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1 DIRECT TESTIMONY OF 

2 CHARLES W. KING 

3 

4 Q. Please state your name, position and business address. 

5 A. My name is Charles W. King. I am President of the economic consulting firm of 

6 Snavely King Majoros O'Cormor & Lee, Inc. ("Snavely King"). My business 

7 address is 1111 14̂ ^ Street, N.W., Suite 300, Washington, D.C. 20005. 

8 Q. Please describe Snavely King. 

9 A. Snavely King, formerly Snavely, King & Associates, Inc., was founded by the 

10 late Carl M. Snavely and myself in 1970 to conduct research on a consulting basis 

11 into the rates, revenues, costs and economic performance of regulated firms and 

12 industries. The firm has a professional staff of 12 economists, accountants, 

13 engineers and cost analysts. Most of its v^ork involves the development, 

14 preparation and presentation of expert v^itness testimony before federal and state 

15 regulatory agencies. Over the course of its 38-year history, members ofthe firm 

16 have participated in over 1000 proceedings before almost all of the state 

17 commissions and all Federal commissions that regulate the utilities or 

18 transportation industries. 

19 Q. Have you prepared a summary of your qualifications and experience? 

20 A. Yes. Attachment A is a summary of my qualifications and experience. 

21 Q, Have you previously submitted testimony in regulatory proceedings? 

22 A. Yes. Attachment B is a tabulation of my appearances as an expert witness before 

23 state and federal regulatory agencies. 

24 Q. For whom are you appearing in this proceeding? 

25 A. I am appearing on behalf of the Ohio Energy Group ("OEG"). The members of 

26 OEG who take service from Ohio Edison, Toledo Edison and Cleveland Electric 
27 Illuminating are: Air Products and Chemicals, AK Steel, Alcoa, ArcelorMittal, 



1 BP-Husky Refining, Brush Wellman, Chrysler, DuPont, Ford, Johns Manville, 

2 North Star BlueScope Steel, PPG Industries, Republic Engineered Products, 

3 Sunoco, Severstal Warren Steel, Worthington Industries, and Linde. 

4 

5 Q. What is the objective of your testimony? 

6 

7 A. The objective of my testimony is to recommend a methodology for implementing 

8 the "significantly excessive earnings" test embodied in the Am. Substitute Senate 

9 Bill No. 221 ("S.B.221"). The significantly excessive earnings test is found in 

10 Section 4928.143(F) of the Revised Code of Ohio. Applied to 2007 data, the 

11 methodology I recommend results in thresholds for significantly excessive 

12 earnings as follows: Toledo Edison 12.27%; Ohio Edison 12.57%; Cleveland 

13 Electric Illuminating 13.78%. 

14 

15 Q. What does this section of S.B. 221 say? 

16 

17 A. Section (F) states as follows: 

18 With regard to the provisions that are included in an electric security 

19 plan under this section, the commission shall consider, following the end 

20 of each annual period of the plan, if any such adjustments resulted in 

21 excessive earnings as measured by whether the earned return on common 

22 equity of the electric distribution utility is significantly in excess of the 

23 return on common equity that was earned during the same period by 

24 publicly traded companies, including utilities, that face comparable 

25 business and financial risk, with such adjustments for capital structure as 

26 may be appropriate. 

27 

28 Q. In addition to meeting these statutory requirements, what other 

29 attributes should a "significantly excessive earnings" test have? 

30 



1 A. The test should be as simple and straightforward as possible, while still being 

2 fair to the utilifies and their ratepayers. These criteria mean that the 

3 methodology for establishing the baseline return should be based on publicly 

4 available and clearly defined data, that it require a minimum of judgment or 

5 discretion, and that to the extent possible it should be equally applicable to all 

6 ofthe major electric utilities serving Ohio retail customers. Once the baseline 

7 is established, it is necessary for the Commission to use its judgment in 

8 setting the threshold over which earnings would be significantly excessive. 

9 

10 Q. How will you proceed to develop a methodology that conforms to these 

11 criteria? 

12 

13 A. The language requires the identification of a group or groups of utilities and other 

14 companies that bear the same business and financial risk as the subject Ohio 

15 electric utilities. Pursuant to this requirement, I will identify two comparison 

16 groups, one of utilities and the other of non-ufilifies. I will adjust the earned 

17 returns of each group to match the risks faced by the three FirstEnergy companies 

18 operating in Ohio. I will then average the utility and non-utility returns to derive 

19 a base line earned level of return. The final step is to apply an adder that 

20 describes the margin over this base line equity return that should be allowed 

21 before the earnings are considered significantly excessive. 

22 

23 Q. Have you identified utilities that are comparable to the FirstEnergy 

24 companies that provide retail electric service in Ohio? 

25 

26 A. Yes. The FirstEnergy companies -- Toledo Edison, Ohio Edison, and Cleveland 

27 Electric Illuminating — are all distribution-only companies that own no generating 

28 facilities. All of their rates and the consequent earnings are subject to the rate 

29 regulation by the Pubhc Utilities Commission ofOhio ("PUCO"). Public utilities 

30 that are comparable to these companies are therefore those that are also subject to 

31 state regulation. 



1 

2 To prepare my list of comparable utilities, I accessed Value Line's Datafile and 

3 abstracted the names of all U.S. publicly traded companies that Value Line 

4 classifies as electric utilities. There are 62 of these companies, and they are listed 

5 in Schedule 1 of Exhibit No. (CWK-1). I then went to the 2007 Annual 

6 Report Forms 10-K of each of these companies to identify the breakdown of their 

7 2007 revenues according to fine of business: regulated electric, regulated gas, and 

8 unregulated operations. Not all companies provided this exact breakdown. Some 

9 did not separate electric revenue from gas revenue. In those cases I assumed all 

10 revenue to be electric, based on Value Line's classification ofthe company as an 

11 electric utility. 

12 

13 These revenue breakdowns, along with their percentage distribution, are presented 

14 on Schedule 1 of my exhibit. In order to focus on heavily regulated companies, 1 

15 excluded fi-om my comparable electric utility group all companies that derived 

16 more than 20 percent of their revenue fi^om unregulated operations. This criterion 

17 reduced the total number of companies to 36. Those 36 companies are noted with 

18 an "x" in the last column of Schedule 1 and are listed in Schedule 2. 

19 

20 Q. What was the average return on equity of these companies during the most 

21 recent year? 

22 

23 A. Schedule 2 presents the net income and the year-end equity amounts for each 

24 company for 2007 as reported in Value Line's Datafile. The average of the 

25 earned returns on equity for the 36 heavily regulated electric utilities is 10.09 

26 percent. 

27 

28 Q. Have you identified non-utility companies that are comparable to the three 

29 FirstEnergy Ohio companies? 

30 



1 A. That is a more difficult task because non-utility companies are intrinsically 

2 different fi-om utilities. None have fi-anchised monopolies, and none have their 

3 earnings constrained or protected by rate base/rate-of-retum regulation. However, 

4 the statute requires that an effort be made to find non-utility companies that are as 

5 close to the subject Ohio companies as possible. The earned returns of the 

6 resultant sample of companies can then be adjusted for any measurable 

7 differences in risk. 

8 

9 Accordingly, I began with the 5,688 companies that are found in the Value Line 

10 Datafile. I first eliminated the electric, gas and water utilities, which reduced the 

11 hst to 5,587 companies. I then examined the capital intensity ofthe electric 

12 utilities and found that with only a handfial of exceptions, the ratio of gross plant 

13 to revenue ranged between 1.2 and 5.0. Using these parameters, I found that 657 

14 non-utility companies fall within these limits. 

15 

16 I then sought to eliminate small companies which would have higher return 

17 requirements than utilities, and particularly FirstEnergy which has over $25 

18 billion in gross plant. Eliminating all companies with gross plant less than $1 

19 billion reduced the list to 260 companies. Finally, I had to eliminate any 

20 companies for which Value Line had not calculated a beta, since I proposed to use 

21 the beta measure as the test of relative risk. The final hst came to 219 companies. 

22 Those companies are hsted in Schedule 4 of my Exhibit No. (CWK-1). 

23 

24 Q. What was the average return on equity of these non-utility companies? 

25 

26 A. The average return on year-end 2007 equity of these companies was 14.14 

27 percent? 

28 

29 Q. Can this return on equity be considered comparable to the three Ohio 

30 FirstEnergy Companies? 

31 



1 A. No. These companies are much riskier than the FirstEnergy's Ohio utilities. 

2 

3 Q. How can you adjust the non-utilities' average return to match the risii of the 

4 three Ohio utilities of FirstEnergy? 

5 

6 A. For this purpose, I use the "beta" measure as generated by Value Line. Beta is a 

7 measure of the co-variance of each stock with that of the overall stock market. 

8 The overall stock market's beta is 1.00. To the extent that beta is greater than 

9 1.00, the stock displays greater volatility and higher risk than the market. Betas 

10 less than LOO indicate less volatility and lower risk. The beta reflects all forms of 

11 risk, so it is the one comprehensive measure of risk that is available for most 

12 traded stocks. 

13 

14 The betas for each ofthe 219 comparable non-utility companies are presented in 

15 colunm H of Schedule 4 of Exhibit No. (CWK-1). The average beta for the 

16 entire group is 1.08, reflecting the fact that these companies are, on average, more 

17 risky than the average for the market. 

18 

19 In order to adjust for this higher level of risk, I identified the average beta ofthe 

20 electric utility comparison group. That average, shown in Column E of Schedule 

21 3 of Exhibit No. (CWK-1), is .91, indicating a lower level of risk than the 

22 non-utility group. 

23 

24 On schedule 5 of my exhibit I adjust the average return for the 219 non-utility 

25 companies to reflect the much lower risk associated with utility distribution 

26 service. For this purpose, I use the Capital Asset Pricing Model, which applies 

27 the beta to a risk premium of stock returns over bond yields. While there are 

28 many measures ofthe risk premium, there seems to be a consensus that measured 

29 over very long periods of time, the risk premium has averaged about seven 

30 percent. I apply the difference between the 1.09 beta ofthe non-utility group and 

31 the .91 beta ofthe utility group, which is .17, to the seven percentage point risk 



1 premium to derive an adjustment of 115 basis points, or 1.15 percent. A 

2 reduction of 1.15 percent to the average non-utility earned return of 14.14 percent 

3 yields a risk-adjusted return of 12.96 percent. 

4 

5 Q. You have now calculated the rislc-adjusted equity returns of both the utilities 

6 and the non-utilities. Are there any further adjustments that need to be 

7 made? 

8 

9 A. Yes. There is one fiirther adjustment that should be made, and that is to recognize 

10 the financial risk differences among the three FirstEnergy companies operating in 

11 Ohio. They have surprisingly different equity proportions, with Toledo Edison 

12 having very conservative 61.5 percent equity, Ohio Edison slightly more risky 

13 with 59.1 percent equity, and Cleveland Electric Illuminating the most risky with 

14 only 49.0 percent equity. 

15 

16 On Schedule 6 of Exhibit No. (CWK-1), I have adjusted both the utility and 

17 non-utility equity returns to recognize these differences in financial risk resulting 

18 from different capital structures. In both cases, I have computed a pre-tax return 

19 on total capital using, as the cost of debt, the 7.17 percent August 2008 yield on 

20 Moody's Baa corporate bonds as reported by the Federal Reserve. I have used the 

21 average equity percentage of the 36 electric utilities of 48.9 percent from 

22 Schedule 3, and the non-utility equity percentage of 57.1 percent fi-om Schedule 

23 4. 

24 

25 My adjustment recognizes the fact that the level of earned pre-tax net operating 

26 income is independent of the capital structure. On line 9 of Schedule 6, I set the 

27 pre-tax return on capital at the levels ofthe 36 electric utilities (11.77%) and the 

28 risk adjusted non-utility sample (14.44%). I then derive the return on equity for 

29 each FirstEnergy company by subtracting the weighted debt cost (line 14) from 

30 the composite return on capital of each sample group (line 9). In line 16, I de-

31 weight the equity returns, and in line 18 I apply the companies' tax factors to 



1 derive the return on equity for each FirstEnergy company based on the two 

2 samples of comparable companies. In line 20, I average those equity returns to 

3 derive the base line comparable return on year-end equity for each company. 

4 They are: 

5 • Toledo Edison 10.27% 
6 • Ohio Edison 10.57% 
7 • Cleveland Electric Illuminating 11.78% 
8 

9 Q. What adder is appropriate to take these base line equity returns to the level 

10 of "significantly excessive?" 

11 

12 A. Here, it is necessary for the Commission to exercise its own judgment because 

13 there is no objective, generally accepted measure of a "significantly excessive 

14 return." I suggest the use of the adders that the FERC awards to encourage 

15 investment by utilities in major innovative transmission lines. FERC provides a 

16 50 basis point adder for participation in Regional Transmission Organizations and 

17 another adder of up to 150 basis points as an incentive for investment. FERC 

18 apparently regards that these adders are fully sufficient to encourage risky 

19 investments in transmission lines that must traverse difficult terrain and encounter 

20 siting resistance. Anything more would be significantly excessive. 

21 

22 Q. Usmg FERC's 200 basis point adder, what would be the threshold of 

23 "significantly excessive earnings" on common equity? 

24 

25 A. If we add 200 basis points to the base line returns on year-end equity, the 

26 thresholds of significantly excessive earnings are: 

27 • Toledo Edison 12.27% 
28 • Ohio Edison 12.57% 
29 • Cleveland Electric Illuminating 13.78% 
30 

31 Q. Are you recommending that the Commission adopt your methodology, but 

32 not these specific threshold numbers? 

33 



1 A. Yes. These threshold numbers are merely illustrative of the results that are 

2 derived firom the methodology that I recommend. The first application of the 

3 significantly excessive earnings test will be in 2010 and based on earned returns 

4 in 2009. The numbers may be quite different then. 

5 

6 Q. With regard to the adder to the base line earned returns, why haven't you 

7 adopted the statistical confidence levels that the utilities' witnesses have 

8 recommended? 

9 

10 A. The use of statistical confidence ranges would limit any finding of excessive 

11 earnings to so few observations that the test would become a cipher. A 95 percent 

12 confidence interval would mean that only 2.5 percent of all observations in the 

13 sample company groups would be deemed to have excessive earnings. A 90 

14 percent confidence interval would increase that proportion to five percent. These 

15 intervals virtually ensure that no Ohio utility would ever be found to have 

16 experienced significantly excessive earnings. 

17 

18 Q. Does this complete you testimony? 

19 

20 A. Yes. It does. 

10 



Exhibit No. __(CWK-1) 
Schedule 1 

Value Line Electric Utilities 
Revenue Makeup 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 

Allegheny Energy 
Allele 
Alliant Energy 
Ameren Corp 
AmericanElec Power 
Avista Corp 
Black Hills 
Central Vermont Public Service 
Centerpoint Energy 
Oh Energy Group 
Cleco Corp 
Cms Energy Corp 
Consol Edison 
Constellation Energy 
Dominion Resources 
DPLInc. 
DTE Energy 
Duke Energy 
Edison International 
El Paso Electric 
Empire District Electric Co. 
Energy East Corp 
Entergy Corp 
Exelon Corp 
Firstenerqy Corp 
Florida Public Utili 
Fpl Group 
Great Plains Energy 
Hawiian Electrci 
IDACORP, INC. 
Inteqrys Energy 
Itc Holdings Corp 
Maine & Marifimes Co 
Mdu Resources 
Mge Energy 
Nisource inc 
Northeast Utilities 
Northwestern Corp. 
Nstar 
Oge Energy 
Otter Tail Corp 
Pepco Holdings 
Pg & E Corp 
Pinnacle West Capita 
Pnm Resources 
Portland General 
PPL Corp. 
Progress Energy 
Public Services Enterpr 
Puget Energy Inc 
Scana Corp 
Sempra Energy 
Sierra Pacific Res 
Southern Co 
Teco Energy 
Uil Holdings 
Unisource Energy 
Unitil Corp 
Vectren Corp 
Wesfar Energy 
Wisconsin Energy 
XCEL Energy 

Ticker 
Symbol 

AYE 
ALE 
LNT 
AEE 
AEP 
AVA 
BKH 
CV 
CNR 
CHG 
CNL 
CMS 
ED 
CEG 
D 
DPL 
DTE 
DUK 
EIX 
EE 
EDE 
EAS 
ETR 
EXC 
FE 
FPU 
FPL 
GXP 
HE 
IDA 
TEG 
ITC 
MAM 
MDU 
MGEE 
Nl 
NU 
NWE 
NST 
OGE 
OTTR 
POM 
PCG 
PNW 
PNM 
POR 
PPL 
PGN 
PEG 
PSD 
SCG 
SRE 
SRP 
SO 
TE 
UIL 
UNS 
U T L 

W C 
WR 
WEC 
XEL 

2007 Revenues ($mlllions) 
Regulated 

Electric 

4,579 
725 

2,483 
6,267 
9,628 
1,288 

198 
329 

1,837 
617 
966 

3,443 
8,110 
2,456 
2,897 

543 
4,900 
8,976 

10,476 
877 
425 

2,881 
9.046 

11,717 
7,637 

56 
11,622 

1,293 
2,531 

875 
3,305 

426 
37 

193 
504 

1,358 
5,221 

737 
2,563 
1,835 

324 
5,244 
9,480 
2,918 
1,245 
1,743 
4,114 
9,134 
8,493 
1,998 
1,954 
2,852 
3,396 

15,140 
2,188 

980 
1,173 

2 2 5 

488 
1,727 
4,162 
7,848 

Gas 

630 
1,279 

94 

3,837 
165 

2,621 
2,025 

943 
3,495 

1,875 
720 

60 
1,772 

206 

65 

533 

5,528 
514 
364 
561 

1,963 

3,757 

1,208 
1,105 
4,596 

205 

598 

149 
34 

1,269 

2,112 

Non-
Regulated 

5,328 
118 
325 

3,752 
129 
404 

4,048 
414 

30 
400 

2,985 
17,795 
9,282 

973 
731 

3.024 
2,637 

5 
525 

2,232 
7,199 
3,864 

16 
3,641 
1.974 

5 
4 

6,987 

1 
3.522 

3 
1.054 

88 
100 
139 

915 
4,122 

605 
669 

-
2,384 

19 
4,360 

14 
1,562 
3,990 

213 
750 

1 
60 

4 
525 

76 
74 

Total 

9,907 
843 

3,438 
7,546 

13,380 
1,418 

696 
329 

9,722 
1,197 

996 
6,464 

13,120 
21,193 
15,674 

1.516 
7,506 

12,720 
13,113 

877 
490 

5,178 
11,484 
18,916 
11,501 

137 
15,263 
3,267 
2,536 

879 
10,292 

426 
38 

4.248 
508 

7.940 
5,822 
1.200 
3.262 
3.798 
1,239 
9,366 

13,237 
3,524 
1.914 
1,743 
6,498 
9,153 

12.853 
3,220 
4,621 

11,438 
3,601 

15,353 
3,536 

981 
1,381 

263 
2,282 
1,727 
4,238 

10.034 

200 Revenues Percent 
Regulated 

Electric 

46% 
86% 
72% 
83% 
72% 
91% 
28% 

100% 
19% 
52% 
97% 
53% 
62% 
12% 
18% 
36% 
65% 
71% 
80% 

100% 
87% 
56% 
79% 
62% 
66% 
41% 
76% 
40% 

100% 
100% 
32% 

100% 
100% 

5% 
99% 
17% 
90% 
61% 
79% 
48% 
26% 
56% 
72% 
83% 
65% 

100% 
63% 

100% 
66% 
62% 
42% 
25% 
94% 
99% 
62% 

100% 
85% 
86% 
21% 

100% 
98% 
78% 

Gas 

0% 
0% 

18% 
17% 
0% 
0% 

14% 
0% 

39% 
14% 
0% 

41% 
15% 
4% 

22% 
0% 

25% 
6% 
0% 
0% 

12% 
34% 
2% 
0% 
0% 

47% 
0% 
0% 
0% 
0% 
0% 
0% 
0% 

13% 
0% 

70% 
9% 

30% 
17% 
52% 

0% 
0% 

28% 
0% 
0% 
0% 
0% 
0% 
0% 

38% 
24% 
40% 

6% 
0% 

17% 
0% 

11% 
13% 
56% 
0% 
0% 

21% 

Non-
Regulated 

54% 
14% 
9% 
0% 

28% 
9% 

58% 
0% 

42% 
35% 

3% 
6% 

23% 
84% 
59% 
64% 
10% 
24% 
20% 

0% 
1% 

10% 
19% 
38% 
34% 
12% 
24% 
60% 

0% 
0% 

68% 
0% 
3% 

83% 
1% 

13% 
2% 
8% 
4% 
0% 

74% 
44% 

0% 
17% 
35% 

0% 
37% 

0% 
34% 

0% 
34% 
35% 

0% 
1% 

21% 
0% 
4% 
1 % 

23% 
0% 
2% 
1% 

Total 

100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
102% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 
100% 

Selected 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 



Exhibit No. _(CWK-1) 
Schedule 2 

Comparable Electric Utilities 
Return on Equity 

(Millions of Dollars) 
Name 

1 Allete 
2 Alliant Energy 
3 Ameren Corp 
4 Avista Corp 

Ticker 
Symbol 

ALE 
LNT 
AEE 
AVA 

5 Central Vermont Public Service CV 
6 Cleco Corp 
7 CMS Energy Corp 
8 DTE Energy 
9 Edison International 
10 El Paso Electric 
11 Empire District Electric 
12 Energy East Corp 
13 Entergy Corp 
14 Hawaiian Electric 
15 IDACORP, Inc. 
16 ITC Holdings Corp 
17 Maine & Maritimes Co 
18 MGE Energy 
19 Nisource Inc 
20 Northeast Utilities 
21 Northwestern Corp. 
22 Nstar 
23 OGE Energy 
24 PG&E Corp 
25 Pinnacle West Capita 
26 Portland General 
27 Progress Energy 
28 Puget Energy Inc 
29 Sierra Pacific Res 
30 Southern Co 
31 UIL Holdings 
32 Unisource Energy 
33 Unitil Corp 
34 Westar Energy 
35 Wisconsin Energy 
36 Xcel Energy 

CNL 
CMS 
DTE 
EIX 
EE 
EDE 
EAS 
ETR 
HE 
IDA 
ITC 
MAM 
MGEE 
Nl 
NU 
NWE 
NST 
OGE 
PCG 
PNW 
POR 
PPL 
PEG 
SRE 
SRP 
TE 
UIL 
UNS 
WR 
WEC 
XEL 

Common 
Equity A 

742.6 
2,662.5 

1 6,730.0 
914.0 
188.4 

1,009.9 
2,116.0 
5,853.0 
8,393.0 

666.5 
539.2 

3,206.0 
7,836.8 
1,273.5 
1,207.3 

563.1 
42.9 

427.7 
5,076.6 
2,908.3 

823.0 
1,701.9 
1,680.9 
8,545.0 
3,531.6 
1,316.0 
5,538.0 
7,295.0 
8,315.0 
2,996.6 
2,017.0 

464.3 
690.1 

1,826.0 
3.098.0 
6,296.8 

Pre Tax 
Income 

137.2 
576.6 
986.0 1 
62.8 
22.6 

105.2 
287.0 
610.0 

1.643.0 
109.2 
47.6 

366.5 
1,674.4 

144.9 
96.0 

109.9 
4.7 

76.7 
484.1 
360.9 
85.6 

356.9 
360.9 

1,545.0 
449.7 
219.0 

1,304.0 
2.383.0 
1,659.0 

284.9 
309.6 
77.2 
97.5 

232.2 
554.1 
870.4 

Income 
Tax 

47.7 
255.8 
330.0 
24.3 
6.8 

25.6 
108.0 
153.0 
492.0 

34.5 
14.4 

114.1 
514.4 
51.4 
13.7 
36.7 
2.0 

27.9 
172.1 
109.4 
32.4 

133.4 
116.7 
539.0 
150.9 
74.0 

270.0 
1,060.0 

524.0 
87.6 

126.0 
30.5 
39.1 
63.8 

216.4 
294.5 

Post-Tax 
Income 

89.5 
320.8 
656.0 

38.5 
15.8 
79.6 

179.0 
457.0 

1,151.0 
74.8 
33.2 

252.4 
1.160.0 

93.6 
82.3 
73.3 
2.6 

48.8 
312.0 
251.5 

53.2 
223.5 
244.2 

1,006.0 
298.8 
145.0 

1,034.0 
1,323.0 
1,135.0 

197.3 
183.6 
46.7 
58.4 

168.4 
337.7 
575.9 

Return on 
Equity 

12.05% 
12.05% 
9.75% 
4.21% 
8.39% 
7.88% 
8.46% 
7.81% 

13.71% 
.11.22% 

6.15% 
7.87% 

14.80% 
7.35% 
6.81% 

13.02% 
6.10% 

11.42% 
6.15% 
8.65% 
6.46% 

13.13% 
14.53% 
11.77% 
8.46% 

11.02% 
18.67% 
18.14% 
13.65% 
6.58% 
9.10% 

10.06% 
8.46% 
9.22% 

10.90% 
9.15% 

37 Average 10.09% 



Exhibit No. _(CWK-1) 
Schedule 3 

Electric Utility Comparison Group 
Equity Percentages and Betas 

Name 

1 Allete 
2 Alliant Energy 
3 |Ameren Corp 
4 Avista Corp 
5 Central Vermont Public Service 
6 Cleco Corp 
7 CMS Energy Corp 
8 DTE Energy 
9 Edison International 
10 El Paso Electric 
11 Empire District Electric 
12 Energy East Corp 
13 Entergy Corp 
14 Hawaiian Electric 
15 IDACORP, Inc. 
16 ITC Holdings Corp 
17 Maine & Maritimes Co 
18 MGE Energy 
19 Nisource Inc 
20 Northeast Utilities 
21 Northwestern Corp. 
22 Nstar 
23 OGE Energy 
24 PG&E Corp 
25 Pinnacle West Capita 
26 Portland General 
27 Progress Energy 
28 Puget Energy Inc 
29 Sierra Pacific Res 
30 Southern Co 
31 UIL Holdings 
32 Unisource Energy 
33 Unitil Corp 
34 Westar Energy 
35 Wisconsin Energy 
36 Xcel Energy 

37 Average 

A 

Ticker 
Symbol 

ALE 
LNT 
AEE 
AVA 
CV 
CNL 
CMS 
DTE 
EIX 
EE 
EDE 
EAS 
ETR 
HE 
IDA 
ITC 
MAM 
MGEE 
Nl 
NU 
NWE 
NST 
OGE 
PCG 
PNW 
POR 
PPL 
PEG 
SRE 
SRP 
TE 
UIL 
UNS 
WR 
WEC 
XEL 

B C 
($ Millions) 

Year-end 
Common 

Equity 

742.6 
2,662.5 
6,730.0 

914.0 
188.4 

1.009.9 
2,116.0 
5,853.0 
8,393.0 

666.5 
539.2 

3,206.0 
7,836.8 
1,273.5 
1,207.3 

563.1 
42.9 

427.7 
5,076.6 
2,908.3 

823.0 
1,701.9 
1.680.9 
8,545.0 
3.531.6 
1.316.0 
5,538.0 
7,295.0 
8.315.0 
2.996.6 
2.017.0 

464.3 
690.1 

1,826.0 
3,098.0 
6,296.8 

Total 
Reported 
Capital 

1,153.5 
4,329.5 

12.638.0 
1,548.9 

311.8 
1,780.5 
8,212.0 

12,824.0 
18,375.0 
1,321.6 
1,081.1 
7,108.7 

17,902.0 
2,501.8 
2,364.2 
2,041.5 

70.4 
660.1 

10,671.0 
5,974.6 
1,648.4 
4,248.2 
3,025.5 

16,976.0 
6,658.7 
2,629.0 

12,747.0 
16,041.0 
13.071.0 
7,134.4 
5.175.4 

943.6 
2.214.9 
3.738.3 
6.302.1 

12,748.1 

D 

Equity 
Percent 

64.4% 
61.5% 
53.3% 
59.0% 
60.4% 
56.7% 
25.8% 
45.6% 
45.7% 
50.4% 
49.9% 
45.1% 
43.8% 
50.9% 
51.1% 
27.6% 
61.0% 
64.8% 
47.6% 
48.7% 
49.9% 
40.1% 
55.6% 
50.3% 
53.0% 
50.1% 
43.4% 
45.5% 
63.6% 
42.0% 
39.0% 
49.2% 
31.2% 
48.8% 
49.2% 
49.4% 

49.3% 

E 

Beta 

0.95 
0.90 
0.80 
1.00 
0.85 
1.35 
1.55 
0.80 
1.05 
0.80 
0.85 
0.85 
0.85 
0.70 
1.00 
0.75 
0.35 
0.85 
0.95 
0.85 
n.a 
0.75 
0.75 
0.95 
1.00 

n.a 
0.95 
0.95 
1.00 
1.25 
1.10 
0.90 
0.70 
0.90 
0.80 
1.05 

0.91 
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Exhibit No. (CWK-1) 
Schedule 5 

Comparable Non-Utility Companies 
Risk Adjustment to Return on Equity 

1 Electric Utilities 

2 Comparable Non-Utilities 

3 Difference 

A B C D 
Average Risk Adjustment Non 

Beta Premium To Non-
Utilities 

0.91 

E 
Adjusted 

Utilities Non-Utilities 
ROE 

1.08 14.14% 12.96% 

0.17 7.0% 1.17% 
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Charles W. King Attachment A 

Experience 

Snavely King Majoros O'Connor 
& Lee, Inc. 
Washington, DC 

President (1989 to Present) 
Vice President (1970-1989) 

Mr. King, a founder of the firm and acknowledged 
authority on regulatory economics, brings over thirty 
years of experience in economic consulting to his 
direction of the firm's work in transportation, utility and 
telecommunications economics. 

Mr. King has appeared as an expert witness on over 
300 separate occasions before more than thirty state 
and nine U.S. and Canadian federal regulatory 
agencies, presenting testimony on rate base 
calculations, rate of return, rate design, costing 
methodology, depreciation market forecasting, and 
ratemaking principles. Mr. King has also testified 
before House and Senate Committees on energy and 
telecommunications legislation pending before the U.S. 
Congress. 

In telecommunications, Mr. King has testified before the 
Federal Communications Commission on a number of 
policy issues, service authorization, competitive 
impacts, video dialtone, and prescription of interstate 
depreciation rates. Before state regulatory bodies, he 
has presented testimony in proceedings on intrastate 
rates, costs earnings and depreciation. 

Mr. King has testified in electric, gas and water utility 
cases on virtually every aspect of regulation, including 
cost of capital, revenue requirements, depreciation, 
cost allocation and rate design. Mr. King is one of the 
nation's leading authorities on utility depreciation 
practices, having testified on this subject in several 
dozen cases before state regulatory bodies. 

In addition to his appearances as a witness in judicial 
and administrative proceedings, Mr. King has 
negotiated settlements among private parties and 
between private parties and regulatory offices. Mr. 
King also has directed depreciation studies, investment 
cost benefit analyses, demand forecasts, cost 
allocation studies and antitrust damage calculations. 
Mr. King directed analyses of the prices of services 
under Federal Government's FTS2000 long distance 
system. 

In Canada, Mr. King designed and directed an 
extended inquiry into the principles and procedures for 
regulating the telecommunication carriers subject to the 
jurisdiction of the Canadian Transport Commission. He 
also was the principal investigator in the Canadian 
Transport Commission's comprehensive review of rail 
costing procedures. 

EBS Management Consultants, Inc., 
Washington, DC 

Director, Economic Development Department 
(1968-1970) 

Mr. King organized and directed a five-person staff of 
economists performing research, evaluation, and 
planning relating to economic development of 
depressed areas and communities within the U.S. 
Most of this work was on behalf of federal, state, and 
municipal agencies responsible for community or 
regional economic development. 

Pr incipal Consul tant (1966-1968) 

Mr. King conducted research on a broad range of 
economic topics, including transportation, regional 
economic development, communications, and physical 
distribution. 

W.B. Saunders & Company, Inc., 
Washington, DC 

Staff Economist (1962-1966) 

For this economic consulting firm, which later merged 
with EBS Management Consultants, Inc., Mr. King 
engaged in numerous research efforts relating primarily 
to economic development and transportation. 

U.S. Bureau ofthe Budget, Office of 
Statistical Standards 

Analyt ica l Statist ician (1961-1962) 

Mr. King was responsible for the review of all 
federal statistical and data-gathering programs 
relating to transportation. 

Education 

Washington & Lee University, B.A. in Economics 

The George Washington University, M.A. in 
Government Economic Policy 
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