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Preface

Section 205(a)(2) of the Department of Energy Organ-
ization Act of 1977 (Public Law 95-91) requires the
Administrator of the Energy Information Administra-
tion (EIA) to carry out a central, comprehensive, and
unified energy data and information program that will
collect, evaluate, assemble, analyze, and disseminate
data and information relevant to energy resources,
reserves, production, demand technology, and related
economic and statistical information. To assist in
meeting these responsibilities in the area of electric
power, EIA has prepared this report, Financial Impacts
of Nonutility Power Purchases on Investor-Owned Electric
Utilities.

The primary purpose of this report is to provide an
overview of the issues surrounding the financial
impacts of nonutility generation contracts (since the
passage of the Public Utility Regulatory Policies Act of
1978) on investor-owned utilities. The existing concern
in this area is manifest in the provisions of Section 712
of the Energy Policy Act of 1992, which required State
regulatory commissions to evaluate various aspects of
long-term power purchase contracts, including their
impact on investor-owned utilities’ cost of capital and
rates charged to customers.

The legislation that created the EIA vested the organiza-
tion with an element of statutory independence. The
EIA does not take positions on policy questions. The
EIA’s responsibility is to provide timely, high quality
information and to perform objective, credible analyses
in support of the deliberations by both public and
private decision-makers. Accordingly, this report does
not purport to represent the policy positions of the U.S.
Department of Energy or the Administration.

This report was prepared by the staff of the Supply
Analysis Branch, Analysis and Systems Division, Office
of Coal, Nuclear, Electric and Alternate Fuels. General
information regarding this publication may be obtained
from Robert M. Schnapp, Director, Analysis and Sys-
tems Division (202-254-5392); Betsy O’Brien, Chief,
Supply Analysis Branch (202-254-5490); or Art Fuldner,
Team Leader (202-254-5321). Specific questions regard-
ing the content of this report should be addressed to
Dr. Suraj P. Kanhouwa (202-254-5779), Project Manager
and principal author. Robert Mumper (202-254-5628)
and Ronald Hankey (202-254-5333) provided technical
support and assistance.
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Executive Summary

The Public Utility Regulatory Policies Act of 1978
(PURPA) spurred the sale of nonutility power to the
U.S. electric utilities. PURPA required the electric
utilities to interconnect with and purchase power from
any qualifying facility.! As a result, nonutility gener-
ation increased at an average annual rate of about 17
percent between 1985 and 1992, to 296.0 billion kilo-
watthours. The investor-owned utilities purchased 164.2
billion kilowatthours of the total nonutility generation
in 1992, representing almost 6 percent of total domestic
end-use electricity sales.

By purchasing power, the investor-owned utilities
substitute for or postpone the requirement to build
capacity.” Nonutility owners contend that this option
to “buy” power enables the utilities to retain financial
flexibility. Bond-rating agencies, however, treat fixed
payments associated with power purchase contracts
analogously with a utility’s long-term debt. When
power purchases by a utility become significant, i.e.,
greater than 10 percent of their capacity or total sales,
bond-rating agencies add some portion of the fixed
payment obligations to the utility’s existing debt to
compute its total long-term debt liability. This process
has the potential of adversely affecting a utility’s
capitalization structure and also its interest coverage
ratios. These adjustments may cause its bond-ratings to
be downgraded leading to an increase in its cost of
capital.

Section 712 of the Energy Policy Act of 1992 (EPACT)
required State regulatory authorities to consider the
need to adopt four new rulemaking standards regard-
ing the purchase of wholesale power by amending
Section 111 of the PURPA regulations. The new stand-
ards include an evaluation of: (1) the effects of long-
term wholesale power purchases on utility cost of
capital and on retail rates, (2) the effects of leveraged
capital structures on the reliability of the wholesale

power sellers, (3) whether to implement procedures for
the advance approval or disapproval of long-term
power purchase contracts, and (4) whether to require
the assurance of adequate fuel supplies before approval
of power purchase contracts. EPACT further stipulated
that consideration of these issues be completed by
October 23, 1993.

Most State regulatory authorities have completed the
required evaluations. Of the States that have completed
the evaluation process, with one exception, all rejected
adopting the Section 712 standards on the ground that
adopting standards that would hold good for all future
contingencies would be difficult to attain. The States
believe that they have adequate authority under the
existing legislation to look into areas of concern within
the framework of either integrated resource, least-cost
planning procedures, or ratemaking hearings. None of
the States minimized the relevance of the issues raised
but they conceded that it would be more appropriate
for them to retain the flexibility to examine issues on a
case-by-case basis rather than adopt ad hoc standards.

The relevance of Section 712 requirements lies in
drawing attention to various issues that follow from
power purchase contracts. This analysis report exam-
ines and evaluates the financial impacts of long-term
power purchases by investor-owned utilities from non-
utility generators. The starting point of this analysis is
an overview of the financial developments affecting the
investor-owned utilities during the 1980s. The analysis
shows that the 1980s generally ushered in a period of
financial recovery, rehabilitation, and growth for the
investor-owned utilities.

Two different approaches are used to evaluate the
financial issues associated with power purchases.
First, two composite and comparable data sets—one

'Qualifying facilities are nonutilities that meet the requirements specified by Public Utility Regulatory Policies Act of 1978 (Public Law
95-167). The requirements include that the facility generate electricity using a technology which either sequentially produces electric
energy and another form of useful energy (such as heat or steam) using the same fuel source (cogeneration) or uses renewable energy
as a fuel source. In addition, qualifying facilities must meet certain ownership, operating, and efficiency criteria established by the Federal
Energy Regulatory Commission. Nongualifying facilities are nonutilities that do not meet these requirements. This analysis report treats

nonutility generation as all electricity producers except utilities.

This statement does not take into account instances where some investor-owned utilities had to buy power while facing existing

surpluses in capacity.
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comprising investor-owned utilities with significant
power purchases from nonutility generators and the
other without such purchases, are created by abstract-
ing data from FERC Form 1 for the 1986-1992 period.’
Various financial ratios, derived by using composite
financial data for the two groups, are compared to
determine if there are performance differences between
them. The intent is to assess whether there is an
emerging trend in key financial and performance ratios
that show differences between the two groups that can
be attributed, in part, to purchased power contracts and
in particular to nonutility generators.

The second approach analyzes the same problem from
the perspective of equity markets. The underlying
assumption is that if power purchases from nonutility
generators in fact add to the riskiness of a utility and
raise its cost of capital, then this phenomenon should
be observable in the equity market as well. A general
econometric framework in which to examine relevant
determinants of the utility cost of capital is defined to
perform the analysis.

The first analysis, i.e., a comparative financial analysis
of two investor-owned groups with and without power
purchase contracts for the period from 1986 through
1992 shows that:

= Capitalization ratios* for the two groups did not
materially differ.

= The data did not support the hypothesis that utili-
ties with significant power purchases incurred a
higher cost of capital than did the utilities without
such a commitment. In fact, the evidence shows
that utilities with little or no power purchase com-
mitments had to bear a slightly higher cost of
capital in comparison with the cost borne by the
other group.

= In the area of allocation of earnings between debt
and equity, utilities with significant power pur-
chases paid slightly more for interest expenses
than those without such purchases. However, it

could not be determined whether the observed
minor disparity resulted from power purchases.

= Utilities without power purchases had a higher
share of operating income as a percentage of oper-
ating revenues than the utilities with power
purchases. Although utilities do not earn a return
on power purchase expenses, difficulties exist in
attributing the difference in operating income ex-
clusively to power purchases.

= Utilities with significant power purchases charged
a higher rate per kilowatthour of power sold. This
disparity may be attributed to their location in
high-cost generation areas (i.e., New York and
California).

= Utilities with significant power purchases were
found to also have more capital investments than
the other group.

The second analytical approach is based on the premise
that debt and equity markets are linked. It is argued
that if there is an increase in the imputed debt of
utilities as a result of power purchases from nonutility
generators, then this results in an overall increase in the
riskiness of the firm. An increase in the cost of bor-
rowing should also be reflected by an increase in the
cost of raising equity.

The results indicate that nonutility power purchases did
not raise a utility’s cost of equity capital. In fact, there
was more evidence to support the notion that utility
construction raises the cost of capital more than
nonutility power purchases do. If these results are
correct, then the debate about the debt equivalence of
fixed payments for power purchases reflects more on
the distribution of income between debt and equity
owners, rather than on the cost of capital.

Overall, based on the available financial data using two
different approaches, there is no conclusive evidence
that power purchases from nonutility generators raised
the cost of capital to the utilities which purchase the
electricity.

*Investor-owned utilities purchasing approximately 9.0 percent or more of power or capacity from nonutility generators were deemed

to be “significant” buyers.

“The percentage of debt, or preferred stock, or common stock, or other equity to the total capital structure of an entity.
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1. Introduction

From 1985 through 1992, nonutility generation in-
creased at an average annual growth rate of 17 percent,
to 296.0 billion kilowatthours.! Of this amount, the
investor-owned utilities purchased 164.2 billion kilo-
watthours or almost 6 percent of the electricity
generated for sale to the ultimate end-use consumers.
The remainder of the power produced by nonutilities
was used by them internally. Their sales to investor-
owned utilities increased from 28.3 billion kilo-
watthours in 1985 reflecting an average annual growth
rate of 29 percent.

Some of the above power purchases were mandatory
due to the regulations established by the Federal
Energy Regulatory Commission implementing the Pub-
lic Utility Regulatory Policies Act of 1978 (Public Law
95-167). That legislation created a new class of electric
power generators called “qualifying facilities” and
guaranteed a market for the electricity they produce at
the “avoided cost” of the electric utility purchasing the
power.>® Other power purchase contracts, with non-
utilities that are not qualifying facilities, originated in
response to voluntary requests for bids from the in-
vestor-owned electric utilities.

A substantial debate has emerged over the financial
impacts of power purchases from nonutilities on

investor-owned utilities, shareholders of the utilities,
and the customers or ratepayers. For example, the
decision to buy power or build capacity may have
different financial implications on the credit rating of an
investor-owned utility. The outcome of this debate
could lead to changes in the organization, structure,
and market behavior of the electric power industry. The
seriousness of the debate is reflected in the provisions
of Section 712 of the Energy Policy Act of 1992
(EPACT), Public Law 102-486, which requires State
regulatory authorities to consider (among other related
issues) whether the long-term power purchase agree-
ments by the investor-owned utilities (from nonutility
generators) would increase or decrease the utilities’ cost
of capital .’

The basis for concern is the manner in which the non-
utility power projects are financed. The vast majority of
these facilities use project financing, which relies on
long-term purchase contracts with utilities to provide
an assured market and price for the electricity, subject
to performance requirements. Some financial analysts
maintain that when utilities enter into long-term power
purchase agreements, they assume financial risks. The
payment agreements (in particular the capacity pay-
ments) are viewed as being analogous to off-balance-
sheet debt equivalents and are taken into account by
the bond-rating agencies in the financial markets.

'Energy Information Administration, Financial Statistics of Major U.S. Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1
(Washington, DC, December 1993), p. 49; The Changing Structure of the Electric Power Industry 1970-1991, DOE/EIA-0562 (Washington, DC,
March 1993), p. 87; and Electric Power Annual 1992, DOE/EIA-0348(92) (Washington, DC, January 1994), p. 119.

?Quialifying facilities are nonutilities that meet the requirements specified by Public Utility Regulatory Policies Act of 1978 (Public Law
95-167). The requirements include that the facility generate electricity using a technology which either sequentially produces electric
energy and another form of useful energy (such as heat or steam) using the same fuel source (cogeneration) or uses renewable energy
as a fuel source. In addition, qualifying facilities must meet certain ownership, operating, and efficiency criteria established by the Federal
Energy Regulatory Commission. Nonqualifying facilities are nonutilities that do not meet these requirements.

3«Avoided cost” is generally assumed to be the cost that a utility avoided by not producing the electricity received/purchased from
a qualifying facility. Because the demand and supply balance for electricity was not considered in avoided cost, its interpretation forced
utilities to pay for QF capacity that was not needed. Since the mid-1980s, many States addressed this problem by introducing competitive
bidding to establish avoided costs as opposed to setting them administratively. See Energy Information Administration, Changing Structure
of the Electric Power Industry 1970-1991, DOE/EIA-0562 (Washington, DC, March 1993), p. 24.

*EPACT represents comprehensive energy legislation that will impact on the operations of electric utilities in a significant way. Critical
among its major provisions are the amendments to the Public Utility Holding Company Act of 1935 (PUHCA), the Federal Power Act
(FPA), and Public Utility Regulatory Policies Act of 1978 (PURPA). Some provisions bolster competition, while others may imply added
government intervention. The purpose of this study is to focus primarily on the provisions of Section 712 that affect the electric utilities.

Energy Information Administration/ Financial Impacts of Nonutility Power Purchases on Investor-Owned Electric Utilities 1



As a result, in cases where an investor-owned utility
enters into long-term power purchase contracts that
represent a significant part of its supply, such pur-
chases increase the utility’s indebtedness.® This may
diminish the credit strength of the investor-owned
utility and lead to an eventual decline in its credit
rating.® The utility may, therefore, have to pay a higher
rate of return to its equity holders to attract fresh
capital. A similar argument holds where bonds need to
be sold to finance the construction of new capacity.

This analysis report is designed to examine the issues
stemming from the consequences of long-term power
purchases from nonutility generators. To meet this ana-
Iytical agenda, the report evaluates the consequences of
purchased power contracts on the investor-owned
utilities in ways that are both traditional and non-
traditional. The traditional analysis evaluates the
financial statements of two groups of investor-owned
utilities: the first group with significant power pur-
chases from nonutility generators and the other group
without such purchases. The emphasis is to closely
evaluate the quality of earnings of these two groups to
discern whether there are any major performance dif-
ferences between them. The nontraditional approach
relies on the concept of efficient capital markets and
empirically tests the impact of significant power
purchase agreements (by an investor-owned utility) on
the utilities’ cost of equity capital.

The starting point for this report is an overview of the
financial developments during the 1980s that affected
the investor-owned utilities. The 1980s turned out to be
a decade of transition for the electric power industry. It
was a period of consolidation and recovery as many
major construction projects were completed, the econo-
my recovered, wholesale power transfers increased, and
nonutility generators that sold power to the electricity
grid emerged. The industry also experienced many reg-
ulatory changes that were evolutionary: ratebase phase-
in, cost disallowances, performance-based pricing,
modified treatment of investments embedded in the
construction work in progress, and definitions of
avoided cost. All these factors affected the financial sta-
tus of the investor-owned utilities.

Chapter 2 provides a historical background of the
electric utility industry since the early 1980s and eval-
uates the changes in electric utility operating revenues,
incomes, prices, earnings, and capital structures in
general. Within this framework, the perceptions of the
financial community in dealing with investor-owned
utilities that purchase a significant share of power will
be introduced. In particular, bond-rating agencies’
evaluations of the financial strength of such investor-
owned utilities will be discussed.

Chapter 3 applies standard financial analysis techniques
to two groups of investor-owned utilities—those with
significant power purchases from nonutility generators
and those without significant power purchases.” The
analysis focuses on the most recent years, 1986-1992,
i.e.,, the period during which the impact of power
purchase agreements has become increasingly rec-
ognizable. Financial data from the Federal Energy
Regulatory Commission (FERC) Form 1 are used for
selected variables, and standard financial ratios are pre-
sented. The results of the group with significant power
purchases are compared with those of the other set of
investor-owned utilities that normally generate their
own power, and do not rely on nonutility power gener-
ation to meet their load on a permanent basis.

In addition, the same problem is analyzed from the
perspective of equity markets on the assumption that
the debt and equity markets are inseparably linked. If
power purchase agreements (and the associated capa-
city payments) are analogous to debt, then the
conclusion that the operations of the firm become more
risky should be observable in the equity markets as
well. Accordingly, this chapter evaluates the *“debt-
equivalence” debate empirically. It establishes a general
framework in which to examine those determinants of
the utility cost of equity capital which are relevant to
this debate. For this purpose, a basic form of an
equation is tested empirically and an analysis of the
results presented.

Chapter 4 deals with the issues raised by the recently
enacted Energy Policy Act of 1992 as stipulated in
Section 712. These issues are:

*Power purchases from nonutility generators in excess of 10 percent of total sales or capacity are considered significant by bond-rating

agencies.

®Note, however, that bond-rating agencies take various other factors into account in assigning rating to a utility’s bonds. As such, a
utility may confront the possibility of having its bonds downgraded even when its power purchase contracts are less than the 10 percent

“significant” level.

"Data as available with the Energy Information Administration on Form EIA-861, “Annual Electric Utility Report,” Form EIA-867,
“Annual Nonutility Power Producer Report,” Form EIA 767, “Steam-Electric Plant Operation and Design Report,” and Federal Energy
Regulatory Commission FERC Form 1, “Annual Report of Major Electric Utilities, Licensees, and Others,” were used to identify investor-
owned utilities purchasing power/capacity from nonutility generators (that include qualified facilities, independent power producers,
small power producers or exempt wholesale generators) at levels close to or exceeding 9 percent.

2 Energy Information Administration/ Financial Impacts of Nonutility Power Purchases on Investor-Owned Electric Utilities



- Effects of power purchases on utility cost of
capital and on retail rates paid by consumers

= Potential concerns regarding reliability attributable
to highly leveraged capital structures of the
exempt wholesale generators

= Consideration of implementing procedures for
advance approval/disapproval of long-term
wholesale power supply

< Assurances of adequate fuel supplies before
approval of power purchase contracts.

A summary of the issues and views, as presented
before the State regulatory authorities, is presented

Energy Information Administration/ Financial Impacts of Nonutility Power Purchases on Investor-Owned Electric Utilities

together with a summary of recommendations from the
various commissions. The evidence, as available from
the two preceding chapters, is then integrated into this
discussion. Finally, conclusions of the study are pre-
sented.

The appendices provide background information.
Appendix A contains Section 712 of the Energy Policy
Act of 1992. Appendix B lists the two groups of in-
vestor-owned utilities with and without significant
power purchases from nonutility generators. Appendix
C contains a detailed version of the empirical work
done to assess the impact of nonutility power purchases
on utilities’ cost of equity capital. Appendix D lists
selected provisions of the Public Utility Regulatory
Policies Act of 1978.



2. Financial Status of the Electric Utility Industry,
1981-1992

An Industry in Transition

Background: The Seventies

Major pressures on the financial health of the electric
power industry emerged in the 1970s. These pressures
came from different but related sources: the state of
the economy, rising oil prices, reduced growth in
demand for electricity, construction outlays, environ-
mental regulations, and rising power plant costs.?

The state of the economy had a significant adverse
impact on the electric power industry. The quadrupling
of oil prices during the 1973-1974 Arab oil embargo
pushed the economy into a recession. During 1974 and
1975, real output declined while inflation worsened
significantly (Table 1). Even as the economy began to
readjust structurally to increased energy prices during
1976, the then prevailing high inflation and unemploy-
ment rates rendered the process difficult. A subsequent
oil price shock in 1979 (in which oil prices doubled
again) and its continuation in the following years set
the stage for the most severe and prolonged recession
of the post-war era.’

Accelerating inflation (leading to an increase in overall
power plant construction costs and in operation and
maintenance costs) and escalating fossil fuel prices
(particularly oil and natural gas prices in the wake of
the 1973-1974 Arab oil embargo) imposed cost pressures
on the electric utility industry. The cumulative impact

of these developments (in concert with the state of the
economy) was an unanticipated deceleration in the
overall growth in demand for electricity. The average
annual rate of growth in demand for electricity
declined from 7.2 percent in 1970 through 1973 to 3.2
percent in 1973 through 1979 (Table 2). This develop-
ment occurred while the industry was already in the
midst of implementing an expansion program geared to
meet historical growth rates exceeding 7.0 percent. As
the expansion program was delayed, carrying charges
(in the form of dividends on equity and interest on
debt) for investments in the construction work in pro-
gress increased significantly due to increasing leadtimes
necessary for project completion in an inflationary
economic environment.

Slower growth in demand for power (with its impact
on revenues) and rising utility expenditures squeezed
industry profits and reduced the availability of funds
from internal sources. To keep the level of construction
activity (already in the pipeline) going, the industry
had no other option but to increase its borrowings in
the market. This activity raised the overall costs of
producing power still higher.

As a result, the electric power industry confronted a
period of unprecedented financial uncertainty.’® A
matter of concern and debate in the late 1970s was
whether the electric utility industry (particularly the
investor-owned segment) would be able to successfully
finance its future construction programs (to satisfy load

8Power plant costs escalated significantly during the late 1970s and the early 1980s.
°For additional details, refer to Energy Information Administration, Historical Financial Analysis of the Investor-Owned Electric Utility

Industry, DOE/EIA-0443 (Washington, DC, February 1984), pp. 19-40.

“David L. Scott, Financing the Growth of Electric Utilities (New York, NY: Praeger Publishers, 1976), p. vi. An additional factor was the
fuel choice legislation enacted during the 1970s which was designed to promote the greater use of coal in place of oil and natural gas.
The Energy Supply and Environmental Coordination Act of 1974 (Public Law 93-319) directed the Federal Energy Administration to
identify and prohibit plants from using oil/natural gas under certain conditions. The Powerplant and the Industrial Fuel Use Act of 1978
(Public Law 95-260) extended and intensified Federal involvement in utilities’ future fuel choices by prohibiting the use of oil/natural
gas in new power plant construction. This legislation also stipulated that the use of natural gas as primary boiler fuel would end on or

before January 1, 1990.
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Table 1. Selected Economic Parameters of the U.S. Economy, 1970-1992

Annual Rate of Change Yields on 30-
(Percent) Moody’s Year U.S.

Corporate Aaa Bank Prime Government
Real Gross Bonds Yield Rate Bonds

Domestic Unemployment (Percent per (Percent per (Percent per
Year Product (GDP) GDP Deflator (Percent) Year) Year) Year)
1970 ... ... 0.0 5.4 4.9 8.04 7.91 7.47
1971 ... 29 5.4 5.9 7.39 5.72 6.36
1972 ... 5.1 4.6 5.6 7.21 5.25 6.40
1973 ..o 5.2 6.4 4.9 7.44 8.02 7.00
1974 ... ... -0.6 8.7 5.6 8.57 10.80 7.67
1975 ... -0.8 9.6 8.5 8.83 7.86 8.07
1976 . ... .. 4.9 6.3 7.7 8.43 6.84 7.72
1977 ... 45 6.9 7.1 8.02 6.82 7.68
1978 ... 4.8 7.9 6.1 8.73 9.06 8.48
1979 ... 25 8.6 5.8 9.63 12.67 9.29
1980 ............ -0.5 9.5 7.1 11.94 15.27 11.30
1981 ... .. 1.8 10.0 7.6 14.17 18.87 13.44
1982 ... -2.2 6.2 9.7 13.79 14.86 12.76
1983 . ... 3.9 4.1 9.6 12.04 10.79 11.18
1984 . ... .. 6.2 4.4 7.5 12.71 12.04 12.39
1985 ... 3.2 3.7 7.2 11.37 9.93 10.79
1986 ............ 2.9 2.6 7.0 9.02 8.33 7.80
1987 ... 3.1 3.2 6.2 9.38 8.20 8.58
1988 .......... .. 3.9 3.9 5.5 9.71 9.32 8.96
1989 ............ 25 4.4 5.3 9.26 10.87 8.45
1990 ... .. 1.2 4.4 5.5 9.32 10.01 8.61
1991 ... -0.7 3.9 6.7 8.77 8.46 8.14
1992 . ... 2.6 2.9 7.4 8.14 6.25 7.67

Sources: Real Gross Domestic Product (GDP) and GDP Deflator

—Department of Commerce, Bureau of Economic Analysis, Survey of Current
Business, Vol. 73, No. 9 (Washington, DC, September 1993), pp. 50, 53. Unemployment, Moody’s Corporate Aaa Bonds Yield

—Council of

Economic Advisors, Economic Report of the President (Washington, DC, January 1993), pp. 390, 428. Bank Prime Rate, Yields on 30-Year U.S.
Government Bonds —The Wharton Econometrics Forecasting Associates (WEFA) Group, U.S. Long-Term Historical Data (Bala Cynwyd, PA, Fourth

Quarter, 1993), p. 4.69, and predecessor publications.

requirements compatible with adequate reserve margin
requirements) or face a credit crunch.!

Growing environmental concerns during the 1970s,
however, led to the passage of the Clean Air Act
Amendments of 1970 and 1977, which required utilities
to reduce the level of sulfur dioxide emissions from
new coal-fired power plants through the addition of
flue gas desulfurization equipment or the use of low-

sulfur coal. These new environmental standards raised
the overall power production costs by adding to the
operating and/or capital costs of coal-fired power
plants.

Construction costs of power plants also escalated due
to a variety of reasons. Critical among these were the
state of the economy, continued inflation, rising interest
rates, lengthening licensing and construction leadtimes,

For factors leading the electric utility industry in to financial difficulties, see Energy Information Administration, The Feasibility of
Financing Domestic Energy Development During 1978-1984, DOE/EIA-0184/2 (Washington, DC, May 1979), pp. 46-47. The seriousness of
a potential credit crunch became apparent when legislation to establish an Energy Independence Authority to encourage and assure the
flow of funds to those sectors of the economy critical to the development of energy sources was introduced in 1975. Among these, the
electric utility industry was expected to receive a major share of the initial funding authority of $100 billion. However, the legislation

was not enacted.
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Table 2. Aggregate End-Use Electricity Sales and Total Installed Capacity of the Electric Utility Industry,

1970-1992
Electricity Sales Installed
(Billion Kilowatthours) Nameplate
Generating
Capacity

Year Residential Commercial Industrial Other Total (Gigawatts)
1970 ... .. 466 307 571 48 1,392 341.6
1971 ... 500 329 589 51 1,470 368.9
1972 ... 539 359 641 56 1,595 398.6
1973 ... 579 388 686 59 1,713 442.4
1974 ... 578 385 685 58 1,706 477.6
1975 ... 588 403 688 68 1,747 508.3
1976 . ... 606 425 754 70 1,855 531.0
1977 ... 645 447 786 71 1,948 560.2
1978 ... 674 461 809 73 2,018 579.2
1979 ... 683 473 842 73 2,071 598.3
1980 ... 717 488 815 74 2,094 613.5
1981 ... 722 514 826 85 2,147 634.8
1982 ... 730 526 745 86 2,086 650.1
1983 ... 751 544 776 80 2,151 658.2
1984 ... 780 583 838 85 2,286 672.1
1985 ... 794 606 837 87 2,324 698.1
1986 ... 819 631 831 89 2,369 707.7
1987 ... 850 660 858 88 2,457 718.1
1988 ... 893 699 896 90 2,578 723.9
1989 ... 906 726 926 90 2,647 730.9
1990 ... 924 751 946 92 2,713 735.1
1991 ... 955 766 947 94 2,762 740.0
1992 ... 936 761 973 93 2,763 741.7

Note: Sum of components may not equal total due to independent rounding.

Sources: Sales—Energy Information Administration, 1992 Annual Energy Review, DOE/EIA-0384(92) (Washington, DC, June 1993), p. 223 and
Energy Information Administration, Electric Power Annual 1992, DOE/EIA-0348(92) (Washington, DC, January 1994), p. 52. Nameplate
Capacity —1950-1982—Energy Information Administration, 1982 Annual Energy Review, DOE/EIA-0384(83) (Washington, DC, May 1983), p. 201.
1983-1992—Energy Information Administration, Form EIA-759, “Monthly Power Plant Report,” and Energy Information Administration, Form EIA-767,

“Steam-Electric Plant Operation and Design Report.”

inclusion of pollution and environmental costs, and the
inability to reap further economies of scale in building
large base-load power plants. Nuclear power plant con-
struction costs were additionally influenced by the
accident at the Three Mile Island which brought about
more stringent and added safety regulations requiring
modifications to plants under construction and delays
in obtaining an operating permit.*?

Real electricity prices, which were relatively stable in
1970 through 1973, began to increase and continued in-
creasing through 1982

Financial Recovery and Structural Changes
in the Eighties and Nineties

The State regulatory authorities and the Federal Energy
Regulatory Commission began responding to these
financial pressures on the electric utility industry with
evolutionary ratemaking procedures. A procedure to
permit all or part of the construction work in progress
(CWIP) to be included in the ratebase was adopted by
the Federal Energy Regulatory Commission to alleviate
the financial hardships with respect to construction pro-
grams awaiting completion. This adjustment allowed

2The accident at the Three Mile Island occurred on March 28, 1979. For factors leading to an escalation of nuclear power construction
costs, see Energy Information Administration, An Analysis of Nuclear Power Plant Construction Costs, DOE/EIA-0485 (Washington, DC,

March 1986), pp. ix-xvii.

BEnergy Information Administration, Annual Energy Review 1992, DOE/EIA-0384(92) (Washington, DC, June 1993), p. 233.
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an electric utility to earn a cash return on investments
embedded in the construction work in progress.* The
States also began adopting this procedure, and per-
mitted the partial or complete inclusion of CWIP in the
ratebase so that the utilities could earn a return on
investments embedded in CWIP.

The State regulatory authorities responded to the
increases in electricity costs with more critical cost
reviews, disallowing some costs and introducing
incentive programs based on performance. New cost
recovery procedures were introduced for costly new
power plants that would be added to a utility’s rate-
base. The costs were phased-in over a few years to
reduce the resulting increase in electricity rates. Also,
some costs were disallowed on the basis of prudence
reviews.

Regulatory bodies also began making decisions on the
recovery of costs expended on the construction of new
coal-fired or nuclear power plants that were later can-
celed. The costs were usually allocated among utility
ratepayers, investors, and either the State or the Federal
government.’®

By the mid-1980s, various factors began to contribute to
the financial recovery of the electric utility industry.
Important among them were: completion or cancellation
of much of the ongoing construction activity; decelera-
tion in the need for new power plant construction due
to a marked and persistent decline in the growth rate
for electric power;* lower inflation; lower fossil fuel
prices; and completion of the phase-in of the cost of
many new plants into the ratebase. The cumulative
impact of these factors was to aid and sustain the
industry’s recovery during the 1980s. This process, for
the most part, has been maintained during the early

1990s. The result is that the real price of electricity in
1992 was 23 percent less than the 1982 average price
even though total electricity sales increased at a rate of
2.9 percent during this period, i.e., at a rate significantly
lower than the historical growth rate discussed earlier.

In addition, the industry has also witnessed significant
organizational and structural changes since the passage
of the Public Utility Regulatory Policies Act of 1978
(PURPA).Y As will be discussed later, the passage of
the Energy Policy Act of 1992 (EPACT) is likely to
further accelerate the pace and direction of changes in
the electric utility industry.

Electric utility ownership (within the traditional electric
power industry group) is distributed among investor-
owned, publicly owned, cooperatives, and Federally
owned utilities. About 3,200 firms or entities that make
up the industry are characterized by a diversity in size,
service area, fuel and generation mix, and financial
resources (Table 3). These firms are engaged in the
business of generating, transmitting and distributing
power to various end-use sectors of the economy. At
the end of 1992, the makeup of this traditional sector
was: 262 investor-owned utilities (79 percent of utility
electricity generation), 2,017 publicly owned utilities (8
percent of electricity generation), 943 cooperatives (5
percent of electricity generation), and 10 federally
owned facilities (8 percent of electricity generation).

The investor-owned utilities, all with a corporate
structure, are operated for profits and are financed by
the equity contributions of the owners or by sale of
debt in the financial markets."* Though small in
number, the investor-owned utilities overwhelmingly
dominate the industry in terms of resources, especially
with regard to installed generating capacity and the

¥“In the absence of this modification regarding the treatment of CWIP, the utilities were allowed to earn a non-cash return on
investments in CWIP known as “allowance on funds used during construction.” This procedure reduced the cash component of utility
earnings and lowered its quality of earnings.

BAs an example, significant costs of the Shoreham nuclear plant were picked up by the State of New York. For further discussion with
respect to earlier nuclear plants that were canceled, see Energy Information Administration, Nuclear Plant Cancellations: Causes, Costs, and
Consequences, DOE/EIA-0392 (Washington, DC, April 1983).

%Installed nameplate capacity increased by 1.0 percent per year in 1985 through 1992 as compared to nearly 5.0 percent per year in
1970 through 1984.

YEnergy Information Administration, The Changing Structure of the Electric Power Industry 1970-1991, DOE/EIA-0562 (Washington, DC,
March 1993), pp. 3-13.

BA number of investor-owned utilities operate under the umbrella of a “holding company.” As of December 31, 1992, there were 11
electric holding companies registered with the Securities and Exchange Commission (SEC) controlling over 20 percent of the investor-
owned utilities. (Data aggregated from Securities and Exchange Commission, Financial and Corporate Report: Holding Companies Registered
Under the Public Utility Holding Company Act of 1935 As of December 31, 1993 (Washington, DC, 1994).) Additionally, there were 49 holding
companies exempt from SEC regulation by SEC order and 115 holding companies not subject to the Act, including both gas and electric
utilities. (Data aggregated from Securities and Exchange Commission, Financial and Corporate Report: Holding Companies Exempt From the
Public Utility Holding Company Act of 1935 Under Section 3(a) and 3(a)(2) Pursuant to Rule 2 Filings or by Order As of November 1, 1993
(Washington, DC, 1994).) For a comprehensive discussion on the subject of holding companies, see Energy Information Administration,
Public Utility Holding Company Act of 1935: 1935-1992, DOE/EIA-0563 (Washington, DC, January 1993).
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Table 3. Selected Electric Utility Data by Ownership, as of December 31, 1992

Net

Total Revenues Electricity

Total Number Nameplate From Electricity Electricity Sales © Generation ¢

Type of Consumers @ Capacity Sales® (Thousand (Thousand

of Utility Number (Million) (Gigawatts) (Billion Dollars) Gigawatthours) Gigawatthours)

Investor Owned . . ... 262 85.79 573.0 167.05 2,112 2,214
Publicly Owned . . . . .. 2,017 15.52 76.5 31.24 395 231
Federal ........... 10 0.03 66.1 7.50 49 225
Cooperative . ....... 943 11.95 26.1 24.10 207 127
Total ............ 3,232 113.28 741.7 229.88 2,763 2,797

aTotal number of consumers includes residential, commercial, industrial, public streets and highway lighting, and others.

®This does not include revenues from sales for resale.
“This does not include electricity sold for resale.

INet Electricity Generation is the amount of electricity generated at a plant minus the amount of electricity used at the plant itself.
Note: Sum of components may not equal total due to independent rounding.

Sources: Number, Total Revenues From Electricity Sales, Electricity Sales

—Energy information Administration, Financial Statistics of Major

U.S. Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1 (Washington, DC, December 1993), p. 3. Total Number of Consumers, Net

Electricity Generation —Energy Information Administration, Form EIA-861, “Annual Electric Utility Report.”

Nameplate Capacity —Energy

Information Administration, Form EIA-860, “Annual Electric Generator Report.”

associated output levels of electric power. As a result,
they also account for nearly three-fourths of the total
sales and revenues in the industry (Table 3).

The other segments of the industry consisting of Fed-
eral facilities, publicly owned utilities, and rural
cooperatives are nonprofit institutions established to
serve the communities and consumers at cost. As such,
they are exempt from taxes and can secure financing at
rates generally lower than those available to the
investor-owned utilities.

Nonutility generation, before 1978, was typically under-
taken to meet demands of major industry groups such
as the paper, chemical, mining and oil refining in-
dustries. Most of the power was produced through
cogeneration, and the electricity was for the producers’
own use with little or no opportunity for marketing any
surplus power.” The enactment of the PURPA aimed
(among other objectives) to accelerate the commercial
deployment of decentralized, small-scale electric power
production (including those from renewable resources),
cogeneration, and energy conservation. As a result,
there has been an emergence of nontraditional elec-

tricity-producing entities (called nonutility generators)
since the mid-1980s. The PURPA legislation guaranteed
a market for qualified decentralized facilities at an
economic price calculated on the basis of a utility’s full
“avoided cost”—the marginal cost of electricity. Initial
rulemaking, and the designation of a *“qualifying
facility” (QF) were entrusted to the Federal Energy
Regulatory Commission. PURPA also provided QFs
with exemptions from certain Federal and State regula-
tions. In addition to QFs (which include small power
producers and cogenerators), nonutility generators also
include independent power producers (IPPs). These are
power producers providing capacity and wholesale
power to utilities under long-term power sales agree-
ments.

At the end of 1992, 1,808 nonutilities accounted for
nearly 57 gigawatts of installed generating capacity
(Table 4).*° The entry of nonutility generators in the
field of power generation has created an environment
in which they have emerged as important power pro-
ducers. However, potential changes in the industry
structure that may result from the entry of non-
traditional, nonutility power generators are not yet fully
clear.*

¥In addition to major industrial nonutility generators, there also exist small industrial producers. The generation of wood-fired
electricity in the lumber industry is an example. Similar uses for residual byproducts can be found in the agricultural sector.

®Energy Information Administration, Electric Power Annual 1992, DOE/EIA-0348(92) (Washington, DC, January 1994), p. 122.

ZFor a fuller discussion of the possible changes of this development on the industry structure, see Energy Information Administration,
The Changing Structure of Electric Power Industry, 1970-1991, DOE/EIA-0562 (Washington, DC, March 1993).
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Table 4.

Capacity and Generation Statistics for the Nonutility Generating Sector,

(Nonutility Data for Facilities of 1 or More Megawatts)

1992

Installed Nameplate Capacity
by Type of Facility

Installed Nameplate Capacity
by Type of Fuel
(Gigawatts)

Gross Generation
by Type of Fuel
(Billion Kilowatthours)

(Gigawatts)

Cogenerator Qualifying Facility .............. 33.4
Small Power Producer Qualifying Facility ....... 8.8
Cogenerator Non-Qualifying Facility . .......... 6.8
Other Non-Qualifying Nonutilites .. ........... 5.4
Exempt Wholesale Generators . . .. ........... 1.8
Both Cogenerator and Small Power

Producer Qualifying Facility . ............... 0.6

Total ........... . . ... 56.8

Petroleum and Natural Gas® ....... 31.8 Petroleum and Natural Gas? .. ... 169.76
CoalP ... ... 85 Coa’ ...................... 47.36
Wood® . ... 6.8 Wood® ..................... 36.26
Wasted ... ... 30 Waste® ... 17.35
Hydroelectric . ................. 2.7 Hydroelectric . ............... 9.45
Solarand Wind . ................ 2.2 SolarandWind . .............. 3.66
Geothermal . .................. 1.3 Geothermal ................. 8.58
Other® ......... ... ... ... ..... 06 Other® ..................... 3.58

Total ........ ... ... 56.8 Total ............ .. ....... 296.00

Includes petroleum, petroleum coke, diesel, kerosene, and petroleum sludge and tar. Also includes natural gas, butane, ethane, propane, waste heat, and

waste gases.
PIncludes coal, anthracite culm, and coal waste.

‘Includes wood, wood waste, peat, wood liquors, railroad ties, pitch and wood sludge.
dIncludes municipal solid waste, agricultural waste, straw, tires, landfill gases, and other gases.
®Includes nuclear reactor and generator at Argonne National Laboratory, hydrogen, sulfur, batteries, chemicals, and spent sulfite liquor.

Note: Sum of components may not equal total due to independent rounding.

Source: Capacity by Type of Facility —Energy Information Administration, Form EIA-867, “Annual Nonutility Power Producer Report” for 1992. Capacity and
Generation by Type of Fuel —Energy Information Administration, Electric Power Annual 1992, DOE/EIA-0348(92) (Washington, DC, January 1994), p. 119.

The recently enacted EPACT substantially revised the
Federal regulation of the electric utility industry in
order to increase the competition in wholesale elec-
tricity trade. Of the several provisions, one modifies the
Public Utility Holding Company Act (PUHCA) by cre-
ating a new class of independent power producers,
called “exempt wholesale generators” that are exempt
from the corporate and geographic restrictions PUHCA
imposes. Another allows public utility holding com-
panies to own interest in IPP facilities. A third ensures
that these and other wholesale power producers can ob-
tain access to transmission facilities.?

Accordingly, the new class of independent power pro-
ducers—the exempt wholesale power generators—are
allowed to form corporate subsidiaries to develop and
operate independent power projects anywhere in the
United States. Exempt wholesale generators are not
considered utilities under PUHCA: they can only sell
their output at wholesale prices to electric utilities and
municipalities. For this purpose, the exempt wholesale
generators can also apply to the Federal Energy Regula-
tory Commission for an order requiring the electric

ZAdditional details are provided in Chapter 4.

utility to provide wheeling services. The Federal Energy
Regulatory Commission is authorized to issue such
orders provided the proposed transaction is in the
public interest and meets the key criteria related to
pricing, reliability, and self-dealing.?

The effect of the emergence of these nonutility power
producers on the financial status of investor-owned
utilities will be discussed later in this report. However,
it is important to review and evaluate how the financial
health for the investor-owned utilities changed in gen-
eral during the period from 1981 through 1992.

Financial Review of
Investor-Owned Utilities

Selected financial statistics (in the aggregate) of major
investor-owned electric utilities for the 12-year period
from 1981 through 1992 were compiled for this analysis
(Table 5).* The data include major investor-owned
utilities, defined as those that in the past three

ZFor additional information regarding nonutility generators, see Energy Information Administration, Electric Power Annual 1992,

DOE/EIA-0348(92) (Washington, DC, January 1994), pp. 113-128.

#“Summary and detailed financial accounting data on the investor-owned segment of the domestic electric utility industry are presented
in Energy Information Administration, Financial Statistics of Major U.S. Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1
(Washington, DC, December 1993), pp. 16-23. These statistics are compiled annually by the Energy Information Administration from the
Federal Energy Regulatory Commission (FERC) Form 1, “Annual Report of Major Electric Utilities, Licensees and Others.”
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Table 5. Composite Financial Statistics for Investor-Owned Electric Utilities, 1981-1992

(Billion Dollars)

Year
Item 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992

Income Statement
Electric Operating Revenues . . . . .. 101.78 109.38 116.69 128.27 135.27 136.26 138.55 143.93 150.90 157.28 166.80 169.49
Electric Operating Expenses . ... .. 85.56 91.24 96.22 10550 111.13 110.17 11156 115.35 121.55 127.90 135.95 139.01
Net Electric Operating Income . . . .. 16.22 18.14 20.47 22.76 24.14 26.09 26.99 2858 29.35 29.38 30.86 30.48
Net Utility Operating Income . ... .. 17.00 19.09 2143 2395 2533 27.23 28.08 29.76 30.57 30.53 32.09 3181
Total Other Income (net) ......... 4.67 5.71 6.80 7.24 7.61 6.98 5.52 2.04 2.56 1.83 0.52 1.69
Net Interest Charges . . .......... 9.00 9.75 10.34 1148 1258 13.48 1362 1439 1485 1574 1574 1522
Income Before Extraordinary

tems . ... ... . 12.66 15.05 17.89 19.72 20.36 20.72 19.98 17.41 18.28 16.62 16.88 18.28
NetIncome .................. 12.71 15.14 1767 19.70 1870 20.42 19.02 16.04 17.31 16.90 16.95 18.38
Dividends Declared
Preferred .................... 2.25 2,51 2.78 2.86 2.96 2.65 2.30 2.26 2.42 2.03 1.95 2.04
Common ........... ... 7.79 9.17 1051 1124 1190 12.60 1295 13,52 14.03 14.19 1443 14.90
Balance Sheet
Net Electric Utility Plant . . ... ... .. 226.84 249.76 268.78 287.54 311.79 325.60 331.36 335.87 337.46 344.91 349.61 358.30
Net All Utility Plant .. ........... 241.44 265.08 285.32 307.32 333.78 348.21 356.98 361.64 363.22 371.31 376.77 386.86
Total Other Property and

Investments . ................ 7.92 9.05 10.27 10.77 1211 13.46 1556 1520 16.14 17.70 17.39 18.05
Total Assets .. ................ 285.22 315.10 342.22 375.29 404.72 426.10 446.27 454.30 465.72 477.87 487.54 506.35
Total Preferred Debt/Stock . . . . . 26.55 28.33 29.78 30.30 30.02 2837 26.76 26.37 2594 2562 2526 25.54
Total Common Equity® .......... 87.19 99.08 110.63 120.93 131.46 139.05 142.93 142.72 145.18 147.42 151.67 156.35
Total Long-Term Debt . .. ........ 115.26 124.06 131.57 140.58 152.66 157.21 158.42 160.73 162.95 167.94 171.89 174.14
Total Capitalization ............. 229.01 251.47 271.97 291.81 314.14 324.63 328.11 329.81 334.07 340.98 348.83 356.03
Total Liabilities and Equity . . ... ... 285.22 315.10 342.22 375.29 404.72 426.10 446.27 454.30 465.72 477.87 487.54 506.35
Cash Flow Statement °
NetIncome .................. 12,71 15.14 1767 19.70 1870 20.42 19.02 16.04 17.31 16.90 16.95 18.38
Depreciation, Depletion, and

Amortization .. ............... 8.11 8.93 9.61 10.67 1196 13.12 15.05 17.82 1745 1838 19.53 20.39
Deferred Taxes (net)® ........... 2.30 2.27 4.82 451 4.55 5.81 3.34 2.49 1.59 2.02 1.59 3.19
Less: Allowance for Funds

Used During Construction . . ... .. 5.25 6.57 7.66 7.86 7.94 6.41 4.94 2.88 2.34 1.89 1.34 1.17
Net Cash From Operations® . . . . .. 2091 2496 28.38 31.44 3367 36.82 3371 3648 36.66 3512 39.92 39.71
Total Construction and Plant

Expenditures® .. .............. 28.02 31.17 30.28 30.78 30.22 28.77 26.16 24.10 25.03 24.82 2597 27.28
Cash Provided by Outside

Sources'. ... ... 2324 26.69 23.88 23.83 2586 36.03 2695 1897 19.83 1956 24.62 53.85
Net Cash Provided by Financing

Activities? . ... ... ... 7.52 5.92 2.58 1.03 -3.08 -9.10 -11.83 -14.68 -14.40 -10.44 -13.98 -10.49
Retirement of Debts" ... ........ 15.72 20.78 21.30 22.80 2895 4513 38.78 33.65 3424 30.00 3859 64.34
Dividends on Preferred Stocks .. .. 2.19 244 2.69 2.76 2.78 2.60 2.25 211 2.03 1.95 2.03 2.10
Dividends on Common Stocks . . . . . 7.59 8.98 10.33 1091 1150 12.02 1248 13.22 1350 13.62 13.70 14.75

See footnotes at end of table.
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Table 5. Composite Financial Statistics for Investor-Owned Electric Utilities, 1981-1992 (Continued)

Year
Item 1981 | 1982 | 1983 | 1984 | 1985 | 1986 | 1987 | 1988 | 1989 | 1990 | 1991 | 1992

Financial Indicators (Percent)
Electric Operating Revenues/Total

Operating Revenues . ......... 86.5 85.6 85.9 86.7 87.4 89.2 90.2 90.2 90.3 90.9 91.4 91.2
Total Electric Operating Expenses/

Electric Operating Revenues . . . .. 84.1 83.4 82.5 82.3 82.2 80.9 80.5 80.1 80.5 81.3 81.5 82.0
Net Electric Operating Income/

Electric Operating Revenues . . . .. 15.9 16.6 17.5 17.7 17.8 19.1 19.5 19.9 19.5 18.7 18.5 18.0
Percent of Earnings Available for

Common Stock . .. ............ 745 72.6 70.6 66.7 75.6 70.9 77.4 98.1 94.2 95.4 96.2 91.1
Return on Common Stock Equity . .. 15.3 16.2 16.9 21.9 22.3 151 135 11.2 12.0 115 11.3 12.0
Internally Generated Funds to

Cash Outflows for Plant' ... ..... 39.8 435 50.8 54.9 60.8 725 69.8 85.7 77.8 82.3 92.9 81.5

8Calculated from the Composite Balance Sheet as Total Proprietary Capital minus Total Preferred Stock.

1986 and 1987 values are published estimates. 1981 through 1985 values are obtained or calculated from published values in the Statement
of Changes in Financial Position and the Composite Balance Sheet since the Statement of Cash Flows was not published for those years.

“This item is labeled Future Income Taxes (net) on the Statement of Changes in Financial Position.

9Total Funds From Operations were used for 1981 through 1985 from the Statement of Changes in Financial Position.

®For 1989 through 1992 this value is taken as Cash Outflows for Plant from the Composite Statement of Cash Flows.

fincludes proceeds from issuance of long-term debt, preferred stock, common stock, other, and net increase in short term debt. For 1981 through
1985, this value is calculated from the Statement of Changes in Financial Position as Total Funds from Outside Sources.

9For 1981 through 1985 this is calculated from the Statement of Changes in Financial Position by subtracting Total Payments for Retirement of
Debts/Stocks and Dividend Payments from Total Funds From Outside Sources.

_hlncludes payment for retirement of long-term debt, stock purchases, changes in short-term debt, and other liabilities.

'Calculations for 1988 and after were derived from the Statement of Cash Flows. Calculations for prior years were derived from the Statement
of Changes in Financial Position.

Sources: 1981-1985—Energy Information Administration, Financial Statistics of Selected Electric Utilities 1985, DOE/EIA-0437(85) (Washington,
DC, January 1987), pp. 12-26. 1986-1990—Energy Information Administration, Financial Statistics of Selected Investor-Owned Electric Utilities
1990, DOE/EIA 0437(90)/1 (Washington, DC, January 1992), pp. 12-19. 1991-1992—Energy Information Administration, Financial Statistics of Major
U.S. Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1 (Washington, DC, December 1993), pp. 16-23.

consecutive calendar years, have had sales or trans- period.” For the period 1981-1983, the then prevailing
mission services that exceeded one or more of the classification scheme included investor-owned utilities
following: in categories “A” (investor-owned utilities with annual

operating revenues of $2.5 million or more) and “B”
(investor-owned utilities with operating revenues of $1
million or more but less than $2.5 million). Selected
financial data for the period 1981-1983, presented in
various tables in this section, have been appropriately
modified to reflect the 1984 universe.?

< 1 million megawatthours of total annual sales

= 100 megawatthours of annual sales for resale

< 500 megawatthours of annual power exchanges
delivered

= 500 megawatthours of wheeling for others (deliv-

eries plus losses). . R
P ) One more data issue needs clarification. Due to changes

in reporting required under FERC Order No. 505
This classification scheme has been current since 1984, (issued on October 13, 1988), investor-owned utilities
ensuring the consistency of data for the 1984-1992 substituted the “Statement of Changes in Financial

BThe 1992 data (as shown in Table 5) are based on reports from 180 major investor-owned utilities. Six independent power producers
found to be under FERC jurisdiction are required to provide information on FERC Form 1. In addition, two electric cooperatives (falling
under section 201 of the Federal Power Act) are also required to submit data on FERC Form 1. For additional information, see Financial
Statistics of the Major U.S. Investor-Owned Electric Utilities, DOE/EIA-0437(92)/1 (Washington, DC, December 1993).

%See Energy Information Administration, Financial Statistics of Selected Electric Utilities 1984, DOE/EIA-0437(84) (Washington, DC,
January 1986), p. vii.
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Position” submitted in the prior years with the “State-
ment of Cash Flows” starting with the 1988 submission.
The “Statement of Cash Flows” data were published by
the EIA for the first time in 1988 in the Financial
Statistics of Selected Electric Utilities 1988. For purposes
of comparison, data on “Changes in Financial Position”
for the years 1986 and 1987 were also estimated to
approximate the new submission requirements, i.e., the
“Statement of Cash Flows.” The methodology then de-
veloped to accomplish this approximation has been
utilized to derive certain elements (pertaining to the
“Statement of Cash Flows” elements) for the period
1981 through 1985.

In addition to selected financial data (for the major
investor-owned utilities) for the period from 1981 to
1992, some income account ratios (derived from finan-
cial data) that are relevant to analysts are also included
in Table 5.

Operating Revenues and Expenses

Overall, electric operating revenues exhibited a healthy
growth from $101.8 billion in 1981 to $169.5 billion in
1992 (Figure 1). This translates into an impressive
average annual growth rate of 4.7 percent. Computation
of an average growth rate, however, masks variations
from one year to another. The percentage change in
electric operating revenues from one year to another,
ranges from a high of nearly 17 percent in 1981 to a
low of 0.7 percent in 1986 (Figure 2). The rate of growth
in electric operating revenues from 1981 through 1985
is a robust average annual rate of 7.4 percent. The next
2 years (i.e., in 1986 and 1987) exhibit a lackluster
performance with revenue levels only marginally above
the 1985 level. The next 5 years from 1987 through 1992
experienced an average annual growth of 4.1 percent.

The unusually high growth in electric operating rev-
enues in 1981 resulted from a significant increase in
electricity retail prices in comparison with the prices
that prevailed in 1980. Residential sector prices in-
creased by 14.8 percent; those in the commercial and
industrial sectors increased by 14.5 and 16.2 percent,
respectively, over the 1980 retail electricity prices.?’ In

Figure 1. Electric Operating Revenues, 1981-1992
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Source:  Energy Information Administration, Financial

Statistics of Major U.S. Investor-Owned Electric Utilities 1992,
DOE/EIA-0437(92)/1 (Washington, DC, December 1993), pp.
16-23, and predecessor publications.

addition, aggregate end-use sales were up by 2.5
percent in 1981. The cumulative impact of these two
factors was to boost the revenues by almost 17 percent
in 1981.

The sluggish growth in operating revenues during 1986
and 1987 and the modest growth in most of the sub-
sequent years may be attributed primarily to the near
stable prices for electricity. Nominal retail electricity
prices increased from 6.4 cents per kilowatthour in 1985
to 6.8 cents per kilowatthour in 1992, i.e., at a rate of
about 1 percent per year (Figure 3).2 Aggregate end-
use electricity sales also increased by about 2.5 percent
per year, from 2,324 billion kilowatthours in 1985 to
2,763 billion kilowatthours in 1992 (Table 2). As a
result, aggregate revenues increased by 3.3 percent
during this period.

Quite a different set of factors prevented an escalation
in operating expenses.” Lower interest rates, de-
creasing or stable fossil fuel prices,®® reduction in
corporate income taxes (brought about by the Tax
Reform Act of 1986), and completion of construction

“Energy Information Administration, Annual Energy Review 1990, DOE/EIA-0384 (Washington, DC, May 1991), Table 100, p. 225.
ZRetail electricity prices in constant 1987 dollars declined from 6.8 cents per kilowatthour in 1985 to 5.6 cents per kilowatthour in 1992

(Figure 3).

#Utility operating expenses include: operation and maintenance expenses, depreciation, amortization, taxes, provision for deferred taxes,
investment tax credit adjustments, and gains/losses from disposition of electric utility plant.

*Real fossil fuel prices (consisting of crude oil, natural gas and coal)—in constant 1987 dollars—declined from $3.48 per million Btu
in 1981 to $1.70 per million Btu in 1987 and to $1.41 per million Btu in 1992. In other words, during the period 1981-1992, real fossil fuel
prices declined by 60 percent. For fuel-specific price information, see Energy Information Administration, Annual Energy Review 1992,
DOE/EIA-0384(92) (Washington, DC, June 1993), pp. 69-71. Also, Table 1 shows changes in interest rates during this period.
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Figure 2. Annual Percentage Changes in Electric
Operating Revenues from Previous Year,
1981-19922
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aSee Figure 1 for electric operating revenues.

PElectric operating revenues in 1980 were $87.06 billion.

Source: Energy Information Administration, Financial
Statistics of Major U.S. Investor-Owned Electric Utilities 1992,
DOE/EIA-0437(92)/1 (Washington, DC, December 1993), pp.
16-23, and predecessor publications.

programs contributed to holding the line on expenses
and to a modest but sustained improvement in net
operating income (which is the difference between
operating revenues and operating expenses). As a
result, operating expenses as a share of operating
revenues (during the 1988-1992 period) declined grad-
ually since 1981. In 1981 through 1985, operating
expenses absorbed about 83 percent of operating rev-
enues, leaving about 17 percent as net operating income
(Figure 4). In contrast, the share of the residual
operating income averaged about 19 percent during the
1988-1992 period, reflecting over a 10 percent improve-
ment over the 1981-1985 period. As discussed in the
next section, this development assisted in significantly
improving the quality of utility earnings.

Improvements in the Quality of Earnings

A closer examination of the data reveal a significant
improvement in the quality of electric utility earnings
in 1988 through 1992, as compared to the financially
troubled period of the late 1970s and early 1980s. Apart
from the improvement in the economy, the major con-
tributory factor was the continuing decline in new
power plant construction during the period.

Figure 3. Real ® and Nominal Retail Prices of
Electricity Sold by Electric Utilities,
1981-1992
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®Real prices, in 1987 dollars, were calculated using implicit
GDP price deflators.

Source: Energy Information Administration, Annual Energy
Review 1992, DOE/EIA-0384(92) (Washington, DC, June
1993), p. 233.

The industry was in the midst of a massive construc-
tion program during the 1970s designed to meet the
then projected growth in electricity demand. Regulatory
authorities permit utilities to recover the construction
costs of new plants only upon their completion when
they are placed in service. The cost of the plant,
including any unrecovered finance charges, is then
recovered through an annual depreciation expense over
the economic life of the plant. In addition, the utility is
allowed to earn a return on the undepreciated balance.
Delays in the completion of plants and the associated
increases in costs, along with the large amount of capa-
city under construction, resulted in increasing levels of
costs for construction work in progress that were
accruing until plants were completed.

While investments in construction work in progress do
not produce any income during the period of construc-
tion, carrying charges in the form of dividend and
interest payments still have to be made annually.®
These items appear as expenses on the utility’s income
statement. Accounting procedures require that an
amount equal to the net cost of borrowed funds and an
appropriate rate of return on equity funds be added to
the revenue or income side to balance these expenses.
When the project is completed and the plant is placed

*The type of payment, i.e., dividend or interest, depends on whether the financing for the project is from internal or external sources.
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Figure 4. Net Electric Operating Income as a Share
of Electric Operating Revenues, 1981-1992
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Source:  Energy Information Administration, Financial
Statistics of Major U.S. Investor-Owned Electric Utilities 1992,
DOE/EIA-0437(92)/1 (Washington, DC, December 1993), pp.
16-23, and predecessor publications.

in service, the cost to be recovered is made up of the
construction costs and an allowance for funds used
during construction (AFUDC) that were previously
reported as annual income. This accounting procedure
is a technique used to capitalize and thus defer
recovery of the cost of funds used in financing con-
struction projects.

Since the AFUDC reported on the utility’s annual
income statement represents noncash income, the
operational impact of this procedure is to reduce the
cash component of the investor-owned utility’s earn-
ings, leading to a dilution in the quality of earnings.
During the 1980s, regulatory procedures regarding
AFUDC began to change, and some States allowed util-

ities to recover partial or total annual financing charges
on construction work in progress as they occurred. This
modification, as indicated earlier, was also supported
by the Federal Energy Regulatory Commission.

In 1981, the accumulated cost of construction work in
progress for plants that had not been completed totaled
$69.4 billion, representing 23.8 percent of total electric
utility plant or 42.9 percent of net electric utility
plant®® (Table 6). On this outlay, AFUDC accruals
were $5.2 billion, representing over 41.3 percent of net
income in that year (Figure 5). The accumulated costs
for construction work in progress peaked at $90.9
billion in 1984 and have declined each year thereafter
through 1991 primarily due to completion of plants
under construction and declining levels of new
construction activity. At the end of 1992, construction
work in progress costs stood at $20.6 billion claiming
about $1.2 billion in AFUDC accruals or about 6.4
percent of net reported income (Figure 5 and Table
6)}3

The investment community generally takes the view
that the higher the percentage of AFUDC as a share of
the net income, the poorer is the quality of earnings.
Accordingly, a decline in the ratio of AFUDC accruals
relative to net reported income since the mid-1980s
represents an improvement in liquidity and in the
guality of earnings over time.

Declining construction work in progress levels eased
pressures on external funding requirements, tending to
keep interest payment obligations from increasing (Ta-
ble 7). This trend was further tempered by the state of
the economy and the declining interest rates since the
mid-1980s.3* Taken together, the combination of these
influences has led to an improvement in the interest
coverage ratios, making it possible for some utilities to
sell their debts in the market at rates that were more
favorable than before.®

*2Net electric utility plant represents the value of the plant after accounting for depreciation to date.

*The above information can also be viewed from another perspective. As seen from Table 6, outstanding construction work in progress
as a share of the net electric utility plant declined from a high of 48.3 percent in 1983 to 6.0 percent in 1992 ( as a share of the total utility
plant, the corresponding decline is from 25.6 percent in 1983 to 3.8 percent in 1992).

*Real gross domestic product increased at an average annual rate of 3.8 percent from 1982 to 1987, followed by a 1.9 percent average
annual growth rate during the 1987-1992 period. For the 1982-1992 period, the average annual growth rate works out to 2.8 percent.
(Economic growth rates have been computed.) The bank prime rate declined from 18.87 percent in 1981 to 6.25 percent in 1992. See
Council of Economic Advisers, Economic Report of the President (U.S. Government Printing Office, Washington, DC, February 1994), pp.
270-271 and 352-353.

*The present decline in interest coverage ratios has become the subject of a debate. It is contended that investor-owned utilities with
significant power purchases from nonutility generators are likely to confront an erosion of their credit ratings in the market (due to a
decline in their coverage ratios) unless their equity levels can also be increased commensurately. The nature of the debate and its impact
are discussed later in this report.
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Table 6. Outstanding Electric Construction Work in Progress as a Share of Total or Net Electric Utility Plant
for Major Investor-Owned Electric Utilities, 1970-1992

Construction

Work in Total CWIP/Total Net CWIP/

Progress Electric Utility Electric Utility Electric (Net Electric

(CWIP) Plant Plant Utility Plant Utility Plant-CWIP)

Year? (Billion Dollars) (Billion Dollars) (Percent) (Billion Dollars) (Percent)

1970 ... 10.3 92.9 111 72.7 16.5
1971 ... 135 103.4 13.1 81.8 19.8
1972 ... 16.6 115.6 14.4 92.2 22.0
1973 ... 20.3 129.6 15.6 104.0 243
1974 ... 22.8 1445 15.8 117.1 24.2
1975 ... 26.3 158.8 16.6 128.8 25.7
1976 ... ... 317 174.8 18.1 142.0 28.7
1977 ... 36.5 193.2 18.9 157.0 30.3
1978 ... 425 213.3 19.9 1735 32.4
1979 ... 54.0 236.5 22.8 192.6 39.0
1980 ... 60.4 260.3 23.2 2115 40.0
1981 . ... 69.4 291.8 23.8 231.2 42.9
1982 ... 82.0 321.3 255 253.7 47.8
1983 ... 89.1 348.0 25.6 273.6 48.3
1984 ... ... 90.9 377.1 24.1 295.2 445
1985 ... 84.0 411.2 20.4 320.4 355
1986 .. ... 75.3 434.7 17.3 334.2 29.1
1987 ... 51.0 452.6 11.3 341.7 175
1988 . ... 40.3 468.3 8.6 3455 13.2
1989 ... 33.7 481.6 7.0 346.2 10.8
1990 . ... 22.6 500.2 45 352.7 6.8
1991 ... 18.1 518.5 35 356.5 5.3
S 20.6 538.6 3.8 365.1 6.0

8Data as of December 31 for each year.

Source: Energy Information Administration, Financial Statistics of Major U.S. Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1

(Washington, DC, December 1993), p. 42, and predecessor publications.

There is yet another element which moderately affected
the quality of earnings in the same fashion as did the
AFUDC accruals. One would normally expect that the
accumulated costs of a prudently completed power
plant would begin to be recovered by a utility upon
completion. However, when a newly completed plant
is expensive (as was the case for some nuclear power
plants that were completed in the 1980s), the resulting
rate increase may not be acceptable to the consumers.
Regulators, therefore, introduced a procedure called
“ratebase phase-in,” whereby the cost of the plant was

added to the utility’s ratebase in increments over
several years, resulting in a more gradual rise in
consumer prices. As an example, 50 percent of the total
costs of a new plant may immediately be added to the
ratebase, leaving the remainder to be included in the
following years. The amount thus excluded from the
ratebase is, however, permitted to earn the allowed
return similar to AFUDC accruals. Most of the phase-in
plans initiated during the 1980s have since been
completed. Accordingly, the industry-wide impact of
phase-ins currently is at a minimum.*

®At the end of 1992, the outstanding amounts for phase-in were reported to be $173 million, down from $1.05 billion in 1989. See
Edison Electric Institute, 1992 Financial Review—Annual Report of the Investor-Owned Electric Utility Industry (Washington, DC, July 1993),
pp. 8-11, and Energy Information Administration, Financial Analysis of Investor-Owned Electric Utilities, DOE/EIA-0499 (Washington, DC,

November 1986), pp. 32-34.
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Figure 5. Allowance for Funds Used During
Construction as a Component of Net
Income of Major Investor-Owned Electric
Utilities, 1981-1992
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Source:  Energy Information Administration, Financial
Statistics of Major U.S. Investor-Owned Electric Utilities 1992,
DOE/EIA-0437(92)/1 (Washington, DC, December 1993), pp.
16-23, and predecessor publications.

Capitalization Adjustments

The capital structure of the investor-owned utilities is
usually characterized by a larger proportion of debt
and preferred stock, making it highly leveraged, during
the 1970s. Long-term debt invariably provided more
than 50 percent of the capital (Table 8). An additional
10 to 12 percent was provided by the sale of preferred
stocks. Thus, the share of common equity (inclusive of
retained earnings) was around 35 to 37.5 percent of the
capital structure during the 1970s.

Over the years “conventional” debt loan limits have
developed for investor-owned utilities that are tied to
bond-ratings. A bond-rating agency, like Standard and
Poor’s, goes beyond the balance sheet to evaluate quasi-
debt items and elements of hidden financial leverage.*
Non-capitalized leases, sale/leaseback obligations, debt
guarantees, receivable sales, and certain purchased
power contracts are all considered debt equivalents in
calculating capitalization ratios. Inclusive of these el-

ements, Standard and Poor’s would currently give an
AA rating to an investor-owned utility if its capital-
ization had less than 46 percent of debt. An investor-
owned utility exceeding 50 percent of debt may be
allocated a bond-rating of BBB or its lowest rating of BB
if the debt component exceeded 62 percent® The
Securities and Exchange Commission seems to favor
debt limits in the neighborhood of 50 percent.®
Accordingly, the investor-owned utilities generally
strive to adhere to debt ratios at or below 50 percent to
the extent possible.

In establishing a capital structure, the choice between
debt and equity financing has an impact on income per
share, risk, control, and flexibility. Adding debt to a
firm’s capital structure (due to tax-deductibility of
interest on debt) may well increase the per-share level
of earnings, but it also raises the possibility of increased
riskiness.”” Within the investment community, the
higher the degree of debt utilization in a firm’s
capitalization, the higher is the degree of risk faced by
suppliers of debt given the resulting increase in its
fixed payment obligations. To compensate the suppliers
of debt under such conditions, a higher rate of return
is consequently demanded as debt utilization expands.
Equity suppliers also perceive this risk and demand a
higher rate of return. In other words, the fixed
obligation of debt leads both the suppliers of debt and
equity to demand higher rates of return as the portion
of debt in total capitalization increases.*

The early 1980s witnessed unprecedented increases in
interest rate levels. The prime rate charged by banks
increased from 5.25 percent in 1972 to 18.87 percent in
1981 (Table 1). The corporate bond rates also moved up
to a high of 14.17 in 1981. As a result, the average cost
of debt sales (by the investor-owned utilities as a
whole) increased as new debts were sold or the older
low interest-bearing bonds were replaced with the
higher prevailing rates of interest. The embedded cost
of debt for the industry increased from 5.23 percent in
1970 to 9.76 percent in 1982 and to 9.98 percent in 1985
(Table 7), causing the overall debt-interest payments to
increase. Interest charges payable by the investor-
owned utilities in the aggregate increased from $9.6
billion in 1980 to $15.6 billion in 1985 (or by about 60
percent), while the long-term debt of the investor-
owned utilities increased from $105.3 billion to $152.7
billion (or by about 45 percent) during the same period.

¥"Other bond-rating agencies also follow a similar procedure. Chapter 4 provides additional details.

%®3ee Standard and Poor’s Electric, Gas & Water Utilities Review (New York, October 1992), p. 12.

#¥See Paul J. Garfield and Wallace J. Lovejoy, Public Utility Economics (Englewood Cliffs, NJ: Prentice-Hall, Inc., 1964), p. 420.

“For a detailed analysis of the implications of tax-deductibility of interest charges on corporate debt, see Alan C. Shapiro, Modern
Corporate Finance (New York, NY: McMillan Publishing Co., 1990), pp. 422-449.

“See H. Bierman and Jerome E. Hass, An Introduction to Managerial Finance (New York, NY: W.W. Norton & Co, 1973), pp. 93-109.
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Table 7. Total Debt of Major Investor-Owned Utilities and Interest Coverage Ratios, Selected Years, 1970-1992

Interest
Long-Term Short-Term Total Interest Average Debt Interest Coverage
Debt Debt Total Debt Charges Cost Coverage Ratio | Ratio Without

Year (Billion Dollars) | (Billion Dollars) | (Billion Dollars) | (Billion Dollars) (Percent) With AFUDC ? AFUDC?
1970 .......... 41.94 2.70 44.64 2.34 5.23 3.18 2.92
1975 ... ... 70.82 3.95 74.77 5.11 6.83 2.62 2.30
1980 .......... 105.26 6.91 112.16 9.59 8.55 2.59 2.13
1981 .......... 115.26 7.30 122.57 11.43 9.32 1.83 1.80
1982 ..., .. 124.06 4.87 128.93 12.58 9.76 2.40 1.65
1983 ... .. 131.57 4.25 135.82 13.23 9.74 2.75 2.17
1984 . ......... 140.58 4.35 144.93 14.38 9.93 2.89 2.34
1985 .......... 152.66 3.30 155.97 15.57 9.98 2.92 2.40
1986 .......... 157.21 4.98 162.19 15.82 9.75 2,97 2.56
1987 ... .. 158.42 7.50 165.92 15.49 9.33 2.75 242
1988 .......... 160.73 5.84 166.57 15.65 9.39 2.54 2.35
1989 .......... 162.95 5.93 168.88 15.99 9.47 2.61 2.46
1990 .......... 167.94 7.87 175.81 16.55 9.41 2.50 2.38
1991 .......... 171.89 6.99 178.88 16.37 9.15 2,57 2.49
1992 ... ... 174.14 8.79 182.93 15.78 8.62 2.70 2.62

8AFUDC is the Allowance for Funds Used During Construction.

Sources: Long-Term Debt, Short-Term Debt, Total Debt, Total Interest Charges, Average Debt Cost

—Energy Information Administration,

Financial Statistics of Major U.S. Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1 (Washington, DC, December 1993), p. 39, and

predecessor publications. Interest Coverage Ratio With AFUDC, Interest Coverage Ratio Without AFUDC: 1970-1982

—Energy Information

Administration, Financial Analysis of Investor-Owned Electric Utilities, DOE/EIA-0499 (Washington, DC, November 1986), p. 12. 1983-1992—
Federal Energy Regulatory Commission, FERC Form No. 1, “Annual Report of Major Electric Utilities, Licensees and Others,” 1983-1992.

The disproportionate growth in interest payment
charges occurred at a time when utilities were generally
facing a profit squeeze. Selling additional debt was not
a feasible option and the conventionally maintained
capitalization ratios did not change materially during
the early 1980s even though efforts were made to sell
equity aggressively during this period.

Note that the investment community views pretax
earnings as a measure of a firm’s capability to meet its
interest and other fixed payment obligations. This
capability is measured by looking at the number of
times that fixed (interest) charges are earned by a firm.
This relationship, known to financial analysts as the
“interest coverage ratio,” measures the capability
between a firm’s earnings and its obligations to pay
interest on funded debts (including leases) and any
sinking fund obligations. As an example, if the earnings

are $30 and the fixed interest charges are $10, the
interest coverage ratio is 3. The interest coverage ratio
is calculated using earnings before taxes, with or
without AFUDC. An interest coverage ratio of greater
than 3 is considered desirable by financial analysts.
According to the Securities and Exchange Commission,
any utility with an interest-coverage ratio below 2
cannot issue debt.

Rising interest costs and the failure of earnings to
increase in some commensurate measure led to a
continuing decline in the interest coverage ratios from
the late 1970s through the early 1980s (Table 7). Rating
agencies commenced the downgrading of bonds of
affected investor-owned utilities. Data for the 1970-1982
period show that downgradings outnumbered up-
gradings by a ratio of nearly 3 to 1.* The impact of
this development was to create additional financial

“For the period 1970-1982, there were 71 upgradings and 220 downgradings. Based on data from Standard and Poor’s, “Industry

Surveys: Utilities-Electric,” various issues.
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Table 8. Capital Structure of U.S. Investor-Owned Utilities, 1970-1992

(Billion Dollars)

Common Stock and Other
Long-Term Debt Preferred Stock Paid-in Capital
Total
Percent of Percent of Percent of Capital
Year Amount Total Amount Total Amount Total Structure
1970 ... 41.9 54.8 7.5 9.8 27.0 35.4 76.5
1971 ... 46.7 54.2 9.3 10.7 30.2 35.1 86.2
1972 ... 51.5 53.1 11.4 11.8 34.1 35.1 97.1
1973 ... 56.7 52.3 13.1 121 38.6 35.6 108.4
1974 ... 64.5 53.0 14.9 12.2 42.3 34.8 121.7
1975 ... 70.8 52.3 16.8 12.4 47.8 35.3 135.4
1976 ... ... 76.2 51.4 18.3 12.4 53.7 36.2 148.2
1977 ... 82.2 50.7 19.9 12.3 59.9 37.0 162.0
1978 ... 88.3 50.3 21.4 12.2 66.0 37.6 175.6
1979 ... 95.7 50.1 23.6 12.4 71.6 375 190.8
1980 ... 105.3 50.2 25.4 121 79.0 37.7 209.7
1981 ... 115.3 50.3 26.6 11.6 87.2 38.1 229.0
1982 ... 124.1 49.3 28.3 11.3 99.1 39.4 2515
1983 ... 131.6 48.4 29.8 10.9 110.6 40.7 272.0
1984 ... 140.6 48.2 30.3 10.4 120.9 41.4 291.8
1985 ... 152.7 48.6 30.0 9.6 1315 41.8 314.1
1986 ............. 157.2 48.4 28.4 8.7 139.1 42.8 324.6
1987 ... 158.4 48.3 26.8 8.2 142.9 43.6 328.1
1988 ... ... 160.7 48.7 26.4 8.0 142.7 43.3 329.8
1989 ... ... 162.9 48.8 25.9 7.8 145.2 43.5 334.1
1990 ... 167.9 49.3 25.6 7.5 147.4 43.2 341.0
1991 ... 171.9 49.3 253 7.2 151.6 43.5 348.8
e 174.1 48.9 255 7.2 156.3 43.9 356.0
Sources: 1970-1981—Energy Information Administration, Historical Financial Analysis of the Investor-Owned Electric Utility Industry,

DOE/EIA-0433 (Washington, DC, February 1986), p. 32. 1982-1992—Energy Information Administration, Financial Statistics of Major U.S.
Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1 (Washington, DC, December 1993), p. 21, and predecessor publications.

difficulties for many utilities whose bonds had been
downgraded. Improvements in revenues since the mid-
1980s have been instrumental in raising the interest
coverage ratios to levels that are more acceptable to the
investment analysts.*”

In 1981, the capitalization ratios (Table 8) were: 38
percent for common stocks, 12 percent for preferred

stocks, and slightly over 50 percent for long-term debts.
Since then, the share of common stock (and other paid
in capital) in capitalization has gradually increased,
reaching 44 percent in 1992, with offsetting declines in
the shares of preferred stock holdings and long-term
debt to 7 percent and 49 percent, respectively. This
changing mix, showing an increase in common equity
(and a decline in the shares of long-term debt and
preferred stock) may be viewed as a sign of improved

“Bond-rating agencies contend that downgradings during the last 2 to 3 years have also resulted from lowered interest coverage ratios
due to the impact of power purchase agreements (PPAs) by a number of investor-owned utilities. Interest coverage ratios shown in

Table 7 do not include fixed payment obligations due to PPAs.
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financial performance in comparison with investor-
owned utilities’ financial performance in the earlier part
of the decade.*

In addition, qualitative improvements in income added
to the attractiveness of utility stocks in the market, as
evidenced by correspondingly progressive improve-
ments in the price-earnings (P/E) and the market-to-
book (M/B) ratios (Tables 9 and 10).* These two ratios
are generally used as indicators of investor confidence
for any given stock.

A high growth stock will usually have a P/E ratio of
about 12 or more. The P/E ratio of utility stocks
averaged about 20 in the mid-1960s, dropped to a low
of 6.2 in 1981, and gradually increased to slightly over
12 only in 1987 (Table 9). The book value may be
viewed as the accountant’s perspective and the market
value as the one corresponding with the investor’s
perspective. The M/B ratio should at least equal 1,
indicating equivalence between the market and book
valuations. Since sale of new equity with an M/B ratio
below 1 implies a dilution of the existing stockholders’
equity, there exists a reluctance to traverse this route.
Continuing improvements in the M/B ratio commenced
only after 1984, making it attractive for the investor-
owned utilities to sell common stock (Table 10).

Improvements in the capitalization mix are likely to be
pursued aggressively as the investor-owned utilities
strive to reinforce the balance sheet strength in an
increasingly competitive environment. Part of this
stimulus is attributable to the passage of the Energy
Policy Act of 1992 which makes it easier for nonutility
generators to produce and market power. Recognizing
that some loss of market share may be inevitable in the
future, the investor-owned utilities may have to
confront prices that are determined in the market by
interaction of demand and supply rather than by the
cost-of-service regulatory approach as in the past.
Confronted with this prospect, one way to meet
competitive forces is to enlarge the share of equity in
capitalization. This move could enable the investor-
owned utilities to improve the quality of their assets,

Table 9. Utility Stock and Standard and Poor’s 500
Price-Earnings (P/E) Ratios, 1970-1992

S&P 500

Utility Stock Composite

Year P/E Ratios P/E Ratios
1970 . ... 11.93 15.07
1971 ... 12.86 18.63
1972 ... 11.37 18.92
1973 ... 10.02 15.95
1974 ... 7.87 9.91
1975 ... 7.38 10.24
1976 .. ... 8.39 12.19
1977 .. 8.69 9.75
1978 ... 8.12 8.72
1979 ... 7.38 7.91
1980 . ... 6.52 8.00
1981 ... 6.17 8.63
1982 ... 6.39 8.17
1983 ... 6.79 12.59
1984 ... ... 6.20 10.75
1985 ... 7.34 11.52
1986 .. ... 8.95 15.99
1987 ... 12.08 19.21
1988 . ... 10.42 13.99
1989 . ... 10.93 13.34
1990 . ... 13.06 15.15
S 13.91 18.65
1992 ... 13.27 14.52

Sources: Standard and Poor’s, Industry Surveys: Utilities—
Electric (January 14, 1993, and earlier issues). Standard and
Poor's Compustat Services, Inc.

making it feasible for them to absorb potential writeoffs
in an effort to remain competitive.

Net Income Levels

As indicated earlier, despite the improvements in the
quality of earnings, net income levels for the investor-
owned utilities have declined in real and absolute terms

“Bond-rating agencies are likely to debate this conclusion if the fixed payment obligations of the power purchase agreements are also

added to derive the interest coverage ratios.

“Financial analysts generally contend that asset prices reflect all available and relevant information. The behavior of the participants
in their evaluation of a given asset (leading to changes in its market price) provides valuable insights concerning its possible future. The
price-earnings ratios and the market-to-book ratios furnish some indication of how the market perceives a firm’s growth and its potential
for profitability. The P/E ratio is calculated as the market price per share divided by the earnings per share. The M/B ratio is calculated
as the market price per share divided by the book value (assets minus liabilities) per share.
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Table 10. Market Price and Book Value of Utility Common Stocks, 1970-1992

Market Price 2 Book Value ° Ratio of Market
(Dollars per (Dollars per Price to Book Value
Year Share) Share) (Percent)
1970 ... 79.06 64.09 1.23
1971 . 84.16 66.37 1.27
1972 . 80.20 70.41 1.14
1973 71.21 71.67 0.99
1974 . 48.26 73.23 0.66
1975 . 51.25 75.80 0.68
1976 . ... 60.10 76.94 0.78
1977 67.55 78.82 0.86
1978 .. 63.54 80.11 0.79
1979 .. 60.28 81.62 0.74
1980 .. ... 54.80 83.82 0.65
1981 ... 55.41 81.90 0.68
1982 ... 63.56 82.77 0.77
1983 ... 74.04 82.90 0.89
1984 . ... 71.16 85.08 0.84
1985 ... 87.24 87.76 0.99
1986 .. ... 111.11 90.35 1.23
1987 .. 105.90 90.12 1.18
1988 . ... 97.99 88.04 1.11
1989 ... 110.45 89.41 1.24
1990 ... 112.61 84.45 1.33
1991 ... 126.97 91.07 1.39
1992 ... 137.07 93.68 1.46

@Based on an average of end-of-month weighted averages for the year as a whole.
bEnd—of—year weighted average value, exclusive of reserves for deferred Federal income taxes arising from

liberalized depreciation and the investment credit.

Source: Moody’s Investor Services, Inc., Moody’s Public Utility Manual, 1993 (New York, 1993), pp. al2 and al5.

since 1986.“ Nominal prices, sales, and operating
expenses are the variables in the determination of net
incomes. Prices during 1986-1992 remained virtually
flat, with an average annual increase of 1.0 percent
(Figure 3). Sales during this period increased from 2,369
billion kilowatthours in 1986 to 2,763 billion kilowatt-

hours in 1992 or an average annual rate of 2.6 percent
(Table 2). Electric operating expenses (made up of
operation and maintenance expenses, depreciation and
amortization, Federal and other taxes, provisions for
deferred taxes, investment tax credit adjustments, and
gains/losses from disposition of utility plants)

|t may be noted that the accounting derivation of net income (before taxes and extraordinary items) follows a pattern that reflects the
classification of expenses in ratemaking procedures. Electric utility operating income (subject to regulation) is obtained by deducting its
total operating expenses from total operating revenues. Other income and deductions (not usually taken into account in ratemaking
proceedings) and interest expense (used in determining the rate of return) are then taken into account in computing the operating income.
Operating expenses are usually referred to as “above-the-line” expenses because they are allowable in ratemaking and are crucial in the
determination of electric utility income. Interest expenses and other income deductions are, therefore, considered as “below-the-line”
because they are applied after computation of operating income. For a detailed breakdown of the classification scheme, see Energy
Information Administration, Financial Statistics of Major U.S. Investor-Owned Utilities 1992, DOE/EIA-0437(92)/1 (Washington, DC, January

1994), Table 6, pp. 16-18.
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increased at 4.0 percent annually, from $110.2 billion in
1986 to $139.0 billion in 1992. These differential growth
rates have in the main constrained contributions to the
growth of net income levels.

Note that the stagnant growth in income levels have
their counterpart in net income per share of common
stock. Net dollar income per share of common stock
which peaked at $3.43 per share in 1986 declined to
$2.61 in 1992 (Table 11).*

It is interesting to note that the investor-owned utilities
were successfully able to market the sale of common
stock during the above period. A favorable regulatory

Table 11. Disposition of Net Income per Share, 1970-1992

(Billion Dollars)

climate, the state of the economy and declining interest
rates were the primary factors that supported this
effort. Sustaining this trend depends on a continuation
of these trends. Problems could arise, however, if any
of these variables change adversely in the future.

Construction Expenditures

Industry’s investment activities, i.e, expenditures on
new plant construction and equipment continue to
decline. From a high of $31.2 billion in 1982, the
spending in 1992 totaled $27.3 billion reflecting a
decline in real and absolute terms. Despite additions to

Net Income
Less Less Shares of per Share of
Preferred Income Common Common Common
Net Stocks Available for Stocks Net Income Stock Stock
Income Dividends Common Dividends Retained in Qutstanding (Dollars per
Year Reported Declared Equity Declared Business (Millions) Share)
1970 ...... 3.4 0.4 3.0 2.2 0.9 1,343.5 2.27
1971 ...... 3.9 0.5 34 24 1.0 1,420.8 2.36
1972 ...... 4.4 0.6 3.8 2.6 12 1,523.1 2.49
1973 ...... 5.0 0.8 4.2 2.9 1.3 1,654.1 2.54
1974 ... .. 5.3 1.0 4.3 3.1 1.3 1,790.5 2.43
1975 ...... 6.2 11 5.1 35 1.6 1,991.5 2.54
1976 ...... 7.2 1.3 5.9 4.1 1.8 2,215.5 2.64
1977 ...... 8.0 15 6.5 4.6 19 2,421.5 2.70
1978 ...... 8.7 1.6 7.1 5.3 1.8 2,630.2 2.70
1979 ...... 9.5 1.8 7.7 5.8 19 2,858.2 2.69
1980 ...... 10.7 2.0 8.6 6.7 19 3,192.3 2.70
1981 ...... 12.7 2.3 10.5 7.8 2.7 3,530.3 2.97
1982 ...... 15.1 25 12.6 9.2 35 3,976.7 3.18
1983 ...... 17.7 2.8 14.9 10.5 4.4 4,518.9 3.29
1984 ...... 19.7 2.9 16.8 11.2 5.6 4,806.0 3.50
1985 ...... 18.7 3.0 15.7 11.9 3.8 4,953.7 3.18
1986 ...... 20.4 2.6 17.8 12.6 5.2 5,187.5 3.43
1987 ...... 19.0 2.3 16.7 13.0 3.8 5,335.0 3.14
1988 ...... 16.0 2.3 13.8 13.5 0.3 5,400.9 2.55
1989 ...... 17.3 2.4 14.9 14.0 0.9 5,824.2 2.56
1990 ...... 16.9 2.0 14.9 14.2 0.7 5,950.9 2.50
1991 ...... 16.9 1.9 15.0 14.4 0.6 5,932.5 2.53
1992 ...... 18.4 2.0 16.3 14.9 14 6,261.3 2.61

Source: Energy Information Administration, Financial Statistics of Major U.S. Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1

(Washington, DC, December 1993), p. 40, and predecessor publications.

“TAnother contributory factor is the increase in the number of shares of common stock.
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capacity that will be needed between now and the year
2010, levels of construction expenditures may continue
to decline in the foreseeable future.®

Investor-owned utilities, in the past, had a vested
interest in enlarging the size of the asset base within
the traditional cost-plus regulatory approach. With the
entry of nonutility power generators and exempt
wholesale power producers as envisaged by the
EPACT, electricity rates in the future are more likely to
be determined by the market (i.e., by conditions of
demand and supply) rather than by sunk costs as in the
past. Given this prospect, the certainty of full cost
recovery normally assured within the traditional rate-
making procedures may no longer be feasible. It is not
surprising, therefore, that the investor-owned utilities
have currently planned for only 16.4 gigawatts of new
plant construction. Planned nonutility construction is
stated to be about 23.4 gigawatts. The remaining capa-
city needs will be filled in the competitive marketplace,
with repowering of existing fossil-fuel plants playing an
important role in filling projected capacity needs.*

In view of the foregoing, a significant increase in the
levels of construction expenditures to aggressively fund
large-scale generating projects by the investor-owned
utilities in the near term is ruled out. Besides planning
for modest capacity increases, currently planned expen-
ditures may also include demand-side management
initiatives, expansion of transmission and distribution
systems, outlays for meeting the Clean Air Act require-

ments, addition of peaking units, decommissioning,
acquisitions, and others.

The self-imposed constraints on undertaking new con-
struction activity are occurring at a time when the
investor-owned utilities have the sustained capability to
finance over 80 percent of the capital expenditures from
internally generated funds implying that only 20 per-
cent of these expenditures need to be obtained from
external sources, i.e., by sale of debts or equity.® In
comparison, nearly 70 percent of the construction
expenditures had to be sourced from external sources
during the early 1970s.%

Conclusions

Overall, the investor-owned segment of the electric util-
ity industry is on a stronger financial base than it was
a decade ago. However, the utilities are also faced with
the prospect of having to confront competitive forces in
the production and sale of electric power in the future.
One way in which the industry can meet this challenge
is to retain its financial flexibility by not assuming fresh
liabilities implicit in the construction of new power
plants. Mergers and acquisition are the other options
that may become attractive as the industry attempts to
restructure to remain competitive. Nonetheless, the
investor-owned utilities will encounter some erosion in
their activities in the future. The vertically integrated
electric entity, and the associated industry structure,
may undergo fundamental structural changes.

“®Comparative estimates of new capacity additions between 1993 and 2010 vary among various forecasting groups. Based on recent
projections of electricity demand growth in the range of 1.0 to 1.5 percent a year between 1990 and 2010, the EIA projects new generating
capacity (including offsets for retirements) to be 172 gigawatts in the Reference Case. Similar projections available from DRI/McGraw-Hill
indicate that over 210 gigawatts of new capacity will be required to support an annual demand growth averaging 2.0 percent for the
period ending in 2010. Forecasts of capacity requirements from the Edison Electric Institute are still higher. See Energy Information
Administration, Annual Energy Outlook 1994, DOE/EIA-0383(94) (Washington, DC, January 1994), pp. 22-29.

“Larry Makovich and Gregg Smally, “Electricity Outlook,” DRI/McGraw Hill Energy Review, Fall-Winter 1993-94, pp. 43-56.

*These percentages can vary depending on what is included or excluded in computing internally generated funds. More recently, it
has been pointed out that the investor-owned utilities may be able to finance over 90 percent of the construction expenditures from
internal sources of funds during the 1993-1997 period. See Kathleen A. Lally, Electric Utilities—Monthly Update (New York, NY: Salomon
Brothers, October 1993), pp. 1-3.

*IThe contribution of internally generated funds has been computed by using data in Table 10 entitled “Composite Statement of Cash
Flows for Major U.S. Investor-Owned Electric Utilities, 1988-1992” in Energy Information Administration, Financial Statistics of Major U.S.
Investor-Owned Electric Utilities 1992, DOE/EIA-0437(92)/1 (Washington, DC, December 1993), and predecessor publications.
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3. Financial Impacts of Nonutility Power Purchases
On Utility Cost of Capital

Background

The basis for the concern about how long-term con-
tracts for nonutility power purchases affect a utility’s
cost of capital lies in the manner in which nonutility
power projects are financed. The vast majority of these
nonutility generating facilities use a structure known as
“project financing.” This structure relies upon long-term
purchase contracts with utilities that provide an assured
market and price for electricity, subject to performance
requirements. The long-term contract, in particular the
capacity payments that they typically entail, is per-
ceived by bond-rating agencies to be a long-term
liability to the utility.

Bond-rating agencies treat a fixed payment liability
associated with a power purchase contract analogously
with a utility’s long-term debt.*> Where power pur-
chases by a utility become significant, its imputed fixed
payment obligations increase correspondingly. Principal
bond-rating agencies aggregate a utility’s existing debt
with some portion of the fixed payment obligations to
compute its total long-term debt liability.® This pro-
cess has the potential of adversely changing a utility’s
capitalization structure, in which case the possibility of
its bonds being downgraded becomes real. Where a
bond downgrading does take place, the affected utility
would be expected to pay more than before in
acquiring new capital in the market.

This chapter analyzes the financial impacts of nonutility
power purchases on the utility cost of capital by using
two different methodological approaches. The first is a
comparative financial assessment of two groups of
investor-owned utilities with and without significant
power purchases from nonutility generators, using fi-

%2Chapter 4 presents a full discussion of this subject.

nancial data from the Federal Energy Regulatory Com-
mission (FERC) Form 1. The second analyzes the same
problem from the perspective of the equity market and
presents the results of an empirical study.

Comparative Financial Assessment
of Two Investor-Owned Utility
Groups with and without Nonutility
Power Purchase Contracts

Data Sources

The first analysis uses the following methodology. First,
a group of investor-owned utilities are identified that
purchase significant levels of power/capacity from
nonutility generators (NUGs).>* For the period from
1986 through 1992, their financial data, as available
from FERC Form 1, are abstracted and aggregated.
Next, another group with little or no power purchases
is selected, and similar financial statistics for this group
are collated from FERC Form 1 submissions.

Thus, there are two data sets: one consisting of
investor-owned utilities with significant power pur-
chase commitments from nonutility generators and the
other with no such significant commitments. The group
with significant power purchases is called “SIGNUGs”
and the other group is called “NONUGs.” The two
financial data sets are compared to evaluate whether
there is an emerging trend in key financial and per-
formance ratios that indicates differences between the
two groups that can be attributed, in part, to purchased
power contracts and in particular to purchases from

*For a description of the methodology adopted by the bond-rating agencies in computing fixed payment obligations, refer to the

discussion in Chapter 4.

*Data as available with the Energy Information Administration, on Form EIA-861, “Annual Electric Utility Report,” Form EIA-867,
“Annual Nonutility Power Producer Report,” Form EIA-767, “Steam-Electric Plant Operation and Design Report,” and Federal Energy
Regulatory Commission FERC Form 1, “Annual Report of Major Electric Utilities, Licensees, and Others,” were used to identify investor-
owned utilities purchasing power/capacity from NUGs (that include qualified facilities, independent power producers, small power
producers or exempt wholesale generators) at levels close to or exceeding 9 percent.
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nonutility generators. The emphasis is to closely evalu-
ate the quality of earnings of the two sets of investor-
owned utilities. Additional tests are performed to make
a comparative evaluation of the two data sets by apply-
ing principles of standard financial analysis. Finally,
conclusions of this analysis together with appropriate
caveats are stated.

In addition to data from FERC Form 1, annual reports
(together with 10-K submissions to the Securities and
Exchange Commission) from the respective investor-
owned utilities were used to secure supplementary
information and ensure consistency.® A list of the
investor-owned utilities selected in each group is
provided in Appendix B.

Selection Process

Only major investor-owned utilities, as represented by
their FERC filings, were considered.*® Data on pur-
chased power from Form EIA-867, Form EIA-861, Form
EIA-767 and FERC Form 1 for 1991 were used to iden-
tify investor-owned utilities with power purchases
(from nonutility generators) of approximately 9 percent
or more of capacity/total energy sources. Investor-
owned utilities with electric revenues in excess of $850
million in 1991 and located within the contiguous 48
States were selected for inclusion in the category
SIGNUGS.”’

To match the SIGNUGs group, investor-owned utilities
in the NONUGSs group were identified on the basis of
their comparability in operating revenues. Approxima-
tion of regional characteristics, to the extent possible,
was another measure used in matching NONUGs with
SIGNUGs. Customer bases were also considered. These
considerations were used by comparing data for the
year 1991 only.

Note that precise equivalence between data sets of the
two groups is difficult to attain. However, the two
groups presented in the sample have nearly the same
revenue and net income levels (Tables 12 and 13). For
1991, the combined sample represents 50.7 percent of
total electric revenues, 46.0 percent of total end-use
electricity sales, and 49.3 percent of net electric utility
plant.®® For purposes of making broad generalizations
based on a ratio analysis of aggregated financial statis-
tics, this approach should be considered reasonably
valid.

Comparative Financial Analysis
Capitalization

Capitalization, as discussed in the previous chapter,
consists of long-term debt, preferred stock, and
common stock. Actual and expected returns on these
categories of financial instruments vary depending on
considerations of demand and supply, market con-
ditions, and utility-specific financial parameters. Rates
of return on the first two categories of instruments are
fixed and pre-specified, as opposed to common stock,
which carries no such stipulation. Common stock
holders assume risks higher than those in the first two
categories and therefore usually receive a rate of return
that is higher than either the bond or the preferred
stock. However, if there is no residual income after
payments to bond-holders and preferred stockholders
in a given time period, holders of common stock will
receive no dividends.

While current accounting principles require disclosure
of power purchase commitments, the associated fixed
obligations resulting from power purchases are not
included as debt obligation in the utilities’ financial
statements.” This lack of information makes it difficult
to compute levels of debt-equivalent liability borne by

®The Securities Exchange Act of 1934 requires that all companies whose stocks are listed on a national exchange file an annual report
on Form 10-K with the Securities and Exchange Commission. Information concerning a company'’s business, its properties, legal and/or
regulatory problems, financial operations and other related matters are generally included in the 10-K submissions.

%For purposes of FERC Form 1 data submission requirements, major utilities are defined as: utilities that have had, in the past 3
consecutive years, sales or transmission services that exceeded one or more of the following: 1 million megawatthours of total annual
sales; 100 megawatthours of annual sales for resale; 500 megawatthours of annual power exchanges delivered; 500 megawatthours of
wheeling for others (deliveries plus losses). Source: Energy Information Administration, Financial Statistics of Selected Electric Utilities 1985,
DOE/EIA-0437(85) (Washington, DC, January 1987), p. 2.

SOnly one utility was not included in this group: the Texas Utilities Electric Company due to difficulties associated in finding an
appropriate match.

*®See Energy Information Administration, Financial Statistics of Major U.S. Investor-Owned Electric Utilities 1991, DOE/EIA-0437(91)/1
(Washington, DC, January 1993).

*Note that “off-balance-sheet” obligations represented by power purchases are not included in the financial statements. These are,
however, disclosed in the notes to the financial statement but lack sufficient detail to undertake a meaningful analysis.
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Table 12. Financial and Other Statistics of a Selected Group of Investor-Owned Utilities with Significant

Power Purchases from Nonutility Generators, 1986-1992

(Billion Dollars)

Item 1986 1987 1988 1989 1990 1991 1992
Income Statement
Electric Operating Revenues . ............ 32.3 32.4 34.0 36.6 39.5 42.2 43.9
Net Electric Operating Income . ........... 6.1 6.0 6.6 6.7 7.0 7.0 7.0
Total Utility Operating Revenues . ......... 37.0 36.7 38.6 41.2 44.0 46.5 48.1
Net Utility Operating Income . ............ 6.6 6.4 7.0 7.1 7.4 7.4 7.5
Net Other Income .. ................... 1.3 0.8 -0.4 0.7 -- 0.2 0.1
Net Interest Charges . . .. ............... 3.2 3.0 3.3 35 3.6 3.6 3.3
Income Before Extraordinary Items . ....... 4.7 4.1 3.3 4.4 3.8 4.0 4.2
Dividends
Preferred ........ ... .. ... ... ... 0.7 0.5 0.5 0.5 0.5 0.4 0.4
ComMMON . ... 2.7 2.7 3.0 3.0 2.9 3.0 3.2
Balance Sheet
Total Electric Utility Plant ... ............ 90.7 94.4 98.0 102.4 106.6 110.8 114.2
Net Electric Utility Plant . . .. ............. 70.0 71.4 72.7 74.4 76.0 77.3 77.8
Total All Utility Plant ... ................ 100.4 105.3 109.5 114.2 119.2 124.4 128.9
Net All Utility Plant . ... ................ 76.0 78.2 79.4 80.8 82.6 84.1 85.3
Total Other Property and Investments . .. ... 2.0 3.7 3.9 4.2 4.3 3.9 4.7
Total Assets . . ... 96.6 101.8 103.4 104.2 106.6 107.5 112.8
Total Capitalization . ................... 71.8 72.4 72.7 74.9 75.6 76.2 775
Total Long-Term Debt . . ................ 347 354 36.8 37.6 37.6 37.7 37.6
Total Preferred Debt/Stock .............. 6.2 6.1 5.9 5.9 5.9 5.6 5.8
Common Equity . ........... . ... ...... 30.9 30.9 30.1 314 32.1 32.9 34.1
Total Liabilities & Equity .. .............. 96.6 101.8 103.4 104.2 106.6 107.5 112.8
Cash Flow Statement
Net Cash From Operations . ............. NA NA 9.5 9.3 9.0 9.9 10.0
Net Cash from Investing . ............... NA NA -6.8 -5.9 -6.5 -5.7 -7.0
Net Cash Financing . .................. NA NA -2.5 -3.5 2.1 -4.4 -2.9
Capital Expenditureson Plant .. .......... 7.0 6.2 6.5 5.8 6.1 6.2 6.5
PaymentonDebt ..................... 6.6 35 3.3 3.0 2.0 3.2 7.5
Resale Revenue . . .................... 2.2 2.3 21 2.3 2.8 3.3 3.5
Purchased Costs . .................... 4.2 4.4 5.4 6.4 8.4 9.6 11.2
Energy Accounts (billion kilowatthours)
Total Sales to Ultimate Consumers ........ 410.2 427.1 446.5 455.8 463.4 466.6 470.1
Total Generation and Received . .......... 492.1 514.5 530.9 540.0 553.5 569.7 589.5
Total Purchases . ..................... 117.1 111.0 129.1 142.2 159.5 189.9 201.6
Purchases-Nonutility .. ................. 24.5 27.8 40.7 55.4 78.0 95.1 111.9
Nonutility Purchases/Total Sales to
Ultimate Consumers (percent) . .......... 6.0 6.5 9.1 121 16.8 20.4 23.8

Note: Sum of components may not equal total due to independent rounding.

-- = value less than 0.05.

Source: Federal Energy Regulatory Commission, FERC Form 1, “Annual Report of Major Electric Utilities, Licensees, and Others” for 1992

and previous years.
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Table 13. Financial and Other Statistics of a Selected Group of Investor-Owned Utilities without Significant
Power Purchases from Nonutility Generators, 1986-1992
(Billion Dollars)

Item 1986 1987 1988 1989 1990 1991 1992
Income Statement
Electric Operating Revenues . ............ 36.2 36.9 37.8 39.0 39.8 42.3 42.2
Net Electric Operating Income . .. ......... 7.2 7.5 7.9 8.4 8.1 8.8 8.5
Total Utility Operating Revenues . ......... 38.8 39.2 40.1 41.6 42.3 44.8 45.0
Net Utility Operating Income . ............ 7.3 7.7 8.0 8.6 8.2 9.0 8.7
Net Other Income . . ................... 1.7 1.4 0.1 -0.2 0.4 0.1 0.6
Net Interest Charges . . .. ............... 3.7 3.6 3.9 3.9 4.2 4.2 4.0
Income Before Extraordinary Items . ....... 5.8 5.5 4.3 4.5 4.4 4.9 5.2
Dividends
Preferred ....... ... ... .. ... ... .. 0.7 0.6 0.6 0.5 0.5 0.5 0.4
COmMMON .. ..o 3.1 3.3 3.7 3.8 41 3.8 4.0
Balance Sheet
Total Electric Utility Plant ... ............ 114.5 119.2 122.0 126.5 130.1 133.6 137.8
Net Electric Utility Plant . . .. ............. 91.0 93.1 93.0 94.3 94.8 95.2 96.1
Total All Utility Plant .. ................. 123.6 129.8 133.2 138.2 14