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1. Name and address of the public utility filing: CONS JMEFE M OCATE

PPL Electric Utilities Corporation
Two North Ninth Street
Allentown, PA 18101-1179

2. Name and address of the public utility’s attorneys: !

David B. MacGregor

Morgan, Lewis & Bockius LLP
1701 Market Street
Philadelphia, PA 19103-2921

Paul E. Russell

Michael A. McGrail

PPL Electric Utilities Corporation
Office of General Counsel

Two North Ninth Street
Allentown, PA 18101-1179

3. PPL Electric Utilities Corporation ("PPL Electric Utilities" or the “Company™) is
an electric distribution company ("EDC") engaged, infer alia, in the distribution of electricity.
PPL Electric Utilities' intrastate rates and services are regulated by the Pennsylvania Public
Utility Commission ("PUC" or "Commission") pursuant to the Public Utility Code, 66 Pa.C.S. §§
101 et seq. PPL Electric Utilities presently serves approximately 1.25 million customers in its

service territory, which encompasses approximately 10,000 square miles in eastern and central
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Pennsylvania, PPL Electric Utilities' service territory encompasses all or portions of 29 counties
and includes 129 communities with populations over 5,000. The largest cities served by PPL
Electric Utilities are Allentown, Bethlehem, Harrisburg, Hazleton, Lancaster, Scranton, Wilkes-
Barre and Williamsport. PPL Electric Utilities is a subsidiary of PPL Corporation, which holds
100% of the common equity of PPL Electric Utilities.

4. In December, 1996, the Pennsylvania Legislature enacted the Electricity
Generation Customer Choice and Competition Act ("Competition Act"), 66 Pa.C.S. Ch. 28. The
Competition Act was designed to restructure Pennsylvania's electric utility industry in order to
provide retail access to the competitive electric generation market. The Competition Act
required each Pennsylvania electric utility to file a Restructuring Plan to "unbundle” its rates into
separate generation, transmission and distribution components and to permit its customers to
directly access alternate suppliers of electricity. ,

5. In the Settlement of PPL Electric Utilities' Restructuring Plan, which was
approved by the Commission in an Order entered on August 27,I 1998,' the Commission granted
PPL Electric Utilities authority to transfer all of its generation assets to affiliated or non-affiliated
entities at net book value. Specifically, at page 11 of the Restructuring Order, the Commission
approved PPL Electric Utilities' transfer of all of its generating assets as follows:

3. That all aspects of PP&L’s transfer of its generation assets and
habilities and wholesale contracts under the settlement are
approved. In addition, we grant the approvals, licenses and
certificates of public convenience required under the Public Utility
Code regarding the transfer or assignment of PP&L's generating
assets and liabilities under the settlement, including but not limited

to approvals under Chapters 5, 11, 19, 21 and 28 of the Public
Utility Code.

Application of Pennsylvania Power & Light Co. for Approval of its Restructuring Plan Under Section 2806
of the Public Utility Code, Docket No.R-00973954 (August 27, 1998) {Approving "Joint Petition for Full
Settlement of PP&L, Inc.'s Restructuring Plan and Related Court Proceedings™) (the “Restructuring
Order™). .
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Pursuant to these approvals, the generating assets formerly owned by PPL Electric Utilities were
transferred to PPL Generation LLC, an affiliate of PPL Electric Utilities, on July 1, 2000. A
diagram showing the current structure of PPL Corporation and its subsidiaries is provided as
Attachment 1.

6. As a result of the transfer of its generating assets, PPL Electric Utilities principal
businesses are the transmission and distribution of electricity, and serving as the provider of last
resort ("POLR") to its customers who choose not to shop for electric generation in the
competitive market. However, the current capital structure of PPL Electric Utilities continues to
reflect its prior role as the owner of generating assets. In order to more accurately reflect the
lower business risk of a wires company, and to reduce its overall cost of capital, PPL Electric <"”
Utilities has decided to increase the amount of debt in its capital structure. Specifically, as
explained in more detail below, PPL Electric Utilities plans to issue up to $900 million of Senior
Secured Bonds, which is necessary for the present and/or future capital needs of the Company.
The issuance of this additional long-term debt will increase P:’PL Electric Utilities’ pro forma
debt ratio from approximately 40% to approximately 53% in 2001, excluding transition bonds.

7. The proceeds from the issuance of this debt will be used to finance the purchase
of power at prices in excess of the shopping credit, to fund the retirement of $200 million in debt,
for capital additions to transmission and distribution facilities and/or for general corporate
purposes.

8. In order to facilitate the issuance of this new debt, maintain an "A-" credit rating
on its Senior Secured debt and to reduce the cost of the new debt, PPL Electric Utilities plans to

undertake several steps, explained in section I, below.
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II. MEASURES TO BE UNDERTAKEN BY PPL. ELECTRIC UTILITIES TO ISSUE

ADDITIONAL LONG-TERM DEBT. PRESERVE AN "A-" CREDIT
RATING AND REDUCE ITS OVERALL COST OF CAPITAL

9. In order to enhance its ability to issue additional long-term debt at the lowest
reasonable cost while maintaining an "A-" credit rating, PPL Electric Utilities will undertake
several measures designed to insulate itself from the liabilities of its parent, PPL Corporation,
and its parent’s affiliates, and to reduce its operating risk as the POLR. These steps will allow
PPL Electric Utilities to be viewed and rated by the investment community as a “stand alone”
wires company, with lower risk and lower overall cost of capital. This “separation” of PPL
~ Blectric Utilities from its parent and affiliates will be accomplished through several measures
including: (1) a corporate division to move certain liabilities out of PPL Electric Utilities, (2} the
execution of one or more new generation supply agreements which will significantly reduce PPL
Electric Utilities’ risk as the POLR under the Competition Act; (3) the revision of relationships
with affiliates to confirm that all dealings are negofiated and conducted at arms length; and (4)
the adoption of certain covenants designed to protect the financial conditipn of PPL Electric
Utilities. A summary of these measures is provided below.

10. Corporate Division, PPL Electric Utilities will undertake a corporate division,

pursuant to the Pennsylvania Business Corporation Law, 15 Pa.C.S. §§1951-57, which will
create two companies, PPL Flectric Utilities and a new subsidiary of PPL Corporation
("NewCo"). As part of the corporate division, certain liabilities of PPL Electric Utilities will be
transferred to NewCo. The liabilities allocated to NewCo will include joint liabilities previously
shared by PPL Electric Utilities and any other member of the PPL Group (other than joint
liabilities resulting from statutory or regulatory requirements or programs), and certain potential

liabilities of PPL Electric Utilities that arose prior to the division for which there is joint
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liability.® To insure that NewCo has sufficient resources to provide for the liabilities allocated to
it, PPL Electric Utilities will transfer up to $5 million in cash or cash equivalents, and PPL
Corporation will provide a corporate guarantee to NewCo to cover the liabilities. In addition,
PPL Corporation’s existing liability insurance policies will continue to cover liabilities allocated
to NewCo. A copy of the Plan of Division is provided as Attachment 2.°

11.  New Generation Supply Agreement. To further reduce its operating risk and to
establish an arms length separation from its affiliates, PPL Electric Utilities will solicit bids to
contract with energy supplieré for a generation supply agreement ("GSA") (or several GSAs) to
meet its electricity needs as the POLR from 2002 through the end of 2009. PPL Electric Utilities

currently has a contract with PPL EnergyPlus, LLC ("PPL EnergyPlus"), an affiliated generation

PPL Electric Utilities will transfer various liabilities and obligations, including the following:

« liabilities of the Company, if any, under contracts that the Company has assigned to other
members of the PPL group of companies, and any other contracts under which the Company has joint
liability with other members of the PPL group of companies, for which releases from the other contracting
party or parties have not been obtained by the Company;

« liabilities of the Company, if any, under any employee benefit plans where the Company may
be responsible for payments to employees of othetr members of the PPL group of companies,

« liabilities of the Company, if any, for damages with respect to claims that may be made in the
future based on occurrences arising prior to the effective date of the division for which the Company is
Jjointly liable with other members of the PPL group of companies, other than tax liabilities and liabilitics for
which the Company must rerain liable under applicable law or regulation; and

» liabilities of the Company, if any, for damages with respect to claims that may be made in the
future based on occurrences arising prior to the effective date of the division which do not relate to or arise
out of the Company's transmission and distribution business, other than tax liabilities and liabilities for
which the Company must remain liable under applicable law or regulation.

PPL Electric Utilities does not believe that its proposed plan of division requires Commission approval
under Section 1102(a) of the Public Utility Code because the cash and liabilities that will be transferred to
NewCo are not property “used or useful in the public service” as contemplated by Section 1102({a).
Moreover, in PPL Electric Utilities' view, the transfer of a liability is not a transfer of a property interest
and therefore not reviewable under Chapter 11. If the Commission believes otherwise, however, PPL
Eleciric Utilities requests that the Commission issue a certificate approving this transfer in conjunction with
the registration of this Securities Certificate.
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supplier, to obtain the power necessary to meet its POLR requirements. The full requirements

provision of this confract expires at the end of 2001. PPL Electric Utilities desires to enter into a
long-term GSA (or several long-term GSAs) that will take effect when this existing requirements
provision expires. This action is an important part of the overall transaction, as it will insulate

PPL Electric Utilities from its affiliates and will substantially reduce the business risks <
associated with volatile market power prices while PPL Electric Utilities is subject to the

generation rate cap. The funds raised by the issuance of the new long-term debt will be used, in

part, to finance a long-term commitment to sell power to PPL Electric Utilities at the shopping

‘credit. Details of the process for obtaining a new agreement are outlined below.

a. PPL Electric Utilities has initiated a Request for Proposal ("RFP") process for
ener'gy suppliers to enter into a GSA with PPL Electric Utilities for all or part of PPL Electric
Utilities' POLR obligation. The RFP process is open to ali bidders, and all bids will be evaluated
according to the same criteria. The RFP process consists of two stages. Stage One was the
bidder qualification stage. During Stage One, bidders were required to submit a credit
application and corporate information to PPL Electric Utilities. From this information, PPL
Electric Utilities has determined a list of qualified bidders. Stage One began on April 16, 2001
and ended on May 8, 2001. |

b. Stage Two of the RFP process is the bidding stage. The bidding stage will
begin on or about May 9, 2001 when all qualified bidders will have access to the RFP. Bids will
be due on or about May 29, 2001. PPL Electric Utilities expects to finalize the GSA(s) on or
about June 27, 2001. Commencement of service will begin on January 1, 2002, when the full

requirements provision of PPL Electric Utilities’ existing contract with PPL EnergyPlus expires.
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¢. To obtain this long term power supply, PPL Electric Utilities may be required
to pay winning bidder(s) substantial amounts in excess of revenues received by PPL Electric
Utilities for POLR service under the current rate caps. It is anticipated that the GSA(s) may be
structured to provide lump sum, up-front payments to power suppliers to compensate for this
difference or to escrow such amounts with future payments based on supplier performance.

d. The competitive bidding process may result in the award of a GSA to serve
all, or part of, POLR load to an affiliate of PPL Electric Utilities. In the event an affiliate is a
winning bidder, PPL Electric Utilities will separately file the GSA as an affiliate agreement. The
form of GSA to be employed is attached as Attachment 3 to permit the Commission to
commence its review of the agreement in the event that affiliate approvals becomes necessary. If
an affiliate is a winning bidder, approval of the affiliate agreement will be necessary prior to
issuance of the Senior Secured debt.

12. Confirmation of Separation of Relationships with Affiliates. To confirm the
separation from its affiliates and thereby enhance its credit profile, PPL Electric Utilities also
will revise and formalize several of its relationships with its affiliates. In this regard, PPL
Electric Utilities' corporate charter and by-laws will be amended to establish PPL Electric
Utilities as a single purpose entity and to restrict its business purposes to activities related to or
arising out of its transmission and distribution business. In addition, an independent third-party
administrator will be appointed to oversee the legal separation of PPL Electric Utilities from PPL
Corporation and its other subsidiaries, and an independent director will be added to the PPL
Electric Utilities Board of Directors.

In addition, PPL Electric Utilities currently holds titie to its trademarks and logo and to

the trademarks and logos of certain other affiliated entities. In conjunction with the corporate
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division, PPL Electric Utilities plans to transfer these trademarks and logos to a separate affiliate.
PPL Electric Utilities will retain a perpetual right to use its trademarks and logo at no charge.*
PPL Electric Utilities will separately file the final licensing agreement pursuant to Chapter 21 of
the Public Utility Code prior to transferring its trademarks and logos. To expedite Commission
review, the form of the Licensing Agreement is provided as Attachment 4.

13. Financial Covenants. PPL Electric Utilities also may agree to several financial
limits and checks on its management to enhance its credit profile and its ability to issue new
long-term debt at a lower cost. Some of these financial limits may include:

(a)  Restrictions on business purpose;

(b) Restrictions on creation of additional subsidiaries;

(c)  Ratings maintenance tests with respect to the issuance of additional PPL
Electric Utilities parity debt,

(d) Ratings maintenance tests with respect to merger/acquisition/sale of PPL
Electric Utilities;

(e) Financial covenants which prevent the payment of dividends on the
common siock of PPL Electric Utilities to PPL Corporation under certain
conditions;

() Initiation of PUC rate filings based on specified financial benchmarks; and

(g)  New debt being secured by the plant, property and equipment of PPL
Electric Utilities.

14.  After the above steps have been completed, PPL Electric Utilities will issue up to
$900 million in Senior Secured Bonds. Initial consultation with Moody's and Standard & Poor’s
indicates that an A- credit rating for PPL Electric Utilities will be maintained following the
issuance of this new debt. The proceeds will be used to finance the purchases of power at prices

2

in excess of the shopping credit, to fund the retirement of $200 million in debt, for capital

additions to transmission and distribution facilities and/or for general corporate purposes.

PPL Electric Utilities does not believe that Commission approval under Section 1102{a) of the Public
Utility Code is required for PPL Eleciric Utilities to transfer its trademarks and its logo because they are
not property “used or useful in the public service” as contemplated by Section 1102(a). If the Commission
believes otherwise, however, PPL Electric Utilities requests that the Commission issue a certificate
approving this transfer in conjunction with the registration of this Securities Certificate.
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III. SECURITIES CERTIFICATE

15.  This Securities Certificate requests Commission authorization to issue and sell not
in excess of $900,000,000 principal amount of Senior Secured Bonds (the "Bonds").
16.  PPL Electric Utilities proposes to issue the Bonds under a new Collateral
Mortgage Indenture (the ‘“New Mortgage” or the “Indenture”). The Bonds will be secured by
(a) First Mortgage Bonds issued under the Company’s 1945 First Mortgage
Indenture (which is a first mortgage lien on the transmission and distribution
properties of the Company) that have a principal amount equal to the principal
amount of Bonds being issued and that are held by the trustee for the Bonds under
the Indenture (the “Trustee™); and

(b) a lien in favor of the Trustee on the Company’s transmission and
distribution properties, which lien is junior to the lien of the 1945 Mortgage.

As aresult, the Bonds will rank pari passu with the Company’s outstanding First Mortgage
Bonds. When no remaining First Mortgage Bonds are outstanding under the 1945 Mortgage
except First Mot tpage Bonds held by the Trustee as collateral for the Bonds, then, at the request
of the Company, the Trustee will surrender the First Mortgage Bonds held by the Trustee for
cancellation and the 1945 Mortgage will be satisfied and discharged, the lien of the 1945
Mortgage on the Company’s property will be discharged, and the lien of the New Mortgage will
become a first lien on the Company’s transmission and distribution properties.” The terms and
conditions of the First Mortgage Bonds to be issued by the Company as collateral for the Bonds
are provided in Attachment 5.

17.  The following is a description of the general terms or range of terms the Company

expects will be applicable to each series of the Bonds.

5 The Company will have the option to discharge the lien of the New Mortgage without Bondholder consent

upon obtaining confirmation from the Rating Agencies that the discharge will not result in any of the ratings on the
outstanding Bonds being withdrawn or reduced or downgraded from their current ratings.

1-HA/93726.9 9



EXACT TITLE OF THE SECURITY:
Senior Secured Bonds, % Senes.

AGGREGRATE PRINCIPAL AMOUNT TO BE ISSUED:
Not in excess of $900,000,000. The principal amount of a series of the Bonds
will be determined by the Company at or about the time of the sale of that series

based on the GSA agreement(s), the Company's capital requirements, market
conditions, and other factors.

NOMINAL DATE OF ISSUE:
The Bonds will be issued no later than June 30, 2002.
DATE OF MATURITY:

The Bonds will be offered in one or more series with a maturity of not more than
15 years.

INTEREST RATE AND PAYMENT DATES:
Interest Rate: - '
Each series of Bonds will bear an interest rate that will be competitive in the

market at the time of offering with comparable quality securities having the same
general terms and conditions.

Payment Dates:
Interest payments will be made semi-annually.
EXTENT TO WHICH TAXES ON SECURITIES ARE ASSUMED:

Based on tax laws currently in effect, the Company will not assume any taxes
associated with the Bonds.

CALLABILITY PROVISIONS:

The Bonds may or may not include callability provisions depending upon market
conditions.

CONVERSION PROVISIONS:

None.
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MAINTENANCE, DEPRECIATION AND SINKING FUND OR OTHER PROVISIONS:

Sinking or Improvement Fund: None.

Maintenance and Replacement Fund: None,

COVENANTS:

As explained above, PPL Electric Utilities expects to enter into a number of covenants
designed to enhance its credit quality and significantly reduce the overall cost of the new debt.
The specific language of these covenants is still under negotiation but may include the following:
(1) a restriction of the payment of dividends if interest coverage falls below a certain leve! or if
PPL Electric Utilities fail to adhere to specified compliance guidelines; (2) a requirement that
PPL Electric Utilities file for rate relief if financial benchmarks fall below specified mimmum
levels; (3) restriction on the issuance of additional bonds under specified conditions; (4)
restrictions on certain business activities; (5) restrictions on merger, and sale or acquisition of
assets unless certain conditions are satisfied; and (6) such other covenants that may be required
by the market.

NAME AND ADDRESS OF TRUSTEE AND WHETHER AFFILIATED:
(To be provided)

18.  Subject to the approval of the Commission, as evidenced by the registration of
this Securities Certificate, PPL Electric Utilities proposes to issue and sell the Bonds in late June
or early July of 2001. In no event will PPL Electric Utilities issue and sell bonds under this
Securities Certificate later than June 30, 2002.

19.  The following Exhibits are appended hereto, incorporated heretn by reference or
omitted as stated below:

(A) A balance sheet of the Company as of March 31, 2001.
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(B)

©

D)

(E)

(F)

(&)

(H)
)

()

(K)

(L)

M)

0)

- (P)

A statement of income and statement of retained earnings of the Company
for the twelve months ended March 31, 2001.

Statement of utility plant of the Company at original cost as of March 31,
2001. The Company makes a part hereof by reference the revised
Reclassification and Original Cost Studies heretofore filed with the
Commission.

Statement of securities of other corporations owned by the Company as of
March 31, 2001.

Statement showing the status of the funded debt of the Company as of
March 31, 2001.

Statement showing the status of outstanding capital stock of the Company
as of March 31, 2001.

Registration Statement(s) filed with the Securities and Exchange
Commission under the Securities Act of 1933 with respect to the Bonds.
(To be provided)

No filing is required under the Public Utility Holding Company Act.

Copy of resolutions of the Finance Committee of the Board of Directors of
the Compuny authorizing the issuance and sale of the Bonds.
{To be provided)

Copies of the Underlying Instruments.
(To be provided)

Statement showing, in journal entry form, all charges to be made on the
books of account of the Company as a result of the proposed sale, issuance
and delivery of the Bonds.

Form of Underwriting Agreement.
(To be provided)

No Net Earnings Certificate will be required by the Senior Secured Bonds.

Calculation of Earnings Tests required by the Company’s Charter for
issuance of additional Series Preferred Stock.
(To be provided)

Requirements and Sources of Funds.

Capital Structure of the Company at March 31, 2001 and as adjusted to
give effect, among other things, to the issuance and sale of the Bonds.
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(Q)  Calculation of the book value per share of the Company’s Common Stock
as of March 31, 2001.

IV. APPROVAL OF AGREEMENTS BETWEEN AND AMONG AFFILIATES AND
OTHER REGULATORY APPROVAILS

20. It is possible that an affiliate of PPL Electric Utilities will be a winning bidder
under the competitive bidding process to obtain GSA(s) to serve all or part of PPL Electric
Utilities’ POLR load. In such event, PPL Electric Utilities will make a separate filing seeking
the Commission’s approval, to the extent of its jurisdiction, over such contract between affiliates
pursuant to Chapter 21 of the Public Utility Code, 66 Pa.C.S. § 2101, et seq.

21.  There are no written agreements between or among affiliates currently anticipated
as a result of the corporate division described in Section [ of this filing, other than the Licensing
Agreements attached hereto. However, it is possible that plan of corporate division and related
transactions could be considered to be unwritten affiliate interest agreement requiring
Commission approval or otherwise require approvals of the Commission under the provisions of
the Public Utility Code.’

22.  PPL Electric Utilities, therefore, requests that the Commission issue an order:
granting its approval of all affiliate agreements necessary to complete the corporate division,
whether written or oral; and granting all other necessary regulatory approvals with regard to
these transactions.

WHEREFORE, PPL Electric Utilities Corporation, by its undersigned counsel,

respectfully requests that the Pennsylvania Public Utility Commission enter an order which

provides as follows:

This paragraph is not meant to include the GSA between PPL Electric Utilities and its affiliate, if its
affiliate is a winning POLR bidder. As mentioned previously, PPL Electric Utilities will separately file the
GSA as an affiliate agreement in the event its affiliate is a winning POLR bidder.
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a. The Commission hereby finds that issuance of the Senior Secured Bonds and
First Mortgage Bonds issued as collateral for the Senior Secured Bonds is necessary or proper
for the present and probable future capital needs of PPL Electric Utilities Corporation and hereby
registers, pursuant to Chapter 19 of the Public Utility Code, the Securities Certificate of PPL
Electric Utilities Corporation concerning the issuance of not in excess of $900,000,000 of Senior
Secured Bonds and associated First Mortgage Bonds, as described herein,

b. The Commission hereby approves all contracts or arrangements between and
among PPL Electric Utilities Corporation, PPL Corporation, and all other affiliates that are
necessary or appropriate to accomplish the corporate division and related transaction and

confirms the separation of PPL Electric Utilities Corporation; and
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¢. The Commission hereby grants all other regulatory approvals that are required
under the Pennsylvania Public Utility Code for PPL Electric Utilities Corporation's proposed

financing, corporate division and related matters.

Respectfully submitted,

N .

13, Mok
David B. MacGregor
Morgan, Lewis & Bockius LLP
1701 Market Street
Philadelphia, PA 19103-292]

Paul E. Russell

Michael A. McGrail

PPL Electric Utilities Corporation
Office of General Counsel

Two North Ninth Street
Allentown, PA 18101-1179

Counsel for PPL Electric Utilities Corporation
Date: May 10, 2001
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1701 Market Street ' . MOI-gan, Lle W].S

Phlladelphia, PA 19103-2921 -

215-963-5000 & BOCklllS LLP

Fax: 215-963-5209 R T LAW
i

David B. MacGregor

215.963.5448 ] en
dmacaregor@morganiewis.com ?‘l_) h—
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JuLy 5, 2001 :_3: o
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James J. McNulty, Secretary _JUCUMENT ' =2 I:f
Pennsylvania Public Utility Commission .- F d
Commonwealth Keystone Building I O L D E R Jé o

400 North Street, 2nd Floor North
Harrisburg, PA 17105-3265

Re: PPL Electric Utilities Corporation Securities Certificate And Related Affiliated
Interest Agreements at Docket Numbers S-00010853, G-00010872, G-00010886

and G-00010887

Dear Secretary McNulty:

Enclosed for filing on behalf of PPL Electric Utilites Corporation ("PPL") in the above-
referenced proceedings are an original and three (3) copies of a Joint Stipulation in
Settlement among PPL, Office of Consumer Advocate ("OCA") and PP&]I. Industrial
Customer Alliance ("PPLICA"). The Joint Stipulation in Settlement resolves all issues
among PPL, OCA and PPLICA. in the above-referenced proceedings.

Please direct any question with regard to this matter to the undersigned.
Respectfully submitted,
WS e M
Vourd b, Mackinszg
Dawvid B. MacGregor
Enclosures

cc: Tanya McCloskey, Esquire
David M. Kleppinger, Esquire

Philadeiphia Washington New York Los Angeles Miaml Harrisburg Pittsburgh Princeton
- 4
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James J. MgNulty,_ScarfeFaIy o __) O C UMEN T e
Pennsylvama Public Utility Commission ot Rty
Commonwealth Keystone Building i O L D E R Jé no

400 North Street, 2nd Floor North
Harrisburg, PA 17105-3265

Re: PPL, Electric Utilities Corporation Securities Certificate And Related Affiliated

Interest Agreements at Docket Numbers 8-00010853. G-00010872. G-00010886

and G-00010887
Dear Secretary McNalty:

Enclosed for filing on behalf of PPL Electric Utilities Corporation ("PPL") in the-above-
referenced proceedings are an original and three (3) copies of a Joint Stipulation in
Settlement among PPL, Office of Consumer Advocate ("OCA") and PP&L Industrial
Customer Alliance ("PPLICA"). The Joint Stipulation in Settlement resolves all issues
among PPL, OCA and PPLICA in the above-referenced proceedings.

Please direct any question with regard to this matter to the undersigned.

Respectfully submitted,

_L )('JV\_,,(J {) | \/\c’j AGA }’,f’{,}"f')
David B. MacGregor

Enclosures
cc: Tanya McCIoskey, Esquire
David M. Kleppinger, Esquire

Philadelphia ~ Washinglon ~ NewYork  Los Angeles  Miami  Hamisburg  Piisburgh  Princeton
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Securities Certificate of PPL Electric Securities Certificatd
Utilities Corporation S-00010853
) 5 UL 13 2001
Agreements Between and Among PPL Affiliated Interest Agreements
Electric Utilities and Affiliates G-00010872
PPL Electric Utilities Corporation Affiliated Docket No. G-00010886
Interest Agreement : 5
™ <D
o REE
PPL Electric Utihties Corporation Affiliated Docket No. G-00010887 = &= 1-;
Interest Agreement :I;*“'" o
emm 0T
9 e - R
JOINT STIPULATION IN SETTLEMENT = T e
) T
TO THE PENNSYLVANIA PUBLIC UTILITY COMMISSION: N ~o
=

1. INTRODUCTION

1. PPL Electric Utilities Corporation {“PPL"), the Office of Consumer Advocate
(“OCA™) and PP&L Industrial Customer Alliance (“PPLICA”) (collectively, the “Parties”),
hereby join in this Stipulation in Settlement (“Stipulation”) and request that the Public Utility
Comnussion (“Commission” or “PUC”) approve the above-captioned filings. In support of this

Stipulation, the Parties state the following: | ‘) O C U [\/] [_‘ N T
. i

II. PROCEDURAL HISTORY .
~OLDF

2. On May 10, 2001, PPL filed a Securities Certificate and Related Affiliate Interest
Filings at Docket Nos. S-00010853 and G-00010872 (“Secﬁrities Certificate Filing”). The
Securities Certificate Filing was served on all parties in PPL’s Restructuring Proceeding. In the
Securities Certificate Filing, PPL requested that the Commission authoriz.e PPL to issue up to
$900 million in Senior Secured Bonds {“Bonds™). PPL proposed to use the proceeds of the

Bonds to finance the purchase of power at prices in excess of the shopping credit, to fund the
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retirement of $200 million in debt, for capital additions to iransmission and distribution facilities
and/or for general corporate purposes.

3 In the Securities Certificate Filing, PPL explained that it was initiating a
competitive bidding process for Electric Generation Suppliers to enter into a Generation Sgpply
Agreement (“GSA™) with PPL. PPL undertook the competitive bidding process in order to
procure power to fulfill its provider of last resort (“POLR”) obligation. As P-PL explained in the
Securities Certificate Filing, a portion of the Bond proceeds will be used to purchase power
under the GSA to meet PPL’s POLR obligation.

4, On May 30, 2001, PPL supplemented the Securities Certificate Filing by filing a
form of GSA with the Commission. PPL had indicated that it would file the form of GSA as an
attachment to the Securities Certificate Filing when it became available. The form of GSA was
filed as early as possible in order to expedite Commission approval of the GSA as an affiliate
interest agreement in the event PPL EnergyPlus, LLC ("PPL EnergyPIus") was a winning bidder.

5. On June 6, 2001, PPL filed a letter with the Commission voluntarily extending the
30 day statutory consideration period for the Securities Certificate Filing until July 16, 2001.

6. On June 20, 2001, PPL filed an executeé GSA between PPL and PPL EnergyPlus
with the Commission. The executed GSA is a full requirements contract whereby PPL
EnergyPlus agrees to provide the capacity and energy required for PPL to meet its POLR
obligations from January 1, 2002, until December 31, 2009. PPL EnergyPlus won the right to
this contract by supplying the lowest bids in PPL’s competitive bidding process for energy
supply.

7. Also ;m June 20, 2001, PPL filed an executed Trademark Assignment Agreement

(“TAA™) between PPL and its affiliate, PPL Properties, Inc. According to the terms of the TAA,

1-HA/94958 1
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and subsequent to Commission approval, PPL will iransfer its right, title, and interest in various
trademarks and logos to PPL Properties, Inc. As further explained in the Securities Certificate
Filing, this transfer wil] assist in formalizing the structural separation of PPL from its

unregulated affiliates.

IIT. TERMS AND CONDITIONS OF THE STIPULATION

8. After its initial filings, PPL entered into informal discussions with the OCA and
PPLICA 1o attempt to settle any issues that either party might have. The Parties believed that
any issues presented by the Securities Certificate Filing and the related affiliated interest filings
could be resolved without litigation. As a result, PPL agreed to extend the time penod for
Commission consideration of its Securities Certificate Filing until July 16, 2001. Thereafter, the
Parties met by telephone or in person on several occasions, and PPL provided additional
information to assist OQCA and PPLICA in their review of PPL’s filings.

9. Based on these discussions, the Parties have agreed to the following Stipulation,
which resolves all outstanding issues among the Parties:

a. PPL will not seek an exception to its generation rate cap or its

transmission and distribution rate cap or file a retail transmission and distribution rate case after

e A,

the expiration of the transmission and distribution rate cap to recover all or any portion of the

$89,769,000 paid to PPL EnergyPlus pursuant to the affiliated interest agreement filed at Docket

No. G-00010886.

b. PPL v;fill fully reflect all outstanding debt issued pursuant to the Securtties
Certificate filed at Docket No. S-00010853 in its proposed capital structure in all future retail
transmission and distribution rate cases. PPL will not seek a separate premium or similar
adjustment in its cost of capital in future retail transmission and distribution rate proceedings

based upon the debt issued pursuant to the Securities Certificate filed at Docket No. S-00010853.
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C. PPL will continue to provide safe, adequate and reliable service in
accordance with the requirements of the Public Utility Code and applicable Commission
regulations. PPL agrees that it will not assert as a reason for any potential decline in the
reliability of service the financial impact of the debt issued pursuant to the Secunties Certificate

filed at Docket No. S-00010853.

d. PPL will noi assert that any financial covenants entered inio in connection
with the above-reference issuance of debt create any additional exception o the rate caps
established in the Competition ‘Act, 66 Pa.C.S. Chgpter 28, and PPL's Restructuring Settlement,
or in any way alter or change the Commission's obligation to establish just and reasonable rates
under the Public Utility Code, 66 Pa.C.S. § 101 ef geq.

€. Commission approval of the affiliated interest agreement relating to the
transfer of various PPL trademarks and logos at Docket No: G-00010887 does not address the
proper ratemaking treatment of these transfers, and the Parties can address the proper ratemaking
treatment in future PPL retail transmission and distribution rate cases.

f. This Stipulation is fully enforceable among the Parties; provided,
however, any failure to comply with any portion of this Stipulation will not be the basis for any
argument that the issuance of securities pursuant to the above-referenced Securities Certificate
was or is unlawful.

10.  With these Stipulations, OCA and PPLICA will not object to or protest this filing
and agree that this matter is ripe for disposition by the Comumission at its July 13, 2001 public
meeting. Further, if the Commission approves this Stipulation as fiied, the Parties agree not to
seek any further administrative or judicial review of the Commission orders approving the

above-referenced PPL filings.
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IV. CONCLUSION

WHEREFORE, PPL Electric Utilities Corporation, the Office of Consumer Advocate,

and PP&L Industrial Customer Alliance hereby request that the Commission approve this

Stipulation in Settlement and approve PPL’s Securities Certificate and all related affiliated

interest agreements listed herein at the Public Meeting scheduled for July 13, 2001.

haw 2, f\)tmm,

David B. MacGregor, Esqun‘
Morgan, Lewis & Bockius LLP
1701 Market Street
Philadelphia, PA 19103-2921

Paul E. Russell, Esquire

Michael A. McGrail, Esquire
PPIL Electric Utilities Corporation
Office of General Counsel

Two North Ninth Street
Allentown, PA 18101-1179

Counsel for PPL Electric Utilities
Corporation

Date: July 3, 2001

1-HA/94958.]

David M. Kieppingéd Esdlire

McNees Wallace & Nunck

100 Pine Street

Harmisburg, PA 171108

Counsel for PP&L Industrial
Customer Alliance

Ko

Tanya J. McCloskey, Esquire
Stephen I. Keene, Esquire
Office of Consumer Advocate
335 Walnut Street
Forum Place, 5 Floor
Harrisburg, PA 17101-1923
Counsel for Office of Consumer
Advocate
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3-month
Financial
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3-month
CDs (secondary market) 3 6
l-month
3-month
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Eurcodollar deposits
1-month
J-month
6-month
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Piscount window primary credit 2 9
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Treasury Dills (secondary market) 3 4
d-week
3-month
6-month
Treasury constant maturities
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1-month
3-month
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5-year
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1.58 1.56 n.a 1.56 1.55 1.50
1.45 1.47 1.486 1.44 1.38 1.32
1.52 1.53 1.54 1.52 1.48 1.41
1.65 1.63 1.62 1.63 1.58 1.51
1.51 1.53 1.53 1.51 1.44 1.37
1.66 1.67 1.61 1.65 1.63 1.57
1.91 1.91 1.79 1.88 1.92 1.85
1.49 1.51 1.51 1.49 1.43 1.35
1.66 1.64 1.60 1.63 1.61 1.55
1.89 1.88 1.75 1.85 1.90 1.82
4.25 4.25 4.25 4.25 4.25 4.25
2.25 2.25 2.25 2.25 2.25 2.25%
1.32 1.31 1.34 1.31 1.28 1.16
1.46 1.45 1.41 1.45 1.43 1.33
1.72 1.71 1.63 1.71 1.74 1.66
1.34 1.34 1.36 1.34 1.30 1.19
1.49 1.48 1.44 1.48 1.45 1.36
1.76 1.75 1.67 1.75 1.78 1.70
2.11 2.09 1.91 2.07 2.16 2.10
2.66 2.64 2.40 2.60 2.76 2.64
3.05 3.04 2.79 3.00 3.16 3.05
3.66 3.64 3,40 3.61 3.78 3.69
4.08 4.05 3.84 4.03 4.19 4.11
4.45 4.43 4,24 4.41 4.56 4.50
5.20 5.18 5.04 5.17 5.30 5.24
1.27 1.23 1.06 1.21 1.39 1.29
1.67 1.63 1.46 1.61 1.77 1.68
2.00 1.96 1.82 1.95 2.08 2.02
2.135 2.32 2.22 2.32 2.44 2.44
2.38 2.35 2.26 2.36 2.45 2.36
2.37 2.36 2.18 2.33 2.44 2.34
3.04 3.03 2.76 2.99 3.17 3.04
3.51 3.49 3.22 3.46 3.64 3.52
3.85 3.84 3.58 3.81 3.99 3.88
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5-year 4.1¢6 4.15 4.12 4.11 3.86 4.08 4.26 4.16
7-year 4.56 4.55 4.52 4.50 4.29 4.48 4.65 4.57
10-year 4.95 4.93 4.90 4.89 4.71 4.87 5.03 4.96
30-year 5.56 5.54 5.53 5.52 5.38 5.50 5.64 5.58
Corporate bonds
Moody's seasoned
Raa 15 5.79 5.77 5.71 5.75 5.64 5.74 5.87 5.82
Baa 6.61 6.59 6.59 6.57 6.46 6.56 6.66 6.62
State & local bonds 16 4.78 4.78 4.88 4.87
Conventional morigages 17 5.99 5.99 6.08 6.06
See overleaf for footnotes
n.a. -- not available
FOOQTNOTES

1. The daily effective federal funds rate is a weighted average of rates on brokered trades.

2. Weekly figures are averages of 7 calendar days ending on Wednesday of the current week;
meonthly figures include each calendar day in the month.

3. Annuvalized using a 360-day year or bank interest.

4. On a discount basis.

5. Interest rates interpolated from data on certain commercial paper trades settled by The Depository
Trust Company. The trades represent sales of commercial paper by dealers or direct issuers to
investors (that is, the offer side}. The 1-, 2-, and 3-month rates are equivalent te¢ the 30-, 60-, and
90-day dates reported on the Becard's Commercial Paper Web page (www.federalreserve.gov/releases/cp).

6. An average of dealer offering rates on nationally traded certificates of deposit.

7. Bid rates for EBurodvllar deposits collected around 9:30 a.m. Eastern time.

8. Rate posted by a majority of top 25 {by assets in domestic offices} insured U.S.-chartered commercial
banks. Prime is one of several base rates used by banks to price short-term business loans.

9.

The rate charged for discounts made and advances extended under the Federal Reserve's primary credit
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discount window program, which became effective January 9, 2003. This rate replaces that for
adjustment credit, which was discontinued after January 8, 2003. For further information, see

www. federalreserve.gov/boarddocs/press/becreg/2002/200210312/default.htm.

The rate reported is that for the Federal Reserve Bank of New York. Historical series for the rate on
adjustment credit is available at www.federalreserve.gov/releases/hl5/data.htm.

10. Yields on actively traded non-inflation-index issues adjusted to constant maturities. Source: U.S.
Treasury.

11. A factor for adjusting the dally nominal 20-year constant maturity in order to estimate a 30-year rate can
be found at www.treas.gov/offices/domestic-finance/debt-management/interest-rate/ltcompositeindex.html.

12. Yields on Treasury inflation protected securities (TIPS) adjusted to constant maturities. Source: U.S.
Treasury. Additional information on both nominal and inflaticn-indexed yields may be found at
www.treas.gov/offices/domestic-finance/debt-management/interest-rate/index.html.

13. Based on the unweighted average bid yields for all Inflation Protected Securities with remaining terms
to maturity of more than 10 years.

14. International Swaps and Derivatives Association (ISDA(R)) mid-market par swap rates. Rates are for a Fixed
Rate Payer in return for receiving three month LIBOR, and are based on rates collected at 11:00 a.m. by
Garban Intercapital plc and published on Reuters Page ISDAFIX(R)1. ISDAFIX is a registered service mark of
ISDA. Source: Reuters Limited.

15. Moody's Raa rates through December 6, 2001 are averages of ARaa utility and Baa industrial bend rates.

As of December 7, 2001, these rates are averages of Raa industrial bonds only.
16. Bond Buyer Index, general obligation, 20 years to maturity, mixed gquality; Thursday guotations.
17. Contract interest rates on commitments for fixed-rate first mortgages. Source: FHLMC.

Note: Weekly and monthly figures on this release, as well as annual figures available on the Board's historical

8/59/2004

H.15 web site (see below), are averages of business days unless otherwise noted.

Current and historical H.15 data are available on the Federal Reserve Board's web site
(www.federalreserve.gov/}. For information about individual copies or subscriptions, contact
Publications Services at the Federal Reserve Board (phone 202-452-3244, fax 202-728-5886).
For paid electronic -access to current and historical data, call STAT-USA at 1-800-782-8872 or
202-482-1986.

DESCRIPTION OF THE TREASURY NCOMINAL AND INFLATION-INDEXED
CONSTANT MATURITY SERIES

Yields on Treasury nominal securities at "constant maturity" are interpolated by the U.S. Treasury from
the daily yield curve for non-inflation-indexed Treasury securities. This curve, which relates the

yield on a security to its time to maturity, is based on the closing market bid yields on actively traded
Treasury securities in the over-the-counter market. These market yields are calculated from composites

of quotations obtained by the Federal Reserve Bank of New York. The constant maturity yield values are
read from the yield curve at fixed maturities, currently 1, 3 and 6 months and 1, 2, 3, 5, 7, 10 and 20
years. This method provides a yield for a 10-year maturity, for example, even if no ouvtstanding security
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has exactly 10 years remaining to maturity. Similarly, yields on inflation-indexed securities at

"constant maturity" are interpolated from the daily yield curve for Treasury inflation protected securities
in the over-the-counter market. The inflation-indexed constant maturity yields are read from this yield
curve at fixed maturities, currently 5, 7, and 10 years.
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BEFORE THE
Pennsylvania Public Utility Commission

Pennsylvania Public Utility

Commission :

V. : Docket No. R-00049225C
- PPL Electric Utilities :
Corporation :

June 29, 2004

James J. McNulty, Secretary _
Pennsylvania Public Utility Commission
Commonwealth Keystone Building

400 North Street

‘Harrisburg, PA 17120

.Dear Secretary McNulty:

Enclosed for filing with the Commission are the original and three (3)
copies of of Eric Joseph Epstein’s Direct Testimony in the above-referenced

proceeding.

'Harrisburg, PA 17112
-(717)-541-1101 Phone
(717)-541-5487 Fax
ericepstein@comecast.net

ce: Certificate of Service



Eric Joseph Epstein
Docket No. R-00049225
Index of Direct Testimony

I. Witness
Eric Joseph Epstein.

II. Nature of Testimony & Exhibits

a) The amount of the requested rate increase is just and appropriate;
b) The expenses claimed by PPL were prudently incurred;
'¢) PPL's proposed rate structure and rate design are appropriate;

d) The allocation of the proposed distribution rate increase between
and among customer classes is just, reasonable and nondiscriminatory;

) Intergenerational rate tariffs and intergenerational equity;

) The rate of return on equity proposed by PPL and other aspects of the
.Company's proposal result in a fair rate of return;

'jg) PPL's cost and quality of service is accurate, legitimate and
appropriately allocated;

-h) PPL’s proposed application and design of the proposed Transmission
."Service Charge is appropriate, just and reasonable;

l‘i) PPL's proposed implementation of a Distribution System Improvement
‘Charge is appropriate and lawful;

j) Appropriateness and accuracy of PPL’s accounts, deprecation accruals
and accrued deprecations and annual amortization rates;

k) Reconciliation of PPL’s accounts, deprecation accruals and accrued
deprecations and annual amortization rates to ensure consistency of
the Company's Revenue Neutral Reconciliation Tax Assessments in
terms of aceounts, deprecation accruals and accrued deprecations and
annual amortization rates;



Eric Joseph Epstein
Docket No. R-00049225
Index of Direct Testimony
(Continued)

1} Value of building permits and value of replacement parts;

m) Cost sharing, responsibilities, liabilities and cost burdens associated
with environmental transgression(s)} and remediation(s);

' n) Maintaining historic levels of “Charitable Giving” and economic
development programming; and,

.0) Cost sharing for expenses related to: implementation of reliability
standards; substation voltage interruptions, transmission line and grid
-“disturbances”; security staffing levels, and payment for stationing of
the National Guard and Pennsylvania State Police.



BEFORE THE
Pennsylvania Public Utility Commission

Eric Joseph Epstein
V.

‘PPL Electric Utilities

Corporation

Docket No. R-00049225

.e *»a .e .

Testimony of Eric Joseph Epstein
I. Witness
1) The name and address of the the Witness are:

Eric Joseph Epstein, Pro se
4100 Hillsdale Road
Harrisburg, PA 17112
(717)-541-1101 Phone
ericepstein@comcast.net

2) The name and address.of the Respondent is:

PPL Electric Utility Corporation
Two North gth Street

Allentown, PA 18101-1179
3) Eric Joseph Epstein (“Epstein” or “Mr. Epstein” or “the Witness”):

‘a) Is a PPL shareholder;

b) Receives generation, distribution and transmission service from the
Company;

_-'c) Is a Signatory to the JOINT PETITION FOR FULL SETTLEMENT
OF PP&L INC's RESTRUCTURING PLAN AND RELATED COURT
PROCEEDINGS (August 12, 1998) (Docket No. R-00973954);

‘d) Was a sponsor of the Nuclear Decommissioning provision contained
in the Negotiated Settlement (D. 1 . Nuclear Decommissioning,
Page. 21, Lines, 1-8);



e) Was actively involved in the Petition of PP&L, Inc., For Permission
To Defer, For Future Recovery, A Portion of Its Transition Charges,
‘or In The Alternative, To Exceed the Rate Caps Pursuant to 66 Pa.
-C.S. § 2804(4)i1ii(G); Docket No: P-00991780;

:f) Was an Active Party in the Petition of PPL, Inc. Petition asking for
Issuance of Determination Under Section 329(c) of PUCHA, 15
. USC Section 79z-5a9(c); Docket No. P-00991787;

'g) Was also an Active Party in PPL Electric Utilities Corporation 2002
‘Reconciliation Filing with the Pennsylvania Public Utility Commission;

h) Filed an unofficial Data Request with PPL related to PPL’s CTC's
"2003 Reconciliation Filing and Intervened in the Case;

i) Participated in PPL Electric Utilities Corporation 2001 and 2002
Intangible Transition Charge Reconciliation Filings;

-j) Was actively involved in the Petition of PP&L, Inc., For Permission
To Defer, For Future Recovery, A Portion of Its Transition Charges,

or In The Alternative, To Exceed the Rate Caps Pursuant to 66

Pa. C.S. § 2804(4)i1i(G); Docket No: P-00991780; and,

k) Submitted Informal Data Requests in PPL’s 2003 ITC

. Reconciliation Filing, and the Petition of PPL Electric Utilities

. Corporation for Authority to Defer for Accounting and Financial
‘Purposes Certain Losses from Extraordinary Storm Damage and
‘to Amortize Such Losses.



II. Statement of Issues

a) The amount of the requested rate increase is just and
appropriate:

The amount of the proposed rate increase would cause an undue financial
burden on PPL’s 1.3 million transmission and distribution (T & D) customers.
Clearly, the Company can continue to deliver quality and reliable service
'without causing rate shock and economic dislocation.

b) The expenses claimed by PPL were prudently incurred:
Advanced Meter Reading (AMR) Expenses

Certain expenses should be denied while other expenses need to be adjusted
to reflect a more appropriate accounting methodology (See discussion j)
Apprc;priateness and accuracy of PPL’s accounts, deprecation accruals and
accrued deprecations and annual amortization rates.)

According to the Company, the Advanced Meter Reading (AMR)
Technology will save PPL through increased efficiencies and labor reductions.
PPL will "have much more information to help customers than we have from
‘once-a-month meter readings,” Bray said. The company will have "the ability to
offer innovative pricing options such as rates based on the time of use of
'electricity" (Jun. 21, 2003 --PLAINS TWP., Pa.)

PPL asserts that they are entitled to recover $8.8 million for the

. “displacement costs” of downsizing their labor force. The actual figure for “AMR
: Displacement Costs” is “8.818 million” (J.R. Schadt, Response to OTS, Set 7, RE-
107, April 27, 2004.) Yet, PPL’s 2003 Annual Report to Shareholders has a
-slightly higher estimate, “Other charges of $9 million in 2003 consisted of a

charge for a workforce reduction.”



The issue isn’t whether the figure is $8.8 or $9.0 million. Rate payers
should not pay PPL to “displace”, “reduce”, or “terminate” workers. The outcome
.is the same: PPL saves costs, reduces its-labor force and anticipates increased
profitability from the implementation of the AMR system. (1}

According to PPL, “...the Company believes that is appropriate to recover
the '(I:osts incurred to sever the separated employees. The Company is requesting
‘the recovery of this special termination benefit charge over a five year period”
'(J.R. Schadt, Response to OTS, Set 17, RE-133, June 1, 2004.)

This is the same company, who only a year earlier, boldly declared, “The
automated meter reading technology enables PPL to save money, eliminate
estimated usage for customers and prepare the way for future enhancements of
‘the system,”” said Michael Bray, president of PPL Electric Utilities Corp.” ” Brey
:later proclaimed, “The price of progress costs the jobs of 175 meter readers in ...
-29-county service area,” said Bray (Jun. 21, 2003 --PLAINS TWP., Pa.) PPL
went beyond its initial “downsizing” predictions, and increased the “number of
‘employees impacted by the final phase of the AMR project from 94 to 106" (J.R.
'Schadt, Response to OTS-RE-64, Set 5, p.2, April 23, 2004.)

Rate payers should not be underwriting the costs to terminate the
employment of their neighbors. This is a business decision, and $8.8 million is a
‘cost of doing business. “The price of progress” necessarily means that
.corporations accept responsibility for their business decisions. AMR technology
Dbecomes a net loss for rate payers if they are forced to underwrite the program.
‘Rate payers should not have to fund Company layoffs and underwrite the costs of
‘a program that will net consumers little to nothing. As such, the $8.8 million
requested to increase unemployment should be rejected in its entirety.

1 “The Company did not implement any costs saving program other than
AMR during 2003 and none currently is planned for 2004 or thereafter. Many
projects do, however, have cost savings as an ancillary benefit” (D.A. Krall,
Response to OCA, Set III, Q.30, April 27, 2004.)

6



Labor Reductions & “Out sourcing”

The Company should be lauded for retaining regional labor to staff PPL’s
customer response center. The approximately 240 jobs are an important
.component of economic development in the Lehigh Valley. However, the
‘Company did “out source” to “others” $629,392 in services relating to the call
;center, i.e., software upgrades and maintenance” (J.R. Schadt, PPL Response to
:OCA, Set XII, Q.2.)

Since the Company has no “official policy” on “out sourcing” (2), it is
unable to quantify positions that have been eliminated do to the practice: “PPL
‘Electric does not have a formal policy on outsoucing...PPL Electric has no record
‘of how many internal Company positions may have been eliminated as a result
-of out sourcing” (D.A. Krall, PPL Response to Epstein, Set II, Q.7, May 17,
'2004.) However, external workers are increasingly supplementing an
'_understaffed workforce. J.R. Schadt testified:

The increase in work by outsiders is primarily a function of utilizing.
additional outside contractors in lieu of PPL electric workforce. When PPL
- Electric planned its work for 2004, it compared its total man-hour needs
to projected available PPL electric man-hours, any shortfall is made up
with outside contractor labor” (J.R. Schadt, PPL Response Informal Data
Requests, OCA, Q.6, June 10, 2004.)

I:The amount of labor contracted to “work by others” is significant. In 2004,
PPL’s reliance on “out sourcing” is projected to increase to $53,362,032. Among
-the tasks "out sourced" include: service requests; power service problems;
‘disconnects and reconnects; specific projects; maintenance; inspections;
:collections; waste removal; consultant support services; and, manual labor (J.R.
‘Schadt, PPL Response to OCA, Set XII, Q.2, May 20, 2004.)

2 UtiliPoint International's 2003 survey of North American utilities on
cuistomer care indicated that 43 percent of investor-owned utilities, 52 percent of
"cooperatives and 45 percent of municipalities have “out sourced” (or plan to out
‘source) some function in the next two years. Some of the most popular duties to
get doled out are bill printing, credit and collections and bill remittance.
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The Company has embarked on a strategy that reduces costs by
“outscoring labor” to a variety of external actors, some of which are based
-overseas. (3) Moreover, PPL has requested that the rate payers finance this
- policy. From 2003 through 2004, PPL decreased the number of transmission
‘and distribution of (T&D) “bargaining unit” employees from 1,856 to 1,747
:'while increasing the number of nonunion employees from 497 to 505 ( J.R.
‘Schadt & D.A. Krall, Response to Epstein, Data Request, 1, June 14, 2004.) (4)

. PPL has chosen to atrophy departments not affected by layoffs. The

current ratio of linesman to households, business to customers in general is
_.0006' employees in linesman type positions per customer” (D.A. Krall, PPL
‘Response to Epstein, Set II, Q.8.) The Company noted that a rate increase is
;needed to help service a growing customer base, yet PPL has no plans to maintain

.or improve upon the existing ratio.

The Company presumes synergies garnered from efficiencies of scale will
enhance compliance with reliability standards: “In an effort to improve
.operational efficiency and reduce costs, PPL and its subsidiaries commenced a
‘workforce reduction assessment in June 2002 that was executed to eliminate up
'to 598 employees or about 7% of PPL’s U.S. workforce” (PPL, 2003 Annual

Report, p. 94.)

'3 In 2001 Bermuda-based Accenture performed $359,425 of services.
‘The following year, Accenture was awarded $129,237 of services during
accounting periods 7 &9 (J.R. Schadt, Response to OCA, Set II1, Q.16, April 27,
2004).

House Moves to Protect Accenture Contract By Roy Mark
“Last week, the House Appropriations Committee voted 35-17 to prohibit
DHS from granting contracts to corporations using offshore headquarters to
-avoid U.8. taxes. The vote came only one week after DHS awarded Bermuda-
‘based Accenture LLP, one of the largest federal contracts in history” (June 16,
2004.)

4 Of the 94 AMR positions “eliminated” 57 were “retirement eligible” union
employees, 23 were “non-retirement eligible union members” and 14 were
management (Letter from Royce S. Kosoff, FSA, Towers Perrin, to George Sunder,
‘Team leader - Benefit Accounting, PPL, October 13, 2003.)
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Yet efficiencies of scale through attrition at PPL have produced increased
costs and have not been applied at the same ratio to upper-level management or
.the Board of Directors. Although PPL does not calculate its budget or prepare
‘staffing levels on a per customer basis, it is clear that downsizing has actually
;increased pressures on PPL to seek lower costs through external contracted labor.

Exhibit: 1

Ye ar Charges to FERC Maintenance Accounts # of T&D Employees (a) of PPL E Employees (b)

2000 $55.5 million 2,846

2001 $52.9 million 2,735 3,179

2002 $62.3 million 2,656 3,111

2003 $60.5 million 2,353 2,909

2004 $67.9 million* 2,252 2,926 (Projected)
2005 NA 2,261 (Projected)

*Forecasted

‘Sources:

-(a): Data provided by PPL as of December of each year:

"« DA Krall, Response to Eric Joseph Epstein, Set II, Q.13, May 17, 2004.
.+ J.R. Schadt, Response to OTS, Set 7, RE-103 & 104, April 27, 2004.
“(b) : Data provided by PPL:

.=J.R. Schadt, Response to Epstein, Set III, Q.8, May 25, 2004.

~ During that same period, the “price of progress” did not affect the
compensation of PPL Corporation’s top two executives:

Exhibit: 2

Total Compensation (5) 2001 2002 2003

William F. Hecht: $1,512,714 $ 2,165,996 $2,534,238
.John R. Biggar: $ 600,604 $ 875,115 $ 977,208
‘Source:

+ J.R. Schadt, Response to OCA, Set II, Q. 23, April 27, 2004.

5 Mr. Hecht, Chairman, President and Chief Executive Officer of

"PPL Corporation, has served as a Management Director on the PPL Board since
1990. Mr. Biggar, Executive Vice President and Chief Financial Officer of PPL
Corporation, has served as a Management Director since 2001. The Board
Compensation Package includes an annual stipend of $79,000 plus an additional
.one-time retainer fee. Committee chairs, like Mr. Hecht, receive an additional
$1,000 per meeting he chairs. (PPL Corporation, April 23, 2004, Proxy

statement, pp. 8-9.)
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PPL needs to balance executive compensation packages and workforce
reductions (See discussion in: Maintaining historic levels of “Charitable Giving”
.and economic development programming.) The Commission should establish an
index for the amount of corporate compensation PPL Electric Utilities contributes

-to PPL’s executives.

PPL’s corporate compensation philosophy “encourage[s] increased stock
owriership on the part of executive officers, which further aligns the interests of
-management and share owners.” Similar goals are established for executive base
.salaries and incentive awards (Proxy Statement, Compensation Philosophy, pp.
14-15.)

Exhibit: 3

. PPLEU Compensation % charged to PPLEU
William F. Hecht

2001 ' $478,320 31.62%
2002 $787,773 36.37%
2003 $671,320 26.49%
. John R. Biggar

2001 $189,939 31.62%
‘2002 $318,280 36.37%
2003 $258,886 26.49%
- Source:

“« J.R. Schadt, Response to OCA, Set I, Q. 23, April 27, 2004.

The PUC should align and incent PPL Electric's portion of executive
compensation with “rate payers interest.” The percent of executive
compeénsation allocated from PPLEU should be indexed to reliability, community
investment, and customer satisfaction. The index, established by the Corporate
Governance Committee of the Board of Director's of PPL Corporation and the PUC
Law Bureau, would be monitored by the Commission’s Bureau of Consumer
‘Services. As these categories increase or decrease, so to would the PPL Electric
portion of the executives’ compensation contributions. The PUC’s would also be
accorded nonvoting Board monitor status on Corporate Governance Committee.

Or in the alternative, PPL could elect to ‘eliminate corporate bonuses and
incentives received from hostage PPL rate payers.
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¢) PPL's proposed rate structure and rate design are
appropriate.

Mr. Epstein’s position on this matter will be affected by Testimony
submitted by other Active parties. As such, he offers no formal testimony on this
issue but will provide a detailed position as well as remedies in his Main Brief.

d) The allocation of the proposed distribution rate increase
between and among customer classes is just, reasonable and
nondiscriminatory.

Mr. Epstein’s position on this matter will be affected by Testimony
submitted by other Active parties and legal arguments relating to PPL’s method
‘of underwriting the DISC.

Mr. Epstein strongly disagrees with the rate recovery theory of residential
and-commercial rate payers being assessed “simple surcharges” ( D.A. Krall &
J.M. Krall, Response to OSBA, Set I11, Q.1, April 7, 2004.)

This DISC tariff is inherently discriminatory since PPL has proposed that
the DISC only be levied on customers with less than 12,470 volt service, Tariff

-Supplement No. 38, 10-g & 10-J.

(Also, please refer to discussions in b) The expenses claimed by PPL were
prudently incurred, and d) The allocation of the proposed distribution rate
.increase between and among customer classes is just, reasonable and
'nondiscriminatory.) '
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e) Intergenerational rate tariffs and intergenerational equity.

Mr. Epstein’s position on this matter will be affected by Testimony
submitted by other Active parties. As such, he offers limited formal testimony on
.this issue but will provide a detailed position as well as remedies in his Main
‘Brief. Mr. Epstein is operating under the traditional rate-making premise that a

-generation is equal to seven years.

The Company has been recovering $2.97 billion in stranded expenses over
an eleven year period as part of the 1998 Negotiated Settlement approved by the
-PUC on April 13, 1998. Rate payers are already paying for the Company's
‘decision to construct the Susquehanna Steam Electric station at a ballooned cost
-0of $4 billion. Furthermore, the CTC’s (6) are a direct result of the “stranded
costs” and will affect another two “generations” of rate payers.

“(Also, please refer to k) Reconciliation of PPL’s accounts, deprecation accruals
.and accrued deprecations and annual amortization rates to ensure consistency of
‘the Company's Revenue Neutral Reconciliation Tax Assessments in terms of
-accounts, deprecation accruals and accrued deprecations and annual

‘amortization rates.)

6 ~ Although the Susquehanna Steam Electric Station (SSES-1) was built at a
-cost of $4 billion and assessed at $3.8 billion, PPL argued that the facility was
.only worth a fraction of the PURTA value.

: In December 2000, PPL persuaded a Luzerne County judge to assess the
nuclear power plant at $165.4 miilion.

. Three rate payer generations have amassed since PP&L originally asked
‘the PUC for $315 million to recover the cost of building SSES-1. The Commission
granted $203 million or the equivalent of a 16% rate increase in 1983. An
‘additional 8% rate increase, or $121 million, was added in 1985 to pay for SSES-
2,

The current T&D proposal would add to the burden hostage rate payers
paid to construct the SSES as well as the $2.97 billion in uneconomical stranded
costs associated with the nuclear generating station.
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f) The rate of return on equity proposed by PPL and other
aspects of the Company's proposal result in a fair
rate of return.

Mr. Epstein believes that an 11.5% increase is inconsistent with previous
findings in earlier PP&L rate proceedings. Simply put, PPL has chosen to usurp
the “water model”.(7) and apply it to electric transmission and distribution.

If Supplement No. 38 becomes effective as proposed, the Company would
benefit from an opportunity to recover an estimated annual increase in
'distribution base rate revenues of $164.4 million. The Company also seeks an
:increase in transmission charges of $57.2 million. The combined transmission
‘and distribution base rate increase is $221.7 million, representing an
;approximate increase of 8.14% to the Company's present rates.

PPL Electric’s return on equity is forecast to be about 1% in 2004. In the
abségce of rate relief, PPL Electric’s return on equity will continue to drop and it
.will become increasingly more difficult and more expensive for the Company to
:raise the capital necessary to provide reliable service to its customers” ( D.A.
‘Krall & J.F. Sipics, Response to Epstein, Set I1, Q.2, May 17, 2004.)

Clearly, a double digit incréase is not warranted to address a 1% (8) drop
in equity from 2003 to 2004. Embedded labor costs have been stabilized and
‘reduced through workforce reductions, yet service may actually improve
through the installation of AMR technology. PPL has already installed a strategy
to improve “reliable delivery service” without a rate increase.

i Pennyslvania-American Water Company’s increase in equity from 10% to
10.6%, as a result of the Commission's retroactive recovery award, is being
appealed in Commonwealth Court by the Office of Consumer Advocate,.

8 In September, 2002, despite economic woes, PPL paid financially troubled
Mirant $235 million in cash to obtain Mirant's 49% stake in Western Power
Distribution in the United Kingdom. PPL already has a 51% stake in the venture.
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According to William F. Hecht, the Chairman, President and CEO of PPL,
the Company (9) is doing extremely well:

...we reported record earnings of $4.24 per share. Our earnings from
ongoing operations, which excluded the effect of unusual items, also
were a record, at $3.71 per share, an increase of nearly 5 percent over

2002,

PPL also did very well in comparisons to others in 2003. Our
‘common stock price outperformed the Standard & Poors Electric

Utilities Index by 35 percent.

:Qur total return to share owners was 31 percent in 2003 and has

‘been 88 percent over the past five years, putting PPL among the leaders
‘in the U.S. electricity business. And, the company’s common stock price
.has risen by 57 percent over the past five years, an increase better than
all but two of the FORTUNE 500 electric companies.

‘We also continue to grow our dividend. We're also improving your
company’s financial position. Since September of 2002, we have issued

.about $1 billion of common stock, which has strengthened the company’s
balance sheet. (10)

) PPL's cost and quality of service is accurate, legitimate
and appropriately allocated.

Mr. Epstein’s position on this matter will be affected by Testimony
submitted by other Active parties and a continuing review of Confidential data
supplied by PPL.

9 In the first half of 2003, PPL posted earnings from core operations of $292
million, or $1.72 a share, compared with $262 million, or $1.77 a share, during
the same period in 2002.

10  PPL Corporation, 2003 Annual Report, Letter to Shareowners, March 15,
2004, pp- 17-18.
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A reportable matrix needs to be designed that assures that -employment
levels do not adversely affect reliability of service or disturb the prompt

restoration of interrupted service (See Discussion on Labor.)

Mr. Epstein strongly supports the position of PPLICA in regard to
Hur.ricane Isabelle costs, i.e., “A. Deferral of PPL’s Storm-Related Costs for Future
Recovery Would Violate PPL’s Rate Cap”, November 10, 2003 (pp. 4-5). (10)
Epstein is in complete agreement with OCA’s Opposition to PPL’s Petition
contained in the Answer of the Consumer Advocate, November 7, 2003 (pp. 1-

6.) (11)

If PPL claims to be entitled to rate recovery from “extraordinary” weather
conditions, then the same logic should be applied to customers. Consumers must
necessarily be entitled to refunds when “extraordinary” weather conditions
deprive them of service, and cause quantifiable material, physical, financial and

emotional hardships.

Additionally, “extraordinary” storms had no impact on PPL’s decision to
cut its labor force (13) which inhibited its ability to deploy dedicated PPL
employees to service customers during “extraordinary” conditions .

10  Re: Petition of PPL Electric Utilities Corporation for Authority to Defer for
Accounting and Financial Purposes Certain Losses from Extraordinary Storm
Damage and to Amortize Such Losses: Docket No. P-00032069. Mr. Epstein filed
a Petition to Intervene & Answer Opposition of Eric Joseph Epstein, Pro se, On
November 24, 2003).

11 PPL’s initial gambit was firmly rejected in the Recommended Decision of
Administrative Law Judge Louis G. Cocheres on October 13, 2000. The ALJ’s
Decision was officially codified by the Commission's Order and Opinion on
December 12, 2000 (PP&L Inc.’s Petition asking for Permission to Defer, For
Future Recovery, A Portion of Its Competitive Transition Charges, or In the
Alternative, To Exceed The Rate Caps Pursuant to 66 Pa. C.S. § (2804 94) (iii)
(G); Docket No. P-00991780 (1999)).

12 On June 19, 2002 PPL announced it was cutting its work force by 7%.
Earlier in the month, on June 1, 2002, Public Utilities Fortnightly published a list
of the highest paid electric CEO’s. PPL’s William Hecht, who ranked #31, was

.compensated $1,197,500. 15



h) PPL's proposed application and design of the proposed
Transmission Service Charge is appropriate, just and
reasonable.

Mr. Epstein’s position on this matter will be affected by Testimony
submitted by other Active parties. As such, he offers no formal testimony on this
Jissue but will provide a detailed position as well as remedies in his Main Brief.

i) PPL's proposed hnplementhtion of a Distribution System
Improvement. Charge is appropriate and lawful.

Mr. Epstein will argue that the DISC is illegal.

“The Company has “not prepared dny specific analysis as to the effect of the
denial of the DISC on its projected capitail additions” (D.A. Krall, Response to
OSBA, Set 111, Q.3, April 7, 2004.) Nor does the Company believe a rejection will
‘have a “material adverse impact” in the absence of a tariff increase” (Krall &
Sipics, Epstein Set II, Q.2, May 17, 2004.)

The Company's primary concern is credit rating (13) and ability to
finance debt. (14) However, on June 21, 2004, according to a PPL press releases,
“PPL Corp. (PPL) has agreed to sell its Sundance power plant in Arizona to a unit
of Pinnacle West Capital Corp. (PNW) for about $190 million in cash. PPL said the
sale proceeds will be used to pay off debt”.

13 “PP&L Capital Funding Inc.’s new $500 million 7.25% issue of medium
term notes (MTN) due April 15, 2004 is rated BBB+ by Fitch IBCA, Inc. PP&L
Capital is a wholly owned subsidiary of PP&L Resources, Inc. (Resources) and the
funding conduit for Resources and its non-regulated subsidiaries which invest in
domestic and international energy projects...The growing exposure to emerging
markets and merchant generation will increase business risk (PP&L Company
Press release, February 4, 2000).

14 “PPL subsidiaries renewed a total of $1 billion in credit lines with a
consortium of banks led by Wachovia Securities, Inc.” Patriot News, July 7,

'2002.) 16



Additionally, the “$26 million in property additions” that PPL believes is
“eligible” under DISC surcharge should be rejected in its entirety.

j) Appropriateness and accuracy of PPL’s accounts, deprecation
: accruals and accrued deprecations and annual
amortization rates.

Mr. Epstein believes that PPL’s accounting methodology is vague and
provides for a generous interpretation of asset value. For example, all properties
-are grouped under a uniform heading of “vintage” which means “the original
year of installation or year the asset was placedl in service” and “retired at the
same cost” J.J. Spanos, Response to Epstein, Set 1, Q. 1, p.1 & Q.2, May 5, 2004).

The underpinnings of this methodology are not empirical but an amalgam
of belief systems,“all decisions in the depreciation study included historical
-analysis, Company policy, decisions by federal and state regulations and
estimates of other electric utilities” (J.J. Spanos, Response to Epstein, Set I, Q 11.,
‘May 5, 2004.)

PPL’s depreciation theory does not allow for site specific analysis, except
when the Company creates subjective “vintage” caveats:

There are no assumptions by the Company that all vintage assets will
behave uniformly nor are there any plans for a single probable
retirement date established for any assets, with the exception of
‘major buildings in Account 390. A survivor curve represents an
‘average service life and dispersion rate of all the assets in the account.
‘However, averages include some early retirements and some late
tetirements {J.J. Spanos, Response to Epstein, SetI, Q 1., p.2, May 5,
2004.)

17



The fatal flaw with this methodology is its over reliance on an outdated
accounting methodology that fixes an asset to a static and “specific point in
time.” PPL’s links changes in an assets value to a generic style of branding: “ In
the future, the composition of property in service may change depending on the
vintage of actual retirements” (J.J. Spanos, Response to Epstein, Set I, Q 11,,
May 5, 2004.) The Company's paradigm fails to factor or utilize data and
methodologies garnered form the Bureau of Economic Analyses new deprecation

methodology.

The new BEA methodology reflects the results of empirical studies on the
prices of used equipment and structures in resale markets, which have
-shown that depreciation for most kinds of equipment and
structures does not follow a straight line pattern. For most
‘assets, empirical studies on specific assets conclude a geometric
pattern of depreciation is appropriate (15)

(Bold face type added”)

Summaries of the new geometric patterns can be found in more current
publications, readily available and peer reviewed, e.g. Fraumeni, (1997); Katz
‘and Herman (1997); and, Parker Triplett (1995).

PPL needs to revise their depreciation estimates by using a more accurate
and contemporary geometric matrix that incorporates site specific assets with
‘the goal of appraising these assets at fair market value. A geometric model
allows for adjustments “for quality differences across vintages” and updates for
service lifes.

A straight line pattern assumes equal dollar depreciation over the life

of an asset. For example, with straight line depreciation in the first year
is equal to depreciation in the second year, which is equal to depreciation
in the third year...A geometric pattern is a specific type of accelerated
pattern. An accelerated pattern assumes higher dollar depreciation

in the early years of the asset’s service life than in the later
years...geometric depreciation is calculated as a constant fraction

of detailed constant-dollar net stocks (Fraumeni, p.6)

15 Barbara M. Fraumeni, “The Measurement of Depreciation in the U.S.
National Income and Product Accounts”, Survey of Current Business Issues, July,

1997, pp. 6-23.) .
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By relying on survivor curves and the combined averages of service lives,
PPL has artificially inflated the true value of an asset during it’s medium- life at
the end of its “used and useful life”.

The Company has established a procedure and precedent for valuing site
specific assets: “The property in account 390.2 also was estimated by the site
specific classification of the assets” (J.J. Spanos, Response to Epstein, Set I, Q 7.,

p.2, May 5, 2004.)

PPL needs to establish true values for purposes of the Present T&D case,
and factor omitted and necessary historical costs, i.e., original installation costs.
PPL has the capability to evaluate its property, plant and equipment on a
geometric scale while incorporating site specific data.

The Company already utilizes a “composite” or “group” accounting
methodology that it allows to record “impairment costs” or “income” values or

“various methods”.

PP&E [Property, Plant & Equipment] is recorded at original cost, unless
impaired. If impacted, the asset is written down to fair value at that

" time, which becomes the assets new cost basis. Original cost includes
material, labor, contractor costs, construction overheads and financing
costs, when applicable...

When all or a significant portion of an operating unit is retired or sold
that was depreciated under the composite or group method, the property
and the related accumulated deprecation account is reduced and any
gain or loss is included in income, unless otherwise required:-by
regulators. Depreciation is computed over the estimated useful lives

of property using various methods including the straight-line,
composite and group methods” (PPL, 2003 Annual Report, Notes to
(Consolidated Financial Statements, pp. 58-59)
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All asset valuation should be predicated on geometric patterns which
should supplant the Company’s current straight line methodology. PPL’s reliance
on “historical analyses of Company policy, decisions by federal ands state
;regu]ations, and the estimates of other electric utilities” (J.J. Spanos, Response to
Epstein, Set I, Q 11, May 5, 2004) creates an inaccurate taxing scenario. A
geometric matrix would stabilize inherent variables in service lives, and could
possibly supplant annual reconcilations. In fact geometric extrapolation is a
‘much more effective empirical tool than “a comparison of the study to the last
study” (J.J. Spanos, Response to Epstein, Set I, Q 13, May 5, 2004.) Moreover,
this approach allows the Company to “adjust for quality differences across

vintages...” (16)

k) Reconciliation of PPL’s accounts, deprecation accruals and
accrued deprecations and annual amortization rates to ensure
consistency of the Company's Revenue Neutral Reconciliation
Tax Assessments in terms of accounts, deprecation accruals
and accrued deprecations and annual amortization rates.

There is a gap between what PPL collects from rate payers and what the
Company pays in taxes. The Company’s adversarial position with Pennsylvania
communities in regard to Revenue Neutral Reconciliation at GENCO facilities,
‘e.g., Berwick, Northeastern and Penn Manor School Districts has created funding

deficits and a vast reservoir of ill-will.

For example, in the winter of 1999-2000, PPL unilaterally devalued the
Susquehanna Steam Electric Station. Built at cost to rate payers of $4.0 billion,
the Company claimed the asset was only worth $74 million. PPL refused to pay
or escrow back taxes that they owed to the Berwick School District and Luzerne
County. The Company now pays $3 million a year to the county, school district
and Salem Township as opposed to the $30 million PPL “contributed” to PURTA
prior to deregulation.

16 Barbara M. Fraumeni, “The Measurement of Depreciation in the U.S.
National Income and Product Accounts”, Survey of Current Business Issues, July,

1997, p- 19.)
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Yet, from 2000 through 2009, PPL is including in its customer billings
$280 million in real estate levies but paying only $3 million a year in taxes a
year. This estimated 10-year windfall of $250 million virtually wipes out the

rate increase demanded by PPL.

This pattern was repeated in northern York County where PPL refused to
pay property taxes on Brunner Island in the Northeastern School District for
2000 and 2001 because it claims the assessed value, originally set by the county
at $43 million, was grossly inflated. PPL did, however, pay $788,067 for its
2002 taxes.

Mr. Epstein’s proposal would facilitate intergenerational equity and
establish a measure of transparency and stability to local and state tax

: collections.

1) value of building permits and value of replacement parts.

Mz. Epstein believes that PPL’s accounting methodology is over-reliant on

straight line “vintage” assets.

Also, PPL should account for profits that occur when selling property
obtained through eminent domain, submarket rates, easements, and right of
‘ways, by reflecting the actual price rate payers were assessed for the original
property and the markup in the current sale prices. The proceeds should
‘necessarily flow back to rate payers either in the form of a credit or rebate.

21



m) Cost sharing, responsibilities, liabilities and cost
burdens associated with environmental transgression(s) and
: remediation(s).

PPL’s past record does not adequately address future remediation costs. The
“$532,000 increase in environmental remediation costs for the 2004 budget” is
arbitrary and should be rejected, with the exception of funding for 2004 which is
somewhere between $38,000 (17) and $60,000. (18)

PPL’s projections are based on vague past references which were overly
dependent on the random selection of a single site: “The $3 million of
remediation expense recorded in 2003 was primarily for the cleanup of the
Sunbury manufactured gas plant site (J. R. Schadt, Response to OTS-RE-150, Set
20, June, 2004.)

PPL remediation requests appear to be far beyond what is necessary to
complete the final phase of the PCB cleanup of project. PPL Electric has not
identified specific projects or sites associated with the 2004 environmental
remediation claim.

The remaining contaminated areas, manufacturing gas plants (MGPs),
were not included in PPL Electric’s rate base. MGP remediation is part of a 1996
“voluﬁtary consent order” between PPL Gas Utilities with the DEP. Most of these
sites were contaminated by coal gas manufacturing, and the lions share of
remediation budget, i.e., $16.959 million comes from other sources, i.e., co-
owners, past owners, insurers and the state and federal government (J.R.
Schadt, Response to OTS-RE-149 , Attachment 1, Set 20, June 8, 2004.) The
remaining 76% of the sites are covered under the 1996 consent order (PPL, 2003
Annual Report, p. 85). These MGP sites are beyond the scope of this Proceeding as
are the two remaining Superfund sites in Lehigh and Philadelphia Counties.

17 J.R Schadt, Response to OCA, Set X II1, Q.4, June 14, 2004.
18 J.R. Schadt, Response to Epstein, Set II, Q.3, p. 1, May 17, 2004.
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Approximately g4% of the PPL pole replacements and pole mounted
transformers contaminated due to polychlorinated biphenyls (PCB)
contamination have been remediated (PPL ,2003 Annual Report, pp. 84-86),
and are due to be closed out in 2005. On April 27, 1995 (19) DEP Secretary
James M. Seif (20) announced a Voluntary Agreement with Pennsylvania Power
and Light Co. (PP&L) to investigate and clean up to 134 sites that may have
been contaminated by past operations of PP&L or its predecessor companies. Both
PPL Electric and PPL Generation were exposed to liability issues associated with

remediation.

According to Mr. Seif (when he was the Secretary of DEP) , “During the
next 10 years, PP&L will investigate all 134 sites. Sites found to be contaminated
will be cleaned up by PP&L on a schedule based on the environmental risk, if
any, posed by the site. PP&L will spend up to $5 million a year on investigation
and cleanup operations.” (21)

n) Maintaining historic levels of “Charitable Giving”
and economic development programming.

Mr. Epstein maintains that PPL Electric’s “charitable giving” needs to be
adjusted to reflect PPL’s rate request. Currently, PPL’s windfall will not be
reflected in increased community investment: PPL has proposed a “slight
increase” of $0.1 million “in the corporate budget for 2004, as well as the 2003
expenditures being slightly lower than the 2003 budget” (J.R. Schadt, Response
to OTS-RE-147, Set 20, June 8, 2004.)

PPL should resubmit its corporate budget to provide an escalator for its
2004 Corporate Charitable Fund Budget which reflects an increase equal to the
‘PUC approved return on equity.

19 December 31, 2005 was the anticipated completion date for the program.
According to PPL, as of December 31, 2003 “work has been completed for 94% of
the sites included in the consent order,” p. 85)

20 Mr. Seif is currently Vice President of Corporate Relations for PPL Services
Corporation.
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In addition, PPL’s concept of “charitable giving” needs to be refined to
exclude self promotion from “major non-cash community contributions”.
Environmental centers are important efforts, but also promotional and should be
budgeted under “Media Relations”. Moreover, Corporate Charity regarding
environmental education (Dahl, Statement 7, p. 16) would be more effective if
the Company did not unilaterally devalue its property assessments and send
school districts into rate shock, e.g., Berwick, Penn Manor and Northeastern.

_ PPL deserves credit for the elimination of “its restriction on subsidized
housing” participation for OnTrack (Dahl, Statement, 7., p.10). However, as the
Company noted, there are up to “43,000 additional households” that could
benefit from WRAP (Dahl, Statement, 7, P. 13).

At a minimum, PPL should match rate payer contributions to the
Community Betterment Initiative (CBI) and Operation HELP. If the CBI is
interested in “leveraging matching funds from the state for targeted

"programs”(Dahl, Statement 7, p.4), then PPL should also stake out a model of
entrepreneurial vigor by matching rate payer donations. In addition, this
program needs to be refined to balance job creation with job elimination

programs at PPL (See discussion regarding “Out sourcing”.}

PPL Corporate should also match “contributions” from “residential
customers’ to fund OnTrack and WRAP to ensure that the rate payers “modest”
increases are matched to the company's commitment to pay for the “price of
progress”. In addition, the WRAP “ramp up” needs to match OnTrack
“expenditures” from 2009-2111. Under the current proposal, funding for WRAP
actually declines from 2007-2009 (Dahl, Statement 7. p.12)

As evinced by Timothy R. Dahl’s Testimony (Statement 7, p. 8), customer
enrollment for OnTrack, WRAP and Operation HELP have grown from 2000-
2003. Based on the disproportionally number of low-income and impoverished
customers in PPL’s 29-county area, a rate increase will necessarily increase the

number of at-risk customers.
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Moreover, PPL’s administration costs are out of balance and need to be
adjusted downward: “These estimated expenditures of $110,000 covers wages
.and benefits ($50,000) and CARES credits ($60,000). (Timothy Dahl,
Statement, 7, p.7. ) Almost 20% of the projected WRAP costs from 2005 - 2007
represent administrative costs (PPL Response to OTS-RE-71, Set 5, T.R. Dahl,
April 23, 2004.)

There is an inherent corporate paradox at play when PPL can
simultaneously “downsize” employees to improve service, yet disproportionately
bill rate payers for Universal Programing administrative fees.

o) Cost sharing for expenses related to: implementation of
reliability standards; substation voltage interruptions,
transmission line and grid “disturbances”; security staffing
levels, and payment for stationing of the National Guard

and Pennsylvania State Police.

Security costs should be rejected and more appropriately recovered
through the PJM Open Access Transmission tariff. The DISC is the rate recovery
mechanism designated by PPL for security improvements and upgrades: “PPL
Electric intends for the DISC to recover the cost of security improvements and
upgrades made to the distribution system” (PPL Electric Utilities Corporation,
‘Responses to the Interrogatories of the OTS-RE-13, Set 2, Dated April 13, 2004).

PPL should not be able to socialize costs while privatizing profits.
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Testimony of Eric Joseph Epstein
I. Witness

The name and address of the the Witness is:

Eric Joseph Epstein, Pro se
4100 Hillsdale Road
Harrisburg, PA 17112
(717)-541-1101 Phone
ericepstein@comcast.net

The name and address of the Respondent is:

PPL Electric Utility Corporation
Two North 9th Street

Allentown, PA 18101-1179

Eric Joseph Epstein (“Epstein” or “Mr. Epstein offered and filed Direct
Testimony on June 29, 2004.

The Purpose of Mr. Epstein’s Surrebuttal Testimony is to clarify and
correct misinterpretations presented by PPL Witnesses Mr. Joseph R. Schadt (2-
R) and Joseph M. Kleha (5-R) in the Company's Rebuttal Testimony.



II. Surrebuttal Testimony
i. Property Tax Appeals

Mr. Kleha’s (Joseph M. Kleha’s (5-R)) analysis of Mr. Epstein’s Testimony is
incomplete, and fails to acknowledge the onerous taxation methods utilized by
PPL. Mr. Kleha also fails to recognize that PP&L/PPL misled legislators and local
communities as to the Company's intentions in regard to changing out the Public

Utility Realty Tax Assessment (PURTA) for Revenue Neutral Reconciliations.

Q. Have you reviewed Mr. Epstein’s testimony regarding property tax
appeals filed for the Susquehanna Steam Electric Station and the Brunner
Island Steam Electric Station?

A. Yes, I have. Mr. Epstein proposes that the Commission consider

the appeals of certain local property tax assessments associated with the
generating facilities referenced in his testimony when it determines the
overall tax liability for PPL Electric’s T&D operations. (PPL, 5-R, Page 21,
Lines 7-13)

Q. Do you agree with Mr. Epstein’s proposal?

A. No, Ido not. The appeals of certain local property tax assessments
referenced in Mr. Epstein’s testimony relate to generating facilities owned
and operated by an affiliate of PPL Electric and are not reflected in the
Company’s filing in this proceeding. PPL Electric’s overall 2004 tax
liability for its combined T&D operations is clearly established in Schedules
D-12, D-13 and D-14 of Exhibit Future 1. The Company’s 2004 tax
liability for its PUC-jurisdictional distribution-only operations is shown in
Exhibit JMK2. No taxes associated with affiliate generating facilities are
included therein. Consequently, Mr. Epstein’s proposal on this issue is
inappropriate and clearly outside the scope of this proceeding.

(5-R, Page 21, Lines 15-22 & Page 22, Lines 1-2.})

The Public Utility Realty Tax Assessment was the tax assessment formula
used prior to electric restructuring. The formula was predicated on a statewide
distribution plan. The utilities influenced the Pennsylvania legislature to
"restructure” PURTA in the Deregulation Act. Utilities, like PP&L, claimed that
local communities would increase their revenues, and allow PPL to decrease the

amount of taxes paid by focusing on local school districts and municipalities.
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The outcome for rate payers, taxpayers, and consumers has been monthly
CTC and ITC tariffs, real estate subsidies, and tax shifting. The combined
transmission and distribution base rate increase is $221.7 million, representing

an approximate increase of 8.14% to the Company's present rates.

On January 1, 2000, power plants were removed from PURTA and placed
on local property tax rolls. The facilities were to be assessed and taxed in similar
fashion as local businesses. However, PPL immediately began challenging local
municipalities and school districts dependent on PURTA/RNR revenues streams.
The Company refused to pay or escrow taxes as they confronted local
communities with well-financed legal counsel, e.g., LeBouf and Lamb.

While PPL successfully argued that most power plant “equipment” was tax
exempt, the Company continued to pass through real estate levies to their
customers based on what PP&L was assessed in 1997. And, PPL continues to
recover approximately $2.97 billion in stranded costs through monthly CTC
tariffs for power plants the Company now claims have fractional values.

While homeowners are paying, on average, 30% more than they did in
1997 in real estate taxes, Pennsylvania Power Light is paying 85 percent less in
taxes on their plants. The Commonwealth of Pennsylvania is losing
approximately $100 million annually in tax revenues, and former PURTA
communities in the PPL territory are being defunded by the Company.

Either Mr. Kleha is unaware or unwilling to recognize the embedded
connection of increased T&D rates for consumers. PPL has been unilaterally and
publicly shifting the real estate tax burden for school districts to hostage PPL
T&D customers.

Exhibit 1 clearly demonstrates the impact PPL’s polices have had on one
local community. An additional 8.1% rate increase for PPL customers in the
Northeastern School District will cause undue hardship; and, may in fact prove
lethal for a community that has a 20% poverty level.



Exhibit 1: PPL Refuses to Pay Taxes to Northeastern School
District in York County

« Utility refuses to pay

Author: CHARLIE YOUNG Dispatch/Sunday News
Date: May 12, 2002

Publication: York Dispatch, The (PA)

Officials in Northeastern School District, where more than 20 percent of
the residents live below the poverty line, have proposed cutting textbooks,
maintenance, technology and athletics. But they are still more than $850,000
short of balancing the budget for next school year.

If only PPL Corp. would pay its taxes, district officials say.

» Power play on taxes
Date: May 14, 2002
Publication: York Dispatch, The (PA)

Pennsylvania's deregulation of the electric utility industry just keeps
proving the old adage "if it looks too good to be true, it probably is."

A few years ago, deregulation boosters said it would instill competition in
the marketplace, driving down costs by forcing power generators to compete for
your business.

Has that happened? Not really, at least not for residential customers. The
"savings" were 8o meager or restrictive or hard to understand...

» PPL should pay its property taxes
Date: June 6, 2002
Publication: York Dispatch, The (PA)

An open letter to William Hecht, chairman, president and CEQO of PPL
Corp.:

I find it most disconcerting that your company prints the following pledge
on educational materials you distribute to schools across the commonwealth. In
spite of the pledge, you continue to avoid paying real estate taxes owed the
Northeastern School District.



e Pay fair share, PPL
Date: June 9, 2002
Publication: York Dispatch, The (PA)

We'll give PPL Corp. executives this much credit: At least they didn't try to
duck a public confrontation.

Officials with the $5.7 billion-a-year power company didn't cancel a
dinner with school and municipal officials at the Mount Wolf VFW last week
when word got out that a public demonstration would be held outside. They
didn't sneak in a back door, or push through the crowd mumbling "no comment.”

* Power plants work on tax agreements
Author: CHARLIE YOUNG Dispatch/Sunday News
Date: June 16, 2002

Publication: York Dispatch, The (PA)

While PPL Corp. and residents of the Northeastern School District are
locked in court battles and public confrontations over taxation of the Brunner
Island power plant, other electric utilities in York County are negotiating tax
agreements without getting residents steamed.

* Northeastern taxes go up

Author: JENNIFER GISH Dispatch/Sunday News
Date: June 25, 2002

Publication: York Dispatch, The (PA)

The Northeastern School District last night passed a 2002-03 budget that
totals $27.4 million and includes a 1.27-mill tax increase.

For the average homeowner in the district with a property valued at
$64,051, that means an additional $81 in taxes, and a total tax bill of $1,206.

The 2002-03 budget shows a 6.3 percent, or $1.6 million, rise in spending
over 2001-02. That cost increase includes $664,864 for salary hikes, $96,500
for rising utility bills...



» PPL's Brunner Island slated for tax auction
Author: CHARLIE YOUNG Dispatch/Sunday News
Date: June 28, 2002

Publication: York Dispatch, The (PA)

While PPL Corp. has maintained it will not pay outstanding property taxes
on its Brunner Island power plant until a court settles a dispute over its
assessment, the York County Tax Claims Bureau may force its hand.

The bureau mailed notices last month to all county taxpayers who have
not paid their 2000 property taxes, saying their properties will be auctioned at a
tax upset sale Oct. 12 unless they pay up.

« PPL fights back in tax battle

Author: CHARLIE YOUNG Dispatch/Sunday News
Date: July 11, 2002

Publication: York Dispatch, The (PA)

PPL Corp. is suing two county agencies and the Northeastern School
District to stop the sale of its Brunner Island power plant for failure to pay nearly
$1 million in 2000 property taxes.

The Allentown-based power company isn't asking the county court for
money from the defendants, just to stop the Oct. 12 tax sale.

In fact, if the suit succeeds, PPL would be compelled to finally start paying
the property taxes it has owed for two years -- but based on a far lower
assessment...

» PPL's tax dispute grows more complex
Author: CHARLIE YOUNG Dispatch/Sunday News
Date: October 18, 2002

Publication: York Dispatch, The (PA)

York County did not sell PPL Corp.'s Brunner Island power plant for back
taxes as scheduled last week, and the power company's tax dispute seems to be
growing ever more complicated.

Allentown-based PPL has refused to pay property taxes on the plant in the
Northeastern School District for 2000 and 2001 because it claims the assessed
value, originally set by the county at $43 million, was grossly inflated.

PPL did, however, pay $788,067 in September for its 2002 taxes.
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¢ PPL, Exelon fight tax assessments

Author: CARYN TAMBER Dispatch/Sunday News
Date: July 20, 2003

Publication: York Dispatch, The (PA)

The tax dispute that has kept much-needed dollars from the Northeastern
School District is creeping toward resolution, but the cash-strapped district
continues to struggle.

Northeastern has been locked in a property tax dispute with Allentown-
based PPL Corp. for years. PPL has paid very little in taxes on its Brunner Island
Steam Electric Station since the state deregulated the power industry in the late

1990s.

* PPL to pay taxes

Author: CHARLIE YOUNG Dispatch/Sunday News
Date: November 25, 2003

Publication: York Dispatch, The (PA)

PPL Corp. and the Northeastern School District have signed an interim tax
deal for the Brunner Island power plant, and the two parties now have a basis to
negotiate a final settlement establishing how much the company will pay.

The Allentown-based energy company and the school district signed a deal
in September setting the appraisal on the plant and adjacent land at $5.4 million
until the Common Pleas Court decides on a final appraisal. The deal creates a
basis for PPL to pay property taxes .

» Real estate tax dispute is settled

Author: CHARLIE YOUNG Dispatch/Sunday News
Date: December 5, 2003

Publication: York Dispatch, The (PA)

Northeastern School District and PPL Corp. have agreed on a property
assessment of $15 million for the utility's Brunner Island power plant.

The agreement resolves a series of back-and-forth court suits over the
value of the plant for tax purposes after the state deregulated the electricity
industry in 2000 and shifted taxation of utility real estate to the local level.



2. AMR Displacement Costs

Mr. Schadt’s Rebuttal Testimony (Joseph R. Schadt (2R)) reflects an
arbitrary recollection of Mr. Epstein’s Proposal relevant to Automated Meter
Reading. Mr. Schadt selected to recall:

Mr. Epstein asserts, among other things, that rate payers should not

pay PPL Electric to displace, reduce or terminate workers and should not
have to fund Company layoffs and underwrite the costs of a program that
will yield little net benefit to customers. (PPL, 2-R, Page 7, Lines 23-26.)

Mr. Schadt disagreed with Mr. Epstein’s recommendation based on a

partial recounting of Mr. Epstein’s testimony.

I do not agree. Mr. Epstein states conclusions without supporting
evidence. I would like to point out that the Commission granted recovery
of the costs of the Voluntary Early Retirement Program ("VERP") in PPL
Electric’s last base rate case at Docket No. R-00943271.

(PPL, 2-R, Page 8, Lines 1-5.)

There is a considerable difference between “voluntary retirement” and
“forced separation”. Mr. Schadt, who was employed by the Company in 1994,
failed to disclose in his Testimony the difference and impact of the Voluntary
Early Retirement Program and the AMR investment.

The Company's non-coercive inducement of corporate restructuring
was offered to 851 employees who were age 55 or older by December 31,
1994. A total of of 640 employees elected to retire under the program
at a total cost of $75.9 million. Prior to the early retirement program,
the Company had about 7,600 employees [in Pennsylvania].
(Pennsylvania Power & Light Company, Annual Report, 1994, p. 19).

Ten years later, according to the Company, the Advanced Meter Reading
(AMR) Technology will save PPL considerable costs through increased efficiencies
and labor reductions. “The automated meter reading technology enables PPL to
save money, eliminate estimated usage for customers and prepare the way for
future enhancements of the system,” said Michael Bray, president of PPL Electric
Utilities Corp (Jun. 21, 2003 --PLAINS TWP., Pa.)
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PPL continues to bemoan AMR “expenses”, and argues it is entitled to
recover $8.8 million for the “displacement costs” of downsizing their labor force.
Paradoxically, the Company asserts that, “The price of progress costs the jobs of
175 meter readers...,” said Bray (Jun. 21, 2003 --PLAINS TWP., Pa.)

Apparently, the “price of progress” got a bit more expensive for 12
additional PPL employees. PPL went beyond its initial “downsizing” predictions,
and increased the “number of employees impacted by the final phase of the AMR
project from 94 to 106” (J.R. Schadt, Response to OTS-RE-64, Set 5, p.2, April
23, 2004.)

Additionally, PPL’s calculations are imprecise, but clearly demonstrate
that net AMR savings are outweighed by the “expenses” of forced labor

separations:

In addition, the Company's claim for operation and maintenance expense
in this proceeding includes the cost savings associated with the displaced
employees. Schedule 5 of Exhibit Future 1 sets forth a decrease of
$5,950,000 in T&D-related wages, taxes and benefits for the future test

year. (PPL, 2-R, Page 7, Lines 5-9.)

Rate payers should not be underwriting the costs to terminate the
employment of their neighbors. This is a business decision that has a
disproportionate adverse impact on employees and local communities, The
Company should not be reimbursed for shifting its tax burden onto local

communities while shrinking its labor force.

Furthermore, the AMR rate request will nullify any savings passed
through to rate payers. The $8.8 million represented in the AMR ‘expense” will
cause untold social dislocation and should be accounted for by the Company
without any rate payer cross subsidy. The request should be rejected in its

entirety.
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3. Normalization of FERC Accounts 588 and 593

Mr. Schadt, claimed that the Company should be rewarded for “its

commitment” to reduce O&M expenses:

For example, Mr. Epstein comments about increased use of "work by
others"” in his rebuttal testimony. It is true that certain components of PPL
Electric’s O&M expenses have increased. However, PUC-jurisdictional
O&M expenses actually have decreased by $8.9 million between 2003 and
2004. This can be seen on Schedules D-1 of Exhibits Historic 1 and Future
1, Column 6. The PUC-jurisdictional O&M expense for 2003 and 2004 are
$318.7 million and $309.8 million, respectively. This reduction in O&M
expense between 2003 and 2004 clearly shows PPL Electric’s commitment
to minimizing its expense while maintaining reliability and customer
service. (PPL, 12-R, Page 7, Lines 15-24.)

The facts, as produced by PPL, tell a different story. PPL’s O&M expenses

have actually increased as the labor force has been steadily decreasing;:

Year

Exhibit: 2

Charges to FERC Maintenance Accounts # of T&D Employees (a) of PPL E Employees (b)

2000 $55.5 million 2,846

2001 $52.9 million 2,735 3,179

2002 $62.3 million 2,656 3,111

2003 $60.5 million 2,353 2,909

2004 $67.9 million* 2,252 2,926 (Projected)
2005 NA 2,261 (Projected)

*Forecasted

Sources:

(a): Data provided by PPL as of December of each year:

* D.A

Krall, Response to Eric Joseph Epstein, Set II, Q.13, May 17, 2004.

» J.R. Schadt, Response to OTS, Set 7, RE-103 & 104, April 27, 2004.
(b) : Data provided by PPL:
« J.R. Schadt, Response to Epstein, Set I11, Q.8, May 25, 2004.
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Mr. Schadt failed to address the heart of Mr. Epstein’s Testimony, i.e., that
the Company has embarked on an informal policy of downsizing. “Since the
Company has no “official policy” on “outsourcing”, it is unable to quantify
positions that have been eliminated do to the practice: “PPL Electric does not
have a formal policy on outsourcing...PPL Electric has no record of how many
internal Company positions may have been eliminated as a result of
outsourcing” (D.A. Krall, PPL Response to Epstein, Set II, Q.7, May 17, 2004.)

However, external workers are increasingly supplementing an
understaffed workforce. J.R. Schadt testified:

The increase in work by outsiders is primarily a function of utilizing
additional outside contractors in lieu of PPL electric workforce. When PPL
Electric planned its work for 2004, it compared its total man-hour needs
to projected available PPL electric man-hours, any shortfall is made up
with outside contractor labor” (J.R. Schadt, PPL Response Informal Data
Requests, OCA, Q.6, June 10, 2004.)

This development is significant as Mr. Epstein clearly dernonstrated in his
Testimony on Pages 7-8:

The amount of labor contracted to “work by others” is significant. In 2004,
PPL’s reliance on “out sourcing” is projected to increase to $53,362,932.
Among the tasks "out sourced” include: service requests; power service
problems; disconnects and reconnects; specific projects; maintenance;
inspections; collections; waste removal; consultant support services; and,
manual labor (J.R. Schadt, PPL Response to OCA, Set XII, Q.2, May 20,
2004.)

The Company has embarked on a strategy that reduces costs by
“outscoring labor” to a variety of external actors...Moreover, PPL has
requested that the rate payers finance this policy. From 2003 through
2004, PPL decreased the number of transmission and distribution of
(T&D) “bargaining unit” employees from 1,856 to 1,747 while increasing
the number of nonunion employees from 497 to 505 ( J.R. Schadt & D.A.
Krall, Response to Epstein, Data Request, 1, June 14, 2004.)
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PPL has chosen to atrophy departments not affected by layoffs. The
current ratio of linesman to households, business to customers in general
is .0006 employees in linesman type positions per customer”

(D.A. Krall, PPL Response to Epstein, Set II, Q.8.) The Company noted
that a rate increase is needed to help service a growing customer base,
yet PPL has no plans to maintain or improve upon the existing ratio.

Mr. Schadt failed to address the discrepancy between what the Company

had hoped “efficiencies of scale” would produce, and the reality that attrition at
PPL has produced increased costs. Although PPL does not calculate its budget or
prepare staffing levels on a per customer basis, it is clear that downsizing has
actually increased pressures on PPL to seek lower costs through external

contracted labor.

4. Environmental Remediation Expenses

Mr. Schadt vaguely alludes to isolated components of Mr. Epstein’s

Testimony relating to environmental remediation costs. However, at the end of
his oblique reasoning discourse, Mr. Schadt fails to justify or produce verifiable

data to buttress the Company's claims.

...Mr. Epstein states, among other things, that the projections are based
on vague past references overly dependent on the random selection of a
single site and far beyond what is necessary to complete the final phase of
the PCB cleanup project...(PPL, 2-R, Page 13, Lines 14-18.)

Furthermore, Mr. Epstein questioned the future cost estimate that, in his
opinion, was based upon a single site and was beyond what was necessary
for the final phase of PCB cleanup. The single site Mr. Epstein was likely
referring to in his statement was the former Sunbury Manufactured Gas
Plant (MGP) site, which is not a PCB site. PPL Electric used the level of
Sunbury MGP site costs, along with its past experience at other MGP sites,
as its basis for the proposed future annual remediation costs that it may
incur to address the other 18 former MGP sites as discussed in PPL
Electric's response to Question OTS-RE-149 of Interrogatories of the Office
of Trial Staff, Set 20, dated June 8, 2004. Although the Company
continues to believe that its claim is reasonable, it is difficult to project
annual remediation costs with certainty. (PPL, 2-R, Page 14, Lines 22-27,
& Page 15, Lines 1-5.)
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Mr. Epstein’s earlier recommendation (contained on Page 22 of his

Testimony) should be adopted by the Commission:

PPL’s projections are based on vague past references which were overly
dependent on the random selection of a single site: “The $3 million of
remediation expense recorded in 2003 was primarily for the cleanup of
the Sunbury manufactured gas plant site (J. R. Schadt, Response

to OTS-RE-150, Set 20, June, 2004.)

PPL’s past record does not adequately address future remediation costs.
The “$532,000 increase in environmental remediation costs for the 2004
budget” is arbitrary and should be rejected, with the exception of funding
for 2004 which is somewhere between $38,000 and $60,000.

5. Executive Compensation

Mr. Schadt’s rejection of Mr. Epstein’s Executive Compensation plan fails
to factor the antipathy generated by the Company tax polices and layoffs which
is not measured by J.D. Powers Associates. Moreover, based on the depth and
breadth of opposition to PPL’s proposed rate hike, any reasonable objective
measure would surly determine that the overwhelming majority of PPL rate
payers oppose the increase. In fact, widespread public opposition to PPL’s current

rate increase is a matter of public record.

Mr. Epstein stated that PPL Electric should align and incent a portion
of executive compensation with “rate payers interest” and that the
percent of executive compensation allocated to PPL Electric should be
indexed to reliability, community investment, and customer
satisfaction. The index, established by the Corporate Governance
Committee of the Board of Director’s of PPL Corporation and the PUC
Law Bureau, would be monitored by the Commission’s Bureau of
Consumer Services. As these categories increase or decrease, so would
the PPL Electric portion of the executives’ compensation contributions.
The PUC also would be accorded non-voting Board monitor status on
the Corporate Governance Committee. (PPL, 2-R, Page 18, Lines 12-21.)

Moreover, Mr. Schadt failed to recognize that Mr. Epstein’s Proposal is
already in place at the Sustainable Energy Fund where the PUC holds a
nonvoting monitoring seat on the Board.

14



Mr. Epstein’s Corporate Compensation Proposal (Testimony, Page 10)

should be adopted by the Commission:

The PUC should align and incent PPL Electric's portion of executive
compensation with “rate payers interest.” The percent of executive
compensation allocated from PPLEU should be indexed to reliability,
community investment, and customer satisfaction. The index, established
by the Corporate Governance Committee of the Board of Director's of PPL
Corporation and the PUC Law Bureau, would be monitored by the
Commission’s Bureau of Consumer Services. As these categories increase
or decrease, so to would the PPL Electric portion of the executives’
compensation contributions. The PUC’s would also be accorded nonvoting
Board monitor status on Corporate Governance Committee.

Exhibit: 3

PPLEU Compensation % charged to PPLEU
William F. Hecht

2001 $478,320 31.62%
2002 $787,773 36.37%
2003 $671,320 26.49%
John R. Biggar

2001 $189,939 31.62%
2002 $318,280 36.37%
2003 $258,886 26.49%
Source:

» J.R. Schadt, Response to OCA, SetII, Q. 23, April 27, 2004.

However, Mr. Epstein is willing to let the shareholders decide on the merits
of of the Proposal. Mr. Epstein is asking the PUC to recommend that PPL submit
the Executive Corporate Compensation Proposal for shareholder ratification at
next year’s PPL AnnuaL Shareholder Meeting.
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PPL Electric
Cross Examination
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PPL Electric Utilities Corporation
Docket No. R-00049255

Response of the Office of Consumer Advocate
to PPL

Set 11

PPL-OCA-13  Re. Kahal Schedule MIK-4, pages 3, 4 and 5. Of the data shown on these pages

that is attributed to Value Line, please specify each instance where the data was
taken directly from the Vatue Line publication and each instance where
independent calculations were performed by Mr. Kahal from the Value Line

data.

Response

The Value Line growth rates cited on this schedule were taken from the publication itself
except for projected dividends and book value which were calculated for 2004 to 2008 by Mr.

Kahal (page 4 of Schedule MIK-4). 2008 is the assumed midpoint year for the 2007-2009

projection published by Value Line.
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PPL Electric Utilities Corporation
Docket No. R-00049255
Response of the Office of Consumer Advocate
to PPL
Set I1

PPL-OCA-14  Re. Kahal Schedule MIK-4, pages 3, 4 and 5. In each instance where Mr.
Kahal performed independent calculations of growth using Value Line data as
an input, please provide the workpapers (in both hard copy and electronically
with formulas intact) showing those growth rate calculations.

Response

There is no electronic workpaper. The growth rate calculation is based on the standard

compound growth rate formula:

(((In (2008 value) - In (2004 value))/4)°-1) x 100

Applying this formula to the following 2004 and 2008 values for dividends and book value (as of

June 4, 2004) for the ten proxy comparnies produces the followiﬁg resulis.

Dividend Growth Calculation

Growth
Company 2004 2008 Rate

C.H. Energy $2.16 $2.16 0.00%
Central Vermont 0.92 1.08 4.09
Con. Edison 2.26 2.34 0.87
Duquesne Light 1.00 1.04 0.99
Energy East 1:04 1.20 3.64
Green Mountain 0.88 1.28 9.82
Northeast Utilities 0.62 0.84 7.89
NSTAR 2.24 2.50 2.78
PEPCO 1.02 1.14 2.82
UIL 2.88 2.88 0.00-




PPL Electric Utilities Corporation
Docket No. R-00049255
Response of the Office of Consumer Advocate
to PPL
Set 1T

PPL-OCA-14 Response (Continued)

Book Value Calculation
_ Growth
Company 2004 2008 Rate
C.H. Energy $31.50 $32.75 0.98%
Central Vermont 18.15 - 21.00 3.71
Con. Edison 29.95 32.05 1.71
Duguesne Light 7.90 10.15 6.47
Energy East 18.00 20.00 2.67
Green Mountain 20.20 23.10 3.41
Northeast Utilities 18.45 22.40 4.97
NSTAR : 27.00 31.50 3.93
PEPCO 17.65 19.95 3.11
UIL 33.60 -32.80 (0.60)




PPL Electric Utilities Corporation
Docket No. R-00049255
Response of the Office of Consumer Advocate
to PPL
Set II

PPL-OCA-15  Re.Kahal Schedule MIK-4, pages 3, 4 and 5. Please provide the respective
pages showing the actual Value Line growth rates published by them in lieu of
any independent calculations of growth rates.

Response

The Value Line reporfs as of June 4, 2004 for the ten proxy companies are enclosed as

Attachment PPL-OCA-15.

80210
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ELECTRIC UTILITY (EAST) INDUSTRY

"1_5‘4'

All of the major utilities in the eastern region of
the United States are reviewed in this Issue. Those
serving the central region will be found in Issue 5.
All of the western companies are covered in Issue

Eastern electric utility stocks, as a group, cur-
rently reside at the bottom of the Value Line
ranking system. These issues have suffered in
recent months, given rising inflationary pressures
and the increasing likelihood that-the Federal
Regerve will soon begin to rammp up borrowing
rates. Expanding fuel and purchase power. costs,
outlays to ensure reliability, and employee benefit
expenses are pressuring net margins at many dis-
tribution companies, particularly those still oper-
ating under. eleciricity price caps. A number of

nonregulated merchant subsidiaries continue to '

deal with capacity rich markeis. .

‘We advise utility investors to stick to equities
offering a yield:and dividend groewth at, or above,
the industry averages. Too, investors should foeuns
on companies that have low-cost generation, ac-
cess to competitive markets, and stable finances.

Ne Energy Bill- : ' '

With the upcoming presidential election, there ap-
gears little chiance that a comprehensive energy bill will

e passed by the U.S. Congress and signed into faw this
year. Even slimmed down legislation has not been able
to gain much traction in the House and Senate, and
some -legislators’ efforts to develop separate, narrowly
focused bills on reliability have gone nowhere. In the
meantime, the Féderal Energy Regulatory Commission
(FERC), North ‘American Electric Reliability Council,
regional transmission organizations (RTOs), and wutili-
ties are working to improve system management as

much as possible before the summer peak demand -
season. A recovering.economy is driving power demsand .

‘higher, and if temperatures move up to historic highs for

extended periods, the national transmission grid will be*
strained. Unforeseen plant or line outages would exac- -

erbate the situation. California and New York are espe-
" cially vulnerablé. Disruptions similar to the one that

affected the Midwest and Northeast in August, 2003,

cannot be ruled ont,
High Fuel Costs _ i .

A significant porticen of U.S. generation comes from
natural-gas plants, and difficuities in siting new pipe-

liges have caused- a fuel demand/supply imbalance, -

 INDUSTRY TIMELINESS: 95 (of 98)

Composite Statistics: Electric Utility industry

2000 | 2007 | 2002 | 2003 2004 | 2005 ., 0708 '
367.0 | 4037 | 2070 3185| 420| 330! Reveruas (SbM) | -
1.8 28| 73| @m&| 230 24.0|Net Profit (Sbili T
369% | 34.6% | 30.3% | a05% | 39.5% | .0% Incame Tax Rate 35.0%
44% | 35% | 50%{ 42% | 0% 20% .AFUDC % to Nat Profil 3.0%
55.8% | 57.6% | 5B.7% | 50.8% | 55.0% | 54.0% | Long-Term. Deb! Ratio 50.0%
40.3% | 39.4% ( 38.7% ( 306% | 49.6% | 44.5% | Common Eqully Rafic 48.5%
3901 | 4523 | 4562 | 48121 45| 490 | Total Caphat (Sbil) 525
360.9 | 4238 4418 4874| 500|575 Net Prant ($bill 548
48% | 7.0% | 69%| 62%| 6.7%| 68% | Retumn on Tow Capl 7.1%
84% | [1.8% | 0.5% | 104% | 10.5%| 10.6% Aetum on Shr, Equity 10.7%
TO% | A% | 68% | 1os% w_ssﬂir.a% Retum on Com Equily 1.0%
NMF | 54%t 258%( 43%| 44%| 4.4%] Reigined io Com Eg 4.6%
we% | 57l vsw| eow| som|  sow an Divids to Met Prot 8%
230 32| 67| 138 Avg Ann'l PIE Ralio . 120
150 e8| o] - 0| PeErEira®™ | petstive PIE Ratio )
BO% | £2% ) 44%| 43% osmtes | xyq Ann'i Divid Yield 4.8%

lifting the cost of service. It will be several years before
the siting issues can be resolved and likely sizable
reserves brought down from Alaska and Canada. Unti)
then, low-cost generators, utilizing nuclear and coal; wilt
have an advantage selling excess power into the whole-
sale markets. e
Nuclear fuel prices have proven quite stable; and
reacior safety and efficiency have improved over the
years. Exelon and Constellation Energy Group are reap-

_ing strong earnings from their nuclear operations, A

consortium of epergy companies, including these two

 utilities, is endeavoring to build new nuclear capacity in

the coming decade. Even so, matiers.regarding the
disposal of radioactive waste need to be worked out.
Coal ‘generation bhas also been beneficial to a few
power producers, such as Southern Company, Allegheny
Energy, and Constellation Energy. Coal costs are rising
due to robust global demand and delivery problems, but

-the fuel remains very competitive with natural gas. The

Bush administration has relaxed enforcement of emis-
sions regulation, to the dismay of environmentalists, but

- we do not believe that tighter compliance in the future

would substantially reduce the fuel's appesl, even after
considering the cost of adding pollution control equip-

- ment. Indeed, a majority, of residential ratepayers ap-
. pear willing to pay extra for electricity if they knowthat

the environment is being safeguarded. Four Northeast
states are suing the Environmental Protecfioh Agency .
and Allegheny Energy for noncompliance with the Clean
Air Act. Overall, though, managements are commmnitted to
congtruct more coal base-load generation in the years
ahead. . . -
Transmission Solution ... . - . EEE
The FERC continues to promote utility membership in
RTOs, which would.bring benefits to ratepayers, and
ensure a level playing field for competing merchants. It
has eased rules regarding market power to facilitaie this
goal. An enhaneed national grid would eliminate trans-
mission bottlenecks, efficiently utilize capacity, boost
reliability, and cut prices. The commission needs to

" regolve jurisdictional concerns with the states and es-

tablish adequate refurn-on-investment incentives for
utilities to commit to a buildout. Increased competitive
access in the wholesale arena would help to contain
power service costs at the retail level. Looming price cap
expirations may well raise .the pressure on officials to
expand transmission access and market competition.

: ) . : David M. Reimer-

" COMPOSITE OPERATING STATISTICS: ELECTRIC UTILITY INDUSTRY |
: , o 200 2001 2002
% Change Retail Sales {kwh)’ 52 . 24 3.4
Average Indust. Use {(mwh) 2027 . 164;! 1668 |
Avg. Indust. Revs. per whi (¢) 453 498 501
Capacity at Peak {mva;) . 780771 NA WA -
Peak Load, Summer (mw) 678413~ " NA NA
Annual Load Factor' (%) ' 81.2 NA NA
%.Change Customers ('yr.-end} - Na' 11
1 Fixed Charge éo;fgrage {%) ' 170 228 - 185
Sources: Annual Reporis; Estimates, \}arue Line; Edison Eiectric [hslimle
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for ufility assets to acquire. The compa-
ny intends to invest as much as $200 mil-

Finances are strong. The fixed-charge
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om @ slmme g L B L T 1 0 T oo oa L
I 4 bl } . A - .
B sane  oan  esey |09 2 |THTT H‘H il ”H fir. Sy, S84 5.4
1080 | 1989 ] 1990 | 1991 | 1982 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 1999 | 2000 | 2001 [ 2002 | 2003 | 2004 | 2005 © VALUE LINE PLB, INC. | 07-09
3010 3188| 3368 ( 3138 3266 3052 2991 2928 2928 | 30411 | 2985 3095 4583 52 4829 58 5270 | 5430 |Revenues persh 53.25
480 4B5(° &M 499 5224 -523] 525] i3] 569 | 5680 583 59| 649 550 &18 | 502 &15| 4.80 |*Cesh Flow"persh 5.50
263| 228| 233| 240 255( 263 2B8| 274 289 ) 297 | 2501 2881 305 kAL 212} 278( 2.85| 245 |Eamingspersh & 275
172 176 18 190 108| 205 2080 20| 242| 214| 26| 26| 216 216 246 | 216| 216| 2.16 |Div'd Deci'dper shBs 215
EX] 2.7% 329 4.44 381 313 337 287 284 254 2N 276 358 414 450 a7 325| 360 |Cap'l Spending per sh 3.75
2124 | 276! ma| 2ea| 2ae0| 2485| 2533096 | 2687 | @i | 2800 ser3| 2938 | 3033 | 30.31 | 300 | 3150| 3180 }Book Value per sh © 32.75
456] 14.74| 1453| ta.77| 1603| 1635 1724| 750 [ 1756 | 1728 | 16.86 [ 16,86 { 1636 | 1636 6.06 | 15.76 | 15.75| 15.75 |Comman ShsOutsfq O | 15.00
76 9.8 95 07 -112 122' 100 10.2 10.1 1.5 146 135 114 135 226 15,7 | Bold tiglres are | Avg Ann'l PIE Ratio - 155
83 74 i .68 68 12 86 68 .63 BB | - .76 N M 0 123 917 Velusine Relstive F/E Ratio 1.05
gen| 7%| mr%| 74% | e 53%| 7e% | 5% | 7To% | 63% | 5% | sew | 62% | 5% | 45% | 49| MY |AvgAne'l Divd ield 5.0%
CAPITAL STRUCTURE as of 313104 . 5467 5122 ) 5140 | 5203 | 5035| §219.| vaes | 7284 | 6955 B0GT 830 855 | Revenues ($milf) 950
Total Debt 5300.9 mil. Due in5 Yrs $48.0 mil. 509 | s27| 561 s51| s25) s18| s42 | 541 | 66| 454 46.0) 400 |Net Profit (Smill 4.0
lifrl?eb! $285.9 mé'f-_f LT irterest $11.2 mil. 345% | 5.2% | 56% | 220% | 35.9% | 35.8% | 41.4% ~ | %.6% | 401% | 40.0% | 40.0% Jincome Tax Rate 40.0%
LT interest samad: 7.74} 27 | oo | imw | e | TR 8% ) 44% | 14% | 23% | 16%| 20%| 3.0% |AFUDC %toNetProft | 20%
Pension Assets-12/03 $316.7 mill, Oblig, $362.4 | 429% | 43.3% [ 40.7% | 40.4% | 40.2% | 38.3% | 37.4% 28.1% | 34.7% | 355% | 37.5% | 38.5% |Long-Term Debt Ratic 36.5%
mill. . - ' 48.1% | 505% | 530% | 632% | 533% | 553% | 5619 [ 648% | 61.6% | 61.8% | 60.0% | 59.0% |Common Equity Ralic 60.5%
P1d Stock $21.0 mib. _ PId Div'd $1.0 il 071 | 209.5 | 9698 | B95.0 | 885.1 | 6755 | B57.4 | 7685 | 7903 | 7B53| B25| 850 |Totsi Capital (Seilf) 00
raalgam‘l‘lsa ?';41 3;4:160’%?‘1m..»$100 par, 9811 |~ 9371 | 0396 | 9328 | 982 | o4 0300 [ 5618 | N7 | 7075 720 740 | Net Plant (Smilt) 800
¢ ~plAzsh. T1% | 73% | T6% |- 74% | T2 | 73% | 1.7% | 8% | 54% | 65% | 0% | 5.5% iRewmonTowlCapl | &.0%
Common Stock 15,762,000 shs, 9.8% ] 10.3% | 106% | 103% | 9.9% | 96% [10.4% | 9B% | 7.0% (| 90% | 2.0%| 7.5% |ReturnonShr Equily .| B8.5% -
as of 5/3/04 : 10.8% | 105% | 11.2% | 100% | 104% | 100% |106% 1102 [ 7% | 9.1%| 96%| &.0% |Returnon Com Equiy E| 85% ””‘
MARKET CAP: $725 million (Small Cap) 24% | 25% | a9% | 21% [ 27% | 25% | 84% | 39% | NMF] 20% | 20%| 1.0% |Retained toCom Eq 2.0% ,
ELECTRIC OPERATING STATISTICS T 7% | TE% | TI% | 7E% | Tr% 3% | % | 102% | 8% | 77%| 88% |AllDiv'ds toNet Prof 78%
, 2001 2002 2003 : - - : ; :
BUSINESS: CH Enargy Group, .lnc. is a hoiding company for Cen-  mercial, 33%; industrial, 8%; other, 14%. Generating sources, '03:
}Mﬁﬂﬁfﬁﬁmm 1“'32'52 ?ég . "'gé% tral Hudsen Gas &'Erag:’:.tdn. xich provides slacgtﬁclty ?57‘3; of eve-  hydro, 4%; purchased, 96%. Fus! cosis: 62% of revs. '03 reported
A hd&ﬂuvsm 1] 524 495 660 | nues) and gas (15%) in the Mid-Hudson Valley region of New York  deprec, rate (idilty): 3.2%. ‘Has 18,600 com. stockholders. Chair-
Mmﬁg"mr&ﬂ }mg ugg 18;% Stale. Customers: 288,000 sleclric, 68,000 ges. Subsidiaries pro-  man: Paul J. Ganci. Presider & CEC: Steven V. Lant, Inc.: NY. Ad-
Loz Factor (% 580 §5.0 590 | vide ges, o, electichy, & piopane {26%) lo 85,000 cusiomers in  dress: 284 South Ave., Poughkeepsie, NY 12601-4872. Tel.: B45-
?-Clmgeusumsawg} 25 +7  +1.2 | Nonheast. Etectric reverue breakdown, ‘03: residential, 45%; com-  452-2000. fnfemet: www.chenergygroup.com.
Foed Charge Cov. (5] 80 215 aos | COH Energy Group continues to search will expire at the end of 2004.

H P g to "7 coverage and common-equity ratio are well .
ESJ;"E&L‘?’ oo 0% g,?v/, '5,5%? lion (half debt, half equity) on low-risk as- above the averages for the electric uiility .
poash Flow" B '_%%2:7 20% | sets in virtually any aspect of the electric industry. CH's solid balance sheet contrib- :
Bt o Ve S5 | or gas business. Thesé assets would ideally utes to a Safety rank of 1 (Highest) for its !
Book Value 25% " 20% 10% | produce a return-on equity of at least 10%. stock.

car | CUARTERYREVENES mil) | pun | 1L CH is unable to find a suitable invest- The utility should benefit from regu- :
endar |Mardl Jun30 Sep3q Dec.d1| Vear | FRent, we think it would resume its stock- latory -stability. It has been able to earn i
001 2425 1854 1656 1637 | 7264 buyback program. Two years ago, the a healthy (but not excessive) return on !
2002 |1570 1638 1693 {764 | 6955 board of directors authorized the company equity under a three-year regulatory '
2003 |2652 832 1698 1885 | 8067 | to repurchase up to four.million common agreement that wae originally due to ex-

3004 (2830 187 180 200 | g | shares over ‘s five-year period, but CH pire in mid-2004. Central Hudson has ex-

2005 |275 190 185 205 | 855 | suspended the program in 2003 after it tended it until mid-2005, and it has the

Cal- EARNINGS PER SHARE » run | Dought back roughly 600,000 shares. option to extend it until mid-2008.

endar |Mar3! Jun30 Sepdn Dec.31| vear | We have raised our 2004 estimate by This stock continues to trade at a

200 | 112 20 56 121 | 31| $0-10 a share, to $2.85, due to. CHs high price-earnings multiple, by utili-

202 | 107 90 37 58 | o1z | strong first-guarter showing. The company ty standards. The yield is above average

2003 | 128 4B 36 73 | 278 ['bas done a good job of reducing expenses for a -utility, which is understandable in

2004 | 145 40 30 .70 | 285! at its oil-digtribution operations. Qur re- view of the fact that a dividend hike is un- ,
2005 | 115 a5 35 60 | 245} vised forecast ig the high end of the com- likely in the near future. We think take-

Cal- | - OUARTEALY DWVIDENDS FAD ®» | roy | PETY'S target of $2.60_-$2.85, and we think over speculation continues to be reflected

endar |Mar31 Jun30 Sep.30 Deci| Year | it might even be a bit conservative. CH’s in the share price, but we don't advise in-

2000 | 56 5 64 P 21 guidance, and our figures, do not assume vestors to purchase this equity solely for

2001 | 54 54 54 54 o215 | the purchase of any assets. buyout possibilities. At the current quota-

2000 | 54 T4 ‘54 B4 216 Ean"ungs will likely decline in 2005. tion, total-return potential to 2007-2009 is

003 | 56 84 B4 5 216 | That's })ecause some regulatory incentives subpar: .

W04 | 58 5 that will emount to $5.9 million this year Paul E, Debbas, CFA June 4, 2004

{A) Excl. nonrecurring ains: "92, 10¢; ‘02, 12¢; | (B} Dividends historically paid in early Febiu- | milions. () Rate base: Nat orig. cost. Rewe gk | Company's Financial Strength® A
gain kiom discontinued operation: ‘02, 29¢.'03 | ary, May, August, and Novamber. « Dividend | lawed on common equity in ‘01 12.85%; Stock’s Price Subllity 100
eamings con't add (0 lctal due to rounding. reinvestrment plan available, (G} Lo, o eamed on Bvg. com. e4. '03: 8.0%. Regulatory | Price Growth Persistence 50
Ney‘. 2ArNgs fepon tue late July, 1angibies. in"03: $206.1 mill., $18.94/sh. (D) In | Ciimate: Average. Eamin

as Predictenillty
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1968 [ 198919901991 | 1992 | 10931994 (1995 | 1996 [ 1997 | 1998 | 1999 2000 {2001 | 2002 F2003 | 2004 {2005 | © VALUE LINE PUB. IiC. | 07-09
2200| 22.58| 2238 2160 | -2450 | 24.16| 2383 | 2487 | 2524 | 2668 | 2651 | 3661 |' 2002 | 2605 | 2584 | 26.82 | 2555 25.20 |Revenues persh 25,40
264 272 268 27| :29% ) 294 269\ 297 297( 281 164 276 260 238 30 280y 29571 J3.00 “CashFlow” persh 135
172 173} 18] 165) 47| 1B4) 1290 147) 41| 132) sl 128 W] 8| 15| 141( 165 170 |Esmings persh A 200
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Pension Astets-12/02 $59.3 mill. .- . A% 40.0% | 3B7% | A0 [ 341% | 44.0% | 437% (45.5% | 41.0% | 37.6% | 365% | 355% |Long-Term Debl Ratic 325%
. ’ . Obilg. $91.5mil. | 50.3% | 51.9% | 53.2% | 57.7% | 576% | 48.5% | 50.0% | 4B.4% | 54.1% | 57.8% | 59.0% | 60.5% |Common Equily Ratiy 84.5%
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shs. 8.30%, all cum. and $100 par. ' 65% | 6%  65% | Gi% | 20% | 6B% | &7% | S0% | 1% | ss%[ 7.0% [Refum on Total Capl | 7.5%
Common Stock 12,102,951 she. aspfmm 87% ) 92% ) B5% ) BO% ) 19% | 78% ) 68% ) BO% | 93% BO% 8.0% |Retumn on Shr, Equily aA5%
(1229 miil. fully filuted shs.) BO% | 95% ! 87% | Bi% | 1A% [ B0% | 68% | 58% | 63% | Bi% 90% 9.0% |Retum on ComEquity B 0.5%
MARKET CAP: 3250 millon{Small Cap) - . [ NMF| 43% | 35% | 24% | NMF | 25% | 15% | 5% | 38% | 32% | 40% | 4.0% [Refained foCom &y 4.5%
ELECTRIC OPERATING STATISTICS ' 100% | 59% [ 64% | Td% | NMF | 72% | B0% [ 92% |- 61% | 63% | 58%  58% |ANDW'ds to NelProf 5%
% . ”%m U 2002 mﬂg BUSINESS: Central Vermoant Publlc Sarvice Corporation supples  and 58.85% of Vermoni Yankes Nucieat Power Comoration.
W 10521 M/A NJA.| electriciy to 148,000 customers in & iarge portion of Vammon!, Elec-  Divested Connecticut Valley Eiecic Co., 1/04. 03 depreciation
Avghistmtﬁ 0] 832 B840 BS1 | tric ratal revenues [03): residential, 47.6%; commarcial, 39.0%; In-  rais: 3.2%. Has 512 employees; B,720 stockhoiders. Chaiman:
A ﬁg ggg ﬁﬁ dusirial, 128%; other, .8% Generaing sources {03): nuclear, | Fredeic M, Bareand. President & CEO: Rober H. Young, In-
Aviea) Load Facke 605 N/A  N/A | 50.0%; hwdro, 30.0%; other, 17.0%, Purchased power cosls: 50.0%  coporated: Vermont. Address: 77 Growe St Autend, Vermont
% Change Cusiomess fyr-ond) +1.5 N/A /A | of ‘03 -revenues, Qwns 50.5% of Vermant Electric Power Company 05701 Talephone: BOO-354-2877. intamet; www.cvps.com,
Central Vermont P.S. is undergoing a year. These bonds carry an interest rate
Fited Charga O, 251 241
mummﬂs Pt 22:351 Eat'd ,012_ w3 full cost-of-service review. A stipulation of 8.125%. New debt securities likely will
ofshanga(parsh  10%s, - 5Ym  to'0MB of the 2002 .sale of the Vermont Yankee have coupons of 5% to 6%, resulting in
Revenues 1.0% --  .5% | nuclear plant to Entergy called for a state notable interest savings. To 2007-2009, CV
E%?nﬁ?n F;"W _é-g?,z %g‘?é -';55% examination of- CV’s retail rates in 2003 is responsible for less than $5 million in
Gividands %5% 5% g5y | and 2004. Ma.uai?:lent had hoped to avoid additional maturities: As of March .31st,
Book Valus . 15% 10% 40% | areview by reaching a settlement with the the company’s lang-term debt-to-tota} capi-
Cab | OUARTERLYREVENUES (Smilf | rup | Department of Public Service. That agree- tsl ratio was a modest 37.2%. Improving
endar |Mar3l Jund0 Sep30 Decdt| vear ment provided for a rate freeze to yearend free cash flow should cover capital spend-
2061 | 786 738 51 755 | ;5| 2004 a8 one-half percentage point reduc- ing needs and -allow for regular dividend
2002 | 765 718 787 793 |agg4| Hom in the allowed return on common increases in the 3 to 5 years ahead.
2003 | 795 736 738 791 | 1080 | equity, to 10.5%, and the paydown of Catamount has established new wind-
2008 | p41 #0750 799 ) 313 |-deferred costs with earnings above returns power joint ventures. Earlier this vear,
2005 | 845 M5 755 805 L 315 | of 10.75% in 2003 and 10.5% in 2004 and the subsidiary inked deals with Marubeni
Cal- FARNIHGS PERSHAREAF - | puiy | 2005 The Vermant Public Service board Corp. of Japan and Statkraft of Norway to
endsr [Mard! Jun30 Sep30 Dec.di| Year| 2pProved the rate plan, but limited the re- develop projects in New England and the
2001 W 4o o9 3 | tum oo .eqmty to 10.25%, and ordered a United Kingdom, res tﬁectwely Catamount
2000 D 47 ap |is4l step-up-in deferred cost amortization and plans to bring more than 200 megawatts of
2003 % 8 35 3% 141| @ reduction in deferred charges with the wind capacity on line, worldwide, within
2004 | 51 48 .39 37| 165 proceeds ($21 million) from the recent sale the next few vears. The submdmry will
2005 & 4 43 42| 17| of Connecticut Valley. CV was unsuccess- support CV's efforts to increase income
Cal- | GUARTERLY DIVIDENDS PAID B | 7op | £l in & reconsideration of this order. As through 2007-2009. -
endar_|Mard! Jun30 5ep.30° DecJi| Year | P2rt of the ongoing cost review, manage- Though the stock is untimely, it offers
000 1 22 2 2 55| ment will file for a rate hike fo be effective a yield and dividend growth above
0 [ »m m m g | April 1, 2005, The regulatory review lends the industry averages. The recent share
20020 | 2 2 s 9 | ppl| some uncertainty to CV's future earnings.  price considers much of the risk of the cur-
a2om3 | 22 2 2 @ 88| The company will refinance %75 mil- rent rate review in our opinion.
M4 (3 @A Hon in second mortgage bonds this David Af. Reimer June 4, 2004
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Pansion Assets-12103 $6.7 bill. Olokg. $6.7 bl. 161 % 7l g | s% | 8| 12% | 13% | 2% | 42% | 30%| 0% |AFUDC% toNetProft | 20%
Wt ' 407 | 30.1% | M 40.1% | 39.2% | 444% | 4B.6% | 48.2% | 50.1% ) 604% 49.0% | 49.0% |Long-Term Debt Ratio A47.0%
Pid Steck §212.6 mill,  Pid Divie $12.5 mill. 53.0% | 54.5% | 55.7% [ 56.8% | 58.4% | 53.1% | 49.V% | AD6% | 4B.1% | 48.0% | 48.8% |- 49.5% Common Equity Ratio 51.5%
;?15.319€shs.$5;umnopar;mu. $105ash. 1003z | 10125 | 10289 | 10437 | 103251 10166 | 11137 | 11417 | 12302 | 13369 | 14600 75000 |Tots! Capital {(Smill) 15620
S b ot oo 10861 ) 10814 | 11067 ) 11267 | 11407 | #1354 | 19663 | 12248 | 13320 | 15225 | 16830 15680 et Plamt S} 17920
shs, 6.125% cum. $100 pat, et BE% | BO% | 82% | 04% | 8.6% | G6% | 7.0% | 78% | 7.1% | 60% | 55% | 6.0% [Retum on Totsl Capl 0%
123% | 11.7% | 115% 1 11.4% | 11.6% | 126% | 10.4% | 11.8% | 11.1% | 96% | B5% | 8.5% |Retum on Shr. Equity B.5%
Common Stock 225,840,220 shs. 13.2% | 12.5% [ 11.7% | 11.7% | 11.8% [ 12.80% [10.7% [120% | 11.3% | 96% | 85% | 9.0% iRefumon Com Equiy® | 4.5%
MARKET CAP: $8. billlon {Largo Cap) 4% | 38% | 32% | 34% | 36% | 41% | 20% | 38% | 40% | 28% | 10%| 1.5% [Fetsined to Com Ex- 1.5%
ELECTRIC OPERATING STATISTICS 6% [ 71% | 7% | 7% | T0% | 6% | BO% | 69% 65% | Ti% | &7% | 85%'|AlDiv'ds toNet Prof 84%
%mﬂwjmm 24920 51; 2%?% 2%03 BUSINESS: Consolidated Edison, Inc., pament of Consoldated costs: 81% of revs.; labor costs, 14%. 2003 reported deprec, rate:
Ay ‘l.he(mnﬂw NA  NA | Edison Company of New York, Inc., salis elact. {78% oi-tevs.), gas  3.0%. Est'd piart age: B vears. In ‘03, purch. almost all energy #
Ay ot Revs. o NA - NA.  NA [ (16%), steam {6%) in most of Naw York Gity and Wesichesisr sold on fimn contraets with nomutiity gensmators. Has 14,000 emgts,
ooty o o 1252 ey 1,530 | County. Acquited Orange & Rockiand Utitias 7198, Commerclal 93,780 common shareholders. Gimn., CEO & Pres.: Eugene fl.
Arusa)Lead Feck NMF  NMF  NME | ev. fatio {55%) compares with 32% for the industry. Nonincome  McGrath. Inc: N.Y. Add.: 4 Irving Place, New York, N.Y. 10003.
%cm;eospm&; +7  +5 _ +.6 [ taxes and avg. price per kwh are among the highest in LS. Fuel Tal. 212-460-3903. intemat; www.conad.cam.
i : Consolidated Edison awaits a federal ED aleo applied.for $12¢ million in in-
Firgd Ghans Cov. M2 13 289 pp.
mmm{is Past - Pest 3Est'd 70| court decision on jits conflict with creased steam rates. to cover the cost of
ofcrengalosrshl 0¥, 5Ym  woree | Northeast Utilities (NU). ED’s 1999 repowering 8 200-megawatt plant. But it
Rgvanues 50%  7.5% Ni | agreement to acquire NU was terminated may bill customers only $64 million, be-
Ecaf_’nﬂé;'“w 0% ’-g"% -jr'gﬁ a year later, with each party accusing the cause of fuel savings. Finally, the company
Dividends Ts% 10%  10% | other of violating contract terms. ED filed neeks $550 million in higher annual elec-
Book Value 30% 20% 25% | suit; claiming that NU made unprofitable tric revenues to take effect in April, 2005.
Cal | OUARTERLY REVENUES(SmR) | Ful deals t‘;hat would wipe qut most of the Earnings will likely 'decline this year.
ender [Mar3i Jun30 Sep30 Dacdi| vear | TREFEEI’s be:_neﬁts and that this constituted . Pluses m‘t;lude an improving Jlocal econo-
3007 | E86 512 o693 1945 (a0l 2 legal basis for terminating the agree- my, particularly in the financial sector,
5002 | 2036 a0 283 2057 |aaar | ment. ED also asked for an unspecified and higher gas and steam rates in the De-
2003 -| 2571 o176 om0t 2o7e |swoyg| sum -for NUPs misrepresentation of facts cember period. On the down side, pension
2004 2685 2205 2850 230 nmopso | and requested the court.te absolve it from and insurance costs are rising, and mar-
2005 | 2725 2255 2890 2360 0240 | any damages NU might seek. NU counter- gina ‘on- merchant plant operations are
Cal- EARNINGS PER SHARE A Full sued for $1 billion, on the grounds.that its lower. Too; & full year of additional shares
endar [Mar31 Jun30 Sepd Dec31| Year | Skareholders would have received an ac- outstanding will be dilutive: All told, we
(200t T 8¢ 48 13 59| 327 quisition premium of that amount if the .estimate an 8% decline in 2004 earnings,
2002 | 78 45 143 - 5 | 313| trensaction had closed. There's no indica- to $2.60 2 share. A likely increase in elec-
2003 | 72 50 416 66 | 23l tion when the case will be decided. Though tric rates points to a modest gain next
2004 | &8 .25 118 57 | 260 an unfavorable ruling would have a mate- . year. The stock is untimely. .
2005 | 68 27 115 .60 | 270) rial adverse effect on ED, the company’s These shares might interest conserva-
Cal- | OUARTERLY DVIDENDS PAIDB= | run | Stromg finances would help parry the blow. tive utility investors. The yield is more
endar |Mar31 Jun.30 Sep.d0 Decdi| Year There’s lots of rate activity afoot. Last than a full percentage point above the in-
2000 | 545 545 545 545 218 | Dvovember, management filed for $108 mil- dustry norm, and dividend: growth pros-
o001} 85 55 ‘ss &5 | oop| bon in higher gas tariffs to cover infra- pects to 2007-2009 are about average.
2002 | 555 555 555 655|292 | Structure expenditures. An order, due in What's more, Con Edison carries our high-
2003 | 5% 56 56 - 56 | 224 the fourth quarter, would boost revenues est Financial Strength rating of A++, -
2004- | 565 in the winter months of high gas usage. Arthur H. Medolie June 4, 2004
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GRS As ans 21 [BUSINESS: Duquesna Ligh Holdings, Inc. (fomery DQE. (nc,  41.5%; indl, 17.8% oihr, 3.2%. Sold genersting assets 1o Orian

Aeg. e u;s(mﬂm ) NFA"  N/A N/A | through fts. Duquesne Light Co. subsidiary, distributes alectricity to  Pawer Hidgs 4/00; Pro Am to Farreligas Pinm 12/02; AquaSource

Avg st Revs. 1] N/A 486 - 4.10 | 587,000 customers in en 817-square-mile service area, including to Philadeiphla Suburban 7/03. 2003 dapres. rale: 4.1%. Has abhout
mi’ﬁm . . m fm wﬁ Pittsburgh and municipalilies in wastem Pennsylvanis. Other sub 1,405 employees; 50780 stockholders. Chema: RP. Bozzons,
Arongl (2 Facht MiA NI tyA | Sidianes: DOE Capd, DQE Comm, DOE Energy Svos, DOE Ents, CEO, &'Pmas.: MK, OBrden. lnc.: PA. Addr: 411 Savanth Ave,
smwm&wﬂ) N/&  Na  NA | and DQEFincl. 2003 slec. oper. revs: resid’l, 37.5%; commarc’l, Pitisburgh, PA, 15218. Tel.: 412-383-6000. Wab: www.dge.com.
Fiee Chirs Cov. %) 74 183" 205 | Puguesne Light Holdings hopes to ex- Management is rebalancing the com-
ANNUAL RATES Past ~ Past Estd 0133 tend . -its Provider Of Last Besort pany's- capital structure. During the
ofcungefparsy) | 0¥, v, worge | (POLR) rate’ plam. Under the current past few years, Dugnesne paid down sig--
Revenues 1.0% 5% -15% ' | plan, which expires at yearend, the Du- nificant amounts of debt, with the aid of

E?fr?‘?\ Fiow” 7.%22 ';g.g:/; r?% quesne Light subsidiary distributes power asset dispogitions. Additional debt retire-
A e URe  ine | to reteil customers, who do not choose an ments and refinancings are now in prog-
Book Valus 5% -165%  5.0% alterglaﬁ_ve Erov:i(:ler oﬁ s::lrvicg, at a rea- ées?i AmT\;lal ixﬁterest expense is on the

sonable profit. Last ‘April, the company - decline. ough no common stock issu-

e‘,fg‘;,‘ Mg:’éﬁﬁ'ﬂg“ %i%%‘}srg&ré ‘f:;i amended its extension filing (originally ances, aside from those made via the divi-

2007 13205 3194 3515 8107 12961 made in Decembet) to reflect'resclutions of dend reinvestment program, are planned,

a2 |2659 2404 o73e 292 Biofo4l issues with lead conpumer and business we expect the companys common equity

2007 (2203 2158 2460 2907 | goog] advocates. The revised POLR plan calls for ratio to improve in the coming years. Ap-

2004 12179 216 247 2198 | 9op | @ residential and small commercial gener- proval of the POLR - plan and new market

2005 | 235 230 265 235 965 | ation rate increase of 7.0% in 2005. From opportunities, sternming from Dugquesne’s

o "EARNINGS PER SHARE® _ Fan | 2008 to 2010, generation rates would not membership in the Pennsylvania-New
endar |Mar31 Jun3D Sep30 Dec.31| Yesr | Fise moTe than 5.9%. Generation rates for Jersey-Maryland interconnection, would

00 | @ 10 55 476 371 lerge commercial and industrial customers support steady earnings streams. Better

w02 | 21 22 55 o5 6123 Would be subject to market prices, with'an cash flow would allow the company to

03 | 97 2 8 - o5 | 1p3; allowance -to request competing supply meet its’ yearly dividend and capital

2004 o8 97 .38 47 | i10| propusals annuelly. Distrbution tariffs, spending requirements.

2005 | 32 .31 41 2t 1.28) barring any unusual circumstances, would The stock offers a high yield. In recent

Cal- | .CUARTERLY DIVIDENDS PAID Ca Ful hold ‘steady ﬁ-on:p 2006 through 2007. The time, Duguesne improved its risk profile
endsr |Mar3! Jun30 Sep.30 Dec3i| Vesr | pending $120 million purchase of the-Sun- by shedding noncore investments (technol-
2000 | 40 40 40 40| 180 bury coul plant (402 megawatts), and new ogy, propane, water services) and paring
200 | .42 - 42 4z 42 | (gg| Wholesale contracts, would enable Du- debt. The risk of POLR plan disapproval

2002 9 0 43 75 | 15{| Quesne to provide service. Pogitive -deci- appears minimal. Inwvestors focusing on |

a003 | 25 5 o5 35 | 10| Sions from Pennsyivania and federal regu- current income may now recommit.

2004 | 25 025 lators are likely this summer. Meanwhile; David M. Reimer June 4, 2004
[A} Bemnning in Mar. 02, reflects discontinua- | 454,54, '0351.26. Mext egs mt eary Aug. (C) | lor splie. (F) Rate base detem,: ialval, Axie | Company's Financial Strength g
won o comoelive lransilion cnarge. (B) | Bivids hist taid in sary Jan.. Agr.. July, and | allowed on com. eq. in 'BB: 12.9%: Rw on avg. SlucE‘sPdce Stability 75
Diutag egs, Excl. nonrecurs. items: '57, 17¢; [ ot w Divid reinvest, plan aval. (D) ind. regu- [ corm. eq.c '3, 34.1%. (G} Excl. water ops, Price Growth Persistence 3
‘gB. d$1.06. '00, $1.08; ‘01, dS3.06: '02, | ltory assels. In'03, $3.7¥sh. (E) In mik., adfd ) Earnings Predictability 40
#2004, Valug Lina’ P ;
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ENERGYEAST CORP.uiseons  [Poe 22.81 i 17,5z ) oRs 097170 4.6% g 163

TIMEUNESS D \overedtamg | HION:

- 18 23.1

S153[ 134 132—[ 179 280.0| 286] 236 26.0 Target Price Range
2

- iow | a4l B9l 85| 102| 103| 65| 208! 79| 17.0] 158| 14| 218 2007 | 2008 12009
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TECHNCAL 3 Lomeosisty | it by oar it . o
D N »- -+ Ratatve Pri Strangth 48
BETA’ 80 [1.00 = bariad) - 2dort it 498 _ Ziond ] i 4
T007-00 PROTECTIONS .| “Bhogr woe indeates reotssion . —+ : - ———jTerTe T s
’ : Anl| Totel 1~ T 17 . T [LILLITY : eataaded FYY : 24
Frice Sain | Petum 1 ISP i 20
Wigh 30 (+30%) 1% s iy P i e T
w20 ‘(tw.c.}' 2% et : 2 %
ingider Decisions ! '-"1- = ~praki T e 12
X JASDHD IEMN ! B
LBy DOGOOOQDDL O per—
Optics O 2000 0 011 8 1 . . . 5
sl 000 O0ODOON O T' ] e o, TOY. RETURN 4/04
institutional Declsions Y S W IJ '1”__.-- Al . l. . an!g( n&m
- M NN ADnm G . -7 e . v ’ -
By 1@ 103 it | hement T MO 7 e tm B2 m L
1o Sall 88 B4 B1 [ traded 3 53’ - 'y 57-‘ L.
Hisilty) 72550 66280 86433 Il y. & :
1088 [ 1989 ] 1990 [ 1991 |.1992 [ 1993 ] 1994 1995 | 1996| 1957 | 1998 | 1999 | 2p00 12007 | 2002.} 2003 | 2004 | 2005 ] ©VALUE LINE PUB. NC. 107-08
1B A0, 189 1227 1248 1275 1328 | 1405 | 1478 | 1578 1985 | 2084 | 2515 | 2211 2785 41| 2230| 3295 |Revenuespersh 3625
252 250( . 2.35 2arpd- 2w|. 2m 243 254 264 2n 306 aan 142 in 312 478 _4.45 4,75 |“Cash Flow” pet eh £25
- 1% 1.22 1.24 1184 120} 104 119 125 1.26 1.29 151 181 207 2,00 1.50 143 136 1.50 |Earnings persh ] 1.78
100 181] 103 a.05 107 104 1) 70 70 Nl i B4 g 82 96 1.00 1.04 1.08 | Div'd Decld persh Ba 120
220 167 1881 1.92 175 185 172 1114 1.4 2 1.04 54 1.32 179 1.55 1881 235 - 205 JCapTSpending per sh 200
) 1035 3084 1093 11081 11421 1444 4984 | 219 ( 1270 | 1336 1361 1285 ) 1459 | 1526 | 1657| 1750} 18.00 | 1B.45 {Book Value persh € 2006
[FTTIAD] TES11 | T2A.6 | 126.801 13889 | 14195 | 14501 | 14301 | 13834 | 135.02 | 12580 | 10034 |-117.00 | 116.72 | 194.7 | (46.75 | 147.00 | #46.00 [Common Shs Ouistq B | 152.00

BA| 4| 99| 11| 23| B3] 98| 03| Al G7) &6 TaA| 0] 88| 40| 145 | Bokitiglras s |Avg AnmIPIE Ratio 125
| m| - oaal-.n| s ml oss| e| st sl 78| ws| e8| S0l 8| gs! Veweline |Relstive PERatio 80
BE%L| 8% B4% ) B0% | 7% | 65% | B5% ) s0% | 5% ) sev | 25% ) 3% | 4% | ame | ae%| 4pn|- "™ |avgAeniDvdved | 0%
"CAPITAL STRUCTURE:2s of 3/31/04 _ 180.9 | 20005 | 2050.4 | 29300 | 24084 | 22786 | 20585 | 37508 | 40089 | 45038 | 47500 4875 |Revenues(Smi] 475
Tota! Dent $4333.5 mil. Due in 5Yrs $94B.8mil. | 1578 | 1967 | 1882 | 1846 ( 2028 | 2954 | 237.6 | 2354 | 1986 2121 185 [ . 220 [Net Peoftt {Smillj A 280
LT Debit S3987.8 mil. LT Interest $240.9 mil. 3539, a7 19, | 57,6% | 38.6% | 80.4% | 35.7% | .0 | 2% | 4.1% | 376% | d9.0% | J90% [ncomeTuxRale | 39.0%

Inct, $345 mil. B4% mand. radeem. trust pfd, sec.
(LT Intarest eamed: 2.3x) -
Pension Assets-1203 $2.30'bifl. Oblig, $2.14 bifl, | #06.1% { 45.3% | 434% [42.5% | 44.8% | 46.8% | 57.1% | 607% | 5B.9% -508% | 59.0% | S5.5% |Long-TermDebtRatle | 54.5%

1l am ] 1am !l oaml oem| am | s | aw | 3w 20w -20%| 10% |AFUDC S mbetpromL | 1.0%

Pld Stack $113.5 mill. Ph Div'd $5.4 mill 465% | 50.0% | §1.0% | 5o |.535% | 5a.0% | 418% | 384% | 302 | 38.5% | 40.0% | 425% |CommonEqulyRatio | 445%

458,132 shs. 350%-6.00%, cum,, §100 par, re- W14 | 34505 [ 34102 [ 3413.0 | 32000 | 26402 | 4106.7 | 46408 | B2735 [66A1.T | 6565 |. 6485 |Total Captal (Sl i3

e B pourr 00 e, 8.0, UM, | 39673 | 30606 | 99824 | 302.0 | 30627 ) 21398 | 36000 3664 | 48018 | ST7B1 | 8685 | 5485 |Nek Piami (b 825

(8100 o), celable a1 $107.§105: 225000 sne: | 10| Tk | 706 | T0% | 79%  105% | 74% | 126 | 51% | 5i%| 5% 55%-faemmon1um1cap'i 5.5%
Bﬁﬂ%cqm..suhjemo mandatmy redamption. FURT I 9.8% 94% | 11.5% | 15.9% | 135% | 129% 7% 79% 0% 8% Betmmsm‘.ﬁquﬁy 8.5%

Y Common Stock 146,484,753 shs. as of 4130104 | 10.0% 10.2% | 10.1% | 97% | 11.3% | 158% | 128% | 139% | BO% | 81%| 7.5% | 80% |RetumonComEquiy £| B.4%
"‘ MARKET CAP: §3.3 bitilon {MId Cap)- - T6% | . 45% | 43% | 44% | 55% | B8% | BO% | 1.1% | 20% | 3.1%| 1.5% | Z20% |RetainedtoComEq 25%
ELECTRIC OPERATING STATISTICS 6% | 6% | 50% | 57| 4% | 45% | 4%% | 46% | 65% | 63%| 80% | 73% |AlUDWdsloNetProf 0%

Y Pad St 0] 3305025 ﬁ%‘% 1_21%03 BUSINESS: Ensrgy East Gomaration [s & hoiding company for  rev. breakdown, ‘03: res'l; 44%; comm?,- 22%; indi, 12%; cJ‘Iha_r,-1

1393 NA

X Usa -
mmﬁ. RMT%TQWH (3] :.82 4,69
" e ot Wt 4138
Anmual

“NA | New-York Sute Electric & Gas {NYSEG), Rochesier Gas and Elec- - 20%. Gonerating sources; "03: not avallable. Fusl cosls: 50% of
4,65 |. iric, Central Maing Powsr, Conhecticut Naturad Gas, & Southern . revs, '03 reported deprec. rate: 34%. Has 6,300 employees,
. 1 Connecticut (3as. Serves 1.8 mit, efec. 904,000 gas customers in 87,700 stockholders. Ghaimman, Pres. & CEO: Wesley' W. von
‘npip:| NY & New England. -Acg’d Connecticut Energy 2/00; CMP Group,'  Schack. Inc.: NY. Addrass; P.O. Box 12804, Albany, NY 12212.
+1.1 | CTG Resources & Berkshire Enargy 8/00; AGS Enargy B02. Elec. 2904, Tel: 518-434-3040. Intemat: www.anergysastcom.

el B e L £ aDrA oS Dot TRETHREYT.

FoCweconly - 277 202

211 | . Rochesier Gas and Electric (a subsidi- .cash the company will receive, $110 mi}-

ANNUAL RATES  Past
olchange (persh)  10Y¥ms. 595 o

past_Estaoim| ®Y of Energy East) has received:a lion will be refunded to customers in vari-

wge | rate .order, The decision was similar to ous installments through 3007, and the re-

Ravenugs | 95% 125% :30% | the settlement the utility reached with the mainder will be used for debt reduction.
ngnsiiﬂ“"f :53?322 ﬁ-gga t‘;‘-gzi .| staff of the New York State Public Service - The deal still awaits the spproval of the
.| Bvigsngs g% 50%  4p% | Commission. Base electric and -gas tariffs Nuclear Regulatory Commission. It should
Book Value 40% - 45% 30% | were frozen through year-end 2008, but close arcund midyear. .
{Car | GUARTERLY REVENUES G mil) | P RG&E was granted electric and gas sur- We have cui our 2004 and 2005 earn-
endar |Macdl Juna0 Sep.30 Decdt| Vear |- CDBrEes of $7.4 million (1.4%) and $7.2 ings estimates. First-quarter .earnings
2001 127 BiS0 1969 haog (asgp| Tullion (2.2%), respectively. The utility declined due ta higher stock-option ex-
002 10286 Ti48 10162 io4a2 |ioope| Wil be able to recover costs it deferred -pense and warmer winter weather. Com-
| 2003 50B3 0861 9024 11963 |45e3p | from 2003 of $36 million for an ice storm bined, these factors hurt the year-fo-year
1 o008 YaEsy om0 9150 1zp i47sp ) and $15 million asscciated with a refuel- comperisen by $0.16 a ghare. This out-
| 2008 [1625 1025 825 1300 |4875 | ing outage for the Ginna nuclear plant. weighed a $0.07 benefit of cost reductions
Cal "EARNINGS PEA SRARE 4 ~ean | The allowed returns on eguity are 12.25% from an-ongoing prograrm to integrate vari-
endar |Mardt Jun30 Sep30 Desdt| Year (electric) and 12% gas, with a2 mechanism ous functions among-Energy East's six op-
2001 1 S8 83 o7 57 | 200| for sharing retwrna above these amounts erating utilities. The integration program
a2 | %5 96 45 a7 | 150 ‘With-customers. The surcharges will bene- is expected to reduce annual operating ex-
003 (90 20 o1 - 3 ! 143| Ot RG&KE, but it had to make significant penses, capital spending, and working cap-
204 | S .05 .03 40| 130| concessions; the utility was seeking an- ital needs by $80:million, $28 million, and
r_mus 40 98 o7 - .45 | "150| electric rate hike of $80 million and a gas $13 million, respectively, by 2008. Costs of
Cal- | CUARTERY DIVIDENDS PRIOB« | pul tariff-increase of $21 million. implementimg this program make earnings
endar |Mar3l Jun.30 Ep.ao Dec.3i| Year me order for RG&E ﬂl?q approved tough_.to fO]:eCa;St for now, howeve_r' The
oo | 2 92 o3 o | gs| the sale of Ginna. The facility had been stock is ranked 5 (Lowest) for Timeliness.
2000 | 28 23 a3 o3 | ge| written down, so the company will wind up This stock’s yield is above average.
d2002 | 24 o4 oa  na | - g5l With again on the sale. The gain will boost Total-return potential to 2007-2009 is
doobd 25 o5 95 o5 | 1o0] Emergy East’s net income by $2 million a about average, by utility standards.
a0 | %6 26 - vear. through 2008. Of the $400 million in Paw! E. Debbas, CFA June 4, 2004
J.__o (&) Dined ERS. Excl nonrec. losses: 96, 7e: | Naxi eamings repon dus late July. (B} Divids | (E) Rate base: Nal.org. cosl. Rate al'd'on Gonvpany's Financial Strength Bt
59, 3c net; 00, 40¢; '01, 30¢: '02. Boxgain. | historically paid in mid-Feb., May, Aug., ang | com. &g, for. NYSEG '02: 15.5% elec.,-105% | Stock's Price Stablilty i 85
trom discont. oos.: 103, Ze. ‘07 & *03 EFS don'l | Nov. ® Div'd réin, plan avail. (C) Incl (niang. | gas; AGRE '04: 12.25% elac., 12% gas; eam. | Price Growth Pergistence 80

add dus 1o rmding, ‘02 due 10 ghange in shs. ) in '03: 525.02/sh. (D) In mill., ad’ for spil, on avy. com. eq., '03: 8.3%. Reg. Clim.; Avg.
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GREEN TN, POWER et

RECENT- ; Trafing: 133} | RELATWE WD 0 6
TR 2586 12,2082 SRR, 0.68]1% 35/M
. Hij 36! . . -14. 0. .1 1
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BETA £5 (1.00x Maral) No , 40
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Ana'l Totat| Tt e, 4 L) 24
Price Gain  Retum AN O A e e 20
@ :_?g (?:15‘&’1 _2% brpases®* e, 14 b _ lln"llnjf e e 16
Insider Decisions m} !'i 12
JASORD JFEM R h’!""I-
Wiy 000000000 et 8-
Ogions . 0 11022015 A | &
weel 0 11C21028 - % TOT. RETURN 4/04 | .
Institutional Decisions . THS  YLARITH.
0000 W0 000 | pproany - 42 - Ciaid IV STock  WOER
2| By 28 21 301 shares "B - n L A T | : ;Y‘- ﬁ ;g: -
}‘Gus-"&o; 19;52 1é§g '.s}a voded 4 il i i i | 5¥- 20 574
1988 | 1989 1990 [ 1991 | 1992 [ 1993 ] 1994 ] 1995 | 1996 | 1987 {1996 {1999 | 2000 {2001 | 2002 | 2003 } 2004 | 2005 [ ©VALUE LikE PUB. INC. | 07-09
3479 2863| 3906( 3333 3291 3246 3168 3330 3556 | 3452 | 3469 4641 4987 [ 4986 { 5542 572 H19 45.65 { Revenues per sh’ 4518
" aps 383 | 402 387 432 (405|447 512 541 | 489 224 | 345§ 289 442 5141 479 4.75( 4.85|"Cash Flow” persh 510
241 2.3 229 "245. 254 2.2 223 2.6 222 | 157 d.&80 AB d06 1.88 186 -2.01 210 220 |Eamings pe:sh A 240
1.89 195 200) 2041 =208] 2 2121 212 292 181 9% Bt .55 ' 55 B0 Rl 88 .98 | Div'd Decl'd per sh (B)x 1.28
384 GAL| a79| 842 &4Ti 3E( 2BG| 416 48| 316 205{ 170 245 225 | 384 340| 445] IEF[CaplSpendngpersh [- 285
1837] i873] 1803| 2030 | 2099 2142 2166| 2184 | 2295) 2200 | 2009 | 1860 |. 1653 | 1781 | 1851 | 19.85| 20200 2085 |Book Value persh (%) 23.10
3.70 an 378 431 441 4.54 4.68 4.85 5.04 5.20 5.31 541 557 5.69 485 500 510 5.15 | Comman Shs Outst'g 530
WL 103 105 08 122] 156] 121 el - 16| 42 25 -- 8.5 93 10.7 | Bom figrrzsm Avg Ann'l PEE Ratio 18.0
84| | - wge{ Ml @ .M (] T 82 - 12l | M4 &1 &7 | Vakmle | petative PfE Ratio &5
TT%| 80%| B% | TP%| 67% | 62%| 78% [ BO% | B2% | 72% | 6% | 53% | 6% | 34 | 33% | 35% ] U™ |AvgAm!iDivd Vietd 5.3%
CAPITAL STRUCTURE as of 31704 14821 1615 | 1790( 1793 | 1843 [ 2510 23| 2805 | 27a6 | 2805 225 235 | Revenwes (Smil) 255
Total Debt $97.9 mil. DueinS Yrs$14dmih. | 110]° 115] 20| 94| aes| 26| 7| 18| 14| 108) 108 145 ]|Nel Prof i) - 125 |
T s ke e 570 V% | 0T | Bi% | 432% | - 2% | -+ | 374% | GA7% | 31% | 340% | 340%|income Tax Aate 6.0%
(LT Interest samed: 3.15) 7% ) so% | 5a% | 7a% | | eew [7es% | 34w | 2ow | £3%| 55% | 55% |AFUDC%loNetProfit | 0%
) . 45% | 46.7% | 44.3% | 435% | 43.9% | 43.9% | 420% | 414% | 5179 | 48.5% | 48.5% | 47.5% |Long-Ter Debt Ratio 48.0%
Leases, Uncapltalized None - 51.8% | 49.0% | 47.5% | 48.0% | 48.7% | 49.8% | BO% | 522% | 4B.3% | 505% | 51.5% | 525% \CommonEqufty Ratio | 52.0%
Pension Assats-12/02 §27.9 mil. © &7 2163 | 234 | a7 | 2100 | 2023 | 182 | 1640 | 190.1| 1978 200 | 205 | Vot Capita{sm) 235
p1d Stock None . Oblig-s340mil | 1750 4820 ) 1eae| 1967 | 1956 | 199 | 17! 1969 | 2035 ( om0l 245 | 258 |NetPlant{sm) 205 |
. L T4% ) 6.8% | 6.6% | 56% 3% |34% | 2% | TER | T4% | 0% 7.0% | 7.0% |Retum an Total Cap’l 7.0%
Common Stock 5,088,688 shs. as of 4]30[04 100% ) 100% | 84% ) 7.1% | NMF | 3.9% - T | 104% | 124% | 103% | 10.5% | 10.5% |Retwm on Shr. Equity 10.5%
{5.205 mill. fully diluted shs.) 10.1% 17 1090% | 88% | 70% | NMF | 24% | NMF | 10.7% | 123% [ 10.3% ; 10.5% | 10.5% |Retum on Com Equity (0} 10.5%
MARKET CAP: $125 million (Small Cap} 5% 6% | 5% | NMF| NMF | NMF | NWF | 77% | B7% | G65%| 6.0% | 0% Reteined foComEq 5.0%
ELECTRIC GPERATING STATISTICS ) oo05% )T Bd% | 9B% | 102% | NMF | 113% | NMF | 34% 0% | 37% | 42% | 45% |All Biv'ds to et Prof 54%
Rl Sy 2001 2002 2003 I RUGINESS: Green Mountain Power Corp. Suppliss eleciicty Yo Has 8 28.4% migrast in Vermonl Electic Powsr Co. 61  33.6%
hvg. Lm[maw” 31768 31499 25311 norih-cantral, and pars of southern and southeastern Vermonl.  stake in Varmont Yankea Nuclaar Power Corp. Fuel and purch. pwr
Av st Revs. per KW {e) 7.70. -7.31 ° 7.41 | Rev. mix [02): resid!, 26.8%: small comm'l & Indl, 28.0%: large  costs:. 70.3% of eve. ‘03 deprec. wle: 4.1%. Has 188 employees,
e 4080 <4069 3938 | comml. & indl, 17.7%; other uts; 26.3% cther; 1.2%. Fusl (03; 5,120 stockholders of rec. Chrmn: NL Brue, Pres. & CEO: C.L
A Load 20, 700 731 | hydre, 35:4% (incl. H-Q purch.); nucisar, 37.4% (Vermon! Yankea),  Dutton. Inc.: VT. Addr.: 163 Agom Lane, Colchester, VT- 05446.
% Charge Cusiomess (y-end) +12 40 +1.2 | wood, 3.5%; ol 2.7%; gas, 1.3%; wind, 5%; mki purch,, 10.2%.  Tel.: 802-655-8455. Wab: www.greenmountainpower.biz.
Fosd Cramp Cov ) 957 ag7 270 | Despite a likely decline ‘in total rev- Finances are well balanced. In 2002,
ANNUAL RATES Past past EstdDl-o3] enues, ‘Green Mountain Power ought via a Dutch auction, mansgement re-
cichangelparst) 0¥ SVm - tatrse | to earn its allowed return on common financed debt under better terms and
Revenues’ 50% 90%  -2.0% ‘}1 ity in 2004. Wholesale revenues will bought back common stock with the aim of
E?,’"i?,g“v 5% 3% 10% | fall by about $64 million due to 2 reduc- achieving a 50-50 debtequity balance,
Dividerds 170% -165% 7255 | tlon in power resales to ‘Morgan Stanley -which was essentially realized in 2003.
BookValue ' -10% --25% 35% | under a fuel hedging contract in effect to Higher retained earnings and a $14 mil-
Cal. | QUARTERLY REVENUESSmil) | Ful the -end of 2006. GMP will be Er urchasing lion debt maturity (in 2006) will probably
endar |Mar3l Jun3) Sep30 Decdt| vear| 1€88 capacity from suppliers Hydro-Quebec push the equity Tatic over 50%. The capi-
201 | 748 575 760 &2 | 2835 2nd Vermont Yankee Nuclear Power this - tal structure may well be rebalanced with
a0 ) 888 g51 75 g9 | o7as| ¥ear ‘than it did in 2008. ‘Since the additional debt financing. GMP’s . debt
2003 | 729 845 720 711 | 2805 | Wholesale' buginess is low-margined, .the ratio is in syne with those of most other
2004 | B3l AMG 600 519 | 225 | impact on net income will- bé minimal: stable: power distribution companies.
2005 | 650 520 630 550 | 235 | Separately, under 'a three-year retail rate (Note: Management is 'unlikely to en-
Cal EARNINGS PER SHARE () Full settlement approved. by state regulators counter any difficulty renewing undrawn
endar |Mar3s Jun30 Sep30 Decxi] vea | 1ate Imst year, GMP will record $3 million short-term credit facilities this spring.)
2000 | 5 5 5% 29 195 i deferred revenues, which will*support The dividend payout is on the rise. We
w02 | 37 % s 55 | 19| the atteinment of a 10.5% rate of return. A eatimate a very modest payout of 42% this
2003 B0 2 59 40 | 201/ tight cost structure and local service area year. Given improving free cash flow, the
2008 [ 72 35 897 .44 21p% economic growth of 1% to-2% will shere up board of direciors intends to Lift the divi-
2005 J5. 3 #1 46 | 220| earnings as well. Subject to cost-of-service dend annually,' until reaching ‘a ratio of
Cal- | GUARTERLY DVIDENDS PAIDweB) | ryy | TEQUirements, the utility is permitted to 50%-70%. Earnings from an investment in
endar |Mard) Jundd Sep3D Dec3l| Yea | TAIS€ retail rates by 1.9% next year and by 2 new transmission line propesed by the
W00 | % % .38 a3 | 55| enother 0.9% in 2006 to majntain the al- Vermont Electric Power Company would
2001 | 138 138 1% 438 55| lowed return on.equity. We look for GMP facilitate this goal Still, the recent
2002 | 138 438 38 49 - 50| to earn $2.10 a share in:2004 and $2.20 a share price already reflects much -of
2003 | 39 18 19 g 76| share.in 2005, on revenues of $225 million the good dividénd growth prospects.’
2004 | 22 - | and $235 million, respectlveiy Dauvid M. Reimer Jurne 4, 2004

(A} Basic eamings. Next eammngs report due | in late Mar., June, Sep,, and Dec, = Dividend | fowad on common equity in '03; 10.5%. Eamed Company's Financial Strength ~ B
late July. Excluges gain (losses} frem discon- | remvestment plan . avaiiable. ' (€} Includes | on everaqe common equily in '03: 10.8%. Reg- | Stock’s Price Stability 80
linued operations: 99, {5125y '00, {31.19); | Oeferrad chatges. In '03: $11.05/sh. {D) Rate | ulatory Chmae Selow Averaga. (E) In miilicns. | Price Growth Persistence 15
D1 (38,03, 12 1B) Diviaends historzally pald | base derermingtion: aet onginal cost. Rae a- Eamings Pred;ctablmy 15
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JASORDUJIFM : 7 3
~REEEHHE \ A [,
WSl D060 210001 . e | e % TOT. RETURN 4/04
Institutional Decisions 1I‘ hat l o | ';-. . T
by ae am Cagy| fewem 8 St 1 v ot N iy, 268 43 [
1o5e s G2 55| ohawes 2 il ay.  1ie 281 [
Hsit 68832 B84d4 B9943 ill : ] 5y, 288  s74
1988 [ 1989 [-1990 ] 1991 | 1992 | 1893 [ 1994 [ 1995 [ 1996 | 1997 [ 1998 | 1999 |2000.12001 | 2002 [2003 |2004 | 2085 | ©VALUE LINE PUB,, INC. | 07-08

1913 2030| 2387| 23.00| 2403 2948 29.45( 2951 2052 ) 2945 | 2877 | 3391 | 4086 | 5282 | 4088 | 4753 | 54.60) 5225 |Revenues persh 85.10
580 546 568 4B6| 513| 5.86 B26| 602 377| -268| 373| 558, 339 | 1048.| 632 580 | 6.25| 650 [“Cash Flow" persh 775
207 1.87- 1.94 32| 2m 1.66 2.30 2.24 01| d1.05 4.35 [ di.a4 d2e | 1@ 1.08 1.24 140 1.45 | Eainings per sh (&) 215
i76| 1761 el t176| 1.76] 176 1.76] 176 ( 1.8 25 .- 10 40 45 53| 58 82 46 | Divid Deci'd per sh Bis g
351 272 267 Ewn| 2a7| 249 23 1.97 3.85 185 179 250 2.88 340 386 |  4H 270  545|Cep'lSpending per eh 4.45
1630 | 1613 1634 1573 1624 7.88( 1848 1908 | 1793 | 1634 | 1563 1580 | 1548 | 1627 | 17.33| 17.73| 1845| 19.20 |BookValua per shic 22.40
10B.67 | 10867 | 109.62 | 11925 | 133.86 | 124,331 124,96 | 127,05 | 12844 | 130.18 | 130.55 | 13187 | 14362 113013 | 127.56 | 127.70 | 128.25 | 128.50 |[Common Shs Qutst'g {0} 12925
8.7 11.2 0.3 101 12.3 16.6 10.0 103 | NMWF| - - = - 141 18.1 13.4 | Boid fAplres e {Avg ANl P/E Ratic 10.5
B a5 b7 &5 KL .88 65 B9 NMF - -- - -- T2 .88 18 Valug Lino Relstive P/E Ratlo 70
B8%| B4% | 88%| Ba% | 71%) 66%| 7% | 76% | BI% | 24% | 0 --| B% | 1.9% | 23 | 30%| 35% estintes Avg Aan'l Div'd Yield 3.7%
CAPITAL STRUCTURE as of 3/31/04 3642.7 ) 37480 [ 37821 | 3834.8 [ 3767.7 | 4471.3 | 5876.6 | 66738 | 5216.3 [ 6069.2 | 7000 8000 |Revenues (Smil) 11000
Total Debt $4325. mill. Cue In 5 ¥rs $405.0 mil, 3239 3218 | 440 d9%1 | 6118 |d127.0 [ did44 | 1884 | 1442 1627 | 185 | 7199 |Nek Profit {Sinil) 285
T Debt gazan min. LT Interest $206.0 1 g, | 5% | MF (80| | WMF[ - | |7 -] -] %1% 30% | 340% incons Tax Rete 36.0%
(LT inlerest eamad 2.1%) g oo | vmmlsare| | e | | - o] 30%| 28%| 25% |AFUDC%toNetProfit | 20%
K . 58.5% | 56.3% | 57.7% ('58.5% | 657.9% | 40.9% | 45.7% | 65.9% | 64.3% | 63.9% | 64.5% | 64.5% |LongTerm Debt Ratlo 63.0%
Penslon Assets-12/03 $1.9 bill. Oblig. 1.9 bik. 32.8% | 354% | 346% | J38% [ 35.2% | 42.7% | 48.8% | 324% | 33.0% | 34.3% [ 33.5% | 33.5% |Common Ralio 35.5%
Pid Stock $116.2 mill.  Pid Div'd $5.6 mill. 7027.1 | 68483 | 65H9.8 | 6285 | 5821.7 | 4B76.0 ; 45486 | 65447 | 65132 | 65916 | 7025( 7300 | Totsl Capital ($mill) 8175
Il 2:326,000 Shs $1.50.53.28 rares (350 pan) NGt | gea 4 | 70008 | 67222 | 64632 | 8170.0 | 30474 | 35472 | 36221 | 47284 | 5429.9 | 5980 6450 | Net Plart {Srall 7675
i andatory e 'a ption. 69% | 7.0% | 28% T L-21% | 0% ) 1.9% | 48% | 41% ) 42% | 45%| 4.5% |Retumon Total Cap'l 5.0%
Common Stock 127.981.582 shs. 11.3% | 10.7% | 16% | NMF | NMF{ NMF | NMF: 83% | 62% | 68% | 75%| 7.5% Retum on Shr, Equity 9.5%
as of 473004 - . 124% | 107% | a% |- NMF | NMF| NMF ) NMF | 85% | 63% | 88% | 7.5% | 7.5% |Retumon Com Equity ®Y 02.5%
MARKET CAP: $2.4 billion (Mid Cap) 28% | 25% | NMF| NMF | NMF| NMF| NMF| 56% | 32%[.37% | 40%| 40% |Retanedto Com Eq 6.0%
ELECTRIC OPERATING STATISTICS T BO% [ B1% | NMF | NMF | NMF| NMF| NMF| 3% | -5(%| 48% | 46%| 47% |AllDivids to Net Proi 4%
%mﬂeﬂ&!ﬁslm ?329} Zi(%n% "l"a"g BUSINESS: Northeas! Utlities is the parent of the NU sys, which is  Yankse Energy 2/00. 2002 reve: resld], 32%; comml, 27%; indl,
. ncks Use (MWH) g78 807 814 | the fargest ulliily in New Engiand'and sewves two million eiectricity  10%; other 31%. Gen. sources: nuclgar, fossll (steam), hydro, and
Ay, IndisL. Revs, ({z‘r KW {g) B30 775 8.26 |-and gas customers. Connecticut Light & Power-provides 3srvice to  pumsh. pwr. Fual & Purch. Pwr. costs: 61.4% of '03 revs. '03 daprec.
‘ mmﬁ M)ni Nﬁ'& m m most ‘of Conn; Public Serviea Co. of New:Hampshire supplies rate: 7.0%. Has 6,755 employess, 63895 stockhalhars. Chmn,
o CapaciyFacii %] WA N/A NiA | Powes to-three quaners of New Hampshite's popuiation; Westem - -Pres. & CEQ: Charles W. Shivery. Ing.: CT. Addr.: P.O. Hox 270,
% Clange {yr-end +22 49  +1.5 | Massachussits Eleciic Co- seives the westem half of Mass. Acg'd  Hartford, CT 06141, Tel.: BO0-083-7269. Web: www.nu.com,
We are optimistic about Northeast. An. ssive capital spending pro-
Foed . 95 168 L prnisne a orihe aggre P sp g pro
ANNCI;PEC:A?‘)ES et NMiast Estd '01-03 Utilities' earnings - prospects. First- gram is under- way. Over the next five
ochage porsh] . W0¥rs.  5Ye  wurps | quarter 2004. share:net of $0.583 wap. years, NU will spend some $3 billion to
Revenues * 8.5% 100% 105% |.measurably above our estimate of $0:47 upgrade. its aging power distribution
EE?:;E ‘;gow j.ggz 17.5% w-g?; {equal to the prior-year result),- Though network and expand its transmission sys-
Ovidanes A1En a5% | net-income from the regulated ufilities tem. Too, the company plans to enlarge its
Book Value 5% 5% 45% | declined, comparedto that in the 2003 pe- regulated ‘gas service operation. Favorable
Car | QUARTERLY REVERUES (3 mil) ol riod, profitability markedly increased at state -and federal rate treatment would
endar |Mar31 Jun30 Sepdd Decdl| Year NU’s competitive group, more .than .mak- ensure good long-term earnings’ growth.
201 18005 15833 17238 17661 [6evag| \RE up the difference. It appears that-the Competitive businesses will be carefully
A2 N2645 11419 14143 13756 |52163 | COMPEDY now has a betier handle on expanded as well, with a close watch on
203 {5842 13307 16403 15'48 |s0s07 [ managing the nonregulated retail and operating risk. At the end of the recent
2004 (18383 1535 1900 17267 |7000 | Wholesale electricity, and energy -service March quarter, NU's long-termn debt-to-
3005 P100 9750 2170 1980 ;8000 | businesges. - Competitive market coverage total capital ratic was a reasonable 51%;
Cai- EARNINGS PER SHARE 1 fup | 18 expanding and .operating marging are this excludes nonrecourse rate reduction
endar |Mar.3! Jun30 Sep.dd Dec3t| Year  favorable, suggesting sustained earnings bonds, which are secured by regulated rev-
201 | 35 35 25 38 | 137 growth through 2005 and beyond. Higher enues. Rising cash flow should support the
o0z | oa 72 57 35 | t08|depreciation and pension expenses are cur-- company’s solid financial structure during
W3 | 47 o 3 21 | 124} rently & drag on'the utilities’. net income this construction period. Indeed,
2004 53 .2 49 .25 | 140| performance. But added rate relief, operat- . The board of directors is comfortable
2005 53 25 40 27 | 145] ing cost containment, and capital spending in raising the dividend from an annual
Ca- | GUARTERLY DIVIDENDS PAID B | ryp | COTtrels ought to shore up the bottom line, rate -of $0.60 a 5hare, to $0.65 a share,
. |ender | Mar.31 Jun30 Sep30 Dec3t| Year | Importantly, NU is expanding the regu-- starting. with the September 30th pay-
200 | 10 0 oM 20 lated transmission. aqd distribution base, ment. Given the low eurrent payout ratig,
o0 | 10 W0 425 125 45| which should bring in -greater earnings we expect further increases ahead. NU
2002 | 425 135 138 138 53| streams -over the next-several years. NU stock.is a worthwhile utility holding over
2002 ) 138 438 45 145 5| may well achieve close to a full share-net the pull té 2007-2009,
20M |45 15 1B2S recovery {to the 1994 level) by 2007-2009.  Dauid M. Reimer June ¢, 2004
{A) Basic egs. Earnings may not add due 10! late July, (B) DG suspended 2, '97; rein- | mil, {E) Rate afowed on com. eq.: MA, '98:| Gompeny's Financlel Strangth Bs
change In share couni, Excl, nontecur, items: | stated 4Q, '89. Div'ds hisl. paid i late Mar,, [ 11%; CT,'0%: 8.85%: NH, '97: 1i%, Eamed on | Steck's Price Stebllity 85
‘89, 51.40; ‘01, 42¢: '02, 10¢; ‘03, 932¢. Inci. | June, Sep., and De¢, = Divd reivest plan | avg. com. ec.: '03, 5.2%. Reg. Clim.: CT, Avp.: | Price Growth Persistence 25
ind. restruct. chgs: ‘00, $1.5%. Next g m! In { avall {C) incl. defd chgs '03: $23.28%h, (D} In | M&, Avg; NH, Bal-Avg. {F) Acgd PSNH 892, | Eamings Predictablty  ° 20
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Hifslpdl) 28695 21560 20445 \ Il fa 4 .
1988 [ 1989] 1900 1991 | 1952 | 1963 | 1984 | 1995 | 1996 11997 .| 1998 | 1999 | 2000 | 2001 | 2002 | 2003 | 2004 | 2005 [ ©VALUE LINE PUB.. IC. | 07-09
174 | 305! .a227) 3tae| 3154 spes| 3401 | 2382 | 3435 | 3661 | 3438 | 31.89 [ 50.90 | 6049 |- 5127 | 5485 57.05| 60.35 |Revenues persh 74.00
513 | 573 586 5151, 588 5.85 B6.88 6.23 3 132 767 5.00 755 7.83 7807 .86 .20 8.40 |“Cash Fiow"pe‘r sh 475
186( 180 1601 1.9 210 228 241 208 2681 27 27 277 "a19 | 327 33| a0 355 3.60 |Eamings persti A 400
182 1.75(., 1547 180 166 172 1.78 184 1881 188 180 186 202 268 213 28 2.4 2.30 |Div'd Decl'd persh B » 250
647 | 612 -656( 508 516( 583 485 4.15({ 425 248 314 306 356 | 44 7000 58 585 5.8 |Cap'l Spending per sh . 500
1938 | 1673| 17221 1782) 1877 |- 1042 2091 2081 | 09| 2186 | 2297 | 2657 | 2531 | 23M1 | 2450 2567 2.00| 28.99 |Book Value persh © 3150
3780 53| J900| 4205| 4476 4513 | 4554 | 4800 | 4051 | 4852 | 47.08 | 5806 | 53.03 | 5305 | 53.03| 5303 | 5203| 53.03 |CommonShs Oulstg O | 5343
85 631 . 19.6[ .108 147 131 10.7 123 97 106 146 146 28| 127 127 127 | Bold Hglres are YAvg Ann'l P/E Ratio 10
M 0 BB 68 J2 1 [t B2 i 81 T8 5] B4 £ i R Vaiue) Line Felative PIE Ratio B85
1% | 99% ) 83%| 7 es% | 58% | 6% | 72% | 74% | 65% | 47 | 48% | 4e | 50% | 4s%| asm| P (mgamwiDidYied | 42
CAPITAL STRUCTURE ss of 1231/03 .. 15466 | 16285 | 856.3 | 1776.2 | 16225 | 18514 | 2600.5 | 1B | 27197 | 29131 | 3025 3200 | Revenues [$mill 3no
Totai Debt §2451:7 mill. Due In 5 ¥rs $670.1 mil. | so50 | 1123 | 3415) 1446 1410 | 1465 | 1810 1791 | 1813 | 1880] 7190 | 785 |Net Profil Smill - 200
LTDebISIoeas mil. LT Interest $127.9mil. |55 1 57.0% | 96.3% | 36.% | 43% | 201% | 41.6% | 414% | 368% | 515% | 305% | 305% |Income Tex Rate 5%
o a2 ::‘,::g";";‘g"“"““& 60% | 42% | t6% 00 % | 10% | 15% | 25% | 28% | 1.6% | 24% | 0% | 1.0% |AFUDC%toNeiProfit | 1%
Leases, Uncapitalized Annual rantals 5210mlll 50.1% | 49.1% [ 46.1% | 46.1% | 45.5% | 50/0% | 50.4% | 59.2% | 60.9% | 585% | 58.0% | 525% jLong-Term Debt Ratio 45.5%.
-Penslon Aysats- 12m3$8291mﬂl Dblig, $9871.6 404% | 41.8% | 445% | 45.5% |-50.1% ! 47.2% | 30.4% | 39.5% | 37.8% | 40.2% | 41.0% | 46.0% |Common Equity Ratio " | 53.0%
:‘:g Stock§ea0mit Pl Divid $2.0mil 22694 | 2384.7 | 2256.5 |'2291.6 [ 20995 | 3269.3 | 34038 3197.4 | 34337°| 33871 | " 3510 | 3260 | Total Capital (Smilk) 2950
O pel.0 T 1 il 2930.0 | 20556 | 20566 | 28541 | 22707 | 2550.6 | 2523.5 | 26254 | 2B4T6| 39361 | 3285 | . 3370 | Met Plamt ($mill M5
0
0D 0 e e ooren [ 75% | 7U% | .82k | 83% | BT% | 61% | 78% | Bi% | 75%| 78| 70%| 80% [ReumontoulCap) | 5%
cosis & pld, steck dus within one year. S0 D% ( 11.4% | 11.7% | 123% | 0.0% | 13.1% | 13.7% | 13.5% | 134% | 13.0% | 125% |Acturn onShr. Equiy 125%
Common Stock 53,032,548 shs. as of 3M/04 1.0% | 8.8% | 1298 | 12.9% | 126% | 8.1% [ 13.0% | 13.7% | 13.8% | 137% | 13.0% | 12.5% :Return on Com Equity €' 13.0%
MARKET CAP: $2.5 bililan (Mid Cap) 32% | 2% 3F% | 7% | -09% [ 24% [-48% | 50% | 52%[ 5% | 50% | 4.5% |RetainedloComEq 455
ELECTHIGDPEHATING STATISTICS - Téh| 8% | .78% (| T3% (. T1% T4% 64% | G5% 63% 62% 53% 54% | Al Div'ds:to Net Braf 64%
. Re s VM) 2 +.=i 002 2_3308 - BUSINESS: NSTAR is-a holding company for Boston Edison Com-  residential, 38%; commercial, 54%; indusiriai, 7%; olher, 1%. Sod
Avgmtlsa 045 90 - -1018 | pany, which suppbes-electricity to an.area of approx. 590 sq. ml. in  fossil plants in '88, nuciear plant in '89. Fuel costs: 55% of revs. 03
Avl mn!hxﬂpﬁ:u i8) 10,90 10.80 .8.20 | eastem Massachusatts, ancompassing Boston end 38 surrounding  reported deprec, rate; .3.0%. Has 3200 employees, 26,700 com
w% Es'gg L"‘,:‘Pn' 2’2'\!";; -fowms and. cities, and Commonwealth Enargy {acq'd'&/89), which mon siockbolders. Chairman, Presidsn & CEQ: Thomas J. May.
Sl Load Py - NMF ° NME - NMF provides electrc and- gas-sarvice-in eastemn MA..Serves 1.1:million  Inc.: MA. Address: 80D Boy!smn St., Boston, MA (2199-8003. Tel.:
‘Lfmlge&dumzml 47 4 - 411 | :electrc,*300,000 gas customers: Electric revanus bregkdown, '03:" 617-424-2000. lnternat: www nstaronine.com,
SdCramelupy) 239 - ‘242’ zyo | We. estimate.that NSTAR will record:a. the cost of -an underground transmission
ANNUAL RATES Past Fasl Esrd 01°0 :solid -earnings increase. in 2004. The - line in Massachusetts (subject to various
of chang (s} 10 .,m 5Ye.  w'rge | year got off to.a.good start, thanks to a va- regulatory approvals), Although the long-
Revanues 55% 95% 50% | riety of factors, inclnding .colder-than- term debt ratio might appear on the high
"E‘-;'fns'h F;W' %g% Lg?,"; gg‘;‘g normal weather conditions. Also, in the side at first. glance, investors should note
mv.d;‘ﬁds 25% ' 25% os% °| Oist .quarter, the company reduced the that the balance sheet includes $377 mil-
Book Valua 30%- 25%  4.0% awaerage mtetﬁg rat;_e on long-term debt by lon ml z:fcéln;ized E_)londs. Wh%n this debt
N e about one- of - a percentage point is exclude om the year-end 2003 cal-
| ondar uﬂgﬁmﬁk“ﬁﬂgﬁ%ﬁ“g‘i{'&, fal} through the refinancing of securities. On culation, the long-term. debt ratio falls
2001 |84 7aza @907 70a0 |31 5| 'Lee other hand, property taxes are higher; from 58% of total capitalization to 53%,
2002 |7me 6004 TOL0 6948 |spigs | A fact;-this chaved-$0.02 a share off earn- and the common-equity ratio rises from
2003 | 7638 6479 BITE 6827 |og1op iings.in fhe March quarter. Still, the posi- 40% to 45%, The company merits our A
3004 |8099 &850 825 725 |ipes | tive .factors ;outweigh  the negative ones. rating for Financial St;rer;gth and its
2005 |65 7op 875 775 |3200 'L-All told, our 2004 estimate .is at the high securities, and those of its utility subsidi-
Cai- EARNINGS PER SHARE 2 | end of 'NSTAR’s target of $3.45- $3.56 a aries, have solid A ratings with stable out-
endar |Mar3l Jun30 Sep.30 Decdi| vesr | Share.- looks from the three rating agencies.
2001 T & 136 5 | 37| Welook for a shght bottom-line im- NSTAR stock is ranked unfavorably
2002 | &% & 148 73| 38| Provement in 2005. That's based on mod-. for Timeliness (4: Below Average), bui
2003 B 73 118 88 | 40| :est kilowatt-hour sales growth We fipure it offers a yield that -is slightly above
2004 | 3. .65 125 .72 |-355| -share.net will climb by 1%-2%, to about average by utility standards. The com-
2005 .80 20 135 - .75 | -3.60(+$3:60. The company has not yet put forth pany has a record of annual dividend in-
Cal- | OUARTEALYDIVIOENDS PAD 2w | pup { -22¥ guidance for 2005. creases, whieh ~we project will continue
endar |Mar31' Jund0 Sep.30 Decgi| Yesr ‘Finances are sound. The ﬁxed-charge over the next 3 to 5 years. This ought o
Ta2000 [ 50 50 5 50 oq0 | coverage is solid. Earned returns on equity produce an average total return (for a util-
2001 | 515 515 515 515 | pgg] are-very healthy. And “cash flow” covers ity) over that time. Conservative investors
2002 | 53 53 57 53 942 the:sum of capital spending and dividends, should note that the. stock is ranked 1
2003 | 54 S4 54 54 215 | even though NSTAR has increased its cap- (Highest) for Safety.
2004 | 555 535 4| ital -budget to include ite share (20%) of Paul E. Debbas, CFA June 4, 2004
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1988 [ 1909 | 19901991 | 1992 | 1993 1994 {1995 | 1996 | 1997 (1998 1999 | 2000 [2001 | 2002 | 2003 | 2004 [ 2005 | ©VALUE LINE PUB. INC, 10709
147i| 1582 | 1579( 1680 woy| 17es| ws3| 1726 7R | 1834 [ 2405 [ 2194, 3918 3906 3276 ( .50 3190 3405 [Revenues persh 4050
322 | 348 as7| az2| 37| asr| aEe| 4a0| 42v| 422 485 | 512 &3’ ‘roef ed1| 21| Z15|  7.70 |“CashFlow” persh 0.5
1670 2637 188 201 02| 207 167 83| 285( {98 223 201 528| 357 307 368( 260 280 Esmingspersh A 475
138 | 143| 148y 185| use| 1ss| 67| br| o 1s7] 167] 134 .100| o6l 06| 344 154|464 [ 174 |Div'd Decl'd persh Be | 204
71 204 | 223| 47| 278 a21| 4B |- B5d| 231 TEE| 183 | 221 417 588 | 54| 43 278 I7E|CapTSpendingpersh | 4N
1362 | 1418 | 1488) 1545] 1558 | 1595) 1579 | 1629 16881 1690 | 1137 | 1123 | 1387 | 1267 | 1842| 1437 ) 2265) 2445 |BookVajuepersh© [ 3275
15050 | 150.85 15130 151.86 | 154,69 | 152.13 ) 156,48 | 75940 | 162567 | 1 T57.47 | 14370 | 45.04 | 195.58 | VB5.74 | 177.36 | 160,00 | 18A.00 |Commean Shs Quistg D | 185.00
95| 95| 10B] i4| 129, 11| 130| W8] 114| 108| 08| 134 | B8 | 124 | 11.1| 10.6| ot ngfes e |Avy AT FIE Retio 120
79 a2 m om 78] m| 85} ! m £2 gy % s8] 51 61| |Vewelne [Relative PIE Ratio 50
8% | 74%| 71%| 68%| 6t% | 57| e | mo% | vaw | vew | ss% | oame | aew | 24% | aze| 4on| "™ |avg AnnlDivd Yieud 6%
CAPITAL STRUCTURE a5 of 439/04  ° 27251 1 2751.8 ) 2m0.0 | 3049.0 | 3786.0 | 4590.0 | 56830 | 57250 | 5429.0 | 5587.0 | 6000 | 5400 Revenues {$milj) - 7625
Total Debt $8565.0 mill. Due in 5 Yrs $5318.0 mil. | 2p43 | 3301 | 357.0 | 3480 | 3930 | 3320 | 5000 | 5760 | 536.0| 6670 670 - 740 |Net Profit (Smil) -
I I aamorest SS1B.0 ML 109, [ 445% | 415% | #15% | 40.1% | 335% | 3% |297% | 257% | 27.0% | 200% | 200% |income Tax Rate | 3208
Wit 8.23%. $1000 facevae. T agn | ame| 31% | 20| 2% | 21w | 4o | a3% | 34| 12% | 10% | 1.0% |AFUDC%to NetPoft | 1.0%
(LT interest aamed: 3.3%) : 50.2% | 492% | 4B.0% | 46.1% | 58.1% | 65.7% | €5.4% | 6AB% | G65% | 71.1% | 655% | 64.5% |Long-Term DeblRatio | 57.0%
Leases, Uncapitalized Annudl rentals $78.0 mil, | 41.5% | 43.4% | a4.4% | d8.0% | 942% | 282% | 20.6% | 237% | 25.1% | 2B.5% | 34.0% | 35.0% |Common Equity Ratio | 425%
Panaion Assets-12/03 £3.82 cil. Qbilly, $4.25 bil. | "5a518 | 60305 | 6170.0 | SE54.0 | 52290 | 5716.0 | 68260 | 76450 | BEeBD | 11685 | 12525 | 13850 |Total Capltal {Smil 14500
S edowdS8.0mil. | 7945 | 71780 | 69800 | Ba0.0 | 44800 [ 56440 | 5080 61350 | 95660 | 10445 | 10800 | 10726 |Nel Plant(§roll) - ;11100
ahis $102.008110.00, par, um. 7% [ T2% | 75% | 76% | 95% | 7.9% | 97% | 96% | 8B% | V6% | Z5% | 7.5% {Retwum on Total Cap'l 80%
Comman Stock 177,820,831 shs. g% | 10.8% | 111% {11.0% (*18.4% | 18.9% | 21.2% | 206% | 16.1% | 20.2% | 15.5% ; 155% (Retumon She. Equily | 145%
88 of A730/04 . - 104% | 11.6% | 12.0%. | 11.5% | 20.6% | 19.0% | 20.6% [ 282% | 21.9% | 19.6% | 155% | 15.5% |Return on Com Eqully &) 14.5%
MARKET CAP: §7.5 biilion {Large Cap} -] 1% | 22% [ 1% | 64% | 94% [16.1% | 20.2% [ 124% | 1U7% | &5% | 85% {Retaimedfo ComEq #5%

E{ ECTRIC OPERATING STATISTICS
001 200

100% | B88% | 83% | B6% | 7% | 54% | 35% | 35%

4% | 439 | 46% | 45% AN Dividsto Net Prot 2%

BUSINESS: PPL Corpomtion (formerly PP&L Resourcas, Inc.) is &
holding company for PPL- Utiliies (farmerty Pennsylvania Power &
Light Company), which distibutes afectricity to about 1.3 milion
.custamers in a 10.000-squara-mils area in eastem & ceniral Ponn:
sylvania. Oistributes gas to 80,000 cusiomers. Also has subis. in
powar genaration & marketing, foreign elactricity distribution.in UK.

(2.5 mill. customers) and Latin America (1.0 mill. customers}. Elec-
tric revenue hreakdown and generaling sources not provided. Fue!
costs: 28% of ravanuas. ‘03 depr, rate: 3.6%. Mas 12,300 employ-
ges, B3,800 common stockholders, Chairman, President & CEC:

-Wifliam F. Hecht. inc.; PA. Address: Two North Ninth St., Alentgwn, |-

PA 18101-1179, Tel; B0O-345-3085. Intarmnet: www.pplweb.com.

% Feial Sates (KWH) 2 2.3 1 % 2010?
+e. +1. +1.
mﬁ’ﬁuﬁ NA NA- NA
Ao, It R, per K 1) 508 525 - NA
Capacity 81 Peak (M) N NA NA
Peak Load, Winkar (M) 6433 &%06 7100
Aozl Load Fackr NA NA NA
% Change Customers (yr-end) +2.2 +8 +1.7
{ st Chanus Cov. [%) 231 190 8
ANNUAL RATES Past Past Est'd '01-'03
of change {persh) 10 ¥rs, 5Ym. 1a'07-'09
Revenuss 7.0% 11.5% 2.5%
Cash Flow" 60% 9.0% 5.0%
Eamings 55% 105%  55%
Dividends ~1.5% -3.0% 7.0%
~5% -8%  14.0%

Book Value
r'c.;. QUARTERLY REVENUES {§ mill) Full
endar |Mar31 Jun30 Sep.30 Dec.dt

2001 (1566 (409 1438 132 (57250
2002 11351 1288 1476 1314 |5429.0
2003 11490 134 1457 1288 (55870
2004 1520 1410 1610 M4E0 (6000
2005 [1650 1500 170 1550 16400
Cal- EARNINGS PER SHARE * Full
| endar | Mar31 Jun.30 Sep.30 Decd!| Year
¢ (152 B0 104 22 | 357

002 | 106 48 85 85 [ 307
2008 | 1.06 &7 a7 88| 368
2004 | 1.03 8 1.4 B4 !
2008 | 115 Ji 11 e | 380

Cal- | OUARTERLY DVIDENDS PAID B | pup
endar | Mar.3] JunJD Sen.30 Decd1| Year

2000 | .25 265 265 265 | 105
42001 | 265 265 265 265 | 1.06
002 | 265 38 3 .36 | 135
2003 | .36 385 85 386 | 132
2004 § 365 A1

PPL Corporation’s electric-utility sub-
sidiary has filed.a general rate case.
PPL Electric Utilities is seeking a base
rate hike of $164 million (6.0%), plus re-
covery of 357 million. of transmission-
related charges, for a total increase. of
$221 million (8.1%). PPL is basing its .re-
quest on an 11.5% return on a common-
equity ratio of 47%. The utility hasn’t had
a rate increase since 1398, and for the past
six years it has been operating under a
rate freeze that expires at the end of 2004.
Due to higher expenses, it's earning -a low-
gingle-digit.return on equity, and PPL has
added more than $1 billion of distribution
capital since 1995. We think the poor prof-
itability of the comipany’s distribution bus-
iness should help PPL justify its need for
higher rates, and. the fact that customier
service has remained good is another point
in its favor. An order is due by yearend.

PPLs utility in the United Kingdom is
facing a rate review. It appears as if a
rate reduction is the-likely outcome. A de-
cision should come by yéarend, with new
Es&,;;g taking effect at the start of.April,

Earnings might decline a bit this year,

but we expect a solid increase in 2005.
. Higher..expenses, lower pensicn income,
and a rise in average shares outstanding
are negative factore in 2004, Qur estimate
is at the midpoint of PPL's guidance. of
$3.45-$8.76 a share. Next year, we figure
that the tariff hike in Pennsylvania will
outweigh the rate reduction in the UK
PPL, shares are ranked 4 (Below Average)
for Timeliness.
Finances are showing signs of im-
provement, The fixed-charge coverage
rose in 2003. The common-equity ratio is
still low but should ¢limb this year thanks
in part to the issuance of some 11 million
shares for the conversion of securities. And
“cash fow” exceeds the sum of capital
spending and dividends.
This. stock’s yield is average, by utility
standards. The board of directors de-

. clared. hefty dividend increases in 2003

and 2004, and the combination.ef improv-
ing cash flow and a low payout ratio points
to continued dividend hiltes through 2007-
2009, Combined with solid bottom-line
growth over that time, this should produce
decent total returns. ‘

Paul E. Debbas, CFA June 4, 2004

(A) Qduted EPS. Excl. norvecyr, gains (losses): | '03, 11¢. '01 EPS don’t add dus 1o rounding, | avail, (C) Incl. intang. In '03: $16.6%sh. (D) In
45, 12¢: 67, {18c); 98, (55.69); '39, 83¢: ‘00, | '0Z ous lo change in shs. Next egs. report due { mill., ad. for 5plt. (E) Rate oase: Fair value.

162, '01, ($2.35) ne; 02, (§1.78); '03, 47¢ net; | izte-July, {B) DW'as nistarically paid in early
Jan, April, Juty, 8nd Oct. m Divd resnw, plan

1004, (de); 2Q 'D4, 12¢; loss on disc. ops.:
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Pepeo Holdings, Inc. {PHI) was formed on [-1994 | 1895 {1895 | 1997 | 1998 | 1999 2000 2001 F2002 | 2003 2004 | 2085 | ®VALUE LINE PUB., INC. | 07-09
August 1, 2002, upon the marger of Pote-[ .. - .- - -+ | 4587 | 5020|. 41.41| 4233 | 4%.15| 4150 |Revanves persh C 4455
mag Electric Power Co.. {PEPCQ) and Con-§. - . 456 | 487 |- 342| a80|. 410 4.30)"CashFiow" persh 515
ectiv. In the $2.2 billion dead, PEPCO com- . S| ust| 218l 179 135 159 1.65!Eamings persh- & 220
mon stookhoiders received one common - | --) el --] 42| 100(. 1.02| 1.04{DivdDecl'dpersh 8= 114
share in PHI for-each of.their. shares, and p - | - | .53 | o068 946| 235] 235 |CepiSpending persh 275
.{ Conactiv investors exchanged each of thair - - - < | 1775 | 18411 1847 | 17.48( 17.65| 1860 |Book Value persh © 15.95
common sheres for $26 worth of PHI stock - T65.50 | 15B.70 |- 164,85 | 171.77 | 17800 | 17/.00 | Common Shs Outstg O | 184.00,
and cash, prorated 50/50..An inifial:pro rata s : - - ~ - {. 13| 134 Pold nglran are [Avp Ann'I P/ Rakic 100
dividend of $0.1658 a share was paid on 1 . - -|. g2l 8| Vewglme |Qelgtive P/E Ratio .65
9/30/02 1o stockholders-of record 940/02, -- -- - e | o5& SUERY L Avg Ann'lDivd Yield 5.2%
.| CAPITAL STRUCTURE as of 3/31M4 - - -- | 7590.7 | 7966.5.| 6777.3 | 72713 7200 7400 | Revenues ($mil) 8200
Tosal Debt $7035.0mill: Due in 5 Yrs $2800 mi. . - 2553 | 3600 ) 2849 2452 265 290 |Net Profit (Smil) o5
(Ll}?ﬁ"‘sﬁ”“g‘"'“ Ly '.'“““m"""‘“ : = - 476% | 368% | 170% | 100% | 30.0% | 320% |Income Tax Pale ~ ~ | 35.0%
erest eamedi 2.t * . ] - ol asm | -] eom ) a0%| 35% |AFUDC% ot Prom | 25%
' Pansinn Assets-12/03 $1.46 b Obllg $1.6bill, . - 52.1% [ 53.9% | 58.7% | 63.1% | 61.5% | 59.5% |LongTerm Debt Ratio 52.0%
Pid-Stock $108.2 mil, Ptd Dhv'd $28 mill. . - - 41.0% | 41.0% | 364% | 358% | 37.6% | 39.5% |Common Equity Ratio 46.5%
Ingl, 500,000 she $340 mandiorly redasmable . P - 71674 | 71250 | 62289 | 6439.3 | - 8470 4125 | Total Capital (Smill} 7865
gﬁ%’;“mﬁ'ﬁ:%%mﬁ Honsh . . - -+ 60602 | 63520 | 67080 | 69649 | 72851 750 |Net Plomt($um) __ 8275
redaem. subskisaryp!cl $10000parvai - 6.0% | BB% | “46% | 48%| "S0% | 55% |Retum on Towl Capt 65%
. - - - . BA% | 11.0% | B7% | 79% | &0%( 9.0% |Retumon ShrEquity 10.5%
Common Stocl172171 6045118 . . - | oB% | 126% | 9% | %! BS%| 8.0% |Retumon ComEquityE | 17.0%
MARKET CAP: 43.1 bifiion (Mid Cap) 6% | 155% | 53% | 20%| L5% | 35% [Retamed o Com Eq a5
ELECTRIC OPERATING-STATISTICS . - el e - .- - 4% | 7% | b9% | 64% |All Div'ds to Net Prof 52%
2000 20 2003 - - - - —
0 BUSINESS: - Pe Holdings, Inc. congists mainly ol two eleciic  pas customers, 113,000, Other nonwegulated units include: Con-
%ﬂmﬂ&aﬂsdam mﬂ H}'ﬁ mﬁ utilities, Pmompgsmﬁn-Pgswer Co., serving-WasIrfhmon.‘D.C.and gctiv' Energy, Pepco Energy Sarvic:ue: and Potomac Cap' inv.
MMM 0, WA NA. - NA | .adjgining areas of Maryland, and Coneciv, .which seves the Comp. 2003 deprec. rater 3.9%. Haes abowt 6.0B0 employees,
m% “N& 4273 NIA | peninsula-area of Delawars, Maryland and Virginia throisgh its Der- 60,000 common siockholdars. Chaiman, Pres. & CEO: Denis R
Ayl pers Fackoe WA N/A N/A | ‘marva Power & Lignt subsidiary and a southemn New Jersoy ares  Wrasse. inc. DE. Address: 701 Ninih St., NW., Wash., D.C.
% Changs Castomens &wrd} ‘NIA N/A ' N/A.| through Atlartic Gity Beetric. Eleciricity customars tota! 1.7 million; 20088, Tel.: 202-872-2000, Intemet: www,pepconakdings.com,
. : Pressures' on. Pepco Holdings’ cash ‘Management is striving o firm up the
Cov. 4 % pe P
::dmm(:;s Past .zaim 25132'0'01-5':3 flow bear watching. In 2000, Pepco-sold common eguity-to-total capital raiio.
Olchangepersh) 10V, 5Ym  -to D108 much of its generation base to Mirant Pepco is striving to maximize integration
Revenues = - - -- . M| Corp., a merchant company now in bank- benefite from the 2002 merger of regulated
E?.fnsi?‘ ?‘” - - g?é | ruptcy Last October,  Mirant won price Potomac Electric Power Company and
Dhvigonds Cos i 16.0% concessions on related standard offer sup- Conectiv assets. Operating savings are
Book Vae - - - V5% ’IIJ‘EA contracts frorn Pepco in aPsettlement cging from wor:lk proce};sg redesign, more
) F t agreement will pregsure Pepco’s free efficient materials purc smg, and staff
Eﬁ:L, ﬁgﬁmﬂ,ﬂﬂwézgi%“%1 .F:;',. cash flow into early 2005. The merchant  reductions.. Management is continuing
2001 B1170 20230 93604 14563 [TOG65 generator is also attempting to get out of with its.plan to cut debt by $1 billion dver:
o002 f4440 16013 21277 16075 |67 |-loDE-term purchase power contracts with.: the 2003-2007 period. Afurther firming’ of
.| 2003 hgp_gj 18984 21306 15136 |7271.3 |-Pepco. In light of a previous federal court - results at the company’s tnregulated ener-
2004 1764 1735° 2160 --1540.9 (7200 -| Tuling, though, .we do not believe that gy businesses and favorable regulatory
2005 825 1775 2295 .157% (7406 | Mirant will.-be successful in this endeavor. rtulings in a few upcoming rate cases
cal- EARNINGS PER SHARE A run| (f Mirant were to prevail, Pepco would ‘be - would ‘support this effort. We expect Pepco
ender Mar31 Jun3t Seép0 Decdt | ‘Year exposed- to significant unhedged purchase to-be able to raise its common:equity ratio
2001 - 71g] power obligations undex  contracts with by some 10 percentage points (into the low
2002 | 24 81 B 18 {79 | -FirstEnergy and - Panda-Brandywme) In 40% range) within the. .next three years.
2003 | 20 31 6 18 | {as} addition, Pepco's cash flow is under.pres- This would support an improved Financial
2000 | 30 33 69 18| 180| sure due fo higher capital spending needed Strength grade, .
2005 | 28 40 75 22 | t65|to -ensure distribution system .reliability The . high stock yield adequately
Cal- | QUARTERLY DVIDENDS PAID®w | Fupy’ emd other -costs,. which -cannot ‘be fully reflects Pepco’s operatung risk in our
andar mﬂrm "Jun.30 “Sep.30 Dac. _31 Year | Tecovered at subsidiaries still operating opinion. Recently, the issue’s share price
2000 - — === under ‘rate freeze- regu.latmn This regu-. fell due to investor concerns over the cash
awol | . .. .o . i lation will, however, expire aver the pext - flow pressures and possible Federal Re-
002 | - . 17 -5 .| 4| few years. Our estimates and prOJectmns serve credit tighténing. Pepeo’s rigk profile
008 | 25 25 25 2 1.0p ) consider the-likely ascenario of an. easmg of ghould strengthen ahead.
{ 2004. ‘25 the pressures on'free cash flow. . David M. Reimer June 4, 2004-J

(A] Based on dited shs. Ex¢l. nontecui: [ plan.-{C) Incl..def'd charges: '03, $9.05/sh. (D) | 7.7%. Feg. climale; Avg {F) 2000, 2001, and
dems: '00, S6¢: ‘01, 30¢; '03; d6Be. Nexi egs | In mill {E) Rate aliowed an com, ea. in MD:
Mt Cus late July. (B} Divios hist- paid in e | NJA; DC: 111% ('85); DEL: 11.5% (95); N.:
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% I 42 41| rages 6 ] 7 A 1 - dy. 148 281 [
Waeoey  5BE64  S5BEY 5718 . satiedtied I|.|u_|,;|,|l i 1 Sy 86.7 57.4
1988 [ 1985 1990 ] 1991 [ 1992 | 1993 [ 1994 | 1995 [ 1806 | 1897 | 1998 | 1989 | 2000 | 2001 [2002 | 2003 | 2004 | 2005 | © VALYE LINE PUB., INC, 10769

arar| aeos| 4275( 4833| 4755 | 46.97| 4662 | 97| S149| 5107 | 4889 4835 | 6258 | 7682 | 7925 |. 6732 | 71.05). 7.5 |Revenues persh 87.00

088 | 10| 702y 78| s16| 87| 74| Bio| 8o1| 69| esa| 77| 9m| | 9| 7B1| 670| 6.95("CashFlow" persh 750

754 53| 3s5| a22| 347 a13| 319 as4| 36| 3z | 200| 37| 428 42| sos| 207| 250 260 |Eamings persh 4 275

232 2m| 2! 24| 2s6| 266) 276| ose| 288l 268 | 288| 280 283 088 | 289| 288] 289| 289 |DivdDecidpersh s | 28

G03| G555 4Gt 453 473| 673 448| 431| 4% | 240 | 27| 247 | 545 03| 4D2[ 65| 505| 470 |CaplSpendingpersh | 335

3.01| 26.11) 2735 | 2884| 02| 30.06| 3039 3320) 26| 3156 | .74 | 3250 | 3400| ms4p ! s | 42| 60| 3330 |Book Value persh © 3280
7380 [ e8| VA8 | 1383| a03| 14.08 1408 1410 V10| 1331 | 1403 | VADS | 1408 [ TA12| 1427 | 1431 4.50| 1450 |Common Ghe Oulstg € | 1460

30| 53| 83| WA| 18| 13B| 15| 93| 4[| Wi | 183| 128| TG8| 15| 50| .16.0 | Boid figlres a |Avg ANT'1 PIE Ratio 140

25! 40| s2| 8| .| so| e8| e 71| 5| &5| 72! 70| 5| s2| 104| Vewaum Relgtive P/E Ratio 95
02% ) 8.2%! 78% | 72%| ba%! 62w | ean | a3 | 6% | oew | 59% | 6% | 62w | sew | e wme) Y™ [Avg Anw) Divd Yield 7.5%
CAFI’TALS';HUCTUHE s ol 120172 o | 88| 804 7280 7103 [ 862 | 6e00 | 9603 [1086a | visi0| 97| wese| 1090 Revenues {$mil) 1270
Total Debt $597.4 mill. Due in 5 Yrs. $152.1 . 482 | 504 [ 431 458 | 422 | Ep2 | 599 54| 4401 205 360[ 380 |Net Profit {Smilf) 40.0%
LTDebt$405.5mil, LT Interest S25.6mil. 3 5[ 54.9% | 55.2% | 47.4% | 56.0% | S6.0% | M.5% | 44.8% | 452% | 59.1% | 45.0% | 45.0% |Income Tax Rate 150%

Ti t : 3. B
i "“af"gnggp,’“;}’l;e;f’*\m el $14.6 mill T2% " 5.5% | 55% | A5% | 1.0% | A3% | 44% | 32% | 51% | 85% | 30% | 3.0% AFUDC%toNetProfit | 20%

60.6% | B2.8% | 60.8B% | 57.3% | 67.7% [ 50.5% | 52.2% | 49.9% | 45.0% | 50.1% | 50.5% | 50.5% |Long-Term Debi Ratio 56.5%

Penslon Assets-12/03 $259 mil. Obiig, $309 mill. | 35.7% | 32.7% | 35.1% | 38.0% | 37.7% | 44.6% | 47.8% | 50.1% | 55.0% | 49.9% | 49.5% | 49.5% |Common Equity Ratio 43.5%

1198.9 | 13462  1254.2 | 11548 | 19808 | 10265 [ 10013} 9986 ! 6778 | 9682) 680 930 | Total Caphtat ($miil) 875

Ptd Stack None 1_357.3 1345.7. [ 13223 | 12736 | 12284 | 5215 | 550.7 | 5484 | 5171 [ 5488 560 565 |Net Plant ($mill) 570

TA%|.61% | B1% ] 67% | 54% | 7% [ 7.9% | 8.1% ] 73% | 43% | &0%| 5.0% |Retumon Total Cap! 5.0%

Common Stock 14,387,205 shs. 102% | 10.1% { B.7% | 9.3% | B4% | 10.3% [ 12.5% [ 11.9% | 9.1% | 60% (| 75% | .8.0% [Retum on Shr. Equlty B.5%

. 104% | 11.0% | B7% ; 104% | 94% ) 114% | 125% | 11.9% | 91% ¢ 60%| 75% | 8.0% jRelumonComEquity 0| 85%

MARKET CAP: $550 miilion (Smali Cap} 14% | 20% S% | 12% | . 4% ] 25% | 4.0% | 3.8% £% | NMF| NMF| NMF |Retained to Com Eq NMF

ELECTRIC OPERATING STATISTICS 8% [ 82% ] 95% | 89% | 9% |. 78% | £8% | 68% 3% | NMF | 115% | 171% JAl Divids to Net Prof 104%

St oo <300} %002 2003 I"BUSINESS: UIL Holdings, parsni. of The United luminating Com-  American Payment Systems and Xcelecom. Fuel Costs: 41% of ev-

m(mﬂa\m 634 627 537 | pany, provides electrcity tn 320,000 customsrs in largely urban and  enuas; labor costs, 13%. ‘03 deprec. mate: 4,5%. Est'd plant age: 11

Mg indust Ravs, [&_: ] 880 892 862 | suburben southem Connectict. Revenus distibution: residential, years. Has 2,912 employess, 10,760 stockholders. Chairman, CEQ

mi’ﬂl‘mlm : NANA “ﬁ 45%; commercial, 40%; industrial, 13%; cthar, 2% Largestindustri- & President: Nathaniel D. Woodson. Inc.: Connecieut Address:

freain NA NA nA | @.customers: primary metals, fabrcated meta) products, trensporta- 157 Church Streel, P.O. Box 1564, New Haven, Connecticut
i&m&m&mﬂ] +4 +3 +.2 | lion squipment. Has two primary nonregulated business unilsr 0B506-0803. Tel: 203-495-2394. Internat: www.uil.com.

Foed Charge Gt [%) 313 a0 304 | UIL Holdings has contracted to sell its third interest, was hurt in 2003 by low en-

ao-ez] Wholly owned American Payment S8ys- ergy prices and high costs. A restructuring
;Nﬁmlb:gfs 1’;1?; 5? :,': Es:oqugmm tems (APS)-subsidiary, a leading pro- of debt should reduce the loss this year.
4.5%

Revenues 80% 25% | vider of electronic bill payment services in Cross-Sound Cable operations remain an
E%%frtr]: I;low 15%  20% -'%.%é | the U.S. Though APS revenues have unknown factor, due to a dispuie between
Dakieas 0% o “ni | Evown steadily since 1999, the last year it the state of Connecticut and the federal
Book Value 5% 20% -1.0% | made money was-in 2000. Since then, its Department of Energy. '

Cel- | QUARTERLY REVENUES S mik} | - Fun cost of sales hias increaged, and additional Earnings are on an upward path this
endar |Mar31 Jun.30 Sepdd Dec.d1| Yesr | ©XPenses have been incurred ' for legal year..Pension.costs will be Jowsr because
o1 | 2420 %625 3136 2675 |omss| Bervices to meet regulatory requirements. of a $45 million contribution to the fund at
o002 |258 2843 a4 oR7a |1131p | A8 @ result, UlL agreed to sell the out- the end of 2003. Too, the company will
2003 |2342 906 2696 2293 | oga7 | standing stock of APS to CheckFree for benefit frem increased conservation and
2004 | 2494 250 285 2856 |rpap | $110:mallion in cash. The deal does not in- load management allowances and from
2005 |265 25 300 260 |[i09p | clude APS' prepaid telephone business, reduced short-term debt after the sale of
Cal- EARNINGS FER SHARE & fan | Which UIL plans to sell separately. Pro- APS. Baséd on these positives, we es-
endar |Mar31 Jun30 Sepd0 Decdt| Year ceeds from the sale will be applied to pay timate 2 21% rise in 2004 earnings, to
2001 57 108 77 B | 41| down short-term debt. The transaction is $2.50 a share. Further gains in nonutility

02 | & 64 153 25 | 39| expected to close shorily. operations point to an uptick next year.
2003 a9 38 118 17 | 207 T‘he'pther noncore enterprises are be- The high yield is the stock’s chief at-
2004 A0 45 135 .30 | 25| ginming to show slight improvement. traction. But we think a dividend reduc-

2005 | 42 47 138 .33 | 260} Kcelecom, a supplier of voice-data-video tiom would be advisable, since the payout
Col- | QUARTERLY DIVIDENDSPAIDB= | oy | B€TVices, was unprofitable in 2003 because probably won't be earned in the next 3'to 5
endar |Mar31 Jun30 Sep30 Dec3t| Year -of contract cancelatmn_s and’ increased years. Still, unless adverse events mate-
2000 72 72 32 72 | 29| Sompetition for fewer jobs. But an in- rially affect cash flow, the directors plan to
2001 73 72 72 7 | nggl| creased backlog of ordera indicates it may maintain the disbursement. We're not sure -
2002 m 72 0 w5 | ogs| contribute about $0.10 a share te corpo- theyll be able to do so. Thus, we'd avoid
2008 | 72 72 72 72 | 28| rate net this year. The United Bridgeport investing here, for now.

2604 72 12 Energy plant, in which UIL has a one- Arthur H. Medalie June 4, 2004
{A) EPS basic. Exel nonrecur, gains (losses): | (B) Divds historically paid in early Jan., sarly | cosi. Rete allowed on common equity n 02 | Company's Financlal Strength B+
88 net, (S2.51); B9, ($11.22); "1, 45¢; '92, | Apdl, eary July, and sariy Ocl. » Div'e reinvest. | 10.45%. Eamed ¢n average common equity in Stm:l‘:‘aan }!rlce Stablliity ! %0
53¢, '93, (56¢); "04, (10¢): ‘96, 26¢; '00, net 6<; |.plan avail, [C) Incl. deterrad chgs. & regul. as- '02: 6.1%. Regui. Ciim.. Average. (E} In mi- [ Price Growth Persistence 50
03, {a4c). Nex egs, epont due fats July. | j sets. In '03: §50.81/sn. {D) Rate base: orig. | Fons. Eamings Predictability : 70
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THE PUBgSHEFl IS NOT RESFONSIBLE FOR ANY ERADRS OR OMISSIONS HEREIN, This pubbeation & slncty for SUbserder's own, non-commersial, intemal use. No part

To . 3 o o .;
o & may TEPTOECAT, festr, Sored o7 tEnsmitied in any pooled, BRCIONC OF Bher oMy, ot e K genstatrg Of TRUNBtNG ATy OTEd Of Blacimn pubicelon, senvics of procuct. 1N subscribe l'.'ar" 1 800-833[1045‘




PPL Electric
Cross Examination
Exhibit _Z~

'57//0/0 < /‘/éf NS

Earnings per Share Growth Rates

using OCA witness Kahal's procedure e —~ oo H 92 55
Growth
2004 2008 Rate
C.H. Energy $ 285 $ 275 -0.89%
Consolidated Ed. $ 280 $ 280 1.87%
Duquesne Light $§ 110 $ 180 9.82%
Energy East $ 130 $ 175 7.71%
Northeast Utilities $ 140 $ 215 11.32%
NSTAR $ 355 $ 4.00 3.03%
PEPCO Holdings $ 1.50 $ 220 10.05%
uiL $ 250 § 275 o 2.41%
Average - 5.67%
Central Vermont $ 165 $ 200 4.93%
Green Mountain $ 210 $ 240 3.39%
Average 5.36%
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Consensus Forecasts Of U.S. Interest Rates And Key Assumptions'

History Consensus Forecasts-Quarterly Avg.

-——-Average For Week Ending——- ——Average For Month-— LatestQ | 3Q 4Q 1Q 20 3Q 4Q

Interest Rates July23 July 16 July9® July2  Jume . Mav.....Apr. 202004.]-2004 2004 2005 2005 2005 2003
Federal Funds Raie 1.25 1.25 1.28 1.1} 1.03 1.00 1.00 1.00 14 19 23 27 31 36
Prime Rate 4.25 4.35 4.00 4.00 4.00 4.00 4.00 4.00 44 49 53 57 62 6.6
LIBOR, 3-mo. 1.63 [.6] i.58 1.60 1.49 1.25 L.15 1.28 1.7 22 2.6 30 34 38
Commercial Paper, 1-mo.  1.3] 1.26 1.2% 1.26 1.13 1.00 1.00 1.03 15 2.0 2.4 28 33 .6
Treasury bill, 3-mo. 1.36 1.34 1.30 1.32 1.29 1.04 0.96 1.09 1.5 1.9 24 28 32 36
Treasury bill, §-mo. 1.70 1.68 1.65 1.69 1.64 1.33 1.1 1.34 1.8 22 26 30 34 38
Treasury bill, 1 yr. 212 2.07 2.4 2.4 212 1.78 1.43 1.76 22 26 3.0 34 37 41
Treasury note, 2 yr. 2.66 2.58 2.56 2.71 2.76 253 2.07 2.45 28 3: 35 39 41 44
Treasury note, 5 yr. 3.67 3.64 3.65 381 31.93 385 3.39 373 39 43 45 47 50 51
Treasury note, 10 yr. 4.46 4.47 4,49 4.63 4.73 4,72 435 4.61 4.7 5.0 5.2 34 5.6 5.7
Treasury note, 20 yr. 520 522 524 535 545 546 520 537 | 54 56 58 59 60 6.l
Corporate Aaa bond 5.78 5.81 5.83 592 6.01 6.04 5.73 5.94 68 62 64 66 68 69
Corporate Baa bond 6.58 6.60 6.63 6.7 6.78 6.75 6.46 6.67 68 70 72 14 15 16
State & Local bonds 4.84 4.85 4.81 498 5.05 5.07 4.82 498 5.0 5.2 54 558 57 5.8
Home mortgage rate 598  6.00 6.01 6.21 6.29 6.27 5.83 6.13 62 65 67 69 11 12
History Consensus Forecasts-Quarterly Avg.

3Q 4Q 1Q 2Q 3Q 4Q 1Q 20 3Q 4@ 1Q 20 30 49Q

Key Assumptions 2002 2002 2003 2003 2003 2003 2004 2004 | 2004 2004 2005 2005 2003 2005

Major Currency index 100.0 1000 95.1 90.8 90.7 878 853 88.0 §7.3 873 873 8§73 874 816
Real GDP 26 0.7 1.9 4.1 7.4 42 4.5 3.0 43 42 38 37 35 34
GDP Price Index 177 20 2.7 11 1.4 1.6 2.8 3.2 21 20 21 a1 22 2l
Consumer Price [ndex 22 2.0 38 0.7 2.4 0.7 35 4.8 2.6 2.3 2.3 24 25 24

'Individual panel members' forecasts are on pages 4 thraugh 9. Historical data for interest rates except LIBOR is from Federal Reserve Relense (FRSR) H.15. LIBOR qumes avail-
able lrom The Wall Streer Junrnal, Definitions reporied here are same as those in FRSR H.15. Treasury yields are reported on & constant maturity basis, | listarical data for the US.
Federal Reserve Board's Major Cumrency Index is from FRSR H.10 and G.3. Histerical data for Real GDP and GDP Chained Price Index are from the Bureau of Ecenemic Analysis
{BEA}. Consumer Price Index {CPI) history is from the Deparument af Labor's Burcau of Labor Svavistics (BLS).

U.S. 3-Mo. T-Bills & 10-Yr. T-Note Yield

U.S. Treasury Yieid Curve n
week ended July 23, 2004 and Year Ago .
30 2004 and 40 2005 Consansus forecas T {Quarterly Average) History ! Forecast
7.00 & - - r 7.50
6.50 Year Ago 5.50 7 T 7.00
6.00 ~X—Weeak anded 7/23/04 6.00 E £ 6.50
—¢——Consensus 4Q 2005 ' ggg T Consansus \ T ggg
——j— Consensus 3Q 2004 500 £ F 5.00
- =4.50 + 4.50
g #4400+ + 4.00
o ] + 1T
o a ggg 1 10-¥r, T-Note i ggg
2:50 ;_ Yield, Consensus “_:_ 2:50
200 (N NG £ 200
1.50 3 : Y f 150
. y 3-Month Traasury S ¥ [
1.00 4 8ill Yield e T 1.00
0.50 ettt 0.50
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Corporate Bond Spreads U.S. Treasury Yield Curve
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Standard & Poor's Ratings Services has assigned new business profile scores to
U.S. utility and power companies to better reflect the relative business risk among
companies in the sector. Standard & Poor's also has revised its published risk-
adjusted financial guidelines. The new business scores and financial guidelines do
not represent a change to Standard & Poor's ratings criteria or methodology, and

no ratings changes are anticipated from @ 08 ghg@eg ’é;?c@e Cores or revised

financial guidelines.

AUG 18 2004

New Business Profile Scores and Revised Financial Guidelines
Standard & Poor's has always monitored changes in the industry and altered its
business risk assessments accordingly. This is the first time since the 10-point
business profile scale for U.S. investor-owned utilities was implemented that a
comprehensive assessment of the benefits and the application of the methodology
has been made. The principal purpose was to determine if the methodology
continues to provide meaningful differentiation of business risk. The review
indicated that while business profile scoring continues to provide analytical benefits,
the complete range of the 10-point scale was not being utilized to the fullest extent.

Standard & Poor's has also revised the key financial guidelines that it uses as an
integral part of evaluating the credit quality of U.S. utility and power companies.
These guidelines were last updated in June 1999. The financial guidelines for three
principal ratios (funds from operations (FFO) interest coverage, FFO to total debt,
and total debt to total capital) have been broadened so as to be more flexible.
Pretax interest coverage as a key credit ratio was eliminated.

Finally, Standard & Poor's has segmented the utility and power industry into sub-
sectors based on the dominant corporate strategy that a company is pursuing.
Standard & Poor's has published a new U.S. utility and power company ranking list
that reflects these sub-sectors.

There are numerous benefits to the reassessment. Fuller utilization of the entire 10-
point scale provides a superior relative ranking of qualitative business risk. A
simultaneous revision of the financial guidelines supports the goal of not causing
rating changes from the recalibration of the business profiles. Classification of
companies by sub-sectors will ensure greater comparability and consistency in
ratings. The use of industry segmentation will also allow more in-depth statistical
analysis of ratings distributions and rating changes.
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The reassessment does not represent a change to Standard & Poor's criteria or
methodology for determining ratings for utility and power companies. Each business
profile score should be considered as the assignment of a new score; these scores
do not represent improvement or deterioration in our assessment of an individual
company's business risk relative to the previously assigned score. The financial
guidelines continue to be risk-adjusted based on historical utility and industrial
medians. Segmentation into industry sub-sectors does not imply that specific
company characteristics will not weigh heavily into the assignment of a company's
business profile score.

Back to Top

Results

Previously, 83% of U.S. utility and power business profile scores fell between '3'
and '6', which clearly does not reflect the risk differentiation that exists in the utility
and power industry today. Since the 10-point scale was introduced, the industry has
transformed into a much less homogenous industry, where the divergence of
business risk--particularly regarding management, strategy, and degree of
competitive market exposure--has created a much wider spectrum of risk profiles.
Yet over the same period, business profile scores actually converged more tightly
around a median score of '4'. The new business profile scores, as of the date of this
publication, are shown in Chart 1. The overall median business profile score is now
'5',

Chart 1

Distribution of Business Profile Scores

% of Companies

18

16

14

12
10

New Business Profile Scare
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Table 1 contains the revised financial guidelines. it is important to emphasize that
these metrics are only guidelines associated with expectations for various rating
levels. Although credit ratio analysis is an important part of the ratings process,
these three statistics are by no means the only critical financial measures that
Standard & Poor's uses in its analytical process. We also analyze a wide array of
financial ratios that do not have published guidelines for each rating category.

Table 1 Revised Financial Guidelines

IFunds from operations/interest coverage (i);

Business Profile AA A BBB BB

1 3 2.5 25 1.5 1.5 1

2 4 3 3 2 2 1

3 4.5 35 35 25 25 1.5 1.5

4 5 4.2 4.2 3.5 3.5 2.5 2.5 1.5
5 5.5 4.5 4.5 38 3.8 28 2.8 1.8
6 4] 5.2 52 42 42 3 3

7 B 6.5 6.5 4.5 45 32 3.2 2.2
8 10 7.5 7.5 5.5 5.5 35 3.5 2.5
9 10 7 7 4 4 2.8
10 11 8 8 5 5

!Fund’s from aperation/total debt {%)}

Business Profile AA A BBB BB

1 20 15 15 10 10 5

2 25 20 20 12 12 8

3 30 25 25 15 15 10 10

4 35 28 28 20 20 12 12

5 40 30! 30 22 22 15 15 10

6 45 35 35 28 28 18 18 12

7 55 45 45 30 30 24 20 15

8 70 55 55 40 40 25 25 15

9 65 45 45 30 30 20

10 70 55 55 40 40 25 -

fTota.' debt/total capital (%)

Business Profile AA A BBB BB

1 48 55 55 60 60 70

2 45 52 52 58 58 638

3 42 50 50 55 55 65 65 70
] 4 38 45 45 52 52 62 62 68

5 35 42, 42, 50 | 50§ 60 80 85

(3 of 19)
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6 32 40 40 48 48 58 58 62
7 30 38 38 45 45 55 55 60
8 25 35 35 42 42 52 52 58
9 32 40 40 50 50 55
10 25 35 35 48 48 52

(4 of 19)

Again, ratings analysis is not driven solely by these financial ratios, nor has it ever
been. In fact, the new financial guidelines that Standard & Poor's is incorporating
for the specified rating categories reinforce the analytical framework whereby other
factors can outweigh the achievement of otherwise acceptable financial ratios.
These factors include:

e & 0 0 o

Effectiveness of liability and liquidity management;

Analysis of internal funding sources;

Return on invested capital;

The record of execution of stated business strategies;

Accuracy of projected performance versus actual results, as well as the
trend;

Assessment of management's financial policies and attitude toward credit;
and

Corporate governance practices.

Charts 2 through 6 show business profile scores broken out by industry sub-sector.
The five industry sub-sectors are:

Transmission and distribution--Water, gas, and electric;

Transmission only--Electric, gas, and other;

Integrated electric, gas, and combination utilities;

Diversified energy and diversified nonenergy; and

Energy merchant/power developer/trading and marketing companies.
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Chart 2

Transmission and Distribution--Water, Gas, and
Etectric

% of Companies
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Chart3

Transmission Only--Electric, Gas, and Other
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Chart4

Integrated Electric, Gas, and Combination Utilities

% of Companies
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Charts

Diversified Energy and Diversified Non-Energy

% of Campanies

35

30

25

20

15

10

Business Profile Score

(8 0of 19)



New Business Profile Scores Assigned for U.S. Utility and Power Companies; Financial Guidelines Revised

(9 of 19)

Chart6

Energy Merchant'Developers/Trading and Marketing

% of Companies

40

35

30

2 3 4
Business Profile Scores

The average business profile scores for transmission and distribution companies
and transmission-only companies are lower on the scale than the previous
averages, while the average business profile scores for integrated utilities,
diversified energy, and energy merchants and developers are higher.

The Appendix provides the company list of business profile scores segmented by

_industry sub-sector and ranked in order of credit rating, outlook, business profile

score, and relative strength.

Back to Top

Business Profile Score Methodology

Standard & Poor's methodology of determining corporate utility business risk is
anchored in the assessment of certain specific characteristics that define the sector.
We assign business profile scores to each of the rated companies in the utility and
power sector on a 10-point scale, where '1" represents the lowest risk and 10’ the
highest risk. Business profile scores are assigned to all rated utility and power
companies, whether they are holding companies, subsidiaries or stand-alone
corporations. For operating subsidiaries and stand-alone companies, the score is a
bottom-up assessment. Scores for families of companies are a composite of the
operating subsidiaries' scores. The actual credit rating of a company is analyzed, in
part, by comparing the business profile score with the risk-adjusted financial
guidelines.
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For most companies, business profile scores are assessed using five categories;
specifically, regutation, markets, operations, competitiveness, and management.
The emphasis placed on each category may be influenced by the dominant strategy
of the company or other factors. For example, for a regulated transmission and
distribution company, regulation may account for 30% to 40% of the business
profile score because regulation can be the single-most important credit driver for
this type of company. Conversely, competition, which may not exist for a
transmission and distribution company, would provide a much lower proportion
(e.g., 5% to 15%) of the business profile score.

For certain types of companies, such as power generators, power developers, oil
and gas exploration and production companies, or nonenergy-related holdings,
where these five components may not be appropriate, Standard & Poor's will use
other, more appropriate methodologies. Some of these companies are assigned
business profile scores that are useful only for relative ranking purposes.

As noted above, the business profile score for a parent or holding company is a
composite of the business profile scores of its individual subsidiary companies.
Again, Standard & Poor's dees not apply rigid guidelines for determining the
proportion or weighting that each subsidiary represents in the overall business
profile score. instead, it is determined based on a number of factors. Standard &
Poor's will analyze each subsidiary's contribution to FFQO, forecast capital
expenditures, liquidity requirements, and other parameters, including the extent to
which one subsidiary has higher growth. The weighting is determined case-by-case.

Back to Top

Appendix: U.S. Utility and Power Company Ranking List

;U%S“..‘Utility‘ahdPoWer‘-Coﬁ\pahy, Rariking/Cist _
Company Corporate Credit Rafing Business Prof;lle
1. Regulated Transmission and Distribution - Electric, Gas, and Water[

Baton Rouge Water Works Co. (The} AA/Stable/-- 1
Nicor Gas Co. AA/Stable/A-1+ 2
Nicor Inc. AA/Stable/A-1+ 3
Washington Gas Light Co. AA-/Stable/A-1+ 2
WGL Holdings Inc. AA-{Stable/A-1+ 3
New Jersey Natural Gas Co. A+/Stable/A-1 1
Aqua Pennsylvania A+/Stable/— 2
KeySpan Energy Delivery Long Island A+/Negative/-- 1
KeySpan Energy Delivery New York A+/Negative/-- 1
Elizabethtown Water Co. A+/Negative/-- 2
California Water Service Co. A+/Negative/-- 3
Questar Gas Co. A+/Negative/-- 3
Southern California Gas Co. \ A/Stable/A-1 1
Boston Edison Co. * AfStable/A-1 1

{10 of 19)
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| Commonwealth Electric Co. AJStable/-- 1
Cambridge Electric Light Co. AJ/Stable/-- 1
NSTAR A/Stable/A-1 1
Massachusetts Electric Co. A/Stable/A-1 1
Narragansett Etectric Co. A/Stable/A-1 1
Northwest Natural Gas Co. A/Stable/A-1 1
Connecticut Water Service Inc. AJStable/ -- 2
Conneclicut Water Co. (The) A/Stablef — 2
Aquarion Co. AfStable/-- 2
Aquarion Water Co. of Connecticut A/Stable/-- 2
NSTAR Gas Co. A/Stable/-- 2
Piedmont Natural Gas Co. Inc. A/Stable/A-1 2
National Grid USA AJStable/A-1 2
ﬁ?solidated Edison Co. of New York A/Stable/A-1 2
Orange and Rockiand Utilities Inc. A/Stable/A-1 2
Rockland Electric Co. A/Stable/-- 2
Consolidated Edison Inc, A/Stable/A-1 2
Laclede Gas Co. - A/Stable/A-1 3
Laclede Group Inc, A/Stable/-- 3
Atlantic City Sewerage Co. AJ/Stable/-- 3
Niagara Mohawk Power Corp. A/Stable/-- 3
Cenfral Hudson Gas & Electric Co. AfStable/-- 3
American Water Capital Corp. AfNegative/ 2
Boston Gas Co. A/Negative/- 2
Colonial Gas Co. A/Negative/—- 2
Middlesex Water Co. AfNegative/-- 3
York Water Co. (The) A-[Stable/-- 2
Alabama Gas Corp. A-{Stable/-- 2
Atlanta Gas Light Co. A-/Stable/-- 2
Public Service Co. of North Carolina Inc. | A-/Stable/A-2 2
Wisconsin Gas Co. A-/Stable/A-2 2
North Shore Gas Co. A-IStable/A-2 2
Peaples Gas Light & Coke Co. A-/Stable/A-2 2
ONEOK Inc. A-[Stable/A-2 6
Indiana Gas Co. Inc. A-Negative/-- 1
Southern Californta Water Co. A-/Negative/- 3
American States Water Co. A-INegativel- 3

§ United Water New Jersey A-/Negative/-- 4

]
+




New Business Profile Scores Assigned for U.S. Utility and Power Companies; Financial Guidelines Revised

{12 of 19)

United Waterworks A-Negative/- 4
PPL Electric Utilities Corp. A-/Negative/-— 4
Commonwealth Edison Co. A-fNegative/A-2 4
PECO Energy Co. A-fNegative/A-2 4
Central lllinois Public Service Co. A-/CW-Neg/- 3
Woestern Massachusetts Eleciric Co. BBB+/Stable/- 1
Cascade Natural Gas Corp. BBB+/Stable/—

South Jersey Gas Co. BBB+/Stabie/—

Baltimore Gas & Electric Co.

BBB+/Stable/A-2

Connecticut Natural Gas Corp. BBB+/Negative/-
Southern Connecticut Gas Co. BBB+/Negative/—
Central Maine Power Co. BBB+/Negative/--
Atlantic City Electric Co. BBB+/Negative/A-2
Potomac Electric Power Co. BBB+/Negative/A-2
Delmarva Power & Light Co. BBB+/Negative/A-2
Yankee Gas Services Co. BBB+/Negative/--
Connecticut Light & Power Ca. BBB+/Negative/--
UGI Utilities Inc. BBB+/Negative/--
Bay State Gas Co. BBB/Stable/--

AEP Texas Central Co. BBB/Stabie/--

AEP Texas North Co. BBB/Stable/--

Southwest Gas Corp.

BBB-/Stable/--

Wi wiwlwlwloININIBR]|lWIWIWlW]WWlWlWw]lw]lwln] o

TNUI Utilities Inc.

i BB/CW-Dev/-

Columbus Southern Power Co, BBB/Stable/--

Ohio Power Co. BBB/Stable/--

Public Service Electric & Gas Co. BBB/Stable/A-2

Oncor Electric Delivery Co. BBB/Negativer/-

Southern Unicon Co. BBB/Negative/--

Efgterpoint Energy Houston Electric BBB/Negative/~ 3

CenterPoint Energy Resources Corp. BBB/Negative/-- 3

Duquesne Light Co. BBB/Negative/ 4

Dugquesne Light Holdings Inc. BBB/Negative/ -- 5

TXU Gas Co. BBB/CW-Dev/— 3

Jersey Central Power & Light Co. BBB-/Stable/-- 4

Metropolitan Edison Co. BBB-/Stable/-- 4

Pennsylvania Electric Co. BBB-/Stable/-- 4

Texas-New Mexico Power Co. BB+/Stable/-- 4

AmeriGas Partners L.P. BB+/Stable/-- 7
4
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Southern Natural Gas Co.

| B-/Negative/--

I Suburban Propane Partners L.P, BB-/Stable/- 8
Star Gas Partners L.P. BB-/Stable/- B
SEMCO Energy Inc. BB-/Negative/-- 5
Ferrellgas Partners L.P. BB-/Negative/-- 8
Potomac Edison Co. B/Stable/-- 3
West Penn Power Co. B/Stabie/- 3
llinova Corp. B/Negative/-- 7
NorthWestern Corp. D/NM/-- 7

2. Transmission Only - Electric, Gas, and Other;

Questar Pipeline Co. A+/Negative/-- 3
System Operator ner o | wstavter- 1
American Transmission Co. A/Stable/A-1 1
New England Power Co. A/Stable/A-1 1
Colonial Pipeline Co. A/Stable/A-1 3
Dixie Pipeline Co. A1 3
Plantation Pipeline Co.’ /A1 3
Explorer Pipeline Co. AfStable/A-1 4
Northern Natural Gas Co. A-/Positive/-- 2
Buckeye Partners L.P, A-fStable/-- 4
Kern River Gas Transmission Co. A-/Negative/- 3
Northern Border Pipeline Co. A-fCW-Neg/-- 2
Texas Gas Transmission LLC BBB+/Stable/— 3
Iroquois Gas Transmission System L.P. | BBB+/Stable/-- 3
Florida Gas Transmission Co. BBB/Stable/-- 2
International Transmission Co. BBB/Stable 2
ITC Holding Corp. BBB/Stable 2
Texas Eastem Transmission L.P, BBB/Stable/-- 3
Panknergy Corp. BBB/Stable/-- 3
TE Products Pipeling Co. L.P. BBB/Stable/-- 4
TEPPCO Partners L.P. BBB/Stable/-- 4
Panhandle Eastern Pipeline LLC BBB/Negative/-- i
Noark Pipeline Finance LLC BBB/Negative/-- 4
Southern Star Central Gas Pipeline Inc. } BB/Stable/-- 3
Transwestern Pipeline Co. BB/CW-Dev/-- 4
Transcontinental Gas Pipe Line Corp. | B+/Negative/-- 2
Northwest Pipeline Corp. B+/Negative/-- 2
Colorado Interstate Gas Co. 1 B-/Negative/-- 2

2
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;_Ameren Corp.

ANR Pipeline Co. B-/Negative/-- 3
Tennessee Gas Pipeline Co. B-/Negative/-- 3
£l Paso Tennessee Pipeline Co. B-/Negative/- 3
E! Paso Natural Gas Co. B-/Negative/— 4
Gas Transmission-Northwest Corp. CCICW-Pos/-- 2
3. Integrated Electric, Gas, and Combination Utilities

Wisconsin Public Service Corp. AA-/Stable/A-1+ 4
Madison Gas & Electric Co. AA/Negativel/A-1+ 4
Southern Co. A/Stable/A-1 4
Georgia Power Co. A/StablefA-1 4
Alabama Power Co. A/Stable/A-1 4
Mississippi Fower Co. A/StablesA-1 4
Gulf Power Co, AlStable/- 4
Savannah Electric & Power Co. A/Stable/-- 4
San Diego Gas & Electric Co. A/Stable/A-1 5
MidAmerican Energy Co. A/Stable/A-1 5
Questar Corp. —I--1A-1 5
Equitable Resources Inc. A/Stable/A-1 6
Florida Power & Light Co. A/Negative/A-1 4
South Carolina Electric & Gas Co. A-/Stable/A-2 4
SCANA Corp. A-/Stable/-- 4
Wisconsin Electric Power Co. A-/Stable/A-2 4
AGL Resources Inc. A-/Stable/A-2 4
g::g::;;Electric & Power Co. (Dominion A-/Stable/A2 5
Idaho Power Co. A-/Stable/A-2 5
IDACORP Inc. A-IStablefA-2 5
Energen Corp. A-/Stable/-- 6
Vectren Utility Holdings Inc. A-/Negative/A-2 3
Wisconsin Power & Light Co. A-{Negative/A-2 4
Atmos Energy Corp. A-INegative/A-2 4
Southern Indiana Gas & Electric Co. A-/Negative/-- 5
Montana-Dakota Utilities Co. A-INegative/-- 5
PacifiCorp A-/Negative/A-2 5
Northern Border Partners L.P. A-/CW-Neg/-- 4
Central llinois Light Co. A-/CW-Neg/-- 5
CILCORP A-{CW-Neg/-- 5
Union Electric Co. A-ICW-Neg/A-2 5

| A/CW-Neg/A-2 5
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I Cincinnati Gas & Electric Co. BBB+/Stable/A2- 4
Qklahoma Gas & Electric Co. BBB+/Stable/A-2 4
Northern States Power Wisconsin BBB+/Stable /A-2 5
Kentucky Utilities Co. BBB+/Stable/A-2 5
Louisville Gas & Electric Co. BBB+/StablefA-2 5
Allete inc. BBB+/Stable/A-2 5
Wisconsin Energy Corp. BBB+/Stable/A-2 5
PSt Energy Inc. BBB+/Stable/A-2 5

. Union Light Heat & Power Co. BBB+/Stable/-- 5
Hawaiian Electric Co. Inc. BBB+/Stable/A-2 6
Enogex Inc. BBB+/Stable/- 6
National Fuel Gas Co. BBB+/Stable/A-2 7
Energy East Corp. BBB+/Negative/--A2 3
RGS Energy Group Inc, BBB+/Negative/-- 4
Rochester Gas & Electric Corp. BBB+/Negative/— 4
Michigan Consolidated Gas Co. BBB+/Negative/A-2 4
Interstate Power & Light Co. BBB+/Negafive/A-2 5
Public Service Co. of New Hampshire BBB+/Negative/-- 5
EéPrTEb Pipe Line Cperating Partnership BBB+/Negative/— 5
Consolidated Natural Gas Co. BBB+/Negative/A-2 6
Detroit Edison Co. BBB+/Negative/A-2 6
Questar Market Resources Inc. BBB+/Negative/— 8
Portland General Electric Co. BBB+/CW-Neg./A-2 5
Columbia Energy Group BBB/Stable/-- 3
NiSource Inc. BBB/Stable/-- 4
Xcel Energy Inc. BBB/Stable/A-2 5
Public Service Co. of Golorado BBB/Stable /A-2 5
Northern States Power Co. BBB/Stable /A-2 5
Southwestern Public Service Co. BBB/Stable /A-2 5
Appalachian Power Co. BBB/Stable/-- 5
Kentucky Power Co. BBB/Stable/-- 5
Public Service Co. of Oklahoma BBB/Stable/-- 5
Southwestern Electric Power Co. BBB/Stable/-- 5
Northern Indiana Public Service Co. BBB/Stable/-- 5
Entergy Arkansas Inc. BEB/Stable/-- 5
Entergy Louisiana Inc. BBB/Stable/-- 5

| Progress Energy Florida ] BBB/Stable/-- 5

.. Progress Energy Carolinas Inc. BBB/Stable/A-2 5

i
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Kansas City Power & Light Co. BBB/Stable/A-2
PNM Resources Inc. BBB/Stable/-
Southern California Edison Co. BBB/Stable/A-2
Empire District Eleciric Co. BBB/Stable/A-2
Entergy Mississippi Inc. BBB/Stable/--
Entergy New Orleans Inc. BBB/Stable/-
Duke Energy Field Services LLC BBB/Stable/A-2
Arizona Public Service Co. BBB/Negative/A-2
TXU U.S. Holdings Co. BBB/Negative/--

Pinnacle West Capital Corp.

BBB/NegativelA-2

Cleco Power LLC

BBB/Negative/A-3

Puget Sound Energy Inc.

BBEB-/Positive/A-3

Puget Energy Inc.

BEB-/Positive/—

Green Mountain Power Corp.

BBB-/Stable/-

Public Service Co. of New Mexico

BBB-/Stable/A-2

Pacific Gas & Electric Co.

BBB-/Stablef --

Cleveland Eiectric llluminating Co.

BBB-/Stable/--

Ohio Edison Co.

BBB-/Stabie/--

Toledeo Edison Co.

BBB-/Stable/--

Pennsylvania Power Co.

BBB-/Stable/--

El Paso Electric Co.

BBB-/Stable/--

Central Vermont Public Service Corp.

BBB-/Stabie/--

Entergy Gulf States Inc.

BBB-/Stable/--

System Energy Resources Inc.

BBB-/Stable/--

Tampa Electric Co.

BBB-/Negative/A-3

Black Hills Power Inc.

BBB-/Negative/--

Westar Energy Inc. BB+/Positive/~
Kansas Gas & Electric Co. BB+/Positive/—
Indianapolis Power & Light Co. BB+/Stable/--
IPALCO Enterprises Inc. BB+/Stable/--
Enterprise Products Operating L.P, BB+/Stable/-
Enterprise Products Pariners L.P. BB+/Stable/-

GulfTerra Energy Partners L.P.

BB+/CW-Neg/--

Consumers Energy Co. BB/Negative/--
Tucson Electric Power Co. BB/CW-Neg/--
Dayton Power & Light Co. BB-/CW-Neg/ -
Monongahela Power Co. B/Stable/--
Nevada Power Co. B+/Negative/—
!Sierra Pacific Power Co. B+/Negative/--
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Sierra Pacific Resources

B+/Negative/--

'4. Diversified Energy and Diversified Non-EnerEf;

WPS Resaurces Corp.

A/Stable/A-1

KeySpan Corp.

A/Negative/A-1

FPL Group Inc. A/Negative/--
Peoples Energy Cormp. A-/Stablg/A-2
Vectren Corp. A-INegative/--
PacifiCorp Holdings Inc. A-/Negative/--
Exelon Carp. A-fNegative/A-2

MDU Resources Group Inc.

A-INegative/A-2

Centennial Energy Holdings Inc.

A-/Negative/A-2

Qtter Tail Corp.

A-/Negative/—

Kinder Morgan Energy Partners L.P.

BBB+/Stable/A-2

Northeast Utilities BBB+/Stable/--
OGE Energy Corp. BBB+/Stable/A-2
LG&E Energy Corp. BBB+/Stable/--
Cinergy Corp. BBB+/Stabie/A-2
Constellation Energy Group inc. BBB+/Stable/A-2
Sempra Energy BEB+/Stable/A-2
Pepco Holdings Inc. BBB+/Negative/A-2
Conectiv BBB+/Negative/--
Alliant Energy Corp. BBB+/Negative/A-2
DTE Energy Co. BBB+/Negative/A-2
Dominion Resources Inc. BBB+/Negative/A-2

Kinder Morgan inc.

BBB/Stable/A-2

American Electric Power Co. Inc.

BBB/Stable/A-2

Entergy Corp.

BBB/Stable/--

Hawaiian Electric Industries Inc.

BBB/Stable/A-2

Progress Energy Inc.

BBB/Stable/A-2

PPL Corp. BBB/Stable/--

Public Service Enterprise Group Inc. BBB/Stable/A-2
Great Ptains Energy Inc. BBB/Stable/--

Duke Energy Corp. BBB/Stable/A-2
Duke Capital Corp. BBB/Stable/A-2
TXU Corp. BBB/Negative/--
Centerpoint Energy Inc. BBB/Negative/--

Cleco Corp. BBB/Negative/A-3
Potomac Capital Investment Corp. BBB/Negative/- }
. MidAmerican Energy Holdings Co. | BBB-/Positive/-- ;
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FirstEnergy Corp. BBB-/Stable/-- 6
TECO Energy Inc. BBB-/Negativel/A-3 5
Black Hills Corp. BBB-/Negative/-- 8
Avista Corp. BB+/Stable/—- 6
Edison International BB+/Stable/-- 6
TNP Enterprises BB+/Stable/-- 6
New York Water Service Corp. BB/Stable 7
CMS Energy Corp. BB/Negative/-- 7
DFL Inc. BB- /CW-Neg/-- 8
Wiliiams Companies Inc. (The) B+/Negative/-- 8
Allegheny Energy [nc. B/Stable/-- 7
Dynegy Inc. B/Negative/-- 8
Dynegy Holdings Inc. B/Negative/-- 9
El Paso CGP Corp. B-/Negative/-- 6
Aquila Inc. B-/Negative/-- 8
El Paso Corp. B-/Negative/-- 8
5. Energy Merchants/Power Developers/Trading and Ma.nfﬂatﬁ'ng,-‘I
Entergy-Koch L.P. A/Siable/-- 9
KeySpan Generation LLC A/Negative/— 5
FPL Group Capital A/Negative/A-1 8
Exelon Generation Co. A-/Negative/A-2 8
AmerenEnergy Generating Co. A-ICW-Neg/-- 8
Southern Power Co. BBB+/Stable/— 6
LG&E Capital Corp. BBB+/Stable/A-2 9
Alliant Energy Resources Inc. BBB+/Negative/-- 9
American Ref-Fuel Co. LLC BBB/Stable/-- 6
PSEG Power LLC BBB/Stable/-- 8
PPL Energy Supply LLC BBB/Stable/-- 8
TXU Energy Co. LLC BBB/Negative/—- 7
Duke Energy Trading and Marketing LLC | BBB-/Negative/-- 10
Northeast Generation Company BB+/Negative/— 9
Cogentrix Energy BB-/Stable/- 6
PSEG Energy Holdings inc. BB-/Stable/-- 9
AES Corp. B+/Stable/~ 9
NRG Energy Inc. B+/Stable 9
Allegheny Energy Supply Co. LLC B/Stable/-- 8
Reliant Resources Inc, B/Negative/— 8
Calpine Corp B/Negative/-- 8
1 Edison Mission Energy B/Negative/- -9
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Orion Power Holdings Inc BiNegative/- g
Reliant Energy Mid-Atlantic Power ativel- 9
Holdings LLC B/Neg

Mirant Americas Generation Inc. Df--f-- 10
Mirant Americas Energy Marketing L.P. | Df—/— 10
Mirant Corp. Df--1-- 10
NEGT Energy Trading Holdings Corp D/—/— 10
PGA&E National Energy Group Of--/-- 10
USGen New England Inc. D/--/— 10
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