






























































































































































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 Ap-

palachian 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 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 con­

siders 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. However, 
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the restated total purchase price paid for fuel during 1D74~ amounting to 

$24~3. 2 66~ 679 did not include an an1ount to offset the sum of $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 7 4 include an 

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

$6, 302~ 790 during 1974. These two items which are properly attributable 

to fuel costs amounted to $8~ 550~ 413 in 1974. Therefore, the latter atno.unt, 

minus the sum of $3, 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. Regardless of which method is 

used, engineering or accounting~ 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 

6 All 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. After considering the Staff's exhibits, 

I agree. 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. The 

Staff and the Company w~re 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 ac­

counting exhibits restating the value of the Company'~ 1974 rate base, which 

were not seriously questioned by the Company. 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 revenue~ plant~ and net operating in-

con1e. 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 

Accumulated Provision for Depreciation 
uf Utility Plant in Service 

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 

NET ORIGINAL COST ·oF UTILITY PLANT. 
AND ALLOWANCES 
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$615~ 760, 3D:3 
33~ 459~ 709 

-~zs7, 596 
$6~1~ 977~ 608 

$148,469~738 

$503~507~060 

$ 20,846,124 
6,051,813 

3,001,757 
11,418,018 

$ 41,317,712 

$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 under­

stated 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. There is no dispute con-

cerning this amount, which we accept. Accordingly, the level of earnings 

under existing rates is as shown in the following table: 

TABLE NO. 2 

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

Allowance for Funds During Construction 

Less Charitable Contributions 
Actual Net Operating Income -- adjusted 

$169,478,219 
135,040,275 
34,437,944 

1, 836,596 
36,274, 540 

34, 162 
36, 240, 378 

Here it is appropriate to comment on the Attorney General's asser-

tion 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, 

- 24 -
85 



1973, revenu~ amounting to $4,490, ~8:3 was included in the 1974 test-

year 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 pay­
able 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 au­
thority 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 ali­

zation 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~ particularly in the case of utilities using 

flow-through accounting. A real danger to flow-through utilities is that 

they will be unable to take full advantage of all current and future tax bene­

fits 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 Appa­

lachian 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 ad­

justed earnings to be at a rate of 6. 65 percent ($36, 240~ 378 7 $544~ 825~ 672) 

on a r_ate base of $544~ 825, 672 as developed in Table No. 1. 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 1 s 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 concern­
ing what, in a given situation, may be a fair 
rate of return requires the exercise of ex­
perienced and informed judgment on the part 
of the regulator. Since rates are made for the 
future, the regulator must, with all the ex per­
tise 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 confront-

ing Appalachian. Ordinarily, if there were no increase in the demand for 

electricity this might pe a valid contention. However, Virginia utilities are 

be~ng 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~ ~975.. To sat~sfy the 

89 
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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, multi­

n1illions of dollars must be provided through both debt and equity securi­

ties to finance construction of the necessary generating facilities. Find­

ing the vast amounts of capital needed for plant expansion presents an un­

precedented probleni for the electric power industry. Appalachian is no 

exception. 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 regu­

latory commission can con1pel stockholders and ratepayers to share the 

financial burdens of an investor-owned public utility. Ratepayers pay for 

se~vice and not for the property used to render it. 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 wit­

ness, 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 considera­

tion 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 
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test of Moody's 125 industrials, 1\lloody' s 24 utilities, the 111 largest 

investor-owned electric utilities, and two groups of electric utilities con1-

parable 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. Mr. Parcell concluded that Ap-

palachian has ~nj oyed 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) 

$544,825,672 
.09 

49, 034, 310 
36, 240, 37e 

12,793,932 

.500084 

$ 25,583,565 

I am of the ~pinion 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 Com-

pany' s rate tariffs. The extension of service provisions on Original Sheet 

No. 3-30, i'n my judgment, are too vague and uncertain. Tariff language 

should be clear and concise. Further, I would require the Company to pay 

. . . 

·interest at a rate of 8_percent per annum on all custon1er deposits. I would 

further require the Company to amend its tariff to make its met~r 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. Voltage variation should be covered by an ap­

propriate tariff provision. Those 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. This 

amendment was intended to be temporary 

revised Fuel Adjustment Clause. 

pending review of a completely 

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 
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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 pur­

chased 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 
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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 Commis­

sion 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, inconsis-

tent 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 
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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: 

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

I 

- 2 -

Counsel for: 

State Corporation Commission -
Appellee 
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Counsel: 

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

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

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

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

William Roscoe Reynolds, Esq. 
Commonwealth 1s Attorney of 
. Henry County 

P. 0. Drawer 112 
Courthouse Building 
Martinsville, Virginia 24112 

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

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

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

- 3 -

Counsel for; 

Attorney General of Virginia 

Attorney General of Virginia 

Owens -Illinois Glass Company 

Twentieth Senatorial District of 
Virginia 

Henry County Board of Super­
visors 

City of Lynchburg, et al 

City of Roanoke 

Patrick County Board of Super­
visors 

[. ( 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: 

114. 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 pro-

viding electric service exceeds the statutory authority of the Commission. 11 

Respectfully submitted, 

APPALACHIAN POWER COMPANY 

,J 
By ',. . . ·'.:. .: I 

/ 

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 

.. ) j' 
' .. /' _,.,., .. ,7 

. . / ~ 

• . . J ·.: .... ( ( 

Of Counsel 
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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: 

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

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

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

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

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

William Roscoe Reynolds, Esq. 
Commonw~a1th 1 s Attorney of 

Henry County 
P. o. Drawer 112 
Cour tho use Building 
Martins ville, Virginia 24112 
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Counsel for: 

State Corporation Commission -
Appellee 

Attorney General of Virginia 

Attorn·ey General of Virginia 

Owens-P.linois Glass Company 

Twentieth Senatorial District of 
Vir-ginia 

Henry County Board of Super­
visors 
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Counsel: 

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

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

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

/. 
\ 

,,., 
( I 

·. .. 

Counsel for: 

City of Lynchburg, et al 

City of Roanoke 

Patrick County Board of Super­
visors 

\ / 

'· ..... ~· .. ,: .. , ~ 
/ / 

<.. ••. 
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S('':,A~:!··· ;' r" :. · · • ': ( ~ idt). .. . .. 
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 dis-

regarded 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 interests~ the rate of return \Vhich it 

realizes on. such invested. capital~ 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 

(' ,. . 
/ .. . . . ... 

·-----------
Hicharc.l D. Hogct'S, Jr. 
General Co·unsel 
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