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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

Application of
APPALACHIAN

PO~ER

COMPANY

for an Increase in Rates.
Case No. 1947.4
APPLICATION FOR A RATE

!~CREASE

OF i 36,196,600
Appalachian Power Company ( 11 Appalachian 11 or

11

the

Company") applies pursuant ·to Sections 56-237 and 56-240 of
the Public Service Companies Law of the

~ode

of Virginia for

an annual increase in its Virginia sec jurisdictional rates
of i36,196,600, which would equate to an overall rate of return of 9.65% on its Virginia SCC jurisdictional business based
on an adjusted 1974 test year.•

The Company requests the Com-

mission, pursuant to its authority under Section 56-240 of the
Code or Virginia, to permit 125',012,000 of the requested
increase to become effective immediately or not later than January 1, 1975.**

•

'l·he test year includes ten· months actual and two
months forecasted information. A 9.65% overall
rate of return equates to a rate of return of 15.5'0%
on common equity.

••

In considering the Company's application for an interim
increase, it is requested that the Commission incorporate
by reference the entire record in Case 19434.

1.

It is further requested that the Commission permit the
entire 836,196,600 increase to become effective as soon after
the conclusion of the evidentiary hearings as possible but
not later than March 31, 197S.
The Company's application for an interim increase pursuant
to Section S6-24o is predicated upon its critical level of
short term debt shown on Exhibit 1 attached hereto, which it
is unable to refinance on a permanent basis.

As a consequence

of this inability to finance new construction, the Company
is completing the work at its Project 1301 steam generating
station site at New Haven, West Virginia necessary for receiving, storing, and safeguarding the equipment purchased for
this project.

This work is to be completed by December 31,1974,

at which time all work at the site is to be suspended.

In

March 1975, the Company plans to consider reactivating construction.
Whether reactivation will be initiated in March, 1975 or shortly
thereafter will depend on the Company's financial condition at
that time, particularly its interest coverage.

Additionally,

because of the Company's serious cash position, unless substantial
rate relief becomes effective on an interim basis not later
than January 1, 1975, the Company will be unable to contruct
new facilities necessary for existing or prospective commercial and industrial customers.

Moreover,

substantial rate

relief by January 1, 1975 is needed in order to avoid initiating
a program leading to a substantial reduction in Company work
force.
During 1974 the Company has made accounting changes, including deferred fuel cost accounting, which have had the effect
of more closely matching revenues and expenses.

While these

2
-2-

changes are unimpeachable from an accounting point of view
and impacted earnings in
nature.

19?~,

they are largely ot a non-recurring

More importantly, the net income associated with these

changes has not been translated into cash.

A

comparison of

1973 and 1974 net income exclusive ot the effect of accounting
changes shows that 1974 estimated net income is but 46.7% of
1973 as shown in Schedule 1, Exhibit 1.
These accounting changes have been instrumental in permitting the Company to carry on its activities throughout most of
1974 although it has already found it necessary to cut back substantially in many areas.

The impact is clear when it is recog-

nized that Appalachian's interest coverage for the 12 months
ended

~eptember

30, 19?4 was 2.25 times with deferred fuel cost

accounting but would have been only 1.79 times without it; as
shown in Exhibit 1, tichedule 2.
The Company's interest coverage, which includes approximately
ill,OOO,OOO in revenues in effect in west Virginia subject to
refund, has reached the position that after the planned sale of
approximately $40 million of revenue bonds (pollution control
financing) next month, the Company will be unable to issue any
additional long term debt.
Short term debt at October 31, 19?4 was approximately
ill? million (Ex. 1, clchedule 3).

Assuming the

~ompany's

planned

pollution control financing is successful, short term debt as of
December 31, 1974, will still approximate illO million with no
ability to finance it on a permanent basis ( Ex.

l,~chedule

4).

cichedule 4, page 2, shows that after the $40 million financing
the Company's short term debt requirement in the absence of any

-3-

.3

rate increase, would be approximately il70 million as or June 30,
1975 and over 1300 million by year end 1975.

Obviously these re-

quirements cannot be met in the absence of substantial rate relief
since Appalachian's maximum short-term debt capability ie il50
million.
Short-term debt is clearly only a source of interim financing.

It is obvious that the level of short-term debt projected

in Schedule 4 of Exhibit 1 is hypothetical - in the absence of
immediate and substantial rate relief the Company's operations
must be drastically curtailed in order that the Company keep
its financial requirements within the maximum short-term debt
capability.

The Company cannot allow its short-term debt to

rise to any significant extent-whatsoever above il50 million
under any circumstances.

Moreover, the

~ompany

cannot allow its

short-term debt to rise even to that level without assurance of
the means to refinance and repay it by using long term

ca~i~al.

It is also important to point out the limited borrowing
ability of Appalachian's parent.

~chedule

5 of Exhibit 1 shows

the monthly short-term debt outstanding of American Electric
Power between January, 1973 and October, 1974.

The maximum

short-term debt capability of the parent is $150 million and
thus AEP must sell additional common equity sometime in 1975 in
order to retire its own short-term debt.
sently sells for approximately

~16

AEP common stock pre-

per share or

70~

of book value

and, absent rate relief, may be expected to decline further.
Unless the Company's earnings are substantially improved, the
-4-

4

price of the parent's common stock will be far below the •23.25
per share realized earlier this

yea~

and the parent will find

it difficult to refinance its own short-term debt quite apart
from contributing to the refinancing of the short-term debt
of any of its subsidiaries.•
It is important to emphasize that AE?'s investment in

~ppala

chian has been massive and up until now has been accomplished
in the absence of rate relief in Virginia.

~evertheless,

between 1965 and 1974 investment in Appalachian in excess
of dividends received from Appalachian has exceeded one-half
billion dollars, as shown in Schedule 6, Exhibit 1 •

• All

major AEP subsidiaries are seeking rate relief
comparable to that which Appalachian is requesting
in this proceeding.

-5-

5

Failure by the Commission to recognize and relieve
the Company's financial plight by means of a prompt and substantial rate increase will compel Appalachian to develop
and soon implement a cost reduction program of last resort.
There would then be no other way to permit the Company to
manage

its outstanding short-term borrowings.

The Company

faces the need to meet maturing short-term borrowings on an
almost daily basis (see, for example, Exhibit 1, Schedule 4,
page 3, which sets forth maturity date on commercial paper).
As the Commission is aware, construction

costs, including

costs of environmental backfit on existing units, have placed
a tremendous strain on the Company's cash flow and financing
capabilities.

More than a billion dollars have been expended

in ten years.

(See Exhibit 1, Schedule 7).

Substantial cuts

in operating expenses and budgeted construction costs had
already been effected before the Company's request for emergency
relief.

(See Vaughan testimony, Tr: 62-67 in the emergency

proceeding, Case No. 19434).
Since the denial of the Company's application for
emergency rate relief, the Company's 1975 construction budget
has been slashed to $149 million, as shown in Schedule 8 of
Exhibit 1.

At that level, 1975 expenses upon major generating

units, including the plant which has been under construction
at New Haven, West Virginia, have been limited to only those
expenditures for which the Company has legal liability, essentially
the receipt, storage and safeguarding of equipment already
purchased.

No

new generating unit commitments can be under-

taken until substantial rate relief has been received.

Although

at this time installed capacity reserve margins are sufficient,
if it were necessary to defer the servicedate of Project 1301
- 6 -

6

for a significant period, the Company would be unable to
maintain adequate reserve margins in the immediate future.
Moreover, it cannot be assumed the sufficient generating
capacity can be made available from other sources

*

(Exhibit 1,

Schedule 9).
Apart from generating unit expenditures, unless rate
relief is effective by January 1, 1975, the Company will no
longer be financially able to provide service to new commercial
and industrial customers, unless those customers assume the
cost of local connecting facilities.
The only remaining available area of cost reduction is
operating and maintenance expense.

Mr. Vaughan described

the severe cutbacks already instituted to reduce expenditures,
as cited above.

Beyond these reductions, the Company also

intends to institute a systematic curtailment in its labor
force in the absence of substantial rate relief by January 1,

1975.

These employee reductions will amount first to S% of

the work force.

An additional

5%

reduction must follow shortly

thereafter.
In limiting its application to $36,196,600, t.he Company
has requested the minimum increase necessary to permit the
continued provision of adequate service.

Coverage of interest

expense will remain a serious problem, even after the full
increase is authorized.

•

Four to five years are required under current conditions
to construct a fossil fuel fired generating unit.

7
- 7 -

Representatives or the Commission Starr are carefully
auditing the Company's books in contemplation of this filing.
All test year adjustments reflected in the Company's revenue
request have been reviewed with the Staff.

The Staff obviously

cannot take a formal position upon the Company's revenue
requirements until its studies are complete.

However, its

review should provide reasonable assurance that the relief
requested pursuant to Sections 56-237 and 56-240,* which
will be subject to refund, will not impose an unreasonable
burden upon Appalachian's customers.
Since 1950, the Company has increased its Virginia rates
just once,by $1,985,432 in 1953; and has decreased its rates
on eight occasions totaling $5,399,534 on an annual basis.
Thus, present base rates are below the 1950 level (Exhibit 2).
The time for a substantial and immediate increase is at hand.
The Company proposes to recover the interim revenue
increase requested, $25,012,000, beginning January 1, 1975
by means of a surcharge of 23.92% to existing rates. Rider A
effecting such an increase,is filed herewith.

The rates

designed to produce a permanent increase in revenues of

$36,196,600, which are proposed to become effective January
1, 1975, are set forth in the revised tariff schedules filed
herewith.

* The interim increase of $25,012,000 is based upon a 15.50%
rate of return on equity and test period adjustments which
the Company believes are not likely to be controversial.

8
- 8 -

WHEREFORE, Appalachian Power Company respectfully
requests the Commission to permit a surcharge on existing
rates of 23.92% to become effective on January 1, 1975 so as
to produce an interim revenue increase at an annual rate of

i25,012,000; and further,pursuant to Section 56-240 of the
Code,

~o

permit the proposed permanent rates set forth in the

revised tariff schedules filed herewith to become effective
as soon after the completion of evidentiary hearings herein
as possible, but not later than March 31, 1975.

Respectfully submitted,

Dated: Npyember 29, 1974
Woods, Rogers, Muse, Walker_& Thornton
s. W.

105 Frankl~n Road,
P. o. Box 720

Roanoke, Virginia

24004

LeBoeuf, Lamb, Leiby & MacRae
1 Chase Manhattan Plaza

New York, N. Y.

10005

Attorneys for Appalachian
Power Company

- 9 -
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APPALACHIAN POWER COMPANY
EFFECT OF ACCOUNTING CHANGES ON REPORTED NET INCOME FOR COMMON STOCK
CALENDAR YEARS 1973 AND 197 4
($000's)

1973
ACTUAL
REPORTED NET INCOME FOR COMMON STOCK

58,707

1974
ESTIMATED
67,767

LESS EFFECT OF
CHANGE IN PROPERTY TAX ACCRUAL METHOD

2,aoo•

20,396

DEFERRAL OF INCREMENTAL FUEL COSTS

5,249

CHANGE FROM BIMONTHLY TO MONTHLY BILLING

12,285

RECORDATION OF UNBILLED REVENUES
TOTAL EFFECT OF ACCOUNTING CHANGES

3,723.

2,800

41,653
~

REPORTED NET INCOME EXCLUSIVE OF
EFFECTS OF ACCOUNTING CHANGES

55,907

26,114

• Represents applicable amortization to income of amount of overaccrual as of December 31, 1972.

REV. 11/29/74
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APPALACHIAN POWER COMPANY
INTEREST COVERAGE WITH AND WITHOUT
THE EFFECTS OF DEFERRED FUEL
COST ACCOUNTING
(12 MONTHS ENDED SEPTEMBER 30, 1974)

INTEREST COVERAGE

WITH
DEFERRED
FUEL COST

WITHOUT
DEFERRED
FUEL COST

2.25

1.79
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iJ>P ALACHIAN POWER COMPANY
PRO FORMA COMPUTATIONS RELATING TO INTEREST COVERAGE
UNDER DEBENTURE AGREEMmT
12

MONTHS SiDED SEPTF,MBER 30,

1974

{000 1 s)
Twelve Months Ended September 30, 1974
Exclude Effect
As Adjusted To
Of
Exclude Effect
Deferred Fuel
Of Deferred
Per
Cost
Fuel Cost

Line
..liQ....

~

Operating Revenues

2

Operating Expenses {other than income taxes):

5

6

Operation •••••••••••••••.••.•••••••••••••.••.••••••••••••

Maintenance •••••••••••••••••••••••••••••••.•.••••••••••••
Depreciation ••••••••••••••••••••••••.•••.•••.••••••••••••

Taxes, other than income taxes ••••••.••..•••.•••.••••••••

1)71,)87

181,171
23,901
40,085

i

22,003

203,1?4
23,901
lt.o,o~
2),6

23,601

Total Operating Expenses (other than income taxes) ••

268,761

22,0C3

Z2C,26!t

8

Defined Operating Earnings

102,626

<zZ,OPJ)

80,623

10
11

Net Nonoperating Income:
Allowance for Funds Used During Construction •••.••.••••••
Miscellaneous Net Nonoperating Income ••••••••••••••••••••

12

Exclude Amount in Excess of 10% limitation contained in
Debenture Agreement •••••••••••••••.••..•••••.••••.•••••

13

Net Nonoperating Income includible in Coverage
Computation • • • • • . • . • • • • • • • • • . . . . • . . . • . . . . • • • . • • . . .

8,854

14

Defined Earnings (A) ••••...•.•...•.•.•.•.•..•

$111,480

15
16
17

Annual Interest on Long-Term Debt Outstanding September JO:
First Mortgage Bonds •••••••.•••••.••..••.•.......•.••••..
Sinking Fund Debentures ••••.••••••.....••..•••..•......•.
Total

18
19

~

Accgunt1pg

7

9

...

.........................................

1
3
4

Accoypting

Times Earned

(A)~

6,?28

~:§~

222

C72Z)

(792)

a,ct:az

' (22,795)

$ 88,685

$ 47,28a

2,21

....................................

$ 49,501

$ 49,501

(B) ••••••••••••••••••.•.•.•.•..•.......•

2.25

1.79

(B)

• Includes 111,047,000 Revenues subject to refund

.
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APPALACHIAN POWER SHORT-TERM DEBT
OUTSTANDING 1973-0CT 197 4 ($ MILLIONS)
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EXHIBIT 1
SCHEDULE 3
p. 2 of 2
APPALACHIAN POWER
SHORT-TERM DEBT OUTSTANDING
MQNTHLY

JAJYAAfezgJ - QCWftBR 1924
AD;alaQbiag fgxat Cgm;agx
Sbgz:t-l:IZ:II Cabt

Ngtes PAyable

January - 1973
February
March
April
May
June
July
August
September
October
November
December
January - 1974
February
March
April
May
June
July
.,;.ugus t
September
October

Commercial
Pa11er

Total

5,000
5,000

5,000
5,000

57,868
39,518

57,868)a
39,518)

1 ,298
18,298

1,000
18,000

22,528
22,528
19,528
19,298
36,298

16,948
16,948

23,500
32,300
5,500
32,600
34,620
49,650
56' 750
59,175
76,200
87,375

40,448
49,248)b
5,500)
32,600
51,820
79,060
86,160
88' 585
105,610
116,785

22,528
22,528

1~,528

17,200
29,410
29,410
29,410
29,410
29,410

(a)

Decrease is due to issuance of Long-Term Debt of
$40,868,000 and from cash contributions from
parent company.

(b)

Decrease is due to issuance of Long-Term Debt of
i28,748,ooo and from cash contributions from
parent company.

1.5

Appalachian Power Company
SHORT-TERM DEBT OUTSTANDING JANUARY 1973-DECEMBER
(WITHOUT RATE RELIEF) ($ OOO,OOO's)

1~75

35o.o.---------..,....---------..-----------.
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EXHIBIT 1
SC~EDULE
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p.1 of l

E.<cLUDINJ EFFEX:<TS OF R.jTE I' CREtjSE

( ~ il1111ons)
1974
Opent

·i

Cnsb BaJa,

ce

ijet Fgr Cgmmon St,oek
~

ioOu Cash Effect of nCCOU .. Uug Changes:
U;.oilled Revenues (Includes Partial Reversal of Deferred Fuel Costs)
Chnnge 1:1 Property Tax i.ccrual Hethod re FPC Compliance 1\udit
Deferral! Fuel Expeuse
he!. i-'or Couwon &tock Exclusive Of Nou Cash Effect Of Account!.:~: Chan.-;es
.wU,l:
l.lepreciatio:1, Depletio.: and !.mortizat1on
t'lon-::ash Federal Lcome Tax Adjustment
~:
~tllowance For Funds Used During Construction
Feed-Back or Deferred Federal Income Tax Re Accelerated I~Ort1zat1or.

.wua

-~
?.1

(8. 5)
(.2)

--1...2
6.4

).5

(.2)

(.3)

-'.l...A)

'""2':7

(5.2)

).5

).5

lt.l

).;

(.))

2':6
3.5

(.J)

---n
).6

___g_._Q

___g_._Q

2.8

2.?

2.?

( .))

(.))

(.3)

---2...Q
2.o
(.))

---2...2
2.o
(.))

(. 3)

( .)}

2:5

~

---v;

2:3

---'2.1

).6

).6

3.6

).o

).o

).v

J.o

__L.l)

( .6)
__L.l)

~)

___L.Q

~

__i.2

(.?)

Ga5b )jogeroted t''rgm Internal SgurcA5

(,))

2:6

.wh~~~

---2...2

2":2

(.?)

J,ddit1gns •J•n ;;aah:

Proceeds .l<'rom Sale Of Short Term Debt
Proceeds From Sale Of Long Term Debt
Proceeds 11rom Oale Of ..;ltO.o IU11ion Revenue Bonds

1).0

'fotal bddt ttons To Cosh
Rst1 mated Cash

't'gtal

19.0

50.0(l3)

....!tQ...Q(C)_-_
~

Avat l pblg Bgrgre Qeducttgns

....2l..l

....zQ....l

i)aduso t igns t"rom Cnsh:

LiqUidation Of Short Term Debt
Liquidatio .• Of Lo.1g Term Debt
Purchase Of t.dd1t1ona1 1/6 Interest In Amos Plant l/o. 3
Cash Dividends To Parent Compa;,y

40,0(C)

__..!t...Q
__!t.,Q

'Cotal Qedyct1gns Frgm Cash

Cash nVailaule For Construction
Co.• struction Cash liequirements
Ca5h

J~lonsft

10.5

..lU

ijeCgro F!oanqing

(1.1)

Indtgntod Lddttioreal Shgrt Term Qebt F1napping Required
Casu

&Julnns~e

j.l J.Jontb End (M1n1mum Balance 9 0 r11111pp)

Bhor' •term QAht Outatpnd1ng «jt Honth End (C)

( .. )
(il)

(C)

12.9

15.0

131.0

110.0

9.0

9.0

...J.Q...l
9.0

11~.1

12~.3

13~.~

--

J.s.sumes 1/6 'frllllSfer Of Amos Unit No. ),
hssumes Hefundit.g of $5'0.0 J.l1111on Issue Due June 1, 19?5·
~.ssumes ..;40.0 iU111on Reveuue Bond Financing and Liquidation Of $40,0 1411lion Of Short Term Debt.

-21&

__!t.,Q

--..!Wl

--..!Wl

---.!I....Q

--!t.&

__!t.,Q

....i!t...Q

__!t.,Q

___!a_.,Q

___!W2

_!Wl

10.2
....ll...Q
(2.8)

10.2

9.8

9.8

9.7

-ll...Q

~

~

...ll.J1

....ll....B.

146.2

(2.8)

9.0

9.0

9.0

157.9

169.?

-

(32.8)

10.1

10.0

--li.Jt

....lL!t

....J.i.J1

(48.2)

<5-3> ( 5.lt)
.A.l ..J.!t...!t. ....lJi...l

...52...Z
9.0

-

226.9

...l2....l
(?.))

(?.))

(7.1t)

~

....l.!L.!t
9.0

9.0

9.0

9.0

9.0

241.2

255.6

~71.9

288.2
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APPALACHIAN POWER COMPANY
COMMERCIAL PAPER
OUTSTANDING AT NOVDIBER 21, 1974

Maturity

Qat a

11/22/74
11/22/74
11/22/74
11/22/74
11/22/74
11/25/74
11/25/74
11/25/74
11/26/74
11/27/74
11/29/74
12/ 2/7'+
12/ 2/7t.t
!2/ 2/7•t
:2/ 2/7t.t
12/ <+/7t.t
l2/ '"+/7<+
:;;.; <+/7~+
12/ 5/7..,
l';;./ 6/7'-T
.:2/ 6/7<+
:!.2/ 6/7'"+
12/ 6/7'T
12/ 6/7..,
12/ 9/7'"+
12/10/74
12/10/7'+
12/11/7-+
12/12/7•+
12/1j/7t.t
12/13/7;.,.
12/13/7'+
l.2/l:J7't
l~/l~/7"t
12/lt~/7'+

l2/1o/7"t
12/l·~/7•;

12/16/7'+
12/17/7'+
12/17/71+
12/17/74
12/17/7'+
:2/17/7'+
l~./:c/7·•

12/l.f:-/7--f
,_2/l';/7<+
'_2./J.CJ/7'+
l.;_j2G/7•t
:.2/20/7•t
:-::.;::.0/74
12/:..~/7'+
:..~:/'.:.".J/74

12/23/7~.,.

12/2r..J/7-+
12/.)0/7'+
12/~G/7'+

12/30/7'+
12/j1/7Lr
l/ 9/7~
l./l·r/7)
2/ )/7;)
2/ ;;7:;
2/13/7)
2/26/7j
·;·vr.~L

~.J10U:.

Date
&W1
10/ 1/74
10/15'/74
10/16/74
11/ 4/74
11/12/74
10/15/74
10/17/7"+
11/19/74
11/20/74
10/23/74
11/20/74
11/ 1/7'+
11/ 1/74
10/29/7'+
11/ 7/74
11/ 8/7'+
11/l-t/74
l1/1'+/7'T
10/i0/7~

9/19/74
11/15/7'+
10/30/74
10/25/74
11/ 6/7'-t
1C/ 9/7-+
10/25/7..,.
11/ 7/7410/JG/74
10/18/74
10/31/7'"+
10/~l./7-+

11/ 6/7'"+
11/1'"+/7-+
l1/18/7•t
10/ t/7"t
11/19/7-+
9/:!.7/'l'+
1u/l;/7'+
11/15/7-+
11/ lj/'/-r
11/- ,/'1,
11/~ :./'i·~
ll/.!.~/7-+
lG/~1/7·~

11/19/7'"+
11/l•r/7·•
11/ b/7'+
11/20/74
11/:~;/7<+

11/1'+/7'+
11/lc/74
1"!./12/74
11/1b/74
9/23/7~

11/20/74
11/ 717~-+
11/21/7~

11/15/74
9/11/74
11/~C/7'+

11/ 1 ~/7'+
11/12/74
ll/15/74
10/29/71+
T OU'l'S'.i.'ni. JI1, G

Principal

Interest

(I Millions)

(Percer:t)

amgu.w t

i·o
.325

0.1
0.1
0.2
].0
0.2
2.0
1.2
1.05
0.425
1.8
0.95
0.875
0.175
0.2
2.0

5.0

2.~

0.75
3-5

o.;

0.1
0.5
1. 575
0.675
2.885
1.35
j.O
2.0
1.95
1.5
C.5
0.2
1.5
O.<j
~+.2;

~-15

J.O

2.0
1.0
0.8
1.2
C.5
0.6
1.3
2.o
0.125
2.0
j.O
0.21
2.4
1.79
1.0

o.:;
0.4
o.&

1.0
1.0
3.40.125
0.5
1.0
0.125

EXHIBIT 1
SCHEDULE 4
p. 3 of 3

Bata

12.5
12.25
11.75
10.5
10.625
12.25
11.5
10.625
10.5
11.125
10.625
11.125
1:!.• 125
11.125
11
10 .o75
11
11
ll.J.25
..
.:
,.....,

... L..•,;I

J.C.375
ll
lC.75
11
ll.c75
lC .875
11.25
11.125
11.625
11.125
11.125
11.25
lO.B75
10.75
~2

,1c.c7~
.... ..J

11.5
11.125
11.125
11
10.875
lC.c75
10.275
.:c.c75
11.J.25
11

') c'

---·~.1

1c.u2:;
11
11.125
10.875
11.25
10.875
12.5
10.875
11
10.875
10.875
12.875
10.7~·

10.5
10.625
10.62?
10.25

18
~91,160,000

AEP POWER SHORT-TERM DEBT
OUTSTANDING 1973-0CT 1974 ($ MILLIONS)
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EXHibiT 1

SCHEDULE 5
p. 2 of 2
AMERICAN ELECTRIC POWER

SHORT-TERM DEBT OUTSTANDING
HQNTHIJ

JANPABfEZ6J - QCTOBF,R 1924
AEP
Total
Commercial
Paper

January - 1973
February
March
April
May
June
July
hUgust
September
October
November
December
January - 1974
February
Harch
April
Hay
June
July
August
September
October

140,700
139,375
139,975) 8
46,975)
8,500)
~8,000

..

4,180
86,600
95,200
122,450
140,050
134,150
134,150
136,150
149,150)b
12,100)
51,100
81,900
83,400
83,900
83,900
104,705

(a)

Decrease is due from sale of 6,500,000
shares of common stock at $24.00 per
share - Sl56,ooo,ooo. ($14l,OOo,ooo
for commercial paper and 315,000,000
as cash contributions to Appalachian).

(b)

Decrease is due from sale of 7,000,000
shares of common stock at i23.25 per
share - $162,750,000 ($149,150,000
for commercial paper and remainder as
cash contributions to subsidiary
companies).
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Appalachian Power Company
CUMULATIVE NEW INVESTMENT
AND
CUMULATIVE DIVIDEND PAYMENTS
1965-1974
($ MILLIONS)

900~~--------~--------~--------~

600~~--------~------~~------~

New Long- Term Debt

300

1---+----~----+---~-- ---+------+~~"""""""'-----New

Preferred Stock

./_/1
Dividends

~

~----~

~

>.........-

0

~

New Common Stock

. ·

1968

*9 months September 30 197 4

1971

n ><
...... ::C:z:

.

......

0
"" --om

Additions to Retained

~~~~~~~~~~~i~~j:~~~~~~~·~~Earnings
1965

"t:SC,""

1974 *

c.nc:-

I"T1 .....

en

APPnLACHIAN POWER COMPANY

EXCESS OF mVESTHmT IN APPALACHIAN

OVER

l?idoo•s
- 1124

Net
For
Cgmmgn

1965
1966
1967
1968
1969
1970
1971
1972
1973
1974-(J)
Total

r-tew

Common

l21il ~I:XUI:i

Lon£' Term
Debt

DIVID~DS

New
Preferred

New
Common(!)

~tQ(;k

~tP~i

25,758.3
27,'+18.6
26,170.;:
29,110.1
3.3,331.1
41,0'+8.7
48,662.1
48,096.2
58,706.8

21,499.6
22,957.2
22,957.2
23,868.2
26,236.8
31,611.7
36,713.3
34,165.1
40,167.9

.35,000.0
120,000.0
50,000.0

30,000.0

sc.a~~.3

3S,ZZ3.~

sc.ccc.c

389,146.4

295,950.2

530,000.0

OF APPALACHIAN

Additions
To Reta1?~~

;e;iu:ah~l::i

Excess ln•••t.ent

In Appalachian

IQJi&l

gxa'

~ft~D

Dllldlldl

(11,233-9)

'+5,000.~

4,000.0
17,206.6

60,000.0

J,ooo.o

l-+0,000.0

30,000.0
31,500.0
10,125.2
50,000.0

'+,265.7
4, 543.5
3,213.6
5,241.8
7,094.3
9,437.0
11,691.0
12,784.5
18,552.1

~c.ccc.a

l5:,ccc.c

1~.azQ.l

~o.azti.l

64,1Q3.1

75,000.0

160,8)1.8

91,699.8

857' 531.6

561,581.4

JO,COO.O

25,000.0

4,265.7
34,543.5
7,21].6
67,4'+8.4
70,094.]
179,'+37.0
108,191.0
167,909.7
118,552.1

{15,74).6)
4],580.2
4],85?.5
14?,82S.J
?1,4??.?
l]],?lt-4.6
78,)84.2

ll,S86.)

m

(1)
( 2)

(3)

Including Capital Contributions.
Also includes adjustments to Retained Earnings
such as Capital $tack Exper.se, Provisions for
amortization reserves, etc.
9 months - September 30, 197'+.

"'0

~

1"'1"1

·n><
N:Z::z:

0
""~em

c.nc:,... .....
ITI

en

~

APPALACHIAN POWER COMPANY
NET INCOME AND DIVIDEND DECLARATIONS

9 MONTHS
SEPT. 1974

1973
$MILLIONS

-

$MILLIONS

58.7
123.9

32.1
67.9

NET FOR COMMON
APPALACHIAN
ALL OTHER AEP SUBSIDIARIES

0~

TOTAL

,

%

$MILLIONS

50.8

34.5

109.5

33.2

96.3
147.1

65.5
100.0

220.2
329.7

66.8
100.0

-

-

182.6

100.0

APPALACHIAN

40.2

30.6

35.8

31.2

76.0

ALL OntER AEP SUBSIDIARIES

91.0

69.4

78.8

68.8

169.8

30.9
69.1

131.2

100.0

114.6

100.0

245.8

100.0

TOTAL

-

-

-

DIVIDENDS DECLARED
PAYABLE TO AEP

TOTAL

-

-

-

c, rT1
• (")
><

"'0

(.A.)%::z::
0
rT1-

......
m ....

-co:J
c.n

c: en

CAPITAL STRUCTURE AND CAPITAL RATIOS
MAJOR AEP ELECTRIC UTILITY SUBSIDIARIES
AS OF JUNE 30, 1974

APPALACHIA'4
POWER CO.

INDIA~A

&

MICHIGAN ELECTRIC CO.

OHIO
POWER CO.

58.7

SOOO'S
1,145,269

117,381

9.3

213,421

10.9

402,199

32.0

591,648

30.4

LONG-TERM DEBT

SOOO'S
711,635

'D
-58.6

SOOO'S
739,251

PREFERRED STOCK

109,799

9.0

COMMON EQUITY

393,145

32.4

-

'

-

'

58.7

• "("')" fT1
><

-c:;:,

-'=-:::Z:::::z::

om-

TOTAL

1)14.579

100.0

-

1,258,831

100.0

--

1,950,338

100.0

-

-c~

c.ncr--4

m .....
en

AMERICAN ELECTRIC POWER COMPANY, INC.
INCOME AND DISBURSEMENTS

9 MONTHS
SEPT. 1974

TOTAL

S MILLIONS

S MILLIONS

SMILLIONS

DIVIDENDS FROM SUBS.

131.2

114.6

245.8

OTHER INCOME

- 1.5

-

1.2

-

--

115.8

2.1
-248.5
-

-1973

INCOME

--

132.7

DISBURSEMENTS
INTEREST EXPENSE

8.4

9.1

17.5

OTHER EXPENSES

3.3

3.1

6.4

119.2

104.4

223.6

AEP DIVIDEND REQUIREMENT

-

-

-

--

130.9

116.6

-247.5
--

" ' I'TI
• ("')
><

'"CS

U1::Z::::J:

-c=
0

,

U1C:=i

,r- .....
en

N

""'

-

1,006.912
-

1000

Appalachian Power Company
750

CUMULATIVE
CONSTRUCTION EXPENDITURES
1965-1974

500

($ MILLIONS)

250
• en
("') rn
><
..... :::c:x:

~

orn-

I

-e~

WC:-t

I

I
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I
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.• r·:·

I

1965

I

I

1968

I

I

1971

• 9 months actual - 3 months forecast

N

~

~

I

1974*

APPALACHIAN POWER CCM.P ANY
CONSTRUCTION EXPENDITURES AND TRANSFERS TO PLANT

1965-1974

Construction
Expenditures

lwu:

1965
1966
1967
1968
1969
1970
1971
1972
1973
1971t*

31,930,734
31,645,912
41,728,044
45,217,525
126,536,431
170,225,620
139,520,151
91,116,507
19 3 , 191 ' ~. 79

$ 57,316,616

l -i 5 • 800 ' 000

107,470,00Q

$1,006,912,603

s 925,963,129

$

Total

Transfers
To Plant

37,066,415
31,626,141
26,380,235
36,559,585
68,207,290
235,135,277
152,422,418
173,7?9,152

mrm

~

9 months Actual - 3 months Forecast

Source: U-5-S
.Statistical Division - PHW 11/11/74

APPALACHIAN POWER COMPANY
FORECAST OF ENVIRONMENTAL
BACKFIT CONSTRUCTION EXPENDITURES
REVISED JUNE 1974 FORECAST

($000)
EXPOS. TO DATE
SEPT. 30, 1974
CLINCH RIVER PLANT
PRECIPITATORS

OPEN
COMMITMENTS

EST. TO
COMPLETE

TOTAL
PROJECT EST.

22.050

1,785

765

24,600

12,914

1,950

3,055

17,919

PRECIPITATORS

53

3,872

16,075

20,000

AMOS PLANT
PRECIPITATORS

-0-

-0-

56,300

56,300

GLEN LYN PLANT
PRECIPITATORS
PHI~IP

SPORN PLANT

~utm

OTHER ENVIRONMENTAL
PROJECTS
ASH AND SOLID WASTE DISPOSAL
WATER QUALITY CONTROL
AIR QUALITY CONTROL
TOTAL

N
00

• (") ><

(A)%%

.....
.., ....

orr'l-

-.em

(A)C:-

850
397
455
36,719

-0-

-0-07,607

8,254
502
58
85,009

9,104
899
513
129,335

...._..

APPALACHIAN POWER COMPANY
1975 CONSTRUCTION EXPENDITURES

($000,000)
INCLUDING AFDC

MARCH

JUNE REV.

MIN. POSSIBLE
(NOV. EST.)

138.3

91.4

81.0

33.1

10.4

10.4

2.7

3.3

3.3

EHV

33.2

8.3

8.3

TRANSMISSION

29.6

19.7

13.9

DISTRIBUTION

42.5

27.0

22.0

GENERAL

4.0

1.2

.8

COAL

2.5

9.3

9.3

285.9

170.6

149.0

MAJOR GENERATION
ENVIRONMENTAL
PRODUCTION - ALL OTHER

TOTAL

f2

--

--

--

C;t ,

n><

,etac:,-t
, .....
%:X

00

7000
~

~~~~· -~~~~

6000

5000

~Capability

.............

~~
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~~
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,~

....-

-

'''
'''

...........
Appalachian Power Company

I

TOTAL SYSTEM LOAD
AND

..........~

SYSTEM GENERATING CAPABILITY
1974-1980

4000

(MEGAWATTS)

J
Peak Load

3000

-a en rn

-

• (') ><
~::c::c

r
(""

0

orn--e~
WC:-t

I

I

1974

1976

rrn...,.

I

I

1978

c.D

1980

APPALACHIAN POWER COMPANY
G~ERATING

PROJFI:TED WINTER PEAK LOADS,

CAPABILITIES AND RESERVES

(MEGAWATTS)

1974-1980

Winter
Peripd

Intef~~l
Lgad

3250
3503
3713
4110
4512
4917
5248
5605

1973-74
1974-75
1975-76
1976-77
1977-78
1978-79
1979-80
1980-81
Notes:
(1)
(2)

(3)
(4)
(5)

Power Sales To
Non-affiliated
~:£~tfiiD:ii
Other
~

100
100
100
100
100
100
100
0

411
360
316
321
25'1
259
265
198

System

Installed
Generating

Pea,k Load

Capabj11ty

Total

4869
5276
5613

4665
4655
4872(3)
4872
4692(4)
6092(5)
6092

5803

6092

3761
3963
4129
4531

Purchrsyd
Power 2

Capability

74

4846
4836
4946

21

4893

0
0

4692
6092
6092
6092

181
181

0

0

At time of System Peak.
entitlement of OVEC Surplus Power.
Reflects increase in hPCo ownership of Amos 3
(1300 !·f~) from 1/3 to 1/2.
Based on deactivation of Cabin Creek 8-9 (180 MW).
Based on Project 1301 (New H~ven, West Virginia)
( 1300 i1t'J) :i!ld 3mi th Honn tain 3 ( 100 t.fd) in service.
~~Co's

System
Generating

deser~

1,085
873
817
362
-177
816
479
289

28.8
22.3
19.8
8.0
-3.6
15.5
8.5
5.0

30

20

Appalachian Power Company

-

RESERVE MARGIN
-

1974-1980

10

(%)
~
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><
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EXHIBIT 2
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APPALACHIAN POWER COMPANY
SUMMARY OF RATE ACTIVITY
1950 - 1974

YEAR

WEST VIRGINIA
INCREASE
DECREASE

$

~
~

I

VIRGINIA
INCREASE
DECREASE
_j__

1950
1951
1952
1,985,434 121
1953
18,191
1954
1955
51,770
1956
1957
25,710
1958
3,818
1959
50,000
1960
95,613
1961
1962
122,394
1963
112,200
1964
275,896
1965
1.750.138
1966
1967
1968
84,000
1969
1970
9,481,417 11 '
1971
"
1972
1973
1974
1 11 Increase placed in effect under Bond as of July 29, 1971.
121 Last Rate Increase in Vi£ginia to date.

s

729,000
20,800
2,995
15,933
593,604
2,745,400
365,823
925,979

• (")
><'
"' "

"a

.... :X ::X

orn--ceo

.-c:.--4
rn

.....

N

1.60

----~----r---~----~-.

1.50 I

I

I

I

I

"

Appalachian Power Company

+-

·-

AVERAGE REALIZATION

Effect of Fuel
1

l

Clause

CENTS PER KILOWATT HOUR

j

. Adjustment

STATE OF VIRGINIA
1.4Q

I

•

I

-+--

•

I

I •

I

1950 - 1973

-.:::s

~

rn

·ox
.... %%
oi'TI-

.... c!!
NC:-f

1950

1955

1960

1965

1970

1973

r

rn
N

Ct.)

til

N

APPALACHIAN POWER COMPANY
AVERAGE REALIZATION PER ULTIMATE CUSTOMER

12iQ - l2Z3

(Cents per

~~1 CliUUi~
West

l:gta.l
West
VirE!inia

1950
1951
1952
1953
195lt
1955
1956
1957
1958
1959
1960
1961
1962
1963
1964
1965
1966
1967
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APPALACHIAN POWER COMPANY
VIRGD~IA S.C.C. TARIFF No. 6
RIDER A
SURCHARGES
I.

APPLICABILITY
This rider is applicable to electricity used on and
after November 30, 1974, for customers billed o~:
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff
Tariff

II.

D.S.
G.S.
S.P.

L.P.

C.I.P.
C.P.
L.C.P.
I.P.
E.H.G.

c.s.

O.L.
A.E.H.
R.S.
T.P.

s.s.

E.C.P.

Full Domestic Electric Service
General Service
Small Power
Large Power
Commercial - Industrial Power
Capacity Power - Wholesale
Large Capacity Power
Industrial Power
Electric Heating - General
Church Service
Outdoor Lighting
All Electric Homes
Residential Electric Service
Transmission Power
School Service
Excess Capacity Power - Unregulated
Energy

SURCHARGES
Each bill rendered on rate schedules listed in Paragraph
I above shall be increased by 23.92%. These SUrcharges are
to be applied before the addition of the fuel adjustment
clause a1:d local utility taxes. These Surcharges shall apply
to all minimum charges.

Issued:

November 30, 1974

Effective:

January 1, 1975

Issued By
John W. Vaughan, Executive. Vice President
Roanoke, Virginia

37

i\ T H 1C El i\ l 0 N U, iV11\ Y 1 , 1 9 7 ~.>
.APPLICATlO~

OF

APPALACHIAN PO\VER

CO~IPANY

CASE; NO. 194 74

For an increase in its rates for
electric service
ON DECEl\lBEH 2~ 197:1, Appalachian Power Cotnpany ("Apco" or
''Con1pany") filed an application with the Commission requesting the approval of revised schedules of rates and charges to produce additioJ?-al
annual gross revenues of $36, 196, GOO.

Public notice \vas given of Apco 's

application and public hearings \Vere held on its rate request in the Commission 1s Courtroon1 in Richmond, Virginia, on January 22, 23, 24, 27,
28, 29,1975; in the

Un~ted

States District Courtroom, Abingdon, Virginia,

on February 4, 1975; in the Circuit Courtroom for the City of Roanoke,
Virginia, on February 5, 1975; and, again in the Com1nission's Courtroom, Hichmond, on February 6 and 7, 1975.

The following appearances

were entered during the hearing for the party indicated: John L. Walker,

Jr., Carl D. llobelman, and Samuel lVl. Sugden,· for Apco; Andrew P.
Miller, Attorney General of the Commonwealth of Virginia, and Walter A.
l'v1arston, Assistant Attorney General,for the Cornn1onwealth of Virginia;
Virgil Goode for the '1\v·enticth Senatorial District of Virginia; Donald G.
Pendleton and Lawrence Janow, for the City of Lynchburg and Amherst
and Nelson Counties; l\lart.in F. Clark for the Patrick County Board of
Supervisors; \Villian1 H. Heynolds for the Henry County Board of Supervisors; Aucaho.In Spaltcr for Owens-Illinois Glass Cotnpany; Charles H.
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Allen,

J1~.,

for the City of Hoanoke; and Hichard D. Hogcrs, Jr., Counsel

fot.. the Cornrnission's Staff.
\':hich

\'IC

Leave \',.-as given for the parties to file briefs

rc subsequenlly filed by Apco, Senator Goode, and Henry County.

Now, the Conu11ission, t:pon consideration of the cvidc.:ncc and argunicnts of counsel, [!lid fot· the reasons slated in the opinion of Cornrnissioner
Bradshaw, Chnir:n1an Har\rood concvt ring - Con11nissioner Shannon
concurring in part and dissenting in part in a separate opinion, is of
the opinion and finds:
(1) That the value of Apco's used and useful property in providing

service to custo1ners subject to the jurisdiction of the Con11nission is
$544,825,672 {rate base) for the twelve-n1onths test period ended
December 31, 1974;
{2) That unqer the Company's present schedules of rates and charges
it earned an adjusted 6. 65 percent rate of return on the test-year rate
base which is inadequate;
(3) 'I'hat a just and reasonable rate of return on the rate base is

8. 4 percent;
(4) That schedules of rates and charges designed io produce additional

annual gross revenues of $19,046, 756 would give Apco an opportunity to
earn an 8. 4 percent rate of return on its rate base;
(5) That the schedules of rates and charges proposed by Apco would
produce additional annual gross revenues of appro.xin1ately $36,196, 600
and authority to place these schedules in effect should be denied.

Apco

should file revised schedules of rates and charges io produce additional

- 2 -
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annual gross revenues of $1D, 046,756.

The revised rates should distriu-

ute the authorized increase an1ong the schedules and within each schedule.,
to the extent. reasonably practical, in proportion to the distribution of increased revenue proposed by the Co1npany in its original filing. 'The revised rates should in corporate fuel costs for March, 19 75;
(6) That .Apco should further revise its proposed tariffs as follows:
(a) Sttbtnit a revised tariff section pertaining to Extension
of Scr,·ice which will clearly set forth the conditions under
which a new custotncr tnay be asked to tnnkc a cash paynlenl to obtain an extension of electric service and the
basis for such paytnents.

(b) Specify that sirnplc interest at the rate of 8 percent
per annuu1 will be pajd on all present and future security
deposi1s effective -.lune 1, 1975.
(c) n cvi~je th0. rnctcr test pl:1 ns pre scntly on fj] c to
conforn1 with the J\ 1ne ric an Slanda rd Code for Electricity
l\1etering - 5th Edition.
(d) Include a section on allowable voltagP. variations in
accordance with the staff's re co nun end ations.
(e) Delete all references in the tariff which indicate that
the Con1pany will be the "sole judge" as io 1hc appr·opriateness of certain actions or suitability of certain equipment .

.

(f) Delete all provisions for late payn1ent charges.

(g) Provide that tneters will be read monthly and that
initial and final bills will be based on actual n1eter readings rather than estimates.
(h) Incorporate the Company's .proposed fuel adjustment
clause including the revisions to which the Cotnpany and
Staff agreed except that the losses should be the losses
reported to this Cotnmission in the Company's annual
report or 8 percent, whichever, is lesser. The base
cost of fuel in the clause should be the cost of fuel for
March, 1975.
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Elin1i11ate that part of the tariff section entitled
''Cotnpany' s Liability" which authorizes the Con1pany
to interrupt service to prevent or limit any instabjlity
or disturbance on an electric system interconnected
with the Con1pany.
(i)

(j) The tariff section entitled "Domestic Service" should
be revised to delete the phraseology \Vhicl1 indicates that
t\vo separate residences will not be served through a
single point of delivery under any schedule.
(k) In the tariff section entitled ''Rcconnection Charge,"

the following words should be deleted, "the Cotnpany
reserves the right to make a reconnection charge, ... "
and the following should be substituted the ref or, "a
reconnection charge will be applicable, •.. "
The above tariff provisions should be filed on or
before 1\lay 5, 1975, to become effective for service
rendered on and after 1\1ay 9, 1975, except for the
tariff revisions required in (a) and (c) above which
should be suhtnitted on or before June 2, 1975, to
becon1e effective upon acceptance for filing.
(1)

(7) The Con1pany should eliminate all special rates and concessions

for en1ployees effective '"Tune 30, 197 6.
· (8) That Apco should file a report with the Con1missjon within ninety

days from this date responsive to the ·staff's 1notion for c1·eation of a new
Ht'l'etJ'\gClTIClll

fot• properly OWllCrshjp in lieu

Of

thC_lH'Cf;r·nl. arrtutgC:nlent

uct ween the Conlpany and Franklin Bcal Estate CorHpnn.,v.

'l'hc Coznpany

sho\.tld specHically state in the report its plans for disposing of all property,
whether O\vned by the Con1pany or held by Franklin Heal Estate, in \vhich
Apco has a legal, equitable, or other interest, and which is not used and
useful in providing electric service.

This report will be reviewed by the

Commission in conjw1ction .,vith the res·ults of the special investigation of
the Honorable 1\'l. Hay Doubles.
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In accordance \vith the above findings, IT IS OHDEH ED:
(1) That Apco' s request to place in ·effect revised schedules·· of rates

and charges to produce additional annual gross revenues of approximately
$36, 196,600 shall be, and it is hereby, denied;
(2) That Apco shall file with the Commission on or before May 5,
1975, revised tariffs (except as otherwise provided above) conforming to
the above findings of the Commission including revised schedules of rates
and charges to produce additional annual gross revenues of approximately,

but in no event to exceed, $19, 046, 756;
(3) That Apco shall continue to apply its present schedules of rates

and charges, including its present fuel adjushnent clause as temporarily
revised effective April 7 ~ 1975, until 1\'lay 9, 1975, and unless the Comnlission otherwise orders, the tariffs filed in accordance with the authority
granted herein, shall become effective on that elate (except as otherwise
provided above);
(4) That i\pco shall submit within ninety days fron1 this date the report

required in (8) of the above. findings;
(5) '!'hat Apco shall report to the Connnission, in writing, on or

before Jttne 30, 1976, of its action taken to elitninale all special rates
and concessions for en1ployees.
AND, IT APP E1\HTNG thGt nothing further rentnins to be done in the
Cc~se,

the sante shall be, and it herchy is, distnisscd ft·ont the Conunission's

docket of active cases, and the record developed here in shall be placed in

the. Comntission' s file for ended causes.
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AN ATTESTED COPY hereof shall be sent to John L. \Valker, Jr.,
Esquire, \Voods, Hogers, 1\Iuse, \Valker & Thornton, 10 5 Franklin Road,
S. \V., Roru1okc, Virginia 2-1004; Walter A. 1\'larston, Jr., Esquire,
Assistant Attorney General, Supreme Court Building, 1101 East Broad
Street, Richmond, ·virginia 23219; The Honorable Virgil II. Goode, 20th
Senatorial District, 425 Diamond Avenue, Apt. 2, Rocky Mount, Virginia
24151; The Honorable Donald G. Pendleton, House of J)elegates, P. 0.
Box 493, Amherst, Virginia 24521; Martin F. Clark, Esquire, P.O. Box
407, Stuart, Virginia 24171; William Roscoe Reynolds, Esquire, Commonwealth's Attorney for Henry County, P. 0. Drawer 112, Courthouse Building, Martinsville, Virginia 24112; Abraham R.

Spalter~

Esquire, 1\'Iorgan

Lewis & Beckius, 1140 Connecticut Avenue, N.W., Washington, D.C.
20036; Charles R. Allen, Jr., Esquire, City Attorney's Office,464 Municipal Building, Hoanoke, Virginia 24011; and attested copies shall be sent
to the Co1nmission' s Chief Accountant and to the Director of the Commission 1 s
Division of Public Utilities •.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
APPALACHIAN POWER COMPANY

CASE NOo 19474

For an increase in its rates for electric service.
Opinion, BRADSHAW, Commissioner:

Serving 635,000 customers in Virginia and West
Virginia, the Appalachian Power Company is a subsidiary of
the American Electric Power Company, Inc.
The American Electric Power Company, Inc., is a
major utility holding company serving an extensive, highly
industrialized area.

Besides Appalachian, its subsidiaries

include Indiana & Michigan Electric, Kentucky Power, Kingsport Power, Michigan Gas & Electric,· Ohio Power and Wheeling Electric.

Population in the total service area is

approximately 5,901,000.
American Electric Power Company, Inca, is a registered holding company under the Public Utility Holding Company
Act of 1935 and owns all of the common stock of Appalachian.
There are outstanding approximately 1,093,240 shares of
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cumulative preferred stock of Appalachian which is entitled
to vote equally with the common.
American Electric Power Company, Inc., also owns all
of the common stock of American Electric Power Service Corporation, which is a service company organized to provide service
to American Electric Power Company, Inc., and its subsidiarieso
The service corporation provides management, advisory, engineering, legal, financial and other services at
cost to Appalachian and other operating subsidiary companies
of American Electric Power Company, Inc.
Appalachian's 310,000 Virginia customers reside in
31 counties in the western portion of the Commonwealth.

The

territory in Virginia served by Appalachian extends from
Scottsville to Clinchport.
For rate making purposes, the Virginia and West
Virginia portions of the company have been carefully divided.
During hearings on Appalachian's rate increase request the
evidence relevant to the allocation o·f system as performed
by the Commission consultant, Mro Wiskup, was agreed upon by
all parties without dissent.
The evidence of record in this proceeding presents
the Commission with whatare perhaps some of the most critical

-2-
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regulatory issues in recent years.

Many of

t~ese

issues are

unique to Appalachian, (APCO) but their resolution will have
significant implications for the disposition of all utility
rate proceedings before this Commission as well as the economic
behavior of all utilities operating in the Commonwealth.
Issues
According to its own records, APCO has consistently
been the highest earning utility ·subsidiary in the American
Electric Power System (AEP)o

In turn, AEP has itself been

one of the best earning utility systems in the United States.
Despite the excellent performance of past earnings, APCO
maintains that rate relief is now necessary in order for it
to maintain the market price of its stock about book value
and to improve its bond interest coverage to- permit the sale
of additional long-term debt.

The evidence also shows that

APCO utilized a substantially higher degree of leverage than
other electric utilities operating in the Commonwealth and
elsewhere; a policy which appears to have contributed to its
higher equity earnings in prior years, but now appears to
have recently created coverage and cash flow problems.
problem is the principal issue in this proceeding.

This

APCO is

-3-
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asking this Commission to remedy a condition present today
which was created by past management and financial practices.
This Commission is willing to assist APCO, but with full recognition in view of existing economic conditions nationally
and particularly in APCO's service area, that

A~CO

faces a

situation no different than many other business enterprises.
A second critical issue involves the holding of nonutility property by Franklin Real Estate Company, a subsidiary
of AEP, and the holding and operation of non-utility property by
APCO it self.

APCO's "training centers" known as Pennhall and

Byrd, provoked considerable controversy during the course of
the proceedings and are now household words throughout APCO's
service area.

It was suggested during the hearings that all

non-utility property be sold, rather than call on consumers
through higher rates to help alleviate cash flow problems and
serve as an aid to APCO in financing its construction program.
But the more serious issue is should utilities hold nonutility property and to what degree do such holdings violate
a utility's corporate purpose?
Another critical issue

present~d

was the design of

APC0 1 s fuel adjustment clause.
Finally, there is an inordinately large number of
-4-

47

accounting adjustments involved in this case which amount to
a substantial sum of money.

In fact, APCO contends that these

adjustments account for virtually all of its request for rate
relief.
Earnings
APCO is one of seven AEP subsidiaries that sells
electric power.

Three of the subsidiaries, including APCO,

which have generating facilities account for over 90 percent
of AEP's total system utility plant.

APCO accounts for

approximately 26 percent of the system plant while Indiana
and Michigan Electric and Ohio Power account for 26 and 40
percent, respectively.
Evidence presented in the proceeding indicates that
between 1966 and September, 1974, AEP earned.approximately

14% on its equity capital.

During this same period, APCO was

the highest earning AEP utility subsidiary, averaging 16.6
percent return on its equity.

In contrast throughout this

period, the overall utility industry earned approximately 12
percent while unregulated industrials earned about 12.5 percent.
Consequently, it is fair to conclude that APCO continually
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contributed a relatively greater share to AEP system earnings
than its sister companies in recent years.

I'm concerned that

Virginia consumers continually lead the AEP rate parade.

By

the same token, I know, Virginians are fair-minded and would
not expect to bring up the rear.

I think their preference

would be to pay their fair share and be ranked fourth in the
AEP family of seven.
APCO has been successful in maintaining a relatively
high earnings level without resorting to rate increases. This
has been the case largely because of the advantageous load
growth and load factor characteristics of its service area.
Evidence of record indicates that these advantageous load
characteristics can be expected to continue into the future.
Moreover, the favorable physical, ge9graphical, social charac. teristics and resources are still dominant in the area and
logically should form the basis for future development.
Despite this fact, APCO's past earning performance and its
relatively high contribution to AEP system earnings, APCO
requests in this proceeding rate relief to produce a 15.5
percent return on equity.

This request exceeds the average

earnings of utilities generally as well as that of major
businesses operating in APCO's service area, for the record
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shows that such firms ·averaged less than 10 percent over the
1969-1974

per~od.

Consequently, on any comparable earnings

basis, APCO's request is clearly excessive.

This is particularly

true in recent times when all businesses and households are

..

going through a process of "belt-tightening"o

No less can be

expected of APCO.
Leverage Policy
A major contention in APCO's request for rate relief
is that higher earnings are required to improve APCO's interest coverage ratio so it will be able to sell debt instruments necessary to continue its financing program for construction of new plant and equipment.

In many respects, it

appears paradoxical that a Company with higher earnings than
utilities in general would experience coverage problems.
The paradox between high·earnings and coverage
difficulties requires discussion.

APCO has traditionally

financed its plant and equipment with a greater portion of
debt in its capital structur.e than the typical electric utility.
At the end of the test period, its

capi~al

structure consisted

of about 53 percent long-term debt, 8 percent short-term debt,
9 percent preferred stock and 30 percent common equity.

-7-
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utilities have generally relied on much less debt capital.
In 1973, Moody's 24 Utilities had 49 percent long-term debt,
5 percent short-term debt, 12 percent preferred stock and
34 percent common equity.
In past years, APCO's greater use of debt as opposed
to equity capital appears to have contributed to its ability
to earn high rates of return on common equity.
is known as leverage.

This practice.

Since debt capital typically commands

a lower cost than equity capital and interest payments are
tax deductible whereas dividend payments are not, the rate of
return on equity can· be improved through the use of leverage.
In APCO's situation, leverage was facilitated in part by limiting the amount of profit which remained with APCO by paying
relatively large dividends to its parent AEPo

Over the last

10 years, APCO's payout ratio has been far in excess of the
average electric's, a payout ratio of 80 percent which is
much higher than the 65 percent level typically encountered
in the utility industry.
The extensive use of leverage by APCO in

th~

past

has recently caused coverage problems for APCO as the ratio
of equity earnings to interest charges has declined.

Due to

the relatively large amounts of debt owed by APCO, its fixed
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interest charge obligations continue to be an increasing burden.
kPCO requests that this Commission remedy the problem, which
was created by APCO, through the granting of higher rates
which will produce income sufficiently in excess of its interest charges so that coverage will be restored.
A delicate balance must be achieved in the use of
leverage.

Apparently, APCO has exceeded it.

The past policy

of APCO was to rely extensively on the use of leverage in
order to produce higher rates of return on equity.

Many of

the benefits of such a policy were passed along to AEP and
eventually its stockholders.

Now, when the adverse effects

of leverage are being experienced, APCO is asking approval
from this,Commission to burden ratepayers with the responsibiJity of correcting the situation.
Non-Utility Property
A great deal of public testimony and cross-examination of APCO witnesses centered around the AEP subsidiary
known as Franklin Real Estate.

This company owns considerable

property in Virginia, especially in the area of Smith Mountain
lake which was developed by APCO for its pumped storage facility.
Although this land is not part of APCO's rate base in this
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proceeding, much of it was purchased with dollars indirectly
provided by ratepayer's in past years.

While some of this

land is legitimately held for future construction of utility
generation and distribution facilities, there are clear indications in the record that a portion of the land was purchased
and is held for the purpose of developing housing complexes,
trailer parks and shopping centers.
Two training conference centers operated by APCO,
"Pennhall" and "Byrd Center", were also the subject of considerable concern.

Although the expenses associated with

these properties and the properties themselves were excluded
for rate making purposes on motion of the Commission's General
Counsel, they received a great deal of attention throughout
the proceedings, mostly by public witnesses who alleged that
the centers were operated as country clubs purchased by funds
provided by ratepayers.
In my opinion, the maintenance of luxury estates,
housing developments, trailer parks, .and shopping centers
cannot be viewed as the normal business of a public utility
and no Virginia public utility should be allowed to compete
with private free enterprise in these areas.

As a result,

APCO must be directed to dispose of all their holdings- of
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non-utility property.

Ratepayers cannot be expected to support

such activities.
As to the ramifications of real estate transactions
involving Franklin Real Estate Company, the record is incomplete.

To determine if APCO has violated its corporate purpose

by engaging in these transactions, and answer any other cogent
questions, a special study will be launched by the Commission.
To conduct this study I have retained one of the most able
jurists in Virginia, M. Ray

Dou~les,

retired Judge of Richmond

Hustings Court, Part II, and former Dean, University of Richmond Law School.
Fuel Adjustment Clause
It was suggested during the hearing that the design
of the fuel adjustment clause APCO had used·since the previous
Commission granted same in 1966 needed revision to prevent an
over recovery of cost.

The evidence was abundently clear there

has not been in the test year any over

recovery.

However,

at the time of the hearing production of coal from affiliated
mines had reached a cost level that if infused under the 1966
designed clause could lead in the future to an over recovery
of cost.

To prevent this trend the Commission issued
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effective April 7, 1975, revising temporarily APCO's present
fuel adjustment clause.

Judge Shannon discusses the new

permanent clause in more detail and I concur with his finding.
Accounting Adjustments
There were a large number of accounting adjustments
proposed in the proceeding.

The adjustments include changes

in operating revenues to reflect changes in billing procedures,
increases in operating expenses to reflect several factors,
and most important, an increase in federal income taxes to
allow for the normalization of investment tax credits.

These

adjustments, though presently contributing to the amounts of
rate relief requested, will in the long run benefit the ratepayer.

For example, by providing for the normalization of

investment tax credits, APCO's future income tax payments will
be reduced.

This is a saving that will be passed on to con-

sumers.
Since APCO is seeking the qommission's approval to
change its treatment of depreciation from ''flow-through" to
"normalization" I think a brief explanation of this adjustment
is in order.
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Depreciation is an expense just as payroll, cost
of materials, services and taxes are - expenses deducted from
the company revenue to determine net income.
All utilities in Virginia, use straight line depreciation for book purposes.

An example: a company builds a new

generating plant costing $80 million estimated to have a
service life of 40 years, charging $2 million a year to depreciation for book purposes.

However, Congress has passed

laws which allow companies to take liberalized depreciation
for~

purposes.

This means tha the $80 million plant which

is to last 40 years can, for tax purposes, be substantially
depreciated in the first half of the service life.
Thus the company may deduct approximately $5 million,
or so, for tax purposes in an early year.
decrease the company's current tax

The effect is to

expense~

And it gives the company more available cash to invest
in new plants and equipment.
One fact to remember:

The .maximum that can be de-

ducted for tax purposes is $80 million for the plant used as
the example -- whether the depreciation is taken over 40 years
at $2 million a year or at an accelerated rate with higher
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amounts in the early years.
Taking the higher deduction means that the federal
income tax for the company with the $80-million plant is $3
million less because of liberalized depreciation.
The terms "flow-through" and "normalization" are
used to indicate how the company reflects the federal income
tax as affected by depreciation on its books.
If _the company reflects on its books the actual
amount of the tax paid as reduced· by liberalized depreciation,
then the tax will be relatively low and net operating income
will be relatively high.

This is known as "flow-through" and

has the advantage of making the company appear more attractive
to investors.
The disadvantage is the the $80 million available
to be used as a tax deduction will be "used up" in the early
years of service life and taxes will rise after that time with
c.orresponding income drop.
Another method to account f9r liberalized depreciation used in computing federal income tax is to "normalize".
This

m~ans

that the company uses liberalized de-

preciation to reduce federal income taxes in early years of
plant life, providing cash for additional plant investment,
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and spreads the

redu~tion

of taxes due to the use of libera-

lized depreciation over the 40-year estimated life of the
plant.
Virtually all companies that have the "flow-through"
system are in a grave position today compared with many companies
which elected to "normalize".

Companies are seeking permission

from regulatory agencies to change from "flow-through" to "normdlization"o
However, in order for a company to change it is
necessary for the regulatory body to allow additional revenue
sufficient to offset the earnings loss resulting from the
change.
Failure of the company to receive a rate increase
sufficient to allow the change could affect rate payers in
future years.

Many utilities have reached a point where they

do not have sufficient taxable income to continue to claim
liberalized depreciation.
Questions arise as to why a. regulatory commission
and rate payers shout'd bail out a company from a predicament
the company got into by its own choosing.

The answer, of

course, is that they should not be bailed out if it were not
to the advantage of the customers.
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But--if the company does not receive permission to
change with compensating rate relief, the company would be
forced to discontinue using liberalized depreciation for
federal income taxes in the future.
The resulting increase in federal income tax will
have to be paid by the customer through increased rates.
Granted the customer would have. to pay higher rates
under normalization, but the company would continue to claim
liberalized depreciation which makes available cost-free capital
in an'amount equal to tax deferred.
This improves the cash available for additional construction and reduces the need for outside financing, a cost
ultimately paid by rate payers.
APCO is requesting that these adjustments be approved
and_, it 1 s proper to make these adjustments. However APCO wants
to earn even a higher rate of return than it earned before
the allowance for these adjustments.

This cannot be permitted.

Conclusion
APCO' s Cost of Capital is as follows:
Long-term Debt
Short-term Debt
Preferred Stock
Common Equity
Deferrals

52.4%
9.0
7.8
29.0
1.8
100.0
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7.01%
10.71
6.82
11.40
0

3.67%
0.96
0.53
3.31
0
8.47%

After considering cost of capital and all other
factors and applying it to a well adjusted test period, I find
APCO should be given the opportunity to earn an 8.40% rate of
return.
Dec. 31, 1974 Rate Base
Rate of Return
Total Net Earnings Needed
Net Earnings-Test Period
(After adjustments)
Additional Net Earnings
Needed (after allowance for taxes)
Additional Gross Earnings Needed

$544,825,672
8.40
$ 45,765,356
36,240,378
$ 9,524,978
$ 19,046,756

Rate Design
There was no objection to the rate design or to
the proposed revenue allocation proposal of APCO.

I have

reviewed APCO's basic rate structure and tind it to be reasonable.

Accordingly, in allocating the revenue· increase of

$19,04b,756, APCO shall, to the extent reasonably practicable,
increase all rate schedules in proportion to the amount
requested.

With respect to other tariff changes discussed by

Commissioner Shannon, I concur.
The rate levels associated with this revenue increase
should serve to encourage prudent and efficient management
practices.

This Commission cannot and does not want to. tell
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APCO how to run its business.
remain with management.

Those prerogatives must and will

However, because APCO is a regulated

public utility with all the corresponding privileges of what
amount to a territorial franchise, this Commission has a
solemn responsibility to ratepayers to insure that APCO acts
in accordance with its corporate and public purpose.

In view

of the Commission's pending investigation into APCO's involvement in non-utility property, past payment of dividends to AEP,
past high rates of return relative· to comparable companies,
current economic conditions, the "belt-tightening" which all
individuals are experiencing, and the change in accounting
practices, I find that the rate relief provided herein is
fair and reasonable at the present time.

After experience

with the new accounting practices, receipt of Judge Doubles'
study, and any changes in APCO's capital structure, the
Commission will be in a position to reassess APCO's performance.

HARWOOD, Chairman, concurring.
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COMMONWEALTH OF VIRGINIA
STATE

CORPORATION

COMMISSION

RICHMOND

April 30, 1D75
CASE NO. 19474

Application of
APPALACHIAN POWER COI\IlPANY
For an increase in its rates for
electric service.

Opinion, SHANNON, Con1missioner; Dissenting in Part:

By application filed with the Commission on December 2, 1974,
Appalachian Power Company (Apco) seeks authority under §§56-237 and
56-240, Code of Virginia, to increase its Virginia jurisdictional rates and

charges by $36, 196, 600.00 annually.

Apco contends that this sum would

an1ount to an overall rate of return of 9. 65 percent on its Virginia jurisdictional rate base.

Also, Appalachian requested an interin1 rate increase

pending the conclusion of the Commission 1 s investigation of the request for
pern1anent rates.

The temporary increase sought was to have been a sur-

charge of 23. 92 percent on all schedules, excluding fuel adjustment, and
would have permitted the Company to earn, on an interim basis, $25, 012, 000. 00
of the requested increase.
sion, with

Commiss~oner

By order dated February 28, 1975, the CommisShannon dissenting, denied the request for interi1n

rate relief, which pr.eviously had been suspended._
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By order elated December 2, 197 4, the Comn1i ssinn directed that
hearings be held in Rjchlnond, commencing on tTanuary 22, 1975, and in
Abingdon and Roanoke on February 4 and 5, 1975, respectively.

By order

of De<.; ember 2 and December 17, 1974, specia1 procedures were prescribed
by the Con1n1ission for hearing the application.

The following appearances

were entered during the hearings: .John L. Walker, .Tr., Carl D. Hobeln1an,
and Samuel !VI. Sugden, for the Applicant; Andrew P. l\1i ller, Attorney
General of the Cornmonwealth of Virginia, and Walter IVlarston, Assistant
Attorney General, Cotntnonwealth of Virginia; Virgil Goode for the Twentieth
Senatorial District of Virginia; Donald G. Pendleton and Lawrence Janow,
for the City of Lynchburg and An1herst and Nelson Counties; Martin F. Clark
for the Patrick County Board nf Supervisor·s; Willian1 R. Reynolds for

Ht~nr.v

County; A.braham Spalter for Owens-Illinois Glass Company; Charles R.
Allen, .Tr., for the City of Roanoke; and Richard D. Rogers, Jr.,

Counsf~1

to the Cotnmission..
The record w·as closed February 7, 1975, following ten dayo of
hearings during which ninety-four witnesses testified, thirty-nine exhibits
were subn1itted and over 198 6 pages of testimony transcribed.

Under our·

Rules of Practice, all prefiled direct testimony, which was volun1inous,
entered the record as exhibits, not as transcribed testi n1ony.

Briefs were

filed by Apco, Senator ,Goode, and the Comn1onwealth' s Attorney for Henry
County.

In addition, numerous letters and petitions were received by the

Con1mission throughout the proceeding.
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During the hearing eighty public witnesses testified.

Their testirnony

related generally to the increasing utility bills caused by the application ur
the Fossil Fuel Adjustment Clause which has been in effect with re3pect to
residential customers since 1966.

During the Richmond hearing, sixteen

public witnesses appeared, including nine n1en1bers of the General Assen1bly.
In Abingdon, the Comn1ission heard from twenty witnesses, and fron1 fortysix in Roanoke.
Position of Parties
Opposition to the proposed rate increase sten1s largely fron1 residential
custon1ers of Apco, although there was some opposition from industrial users.
Representatives of some local governments appeared in opposition even though
sa1E:!s to such entities are not subject to Co1nn1ission regulation.

The applicant

maintains that an increase in rates is urgently needed if the Company is to
continue to provide reliable, quality service to its custo1ners as required h.v
law.

A.pco points out that it has not been granted a general rate increase tor

approximately twenty-two years, although it is aware that this may not be
apparent .to many of its custu1ners as a consequence Df the rise in the cost of
fuel during 1974 which was passed to the
nlent Clause.

rat~payer

through the Fuel Adjust-

Appalachian contends that it has been abruptly thrust into the

same morass of financial difficulty which has confronted the power industr.v
throughout the United States for the past several years.
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The Company asserto
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that up until the early Seventies it was able to maintain its existing rate
s~ructure

through econon1ies of scale realized by the construction and

installation of larger and more efficient generating units and high voltage
transn1ission lines.

However, it says that these economies of scale have

now been used up.
Apco contends that it is confronted with a financial dilemma which
has grown since the hearings on its emergency application 1 in October,
1974.

The Company has been forced to reduce its construction budget.

Originally, its 1974 construction expenc:iitures were budgeted at $169.2
million; however, in the latter half of 1974, this amount was reduced by
$33.4 million or 22 percent.

The Company's 1975 construction budget of

$285. 9 rnillion was first reduced in 1974 by $115. 3 million.

This sum was

further reduced by the suspension of construction at one plant.

Apco' s re-

sulting 1975 budget now amounts to $149 million which the Company claims
it cannot finance without rate relief.

As evidence of the· difficulty in which

the Company now finds itself, it points to the fact that after lengthy negotiations it was able to issue only $24 million of pollution control bonds at an
average

r~te

of about 9

pe~cent,

whereas the initial proposal had been to

1on A.ugust 26, 1974, Appalachian fi.led an application in Case No.
19434 for emergency rate relief amounting to $35, 700, 000. By order of
November 4, 1974, the Commission denied this application, finding that
no emergency was .shown to exist. The Commission, however, did find a
need for an immediate investigation of the Company's operations to determine the need for permanent rate relief.
·
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sell $44 million worth of such bonds at a lower percentage rate.

tt couldn't

ft\ti.~kPt thu full $44 million hiBU~,

Because

the Con1pany says it was unable

to reduce its short-term debt to the extent that it should have been reduced.
As of December 26, 1974, its short-term debt stood at $126 million, which
exceeds 10 percent of the Companyts total capital structure.

This short-

term debt must be financed on a permanent basis before it gets completely
out of control.

In short, the Company asserts that it is in financial straits

and that urgent relief is needed.
The Attorney General of Virginia .addressed himself to several issues.
He claimed error had been made in certain accounting adjustments
unbilled revenue and monthly billing.

2

regarding

The Attorney General concluded that

the Company's rate request should be reduced frotn the requested $36. 2
million to $20. 7 million.

The Attorney General urges that one of the n1atters

of gravest concern to Appalachian's customers relates to the Fossil Fuel
Adjustment Clause and its current application.

He suggests that the Com-

n1ission monitor the transactions underlying the fuel adjustment charge in
order to ensure that the public is not overcharged.

He urges that the Com-

mission revise its Fuel Adjustment Clause reporting procedures to assure
independent verific!ation and full disclosure on a monthly basis.

The Attorney

2 Thi s is considered rnore fully below.
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General contends that an itnportant issue in this proceeding is the amount
of new generation capability that must be added by Appalachian during the
next ten years in order to meet its expected growth in peak demanJ.

He

urges the Cotnmission to n1ake an independent forecast of expected peak
dentand in Appalachian's Virginia service area.

He suggests that this

might be better accomplished by working cooperatively with the West
Virginia Public Service Commission since Appalachian's service area is
about equally divided between the two states.

The Attorney General requests

the Con1n1ission to delve fully into the real estate holdings of Appalachian's ·
affiliated interest, Franklin Real Estate Corporation, to. determine the extent to which this property mig}:1t properly be sold and the proceeds invested
in generating facilities. · To the extent that these real estate holdings do not
serve the utility purposes of the Con1pany, the Attorney General contends
that it should be sold.

This, in his opinion, would produce a significant

amount of capital for the American Electric and Power Company system,
thereby reducing the revenue to be realized from Apco's ratepayers.
Delegate Donald Pendleton appeared in behalf of his constituents in
A1nherst and Nelson Counties and the City of Lynchburg.

He expressed

opposition to the Fuel A.djustn1ent Clause, as well as to the amount of the
proposed rate increase.

He submitted petitions endorsed by some nine

thousand citizens of the Eleventh House District. · He also requested the
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ComJnission to take a careful look at the activities of Franklin Real
Estate Corporation and Pennhall.

3

Delegate Pendleton also suggested

that the Commission urge Appalachian to establish a proper line of comtnunication between the Company and the citizens in its service area.
Senator Virgil H. Goode, Jr., appeared as counsel for his constituents in the Twentieth Senatorial District.

He expressed concern over the

plight of many homeowners in his District, as well as the predicament of
retirees and senior citizens living on small fixed incomes.

He stated

that his constituents "are mad, frustrated and sad about their electric
bills. " He, too, voiced concern over the real estate holdings of Appalachian
and its affiliated interest Franklin Real Estate Corporation.
that Apco reduce its

adverti~ing

He suggested

budget if it needs money, and he asked

rhetorically why dividends could not be cut.

He contended that Appalachian

is in a better financial condition than any other company in the AEP system·
and that it would be improper for the Commission to grant an increase -the effect of which would be to subsidize other members of the system.
In short, he said, Appalachian's ratepayers should be required to pay
their fair share and no more.

3Pennhall is an estate located near Smith Mountain Lake which is
described by Company officials as being a conference and training center.
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The Patrick County Board of Supervisors was represented by the
County's Commonwealth's Attorney. Martin F. Clark.

Like some other

protestants. the Patrick County Board was concerned over the relatively
.

.

low rates of return being earned by the other operating companies in the
AEP system, when· compared with the high rate of return sought in this
proceeding.

Mr. Clark further expressed the Board's dissatisfaction

with the application of the Fuel Adjustment Clause. pointing out that
many citizens of Patrick County do not q.nderstand it.

He argued that.

if Appalcahiaz:t needs financial help. it must be borne pr;-op·ortionately
by both stockholders and ratepayers.
Henry County was ·represented by its Commonwealth's Attorney,
Roscoe Reynolds.

Mr. Reynolds stated that. during the current reces-

sion. Henry County has been one of the· hardest hit areas in the State.
and that there had been daily threats of employment cutbacks at one of the
County's major employers. Bassett Industries, Inc •• which was then on a
thr~e-day

work week.

He said that there had been employment rollbacks at

other major industries in the County.

He, too, was disturbed over the Fuel

Adjustment Clause and said that many responsible members of the community
had expressed dismay over their substantially increased electric bills.

He

testified that many Henry County citizens were then on welfare and social
security and that they have just about reached the "saturation point" in
their ability to pay.

- 8 -

69

Counsel for Owens-Illinois Glass Company also expressed vexation
over the rising cost of energy.

In an oral statement he said that in the

twelve months ending August, 1974, the Company's cost of electric energy
an1ounted to $1. 5 million, but that this same amount of energy would cost

..

$2. 6 million, a 64 percent rate increase, if computed in accord with the increase sought.

Owens-Illinois

pro~essed

a desire that Appalachian be kept

viable, because electric energy is essential to its manufacturing process.
However, it urged that the Commission examine the rate structure carefully
to make sure that it is not biased in favor of any particular group of ratepayers.
The Counsel for the City of Roanoke recognized that Appalachian must
remain a viable and productive company if that City is to continue its sound
economic growth and meet its energy needs.

H'e pointed out that the price

of electricity is beyond the City's control and the Commission must ensure
that the impact of any increase in electric rates be as equitable as possible.
So that the foregoing "position of the parties" may be considered in the
proper perspective, commencing with above referer:tces to the Attorney
General and concluding with like references to Counsel for the City of
Roanoke, the positions stated are extracted from opening statements;
evidence was offered only by Patrick and Henry Counties.
A detailed study of A.ppalachian's books and records was made under

the direction of the Commission's Chief Accountant, and our Director of
Public Utilities analyzed the rate structure proposed by the Company.
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Staff's accounting testimony demonstrates that the Company's proposed
rates would produce a 9. 97 percent rate of return on its Virginia jurisdictional rate base, predicated upon a cost allocation of Appalachian's revenue,
plant, and net operating income to Virginia jurisdictional business. 4 The
Staff engaged an economist, Mr. David Parcell, to prepare evidence concerning rate of return and cost of capital.

Mr. Parcell recom1nended an

overall rate of return in the range of 8. 6 to 8. 9 percent, which would
produce a return on equity in the range of 12 to 13 percent.
Mr. Ernest M. Jordan, Jr.,

Dir~ctor

of the Comn1ission's Division

of Public Utilities, presented evidence pertaining to the Company's rate
structure.

He discussed several provisions of Appalachian's existing tariff

which, in his judgment, ·require revision.

Among other things, he reco1n-

mended that the provision relating to extension of service be made more
specific; that the rate of interest to be paid on customer deposits be stated;
that meter test plans be revised to conform with the National Code of
Electricity; that a voltage variation section be added to the tariff; and that
a revised Fuel Adjustment Clause be approved.
The Abingdon Hearing
This past February 4 the Commission conducted a public hearing in

4 The allocation study was made by Van Scoyoc & Wiskup, Inc.,
public utility consultants, and submitted in evidence by Mr. Alexander E.
Wiskup, President of the consulting firm.
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the United States District Courtroom in Abingdon.

Despite the severity

of the weather conditions, twenty witnesses appeared, representing a
broad spectrum of the area residential and business communities.

Seven

of these twenty witnesses indicated approval of the rate increase proposed,
while eleven expressed opposition.

.Those testifying against increased

rates expressed concern that during recent months their "light bills" had
tnore than doubled as a consequence of the increase in fuel costs.

Typical

of those testifying in opposition to any increase in rates was Mrs. Margaret
Tornlinson, a first-grade school
her

teache~

in Damascus, Virginia.

She had

electric bills for the past year with her and testified that during

~January and February of 1974 the two-month bill for her "total electric

home" amounted to $125·. 11, while her bill for the month of January, 1975,
alone, amounted to $129. 96.

She said that her electric bill for the first two

months of 1975 was double that a year earlier despite her efforts to conserve
energy by cutting off the heat in numerous rooms in her house.

She further

said that of her small income from teaching, one-half goes for electricity
and food.
Typical of
Wallace

th~

testin1ony in support of the increase was that of lVlayor

of Tazewell, Virginia.

He said that he was not appearing as a

representative of the Town, but as an individual; however, he did reveal
that the proposed rate increase had been discussed by the Town Council at

72
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an earlier meeting which decided unanimously not to oppose it.

He

stated that it was the informal consensus of the Council that A.pco was
entitled to some increase in revenues over and above that

~eing

realized

from the Fuel Adjustment Clause, since the latter revenue does not enable
the Company to recover its additional increased operating expenses.

Mayor

Wallace testified that he was not a stockholder of Apco, nor did he hold any
position with that Company.
While not relevant to the issue of rate relief, certain of the witnesses
who live in the coal-producing regions of southwestern Virginia and who appeared at the Abingdon hearing, testified that there were indications that the
price of coal was ·dropping, and, hopefully, will level off at a lower cost per
ton.
_The Roanoke Hearing
Following the Abingdon hearing, the Commission proceeded to Roanoke
where it conducted its eighth day of hearings in the Circuit Courtroom for the
City of Roanoke on February 5, 1975.

Fo~ty-six

witnesses testified, two of

whom had appeared earlier at Richmond, and of the forty-six, twenty-five
testified in favor of granting A.pco a rate increase.

A.mong those supporting

the Company's application was Mayor Allen 0. Woody of Rocky Mount, who
emphasized that he _was speaking as an individual, not for the local government.

He testified that Appalachian Power Company has been an outstanding
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corporate citizen in Rocky Mount, that within the past nine years Apco
has located four industries in the Rocky Mount community which contri buted substantially to the area's employment and economic growth.
Sin1ilarly, another witness, Mr. Warner Dalhouse, a banking executive
in Roanoke who was also active in fhe Roanoke Valley Chamber of Commerce, testified that Appalachian has done substantial work in promoting
industrial development in that area, and that Apco has succeeded in locating
thirty-two new industries within its Virginia service area which have
provided 10,415 new jobs.
A.mong the persons opposing the rate increase were Mr. Virgil H.
Goode, Sr., an attorney from Rocky Mount, Virginia, who testified concerning the high rate of unemployment in his seC'tion of the State.

He ad-

nlonished the Commission to act fairly and justly in deciding Apco's application, and to consider the very serious economic plight of the people on low
and fixed incomes who are faced with increasingly high electric bills.
Mr. Cecil Boyd, a builder of electric homes in the Rocky Mount,
Virginia, area, expressed a feeling of "guilt" at having promoted the installation of electr_ic heating now that the cost of the service has "doubled"
in just about a year's time.

He testified that the average laborer in his

area nets about $93 weekly in take-horne pay, of which about $45, or $185
monthly,, goes for groceries.

This same laborer can pay as rhuch as $91
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per month for cost of electricity.

Several members of the Roanoke

Valley Consumers Council also opposed the rate increase application.
We do not purport to offer a resume of all testimony adduced at A.bingdon
and Roanoke, nevertheless the Commission has considered all such
testimony and the foregoing is representative of the statements made.
Staff's Motion
At the outset of the sixth day of the hearing, the Commission's Staff
filed a Motion addressed to the following five points:
1.

That the Commission disregard, for rate-making purposes, all

costs and expenses of Appalachian's Pennhall Conference Center;
2.

That Appalachian be required to report all contracts and arrange-

ments for services and materials it has with any affiliated interest as defined in Title 56, Chapter 4, of the Code of Virginia;
3.

That Appalachian be required to report all contracts and arrange-

ments it has with affiliated interest for the development of coal, including ·
the amount of capital invested in such operations, the rate of return ·earned
on such investment, and the projected additional capital investment over the
next five years;
4.

That, independently of the instant proceeding, Appalachian be re-

quired to respond to a Staff proposal the end effect of which would be that
neither Apco nor any affiliate would acquire or

o~herwise

hold title to any

real estate for the account of Apco which is not properly considered to be
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used or useful in Apco' s electric utility operations.

Such latter property

which Apco might not wish titled in itself and which is now held by Franklin
Real Estat_e Corporation for the account of Apco would be conveyed from
the latter company to a new Apco subsidiary created for such purposes.

If

a new Virginia corporation could not be formed for the purpose above proposed.

A.ppalachian should submit to the Commission for its approval an

arrangement or contract whereby Franklin Real Estate Corporation would
be permitted·to hold and acquire for the account of Apco only such property
as is used and useful in Apco electric utility operations.

As part of such

latter arrangement provision should be made for Franklin Real Estate Corporation to compensate A.ppalachian for all Virginia property now held by the
former for the account of Apco which is not used or useful in providing
electric service; and
5.· That Appalachian furnish the Commission with a report on all advertising and promotional programs. stating the purpose of

su~h

programs .

and the expenses associated therewith.
The Company filed an answer to the foregoing Motions agreeing to the
first three points. which were then approved by the Commission. With respect to the fourth item, above. the Company contends that any changes in the
present land-holding arrangement will raise certain complex legal problems
involving both this Commission and the Securities and Exchange Commission.

Accordingly, the Company

requested~

and_the Commission granted,

additional time in which to work with the Staff to resolve the contemplated

76
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regulatory problems.

However, we expect to be furnished periodic

reports of the progress being made toward resolution of the Franklin
land issue, with the first such report to be filed within ninety days fron1
the date of this Opinion.
With respect to Apco' s adverti.sing and promotional programs, the
Comn1ission announced February 7, 1975, that we will institute a separate
investigation of the advertising practices of all Virginia electric utilities,
including Apco, so that a uniforn1 policy can be adopted.
Recovery Under the Present Fuel Adjustment Clause
During the hearing a witness testified that he understood that Appalachian had overrecovered approximately $18 million under the Fuel
Adjustment Clause -- which he said should be refunded.

To the contrary,

however, the evidence before us den1onstrates that, during 1974, Appalachian
failed by a substantial sum to recover its full fuel costs.

This question was

approached differently by the Company and the Staff. . Appalachian offered
evidence based on an engineering analysis of the fuel burned as

relate~

to

total Virginia kilowatt sales, thus demonstrating thal the Company failed to
recover its full fuel costs by $7, 988, ::J29.

During 19_74, Appalachian sold

4, 497, 13 7, 789 kilowatt hours in Virginia, the generation of which required

fuel costing $80,441,823, including a 10 percent power loss factor. 5 Under

5powe;loss, which results from transmission and distribution line
losses as well as transformer· losses, is the difference between the kilowatt
hours generated and those sold.
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-its Fuel Adjustment Clause, t}?e Comrany recovered $72, 453, 494,

den1onstrating that Apco recovered only 90. 7 percent of its full fuel costs.
The Staff's analysis, based on the monthly fuel expenses recorded on
the Company's books, plus a 9. 1 percent loss factor (which the Staff considers the maximum power loss the Comn1ission should allow) shows that
Appalachian was $4, 550, 797 short of recovering its full fuel costs during
1974.

The accounting approach used by the Staff does not take into

consic~era

tion the lag between the time the fuel is burned and the time when the fuel
costs are recovered from A.pco's customers.

The Staff's study shows the

book cost of fuel purchased in 1974 to be $233,064,093.

At the time of the

hearing, Apco' s Fuel Adjustment Clause required the Company to adjust the
cost of fuel purchased during 1974 by assigning the open market price of
coal to all coal purchased from "captive mines'' -- i.e., companies affiliated
with Apco.

When the fuel clause was adopted, the open market price of coal

was consistently less than A.pco was paying for this "captive" coal and it was
the intent of the Commission that consumers pay no more for coal than the
open market price.

Ironically, inflation reversed the price

relat~onship

of

"captive" and "open" coal so that durhig 1974 the adjustment required in the
price of "captive" coal appears to give Apco a windfall of $10,202,582, of
which $:i, 999, 616 would be allocated to customers. within Virginia.
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the restated total purchase price paid for fuel during
$24~3.

1D74~

2 66~ 679 did not include an an1ount to offset the sum of

amounting to
$2~

247, 62:3

( 62, 958, 635 X 3. 57%) which was paid to Virginia as gross receipts taxes

on the an1ount of n1oney recovered in Virginia under the Fuel Adjustment
Clause;

6

nor did the said restated .Price of fuel during .19 74 include an

an1ount to offset Virginia's share of system line loss which amounted to

$6,

302~

790 during 1974.

to fuel costs amounted to
minus the sum of $3,

These two items which are properly attributable
$8~ 550~

413 in 1974.

999~ 616 by which the cost of "captive" coal was adjusted, 7

results in a net figure of

$4~

550, 797 ~ which is the amount of Apco's "under-

recover" during 1974 estimated by the Staff.
used, engineering or

Therefore, the latter atno.unt,

accounting~

Regardless of which method is

Apco failed by a substantial an1ount to

reeover its full fuel costs in 1974 •.
The Test Period
Rates are made for the future; therefore, so the Commission could
detern1ine a just and reasonable rate of return, the Staff and the Company
used 1974 as a calendar test year and 1975 as the projected year.

The

6All electric utility fuel adjustment clauses and all gas utility PGA
clauses now in effect in Virginia allow recovery of gross receipts taxes
which the Utility must pay on revenues collected under such clauses.
7
Effective A.pril 7~ 1975~ Apco was ordered to apply the cost of fuel
fro1n affiliated sources through the fuel adjustment clause at actual cost~
but not to exceed the average cost of fuel from non-affiliated sources.
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Cornn1ission considered actual revenues and expenses during 1974 and
adjusted both items for pern1anent changes which occurred during that
year and for all extraordinary changes which will occur within 1975.
Such adjustments, however, reflect one-time changes only and are not
based on revenue and expense growth nor mal to our currently expanding
econo1ny.
The Staff strongly en1phasized that Appalachian's operations for
1974 were "well-adjusted" and provide a sound base for determining just
and reasonable rates for the future.
I agree.

After considering the Staff's exhibits,

For example, in the accounting exhibits adjustments were Inadc

to n1atch revenues with actual sales of electricity.

Both the 1974 rate base

and the operating and maintenance expenses were adjusted to allow for air
pollution control equipment which is scheduled to become operational in
1975.

An adjustment was made to reflect the additional annual

expense~

to

be incurred by Appalachian by converting on September 1, 1974, fron1 bi-

·.

monthly to monthly meter reading and billing.

An adjustment was made to

accommodate the additional revenue requirement associated with changing
from flow-through to normalized accounting for certain federal tax benefits.
The foregoing major adjustments, which were among 1nore than thirty
proposed by the Staff, are indicative of a well-adjusted test period.
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A just and reasonable rate of return can only be determined in
light of all the evidence.

An in1portant factor affecting our judg1nent in

arriving at an appropriate rate of return is the accuracy with which the
test period reflects the future.

In this case we have a properly adjusted

test period and can rationally proceed to examine the Company's financial
operations to deter1nine the rate of return it should be afforded an opportunHy
to earn.
The Rate Base
Apco initi'ally claimed a total rate base of $1, 342, 380, 000, detern1ined
frorn its actual construction and operational experience during the first ten
months of 1974, and as projected for the last two months of that year.
Staff and the Company

w~re

The

in disagreement over the value of the Company's

Virginia jurisdictional rate base.

However, when the actual experience or

the last two months of 1974 became known, the Staff submitted revised accounting exhibits restating the value of the

Company'~

were not seriously questioned by the Company.

1974 rate base, which

The Staff revisions state the

actual value of the Company's 1974 rate bas·e at $7,246,513 less than that
· initially detertnined by using two months' projected figures.
The Staff values the

C~mpany's

1974 Virginia jurisdictional rate base

at $544,825, 672 as of December 31, 1974.

This is shown in detail on wit-

ness Vassar's Second Revised Statement No. 1, attached to Exhibit EMV 24.
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Neither the Attorney General nor any other party produced testimony
relating to rate base other than to urge exclusion therefrom of Pennhall
and Byrd Center. 8

The exclusion of the latter effects a $119, 2 68 reduc-

tion in the Company's 1974 rate base, which we approve as proper.
In another adjustn1ent in its 1974 operations., Apco added $29, 288, 000
to its operating and n1aintenance expenses for purchased power and claimed
1/9 of that sun1 for cash working capital.

The Staff contends that this was an

improper adjustment and that $3.,245,222 (1/9 of $29,288.,000) should be
deducted from totai cash working capital, thereby reducing the Virginj a
jurisdictional working cap"ital by $1, 300,000.

We agree that this is a proper

adjustment.
Also., in the initial submission of its rate base value., A.pco estitnated
the value of its fuel stock as of December 31., 1974., to be $76, 964, 000,
whereas the actual figures placed the value at $53, 176,

114~

Applying the

Virginia jurisdictional factor of 39. 2019 to the $23, 787,886 difference, we
find that the Virginia jurisdictional rate base was overstated as to this item
by $9, 325, 303.

This adjustment, with the others made, results in an over-

statement of the Virginia jur.isdictional rate base in the amount of $7, 246,513.
The other adjustments, which were minor in nature, resulted largely frcnn

-----·-------------8
Byrd Center is a recreation facility located at Claytor La~e •

.
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the different allocation n1ethods used by the Company's witness, 1\llr.
Burnett~

and those en1ployed by the Staff's

witness~

Mr. Wiskup.

l\1r·. Burnett testified on cross-examination that he would accept Mr.

Wiskup's

computations~

which we now adopt as correctly stating the

Virginia jurisdictional allocations of
con1e.

revenue~

plant~

and net operating in-

The Staff's study establishing the Virginia jurisdictional rate base

for Appalachian in the an1ount of

$544~ 825~

672 as of December 31, 1874,

is shown in the following table:

TABLE NO. 1
RATE BASE
COMPONENTS
OF
RATE BASE

VIRGINlA
JURISDICTIONAL
RATE BASE

Ut~ity

P]-2-nt
.
Utility Plant in Service
Construction Work in Progress
Property Held for Future Use
Total

760, 3D:3
709
-~zs7, 596
$6~1~ 977~ 608

Accumulated Provision for Depreciation
uf Utility Plant in Service

$148,469~738

$615~

33~ 459~

$503~507~060

Allowance for Working Capital
F'uel Stock
Plant Materials and Opcr.ating Supplies
Prepaid Virginia Gross H.ccci pts Tax Less
Federal Income Tax Deferral
Cash
Total

3,001,757
11,418,018
$ 41,317,712

NET ORIGINAL COST ·oF UTILITY PLANT.
AND ALLOWANCES

$544, 825, 672
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Operating Revenues and Expenses
As initially submitted, the Company's gross operating revenues
attributable to Virginia operations for the 1974 test year, based on ten
months' actual experience and two months' estimated operations, amounted
to $166, 631, 952; however, after the actual revenue and expense figures for
1974 became available we find that system operating revenues increased by
$7,058,319 over the Company's estimated projections for November and
December, 1974.

Applying the 40. 3250 percent revenue allocation to

th~

actual figures, ·we find that Virginia jurisdictional revenues were understated by $2,846,267 ($7, 058, 319 X 40. 3250%) for a total 1974 Virginia
jurisdictional revenue in the amount of $169, 4 78, 219.
Appalachian's total operating and maintenance expenses for the 19 7 4
test year (ten months' actual and two months' estimated) amounted to
$345,045,465 of which the sum of $133,852, 769 was assigned to Virginia
jurisdictional service.

Appropriate adjustments,

in~luding

elimination of

the expenses for the operation of Pennhall and Byrd Center, reduces the
1974 test year Virginia expenses to $132,820,923.

Like actual revenues

for ·the same period, actual expenses for November and December, 1974,
were

con~iderably

greater .than the estimated figures.

Actual expenses

were greater than estimated expenses by $5, 503, 663 and $2, 219, 352 of
this amount is attributable to Virginia jurisdictional service, thus increasing
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total jurisdictional expenses to $135,040,275.
cerning this amount, which we accept.

There is no dispute con-

Accordingly, the level of earnings

under existing rates is as shown in the following table:

TABLE NO. 2
$169,478,219
135,040,275
34,437,944

Total Operating Revenue
Total Operating Revenue Deductions ·
Net Operating Inc orne

1, 836,596
36,274, 540
34, 162
36, 240, 378

Allowance for Funds During Construction
Less Charitable Contributions
Actual Net Operating Income -- adjusted

Here it is appropriate to comment on the Attorney General's assertion regarding possible duplication in the Staff's adjustments for unbilled
revenue and the change f.rom bi-tnonthly to monthly billing.

Formerly,

n1any electric utilities did not record, for accounting purposes, unbilled
revenues accruing to the Con1pany during the last few .days of each month
after customer bills are mailed.

However, in 1974, to better match

revenues and expenses, the Commission authorized Appalachian to record
unbilled revenues.

This accounting change becan1e effective in December,

1974; consequently •. it was necessary, for test-year revenue purposes, to

cliJninate from. the January, 1974, revenue the unbilled revenue carried
over fron1 December, 1973.

This adjustment reduced test-year revenues

by $9, 532,4 72.

A second adjustment was made by the

~taff

to allow for the CoJ11pany' s

changing from bi-monthly to monthly billing on July 1, 1974.

December,

85
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1973, revenu~ amounting to $4,490, ~8:3 was included in the 1974 testyear revenues, since December's billings were included in the tlanuary,
1974, bi-monthly bills forwarded to Appalachian's customers.

To avoid

including thirteen n1onths' revenue in the 1974 test-year revenues, the
Staff properly eliminated this amount and reduced test-year revenue by

$4, 490, 383. The Attorney General stated that a prelin1inary exatnination
by his staff indicated that there n1ight be duplication in the aforementioned
adjustinents resulting in Appalachian's test-year revenues being understated
by $4,490, 383.

Analysis of the facts of record, however, discloses that

there is no duplication.
Finally, there remains one important adjustment to be discussed.
Both the Company and the Staff made adjustments to accomn1odate the change
from flow-through to norn1alization 9 accounting for certain Federal tax
benefits.

The nature of these adjustments, as explained by the Comtnissiun's

Chief Accountant, can best be understood by reviewing the benefits accruing
to the Company from liberalized depreciation.
Briefly, for income tax purposes, a .company may take a relatively
large portion of depreciation expense during the early years of the service

9

Under normalization, taxes for rate-making pu.r'poses are determined
on the basis of straight-line depreciation, while for tax purposes, liberalized
depreciation is used. The difference between the taxes which would be payable under straight-.line depreciation and the taxes paid under liberalized
depreciation is placed in a deferred tax reserve account by the taxpayer.
This reserve accoWlt is deducted from the rate base. Apco requested authority to so change its accounting method which, to effect, necessitates
additional revenue to offst"t the loss from tax deferral.
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life of property as opposed to spreading it evenly over the expected life
term.

The larger depreciation allocation during the early years results

in less income tax liability for the years taken.

Conversely, income tax

liability will be greater during the later years of the property's service
life to the extent that less depreciation expense is available.
Utilities recording the actual amount of income tax paid within a
given year, after allowing for the full effect of liberalized depreciation,
are described as using a flow-through method of accounting.

Flow-through

accounting has the immediate advantages of reducing income tax

liabilit~,

improving the Company's reported earnings, and reducing the need for
revenue from ratepayers.

The use of flow-through accounting, in large

part, resulted in the relatively few utility rate increases during the '60's.
Significantly, Appalachian has used flow-through accounting for over a
decade and has not had an increase in its basic rates since 1952.
Through hindsight we now know that those utilities which use norm alization accounting are in a superior financial position to those which have
not.

There appears to be respectable authority today that utilities still

using flow-through accounting could improve their financial posture by
changing to normalization.

Normalization is a means of generating cost-

free funds for construction.

To the extent that tax benefits are not cur-

rently reflected in a utility's earnings, it can accumulate capital for use in
construction projects, thus obviating the need to

~or row

funds at inflated

interest rates.
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~htlR-.v' s

double-digit inf1ation~ r.:oupled with increasing costs of

construction, has lessened the importance of Federal income tax liability
as a portion of total

expenses~

flow-through accounting.

particularly in the case of utilities using

A real danger to flow-through utilities is that

they will be unable to take full advantage of all current and future tax benefits conferred by Congress.

Each utility owes a duty to its customers to

take full advantage of all tax benefits allowed under 'the law.

For the for·e-

going reasons I am of the opinion that it is in the public interest for Appalachian to change from flow-through to normalization accounting and, con·sequently ~ its 1974 test-year expenses, for rate-making purposes, should
be increased by $5,

338~

725.

To summarize., we show. in Table No. 2 above the test period level of adjusted earnings to be at a rate of 6. 65 percent ($36, 240~ 378
on a r_ate base of

$544~

825, 672 as developed in Table No. 1.

$544~ 825~ 672)

7

The evidence

pertaining to a proper rate of return, to be discussed below, clearly supports
our conclusion that the current level of

ea~nings

is inadequate.

Therefore,

we _find that an increase in rates 1s required to produce for Appalachian
just and reasonable earnings on its Virginia jurisdictional rate base.
Rate of Return
During the

pa~t

three years the Commission has given particular

consideration to rate of return issues in a number of major utility rate cases.
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In fact, this is the crucial issue in such cases.

In the Commission's

()pinion in Application of Virginia Electric and Power Company For An
Increase In Rates. 1972, 95 PUR 3d 281, p. 297, we made the following
pertinent observation:
There is· no universal formula which can
be used to determine "a fa:ir rate of return."
The formulation of a determination concerning what, in a given situation, may be a fair
rate of return requires the exercise of experienced and informed judgment on the part
of the regulator. Since rates are made for the
future, the regulator must, with all the ex pertise at his command, make a judgment as to
what the economic future is going to be, based
on present conditions and past reactions.

The principles stated in the 1972 rate decision guide our determination in
the instant case.

The basic differences among the parties arise in deter-

mining an appropriate rate of return to be allowed on A.ppalachian' s common
equity.
Severa.l of the parties asserted that dividends "should be cut" and the
stockholders should share with the ratepayer the financial burdens confronting Appalachian.

Ordinarily, if there were no increase in the demand for

electricity this might pe a valid contention.
be~ng

However, Virginia utilities are

required to meet a substantially increasing demand for electric energy.

Most have had to double their generating capacity every ten years.

A.ppa-

lachian 1 s growth rate has. been 8 to 9 percent annually in past years and the
.

.

Company anticipates a 5

p~rcent

growth in sales· i~
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To

sat~sfy

the
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increasing de1nand for electric energy. which the utilities by law n1ust
do. and which is essential to the economic well-being of Virginia, multin1illions of dollars must be provided through both debt and equity securities to finance construction of the necessary generating facilities.

Find-

ing the vast amounts of capital needed for plant expansion presents an unprecedented probleni for the electric power industry.
exception.

Appalachian is no

Investors cannot be compelled to invest in utility stocks or

anything else .. They must be attracted.

To acquire equity capital, reason-

able earnings must be made available for prospective issues of common
stock, and existing stockholders must be treated fairly.

If per-share earn-

ings are diluted by regulatory action. and dividends cut. the investor will
go elsewhere and the utility will be unable to raise the money necessary for
the proper discharge of its public duties.
It is. therefore, clear that there is no way that a responsible regulatory commission can con1pel stockholders and ratepayers to share the
financial burdens of an investor-owned public utility.
se~vice

and not for the property used to render it.

Ratepayers pay for

Shareholders are the

owners and are entitled to a fair return on their investment.
The testimony of the three rate of return witnesses may be summarized
as follows: Witness. Roseman. for Appalachian, relying on a comparison of
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the pri cc- book ratios of 93 electric utilities, together with other factors
affc~ting

the price of electric utilities stock, and augmented with certain

other comparative analyses, recommended a return on rate base of 9. 65
percent, reflecting a 15 1/2 percent return on common equity.
Witness Brennan, also tcstifyfng for Appalachian as a rebuttal witness, took sharp issue with Staff Witness Parcell's use of a comparable
earnings test as a means of determining a proper return on equity.

He

also took exception to Witness Parcell's failure to give adequate consideration in his analysis to Appalachian's coverage problems.

According to

Witness Brennan, today' s investors exan1ine the quality of earnings of a
cotnpany, that is: post-tax interest coverage, the effective income tax
rate, and allowance for funds used during construction as a percentage of
net income.

Those considerations, according to Witness Brennan, are n1ore

meaningful in determining the amount of return necessary to attract capital .
on a reasonable basis than is a mere comparison of earnings of like companies.
Staff Witness Pare ell testified that, in his judgment, Appalachian's
cost of capital lies in the range of 8. 6 to 8. 8 percent, centering on 8. 75
percent.

This range was based on Appalachian' s· capital structure as of the

1974 test period and the 1975 preformed test period.

He further recommended

a range of 12 to 13 percent on common equity, centering on a .midpoint of
12.5 percent.

Witness Parcell's analysis was based on a comparable earnings

91.

test of Moody's 125 industrials, 1\lloody' s 24 utilities, the 111 largest
investor-owned electric utilities, and two groups of electric utilities con1parable in size to Appalachian's parent, American Electric Power Company.
Witness Parcell's recommendation recognized the current depressed state
of the overall mone,Y market.

The witness said that a recent survey

i~di-

cates that less than 25 percent of the nation's largest 900 corporations had
common stock selling above book value.
palachian has

~nj oyed

Mr. Parcell concluded that Ap-

higher earnings than have its sister subsidiaries in

the American Electric Power System, and that its current coverage prob.

.

lems result largely from the high amount of leverage in its capital structure.
In rebuttal, Witness Brennan contended that Appalachian's customers have
benefited over the years from the Company's highly leveraged capital
structure.
A.s we have said many times before, a fair rate of return can n.ever .
be established by the use of a precise mathematical formula.

The evalua-

tioa of all the facts is greatly influenced qy the experience and judgment
of

~he

rate maker.

Having considered the record in full,. it is n1y judgn1ent

·that an overall rate of return of 9 percent is proper.

This would afford the

Company an opportunity to earn a return on its common equity of about 13.2
percent.

Computed on its 1974 Virginia rate base, I conclude that the earnings

requirements of

Appa~achian

Power Company are as follows:
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Virginia Jurisdictional Rate Base (Table 1)
Rate of Return
TtJtal Net Income
Adjusted Net Income Under Existing Rates
Additional Net Earnings Needed to Give
Company Opportunity to Earn 9 Percent
Conversion ·Factor to Allow for Federal Income
Taxes, Other Taxes and Uncollectible Items
Additional Gross Income Needed
( 12, 793, 932 ..;.. . 500084)

I am of the

~pinion

$544,825,672
.09
49, 034, 310
36, 240, 37e
12,793,932
.500084
$ 25,583,565

that a 9 percent rate of return would permit

reliable servic.e to Appalachian's customers at just and reasonable rates,
and it should be adequate to allow the C.ompany to maintain its credit
standing and to attract capital.
Rate Design
Ordinarily, having determined the amount of additional revenue
needed by Apco, we would assign this amount to specific customer groups.
However, since the Commission majority has awarded a lesser rate of
return and has provided for its allocation among the users, it would serve
no purpose for me to elaborate further on this subject.
There are several observations I should make concerning the Company' s rate tariffs.

The extension of service provisions on Original Sheet

No. 3-30, i'n my judgment, are too vague and uncertain.
should be clear and concise.

.

Tariff language

Further, I would require the Company to pay
.

.

·interest at a rate of 8_percent per annum on all custon1er deposits.
further require the Company to amend its tariff to make its

met~r

I would

testing

93
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plans conforn1 with the A1nerican Standard Code for Electricity Metering.

Jn tny judgment, all initial n1eter readings for newly connected custom.ers
and all final n1eter readings for disconnected customers should be actual
readings .and not estimates.
propriate tariff provision.

Voltage variation should be covered by an apThose tariff sections making the Company the

"sole judge" of whether a given situation is applicable are not in the public
interest and should be eliminated.
In recent electric utility rate cases, we have directed the companies
to elin1inate late penalty charges. We are of the opinion that the utilities
can adequately protect their revenues by discontinuing service ·to customers
whose accounts are in arrears, and by instituting legal action against chronic
offenders.

Accordingly, I would elin1inate the late-payment requirement.

The most important tariff change considered in this proceeding relates
to the Fossil Ji'uel Adjustment Clause.

As noted elsewhere in this Opinion,.

the Co1nmission earlier entered an Order requiring Appalachian Power
Company to amend its current Fuel

Adjus~ment

Clause to reflect the actual

cost of fuel purchased, whether from affiliated or independent mines.
amendment was intended to be temporary

This

pending review of a completely

revised Fuel Adjustment Clause.
The purpose of a F'uel Adjustment Clause is to permit a utility to pass

on to its customers cost variations of fuel above and below a specific base
cost.

Such a clause allows a utility to more rapidly adjust to changing

94
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economic conditions, thus obviating lengthy regulatory proceedings.
Conversely, should the price of fuel decline, the benefits of lower fuel
costs are passed on promptly to the ratepayer.

It should be understood

that cost variations only are passed on to a utility's custon1er through a
. properly designed Fuel A.djustn1ent ·clause and the recovery under such a
clause does not affect the company's rate of return.
The Fuel Adjustment Clause proposed by the Company is a substantial
i1nproven1ent over its present one.

However, in its prefiled testimony, the

Commission's Staff disagreed with three provisions of the suggested clause,
viz: (1) the use of a 30-year average for hydro-electric ·generation; (2) the·
10 percent power loss factor; and {3) the method of adjusting the clause for
gross receipts tax.

The Company accepted the Staff's suggestions and sub-

mitted a revised Fuel Adjustment Clause.

The revised clause uses a five-

year average for hydro-electric generation and a 9. 1 percent power loss
factor.

The Company accepted the Staff-suggested application of the gross

receipts tax.
The proposed clause will be based on estimated fuel cost which will
be corrected in .the seco.nd succeeding n1onth.

The Staff pointed out that the

adjustment will be applied to all kilowatt- hours sold, including power purchased from other sources.

The clause proposed by the Company is unlike

clauses in use by other utilities in Virginia.

By Docket No. 19526, the

Commission has instituted an investigation to review the fuel clallses of all

95
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Virginia utilities.

Hearing is now set to

commen~e

during May, 1975,

and the design and uniformity of fuel cl.auses will be one of the subjects
investigated. I believe the clause proposed by the Company, as revised,
should be approved for use with the exception that power losses should be
limited to 8 percent, or to the percentage loss reported ·to this Commission in the Company's annual

repo~t,

whichever is lower.

If our investiga-

tion in Docket No. 19526 should show the need for further modification or
outright repeal; such can be later ordered.
Conclusion
Upon consideration of all facts and contentions presented during this
proceeding, I conclude that Appalachian needs $25, 583, 5 65 in additional
revenue from. its Virginia jurisdictional service.

Thereby the Company is

afforded an opportunity to earn an overall 9 percent rate of return on its
Virginia jurisdictional rate base.

In my judgment, t.his rate of return is

just and reasonable, and should be sufficient to enable the Company to
maintain its credit standing and to attract ·necessary capital.
· Appalachian is subject to Annual Review.

Thus, the Commission can

test its present judgn1ent one year hence and make any necessary adjustments.
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

APPLICATION OF
APPALACHIAN POWER COMPANY

CASE NO.

19474

For an Increase in Rates

NOTICE OF APPEAL AND ASSIGNMENT OF ERROR
OF APPALACHIAN POWER COMPANY

Notice is hereby given that the Appalachian Power Company is aggrieved
by and appeals from the Order of the State Corp0ration Commis sian entered on
May 1, 1975 in the above proceeding.
The Company's assignments of error are limited to:
1.

The Commission's establishment of an allowed overall rate of return

of 8. 4% and an allowed rate of return on equity of 11. 2% is arbitrary, inconsistent with its own opinion and unsupported by: any evidence on the record; and
2.

The Commission's prejudicial reliance

up~n

a comparison of

Appalachian 1 s earnings with earnings of other subsidiaries of American
Electric Power is in express violation of the decision of the Virginia Supreme
Court in Board of Supervisors v. Virginia E & P., Co., 195 Va. 1102 (1955); and
3.

The end result of the Comnlission 1 s decision which denied approxi-

mately 47% of the Company's requested increase leave·s Appalachian in a
financial position in which it is unable to attract the capital necessary for the
proper discharge of its public duties and thus violates the constitutional mandate
of Federal Power Commission v. Hope Natural Gas Co., 320 U. S. 591 (1944); and

97.

4.

The order that Appalachian and Franklin Real Estate, a subsidiary

of American Electric Power and an agent of Appalachian, file a plan which
apparently would lead to ultimate disposition of all property in which Appalachian
has a legal, equitable or other interest exceeds the statutory authority of the
Commission.
Respectfully submitted,
APPALACHIAN PO·WER COMPANY

By

John L. Walker, Jr., Esq.
Woods, Rogers, Muse, Walker & Thornton
105 F.ranklin Road, S. W.
Roanoke, Virginia 24004
Carl D. Hobelman, Esq.
Samuel M. Sugden, Esq.
LeBoeuf, Lamb, Leiby & MacRae
140 Broadway
New York, New York 10005

CERTIFICATE OF MAILING
I hereby certify a copy of this Notice of Appeal and Assignment of Error
was mailed on May

J.tt,

1975, to counsel for the Appellee and to all intervenors

in the pr?ceeding pursuant to Rule 5:18(h) of the Rules of the Supreme Court as
follows:
Counsel for:

Counsel:

State Corporation Commission Appellee

Richard Rogers, Esq.
General Counsel
State Corporation Commis sian
P. 0. Box 1197
Richmond, Virginia 23209
I
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Counsel:

Counsel for;

Walter A. Marston, Jr., Esq.
Assistant Attorney General
Supr erne Court Building
1101 East Broad Street
Richmond, Virginia 23219

Attorney General of Virginia

The Honorable Andrew P. Miller
Attorney General of Virginia
Supreme Court B~ilding
1101 East Broad Street
Richmond, Virginia 23219

Attorney General of Virginia

Edward J. Sheppard, IV, Esq.
Abraham R. Spalter, ~sq.
Morgan, Lewis & Bockius
1140 Connecticut Avenue, N. W.
Washington, 0. C. 20036

Owens -Illinois Glass Company

The Honorable Virgil H. Goode
20th Senatorial District
425 Diamond Avenue, Apt. 2
Rocky Mount, Virginia 24151

Twentieth Senatorial District of
Virginia

William Roscoe Reynolds, Esq.
Commonwealth 1 s Attorney of
. Henry County
P. 0. Drawer 112
Courthouse Building
Martinsville, Virginia 24112

Henry County Board of Supervisors

The Honorable Donald G. Pendleton
House of Delegates
P. 0. Box 493
Amherst, Virginia 24521

City of Lynchburg, et al

Charles R. Allen, Jr., Esq.
464 Municipal Building
Roanoke, Virginia 24011

City of Roanoke

Martin F. Clark, Esq.
P. 0. Box 407
Stuart, Virginia 24171

Patrick County Board of Supervisors

[. ( I
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION
)
)
)
)
)

APPLICATION OF
APPALACHIAN POWER COMPANY
For an Increase in Rates

CASE NO.

AMENDED PARAGRAPH NUMBERED 4 OF ASSIGNMENT
OF ERROR OF APPALACIDAN POWER COMPANY
Paragraph numbered 4 of Appalachian Power Company's Assignment
of Error filed before the State Corporation Commission on May 29, 1975, to

an Order entered on May 1, 1975, is hereby amended solely by adding thereto
the hereinafter underlined language.

As so amended, paragraph numbered 4

reads as follows:

4.

11

The order that Appalachian and Franklin Real Estate, a subsidiary

of American Electric Power and an agen-t of Appalachia·n, file a plan which
apparently would lead to ultimate disposition of all property in which Appalachian
has a legal, equitable or other interest and which is not used and useful in providing electric service exceeds the statutory authority of the Commission.

11

Respectfully submitted,
APPALACHIAN POWER COMPANY

,J

By

',. . .·'.:. .:
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Of Counsel

John L. Walker, Jr., Esq.
Woods, Rogers, Muse, Walker &t Thornton .
105 Franklin Road, S. W.
Roanoke, Virginia 24004

',,

Carl D. Hobelman, Esq.
Samuel M. Sugden, Esq.
LeBoeuf, Lamb, Leiby &t Mac Rae
140 Broadway
New York, New York 10005

1.00

CERTIFICATE OF MAILIN:i
I hereby certify a copy of this Amended Paragraph Numbered 4 of
Assigment of Error was mailed on June 2, 1975, to counsel for Appellee and
to all intervenors in the proceeding pursuant to Rule 5:18(h) of the Rules of the
Supreme Court as follows:
Counsel:

Counsel for:

Richard D. Rogers, Jr., Esq.
General Counsel
State Corporation Commission
P. 0. Box 1197
Richmond, Virginia 23209

State Corporation Commission Appellee

Walter A. Marston, Jr., Esq.
Assistant Attorney General
Supreme Court Building
1101 East Broad Street
R~chmond, Virginia 2 3219

Attorney General of Virginia

The Honorable Andrew P. Miller
Attorney General of Virginia
Supreme Court Builcling
1101 East Broad Street
Richmond, Virginia 23219

Attorn·ey General of Virginia

Edward J. S:Qeppard, IV, Esq.
Abraham ·R. Spalter, Esq.
Morgan, Lewis & Beckius
.1140 Connecticut Avenue, N. W.
Washington, D. C. 20036

Owens-P.linois Glass Company

The ·Honorable Virgil H. Goode
20th Senatorial District
425 Diamond Avenue, Apt. 2
Rocky Mount, Virginia· 24151

Twentieth Senatorial District of
Vir-ginia

William Roscoe Reynolds, Esq.
Commonw~a1th 1 s Attorney of
Henry County
P. o. Drawer 112
Cour tho use Building
Martins ville, Virginia 24112

Henry County Board of Supervisors
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Counsel for:

Counsel:
The Honorable Donald G. Pendleton
House of Delegates
P. 0. Box 493
Amherst, V~rginia 24521

City of Lynchburg, et al

Charles R. Allen, Jr. , Esq.
464 Municipal Building
Roanoke, Virginia 24011

City of Roanoke

Martin F. Clark, Esq.
P. 0. Box 407
Stuart, Virginia 24171

Patrick County Board of Supervisors
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STATE CORPORATIO~ CO~Il\USS[ON

APPAL.:\CHI.:\N PO\VER COi\IPANY

Por an inc1.·ease in rates
1\IOT!C):.\ OF CO~.ll\IJSSlON'S STAFF

The Conunission's Staff hereby requests of the Com1nission:
(1) That. in this rate proceeding. the Commission require

that all costs and expenses for the operation of "Penn IIall'' be disregarded for the purpose of establishing just and reasonable rates for
electric service.
(2) That. Appalachian be required, independent of this pro-

ceeding. to report all contracts and arrangements for services and
_ma:terials it has 'vith any affiliated interests as defined in Title 56,
Chapter 4, Code of Virginia. \Vith this report the Company should
state the general nature of each such contract or arrangement.·
. (3) That, Appalachian be required, inc.€pendent of this pro-

ceeding. to report all contracts and arrangements it has with affiliated
interests for the development or supply of coal. In this report it should
include inforrnation regarding the amount of capital which Appalachian
has invested in such affiliated

realizes on. such invested.

interests~

capital~

the rate of return \Vhich it

and the

anlO'lUlt

of additional capital

\\rhich Appalachian intends to invest in these affiliated interests over
the next fiv·c

~'·cars.

1.03

(4) Tl~H.t, Appalachian be required, independent of this proceeding,

to respon(l t0 tl1e following proposals in regard to that 'Virginia property
held by F1·anklin Real Estate Corporation:
(a) i\ ppala chi an should fo r1n a Virginia corporation for
the: pnrp~sc of lt~Jlc.ling title to usec.l and u~cful utility real
c:str.de

property pur.su:anl.to a c·ontrCic-t en· at·rangcrnc:nt

to Title 56, ·chapter 4, Coclc: of Virginia.

That all

used and useful real estate property be transfet·red
to the Yirginia corporatiou and that a plan be presented
for Franldin Rc:tl Estate to cotnpcnsatc Appalachian
for all 'Virginia property not used and useful in providing

electric services; or,
(b) Upon sho\ving that a ''irginia corporation cannot,
or should not, be formed for the aforesaid purpose,

.

that Appalachian present to the Commission a contract
.

.

or arrangement for Commission approval whereby it
would only purchase, or hold, property \yhich is used
and useful in electric utility operations. With such
contract or arrangement, a plan should be presented
for

lc~ranklin

Real Estate to co1npensate Appalachian

for all Virginia ·property not used and' useful in providing
electric services.·
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(5) That .. Appalachian., independent of this proceeding., be required

to give to the Cotninission a report stating the general nature of any
.. ad\'ertising and pro1notional programs., the purpose of any such progratns,
·and the

~lU1l.it.J-l

e:xpcnsc.·s associated therc\vith.

COi\'ll\'IISSl 0~ Is ST .A li'F
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·----------Hicharc.l D. Hogct'S,

,..

. ...

Jr.

General Co·unsel
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