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Investzgatlon into a request‘
annual rate 1ncrease._f ﬁ;

Harrlsburg, Pennsylva,
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February
~at 10:0
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JOSEPH J. KLOVEKORN; ADMINIS; Al VE;

AEPEARAMCES~7 

‘*;?ERANK B. W1LMARTH, ESQUIRE
~JOHN M. QUAIN,,ESQUIRE ,j,“ﬁ
P, 0. Box 3265
 'Harrisburg, Pennsylvanla 17120 e
'-'Appearzng on behalf of PUG ?rosecutoxy Staff “

,  "ROBERT H. YOUNG, ESQUIRE
 THOMAS P. GADSDEN, ESQUIRE
. MORGAN, mexs & BOCKIUS
123 South’ Broad Street

_»;,Ehlladelphla, Pennsylvanla 19109
. AND S
-G, D.¢CALIENDO, ESQUIRE S _,.«f,-_g,
‘*~EAUL F. RUSSELL, ESQUIRE .~ . .
~ Two North Ninth Street e
‘Allentown, Pennsylvanla 18101 e
Appearing on behalf of Pennsylv”' 2 Poyer
gComgany, Respondent sl
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: APPEARANCES., (Contlnued)

'”viffAPPearlng on behalf of St. Reg;sfPaper cOmpany‘

SR ifkaffAllentown, Pennsylvanla 18101v~7:i 
Sy B

o PHILIP MCCLELLAND, ESQUIRE
 DAVID BARASCH, ESQUIRE
- 5IRWIN POPOWSKY, ESQUIR&
1425 Strawberry Square :
,erarrlsburg, Pennsylvanla 17120 [ T
‘,;Appearlng’on behalf of fozge cf Consumer Advocate

«;CHARLES B. ZWALLY, ESQUIRE ”ffﬁ Lk “k«*-JrAsﬁw.+
SHEARER, METTE & WOODSIDB P TN
1801 North Front Street \tlf~[g,.
. Harrisburg, Pennsylvania 17108'“"5 i o
;,f*ﬁAppearlng on behalf of Mllton.Manufacturlng Co.;
*][)Ctown Amerlcan Corp. Hess's Department Store ,,Inc

ﬁf;HENRY R. MACNICHOLAS, ESQUIRE ;
. DAVID M. KLEPPINGER, ESQUIRE~VU
T chNEES, WALLACE & NURICK
100 Pine Street

Jk  Harr1sburg, Pennsylﬁénla 17108 : '
" Appearing on behalf of Lehlgh Valley Power
'erCommlttee, et al ERn ey i e

‘-_Z;BERNARD A. RYAN, JR,, ESQUIRE

QL~Q,CHERYL USSERY, ESQUIRE Ll
800 North Thltﬁ Street

e ;Harrlsburg, Pennsylvanla 17162 T e o

i pﬁAppearlng on behalf of Bethlehem Steel anpozatlon

,j;*PEGGY WELLS DOBBINS, ESQUIRE ajﬁf;;ﬂ{*;*“ ”
' 8t. Regis Paper Company :

.- 237 pPark Avenue el
. New York, New York 10017

._;7 JACKSON EATON, ESQUIRE
35 'BUTZ, HODDERS & TALLMAN
720 Hamilton Mall

f CAppear1ng on behalf of Ross BlCYCles, et al

,\  JMARK WIDOEF, ESQUIRE
 LARRY SELKOWITZ, ESQUIRE
. 204 State ‘Street S

g'HarILSburg, Penhsylvanla - : b
'*iAppearlng on behalf of cltf'o Harrlsb T
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L T

ﬁ5f 15 1'gresponses«to 1nterrogator1es Whlch,were:recelved yes erday

}ff:w1th w1tnesses° Mr. Machcholas

‘7°3fchecked W1th w1tness consultants and 1t'slv rtually_

jlmposs1b1e for them to have thelr flllﬂg ready by thew"
~fhave - I don't knOW‘about others, but we have been at_
f;f;at my offlce!at 4 05.

f7peop1e and 1 suppose by today theykfe*startan to

them, S

'T31m90551b1e for us, 51r._f7 L

"ﬁcon51dered and rev1ewed and analyzed and then'workea

'figtestlmony.: So I WOuld ask that the Bench,zecon51der ‘the

Lb'i;present schedule and to move 1t perhapsieien back“to“the

MR. MACNICHOLAS' 'Thank you,»

Part of the problem, of course, 1s the zactfthatﬁwe

I have Sent these on.down to”ﬁhe Drazen“& Bxub :

In any'event, the March 4 aate fczvf111ng 1s v1rtua

We just cannot have that 1nformatlon absorbed and

. HODBERT ASSOCIATES
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the date ‘that was

at's s ch a burdenthat1

offering you two weeks from

11 ,'té;k'_e two week




i"for the Week of
20 : RYAN. Then why are
'T]jzi7ffiwe thought your

When do you propose 'to pﬁt ’

. 23 ' MR. YOUNG' ‘
e 2419th, as I und'i :" a
259et 1t sometlme befo"ﬁ
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'4: jﬂiif
¥ {i3ﬂ
;’fngli;éﬁ
,é ;i$?

: *7,217£’fﬁby the tlmes that ébélé(fina
>‘f{i§ ij?procee&1ng and the rates w:;
\ f11§;;;been plenty of tlme for all’the'
Cf 24  ”

,jthe latter. IttSeems ﬁo4me“v‘k

iand a suggestlon that perha
‘of the problems is that our thne”
;the week of March lSth and that was

, ¥for cross examlnatlon.

oing to be p0531h1e}f

s;cally, we want &

,{MR.,YOUNG-f

ZWALLY. Your Honor,'

; The reasan 15 thaﬁ he
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_1 _205;;52_

;‘:] 2; ,‘

‘fééi?tf* _J;,
  324 J?

o ha V‘e ?

MR.

""fﬁR.
MR.

‘ q;MR.

MR.

f‘MR.

MR.

MK;

MR.

folloning veek, but I don't see an
fftlme than that't>;?7 f7?'iff:" ‘

” } MR ZWALL§.~”
w1tnéss 1s not available,

J on the basxs of

RYAN'

; cus£dmers; too.

 ’“"%tﬁ YOUNG': How mény ratekstquWJre
w’Ncalmzvdy else knows that, yet |
MACNICHQLAS.
YOU&G¢,
;fiom Your people°?:Q,  }Q;fuﬁn?H*”’“
| | MACNICHOLAS‘l

YOUNG‘

RYAH,?

;jw1tness,:Morrls Brubaker. One¢‘
EATON.r

YOUNG‘

RYAN.‘

 ’5;MR..W1D0EE‘,
‘;what Ehe schedule‘ms Wthh you ultlmately\arrlve aﬁ
ﬁR;<MACﬁICHOLAS*:
EISDORFER‘

;Wé Plan to havg thrgg Wltﬂ@ﬁses,‘fﬂ'

YO?NG”

Youx Honor,

pxlor SChedule and

We have one W1tness for three 1ndustr1a1

At 1east we haVe,tried

How many what2 1fﬁ

How*many rate desxgn Wltnesges dofwm”

We.éﬁiy'ﬁaééfdﬁé;i*’”}"““

You mean all of you.W111 have °ne??a

All of us hexe are sponsorzng the same

They salﬂ they have one

we have one.h‘ ; %
Who is "they"v«ﬁ;j;be,‘
Jackson Eaton from Ailentomn.,;f'

We:may have one*n ouﬁiﬁoner; &egenalng;

St. Regxs has to sgeak ugﬁ_;j?7

I am consul%ant for St, Regls pap_,

@hxea7 Eii on_rate sﬁructure? k
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JUDGE KLOVEKORN" The pa,

o ;notlce. I am gz.vz.ng paz:t:.es
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d April 22 is Eine

' {piscussion off the rec

'JUDGE KLOVEKORN: Bac
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MR YOUNG.,

Your”‘ 

Ifthlnk he needs to be'i" ”
zliff;f;{*5 JUDGE KLOVEKORN'  

22§5]f14f THE WITNEss.l Good mornlng
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tems of factual updating which shou

amely 550 million
effect, pegged t

ime the testl

can now recompute

i with vnage

s decision in thi
it 'made its decision, wha

¢ to any other planned sal
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‘” ki4f:f beeausa that's 3nst one cf a dezen GZ sc 1ssues, has 1o

A !;19?;5

' “Q‘f;pegged to the prxme rate, namely the seanreé term?nktes and'

? g;was lndeed 13 percent‘v,ff ‘*”
,ifmaturlty, 1n effect, is 13 93 percent‘f But thatxchange

fg feffect on the composxte cost of greferxe& an& yrefe ence

'?Ehgstock whlch w1ll stand at 99 43 percent aﬁ shawn.an Page

i-of Schedule 1at July 31, 1983.7, Ll

filndlcatea, a 1arge part of thms company s long term‘deb"

So that Jnstance was rlght on_Aandythe cost to:

2.

Wzth respect to the long term debt, 1;§tev&bns1yv
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e was a ¢
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. That was the low, you ar

‘“T;~Yes;7;j?"

: V‘d1v1dend

A. $25 59.

~{1okay. e

‘:i;Ana also 601ng the same'thlng for 1980,

k”?fof the magnltude of $25 59.;

Excuse me? s

Q. All rlght.

C’f,klnd1cat10n at thls p01nt°'H;

'1 ;;;; That‘s rlght._<‘ ;Q] ﬁ*

Uslng the’methoaology y?

What would the current.market to book,f

’ ‘, The spot market to bcoki

*.Yesief,ljf.”"' ‘
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slightly higher

t of dilution occas
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~n;;5f7521ff]!two years°‘ﬁ

'5 ‘325}Iiffhéﬁ;infbfﬁatioﬁfisngOWﬁ oﬁiSchedﬁle*ég

  ifor"81 would have been p0551bly'i

*~.54]5for 1980, 83 percent-

J‘to check 1t._fw ; f"‘

'jﬁ $ta£e@ent-,
'* ;1 haVe ShOWn there for the year’lgl
'fiby*month. So the hlgh of 1981, for‘?nstancé
’5 ¢thxee elghths, 1ts looks llk,e.,";:”_iw
*seven elghths.~rI am,sorry.;;»i an

#[;1980.,,

Wbuld youfagree wzﬁhvthaj.

Q Well

I'm,sorzy; of EXhlblt JkB~

 No. I didn't —- I just

~ HOLBERT ASSOCIATES
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Yes. And you co
_The season bond yield.
- A. Yes. you are talking a
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1 lo ' -
‘f:‘vfii#;iiﬁw' f

;  ;} 15;5;?;

'”'V}jpercent an. the '82 CPI is 3°9

;fthe newly 1ssued bonds.1  

V' 7fnow.

;Mf A; R:qht,f And the numb r

LJ;Q.5About 14 Percent° e

‘ 3; 14 percent, okay, ;_ ,

ffo£ a1Aa4ut111ty bond 1s about 12

,{A,,

January of 1983 the 51ngle'
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A. ¥ s.'

I happen to have 14 6 but I Wouldn t quarrel

opposite in investor requir

LR lt{may." A decline

3

ﬁﬁévi¢ﬁ$1yfesfzmﬁféa~*

>Hil972‘to 16‘bercent at a spoh polnt in tlmﬂ

”vff2$ jf3ﬁg ‘ ;@"An ;bhen at the bottom ofvtha@;para raph
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I have it. .

0. Toward the bottc
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on the basis of thos
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ffisf;ff

23|

’7 f17;f;$I was agaln Satlsfled that the 17 0 opportun_my'rateHWas

 ‘i£f1§ﬂff;7f k

2|

A   ;25:§?;

iiV,the 17 0 wasn t an overstatemeﬂt,u

I also, tnok a 100

‘reasonable estlmate,, _t?ﬁ»'

Q. Mr Brennan, on Page.s cf ycur testzmony

A. Page 57

f Q. Wbuld you look at that? YaﬁfsgééE qf?tﬁi$]¢ se a
a revenue request 1ess than cost.{f!lfljfyg

‘ A. Say agaln?
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w”1f133ifrthe company1 in arr1v1ng at 1ts request hasven '>r' o

c;}¥ i4ﬂf; apProx1mate1y $166’m11110n of other expense e
‘;_;ig;_,‘ ‘ s

;  ka;iz €f§r§pf1ety of the PP&L rate base and expense Calculatlon
,;é?q¥ from a ratemaklng p01nt of V1EW7{ 5{ o ; ,

19|

ez
i *'7?23ﬁ",iexpenses noﬁ clazmed and I think 1t SBOﬁEé,be’ciosek}ﬁo‘IT

‘:*f”iiéff(;

Lrequlrement as belng less than cd t?

7'u, he cost of capital,[although I am 1waref

;ﬁhave nct reflecteﬂ 1n thelr flllng

'7{; fcompany s clalms w1th respect to revenues, expens,
 base, appear to produce an oppcrtunl-yfto earn 16’2:perc“t

:after excludlng the eompany s claxmed $166im13110n xn .

somputatlon or the computatlon‘ef the overall revenue

£ the fact’that'

Q. Well, are you offerlng here an oplnlon as to the

*ff: A. No., I am merely observmng,mhe factytha, th‘

percent. ‘

'71 Q Wbuid you l0ok on Schedui 5.
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;ur fi6¢ ’
 :il7L; ;pub11c utzllty bonds axe prlced Eo yielﬁ hzgher;than
}f3 i9 ;2?
7 §;§6 i;

E‘Effzi;foderegulatzon of part ef the busznessffnamely the{gen

"fﬁzsx}L[that thls change is 11keIY to Gcc“f?

' 'freversed myself’

,nfor flve yeqr perlod to flve year pexloa.,

lene 22, you d;scuss the 90551b111ty~0f ‘he rlsk of

kjfxfefunctlon.,;_f~* 5

l«k;gA; I have 1t.5;,v

It's the op9051te‘,°[¥ 3u

But consmstently

:obllgatlons of the Unzte& States<Treasﬁry.;iL  ;jfffia3

Q. Wbuld you look on Eage 18 of yaur testxmanyiiabout

A. nght

Q. In y@ur opznaon, do 1nvestors cuxrently‘percel e

| HOLBERT ASSOCIATES
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”7rgy cQst‘fa£e?

‘;ff,cto"buy power from co~generator:

‘fifcapltal that's requ‘t

"‘ fg dbn!t :ecover that cost of the ap c

"f;your utlllzat1on 15 100 kllowa

“ .k jl;7aif:enough 1nvestor dollars to '

‘f  13?f¥ to be 51mollstlcally 1llustratmv
yi :f,t;;*7 i§ f ;‘ﬁ  Somebody comes alang aﬁ& says
‘ kv'ifiég f ;k11owatts. Instead of you u31ngﬂi'

jf721jf“:The pOSSlblllﬁY ex1sts that over“

= 22 ~Athe dollars needed to pay for th
':g’23ff  because the only way you get rec

' ‘,'24 f;fpr1ce for your serv1ce above th'

- Q. Are you assuming tha 1

HOLBERT ASSOCIATES
~ (717) 232-4506




'Q. 0kay.; b}ow, What 1 un&e

rence between

(717) 232-4506
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 57Lal1;fg f: 
ff:iZ;fF5“‘i‘
4 :;13 ;lfthose are 36»year bond y&elés, rxght? 72161&& on 39~yeaz
| ' . e
‘ U ;5fW f:55‘
a7 s
”}?igﬁj;itc 30 years*‘ cansetvatlve ylelas, yau say'aze the ?rod
i ;.f;9fﬁi;of an 1nﬁex~   1i[“f‘ : e et
*? ?zi§{ 
i f2é?f ffrom subsequent year or the next,yea  to calculate%the
E "‘2_;3‘?,;‘1"!:;.'l";’{{d’lfferegc‘e? In Other Words, for »{72 you?; take 7 46
'f524}2f

“ifffzéfgﬁfdeflator an& yaa waula geﬁ a dlfferent sprea7

f;]deflator column.-f

Effbonas?

ylnflatlon, so why wcul&n?t you use‘umpllczt prlce deflator

iwould you match 1t up, say, w1th,the ‘73'1mp1

Yes.‘ In the column that's labele& éaa zat’k'

f“Q; And computed the dlfferenqe?,;;-f,""
::fa; Thatls COrIGCt.: H;T, 

; ; §- All rlght,, Now, 51nce.the bond yleldv_p,,_,t

A; Yé§. I would Say that they are‘~— oﬁe éoesn‘tqknowT

preclsely what the Moody 5 Inaex average yleI& tc‘matur

I would assume xts 1ong texm 5ebt prdbably‘elQSQ'to:

Q. Okay.  And an 1nVestor wuula_ V
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'yx‘5 i§ 
"”jfi5“ j2dI0PP1Hg7
 f?i$ f 

> 1 1§?ff?as‘rap1d1y\as 1n£1atlon, 1tsel£,,f    '

':af ;2d ¥f .u*
 ,  £2?{ §f 

1 ;523j iff f :

’1Lrema1n hlgh? Thzs phenomenonv-ﬁf

 1nf1at1on was dropplng ana the bond yielés were nat ‘a1> ng

'ﬁas 1nflat10n fell, 1tse1f 1n months o£ ‘82.Q;  fgf*”75 

A. nght.‘;:r

Q. Dld thls actually cause bond y1e1ds~1n 1982 t

A. To remazn hlgh” ‘“"'k‘”'

Q. Wéll, they were hxgh a ;

'f A. Well: 1982 bond yields actually fell,/.f‘xv

Q. Buﬁ over the early*months of 1982, fer exampief

A. Your statement ls bon& yieI&s &l&ﬁ?ﬁ\ﬁall as mﬂcﬁ

Q. Let me put 1t another WaYd |

the rate of 1nflat10n fell. The,ra, "6ffiﬁfl§tibﬁlféi,man°

HOLBERT ASSOCIATES
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st on a sustained

of,1n4latlon. It)mlght turn ‘

ihgfpoﬁer;Lﬁy
Q. Dla 1nvestox ‘e ; es t inflation

'ld bel_{fn 19&27

HOLBERT ASSOCIATES 
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© hey nay buy = bo
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‘“  1i v;~

’g}if iift;2
‘ i3ﬂff 
‘ 3vi9i fb
. 20
"7;2éfj  '
k”ifof:ét 1éast 1n 1nVestors' oplnlons,;ls le sSjthan”the busin ss

'“},irlsk for the S & P 400 and 1t‘s the ;umtbf;the tw°~

f,iﬂover say a ten yeax perlod than

“for 15 years than 1t is for one year
'frates are dlfferent.k Exposed to gre‘texu,f[

Q.‘Would you turn to Eage 32, please.ﬁ ¥

’Yﬂistatement thene, beglnnlng about Lln*;}ff ¢#”' G

ffurther noted that the reallzed rate,of earn,;tffli'
iES & P 400 is related te a 68 1 percent commo

ﬁand thus, all else equal, the return rate on;”'

welse 1s equal 1n thls comparlso"'

No.; I belleve that the bui ness ri‘k for electrlcs,

HOLBERT ASSOCIATES
(717) 232-4506




HOLBERT»ASSOCIATES"
(717) 232- -4506

‘-“—— - L i SR o - Sl AL SV P e Tesle T




'5ff‘under those sxx.

Q. Would you’agfeekthat”
i:;1nterested in is hlS after;
‘ A.’An 1nvestor 1s 1n+
!‘;;in the‘ciicumstance of aﬁ i

Q. That pxedlctlon :

"]5 61v1dend, do you;know 1n What

575;Mwe11, let mé

»HOLBERT ASSOCIATES




,aaVantage..

If fuel costs




oash
e |
'[ﬁigf‘f
'f,fig,f]ﬁ
 ~?tf2ii?;ith1nk‘ther° 15 a relatlonshlp between?the two,  Asfafﬁaahe:
;;i  ;§§;;k

':jlcommon than formerly was the casef'althaugh'there_jtlll
;1sn‘t yet reasy. -
?hOPEfully be IefleCtEd 1n the Prlce Qf servzce and at‘t~,,

f5901nt 1n tlme, a much larger percentage of the 1ncom will

fbe cashJearnlngs as opposed to bookkeeplng earnlngs

{fand effectlve 1ncome tax rate and Whether or ”Gﬁfdl idend:

'jare taXable tc the rec1p1ent. ,,ﬁf

will

be a rabher substantlal amountloftAEc,becauseYSusqueh“

In\‘84, p:esumably'Susquehanna Z‘Wlll came on 11ne

of~facﬁ, studmes show*thexe 15 a xelatzonsthfbetﬂeen

k Q If Unlt 2 15 1ncluﬁe& as

HOLBERT ASSOCIATES
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would reflect, presumably, a :cask

1nstance, 1f you substs.tute, Un‘i-“‘

bllllon :m rate base. And lf f:h ‘

BERT ASSOCIATES
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fi? ;1fto a rlsk rent calculat10n.>
s |
,26§ ¥iwe1ght1ng of the 1mpact that} 
3iiff k _
'22f;;
:231;'€prospect1ve event, 1n part;;  , 

 , jfrom zero percent to 100 p

:s1tuatlon.

{flndlcate is approprlate.

Ethat the"

.3¥I;17 0 compares w1th a

That's correct.j:'

Ikmade no adjustmenﬁ in th 

So rlght off th‘

:esent prlce o: th'j

Elnallyy my recommenda
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Arg o

15| aividena
’”' ~ﬁ20jff rf3 f"

s
’ {?23  f rec1p1ent dldn't take effect unt1
 :;§4 ii€Tax Reform Act of 1969 thch becam‘

;37?25jj;5that regard,_ ,

"?di?iaénd

]thzng as

;:ablllty to- have a leldend declare

iWas 100 percent taxablé°
*1977.nv;;‘ .
fADO you-kﬁoﬁ~ﬁha£ the ave“ag
:Was, ln fact for thiylli

2

No, 1t'3'academ1c bé

tax~free alv1&en63._~7
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,fjii;;; 7iv,“A4’Just as long as they'axerappioér
Y;iﬁe? §;?;A1 A. I presume they w1ll be 1n2effeet probab:fj
~e14f341ef;§5 JUDGE KLOVEKORN,J ﬁet’s{teke a ten‘mlnute recesj
72;$f%f;;ef‘ ;(Whereupon, a brmef’xeeeesjweeftekeﬁ.fr k
.wflé£f ff,¥;‘ JUDGE KLOVEKORN.e Let's go back eﬁ‘th "
j;;jf;f;hearlng w1ll stand adjourned untll l 00 5

}”iSi'jf?i’ (Whereupon, at ll 59 a.ml; the hearln“e

'7f2l;enﬂf¥jif JUDGE KLOVEKORN‘L Let‘s gc bac‘ 

e;ngf[;Mc01eilana.

Q. Okay. Do you know how longkthes

Do you have an. est1mate°

clock

. _{reconvene at l 00 p.m )

AETERNOON SESSIO‘

“on the record

~MR. MCCLELLARD*j Thank you;;Your Honor. You_,Ho o

‘”Tbefore we conﬁ:nue wzth the cxoss examlnatlon of Mr ‘Brenna

;ywe have aske& some questlcns about h‘w 1t was determ;an

- HOLBERT ASSOCIATES
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' st1l1 trylng to flnd out how ® :

Jff;i5 7}§the company supply that?’

v f231 ;;follows.i;1f*“ 
g

”*:jSZB_b,_

He has relled upo

MR. YOUNG.‘ We ll 1nqulr

tlme of recess, resumed\th

CROSS EXAM

'§ MR.vMCCLELLAND‘:V}:t

HOLBERT ASSOCIATES
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Mr. Brennan, would

bout Llne 22, wh

~ HOLBERT ASSOCIATES
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e;of relatlve to an estlmated '

-could be off by penﬂlesr pro .
a74];;9 Hf approx1mate1y‘89 percenﬁ

 ff2Lj ffexpect1ng on book common equlty?

"y~:?2 g ;f j A, They exgect, ultmyately,f e

’*;;f23_f {book to be 16 6 percent so. that t
 :24Aif;In other wcxds, 1£ they'pa;ﬁ'th

vf ;25!i- cOmpﬂﬁaﬁ10ﬁS T ﬁeﬁfdrmea when

' HOLBERT ASSOCIATES
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return on book of 16.62

 A. I am not trying t

hat that price th
it's going to provide 16

rhey need not necessari
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 f i Dro3ected growth to '86 879

”Uf'It's a progectlon of What they thlnk the gzawth rate;ls

P

“‘Q}have 4. 5 Percent°. f fr7

77?13J That‘s correat-;

o ﬁfa:rlve at the estlmate for ﬁhe ‘8 't& ‘87'pezlaa- 

Q.»So 1t's a compos:te 0 'actﬁaI growth LO date‘ nd

A. Nb. 1 don‘ﬁ thlnk ﬁhat‘

s qu;&e the way 1t 1

‘igolng to be.; But ﬁhe ba51s of arr1v1ng at 1t IS 91V1ng
welght to the trena of the ‘79 ﬁa ’51 yezloé,;,  ;

In the flnal analy31s, the CGT& har& f”cL 1srtha

f Value Llne, nox anyone else, fcr thatnmatter, reV'fls

the analystsjwho‘ls a551gned PP&L:'

."fQ. Wéll, sznce‘i 'sjpfesent1y‘ 983 fhave..hey ac

HOLBERT ASSOCIATES
oy 232 4506
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  3fiof what the growth rate Wlll f

naiysts, ~ There 1s no derl’Vai:
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i)
'°fe12iffif§3

s |

'f   Q; I am just gettlng spec1flcellyfa7
“ﬂigrowth 1n earnlngs for PP&LD  “' e

| A. nght. Anﬁ Whaﬁ I am tﬁﬁ{f ;ﬂ;;jee7f"5

fe.jtrendlng the perlod '79 to '81.;:

e3;other 1nputs whlch;they employ-;,

'?1the growth rate nor, to the best,onmy”know edge, dot,

anyone else who makes forecasts lnto,the fu”ure how

‘pre01se1y they got 1t

7f'79 31 to '83 and the pxc3ecte& data fzam ‘86 to?ﬁ!e4

T“fxwhether the entlre thlng zs a gro3ec%10ﬁ or waether it i

gedﬁee‘agaln,, The 1nputs they employed are an econemet
fmodel whlch they have avallable,kwhe her th y‘g1ve welght to

11t or nct no one knows.

Q You don t know whether thls uses actual data;fr °

amalgamatlon of pxogectlons in actual data*rfuf°""'"

I thlnk 1 have answered the quesﬁlon but I'll,tr:

The 1nputs they have are the ctua

HOLBERT ASSOCIATES'“ L
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\. I do not know. To the

‘I have never spoken wi

| Vk}f'_;thyils ';feq‘a;a and. kthe;efo;re‘{f, I "ynj,‘“»,:kn )

My use of Value Line is for the

~ HOLBERT &SSO
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‘,ji= i9; 5;ft @
':T,i?éd;& 
Hg—;ééi _:;§

‘ f2$fff;f "!

“ f 24ii 

.bliﬂgﬁbédause I have nékemplficaikéﬁudiﬁ
"7fii§ 

" HOLBERT AssoCiATEs"

and I kHOW‘Of no

3femp1rlcal studles that can prove thatllnvestors use

f;gex01u51vely'forecasted data 0r hlstorzcal aata,’eaznlngs‘f

forecasts dr d1v1dend forecasts SO I gave Wezght equaliy

f*all of them.kifQﬂﬁ

Q. Concernlng hlstorlcal &ata, nn&er youz ear '_,‘

E;ngowth for the past flve years,,now, ou have a, E tﬁznk,

;your text. YOu descrlbe the Problem W1th tne vgrca &ata,*’

A. nght

Q.LAnd ybu,have not use& theiVEPCO earnlngs growt'fu

f;the past flve yeats lﬁ calﬁulatlng yaur‘average ]

growth. Thatfs carrect? ,;gfj"
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'f‘Nb._ Eor clarlflcaglon

A. No, I have not. Valne Llne shows nothlng, zero.
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’ giQi}?;px1ce of Serv1ce that w111 enable;them to achleve,:;
‘  {i?;fi
‘11]!?;ii3{5 f;
 ff15;Q?ﬂf;[{f
{iéff;;w111 be zero grdwth 1n the clrcumsﬁance of sunstén&ard
‘?";?f}f
A Liié;f3 a growth rate that was g01ng to be say 30 oz éowpefc stMrf
 k ;i9: ;guse an extreme example, I wouldn‘t use 1t’e  her ﬁééaﬁs
s |
' i23;;i£¢émﬁonkequ1ty lncreaseo as the percentagé ofvcommoﬁyqu

|

’f that says that the stock w1ll be worth zero.

*g regu1at1on.

f»jfand they are earnlng less than What's aUthdf Ze v;1t'

Kiﬂpresumed under rate regulatlon they wxll be'authorlzed

k earn1ngs as 1s the case Wlth\VEPCO.\ leewzse, 1r there was

I don t thlnk that‘s a reallst1c assumpt1onuunder

: ':'Q Should you use growth facto *fthaéfﬁﬁéﬁiéé?:

vultlmately over tlme, a return Whlch w111 malntaln theﬁ
51ntegr1ty of presently 1nvested capltal whlch 15 presuma
vnot leSS than the oxlglnal cost.measare af Value for he

}rate base.‘g7f

Therefore, ta me, 1t 1s 1mgrcpev aa assume,tﬁati here

flt's unreallstlc to assume that any'utlllty coul& susta
'annually a gtowth rate of that magn1tuae.,; 

Q. Mr.,Brennan, Would you agree that the dast of

;1n the capltal structure 1ncreases°'w

¥

c : A.;AS a generallzatlon, I agree'that the r‘sk is less
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difference in common equity r.

mpact on cost ra

chahge if-youﬁmoVe the COmmoﬁi

70wpeiééntfno; ahféié¢££
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.'7,_5ﬂto that company 1f the equlty\r

‘7ficastructure ratlos. c**

k7f.iét}:7
e
‘\}L:;ﬁij;?;t
  ¥;115;;£}i,fE31
‘(3€519;cj;,7t1
‘?}Zlcs?_ﬁ
ziézta

'7f?4tff

tcizbncé'ycucéttainfaiBbb’bcnd‘ratiﬁ”
'relled upon by the ratlng agency1

"‘g,and lncrea51ng your common equlty ratlo w111 not cause -he

'”thaa w1th a 50 percent debt ratlo

'i7ﬂ5rat10.» You wouldn\ttuse the cost rate to attract Aaapbonds;

“fi“debt xatlo was only 20 percent-

”‘"fchanges 1n cost rate occa31oned by dl'ferences 1n'capltal

,;that regard the tax—free nature of &1v1&en&s an& the efféct?

'f;ﬁof,capitaiﬁinCieaséS*b&?anmnchﬂas31;3;9§rcéﬁt“ﬁheﬁ;tﬁ
leldend 1ncome Subject to 1ncqme tax'maves frﬁm zero

fpercent to 100 pezcent "

~ Aaa bonds, you can have a lower and lower debt ratio

.

rwhaté?éf crftérl

Redu01ng your debt 13

Q., Mr, Brennan, you referred J.n"your tkfst:unony, 'and

belleve earl:er today, you dlscussea the syeczal stud;es,

1t has on the cost ofyccmmon equ1ty°'*}
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e
e
7?*?§;

k'7 fz5§

mPanles.,fv-t‘

k, f0rmula.a

Q. But you ve stualed

And have ycu ap 1i
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j   :l8: ¢f;{ f
"a g2i;vu
. 25521;

f ii2$§f’
f{é;  M

“”¢;d1v16end to the reclplent so Lhat ydu don

]they move 1n that dlrectlon, same dlrectlon

?i*XQqupn‘t,need to*use'asyagdepepdent:

Mfexpfeé5é6<as a'péfcénf,Qf:netjté?¢¢mmbn“d

{taxirate;g‘w

.:Q.iDld you, yourself suggest thevf

ables usad'> ‘"“

;>; Yes., 1 suggesﬁed he conslderkat[m
imight‘explaln why or how a DCF calcnla%”

(wnula be dlfferent and and tﬁat hé‘explo :
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o 22

u 5v fstat1st1c1an myself, 1n order to

Wj;fquestlon.~,gg_,}fl"

E 5fIn other words, 1f 1t dldn't f1t the tkéory. _?,E*

‘*? 1f that Was,

 3]1ncome tax on somethlng, that you are galng to get moref

ifﬁobv1ously you are g01ng to get less.f

Sure. I thlnk 1f you properly address the questlon,

assumzng unzvezsallgfagree& nycn, even thf,g

Therefore, it a

1bonds that are tax-free, the 1nterest 1ncome are tam-fre

{are hlstorlcally, currentiy expeated

Lo be prospectlvely

HOLBERT ASSOCIATES ,mﬂ\~~~~**f*
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lity of dwldenasa i

. Right. It verified the common
somethi ng 1s téji—"—frée, vers ﬁa”
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f~j,homogenous gxoup, 51m1lar bond xates, sxmllar‘szze, i

*ffcost rate.

G 5,}:mu1t1col1near1ty p:oblems thatfi“fb

~7121 5511ndependent var1ables and produce the cost of comm n qu

:* gff"’g1ven varylng 1nputs° 7

.to overcome statlstlcally.    ‘gWi H;

A.\I don t know.

That 1s the cost rate dlfference

Q.;Can you use. the theory to con51debﬁfff”'"”‘
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: method r' vu'




mpany group

Macholm, :
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“:;{fiéf? 
~1573ff
‘ 17; :‘
:f i85;ifmnltlcollnearlty ptoblems.,eegee o
ee20i e
1ei{;21153 
" 5;22?;;”
oo

:y'?be11eve,

,f‘capltal to the company.;,

, !”fQ; Mr. Brennan, on the fzve

'!2;_AQ“N65r Three of them.; The twowbec use“o‘

e~are g01ng to have a low calculated 1ncome tax rate and%

,jare also 901ng to have a dlvldend that’s tax—freefto the

,realplent 1n the same dlrectlon.,7“~V

Therefcre, to. lnclu&e those two, effectlve 1ncome

Erate and AFC would because what the statlst1c1ans cal

Q. Mr. Brennan, I do want to make sure I follow thi ﬁ
2 equatlon exactly as you have done 1t.f'Through "he discovery
process, we dld dez1Ve some znfaxmatzaﬁ concexnzng the

xfequatzon._j"

*a llke to offer ycu whaﬁ:{ekbelzeve is an e

;:one of the equatlons and let ycu h"“e the”t me~’

;;and see 1f we are accurate. _Vf"”’:
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- (717) 232-4506




 HOLBERT ASSOCIATES
(717) 232-4506




(Macholm)

Correct.k  f
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percentages.,; ;?i°'

ki?f{ And X—S 1s tlme°

(Macholm) Yes.’“77”ﬂ"

A 2 would 51gn1fy 1978'and

v-,flndlcate

g ~?=~*th1nk We have"

The years 1n Whlch VEPCOvan’ CEI experience

;;and that's 1t.i» :,:f~<

HOLBER‘I‘ ASSOCIATES A
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“G?iéi:ffcanceled subsequently.
17| cdnstrustion work
'w 'ffi§}ffrh1gﬁ AEé expréséed as pércentage’of,”eédﬁté éoﬁmcnx
'77iii9ff;‘ ; s
; ;éii ;f
' 'f22féf:&“:ﬁ

“‘-;_19809 1«"

5;;[North Ana z.;

'!fln one. year 1980

A‘n‘

(Macholm) That's correct*

MR. MCCLELLAND'> If you woul

WITNESS BRENNAN.

VVEPCO"lS

CEI was also 1nvolved 1n the

SO they Were 

,fo MR. MCCLELLAND-' ‘

Q. Just for clarlty, would y agree that tlls

;equatlon uses f1Ve 1ndependent varlables

7 A; (Macholm) Yes., /[Q ;T”;f

MR, MCCLELLAND._ zour aonor, Iﬁwourdialso like




examine.




£ the year. So the only

ercent common equl’cy rat,

t does not include :
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al& 1ncreas

',‘:uz.d 1i: nﬁt”
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A. (Brennan) The o

ything else was

ted earlier, when you

‘common ‘equity ra

HOLBERT ASSOCIAT
717y 2324




 HOLBERT ASS(




A. (Macholm) Yo
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aizif 13var1ab1l1ty among equlty ra, i 

 :;22fffiovex the sample, 1 can tel”H'
::123;7ffdev1at10n belng 2 2.6}* >

"qff2$, ilobservations fall Wlthmn’z 2

**Cbtrect;*

However, I have

Thexefoxe, We know tha,
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1 | So the range of equity rati

-small,
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ing to be. But we know that ce

"1Ehe$efvariab es




~ However, because of I

;:mul”i‘OliﬁEarity;gwe da ﬁ°;1 ,:~~

’nt\same xegre531on.‘“‘“
hos wv r:ables out, 1nc1ude
u‘t’for tlme w1th ﬁheseyd’

;‘ I would llke td mentmon Hh‘

nUhﬁbKT “ASSOCT
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“ﬁ§5i9:  7Can come back» :? [

 i2i'f¥

MR.LMCCLELLAND‘

,By'MR.,McanLLAnn., ;,f
Q. Mr. Bxennan, rega ai g th
57}f]have you adjusted that to x '1e

JanGE KEQVEKORx;j
‘MR.; CCLELLAND-“‘

'”, JUDGE KLOVEKORN;fGT"

1f,‘A, The anSWer 13 yes,

One othex'
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Gonrt Have withoue,
0. I understand

ould request, then, a

lable at ~'>Pa§'_e 4 br




£ to la

nt projected dividend
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11.2 may be more

‘the updated figure wsﬂldbe £
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It would seem to me then w
s the influence
,reasdnabiéﬂorﬂWOﬁl .

ional weight to earning
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"?;f footnote 6? r\“

j~;f;A. Probably does.f 4_; ,(

”‘fﬁhéﬁ 1khgve used5, And w1th respec'

Lo n_

Impllcltly, yes.’5 
‘; Q. Am I correct that that stud‘Vwas aon
uflve—year perlod endlng 1981'> o

A. Yes. .

° ‘%; That's correct. And therefure, the treatment o

EJ:fTherefore, the cost rate dlfference hat,"““V c &
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are you,

in the current situation?

fI un&erstand that,, But ‘am I1n0tbco”
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th‘e? com any ;wt:_'e:i’ 1ts :le'_
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or IS tha‘ﬁn
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,,;;,anjeC.{ulty 1nvestoz: 15 Slmllax

 i;1Ong"term‘1HVESt°r"Q;f"hemﬁasﬁ,~,'V

I salé average annual  ”‘

HOLBERT ASSOCIATES e
(717) 232-4506 -







'“*fcan,see-vi*u”‘

w)

fl‘hey need to be 1n ]a ca i
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et me fex.’pl ain t

stock recently
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"“752Lfgjfstructure work, cost of serv1ce

“VQQ*lefgtf"”'

" ;i§;, 

ﬂ‘i,22 

"Q5T3Mr.

MR.

*7,exam1ne Mr.
'l’ﬂfMarch°

‘3; MR.

MR&

MR*

(OCA Exhlblt No.kz, One-pag
Appllcatlon to PP&L for
for 1dent1f1cat10n )
,POPOWSKY

yﬁf;fon the record that the OCA rate

:*fﬁlled on March 7 and that thewwjifflf; “ ff*'"
 lw1ll be ﬁlled on March 4.~ It‘s also my’u ar

1Rothschlld 1s here, that th,

YOUNG.;

WILMARTH

5&0 Submlt hlS testlmony the lst,~

QUAIN“

JUDGE KLOVEKORN. Mr.'xoung

YOUNG.,

u[,fhearlngs 1n cennect;on W1th hls

j:iln these proceedlngs,»jj f%f

Rothschlld on rate of«r

.y-I‘Wéﬁia:“

-

I thlnk he an'“

Your Honor, M

 ifo1l0Vs; ”
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s .going to be cross exami

on for half of tomorrow

¢ Off the record.

JUDGE KLOVEKORN: ¥

(Discussion off the

GﬁmKLbVEKoRNST: 

ned
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“haracterization or my use

ibﬂ fhéﬁ‘ﬁﬁ1.§rbposéd

5 P£Q§0f336 : {:0 the
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24

25

fnature by whlch 1t Was

ob For un"as welI as

;senlox management,t.

Q. And then you sai

a verk

to be
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cozrect._:k‘”"‘

” ‘7M' RYAn-’
vf;JUDGE KEOVEKORN.

By‘MRQfRYAN. g_;°”_jff«a*"f

that tlme? ;9*5

Fff A.kYes.; Now, they ma 1not have3bee ,;’U“

There were three,,

May I have f"“

Gne ﬁhat«sﬂShawn in I thin myq
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'75f€by the amounts of 1ncreases rej
‘ 24 ‘maneuvers and fmally COHGlU&e

"freascnable solutlon was to a
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25| general nature that I

~ to meet the £ilir

You did have t

. RYAN: Your H
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