantage in the money market."

The point I am trying to make is that even if PECO experienced an overall

20
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rate of return which resulted in a level of coverage of 3.60 times and/or 3.64 times
and/or as derived from my updated recommendation, 3.77 times, it would still be
at a competitive disadvantage, notwithstanding the fact that such levels of coverage
may result in a BBB+ or an A- rating. I believe a level of coverage of only 3.60
times as implicitly recommended by Dr. Legler, given PECO’s business position,
just 6 on a scale of 7, with 7 at the bottom, would not result in a BBB+ rating. I
believe the minimum necessary would be something above the midpoint of 3.65 for

the A and the BBB standards stated by S&P, given PECQO’s business position of 6.

Given your comments regarding Dr. Legler’s CAPM and risk premium
computations, are you able to make an arithmetic calculation to adjust Dr. Legler’s
11.40% recommended PECO common equity cost rate?

No. It appears Dr. Legler’s recommendation of 11.40% is not the product of a
precise weighting of the various methodologies and techniques, nor of a precise
weighting of PECO and his comparable company group estimate. In the final
analysis, Dr. Legler’s recommendation is the product of a subjective judgment. For
clarification, I do not mean to suggest that just because I happen- to employ
precisely equal weighting to two methodologies pertaining to PECO and use a
comparable group only as a check that, of necessity, Dr. Legler’s end result is wrong

because of his exercise of subjective judgment. However, I do believe it is fair to
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say that, all else equal, his recommendation should be adjusted upward.

Are you aware that in May 1997, S&P refined its methodology to reflect global
differences in levels of government support for and in ownership structures of
electric utilities in different countries, the potential disaggregation of vertically
integrated utilities, minor changes in the business position criteria and rating
scale, and formalized the emphasis on certain aspects of the ratio analysis
procedure used to arrive at ratings?

Yes. These changes do not impact the results of my analysis presented in this

testimony.

V. COMMENTS PERTAINING TO THE TESTIMONY
OF KEVAN L. DEARDORFF

Have you analyzed Mr. Deardorff’s testimony and recommendation?

Yes.

Do you agree with Mr. Deardorff’s recommendation that the proper opportunity
cost rate for common equity capital at this time is 10.50%?
No. In my opinion, Mr. Deardorff’s recommendation is far below the zone of

reasonableness.
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Has your analysis enabled you to identify factors which explain Mr. Deardorff’s
unreasonably low recommendation?

Yes. Mr. Deardorff's recommendation is the product of several fatal flaws,
including:

1) exclusive reliance upon DCEF;

2) reliance upon and giving equal weight to data for a barometer group which

is less investment risky than PECO; and
3) the selection of DCF inputs for PECO which are internally inconsistent and

violate underlying implicit DCF assumptions.

In your pre-filed direct testimony, did you enumerate why you believe it is
inappropriate to exclusively rely upon the DCF model for the purpose of estimating
the market-required cost rate for common equity capital in the utility ratemaking
situation?

Yes. I will not repeat here what I have already said, other than to reiterate that
the most recent publication (a bi-annual publication) by the National Association
of Regulatory Utility Commissioners (NARUC) for 1995-1996 indicates that an
overwhelming majority (about 80%) of the commissions, including the Pennsylvania
Public Utility Commission, do not employ just DCF in arriving at the regulatory-

determined opportunity cost rate for common equity capital, but instead most often
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employ a variety of methods. I want to supplement that statement by observing
that the NARUC publication at Footnote 2 applicable to the Pennsylvania PUC
states: "The Commission favors no single method, but rather that which produces
the most reliable results.”" Attached as Schedule 5 of Exhibit JFBr-2 is the most

recently available NARUC survey I have referenced.

Is Mr. Deardorff critical of your use of the CAPM model to estimate the cost rate
for common equity capital?

Yes. Mr. Deardorff offers two basic criticisms.

What is the first criticism?

On page 35 of Mr. Deardorff’s pre-filed direct testimony, he states, "An implicit
assumption when using these methods is that the variables determining the equity
debt cost rate are the same, which allows the analyst to apply a constant risk
premium." Mr. Deardorff goes on to say, "Actually, the variables determining the
cost rates in the two markets are different. Changing economic conditions cause
these variables in the two models to change resulting in changing risk premiums
over time. Therefore, the use of a constant risk premium fails to capture the effect

of changing economic conditions over time."
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Do you agree with Mr. DeardorfPs comments in this regard?

No. The CAPM model does not postulate an unchanging over time, constant risk
premium. Every time a CAPM computation is performed, it is likely the risk
premium employed may be different from a preceding CAPM computation. This
is no different than Mr. Deardorff's DCF computation. When the computation is
performed, the growth rate employed is presumed to be for an infinite period. Mr.
Deardorff used analysts’ estimates of the growth rate. There is little doubt that at
some point in the future, these very same analysts will publish different growth rate
projections.

In arriving at a judgment as to what is the appropriate risk premium to
employ in a CAPM computatiorn, I took into account, as do many others, that the
premium is the product of historical differences in returns on equity and risk-free
debt and estimated returns on equity and risk-free debt. Rarely is the historical
return on equity and the estimated return on equity one and the same. Thus, the
CAPM hardly allows an analyst to apply the same risk premium every time a
CAPM computation is performed. Moreover, the risk-free rate and the beta
employed are not constant. In short, every element or factor employed in a CAPM

computation can and does change, the same as DCF.

Did Mr. Deardorff offer any other criticisms of the CAPM?
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Yes. On page 36 of Mr. Deardorff’s pre-filed direct testimony, he cites a February
18, 1992 New York Times article regarding the comments of Professor Eugene F.
Fama and Kenneth R. French and their criticism of CAPM. Mr. Deardorff then
goes on to state: "They found that the model did not do well in predicting actual
returns. As a result of this new information, 1 believe that rational investors will
give less credibility to expected equity returns that are calculated using the simple

CAPM model."

Were you aware of this article when you prepared your direct testimony?
Yes. On page 41 of my pre-filed direct testimony, I commented upon the same

study referred to in the New York Times article. However, I also noted that

Professor William F. Sharpe of Stanford University, who won the 1990 Nobel
Memorial Prize in Economic Science with theories based on beta, has stated that:
" am not willing to make investment decisions based on the theory that there is no

relationship between beta properly measured, and expected returns.”

Even though Mr. Deardorff believes rational investors will give less credibility to
using the CAPM model, does Mr. Deardorff rely upon beta, a critical element in
a CAPM computation?

Yes. On OTS Exhibit No. 2, Schedule 3, Mr. Deardorff compares the beta of his
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barometer group companies and PECO as one of the yardsticks he employed to

determine whether PECO and his barometer group were of similar investment risk.

Do you have any other comments regarding this portion of Mr. Deardorff’s exhibit?
Yes. Mr. Deardorff lists PECO’s beta as 0.85. As indicated in my comments
concerning Dr. Legler’s testimony and as is shown in the Value Line June 13, 1997
Summary & Index which appears as Schedule 2 of Exhibit JFBr-2, the current

PECQ beta is 0.90.

Using beta as a means to establish relative investment comparability, how
comparable is PECO to Mr. Deardorff’s barometer group?
As shown on OTS Exhibit No. 2, Schedule 3, the average beta for Mr. Deardorif’s

barometer group is 0.75, or 0.15 beneath the 0.90 PECO beta.

Can you quantify the risk difference in terms of rate of return on common equity?
Yes. As is shown on Exhibit JFBr-1 (Updated), Schedule 18, I estimate that the
current market premium for stocks over risk-free long-term debt is 6.'}'%. A 0.15
beta difference suggests a 100 basis point difference in cost rate. In short, all else
equal, Mr. Deardorff’s barometer group is 100 basis points, or 1 percentage point

less investment risky than PECO using one of Mr. Deardorff’s chosen methods to
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determine comparability.

Did Mr. Deardorff offer any other comments regarding your use of CAPM rather
than the exclusive use of DCF to estimate the market-required cost rate for
common equity capital?

Yes. Mr. Deardorff states on page 36 and page 37 of his pre-filed direct testimony,
"Risk premiums, including Mr. Brennan's CAPM, all rely upon some form of DCF
calculation to determine common equity returns from which bond returns are
subtracted to determine the equity risk premium. Therefore, it follows that the
DCF method is clearly superior and is sufficient to stand alone provided good

judgment is used in the determination of his components.”

Did you employ a DCF calculation to estimate the risk premium in your CAPM
calculation?

No. I employed an average of the actual historical difference in returns between
stocks and long-term debt over the period 1926-96 as reported by Ibbotson &
Associates and an estimate of the total return for stocks (current dividend yield plus
estimated market price appreciation, presumably including changes in earnings
multiples, general market trends, etc.) derived from WValue Line published

information. No DCF computation of the sum of dividend yield and expected EPS
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and DPS growth rate was performed to obtain the CAPM risk premium.

Did Mr. Deardorff offer any other criticism of the CAPM method?

Yes. On page 34 of his pre-filed direct testimony, Mr. Deardorff states, "The
CAPM and related risk premium (RP) methods give results that indicate to an
investor what the equity cost rate should be if current economic and regulatory
conditions are the same as those present during the historical period the risk

premiums were determined.”

Did you rely exclusively upon the historical data to determine the risk premium for
CAPM computation purposes?
No. I also relied upon an estimate of future risk premiums as I just discussed and

as explained in Footnote 2, Schedule 18, page 2 of 2 of Exhibit JFBr-1 (Updated).

Given Mr. DeardorfPs reliance on the New York Times article, has he produced
any proof that the DCF model does well in predicting actual returns?

No. Mr. Deardorff was asked this question in Interrogatory No. '10—C. Mr.
Deardorff was unable to provide any study he performed, or anyone else
performed, that tested the accuracy of predicting actual returns using the DCF

model. The point is that one of Mr. Deardorff’s criticisms of the CAPM model is
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equally applicable to the DCF model.

Have you performed an illustrative calculation to indicate whether the DCF model
has been an accurate predictor of actual returns for PECQO and Mr. Deardorif’s
barometer group?

Yes. The DCF theory holds that the dividend return received, together with the
appreciation in the value of the stock, which is supposed to be proportionate to
growth in dividends or earnings, provide the investor his or her total return.
Accordingly, a comparison of share price movement and earnings and dividend
movement expressed as a percent will indicate whether the DCF model is good at
predicting actual returns.

I have prepared Schedule 6 of Exhibit JFBr-2 to demonstrate that with
respect to PECO and Mr. Deardorff’s barometer group of companies, the percent
change in share price growth during the period 1992 through 1996 is significantly
different, namely significantly less, than earnings or dividend growth for PECO and
earnings growth for Mr. Deardorff’'s barometer group. Dividend growth for Mr.
Deardorff’s barometer group was significantly under share price growth. The point
here is that neither dividends nor earnings grew proportionate to share price, as
required as an underlying assumption of the DCF model. The further point is that

the criticism leveled by Mr. Deardorff at me for the use of CAPM because
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allegedly, the model is not good at predicting actual returns, is equally applicable
with regard to the use of the DCF model. I believe the lesson to be learned is that
one should not rely upon a single model in forming an estimate of what is the
investor-required return for common equity capital, given that no single model is

perfect.

What factors did Mr. Deardorff employ to measure relative risk difference between
PECO and his barometer group?

As shown on OTS Exhibit No. 2, Schedule 3, Mr. Deardorff compared total capital,
common equity ratio, beta (as I previously indicated), Value Line safety rank and
financial strength, as well as percent of nuclear generation. The common equity
ratios of the barometer group and PECO are similar. Accordingly, it is not
surprising to learn that the Value Line determined financial strength of PECO and
the barometer group were also similar. Please note, however, that the safety rank
for PECO was less than the barometer group. And of course, as Mr. Deardorff has
observed, PECO’s nuclear generation is significantly greater than the average for

his barometer group companies.

What factors does Mr. Deardorff believe constitute investment risk?

As stated on page 11 of Mr. Deardorff’s pre-filed direct testimony, he believes
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overall investment risk can be measured by beta, safety rank, and financial strength.
Beta is a measure of relative investment risk. Safety rank and financial strength do

not capture all elements of investment risk.

Is there a yardstick that can be employed that captures both business and financial
risk or investment risk?

Yes. Bond ratings, in the final analysis, are a rating agency’s judgment of the
relative investment risk difference between the long-term debt issued by, among
others, utility companies. Indeed, the DCF model requires the assumption of the
EMH (Efficient Market Hypothesis) which, in short, states that investors are all-
knowing about every element of risk affecting a particular company, including both
business and financial risk. S&P publishes corporate rating criteria which I
previously mentioned in my discussion of Dr. Legler’s testimony. Those criteria
include both business and financial risk. I believe the use of bond ratings is an
excellent indication of relative investment risk difference between companies not

just for bondholders but also shareholders.

Was Mr. DeardorfT critical of you for your failure to consider generation mix as
a selection criteria in regard to your barometer group?

Yes. Mr. Deardorff so states on page 32 of his pre-filed direct testimony.
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Is this a valid criticism?

No. Since I employed beta as well as bond ratings as selection criteria, I have
implicitly captured not just the risk difference occasioned by nuclear generation
differences between companies or groups of companies, but every element of risk,

both business and financial. Apparently, Dr. Legler shares my view.

Did Mr, Deardorff comment upon the use of bond ratings with respect to selection
of barometer companies?

Yes. On page 31 of Mr. Deardorff’s pre-filed direct testimony, he states, "I find Mr.
Brennan’s selection criteria to be flawed in two respects. First, Mr. Brennan
incorrectly focuses on similarities between PECO’s and the barometer group’s debt
ratings. Because the cost of equity is at issue, it is more appropriate to focus on

similarities between PECO’s and the barometer group’s equity ratings.”

Is this a valid criticism?

No. As I previously indicated, bond rating agencies provide ratings on the basis of
investment risk which, as I also previously indicated, is the sum of both business
and financial risk. When the common equity ratios of two companies, or a group
of companies is similar, the financial risk is similar, but the investment risk

difference between such companies may be quite different. Accordingly, bond
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ratings offer an excellent independent third-party market-accepted assessment of

relative investment risk difference.

Have you prepared a schedule comparing the bond ratings and business risk
position of PECO to Mr. DeardorfP’s barometer group of electric companies?

Yes. That information is shown on Exhibit JFBr-2, Schedule 7.

What does the information on Schedule 7 reveal?
The information reveals that PECO is more investment risky than Mr. Deardorff’s
barometer group. The basis of my opinion is the fact that PECO’s bonds are rated
Baal by Moody’s which on a numerical basis is 8.0. S&P rates PECO’s bonds
BBB+, which is also, on a numerical basis, 8.0. Further, the business position
established by S&P for PECO numerically is 6.0.

Mr. Deardorff’s barometer group’s average numerical weighting for bonds
is 7.0, or one full notch below PECO at 8.0. The S&P numerical rating is 6.9, or
slightly more than one full notch below PECO at 8.0. With respect to business
position, the average for Mr. Deardorff’s barometer group is 4.3, or significantly

more impressive than the 6.0 for PECO.

What does this information suggest?
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What this information suggests is that Mr. Deardorff’s reliance on barometer group

data understates the cost of equity for PECO.

What information did Mr. Deardorff rely upon to estimate the growth rate
appropriate for PECO and his barometer group?

Data published by Value Line and S&P. Mr. Deardorff comments on page 21 of
his pre-filed direct testimony, "As a source of growth rates, Value Line provides an
abundance of information including projected and historical growth rates. In
addition, Value Line has a very wide circulation and is easily available to individual
investors. Individual investors comprise the bulk of electric utility ownership.
Standard & Poor’s (S&P), on the other hand has more limited data availability.
S&P reports a consensus of projected growth rates, but not projections of dividend
growth rates. However, S&P does have the advantage of surveying more than one

analyst for each company.”

With respect to the S&P earnings growth employed by Mr. Deardorff, did he
employ a long-term growth rate?

Yes. As shown on OTS Exhibit No. 2, Schedule 5, page 3, with regard to PECO,
Mr. Deardorff shows an S&P earnings growth of 3% and cited as a source Standard

& Poor’s Earnings Guide, May 1997. Reference to that Guide with regard to
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PECO reveals that 3% is the S&P five-year projected EPS growth rate.

You previously indicated that Mr. Deardorff stated that S&P does have the
advantage of surveying more than one analyst for each company. How many
analysts are reflected in the S&P earnings growth rate of 3% employed by Mr.
Deardorff?

It is unknown. S&P does not report how many analysts are reflected in their
growth rate for a five-year period. S&P does reflect the number of analysts’
estimates that are reflected in their next quarter EPS and next year EPS growth
rate, but not the five-year growth rate. Attached as page 3 of Schedule 9 of Exhibit
JEBr-2 is a copy of the page containing information for PECO from the May 1997

Standard & Poor’s Earnings Guide.

Will S&P reveal, if asked, how many analysts’ forecasts are reflected in their EPS
estimates for five years as employed by Mr. Deardorff?

No.

Then how valid is Mr. Deardorff’s statement "However, S&P does have the
advantage of surveying more than one analyst for each company."?

It is an invalid statement with respect to the five-year S&P growth rate he actually
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employed in his DCF computation. It is possible the S&P growth rate may reflect
one analyst’s estimate. Thus, the S&P growth rates have no necessary advantage
over Value Line. I might add that is why I prefer using the I/B/E/S consensus
forecasts instead of the S&P projections. As indicated on page 1 of Schedule 16
of Exhibit JFBr-1 (Updated), the I/B/E/S consensus projection for PECO is the

product of fifteen different analysts.

Earlier you mentioned that one of the fatal flaws that contributes to Mr.
Deardorff’s 10.50% cost rate is an internal inconsistency with respect to his DCF
calculations. Would you please explain the basis for your opinion in this regard?
The DCF model requires the assumption that the rate of return reflected in the
price of stock is the sum of the dividend yield one can obtain plus the appreciation
in the value of stock over time. The appreciation is considered to be proportionate
to the investor-expected growth rate in earnings or dividends, given that the model
further requires the assumption of a constant payout ratio and price-earnings
multiples.

Reference to page 2 of Schedule S of OTS Exhibit No. 2 reveﬁls that the
dividend yield difference for a 52-week average period ending May 30, 1997 and a
spot price at May 30, 1997 is relatively minor for Mr. Deardorff’s barometer group.

Please note that in both instances, Mr, Deardorff believes the growth rate is 3.50%.
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However, reference to page 1 of Schedule 5 of OTS Exhibit No. 2 pertaining to
PECO reveals a vastly different story. The dividend yield for the 52-week period
is significantly lower than the dividend yield derived from a spot price at May 30,
1997. Under such circumstances, given DCF theory, one would expect to see a
different growth rate for the 52-week period compared with the spot price. In other
words, if there is a significant change in dividend yield, one would expect to see a
significant difference in growth rate. However, reference to page 1 of Schedule 5
of OTS Exhibit No. 2 reveals that Mr. Deardorff assumed the growth rate for each
period was identical. That defies DCF theory unless there was a very significant
change in the cost of capital generally, which there was not during the period
employed by Mr. Deardorff. Thus, for PECO, if the dividend yield is significantly
different, the growth rate must have been significantly different.

With respect to Mr. Deardorff’s barometer group, we do not see a significant
change in the expected rate of return as Mr. Deardorff indicates on page 2 of
Schedule 5, wherein for the 52-week period, the DCF-derived cost rate is 10.35%
and at the spot point in time it is 10.54%. With respect to PECO as shown on page
1 of Schedule 5 of OTS Exhibit No. 2, we see a huge difference, namely, at the spot

point in time in May, we see 12.22%, but for the 52-week period, we see 10.55%.

Have you prepared a schedule to indicate the stock price movement for PECO and
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Mr. Deardorff’s barometer group of electric companies for the period June 1996
through May 1997?
Yes. That information is shown on Exhibit JFBr-2, Schedule 8.

As can be seen, the stock price movement of PECO and Mr. Deardorff’s
barometer group tracked fairly well until about December 1996, which is when
Governor Ridge signed the Competition Act. But as I will discuss in a moment,

there are other factors that also caused the stock price to subsequently decline.

Since DCF theory proceeds from the premise that stock price change is
proportionate to change in dividends or earnings, assuming a constant payout
ratio, and it is almost universally believed that analysts’ forecasts form the best
basis for estimating change in dividends and earnings, did the growth rate
projections for PECO in fact change during the 52-week period ended May 30,
1997?
Yes. As can be seen by referring to Exhibit JFBr-2, Schedule 9, page 1, the S&P
forecasts started out at 4% in May 1996, but declined to 3% in July 1996 and
stayed at 3.0% through May 1997.

As can be seen by referring to page 4 of Schedule 9 of Exhibit JFBr-2, with
regard to the Value Line Investment Survey, the five-year growth in EPS for PECO

started out at 6%, but fell to 5-1/2% and then to 2-1/2%.
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The average Value Line growth rate for the period was 4.9%, as shown on
page 4. The average S&P growth rate was 3.2% as shown on page 1. The average
of these two growth rates for the 12-month period was 4%.

Thus, I believe it is reasonable to conclude that the stock price for PECO
for the 52-week period ended May 30, 1997, which gave rise to the average
dividend yield of 7.8% as shown on page 1 of Schedule 5 of OTS Exhibit No. 2, was
the product of an investor-expected 4% growth rate, not a 2.75% growth rate
employed by Mr. Deardorff. The sum of the 52-week derived PECO 7.8% dividend
yield ending May 31, 1997 and a 4.0% investor-expected PECO growth rate for the

same period is not 10.55% as calculated by Mr. Deardorff, but is 11.8%.

What do these comments suggest?

As shown on page 1 of Schedule 5 of OTS Exhibit No. 2, for the 52-week period,
the proper DCF-derived cost rate is a 7.8% dividend yield and a 4% growth rate,
or 11.8%. For the spot point in time, or May 30, 1997, the dividend yield is as in
Mr. Deardorff’s calculation, namely 9.47%, and the proper growth rate may well be
2.75%. The sum of those numbers is 12.22%.

If one averaged the 52-week properly determined DCF-derived cost rate for
PECOQO, or 11.8%, and the 12.2% DCF-derived cost rate for PECO using a spot

price at May 31, 1997, the end result is 12.0%.
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Does Mr. DeardorfY believe that PECO’s risk has increased, but will recede in the
future?

Yes. Mr. Deardorff states on page 32 of his pre-filed direct testimony: "The
average data should not be considered in any analysis of long-term capital cost
rates. As the current filing progress, many of the uncertainties will be eliminated

with a subsequent decrease in investment risk."

Do you share Mr. Deardorff’s view in this regard?
If investors perceive a decrease in investment risk, the stock price should rise,
leading to a lower dividend yield. However, what would drive the higher stock
price would be an investor-anticipated higher growth rate. If it is assumed the
ultimate decision is that PECO should recover substantially all of its stranded
investment claim, the end result should be a higher stock price and a lower
dividend yield, but a growth rate not unlike analysts’ forecasts such as 5.0%, or not
unlike the growth rates forecast prior to the Legislature’s initiative to restructure
the electric industry in Pennsylvania. The sum of yield and growth, as I previously
indicated in this regard would be not less than 11.8%.

Since Mr. Deardorff’s conclusion is 10.50%, it is quite evident that Mr.
Deardorff gave great weight to an improperly calculated 10.55% 52-week cost rate

for PECO (which should be 11.80% using Mr. Deardorff’s sources of estimated
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growth rates) and the 10.44% barometer group DCF-derived cost rate which

understates the cost rate to PECO because the barometer group is less risky than

PECO.

You indicated earlier in your testimony that Mr., Deardorff’s 10.50% common
equity cost rate is below the zone of reasonableness. Can you offer evidence in
support of your opinion?

Yes. I have performed a DCF calculation for West Penn Power Company, which
is substantially less investment risky than PECO, using the same methodology
employed by Mr. Deardorff in arriving at his 10.50% PECO recommendation. One
would expect to find a DCF-derived cost rate below Mr. Deardorff's PECO
recommendation.

West Penn is a wholly-owned operating subsidiary of the Allegheny Power
System (APS). The common stock of West Penn Power is not actively traded since
1t is all held by APS, its parent. Accordingly, for the purpose of this calculation, I
have employed information pertaining to APS as a proxy for West Penn Power.
APS’s other two operating subsidiaries are Potomac Edison Corﬁpany and
Monongahela Power Company.

The results of my efforts are shown on Schedule 10 of Exhibit JEBr-2. As

can be seen by referring to Schedule 10, the 52-week average dividend yield ended
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May 1997 for APS is 5.89%. For the spot point in time at the end of May 1997,
it is 6.62%. In arriving at those dividend yields, my calculation reflects the reported
dividends projected for the year ahead by Value Line. This is the same procedure
employed by Mr. Deardorff. For clarification, it should be stated that I did not
have readily available the 52-week average price of stock for APS, so instead I
employed what I did have readily available, namely, 12 month-end prices in arriving
at the yearly average.

With respect to the growth rate, I employed the same methodology employed
by Mr. Deardorff, namely, 1 gave equal weight to the most recent S&P five-year
forecasted earnings per share and the Value Line five-year forecasted earnings per
share. The end result is a growth rate of 5%.

Adding together the dividend yield and the growth rate indicates that for the
12 months ended May 1997, the APS Deardorff method DCF-derived cost rate is
10.89%. Based on a spot price, it is 11.62%. The average of the two which is
exactly the method employed by Mr. Deardorff, is 11.25%. In short, this calculation
based upon a company whose investment risk is significantly lower than PECO’s
produces a Deardorff method DCF-derived cost rate significantly ‘above Mr.

Deardorff’s recommendation for PECO of 10.50%.

Can you be more specific with respect to the investment risk difference between
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APS and PECO?
Yes. As seen on Schedule 10, APS, including West Penn Power, has zero nuclear
generation, whereas PECO’s nuclear generation is 69%. In addition, APS’s average
bond rating for its operating subsidiaries, including West Penn Power, is A+, or a
numerical value of 5.0 compared to BBB+, or a numerical value of 8.0 for PECO.
The S&P business position for the average for the three operating subsidiaries of
APS is high average, or a numerical value of 3.3, whereas PECO’s is below average,
or a numerical value of 6.0. The Value Line reported common equity ratio for
APS is 44% compared with 47% for PECO. The S&P beta for APS is .75
compared with .90 for PECO. The APS S&P common stock ranking, as well as the
Value Line financial streng-th for APS is superior to PECO’s. The only element
where the two are equal is the Value Line safety ranking which, as I indicated
earlier in my testimony, does not encompass all elements of investment risk.
These data reveal beyond a shadow of a doubt that APS, including West
Penn Power, is significantly less investment risky than PECO, but employing the
Deardorff method and DCF exclusively, the indicated cost rate for common equity
capital is 11.25% compared to Mr. Deardorff's recommendation of ‘10.50% for

PECO.

Are you suggesting that the PECO market-required cost rate for common equity
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capital should be 11.25%?

No. These data simply suggest that Mr. Deardorff’s recommendation of 10.50% for
PECO is obviously far below the zone of reasonableness. As I have indicated
elsewhere in my direct testimony and this rebuttal testimony, I do not believe an
estimate of the market-required cost rate for common equity capital should be
derived solely and exclusively from DCF computations and as I have also stated,
the growth rate used in any computation needs to be related to the price used to
develop the dividend yield in the same computation, or an internal inconsistency

exists and a violation of DCF theory takes place.

Since Mr. Deardorff relies upon beta as one factor comparing relative risk, can you
quantify the investment risk difference between the Allegheny Power System and
PECO based upon beta difference?

Yes. If it is assumed that the market premium is 6.7% at the moment, and I
believe that is a fair estimate, and the beta difference between APS and PECO is
.15 (.90 - .75), then multiplying the .15 by the 6.7% market premium indicates a
common equity cost rate difference of approximately 100 basis poiﬁts, Or one
percentage point. Adding the one percentage point to the Deardorff method DCF-
derived cost rate for APS of 11.25% indicates the appropriate cost rate for PECO

is approximately 12.25%, or very close to my updated recommendation of 12.20%.

45



10

11

12

13

14

15

16

17

18

REBUTTAL TESTIMONY OF JOSEPH F. BRENNAN

Does the information presented on Schedule 10 address certain criticisms of your
testimony offered by Mr. Deardorff?

Yes. On page 32 of Mr. Deardorff’s pre-filed direct testimony, he faults me for
failing to consider generation mix as a selection criteria. I addressed that issue
earlier in my testimony, but based on the information presented on Schedule 10,
it is perfectly obvious that even when a company has no nuclear generation,
employing the Deardorff method to develop a DCF-derived cost rate for common

equity capital, the cost rate is higher than he recommends for PECO.

Is there another method that can be empioyed to determine if Mr. Deardorff’s
10.50% PECO common equity cost rate recommendation is below the zone of
reasonableness?

Yes. On page 30 of Mr. Deardorff’s pre-filed direct testimony, he states that the
Company’s pretax coverage would be 3.40 times if PECO experienced a 10.50%
return rate on common equity. Mr. Deardorff goes on to state that: "The 3.40
times interest coverage is fairly consistent with the S&P’s standard of 3.50 times

required for a company with a bond rating of BBB+. PECO’s long-term debt is

rated BBEB+."

Do you agree with Mr. Deardorff’s analysis?
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No. As previously discussed in regard to my comments concerning Dr. Legler’s
testimony, and as is shown on page 2 of Schedule 4 of Exhibit JFBr-2, S&P’s
criteria for the midpoint between long-term debt rated BBB and A of 3.15 and 4.15,
respectively, is before-income tax interest coverage of 3.65 times. Since PECO is
an above average investment risk utility in a very low business position according
to S&P (a numerical rating of 6 out of 7 as the floor), clearly something more than
3.65 times would be required to maintain the existing bond rating. More important,
however, is the fact that the average electric utility’s bond rating is A. Thus, any
rate of return on common equity, even if earned, which results in a coverage level
of only 3.40 times, dooms the Company to a competitive disadvantage in the money

market to attract debt capital.

Does that conclude your rebuttal testimony?

Yes.
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Schedule 1
(Updated)
g ompa
Overall Cost of Capital and
After-Income Tax Discount Rate
at December 31, 1996
Tax After -
Savings on Income Tax
Type of Woeighted Long-Term Woeightad
Line No. Capital Ratio (1) Cost Rate Cost Rale Debt Cost Rate
1. Long-Term Debt 431 % B.47 % (2} 365 % 1.51 % (3) 2.14 % (3)
2. MIPS Debt 33 921 (2} 0.30 0.13 0.17
3. Total Debt 46.4 3.95 1.64 2.31
4. Prefarred Stock 3.0 770 (2) 0.23 0.23
5. Common Equity 50.6 1220 (4) 6.17 6.17
6. Total Capital 100.0 % 10.35 % 8.71 %
Before-Income Tax Coverage of Long-Term
Debt Interest 377 x (5)

Notes: (1) Company provided December 31, 1986 capitai sbructure and related ratios reflective of ratemaking
deductions for unamortized costs related to tenders and calls.

Ratemaking
Amount Capitalization
Description ($ bill) Deduction (% bili Ratio
Long-Term Debt * $4.218 ($0.265) $3.953 43.1 %
Monthly Income
Preferred Shares
{MIPS) 0.302 -- 0.302 33
Total Debt 4.520 (0.265) 4.255 46.4
Preferred Stock 0.292 (0.020) 0272 3.0
Common Equity 4.646 -- 4.646 50.6
Total Capital $9.458 ($0.285) $9.173 100.0 %

* Including debt due within one year.

selling expansas as well call and tender costs.

{2) Long-term debt, MIPS debt and preferred stock cost rates provided by the Company refiective of issuance and

{3) Company-praovided combined federal and state effective income tax rate of 41.483%. Thus, 3.65% weighted cost

rate of long-term debt x 58.507% (100.000% - 41.493%) = 2.14% and 3.65% - 2.14% = 1.51% and the 0.30%

waighted cost rate of MiPS debt x 58.507% = 0.17% and 0.30% - 0.17% = 0.13%.
{4) As developed on Scheduie 2.

{5) Cverall rate of raturn of 10.35% - 3.95% total debt component = 8.40% total equity component / 58.507% (100.000%

- 41.493%) = 10.94% + 3.95% total debt componant = 14.89% before-income tax overall rate of return / 3.85%
long-term debt compenent = 3.77x.
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PECOQ Energy Company
Summary of Common Equity Cost Rate Recommendation
Check
Barometer
Group of
PECO Energy Nine Electric
Company Companiss (1)
I Discounted Cash Flow Model (2)
(A) Adjusted Dividend Yieid 89 % 6.4 %
(B) Growth Rate 2.6 4.3
(C) DCF Conclusion 11.5 % _ 107 %
. Capital Asset Pricing Model (3)
(A) Risk Free Rate 6.8 % 6.8 %
(B} Risk Premium 6.0 5.0
(C) CAPM Cost Rate 12.8 % 11.8 %
. Average of DCF (I) and CAPM (i) 12.2 % 11.3 %

Iv. Recommendation

Notes: (1) The barometer group is comprised of the following nine electric companies:

American Elactric Power Co., Inc.
Boston Edison Company
CINergy Corporation

DQE, Inc.

DTE Energy Company

Entergy Corp.

GPU, Inc.

lllinova Corporation

PP&L Resources, Inc.

(2) As supported by the information shown on Schedule 17 {updated).

(3) As supported by the information shown on Schedule 18 {updated).



Years
1955

1987
198B
1989
1980
1991

1992
1093
1994

Avg.

Jan. 1995
Feb.1995
Mar.1995
Apr.1995
May 1995
Jun.1995
Jul, 1995
Aug.1895
Sep.1985
Ocl. 1935
Nov.1985
Doc.1995

Avg.

Jan.18896
Feb.1996
Mar. 1896
Apr.1956
May 1996
Jun.1986

Jul.1896
Aug.1996
Sep.1996
Ocl.1996
Nov, 1986
Dec.1996

Avg.

Jan, 1997
Feb. 1897
Mar, 1897
Apr. 1997
May 1997
Jun. 1997

Ava.

Noles:

Source of Information: Moody's Inveslors Service

@

Comparison of Interest Rates for Investmenl Grade Long-Tarm Debl
for Investor-Owned Public Utllity and Industrial Companies for 1955,
lhe Ten Years Ending 1996 and 1997 to date

Aaa Raled Aa Raled A Ralad Baa Rated
Publlc Public Public Public
ili i Spread Utililies Industrials Spread Utlliligs Indusliials Spread Ulilitles Inctustiials Spread
309 % 3.00 % 0.09 % 313 % ERRA 0.02 % 322 % 316 % D.06 % 343 % 34T % (0.04) %
9.52 8.22 0.30 8.77 9.59 0.18 10,10 9.88 0.22 10.53 10.62 {0.09)
10.05 9.36 0.69 10.26 962 0.64 10.49 8.89 0.50 11.00 10.66 0.34
932 919 0.13 9.56 9.36 0.20 9.77 9 0.06 5.98 10.38 {0.40)
9.45 9.19 0.26 9.65 9.45 0.20 9.86 877 0.09 10.06 10.64 (0.58)
8.85 8.69 0.16 9.09 9.00 0.09 9.36 9.25 G141 9.55 10.05 {0.50)
8.19 B.09 0.10 8.55 8.37 G.18 B.69 8.53 0.16 8.86 9.08 (0.22)
7.29 714 0.15 7.44 737 0.07 1.59 7.57 .02 7.9 7.95 {0.04)
8,08 7.88 0.20 821 8.09 012 8.30 825 0.05 4,63 8.62 oY1) |
884 % 859 % 025 % 207 % 886 % Q21 % 927 % 912 % 015 % 957 % 975 % 10.19)%
8.50 % 8.38 % 0.12 % 8.66 % B53 % 013 % B3 % 867 % 0.06 % 815 % 2.01 % 014 %
8.23 8.19 0.14 845 8.32 0.13 8.52 B.44 0.08 8.93 8.77 0.16
8.18 8.06 0.12 8.28 8.18 Q.11 8.37 B.29 0.08 8.78 8.62 0.16
8.08 7.98 0.10 8.17 8.06 011 8.27 8.19 0.08 B.67 852 0.15
7.1 7.58 0.13 7.80 7.68 0.12 7.91 7.80 0.11 8.30 8.10 0.20
7.39 i 0.18 7.48 7.36 D13 7.60 7.46 0.14 8.01 7.79 0.22
7.51 ) 0.20 7.60 7.48 0.12 7.70 7.60 0.10 8.11 7.97 0.14
7.66 747 0.18 X 7.65 0.06 7.83 7.7 0.08 8.24 8.15 0.08
7.42 7.21 0.21 7.48 741 0.07 7.62 7150 0.12 7.98 7.88 0.10
7.23 7.02 0.21 7.30 7.24 0.06 7.45 7.32 0.14 7.82 7.68 0.14
7.13 6.90 0.23 7.22 7.13 0.09 7.43 7.20 0.23 7.81 7.55 0.28
8.94 870 Q.24 103 695 0.08 1.23 102 0.21 163 135 028
187 % 150 % Q11 % LIT % 187 % 210 % 189 % 11T % 012 % B29 % 812 % 017 %
692 % 6.69 % 0.23 % 702 % 695 % 0.07 % 722 % 703 % 019 % 764 % 729 % 0.35 %
7.1 6.86 0.25 7120 7.12 0.08 7.37 7.24 0.13 7.78 7.47 o
7.45 7.25 0.20 7.55 7.49 0.06 7.73 7.63 0.10 8.15 791 0.24
7.60 7.40 0.20 7.70 7.65 0,05 7.89 7.76 0.13 8.32 8.06 0.28
7.73 7.82 0.21 7.79 71.75 0.04 7.98 7.0 p.08 B8.45 8.14 o
7.83 7.59 0.24 7.87 7.06 0.01 8.06 7.98 0.08 B.51 8.28 0.23
7.78 7.5 0.27 7.83 7.81 0,02 8.02 791 0.11 B.44 8.23 o2
7.59 7.33 0.26 7.66 7.63 0.03 7.84 7.69 0.15 B.25 8.09 0.16
7.76 7.55 0.21 7.84 7.80 0.04 8.01 7.89 0.12 8.41 8.28 0.13
7.50 7.28 0.22 760 755 0.05 177 7.62 015 8.15 7.98 017
7.2 6.99 0.22 7.32 7.29 0.03 749 7.34 0.15 7.87 7.70 017
133 107 0.26 71.44 138 Q.06 159 143 0,16 188 189 0,18
148 % 125 % 023 % 151 % 132 % 004 % 1153 % 182 % 013 % 816 % 194 % 023 %
753 % 730 % 0.23 % 768 % 758 % 0.10 % 797 % 764 % 0.13 % B.18 % 8.00 % 0.18 %
747 T.14 0.33 7.60 7.47 0.13 7.64 7.82 0.12 8.02 7.88 0.16
7.70 7.40 0.30 7.84 7.70 D.14 7.87 1.76 0.11 B.26 8.08 0.17
7.87 7.58 0.29 8.00 7.85 0.15 8.03 7.93 D.10 8.42 8.25 0.17
1.72 7.45 0.27 785 7.74 0.1 7.88 763 0.06 8.28 8.12 0.16
1.66 1.38 0.28 .80 168 012 182 Lz 0.05 a1 80§ 0.15
166 % 138 % 0.28 % 180 % 161 % 013 % 184 % 114 % 008 % 823 % 8.06 % 017 %

{1} All Yields-are distribuled ylelds.
(2) Closing yields on June 3, 1897.
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Schedule 3
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Moody's (Updated)
Comparison of Interest Rates for Investment Grade Long-Term Debt
for Investor-Owned Public Utility and Industrial Companies for 1955,
the Ten Years Ending 1996 and 1997 to date
Yield Spread Yield Spread Yield Spread
Aavs. Aaa Avs. Aa Baavs. A
Public Utility Industrial Bublic Utility Industrial Public Utility Industriai
1955 0.04 % 0.11 % 0.09 % 0.05 % 0.21 % 031 %
1987 0.25 0.37 0.33 0.29 043 0.74
1988 0.21 0.26 023 0.37 0.51 0.67
1989 024 0.17 0.29 0.35 0.21 0.67
1890 0.20 0.26 0.21 0.32 0.20 0.87
1891 024 0.31 0.27 0.25 0.19 0.80
1892 0.36 0.28 0.14 0.16 0.17 0.55
1993 0.15 0.23 0.15 0.20 0.32 0.38
1984 015 023 0.08 016 033 0.37
Avg. 0.23 % Q27 % 020 % 0.26 % 030 % 063 %
Jan.1985 0.16 % 0.15 % 0.07 % 0.14 % 0.42 % 0.34 %
Feb.1985 0.12 0.13 0.07 0.12 0.41 0.33
Mar. 1985 0.11 0.12 0.08 0.11 0.41 0.33
Apr.1995 0.09 0.08 0.10 0.13 0.40 0.33
May 1895 0.09 0.10 0.11 0.12 0.39 0.30
Jun.1995 0.10 0.15 0.11 0.10 0.41 0.33
Jul. 1985 0.09 0.17 0.10 012 0.41 0.37
Aug.1985 0.05 0.18 0.12 0.10 0.41 0.40
Sep.1895 0.06 0.20 0.14 0.09 0.36 0.38
Oct 1995 0.07 0.22 0.16 0.08 0.36 0.36
Nov.1995 0.09 0.23 0.21 0.07 0.38 0.35
Dec.1985 0.09 0.25 0.20 0.07 0.40 0.33
Avg. 0.0 % Q17 % Q12 % Q10 % 040 % 035 %
Jan. 1996 0.10 % 0.26 % 0.20 % 0.08 % 0.42 % G.26 %
Feb.1998 0.09 0.26 0.17 0.12 0.41 0.23
Mar. 1996 0.10 0.24 0.18 0.14 0.42 G.28
Apr.1996 0.10 0.25 0.19 0.11 0.43 0.30
May 1996 0.08 0.23 0.19 0.15 0.47 0.24
Jun. 1896 0.04 0.27 0.1¢ 0.12 0.45 0.30
Jul. 1996 0.05 0.30 0.19 0.10 0.42 0.32
Aug.1996 0.07 0.30 0.18 0.06 0.41 0.40
Sep.1696 0.08 0.25 0.17 0.09 0.40 0.39
Oct. 1996 0.10 0.27 0.17 0.07 0.38 0.36
Nov.1996 0.11 0.30 0.17 0.05 0.38 0.36
Dec.1996 g1t 0.31 0.15 0.05 0.38 0.37
Avg. 000 % 027 % Q.18 % 010 % 041 % 0.32 %
Jan. 1997 0.15 % 0.28 % 0.09 % 0.06 % 0.41% 0.36 %
Feb. 1997 0.13 0.33 0.04 0.05 0.38 0.34
Mar. 1997 0.14 0.30 0.03 0.06 0.39 033
Apr, 1997 0.13 027 0.03 0.08 0.39 0.32
May 1997 013 0.29 0.04 0.09 0.38 0.29
Jun. 1897 (2) 014 0.30 0.02 0.09 0.39 Q.28
Avg. 014 % 029 % Q.04 % 0.07 % 039 % 032 %

Notes: (1) All Yields are distributed yields.
{2) Closing ytelds on June 3, 1997.

Source of Infformation: Moody's Investors Service
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Interest Rate Trends - Historical and Projected
Estimates of the Consumer Price Index,
GDP Implicit Price Deflator(l) and Interest Rates for 1997

Estimated Average 1597

A Rated
Consumer GDP Implicit Public
Price Price Prime Utility Treasury Treasury

Index(2) Deflator (2) Rate(2) Bonds(3) Bonds(2) Bills(2)

The Value Line

Investment Survey 2.5% 2.3% 8.6% N/A 6.9% 5.4%
Standard & Poor’s Corp. 2.6 2.1 N/A N/A 7.0 5.5
Blue Chip Financial

Forecasts(4) 2.7 3.2 8.6 8.0s% 6.9 5.4

Notes:

{1) Based upon an annual rate of increase or percent change.

(2) Based on estimated data for the year 1997.

(3) The average spread in yield during the five years ended 1996 between public utility
bonds rated AAA and AA is about 0.17%; between AA and A is about 0.14%; and between A
and BBB is about 0.33%. A rated public utility bonds are estimated by Blue Chip
Financial Forecasts to yield 8.0% for the four-quarter period ending December 31,
1997. These forecasts suggest that the BBB rated public utility bonds average yield
will be about 8.3%, A rated about 8.0% and AA rated about 7.9%. Actual June 3, 1997
distributed yields on public utility bonds for AAA, AA, A, and BBB ratings are 7.66%,
7.80%, 7.82%, and 8.21%, respectively (page 1 of this Schedule).

(4) Average for the four-quarter period ending December 31, 1997 based upon first quarter

1997 actual information and estimated information for the second, third, and fourth
gquarters 1997.

Source of Information: Value Line Investment Survey - Selection & Opiniom,

May 30, 1997
Standard & Poor’'s Trends & Projections, May 15, 1997
Blue Chip Financial Forecasts, June 1, 1997
Moody's Investors Service
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Rate of Return on Average Book Common Equity (1)
Historic Comparison of PECO Energy Company
and the Barometer Group of Nine Electric Companies
for the Years 1987 - 1996, Inclusive and 1997 Spot

PECO Energy
Year Company
1997 Spot (3) 9.8 %
1996 (P) 10.9
1995 133
1994 9.1
1993 13.1
1992 10.6
1991 12.5
1980 7.2 (5
1989 13.5
1988 13.4
1987 13.0
5 Year Average 114 %
1992 - 1996
5 Year Average 11.9 %
1887 - 1991

See page 2 of this schedule for Notes,

Barometer Group
of Nine Electric

Companies (2)

11.3 %

11.3
12.0
10.0
11.3 4)
1.7

11.9
11.9 (6)

121 ()
12.4 (8)
13.4 (9)

11.2 %

123 %
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PECO Energy Company
Rate of Return on Average Book Common Equity (1)
Historic Comparison of PECO Energy Company
and the Barometer Group of Nine Electric Companies
for the Years 1987 - 1996, Inclusive and 1997 Spot

{P) Preliminary. 1996 data are final for Entergy Corp., lllinova Corp. and
PP&L Resources, Inc. and preliminary for PECO Energy Co. and the
remaining companies in the barometer group.

Notes: (1 Rate of Return on Average Book Common Equily = income available
for comman equity divided by average of beginning and ending year's
balance of book common equity.

{2) - Arthmetic average of achieved results for ali individual companies
in the group.

(3) Spot 1997 rate of returmn on average book commaon equity = latest
12 months reported earnings per share divided by 1996 year-end
book value per share.

(4) Excludes $200.400 million in disallowed Clinton Station after-tax
post-construction costs for lilinova Corporation and $222.759 after-tax
non-recurring write-off of a portion of the Zimmer Generating Station for
CINergy Corporation. !f these costs were included, the 1893 average
rate of return for the Barometer Group would have been 8.1%.

5) Excludes $250.000 million, after-tax, of Limerick Unit No. 2
disallowances. [f these costs were included, the 1990 average rate
of return for PECQ Energy Company would have been 0.4%.

(6) Excludes $135.618 million in disallowed Clinton Station after-tax
post-construction costs for lllinova Corporation. f these costs were
included, the 1990 average rate of return for the Barometer Group
would have been 10.9%.

{7 Exeludes $106.280 million non-recurring after-tax charge relative to
Department of Public Utilities and Wholesale Setlement Agreements
for Boston Edison Company, $345.762 in disallowed Clinton Station
after-tax post-construction costs for Hinova Corporation and an
aggregate $862.485 in after-tax write-offs due to the Project Olive Branch
Settlements for Entergy Corporation. !f these costs were included, the
1989 average rate of retumn for the Barometer Group would have been
6.1%.

£:] Excludes $624.335 million in after-tax value of non-recurring disallowed
plant costs for DTE Energy Company. if these costs were included,
the 1988 average rate of return for the Barometer Group would have
been 9.7%.

{9) Excludes $91.311 million in after-tax non-recurring write-off of a portion
of the Zimmer Generating Station for CINergy Corporation and $72.900
million after-tax write-off of previously deffered Grand Gulf 1 Costs for
Entergy Corporation. if these costs were included, the 1987 average
rate of return for the Barometer Group would have been 12.2%.

Source of Information: Standard & Poor's Compustat Services, Inc.,
Utility Compustat Il
Moody's Public Utility Manuals
Annual Reports to Shareholders



Year

1997 Spot (3)

19986 (P)
1995
1994
1983
1992

1981
1980
1989
1988
1987

5 Year Average

1992 - 1996

5 Year Average

1987 - 1991

Notes:

Source of Information;

)

M
)
3

PECC Energy Company
Market / Book Ratio {1)

Historic Comparison of PECO Energy Company
and the Barometer Group of Nine Electric Companies
for the Years 1987 - 1996, Inciusive and 1897 Spot

PECO Energy Company

Average

Book Value

$20.87

20.63
19.80
19.33
18.74
17.96

1719
17.18
17.82
17.29
17.83

Market/
Book Ratio

96.4 %

134.5
136.9
138.7
157.4
137.5

128.5
110.6
124.5
110.3
119.9

1410 %

118.3 %
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Barometer Group
of Nine Electric

Companies (2)

133.7 %

143.6
135.8
128.3
149.8
138.1

131.2
118.3
113.3

86.4
101.0

139.1 %

112.0 %

Preliminary. 1996 data are final for Entergy Corp., lllinova Corp. and
PP&L Resources, Inc. and preliminary for PECO Energy Co. and the
remaining companies in the barometer group.

Market / Book Ratio = average of yearly high-low market price divided by

average beginning and ending year's book value per share.

Arithmetic average of achieved results for all individual companies

in the group.

Spot 1997 Market / Book Ratio = spot market price on 06/17/97 divided by
1996 year-end book value per share. The market price of a share of PECO
Energy Company on 06/17/97 was $20.125.

Standard & Poor's Compustat Services, Inc.,
Utility Compustat (|
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PECO_Energy Company
Stock Price and Interest Rates at Peaks
and Troughs of Last Several Business Cvcles
Dow Jones Dow Jones
Industrial Utilicy Average
Qfficial (2 (2) Yield on
Turning Points AVE. % Avg, % ‘A’ Public
in Businegs Cycle Index Chng. Index Chng. Util. Bonds
Jan. 1962 (Trough) 707.5 125.7 4 . 65%
Dec. 1969 (Peak) 787.5 11.3% 108, 2 (13.9%) 8.59
Nov. 1970 (Trough) 774.2 (2.0) 111.3 2.9 8.79
Nov. 1973 (Peak) 883.13 14.1 93 .4 (16.1) 8.15
Mar. 1975 (Trough) 765.0 (13.4) 78.0 {(16.5) 9,72
Jan. 1980 (Peak) 851.1 11.3 108.6 39.2 12.27
July 1980 (Trough) 904 .2 6.2 113.6 4 6 12.26
July 1981 (Peak) 946.1 4.6 107.8 {(5.1) 16.21
Nov. 1982 (Trough) 1025.7 8.4 119.3 10.7 14.46
Jan. 22, 1987 - - 227 .8(1) 90.9 8.86
Aug. 25, 1987 2722.4(1) 165.4 - - 10.47
Cet. 19, 1987 1738.4 (36.1) 161.0 (29,33 11.75
July 1990 (Peak) 2905.2 67.1 210.0 30.4 9.75
Mar. 1991 (Trough) 2914 .4 0.3 214.3 2.0 9.55

June 11, 1997 7575.83 159.9 220.586 2.8 7.82 (3)

Notes: (1) Peak of market values prior to October 19, 19387.
(2) Average of high and low for the month.
(3) Latest available information at June 3, 1997.

Source of Information: Business Conditions Digest
Moody‘’s Public Utility Manual 1985
Moody's Municipal and Government Manual, 1984
Standard and Poor's Statistical Service
Security Price Index and Current Statistics
Moody's Investors Service
Wall Street Journal, June 12, 1997



PECO Energy Company
Average Investment Horizon {1) and Current Institutional Holdings (2} for
PECO Energy Company and the
Barometer Group of Nine Electric Companies

for the years 1892 - 1998

Common Stock Turnover
Rate in Years

Five-Year
Average
1996 (P} 1995 1994 1993 1992 1992-1996
PECO Energy Company 15 24 21 2.3 2.1 2.0
Barometer Group of Nine
Electric Companies

American Electric Power Co., Inc. 2.0 23 21 2.7 28 2.4
Boston Edison Company 1.2 20 1.8 24 1.6 1.8
ClINergy Corporation 1.8 2.2 24 20 2.2 21
DQE, inc. 2.3 25 2.7 28 24 25
DTE Energy Company 1.4 21 1.7 22 25 2.0
Entergy Corp. 1.5 1.7 1.5 15 1.8 1.6
GPU, inc. 1.4 1.7 1.6 1.6 1.5 15
Illinova Corporation 1.4 16 1.3 2.1 1.8 1.6
PP&L Resources, Inc. 3.0 2.0 2.5 4.2 4.2 3.2
Average 18 20 19 2.4 2.3 21

(P) Preliminary. 19896 data are final for Entergy Corp., linova Corp. and PP&L Resources,
Inc. and prefiminary for PECO Energy Co. and the remaining companies in the

barometer group.
Notes: (1) The average investment horizon is calculated by dividing average common shares
outstanding by common shares traded.

{2) The percentage of institutional holdings is calculated by dividing the number of shares held
by institutions by the number of shares outstanding.

Source of Information:  Standard & Peor's Compustat Services, Inc., Utility Compustat ||
Standard & Poor's Stock Guide

June 1897
Percentage of
Institutional
Holdings (2)

464 %

35.0 %
36.9
50.2
348
358
66.8
66.5
65.3
aLs

48.5 %
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Year
1997 Spot (3)

1896 (P)
1995
1994
1983
19@2

1991
1990
1989
1988
1987

5 Year Average
1992 - 1996

5 Year Average
1987 - 1991

PECO Energy Company
Eamings / Price Ratio (1)

Historic Comparison of PECO Energy Company
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and the Barometer Group of Nine Electric Companies
for the Years 1987 - 1996, Inclusive and 1997 Spot

PECO Energy Company

Eamings
Per Share

$2.07

2.24
264
1.76
245
1.90

2.15
0.07
2.36
233
2.33

See page 2 of this schedule for Notes.

Earnings/

Price Ratio

10.3 %

8.1
9.7
6.6
8.3
7.7

9.9

6.5 (5
10.8
12.2
10.9

8.1 %

101 %

Barometer Group
of Nine Electric
Companies (2)

84 %

7.9
8.9
7.7
7.7 (4)
8.4

8.9

9.8 (6)
103 (0)
13.0 (8)
14.0 (9)

81 %

1.2 %
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Earnings / Price Ratio (1)
Historic Comparison of PECO Energy Company
and the Barometer Group of Nine Electric Companies
for the Years 1987 - 1996, Inclusive and 1997 Spot

(P} Preliminary. 1996 data are final for Entergy Corp., lllinova Corp. and
PP&L Resources, Inc. and preliminary for PECO Energy Co. and the
remaining companies in the barometer group.

Notes: (N Earnings / Price Ratio = latest reported earnings per share divided by
average yearly high-low market price,

(2)  Anthmetic average of achieved results for all individual companies
in the group.

&) Spot 1997 Earnings / Price Ratio = latest 12 months eamings per
share divided by spot market price on 06/17/97. The market price of
PECO Energy Company common stock on 08/17/97 was $20.125.

4 Excludes $200.400 miliion in disallowed Clinton Station after-tax
post-construction costs for lllinova Corporation and $222.759 after-tax
non-recurring write-off of a portion of the Zimmer Generating Station for
CINergy Corporation. if these costs were included, the 1993
earnings/price ratio for the Barometer Group would have been 5.3%.

5) Excludes $250.000 million, after-tax, of Limerick Unit No. 2 disailowances.
if these costs were included, the 1990 earnings/price ratio for
PECC Energy Company would have been 0.4%.

(6) Excludes $135.618 million in disallowed Clinton Station after-tax
post-construction costs for lllinova Corporation. If these costs were
included, the 1990 earnings/price ratio for the Barometer Group
would have been 8.5%.

7 Excludes $106.280 million non-recurring after-tax charge relative to
Department of Public Ulilities and Wholesale Setlement Agreements
for Boston Edison Company, $345.762 in disallowed Clinton Station
after-tax post-construction costs for lllinova Corporation and an
aggregate $862.485 in after-tax write-offs due to the Project Olive Branch
Setilements for Entergy Corporation. If these costs were included, the
1989 earnings/price ratio for the Barometer Group would have been
3.3%.

(8 Excludes $624.335 miilion in after-tax value of non-recurring disallowed
plant costs for DTE Energy Company. If these costs were inciuded,
the 1988 earnings/price ratio for the Barometer Group would have
been 9.8%.

)] Excludes $81.311 million in after-tax non-recurring write-off of a portion
of the Zimmer Generating Station for CINergy Corporation and $72.900
millicn after-tax write-off of previously deffered Grand Gulf 1 Costs
for Entergy Corporation. If these costs were included, the 1987
earnings/price ratio for the Barometer Group would have been 12.8%.

Source of Information: Standard & Poor's Compustat Senvices, inc.,
Utility Campustat Il
Moody's Public Utility Manuals
Annual Reports to Shareholders



Year
1897 Spot (4)

1996 (P)
1995
1994
1993
1892

1991
1990
1989
1988
1887

5 Year Average
1992 - 1996

5 Year Average
1987 - 1991

FPECO Energy Company

Common Dividend Yield (1) and Dividend Payout Ratio (2)

Historic Comparison of PECQ Energy Company

and the Barometer Group of Nine Electric Companies
for the Years 1887 - 1986, inclusive and 1997 Spot

PECO Energy Company

Dividends

Per Share

$1.80

1.76
1.65
1.55
1.43
1.33

1.23
1.45
2.20
2.20
220

Dividend
Payout
Ratio

87.0 %

78.2
62.4
87.9
58.4
69.8

57.1
116.9 (6)
93.1
94.7
94.8

71.3 %

81.3 %

See page 2 of this schedule for Notes.

Dividend
Yieid

8.9 %

6.3
6.1
5.8
4.8
54

56
7.6
10.1
11.5
10.3

57 %

9.0 %
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Barometer Group of
Nine Electric Companies (3)

Dividend
Payout
Ratio

75.7 %

76.4
71.9
89.9
73.1 (5)
70.8

86.1
59.0 (7)
84.4 (8)
70.2 (9)
57.3 (10)

76.4 %

674 %

Dividend

Yield
6.2 %

59
6.3
6.5
54
5.8

5.8
6.1
7.1
8.2
7.2

6.0 %

6.9 %
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PECO Energy Company
Common Dividend Yield (1) and Dividend Payout Ratio (2)

Historic Comparison of PECO Energy Company
and the Barometer Group of Nine Electric Companies
for the Years 1987 - 1986. Inclusive and 1997 Spot

(P) Preliminary. 1996 data are final for Entergy Corp., llinova Corp. and
PP&L Resources, Inc. and preliminary for PECO Energy Co. and the
remaining companies in the barometer group.

Notes: {1) Dividend Yield = yearly dividends per share divided by average yearly high-low
market price,

(2) Dwidend Payout Ratio = dividends divided by income available for commen equity.

(3) Arithmetic average of achieved results for all individual companies in the group.

{4) The 1997 spot dividend payout ratio = the current annualized dividend per share
divided by latest reported 12 months eamings per share. The 1997 spot
dividend yield = current annualized dividend per share divided by the spot market
price on 06/17/97. The market price of PECO Energy Company common stock on
06/17/97 was $20.125.

(5) Excludes $200.400 million in disallowed Clinton Station after-tax
post-construction costs for lllinova Corporation and $222.759 after-tax
non-recurring write-off of a portion of the Zimmer Generating Station for
CINergy Corporation. If these costs were included, the 1993 dividend
payout ratio for the Barometer Group would have been 2.8%.

(6) Excludes $250.000 million of Limerick Unit No. 2 disallowances. If
these costs were included, the 1990 dividend payout ratio for
PECQ Energy Company would have been 2007.2%.

(7) Excludes $135.618 million, after-tax, in disallowed Clinton Station after-tax
post-construction costs for llinova Corporation. Because llinova
Corporation paid no common dividends in 1890, even if these costs were
included, the 1990 dividend payout ratio for the Barometer Group
would have been 59.0%.

(8) Excludes $106.280 million non-recurring after-tax charge relative to
Department of Public Utllities and Wholesale Settlement Agreements
for Boston Edison Company, $345.762 in disallowed Clinton Station
after-tax post-construction costs for lllinova Corporation and an
aggregate $862.485 in after-tax write-offs due to the Project Olive Branch
Settlements for Entergy Corporation, !f these costs were included, the
1989 dividend payout ratio for the Barometer Group woutd have been 13.6%.

(9) Excludes $624.335 million in after-tax value of nen-recurring disallowed
plant costs for DTE Energy Company. If these costs were included, the
1988 dividend payout ratio for the Barometer Group would have been 52.5%.

(10) Excludes $91.311 million in after-tax non-recurring write-off of a portion
of the Zimmer Generating Station for CINergy Corporation and $72.200
million after-tax write-off of previously deffered Grand Guif 1 Costs for
Entergy Corporation. If these costs were included, the 1987 dividend
payout ratio for the Barometer Group would have been 63.1%.

Source of Information: Standard & Poor's Compustat Services, Inc.,
Utility Compustat [}
Moody's Pubiic Utility Manuals
Annua! Reports to Shareholders



PECO_ENERGY COMPANY
CAPITALLZATION AHD FINANCIAL STATISTICS
1992 - 1996, INCLUSIVE

1996P) 1995 1994 1993 1992
AMOUNT OF CAPITAL EMPLOYED (THOUSANDS OF DOLLARS)
TOTAL PERMANENT CAPITAL $9,641,130 $9,905,400 $10,055,330 $10,203,690 $10,188,720
SHORT-TERM DEBT 287 500 0. 11,500 119,350 110,500
TOTAL CAPITAL EMPLOYED $9,928,630 $9,905,400 $10,066,830 $10,323,040 $10,299,220
INDICATED AVERAGE CAPITAL COST RATES
LONG TERM DEBT HA NA NA 7.5% 8.3%
PREFERRED STOCK 7.5 7.4 7.6 7.8 8.7
FINANCIAL RATIOS-MARKET BASED
EARNINGS/PRICE RATIO B.1% 9.7% 6.6% 8.3% 7.74
MARKET fAVERAGE BOOX RATIO 134.5 136.9 138.7 157.4 137.5
D1VIDEND Y1ELD 6.3 6.1 5.8 4.8 5.4
DIVIDEND PAYQUT RATIO 78.2 62.4 87.9 58.4 69.8
CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT 45.6% 48.3% 51.3% S2.2% 54.1%
PREFERRED STOCK 6.2 6.0 5.9 6.0 6.4
COMMON EQUITY 48.2 45.7 42.8 41.8 39.5
100.0% 100.0% 100.0% 100.0% 100.0%
BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT TERM 47.2% 48.3% 51.4% 52.8% 54.6%
PREFERRED STOCK 6.0 6.0 5.9 5.9 &.4
COMMON EQUITY 46.8 45,7 42.7 41.3 39.0
160,0% 100,0% 100.0% 100.0% 100.0%
COVERAGES- INCLUDING ALL AFUDC {2)
BEFORE INCOME TAXES: ALL INTEREST CHARGES 3.3x 3.5x 2.6x 3.0x 2.4x
AFTER INCOME TAXES: ALL INTEREST CHARGES 2.4 2.5 2.0 2.3 1.9
OVERALL COVERAGE: ALL INTEREST + PFD. DIV, 2.2 2.3 1.8 2.0 1.7
COVERAGES-EXCLUDING ALL AFUDC (3)
BEFORE INCOME TAXES: ALL INTEREST CHARGES 3.3x 3.4x 2.6x 3.0x 2.3x
AFTER IMCOME TAXES: ALL 1NTEREST CHARGES 2.4 2.4 2.0 2.2 1.9
OVERALL COVERAGE: ALL INTEREST + PFD. DIV. 2.1 2.2 1.8 2.0 1.7
QUALITY OF EARNINGS
OTHER INC./PRE-TAX GROSS INC. INCL. AFUDC (4) 1.4% 5.7% & 1% 2.5% (6.5%)
AFUDC/INCOME AVAJLABLE FOR COMMON EQUITY 4.0 4.6 5.7 4.4 4.9
EFFECTIVE INCOME TAX RATE 38.5 40.6 36.4 38.3 3.9
HET CASH FLOW/CAPITAL EXPENDITURES (5} 164 .1 182.0 104.6 164.5 159.7
EFUNDS FROM OPERATIONS/PERMANENT CAPITAL (&) 13.3 13.8 9.4 12.2 12.3
FUNDS FROM OFERATIONS/TOTAL DEBT (7) 27.3 28.6 18.2 22.8 22.2
FUNDS FROM OPERATIONS INTEREST COVERAGE (8) 4.3x% 4.2% 3.2x 3.6x 3.4%
COMMON DIVIDEND COVERAGE (9) 3.1 3.7 2.6 3.8 4.1

SEE PAGE 2 FOR NOTES.
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PECOQ Enerqy Company (Updated)
Capitalization and Financial Statistics
1992-1996, Inclusive

Preliminary

Computed by relating actual long-term debt interest or preferred stock dividends booked to average of
beginning and ending long-term debt or preferred stock reported to be outstanding.

Coverages - including all AFUDC represent the number of times available earnings, including all AFUDC
(allowance for funds used during construction), as reported in its entirety included as income, cover fixed
charges. AFUDC includes allowance for borrowed and other funds used during construction.

Coverages - excluding all AFUDC represent the number of times available earnings, excluding all AFUDC,
cover fixed charges.

Other Income / before-income tax gross income in¢luding AFUDC is non-operating income (net of expenses
and non-income taxes) including all AFUDC as reported in its entirety, as a percentage of income available
for fixed charges, including all AFUDC, before income taxes.

Net cash fiow / capital expenditures is the percentage of capital expenditures, excluding all AFUDC, provided
by funds from operations, excluding all AFUDC, and after payment of all cash dividends.

Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC), as a perceniage of permanent capital (long-term debt, current
maturities and preferred and preference stock and common equity).

Funds from operations (as defined in Note 6), as a percentage of ending total debt.

Funds from operations (as defined in Note 6) plus interest charges divided by interest charges.

Common dividend coverage is the relationship of internally generated funds from operations excluding all
AFUDC, and after payments of preferred stock dividends to common dividends.

Bond Ratings
June 1997
Moody's S&P
PECOQ Energy Company Baa1 B8BB+

Source of Information: PECO Energy Company 1994 and 1995 Annual Reports to Shareholders

Standard & Poor's Compustat Services, Inc., Utility Compustat Ii
Moody's Investors Service
Slandard & Poor's Utility Rating Service



BAROMETER GROUP_OF NINE ELCTRIC COMPANIES
CAPITALIZATION AND FINANCIAL STATISTICS (1)
1992 - 1996, INCLUSIVE

1996y 1995 199 1993 1992
AMDUNT OF CAPITAL EMPLOYED ( THOUSANDS OF DOLLARS)
TOTAL PERMANENT CAPITAL $6,899,530 $6,754,050  $6,674,490  $6,453,020  $5,907,410
SHORT-TERM DEBY 229,190 149,750 188,060 138,100 103,630
TOTAL CAPITAL EMPLOYED $7,128,720 $6,903,800 $6,862,550 $6,591,120 $5,011,040
INDICATED AVERAGE CAPITAL COST RATES (2)
LONG TERM DEBT 7.0% 7.0% 7.2% 7.5% 8.3%
PREFERRED STOCK 7.3 7.5 6.8 7.2 7.7
FINANCIAL RATIOS-MARKET BASED 5 YEAR AVERAGE
EARNINGS/PRICE RATID 7.9% 8.9% 7.7% 5.3% 8.4% 7.6%
MARKET/AVERAGE BOOK RAT!D 143.6 135.8 128.3 149.8 138.1 1391
DIVIDEND YIELD 5.9 6.3 6.5 5.4 5.8 6.0
DIVIOENG PAYOUT RATIO 76.4 71.9 89.9 2.8 70.8 62.4
CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT 49.8% 50.3% 51.1% 5%.7% 51.7% 50.9%
PREFERRED STOCK 6.2 6.4 7.4 7.4 7.8 7.0
COMMON EQUITY 44.0 43.3 41.5 40.9 - 40.5 42.1
100.0% 100.0% 100.0% 100. 0% 100.0% 100.0%
BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT TERM 52.0% 51.7% 52.8% 53.0% 52.9% 52.5%
PREFERRED STOCK 5.9 6.2 7.1 7.2 7.6 6.8
COMMON EQUITY 42.1 42.1 40.1 39.8 39.5 40.7
100.0% 100. 0% 700.0% 100, 0% 100.0% 100.0%
COVERAGES-INCLUDING ALL AFUDC (3)
BEFORE INCOME TAXES: ALL INTEREST CHARGES 3.3x 3.3x 2.7x 2.6x 2.7x 2.9%
AFTER INCOME TAXES: ALL INTEREST CHARGES 2.4 2.4 2.1 1.9 2.2 2.2
OVERALL COVERAGE: ALL INTEREST + PFD. DIV. 2.2 2.2 1.9 1.7 1.9 2.0
COVERAGES-EXCLUDING ALL AFUDC (4)
BEFORE 1NCOME TAXES: ALL INTERESY CHARGES 3.3x 3.3x 2.6x 2.5x 2.7x 2.9%
AFTER INCOME TAXES: ALL INTEREST CHARGES 2.4 2.4 2.1 1.9 2.1 2.2
OVERALL COVERAGE: ALL INTEREST + PFD. DIV. 2.2 2.1 1.9 1.7 1.9 2.0
QUALITY OF EARNINGS
OTHER IMC./PRE-TAX GROSS INC. INCL. AFUDC (5) 2.3% 4. 7% (4.9%) (30.6%) 7.2% 6.3%)
AFUDC/INCOME AVAILABLE FOR COMMON EQUITY 2.0 2.9 5.2 (0.7) 4.8 2.8
EFFECTIVE INCOME TAX RATE 37.6 37.5 30.8 31.5 32.0 33.9
NET CASH FLOW/CAPITAL EXPEMDITURES (6) 165.8 153.4 128.1 134.2 125.9 141.5
FUNDS FROM OPERATIONS/PERMANENT CAPITAL (7 12.5 11.9 1.4 1.2 10.8 1.6
FUNDS FROM OPERATIONS/TOTAL DEBT (8) 23.0 22.3 20.9 20.6 20.0 21,4
FUNDS FROM OPERATIONS INTEREST COVERAGE (%) 4.3x 4.0x 3.9% 3.7x 3.4x 3.9
COMMON DIVIDEND COVERAGE (10) 3.5 3.5 3.5 3.6 3.4 3.5

SEE PAGE 2 FOR NOTES.
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Capitalization and Financial Statistics
1992-1996, Inclusive

Preliminary. 1996 daia are finai for Entergy Corp., lllinova Corp. and PP&L Resources, Inc. and preliminary
for the remaining companies in the barometer group.

All capitalization and financial statistics for the group are the arithmetic average of the achieved results for each
individual company in the group, and are based upon financial statements as originally reported in each year.

Computed by relating actual long-term debt interest or preferred stock dividends booked to average of
beginning and ending long-term debt or preferred stock reported to be outstanding.

Coverages - including all AFUDC represent the number of imes available earnings, including all AFUDC
(allowance for funds used during construction), as reporied in its enfirety included as income, cover fixed
charges. AFUDC includes allowance for borrowed and other funds used during construction.

Coverages - excluding all AFUDC represent the number of times available earnings, excluding all AFUDC,
cover fixed charges.

Other Income / before-income tax gross income including AFUDC is non-operating income (net of expenses
and non-income taxes) including all AFUDC as reported in its entirety, as a percentage of income available
for fixed charges, including all AFUDC, before income taxes.

Net cash flow / capital expenditures is the percentage of capitai expenditures, excluding all AFUDC, provided
by funds from operations, excluding all AFUDC, and after payment of ali cash dividends.

Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and investment
tax credits, less total AFUDC), as a percentage of permanent capital (long-term debt, current maturities and
preferred and preference stock and common equity).

Funds from operations (as defined in Note 6}, as 2 percentage of ending total debt.

Funds from operations (as defined in Note 6) plus interest charges divided by interest charges.

Common dividend coverage is the relationship of internally generated funds from operations excluding all
AFUDC, and after payments of preferred stock dividends to common dividends.

Selection Criteria:

The criteria used in the selection of this barometer group were to inciude those companies: 1) with an S.1.C.
Code of 4911 (Electric Services) or 4331 ( Electric and Other Services Combined); 2) with common stock
which is actively traded; 3) which operate in the Northeastern, Great Lakes, North Central, South Central or
Southeastern region of the continental United States (in conformance with the most recent regional groupings
made by the Federal Energy Regulatory Commission’s Bureau of Power); 4) with 1995 permanent capital of
at least $2 billion; 5) with at least 70% of 1995 operating revenues derived from electric operations; 6) with a
Moody's bond rating of A3, Baa1 or Baa2 or a Standard & Poor's bond rating of A-, BBB+ or BBB; and 7) which
have paid common dividends and have not cut their common dividends since 1992,

Source of Information: Standard & Poor's Cormpustat Services, Inc., Utility Compustat Il
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Capitalization and Financial Statistics
1992-1 Inclysiv
Bond Ratings
June 1997
Moody's S&P
The names of the companies are:
American Electric Power Co., Inc. (1) A3 A-
Boston Edison Company Baa2 BBB
CINergy Corporation (2) A3 A-
DQE, Inc. (3) Baa1 BBB+
DTE Energy Company (4) Baa2 BBB+
Entergy Corp. (5) Baa2 BBB
GPU, Inc. (6) Baa1 BBB+
linova Corporation (7) Baa3 BBB
PP&L Resources, Inc. (8) A3 A-
Average (9) Baa1 BBB+

Notes: (1) Ratings are a composite of those of Amenican Electric Power WV,
Columbus Southem Power Corp., Indiana Michigan Power Co., Kentucky
Power, Kingsport Power Co., Chio Power, and Wheeling Power Co..

(2) Ratings are a composite of those of Cincinnati Gas & Electric, PSI
Energy Inc. and Union Light Heat & Power Co.

(3) Ratings are those of Duquesne Light Co.
(4) Ratings are those of Detroit Edison Co.
(5) Ratings are a composite of those of Entergy Arkansas Inc., Entergy Gulf

States Inc., Entergy Louisiana Inc., Entergy Mississippi Inc. and Entergy
New Crleans Inc.

(6) Ratings are a composite of those of Jersey Central Power & Light,
Metropolitan Edison and Pennsylvania Electric Co.

(7) Ratings are those of lliinois Power Co.
(8) Ratings are those of Pennsylvania Power & Light Co.

(8) From page 2 of Schedule 11 (updated).

Source of Information:  Moody's Investors Service
Standard & Poor's Utility Rating Service
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Comparison of Statistical Data for PECO Energy Company
and the Barometer Group of Nine Electric Companies

r

Total Capitalization ($000s)

Total Operating Revenues
($000s)

Percent of Total Revenues
Derived from Electric
Operations

Total Electric Sales (MMKWH)
Numpber of Electric Customers

Common Equity Ratio Based
Upon Total Capital

Electric Generation Mix (2}
Steam:
Nuclear

Coal (Some Wood)
Gas, Qil and other

Total
Hydro
Pumped Storage
Gas Turbine
Other Sources

Energy Input from Pumped Storage

Total

mber 31, 1

PECO
Energy

_Company _
$9,928,632

4,283,648

90.0%
54,123
1,471,229

46.8%

68.7 %
21.7
74

97.8 %
3.8
47
0.5
0.0

(6.8)
100.0 %

P

Barometer Group
of Nine Electric
Companies (1)

$7.128,727

3,478,798

94.1%
49,258
1,532,628

42.1%

263 %
60.8
12.2

99.3 %
0.5
0.5
0.4
0.0
(0.7)

100.0 %

P Preliminary. 1996 data are final for Entergy Corp., Hlinova Corp. and
PP&L Resources, Inc. and preliminary for PECO Energy Co. and the

remaining companies in the barometer group.

Notes: {1) Supporting information on page 2. 1995 electric generation mix for
PECO Energy Co.

(2) 1995 electric generation mix for PECO Energy Co. 1996 information for PECO

Energy Co. is not avaiable

Source of Information:  Standard & Poor's Compustat Services, Inc., Utility Compustat |l
Company Uniform Statistical Reports



{A)
(8)

(€
o)

(E)
(F

(©)

Total Capitalization {$000s)

Total Operating Revenues
{$000s)

Percent of Total Revenues
Derlved from Electric

o]
Statlstical Data for the Barometer Group of Nine Electric Companies

for the Year Ended December 31, 1996 (P)
Amerlcan
Electric Boston DTE PP&L
Power Edison ClINergy Energy Entergy lllinova Resources
Co., Inc. Company Corp. DQE, Inc. Company Corp. (1) GPU, Inc. Corp. (2} Inc. (1)
$10,763,178  $2,600,608 $6,167,281 $3,156,664 $7,782,049 $15924608 $7,329,652 $4,000,500 $6,434,000

5,849,230 1,666,303 3,242,740 1,225,185 3,645,400 7,163,523 3,918,089 1,688,700

2,910,000 (3)

92.7%

Operations 100.0% 100.0% 85.4% 100.0% 99.2% 90.1% 100.0% 79.4%
Total Elactric Sales (MMKWH) 132,673 16,378 (4) 57,520 15,736 48,453 106,909 44,448 23,918 46,648
Number of Electric Customers 2,943,016 657,487 1,377,632 580,700 2,025,588 2,426,078 1,997,000 549,957 1,236,294
Common Equity Ratto Based
Upon Total Capital 42.2% 39.9% 41.9% 44.1% 44.2% 41.6% 40.9% 41.7% 42.7%
Eloclric Generatlon Mix
Steam:
Nuctear 112 % 4286 % 00 % M3 % 109 % 380 % 385 % 280 % 64 %
Coal {(Some Wood) 87.9 0.0 98.6 68.8 88.4 17.3 58.1 70.9 56.9
Gas, Oll and other 0.1 57.2 0.0 {0.1) 1.5 44.5 0.9 1.1 4.6
Total 99.2 % 99.8 % 98.6 % 1000 % 100.8 % 998 % 87.5 % 100.0 % 97.9 %
Hydro 08 0.0 0.7 0.0 0.0 0.2 0.6 0.0 2.0
Pumped Storage 04 0.0 0.0 0.0 1.9 0.0 28 0.0 0.0
Gas Turbine 0.0 0.2 07 0.0 0.0 0.0 28 0.0 0.1
Other Sources 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Energy Input from Pumped Storg {0.4) 0.0 0.0 0.0 {2.7} 0.0 {3.5) 0.0 0.0
Total 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %
P Praliminary. 1996 data are final for Entergy Corp., lllinova Corp. and PP&L Resources,
Inc. and preliminary for the remaining companies in the barometer group. 85?
B
Notes: (1) 1994 information. 1995 and 1996 electric generation mix Is unavallable. i
(2) 1993 information. 1994, 1995 and 1996 electric generation mix is unavallable. o
(3) 1995 information, 1996 percent of total revenues derived from electric operations is unavallable ::

(4) 1995 Information. 1996 total electric sales (MMKWH) are unavailable.

Source of Information: Standard & Poor's Compustal Services, Inc., Utility Compustat Il
Company Uniform Statistical Reports

01 31npayss
T-144 3TqTyxd



Customer Mix
(A)

(©

PECQ Energy Compan

Comparison of Statistical Data for PECO Enargy Company
and the Barometer Group of Nine Electric Companies

for the Year Ende

Residential

Commercial

Industrial

Other (1)

Salas for Rasale

Other (Non-
Ultimate) (2)

Total

In Sales of MMKWH:

Residential
Commercial
Industriai

Other (1)

Sales for Resale

Total

Residential
Commercial
Industriai

. Other (1)

Sales for Resale
Total

PECO
Energy

Company

In Dollars of Revenus (3$):

356 %
19.4
28.5
13.6
1.5

14
100.0 %

19.7 %
12.0
281
39.1
1.1

100.0 %

In Number of Customers:;

ecaember 31, 1996 (P

Exhibit JFBr-1
Schedule 10
Page 3 of 6
{Updated)

Barometer Group
of Nine Electric

Companies (1)

344 %

31.9
215
€.3
40

1.9

1000 %

25.0 %

274
276
13.9

6.1

100.0 %

88.6 %

10.6
0.5
0.3
0.0

100.0 %

Preliminary. 1996 data are final for Entergy Comp., lilinova Corp. and PP&L
Rasources, Inc. and preliminary for PECO Energy Co. and the remaining
companias in the barometer group.

Notes: (1)} Represents the percent of total slectric revenues, MMKWH or customers not classified
as commercial, industrial, or residential. It includes such items as electric service
supplied to public strest and highway lighting, other sales to public authorities {not for

resale) and sales to railroads and railwavs.

(2) Represents percent of electric operating révenue from sources other than actual sales

(3) Supporting information on page 4.

Source of Information:

Standard & Poor's Compustat Services, Inc.

Utility Compustat I

Company Uniform Statistical Reports

of electricity, such as forfeited discounts, miscellaneous service revenues, rent from
elactric property and interdepartmental rents.



PECO Energy.Company
Comparison of Slatlstical Data for PECO Enargy Company
and the Barometer Group of Nine Electric Campanles

Amarcan
Elactric Boston DTE PPAaL
Power Edison CINergy Energy Enlergy llinova Resources
Co. Inc. (1) Company {2) Corp. DQE, Inc. Company Comp.{3)  GPU,Inc.t4) Comp. (5) Inc. {6)
Cusiomer Mlx
(A}  In Dollars of Revenue (§);
Residentlal 36 % 213 % 36.0 % 331 % 332 % 363 % 408 % 380 % M2 %
Gaommerglal 220 49.6 24.3 40.0 41.8 24.4 a3s 237 278
Indusiriat 217 9.1 238 158 20.2 30.8 0.5 269 10.3
Other (B) 13.6 10.8 10.7 4.7 8.0 58 0.0 10.6 0.9
Salas for Resale 11 1.5 4.0 (0.9) 5.0 26 33 28 16.3
Other (Non-
Uttimate) (7} 2.2 1.8 1.2 7.6 8.0 1.4 1.8 0.0 1.6
Total 100.0 % 100.0 % 100.0 % 1000 % 1000 % 100.0 % 100.0 % 100.0 % 100.0 %
(B} In Sales of MMKWH:
Resldential 233 % 218 % 2568 % 211 % 287 % 285 % 34.4 % 200 % 254 %
Commerclal 17.0 48.4 206 38.5 36.6 15.8 3.6 16.3 22,0
Industdal 342 9.4 29.2 20,9 29.0 4156 27.2 355 215
Olher {B) 245 2i8 2186 21.0 0.0 9.9 0.0 28.7 0.0
Sales for Resale 1.0 0.3 (& 0.5 1.7 2.3 6.9 1.5 311
Total 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100.0 %
{C)  In Number of Customers:
Res!dential B7.8 % 874 % 883 % 890.0 % 1.2 % 86.9 % 883 % 89.7T % BE1 %
Cammerclal 11.0 121 10.8 9.3 BT 11.0 114 101 114
Industdal 0.8 0.3 05 0.4 0.0 18 0.4 04 04
Other (8) 0.4 0.5 0.4 0.3 0.1 0.5 0.2 0.1 0.1
Salas for Resale 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 4.0
Tolal 100.0 % 100.0 % 100.0 % 100.0 % 100.0 % 100;2_% 100.0 % 100.0 % 100.0 %

P Preliminary. 1998 data are final for Enlergy Corp., liiinova Gorp. and PP&L
Resousces, Inc. and prellminary for the remakning companies in the barometer

Noles: (1) Customer mix bagad upon numbar of gusiomess is for 1996, 1996 data are nol avallable,
(2) Customer mix basad upun operallng revenues, salas of MMKWH and number of customers [s for 1995. 1896 dala are nol avaliablg
{3) Cuslomer mix based upon operaling revenues Is for 1694, 1995 dala are not avallable,

(4) Customer mix based upon number of cuslomars (8 for 1893, 1894, 1985 and 1996 data are nol avallable.

~—~ T (n 7

m N oK

{5) Custotmer mix based upon operaling revenues Is for 1894, 1895 and 1996 are nol avaliable. 'g 1 B= =
A @
(6} Represents the parcani of latal electrs revenues, MMKWH or customers not classified as g I~ 2— 8"
cormmerclal, Industral, or residenital. Il Includes such llems as eleciric service suppliad lo publc 1 —
streat and hlohway lighling. other sales io publlc authoritles inol for resale} and sales 1o rallreads \c_:./ f—)n v o

(7) Represants percant of eleclrc operating revenue frorm sources olher then actual sales of eleciiicly, o S ;“
such ag forfelled discounts, miscallaneous service revanues, rent frem electrc propedy and ]
Intsrdepartmental rents. .l_.

Sourca of Informalion:  Standard & Poor's Compustat Services, Inc.
Utlity Compustat I
Company Uniform Slatlsiical Reporls
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Comparison of Sales in Millions of Kilowatt Hours by Customer Class for

P m nd the B r f Nine Electri mpani
Sales in
Millions of Kilowatt Hours Percent Increase
1996 1996
1987 1992 1986 (P over 1892 over 1987

n mpan
Residential 9,441.281 9,804.007 10,671.000 7.9 % 13.0 %
Commercial 4,340.640 5,366.675 6,491.000 21.0 495
industrial 15,789.402 15,770.199  15,208.000 (3.6) (3.7)
Barometer Group of Nine
Electric Companies (1)
Residential 10,097.082 10,822.163 13,958.181 29.0 % 382 %
Commercial 8,116.739 9,270.524 12,760.093 37.6 57.2
Industrial 12,597.511 13,655.719 17,336.135 27.0 376

P Preliminary. 1996 data are final for Entergy Corp., lllinova Com.
and PP&L Resources, Inc. and preliminary for PECO Energy Co.
and the remaining companies in the barometer group.

Notes: (1) Supporting information on page 6.

Source of Information: Standard & Poor's Compustat Services, Inc.

Utility Compustat Il



Sales in
Millions of Kilowatt Hours
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Percent Increase

1987 1992 1966
American Eiectric P
Residential 24493605 26998.398  30,853.000
Commestcial 16,845.804 19,660.699 22,558.000
Industrial 36,667.710 41327198  45,395.000
Boston Edisen Company (1}
Residentiai 3,188.747 3,424.275 3,563.626
Commercial 6,750.867 7.202.578 7.604.839
Industrial 1,853.018 1,678.242 1,538.218
ClNergy Comp. (2)
Residential 6,095.925 65,583.054  14,705.000
Commercial 4,395.750 5189425  11,802.000
Industrial 5,198.015 5925789  16,803.000
DQE. Inc.
Residential 3,065.120 3,069.087 3,321.000
Commercial 4,898.937 5,358.488 5,737.000
Industrial 2.917.718 3,058,651 3,285.000
DTE Energy Company
Residentiat 11,134.000 11,308.000  12,5949.000
Commercial 7.872.722 8,668.324  17,706.000
Indusirial 18,225304 18,543.206  14,082.000
Entergy Com,
Residential 17,053.003 17,548.358  28,303.000
Commercial 11,693.000 12,927.898  21,234.000
Industrial 20615003 23638706  44,340.000
GPU. Inc.
Residential 12445000 13,725.398  15,298.000
Commercial 10,275.203  12,333.097  14,017.000
Industriat 12,140.101  11,901.169  12,093.000
llinova Corp,
Reasidential 4,240,937 4,137.855 4,782.000
Commercial 2,861,725 3,085.345 3,894.000
Industrial 7.323.164 8,082,699 8,493.000
PP&L Resources Inc,
Residential 9,157.388 10.604.000  11,849.000
Commercial 7,456.640 9,038.863 10,288.000
Industrial 8,437.566 8,745.597  10,016.000

1996 1996
over 1992 over 1987
143 % 26.0 %
14.7 339
9.8 238
41 % 113 %
5.6 126
(8.3) (17.0)
1234 % 141.2 %
127.4 1685
183.6 2233
82% 83 %
7.1 171
74 126
14.5 % 16.3 %
104.3 1249
(24.2) (22.8)
61.3 % 660 %
64.2 816
87.6 11541
1M15% 29 %
13.7 6.4
16 (0.4)
156 % 128 %
274 36.1
5.1 18,0
1.7 % 29.4 %
138 380
14.5 18.7

P Preliminary. 1996 data are final for Entergy Corp., lllinova Corp. and PP&L Rescurcss, Inc. and

prefiminary for the remaining companies in the barometer group.

Notes: (1) Based upon 1987, 1891 and 1995 information since 1996 information is unavailable.
(2) 1996 information reflects the acquisition of PSi Energy, Inc. in October 1994, 1987 and 1952

information doeas not reflect the acquisition.

Source of Information: Standard & Poar's Compustat Services, Inc.

Utility Compustat Il



PECO Ensrgy Company
Comparison of Bond Ratings and Business Position for
PECO Energy Company and the
Barometer Group of Nine Electric Companies

June 1997
Moody's Bond Rating

June 1997
Standard & Poor's Bond Rating

Standard & Poor's
Business Position {2)

Numerical  Average Numerical  Average
Bond Weighting  Numerical Bond Weighting  Numerical
Company Rating 1) Weighting Rating (1) Weighting
PECO Energy Company Baal 80 BBR+ 890 Somewhat Below Average
Barometer Group of
Nine Electric Companies
American Electric Power Co., Inc.
American Electric Power WV Al 7.0 A- 7.0 Somewhat Above Average
Columbus Southemn Power Corp. A3 7.0 A- 7.0 Somewhat Above Average
Indiana Michigan Power Co. Baa1 8.0 BBB+ 8.0 Somewhat Above Average
Kentucky Power Baa1 8.0 BBB+ 8.0 Somewhat Above Average
Kingsport Power Co. NR -- NR - Not Rated
Chio Power A3 7.0 A- 7.0 Somewhat Above Average
Wheeling Power Co. NR == NR == Mot Rated
Average A3 74 7.4 A- 74 74 Somewhat Above Average
Boston Edison Company Baa2 9.0 BBB 9.0 Average
CiNergy Corporation
Cincinnati Gas & Electric A3l 7.0 A- 7.0 High Average
PSI Energy Inc., Baai 8.0 A- 7.0 High Average
Union Light, Heat & Power Co. Al 1.0 A- 7.0 Not Rated
Average Al 7.3 73 A- 7.0 7.0 High Average
DQE, Inc.
Duquesne Light Co. Baai 8.0 BBB+ 8.0 Low Average
DTE Energy Company .
Detroit Edison Company Baa2 9.0 BBB+ 8.0 Somewhat Below Average

20
2.0
2.0
20
0.0
2.0
g0
2.0

4.0
3.0

3.0
0.0

3.0

S0

6.0

(p3iepdn)
€ Jo 1 @8ed
11 =21npeydg
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Company
Entergy Corp.

Entergy Arkansas Inc.

Entergy Guif States Inc.

Entergy Louisiana inc.

Entergy Mississippi Inc.

Entergy New Orleans Inc.
Average

GPU, Inc.
Jersey Central Power & Light
Metropolitan Edison
Pennsylvania Electric Co.
Average

lllinova Corporation
llinois Power Co.
PP&L Resources, Inc.

Pennsylvania Power & Light Co.

Average for Barometer Group
of Nine Electric Companies

Notes:

Source of Information:

PECO Energy Company

Comparison of Bond Ratings and Business Position for
PECO Energy Company and the

Barometer Group of Nine Electric Companias

June 1997 June 1997
Moody's Bond Rating Standard & Poor's Bond Rating
Numerical Average Numaerical  Average
Bond Weighting  Numerical Bond Weighting  Numerical
Rating (1 Weighting Rating {1) Weighting
Baa2 9.0 BBB 9.0
Baa3 10.0 BBB- 10.0
Baa2 9.0 BBB 9.0
Baa2 9.0 BBB 9.0
Baa2 8.0 BBB 9.0
Baa2 92 9.2 BBB 8.2 9.2
Baa1 8.0 888+ 8.0
Baa1 8.0 BBB+ 8.0
A3 7.0 A- 7.0
Baat 7.7 7.7 BBB 7.7 7.7
Baa3l 10.0 BBB 9.0
A3 7.0 A- .0
Baal g3 BBB+ g0

{1} As developed on page 2 of this Schedule.

(2) From Standard & Poor's Utility Rating Service, Financial Statistics for the 12 months ending September 30, 1996.

Moody's Investors Service
Standard & Poor's Utility Rating Service

Standard & Poor's
Business Position (2}

Low Average 50
Somewhat Below Average 6.0
Low Average 5.0
Low Average 5.0
Low Average 5.0
Low Average 52
Low Average 50
Low Average 5.0
Average 4.0
Low Average 47
Low Average 50
Average 40
Average 43

(paJEpdn)
¢ 30 7 23eg
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Moody's

Bond Rating

Aaa

Aa1
Aa2
Aa3

Al
A2
A3

Baa1
Baa2
Baa3

Ba1
Ba2
Ba3

P ner
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mpan

Numerical Assighment for
Moody's and Standard & Poor's Bond Ratings and
Standard & Poor's Business Position

Numerical
Bond Weighting

1

2
3
4
5
6
7
8
9
10
11
12
13
Numerical
Weighting

1.0

2.0

3.0

4.0

5.0

6.0

7.0

Standard & Poor's

Bond Rating
AAA
AA+
AA
AA-
A+
A
A-
BBB+
BBB
BBB-
BB+
BB
BB-
Standard & Poor's
Business Position

Above Average

Somewhat Above Average

High Average

Average

Low Average

Somewhat Below Average
Below Average
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PECO Energy Company
Analysis of State Regulatory Evaluations for
PECO Energy Company and the
Barometer Group of Nine Electric Companies
Average
Numerical Numerical
Company Jurisdiction Rating Weighting (1) Weighting
PECQ Energy Company PA Average 3 80
Barometer Group of
Nine Eleciric Companies
American Electric Power Co., Inc. wv Below Average 1 70
CH Average 2 5.0
MI Average 3 6.0
KY Average 1 40
TN Average 1 4.0
Average 52 52
Boston Edison Company MA Average 2 5.0
CINergy Corporation OH Average 2 50
N Above Average 2 20
KY Average 1 40
Average 3.7 37
DQE, Inc, PA Average 3 60
DTE Energy Company M Average 3 6.0
Entergy Corp. AR Average 3 60
TX Below Average 2 8.0
LA Below Average 2 8.0
Mms Average 1 4.0
Average 65 65
GPU, Inc. NJ Average 1 4.0
PA Average 3 6.0
Average 50 5.0
llinova Corporation IL Average 3 60
PP&L Resources, Inc. PA Average 3 6.0
Average for Barometer Group of
Nine Electric Companies Average 2 { Average 3 55

Notes: (1) As developed on page 2 of this schedule,

Source of information: Regulatory Research Associates inc.
Regulatory Focus - May 2, 1997
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Numerical Assignment for Regulatory Research Asscciates, Inc.
State Regulatory Evaluations

Numerical

Rating Weighting
Above Average 1 1
Above Average 2 2
Above Average 3 3
Average 1 4
Average 2 5
Average 3 6
Below Average 1 7
Below Average 2 8
Below Average 3 9



PECO Energy Company
Latest Authorized Retum Rate on Common Equity for

PECO Energy Company and the
Barometer Group of Nine Electric Companies

Exhibit JFBr-1
Schedule 13
(Updated)

Retun on
Date Equity Average Returmn on
Company Jurisdiction Authorized Authorized Equity Authorized
PECQ Energy Company PA (Elec) 4119/90 1275 %
PECO Energy Company PA (Gas) 1/15/88 13.15

Average 12,95 % 12.85 %
Barometer Group of
Nine Electric Companies
American Electric Power Co., Inc.

American Electric Power WV (1) wv 12/27/96 N/A (2)
Columbus Southern Power Corp. OH 5112192 12.46 %
Indiana Michigan Power Co, M 212/ 13.00
Kentucky Power KY 12/4/84 16.50
Kingsport Power Co. TN 11/3/92 12.00

Ohio Power CH 3/23/95 12.81
Wheeling Power Co. WV S/9/83 NIA )

Average 13.35 % 13.35 %
Boston Edison Company MA 10/30/82 1175 %
ClINergy Corporation

Cincinnati Gas & Electric CH (Elec) 8/26/93 1205 % (3)
Cincinnati Gas & Electric OH {Gas) 12/12/96 11.86
PS! Energy Inc. IN 9/27/96 11.00
Union Light, Heat & Power Co. KY (Elec) 515/92 11.50
Union Light, Heat & Power Co. KY (Gas) 7123193 11.50

Average 11.60 % 11.60 %
DQE, inc.

Duquesne Light Co. PA 3/25/88 12.87 %
DTE Energy Company

Detroit Edison Company Mi 1/21/94 11.00 %
Entergy Corp.

Entergy Arkansas Inc. AR 7127187 13.00 %

Entergy Gulf States Inc. X 3/20/95 12.00

Entergy Louisiana Inc. LA 11/12/96 N/A (2}

Entergy Mississippi Inc. MS 31/98 10.78

Entergy New Qrleans Ine. LA (Elec) 1/9/87 N/A {4)

Entergy New Orleans Inc. LA (Gas) 1/9/97 NIA {4}

Average 11.93 % 1193 %
GPU, Inc.

Jersey Central Power & Light NJ 2/26/93 12.20 %
Metrepolitan Edison . PA 1/21/93 11.25
Pennsylvania Electric Co. PA 11/25/86 Nia {2)

Average 11.73 % 1173 %

llinova Corporation
Itingis Power Co. I (Elec) 211/92 12.40 %
Iiinais Power Co. IL (Gas}) 416194 11.24

Average 11.82 % 1182 %
PP&L Resources, Inc.

Pennsylvania Power & Light Co. PA 827195 11.50 %
Average for Barometer Group of
Nine Electric Companies 1LR %
Notes: {1} Formerly known as Appalachian Power Company.

(2} Stpulated, no Retum on Equity specified.
(3) Return on Equity range of 11.4% to 12.7%.

(4) Rate reduction ordered, no Retum on Equity specified.

Source of information: Regulatory Research Associates, Inc.
Regulatory Focus



PECQ Energy Company
Comparison of Standard & Poor's Common Stock Ranking and

Vaiue Line's Safety Ranking for PECO Energy Company
and the Barometer Group of Nine Electric Companies

Company

PECO Energy Company

Barometer Group of
Nine Electric Companies

American Electric Power Co., Inc.

Boston Edison Company
CINergy Corporation
DQE, inc.

DTE Energy Company
Entergy Corp.

GPU, Inc.

tilinova Corporation
PP&L Resources, Inc.

Average for Barometer Group
of Nine Electric Cornpanies

See page 2 of this schedule for Notes.

June 1997
Standard & Poor's
Common Stock Ranking

Common Stock  Numerical
Ranking (1) Weighting {2)
B 2.0
B+ 40
B+ 40

B 5.0
A- 30
A- 3.0

B 5.0
B+ 4.0

B 50
A- 3.0
B+ 40

Exhibit JFBr-1
Schedule 14
Page 1 of 2
(Updated)

Value Line
Safety
Ranking (3)

20

3.0
3.0
2.0
20
3.0
40
3.0
3.0
3.0
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PECO Energy Company
Comparison of Standard & Poor's Common Stock Ranking and
Value Line’s Safety Ranking for PECQ Energy Company

and the Barometer Group of Nine Electric Companies

Notes:

(1) Standard & Poor’s rankings are based upon an appraisal of past performance of
eamings and dividends and relative current standing measured against a scoring matrix
determined by analysis of scores of a large and representative sample of stocks.

2 Numerical assignment for Standard & Poor's stock rankings are as follows:

Numerical Standard & Poor's
Stock Weighting Stock Ranking
1 A+
2 A
3 A-
4 B+
5 B
6 B-
7 c
8 D

(3) Value Line's safety ranking is based on the stability of a company’s market price
adjusted for trends and other factors including company size, the penetration of markets,
product market volatility, degree of financial leverage, earnings quality and overall
condition of the balance sheet.

Source of Information: Standard & Poor's Stock Guide, June 1997
Value Line Investment Survey,
April 11 and June 13, 1987
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PECO Energy Company
Derivation of Dividend Yield for Use in the
Discounted Cash Flow Model
Dividend Yield
Average Average
of of Average
Spot Last 3 Last6 Dividend
(06-17-97) (1) Months (2) Months (3) Yield (4)
PECO Energy Company 89 % 81 % 84 % 88 %
Barometer Group of Nine
Electric Companies
American Electric Power Co., Inc. 58 % 59 % 58 % 58 %
Boston Edison Company 7.2 7.3 71 7.2
ClINergy Corporation 52 5.3 5.3 5.3
DQE, Inc. 4.9 4.9 4.8 49
DTE Energy Company 7.6 7.7 71 7.5
Entergy Corp. 66 7.3 7.0 7.0
GPU, Inc. 5.6 6.0 5.8 5.8
lllinova Carporation 5.8 5.5 5.1 5.5
PP&L Resources, Inc. 82 84 1.8 8.1
Average 63 % 6.5 % 62 % 63 %

Notes: (1) The spot dividend yield is the current annualized dividend per share
divided by the spot market price at 06-17-97.

(2) The average 3-month dividend yield was computed by relating the
indicated annualized dividend rate and market price on the last
trading day of each of the three months ended May 31, 1897

(3) The average 6-month dividend yield was computed by relating the
indicated annualized dividend rate and market price on the last
trading day of each of the six months ended May 31, 1897

(4) Equal weight has been given to the 6-month average, 3-month
average and spot dividend yield.

Source of Information: Standard & Poor's Compustat Services, Inc., Utility Compustat 11
Security APL Quote Server, hitp://qs.secapl.com/
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PECO Energy Company
Closing Market Prices
Spot, 3-Month Average and 8-Month Average
Closing Market Prices

Average Average Average

of of Closing

Spot Last 3 Last6 Market

{06-17-897) (1) Months (2) Months (3) Price (4)
PECOQ Energy Company $20,125 $19.708 $21.646 220,493

Barometer Group of Nine
Electric Companies

American Electric Power Co., Inc. $41.625 $40.792 $41.104 $41.174
Boston Edison Company 26.125 25.750 26.333 26.069
ClNergy Corporation 34.750 34.125 34.125 34.333
DQE, Inc. 27.875 27.833 28.458 28.055
DTE Energy Company 27125 26.750 29.042 27.638
Entergy Comp. 27.375 24.750 25.917 26.014
GPU, Inc. 35.875 33.083 33.563 34174
lilinova Corporation 21.250 22 417 24 354 22674
PP&I. Resources, inc. 20.250 19.8958 21.396 20.535
Average $29.139 $28.384 $29,366 $28.963

Notes: (1) The spot closing market price is the spot market price at 06-17-97.

(2) The average 3-month was computed by averaging the closing market
prices on the last trading day of each of the three months ended May
31, 1997

(3) The average 6-month was computed by averaging the closing market
prices on the last trading day of each of the six months ended May
31, 1997

(4) Equal weight has been given io the 6-month average, 3-month
average and spot closing market prices.

Source of Information; Standard & Poor's Compustat Services, Inc., Utility Compustat |1
Security APL Quote Server, http://qs.secapl.com/
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PECO Energy Company
Indicated Annualized Dividends Per Share

Spot, 3-Month Average and 6-Month Average

Indicated Annualized Dividends Per Share

Average
Average Average indicated
of of Annualized
Spot Last 3 Last6 Dividends
(06-17-97) (13 Months (2) Months (3) Per Share (4)
PECO Energy Company $1.800 $1.800 $1.800 $1.800
Barometer Group of Nine
Electric Companies’
American Eléctric Power Co., Inc. $2.400 $2.400 $2.400 $2.400
Boston Edison Company 1.880 1.880 1.880 1.880
CINergy Corporation 1.800 1.800 1.800 1.800
DQE, Inc, 1.360 1.360 1.360 1.360
DTE Energy Company 2.060 2.060 2.060 2.060
Entergy Corp. 1.800 1.800 1.800 1.800
GPU, Inc. 2.000 1.980 1.960 1.880
ilinova Corporation 1.240 1.240 1.220 1.233
PP&L Resources, Inc. 1.670 1.670 1.670 1.670
Average $1.801 $1.799 $1.794 $1.798

Notes: (1) The spot dividends per share are the indicated annualized dividends
per share at 06-17-97.

(2) The average 3-month was computed by averaging the indicated
annualized dividends per share on the last trading day of each of the
three months ended May 31, 1997

(3) The average 6-month was computed by averaging the indicated
annualized dividends per share on the last trading day of each of the
six months ended May 31, 1997

(4) Equal weight has been given to the 6-month average, 3-month
average and spot indicated annualized dividends per share.

Source of Information: Standard & Poor's Compustat Services, Inc., Utility Compustat Il
Security APL Quote Server, hitp.//gs.secapl.com/



PECO Energy Company

Barometer Group of Nine
Electric Companies

American Electric Power Co., Inc.
Boston Edison Company

CINergy Corporation
DQE, Inc.

DTE Energy Company

Entergy Corp.
GPU, Inc.
lllinova Corporation

PP&L Resources, Inc.

Average

Notes:

PECO Eneray Company
Historical and Projected Growth

1 2 3 4 5 B 8
Value Line
Value Line Projected VBE/S Average of {/B/E/S
Historical 199468 to Projected and Value Line
Five Year 2000-'02 Five-Year Projected Five-Year
Growth Rate (1) Growth Rate (1} Growth Rate (3) Growth in EPS (4)
No. of
DPS EPS DPS EPS BR (2) EPS Analysts
05%  (1.0)% 20 % 28 % 3.1 % 2.8 % [15] 28 %
-- % -~ % 1.0 % 55 % 51 % 2.7 % [9] 41 %
2.5 5.5 0.5 1.0 27 23 [10] 1.7
1.6 (6.0) 2.5 6.5 4.0 49 [186] 57
6.0 75 5.0 3.0 4.4 49 [14] 40
3.0 {2.5) 0.5 25 4.1 25 [13] 25
19.5 0.5 1.0 95 4.9 42 [10) 6.9
6.5 0.5 25 6.5 48 24 [11) 5.0
23.5 32.5 8.5 7.0 55 85 [11] 6.8
25 (1.0) Nil 20 23 24 12 2.2
L2 % 41 % 24 % 4.8 % 42 % 38 % 43 %

ko

Conclusion of

Growth Rate (5)

2.8 %

41 %
1.7
5.7
4.0
2.5
6.9
5.0
6.8

43 %

{1) From Value Line !nvestment Survey, April 11 and June 13, 1887. Historical growth rates are five-year compound growth rates.

{2) From page 2 of this Schedule.

{3) Compound growth rates in earnings per share are the only projected growth rates available from the I/B/E/S monthly summary.

{4) Average of columns 4 and 6,

g
(5) Based upon the average of I/B/E/S and Value Line Projected Five-Year Growth in EPS as explained in Mr. Brennan's direct testimonyf

Source of Information. Value Line Investrment Survey, April 11 and June 13, 1997

I/B/E/S Custom Report, May 15, 1957

(pa3epdn)
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PECO Enprgy Company

Baromeler Group of Nine
Electric Companies

American Etectric Power Co., Inc.
Bestor Edison Company
CINergy Corporation

DQE, In¢.

DTE Energy Company

Entergy Corp.

GPU, ing.

linova Carpaoralion

PP&L Rasaurces, Inc.

Average

Notes: {1}

{8)

Source of Information:  Value Line lnvestment Survey, April 11 and June 13, 1997

PECO Enargy Company
jected Internal Growth Rale

i
1 2 3 4 -] [}
1986 2000 - 2002

Common Total Common Common Total Commen
Equity Capital Equity Equity Capilal Equity
(%) (1) Bmil) (1) Semy (%)) (S mill} (1) (5 mill} (1)
49.90 % $9,30850 % $4.644.84 5050 % $10,250.00 §5,176.25
4570 % $9,942.30 $4,643.63 4B.0G % $11,580.00 $5,750.40
44.50 2,296.50 1.021.84 54.00 2,200.00 1,988.00
48.60 5,313.70 2,582.46 5650 5,835.00 3,286.78
4580 3,05470 1,392.94 53 50 3,320.00 1,776.20
46.00 7,48330 344232 53.00 6,700.00 3.561.00
42.20 15,753 00 6,647.77 44.50 18,375.00 8,176.88
45.20 B,735.10 3.044.27 5050 7,750,00 391375
45,90 3,565.80 1,638.70 57.00 3,525.00 2,009.25
44.40 817900 2743.48 54.50 5,850.00 3.188.25

From Value Line Investment Survey, April 11 and June 13, 1697.

Column 1 * column 2.
Column 4 * calumn 5.

Annval
Common
Equity
Growth

Rate (4}

218 %

4.00 %

501
413
0.62
4.23
4,28
419
254

Five { six yaar compound growth rate In common equity from 1996 / 1895 to 2000-2002 or (({column &/ column 3} * 1/5) - 1) ar ({{column 6 / column 3} * 1/ 6) - ).

2° ({1 +column?) /(2 + column 7)) .

Column 8 * column 9.

1 - {column 12/ column 11).
Calumn 10 * column 13.

| 9 10 11 12 13 14
2000 - 2602
Relurn on
ROE Relurm on Average Projected
Adjustment Common Common Relention Internal

_Faclor(S) _Equity(1)_ _Equiy(6) EPS(1) DPS({1) _Rallo(7)_ Grownh (8)

1.0t 11.00 % 11,11 % $255 31.84 7.8 % 1%

1.02 1350 % 1377 % $4.00 3252 37.0 % 51%
1.02 10.50 1w 250 1.88 248 27
1,02 1350 1377 2.80 1.98 293 40
1.02 11.50 11.73 2.60 1.62 37 44
1.00 11.50 11.50 325 210 354 41
1.02 10.50 oM 350 1.90 457 48
1.02 1150 1,73 3.5 220 41.3 48
1.02 11.00 11.22 25 1.65 49.2 655
1.04 41.00 Lt 210 1.67 205 23

A2 %

—~ gt
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Exhibit JFBr-1
Schedule 17

(Updated)

PECO Energy Company
Discounted Cash Flow Model

Summary of Conclusion

Barometer Group

of Nine
PECO Energy Company Electric Companies

. Dividend Yield (1) 8.8 % 6.3 %
. Dividend Growth

Component (2) Q.1 0.1
. Yield 89 6.4
. Growth Rate (3) 286 43
. Indicated Return Rate 115 % 107 %

Notes: (1) From page 1 of Schedule 15 (updated).

(2) This reflects a growth rate component equal to one-half the conclusion of
growth rate (from page 1 of Schedule 16 (updated)) x Line No. 1 to reflect the
periodic payment of dividends (Gordon Model) as opposed to the continuous
payment. Thus, 8.8% x (1/2 x 2.6%) = 0.11%, rounded down to 0.1% for
PECO Energy Company and 6.3% x (1/2 x 4.3%) = 0.14%, rounded down to
0.1% for the Barometer Group. :

(3) Conclusion of growth from page 1 of Schedule 16 (updated).



PECQ Energy Company

Barometer Group of Nine
Electric Companies

American Electric Power Co., Inc.
Boston Edison Company
CINergy Corporation

DQE, Inc.

DTE Energy Company

Entergy Corp.

GPU, Inc.

lllinova Corporation

PP&L Resources, Inc.

Average

See page 2 for notes.

PECO Ener

Compan

Indicated Common Equity Cost Rate Through Use
of the Capita| Asset Pricing Modei (1)

Value Line
Adjusted
Beta

0.70
0.70
0.90
0.75
0.80
0.75
0.85
0.0
0.70

Company-Specific
Risk Premium
Based on Market
Premium of 6.7% (2)

Exhibit JFBr-1
Schedule 18
Page 1 of 2
(Updated)

CAPM Result
Including
Risk-Free

Rate of 6.8% (3)

6.0 %

4.7 %
4.7
6.0
5.0
5.4
5.0
5.7
6.0
4.7

52 %

128 %

115 %
11.5
12.8
11.8
12.2
11.8
12.5
12.8
118

128 %




Exhibit JFBr-1
Schedule 18
Page 2 of 2
P ner 0 (Updated)
Development of the Market-Required Rate of Return on Common Equity Using
the Capital Asset Pricing Model for PECO Energy Company and the
Barometer Group of Nine Electric Companies
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Return

Notes:
{1)  The fraditional Capital Asset Pricing Model (CAPM) is applied using the following formula:
Rs=Rg + B (Ry-Re)

where Rg = Return rate of common stock
R = Risk Free Rate
B = Vaiue Line Adjusted Beta
R,, = Return on the market as a whole

(2) Fromthe six previous month-end (Dec. '96 - May '97}, as well as a recently available (June 13, 1997), Value
Line Summary & Index, a forecasted 3-5 year total annual market return of 12.7% can be derived by
averaging the, 6-month, 3-month and spot forecasted total 3-5 year total appreciation, converting it into an
annual market appreciation and adding the Value Line average forecasted annual dividend yield.

The 3-5 year average total market appreciation of 50%, produces a four-year average annual return
of 10.67% ((1.50%) - 1). When the average annual forecasted dividend yield of 2.00% is added, a total
average market return of 12.67%, rounded to 12.67%, (2.00% + 10.67%} is derived.

The 6-month, 3-month and spot forecasted total market return of 12.7% minus the risk-free rate of
6.8% (June 6, 1997 30-year Treasury Bond) is 5.9% (12.7% - 6.8%). The Ibbotson Associates calculated
market premium of 7.5% for the period 1526-1396 results from a lolal market return of 12.7% less the average
income return on long-term U.S. Government Securities of 5.2% (12.7% - 5.2% = 7.5%). The 7.5% is then
averaged with the 5.9% Value Line derived market premium resulting in a 6.7% market premivm. The 6.7%
market premium is then multiplied by the beta in column 1 of page 1 of this Schedule.

(3) The June 6, 1997 30-year Treasury Bond yield is assumed as the risk-free rate.

Source of Information: Value Lin In

aug Line in gﬂmgn; Su rvey, April 11, and June 13, 1997

| Reserv IR ,June 9, 1997
k n Billnl ion - 1997 Yearbook Mark:

Results for 1926-1996 Ibbotson Associates, inc., Chicago, IL




LINE NO.

PECO ENERGY COMPANY

UPDATE OF "ELECTRIC AND TELEPHONE UTILITY STOCKHOLDER

. _ " - 3 3
NARUC (1) NARUC - Update (2)
TWENTY- TWENTY- FIVE SixX
OVERALL ONE YEAR FIVE YEAR YEAR YEAR
AVERAGE HOLDING HOLDING HOLDING HOLDING
RETURN PERIOD PERIOD PERIOD PERIOD
1972 - 1992 (3) 1972 - 1992 (4) 1972 - 1996 (5) 1992 - 1996 (6) 1992 - 1997 (T)
AVERAGE OF ALL
UTILITIES 14.46 % 9.79 % 9.70 % 8.44 % 741 %
AVERAGE OF ALL ELECTRIC
UTILITIES 14,19 % 9.56 % 951 % 785 % 6.90 %
AVERAGE OF ALL TELEPHONE
UTILITIES 1745 % 1241 % 12.45 % 17.00 % 14.66 %
PECO ENERGY CO. 1387 % 831 % 838 % [ 918% ] 538 % |
MAJOR NON-REGULATED U.S.
INDUSTRIAL COMPANIES (8) 12,95 % 10,18 % 10.27 % 10.79 % 14.32 %
PERCENT OF ALL ELECTRICAL AND
TELEPHONE UTILITIES WHOSE RETURN 1S
GREATER THAN THAT OF MAJOR
NON-REGULATED U.S. INDUSTRIAL
CORPORATIONS (8) 7 % 43 % 3% 2% 5%
erES
See pages 2 and 3 of this Schedule for notes. o ® rEj
. o =
Source of Information: Electric and Telephone Utility Stockholder Retumns: 1972-1992" (NARUC - September 13, 1993) 2o
Standard & Poor's Compustat Services Inc., Utility and Telecommunications Compustat I e
Standard & Poor's June 1997 Stock Guide W o
Standard & Poor's Statistical Service, Security Price Index Record, 1996 Edition

Standard & Poor's Statistical Service, Current Statistics, May 1997

Wall Street Journal, various issues

I-24d[ ITqTYXE



Notes:

(2)

(3)
(4)

(S)

(6)

(7}

Exhibit JFBr-1
Schedule 19
Page 2 of 3

Updated
PE Enerqgy Compan (Updated)

Update of “Electric and Telephone Utility Stockholder
Returns: 1972 - 1992" (NARUC - September 13, 1993)

From “Electric and Telephone Utility Stockholder Returns: 1972 - 1892" (NARUC -
September 13, 1993), pp. 55-56, 85 and 100-101.

Updated using identical methadology to that used in “Electric and Telephone Utility
Stockholder Returns: 1972 - 1992" (NARUC - September 13, 1993) as described
on pages 6-8 of the NARUC Study.

Data for 1872-1976 for the electric and telephone utilities were taken from
the NARUC Study, pp. 41-42, 45, 4748 and 51. Data for 1977-1997 for the electric
and telephone utilities are from Standard & Poor’'s (S&P) Compustat Services Inc.,
Utility and Telecommunications Compustat Il and the February 1997 S&P Stock
Guide. Data for 1972-1997 for the S&P 400 Industrial Composite are from S&P
Statistical Service, Security Price Index Record, 1996 Edition, pp. 131-133, S&P's
Current Statistics, February 1997, p. 29, and S&P's January and February 1997
Stock Guides, p. 257. Data for 1972-1992 for the Value Line Industrial Composite
are from the NARUC Study, pp. 4546 and 51-52. Data for 1993-1996 for the Value
Line Industrial Composite are from Vaiue Line Investment Survey, Selection &
Opinion, August 23, 1996, p. 7285.

Gulf States Utilities Co., lowa-illincis Gas & Electric Co., PSI Holdings, Inc.
and Cente! Corp. have been excluded from the update: Gulf States Utilities Co. is
now Entergy Gulf States, a subsidiary of Entergy Corp.; lowa-lllinois Gas & Electric
Co. merged into MidAmerican Energy Holdings; PSi Holdings, Inc. is now a
subsidiary of CINergy Corp.; and Centel Corp. is now a subsidiary of Sprint Corp.

Average of 171 hypothetical holding periods.

Average return for a single twenty-one year holding period assuming that a stock
is purchased in mid-1972 and sold in mid-1992.

Average return for a single twenty-five year holding period assuming that a stock
is purchased in mid-1972 and sold in mid-1996.

Average return for a single five year holding period assuming that a stock is
purchased in mid-1992 and sold in mid-1996.

Average return for a single six year holding period assuming that a stock is
purchased in mid-1992 and soid in mid-1997.




Exhibit JFBr-1
Schedule 19
Page 3 of 3

PECO Ener mpan (Updated)
Update of “Electric and Telephone Utility Stockholder
Returns: 1972 - 1992" (NARUC - September 13, 1993)

The NARUC study included the Value Line Industrial Composite but the percent of
all electric and telephone utilities whose return is greater than that of major non-
regulated U.S. industrial companies was relative to S&P 400 Industrial Composite.

Thus, percentages shown on Lines No. § and 6 are for the S&P 400 Industrial
Composite.



RETURN ON AVERAGE COMMON EQUITY FOR THE YEARS 1972-1992, 1972-1996, 1992-1996

PECO ENERGY COMPANY

AS REPORTED AND ADJUSTED TO EXCLUDE ALL AFUDC FOR ELECTRIC AND TELEPHONE UTILITIES
USED IN "ELECTRIC AND TELEPHONE STOCKHOLDER RETURNS: 1972-1992" (NARUC - SEPTEMBER 13, 1993)

1972-1992 1972-1996 1992-1996
RETURN ON RETURN ON RETURN ON
AVERAGE AVERAGE AVERAGE
COMMON EQUITY COMMON EQUITY COMMON EQUITY
ADJUSTED ADJUSTED ADJUSTED
AS TO EXCLUDE AS TO EXCLUDE AS TO EXCLUDE
REPORTED (1) ALLAFUDC(2) REPORTED (1) ALLAFUDC(2) REPORTED (1)ALL AFUDC(2)
AVERAGE OF ALL
UTILITIES (3) 12.44 % 9.03 % 1227 % 9.33 % 11.39 % 10.87 %
AVERAGE OF ALL ELECTRIC
UTILITIES 12.35 % 8.74 % 12.17 % 9.05 % 1.18 % 10.65 %
AVERAGE OF ALL TELEPHONE
UTILITIES 13.86 % 12.96 % 13.99 % 13.18 % 14.66 % 14.36 %
PECO Encrgy Co. | 111 % | 425% | | 11.19 % | 5.34 % | 1138 % 10.85 % |
EARNINGS/BOOK RATIO FOR
MAJOR NON-REGULATED U.S.
INDUSTRIAL COMPANIES (4) 1433 % 1543 % 19.58 %

See page 2 of this Schedule for notes.

SOURCE OF INFORMATION: Standard & Poor's Compustat Services, Inc.
Utility Compustat I1 & Telecommunications Compustat 11

S&P Security Price Index Record, 1996 Edition, pp. 2 and 128-133

S&P Statistical Service, Current Statistics, May 1997 p. 29

(poiepdn)
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Exhibit JFBr-1
Schedule 20
Page 2 of 2
(Updated)

PECO Energy Compan
Return on Average Book Commaon Equity for the Years

1972 - 1992, 1972 - 1996 and 1992 - 1996
as Reported and Adjusted to Exclude All AFUDC
for the Electric and Telephone Utilities Included in the
“Electric and Telephone Utility Stockholder
Returns: 1972 - 1992" (NARUC - September 13, 1993)

Notes:

(1)  Caiculated as income available for common stock divided by the average of the
beginning and ending year's total common equity.

(2)  Cailculated as income available for common stock less total Allowance for Funds
Used During Construction (AFUDC) divided by the average of the beginning and
ending year's total common equity.

(3)  Gulf States Utilities Co., lowa-lllinois Gas & Electric Co., PSI Holdings, Inc. and
Centel Corp. have been excluded from the update: Gulf States Utilities Co. is
now Entergy Guif States, a subsidiary of Entergy Corp.; lowa-lllinois Gas &
Electric Co. merged into MidAmerican Energy Holdings; PSI Holdings, Inc. is
now a subsidiary of CINergy Corp.; and Centel Corp. is now a subsidiary of
Sprint Corp.

(4)  Calculated as earnings per share for the Standard & Poor's (S&P) 400 Industrial
Composite divided by the average of the beginning and ending year's book value
per share. 1995 and 1996 earnings / book for the S&P 400 Industrial Composite
is based upon an estimated 1995 and 1996 book value per share for the
Composite.



1961
1882
1993
1954
1995
1996

Cumuiative

PECO Energy Compapy
Companson of Inoomo Ava.liable for Cc>mmon :quny Basod Upon Authonzsd Returm Rate on

Exinibig JF3r-i

Schedule
(Updated)

21

1 2 3 4 2 1+ I
Incoma Avail. Incomae Avaii.
for Commeon for Commoen

Equity as Equity Excl,
Reported lass  all AFUDC less

inccme Income Avait, Incomae Avail,

Autherized Available for Cemmen for Commen

Raturn Rate on for Common Equity Equity

Income Available on Common Based Upon Based Upcn Based Upon

for Common Equity Eguity Applicable Average Auth. Retum Auth. Retumn Auth. Retum

as Excluding to Electric Commeon on Common on Common on Commen

Reported (1) Al AFUDC (2) _ Oreratiens (3) Equity (4) Equity (5) Eguity (€) Equity {N
{3 miif) (% mill) (%) (3 mill) {$ mil) 5 mill) (3 mill)

$85.928 $43.478 10.00 % 3338.211 $33.821 32107 (340.333)
94.811 36.088 10.20 975.734 99.525 (4.714) (63.457)
94.825 23.984 10.20 1,087.329 108.868 (14.043} (84.884)
107.802 41.028 11.00 1,148.390 126.389 (18.487) (85.36%)
125.204 47.583 11.00 1,272.837 139.99 (14.786) (92.427)
132734 45.856 11.00 1,379.973 151.797 (19.063) {105.141)
141.349 50.352 13.50 1,455.025 $96.428 (55.079) (146.078)
149.698 36.315 13.50 1,526.426 206.068 (56.37Q) (169.753)
174.950 27.400 14.00 1,655.585 231.783 (56.833) {204.383)
223,761 4.5684 15.45 1,847.356 285.417 (61.638} (250.453)
278.623 85.383 17.02 2,107.767 358,742 (80.119} {203.379)
321.708 45711 17.58 2,410.665 423,795 (102.080) (378.084)
409.707 54.852 16.15 2,728.535 440,723 (31.016) {385.371}
434.724 1.223 16.70 3,040,797 507.813 (73.089) (506.580)
474,693 206.255 15.75 3,342.250 526.404 (51.711) (230.149)
446.450 277.087 14.75 3,439.170 507.278 (60.828) {230.211)
468.765 247.654 14.75 3,488.513 514,556 (45.791) (266.862)
493.807 223.307 14.75 3,667.442 540.948 (47.141) (317.841)
15,458 {38.877) 13.42 3.683.425 494.318 (478.858) (534.193)
468.576 445,492 12.75 3,757.192 479.042 (10.466) {33.330)
448.210 397.547 1278 3,956.010 504.391 [86.181) {106.844)
544.580 517.816 1275 4,141.579 528.051 13.339 (10.235)
389.415 367.246 12.75 4,281.719 545.919 {156.504) (178.673)
586.515 559,485 1275 4,415,827 562.992 23,523 (3.527)
499.169 479.222 1278 4,887.337 584.885 (85.7186) (105.883)
$7,578.569 $4,326.204 $6,148.941 ($1,571.372) ($4.823.740)

Notas: (1) Calculated as income available for common stock divided by the average of the beginning and
ending year's total commen equity.

{2) Caleulated as income available for cammon stock lass total Allowance for Funds Used During
Construction {AFUDC) divided by the average of the baginning and ending year's total common

adquity.

(3) Company-provided.
(4} Awverage of beginning and ending year’s total common equity.
(5} Column 3 x column 4,
(68) Column 1 - column 5.
{7} Column 2 - column 5.

Sourca of Information:  Standard & Poor's Compustat Servicas. Inc., Ulility Compustat Il
Moody's Public Wiility Manuals
PECQ Enargy Company 1696 Annual Report 10 Shareholders

Company-provided data
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Comparison of Average Bond Ratings and Business Position
for PECO Energy Company and Mr. Deardorff’s Barometer
Group of Electric Companies

Comparisan of Market Prices (June 1996 = 1.00) for
PECO Energy Company and Mr. Deardorff's Barometer
Group of Electric Companies

Standard & Poor's Five-Year EPS Growth Rates and
Value Line Investment Survey Five-Year Growth in EPS
for PECO Energy Company

Comparison of Expected Market Cost Rate of Common Equity
Using Current Data for Allegheny Power System, Inc.
(Parent of West Penn Power Company) and Mr. Deardorff's
PECO Energy Company Recommendaticn Based upon
Mr. Deardorff’'s DCF Methodology

Schedule No.
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Tabie §-7

Total Returns,

Income Returns. and
Capital Appreciation of
the Basic Asset Classes

Summary Statistics
of Annual Retumns

From 1926 to 1995

Geometric Anithmetic Serial
Series Mean Mean Comeianon
Large Company Stocks: !
Total Retumns 10.5% 12.5% 20.4% 0.02%
Income 4.6 4.8 1.3 0.81
Capital Appreciaiion 57 76 1.7 -0.02
Small Company Stocks:
Total Retumns 12.5 17.7 344 0.09
Long-Term
Corporate Bonds:
Total Retums 5.7 8.0 ’.7 0.12
Long-Term
Government Bonds:
Total Returns 52 55 22 0.
Income 51 5.2 2.9 C.98
Capital Appreciation -0.1 0.2 B0 -0.13
Intermediate-Term
Government Bonds:
Total Retums 5.3 54 5.8 0.20
income 4.7 4.8 3.1 0.96
Capital Appreciation 0.4 0.3 4.4 -0.16
U.S. Treasury Bills:
Total Retumns 3.7 38 3.3 0.92
Inflation 3.1 32 4.8 064

Total return is egual te the sum of three component retumns: income retum., 2agial apprecation
return, and reinvestment retum. Annual reinvestment retumns for select asse? flasses are provided in

Table 2-6.
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Essimaring s&e Cost of Caoizzi or Discouns Rare

Expected Equity Unlike the yield on a bond. the expecied equity risk premium is urobservabie in
Kisk Premium the market and must be estimated. typically by using hisicrical data. ' It can be

caleutated by subtracting the lohg-term average of the incame return on the
riskless asset from the long-term average stock market return {measured over
the same period as for the riskless asset). The maturity (or duration) cf the
riskless asset from which rris taken must be the same as that usaq tc astimate
ERP. When calculating the equity risk premium, some anaiysts subtract a
long-term Treasury bond's ¢otal retum—ather than its income return—érom the
total retum on the overall stock market. The income retum is the better measure
of return to be subtracted from the stock market total return for two reasons:

1. It is the completely nskless portion of the issues’ retums (Traasury
securities are subject to price risk).

2. Bond yields have risen historically, causing capital losses in fixed-income
securities {including U.S. Treasury issues). These capital losses caused
bonds' total returns to be lower than the retums that investcrs expected. In
other words, had the investor held the bond to maturity, the investor would
have realized the yield on the bond as the total return; but in a constant
maturity portfolio such as those used to measure bond retums in this book,
bonds are sold before maturity (at a capital loss if the market yield has
risen since the time of purchase). There is no evidence that invesiors
expect bond capital losses to be repeated in the future (otherwise bond
prices would be adjusted accordingly), so that historical total returns are
biased downward as indicators of future expectations. Historical income
retums, in contrast. are unbiased estimators of the returns that investors

expected.

Since the market provides a clear measure of what invesiors in Treasury
obfigations expected—the bonds’ yields or income returns—this information
should be used to estimate the riskless rate for the purpose of caiculating the

expected equity nsk premium.

As with Bs, the expected equity risk premium 1s usually esiimated using historical
information. Implicit in using history to forecast the future is the assumption that

15
It should be noted that from a vaiuation specialist's point of view, ‘he stock marxet retums
presented in this book are aiter corporate taxes but before perscnal iaxes. and snould be
applied to cash flows caiculated on the same basis.

N R LA
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Table 8-7

Total Returns. ooy np.

Income Returns, and
Capital Appreciation of
the Basic Asset Classes

i+ Sumemary Statisdcs
of Annual Returns

From 1926 to 1996

Geometic Arithmetic Stangard Senal
Series Mean Yean Jevianon Comelancn
Large Company Stocks:
Total Retums - 10.7% 12.7% 20.3% 0.01%
Income 46 4.6 1.3 0.81
Capitai Appreciation 5.8 7.8 19.6 0.01
Small Company Stocks:
Total Retums 12.6 17.7 341 0.09
Long-Term
Corporate Bonds:
Total Retums 56 8.0 8.7 Q.10
Long-Term
Government Bonds:
Total Retumns 5 54 9.2 -0.01
Income 5.1 5.2 2.9 0.96
Capital Appreciation -0.3 0.1 8.0 0.17
Intermediate-Term
Government Bonds:
Total Retumns 52 5.4 58 0.18
Income 4.7 4.8 3.1 Q.88
Capital Appreciation 0.3 0.4 44 -0.19
U.S. Treasury Bills:
Total Retums 7 3.8 3.3 0.92
Inflation 31 3.2 4.5 0.64

Totai retum is ecual to the sum of three component retums: income retum. capital appradaton
retum. and reinvesmment retumn. Annual reinvestment retumns for select asset dasses are provided in

Table 2-6.

] ]8 SBBI 1997 tparipon
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Estimating e Cost of Capizzl or Discouns Zzze

Expected Equity
Risk Premium

Unlike the yield on a bend, the expected equity risk premium is uncbservabie in
the market and must be astimatad, typically by using histarical data.’ It can be
calculated by subtracting the-long-term average of the income return on the
riskless asset from the long-term average stock market return (measured over
the same period as for the riskless asset). The maturity (cr duration) of the
riskless asset from which rris taken must be the same as that used tc estimate
ERP. When calculating the equity risk premium, some analysts subtract 2
long-terrn Treasury bond’s fotal retum~—rather than its income return——from the
totai retumn on the overall stock market. The income return is the better measure
of return to be subtracted from the stock market total retum for two reasons:

1.

It is the compietely riskless portion of the issues’ retums (Treasury
securities are subject to price risk).

Bond vields have risen historically, causing capital losses in fixed-income
securities (including U.S. Treasury issues). These capital losses caused
bonds’ total returns to be lower than the retumns that investors expected. In
other words, had the investor held the bond to mawrity, the investar wouid
have realized the yield on the bond as the total return; but in a constant
maturity portfolio such as those used to measure tond retumns in this book,
bonds are sold before maturity (at a capital loss if the market yield has
risen since the time of purchase). There is no evidence that invesiors
expect bond capital iosses !0 be repeated in the future (otherwise bond
prices would be adjusted accordingly}, so that historical total returns are
biased downward as indicators of future expectations. Historical income
returns, in contrast, are unbiased estimators of the retums that investors

expected.

Since the market provides a ciear measure of what investors in Treasu;y-
obligations expected—the bonds’ vields or income retumns-—this information
should be used to estimate the riskiess rate for the purpose of calculating the

expected eguity risk premium.

As with Bs, the expected equity risk premium is usually estimated using historical
information. Implicit in using hisiory to forecast the future is the assumgption that

15

It should be noted that from a valuauon specialist’s point of view, the stock market retums
presented in this book are after corcorate taxes but before personal taxes. and should be
apptlied to cash flows caitulated on e same basis.

fboarsor: isromzre: J -"-,']
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TABLE OF SUMMARY & INDEX CONTENTS Summary & Index
Page Number
Industries, in alPhabefiCaAl OFTET ... .o et ees v sat s sn e s r s sem s sanas s e s e st e et aananaan e e s amgwensmbnns desras s

Stocks—comptete list with latest prices, Timeliness and Safety Ranks, Betas, estimated eamings, estimated
dividends, and option exchanges; also references to pages in Ratings & Reporis carrying latest

TUBSDAOE TEPOMS  .coeirriecee e sees et s eee et ereermareeaemtassacsaesocmesersbAs S48 s R b soeeasshbarmcmmne b thorameranshsbaneerbsbanssnis 2-22

Noteworthy RENK Changes ..ot et sb e ec sstsat s e e e e s bbb rir e s rsstra T sbes b re s st sanimeabEsradsnne snrsen 24
- SCREENS )
Industries, in order of Timeliness Rank .................. LOW P/E SIOCKS ..o ree e e 35
Timely stocks in Timely industries ...... 25-26 High P/E SIOCKS i e 35
Timety stocks (1 & 2 for Performance) 27-29 High total retum stocks ... ... 36
Conservative stocks (1 & 2 for Safety) 30-31 High 3- to 5-year dividend Tetums . 36
High Yielding stocks ....cccveeeveeeienais . 32 Companies with high return on capital . . 37
High 3- to S-year appreciation ............coeecreceveeeneens 32 Bargain Basement stocks .............. .37
Cash generaling companies .........c...oienrccirmneeseres 33 Untimely stocks (5 for Performance) .38
Best Performing stocks last 13 weeks ... 33 High yielding non-utility stocks ....... . 38
Poorest Performing stocks last 13 weeks .............. a3 High growth stocks ......ccccereerererenens . 39
Stocks below BOOK VAIIE ..........ceciviriveeeeeeenvivneeens 34 Siock market averages ... eaenes 40
The Median of Estimated The Median of The Estimated Median
PRICE-EARNINGS RATIOS ESTIMATED YIELDS APPRECIATION POTENTIAL
of all stocks with eamings {rext 12 months} of all dividend of all 1700 stocks in the hypothesized
paying stocks under review economic environment 3 to 5 years hence
o
16.4 1.9% 45%
26 Weeks Market Low Market High 26 Weeks Market Low Market High 26 Weeks Market Low Market High

Ago* 12-23-714* 9437 Ago* 12-23-74* 9-4-87 Ago® 12-23-74* 9-4-8
15.8 4.8 16.8 2.1% 7.8% 2.3% 45% 234% 40%

*Estimated medians as published in The Value Line Investment Survey on the dates shown.

ANALYSES OF INDUSTRIES IN ALPHABETICAL ORDER WITH PAGE NUMBER
Numeral in parenthesis after the industry is rank for probable performance (next 12 months).

. PAGE PAGE PAGE

Advertising (18} ....oocoovcervecrriernn, 1839 Dmg {41y . cmereeresenen. 1238 Insurance(Prop/Casualty) {60) ...... 606  Restaurant (40) ..cvimnnsierene
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*Auio Parts (Replacement} (78) ... 112  Emtertainment (71) . 1778 Medical Services (5) 649 Shoe (4) ... . 1686

Bank (39) ......corecrrernsernnnnnn 2101 Envirenmental (BI) [E— 343 *Medical Supplies (61) .. 196 Steel (Genera]} (83)

Bank (Canadian) (3} . 1568 Financial Services (15) ..., 2133 Metal Fabiricating (44} ... ..578  Slee! {Integraied) (82)

Bank (Midwest} (28) ......... 631 Food Processing (42) ... ... 1461 Metas & Mining (Div.) (85) ......... 1216 Telecom. Equipment (10]

Beverage (Alcoholic) (72} .......... 1530 Food Wholesalers {54) — 1520 Natural Gas {Distrib.) {34} ... 471 Telecom. Setvices (85) .. 985 741

Beverage (Soft Drink) {1 9) .-1638  Foreign Electron/Entertn (65] Natural Gas{Diversified) (74) ...... 49 Textile (13) e ... 1628

BLﬁldin%vMatena!s (30) .. ..881  Foreign Telecom. (33) ..o Newspaper (37) .. .. 1821 Thrft (14) v ... 1151

Cable ..840  Fum.Jreme Fumishings (17) 801  Office Equip & Supp(les (27) ....... 1118 *Tire & Rubber (80) e 122

Canadian Energy (45) ...... .. 433 Gold/Silver Mining (83) ....... Qilfield Services/Equip, 5 .......... 1860  Tobaceo {53} ... .. 1575

Cement & Aggregates {20) ...... Grocery (82) .. Packaging & Container {52) .......... 841  Toletries/Cosmetics (8) ..o 832

Chemical {Basic] {73) ........o.ccoon Healthcare information (SB) Paper & Forest Products (84) ... 912 Trucking/Transp. Leasing (57) ...... 265

Chemical {Diversified) (89) .........1 *Home Appliance STS) Petroleum { lntegrated) 49) ........... 40 Water Utility (80) .ooovrurcecnrissssnnenns 1403

Chemical [Speciafty) (63} ............. 497  Homebuilding (18) ... Petroteum {Producing) {8) ... 1847

Coal/tliemate Energy (1) ........... 1881 HotelGaming (59} ... *Precision Instrument (38) .. 135

Computer & Peripherals (7) ....... 1077 Household Products (43} . Publishing T7T) ... 1804

Computer Software & Sves (34) . 2183 Industrial Services (29) ..., Rafiroad (32) ....... .. 284

10T 1) [ Insurance {Diversified] {31) ....... RELT. (56) ...... . 1168

Diversified Co. (36} Insurance (Life) (12) ....eeeeresicnuns 1187 Regreation [:5:) [RRIIIN ¥ { 11 *Raviewed in this week's edition.
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PAGE NUMBERS .
Bold type refers to Timeliness Rani for Safety Industy Rank Technical Rank
Ratingy and Reports; Ext'd Eg'd
;ﬂ"ﬁ o Selection Recent Priee Ewd  Eam.  Divd LATEST RESULTS o
Curran? M naxt n
\ & Opinien ""9""”,,,{" PE next 12 Qv. Eam. Yer Qo Lgem Yo tions
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pic] | Communic. ‘A" NXTL 15 45 470 20-35 f[sq%) NMF ML a6 NL 88 91 d®3  d56 ! 31 NL ML |5 CBO
375 184 Niagara Mohawk NMK #, 15 75 9 17 (500% 76 " NL 110 NL 2| ¥31 & &0 31 NI NL |3 ASE
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485 NICOR inc, GA5 35 §1 75 40-45 [(15a% 142 40X 246 140 o4 | 1 & 0 930 #3233 3 PAGC
2235 1669 NIKE, Inc. B’ NKE 56 23 .95 95148 g% 180 08% 3N A5 4| 2 2 k0] %0 10 o75s la PaC
1586 1670 Nina West Group NN 38 337100 #5100 165% 129 ML 205 NL 4| 30 48 A ¥31  NL NL |4 paC
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2237 1334 MNorgson Corp. NDSN 54 52 B 75100 [40-85% 184 18X 293 B4 50| 430 S 75 &3 220 18 3
i ISE Natmom fnc. NOBE 48 423 120 S0-75 (5 } 24 L% 235 S oz <30 4t 34 &30 125 125 |3 ASE
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333 Otfsten Com. os 13 110 3550 [@565% 140 6% 136 31 B Y AU 33 g0 07 o7 5 ASE
866 Orrnicams, Inc. CCR 2% 2318 W48 & 363 0% 80 S5 v ota 14 630 .08 015 3 PHL
- 1844 Ormnicom Group oM S 22 100 7095 [(0-60% 223 1A% 265 B0 18] vy = A1 930 20 175 |3 PAC
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1903 PPG Inds. PPG 56 5 1 110 B0-100 [5-80% 130 24% 4% 12 8] vy ¢ 90 [C ] 2 3 PHL
1439 109 PACCAR Inc. BP0 PCAR 43 2 3 100 65100 125% 128 14% 335 8 %] W 05 A6 630 a5 125 |1 NYS
I6 124 Pacific Cantury Fin) BOH 48 42 85 5070 (-50% 128 28% 360 128 37 3 88 78 830 X 28 ° |3 ASE
[-)Mmmwmfummdmustodtmnd ) (h} Sstd & Esrd Dividends aftar conmversion to U.S.
Soc dﬁamgsa (0 The estimats may mfiect 2 probabie erease of decraase. doua:s s Line esifnated lranstahon rate.
¢ ﬁ?‘“ It a dividend boost or at is_passibie tut nof prodabia, SD daia sxpressad in hundrsds.
(0] canademds mawmmm.uruusmemmz. ] Ernomm {4)  Assat Vaiue
d Debct {g) Dividends subject ta toraign withhoiging tax for U.S. residents.  N=agative figura  NA=Not avaiiable NMF=No meaningful Siqure

“To subscribe call 1-800-833:0046.



Company.

PECO Energy Company

Moody's Twenty-Four
Electric Companies

Battimore Gas & Electric Co.
Boston Edison Company
Carolina Power & Light Co.
Centerior Energy Cormp.
Cloveland Elec. litum. Co.
Toledo Edison Co.
Averaga

Central Hudson Gas & Elec. Co.

Central Malne Power Co.

ClINensgrgy Coproration
Cincinnati Gas & Elecisdc Co.
PSi Energy Inc.

Union Light, Heat & Power Co.

Average
Consolidated Edison
De'marva Power & Light Co.

DTE Energy Company
Daetroit Edison Co.

DPL, Inc.
Dayton Power & Light Inc.

Edison Intematlonal

Southem Califomia Edison Co.

Firolda Progress Corp.
Florida Power Corp.

Houston Industries Inc.
Houston Lighting & Power Co.

ldaho Power Co.

BECO Energy Company
Comparison of Bond Ratings and Businass Positlon for

Standard & Poor's

Numerical

Average
Numerical

Walghting (1) Walghting

Somewhat Balow

£0 _ Averaqe

PECC Energy Company and
Juna 1997 June 1097
Moody's Bond Rating Standard & Poor's Bond Rating
Average Avarage
Bond Numerical  Numerical Bond Numercal  Numerical
Rating Walghting (1) Welghting Rating Walghting (1) Walghting
Baai a0 BBA+
Al 5.0 A+ 50
Baa2 9.0 BBB 9.0
A2 6.0 A 6.0
Ba2 12.0 8B 12.0
Ba2 12,0 BB 12.0
Ba2 12.0 12.0 BB 12.0 12.0
A3 7.0 A- 7.0
Baa3 10.0 BB+ 11.0
A3 7.0 A- 7.0
Baa1 8.0 A- 7.0
A3 7.0 A- 7.0
Al 7.3 7.3 A- 70 7.0
Al 5.0 A+ 50
A2 6.0 A 6.0
Baa2 9.0 B8BB+ 8.0
Aa3 4.0 AA- 40
A2 6.0 A+ 5.0
Aad 4.0 AA- 4.0
A3 7.0 A 6.0
A2 6.0 At 50

High Average
Average
Average

Below Average 7.0
Below Average 1.0

Below Average 70
Average
Somewhat Balow

Average

High Average 3.0
High Average a0
Not Rated --

High Average 3.0

Average

Average

Somewhat Balow
Average

High Average

High Averaga

Above Average

Average

Above Average

6.0

3.0
40
40

7.0
4.0

6.0

30
40

40

8.0

3.0

0

1.0

4.0
1.0

£ 30 1 28eg

£ 21npayds
Z-194r 2TqIUXE



Company

Ipalco Enterprisas inc.
Indianapolis Powar & Light

Northeast Uilitles
Connecticut Light & Power Co.
North Atlantic Enargy Corp.
Hotyoke Water Power Co,
Public Service Co. of N.H.

Westem Mass. Elec. Co.

QOGE Energy Corp.
Oklahoma Gas & Elactrc Co.

PGAE Corp.
Pacific Gas Transmisslon

PECO Enargy

PP&L Resources, Inc.
Pennsylvania Power & Light Co.

Publlc Service Co. of Colo.

TECO Energy Inc.
Tampa Electric Co.

Unlcom Corp.
Commonwaalth Edison

Moody's Twenty-Four Elactric Comy__A3

BECQO Energy Company
Comparison of Bond Ratings and Business Posttion for

Average
Numerical

PECO Energy Company and
Juna 1997 June 1997
Avarage
Bond Numerical  Numerical Bond Numerical
Rating Weighling (1) Weighting Rating
Aa2 3.0 AA-
Bat 11.0 BB+ 11.0
B 14.0 B+ 14.0
NR NR .-
Ba3 13.0 BB- 13.0
Ba1 1.0 BB+ 11.0
Ba2 12.3 123 BB 12.3
Al 5.0
A2 6.0 A 6.0
Baai 8.0 AA- 4.0
A3 7.0 7.0 At 50
Baat 8.0 BBB+
A3 1.0 A-
Al 7.0 A-
Aa? a0 AA
Baal 10.0 [2]2]:]
6.9 A-

Notes: {1) As davaloped on page 3 of this Schadule.
{2) From Standard & Poor's Wiility Rating Service, Financial Statistics for the 12 months ending September 30, 1996.

Source of Information; Moody's Invastors Service

Standard & Poor’s Utitity Rating Service

4.0

123

4.0

50

a0

70
7.0

3.0

9.0

Standard & Poor's
Electric Oparations Business Position {2)

High Average

Somewhat Below
Average

Not Rated

Not Rated

Below Average

Somawhat Balow
Avarage

Numearical

Average
Numerical

Welghting (1} Waelghting

6.0

7.0
8.0

Somewhat Balow
Average
High Avarage

Average
Not Rated

6.3

40

Average

Somawhat Below
Average

Average

High Average

Above Average

Somewhat Below
Average

6.6

Average

40

3.0

63

30

40

60

4.0
30

1.0

6.0

3.8

¢ 3o g 23eg

£ 21npayds
T-3g4r 21TqIuxyg



Exhibit JFBr-2

Schedule 3
Page 3 of 3
I
Numerical Assignment for
Moody’s and Standard & Poor's Bond Ratings and
Standard & Poor's Business Position
Moody's Numerical Standard & Poor's
Bond Rating Bond Weighting Bond Rating
Aaa 1 AAA
Aai 2 AA+
Aa2 3 AA
Aa3 4 AA-
Al 5 A+
A2 6 A
A3 7 A-
Baa1 8 BBB+
Baa2 9 BBB
Baa3 10 B8RBB-
Ba1 1" BB+
Ba2 12 BB
Ba3 13 BB-
Numerical Standard & Poor's
Weighting Business Position

1.0 Above Average

20 Somewhat Above Average

30 High Average

4.0 Average

5.0 Low Average

6.0 Somewhat Below Average

70 Below Average
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Schedule 4
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STANDARD
&POOR’S

12 Months Ended Sept. 30, 1996
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Pretax Interest Coverage (x)

ELECTRIC UTILITIES

Total Debt/Total Capital {%)

Business Pasition AA A BEBB BB Business Posttion AA A BBB BB
] 350 275 175 125 i 170 520 590 6850
2 365 300 200 140 2 155 505 515 B35
3 380 325 21 155 3 M40 490 56.0 620
4 400 350 250 175 4 420 410 540 600
5 380 280 20 5 450 520 80
B 415 315 225 6 430 500 560
7 450 K] 250 1 410 480 54.0
Funds From Operations Interest Coverage (x) Funds From Operations to Total Debt (%)
_ Business Position AA A 848 BB Businass Position AA A o)) BB
1 400 35 25 1.75 1 260 190 14.0 110
2 415 350 250 1.80 2 280 210 155 ns
3 430 115 215 1.90 3 300 30 115 125
3 450 460 300 200 1 00 250 190 30
5 4.0 330 225 5 280 225 155
B ag5 365 780 B 310 %5 175
7 500 4.00 275 7 40 20 200
Net Cash Flow to Capital Spending (%)
Businass Position AA A BBB BB
| 900 104 450 00
2 9.0 750 500 K<)
3 1020 800 550 3.0
4 1100 850 60.0 40.0
5 910 66.0 45.0
B 980 130 530
7 1060 800 600

Business Positions: 1—Above average. 2—Somewhat above avarage. 3—High average. 4—Average. 5—Low average, 6—Somewhat betow average. 7—Below average.

STANDARD & POOR'S UTILITY FINANCIAL STATISTICS

7 Jo ¢ °%eq

f# B21npayss
7-1g4f 31q1yxd

LT

Y N el Y



Exhibit JFBr-2
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UTILITY REGULATORY POLICY IN THE
" UNITED STATES
AND CANADA
COMPILATION 1995-1996
OF THE
NATIONAL ASSOCIATION OF
REGULATORY UTILITY COMMISSIONERS

Michael Foley
Acting Executive Director

Jessica Q’Connor-Petts
Research Analyst
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- 530

TABLE 249 - AGENCY AUTHORITY O'VER RATE OF RETURN - ELECTRIC UTILITIES

Agency Capital Method Agency fawvors in determining rate of return buration of
deter- structure e bl bl - LA o call protec-
mines is adjusted tion provision
rate of [to exclude [Ne¢ ONE |Dis- |Comp- - influences
return non-utility|method [count-|arabie|Earn- |Mid- |[Capital judgment in
AGENCY under its|financing |JALL are{ed earn- |ings/ [point [asset |[Risk determining

general |[when it is |consid-jcash |ings |price |app- |[pricing|prem- rate of
authority!traceable | ered Iflow [test Iratio |roach 'model |ium |Other freturn

FERC X X X X

ALABAMA PSC X X X .

ALASKA PUC X X X Possible.

ARIZONA CC X X X 2/ %77

ARKANSAS PSC x X X 11/

CALIFORNIA Puc X X 1/ x 271 X X X X X Possible.

COLORADG PUC X X X9/ X

CONNECTICUT ppPuC X X X

DELAWARE PSC X X 2/ % X X

D.C. PSC X X X

FLORIDA PSC X X 1 X 2/

GECRGIA PSC X X X 2/ X X X 8/

HAWAII PUC X X X 27 X

IDAHO PUC X X X9/ X X

ILLEROIS CC X X X 2/ X X

INDIANA URC X X

10WA UB X X 1/] X X X X 6/

KANSAS SCC X X X

KENTUCKY PSC X X X 2/ X X X X X

LOUISIANA PS( X X

MAINE PUC X 167] x &/ X

KARYLAND PSC X X X X &/

MASSACHUSETTS DPU X X X 5/ X5/

MICHIGAN PSC X X 2/ X X X X X X

MINNESOTA PUC X X X

MISSISSIPP! Psc X X X X

MISSOURE PSC 13/ X X X

MONTANA PSC X X X X

NEBRASKA PSC &Lt

KREVADA PSC X X X X X

NEW HAMPSHIRE PUC X X X Yes

MEW JERSEY B8Py 12/ X X X H X X

NEW MEXICO PUC X X X 2/ X X

NEW YORK PSC X X X X 7/ X

NORTH CAROLINA UC X X X 271 X X X X X

NORTH _DAKOTA psC X X

OH10 PUC X X X X7/ . X 7/]No decision.

OKLAHOMA CC X X X . X X X

OREGON PUC X X 1/ X X

PENNSYLVANIA PUC X X X 2/ X b 4 X X X Maybe, if soon

RHODE ISLAND pUEC X X X X X X3/

SOUTH CARQLINA PSC X X X X . X X

SOUTH DAKOTA pPUC X X X - X

TEXAS PUC X X X 27 X X X X

UTAH PSC X X X

VERMONT PSB X X X X X

VIRGINIA SCC X X X 2/

WASHINGTON UTC X X X

WEST VIRGINIA psSC X X X 2/ X 4 X X X

WISCONSIN PSC X X X 2/ X B X X

MYOMING PSC X X _2/1 X X X X X

PUERTO RICO PSC Does not regulate electric utilities.

VIRGIN ISLANDS pSC X o/ X 2/1 X X X

ALBERTA EUB X X X 2/ X X X

HOVA SCOTIA UARB X X X 2/] X% X X X

ONTARIO EB X X X 2/ X X

** For definitions of terms, please consult the Glossary of Terms at the back of this book. ICB=Case-by-Case Basis

NARUC Compilation of Utility Regulatory Policy 1995-1996
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FOOTNOTES - TABLE 249
AGENCY AUTHORITY OVER RATE OF RETURN

Non-utility investment dollars are always excluded from rate base. Where non-utility investment is comparatively
small, capital ratios are not adjusted. When non-utility investment is large, we usually remove non-utility investmen?
from equity.

Commission favors no single method, but rather that which produces the most reasonable results.

It may use any method ir desires especially in the case of a2 small company.

No Commission regulation of electric or gas utilities.
DCEF is preferred, but Department approves other methods which check DCF result; risk spread analysis preferred

by a slight margin. Financial condition of uriliry also given serious consideration.

DCF is preferred; other methods are considered.

No singie method, however, discounted cash flow is frequently used.

Discounted cash flow most often used, but risk premium method used also. Determined case by case.

DCF has been the preferred method, but its results should be checked with other methods.

Never an issue before this agency. .

Agency favors DCF, bur any method presented is considered.

Commission did not respond to request for update information; this data may not be current.

DCF has been the preferred method, but its resudts are generally checked with other methods such as risk premium

and CAPM.

NARUC Compilatien of Utility Regulatory Policy 1995-1996



Comparison of Percent Change in Average Share Price, Eamings per Share and
Dividends per Share for PECO Energy Company and
Mr. Deardorff's Barometer Group of Electric Companies
for the years 1992-1996 (P)

Average Annual % Change for the Years 1992 - 1996 (P)

Average
Share
Price (1) EBS (2) DPS (3)
PECO Energy Company 3.5 % 89 % I3 %
Mr. Deardorff's Barometer
Group of Electric Companlas 3.0 % 219 % 16 %
Notes: (1) See page 2 for supporting detall.

(2) See page 3 for supporting detall.
(3) See page 4 for supporting detall.
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Percent Change in Average Share Price{1) for PECO Energy Company and
Mr. Deardorff's Barometer Group of Electric Companies
for the years 1992-1896 (P)

Average
Annual Annual Annual Annual Annual
1992 % Change 1993 % Change 1994 % Change 1995 % Change 1996  (P) % Change
PECG Energy Company 2469 195 % $20.50 B.11% $26.81 16 % $27.25 18 % 2178 18 %
Mr. Deardorffs Barometer
Group of Electric Companles
Atiantic Energy Inc. $22.06 A7 % $22.88 {(17.5)% $18.88 (0.4)% $18.84 4.3)% $18.00 (4.6)%
Baillmore Gas & Electric 22,06 13.1 24,94 (7.8) 23.00 10.9 25.50 6.9 27.25 58
Boston Edlscn 2519 174 29.50 (12.9) 25.69 24 26.31 (1.4) 25.94 1.3
Carolina Power & Light 26.31 171 30.81 (14.8) 26.25 15.7 30.38 19.3 36.25 9.3
DQE 18.75 15.4 22.79 {9.1) 20.71 21.5 2517 13.7 28.63 104
Dominion Resources 37.56 16.8 43.688 (8.5) 40.13 4.7 38.25 6.2 40.63 25
Duke Power 34.44 186.5 40,13 (5.5) 37.94 12.4 42.63 13.0 48.19 9.1
GPU Inc. 26.06 16.1 30,25 (8.5) 27.69 8.8 30,13 85 3289 6.2
IES Industrieg, Inc. 28.00 8.0 31.31 {10.4) 28.06 (12.9) 24.44 233 3013 20
PP&L Resources 26.06 9.6 28.56 (18.7) 22.94 (3.3) 22.19 73 23.81 (1.5)
Publlc Service Enerprise Group 28.38 16.5 33.06 (15.5) 27.94 1.3 28.31 11 28.63 0.9
Rochester Gas & Electric 23.06 16.8 26.94 {14.4) 23.06 4.3) 22,06 (5.7) 20.81 {1.9)
Unicom Corp. 30984 (11.9) 27.25 (9.4) 24.69 157 28.56 15 29.00 (1.0}
Average §26.99 119%  §3038 (118)% $26.69 49 % $27.90 6.9 % $30.00 0 %
See page 5 for notes.
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Percent Change in Eamings Per Share(3) for PECO Energy Company and

Mr. Deardorff's Barometer Group of Electric Companies

for the years 1992-1996 (P)

PECO Energy Company

Mr, Deardorff's Barometer
Group of Electric Companles

Afiantlc Energy inc.
Balimore Gas & Electric
Bosion Edlson

Carollna Power & Light
DQE

Cominlon Resources
Duke Power

GPU Inc.

IES Industrles, inc.
PPRL Resources

Publlc Service Enterprise Group
Rochester Gas & Electric
Unicom Corp.

Average

See page 5 for notes.

Annual
1992 % Change
£1.000 289 %
$1.670 78 %
1.630 13.5
2.100 8.6
2.360 (11.0)
1.780 0.0
2.660 17.3
2.210 28.7
2.210 16.7
1.920 27.6
2.020 25
2170 14,3
1.860 7.5
2080 (91.8)
$2.056 21 %

Annual
1893 % Change
$2450 (282)%
$1.800 (21.7)%
1.850 4.3
2.280 57
2.100 {3.3)
1.780 11.6
3.120 (9.9)
2.800 2.9
2.650 (46.4)
2.450 (4.5)
2070 (31.9)
2.480 121
2.000 {10.5)
0.170 B76.5
$2.119 0.4 %

Annual
1894 % Change
$1.760 500 %
$1.410 8.9 %
1.830 4.7
2.410 {(13.7)
2.030 222
1.987 10.7
2.810 (12.8)
2.880 12.8
1.420 166.9
2.340 {6.0)
1.410 454
2,780 (2.5}
1.790 (5.6)
1.660 849
$2.066 244 %

Annual
1885 % Change
$2.640 (15.2)%

$1.550 (27.7Y%

2.020 (8.4)
2.080 255
2.480 7.3
2.200 5.5
2.450 8.2
3.250. 3.7
3790 (34.8)
2.200 (7.3)
2.050 0.0
2710 (10.7)
1.690 373
3.070 07
$2.426 {0.11%

1998
$2.240

$1.120
1.850
2.610
2.660
2320
2.850
3370
2470
2,040
2.050
2420
2320
3.080

Average
Annual

{P) % Changs

]

%

(7.9%
35

65
3.8
7.0
07
11.5
258
25
40
3.3
7.2
2178

218

g =1npayds
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Percent Change in Dividends Per Share(4) for PECO Energy Company and

Mr. Deardorff's Barometer Group of Electric Companies

for the years 1992-1396 (P)

PECO Energy Company

Mr. Deardorff's Barometer
Group of Electric Companles

Atlantic Energy Inc.
Baltimore Gas & Electric
Boston Edison

Carolina Power & Light
DQE

Domlnion Resources
Dukes Power

GPU Inc.

IES Industries, Inc.

PP&L Resources

Publlc Service Enterprise Group
Rochester Gas & Electric
Unlecom Corp.

Average

Ses page 5 for notes,

Annual
1992 % Change
31326 18 %
$1.510 1.3 %
1.420 28
1.640 T
1.580 38
1.013 53
2.400 33
1.760 4.5
1.575 48
2.100 0.0
1.588 an
2160 0.0
1.680 2.4
2.650  {39.8)
$1.778 {04)%

Annual
1893 9% Change
$1.430 BL %
$1.530 0.7 %
1.460 27
1.700 35
1.640 3.7
1.067 50
2.480 28
1.840 4.3
1.850 7.6
2.100 0.0
1.638 16
2.160 0.0
1.720 23
1.600 0,0
$1.737 26 %

Annual
1994 % Change
$1.545 6.8 %
$1.540 0.0 %
1.500 2.7
1.760 34
1.700 35
1.120 6.0
2.550 1.2
1,920 4.2
1.775 4.8
2.100 0.0
1.665 0.3
2.160Q 0.0
1.760 23
1.600 0.0
$1.7681 22 %

1995
$1.650

$1.540
1.540
1.820
1.760
1.187
2.580
2.000
1.860
2.100
1.670
2.160
1.800
1.600

§1.817

Annual
% Change 1996
6.4 % $1.758
0.0 % $1.540
2.6 1.580
a3 1.880
34 1.820
7.8 1.280
0.0 2.580
4.0 2,080
35 1.925
0.0 2100
0.0 1.670
0.0 2.160
0.0 1.800
0.0 1.800
18 % $1.847

Average
Annual

(P} % Change
13 %

¢ 3o 4 @#3eq
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Exhibit JFBr-2
Schedule 6
Page 5 of 5

Comparison of Percent Change in Average Share Price, Earnings per Share, and
Dividends per Share for PECO Energy Company and
Mr. Deardorff's Barometer Group of Electric Companies
for the Years 1921-1996(P)

(P) Preliminary 1996 data are final for IES Industries Inc. and PP& L Resources and
preliminary for PECO Energy Company and the remaining companies in the barometer
groups.

Notes:
(1)  Average share price is the average of the yearly high-low market price for each year.

(2) Originally reported 12 months EPS.

(3) Yearly dividends per share.

Source of information: Standard & Poor's Compustat Services, Inc.,
Utility Compustat ||



Company

PECO Energy Company

Mr. Deardorif's Barometer
Group of Electric Companies

Atlantic Energy Inc.
Atlantic City Electric Co.

Baltimore Gas & Etectric Co.
Boston Edison Company
Carolina Power & Light Co.

DQE, Inc.
Duquesne Light Co.

Dominion Resources, Inc.
Virginia Elec. & Power Co.

Duke Energy Corp.

GPU, Inc.
Jersey Central Power & Light
Metropolitan Edison
Pennsylvania Electric Co.
GPU, Inc. Average

Bond

Rating Weighting (1) Weighting

Baal

Baa1
Al
Baa2

A2

Baai

A2
Aa2
Baat

Baa1
A3 .

PECO Energy Company

Comparison of Bond Ratings and Business Position for

PECO Energy Company and

Mr. Deardorff's Barometer Group of Electric Companies

June 1997

Moody's Bond Raling

Numerical

8.0
8.0
7.0

Baat

7.7

Average
Numerical

Weighting (1) Weighting

8.0

7.0
5.0
9.0

6.0

8.0

6.0

4.0

June 1997
Standard & Poor's Bond Rating
Average
Numerical Bond Numerical
Rating
8.0 BBB+
8.0 A-
50 A+
9.0 BBB
6.0 A
8.0 BBB+
6.0 A
3.0 AA-
BBB+ 8.0
BBB+ 8.0
A- 7.0
7.7 BBB+ 7.7

7.7

Standard & Poor's
Electric Operations Business Pasition (2)

Somewhat Below

Average

Average
High Average
Average

Average

Low Average

High Average
Average
Low Average

Low Average
Average

Numerical
Weighling (1} WWeighting

5.0
5.0
4.0

Low Average

4.7

Average
Numerical

6.0

4.0
3.0
4.0

4.0

5.0
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Company

IES Industries Inc.
IES Utilities Inc.

Pennsylvania Power & Light Co.

Public Service Enterprise Group
Public Service Elec. & Gas Co.

Rochester Gas & Electric Co.
Unicom Corp.

Commonwealth Edison

Mr. Deardorff's Barometer
Group of Electric Companies

Notes:

Source of Information:

PECQ Energy Company
Comparison of Bond Ratings and Business Position for
PECO Energy Company and
Mr. Deardorff's Barometer Group of Electric Companies

Moody's Investors Service
Standard & Poor's Ulility Rating Service

June 1997 June 1997 Standard & Poor's
Moody's Bond Rating Standard & Poor's Bond Rating Electric Operations Business Position (2)
Average Average Average
Bond Numerical  Numerical Bond Numerical  Numerical Numerical Numerical
Rating Weighting (1) Weighting Rating Weighting (1) Weighting Weighting (1) Weighting
A2 6.0 A 6.0 Average 4.0
A3 7.0 A- 7.0 Average 4.0
Somewhat Below
A3 7.0 A- 7.0 Average 6.0
Baa1 8.0 BBB+ " 8.0 Low Average 50
4.0
Somewhat Below
Baa3 10.0 BBB 9.0 Average 6.0
A3 7.0 A- 6.9 Average 4.3
8]
1
aQ
M
3%
(1) As developed on page 3 of this Schedule, o
(2) From Standard & Poor's Utility Rating Service, Financial Statistics for the 12 months ending September 30, 1998. "
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Exhibit JFBr-2

Schedule 7
Page 3 of 3
P ner: n
Numerical Assignment for
Mocdy's and Standard & Poor's Bond Ratings and
Standard & Poor's Business Position
Moody's Numerical Standard & Poor's
Bond Rating Bond Weighting Bond Rating
Aaa 1 AAA
Aa1 2 AA+
Aa2 3 AA
Aa3 4 AA-
Al 5 A+
A2 6 A
A3 7 A-
Baa1 8 BBB+
Baa2 8 BBB
Baa3 10 BBB-
Ba1 11 BB+
Ba2 12 BB
Ba3 13 BB-
Numerical Standard & Poor's
Weighting Business Position

1.0 Above Average

20 Somewhat Above Average

3.0 High Average

40 Average

5.0 Low Average

6.0 Somewhat Below Average

7.0 Below Average



PECO Energy Company
Comparison of Market Prices (June 1996 = 1.00) for
- PECO Energy Company and
Mr. Deardorff's Barometer Group of Electric Companies
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Standard & Poor's Five-Year
EPS Growth Rates

May 1996 - May 1997

Growth
Date Rate
May-96 4.0 %
Jun-96 4.0
Jul-86 3.0
Aug-96 3.0
Sep-96 3.0
Oct-96 3.0
Nov-96 3.0
Dec-96 3.0
Jan-97 3.0
Feb-97 3.0
Mar-97 4.0
Apr-97 3.0
May-97 3.0
Average 3.2 %

Source of Information:
Standard & Poor's Earings Guide
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PE Ener ompan
Value Line Investment Survey Five-Year
Growth in EPS for PECO Energy Compan

Vaiue Line

Five-Year

Growth Rate
Date in EPS

Jun. 14, 1996 6.0 %
Sep. 13, 1996 55
Dec. 13, 1986 55
Mar. 14, 1997 2.5

Average 49 %

Source of Information:
Value Line Investment Survey
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Comparison of Expectad Market Cost Rate of Common Equity
Using Current Data for Allegheny Power System, Inc.
{Parent of West Penn Power Company)
and Mr. Deardorff's PECO Energy Company Recommendation
ased upon Mr, Dea s DCF_Methodolo
Adijusted Expected
Dividend Growth Rate of
) Yield {1} Rate Retumn
Line No. [ime Period (%) (%) (%)
1) 52 Week Average (2) 589 % 5.00 % (3) 10.89 %
(ending 5/30/97)
(2) Spot Price
(ending 5/30/97) 6.62 5.00 (3) 11.62
(3) Average 6.28 % 500 % 1126 % (4)
4) Mr. Deardorffs PECO
Energy Co.
Recommendation: 10,50 % (4)
Notes: {1) Value Line's reported dividends are projacted for the year ahead.
{2) Based upon closing prices for the 12-months ended 5/30/97.
{(3) Average of S&P projected Growth in EPS (June 1997) of 4.0% and Value Line
Investment Survey projected growth in EPS {June 13, 1997) of 6.0%.
(4) See page 2 of this Schedule for indicators of the relative risk difference between
PECO Energy Co. and West Penn Power Company using Allegheny Power
System, Inc. as a proxy.
Sources: Value Line Investment Survey, Ratings and Reports, June 13, 1997

Standard & Poor’'s Eamings Guide, June 1997
Standard & Poor's Compustat Services, Inc., Utility Compustat |1



PECO Energy Company
Indicators of the Relative Risk Difference Between PECO Energy Company and

West Penn Power Company using Allegheny Power System, Inc. as a Proxy

Allegheny PECO
Power Energy
System, Inc. Company
Nuclear Generation (1) 0.0% 69.0%
Bond Rating:
Standard & Poor's (2) A+ (3) BBB+
Standard & Poor's Somewhat
Business Position (2) High Average (3) Below Average
Common Equity Ratic (4) 44.0% 47.0%
Value Line Adjusted Beta (4) 0.75 0.90
Value Line Financial Strength {4) A B++
Standard & Poor's Common
Stock Ranking (5) A B
Value Line Safety Ranking (4) 2 2
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Notes: (1) From Standard & Poor's Compustat Services, Inc., Utility Compustat |I.
(2) From Standard & Poor's Utility Rating Service.
(3) Average bond rating and business position for Monogahela Power Co.,
Potomac Edison Co. and West Penn Power Co.
(4) From Value Line investment Survey, June 13, 1997.
(5) From Standard & Poor's June 1997 Stock Guide.



